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I ndex

Forward-L ooking Information

In addition to historical information, this Report contains forward-looking statements within the meaning of Section 27A of the Securities Act and

Section 21E of the Exchange Act. We use words such as “believe,” “intend,” “expect,” “anticipate,” “plan,” “may,” “will” and similar expressions to identify
forward-looking statements. Such statements include, among others, those concerning our expected financial performance and strategic and operational
plans, as well as our assumptions, expectations, predictions, intentions or beliefs about future events. You are cautioned that any such forward-looking
statements are not guarantees of future performance and that a number of risks and uncertainties could cause actual results to differ materially from those
anticipated in the forward-looking statements. Such risks and uncertaintiesinclude, but are not limited to:

e o o o o

Our ability to implement our business plan;

Financial resultsthat may be volatile and may not reflect historical trends;

Seasonal fluctuations of our results and exposure to variationsin weather patterns;

Potential volatility in earnings associated with fluctuations in prices for commodities such as natural gas and power;

Our ability to manage liquidity needs and comply with covenants related to our Exit Credit Facility and other existing financing obligations;
General financial and economic conditions including the cost and availability of capital and credit;

Theimpact of the current financial crisis and the economic downturn on liquidity in the energy markets on which we rely to hedge risk and on the
availability of our suppliers and service providers to perform under their contracts with us;

Our ahility to complete the implementation of our Plan of Reorganization;

Disruptionsin or limitations on the transportation of natural gas and transmission of electricity;

The expiration or termination of our PPAs and the related results on revenues,

Risks associated with the operation of power plants including unscheduled outages;

Factors that impact the output of our geothermal resources and generation facilities, including unusual or unexpected steam field well and
pipeline maintenance and variables associated with the waste water injection projects that supply added water to the steam reservoir;
Natural disasters such as hurricanes, earthquakes and floods that may impact our plants or the markets our plants serve;

Risks associated with power project development and construction activities as well as upgrades and expansions of existing plants;

Our ability to attract, retain and motivate key employees including filling certain significant positions within our management team;

Our ability to attract and retain customers and counterparties;

Our ability to manage our customer and counterparty exposure and credit risk;

Competition and regulation in the markets in which we participate;

Risks associated with marketing and selling power from plantsin the evolving energy markets, including changing market rules;

Present and possible future claims, litigation and enforcement actions;

Effects of the application of laws or regulations, including changes in laws or regulations or the interpretation thereof; and

Other risksidentified in this Report and our 2007 Form 10-K.

You should also carefully review other reports that we file with the SEC. We undertake no obligation to update any forward-looking statements,

whether as aresult of new information, future developments or otherwise.




DEFINITIONS

As used in this Report, the following abbreviations and terms have the meanings as listed below. Additionally, the terms “Calpine,” “we,” “us” and
“our” refer to Calpine Corporation and its consolidated subsidiaries, unless the context clearly indicates otherwise. The term “ Calpine Corporation” refers
only to Calpine Corporation and not to any of its subsidiaries. Unless and as otherwise stated, any references in this Report to any agreement means such
agreement and all schedul es, exhibits and attachmentsin each case as amended, restated, supplemented or otherwise modified to the date of this Report.

ABBREVIATION

DEFINITION

2007 Form 10-K

401(k) Plan
Acadia PP
AOCI

ARB
Auburndale

Average availability and average capacity
factor, excluding peakers

Bankruptcy Code
Bankruptcy Courts
BLM

Blue Spruce

Bridge Facility

Btu(s)
CAIR
CalGen

CalGen First Lien Debt

Calpine Corporation’'s Annual Report on Form 10-K for the year ended December 31, 2007, filed with the SEC on
February 29, 2008

Calpine Corporation Retirement Savings Plan

Acadia Power Partners, LLC

Accumulated Other Comprehensive |ncome

Accounting Research Board

Auburndale Holdings, LLC

Availability represents the percent of total hours during the period that our plants were available to run after
taking into account the downtime associated with both scheduled and unscheduled outages. The average
capacity factor, excluding peakers is calculated by dividing (a) total MWh generated by our power plants
(excluding peakers) by the product of multiplying (b) the weighted average MW in operation during the period
by (c) the total hours in the period. The average capacity factor, excluding peakers is thus a measure of total
actual generation as a percent of total potential generation. If we elect not to generate during periods when
electricity pricing istoo low or gas prices too high to operate profitably, the average capacity factor, excluding
peakers will reflect that decision as well as both scheduled and unscheduled outages due to maintenance and
repair requirements

U.S. Bankruptcy Code

The U.S. Bankruptcy Court and the Canadian Court

Bureau of Land Management of the U.S. Department of the Interior

Blue Spruce Energy Center LLC

Bridge Loan Agreement, dated as of January 31, 2008, among Calpine Corporation as borrower, the lenders
party thereto, Goldman Sachs Credit Partners L.P., Credit Suisse, Deutsche Bank Securities Inc. and Morgan
Stanley Senior Funding Inc., as co-documentation agents, and Goldman Sachs Credit Partners L.P., as
administrative agent and collateral agent

British thermal unit(s)

Clean Air Interstate Rule

Calpine Generating Company, LLC

Collectively, $235,000,000 First Priority Secured Floating Rate Notes Due 2009, issued by CalGen and CalGen

Finance Corp.; $600,000,000 First Priority Secured Institutional Term Loan Due 2009, issued by CaGen; and the
CalGen First Priority Revolving Loans, in each case repaid on March 29, 2007




ABBREVIATION

DEFINITION

CalGen First Priority Revolving Loans

CalGen Second Lien Debt

CalGen Secured Debt

CalGen Third Lien Debt

Calpine Debtors

Calpine Equity Incentive Plans

Canadian Court

Canadian Debtors

Canadian Effective Date

Canadian Settlement Agreement

Cash Collateral Order

CCAA
CCFC

Chapter 11

co,

Commodity Collateral Revolver

$200,000,000 First Priority Revolving Loans issued on or about March 23, 2004, pursuant to that Amended and
Restated Agreement, among CalGen, the guarantors party thereto, the lenders party thereto, The Bank of Nova
Scotia, as administrative agent, L/C Bank, lead arranger and sole bookrunner, Bayerische Landesbank, Cayman
Islands Branch, as arranger and co-syndication agent, Credit Lyonnais, New Y ork Branch, as arranger and co-
syndication agent, ING Capital LLC, as arranger and co-syndication agent, Toronto Dominion (Texas) Inc., as
arranger and co-syndication agent, and Union Bank of California, N.A., as arranger and co-syndication agent,
repaid on March 29, 2007

Collectively, $640,000,000 Second Priority Secured Floating Rate Notes Due 2010, issued by CalGen and CalGen
Finance Corp.; and $100,000,000 Second Priority Secured Institutional Term Loans Due 2010, issued by CalGen,
in each case repaid on March 29, 2007

Collectively, the CalGen First Lien Debt, the CalGen Second Lien Debt and the CalGen Third Lien Debt

Collectively, $680,000,000 Third Priority Secured Floating Rate Notes Due 2011, issued by CalGen and CalGen
Finance Corp.; and $150,000,000 11 1/2% Third Priority Secured Notes Due 2011, issued by CalGen and CalGen
Finance Corp., in each case repaid on March 29, 2007

The U.S. Debtors and the Canadian Debtors

Collectively, the MEIP and the DEIP, which provide for grants of equity awards to Calpine employees and non-
employee members of Calpine’s Board of Directors

The Court of Queen’s Bench of Alberta, Judicia District of Calgary

The subsidiaries and affiliates of Calpine Corporation that have been granted creditor protection under the
CCAA in the Canadian Court

February 8, 2008, the date on which the Canadian Court ordered and declared that the Canadian Debtors
proceedings under the CCAA were terminated

Settlement Agreement dated as of July 24, 2007, by and between Calpine Corporation, on behalf of itself and its
U.S. subsidiaries, Calpine Canada Energy Ltd., Calpine Canada Power Ltd., Calpine Canada Energy Finance
ULC, Cadlpine Energy Services Canada Ltd., Calpine Canada Resources Company, Calpine Canada Power
Services Ltd., Calpine Canada Energy Finance Il ULC, Calpine Natural Gas Services Limited, 3094479 Nova
Scotia Company, Calpine Energy Services Canada Partnership, Calpine Canada Natural Gas Partnership, Calpine
Canadian Saltend Limited Partnership and HSBC Bank USA, National Association, as successor indenture
trustee

Second Amended Final Order of the U.S. Bankruptcy Court Authorizing Use of Cash Collateral and Granting
Adequate Protection, dated February 24, 2006 as modified by orders of the U.S. Bankruptcy Court dated
June 21, 2006, July 12, 2006, October 25, 2006, November 15, 2006, December 20, 2006, December 28, 2006,
January 17, 2007, and March 1, 2007

Companies Creditors Arrangement Act (Canada)

Calpine Construction Finance Company, L.P.

Chapter 11 of the Bankruptcy Code

Carbon dioxide

Commodity Collateral Revolving Credit Agreement, dated as of July 8, 2008, among Calpine Corporation as
borrower, Goldman Sachs Credit Partners L.P., as payment agent, sole lead arranger and sole bookrunner, and
the lenders from time to time party thereto




ABBREVIATION

DEFINITION

Commodity expense

Commodity Margin

Commodity revenue

Company

Confirmation Order

Convertible Senior Notes

DEIP

DIP

DIP Facility

EAB
EBITDA

Effective Date

EITF

Emergence Date Market Capitalization

EPA

ERCOT
ERISA
Exchange Act

Exit Credit Facility

Exit Facilities

FASB

Our expense, calculated in accordance with GAAP, from fuel expense, purchased power and gas expense for
hedging and optimization and fuel transportation

Non-GAAP financial measure that includes electricity and steam revenues, hedging and optimization activities,
renewable energy credit revenue, transmission revenue and expenses, and fuel and purchased energy expense,
but excludes mark-to-market activity and other service revenues

Our revenues, calculated in accordance with GAAP, from electricity and steam sales and sales of purchased
power and gas for hedging and optimization

Calpine Corporation, a Delaware corporation, and subsidiaries

The order of the U.S. Bankruptcy Court entitled “ Findings of Fact, Conclusions of Law, and Order Confirming
Sixth Amended Joint Plan of Reorganization Pursuant to Chapter 11 of the Bankruptcy Code,” entered
December 19, 2007, confirming the Plan of Reorganization pursuant to section 1129 of the Bankruptcy Code
Collectively, Calpine Corporation’s 4% Contingent Convertible Notes Due 2006, 6% Contingent Convertible
Notes Due 2014, 7 3/4% Contingent Convertible Notes Due 2015 and 4 3/4% Contingent Convertible Senior
Notes Due 2023

Calpine Corporation 2008 Director Incentive Plan, which provides for grants of equity awards to non-employee
members of Calpine's Board of Directors

Debtor-in-possession

The Revolving Credit, Term Loan and Guarantee Agreement, dated as of March 29, 2007, among Calpine
Corporation, as borrower, certain of Calpine Corporation’s subsidiaries, as guarantors, the lenders party
thereto, Credit Suisse, Goldman Sachs Credit Partners L.P. and JPMorgan Chase Bank, N.A., as co-syndication
agents and co-documentation agents, General Electric Capital Corporation, as sub-agent, and Credit Suisse, as
administrative agent and collateral agent, with Credit Suisse Securities (USA) LLC, Goldman Sachs Credit
Partners L.P., JPMorgan Securities Inc., and Deutsche Bank Securities Inc. acting as Joint Lead Arrangers and
Bookrunners

Environmental Appeals Board of the U.S. Environmental Protection Agency

Earnings before interest, taxes, depreciation and amortization

January 31, 2008, the date on which the conditions precedent enumerated in the Plan of Reorganization were
satisfied or waived and the Plan of Reorganization became effective

Emerging Issues Task Force

Determined as Calpine's Market Capitalization using the 30-day weighted average stock price following the
Effective Date

U.S. Environmental Protection Agency

Electric Religbility Council of Texas

Employee Retirement Income Security Act

U.S. Securities Exchange Act of 1934, as amended

Credit Agreement, dated as of January 31, 2008, among Calpine Corporation, as borrower, the lenders party
thereto, General Electric Capital Corporation, as sub-agent, Goldman Sachs Credit Partners L.P., Credit Suisse,
Deutsche Bank Securities Inc., and Morgan Stanley Senior Funding, Inc., as co-syndication agents and co-
documentation agents, and Goldman Sachs Credit Partners L.P., as administrative agent and collateral agent
Together, the Exit Credit Facility and the Bridge Facility

Financial Accounting Standards Board




ABBREVIATION

DEFINITION

FDIC

FIN

Fremont

FSP

GAAP
Geysers Assets
Greenfield LP
Heat Rate
Hillabee

IRC

IRS

Knock-in Facility

KWh
LIBOR
LSTC

Market Capitalization

MEIP

Metcalf

MMBtu

MRTU

MW

MWh

Ninth Circuit Court of Appeals
NOL(s)

Non-U.S. Debtor(s)
Northern District Court
NOx

NRG

NYMEX

NYSE

OCl

Federal Deposit Insurance Corporation

FASB Interpretation

Fremont Energy Center, LLC

FASB Staff Position

Generally accepted accounting principles

19 (17 active) geothermal power plant assets located in northern California
Greenfield Energy Centre LP

A measure of the amount of fuel required to produce a unit of electricity
Hillabee Energy Center, LLC

Internal Revenue Code

U.S. Internal Revenue Service

Letter of Credit Facility Agreement, dated as of June 25, 2008, among Calpine Corporation as borrower and
Morgan Stanley Capital ServicesInc., asissuing bank

Kilowatt hour(s)
London Inter-Bank Offered Rate
Liabilities subject to compromise

Market value of Calpine Corporation common stock outstanding, calculated in accordance with the Calpine
Corporation amended and restated certificate of incorporation

Calpine Corporation 2008 Equity Incentive Plan, which provides for grants of equity awards to Calpine
employees

Metcalf Energy Center, LLC

Million Btu

CaliforniaIndependent System Operator’s Market Redesign and Technology Upgrade
Megawatt(s)

Megawatt hour(s)

U.S. Court of Appealsfor the Ninth Circuit

Net operating |oss(es)

The consolidated subsidiaries and affiliates of Calpine Corporation that are not U.S. Debtors
U.S. District Court for the Northern District of California

Nitrogen oxide

NRG Energy, Inc.

New Y ork Mercantile Exchange

New Y ork Stock Exchange

Other Comprehensive Income

vi




ABBREVIATION

DEFINITION

OMEC

Original DIP Facility

oTC

Panda

PCF

PCF 111
Petition Date
PG&E

Plan of Reorganization

Pomifer

PPA(9)

PSD

PSM

PUCT

RGGI

RockGen

RockGen Owner Lessors
Rosetta

RPS

SAB

SDG&E

Otay Mesa Energy Center, LLC

The Revolving Credit, Term Loan and Guarantee Agreement, dated as of December 22, 2005, as amended on
January 26, 2006, and as amended and restated by that certain Amended and Restated Revolving Credit, Term
Loan and Guarantee Agreement, dated as of February 23, 2006, among Calpine Corporation, as borrower, the
Guarantors party thereto, the Lenders from time to time party thereto, Credit Suisse Securities (USA) LLC and
Deutsche Bank Securities Inc., as joint syndication agents, Deutsche Bank Trust Company Americas, as
administrative agent for the First Priority Lenders, General Electric Capital Corporation, as Sub-Agent for the
Revolving Lenders, Credit Suisse, as administrative agent for the Second Priority Term Lenders, Landesbank
Hessen Thuringen Girozentrale, New Y ork Branch, General Electric Capital Corporation and HSH Nordbank AG,
New York Branch, as joint documentation agents for the First Priority Lenders and Bayerische Landesbank,
General Electric Capital Corporation and Union Bank of California, N.A., as joint documentation agents for the
Second Priority Lenders

Over-the-Counter

Panda Energy International, Inc., and related party PLC 11, LLC

Power Contract Financing, L.L.C.

Power Contract Financing 111, LLC

December 20, 2005

Pacific Gas & Electric Company

Debtors' Sixth Amended Joint Plan of Reorganization Pursuant to Chapter 11 of the U.S. Bankruptcy Code filed
by the U.S. Debtors with the U.S. Bankruptcy Court on December 19, 2007, as amended, modified or
supplemented through the filing of this Report

Pomifer Power Funding, LLC, asubsidiary of Arclight Energy PartnersFund I, L.P.

Any power purchase agreement or other contract for a physically settled sale (as distinguished from a
financially settled future, option or other derivative or hedge transaction) of any electric power product,
including electric energy, capacity and/or ancillary services, in the form of a bilateral agreement or a written or
oral confirmation of a transaction between two parties to a master agreement, including salesrelated to atolling
transaction in which part of the consideration provided by the purchaser of an electric power product isthe fuel
required by the seller to generate such electric power

Prevention of Significant Deterioration Permit

Power Systems Manufacturing, LLC

Public Utility Commission of Texas

Regional Greenhouse Gas Initiative

RockGen Energy LLC

Collectively, RockGen OL-1, LLC; RockGen OL-2, LLC; RockGen OL-3, LLC and RockGen OL-4, LLC

Rosetta Resources Inc.

Renewable Portfolio Standard

SEC Staff Accounting Bulletin

San Diego Gas & Electric Company

vii
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DEFINITION

SDNY Court

SEC

Second Circuit
Second Priority Debt

Second Priority Notes

Securities Act

SFAS

S02

SOP 90-7

Spark spread(s)

Steam adjusted Heat Rate for gas-fired
fleet of power plants expressed in Btus of
fuel consumed per KWh generated

Unsecured Notes

Unsecured Senior Notes

us.
U.S. Bankruptcy Court

U.S. Debtor(s)

VAR
Whitby

WP& L

U.S. District Court for the Southern District of New Y ork

U.S. Securities and Exchange Commission

U.S. Court of Appealsfor the Second Circuit

Collectively, the Second Priority Notes and the Second Priority Senior Secured Term Loans Due 2007

Calpine Corporation's Second Priority Senior Secured Floating Rate Notes Due 2007, 8 1/2% Second Priority
Senior Secured Notes Due 2010, 8 3/4% Second Priority Senior Secured Notes Due 2013 and 9 7/8% Second
Priority Senior Secured Notes Due 2011

U.S. Securities Act of 1933, as amended

Statement of Financial Accounting Standards

Sulfur dioxide

Statement of Position 90-7, “Financial Reporting by Entitiesin Reorganization Under the Bankruptcy Code”

For each MWh of power generated, the spread between the sales price and the cost of fuel

We calculate the steam adjusted Heat Rate for our gas-fired power plants (excluding peakers) by dividing
(a) fuel consumed in Btu by (b) KWh generated. We adjust the fuel consumption in Btu down by the equivalent
heat content in steam or other thermal energy exported to a third party, such as to steam hosts for our
cogeneration facilities. The resultant steam adjusted Heat Rate is a measure of fuel efficiency, so the lower the
steam adjusted Heat Rate, the lower our cost of generation

Collectively, Calpine Corporation's 7 7/8% Senior Notes due 2008, 7 3/4% Senior Notes due 2009, 8 5/8% Senior
Notes due 2010 and 8 1/2% Senior Notes due 2011, which constitutes a portion of Calpine Corporation's
Unsecured Senior Notes

Collectively, Calpine Corporation’s 7 5/8% Senior Notes due 2006, 10 1/2% Senior Notes due 2006, 8 3/4%
Senior Notes due 2007, 7 7/8% Senior Notes due 2008, 7 3/4% Senior Notes due 2009, 8 5/8% Senior Notes due
2010 and 8 1/2% Senior Notes due 2011

United States of America

U.S. Bankruptcy Court for the Southern District of New Y ork

Calpine Corporation and each of its subsidiaries and affiliates that filed voluntary petitions for reorganization
under Chapter 11 of the Bankruptcy Code in the U.S. Bankruptcy Court on or after the Petition Date and prior to
the Effective Date, which matters are being jointly administered in the U.S. Bankruptcy Court under the caption
Inre Calpine Corporation, et al., Case No. 05-60200 (BRL)

Value-at-risk

Whitby Cogeneration Limited Partnership

Wisconsin Power & Light Company

viii




PART | — FINANCIAL INFORMATION

Item 1. Financial Statements

CALPINE CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED BALANCE SHEETS

(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowance of $28 and $54

Accounts receivable, related party

Materials and supplies

Margin deposits and other prepaid expense

Restricted cash, current

Current derivative assets

Current assets held for sale

Other current assets

Total current assets

Property, plant and equipment, net
Restricted cash, net of current portion
Investments

Long-term derivative assets

Other assets

Total assets

LIABILITIES& STOCKHOLDERS EQUITY (DEFICIT)
Current ligbilities:

Accounts payable
Accrued interest payable
Debt, current portion
Current derivative liabilities
Income taxes payable
Other current liabilities

Total current liabilities

Debt, net of current portion

Deferred income taxes, net of current portion

Long-term derivativeliabilities

Other long-term liabilities
Total liabilities not subject to compromise
Liabilities subject to compromise
Commitments and contingencies (see Note 12)
Minority interest
Stockholders’ equity (deficit):

Preferred stock, $.001 par value per share; authorized 100,000,000 shares, none issued and outstanding in 2008;

authorized 10,000,000 shares, none issued and outstanding in 2007

Common stock, $.001 par value per share; authorized 1,400,000,000 shares, 422,955,002 shares issued and 422,889,970
shares outstanding in 2008; authorized 2,000,000,000 shares, 568,314,685 issued and 479,314,685 outstanding in 2007

Treasury stock, at cost, 65,032 shares at September 30, 2008, and none at December 31, 2007
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income (10ss)
Total stockholders' equity (deficit)
Total liabilities and stockholders' equity (deficit)

The accompanying notes are an integral part of these
Consolidated Condensed Financial Statements.

September 30,
2008

December 31,
2007

(in millions, except

shareand per shareamounts)

$ 851 1,915
1,067 878

4 226

147 114

533 452

264 422

2,350 731

— 195

108 98

5,324 5,031

11,923 12,292

172 159

373 260

469 290

728 1,018

$ 18,989 19,050
$ 760 642
71 324

662 1,710

2,433 806

39 51

450 571

4,415 4,104

9,133 9,946

144 38

478 578

228 245

14,398 14,911

— 8,788

3 3

1 1

() —

12,203 3263

(7,588) (7,685)

@7 (231)

4,583 (4,652)

$ 18989 $ 19,050




CALPINE CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS
(Unaudited)

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007
(in millions, except share and per shareamounts)
Operating revenues $ 3190 $ 2324 $ 7969 $ 6,046
Cost of revenue:
Fuel and purchased energy expense 2,322 1,570 5,935 4,297
Plant operating expense 198 182 636 561
Depreciation and amortization expense 110 114 329 350
Other cost of revenue 26 31 88 101
Total cost of revenue 2,656 1,897 6,988 5,309
Gross profit 534 427 981 737
Sales, general and other administrative expense 58 33 154 112
Impairment charges 179 — 179 —
Other operating expense 25 12 25 24
Income from operations 272 382 623 601
Interest expense 212 617 837 1,181
Interest (income) (12) (14) (38) (48)
Minority interest (income) expense 1) 1 1) —
Other (income) expense, net 18 (127) 29 (134)
Income (loss) before reorganization items and income taxes 54 (95) (204) (398)
Reorganization items (2) (3,940) (263) (3,366)
Income before income taxes 56 3,845 59 2,968
(Benefit) provision for income taxes (80) 51 (60) 133
Net income $ 136 $ 3794 $ 119 $ 2,835
Basic earnings per common share:
Weighted average shares of common stock outstanding (in thousands) 485,073 479,312 485,027 479,208
Net income per share - basic $ 028 $ 792 $ 025 $ 5.92
Diluted earnings per common share:
Weighted average shares of common stock outstanding (in thousands) 485,741 479,617 485,588 479,543
Net income per share - diluted $ 028 $ 791 $ 025 $ 5.91

The accompanying notes are an integral part of these
Consolidated Condensed Financial Statements.




Balance,

December 31, 2007
Cancellation of Calpine
Corporation common
stock
I ssuance of
reorganized Calpine
Corporation common
stock in accordance
with the Plan of
Reorganization
Treasury stock
transactions
Stock compensation
expense
Proceedsreceived
from the exercise of
warrants
Cumulative effect of
adjustment from
adoption of
SFAS No. 157

Total stockholders
equity before
comprehensive
income (loss) items
Net income
Gain on cash flow
hedges before
reclassification
adjustment for cash
flow hedgesrealized in
net income
Reclassification
adjustment for cash
flow hedgesrealized in
net income
Foreign currency
translation loss
Provision for income
taxes
Total
comprehensive
income
Balance,
September 30, 2008

CALPINE CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME AND
STOCKHOLDERS EQUITY (DEFICIT)
For the Nine Months Ended September 30, 2008

(Unaudited)
Accumulated Other
Comprehensive Income (L 0ss)
Net Unrealized
Gain (L oss) From Total
Additional Foreign Stockholders
Common Treasury Paid-In Accumulated Cash Flow Currency Equity
Stock Stock Capital Deficit Hedges Trandation (Deficit)
$ 1 3 — 3 3263 $ (7685 $ (241) $ 10 $ (4,652)
@) — (3,263) — — — (3,264)
1 — 12,166 — — — 12,167
— () — — — — @)
— — 36 — — — 36
— — 1 — — — 1
— — — (22) — — (22)
4,265
— — — 119 — — 119
— — — — 173 — 173
— — — — 141 — 141
— — — — — © ©
_ _ _ — (102) — (101)
323
$ 1 $ 1 $ 12,203 $ (7588) $ (28) $ 1 $ 4,588

The accompanying notes are an integral part of these
Consolidated Condensed Financial Statements.




CALPINE CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTSOF CASH FLOWS

(Unaudited)
Nine Months Ended September 30,
2008 2007
(in millions)
Cash flows from operating activities:
Net income $ 119 % 2,835
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization expense™ 418 420
Deferred income taxes (60) 133
Panda settlement 13 —
Impairment charges 179 —
Loss on sale of assets, excluding reorganization items 6 24
Foreign currency transaction gain 2 2
Changein thefair value of derivative assets and liabilities 40 (24)
Derivative contracts classified as financing activities (70) —
L oss from unconsolidated investments in power projects 10 9
Stock-based compensation expense (income) 36 @)
Reorganization items (331) (3,459)
Other 9 2
Change in operating assets and liabilities:
Accountsreceivable 126 (316)
Other assets 96 19
Accounts payable, LSTC and accrued expenses (76) 383
Other liabilities (158) 53
Net cash provided by operating activities 355 72
Cash flows from investing activities:
Purchases of property, plant and equipment (208) a73)
Disposals of property, plant and equipment 16 32
Proceeds from sale of investments, turbines and power plants 398 507
Cash acquired due to reconsolidation of Canadian Debtors and other foreign entities 64 —
Contributions to unconsolidated investments (14) (73)
Return of investment in Canadian Debtors — 75
Return of investment from unconsolidated investments 26 104
Decreasein restricted cash 145 57
Cash effect of deconsolidation of variable interest entities 2 (29)
Other 5 4
Net cash provided by investing activities 534 504

The accompanying notes are an integral part of these
Consolidated Condensed Financial Statements.




CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS — (Continued)

(Unaudited)

Nine Months Ended September 30,

2008
Cash flows from financing activities:
Repayments of notes payable and lines of credit $ 98) $ (135)
Borrowings under project financing 356 16
Repayments of project financing (297) (208)
Repayments of CalGen Secured Debt — (224)
Borrowings under DIP Facility — 614
Repayments of DIP Facility (98) (28)
Borrowings under Exit Facilities 3,523 —
Repayments of Exit Facilities (1,460) —
Borrowings under Commodity Collateral Revolver 100 —
Repayments of Second Priority Debt (3,672 —
Redemptions of preferred interests (166) 9)
Financing costs (207) (81)
Derivative contracts 70 —
Other (4) 5
Net cash (used in) provided by financing activities (1,953) 50
Net (decrease) increase in cash and cash equivalents (1,064) 626
Cash and cash equivalents, beginning of period 1,915 1,077
Cash and cash equivalents, end of period $ 851 $ 1,703
Cash paid (received) during the period for:
Interest, net of amounts capitalized $ 873 $ 926
Income taxes $ 16 $ 1
Reorganization items included in operating activities, net $ 124 % 88
Reorganization itemsincluded in investing activities, net $ (414) $ (582)
Reorganization itemsincluded in financing activities, net $ — 3 74
Supplemental disclosure of non-cash investing and financing activities:
Settlement of LSTC through issuance of reorganized Cal pine Corporation common stock $ 5200 $ —
DIP Facility borrowings converted into exit financing under Exit Facilities $ 3872 % —
Settlement of Convertible Senior Notes and Unsecured Senior Notes with reorganized Cal pine Corporation common
stock $ 3703 $ =
DIP Facility borrowings used to extinguish the Original DIP Facility principal $(989), CalGen Secured Debt principal
$(2,309) and operating liabilities $(88) $ — 3 3,386
Project financing $(159) and operating liabilities $(33) extinguished with sale of Aries Power Plant $ — $ 192
Fair value of loaned common stock returned $ — 3 138
Letter of credit draws under CalGen Secured Debt used for operating activities $ — $ 16
Fair value of Metcalf cooperation agreement, with offsets to notes payable $(6) and operating liabilities $(6) $ — $ 12
@) Includes depreciation and amortization that is also recorded in sales, general and other administrative expense and interest expense.

The accompanying notes are an integral part of these
Consolidated Condensed Financial Statements.




CALPINE CORPORATION AND SUBSIDIARIES

NOTESTO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
September 30, 2008
(Unaudited)

1. Basisof Presentation and Summary of Significant Accounting Policies

Basis of Interim Presentation — The accompanying unaudited interim Consolidated Condensed Financial Statements of Calpine Corporation, a
Delaware corporation, and consolidated subsidiaries have been prepared pursuant to the rules and regul ations of the SEC. In the opinion of management, the
Consolidated Condensed Financial Statements include the adjustments necessary for a fair statement of the information required to be set forth therein.
Certain information and note disclosures normally included in financial statements prepared in accordance with GAAP have been condensed or omitted from
these statements pursuant to such rules and regulations and, accordingly, these financial statements should be read in conjunction with our audited
Consolidated Financial Statements for the year ended December 31, 2007, included in our 2007 Form 10-K. The results for interim periods are not necessarily
indicative of the results for the entire year.

During the three and nine month periods ended September 30, 2007, and for the period January 1, 2008, through January 31, 2008, the Effective Date,
we conducted our business in the ordinary course as debtors-in-possession under the protection of the Bankruptcy Courts. We emerged from Chapter 11 on
the Effective Date. Our Consolidated Condensed Financial Statements have been prepared in accordance with SOP 90-7 which requires that our financial
statements distinguish transactions and events that are directly associated with the reorganization from the ongoing operations of the business.
Accordingly, certain income, expenses, realized gains and losses and provisions for losses that were realized or incurred in our Chapter 11 cases are recorded
in reorganization items on our Consolidated Condensed Statements of Operations. We determined that we did not meet the requirements to adopt fresh start
accounting on the Effective Date of our emergence from Chapter 11 because the reorganization value of our assets exceeded the total of post-petition
liabilities and allowed claims. See Note 2 for further discussion of our Plan of Reorganization and the applicability of fresh start accounting.

We operate in one line of business, the generation and sale of electricity and electricity-related products. We assess our business primarily on a
regional basis due to the impact on our financial performance of the differing characteristics of these regions. Our reportable segments are West (including
geothermal), Texas, Southeast, North and Other. Our Other segment includes fuel management, our turbine maintenance group and certain hedging and other
corporate activities. See Note 13 for segment information.

Canadian Subsidiaries — As aresult of filings by the Canadian Debtors under the CCAA in the Canadian Court, we deconsolidated most of our
Canadian Debtors and other foreign entities as of December 20, 2005, the Petition Date, as we determined that the administration of the CCAA proceedingsin
ajurisdiction other than that of the U.S. Debtors' Chapter 11 cases resulted in aloss of the elements of control necessary for consolidation. Because of the
uncertainty, as of the Petition Date, of our emergence from our CCAA and Chapter 11 cases, we fully impaired our investment in our Canadian and other
foreign subsidiaries and accounted for such investments under the cost method. The impairment charge was included in reorganization items on our 2005
Consolidated Statement of Operations.

On February 8, 2008, the Canadian Effective Date, the Canadian Court ordered and declared that the proceedings under the CCAA were terminated.
The termination of the proceedings of the CCAA and our emergence under the Plan of Reorganization allowed us to maintain our equity interest in the
Canadian Debtors and other foreign entities, whose principal assets include various working capital items and a 50% ownership interest in Whitby, an equity
method investment, net of debt. As aresult, we regained control over our Canadian Debtors and other foreign entities which were reconsolidated into our
Consolidated Condensed Financial Statements as of the Canadian Effective Date.




We accounted for the reconsolidation under the purchase method in a manner similar to a step acquisition. The excess of the fair market value of the
reconsolidated net assets over the carrying value of our investment balance of $0 amounted to approximately $107 million. We recorded the Canadian assets
acquired and the liabilities assumed based on their estimated fair value, with the exception of Whitby. We reduced the fair value of our Whitby equity
investment (approximately $37 million) to $0 and recorded the $70 million balance of the excess as a gain in reorganization items on our Consolidated
Condensed Statement of Operationsin the first quarter of 2008.

Deconsolidations — We deconsolidated OMEC during the second quarter of 2007 as a result of a 10-year tolling agreement we entered into with
SDG&E and assignment of rights under an existing ground lease and ground sublease and easement agreement to SDG&E in May 2007. The assignment of
the ground lease and ground sublease, among other things, provides for a put option by OMEC to sell, and a call option by SDG&E to buy, the Otay Mesa
facility at the end of the tolling agreement. The new tolling agreement and assignment of the ground lease and ground sublease required us to reconsider if
OMEC constituted a variable interest entity and if we should continue to consolidate OMEC. Because the put and call options effectively create a minimum
floor and a maximum ceiling value to us, the put and call options absorb the majority of the risk of loss and potential for reward related to the property and
transfer these to SDG&E. As aresult, we determined that we are not OMEC's primary beneficiary. Accordingly, we deconsolidated OMEC during the second
quarter of 2007 and account for our investment in OMEC under the equity method. See Note 4 for afurther discussion of our investment in OMEC.

On December 6, 2007, our subsidiary RockGen, which had |eased the RockGen Energy Center from the RockGen Owner Lessors pursuant to a sale
and leaseback arrangement, entered into a settlement agreement and a purchase and sale agreement with the RockGen Owner Lessors to purchase the
RockGen Energy Center for an allowed genera unsecured claim of approximately $145 million. While the allowed claim was approved by the U.S. Bankruptcy
Court in December 2007, the purchase agreement was conditional upon certain events before title could transfer to us. All of the conditions were satisfied in
January 2008 and the acquisition of RockGen closed on January 15, 2008.

Our purchase of the RockGen assets during the first quarter of 2008 terminated the sale-leaseback agreement with a subsidiary of CIT Group Inc.,
which required us to reconsider if we are RockGen's primary beneficiary. Our PPA with WP& L containsacall option which allows WP&L and related parties
to purchase RockGen on May 31, 2009, at a fixed price, provided they give us 180 days prior written notice. The call option effectively creates a ceiling value
for Calpine and absorbs the majority of our potential for reward related to the property and transfersit to WP&L. As aresult, we determined that we are not
RockGen's primary beneficiary. Accordingly, we deconsolidated RockGen during the first quarter of 2008, and account for our investment in RockGen under
the equity method. If written notice is not received in compliance with the 180 day requirement and the call option expires unexercised, we expect that the
expiration of the call option will again trigger reconsideration that we are RockGen's primary beneficiary, at which time, it is possible that we may be required
to consolidate RockGen. See Note 4 for further information regarding our investment in RockGen.

Pomifer, an unrelated party, holds a preferred interest in our Auburndale subsidiary, which entitles Pomifer to approximately 70% of Auburndale's
cash distributions through 2013. Pomifer has a cash purchase option which, upon exercise, entitles Pomifer to an additional cash distribution of 20% through
2013. Additionally, Pomifer has certain “drag-along” rights, which, if exercised by Pomifer in connection with a sale of Auburndale, would require us also to
sell our equity interest in Auburndale. On August 21, 2008, Pomifer exercised its purchase option. As a result, we determined, pursuant to reconsideration,
that Auburndaleis avariable interest entity and that Pomifer absorbs the majority of expected |osses and residual returns from the entity such that we are no
longer Auburndale’s primary beneficiary. Accordingly, we deconsolidated Auburndale during the three months ended September 30, 2008, and account for
our investment in Auburndale under the equity method.

The deconsolidation of Auburndale resulted in a reduction of approximately $131 million of property, plant and equipment, $142 million of other
assets, $73 million of preferred interest debt and $21 million of other net liabilities to our Consolidated Condensed Balance Sheet. On September 30, 2008, we
received notice that Pomifer had entered into an asset purchase agreement with a third party and that Pomifer intends to exercise its drag-along rights. The
sale is subject to certain regulatory approvals. Accordingly, we determined that a sale of our remaining interest was probable. We compared our expected
proceeds from such sale to the net book value of our interest in
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Auburndale at September 30, 2008, to determineif an impairment existed and, as a result, recorded an impairment loss of approximately $179 million during the
three months ended September 30, 2008, which is included in income from operations on our Consolidated Condensed Statements of Operations. See Note 4
for further information regarding our investment in Auburndale.

Reclassifications — Certain reclassifications have been made to prior periods to conform to the current period presentation. In particular, mark-to-
market gains and losses on derivative gas contracts are classified as part of fuel and purchased energy expense. Previously, these gains and losses were
included in mark-to-market activity, net, which was previously a separate component within operating revenues. Additionally, the cash flows related to
derivatives not designated as hedges are classified in operating activities on the Consolidated Condensed Statements of Cash Flows. Previously, these cash
flows were classified within investing activities.

Commodity Derivative Adjustments — During the third quarter of 2008, we discovered non-cash, unrealized mark-to-market errors of $30 million
related to certain commodity derivative instruments that had not been properly recorded in prior periods. These errors related to manual errors, valuation and
the improper treatment of the normal purchase or normal sale exclusion. These errors have no impact to our Consolidated Condensed Statement of
Operations for the nine months ended September 30, 2008, and had no impact on our cash flows in any period. Additionally, these errors have no impact on
any of our loan covenants. We have evaluated the errors in accordance with the guidance provided in SAB No. 99, “Materiality,” and we have determined
the errors are not material to any period. If the fair value of the commodity derivative instruments had been properly recorded in prior periods, net loss would
have increased by $26 million for the three month period ended March 31, 2008, net income would have decreased by $4 million for the three months ended
June 30, 3008, and net loss would have increased by $30 million for the six months ended June 30, 2008. The correction of these errorsin the third quarter of
2008 resulted in a $30 million reduction in net income for the three months ended September 30, 2008; however, the errors have no net impact for the nine
months ended September 30, 2008. In addition, we determined that a portion of a cash flow hedge was not properly recorded at fair value at December 31,
2007. This error resulted in accumulated other comprehensive loss being overstated by $95 million and $86 million at December 31, 2007, and June 30, 2008,
respectively. The error in accumulated other income (loss) did not impact our Consolidated Condensed Statements of Operations and Cash Flows.

Concentrations of Credit Risk — Financial instruments that potentially subject us to credit risk consist of cash and cash equivalents, restricted
cash, accounts receivable and derivative assets. Certain of our cash and cash equivalents as well as our restricted cash balances exceed FDIC insured limits
or are invested in money market accounts with investment banks that are not FDIC insured. We place our cash and cash equivalents and restricted cash in
what we believe to be credit-worthy financial institutions and certain of our money market accounts invest in U.S. treasury securities. Additionally, we
actively monitor the credit risk of our receivable and derivative counterparties.

Cash and Cash Equivalents —We have certain project finance facilities and lease agreements that establish segregated cash accounts. These
accounts have been pledged as security in favor of the lenders to such project finance facilities, and the use of certain cash balances on deposit in such
accounts is limited, at least temporarily, to the operations of the respective projects. At September 30, 2008, and December 31, 2007, $302 million and $257
million, respectively, of the cash and cash equivalents balance that was unrestricted was subject to such project finance facilities and | ease agreements.

Restricted Cash —We are required to maintain cash balances that are restricted by provisions of certain of our debt and lease agreements or by
regulatory agencies. These amounts are held by depository banksin order to comply with the contractual provisions requiring reserves for payments such as
for debt service, rent, major maintenance and debt repurchases. Funds that can be used to satisfy obligations due during the next twelve months are
classified as current restricted cash, with the remainder classified as non-current restricted cash. Restricted cash is generally invested in accounts earning
market rates; therefore, the carrying value approximates fair value. Such cash is excluded from cash and cash equivalents in the Consolidated Condensed
Balance Sheets and Statements of Cash Flows.




The table below represents the components of our consolidated restricted cash as of September 30, 2008, and December 31, 2007 (in millions):

September 30, 2008 December 31, 2007
Current Non-Current Total Current Non-Current Total

Debt service $ 71 $ 120 $ 191 $ 128 $ 111 $ 239
Rent reserve 37 — 37 11 — 11
Construction/major maintenance 63 26 89 62 26 88
Security/project reserves 66 1 67 189 — 189
Collateralized letters of credit and other
credit support 3 1 4 4 — 4
Other 24 24 48 28 22 50

Total $ 264 $ 172 $ 436 $ 422 $ 159 $ 581

Income Taxes — For income tax reporting purposes our consolidated GAAP financial reporting group is comprised of two groups, CCFC and its
subsidiaries, which we refer to as the CCFC group and Calpine Corporation and its consolidated, non-CCFC subsidiaries, which we refer to as the Calpine
group. Thisis due to a preferred financing transaction in 2005 resulting in the deconsolidation of the CCFC group for income tax purposes. Our income tax
rates for the three and nine months ended September 30, 2008, do not bear a customary relationship to statutory income tax rates as a result of the impact of
valuation allowances, state income taxes and interest and penalties accrued on unrecognized tax benefits. For the three and nine months ended September 30,
2008, we determined that the effective tax rate method for computing the tax provision of the Calpine group does not provide meaningful results because of
the uncertainty in reliably estimating our 2008 projected annual effective tax rate. As aresult, we calculate our tax expense on the Calpine group based on an
actual, or discrete, method. Under this method, we determine our tax expense based upon actual results as if the interim period were an annual period. The
CCFC group no longer has a valuation allowance recorded against its deferred tax assets; therefore, the CCFC group’s provision for income taxesin interim
periods is based upon our total expected tax expense for that group for the annual period. Furthermore, in accordance with intraperiod tax allocation
provisions, we have recorded a tax benefit of $101 million in our (benefit) provision for income taxes on our Consolidated Condensed Statements of
Operations for the three and nine months ended September 30, 2008, and an offsetting tax provision in OCI. The sum of the tax (benefit) provision expense
determined for each group under these methods was $(80) million and $51 million for the three months ended September 30, 2008 and 2007, respectively and
$(60) million and $133 million for the nine months ended September 30, 2008 and 2007, respectively.

Under federal income tax law, NOL carryforwards can be utilized to reduce future taxable income. However, our ability to utilize our NOL
carryforwards is subject to certain limitations if we undergo an ownership change as defined by the IRC. We experienced an ownership change on the
Effective Date as a result of the distribution of reorganized Calpine Corporation common stock pursuant to the Plan of Reorganization. We do not expect the
annual limitation from this ownership change to result in the expiration of our NOL carryforwards provided that we are able to generate sufficient future
taxable income within the carryforward periods. However, if a subsequent ownership change were to occur as a result of future transactions in our stock,
accompanied by a significant reduction in our market value prior to the ownership change, our ability to utilize our NOL carryforwards may be significantly
limited.

Our amended and restated certificate of incorporation permits our Board of Directors to impose certain transfer restrictions on our common stock in
certain circumstances. If, prior to February 1, 2013, our Market Capitalization declines by 35% from our Emergence Date Market Capitalization of
approximately $8.6 billion (calculated pursuant to our amended and restated certificate of incorporation) and 25 percentage points of ownership change have
occurred (calculated pursuant to Section 382 of the IRC), our Board of Directorsis required to meet to determine whether to impose those restrictions. These
restrictions, which are designed to minimize the likelihood of an ownership change occurring and thereby preserve our ability to utilize our NOLSs, are not
currently operative but could become operative in the futureif the foregoing events occur and our Board of Directors elects to impose them. During the three
months ended September 30, 2008, and through the filing of this Report, we have experienced declinesin our stock price as compared to the first half of 2008.
In addition, shareholders with alarge percentage of ownership of our common stock have made additional purchases of our common stock. The combination
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of circumstances described above have not been met; however, there can be no assurance that the circumstances will not be met in the future, or in the event
that they are met, that our Board of Directors would choose to impose these restrictions or that, if imposed, such restrictions would prevent an ownership
change from occurring.

GAAP requires that we consider all available evidence and tax planning strategies, both positive and negative, to determine whether, based on the
weight of that evidence, a valuation allowance is needed. Future realization of the tax benefit of an existing deductible temporary difference or carryforward
ultimately depends on the existence of sufficient taxable income of the appropriate character within the carryback or carryforward periods available under the
tax law. We have provided a valuation allowance on certain federal, state and foreign tax jurisdiction deferred tax assets to reduce the gross amount of these
assets to the extent necessary to result in an amount that is more likely than not of being realized. Also during the nine months ended September 30, 2008, we
provided afull valuation allowance on Canadian deferred tax assets recorded with the reconsolidation of our Canadian subsidiariesin February 2008.

As of September 30, 2008, we had unrecognized tax benefits of $90 million. If recognized, $32 million of our unrecognized tax benefits could impact
the annual effective tax rate and $58 million related to deferred tax assets could be offset against recorded valuation allowances within the next twelve
months. We also had accrued interest and penalties of $15 million for income tax matters as of September 30, 2008. The amount of unrecognized tax benefits
decreased by $88 million for the nine months ended September 30, 2008, primarily related to our settlement of intercompany loans with certain of our Canadian
subsidiaries for $52 million and the settlement of an IRS examination for $29 million.

Only our U.S. income tax return for 2007 remains subject to IRS examination. However, any NOLs incurred prior to 2007 and claimed in future return
years are still subject to IRS examination. Due to significant NOLs incurred in these years, any IRS adjustment of these returns would likely result in a
reduction of the deferred tax assets already subject to valuation allowances rather than a cash payment of taxes.

Recent Accounting Pronouncements

SFAS No. 157 — In September 2006, FASB issued SFAS No. 157, “Fair Value Measurements,” which is effective for fiscal years beginning after
November 15, 2007, and for interim periods within those years. SFAS No. 157 defines fair value, establishes aframework for measuring fair value under GAAP
and enhances disclosures about fair value measurements. SFAS No. 157 applies when other accounting pronouncements require fair value measurements; it
does not require any new fair value measurements. In February 2008, the FASB issued FSP No. FAS 157-2, “Effective Date of FASB Statement No. 157,”
which defers the effective date of SFAS No. 157 for non-financial assets and liabilities, except those that are recognized or disclosed at fair value in the
financial statements on a recurring basis (at least annually), until fiscal years and interim periods beginning after November 15, 2008. We have certain
potential non-recurring, non-financial assets and non-financial liabilities recorded at fair value that fall within the scope of FSP No. FAS 157-2 that include
asset retirement obligations initially measured at fair value and long-lived assets measured at fair value for impairment testing. We expect to adopt FSP
No. FAS 157-2 as of January 1, 2009, and we are currently assessing the impact of applying SFAS No. 157 to non-financial assets and non-financial liabilities
on our results of operations, cash flows and financia position. We adopted SFAS No. 157 as of January 1, 2008, related to financial assets and financial
liahilities. See Note 8 for adiscussion of the impact of adopting this standard.

FASB Staff Position No. FIN 39-1 — In April 2007, the FASB staff issued FSP FIN 39-1, “Amendment of FASB Interpretation No. 39.” FSP FIN 39-1
requires an entity to offset the fair value amounts recognized for cash collateral paid or cash collateral received against the fair value amounts recognized for
derivative instruments executed with the same counterparty under a master netting arrangement, if the entity elects to offset (net) fair value amounts
recognized as derivative instruments. Under the provisions of this pronouncement, a reporting entity shall make an accounting decision whether or not to
offset fair value amounts. We adopted FSP FIN 39-1 on January 1, 2008, and elected not to apply the netting provisions allowed under FSP FIN 39-1. We
have presented our derivative assets and liabilities on a gross basis as of September 30, 2008, on our Consolidated Condensed Balance Sheets in accordance
with this standard. Adoption of this standard had no effect on our results of operations or cash flows.
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In accordance with FSP FIN 39-1, we retrospectively adjusted derivative assets and liabilities from a net to a gross basis on our Consolidated
Condensed Balance Sheet as of December 31, 2007, to conform to the current period presentation. The effect on our Consolidated Condensed Balance Sheet
as of December 31, 2007, was as follows (in millions) (only line items impacted are shown):

December 31, 2007

AsPreviously
Reported As Adjusted
Current derivative assets $ 231 $ 731
Total current assets 4,531 5,031
Long-term derivative assets 222 290
Total assets $ 18482 $ 19,050
Current derivative liabilities $ (306) $ (806)
Total current liabilities (3,604) (4,204)
Long-term derivative liabilities (510) (578)
Total liabilities not subject to compromise (14,343) (14,911)
Total liabilities and stockholders' deficit $ (18482) $ (19,050)

SFAS No. 141(R) — In December 2007, FASB issued SFAS No. 141(R), “Business Combinations,” which replaces SFAS No. 141. SFAS No. 141(R)
establishes principles and requirements for how the acquirer in a business combination recognizes and measures in its financial statements the identifiable
assets acquired, the liabilities assumed and any noncontrolling interest in the acquiree. In addition, SFAS No. 141(R) recognizes and measures the goodwill
acquired in the business combination or a gain from a bargain purchase. SFAS No. 141(R) also establishes disclosure requirements to enable users to
evaluate the nature and financial effects of the business combination. SFAS No. 141(R) is effective as of the beginning of an entity’sfiscal year that begins
after December 15, 2008, with early adoption prohibited. We are currently assessing the impact this standard might have on our results of operations, cash
flows and financial position.

SFASNo. 160 —In December 2007, FASB issued SFAS No. 160, “Non-controlling Interestsin Consolidated Financial Statements - An Amendment
of ARB No. 51.” SFAS No. 160 establishes accounting and reporting standards for ownership interests in subsidiaries held by parties other than the parent,
the amount of consolidated net income attributable to the parent and to the non-controlling interest and changes in a parent’s ownership interest while the
parent retains its controlling financial interest in its subsidiary. In addition, SFAS No. 160 establishes principles for valuation of retained non-controlling
equity investments and measurement of gain or loss when a subsidiary is deconsolidated. SFAS No. 160 also establishes disclosure requirements to clearly
identify and distinguish between interests of the parent and the interests of the non-controlling owners. SFAS No. 160 is effective for fiscal yearsand interim
periods beginning after December 15, 2008, with early adoption prohibited. We are currently assessing the impact this standard might have on our results of
operations, cash flows and financial position.

SFASNo. 161 —In March 2008, FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities - An Amendment
of FASB Statement No. 133.” SFAS No. 161 requires enhanced disclosures about an entity’s derivative and hedging activities to enable investors to better
understand their effects on the entity’sfinancial position, financial performance and cash flows. SFAS No. 161 is effective for fiscal years and interim periods
beginning after November 15, 2008, with early adoption encouraged. Since SFAS No. 161 requires only additional disclosures regarding derivative and
hedging activities and does not impact accounting entries, we do not expect this standard to have a material impact on our results of operations, cash flows
or financial position.

FASB Saff Position No. FAS133-1 and FIN 45-4 — In September 2008, FASB issued FSP FAS 133-1 and FIN 45-4, “Disclosures about Credit
Derivatives and Certain Guarantees: An Amendment of FASB Statement No. 133 and FASB Interpretation No. 45; and Clarification of the Effective Date of
FASB Statement No. 161.” FSP FAS133-1 and FIN 45-4 requires enhanced disclosures for credit derivatives and certain guarantees about the potential
adverse effects of changes in credit risk, financia position, financial performance and cash flows of an entity selling credit derivatives. FSP FAS 133-1 and
FIN 45-4 is effective for fiscal years and interim periods beginning after November 15, 2008, with early adoption
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encouraged. While our risk policy permits us to enter into credit derivatives, we currently do not have any credit derivatives. Since FSP FAS 133-1 and
FIN 45-4 requires only additional disclosures regarding credit derivatives and certain guarantees and does not impact accounting entries, we do not expect
this standard to have a material impact on our results of operations, cash flows or financial position.

FASB Staff Position No. FAS157-3 — As a result of the recent credit crisis, on October 10, 2008, the FASB issued FSP No. FAS 157-3,
“Determining the Fair Value of a Financia Asset in a Market That is Not Active” This FSP clarifies the application of SFAS No. 157 “Fair Value
Measurements,” in a market that is not active. The FSP addresses how management should consider measuring fair value when relevant observable data
does not exist. The FSP also provides guidance on how observable market information in a market that is not active should be considered when measuring
fair value, as well as how the use of market quotes should be considered when assessing the relevance of observable and unobservable data available to
measure fair value. This FSP is effective upon issuance, including prior periods for which financial statements have not been issued. Revisions resulting from
a change in the valuation technique or its application shall be accounted for as a change in accounting estimate in accordance with SFAS No. 154,
“Accounting Changes and Error Corrections.” Adoption of this standard had no effect on our results of operations, cash flows or financial position. See
Note 8 for afurther discussion of our fair value measurements.

2. Our Emergence from Chapter 11

Summary of Proceedings and General Bankruptcy Matters — From the Petition Date through the Effective Date, we operated as a debtor-in-
possession under the protection of the U.S. Bankruptcy Court following filings by Calpine Corporation and 274 of its wholly owned U.S. subsidiaries of
voluntary petitions for relief under Chapter 11 of the Bankruptcy Code. In addition, during that period, 12 of our Canadian subsidiaries that had filed for
creditor protection under the CCAA also operated as debtors-in-possession under the jurisdiction of the Canadian Court.

During the pendency of our Chapter 11 cases through the Effective Date, pursuant to automatic stay provisions under the Bankruptcy Code and
orders granted by the Canadian Court, al actions to enforce or otherwise effect repayment of liabilities preceding the Petition Date as well as all pending
litigation against the Calpine Debtors generally were stayed. Following the Effective Date, actions to enforce or otherwise effect repayment of liabilities
preceding the Petition Date, as well as pending litigation against the Calpine Debtors related to such liabilities generally have been permanently enjoined.
Any unresolved claims will continue to be subject to the claims reconciliation process under the supervision of the U.S. Bankruptcy Court. However, certain
pending litigation related to pre-petition liabilities may proceed in courts other than the U.S. Bankruptcy Court to the extent the parties to such litigation have
obtained relief from the permanent injunction.

Plan of Reorganization — Our Plan of Reorganization became effective on January 31, 2008. The Plan of Reorganization provides for the treatment
of claims against and interestsin the U.S. Debtors. Pursuant to the Plan of Reorganization:

* Allowed administrative claims aswell asfirst and second lien debt claims have been or are being paid in full in cash and cash equivalents;

e Priority tax claims have been or are being paid in full in cash and cash equivalents or with a distribution of the reorganized Calpine Corporation
common stock;

»  Other allowed secured claims have been or are being reinstated, paid in full in cash or cash equivalents, or had the collateral securing such claims
returned to the secured creditor;

*  Makewhole claims arising in connection with the repayment of the CalGen Second Lien Debt pursuant to the settlement described below and the
CalGen Third Lien Debt that are ultimately allowed can be paid using cash and cash equivalents generated from the sale of the allowed claim or
with cash and cash equivalents on hand. To the extent that the common stock reserved on account for such make whole claimsisinsufficient in
value to satisfy such claimsin full, we must use other available cash to satisfy such claims unless otherwise approved by the U.S. Bankruptcy
Court;
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*  Allowed unsecured claims have received or will receive a pro rata distribution of all reorganized Calpine Corporation common stock issued under
the Plan of Reorganization (except shares reserved for issuance under the Cal pine Equity Incentive Plans);

»  Allowed unsecured convenience claims (subject to certain exceptions, all unsecured claims $50,000 or less) have been or are being paid in full in
cash or cash equivalents;

¢ Holders of allowed interests in Calpine Corporation (primarily holders of Calpine Corporation common stock existing as of the Petition Date)
received a pro rata share of warrants to purchase approximately 48.5 million shares of reorganized Calpine Corporation common stock, subject to
certain termsincluding exercise by August 25, 2008; and

* Holders of subordinated equity securities claims did not receive a distribution under the Plan of Reorganization and may only recover from
applicable insurance proceeds.

Pursuant to the Plan of Reorganization, all shares of our common stock outstanding prior to the Effective Date were canceled, and the issuance of
485 million shares of reorganized Calpine Corporation common stock was authorized. Through the filing of this Report, approximately 427 million shares have
been distributed to holders of allowed unsecured claims against the U.S. Debtors, approximately 10 million shares are being held pending resolution of certain
inter-creditor matters and approximately 48 million shares remain in reserve for distribution to holders of disputed claims whose claims ultimately become
alowed. We estimate that the number of shares reserved is sufficient to satisfy the U.S. Debtors' obligations under the Plan of Reorganization even if al
disputed unsecured claims ultimately become allowed. As disputed claims are resolved, the claimants receive distributions of shares from the reserve on the
same basis as if such distributions had been made on or about the Effective Date. To the extent that any of the reserved shares remain undistributed upon
resolution of the remaining disputed claims, such shares will not be returned to us but rather will be distributed pro rata to claimants with allowed claims to
increase their recovery. We are not required to issue additional shares above the 485 million shares authorized to settle unsecured claims, even if the shares
remaining for distribution are not sufficient to fully pay all allowed unsecured claims. Accordingly, resolution of these claims could have a material effect on
creditor recoveries under the Plan of Reorganization as the total number of shares of common stock that remain available for distribution upon resolution of
disputed claims is limited pursuant to the Plan of Reorganization. Additionally, certain disputed claims, including prepayment premium and default interest
claims asserted by the holders of CalGen Third Lien Debt, have not yet been finally adjudicated and may be required to be settled in cash and cash
equivalents or reorganized Calpine Corporation common stock held in reserve pursuant to the Plan of Reorganization. To the extent that the common stock
reserved on account for such make whole claimsisinsufficient in value to satisfy such claimsin full, we must use other available cash to satisfy such claims
unless otherwise approved by the U.S. Bankruptcy Court. No assurances can be given that settlements may not be materially higher or lower than confirmed
in the Plan of Reorganization or than we originally estimated.

On September 22, 2008, the U.S. Bankruptcy Court approved our settlement with the holders of the CalGen Second Lien Debt settling their claims
asserted in our Chapter 11 cases for, among other things, prepayment premiums and default interest for $64 million plus interest accruing from September 30,
2008. Pursuant to the settlement, unsecured claims to the holders of the CalGen Second Lien Debt were allowed, in the aggregate, $110 million to satisfy our
settlement obligation. These unsecured claims were entitled to distributions of 5,358,300 shares of the reorganized Calpine Corporation common stock
reserved under the Plan of Reorganization, leaving 48 million remaining shares in reserve for distribution to holders of allowed unsecured claims pursuant to
the Plan of Reorganization.

Pursuant to the Plan of Reorganization, we were also authorized to issue up to 15 million shares under the Calpine Equity Incentive Plans, and, as of
September 30, 2008, approximately 2 million shares of restricted stock, net of forfeitures, and options to purchase approximately 9 million shares of common
stock, net of forfeitures, had been issued under the Calpine Equity Incentive Plans. In addition, pursuant to the Plan of Reorganization, in February 2008, we
issued warrants to purchase approximately 48.5 million shares of common stock at $23.88 per share to holders of our previously outstanding common stock.
From the Effective Date through August 25, 2008, 21,499 warrants were exercised; al remaining warrants expired unexercised in accordance with their terms
on August 25, 2008. Proceeds received of approximately $1 million from the exercise of the warrants were recorded as additional paid-in capital.
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Our common stock is listed on the NY SE. Our common stock began “when issued” trading on the NY SE under the symbol “CPN-W!I” on January 16,
2008, and began “regular way” trading on the NY SE under the symbol “CPN” on February 7, 2008. Our authorized equity consists of 1.5 billion shares
comprising 1.4 billion shares of common stock, par value $.001 per share, and 100 million shares of preferred stock which preferred stock may beissued in one
or more series, with such voting rights and other terms as our Board of Directors determines.

In connection with the consummation of the Plan of Reorganization, we closed on our approximately $7.3 hillion of Exit Facilities, comprising the
approximately $4.9 billion of outstanding loan amounts and commitments under the DIP Facility (including the $1.0 hillion revolver), which were converted
into exit financing under the Exit Credit Facility, approximately $2.1 billion of additional term loan facilities under the Exit Credit Facility and $300 million of
term loans under the Bridge Facility. Amounts drawn under the Exit Facilities at closing were used to fund cash payment obligations under the Plan of
Reorganization including the repayment of a portion of the Second Priority Debt and the payment of administrative claims and other pre-petition claims, as
well as to pay fees and expenses in connection with the Exit Facilities and for working capital and general corporate purposes. As of March 6, 2008, the
Bridge Facility had been repaid in full in accordance with its terms.

In connection with our emergence from Chapter 11, we recorded certain “plan effect” adjustments to our Consolidated Condensed Balance Sheet as
of the Effective Date in order to reflect certain provisions of our Plan of Reorganization. These adjustments included the distribution of approximately $4.1
billion in cash and the authorized issuance of 485 million shares of reorganized Calpine Corporation common stock primarily for the discharge of LSTC,
repayment of the Second Priority Debt and for various other administrative and other post-petition claims. Asaresult, our equity increased by approximately
$8.9 hillion. We borrowed approximately $6.4 billion under our Exit Facilities, which was used to repay the outstanding term loan balance of $3.9 hillion
(excluding the unused portion under the $1.0 billion revolver) under our DIP Facility. The remaining net proceeds of approximately $2.5 billion were used to
fund cash payment obligations under the Plan of Reorganization including the repayment of a portion of the Second Priority Debt and the payment of
administrative claims.

Applicability of Fresh Start Accounting — At the Effective Date, we did not meet the requirements under SOP 90-7 to adopt fresh start accounting
because the reorganization value of our assets exceeded the total of post-petition liabilities and allowed claims.

Interest Expense — In December 2007, we recorded interest expense for allowed claims under the Plan of Reorganization of $347 million related to
post-petition interest on LSTC incurred from the Petition Date through December 31, 2007, and we recorded $148 million in additional post-petition interest
from January 1, 2008, through the Effective Date. Prior to recording the post-petition interest on pre-petition LSTC, interest expense related to pre-petition
L STC was reported only to the extent that it was paid during the pendency of the Chapter 11 cases or was permitted by the Cash Collateral Order or other
orders of the U.S. Bankruptcy Court. Contractual interest (at non-default rates) owed to unrelated parties on pre-petition LSTC not reflected on our
Consolidated Condensed Financial Statements was $61 million for the three months ended September 30, 2007, and $181 million for the nine months ended
September 30, 2007. Additionally, we made periodic cash adequate protection payments to the holders of Second Priority Debt on aquarterly basis during the
year ended December 31, 2007, which were classified as interest expense on our Consolidated Condensed Statements of Operations during the three and nine
months ended September 30, 2007.

Reorganization Items — Reorganization items represent the direct and incremental costs related to our Chapter 11 cases, such as professional fees,
pre-petition liability claim adjustments and losses that are probable and can be estimated, net of interest income earned on accumulated cash during the
Chapter 11 process and net gains on the sale of assets or resulting from certain settlement agreements related to our restructuring activities.
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The table below lists the significant components of reorganization items for the three and nine months ended September 30, 2008 and 2007 (in
millions):

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007

Provision for expected allowed claims $ @ $ (4,030) $ (55 $ (3,695)
Professional fees 4 44 80 139
Gains on asset sales, net of equipment impairments @) (36) (204) (286)
Asset impairments — — — 120
Gain on reconsolidation of Canadian Debtors and other foreign entities 4 — (69) —
DIP Facility and Exit Facilities financing and Cal Gen Secured Debt repayment
costs — 22 4 182
Interest (income) on accumulated cash — (16) ©) (39)
Other — 76 (4) 213

Total reorganization items $ 2 $ (3,940) $ (263) $ (3,366)

Provision for Expected Allowed Claims — Represents the change in our estimate of the expected allowed claims. During the nine months ended
September 30, 2008, our provision for expected allowed claims consisted primarily of a $62 million credit related to the settlement of claims with the Canadian
Debtors. During the three and nine months ended September 30, 2007, our provision for expected allowed claims consisted primarily of a credit of $4.1 billion
resulting from the Canadian Settlement Agreement.

Gains on Asset Sales, Net of Equipment Impairments — Represents gains on the sales of the Hillabee and Fremont development project assets for
the nine months ended September 30, 2008. See Note 5 for further discussion of our sales of Hillabee and Fremont. The sales of these assets and utilization of
the sales proceeds to repay the Bridge Facility were part of our Plan of Reorganization and are included in reorganization items even though the sales closed
subsequent to the Effective Date. The amounts recorded for the nine months ended September 30, 2007, primarily represent the gains recorded on the sal es of
the assets of MEP Pleasant Hill, LLC (consisting primarily of the Aries Power Plant), Goldendale Energy Center and PSM.

Asset |mpairments — Impairment charges for the nine months ended September 30, 2007, primarily relate to recording our interest in Acadia PP at fair
valueless coststo sell.

Other — Other reorganization items consist primarily of adjustments for foreign exchange rate changes on LSTC denominated in a foreign currency
and governed by foreign law, employee severance and emergence incentive costs during the nine months ended September 30, 2008 and 2007.
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U.S. Debtors Condensed Combined Financial Statementsfor the Three and Nine Months Ended September 30, 2007

Basis of Presentation —The U.S. Debtors' Condensed Combined Financial Statements exclude the financial statements of the Non-U.S. Debtor
parties. Transactions and bal ances of receivables and payables between U.S. Debtors are eliminated in consolidation.

Condensed Combined Financial Statements of the U.S. Debtors are set forth below (in millions):

Condensed Combined Statements of Operations

Total revenue
Total cost of revenue
Operating (income)

Income from operations
Interest expense
Other (income) expense, net
Reorganization items
Provision for income taxes

Net income

Condensed Combined Statement of Cash Flows

Net cash provided by (used in):

Operating activities

Investing activities

Financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Net cash paid for reorganization itemsincluded in operating activities
Net cash received from reorganization itemsincluded in investing activities
Net cash paid for reorganization itemsincluded in financing activities
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Three Months Nine Months
Ended Ended
September 30, 2007 September 30, 2007
$ 2178 $ 5,558
1,931 5,397
(62) (51)
309 212
498 876
(138) (136)
(3,833) (3,348)
40 110

$ 3,742 $ 2,710

Nine Months
Ended

September 30, 2007

$ (54)

472

273

691

883

$ 1,574

$ 88

$ (577)

$ 74




I ndex

3. Property, Plant and Equipment, Net

As of September 30, 2008, and December 31, 2007, the components of property, plant and equipment are stated at cost |ess accumulated depreciation
asfollows (in millions):

September 30,  December 31,

2008 2007

Buildings, machinery and equipment $ 13,303 $ 13,439
Geothermal properties 961 944
Other 253 259

14,517 14,642
Less: Accumulated depreciation (2,848) (2,582)

11,669 12,060
Land 73 7
Construction in progress 181 155
Property, plant and equipment, net $ 11,923 $ 12,292

4. Investments

The table below lists our investments accounted for under the equity method at September 30, 2008, and December 31, 2007 (in millions):

Owner ship
Interest as of
September 30,  September 30,  December 31,
2008 2008 2007
Greenfield LP 50% $ 77 $ 114
OMEC 100% 155 146
RockGen 100% 143 —
Auburndale 10% 9 —
Whitby 50% (11) —
Total investments 3 373 % 260

Greenfield LP — Greenfield LP is a limited partnership between certain subsidiaries of ours and of Mitsui & Co., Ltd., formed for the purpose of
constructing and operating the Greenfield Energy Centre, a1,005 MW natural gas-fired power plant in Ontario, Canada. We and Mitsui & Co., Ltd. each hold
a50% interest in Greenfield LP. On May 31, 2007, Greenfield LP entered into a Can$648 million non-recourse project finance facility, that is structured as a
construction loan that is expected to convert to an 18-year term loan soon after the power plant begins commercial operations, which occurred on October 17,
2008. Borrowings under the project finance facility are initially priced at Canadian LIBOR plus 1.2% or Canadian prime rate plus 0.2%. We contributed $6
million and nil during the three months ended September 30, 2008 and 2007, respectively, and $6 million and $68 million during the nine months ended
September 30, 2008 and 2007, respectively, as an additional investment in Greenfield LP. During the three and nine months ended September 30, 2008, we
received nil and $24 million in distributions from Greenfield LP, respectively. We received no distributions during the three and nine months ended
September 30, 2007.

OMEC —OMEQC, an indirect wholly owned subsidiary, is the owner of the Otay Mesa Energy Center, a 596 MW natural gas-fired power plant
currently under construction in southern San Diego County, California. We deconsolidated OMEC during the second quarter of 2007 as described in Note 1.
On May 3, 2007, OMEC entered into a $377 million non-recourse project finance facility to finance the construction of the Otay Mesa power plant. The
project finance facility is structured as a construction loan, converting to a term loan upon commercial operation of the Otay Mesa power plant, and matures
in April 2019. Borrowings under the project finance facility areinitially priced at LIBOR plus 1.5%. We contributed nil during each of the three months ended
September 30, 2008 and 2007, and $9 million and nil during the nine months ended September 30, 2008 and 2007, respectively, as an additional investment in
OMEC.
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RockGen — RockGen, an indirect wholly owned subsidiary, is the owner of the RockGen Energy Center. We deconsolidated RockGen during the
first quarter of 2008 as described in Note 1.

Auburndale — Auburndale, an indirect subsidiary, isthe owner of the Auburndale Energy Center. We deconsolidated Auburndale and recorded an
impairment |oss on our investment in Auburndale as described in Note 1.

Whitby — Represents our 50% investment in Whitby held by our Canadian subsidiaries, which was reconsolidated on the Canadian Effective Date.
Our credit balance represents our share of Whitby’s OCI, which is comprised of the fair value of derivative gas contracts.

Our loss from unconsolidated investments in power plants is included in other operating expense on our Consolidated Condensed Statements of
Operations. Our loss from unconsolidated entities was $23 million and $9 million for the three months ended September 30, 2008 and 2007, respectively, and
$10 million and $9 million for the nine months ended September 30, 2008 and 2007, respectively.

5. Asset Sales

On February 14, 2008, we completed the sale of substantially all of the assets comprising the Hillabee development project, a partially completed 774
MW combined-cycle power plant located in Alexander City, Alabama, to CER Generation, LLC for approximately $156 million, plus the assumption of certain
liabilities. We recorded a pre-tax gain of approximately $63 million in the first quarter of 2008.

On March 5, 2008, we completed the sale of substantialy all of the assets comprising the Fremont development project, a partially completed 550
MW natural gas-fired power plant located in Fremont, Ohio, to First Energy Generation Corp. for approximately $254 million, plus the assumption of certain
liabilities. We recorded a pre-tax gain of approximately $136 million in thefirst quarter of 2008.

The sales of the Hillabee and Fremont development projects did not meet the criteria for discontinued operations due to our continuing activity in
the markets in which these power plants were located; therefore, the results of operations for all periods prior to sale are included in our continuing

operations.

Assets Held for Sale — There were no assets held for sale at September 30, 2008. At December 31, 2007, our current assets held for sale consisted of
construction in progress of the Fremont and Hillabee devel opment projects totaling $195 million.

6. Comprehensive lncome
Comprehensive income is the total of net income and all other non-owner changes in equity. Comprehensive income includes our net income,

unrealized gains and losses from derivative instruments that qualify as cash flow hedges, our share
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of equity method investees' OCI and the effects of foreign currency translation adjustments. We report AOCI on our Consolidated Condensed Balance
Sheets. The table below details the components of our comprehensive income (in millions):

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007
Net income $ 136 $ 3794 $ 119 $ 2,835
Other comprehensiveincome:
Gain (loss) on cash flow hedges before reclassification adjustment for cash
flow hedgesrealized in net income 745 (51) 173 (56)
Reclassification adjustment for cash flow hedges realized in net income 119 (12) 141 17
Foreign currency translation loss 3 4 9 (15)
Provision for income taxes (97) (4) (101) (13)
Total comprehensive income $ 900 $ 3723 $ 323 $ 2,768

7. Debt
Our debt at September 30, 2008, and December 31, 2007, was as follows (in millions):

September 30,  December 31,

2008 2007

Exit Credit Facility $ 593% $ —
DIP Facility — 3,970
Second Priority Debt — 3,672
Construction/project financing 2,008 1,944
CCFC financing 7 780
Preferred interests 335 575
Notes payable and other borrowings 363 432
Capital lease obligations 277 283
Commodity Collateral Revolver 100 —
Total debt™ 9,795 11,656
Less: Current maturities 662 1,710
Debt, net of current portion®® $ 9133 $ 9,946

1 Our debt balance at December 31, 2007, does not include $3.7 billion in debt that was classified as LSTC. These balances were settled upon our

emergence from Chapter 11 on the Effective Date. See Note 2 of the Notes to Consolidated Condensed Financial Statements for afurther discussion
of our emergence from Chapter 11.

Exit Facilities— Upon our emergence from Chapter 11, we converted the approximately $4.9 hillion of loans and commitments outstanding under
our DIP Facility (including the $1.0 billion revolver) into loans and commitments under our approximately $7.3 billion of Exit Facilities. The Exit Facilities
provide for approximately $2.1 billion in senior secured term loans and $300 million in senior secured bridge loans in addition to the loans and commitments
that had been available under the DIP Facility. The Exit Facilitiesinclude:

*  The Exit Credit Facility, comprising (i) approximately $6.0 billion of senior secured term loans; (ii) a $1.0 billion senior secured revolving facility;
and (iii) the ability to raise up to $2.0 hillion of incremental term loans available on a senior secured basis in order to refinance secured debt of
subsidiaries under an “accordion” provision; and

*  TheBridge Facility, which, prior to its repayment as described below, provided for a $300 million senior secured bridge term loan.
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On the Effective Date, we fully drew on our approximately $6.0 billion of senior secured term loans and the $300 million Bridge Facility and we drew
approximately $150 million under the $1.0 billion senior secured revolving facility. The proceeds of the drawdowns, above the amounts that had been applied
under the DIP Facility as described below, were used to repay a portion of the Second Priority Debt, fund distributions under the Plan of Reorganization to
holders of other secured claims and to pay fees, costs, commissions and expensesin connection with the Exit Facilities and the implementation of our Plan of
Reorganization. Term loan borrowings under the Exit Credit Facility bear interest at afloating rate of, at our option, LIBOR plus 2.875% per annum or base rate
plus 1.875% per annum. Borrowings under the Exit Credit Facility term loan facility require quarterly payments of principal equal to 0.25% of the original
principal amount of the term loan, with the remaining unpaid amount due and payable at maturity on March 29, 2014.

Asof March 6, 2008, the Bridge Facility had been repaid in full in accordance with its terms with proceeds from the sales of the Hillabee and Fremont
development project assets. Prior to repayment, borrowings under the Bridge Facility boreinterest at LIBOR plus 2.875% per annum.

The obligations under the Exit Credit Facility are unconditionally guaranteed by certain of our direct and indirect domestic subsidiaries and are
secured by a security interest in substantially al of the tangible and intangible assets of Calpine Corporation and the guarantors. The obligations under the
Exit Credit Facility are also secured by a pledge of the equity interests of the direct subsidiaries of each guarantor, subject to certain exceptions, including
exceptions for equity interests in foreign subsidiaries, existing contractual prohibitions and prohibitions under other legal requirements. The Exit Credit
Facility contains covenant restrictions, including limiting our ability to, anong other things:

Incur additional indebtedness and issue stock;

Make prepayments on or purchase indebtednessin whole or in part;

Pay dividends and other distributions with respect to our stock or repurchase our stock or make other restricted payments;
Use money borrowed under the Exit Credit Facility for non-guarantors (including foreign subsidiaries);
Make certain investments,

Create or incur liensto secure debt;

Consolidate or merge with another entity, or allow one of our subsidiaries to do so;

Lease, transfer or sell assets and use proceeds of permitted asset |eases, transfers or sales;

Limit dividends or other distributions from certain subsidiaries up to Cal pine Corporation;

Make capital expenditures beyond specified limits;

Engage in certain business activities; and

Acquirefacilities or other businesses.

The Exit Credit Facility also requires compliance with financial covenants that include (i) a maximum ratio of total net debt to Consolidated EBITDA
(as defined in the Exit Credit Facility), (ii) a minimum ratio of Consolidated EBITDA to cash interest expense and (iii) a maximum ratio of total senior net debt
to Consolidated EBITDA.

As of September 30, 2008, under the Exit Credit Facility we had approximately $5.9 billion outstanding under the term loan facilities, no borrowings
outstanding under the revolving credit facility and $273 million of letters of credit issued against the revolving credit facility. On October 2, 2008, we
borrowed $725 million under our Exit Credit Facility revolving facility. The borrowing was made as a base rate loan which initially bore interest at the base rate
(5% on date of borrowing) plus 1.875% per annum. Proceeds from the borrowing were invested in treasury money market funds.

DIP Facility —As of December 31, 2007, our primary debt facility was the DIP Facility. The DIP Facility consisted of a $4.0 hillion first priority
senior secured term loan and a $1.0 billion first priority senior secured revolving credit facility together with an uncommitted term loan facility that permitted
us to raise up to $2.0 billion of incremental term loan funding on a senior secured basis with the same priority as the then current debt under the DIP Facility.
In addition, under the DIP Facility, the U.S. Debtors had the ability to provide liens to counterparties to secure obligations arising under certain hedging
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agreements. The DIP Facility bore interest at LIBOR plus 2.25% or base rate plus 1.25% and matured upon the Effective Date, when the loans and
commitments under the DIP Facility were converted to loans and commitments under our Exit Facilities.

Other Financing Activities— On February 1, 2008, Blue Spruce, an indirect wholly owned subsidiary, entered into a $90 million senior term loan.
Net proceeds from the senior term loan were used to refinance all outstanding indebtedness under the existing Blue Spruce term loan facility, to pay fees and
expenses related to the transaction and for general corporate purposes. The senior term loan carriesinterest at LIBOR plus an initial base rate of 1.63%, which
escalates to 2.50% over the life of the senior term loan and matures December 31, 2017. The senior term loan is secured by the assets of Blue Spruce. In
connection with this refinancing, we recorded $7 million in loss on debt extinguishment, related to the write-off of deferred financing costs of $4 million and
prepayment penalties of $3 million which are recorded in other (income) expense, net on our Consolidated Condensed Statement of Operations for the nine
months ended September 30, 2008.

During the first quarter of 2008, we entered into a letter of credit facility related to our subsidiary Calpine Development Holdings, Inc. under which
up to $150 million is available for letters of credit. As of September 30, 2008, $138 million in letters of credit had been issued under thisfacility.

On June 10, 2008, Metcalf, an indirect wholly owned subsidiary, closed on a $265 million new term loan facility. The proceeds were used to repay
Metcalf’s existing $100 million term loan facility and $155 million preferred interests. The new term loan facility, which matures on June 10, 2015, bearsinterest
at Metcalf’s option at LIBOR plus 3.25% or base rate plus 2.25% and is secured by the assets of Metcalf and the sole member interest held by Metcalf's
parent, Metcalf Holdings, LLC. In connection with this refinancing, we recorded $6 million in loss on debt extinguishment, related to the write-off of deferred
financing costs of $3 million and prepayment penalties of $3 million, which are recorded in other (income) expense, net on our Consolidated Condensed
Statement of Operations for the nine months ended September 30, 2008.

On June 25, 2008, we entered into the Knock-in Facility, a 12-month, $200 million letter of credit facility. Our obligations under the Knock-in Facility
are unsecured. Availability of letters of credit for issuance under the Knock-in Facility is up to a total maximum availability of $200 million contingent on
natural gas futures contract prices exceeding certain thresholds, with initial availability for up to $50 million. As of September 30, 2008, $50 million in letters of
credit had been issued under thisfacility.

On July 8, 2008, we entered into the Commodity Collateral Revolver, a two-year, $300 million secured revolving credit facility which shares the
benefits of the collateral subject to the liens under the Exit Credit Facility ratably with the lenders under the Exit Credit Facility. At closing, we borrowed an
initial advance of $100 million. Future advances under the Commodity Collateral Revolver are limited to the lesser of $300 million and the MTM Exposure (as
defined in the Commodity Collateral Revolver) under certain reference transactions, less the advanced amount then outstanding. Amounts borrowed under
the Commodity Collateral Revolver are to be used to collateralize obligations to counterparties under eligible commodity hedge agreements. The Commodity
Collateral Revolver bears interest at LIBOR plus 2.875% per annum. Advances may be repaid prior to the maturity date, in whole or in part, provided that
partial payment shall not reduce the aggregate outstanding advances to less than $100 million. Repayments made prior to the maturity date that do not
permanently reduce the commitment amount are subject to a5% premium (plus breakage costs, if any).

Both the Knock-in Facility and Commodity Collateral Revolver contain covenant restrictions and require compliance with financial covenants
substantially equivalent to those under the Exit Credit Facility.

At September 30, 2008, we had atotal of $559 million in letters of credit outstanding including $273 million under our Exit Credit Facility, $138 million
under the letter of credit facility related to our subsidiary Calpine Development Holdings, Inc. and $50 million under the Knock-in Facility, each discussed
above. In addition, we had $98 million in letters of credit outstanding under various project financing facilities. At December 31, 2007, we had atotal of $348
millioninletters of credit outstanding under our DIP Facility and other credit facilities.
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8. Fair Value M easurements

Effective January 1, 2008, we adopted SFAS No. 157, which provides a framework for measuring fair value under GAAP and, among other things,
requires enhanced disclosures about assets and liabilities carried at fair value. As defined in SFAS No. 157, fair value is the price that would be received to
sell an asset or paid to transfer a liability in the principal or most advantageous market in an orderly transaction between market participants at the
measurement date (exit price). SFAS No. 157 is to be applied prospectively as of the beginning of the year of adoption, except for limited retrospective
application to selected itemsincluding financial instruments that were measured at fair value using the transaction price in accordance with the requirements
of EITF Issue No. 02-3, “Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and
Risk Management Activities.” Day one gains and |losses previously deferred under EITF Issue No. 02-3 should be recorded as a cumul ative effect adjustment
to opening retained earnings at the date of adoption. As of January 1, 2008, we recorded a non-cash reduction to retained earnings of approximately $22
million relating to the unamortized deferred loss on a derivative instrument. The determination of the fair value incorporates various factors required under
SFAS No. 157. These factors include the credit standing of the counterparties involved and the impact of credit enhancements (such as cash deposits and
first priority liens).

SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the lowest priority to unobservable inputs (level 3
measurement). The three levels of thefair value hierarchy defined by SFAS No. 157 are as follows:

Level 1 — Quoted prices (unadjusted) are available in active markets for identical assets or liabilities as of the reporting date. Active markets are
those in which transactions for the asset or liability occur in sufficient frequency and volume to provide pricing information on an ongoing basis.

Level 2 —Pricing inputs include quoted prices for similar assets and liabilities in active markets, and inputs other than quoted prices that are
observable for the asset or liability, either directly or indirectly, for substantially the full term of the financial instrument.

Level 3— Pricing inputsinclude significant inputs that are generally less observable or from unobservable sources. These inputs may be used with
internally devel oped methodol ogies that result in management’s best estimate of fair value.

We utilize market data (such as pricing services and broker quotes) and assumptions that we believe market participants would use in pricing our
assets or liabilities including assumptions about risks and the risks inherent to the inputsin the valuation technique. These inputs can be readily observable,
market corroborated or generally unobservable. The market data obtained is evaluated to determine the nature of the quotes obtained and, where accepted as
areliable quote, used to validate our assessment of fair value; however, other qualitative assessments are used to determine the level of activity in any given
market. We primarily apply the market approach and income approach for recurring fair value measurements and utilize what we believe to be the best
available information. We utilize valuation techniques that seek to maximize the use of observable inputs and minimize the use of unobservable inputs. We
classify fair value balances based on the observability of those inputs.

The primary factors affecting the fair value of our commodity derivatives at any point in time are the volume of open derivative positions (MMBtu
and MWh), changing commodity market prices, principally for power and natural gas, the credit standing of our counterparties and our own credit rating.
Pricesfor electricity and natural gas are volatile, which can result in material changes in the fair value measurements reported in our Consolidated Condensed
Financial Statementsin the future.

Derivatives — We enter into a variety of derivative instruments to include both exchange traded and OTC power and gas forwards, options and
interest rate swaps.

Our level 1 fair value derivative instruments primarily consist of natural gas futurestraded on the NY MEX.
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Our level 2 fair value derivative instruments primarily consist of our interest rate swaps and our power and gas OTC forwards where market data for
pricing inputs is observable. Generally, we obtain our level 2 pricing inputs from markets such as the Intercontinental Exchange. In certain instances, our
level 2 derivative instruments may utilize models to measure fair value. These models are primarily industry-standard models that incorporate various
assumptions, including quoted interest rates and time value, as well as other relevant economic measures. Substantially all of these assumptions are
observable in the marketplace throughout the full term of the instrument, can be derived from observable data or are supported by observable levels at which
transactions are executed in the marketplace.

Our level 3 fair vaue derivative instruments primarily consist of our power and gas OTC forwards and options where pricing inputs are
unobservable as well as other complex and structured transactions. Complex or structured transactions are tailored to our or our customers needs and can
introduce the need for internally-developed model inputs which might not be observable in or corroborated by the market. When such inputs have a
significant impact on the measurement of fair value, the instrument is categorized in level 3. Our valuation models may incorporate historical correlation
information and extrapolate available broker and other information to future periods. In cases where there is no corroborating market information available to
support significant model inputs, we initially use the transaction price as the best estimate of fair value. OTC options are valued using industry-standard
models, including the Black-Scholes pricing model. At each balance sheet date, we perform an analysis of al instruments subject to SFAS No. 157 and
includein level 3 all of those whosefair value is based on significant unobservable inputs.

We assess non-performance risk by adjusting the fair value of our derivatives based on the credit standing of the counterparties involved and the
impact of credit enhancements, if any. Such valuation adjustments represent the amount of probable loss due to default either by us or a third party. Our
credit valuation methodology is based on a quantitative approach which allocates a credit adjustment to the fair value of derivative transactions based on the
net exposure of each counterparty. We develop our credit reserve based on our expectation of the market participants perspective of potential credit
exposure. Our calculation of the credit reserve on net asset positions is based on available market information including credit ratings, historical default
information and credit default swap rates. We also incorporate non-performance risk in net liability positions based on an assessment of our potential risk of
default. The net credit reserve as of September 30, 2008, was $3 million.
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The following table sets forth by level within the fair value hierarchy our financial assets and liabilities that were accounted for at fair value on a
recurring basis as of September 30, 2008. Asrequired by SFAS No. 157, financial assets and liabilities are classified in their entirety based on the lowest level
of input that is significant to the fair value measurement. Our assessment of the significance of a particular input to the fair value measurement requires
judgment, and may affect the valuation of fair value assets and liabilities and their placement within the fair value hierarchy levels.

Recurring Fair Value Measures at Fair Value as of September 30, 2008

Level 1 Level 2 Level 3 Total
(in millions)
Assets:
Commodity instruments $ 773 $ 197 $ 182 $ 2,792
Interest rate swaps — 27 — 27
Total derivative assets 773 224 1,822 2,819
Cash equivalentst® 1,074 _— = 1,074
Margin deposits'? 410 — — 410
Total $ 2257 $ 224 3 182 $ 4,303
Liabilities:
Commodity instruments $ (984) $ (2000 $ (1,568) $ (2,752)
Interest rate swaps — (159) — (159)
Total derivative liabilities (984) (359) (1,568) (2,911)
Margin deposits held by us posted by our counterparties® (184) — — (184)
Total $ (1,168) $ (359) $ (1,568) $ (3,095)
1 Amounts represent cash equivalents invested in money market accounts and are included in cash and cash equivalents and restricted cash on our

Consolidated Condensed Balance Sheet. As of September 30, 2008, we had cash equivaents of $701 million included in cash and cash equivalents
and $373 million included in restricted cash.

2 Margin deposits and margin deposits held by us posted by our counterparties represent cash collateral paid between us and our counterparties to
support our derivative contracts.

Gains or losses associated with level 3 balances may not necessarily reflect trends occurring in the underlying business. Further, unrealized gains
and losses for the period from level 3 items are often offset by unrealized gains and losses on positions classified in levels 1 or 2, as well as positions that
have been realized during the quarter. Certain of our level 3 balances qualify for cash flow hedge accounting for which any unrealized gains and losses are
recorded in OCI. Gains and losses for level 3 balancesthat do not qualify for hedge accounting are recorded in earnings.
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The following table sets forth areconciliation of changes in the fair value of our net derivative assets (liabilities) classified aslevel 3inthefair value
hierarchy (in millions):

Three Months Nine Months
Ended Ended

September 30, 2008 September 30, 2008

Balance, beginning of period® $ (649) $ (23)
Realized and unrealized gains (losses):

Included in net income'® 204 152

Includedin OCI 719 280

Purchases, issuances and settlements, net (15) (147)

Transfersin and/or out of level 3 ©) 6)

Balance, end of period $ 254 $ 254

Changein unrealized gains relating to instruments still held as of September 30, 2008 $ 204 $ 152

(] Our portfolio of derivative assets and liabilities as of December 31, 2007, is adjusted for the day one loss of $(22) million recognized upon adoption
of SFAS No. 157 on January 1, 2008.

2 Includes $86 million and $45 million recorded in operating revenues (for electricity contracts) and $118 million and $107 million recorded in fuel and
purchased energy expense (for gas contracts) for the three and nine months ended September 30, 2008, respectively, as shown on our Consolidated
Condensed Statements of Operations.

3 We transfer amounts among levels of the fair value hierarchy as of the end of each period.
9. Derivative Instruments

The table below reflects the amounts that are recorded as derivative assets and liabilities on our Consolidated Condensed Balance Sheets at
September 30, 2008, and December 31, 2007, for our derivative instruments (in millions):

September 30, 2008

Total
Interest Rate Commodity Derivative
Swaps Instruments Instruments
Current derivative assets $ 10 $ 2340 $ 2,350
Long-term derivative assets 17 452 469
Total derivative assets $ 27 3% 2792 $ 2,819
Current derivative liabilities $ 8 $ 2348 % 2,433
Long-term derivative liabilities 74 404 478
Total derivative liabilities $ 159 $ 2752 $ 2,011
Net derivative assets (liabilities) $ (132) $ 0 3 (92)
December 31, 2007
Total
Interest Rate Commodity Derivative
Swaps Instruments I nstruments

Current derivative assets $ — $ 731 $ 731
Long-term derivative assets — 290 290
Total derivative assets $ — $ 1,021 $ 1,021
Current derivative liabilities $ 53 $ 73 $ 806
Long-term derivative liabilities 116 462 578
Total derivative liabilities $ 169 $ 1215 $ 1,384
Net derivative liabilities $ (169) $ (199) $ (363)
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Collateral —We use margin deposits, prepayments and letters of credit as credit support with and from our counterparties for commodity
procurement and risk management activities. In addition, we have granted additional liens on the assets currently subject to liens under the Exit Credit
Facility to collateralize our obligations under certain of our power and gas agreements that qualify as “eligible commodity hedge agreements’ under the Exit
Credit Facility and certain of our interest rate swap agreementsin order to reduce the cash collateral and letters of credit that we would otherwise be required
to provide to the counterparties under such agreements. The counterparties under such agreements will share the benefits of the collateral subject to such
liens ratably with the lenders under the Exit Credit Facility. Such first priority liens had also been permitted under the DIP Facility prior to the conversion of
the loans and commitments under the DIP Facility to our exit financing under the Exit Credit Facility.

The table below summarizes the balances outstanding under margin deposits, gas and power prepayments, and exposure under letters of credit and
first priority liens for commodity procurement and risk management activities as of September 30, 2008 (in millions):

September 30, 2008

Margin deposits $ 410
Gas and power prepayments 70
Total margin deposits and gas and power prepayments with our counterparties™ $ 480
Letters of credit issued $ 458
First priority liensunder interest rate swap agreements 123
Total letters of credit and first priority lienswith our counterparties $ 581
Margin deposits held by us posted by our counterparties® $ 184
Letters of credit posted with us by our counterparties 1
Total margin deposits and letters of credit posted with us by our counterparties $ 185
(@) $460 million included in margin deposits and other prepaid expense and $20 million included in other assets on our Consolidated Condensed Balance
Sheet.
2 Included in other current liabilities on our Consolidated Condensed Balance Sheet.

Future collateral requirements for cash, first priority liens and letters of credit may increase based on the extent of our involvement in hedging and
optimization contracts and movements in commodity prices and also based on our credit ratings and general perception of creditworthinessin our market.

We did not elect to adopt the netting provisions allowed under FSP FIN 39-1, which allows an entity to offset the fair value amounts recognized for
cash collateral paid or cash collateral received against the fair value amounts recognized for derivative instruments executed with the same counterparty
under a master netting arrangement. Of our total margin deposits posted with our counterparties of $410 million and total margin deposits posted as collateral
by our counterparties with us of $184 million in the table above, $361 million and $183 million, respectively, were subject to master netting agreements as of
September 30, 2008.

Hedge ineffectiveness is included in unrealized mark-to-market gains and losses. Gains due to ineffectiveness on commaodity hedging instruments
were $1 million and nil for the three months ended September 30, 2008 and 2007, respectively, and $6 million and $1 million for the nine months ended
September 30, 2008 and 2007, respectively.

Where we have derivatives designated as cash flow or fair value hedges, we present the cash flows from these derivatives in the same category as
the item being hedged on our Consolidated Condensed Statements of Cash Flows. The realized components of interest rate swaps and the cash flows for our
derivatives not designated as hedges are classified in
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operating activities on our Consolidated Condensed Statements of Cash Flows. Derivatives related to Deer Park Energy Center Limited Partnership, which
contain other than an insignificant financing element, are classified within financing activities on our Consolidated Condensed Statements of Cash Flows.

10. Earningsper Share

Pursuant to the Plan of Reorganization, all shares of our common stock outstanding prior to the Effective Date were canceled and the issuance of
485 million new shares of reorganized Calpine Corporation common stock was authorized to resolve allowed unsecured claims. In addition, approximately 2
million restricted shares of reorganized Calpine Corporation common stock were issued pursuant to the Calpine Equity Incentive Plans, net of forfeitures. A
portion of the 485 million authorized shares wasimmediately distributed, and the remainder was reserved for distribution to holders of certain disputed claims
that, although unresolved as of the Effective Date, later become allowed. To the extent that any of the reserved shares remain undistributed upon resolution
of the disputed claims, such shares will not be returned to us but rather will be distributed pro ratato claimants with allowed claims to increase their recovery.
Therefore, pursuant to the Plan of Reorganization, all 485 million shares ultimately will be distributed. Accordingly, although the reserved shares are not yet
issued and outstanding, all conditions of distribution had been met for these reserved shares as of the Effective Date, and such shares are considered issued
and are included in our calculation of weighted average shares outstanding.

Reconciliations of the amounts used in the basic and diluted earnings per common share computations are:
Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007
(sharesin thousands)

Diluted weighted average shares cal culation:

Weighted average shares outstanding (basic) 485,073 479,312 485,027 479,208
Restricted stock awards 668 — 561 —
Employee stock options — 305 — 335

Weighted average shares outstanding (diluted) 485,741 479,617 485,588 479,543

Potentially dilutive securities excluded from our calculation of diluted earnings per share for the three and nine months ended September 30, 2008,
primarily consist of anti-dilutive shares from weighted average employee stock options of approximately 9 million and 5 million for the three and nine months
ended September 30, 2008, respectively, and common stock warrants of approximately 30 million and 41 million for the three and nine months ended
September 30, 2008, respectively. See Note 11 for adiscussion of our stock-based compensation and Note 2 for adiscussion of our common stock warrants.

Although earnings per share information for the three and nine months ended September 30, 2007, is presented, it is not comparable to the
information presented for the three and nine months ended September 30, 2008, due to the changes in our capital structure on the Effective Date, which also
included termination of all outstanding convertible securities.

11. Stock-Based Compensation

Calpine Equity Incentive Plans —The Calpine Equity Incentive Plans were approved as part of our Plan of Reorganization. These plans are
administered by the Compensation Committee of our Board of Directors and provide for the issuance of equity awards to all employees as well as the non-
employee members of our Board of Directors. The equity awards may include incentive or non-qualified stock options, restricted stock, restricted stock units,
stock appreciation rights, performance compensation awards and other stock-based awards. Under the MEIP and DEIP there are 14,833,000 shares and
167,000 shares, respectively, of reorganized Cal pine Corporation common stock authorized for issuance to participants. We granted atotal of 2,733,352 shares
of restricted common stock and 9,031,300 employee stock options under the MEIP and the DEIP during the nine months ended September 30, 2008.

The equity awards granted under the Calpine Equity Incentive Plans vest over periods between one and five years, contain contractual terms of
seven and ten years and are subject to forfeiture provisions under certain circumstancesincluding
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termination of employment prior to vesting. In addition, employment inducement options to purchase a total of 4,636,734 shares were granted outside of the
Calpine Equity Incentive Plans in connection with our hiring of anew Chief Executive Officer and a new Chief Legal Officer in August 2008, and a new Chief
Commercial Officer in September 2008. Each of the employment inducement options vests over a period of five years, contains a contractual term of seven
years and is subject to forfeiture under certain circumstances including termination of employment prior to vesting. Common stock for future stock option
exercises will beissued from the MEIP share reserves or shares reserved for the employment inducement optionsissued outside of the MEIP.

Stock-based compensation expense (income) recognized was $17 million and nil for the three months ended September 30, 2008 and 2007,
respectively, and $36 million and $(1) million for the nine months ended September 30, 2008 and 2007, respectively. We did not record any tax benefits related
to stock-based compensation expense in any period as we are not benefiting a significant portion of our deferred tax assets including deductions related to
stock-based compensation expense. In addition, we did not capitalize any stock-based compensation expense as part of the cost of an asset for the three and
nine months ended September 30, 2008 and 2007. At September 30, 2008, there was $82 million of unrecognized compensation cost related to equity awards
which is expected to be recognized over a weighted-average period of 2.3 years for options, 1.2 years for restricted shares and 0.4 years for restricted stock
units.

A summary of all of our non-qualified stock option activity under the MEIP and DEIP and option issuances for employment inducements to hire new
executives for the nine months ended September 30, 2008, is as follows:

Weighted
Average
Weighted Remaining Aggregate
Number of Average Term Intrinsic Value
Options Exercise Price (in years) (in millions)
Outstanding — December 31, 2007 — $ —
Granted 13,668,034 $ 19.69
Exercised — $ =
Forfeited 893,100 $ 17.34
Expired — S —
Outstanding — September 30, 2008 12,774934 $ 19.86 77 $ —
Exercisable — September 30, 2008 399,200 $ 17.43 78 $ —
Vested and expected to vest — September 30, 2008 12581501 $ 19.89 77 % —

Thefair value of options (including employment inducement options) granted during the nine months ended September 30, 2008, was determined on
the grant date using the Black-Scholes pricing model. Certain assumptions were used in order to estimate fair value for options as noted in the following
table. No options were granted during the nine months ended September 30, 2007.

September 30, 2008

Expected term (in years)™® 50—6.1
Risk-freeinterest rate® 2.7-33%
Expected volatility® 35.9—48.2%
Dividend yield —
Weighted average grant-date fair value (per option) $ 6.48

D Expected term calculated using the simplified method.

2 Zero Coupon U.S. Treasury rate based on expected term.

3 Volatility calculated using the weighted average implied volatility of our industry peers exchange traded stock options.
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No restricted stock or restricted stock units have been granted other than under our MEIP and DEIP. A summary of our restricted stock and
restricted stock unit activity for the MEIP and DEIP for the nine months ended September 30, 2008, is asfollows:

Weighted
Number of Average
Restricted Grant-Date
Stock Awards Fair Value
Nonvested — December 31, 2007 — $ —
Granted 2,733352 $ 16.71
Forfeited 795229 $ 16.57
Vested 178,500 $ 16.90
Nonvested — September 30, 2008 1,759,623 $ 16.75

On March 25, 2008, we amended the employment agreement with our former Chief Executive Officer, Mr. Robert P. May. Under the terms of the
amendment, Mr. May agreed to forfeit his right to 348,700 non-qualified stock options with an exercise price of $16.90 granted on January 31, 2008, aswell as
474,600 shares of restricted stock granted on February 6, 2008, both of which were to vest ratably over periods of approximately 1.5 years and 3 years. In
exchange for canceling these non-qualified stock options and restricted stock, on March 25, 2008, we granted Mr. May 325,500 non-qualified stock options
with an exercise price of $17.53 (which equaled the closing price of our common stock on the date of grant) and modified the vesting terms on 73,000 shares
of restricted stock. The awards granted and modified on March 25, 2008, vest in their entirety on December 31, 2008. We deemed that Mr. May’s vesting
condition under his original grant was not probable of achievement on the modification date and, thus, the original grant date fair value is no longer used to
measure compensation cost. The modification date fair value of the new awards is used to measure compensation cost which is being expensed over the
modified vesting term.

On August 10, 2008, in conjunction with his previously announced plans, Mr. May resigned as Chief Executive Officer and as a member of our
Board of Directors. In accordance with the terms of his employment agreement, al non-qualified stock options and shares of restricted stock previously
issued to Mr. May vested.

On August 12, 2008, Mr. Gregory L. Doody, our former Executive Vice President, Genera Counsel and Secretary, aso left the Company. In
accordance with the terms of his employment agreement, 64,100 non-qualified stock options with an exercise price of $16.90 as well as 100,600 shares of
restricted stock previously issued to Mr. Doody vested.

As aresult of the vesting of Mr. May’s and Mr. Doody’s restricted stock and non-qualified stock options, we recognized an additional $4 millionin
stock-based compensation expense during the three months ended September 30, 2008.

12. Commitmentsand Contingencies
Litigation

We are party to various litigation matters, including regulatory and administrative proceedings arising out of the normal course of business, the
more significant of which are summarized below. We review our litigation activities and determine if an unfavorable outcome to us is considered “remote,”
“reasonably possible” or “probable” as defined by GAAP. Where we have determined an unfavorable outcome is probable and is reasonably estimable, we
have accrued for potential litigation losses. The ultimate outcome of each of these matters cannot presently be determined, nor can the liability that could
potentially result from a negative outcome be reasonably estimated presently for every case. The liability we may ultimately incur with respect to any one of
these mattersin the event of a negative outcome may be in excess of amounts currently accrued with respect to such matters and, as aresult of these matters,
may potentially be material to our financial position or results of operations. During the pendency of our Chapter 11 cases through the Effective Date,
pursuant to automatic stay provisions under the Bankruptcy Code and orders granted by the Canadian Court, all actionsto enforce or
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otherwise effect repayment of liabilities preceding the Petition Date as well as all pending litigation against the Calpine Debtors generally were stayed. See
Notes 1 and 2 for information regarding our Chapter 11 cases and CCAA proceedings. Following the Effective Date, pending actions to enforce or otherwise
effect repayment of liabilities preceding the Petition Date, as well as pending litigation against the U.S. Debtors related to such liabilities generally have been
permanently enjoined. Any unresolved claims will continue to be subject to the claims reconciliation process under the supervision of the U.S. Bankruptcy
Court. However, certain pending litigation related to pre-petition liabilities may proceed in courts other than the U.S. Bankruptcy Court to the extent the
parties to such litigation have obtained relief from the permanent injunction. In particular, certain pending actions against us are anticipated to proceed as
described below. In addition to the Chapter 11 cases and CCAA proceedings (in connection with which certain of the matters described below arose), and
the other matters described below, we are involved in various other claims and legal actions, including regulatory and administrative proceedings arising out
of the normal course of our business. We do not expect that the outcome of such other claims and legal actions will have a material adverse effect on our
financial position or results of operations.

Pre-Petition Litigation

Hawaii Structural Ironworkers Pension Fund v. Calpine, et al. This case was filed in San Diego County Superior Court on March 11, 2003, and
later transferred, on a defense motion, to Santa Clara County Superior Court. Defendantsin this case are Cal pine Corporation, Peter Cartwright, Ann B. Curtis,
John Wilson, Kenneth Derr, George Stathakis, Credit Suisse First Boston LLC, Banc of America Securities LLC, Deutsche Bank Securities, Inc. and Goldman
Sachs & Co. The Hawaii Structural Ironworkers Pension Trust Fund alleges that the prospectus and registration statement for an April 2002 offering of
Calpine Corporation securities contained false or misleading statements regarding: Calpine Corporation’s actual financial results for 2000 and 2001; Calpine
Corporation’s projected financial results for 2002; Mr. Cartwright's alleged agreement not to sell or purchase shares within 90 days of the April 2002 offering;
and Calpine Corporation’s aleged involvement in“wash trades.” The action in the Santa Clara County Superior Court was stayed against Calpine
Corporation as aresult of Calpine Corporation’s Chapter 11 filing.

On December 19, 2007, Calpine Corporation entered into an agreement with the Hawaii Structural Ironworkers Pension Trust Fund to allow the action
to proceed in the Santa Clara County Superior Court. Calpine Corporation remains a defendant to the action. However, the December 19, 2007, agreement
provides that the Hawaii Structural Ironworkers Pension Fund waived its right to collect from Calpine Corporation on the claim it had filed against Calpine
Corporation in the Chapter 11 cases, or for any settlement with Calpine Corporation, and agreed to seek recovery to satisfy its claim against Calpine
Corporation, or for any settlement with Calpine Corporation, solely from any insurance coverage that may be available to Calpine Corporation. The
December 19, 2007, agreement does not address the Hawaii Structural Ironworkers Pension Fund's claims against any of the other defendants. Some or all of
the other defendants have asserted or may assert indemnification claims against Calpine Corporation in connection with this action.

On July 1, 2008, a second amended complaint was filed against the same defendants. The second amended complaint repeated the allegations from
the first amended complaint and added allegations that the above-described prospectus and registration statement included false or misleading statements
related, among other things, to Calpine Corporation’s cash balances and cash flow, construction projects and asset sales. The parties are attempting to
complete all remaining fact discovery by November 15, 2008. No trial date has been set in this action. We consider this lawsuit to be without merit and intend
to continue to defend vigorously against the allegations.

In re Calpine Corp. ERISA Litig. Two nearly identical class action complaints alleging claims under ERISA (Phelpsv. Calpine Corporation, et al.
and Lenette Poor-Herena v. Calpine Corporation et al.) were consolidated under the caption In re Calpine Corp. ERISA Litig., Master File No. C 03-1685
SBA, in the Northern District Court. Plaintiff Poor-Herena subsequently dropped her claim. The consolidated complaint, which names as defendants Calpine
Corporation, the members of Calpine Corporation’s Board of Directors, the 401(k) Plan's Advisory Committee and its members, signatories of the 401(k)
Plan's Annua Return/Report of Employee Benefit Plan Forms 5500 for 2001 and 2002, an employee of a consulting firm hired by the 401(k) Plan, and
unidentified fiduciary defendants, alleged claims under ERISA on behalf of the participants in the 401(k) Plan from January 5, 2001, to the present who
invested in the Calpine unitized stock fund. The consolidated complaint alleged that defendants breached their fiduciary duties under ERISA by permitting
participantsto buy
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and hold interests in the Calpine unitized stock fund. All claims were dismissed with prejudice by the Northern District Court. The plaintiff appealed the
dismissal to the Ninth Circuit Court of Appeals. Asaresult of the Chapter 11 filings, the appeal was automatically stayed with respect to Cal pine Corporation.
In addition, Calpine Corporation filed a motion with the U.S. Bankruptcy Court to extend the automatic stay to the individual defendants. Plaintiff opposed
the motion and a hearing was scheduled for June 5, 2006; however, prior to the hearing, the parties stipul ated to allow the appeal to the Ninth Circuit Court of
Appeals to proceed. If the Northern District Court ruling is reversed, the plaintiff may then seek leave from the U.S. Bankruptcy Court to proceed with the
action. Plaintiff's opening brief was filed with the Ninth Circuit Court of Appeas on November 6, 2006. Further briefing on the appeal was then stayed
pending completion of the parties' participation in the Ninth Circuit Court of Appeal’s aternative dispute resolution program. On March 21, 2007, the parties
reached an agreement in principle to settle the claims of plaintiff and the purported class in return for a payment of approximately $4 million by Calpine's
fiduciary insurance carrier, the net proceeds of which will ultimately be deposited into individual plan members' accounts. The parties finalized the settlement
agreement on March 7, 2008. Pursuant to the terms of the settlement, the Ninth Circuit Court of Appeals dismissed plaintiff’s appeal without prejudice and
remanded the case to the Northern District Court by order dated April 8, 2008. The Northern District Court granted preliminary approval on July 17, 2008, and
gave final approval to the settlement at a fairness hearing on October 21, 2008. There were no objections to the settlement. Class members have 30 days after
entry of judgment to appeal, after which the settlement becomes final.

Panda Energy International, Inc., et al. v. Calpine Corporation, et al. On November 5, 2003, Panda filed suit in the U.S. District Court, Northern
District of Texas against Calpine Corporation and certain of its affiliates alleging, among other things, that defendants breached duties of care and loyalty
allegedly owed to Panda by failing to correctly construct and operate the Oneta Energy Center, the devel opment rights of which we had acquired from Panda,
in accordance with Panda's original plans. Panda alleges that it is entitled to a portion of the profits of the Oneta Energy Center and that the defendant’s
actions have reduced the profits from Oneta Energy Center thereby undermining Panda's ability to repay monies owed to Calpine Corporation on
December 1, 2003, under a promissory note. Calpine Corporation filed a counterclaim against Panda and related parties based on a guaranty and loan
agreement. Trial was set for May 22, 2006, but did not proceed due to the automatic stay. Calpine Corporation filed a motion on October 3, 2007, to lift the
automatic stay to pursue its counterclaim. On November 14, 2007, the U.S. Bankruptcy Court granted the motion, lifting the automatic stay. On January 30,
2008, the U.S. District Court issued an order that re-instated the case on the court’s docket. Thereafter, Panda amended its pleadingsin the U.S. District Court
to allege certain causes of action against Calpine Corporation relating to the contingent net profit interest which it has alleged are post-petition and not
subject to the discharge injunction. In February 2008, the Panda entities filed proofs of claim with the U.S. Bankruptcy Court asserting an unsecured claimin
the amount of approximately $200 million as rejection damages under the development rights and other agreements. Calpine Corporation objected to the
claimsin the U.S. Bankruptcy Court. The U.S. Bankruptcy Court held a hearing on Calpine Corporation’s claim objection on July 31, 2008. On August 4, 2008,
the U.S. Bankruptcy Court issued an order disallowing all proofs of claim filed by Panda against the estate. Panda filed an appeal of the ruling of the U.S.
Bankruptcy Court. Mediation was conducted on August 5, 2008, initially without success. However, settlement was ultimately reached for the allowance to
Panda of a general unsecured claim in the amount of $15 million, in exchange for arelease of all Calpine entities from any and all claims, pre and post-petition
aleged by the Panda entities. The settlement was a global settlement which resolved all claims, including Calpine Corporation’s claim for collection of the
Panda note receivable. We recorded approximately $13 million for the write-off of the Panda note receivable during the three months ended September 30,
2008, which is included in other (income) expense, net on our Consolidated Condensed Statements of Operations for the three and nine months ended
September 30, 2008. The settlement agreement became effective on October 2, 2008, when Calpine distributed 732,809 shares of Calpine Corporation common
stock to Panda.

Pit River Tribe, et al. v. Bureau of Land Management, et al. On June 17, 2002, Pit River filed suit in the U.S. District Court for the Eastern District of
California seeking to enjoin further exploration, construction and development of the Calpine Fourmile Hill Project at Glass Mountain. It challenges the
validity of the decisions of the BLM and the Forest Service to permit the development of the project under leases previously issued by the BLM. The lawsuit
also sought to invalidate the leases. Only declaratory and equitable relief were sought. Our answer was submitted on August 20, 2002. Cross-motions for
summary judgment on al claimsin the lawsuit were submitted in May and June 2003. The court held oral argument on the motions on September 10, 2003, and
took the motions under advisement. Defendants' motions for summary judgment were granted on February 13, 2004, and the lawsuit was dismissed. Plaintiff
filed an appeal to the Ninth Circuit Court of Appeals
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on April 15, 2004. Briefing on the appeal was completed on December 6, 2004. Following our Chapter 11 filing, we and Pit River filed a stipulation with the U.S.
Bankruptcy Court to lift the automatic stay to allow the appeal to proceed with oral arguments, which were held on February 14, 2006. On November 5, 2006,
the Ninth Circuit Court of Appealsissued a decision granting the plaintiffs relief by holding that the BLM had not complied with the National Environmental
Policy Act, and other procedural requirements, when granting the lease extensions and, therefore, held that the lease extensions were invalid. On February 20,
2007, the federal appellees filed a Petition for Panel Rehearing of the November 5, 2006, order. We filed our Petition for Rehearing and Suggestion for
Rehearing En Banc on February 21, 2007. On April 18, 2007, the Ninth Circuit Court of Appeals issued an order denying both the federal appellees and our
Petitions for Rehearing. The remedy phase of the Ninth Circuit Court of Appeals' opinion had been stayed until Calpine Corporation’s emergence from
Chapter 11. Upon emergence from Chapter 11, we contacted the U.S. Department of Justice regarding possible remedies which could be argued to the District
Court and prepared to file motions regarding how to implement the Ninth Circuit Court of Appeas mandate. On August 4, 2008, the U.S. Department of
Justice filed a Request to Reopen Case and Proposed Order to Implement Appellate Mandate. The proposed order would remand the procedural defects
identified by the Ninth Circuit Court of Appealsto the BLM to cure those defects and render a new decision whether or not to allow geothermal development
at Glass Mountain, and if so, whether to extend Calpine Corporation’s mineral leases. The plaintiffs assert that the two underlying leases have expired and
curative action should not be allowed by the Court. The U.S. District Court for the Eastern District of California adopted the U.S. Department of Justice's
proposed briefing schedule and assigned a hearing date of November 5, 2008, for arguments on the proposed order. The parties completed written briefing on
October 17, 2008. The oral argument scheduled for November 5, 2008, was canceled. Accordingly, we expect a decision before year end.

In May 2004, Pit River and other interested parties filed two separate suits in the U.S. District Court for the Eastern District of California seeking to
enjoin exploration, construction, and development of the Telephone Flat |eases and proposed Project at Glass Mountain. These two related cases had been
stayed until emergence. Similar to above, we are now in communication with the U.S. Department of Justice regarding these two cases; but, the cases remain
mostly inactive pending the outcome of the litigation in the above described Pit Tribe case.

Post-Petition Litigation
Chapter 11 Related Litigation

Appeal of Confirmation Order. The Confirmation Order was entered by the U.S. Bankruptcy Court on December 19, 2007. Two motions to
reconsider the Confirmation Order were filed by holders of shares of our common stock that were canceled on the Effective Date: the first was filed on
December 28, 2007, by Elias A. Felluss and the second on December 31, 2007, by Compania Internacional Financiera, S.A., Coudree Global Equities Fund,
Standard Bank of London and Leonardo Capital Fund SPC. On January 15, 2008, the U.S. Bankruptcy Court entered an order denying both of the motions to
reconsider. On January 18, 2008, the sharehol ders who had filed the December 31, 2007, motion filed a notice of appeal to the SDNY Court and moved the U.S.
Bankruptcy Court for a stay of the Confirmation Order pending appeal. Various additional shareholders subsequently filed joinders to the stay motion in the
U.S. Bankruptcy Court. On January 24, 2008, the U.S. Bankruptcy Court entered an order denying the stay motion. The shareholders who filed the
December 31, 2007, motion filed an emergency motion with the SDNY Court on January 25, 2008, seeking to expedite their appeal and stay the Confirmation
Order pending appeal; their emergency motion was denied by the SDNY Court on February 1, 2008. In the meantime, on January 28, 2008, additional
shareholders filed notices of appeal to the SDNY Court. On January 31, 2008, the Plan of Reorganization became effective and we emerged from Chapter 11.
Despite the effectiveness of the Plan of Reorganization, al of the appeals remained pending in the SDNY Court. On February 25, March 10, and March 14,
2008, the shareholder appellants filed their respective opening briefs. We filed aresponse on March 28, 2008, seeking to dismiss the appeals on grounds that
(i) the appeals were equitably moot, (ii) the appellants had not made the threshold showing required to reverse the U.S. Bankruptcy Court; and (iii) the
appeals al lack merit. The appellants filed their reply briefs on April 7, 2008. On June 6, 2008, the SDNY Court entered an order denying the appeals, finding
that al of the appeals were equitably moot. One of the shareholders (Mr. Felluss) filed a motion for reconsideration, which was denied on June 24, 2008. On
July 3, 2008, Mr. Fellussfiled anotice of appeal with the U.S. Court of Appealsfor the Second Circuit Court of Appeals.
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Then, on August 8, 2008, Mr. Felluss filed amation with the Second Circuit seeking to stay the expiration of the warrants, which the Second Circuit denied on
August 27, 2008. The parties are in the process of briefing the merits of Mr. Felluss' appeal. Mr. Fellussfiled his opening brief on September 5, 2008, and we
filed a response brief on October 6, 2008. Mr. Felluss reply has not yet been filed. The Second Circuit has scheduled oral argument for the week of
November 17, 2008.

Rosetta Avoidance Action. On June 29, 2007, Calpine Corporation filed a petition in the U.S. Bankruptcy Court against Rosetta for avoidance and
recovery of a fraudulent transfer. In July 2005, Calpine Corporation had sold substantially all its remaining domestic oil and gas assets for $1.1 hillion to a
group led by Calpine Corporation insiders who constituted the management team of Rosetta, which prior to the sale, was a subsidiary of Calpine Corporation.
The petition alleged that Rosetta's purchase of the domestic oil and natural gas assets prior to Calpine Corporation’s Chapter 11 filing was for less than
reasonably equivalent value. The petition sought monetary damages for the value Rosetta did not pay Calpine Corporation for the assets it acquired, or, in
the alternative, the return of the domestic oil and natural gas assets from Rosetta. On November 5, 2007, Rosetta filed its answer and six counterclaims,
principally based on state contract and tort law. After substantial pre-trial document and deposition discovery and motion practice, on August 27, 2008, the
U.S. Bankruptcy Court ordered the parties to participate in expedited mediation. On October 22, 2008, Calpine Corporation reached a settlement with Rosetta
of all outstanding claims pursuant to which Rosetta will pay Calpine Corporation $97 million, Calpine Corporation will complete the transfer of certain other
assets, the parties will extend an existing gas purchase agreement for an additional 10 years and the parties will execute mutual releases. Our settlement with
Rosetta, less other assets of $39 million to be transferred to Rosetta, is expected to result in a net settlement gain of approximately $58 million which we expect
to record as reorganization items on our Consolidated Condensed Statement of Operations. This settlement is subject to U.S. Bankruptcy Court approval. A
motion for approval of the settlement wasfiled on October 23, 2008 and the hearing is set for November 13, 2008.

Non-Chapter 11 Related Litigation

Leone v. Calpine Corporation, et al. On May 22 and 29, 2008, respectively, two putative class action complaints (Joseph Leone v. Calpine
Corporation, et al. and Alan Laties v. Calpine Corporation, et al.) werefiled in state district court in Harris County, Texas against Cal pine Corporation and
its current directors, alleging that they either had breached, or would breach, their fiduciary duties in connection with Calpine Corporation’sreview of NRG's
proposal for a stock-for-stock merger on May 14, 2008. Both lawsuits named the same persons as defendants with the exception of Kenneth Derr, who was
named only in the first-filed Leone action. In general, the lawsuits sought to enjoin the defendants from accepting the NRG proposal, a declaration that the
defendants had breached their fiduciary duties in connection with the NRG proposal, rescission of atransaction based on the terms of the NRG proposal, a
court order requiring the defendants to comply with their fiduciary duties, damages, attorneys' fees, expenses, and court costs. On June 4, 2008, the two
lawsuits were consolidated into a single action. On August 27, 2008, the parties filed a Stipulation and Agreed Motion to dismiss without prejudice. We are
awaiting the court’sfinal order of dismissal.

Other Post-Petition Matters

Texas City and Clear Lake Environmental Matters. As part of an internal review of our Texas City and Clear Lake Cogeneration power plants, we
determined that our Acid Rain Program exemption under 40 CFR 72.6(b)(5) had ceased to apply and we werein violation of the requirements of the Acid Rain
Program found in 40 CFR Parts 72-78. We were originally exempt from these provisions based upon each plant being a qualifying cogeneration facility in
operation before November 1990 with qualifying Power Purchase Agreements; however, the exemptions ceased to apply in 2002 for Texas City and 1999 for
Clear Lake. To remedy the violation, we are required to report our SO, emissions to the EPA and purchase allowances and remit an excess emission fee for

each ton over the allowance emitted since expiration of the exemption. We recorded estimated fees of $300,000 for Texas City and Clear Lake Cogeneration
power plants. We self-reported these violations to the Texas Commission on Environmental Quality and the EPA and we are working with these agencies to
resolve these matters in a timely manner. Although these agencies have the authority and discretion to issue substantial fines that could be material, we do
not believe that the penalties, if any, resulting from these matters will have a material adverse effect on our business, financial condition or results of
operations based upon our analysis of the facts and circumstances and consideration of recent cases addressed by the agenciesinvolved.
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Communications with the SEC. We have been contacted by and have had meetings with the staff of the SEC regarding our financial statements and
internal control over financial reporting as well as those of CalGen, awholly owned subsidiary. We are cooperating with the SEC staff and have voluntarily
provided information in response to their requests. We will continue to cooperate with the SEC with respect to these matters. A negative outcome of this
investigation could require us to pay fines or penalties or satisfy other remedies under various provisions of the U.S. securities laws, and any of these
outcomes could under certain circumstances have amaterial adverse effect on our business.

13. Segment Information

We are a wholesale power generation company and are primarily engaged in the ownership and operation of power generation facilities in North
America. We assess our business primarily on aregional basis due to the impact on our financial performance of the differing characteristics of these regions,
particularly with respect to competition, regulation and other factors impacting supply and demand. Accordingly, our reportable segments are West
(including geothermal), Texas, Southeast, North and Other. Our Other segment includes fuel management, our turbine maintenance group, certain hedging
and other corporate activities.

Commodity Margin includes our electricity and steam revenues, hedging and optimization activities, renewable energy credit revenue, transmission
revenue and expenses, and fuel and purchased energy expense, but excludes mark-to-market commodity activity and other service revenues. Commodity
Margin isthe key operational measure reviewed by our chief operating decision maker to assess the performance of our segments.




Financial datafor our segments were as follows (in millions):

Revenues from external customers
I ntersegment revenues

Total revenue
Commodity Margin
Add: Mark-to-market commodity
activity, net and other revenue®™
Less:
Plant operating expense
Depreciation and amortization expense
Other cost of revenue
Gross profit (loss)
Other operating expense
Income from operations
Interest expense, net of interest income
Other (income) expense, net
Income before reorganization items
and income taxes
Reorganization items

Income before income taxes

Revenues from external customers
I ntersegment revenues

Total revenue
Commodity Margin
Add: Mark-to-market commodity
activity, net and other revenue®™
Less:
Plant operating expense
Depreciation and amortization expense
Other cost of revenue
Gross profit (loss)
Other operating expense
Income from operations
Interest expense, net of interest income
Other (income) expense, net
L oss before reorgani zation items and
income taxes
Reorganization items

Income before income taxes

Three Months Ended September 30, 2008

Consolidation
And
West Texas Southeast North Other Elimination Total
$ 1202 $ 1354 $ 3714 % 208 $ 52 $ — 3 3,190
11 89 74 2 4 (180) —
$ 1213 $ 1443 $ 448 $ 210 $ 56 $ (180) $ 3,190
$ 345 3 272 % 106 $ % $ 23 % — % 842
7 52 1 1 (32) 3) 26
94 53 29 21 3 2 198
48 31 17 15 1 2 110
14 — 4 7 1 — 26
196 240 57 54 (14) 1 534
262
272
201
17
54
_
$ 56
Three Months Ended September 30, 2007
Consolidation
and
West Texas Southeast North Other Elimination Total
$ 1032 $ 784 3 327 % 186 $ 5) $ — $ 2,324
7 1 41 6 2 (57) —
$ 1039 $ 785 $ 368 $ 192 $ (3 $ (57) $ 2,324
$ 3B 3 168 $ 112 % 7 $ (12) $ — $ 732
1 37 1 — (15) 2 22
81 44 29 21 10 3 182
52 31 18 14 1 2 114
14 — 7 8 1 1 31
239 130 59 36 (39) 2 427
45
382
603
(126)
(95)
(3,940)
$ 3,845
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Nine Months Ended September 30, 2008

Consolidation
and
West Texas Southeast North Other Elimination Total

Revenues from external customers $ 3320 $ 3180 $ 1031 $ 528 $ (90) $ — 7,969
Intersegment revenues 32 205 167 13 9 (426) —

Total revenue $ 3352 $ 3385 $ 1198 $ 541 $ (81) $ (426) $ 7,969
Commodity Margin $ 954 $ 660 $ 234 $ 230 $ 3B 3 — $ 2,113
Add: Mark-to-market commodity
activity, net and other revenue™ 21 93 2 1 (187) ) (79)
Less:
Plant operating expense 293 163 79 70 40 9 636
Depreciation and amortization expense 142 o7} 54 40 3 4 329
Other cost of revenue 44 = 20 19 5 — 88

Gross profit (10ss) 496 496 83 102 (200) 4 981
Other operating expense 358

Income from operations 623
Interest expense, net of interest income 799
Other (income) expense, net 28

L oss before reorgani zation items and

income taxes (204)
Reorganization items (263)

Income before income taxes 3 59

Nine Months Ended September 30, 2007
Consolidation
and
West Texas Southeast North Other Elimination Total

Revenues from external customers $ 2636 $ 2104 $ 828 $ 485 $ 7 $ — $ 6,046
Intersegment revenues 22 @ 113 8 17 (159 —

Total revenue $ 2658 $ 2103 $ 941 $ 493 $ 10 $ (159) $ 6,046
Commodity Margin $ 880 $ 392 % 214 $ 217 $ (14) $ — 3 1,689
Add: Mark-to-market commodity
activity, net and other revenue'® 16 89 9 — (36) (18) 60
Less:
Plant operating expense 246 112 84 59 68 8 561
Depreciation and amortization expense 157 91 60 41 3 2) 350
Other cost of revenue 36 — 23 25 22 ® 101

Gross profit (loss) 457 278 56 92 (143) 3) 737
Other operating expense 136

Income from operations 601
Interest expense, net of interest income 1,133
Other (income) expense, net (134

L oss before reorgani zation items and

income taxes (398)
Reorganization items (3.366)

Income before income taxes 3 298
@ Mark-to-market commaodity activity is included in operating revenues and fuel and purchased energy expense on our Consolidated Condensed

Statements of Operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Introduction and Overview

We are a wholesale power generation company primarily engaged in the ownership and operation of natural gas-fired and geothermal power
generation facilitiesin North America. We have a significant presence in the major competitive power marketsin the U.S., including California, Texas and the
northeast. We engage in the purchase of natural gas as afuel for our power plants and the sale of power, steam, capacity, and ancillary servicesto industrial
customers, retail electric providers, municipalities, independent system operators, wholesale entities and utilities. In order to support our power generation
business we engage in related transactions, including natural gas purchases and transportation and electric transmission as well as natural gas, power and
other derivatives to hedge our risk. We seek to grow our business through selective power plant development, construction and acquisition as well as
through expansion or upgrades of our existing power plants, in each case based primarily on achieving an attractive return on invested capital.

As of September 30, 2008, our total portfolio, including partnership interests, consisted of 78 power generation plants, with an aggregate operating
generation capacity of nearly 24,000 MW with an additional approximately 1,489 MW under construction and active development at three power generation
facilities. On October 17, 2008 our newly constructed 1,005 MW Greenfield Energy Centre, a joint venture of which approximately 503 MW represents our
ownership interest, commenced commercial operations. Our portfolio is comprised of two types of power generation technologies: natural gas-fired
combustion turbines (primarily combined-cycle) and renewable geothermal conventional steam turbines. Our total portfolio of generation capacity at
September 30, 2008, consisted of 3,457 MW of baseload capacity from our Geysers Assets and cogeneration power plants (natural gas-fired power plants
that produce and sell both power and steam to our industrial customers), 14,700 MW of intermediate load capacity from our combined-cycle combustion
turbines and 5,542 MW of peaking capacity from duct-fired generation and generation from our simple-cycle combustion turbines. Our Geysers Assets,
located in northern California, produce approximately 725 MW from 17 operating power generating units and represent the largest geothermal power
generation portfolioin the U.S.

We are the largest, measured by power produced, independent wholesale power company in the U.S. Our power generation facilities are primarily
located in four regions: Texas with 7,487 MW of capacity, the West (including geothermal) with 7,246 MW, the Southeast with 6,119 MW and the North
(including Canada) with 2,847 MW. Our fleet of natura gas-fired turbinesisthe youngest in the U.S. among large independent power producers and utilities,
with an average age of about 8 years. This means we do not expect, in the near term, that it will be necessary to invest in costly large replacement, or
reconstruction or environmental projects. In addition, our fleet has an effective Heat Rate that is lower than that of our major competitors, giving us a
competitive edge in markets such as Texas, California and some northeastern states where natural gas-fired generation generally sets the market price for

power. Finally, we have the lowest overall emissions of CO,, SO, and NOx per MWh generated among the major independent power producers because the

combination of our Geysers Assets, a renewable resource with aimost no carbon-based emissions and our high efficiency portfolio of power plantsthat use
natural gas asafuel resultsin substantially lower emissions of these gases compared to our competitors’ power plants that use other fossil fuels.

We sell asubstantial portion of our power and other products under power purchase agreements, capacity payment agreements and other long term
contracts with terms that extend beyond one year. The contracted sale of steam, capacity and electricity and renewable energy credits from our Geysers
Assets, cogeneration facilities and combustion turbine facilities provides a stable source of revenues. Our portfolio also affords us the opportunity to sell
power for periods of less than one year including into spot markets during peak demand as well as to sell capacity or similar products to retail electric
providers, utilities and municipalities, and to sell ancillary services to independent system operators and utilities to support electric transmission system
reliability. In combination with our forward power sales, we have substantially hedged our forward fuel and power price risk for the balance of this year, next
year and, to alesser extent, beyond next year through the use of derivative transactions.
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We assess our business primarily on aregional basis due to the impact on our financial performance of the differing characteristics of these regions.

Our reportable segments are the West (including geothermal), Texas, Southeast, North and Other. Our Other segment currently includes fuel management,
our turbine maintenance group, certain hedging and other corporate activities.

During the third quarter of 2008, we were able to attract a new leadership team led by Jack Fusco, our new President and Chief Executive Officer.

Mr. Fusco has 25 years of experience in our industry including at PG& E and PG& E's unregulated subsidiary, Goldman, Sachs & Co., Orion Power Inc. (as
Chief Executive Officer), and Texas Genco LLC (as Chairman and Chief Executive Officer). In addition, Thad Miller joined us as Executive Vice President, Chief
Legal Officer and Corporate Secretary, and Thad Hill as Executive Vice President and Chief Commercia Officer. Mr. Miller worked with Mr. Fusco at Goldman
Sachs & Co., Orion Power Inc. and Texas Genco LLC. Mr. Hill, who had led Boston Consulting Group’s national energy practice, joined Mr. Fusco and
Mr. Miller at Texas Genco LLC. Following the merger of Texas Genco LLC with NRG, Mr. Hill remained at NRG and most recently served as President of NRG
Texas. We believe that our newly strengthened executive management team possesses the vision, skills and experience necessary to lead our business and
to drive long term shareholder value.

Our new near term strategy is reflected in the five major initiatives described below:

Retain and Attract Skilled Employees — We are engaging in areview and analysis of our organizational structure and compensation metricsin
order to better align our employees' interests with those of our shareholders. Our objective is to identify and introduce further efficiencies into
the corporate and operating organization and to take steps to retain and motivate key employees. Where necessary, we intend to recruit highly
talented individual s to help usimprove performance and create value.

Excellence in Operations — We are engaged in a Company-wide effort aimed at increasing the return on invested capital through operational
performance improvements within our power generation facilities, along with arange of initiatives at our power plants and regional and corporate
offices to reduce expenses. At the power plant level, it will include the development and monitoring of key performance indicators that measure
employee and contractor safety, reliability, generation, efficiency and station service utilization rates. At the regional and corporate office level, it
will include the development and monitoring of key performance indicators that measure employee and contractor safety, productivity,
effectiveness and expense reduction. We intend to use the full year 2008 results as a base year to measure our future performance.

Optimize our Existing Assets— While in Chapter 11, our primary focus was to shed unproductive assets or restructure contracts so that
unproductive assets became cash flow positive. Our focus now is on a comprehensive portfolio review encompassing asset and facility design,
market expectations, potential upgrades or expansion opportunities and financial analysis. We believe that investing in additional capacity at our
existing power generation facilities will be a cost-effective and competitive means of achieving growth while deploying capital at attractive rates
of return.

Expand Our Portfolio of Power Generation Facilities— We will take an opportunistic approach to design, develop, construct and operate the
next generation of highly efficient, operationally flexible and environmentally responsible power generation facilities. The goal is to continue to
grow our presence in our core markets—in particular, our two largest markets, California and Texas—with an emphasis on either expansions or
upgrades of existing plants, or by adding new capacity supported by long-term hedging programs, including PPAs and gas tolling agreements
which are financed with limited or non-recourse project financing.

Leverage Our Expertise in Geothermal Operations — The design, development, construction and operations of our steam fields and power
generation facilities are a core competency of our highly skilled employees. Our Geysers Assets have an availability record of 97%, while other
renewabl e resources require wind or sunlight, making them lessreliable. We have plans for additional development at our Geysers Assets.
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The remainder of this section is focused on providing analysis and commentary to describe our business results and the general business
environment in which we operate. We will discuss thisinformation in the following sections:

Regulatory Environment

Financial Reporting Matters Following Our Emergence from Chapter 11
Results of Operations

Commodity Margin and Adjusted EBITDA

Liquidity and Capital Resources

Risk Management and Commaodity Accounting

e o o o o o

Additional information is available in our annual, quarterly and other reports filed with the SEC. Information on how to obtain this and other
information isincluded at the end of this Item 2.

Regulatory Environment

We are impacted by changes in both the environmental and regulatory environments in which we operate. Below is a short discussion of some of
the recent developmentsin environmental rules and the regul atory environment that may affect us:

Anticipated carbon and greenhouse gas legislation

CAIR

Competitive Renewable Energy Zones (wind-generated el ectricity) implementation in Texas
Implementation of anodal market in Texas

Renewable energy proposal in California

CdiforniaMRTU

e o o o o o

Thereisgrowing likelihood that carbon emissions and other greenhouse gases regulation will be implemented at the federal and state levels. In 2009,
ten states in the northeast will begin a cap-and-trade program (the Regional Greenhouse Gas Initiative, known as RGGI) to regulate Co, emissions from

electric generating units. With respect to RGGI, we emit approximately 2.2 million tons of CO, per year in RGGI states. We will need to obtain allowances for

those emissions by buying them in the RGGI public auctions or the secondary market. We anticipate a neutral to positive business impact from RGGI, given
the efficiency of our unitsin the RGGI states.

Additional state and regional carbon regulatory schemes are in development. We expect these efforts will take the form of a cap-and-trade program
where generators either receive allowances and/or purchase allowances to emit Co, and other greenhouse gases. In general, greenhouse gas regulations are

expected to be favorable to us because of the efficiency of our gas fleet. Our combined-cycle, natural gas-fired unitsemit lessthan half the CO, per unit of

electricity generated compared to a traditional coal-fired unit. In addition, our Geysers Assets are exempted from the currently proposed cap-and-trade
programs. Several cap-and-trade greenhouse gas reduction bills have been introduced in the U.S. Congress.

The EPA promulgated the CAIR regulationsin March 2005, applicable to 28 eastern states and the District of Columbia, to facilitate attainment of its
ozone and fine particulates standards issued in 1997. When fully implemented, CAIR would have reduced SO, emissions in these states by over 70%, and
NOx emissions by over 60%, from 2003 levels. On July 11, 2008, a panel of the U.S. Court of Appeals for the D.C. Circuit invalidated CAIR, stating that the
CAIR regional cap-and-trade program cannot be used to facilitate attainment of the ozone and fine particulates standards. The court did not overturn the
existing cap-and-trade program for SO, reductions under the acid rain program or the existing ozone season cap-and-trade program. On September 25, 2008,
the EPA petitioned the court for rehearing. At this time, we cannot predict the outcome of the legal proceedings related to the court’s decision, what action

the EPA will take in response to this decision and the timing of such action, or the ultimate impact on us of these proceedings and resulting regul atory and
other actions.

On July 17, 2008, the PUCT tentatively approved a transmission build plan to expand the delivery of wind-generated electricity from western Texas
to service approximately 18,500 MW of planned wind generation. Wind generation tends to supply more power during off-peak hours and during shoul der
months and is unpredictable. If completed as currently
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approved, the impact of the transmission upgrades and associated wind generation on our Texas segment is unknown, athough it likely will increase the
volatility of power prices.

ERCOT's implementation of nodal markets was originally scheduled to have been implemented in late 2008. However, on May 20, 2008, ERCOT
announced that it would delay the implementation. Subsequently, the PUCT has begun an analysis to refresh the original cost-benefit study numbers that
justified moving to anodal design. We anticipate aneutral businessimpact on us but are not able to rule out other impacts.

Californiais currently considering a range of options for a new and higher Renewables Portfolio Standard. California's existing RPS requires certain
retail electricity providersto generate or procure 20% of the electricity they sell to retail customers from renewable resources by 2010. A more aggressive 33%
goal has been established (but is not mandatory) by several California state agencies, the Governor’s office and other state officials. Similarly, the California
Air Resources Board may require retail electricity sellers to meet a 33% RPS by 2020 pursuant to its authority under the state’'s greenhouse gas law, AB 32.
Legislation to increase the RPS to 33% and expand the requirements to all retail sellers, including municipalities, failed in the 2007-08 legislative session, but
the concept is expected to be reintroduced in legislation in the 2009-10 session.

California Independent System Operator has indicated that its MRTU program is tentatively targeting February 1, 2009, for implementation.
Significant components of the MRTU include (i) locational marginal pricing of energy; (ii) a more effective congestion management system; (iii) a day-ahead
market; and (iv) an increase to the existing bid caps.

For a further discussion of the energy, environmental and other governmental laws and regulations to which we are subject, please see“—
Government Regulation” in Part I, Item 1 of our 2007 Form 10-K.

Financial Reporting Matters Following Our Emergence from Chapter 11

During the three and nine months ended September 30, 2007, and for the period January 1, 2008, through the Effective Date, we conducted our
business in the ordinary course as debtors-in-possession under the protection of the Bankruptcy Courts. We emerged from Chapter 11 on January 31, 2008.
At the Petition Date, we carried $17.4 billion of debt with an average interest rate of 10.3%. As a result of retiring unsecured debt with reorganized Calpine
Corporation common stock, proceeds received from the sale of certain of our assets and the repayment or refinancing of certain of our project debt, we have
reduced our pre-petition debt by approximately $7.0 billion. Upon our emergence from Chapter 11, we carried $10.4 hillion of debt with an average interest rate
of 8.1%. See Notes 1, 2 and 7 of our Notes to Consolidated Condensed Financial Statements for further discussion of our basis of interim presentation,
reconsolidation of our Canadian Debtors and other foreign entities, Plan of Reorganization, treatment of claims, issuance of reorganized Calpine Corporation
common stock, plan effect adjustments, applicability of fresh start accounting and a description of our Exit Facilities.

During the pendency of the Chapter 11 cases, we began an asset rationalization process that resulted in the sale of certain under-performing assets
and non-core businesses. During the nine months ended September 30, 2008, we disposed of the assets of the Hillabee and Fremont development projects.
We recorded pre-tax gains of approximately $199 million as reorganization items related to the Hillabee and Fremont asset sales during the first quarter of
2008. The proceeds from these two sales were used to retire the $300 million drawn under our Bridge Facility. As described under “— Introduction and
Overview” above, we plan to continue to assess our assets on an ongoing basis in an effort to continue to improve our liquidity position, maximize our core
strategic assets in the markets in which we operate. We believe these actions will allow us to compete more effectively in the future in the markets in which
we operate.
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Results of Operationsfor the Three Months Ended September 30, 2008 and 2007

Below are the results of operations for the three months ended September 30, 2008, as compared to the same period in 2007 (in millions, except for
percentages and operating performance metrics). In the comparative tables below, increases in revenue/income or decreases in expense (favorable variances)
are shown without brackets while decreases in revenue/income or increases in expense (unfavorable variances) are shown with brackets in the “$ Change”

and ‘% Change” columns.

Operating revenues:
Commodity revenue
Mark-to-market
Other revenue
Operating revenues
Cost of revenue:
Fuel and purchased energy expense:
Commaodity expense
Mark-to-market
Fuel and purchased energy expense

Plant operating expense
Depreciation and amortization expense
Other cost of revenue
Total cost of revenue
Gross profit

Sales, general and other administrative expense
Impairment charges
Other operating expense

Income from operations

Interest expense
Interest (income)
Minority interest (income) expense
Other (income) expense, net

Income (loss) before reorganization items and income taxes
Reorganization items

Income before income taxes
(Benefit) provision for income taxes

Net income

Operating Performance Metrics:

MWh generated (in thousands)

Average availability

Average total MW in operation

Average capacity factor, excluding peakers
Steam adjusted Heat Rate

# Variance of 100% or greater

M

2008 2007 $ Change % Change

$ 289 $ 2231  $ 668 30%

279 87 192 #

12 6 6 #

3,190 2,324 866 37

2,057 1,499 (558) (37

265 71 (194) #

2,322 1,570 (752) (48)

198 182 (16) (9

110 114 4 4

26 31 5 16

2,656 1,897 (759) (40)

534 427 107 25

58 R (25) (76)

179 — (179) —

25 12 (13) #

272 382 (110) (29)

212 617 405 66

(11) (14) (€] (21)

(2 1 2 #

18 (127) (145) #

54 (95) 149 #

) (3,940) (3,939) #

56 3,845 (3,789) (99)

(80) 51 131 #

$ 136 $ 3794 $ (3,658) (96)

25,773 27,223 (1,450) (5)

96.6% 93.9% 2.7 3

23,064 24,854 (1,790) @

55.2% 54.6% 0.6 1

7,274 7,211 (63) 0]




Commodity revenue net of commodity expense increased $110 million for the three months ended September 30, 2008, compared to the three months
ended September 30, 2007, primarily resulting from an increase of $155 million due to higher natural gas prices in the first half of the third quarter of 2008
which benefited our plants as they operated more efficiently than market Heat Rates. The increase was partially offset by a $45 million decline resulting from
higher market spark spreads relative to our hedged spreads for the three months ended September 30, 2008, compared to the same period in 2007. Generation
decreased 5% despite a 1% increase in our average capacity factor, excluding peakers, and a 3% increase in our average availability due to a 7%, or 1,790
MW, decrease in our average total MW in operation for the three months ended September 30, 2008, compared to 2007, primarily resulting from plant salesin
2007, as well as the deconsolidation of RockGen and, to a lesser extent, Auburndale in 2008. Net mark-to-market activities decreased $2 million in the third
quarter of 2008 compared to 2007 primarily resulting from our portfolio hedging activities that do not qualify for hedge accounting. Other revenue increased
$6 million primarily due to an increase in revenue from a new operations and maintenance contract.

Plant operating expense increased during the three months ended September 30, 2008, compared to the same period in 2007 primarily as aresult of an
$18 million increase in expense for major maintenance and parts repair costs, an increase of $12 million in plant personnel costs related to stock-based
compensation expense for equity awards issued in 2008 and higher property taxes of $4 million. Our increase in major maintenance is primarily due to
increased repair and outage costs in 2008 across our gas turbine fleet. Aswe placed 23 plantsin service in the 2001-2002 time frame, many have reached their
24,000 or 48,000 hour major inspection operating intervals. The increase in plant operating expense was partially offset by a $20 million decrease in expense
for outages caused by equipment failures, net of insurance recoveries.

Other cost of revenue decreased for the three months ended September 30, 2008, compared to the three months ended September 30, 2007, resulting
in part from a decrease in operating lease expense due to the termination of the lease associated with our purchase of the RockGen Energy Center in
January 2008.

Sales, general and other administrative expense was higher for the three months ended September 30, 2008, compared to the same period in 2007 due
to a$15 million increase in personnel costs due primarily to higher stock-based compensation expense arising from the grant of equity awards during the first
quarter of 2008 aswell asa$12 millionincreasein legal and consulting expenses.

We recorded an impairment loss of $179 million related to our interest in Auburndale during the three months ended September 30, 2008. See Note 1
of the Notes to Consolidated Condensed Financial Statements for further information.

Other operating expense increased for the three months ended September 30, 2008, compared to the three months ended September 30, 2007,
primarily due to $10 million in losses related to a derivative natural gas contract from our investment in Whitby, which we began accounting for under the
equity method in the first quarter of 2008.

Interest expense decreased primarily due to the recording of $318 million in post-petition interest related to pre-emergence debt during the three
months ended September 30, 2007, resulting from the Canadian Settlement Agreement, while no similar expense was recorded in the comparable period of the
current year. In addition, interest expense decreased for the three months ended September 30, 2008, compared to the three months ended September 30, 2007,
due largely to lower average debt balances and lower average interest rates. During the first quarter of 2008, we settled a portion of our debt through payment
of cash and issuance of reorganized Calpine Corporation common stock pursuant to the Plan of Reorganization. Additionally, interest rates on our variable
rate debt were lower for the three months ended September 30, 2008, compared to 2007, due to a decrease in LIBOR over the same periods. The annualized
effective interest rates on our consolidated debt, excluding the impacts of items not directly attributed to the cost of the debt instruments, after amortization
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of deferred financing costs and debt discounts, were 8.7% and 9.8%, respectively, for the three months ended September 30, 2008 and 2007. The decrease
was partially offset by losses recorded on interest rate swaps related to our Exit Credit Facility during the three months ended September 30, 2008.

Interest income decreased primarily due to lower average cash balances for the three months ended September 30, 2008, compared to the same
period in 2007 resulting from the distribution of cash pursuant to the Plan of Reorganization in the first quarter of 2008, and due to lower average interest
rates.

Other (income) expense, net had an unfavorable variance primarily as a result of the non-recurrence of $129 million in income pertaining to aclaim
settlement with a customer which received court approval and was recorded during the three months ended September 30, 2007. The claim, which was
approved by the court hearing the customer’s bankruptcy case, related to the customer’s rejection of our energy services agreement following the
customer’s bankruptcy filing which was unrelated to our Chapter 11 cases. Also contributing to the decrease was a loss of $13 million incurred during the
three months ended September 30, 2008, related to our settlement with Panda. See Note 12 of the Notes to Consolidated Condensed Financial Statements for
further information on our settlement with Panda.

Thetable below lists the significant items within reorganization items for the three months ended September 30, 2008 and 2007 (in millions, except for
percentages):

2008 2007 $ Change % Change

Provision for expected allowed claims $ @ $ (4,030 $ (4,029) #%
Professional fees 4 44 40 91
Gains on asset sales, net of equipment impairments 1) (36) (35) 97)
Gain on reconsolidation of Canadian Debtors and other foreign entities (4) — 4 —
Exit Fecilities financing costs — 22 22 #
Interest (income) on accumulated cash — (16) (16) #
Other — 76 76 #

Total reorganization items $ 2 $ (3,940) $ (3,938) #

# Variance of 100% or greater

Provision for Expected Allowed Claims — During the three months ended September 30, 2007, our provision for expected allowed claims consisted
primarily of (i) a $4.1 billion credit related to the Canadian Settlement Agreement, which encompassed the settlement of claims with respect to Calpine
Corporation’s direct and indirect guarantees of pre-emergence debt, the release of our guarantee of certain pre-emergence debt following repayment of the
debt in September 2007 and pre-petition intercompany balances, (ii) expense accruals totaling $154 million for make whole premiums and/or damages related
to the Second Priority Debt and Unsecured Notes settlements and (iii) a $98 million credit resulting from the negotiated settlement of repudiated gas
transportation contracts.

Professional Fees — The decrease in professional fees for the three months ended September 30, 2008, over the comparable period in 2007 resulted
primarily from adecrease in activity managed by our third party advisors related to our Chapter 11 and CCAA cases.

Gains on Asset Sales, Net of Equipment | mpairments — During the three months ended September 30, 2007, gains on asset sales related primarily to
our sale of the Parlin Power Plant.

Exit Facilities Financing Costs — During the three months ended September 30, 2007, we recorded transaction costs of $22 million related to the
execution of acommitment letter to fund our Exit Facilities.




Interest (Income) on Accumulated Cash — The decrease in interest income on accumulated cash for the three months ended September 30, 2008,

over the comparable period in 2007 related to our emergence from Chapter 11 on January 31, 2008, at which time we ceased allocating a portion of interest
income to reorganization items.

Other — Other reorganization items for the three months ended September 30, 2007, consisted primarily of $68 million in foreign exchange losses on
L STC denominated in aforeign currency.

For the three months ended September 30, 2008, we recorded a tax benefit of $80 million compared to a provision of $51 million for the three months
ended September 30, 2007. See Note 1 of the Notes to Consolidated Condensed Financia Statements for further information.
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Results of Operationsfor the Nine Months Ended September 30, 2008 and 2007

Below are the results of operations for the nine months ended September 30, 2008, as compared to the same period in 2007 (in millions, except for
percentages and operating performance metrics). In the comparative tables below, increases in revenue/income or decreases in expense (favorable variances)
are shown without brackets while decreases in revenue/income or increases in expense (unfavorable variances) are shown with brackets in the “$ Change”

and ‘% Change” columns.

Operating revenues:
Commodity revenue
Mark-to-market
Other revenue
Operating revenues
Cost of revenue:
Fuel and purchased energy expense:
Commaodity expense
Mark-to-market
Fuel and purchased energy expense

Plant operating expense
Depreciation and amortization expense
Other cost of revenue
Total cost of revenue
Gross profit

Sales, general and other administrative expense
Impairment charges
Other operating expense

Income from operations

Interest expense
Interest (income)
Minority interest income
Other (income) expense, net

L oss before reorganization items and income taxes
Reorganization items

Income before income taxes
(Benefit) provision for income taxes

Net income

Operating Performance Metrics:

MWh generated (in thousands)

Average availability

Average total MW in operation

Average capacity factor, excluding peakers
Steam adjusted Heat Rate

# Variance of 100% or greater

2008 2007 $ Change % Change
7759 % 5774  $ 1,985 34%
175 222 (47) (21)
35 50 (15) (30)
7,969 6,046 1,923 32
5,646 4,085 (1,561) (38)
289 212 (77) (36)
5,935 4,297 (1,638) (39)
636 561 (75) (13)
329 350 21 6
88 101 13 13
6,988 5,309 (1,679) (32)
981 737 244 33
154 112 (42) (38)
179 — (179) —
25 24 (1) 4
623 601 22 4
837 1,181 344 29
(38) (48) (10) (21)
@] — 1 —
29 (134) (163) #
(204) (398) 194 49
(263) (3,366) (3,103) (92)
59 2,968 (2,909) (98)
(60) 133 193 #
19 $ 2835 $ (2,716) (96)
67,890 69,005 (1,115) 7
90.8% 91.5% (0.7 @)
23,097 25,008 (2,001) (®)
49.0% 46.5% 25 5
7,237 7172 (65) (1)

Commodity revenue net of commodity expense increased $424 million for the nine months ended September 30, 2008, compared to 2007 resulting

from an increase of $489 million primarily dueto: i) higher natural gas prices throughout
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the nine month period in our key Texas and West markets which benefited our plants as they operated more efficiently than market Heat Rates; ii) higher
market spark spreads on open positions in the second quarter of 2008, particularly in Texas which resulted from higher temperatures and transmission
congestion in the South and Houston zones; and iii) higher market spark spreads in California during off-peak hours as aresult of diminished hydroelectric
generation during April 2008. These increases were partially offset by a $65 million decline due to higher market spark spreads relative to our hedged spreads,
for the nine months ended September 30, 2008, compared to the same period in 2007. Generation decreased 2% despite a 5% increase in our average capacity
factor, excluding peakers, due to an 8%, or 2,001 MW, decrease in our average total MW in operation for the nine months ended September 30, 2008,
compared to 2007, primarily resulting from plant sales in 2007, as well as the deconsolidation of RockGen and, to a lesser extent, Auburndale in 2008. Net
mark-to-market activities decreased $124 million in the third quarter of 2008 compared to 2007 primarily resulting from our portfolio hedging activities that do
not qualify for hedge accounting. Other revenue decreased $15 million partly due to an $8 million decrease in revenue related to the sale of PSM in
March 2007.

Plant operating expense increased during the nine months ended September 30, 2008, compared to the same period in 2007 primarily as aresult of a
$40 million increase in expense for major maintenance and parts repair costs, an increase of $21 million in plant personnel costs related to stock-based
compensation expense for equity awards issued in 2008 and higher property taxes of $10 million. Our increase in major maintenance is primarily due
to increased repair and outage costs in 2008 across our gas turbine fleet. As we placed 23 plants in service in the 2001-2002 time frame, many have reached
their 24,000 or 48,000 hour major inspection operating intervals.

Depreciation and amortization expense decreased for the nine months ended September 30, 2008, compared to the nine months ended September 30,
2007, primarily due to a revision in the estimated useful life for our geothermal facilities in the Geysers region of northern California as well as the sale of
Acadia PP in September 2007.

Other cost of revenue decreased for the nine months ended September 30, 2008, compared to the nine months ended September 30, 2007, as a result
of the sale of PSM in March 2007 and lower operating |ease expense due to the termination of the |ease associated with our purchase of the RockGen Energy
Center in January 2008.

Sales, general and other administrative expense was higher for the nine months ended September 30, 2008, compared to the same period in 2007 due
to a$32 million increase in personnel costs resulting primarily from higher stock-based compensation expense arising from the grant of equity awards during
thefirst quarter of 2008 aswell asa$13 millionincreasein legal and consulting expenses.

We recorded an impairment loss of $179 million related to our interest in Auburndale during the three months ended September 30, 2008. See Note 1
of the Notes to Consolidated Condensed Financial Statements for further information.

Interest expense decreased primarily due to $318 million in post-petition interest related to pre-emergence debt recorded during the third quarter of
2007, resulting from the Canadian Settlement Agreement. In addition, interest expense decreased for the nine months ended September 30, 2008, compared to
the nine months ended September 30, 2007, due largely to lower average debt balances and lower average interest rates. During the first quarter of 2008, we
settled a portion of our debt through payment of cash and issuance of reorganized Calpine Corporation common stock pursuant to the Plan of
Reorganization. Additionally, interest rates on our variable rate debt were lower for the nine months ended September 30, 2008, compared to 2007, due to a
decrease in LIBOR over the same periods. The annualized effective interest rates on our consolidated debt, excluding the impacts of items not directly
attributed to the cost of the debt instruments, after amortization of deferred financing costs and debt discounts, were 8.9% and 10.0%, respectively, for the
nine months ended September 30, 2008 and 2007. The decrease was partially offset by $148 million in non-recurring post-petition interest related to pre-
petition obligations recorded during the first quarter of 2008 aswell aslosses recorded on interest rate swaps related to our Exit Credit Facility during the nine
months ended September 30, 2008.
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Interest income decreased primarily due to lower average cash balances for the nine months ended September 30, 2008, compared to the same period
in 2007 resulting from the distribution of cash pursuant to the Plan of Reorganization in the first quarter of 2008, and due to lower average interest rates.

Other (income) expense, net had an unfavorable variance primarily as a result of the non-recurrence of $129 million in income pertaining to aclaim
settlement with a customer which received court approval and was recorded during the third quarter of 2007. The claim, which was approved by the court
hearing the customer’s bankruptcy case, related to the customer’s rejection of our energy services agreement following the customer’s bankruptcy filing and
isunrelated to our Chapter 11 cases. Also contributing to the decrease was aloss of $13 million incurred during 2008 related to our settlement with Panda, $7
millionin refinancing costs related to the refinancing of all outstanding indebtedness under the existing Blue Spruce term loan facility in February 2008 and $6
million for the write-off of unamortized deferred financing costs and other costs associated with the refinancing of our Metcalf term loan facility and preferred
interestsin June 2008. See Note 12 of the Notes to Consolidated Condensed Financia Statements for further information on our settlement with Panda.

The table below lists the significant items within reorganization items for the nine months ended September 30, 2008 and 2007 (in millions, except for
percentages):

2008 2007 $ Change % Change

Provision for expected allowed claims $ (55) $ (36%) $ (3,640) (99)%
Professional fees 80 139 59 42
Gains on asset sales, net of equipment impairments (204) (286) (82) (29)
Asset impairments — 120 120 #
Gain on reconsolidation of Canadian Debtors and other foreign entities (69) — 69 —
DIP Facility and Exit Facilities financing and Cal Gen Secured Debt repayment
costs (4) 182 186 #
Interest (income) on accumulated cash (7 (39) (32) (82)
Other (4) 213 217 #

Total reorganization items $ (263) $ (3,366) $ (3,103) (92)

# Variance of 100% or greater

Provision for Expected Allowed Claims — During the nine months ended September 30, 2008, our provision for expected allowed claims consisted
primarily of a $62 million credit related to the settlement of claims with the Canadian Debtors. During the nine months ended September 30, 2007, our
provision for expected alowed claims consisted primarily of (i) a $4.1 hillion credit related to the Canadian Settlement Agreement, (ii) expense accruals
totaling $154 million for make whole premiums and/or damages related to the Second Priority Debt and Unsecured Notes settlements, (iii) a loss of $112
million resulting from the repudiation of a gas transportation contract, (iv) a $98 million credit resulting from the negotiated settlement of repudiated gas
transportation contracts, (v) an $85 million charge related to the settlement agreement with Cleco Corp. as aresult of the rejection of two PPAs for the output
of the Acadia Energy Center, (vi) an additional expense accrual of $81 million resulting from the rejection of certain leases and other agreements related to the
Rumford and Tiverton power plants for which we have agreed to allow general unsecured claims in the aggregate of $190 million, and (vii) $65 million
resulting from a stipul ated settlement related to the RockGen Energy Center.

Professional Fees — The decrease in professional fees for the nine months ended September 30, 2008, over the comparable period in 2007 resulted
primarily from a decrease in activity managed by our third party advisors related to our Chapter 11 and CCAA cases.

Gains on Asset Sales, Net of Equipment Impairments — During the nine months ended September 30, 2008, gains on asset sales primarily resulted
from the sales of the Hillabee and Fremont development project assets. See Note 5 of the Notes
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to Consolidated Condensed Financial Statements for further information. During the nine months ended September 30, 2007, gains on asset sales primarily
resulted from the sale of the Aries Power Plant, Goldendale Energy Center, PSM and Parlin Power Plant during 2007.

Asset Impairments — During the nine months ended September 30, 2007, asset impairment charges were primarily due to a pre-tax, predominately
non-cash impairment charge of approximately $89 million to record our interest in Acadia PP at fair value less cost to sell.

Gain on Reconsolidation of Canadian Debtors and Other Foreign Entities — During the first quarter of 2008, we recorded a gain of $70 million
related to the reconsolidation of our Canadian subsidiaries. See Note 1 of the Notes to Consolidated Condensed Financial Statements for further information.

DIP Facility and Exit Facilities Financing and CalGen Secured Debt Repayment Costs — During the nine months ended September 30, 2008, we
recorded a $4 million credit related to a valuation revision for secured shortfall claims related to our Second Priority Debt. During the nine months ended
September 30, 2007, we recorded costs related to the refinancing of our Original DIP Facility and repayment of the CalGen Secured Debt consisting of (i) $52
million of DIP Facility transaction costs, (ii) the write-off of $32 million in unamortized discount and deferred financing costs related to the CalGen Secured
Debt and (iii) $76 million as our estimate of the expected allowed claims resulting from the unsecured claims for damages granted to the holders of the CalGen
Secured Debt. We also recorded transaction costs of $22 million related to the execution of a commitment letter to fund our Exit Facilities during the nine
months ended September 30, 2007.

Interest (Income) on Accumulated Cash — The decrease in interest income on accumulated cash for the nine months ended September 30, 2008,
over the comparable period in 2007 related to our emergence from Chapter 11 at which time we ceased allocating a portion of interest income to reorganization
items.

Other — Other reorganization items increased primarily due to recording a gain of $9 million during the nine months ended September 30, 2008,
versus aloss of $156 million in the comparable period in the prior year related to foreign exchange movements on LSTC denominated in a foreign currency
over the comparable period in the prior year and the non-recurrence of a charge of $14 million during the nine months ended September 30, 2007, resulting
from debt pre-payment and make whole premium fees to the project lenders related to the sale of the Aries Power Plant.

For the nine months ended September 30, 2008, we recorded a tax benefit of $60 million compared to a provision of $133 million for the nine months
ended September 30, 2007. See Note 1 of the Notes to Consolidated Condensed Financial Statements for further information.

Commodity Margin and Adjusted EBITDA

Management's Discussion and Analysis of Financial Condition and Results of Operations includes financial information prepared in accordance
with GAAP, as well as the non-GAAP financial measures, Commodity Margin and Adjusted EBITDA, discussed below, which we use as a measure of our
liquidity and performance. Generally, a non-GAAP financial measure is a numerical measure of financial performance, financial position or cash flows that
excludes (or includes) amounts that are included in (or excluded from) the most directly comparable measure calculated and presented in accordance with
GAAP.

Commodity Margin by Segment for the Three Months Ended September 30, 2008 and 2007

We use the non-GAAP financial measure “Commaodity Margin” to assess our financia performance by our reportable segments. Commodity Margin
includes our electricity and steam revenues, hedging and optimization activities, renewable energy credit revenue, transmission revenue and expenses, and
fuel and purchased energy expense, but excludes net commodity mark-to-market activity and other service revenues. We believe that Commodity Marginisa
useful tool for assessing the performance of our core operations and is a key operational measure reviewed by our chief operating decision maker.
Commodity Margin is not ameasure cal culated in accordance with GAAP, and should be viewed as a supplement to
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and not a substitute for our results of operations presented in accordance with GAAP. Commodity Margin does not intend to represent gross profit (loss),
the most comparable GAAP measure, as an indicator of operating performance and is not necessarily comparable to similarly-titled measures reported by
other companies. See Note 13 of the Notes to Consolidated Condensed Financial Statements for a reconciliation of Commodity Margin to gross profit (1oss)
by segment.

The following tables show our Commaodity Margin and related operating performance metrics by segment for the three months ended September 30,
2008 and 2007 ($in millions):

Three Months Ended September 30,

West: 2008 2007 Change % Change
Commodity Margin $ 345 $ 338 % (40) (10)%
MWh generated (in thousands) 10,563 10,218 345 3
Average availability 95.8% 94.2% 16 2
Average total MW in operation 7,246 7,246 — —
Average capacity factor, excluding peakers 73.9% 72.1% 18 2
Steam adjusted Heat Rate 7,314 7,313 (6] —

West — Commaodity Margin in our West segment decreased by $40 million, or 10%, for the three months ended September 30, 2008, compared to the
same period in the prior year resulting from lower realized margins on hedged positions as well as the negative impact on our natural gas held in storage
resulting from the decrease in market natural gas prices in September 2008. Partially offsetting the decrease were the favorable impacts of new and
renegotiated power contracts, and, to alesser extent, a 3% increase in generation during the three months ended September 30, 2008, compared to 2007. The
increase in generation was attributable to a 2% increase in our average capacity factor, excluding peakers driven by a 2% increase in our average availability
for the three months ended September 30, 2008, compared to the three months ended September 30, 2007.

Three Months Ended September 30,

Texas: 2008 2007 Change % Change
Commodity Margin $ 212 $ 168 $ 104 62%
MWh generated (in thousands) 9,830 9,907 (77) (@]
Average availability 96.9% 96.2% 0.7 1
Average total MW in operation 7,251 7,266 (15) —
Average capacity factor, excluding peakers 61.4% 61.8% (0.4) 1)
Steam adjusted Heat Rate 7,147 6,967 (180) (3)

Texas— Commodity Margin in our Texas segment increased by $104 million, or 62%, due primarily to higher market spark spreads in July and
August of 2008 as compared to the same period in 2007. Market spark spreads decreased in September 2008 as compared to the same period in 2007 due to
the impact of Hurricane Ike; however, we were able to purchase replacement power at prices below our generation cost and hedged prices during the same
period, which had a favorable impact to September 2008. Generation increased in July and August 2008 as a result of the favorable market conditions and
higher average availability, but the negative impact of Hurricane Ikein September 2008 |eft generation relatively unchanged for third quarter of 2008 compared
to 2007. We experienced a 3% increase in our steam adjusted Heat Rate for the three months ended September 30, 2008, compared to 2007 resulting from the
loss of steam load due to theimpact of Hurricane Ike and lower steam demand from two of our customers.
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Three Months Ended September 30,

Southeast: 2008 2007 Change % Change
Commodity Margin $ 106 $ 112 $ (6) (5)%
MWh generated (in thousands) 3,753 5,185 (1,432) (28)
Average availability 97.4% 91.5% 5.9 6
Average total MW in operation 6,205 7,327 (1,122) (15)
Average capacity factor, excluding peakers 29.8% 34.1% (4.3 (13)
Steam adjusted Heat Rate 7,335 7,441 106 1

Southeast — Commodity Margin in our Southeast segment decreased $6 million, or 5%, during the three months ended September 30, 2008,
compared to 2007 resulting from lower market spark spreads on open positions. However, the decrease was substantially offset by higher hedged levels on
existing generation and the favorable impact of new power contracts which effectively negated a 15%, or 1,122 MW, decrease in our average total MW in
operation and lower market spark spreads in the third quarter of 2008 compared to 2007. Generation decreased 28% during the three months ended
September 30, 2008, compared to 2007 due primarily to a 15% or 1,122 MW, decrease in our average total MW in operation following the sale of our interest in
Acadia PP in 2007 and the deconsolidation of Auburndale during the third quarter of 2008. Also contributing to the decrease in generation was a 13%
decrease in our average capacity factor, excluding peakers, which resulted from lower market Heat Rates as well as an unplanned outage at our Carville Power
Plant due to Hurricane Gustav during the third quarter of 2008.

Three Months Ended September 30,

North: 2008 2007 Change % Change
Commodity Margin $ % $ 9 3 17 22%
MWh generated (in thousands) 1,627 1,913 (286) (15)
Average availability 96.7% 92.5% 4.2 5
Average total MW in operation 2,362 3,015 (653) (22)
Average capacity factor, excluding peakers 39.1% 39.0% 0.1 —
Steam adjusted Heat Rate 7,722 7,492 (230) 3)

North — Commodity Margin in our North segment increased by $17 million, or 22%, resulting from higher realized spark spreads as well as an
increase in our hedged position during the three months ended September 30, 2008, compared to 2007 even though actual market spark spreads decreased in
the northeast U.S. for the quarter. The increase was partially offset by a decrease in generation of 15% during the third quarter of 2008, compared to the same
period in 2007 due primarily to lower generation at power plants whose generation is contracted and controlled by third parties. Our steam adjusted Heat Rate
increased by 3% due to lower steam demand at two of our power plants.

Three Months Ended September 30,
Other: 2008 2007 Change % Change
Commodity Margin $ 23 3 (12) $ 35 #%

# Variance of 100% or greater

Other — Commaodity Margin in our Other segment increased by $35 million resulting from the roll-off from OCI into earnings of the realized portion
of non-region specific natural gas hedges and elimination of inter-segment transactions.
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Commodity Margin by Segment for the Nine Months Ended September 30, 2008 and 2007

The following tables show our Commodity Margin and related operating performance metrics by segment for the nine months ended September 30,
2008 and 2007 ($ in millions). In the comparative tables below, favorable variances are shown without brackets while unfavorable variances are shown with
bracketsin the “Change” and *‘% Change” columns.

Nine Months Ended September 30,

West: 2008 2007 Change % Change
Commodity Margin $ %4 3 880 $ 74 8%
MWh generated (in thousands) 27,702 26,461 1,241 5
Average availability 89.6% 90.0% 0.4) —
Average total MW in operation 7,246 7,293 (47) @)
Average capacity factor, excluding peakers 65.9% 62.4% 35 6
Steam adjusted Heat Rate 7,287 7,330 43 1

West — Commodity Margin in our West segment increased by $74 million, or 8%, for the nine months ended September 30, 2008, compared to the
same period a year ago. The increase resulted from a 5% increase in generation during the nine months ended September 30, 2008, compared to 2007, higher
on peak market spark spreads from higher natural gas prices, the favorable impact of new and renegotiated power contracts and higher off peak spark spreads
in April 2008 due to lower hydroelectric generation. The increase was partially offset by lower realized margins on hedged positions as well as the negative
impact on our natural gas held in storage resulting from the decrease in market natural gas prices in September 2008.

Nine Months Ended September 30,

Texas: 2008 2007 Change % Change
Commodity Margin $ 660 $ 32 % 268 68%
MWh generated (in thousands) 27,048 25,640 1,408 5
Average availability 90.1% 91.8% 17 2
Average total MW in operation 7,251 7,271 (20) —
Average capacity factor, excluding peakers 56.7% 53.8% 29 5
Steam adjusted Heat Rate 7,090 6,823 (267) (4

Texas — Commodity Margin in our Texas segment increased by $268 million, or 68%, for the nine months ended September 30, 2008, compared to
2007, due primarily to higher market spark spreads from higher natural gas prices throughout the nine month period and transmission congestion in the South
and Houston zones. Market spark spreads decreased in September 2008 as compared to the same period in 2007 due to the impact of Hurricane 1ke; however,
we were able to purchase replacement power at prices below our generation cost and hedged prices during the same period, which had afavorable impact to
September 2008. Generation in our Texas segment increased by 5% due to higher market spark spreads for the nine months ended September 30, 2008,
compared to the nine months ended September 30, 2007. We experienced a 4% increase in our steam adjusted Heat Rate for the nine months ended
September 30, 2008, compared to 2007 resulting from the loss of steam load due to the impact of Hurricane ke as well as an extended outage at our Baytown
Power Plant in thefirst and second quarters of 2008 and lower steam demand from two of our customers during the third quarter of 2008.

51




Nine Months Ended September 30,

Southeast: 2008 2007 Change % Change
Commodity Margin $ 234 3 214 $ 20 9%
MWh generated (in thousands) 9,058 11,930 (2,872 (24)
Average availability 92.6% 93.6% (1.0) 1)
Average total MW in operation 6,238 7,518 (1,280) 17)
Average capacity factor, excluding peakers 24.5% 26.2% 1.7 (6)
Steam adjusted Heat Rate 7,409 7470 61 1

Southeast — Commodity Margin in our Southeast segment increased by $20 million, or 9%, for the nine months ended September 30, 2008,
compared to 2007 resulting from the impact of higher hedged levels on existing generation, the favorable impact of new power contracts and $21 million of
Commodity Margin recognized during the second quarter of 2008 related to a transmission capacity contract for which we received approval from the Federal
Energy Regulatory Commission during the second quarter of 2008. The increase was partially offset by a decrease in market spark spreads on open positions
for the nine months ended September 30, 2008, compared to the same period in 2007. Generation decreased 24% for the nine months ended September 30,
2008, compared to the nine months ended September 30, 2007 due primarily to a 17%, or 1,280 MW, decrease in our average total MW in operation following
the sale of our interest in Acadia PP in 2007 and the deconsolidation of Auburndale during the third quarter of 2008. Also contributing to a decrease in
generation was a 6% decrease in our average capacity factor, excluding peakers resulting from lower market Heat Rates as well as an unplanned outage at our
Carville Power Plant due to Hurricane Gustav during the third quarter of 2008.

Nine Months Ended September 30,

North: 2008 2007 Change % Change
Commodity Margin $ 230 $ 217 $ 13 6%
MWh generated (in thousands) 4,082 4,974 (892) (18)
Average availability 92.0% 89.8% 22 2
Average total MW in operation 2,362 3,016 (654) (22)
Average capacity factor, excluding peakers 33.8% 36.3% (2.5) (7
Steam adjusted Heat Rate 7,596 7,659 63 1

North — Commodity Margin in our North segment increased by $13 million, or 6%, resulting from higher realized spark spreads and an increase in
our hedged position during the nine months ended September 30, 2008, compared to 2007. This was partially offset by an 18% decrease in generation for the
nine months ended September 30, 2008, compared to the same period in 2007 resulting from outages at our Westhrook Power Plant during the second quarter
of 2008 and lower generation at power plants whose generation is contracted and controlled by third parties.

Nine Months Ended September 30,
Other: 2008 2007 Change % Change
Commodity Margin $ 3B % (14 $ 49 #%

# Variance of 100% or greater

Other — Commaodity Margin in our Other segment increased by $49 million resulting from the roll-off from OCI into earnings of the realized portion
of non-region specific natural gas hedges and elimination of inter-segment transactions.
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Adjusted EBITDA

We define Adjusted EBITDA as EBITDA as adjusted for certain items described below and presented in the accompanying reconciliation. Adjusted
EBITDA is not a measure calculated in accordance with GAAP, and should be viewed as a supplement to and not a substitute for our results of operations
presented in accordance with GAAP. Adjusted EBITDA is not intended to represent cash flow from operations or net income (loss) as defined by GAAP as
an indicator of operating performance. Furthermore, Adjusted EBITDA is not necessarily comparable to similarly-titted measures reported by other
companies.

We believe Adjusted EBITDA is used by and useful to investors and other users of our financial statements in analyzing our liquidity asit is the
basis for material covenants under the Exit Credit Facility. Substantially similar covenants are also included in certain of our other debt instruments, including
the Commodity Collateral Revolver. We are not permitted to exceed a consolidated leverage ratio calculated by dividing total net debt by Adjusted EBITDA
(defined as*“Consolidated EBITDA” in the Exit Credit Facility), and we must also comply with (i) a minimum ratio of Adjusted EBITDA to cash interest
expense and (ii) amaximum ratio of total senior net debt to Adjusted EBITDA. Moreover, prior to the conversion of the loans and commitments under the DIP
Facility to our exit financing under the Exit Credit Facility on the Effective Date, Adjusted EBITDA formed the basis for material covenants under our DIP
Facility, which was our primary source of financing during our Chapter 11 cases. Non-compliance with these covenants could result in the lenders under the
Exit Credit Facility requiring us to immediately repay al amounts borrowed and could allow the lenders under the Commodity Collateral Revolver to take
similar actions. In addition, if we cannot satisfy these financial covenants, we may be prohibited from engaging in other activities, such as incurring
additional indebtedness and making restricted payments.

We believe Adjusted EBITDA is also used by and is useful to investors and other users of our financial statements in evaluating our operating
performance because it provides them with an additional tool to compare business performance across companies and across periods. We believe that
EBITDA iswidely used by investors to measure a company’s operating performance without regard to items such as interest expense, taxes, depreciation
and amortization, which can vary substantially from company to company depending upon accounting methods and book value of assets, capital structure
and the method by which assets were acquired.

Additionally, we believe that investors commonly adjust EBITDA information to eliminate the effect of restructuring and other expenses, which vary
widely from company to company and impair comparability. As we define it, Adjusted EBITDA excludes the impact of reorganization items and impairment
charges, among other items as detailed in the below reconciliation. We have recognized substantial reorganization items, both direct and incremental, in
connection with our Chapter 11 cases aswell as substantial asset impairment charges related to our Chapter 11 filings and actions we have taken with respect
to our portfolio of assets in connection with our reorganization efforts. These reorganization items and impairment charges are not expected to continue at
these levels following our emergence from Chapter 11, but rather are expected to decrease significantly over time in the periods following our emergence.
Therefore, we exclude reorganization items and impairment charges from Adjusted EBITDA as our management believes that these items would distort their
ability to efficiently view and assess our core operating trends.

I'n summary, our management uses Adjusted EBITDA (i) as a measure of liquidity in determining our ability to maintain borrowings under certain of
our credit facilities, primarily the Exit Credit Facility; (ii) as a measure of operating performance to assist in comparing performance from period to period on a
consistent basis and to readily view operating trends; (iii) as a measure for planning and forecasting overall expectations and for evaluating actual results
against such expectations; and (iv) in communications with our Board of Directors, shareholders, creditors, analysts and investors concerning our financial
performance.
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The below table provides areconciliation of Adjusted EBITDA to our cash flow from operations and GAAP net income (in millions):

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007
Cash provided by operating activities $ a1 % 256 $ 3B5 $ 72
Less:
Changes in operating assets and liabilities 420 217 (12) 139
Additional adjustments to reconcile GAAP net income to net cash provided by
(used in) operating activities:
Depreciation and amortization expense™ 138 136 418 420
Deferred income taxes (145) 51 (60) 133
Panda settlement 13 — 13 —
Changeinthefair value of derivative assets and liabilities and derivative
contracts classified as financing activities 162 (14) (30) (24)
Reorganization items 9 (3,956) (331) (3,459)
Impairment charges 179 — 179 —
Loss on sale of assets, excluding reorganization items — 22 6 24
Other 47 6 53 4
GAAP net income 136 3,794 119 2,835
Add:
Adjustmentsto reconcile GAAP net income to Adjusted EBITDA:
Interest expense, net of interest income 201 603 799 1,133
Depreciation and amortization expense, excluding deferred financing costs™ 117 125 357 383
(Benefit) provision for income taxes (80) 51 (60) 133
Impairment charges 179 — 179 —
Loss on sale of assets, excluding reorganization items — 22 6 24
Reorganization items 2 (3,940) (263) (3,366)
Major maintenance expense 22 4 118 78
L osses on repurchase or extinguishment of debt — — 13 —
Operating lease expense 12 15 35 39
Gains on derivatives (non-cash portion) (38) (20) (10) (22)
Claim settlement income — (129) — (129)
Stock-based compensation expense (income) 17 — 36 1)
Other 29 (20) 32 (26)
Adjusted EBITDA $ 503 §$ 505 $ 1361 $ 1,081
1) Depreciation and amortization in the GAAP net income cal culation on our Consolidated Condensed Statements of Operations excludes amortization

of other assets and amounts classified as sales, general and other administrative expenses.
Liquidity and Capital Resources

Our business is capital intensive. Our ability to successfully implement our strategy is dependent on the continued availability of capital on
attractive terms.

Recent volatility in the financial markets including uncertainty surrounding particular financial institutions has constricted access to capital and
credit markets within the industry, including us and our counterparties. As aresult, we and
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the industry have experienced increased credit and liquidity risk over the past few months. Even if we are not impacted directly, we could be impacted
indirectly in the event our counterparties are unable to perform under their contractual obligations with us. We actively monitor our exposure to our
counterpartiesincluding their credit status.

As of September 30, 2008, we had $851 million in cash and cash equivalents and, on October 2, 2008, we borrowed an additional $725 million under
our Exit Credit Facility revolving facility. The additional borrowing, which was invested in treasury money market funds, was a proactive financial decision to
increase our cash position, reduce the risk of nonperformance from institutions that hold a revolving commitment in our Exit Credit Facility revolving facility
during a period of uncertainty in the capital markets. Our remaining availability under our Exit Credit Facility revolving facility subsequent to this borrowing
(assuming no repayment of borrowings) is approximately $15 million for future letters of credit or cash borrowings.

Significant changes in commodity prices and market Heat Rates can have an impact on our liquidity as we use margin deposits, cash prepayments
and letters of credit as credit support (collateral) with and from our counterparties for commodity procurement and risk management activities. Utilizing our
portfolio of transactions subject to collateral exposure, we currently estimate that an increase of $1/MMBtu in natural gas prices would result in an increase
of collateral required of approximately $70 million. If natural gas prices decreased by $1/MMBtu, we estimate that our collateral requirements would decrease
by approximately $80 million. Changesin market Heat Rates also affect our liquidity. For example, as demand increases, less efficient generation is dispatched,
which increases the market “implied” Heat Rate and resultsin increased collateral requirements. Based upon historical relationships of natural gas and market
Heat Rate movements, we derived a statistical analysis that indicates that a change of $1/MMBtu in natural gas is comparable to a market Heat Rate change
of .17 MMBtu/MWh. We currently estimate that an increase of .17 MMBtu/MWh in the market Heat Rate would result in an increasein collateral required of
approximately $50 million — $55 million. If market Heat rates were to fall at a similar rate, we estimate that our collateral required would decrease by a similar
amount. In the second quarter of 2008, we experienced higher commodity prices and market Heat Rates which exposed us to increasing collateral
reguirements and margin calls which then decreased in the third quarter.

In order to reduce the cash collateral and letters of credit that we would otherwise be required to provide to our counterparties, we have granted
additional liens on the assets currently subject to liens under the Exit Credit Facility to collateralize our obligations under certain of our power and gas
agreements that qualify as“eligible commodity hedge agreements’ under the Exit Credit Facility, and certain of our interest rate swap agreements. The
counterparties under such agreements will share the benefits of the collateral subject to such liensratably with the lenders under the Exit Credit Facility. Such
liens had also been permitted under the DIP Facility prior to the conversion of the loans and commitments under the DIP Facility to our exit financing under
the Exit Credit Facility. See Note 9 of the Notes to Consolidated Condensed Financial Statements for further information on our margin deposits and collateral
used for commaodity procurement and risk management activities.

To provide for increased liquidity in periods of rising commaodity prices, we entered into two credit facilities, the Knock-in Facility and Commodity
Collateral Revolver that increase our liquidity available to collateralize obligations to counterparties under eligible commodity hedge agreements during
periods of increasing gas prices. The 12-month Knock-in Facility dated June 25, 2008, provides an initial $50 million of available capacity for the issuance of
letters of credit up to a total maximum availability of $200 million contingent on natural gas futures contract prices exceeding certain thresholds and the
Commaodity Collateral Revolver dated July 8, 2008, under which we received an initial advance of $100 million and up to atotal maximum availability of $300
million contingent on mark-to-market exposure amounts under certain reference transactions.

Itisdifficult to predict future devel opments and the amount of credit support that we may need to provide as part of our business operations should
financial market and commodity price volatility persist for asignificant period of time. Our ability to generate sufficient cash is dependent upon, among other
things: (i) improving the profitability of our operations; (ii) complying with the covenants under our Exit Credit Facility and other existing financing
obligations; (iii) stabilizing and increasing future contractual cash flows; and (iv) the performance of our significant counterparties under their contracts.
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Our significant financing activities and debt agreements entered into during the nine months ended September 30, 2008, are summarized below.

Exit Facilities— Upon our emergence from Chapter 11, we converted the approximately $4.9 hillion of loans and commitments outstanding under
our DIP Facility (including the $1.0 billion revolver) into loans and commitments under our approximately $7.3 billion of Exit Facilities. The Exit Facilities
include:

*  The Exit Credit Facility, comprising (i) approximately $6.0 billion of senior secured term loans; (ii) a $1.0 billion senior secured revolving facility;
and (iii) the ability to raise up to $2.0 billion of incremental term loans available on a senior secured basis in order to refinance secured debt of
subsidiaries under an “accordion” provision; and

*  TheBridge Facility, which provided for a$300 million senior secured bridge term loan. As of March 6, 2008, the Bridge Facility had been repaid in
full with proceeds from the sales of the Hillabee and Fremont devel opment project assets.

On the Effective Date, we fully drew on our approximately $6.0 billion of senior secured term loans and the $300 million Bridge Facility and we drew
approximately $150 million under the $1.0 billion senior secured revolving facility. The proceeds of the drawdowns, above the amounts that had been applied
under the DIP Facility as described below, were used to repay a portion of the Second Priority Debt, fund distributions under the Plan of Reorganization to
holders of other secured claims and to pay fees, costs, commissions and expensesin connection with the Exit Facilities and the implementation of our Plan of
Reorganization. Term loan borrowings under the Exit Credit Facility bear interest at afloating rate of, at our option, LIBOR plus 2.875% per annum or base rate
plus 1.875% per annum. Borrowings under the Exit Credit Facility term loan facility require quarterly payments of principal equal to 0.25% of the original
principal amount of the term loan, with the remaining unpaid amount due and payable at maturity on March 29, 2014.

The obligations under the Exit Credit Facility are unconditionally guaranteed by certain of our direct and indirect domestic subsidiaries and are
secured by a security interest in substantially all of the tangible and intangible assets of Calpine Corporation and the guarantors, including a pledge of the
equity interests of the direct subsidiaries of each guarantor, subject to certain exceptions including exceptions for equity interests in foreign subsidiaries,
existing contractual prohibitions and prohibitions under other legal requirements. The Exit Credit Facility contains certain covenant restrictions and requires
compliance with financial covenants that include (i) a maximum ratio of total net debt to Consolidated EBITDA (as defined in the Exit Credit Facility), (ii) a
minimum ratio of Consolidated EBITDA to cash interest expense and (iii) a maximum ratio of total senior net debt to Consolidated EBITDA. We were in
compliance with all our covenants related to our Exit Credit Facility at September 30, 2008.

As of September 30, 2008, under the Exit Credit Facility we had approximately $5.9 billion outstanding under the term loan facilities, no borrowings
outstanding under the revolving credit facility and $273 million of letters of credit issued against the revolving credit facility. As discussed above, on
October 2, 2008, we borrowed an additional $725 million under our Exit Credit Facility revolving facility.

Other Financing Activities— On February 1, 2008, Blue Spruce, an indirect wholly owned subsidiary, entered into a $90 million senior term loan.
Net proceeds from the senior term loan were used to refinance all outstanding indebtedness under the existing Blue Spruce term loan facility, to pay fees and
expenses related to the transaction and for general corporate purposes. The senior term loan carriesinterest at LIBOR plus an initial base rate of 1.63%, which
escalatesto 2.50% over the life of the senior term |oan and matures December 31, 2017. The senior term loan is secured by the assets of Blue Spruce.

During the first quarter of 2008, we entered into a letter of credit facility related to our subsidiary Calpine Development Holdings, Inc. under which
up to $150 million is available for letters of credit. As of September 30, 2008, $138 million in |etters of credit had been issued under thisfacility.
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On June 10, 2008, Metcalf, an indirect wholly owned subsidiary, closed on a $265 million new term loan facility. The proceeds were used to repay
Metcalf’s existing $100 million term loan facility and $155 million preferred interests. The new term loan facility, which matures on June 10, 2015, bearsinterest
at Metcalf’s option at LIBOR plus 3.25% or base rate plus 2.25% and is secured by the assets of Metcalf and the sole member interest held by Metcalf’'s
parent, Metcalf Holdings, LLC.

On June 25, 2008, we entered into the Knock-in Facility, a 12-month, $200 million letter of credit facility. Our obligations under the Knock-in Facility
are unsecured. Availability of letters of credit for issuance under the Knock-in Facility is up to a total maximum availability of $200 million contingent on
natural gas futures contract prices exceeding certain thresholds, with initial availability for up to $50 million.

On July 8, 2008, we entered into the Commodity Collateral Revolver, a two-year, $300 million secured revolving credit facility, which shares the
benefits of the collateral subject to the liens under the Exit Credit Facility ratably with the lenders under that facility. At closing, we borrowed $100 million at
LIBOR plus 2.875% per annum. Future advances under the Commodity Collateral Revolver are limited to the lesser of $300 million and the MTM Exposure (as
defined in the Commodity Collateral Revolver) under certain reference transactions, less amounts then outstanding. Amounts borrowed under the
Commaodity Collateral Revolver are to be used to collateralize obligations to counterparties under eligible commodity hedge agreements.

Letter of Credit Facilities— At September 30, 2008, we had a total of $559 million in letters of credit outstanding including $273 million under our
Exit Credit Facility, $138 million under the letter of credit facility related to our subsidiary Calpine Development Holdings, Inc. and $50 million under the
Knock-in Facility, each discussed above. |n addition, we had $98 million in letters of credit outstanding under various project financing facilities.

Cash Management — We manage our cash in accordance with our intercompany cash management system subject to the requirements of the Exit
Credit Facility and requirements under certain of our project debt and lease agreements or by regulatory agencies. Our cash and cash equivalents as well as
our restricted cash balances generally exceed FDIC insured limits or are invested in money market accounts with investment banks that are not FDIC insured.
We place our cash, cash equivalents and restricted cash in what we believe to be credit-worthy financial institutions and certain of our money market
accountsinvest in U.S. treasury securities.

We are currently prohibited from paying any cash dividends on our common stock in the foreseeable future because our ability to pay cash
dividends is restricted under the Exit Credit Facility and certain of our other debt agreements. Future cash dividends, if any, will be at the discretion of our
Board of Directors and will depend upon, among other things, our future operations and earnings, capital requirements, general financial condition,
contractual restrictions and such other factors as our Board of Directors may deem relevant.

NOLs— We have significant NOLs that will provide future tax deductions if we generate sufficient taxable income during the carryover periods. As
of September 30, 2008, our consolidated NOL s totaled approximately $5.3 billion, which consists of $4.8 billion from Calpine and its consolidated, non-CCFC
subsidiaries and $465 million from our CCFC subsidiaries. We have recorded a valuation allowance against most of these losses as we determined it is more
likely than not they will not be realized as measured under GAAP. Approximately $5.3 hillion of our NOLs have annua limitations under IRC Section 382.
Amounts subject to limitations, but not used, can be carried forward to succeeding years. We al so expect to generate approximately $1.5 billion to $2.0 billion
in NOLs in 2008. Approximately 90% of these NOLs will not be subject to annual limitation under IRC Section 382 unless we experience another ownership
change before they are used. In addition, we have approximately $1.0 billion in NOL s related to Canadawith afull valuation allowance.

Optimization of Existing Assets — A significant component of our restructuring activities during Chapter 11 was to return our focus to our core
strategic assets and selectively dispose of or restructure certain less strategically important assets. While we expect to continue our efforts to reduce
overhead and discontinue activities that do not have compelling profit potential or otherwise do not constitute a strategic fit with our core business, we may
alsoinvest in additional capacity at our existing power generation facilities where we believe it is a cost-effective and competitive means of achieving growth
while
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deploying capital in afiscally responsible manner. We continue to review development opportunities, which were put on hold during the pendency of our
Chapter 11 cases, to determine whether future actions are appropriate and we may pursue new opportunities that arise, particularly if power contracts and
financing are available and attractive returns are expected. Currently, we have one project, Russell City Energy Center, in active development. The Greenfield
Energy Centre achieved commercial operations on October 17, 2008, and our OMEC project remains under construction and is expected to achieve
commercial operationsin the latter part of September 2009. See aso “— Development, Capital Spending and Project Financing” below.

Asaresult of the review of our asset portfolio, we sold or otherwise disposed of the following assets, and acquired the RockGen assets, which had
previously been leased, during the nine months ended September 30, 2008.

Asset Transaction Description Closing Date Consideration
RockGen Energy Center Purchase of investment January 15, 2008 $145 million allowed unsecured claim
Hillabee development project Sale of assets February 14, 2008 $156 million
Fremont devel opment project Sale of assets March 5, 2008 $254 million

We deconsolidated our Auburndale subsidiary during the three months ended September 30, 2008, and account for our investment in Auburndale
under the equity method, due to the exercise by Pomifer, an unrelated party that holds a preferred interest in Auburndale entitling it to approximately 70% of
Auburndal€'s cash distributions through 2013, of a cash purchase option entitling it to an additional 20% of Auburndal€'s cash distributions through 2013.
On September 30, 2008, we received notice that Pomifer had entered into an asset purchase agreement with a third party and that Pomifer intends to exercise
its drag-along rights. During the third quarter of 2008, we recorded an impairment loss of $179 million on our investment in Auburndale based upon expected
net proceeds we would receive from Pomifer's expected exercise of drag-along rights held by it. The saleis subject to certain regulatory approvals. See Note 1
of the Notes to Consolidated Condensed Financial Statements for further information regarding our deconsolidation of Auburndale.

Development, Capital Spending and Project Financing — Our development and capital spending remains an important part of our business. Our
expected capital expenditures for the remainder of 2008 and for 2009 are $370 million, which include construction, development, capital maintenance at
operating plants and reservoir life extension at our Geysers Assets. Approximately $150 million is expected to be funded with debt.

We have one consolidated project, Russell City Energy Center, in active development. We have been successful in amending the PPA between
Pacific Gas & Electric Company and Russell City Energy Center, which provides for continued development of the project and extends the expected
commercial operation date by two years from 2010 to June 2012. On July 29, 2008, the EAB remanded the PSD permit to the Bay Area Air Quality Management
District for the Russell City Energy Center. The PSD permit was remanded solely based on the finding that the Bay Area Air Quality Management District
failed to issue timely notice of the public comment period on the PSD permit. The Bay Area Air Quality Management District is directed to reopen the public
comment period on the draft PSD permit, providing public notice fully consistent with the federal noticing requirements. The EAB found no substantive
defects in the PSD permit, and also addressed and denied review of each substantive claim in the appeal on the basis that they fell beyond the EAB’s
jurisdiction and added that it would not subsequently consider these claims. Public notice is expected in November 2008. Completion of the Russell City
Energy Center is dependent upon obtaining the necessary permits, regulatory approvals and construction funding under project financing facilities.

The Greenfield Energy Centre achieved commercial operations on October 17, 2008. Our net interest increase in baseload (with peaking) capacity as
aresult of Greenfield Energy Centre is approximately 503 MW representing our proportionate 50% share of this project. Otay Mesa Energy Center is expected
to come on line in 2009. The completion of Otay Mesa Energy Center will bring on line approximately 596 MW of net interest baseload (with peaking)

capacity.
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Cash Flow Activities— The following table summarizes our cash flow activities for the nine months ended September 30, 2008 and 2007 (in
millions):

2008 2007

Beginning cash and cash equivalents $ 1915 $ 1,077
Net cash provided by (used in):

Operating activities 355 72

Investing activities 534 504

Financing activities (1,953) 50

Net (decrease) increase in cash and cash equivalents (1,064) 626

Ending cash and cash equivalents $ 851 $ 1,703

Cash flows provided by operating activities for the nine months ended September 30, 2008, resulted in net inflows of $355 million as compared to net
inflows of $72 million for the same period in 2007. Despite a decrease in net income period over period, operating cash inflows increased due to a $434 million
increase in earnings after adjustment for certain non-cash operating items, partially offset by a $151 million decrease resulting from the net change in
operating assets and liabilities. For the nine months ended September 30, 2008, non-cash gains included in net income primarily consisted of net gains from
reorganizations items of $331 million resulting from asset sales and the reconsolidation of our Canadian Debtors and other foreign entities as compared to net
gains from reorganization items of $3.5 billion during the same period in 2007 resulting primarily from the settlement of claims with our Canadian Debtors and
other foreign entities. For the nine months ended September 30, 2008, non-cash losses included in net income primarily consisted of aloss of $179 million due
to the exercise by Pomifer, an unrelated party, of a cash purchase option for Auburndale, stock-based compensation expense of $36 million related to stock
option and restricted stock grants during 2008 under the Cal pine Equity Incentive Plans and $13 million related to the write-off of the Panda note receivablein
connection with our settlement with Panda. See Note 12 of the Notes to Consolidated Condensed Financial Statements for further information regarding our
settlement with Panda. No such losses or expenses occurred during the same period in the prior year. These increases in non-cash operating items were
partially offset by a decrease in deferred income taxes of $193 million period over period due to recognition of tax benefits related to the reconsolidation of the
Canadian Debtors and other foreign entities and unrealized gains on our derivative commodity transactions. Other non-cash operating items wererelatively
comparable from period to period. Changes in our operating assets and liabilities for the nine months ended September 30, 2008, resulted in net cash outflows
for the nine months ended September 30, 2008, of $12 million as compared to net cash inflows of $139 million for the same period in 2007. Changes to
accounts receivable and accounts payable were primarily affected by the reconsolidation of the Canadian Debtors and other foreign entities and by increases
in income and fuel purchases period over period. Net margin deposits and prepayments remained at comparable levels, $296 million for the nine months
ended September 30, 2008, as compared to $294 million for the same period in 2007.

Cash flows provided by investing activities were primarily obtained from sales of investments, turbines and power plant assets for the nine months
ended September 30, 2008, and for the same period in 2007. Since our emergence from Chapter 11 on the Effective Date, our asset sale activity has decreased
in comparison to the activities we undertook during our reorganization. Despite adecrease in net cash inflows from asset sales of $109 million year-over-year,
cash flows provided by investing activities for the nine months ended September 30, 2008, increased to $534 million from $504 million for the same period in
2007. The decrease in net cash inflows from asset sales was partially offset by a decrease in capital expenditures for purchases of property, plant and
equipment of $65 million, and we also generated higher inflows resulting from net reductions of restricted cash of $145 million for the nine months ended
September 30, 2008, as compared to $57 million for the same period in 2007. For the nine months ended September 30, 2008, we experienced a favorable effect
on cash of $64 million from the reconsolidation of our Canadian Debtors and other foreign entities, as compared to an unfavorable effect on cash of $29
million for the deconsolidation of OMEC for the same period in 2007. Contributions to unconsolidated investments decreased to $14 million for the nine
months ended September 30, 2008, from $73 million for the same period in 2007, primarily as aresult of obtaining project financing in May 2007. In addition, in
connection with obtaining the project financing in May 2007, we received cash of $104 million from Greenfield LP as a partial return of our investment as
compared to areturn of investment for the nine months ended September 30, 2008, of $26 million.
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Cash flows used in financing activities for the nine months ended September 30, 2008, resulted in net outflows of $2.0 billion, as compared to cash
provided by financing activities of $50 million for the same period in 2007. The increase in net cash outflows was primarily the result of our emergence from
Chapter 11, our recapitalization on the Effective Date, the resumption of debt repayment activitiesin the normal course and increased financing costs. On and
subsequent to the Effective Date, we borrowed $3.5 billion under our Exit Facilities and used cash on hand to repay a portion of the Second Priority Debt and
to fund other cash payment obligations under the Plan of Reorganization, working capital and other general corporate purposes. In addition, for the nine
months ended September 30, 2008, we repaid $1.5 hillion of borrowings under our Exit Facilities consisting of the $300 million Bridge Facility and the
remainder under our Exit Credit Facility. For the nine months ended September 30, 2007, we had lower borrowings under our DIP Facility resulting in cash
inflows of $614 million. Also during 2007, repayment of debt obligations, in general, related to only those project finance facilities and other borrowings
associated with the Non-Debtors, except as otherwise ordered by the Bankruptcy Courts such as the repayment of $224 million of CalGen Secured Debt. We
incurred financing costs of $207 million, primarily related to closing on our Exit Facilities, for the nine months ended September 30, 2008, as compared to
comparable costs in 2007 of $81 million primarily related to the refinancing in March 2007 of the Original DIP Facility with the DIP Facility. Also, for the nine
months ended September 30, 2008, we paid $166 million for the redemption of preferred interests primarily related to the Metcalf refinancing as compared to $9
million for the same period in 2007. We also received $70 million from the settlement of derivatives with other than an insignificant financing element during
the nine months ended September 30, 2008.

Special Purpose Subsidiaries — Pursuant to applicable transaction agreements, we have established certain of our entities separate from Calpine
and our other subsidiaries. In accordance with applicable accounting standards, we consolidate these entities. As of the date of filing this Report, these
entities included: Rocky Mountain Energy Center, LLC, Riverside Energy Center, LLC, Calpine Riverside Holdings, LLC, PCF, PCF |11, GEC Holdings, LLC,
Gilroy Energy Center, LLC, Creed Energy Center, LLC, Goose Haven Energy Center, LLC, Calpine Gilroy Cogen, L.P., Calpine Gilroy 1, Inc., Calpine King City
Cogen, LLC, Calpine Securities Company, L.P. (a parent company of Calpine King City Cogen, LLC), Calpine King City, LLC (an indirect parent company of
Calpine Securities Company, L.P.), Calpine Deer Park Partner, LLC, Calpine Deer Park, LLC, Deer Park Energy Center Limited Partnership, CCFC Preferred
Holdings, LLC, Metcalf, and Russell City Energy Company, LLC.

Risk M anagement and Commaodity Accounting

As we are primarily focused on the generation of electricity using gas-fired turbines, our natural physical commodity risk isan option to be “short”
fuel (i.e., natural gas buyer) and “long” power (i.e., electricity seller) at our generation’s cost of conversion. As aresult, we are exposed to commaodity price
volatility in the markets in which our plants operate. We utilize derivatives, which are defined to include physical commodity contracts and commodity
financia instruments such as swaps, options, and forward contracts, to maximize the risk-adjusted returns from our power and gas assets. We conduct these
hedging and optimization activities within a structured risk management framework based on clearly communicated controls, policies and procedures. We
monitor these activities through active and ongoing management and oversight, clearly defined roles and responsibilities, and daily risk measurement and
reporting. Additionally, we manage the associated risks through diversification, by controlling position sizes, by using portfolio position limits, and by
entering into offsetting positions.

Along with our portfolio of hedging transactions, we enter into electricity and natural gas trading positions that often act as hedges to our asset
portfolio, but do not qualify as hedges under hedge accounting criteria guidelines, such as commaodity options transactions. While our trading in electricity
and natural gasis mostly physical in nature, we also engage in trading activities, particularly in natural gas, that are financial in nature. While we enter into
these transactions primarily to provide us with improved price and price volatility discovery as well as greater market access, which benefits our hedging
activities, we also are susceptible to commaodity price movements (both profits and losses) in connection with these transactions. Trading positions are
included in and subject to our consolidated risk management portfolio position limits and controls structure. Changes in fair value of commodity trading
positions are recognized currently in earnings in mark-to-market activity within operating revenues, in the case of power transactions, and within fuel and
purchased energy expense, in the case of natural gas transactions. Our future hedged status and trading activities are subject to change as determined by
our commercial operations group, senior management, Chief Risk Officer and Board of Directors.
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We economically hedge a substantial portion of our generation and natural gas portfolio mostly through power and gas forward transactions. By
entering into these transactions, we are able to economically hedge a portion of our spark spread at pre-determined generation and price levels. As of
September 30, 2008, the maximum length of time over which we were hedging our exposure to the variability in future cash flows for forecasted transactions
was 4 and 11 years for commodity and interest rate derivative instruments, respectively. In addition, we use PPAs for longer periods to manage and hedge
our future cash flows. We currently estimate that pre-tax gains of $100 million would be reclassified from AOCI into earnings during the twelve months
ending September 30, 2009, as the hedged transactions affect earnings assuming constant gas and power prices and interest rates over time; however, the
actual amounts that will be reclassified will likely vary based on changesin gas and power prices aswell asinterest rates. Therefore, management is unable to
predict what the actual reclassification from AOCI to earnings (positive or negative) will be for the next twelve months.

Derivatives —We enter into a variety of derivative instruments to include both exchange traded and OTC power and gas forwards, options and
interest rate swaps. Derivative contracts are measured at their fair value and recorded as either assets or liabilities unless exempted from derivative treatment
as a normal purchase and normal sale. All changes in the fair value of contracts accounted for as derivatives are recognized currently in earnings (as a
component of our operating revenues, fuel and purchased energy expense, or interest expense) unless specific hedge criteria is met. The hedge criteria
reguires us to formally document, designate and assess the effectiveness of transactions that receive hedge accounting. Effective January 1, 2008, we
adopted SFAS No. 157, which provides a framework for measuring fair value under GAAP and, among other things, requires enhanced disclosures about
assets and liabilities carried at fair value. As of September 30, 2008, our level 3 derivative assets and liabilities represent approximately 10% and 11% of our
total assets and total liabilities, respectively. The actual amounts that will ultimately be settled will likely vary based on changes in gas prices and power
prices as well as changes in interest rates. Such variances could be material. See Note 8 of the Notes to Consolidated Condensed Financial Statements for
further discussion related to the adoption of this standard.

The primary factors affecting our market risk and the fair value of our derivatives at any point in time are the volume of open derivative positions
(MMBtu and MWh), changing commodity market prices, principally for electricity and natural gas, liquidity risk, counterparty credit risk and changes in
interest rates. In that prices for electricity and natural gas are among the most volatile of all commodity prices, there may be material changesin the fair value
of our derivatives over time, driven both by price volatility and the changes in volume of open derivative transactions. Significant spikes in both natural gas
and power prices as well as increased hedging and optimization activities since December 31, 2007, have had a significant impact on the presentation of our
derivative assets and liabilities. Our derivative assets and liabilities have increased to $2.8 billion and $(2.9) hillion at September 30, 2008, compared to $1.0
billion and $(1.4) hillion at December 31, 2007, respectively. There is a substantial amount of volatility inherent in accounting for the fair value of these
derivatives, and our results during the three and nine months ended September 30, 2008 and 2007 have reflected this as discussed below.
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The change in fair value of our outstanding commaodity and interest rate swap derivative instruments from January 1, 2008, through September 30,
2008, is summarized in the table below (in millions):

Interest Rate Commaodity

Swaps I nstruments Total
Fair value of contracts outstanding at January 1, 20081 $ (169) $ (216) $ (385)
Gains recognized or otherwise settled during the period® 60 101 161
Fair value attributable to new contracts (13) (164) a77)
Changesin fair value attributable to price movements (12) 322 310
Changein fair value attributable to adoption of SFAS No. 157 2 3 (1)
Fair value of contracts outstanding at September 30, 2008 $ (132) $ 0 $ (92)
@ Reflects our portfolio of derivative assets and liabilities as of December 31, 2007, adjusted for the day one loss of $(22) million recognized upon
adoption of SFAS No. 157 on January 1, 2008.
) Commodity gains recognized consist of (i) recognized gains from commodity cash flow hedges of $60 million, (ii) gains related to deferred items of

$31 million and (iii) gains related to undesignated derivatives of $10 million (represents a portion of operating revenues and fuel and purchased
energy expense as reported on our Consolidated Condensed Statements of Operations).

3 Net commodity and interest rate swap derivative assets (liabilities) reported in Notes 8 and 9 of the Notes to Consolidated Condensed Financial
Statements.

The change since the |ast balance sheet date in the total value of the derivatives (both assets and liabilities) is reflected either in OCI, net of tax, or on
our Consolidated Condensed Statements of Operations as a component (gain or 10ss) in current earnings. As of September 30, 2008, and December 31, 2007, a
component of the balance in AOCI represented the unrealized net |oss associated with commodity cash flow hedging transactions.

Mark-to-market activity, a component of operating revenues (for power contracts), fuel and purchased energy expense (for gas contracts) and interest
expense (for interest rate swaps) as shown on our Consolidated Condensed Statements of Operationsincludes realized settlements of and unrealized mark-to-
market gains and losses on power and gas derivative instruments not designated as cash flow hedges, including those held for trading purposes and for
undesignated interest rate swaps together with ineffectiveness on such derivatives designated as cash flow hedges.

The table below details the components of our total mark-to-market activity and where they are recorded on our Consolidated Condensed
Statements of Operations (in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Power contractsincluded in operating revenues $ 219 % 87 $ 175 % 222
Gas contractsincluded in fuel and purchased energy expense (265) (71) (289) (212)
Interest rate swaps included in interest expense — (13) (3) (5)
Total mark-to-market activity $ 14 $ 3 3 (117) $ 5

62




The components of our total mark-to-market gain (loss) for our commodity instruments and interest rate swaps are outlined below (in millions):

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007
Realized gain (loss) $ 4 $ 10 $ 9) $ 21
Unrealized gain (loss) (30) (7) (24) (16)
Tota mark-to-market gain (loss) $ 14 3 3 3 (117) $ 5

@) Balance includes a non-cash gain of approximately $13 million and $22 million for the three months ended September 30, 2008 and 2007, respectively,
and $33 million and $43 million for the nine months ended September 30, 2008 and 2007, respectively, from amortization of variousitems.

Our change in AOCI from an accumulated loss of $(231) million at December 31, 2007, to an accumulated loss of $(27) million at September 30, 2008,
was primarily driven by an increase in power prices on commodity hedges partially offset by adecrease in interest rates on interest rate swap derivatives.

Commodity Price Risk —Commodity price risk results from exposure to changes in spot prices, forward prices, price volatilities and correlations
between the price of electricity and natural gas. We manage our commodity price risk and the variability in future cash flows from forecasted sales of
electricity and purchases of natural gas of our entire portfolio of generating assets and contractual positions by entering into various derivative or non-
derivative instruments.

The fair value of outstanding derivative commodity instruments at September 30, 2008, based on price source and the period during which the
instruments will mature, are summarized in the table below (in millions):

Fair Value Source 2008 2009-2010 2011-2012 After 2012 Total
Prices actively quoted $ 84 $ 32 $ 9 $ — $ 465
Prices provided by other external sources 73 (508) 12 1) (424)
Prices based on models and other valuation methods — 1 — (2) (1)
Total fair value $ 157 $ (135) $ 21§ 3 $ 40

We measure the commodity price risk in our portfolio on adaily basis using a VAR model to determine the maximum potential one-day risk of loss
resulting from market movements in comparison to internally established thresholds. Our VAR is calculated for our entire portfolio which is comprised of
commodity derivatives, generating facilities, PPAs and other physical and financial transactions. The portfolio VAR calculation incorporates positions for the
remaining portion of the current calendar year plus the following two calendar years. We measure VAR using a variance/covariance approach based on a
confidence level of 95%, a one-day holding period, and actual observed historical correlation. While we believe that our VAR assumptions and
approximations are reasonabl e, different assumptions and/or approximations could produce materially different estimates.
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The table below presents the high, low and average of our daily VAR for the three and nine months ended September 30, 2008, aswell asour VAR at
September 30, 2008 (in millions):

2008

Three months ended September 30:

High $ 66

Low $ 44

Average $ 57
Nine months ended September 30:

High $ 70

Low $ 39

Average $ 52
As of September 30 $ 47

Liquidity Risk — Liquidity risk arises from the general funding requirements needed to manage our activities and assets and liabilities. Increasing
natural gas prices or market heat rates can cause increased collateral requirements. Our liquidity management framework is intended to maximize liquidity
access and minimize funding costs during times of rising prices. See further discussion regarding our uses of collateral as they relate to our commodity
procurement and risk management activitiesin Note 9 of the Notes to Consolidated Condensed Financial Statements.

We have also entered into our 12-month Knock-in Facility and our Commodity Collateral Revolver and borrowed $725 million under our Exit Credit
Facility, asdiscussed in “— Liquidity and Capital Resources’ above to mitigate our liquidity risk.

Credit Risk — Credit risk relates to the risk of loss resulting from non-performance or non-payment by our counterparties related to their contractual
obligations with us. Risks surrounding counterparty performance and credit could ultimately impact the amount and timing of expected cash flows. The
recent volatility in the financial markets could also impact credit risk such that counterparties may be unable to provide collateral or post margin. We monitor
and manage our credit risk through credit policies that include:

Credit approvals,

Routine monitoring of counterparties’ credit limits and their overall credit ratings,

Limiting trading with high risk counterparties;

Margin, collateral, or prepayment arrangements; and

Payment netting agreements, or master netting agreements that allow for the netting of positive and negative exposures of various contracts
associated with asingle counterparty.

We currently have no significant concentrations of credit risk with a single counterparty. We monitor and manage our total comprehensive credit
risk associated with all of our contracts and PPAs irrespective of whether they are accounted for as a normal purchase and normal sale or whether they are
marked-to-market and included in our derivative assets and liabilities on our Consolidated Condensed Balance Sheets. Our counterparty credit quality
associated with the fair value of outstanding derivative commodity instruments at September 30, 2008, and the period during which the instruments will
mature are summarized in the table below (in millions):

Credit Quality
(Based on Standard & Poor’s Ratings
as of September 30, 2008) 2008 2009-2010 2011-2012 After 2012 Total
Investment grade $ 179 3 25 $ 20 3% 3 $ 221
Non-investment grade — — — 2 2
No external ratings (22) (160) 1 2 (179)
Total fair vaue $ 157  $ (135) $ 21 $ 3 $ 40




The fair value of our interest rate swaps are validated based upon external quotes. See further discussion of our interest rate swaps in the “—
Interest Rate Risk” section below.

Interest Rate Risk —We are exposed to interest rate risk related to our variable rate debt. Interest rate risk represents the potential lossin earnings
arising from adverse changes in market interest rates. Our variable rate financings are indexed to base rates, generally LIBOR. Significant LIBOR increases
could have an adverse impact on our future interest expense.

Our fixed-rate debt instruments do not expose us to the risk of lossin earnings due to changes in market interest rates. In general, such a changein
fair value would impact earnings and cash flows only if we were to reacquire all or a portion of the fixed rate debt in the open market prior to their maturity.

Currently, we use interest rate swaps to adjust the mix between fixed and floating rate debt as a hedge of our interest rate risk. We do not use
interest rate derivative instruments for trading purposes. In order to manage our risk to significant increasesin LIBOR, we have effectively hedged $7.5 billion
of our variable rate debt through December 31, 2009, by utilizing variable to fixed interest rate swaps. The majority of our interest rate swaps mature in years
2010 through 2013. To the extent eligible, our interest rate swaps have been designated as cash flow hedges, and changesin fair value are recorded in OCI to
the extent they are effective.

The following table summarizes the contract terms as well asthe fair values of our significant financial instruments exposed to interest rate risk as of
September 30, 2008. All outstanding balances and fair market values are shown gross of applicable premium or discount, if any (in millions):

Fair Value
September 30,
2008 2009 2010 2011 2012 Ther eafter Total 2008
Debt by Maturity Date:
Fixed Rate $ 18 $ 20 % 246 $ 116 $ 67 $ 731 % 1398 $ 1,378
Average Interest Rate 9.1% 6.6% 7.3% 8.2% 9.9% 8.9%
Variable Rate $ 19 $ 448 % 182 $ 1,709 $ ICHR) 5987 $ 8420 $ 7,630
Average Interest Rate 6.9% 9.4% 6.3% 9.4% 6.4% 7.5%
Interest Rate Derivative I nstruments (Notional Value):
VaisbletoFixed Swaps® ¢ 7567 $ 7517 $ 7170 $ 4900 $ 386 $ 64 na $ (132)
Average Pay Rate 4.1% 4.2% 4.4% 4.5% 4.6% 3.5%
Average Receive Rate 4.0% 3.8% 3.5% 3.8% 4.0% 4.3%
1) Includesinterest rate swaps where forecasted issuance of variable rate debt is deemed probable.

Recent Accounting Pronouncements
See Note 1 of the Notes to Consolidated Condensed Financial Statements for a discussion of recent accounting pronouncements.
Where You Can Find Other Information

We file annual, quarterly and other reports, proxy statements and other information with the SEC. Y ou may obtain and copy any document we file
with the SEC at the SEC’s public reference room at 100 F Street, NE, Room 1580, Washington, D.C. 20549. Y ou may obtain information on the operation of the
SEC's public reference facilities by calling the SEC at 1-800-SEC-0330. Y ou can request copies of these documents, upon payment of a duplicating fee, by
writing to the SEC at its
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I ndex

principal office at 100 F Street, NE, Room 1580, Washington, D.C. 20549-1004. The SEC maintains an Internet website at http://www.sec.gov that contains
reports, proxy and information statements, and other information regarding issuers that file electronically with the SEC. Our SEC filings, including exhibits, are
accessible through the Internet at that website.

Our reports on Forms 10-K, 10-Q and 8-K, and amendments to those reports aswell as our other filings with the SEC, are available for download, free
of charge, as soon as reasonably practicable after these reports are filed with the SEC, at our website at http://www.calpine.com. The content of our website
is not a part of this Report. You may request a copy of our SEC filings, at no cost to you, by writing or telephoning us at: Calpine Corporation, 717 Texas
Avenue, Suite 1000, Houston, TX 77002, attention: Investor Relations, telephone: (713) 830-8775. We will not send exhibits to the documents, unless the
exhibits are specifically requested and you pay our fee for duplication and delivery.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
See “Risk Management and Commodity Accounting” in Item 2.

Item 4. Controlsand Procedures

Disclosure Controlsand Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our Exchange Act reports
is recorded, processed, summarized, and reported within the time periods specified in the SEC's rules and forms, and that such information is accumul ated
and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to alow timely decisions regarding
required financial disclosure.

As of the end of the period covered by this Report, we carried out an evaluation, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedures pursuant to Exchange Act Rule 13a-15. Based upon, and as of the date of this evaluation, the Chief Executive Officer and the Chief Financial
Officer concluded that our disclosure controls and procedures were effective.

Changesin Internal Control Over Financial Reporting

During the third quarter of 2008, there were no changes in our internal control over financial reporting that materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.
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PART Il — OTHER INFORMATION
Item 1. Legal Proceedings
See Note 12 of the Notes to Consolidated Condensed Financial Statements for a description of our legal proceedings.
Item 1A. Risk Factors
We note the following risks in addition to the Risk Factors set forth in Item 1A. “Risk Factors’ of our 2007 Form 10-K:
I nability to access the credit and capital markets could adversely affect us.

We and our subsidiaries rely upon access to the credit and capital markets as a source of liquidity for the portion of our working capital
requirements not provided by cash from operations and to finance our capital projects including project financing for the construction of our facilities or
expansions of existing projects. Market disruptions such as those currently being experienced in the U.S. and abroad may increase our cost of borrowing or
adversely affect our ability to access sources of liquidity upon which we rely to finance our operations and satisfy our obligations as they become due.
These disruptions include turmoil in the financial services industry, including substantial uncertainty surrounding particular lending institutions and
counterparties with which we do business, unprecedented volatility in the markets where our outstanding securities trade, and general economic downturns
in the areas where we do business. We believe these conditions have and may continue to adversely affect the price of our common stock.

A general economic downturn could result in a reduction in our revenue or result in our counterparties, vendors or other service providers to
fail to perform under contractswith us.

To the extent that there are general economic downturns in the markets in which we operate, demand for electricity and power prices may be
reduced, which could reduce our revenues. In addition, challenges currently affecting the economy could cause our vendors and service providers to
experience serious cash flow problems and, as a result, they may be unable to perform under existing contracts or may significantly increase their prices or
reduce their output or performance on future contracts.

Questionsregarding the soundness of financial institutions or counterparties could adversely affect us.

We have exposure to many different financial institutions and counterparties including under our Exit Credit Facility and other credit and financing
arrangements, and we routinely execute transactions with counterparties in connection with our hedging and optimization activities, including brokers and
dealers, commercial banks, investment banks and other institutions and industry participants. Many of these transactions expose us to credit risk in the
event that any of our lenders or counterparties are unable to honor their commitments or otherwise default under a financing agreement. In an effort to
minimize the risk that our Exit Credit Facility counterparties would not be able to honor their commitments under our Exit Credit Facility and to reduce the risk
that future availability of credit from other sources may be limited, we drew $725 million under our Exit Credit Facility revolving facility on October 2, 2008, and
have invested the proceeds in treasury money market funds. In addition, our credit risk may be exacerbated to the extent collateral held by us cannot be
realized upon or isliquidated at prices not sufficient to recover the full amount of the derivative exposure due to us. There can be no assurance that any such
losses or impairments to the carrying value of our financial assets would not materially and adversely affect our business and results of operations.

In addition, these conditions could cause counterparties in the natural gas and power markets, particularly in the energy derivative markets upon
which we rely in part for our hedging activities, to withdraw from participation in those markets. If multiple parties withdraw from those markets, market
liquidity may be threatened which in turn could adversely impact our business.
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The U.S. government’s proposed plan to address the financial crises may not be effective to stabilize the financial markets or to increase the
availability of credit.

In response to the financial crises affecting the banking system and financial markets and going concern threats to investment banks and other
financial institutions, legislation was enacted that provides the U.S. Treasury the authority to, among other things, purchase up to $700 billion of mortgage-
backed and other securities from financial institutions for the purpose of stabilizing the financial markets. Since enactment of the legislation, the capital
markets have continued to experience extreme levels of volatility and the credit markets have not yet shown any significant increase in the availability of
credit. There can be no assurance what impact this legislation ultimately will have on the financial markets. If actions taken pursuant to the legislation are not
successful in stabilizing the financial markets and increasing the availability of credit, it could have a material adverse effect on our business, financial
condition and results of operations or the trading price of our common stock.

Item 6. Exhibits

Thefollowing exhibits are filed herewith unless otherwise indicated:

Exhibit
Number Description

31 Amended and Restated Certificate of Incorporation of the Company, as amended (incorporated by reference to Exhibit 3.1 to the Company’s
Current Report on Form 8-K filed with the SEC on February 1, 2008).

32 Amended and Restated By-Laws of the Company (incorporated by reference to Exhibit 3.2 to the Company’s Current Report on Form 8-K, filed
with the SEC on February 1, 2008).

10.11 Commodity Collateral Revolving Credit Agreement, dated as of July 8, 2008, among Calpine Corporation as Borrower, Goldman Sachs Credit
Partners L.P. as Payment Agent, sole Lead Arranger and sole Bookrunner, and the Lenders from time to time party thereto (incorporated by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on July 14, 2008).

1021 Employment Agreement, dated August 10, 2008, between the Company and Jack A. Fusco (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on August 12, 2008).t

10.2.2 Calpine Corporation Executive Sign On Non-Qualified Stock Option Agreement (Jack A. Fusco) (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K filed with the SEC on August 12, 2008).t

10.2.3 Letter Agreement, dated September 1, 2008, between the Company and John B. Hill (incorporated by reference to Exhibit 10.1 to the Company’s
Current Report on Form 8-K filed with the SEC on September 4, 2008).t

10.24 Calpine Corporation Executive Sign On Non-Qualified Stock Option Agreement (John B. Hill) (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K filed with the SEC on September 4, 2008). T

10.25 Employment Agreement, dated June 19, 2006, between the Company and Gregory L. Doody (incorporated by reference to Exhibit 10.5.15 to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2006, filed with the SEC on March 14, 2007).t

10.2.6 Amendment, dated July 16, 2008, to Employment Agreement, dated June 19, 2006, between the Company and Gregory L. Doody. (incorporated
by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K filed with the SEC on July 22, 2008).t

10.2.7 Employment Agreement, dated August 11, 2008, between the Company and W. Thaddeus Miller.* T

10.28 Calpine Corporation Executive Sign On Non-Qualified Stock Option Agreement (Miller) (incorporated by reference to Exhibit 4.4 to the
Company’s Registration Statement on Form S-8 (Registration No. 333-153860) filed with the SEC on October 6, 2008).t

10.2.9 Calpine Corporation 2008 Calpine Incentive Plan.* T

311 Certification of the Chief Executive Officer Pursuant to Rule 13a14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

312  Certification of the Chief Financia Officer Pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

321  Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.*

*  Filed herewith.
1t Management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this Report to be signed on its behalf by the
undersigned thereunto duly authorized.

CALPINE CORPORATION

By: /s ZAMIR RAUF
Zamir Rauf
Interim Executive Vice President and
Interim Chief Financial Officer
(principd financial officer)

Date: November 7, 2008

By: /s KENNETH A. GRAVES
Kenneth A. Graves
Interim Corporate Controller and
Principal Accounting Officer
(principal accounting officer)

Date: November 7, 2008
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The following exhibits are filed herewith unless otherwise indicated:

EXHIBIT INDEX
Exhibit
Number Description

31 Amended and Restated Certificate of Incorporation of the Company, as amended (incorporated by reference to Exhibit 3.1 to the Company’s
Current Report on Form 8-K filed with the SEC on February 1, 2008).

3.2 Amended and Restated By-Laws of the Company (incorporated by reference to Exhibit 3.2 to the Company’s Current Report on Form 8-K,
filed with the SEC on February 1, 2008).

10.11 Commodity Collateral Revolving Credit Agreement, dated as of July 8, 2008, among Calpine Corporation as Borrower, Goldman Sachs Credit
Partners L.P. as Payment Agent, sole Lead Arranger and sole Bookrunner, and the Lenders from time to time party thereto (incorporated by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on July 14, 2008).

10.2.1 Employment Agreement, dated August 10, 2008, between the Company and Jack A. Fusco (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on August 12, 2008).t

10.2.2 Calpine Corporation Executive Sign On Non-Qualified Stock Option Agreement (Jack A. Fusco) (incorporated by reference to Exhibit 10.2 to
the Company’s Current Report on Form 8-K filed with the SEC on August 12, 2008).t

1023 Letter Agreement, dated September 1, 2008, between the Company and John B. Hill (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on September 4, 2008).t

10.2.4 Calpine Corporation Executive Sign On Non-Qualified Stock Option Agreement (John B. Hill) (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K filed with the SEC on September 4, 2008).t

10.25 Employment Agreement, dated June 19, 2006, between the Company and Gregory L. Doody (incorporated by reference to Exhibit 10.5.15 to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2006, filed with the SEC on March 14, 2007).1

10.2.6 Amendment, dated July 16, 2008, to Employment Agreement, dated June 19, 2006, between the Company and Gregory L. Doody. (incorporated
by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K filed with the SEC on July 22, 2008).t1

10.2.7 Employment Agreement, dated August 11, 2008, between the Company and W. Thaddeus Miller.* t

10.2.8 Calpine Corporation Executive Sign On Non-Qualified Stock Option Agreement (Miller) (incorporated by reference to Exhibit 4.4 to the
Company’s Registration Statement on Form S-8 (Registration No. 333-153860) filed with the SEC on October 6, 2008). T

10.29 Calpine Corporation 2008 Calpine Incentive Plan.* T

311 Certification of the Chief Executive Officer Pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

312 Certification of the Chief Financia Officer Pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

321 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.*

*  Filed herewith.

Management contract or compensatory plan or arrangement.
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EXHIBIT 10.2.7
CALPINE CORPORATION

EXECUTIVE EMPLOYMENT AGREEMENT

THISAGREEMENT (this“Agreement”) is hereby entered into as of August 11, 2008 (the “ Effective Date”), by and between Calpine
Corporation (the “Company”) and Thaddeus Miller (“ Executive’) (hereinafter collectively referred to as “the parties”).

In consideration of the respective agreements of the parties contained herein, it is agreed as follows:

1 Term. Theinitia term of this Agreement shall be for the period commencing on the Effective Date and ending, subject to earlier termination as set
forth in Section 6, on thefifth (5™ anniversary of the Effective Date (the “ Employment Term”).

2. Employment. During the Employment Term:
@ Executive shall be employed as Executive Vice President and Chief Legal Officer of the Company.

(b) Executive shall report directly to the President and Chief Executive Officer. Executive shall perform the duties, undertake the
responsibilities and exercise the authority customarily performed, undertaken and exercised by persons situated in asimilar executive
capacity. Unless otherwise consented to by Executive, Executive's principal place of employment shall be at the Company’s headquarters
in Houston, Texas.

(© Executive shall devote substantially full-time attention to the business and affairs of the Company. Executive may serve on the boards of
directors of other companies, subject to the approval of the Board (which approval shall be deemed given in respect of service on boards
on which Executive serves as of the Effective Date), and may serve on civil or charitable boards or committees. Executive may manage
personal and family investments, participate in industry or charitable organizations and otherwise engage in charitable activities and deliver
lectures at educational institutions, so long as such activities do not materially interfere with the performance of
Executive' s responsibilities hereunder.

3. Annual Compensation.

@ Base Salary. The Company agreesto pay or cause to be paid to Executive during the Employment Term a base salary at the rate of
$700,000 per annum or such increased amount as the Board may from time to time determine (hereinafter referred to asthe “ Base Salary”).
Such Base Salary shall be payable in accordance with the Company’s customary practices applicable to its executives. Such Base




(b)

Salary shall be reviewed at least annually by the Compensation Committee of the Board (the “ Committee”), and may be increased in the
sole discretion of the Committee, but not decreased (any increased amount thereupon being the Base Salary hereunder).

I ncentive Compensation. For each fiscal year of the Company ending during the Employment Term, beginning with the 2008 fiscal year,
Executive shall be eligible to receive atarget annual cash bonus of 90% of the Base Salary (the “ Target Bonus”) with the opportunity to
receive amaximum annual cash bonus of 200% of the Base Salary, as recommended and approved by the Committee, if the Company and
Executive, as applicable, achieve reasonable performance targets set by the Committee in consultation with Executive (“Incentive
Compensation™). With respect to fiscal year 2008, Executive shall be entitled to a prorated annual cash bonus (based on the period of
Executive’' s employment during such year) (the “2008 Bonus’) which shall be based on an annual bonus determined based on actual
achievement of 2008 performance targets, but shall in no event be less than the amount of the prorated Target Bonus (or, if greater, the
bonus that would have become payabl e based on the Company’s plan as of the Effective Date). |ncentive Compensation shall be paid
(i) in accordance with, and subject to those terms and conditions of, the Company’ s annual incentive compensation plan which are
administrative or, except with respect to the 2008 Bonus, which are required for compliance with Section 162(m) of the Internal Revenue
Code of 1986 (the “Code"); provided that nothing in the Company’s plan shall apply adversely with respect to Executive to the extent
inconsi stent with the express terms of this Agreement; and (ii) in no event later than the 15th day of the third month following the end of
the taxable year (of the Company or Executive, whichever islater) in which the performance targets have been achieved (or, for 2008, no
later than such day of 2009). Executive shall be required to repay any after-tax portion of Incentive Compensation received in respect of any
year in which Executive commits awillful (as defined in the last sentence of Section 6(c)) and intentional act which directly resultsin a
material restatement of the Company’s earnings. The Company shall have three years from the date on which such Incentive
Compensation is paid to seek such clawback.

Sign-On Compensation

@

Initial Equity Grant.

(0] Sian-On Option Grant. Effective as of the Effective Date, the Company shall grant Executive stock options (the “Sign On
Options”). Executive shall be granted 1,678,000 fully paid and nonassessabl e shares of the Company’s Common Stock, par value
$.001 per share, of which (i) 1,250,000 shares shall be granted under the Cal pine Corporation 2008 Equity Incentive Plan (the
“Equity Plan”) and (ii) 428,000 shares shall be granted outside of the Equity Plan, but shall be subject to the same terms and
conditions as are set forth in the Equity Plan. The Sign On Options shall be granted in four (4) tranches. The corresponding
number of shares




of Company Common Stock and the corresponding exercise price per share for each tranche shall be asfollows: thefirst

tranche of 345,000 shares shall have a per share exercise price of $16.60; the second tranche of 394,000 shares shall have a per
share exercise price of $19.19; the third tranche of 443,000 shares shall have a per share exercise price of $21.59; and the fourth
tranche of 496,000 shares shall have a per share exercise price of $23.99. The Sign On Options shall have aterm of seven

years. Except to the extent provided in Section 8 or in this Section, the Sign On Options shall vest ratably over afive year period,
20% on each anniversary of the date of grant, provided Executive is employed on such dates by the Company. Upon aChangein
Control (as defined below), each Sign On Option shall become fully vested and shall immediately be cancelled, and, in exchange
therefor, Executive shall be entitled to receive an amount per share equal to the excess of the per share merger consideration, over
the per share exercise price of such Sign On Option. Executive shall in all cases be entitled to receive such amount fully in

cash. Within 30 days of the Effective Date, the Company shall file with the Securities and Exchange Commission aregistration
statement on Form S-8 with respect to all shares of Company Common Stock issuable pursuant to the Sign On Options and shall
cause such registration statement to remain in effect for so long as any of the Sign On Options remain outstanding.

(ii) In the event Executive commits awillful (as defined in the last sentence of Section 6(c)) and intentional act which directly results
in amaterial restatement of the Company’s earnings, Executive shall be required to repay any after-tax portion of income realized
from the exercise of a Sign On Option which vested in the year affected by the restatement. Executive shall be permitted to return
the after-tax portion of the underlying stock in kind. The Company shall have three years from the date of the relevant vesting
time to seek such clawback. To the extent affected options are not exercised at the end of such three year period, they shall be
forfeited. Executive will continue to hold common stock equal to at least fifty percent (50%) of the after tax proceeds of each Sign
On Option exercise until Executive's termination of employment; provided that the requirement in this sentence shall not apply in
any case where the above clawback applies. All Sign On Options shall be subject to the terms and conditions set forth in the
applicable plan and applicable award agreement attached as Exhibit A hereto, to the extent not inconsistent with the express terms
of this Agreement (without regard to Exhibit A).

(b) Sign-On Bonus. Within two (2) business days following the Effective Date, the Company shall pay Executive alump sum cash signing
bonus of $150,000.




Other Benefits.

@

(b)
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(d)

Employee Benefits. During the Employment Term, Executive shall be entitled to participate in all employee benefit plans, practices and
programs maintained by the Company and made available to employees generally, including, without limitation, all pension, retirement,
profit sharing, savings, medical, hospitalization, disability, dental, life or travel accident insurance benefit plans, to the extent Executiveis
eligible under the terms of such plans. Executive's participation in such plans, practices and programs shall be on the same basis and terms
as are applicable to senior executive officers of the Company generally.

Executive Benefits. During the Employment Term, Executive shall be entitled to participate in all executive benefit or incentive
compensation plans now maintained or hereafter established by the Company for the purpose of providing compensation and/or benefits
to senior executives of the Company including, but not limited to, the Company’s deferred compensation plans and any supplemental
retirement, deferred compensation, supplemental medical or life insurance or other bonus or incentive compensation plans. No additional
compensation provided under any of such plans shall be deemed to modify or otherwise affect the terms of this Agreement or any

of Executive's entitlements hereunder.

Excess Taxes. Inthe event that Executive shall become entitled to payments or benefits provided by this Agreement or any other amounts
in the “nature of compensation,” whether pursuant to the terms of this Agreement or any other plan, arrangement or agreement with the
Company (collectively, the “Total Payments”), and such Total Payments are subject, by reason of or in connection with Executive's
employment hereunder, to any state, local or foreign taxes or charges that may hereafter be imposed by any taxing authority that isin
excess of Executive' s federal taxes and taxes on such Total Paymentsimposed by the state and locality of Executive'sresidence (the
“Excess Taxes'), then the Company shall pay to Executive an additional amount (the “ Excess Tax Gross-Up Payment”) such that the net
amount retained by Executive, after deduction of any such Excess Taxes on the Total Payments and any federal, state and local income and
employment taxes and Excess Taxes upon the Excess Tax Gross-Up Payment, and after taking into account the phase out of itemized
deductions and personal exemptions attributable to the Excess Tax Gross-Up Payment, shall be equal to the Total Payments asif no such
Excess Taxes had been imposed. Any Excess Tax Gross-Up Payments shall be made within ten (10) business days of the date of
notification that such Excess Tax is due and payable.

Business Expenses. Upon submission of proper invoicesin accordance with the Company’s normal procedures, Executive shall be entitled
to receive prompt reimbursement of all reasonable out-of-pocket business, entertainment and travel expensesincurred by Executivein
connection with the performance of Executive's duties hereunder.
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(f)

Office and Facilities. During the Employment Term Executive shall be provided with an appropriate office at the Company’s headquarters,
with such secretarial and other support facilities as are commensurate with Executive's status with the Company, which facilities shall be
adequate for the performance of Executive's duties hereunder.

Vacation and Sick Leave. Executive shall be entitled, without loss of pay, to absent himself voluntarily from the performance
of Executive's employment under this Agreement, pursuant to the following:

(0] Commencing on January 10, 2009, Executive shall be entitled to 30 days of vacation per year in accordance with the vacation
policies of the Company asin effect from time to time (except that Executive shall be entitled to no more than 15 vacation days for
2008 which may be used any time prior to January 10, 2009); vacation must be taken at such time or times as approved by the
Board; and

(ii) Executive shall be entitled to sick leave (without loss of pay) in accordance with the Company’s policies asin effect from timeto
time.

Termination. The Employment Term and Executive's employment hereunder may be terminated under the circumstances set forth below.

@

Disability. The Company may terminate Executive' s employment, on written notice to Executive after having reasonably established
Executive' s Disability. For purposes of this Agreement, Executive will be deemed to have a“ Disability” if, asaresult of any medically
determinable physical or mental impairment that can be expected to result in death or is reasonably expected to last for a continuous period
of not less than twelve (12) months, Executive is unable to perform the core functions of Executive's position (with or without reasonable
accommodation) for a period of six consecutive months or more, or is receiving income replacement benefits, for a period of six consecutive
months or more under an accident and health plan covering employees of the Company. Executive shall be entitled to the compensation
and benefits provided for under this Agreement for any period prior to Executive's termination by reason of Disability during which
Executiveis unable to work dueto aphysical or mental infirmity in accordance with the Company’s policies for similarly-situated
executives. If any question shall arise asto whether, during any period Executiveis disabled so asto be unable to perform the core
functions of Executive's then existing position with or without reasonable accommaodation, Executive may, and at the request of the
Company shall, submit to the Company a certification in reasonable detail by a physician selected by the Company, to whom Executive or
Executive' s guardian has no reasonable objection, as to whether Executive is so disabled and how long such disability is expected to
continue, and such certification shall for the purposes of this Agreement be conclusive of theissue. Executive shall cooperate with any
reasonable request of the physician in connection with such certification. If such question shall arise and Executive
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shall fail to submit such certification, the Company’s determination of such issue shall be binding on Executive. Nothing in this Section 6
(a) shall be construed to waive Executive' srights, if any, under existing law including, without limitation, the Family and Medical Leave Act
of 1933, 29 U.S.C. ss.2601 et seq. and the Americans With Disabilities Act, 424 S.C. ss.12101 et seq.

Death. Executive's employment shall be terminated as of the date of Executive's death.

Cause. The Company may terminate Executive's employment for “ Cause,” effective as of the date of the Notice of Termination (as defined
in Section 7 below). “ Cause” shall mean, for purposes of this Agreement: (a) Executive' s act of fraud, dishonesty, misappropriation, or
embezzlement with respect to the Company; (b) Executive' s conviction of, or plea of guilty or no contest to, any felony; (c) Executive's
violation of the Company’s drug policy or anti-harassment policy; (d) Executive'sadmission of liability of, or finding by a court or the US
Securities and Exchange Commission (or asimilar agency of any applicable state) of liability for, the violation of any “ Securities Laws’ (as
hereinafter defined) (excluding any technical violations of the Securities Laws which are not criminal in nature). As used herein, the term
“Securities Laws’ means any Federal or state law, rule or regulation governing the issuance or exchange of securities, including without
limitation the Securities Act of 1933, the Securities Exchange Act of 1934 and the rules and regulations promulgated thereunder; (€)
Executive sfailure after reasonable prior written notice from the Company to comply with any valid and legal directive of the Board that is
not remedied within thirty (30) days of Executive being provided written notice thereof from the Company or Executive's willful gross
negligencein performance, or willful non-performance, of any of Executive's duties and responsibilities with respect to the Company that is
not remedied within thirty (30) days of Executive being provided written notice thereof from the Company; or (f) other than as provided in
clauses (@) through (e) above, Executive's material breach of any material provision of the employment agreement that is not remedied
within thirty (30) days of Executive being provided written notice thereof. Executive shall not have acted, and shall not be deemed for
purposes of this Agreement to have acted, in a“willful” manner if Executive acted, or failed to act, in amanner that he believed in good
faith to bein, or not opposed to, the best interests of the Company.

Without Cause. The Company may terminate Executive's employment without Cause. The Company shall deliver to Executive a Notice of
Termination (as defined in Section 7 below) not less than sixty (60) days prior to the termination of Executive’'s employment without Cause
and the Company shall have the option of terminating Executive's duties and responsibilities prior to the expiration of such sixty-day
notice period.

Good Reason. Executive may terminate employment with the Company for Good Reason (as defined below) by delivering to the Company
aNotice of Termination (as defined in Section 7 below) not less than sixty (60) days prior to the




termination of Executive's employment for Good Reason. The Company shall have the option of terminating Executive's duties and
responsibilities prior to the expiration of such sixty-day notice period. For purposes of this Agreement, “Good Reason” means any of the
following, in each case only if it occurs when Executive is employed by the Company and then only if not consented to by Executivein
writing: () assignment of a position that is of alesser rank than held by Executive prior to the assignment and that resultsin Executive
ceasing to be an executive officer of acompany with securities registered under the Securities Exchange Act of 1934, or ceasing to be
Executive Vice President and Chief Legal Officer; (b) adiminution of Executive' s duties or responsibilities; (c) the assignment of duties
inconsi stent with Executive'stitle or responsibilities; (d) failure to cause a successor to the Company’s business or substantially all of the
Company’s assets to assume the Employment Agreement; (€) amaterial reduction in such Executive's base salary or target bonus
opportunity (including an adverse change in performance criteria or adecrease in ultimate target bonus opportunity); or (f) any change of
more than thirty (30) milesin the location of the principal place of employment of such Executiveimmediately prior to the effective date of
such change. For purposes of this definition, none of the actions described in clauses (a), (b) and (c) above shall constitute “ Good
Reason” with respect to Executive if it was an isolated and inadvertent action not taken in bad faith by the Company and if it isremedied by
the Company within thirty (30) days after receipt of written notice thereof given by Executive (or, if the matter is not capable of remedy
within thirty (30) days, then within areasonable period of time following such thirty (30) day period, provided that the Company has
commenced such remedy within said thirty (30) day period); provided that “ Good Reason” shall cease to exist for any action described in
clauses (a) through (f) above on the sixtieth (60th) day following the later of the occurrence of such action or Executive's knowledge
thereof, unless such Executive has given the Company written notice thereof prior to such date.

) Without Good Reason. Executive may voluntarily terminate Executive' s employment without Good Reason by delivering to the Company a
Notice of Termination not less than sixty (60) days prior to the termination of Executive's employment and the Company shall have the
option of terminating Executive's duties and responsibilities prior to the expiration of such sixty-day notice period.

Notice of Termination. Any purported termination by the Company or by Executive shall be communicated by written Notice of Termination to the
other party hereto. For purposes of this Agreement, a“Notice of Termination” shall mean a notice that indicates a termination date, the specific
termination provision in this Agreement relied upon and sets forth in reasonable detail the facts and circumstances claimed to provide a basis for
termination of Executive's employment under the provision so indicated. For purposes of this Agreement, no such purported termination of
Executive’' s employment hereunder shall be effective without such Notice of Termination (unless waived by the party entitled to receive such
notice).




Compensation Upon Termination. Upon termination of Executive' s employment during the Employment Term, Executive shall be entitled to the
benefits described in Section 8. The benefits described in this Section 8 shall bein lieu of and not in addition to any benefits Executive may become
entitled to under any of the Company’s severance plans or policies asin effect from time to time. For the avoidance of doubt, Executive shall not be
eligible to participate in the Cal pine Corporation Change in Control and Severance Benefits Plan.

@ Termination by the Company for Cause or by Executive Without Good Reason. If Executive's employment is terminated by the Company
for Cause or by Executive without Good Reason, the Company shall pay Executive all amounts earned or accrued hereunder through the
termination date, including:

(@) any accrued and unpaid Base Salary;
(i) any Incentive Compensation earned but unpaid in respect of any completed fiscal year preceding the termination date;
(iii) reimbursement for any and all monies advanced or expenses incurred in connection with Executive' s employment for reasonable

and necessary expenses incurred by Executive on behalf of the Company for the period ending on the termination date; and
(iv) any accrued and unpaid vacation pay;
(the foregoing itemsin Sections 8(a)(i) through 8(a)(iv) being collectively referred to asthe “ Accrued Compensation”).

(b) Termination by the Company for Disability or by Reason of Death. If Executive's employment is terminated by the Company for Disability,
the Company shall pay Executive (or, if Executive's employment is terminated by reason of Executive’s death, Executive's beneficiaries or

estate):
(0] the Accrued Compensation; and
(ii) an amount equal to the Incentive Compensation that Executive would have been entitled to receive in respect of the fiscal year in

which Executive' s termination date occurs, had Executive continued in employment until the end of such fiscal year, which
amount shall be determined based on the Company’s actual performance for such year relative to the target performance goals
applicable to Executive and shall be paid at the time it would otherwise have become payable; and

(iii) the Sign On Options shall become immediately vested and exercisable and shall remain exercisable for their full original term; and

(iv) the Company shall provide Executive (or, if Executive's employment is terminated by reason of Executive's death, Executive's
dependents) with
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continued coverage under any health, medical, dental, vision or life insurance program or policy in which Executive was eligible to
participate as of the time of Executive's employment termination for the remainder of the original Employment Term on terms no
less favorable to Executive and Executive' s dependents (including with respect to payment for the costs thereof) than thosein
effect for executive officers of the Company immediately prior to such termination, which coverage shall become secondary to any
coverage provided to Executive by a subsequent employer and to any Medicare coverage for which Executive becomes eligible.

Termination by the Company Without Cause or by Executive for Good Reason Other Than in Connection with a Potential Changein

Control or aChangein Contral. If Executive's employment by the Company shall be terminated by the Company without Cause or by

Executive for Good Reason, in each case other than in the circumstances described in Section 8(d), then, subject to Section 15(e) of this
Agreement, Executive shall be entitled to the benefits provided in this Section 8(c):

@
(ii)

(iii)

(iv)

the Company shall pay to Executive the Accrued Compensation;

the Company shall pay to Executive an amount equal to the Incentive Compensation that Executive would have been entitled to
receive in respect of the fiscal year in which Executive's termination date occurs, had Executive continued in employment until the
end of such fiscal year, which amount, determined based on the Company’s actual performance for such year relative to the
performance goals applicable to Executive, shall be multiplied by afraction (A) the numerator of which isthe number of daysin
such fiscal year through termination date and (B) the denominator of which is 365 (the “Pro-Rata Bonus”);

the Company shall pay to Executive as severance pay and in lieu of any further Base Salary or other compensation and benefits
for periods subsequent to the termination date, an amount in cash, which amount shall be payablein alump sum payment within
seventy (70) days following such termination (subject to Section 10), equal to one and one-haf (1.5) timesthe sum of (A)
Executive s highest Base Salary in the three (3) years preceding Executive's date of termination and (B) the Target Bonus with
respect to the year of termination;

the Company shall provide Executive with continued coverage under any health, medical, dental, vision or life insurance program
or policy in which Executive was dligible to participate as of the time of Executive's employment termination for eighteen (18)
months following such termination on terms no less favorable to Executive and Executive's dependents (including with respect to
payment for the costs thereof) than those in effect for executive officers of the Company immediately prior to
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(vi)

such termination, which coverage shall become secondary to any coverage provided to Executive by a subsequent employer and
to any Medicare coverage for which Executive becomes eligible;

outplacement services at the Company’s expense for a period of eighteen (18) months following Executive' s date of termination;
and

those Sign On Options scheduled to vest within a period of thirty-six (36) months following Executive' s date of termination shall
become immediately vested and exercisable and shall remain exercisable for aperiod of two (2) years following Executive's date of
termination but in no event beyond their original term; the remaining Sign On Options shall be forfeited as of the date of
Executive' s termination.

Termination by the Company Without Cause or by Executive for Good Reason Following a Changein Control. |f Executive's employment

by the Company shall be terminated by the Company without Cause or by Executive for Good Reason within twenty-four (24) months
following a Change in Control or within six (6) months following a Potential Change in Control provided a Change in Control occurs within
nine (9) months following the Potential Changein Control, then in lieu of the amounts due under Section 8(c) above, Executive shall be
entitled to the benefits provided in this Section 8(d).

0]
(i)
(iii)

(iv)

v)

the Company shall pay Executive any Accrued Compensation;
the Company shall pay Executive any Pro-Rata Bonus;

the Company shall pay Executive as severance pay and in lieu of any further Base Salary or other compensation and benefits for
periods subseguent to the termination date, an amount in cash, which amount shall be payable in alump sum payment within
seventy (70) days following such termination (subject to Section 10), equal to three (3) times the sum of (A) Executive's highest
Base Salary in the three (3) years preceding Executive's date of termination and (B) the Target Bonus with respect to the year of
termination, or the year of the Change in Control, if higher; and

the Company shall provide Executive with continued coverage under any health, medical, dental, vision or life insurance program
or policy in which Executive was eligible to participate as of the time of Executive's employment termination for three (3) years
following such termination on terms no less favorable to Executive and Executive's dependents (including with respect to
payment for the costs thereof) than those in effect for executive officers of the Company immediately prior to such termination,
which coverage shall become secondary to any coverage provided to Executive by a subsequent employer; and

outplacement services at the Company’s expense for a period of eighteen (18) months following Executive's date of termination.

10




(e No Mitigation. Executive shall not be required to mitigate the amount of any payment provided for under this Section 8 by seeking other
employment or otherwise and, except as provided in Section 8(c)(iv) or 8(d)(iv)above, no such payment shall be offset or reduced by the
amount of any compensation or benefits provided to Executive in any subsequent employment.

) Section 280G Excise Tax Gross-up. Whether or not Executive becomes entitled to the severance payments, if any of the payments or
benefits received or to be received by Executive (including without limitation any payment or benefits received in connection with a
Changein Control or Executive's termination of employment, whether pursuant to the terms of this Agreement or any other plan,
arrangement or agreement, or otherwise) (all such payments and benefits, excluding the Gross-Up Payment, being hereinafter referred to as
the “ Total 280G Payments”) will be subject to the Excise Tax, the Company shall pay to Executive an additional amount (the “ 280G Gross-
Up Payment”) such that the net amount retained by Executive, after deduction of any Excise Tax on the Total 280G Payments and any
federal, state and local income and employment taxes and Excise Tax upon the 280G Gross-Up Payment, and after taking into account the
phase out of itemized deductions and personal exemptions attributable to the 280G Gross-Up Payment, shall be equal to the Total 280G
Payments. Any 280G Gross-Up Payments shall be made within ten (10) business days of the date of notification that such Excise Tax is

due and payable.
9. Changein Control.
@ “Changein Control” means and shall be deemed to have occurred upon the first of the following eventsto occur:
@) any person, entity or “group” (within the meaning of Sections 13(d)(3) or 14(d)(2) of the Securities Exchange Act of 1934, but

excluding, for this purpose, the Company or its subsidiaries, or any employee benefit plan of the Company or its subsidiaries
which acquires beneficial ownership of voting securities of the Company) becomes the beneficial owner (within the meaning of
Rule 13d-3 promulgated under the Securities Exchange Act of 1934) of amajority of either the then-outstanding shares of the
Company’s common stock or the combined voting power of the Company’s then-outstanding voting securities entitled to vote
generally in the election of directors; or

(i) individuals who, as of the Effective Date, constitute the Board of Directors (as of such date, the “Incumbent Board”) cease for
any reason to constitute at least amajority of the Board; provided, however, that any person becoming a director subsequent to
such date whose el ection, or nomination for election, was approved by avote of at least amajority of the directors then
constituting the Incumbent Board or was effected in satisfaction of a contractual requirement that was approved by at least a
majority of the directors when constituting the Incumbent Board (in each

11
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(iii)

case, other than an election or nomination of an individual whoseinitial assumption of officeisin connection with an actual or
threatened el ection contest relating to the election of directors of the Company) shall be, for purposes of this clause (ii),
considered as though such person were amember of the Incumbent Board; or

the consummation of areorganization, merger, consolidation or share exchange, in each case with respect to which persons who
were the stockholders of the Company immediately prior to such reorganization, merger, consolidation or share exchange do not,
immediately thereafter, own more than fifty percent (50%) of the combined voting power entitled to vote generally in the election
of directors of the reorganized, merged, consolidated or other surviving entity’s then-outstanding voting securities, or approval
by the stockholders of the Company of aliquidation or dissolution of the Company or consummation of the sale of all or
substantially all of the assets of the Company (determined on a consolidated basis).

Notwithstanding the foregoing, a*“Changein Control” shall not be deemed to have occurred by virtue of the consummation of any
transaction or series of integrated transactions immediately following which the record holders of the common stock of the Company
immediately prior to such transaction or series of transactions continue to have substantially the same proportionate ownership in an
entity which owns all or substantially all of the assets of the Company immediately following such transaction or series of transactions.

A “Potential Changein Control” shall be deemed to have occurred if the event set forth in any one of the following shall have occurred:

0

(i)

(iii)

the Company entersinto an agreement, the consummation of which would result in the occurrence of a Change in Control; or

the Company or any person, entity or “group” (within the meaning of Sections 13(d)(3) or 14(d)(2) of the Exchange Act, but
excluding, for this purpose, the Company or its subsidiaries, or any employee benefit plan of the Company or its subsidiaries
which acquires beneficial ownership of voting securities of the Company) publicly announces an intention to take or to consider
taking actions which, if consummated, would constitute a Change in Control; or

the acquisition (other than from the Company) by any person, entity or “group” (within the meaning of Sections 13(d)(3) or 14(d)
(2) of the Exchange Act, but excluding, for this purpose, the Company or its subsidiaries, or any employee benefit plan of the
Company or its subsidiaries which acquires beneficial ownership of voting securities of the Company) of beneficial ownership
(within the meaning of Rule 13d-3 promulgated under the Exchange Act) of fifteen percent (15%) or more of either the then-
outstanding shares
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of common stock or the combined voting power of the Company’s then-outstanding voting securities entitled to vote
generally in the election of directors; or

(iv) the Committee adopts a resol ution to the effect that a Potential Change in Control has occurred.

10. Section 409A.

@ To the extent applicable, it isintended that this Agreement comply with the provisions of Code Section 409A and this Agreement will be
administered and interpreted in amanner consistent with thisintent. Notwithstanding anything contained herein to the contrary, for all
purposes of this Agreement, Executive shall not be deemed to have had a termination of employment unless Executive hasincurred a
separation from service from the Company within the meaning of Code Section 409A and, to the extent required to avoid accel erated
taxation and/or tax penalties under Code Section 409A, payments under this Agreement that would otherwise be payable during the six-
month period after the date of termination shall instead be paid on the first business day after the expiration of such six-month period. In
addition, for purposes of this Agreement, each amount to be paid and each installment payment shall be construed as a separate identified
payment for purposes of Code Section 409A. With respect to expenses eligible for reimbursement under the terms of this Agreement, (i)
the amount of such expenses eligible for reimbursement in any taxable year shall not affect the expenses eligible for reimbursement in
another taxable year and (ii) any reimbursements of such expenses shall be made no later than the end of the calendar year following the
calendar year in which the related expenses were incurred, except, in each case, to the extent that the right to reimbursement does not
provide for a“deferral of compensation” within the meaning of Code Section 409A. With respect to any payments of tax gross ups,
including without limitation the Gross-Up Payment, to which Executive becomes entitled under the terms of this Agreement, such payments
shall be made by the Company no later than the end of the calendar year following the calendar year in which Executive remits the related
tax, except to the extent earlier payment is provided for herein.

Notwithstanding the foregoing, in the event that any payments, benefits, or distributions (or any acceleration of any payments, benefits, or
distributions) (collectively, the “ Section 409A Payments’) made or provided to Executive under this Agreement (or any other plan, policy,
arrangement, or agreement of the Company) become subject to the interest and additional tax imposed by Code Section 409A (a)(1)(B) (the “ Section
409A Tax"), the Company shall pay to Executive an additional amount (the “ Section 409A Gross-Up Payment”) such that the net amount retained by
Executive, after deduction of the Section 409A Tax on the Section 409A Payments and any federal, state and local income and employment taxes and
Section 409A Tax upon the Section 409A Gross-Up Payment, and after taking into account the phase out of itemized deductions and personal
exemptions attributabl e to the Section 409A Gross-Up Payment, shall be equal to the Section 409A Payments. Any Section 409A Gross-Up Payment
shall be made within ten
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(10) business days of the date of notification that such Section 409A Tax is due and payable.

Proprietary Information and Records.

@

(b)

(©

()

“Proprietary Information” means confidential or proprietary information, knowledge or data concerning (1) the businesses, strategies,
operations, financial affairs, organizational matters, personnel matters, budgets, business plans, marketing plans, studies, policies,
procedures, products, ideas, processes, software systems, trade secrets and technical know-how of the Company and its affiliates (the
“Group”), (2) any other matter relating to the Group, (3) any matter relating to clients of the Group or other third parties having rel ationships
with the Group and (4) any confidential information from which the Group derives business advantage or economic value. Proprietary
Information includes (A) the names, addresses, phone numbers and buying habits and preferences and other information concerning
clients and prospective clients of the Group, and (B) information and materials concerning the personal affairs of employees of the Group.
In addition, Proprietary Information may include information furnished to Executive orally or in writing (whatever the form or storage
medium) or gathered by inspection, in each case before or after the date of this Agreement. Proprietary |nformation does not include
information (X) that was or becomes generally available to Executive on anon-confidential basis, if the source of thisinformation was not
reasonably known to Executive to be bound by aduty of confidentiality, (Y) that was or becomes generally available to the public, other
than as aresult of adisclosure by Executive, directly or indirectly, or (Z) that Executive can establish was independently developed by
Executive without reference to Proprietary Information.

Executive acknowledges that he will obtain or create Proprietary Information in the course of Executive' sinvolvement in the Group’s
activities and may already have Proprietary Information. Executive agreesthat the Proprietary Information is the exclusive property of the
Group. In addition, nothing in this Agreement will operate to weaken or waive any rights the Group may have under statutory or common
law, or any other agreement, to the prohibition of unfair competition or the protection of trade secrets, confidential businessinformation
and other confidential information.

Executive will use and disclose Proprietary Information only for the Group’s benefit and in accordance with any restrictions placed on its
use or disclosure by the Group.

After the termination of Executive's employment, Executive will not use or disclose any Proprietary Information for any purpose. For the
avoidance of doubt, but without limitation of the foregoing, after termination of Executive's employment, Executive will not directly or
indirectly use Proprietary Information from which the Group derives business advantage or economic benefit to solicit, impair or interfere
with, or attempt to solicit, impair or interfere with, any person
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or entity, who, at the time of the termination of Executive's employment, isthen a customer, vendor or business rel ationship of the Group
(or who Executive knew was a potential customer, vendor or business relationship of the Company within the six months prior to the
termination of Executive's Employment).

Within five (5) business days following the termination of Executive’s employment hereunder, Executive will on request return to

the Company all written Proprietary Information that has been provided to Executive and Executive will destroy all copies of any analyses,
compilations, studies or other documents prepared by Executive or for Executive's use containing or reflecting any Proprietary Information
(provided that Executive may retain acopy of his contactslist and the contents thereof).

12. Covenant Not to Solicit, Not to Disparage and to Cooperate in Litigation.

@

(b)

Covenant Not to Solicit. During the Employment Term and for period of twelve (12) months after termination of Executive'semployment,
Executive will not directly or indirectly, (i) solicit or attempt to solicit anyone who, at the time of the termination of Executive's employment,
is then an employee of the Group (or who was an employee of the Group within the six months prior to the termination of Executive's
Employment) to resign from the Group or to apply for or accept employment with any company or other enterprise, (ii) solicit any Customer
to transact business with a Competitive Enterprise or to reduce or refrain from doing any business with the Company, (iii) transact business
with any Customer that would cause Executive to be a Competitive Enterprise, or (iv) interfere with or damage any relationship between the
Group and a Customer. For purposes of this Agreement, (i) a“ Customer” means any customer of the Group or prospective customer of the
Group contacted and materially and specifically pursued during Exectuive’ s employment by the Group to whom Executive provided
services, or for whom Executive transacted business, or whose identity became known to Executive in connection with Executive ‘s
relationship or employment with the Group, and (ii) “ Solicit” means any communication of any kind, regardless of who initiatesit, that in
any invites, advises, encourages or requests any person to take or refrain from taking any action. The provisions of this Section 12(a) shall
not apply following a Change in Control.

Nondisparagement. During and after Executive's employment with the Company, the parties mutually covenant and agree that neither will
directly or indirectly disparage the other, or make or solicit any comments, statements, or the like to any clients, competitors, suppliers,
employees or former employees of the Company, the press, other media, or others that may be considered derogatory or detrimental to the
good name or business reputation of the other party. Nothing herein shall be deemed to constrain either party’s cooperation in any Board
authorized investigation or governmental action, or to prohibit competition otherwise permitted hereunder. Inthe event of Executive's
termination or the non-renewal of this Agreement, Executive and Company shall agree on any press rel ease relating to such termination or
non-renewal and the Company and
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Executive shall not publicly discuss or comment on Executive's termination or non-renewal in any manner other than as mutually agreed in
the press release.

Cooperation in Any Investigations and Litigation. For aperiod of no more than one year after termination of employment, Executive agrees
that Executive will reasonably cooperate with the Company, and its counsel, in connection with any investigation, inquiry, administrative
proceeding or litigation relating to any matter in which Executive was involved or of which Executive has knowledge as aresult of
Executive' s service with the Company by providing truthful information. The Company agrees promptly to reimburse Executive for
reasonabl e expenses reasonably incurred by Executive, together with hourly charges at the rate of $1,000 per hour, in connection with
Executive's cooperation pursuant to this Section 12(c). Nothing herein shall require Executive to devote more than six (6) hours per week
or four (4) days per month of time to such matters, to travel material distances in connection therewith or to take any action that would
materially interfere with Executives duties for a subsequent recipient of his services. Executive agreesthat, in the event Executiveis
subpoenaed by any person or entity (including, but not limited to, any government agency) to give testimony (in adeposition, court
proceeding or otherwise) which in any way relates to Executive’' s employment by the Company, Executive will, to the extent not legally
prohibited from doing so, give prompt notice of such request to the Chief Legal Officer of the Company so that the Company may contest
the right of the regquesting person or entity to such disclosure before making such disclosure. Nothing in this provision shall require
Executive to violate Executive' s obligation to comply with valid legal process.

Work Product. Executive agreesthat all programs, inventions, innovations, improvements, developments, methods, designs, analyses,
reportsand all similar or related information which relate to the business of the Group, actual or anticipated, or to any actual or anticipated
research and development conducted in connection with the business of the Group, and all existing or future products or services, which
are conceived, developed or made by Executive (alone or with others) during the term of this Agreement for the Group (“Work Product”)
belong to the Company. Executive will reasonably cooperate fully, without cost to Executive, in the establishment and maintenance of al
rights of the Group in such Work Product. The provisions of this Section 12(d) will survive termination of this Agreement indefinitely to
the extent necessary to require actions to be taken by Executive after the termination of this Agreement with respect to Work Product
created during the term of this Agreement.

Blue Pencil. It istheintent and desire of Executive and the Company that the provisions of this Section 12 be enforced to the fullest

extent permissible under the laws and public policies as applied in each jurisdiction in which enforcement is sought. |f any particular
provision of this Section 12 shall be determined to be invalid or unenforceable, such covenant shall be amended, without any action on the
part of either party hereto, to delete therefrom the portion so determined to be
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invalid or unenforceable, such deletion to apply only with respect to the operation of such covenant in the particular jurisdiction in which
such adjudication is made.

) Survive. Executive's obligations under this Section 12 shall survive, in accordance with itsterms, the termination of the Employment Term.

Remedies for Breach of Obligations under Sections 11 or 12 hereof. Executive acknowledges that the Company will suffer irreparable injury, not
readily susceptible of valuation in monetary damages, if Executive breaches Executive's obligations under Sections 11 or 12 hereof. Accordingly,
Executive agrees that the Company will be entitled, in addition to any other available remedies, to obtain injunctive relief against any breach or
prospective breach by Executive of Executive's obligations under Sections 11 or 12 hereof.

Representations and Warranties by Executive. Executive represents and warrants to the Company that the execution and delivery by Executive of
this Agreement do not, and the performance by Executive of Executive's obligations hereunder will not, with or without the giving of notice or the
passage of time, or both: (&) violate any judgment, writ, injunction, or order of any court, arbitrator, or governmental agency applicable to Executive;
or (b) conflict with, result in the breach of any provisions of or the termination of, or constitute a default under, any agreement to which Executiveis
aparty or by which Executive is or may be bound.

Miscellaneous.

@ Successors and Assigns.

(@) This Agreement shall be binding upon and shall inure to the benefit of the Company, its successors and permitted assigns and
the Company shall require any successor or assign to expressly assume and agree to perform this Agreement in the same manner
and to the same extent that the Company would be required to perform if no such succession or assignment had taken place.

The Company may not assign or delegate any rights or obligations hereunder except to a successor (whether direct or indirect, by
purchase, merger, consolidation or otherwise) to all or substantially all of the business and/or assets of the Company. The term
“the Company” as used herein shall include a corporation or other entity acquiring all or substantially all the assets and business
of the Company (including this Agreement) whether by operation of law or otherwise.

(ii) Neither this Agreement nor any right or interest hereunder shall be assignable or transferable by Executive, Executive's
beneficiaries or legal representatives, except by will or by the laws of descent and distribution. This Agreement shall inure to the
benefit of and be enforceable by Executive's legal personal representatives.

(b) Notice. For the purposes of this Agreement, notices and all other communications provided for in this Agreement (including the Notice
of Termination) shall bein
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writing and shall be deemed to have been duly given when personally delivered or sent by Certified mail, return receipt requested, postage
prepaid, addressed to the respective addresses last given by each party to the other, provided that all noticesto the Company shall be
directed to the attention of the Chief Legal Officer of the Company with a copy to the Chairman of the Compensation Committee of the Board
and a copy to Regina Olshan, Esg., Skadden, Arps, Slate, Meagher & Flom LLP, 4 Times Square, New Y ork, NY 10036. All noticesto
Executive shall be delivered to him at the address on record with the Company with a copy to Andrew L. Oringer, Esg., John M. Reiss,

Esg. and Michael S. Shenberg, Esqg., White & Case LLP, 1155 Avenue of the Americas, New Y ork, NY 10036. All notices and communications
shall be deemed to have been received on the date of delivery thereof or on the third business day after the mailing thereof, except that

notice of change of address shall be effective only upon receipt.

Indemnification, D& O Coverage. The Company shall indemnify Executive, to the fullest extent permitted by applicable law, against all
costs, charges and expenses incurred or sustained by Executive, including the cost and expenses of legal counsel, in connection with any
action, suit or proceeding to which Executive may be made a party by reason of Executive being or having been an officer, director, or
employee of the Company or any of its subsidiaries or affiliates (“ Proceeding”). Such indemnification shall continue asto Executive even if
he has ceased to be adirector, officer, member, employee, agent, manager, trustee, consultant or representative of the Company and shall
inure to the benefit of his heirs, executors and administrators. Executive shall be entitled to prompt advancement of any and all costs and
expenses (including, without limitation, attorneys’ and other professional fees and charges) reasonably incurred by him in connection with
any such Proceeding, any such advancement to be made within 15 days after Executive gives written notice, supported by reasonable
documentation, requesting such advancement. Such notice shall include an undertaking by Executive to repay the amounts advanced to
the extent that he is ultimately determined not to be entitled to indemnification against such costs and expenses. Nothingin this
Agreement or elsewhere shall operate to limit or extinguish any right to indemnification, advancement of expenses, or contribution that
Executive would otherwise have (including, without limitation, by agreement or under applicable law). Executive shall be covered during the
Employment Term and thereafter for aslong as any executive is covered (but in no event for less than six (6) years) by officer and director
liability insurance, in amounts and on terms no less favorabl e than those in effect on the Effective Date, which insurance shall be paid by
the Company.

Withholding. The Company shall be entitled to withhold the amount, if any, of all taxes of any applicable jurisdiction required to be
withheld by an employer with respect to any amount paid to Executive hereunder. The Company, in its sole and absol ute discretion, shall
make all determinations as to whether it is obligated to withhold any taxes hereunder and the amount hereof.
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Release of Claims. The termination benefits described in Section 8(c) of this Agreement shall be conditioned on Executive delivering to the
Company, asigned release of claimsin the form of Exhibit B hereto within sixty (60) days following Executive's termination date, and not
revoking Executive's consent to such release of claims within seven (7) days of such execution; provided, however, that Executive shall

not be required to release any rights Executive may have to be indemnified by the Company under Section 15(c) of this Agreement.

Madification. No provision of this Agreement may be modified, waived or discharged unless such waiver, modification or dischargeis
agreed to in writing and signed by Executive and the Company. No waiver by either party hereto at any time of any breach by the other
party hereto of, or compliance with, any condition or provision of this Agreement to be performed by such other party shall be deemed a
waiver of similar or dissimilar provisions or conditions at the same or at any prior or subsequent time. No agreement or representations, oral
or otherwise, express or implied, with respect to the subject matter hereof have been made by either party which are not expressly set forth
in this Agreement.

Attorneys' Fees and Professional Fees. The Company shall pay all reasonable legal and consulting fees and related expenses, up to a
maximum amount of $35,000, incurred by Executivein connection with the negotiation of this Agreement. Executive acknowledges that he
has had the opportunity to consult with legal counsel of his choice in connection with the drafting, negotiation and execution of this
Agreement and related employment arrangements. The Company shall pay, at least monthly, all costs and expenses, including without
limitation attorneys' fees and disbursements, of the Company and Executive in connection with any legal proceeding or other action,
whether or not instituted by the Company or the Executive, relating to the enforcement of any of the provisions of this Agreement, or the
obtaining of money damages for the breach thereof; provided that, if the Company prevails (as affirmatively determined by the judge or
other decisionmaker presiding over the proceeding) on each and every material issue, then the Executive shall pay his own costs and
expenses and promptly (and in no event more than 60 days after demand therefor by the Company) return to the Company any amounts
previously paid by the Company under this sentence.

Governing Law. This Agreement shall be governed by and construed and enforced in accordance with the laws of the State of Delaware
applicable to contracts executed in and to be performed entirely within such State, without giving effect to the conflict of law principles
thereof.

No Conflicts. Executive represents and warrants to the Company that Executive is not a party to or otherwise bound by any agreement or
arrangement (including, without limitation, any license, covenant, or commitment of any nature), or subject to any judgment, decree, or
order of any court or administrative agency, that would conflict with or will bein conflict with or in any way preclude, limit or
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inhibit Executive' s ability to execute this Agreement or to carry out Executive's duties and responsibilities hereunder.

Severability. The provisions of this Agreement shall be deemed severable and the invalidity or unenforceability of any provision shall
not affect the validity or enforceability of the other provisions hereof.

Certain Tax Assumptions. For purposes of determining the amount of the Excess Tax Gross-Up Payment, the 280G Gross-Up Payment and
the Section 409A Gross-Up Payment, Executive shall be deemed to pay U.S. federal income taxes at the highest marginal rate of U.S. federa
income taxation in the calendar year in which any of the foregoing gross-up payments are to be made and state and local income taxes at
the highest marginal rate of taxation in the state and locality of Executive' sresidence for the calendar year in which any of the foregoing
gross-up payments are to be made, net of the maximum reduction in U.S. federal income taxes which could be obtained from deduction of
such state and local taxesif paid in such year.

Entire Agreement. This Agreement constitutes the entire agreement between the parties hereto and supersedes all prior agreements, if
any, understandings and arrangements, oral or written, between the parties hereto with respect to the subject matter hereof.

Counterparts. This Agreement may be executed in one or more counterparts, each of which will be deemed to be an original copy of this
Agreement and all of which, when taken together, will be deemed to constitute one and the same agreement.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the Company has caused this Agreement to be executed by its duly authorized officer and Executive has
executed this Agreement as of the day and year first above written.

CALPINE CORPORATION

By: /s William J. Patterson

Title:
William J. Patterson

EXECUTIVE

By: /s/ W. Thaddeus Miller

Name: W. Thaddeus Miller
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EXHIBIT A

CALPINE CORPORATION
EXECUTIVE SIGN ON

NON-QUALIFIED STOCK OPTION AGREEMENT

OPTION granted on August 11, 2008 (the “ Grant Date”), by Calpine Corporation, a Delaware corporation (the “ Company”), to Thaddeus Miller (the
“Grantee”) pursuant to this Non-Qualified Stock Option Agreement (“ Stock Option Agreement”).

1

GRANT OF OPTION. The Company hereby grantsto the Grantee the irrevocable Option to purchase, on the terms and subject to the conditions set
forth herein and in the Employment Agreement between the Company and the Grantee, dated August 11, 2008 (the “ Employment Agreement”), and
(except as otherwise provided herein) the Plan (as defined below), 1,678,000 fully paid and honassessabl e shares of the Company’s Common Stock,
par value $.001 per share. The Company grants the Option to the Grantee in four (4) tranches (each a“Tranche”). The corresponding number of
shares of Company Common Stock and the corresponding exercise price per share for each Trancheis set forth below.

Tranche Number of Shares ExercisePrice
Tranche 1 345,000 $16.60
Tranche 2 394,000 $19.19
Tranche 3 443,000 $21.59
Tranche 4 496,000 $23.99

Optionsin Tranches 1, 2 and 3, and 68,000 of those Optionsin Tranche 4 which are scheduled to vest on the first anniversary of the Grant Datein
accordance with Section 3 below are granted pursuant to the Company’s 2008 Equity Incentive Plan (the “Plan”), a copy of which is attached
hereto. Theremaining Options shall be granted outside of the Plan but shall be deemed and treated for all purposes hereunder as though granted
under the Plan and subject to its terms and conditions to the same extent as the Options granted hereunder which are granted pursuant to the
Plan. Except as otherwise set forth herein, the Option is subject, or deemed subject, as applicable, inits entirety to all the applicable provisions of
the Plan asin effect on the Grant Date, which are hereby incorporated




herein by reference. The Optionisnot intended to qualify as an “incentive stock option” within the meaning of Section 422 of the Code. Except as
otherwise provided herein, or unless the context clearly indicates otherwise, capitalized terms not otherwise defined herein shall have the same
definitions as provided in the Plan or as provided in the Employment Agreement.

PERIOD OF OPTION. The period of the Option shall commence on the Grant Date and shall expire on the seventh (7th) anniversary of the Grant
Date (the “Option Period”). The Option (or any lesser amount thereof) may be exercised from time to time during the Option Period as to the number
of Total Shares allowable under Section 3 below and the Plan.

EXERCISE OF OPTION. Except to the extent otherwise provided in Sections 4 and 8 of the Employment Agreement, each Tranche of the Option
shall vest ratably on each of thefirst, second, third, fourth, and fifth anniversaries of the Grant Date; provided, however, that the Grantee must be
continuously employed by the Company beginning on the Grant Date through each applicable vesting date.

TERMINATION OF EMPLOYMENT. Inthe event that the Grantee's employment with the Company is terminated by the Company without Cause
or by the Grantee for Good Reason other than in connection with a Potential Change in Control or a Change in Control, Section 8(c)(vi) of the
Employment Agreement shall govern. In the event that the Grantee' s employment with the Company is terminated for Disability or by reason of the
Grantee' s death, Section 8(b)(iii) of the Employment Agreement shall govern. Inthe event that the Grantee's employment with the Company is
terminated by the Company for Cause, any portion of the Option that remains outstanding, whether vested or unvested, shall immediately terminate
as of the date of such termination. Inthe event of termination of employment by the Grantee without Good Reason, any unvested portion of the
Option shall immediately terminate, and any vested portion of the Option shall remain exercisable for a period of 90 days following such termination
and shall terminate thereafter. All capitalized termsin this Section 4 shall have the definitions ascribed to them in the Employment Agreement.

CHANGE IN CONTROL. Inthe event of aChangein Control (as defined in the Employment Agreement), Section 4(a)(i) of the Employment
Agreement shall govern, and accordingly, each Option shall become fully vested and shall immediately be cancelled, and, in exchange therefor, the
Grantee shall be entitled to receive an amount per share equal to the excess of the per share merger consideration, over the per share exercise price
of such Option. The Grantee shall in all cases be entitled to receive such amount fully in cash.

SECURITIES ACT REQUIREMENTS. |n addition to the requirements set forth herein and in the Plan, (i) the Option shall not be exercisablein whole
or in part, and the Company shall not be obligated to issue any shares of Common Stock subject to any such




Option, if such exercise and sale or issuance would, in the opinion of counsel for the Company, violate the Securities Act of 1933 (the “ 1933 Act”) or
other Federal or state statutes having similar requirements, as they may bein effect at that time; and (ii) each Option shall be subject to the further
regquirement that, at any time that the Committee shall determine, in its discretion, that the listing, registration or qualification of the shares of
Common Stock subject to such Option under any securities exchange requirements or under any applicable law, or the consent or approval of any
governmental regulatory body, is necessary or desirable as a condition of, or in connection with, the issuance of shares of Common Stock, such
Option may not be exercised in whole or in part unless such listing, registration, qualification, consent or approval shall have been effected or
obtained free of any conditions not acceptable to the Committee.

METHOD OF EXERCISE OF OPTION. Subject to the provisions of the Plan and Section 6 hereof, the exercise price of Common Stock acquired
pursuant to an Option shall be paid, to the extent permitted by applicable statutes and regulations, either (i) in cash or by certified or bank check at
the time the Option is exercised or (ii) upon such reasonable terms as the Committee shall approve, the exercise price may be paid, in the discretion
of the Grantee: (A) by delivery to the Company of other Common Stock, duly endorsed for transfer to the Company, with aFair Market Value on the
date of delivery equal to the exercise price (or portion thereof) due for the number of shares being acquired, or by means of attestation whereby the
Granteeidentifiesfor delivery specific shares of Common Stock that have a Fair Market Value on the date of attestation equal to the exercise price
(or portion thereof) and receives anumber of shares of Common Stock equal to the difference between the number of shares thereby purchased and
the number of identified attestation shares of Common Stock (a“ Stock for Stock Exchange”); (B) a“cashless” exercise program established with a
broker, if such aprogramisin place; (C) by reduction in the number of shares of Common Stock otherwise deliverable upon exercise of such Option
with aFair Market Vaue equal to the aggregate exercise price at the time of exercise, or (D) in any other form of legal consideration that may be
acceptable to the Committee. The purchase price of Common Stock acquired pursuant to the Option that is paid by delivery (or attestation) to the
Company of other Common Stock acquired, directly or indirectly from the Company, shall be paid only by shares of the Common Stock of the
Company that have been held for more than six months (or such longer or shorter period of time required to avoid a charge to earnings for financial
accounting purposes). Notwithstanding the foregoing, during any period for which the Common Stock is publicly traded (i.e., the Common Stock is
listed on any established stock exchange or a national market system) an exercise by the Grantee that involves or may involve adirect or indirect
extension of credit or arrangement of an extension of credit by the Company, directly or indirectly, in violation of Section 402(a) of the Sarbanes-
Oxley Act (codified as Section 13(k) of the Exchange Act) shall be prohibited with respect to this award.

OTHER LIMITATIONS, REQUIREMENTS, PROTECTIONS, ETC. The Grantee shall be subject to all other terms and conditions relating to the
Option as set forth in the Employment Agreement, including but not limited to, the clawback and share holding
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requirements set forth in Section 4(a)(ii) therein. It isexpressly acknowledged and agreed that nothing in this Stock Option Agreement or the Plan
shall beinconsistent in amanner adverse to the Grantee with, or otherwise limit adversely to the Grantee, the express terms of the Employment
Agreement, and, in the case of any conflict between the Employment Agreement, on the one hand, and this Stock Option Agreement or the Plan, on
the other, the Employment Agreement shall control to the extent favorable to the Grantee. For purposes of the foregoing sentence, the
“Employment Agreement” excludes any attachments thereto of aform of stock option agreement, whether or not identical to this Stock Option
Agreement. Notwithstanding any provision hereof or of the Plan, any provision in the Plan giving the Company or any committee or other affiliate
thereof the right, authority or discretion to interpret this Stock Option Agreement shall be of no force or effect in respect of this Stock Option
Agreement.

TRANSFERABILITY. The Optionisnot transferable otherwise than by will or pursuant to the laws of descent and distribution, and is exercisable
during the Grantee' s lifetime only by the Grantee.

BINDING AGREEMENT. This Stock Option Agreement shall be binding upon and shall inure to the benefit of any successor or assign of the
Company, and, to the extent herein provided, shall be binding upon and inure to the benefit of the Grantee's beneficiary or legal representatives, as
they case may be.

ENTIRE AGREEMENT. This Stock Option Agreement, the Plan, and the Employment Agreement set forth the entire agreement of the partieswith
respect to the Option granted hereby and may not be changed orally but only by an instrument in writing signed by the party against whom
enforcement of any change, modification or extension is sought. (Without limiting any protection the Grantee may otherwise have, the Plan shall
not be amended in any way that adversely affects the Grantee or the Option without the prior written consent of the Grantee.)

ELECTRONIC DELIVERY AND SIGNATURES. The Company may, in its sole discretion, decide to deliver any documents related to the Option or
to participation in the Plan or to future options that may be granted under the Plan by electronic means or to request the Grantee’s consent to
participate in the Plan by electronic means. The Grantee hereby consents to receive such documents by electronic delivery and, if requested, to
agree to participate in the Plan through an on-line or electronic system established and maintained by the Company or another third party
designated by the Company. If the Company establishes procedures of an electronic signature system for delivery and acceptance of Plan
documents (including any Award Agreement like this Option), the Grantee hereby consents to such procedures and agrees that his or her electronic
signature is the same as, and shall have the same force and effect as, his or her manual signature.
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14.

WITHHOLDING OF TAX. To the extent that the exercise of the Option or the disposition of shares of Company’s Common Stock acquired by
exercise of the Option resultsin compensation income to the Grantee for federal or state income tax purposes, the Grantee shall pay to the Company
at the time of such exercise or disposition such amount of money or, if the Company so determines, shares of Common Stock, as the Company may
reguire to meet its obligation under applicable tax laws or regulations and, if the Grantee fails to do so, the Company is authorized to withhold from
any cash remuneration then or thereafter payable to the Grantee, any tax required to be withheld by reason of such resulting compensation income
or the Company may otherwise refuse to issue or transfer any shares otherwise required to beissued or transferred pursuant to the terms hereof.

ADJUSTMENTS/CHANGESIN CAPITALIZATION. Thisaward is subject to the adjustment provisions set forth in the Plan.

[SIGNATURE PAGE FOLLOWS]




Subject to Section 12 above, if the foregoing isin accordance with your understanding and approved by you, please so confirm by signing and
returning the duplicate of this Stock Option Agreement enclosed for that purpose.

CALPINE CORPORATION

By: /s William J. Patterson

William J. Patterson

The foregoing isin accordance with my understanding and is hereby confirmed and agreed to as of the Grant Date.

/sl W. Thaddeus Miller

W. Thaddeus Miller
Grantee




EXHIBIT B

FORM OF RELEASE AGREEMENT

THIS RELEASE AGREEMENT (the “ Release”) is made as of this day of , , by and between (“ Executive’) and
Calpine Corporation (the “ Company”).

1 FOR AND IN CONSIDERATION of the payments and benefits provided in the Employment Agreement between Executive and the Company dated
asof [ , 2008], (the “ Employment Agreement”), Executive, for himself and his successors and assigns, executors and
administrators, now and forever hereby releases and discharges the Company, together with all of its past and present parents, subsidiaries, and
affiliates, together with each of their officers, directors, stockholders, partners, employees, agents, representatives and attorneys, and each of their
subsidiaries, affiliates, estates, predecessors, successors, and assigns (hereinafter collectively referred to as the “ Releasees”) from any and all
rights, claims, charges, actions, causes of action, complaints, sums of money, suits, debts, covenants, contracts, agreements, promises, obligations,
damages, demands or liabilities of every kind whatsoever, in law or in equity, whether known or unknown, suspected or unsuspected (collectively,
“Claims") which Executive or Executive's executors, administrators, successors or assigns ever had, now has or may hereafter claim to have by
reason of any matter, cause or thing whatsoever: (i) arising from the beginning of time up to the date of the Release including, but not limited to (a)
any such Claimsrelating in any way to Executive's employment relationship with the Company or any of the Releasees, and (b) any such Claims
arising under any federal, local or state statute or regulation, including, without limitation, the Age Discrimination in Employment Act of 1967, as
amended by the Older Workers Benefit Protection Act, Title V11 of the Civil Rights Act of 1964, the Americans with Disabilities Act of 1990, the
Employee Retirement Income Security Act of 1974, and/or the applicable state law against discrimination, each as amended, (ii) the termination of
Executive' s employment rel ationship with the Company or any of the Releasees; (iii) arising under or relating to the Employment Agreement; (iv)
relating to wrongful employment termination; or (v) arising under or relating to any policy, agreement, understanding or promise, written or oral,
formal or informal, between the Company and any of the Releasees and Executive; provided, however, that notwithstanding the foregoing, nothing
contained in the Release shall in any way diminish or impair: (A) any rights Executive may have, from and after the date the Release is executed,
under Section 8 of the Employment Agreement; (B) any rights to indemnification or advancement that may exist from time to time under the
Company'’s certificate of incorporation or bylaws, or state law or under any policy or agreement (and, without limiting the foregoing, any and all
rights under Section 12(b) of the Employment Agreement); (C) any rights Executive may have to benefits under employee benefit plans or incentive
compensation plans of the Company in accordance with their terms; (D) Executive's ability to bring appropriate proceedings to enforce the Rel ease;
(E) any rights under the provisions of the Employment Agreement or the Stock




Option Agreement referred to therein which in accordance with their terms continue in effect or otherwise apply after the date hereof (including
without limitation rights under the gross-up provisions of the Employment Agreement and rights under Section 12(f) of the Employment
Agreement); or (F) any Claims Executive may have that cannot be waived under applicable law (collectively, the “ Excluded Claims’). Executive
further acknowledges and agrees that, except with respect to Excluded Claims, the Company and the Rel easees have fully satisfied any and all
obligations whatsoever owed to Executive arising out of Executive's employment with the Company or any of the Releasees, and that no further
payments or benefits are owed to Executive by the Company or any of the Rel easees.

Executive understands and agrees that, except for the Excluded Claims, Executive has knowingly relinquished, waived and forever released any and
al rightsto any personal recovery in any action or proceeding that may be commenced on Executive's behalf arising out of the aforesaid
employment relationship or the termination thereof, including, without limitation, claims for backpay, front pay, liquidated damages, compensatory
damages, general damages, special damages, punitive damages, exemplary damages, costs, expenses and attorneys' fees.

Executive acknowledges and agrees that Executive has been advised to consult with an attorney of Executive's choosing prior to signing the
Release. Executive understands and agrees that Executive has the right and has been given the opportunity to review the Release with an attorney
of Executive's choice should Executive so desire. Executive also agrees that Executive has entered into the Release freely and voluntarily. Executive
further acknowledges and agrees that Executive has had at least [twenty-one (21)] [forty-five (45)] calendar days to consider the Release, although
Executive may sign it sooner if Executive wishes. |n addition, once Executive has signed the Release, Executive shall have seven (7) additional days
from the date of execution to revoke Executive's consent and may do so by writing to: . The Release shall not be effective, and no
payments shall be due hereunder, until the eighth (8th) day after Executive shall have executed the Release and returned it to the Company,
assuming that Executive had not revoked Executive's consent to the Release prior to such date.

Itisunderstood and agreed by Executive that the payment made to Executive is not to be construed as an admission of any liability whatsoever on
the part of the Company or any of the other Releasees, by whom liability is expressly denied.

The Releaseis executed by Executive voluntarily and is not based upon any representations or statements of any kind made by the Company or any
of the other Rel easees as to the merits, legal liabilities or value of Executive's claims. Executive further acknowledges that Executive has had afull
and reasonable opportunity to consider the Release and that Executive has not been pressured or in any way coerced into executing the Rel ease.

The exclusive venue for any disputes arising hereunder shall be the state or federal courts located in the State of Delaware, and each of the parties
hereto irrevocably waives, to the fullest extent permitted by law, any objection which it may now or hereafter have to the




laying of the venue of any such proceeding brought in such a court and any claim that any such proceeding brought in such a court has been
brought in an inconvenient forum. Each of the parties hereto also agrees that any final and unappeal able judgment against a party hereto in
connection with any action, suit or other proceeding may be enforced in any court of competent jurisdiction, either within or outside of the United
States. A certified or exemplified copy of such award or judgment shall be conclusive evidence of the fact and amount of such award or judgment.

7. The Release and the rights and obligations of the parties hereto shall be governed and construed in accordance with the laws of the State of
Delaware. If any provision hereof isunenforceable or is held to be unenforceable, such provision shall be fully severable, and this document and its
terms shall be construed and enforced as if such unenforceable provision had never comprised a part hereof, the remaining provisions hereof shall
remain in full force and effect, and the court construing the provisions shall add as a part hereof a provision as similar in terms and effect to such
unenforceable provision as may be enforceable, in lieu of the unenforceable provision.

8. The Release shall inure to the benefit of and be binding upon the Company and its successors and assigns.

IN WITNESS WHEREOF, Executive and the Company have executed the Release as of the date and year first written above.

CALPINE CORPORATION EXECUTIVE



EXHIBIT 10.2.9

CALPINE CORPORATION

2008 CalpinelIncentive Plan

Effective Date

The 2008 Calpine Incentive Plan (the “CIP” or the “Plan”) is effective as of January 1, 2008.

Plan Purpose

The CIP is a key element of Calpine Corporation's ("Company") total compensation program and is designed to attract, motivate, retain and
reward eligible employees. The plan rewards eligible employees by allowing them to receive bonuses based upon both how well the Company
performs against certain financial objectives aswell as how the individual personally performs. In order for any bonuses to be earned and paid,

the Company must meet minimally acceptable performance targets. |If those targets are not met, no bonuses will be paid. If those targets are
met, then bonuses will be paid based on a combination of Company performance and individual performance.

Plan Eligibility
Participants eligible to participate in the Plan are defined in Exhibit A.

Bonus Pool Deter mination

The aggregate CIP bonus pool amount approved by the Compensation Committee of the Board of Directors (the “ Committee”), isdetermined in
the following steps:

1. Prior to the start of, or early in each performance period, the Company shall confirm the business/performance goals for the Company
("Corporate Goals") and/or for various departments ("Department Goals") for that period. The Corporate Goals and Department Goals for
the current performance period are attached hereto as Exhibit B.

2. During the fiscal quarter following the performance period (which is the entire calendar year), the Plan Administrator shall review how the
actual results for the period compared to the Corporate Goals and Department Goals for that period and determine the level of achievement
of the various goals, expressed as a percentage. As required, the Committee will review and approve, modify, adjust or cancel the
achievement in its sole discretion.




3. The sum each participant's "Annual Cash Bonus Target" which is each participant’s Target Percentage (described in Section V (1) below)
multiplied by his or her base salary, for the calendar year to which Corporate Goals and/or Department Goals (as defined in Section V(1)
above) and Individua Goals (as defined in Section V(4)) apply ("Base Salary"), establishes the target aggregate CIP bonus pool
("Aggregate Target CIP Bonus Pool").

4. The percentage of goal achievement shall be applied to the Aggregate Target CIP Bonus Pool, and may result in a final actual aggregate
CIP bonus pool ("Final Aggregate CIP Bonus Pool") greater than, or less than, the sum each participant's Annual Cash Bonus Target. As
a genera rule, the level of the Final Aggregate CIP Bonus Pool shall be consistent with the Company’s level of Corporate Goal and/or
Department Goals achievement.

Based upon the achievement of the Corporate Goals and/or Department Goals, the Committee may adjust the Aggregate Target CIP Bonus
Pool up or down based on unplanned circumstances or events.

Participant Bonus Deter mination

Although participant bonus determinations are completely at the discretion of the Plan Administrator and subject to the achievement of
Corporate Goals and/or Department Goals, many factors are taken into consideration in determining an individual participant’s earned bonus
under the Plan.

The bonus amount allocated to a participant ("Earned Bonus") is generally determined by the following factors:

1. Position —Each eligible position is associated with ajob code that is assigned a target percentage based on the level of responsibility and
market practices for the position ("Target Percentage"). The Target Percentage, which is based on market data and internal/Calpine
discretion (provided that a 16B officer's is based on market data and the discretion of the Board of Directors of Calpine), will be
communicated to each participant upon hire, placement in, or promotion to any CIP eligible position.

2. Base Salary — The amount of a participant's Base Salary earned in a CIP eligible position during a performance period is directly related to a
participant's Earned Bonus. The "Base Salary" for a participant shall be prorated for any partial service on account of disability, leaves,
promotions or any other position changes.

3. Company Performance— The level of Corporate Goal achievement and the resulting funding level as determined by the Committee and
described in Section 1V is onefactor used in determining a participant’s Earned Bonus.




4. Department Performance— Thelevel of a Department Goal achievement and the resulting funding level as determined by the Committee as
described in Section 1V is another factor in determining a participant's Earned Bonus.

5. Participant Job Performance— An additional component in calculating a participant's Earned Bonus is the attainment of specific individual
goals and objectives, which are established by the participant along with the participant's respective manager at the beginning of the
measurement period ("Individual Goals").

6. Corporate Initiatives— Each Plan year the Company will define several key corporate goals that participants can influence through their
performance. The 2008 corporateinitiatives are listed on Exhibit B.

7. Mix of Corporate Goals, Department Goals and Individual Goals— Earned Bonuses are determined based on a combination, or mix, of the
achievement of Corporate Goals, Department Goals, Corporate Initiatives and Individual Goals that is determined by Job Level, and is
included in Exhibits A and B attached hereto.

8. Other FactorsConsidered:

*  Foremost are Calpine’s overriding principles of ethical conduct and integrity. It isexpected that each participant will conduct Calpine's
business in an open and honest fashion and actions, and that decisions will represent the Company with honor and distinction in the
face of public scrutiny.

e Furthermore, a participant’s compliance with all applicable laws and Company policies, procedures and standards (including, but not
limited to, the Code of Conduct, the Risk Management Procedures Manual, the Antitrust Policy, the Safety and Health Policy, and the
Equal Employment Opportunity Policy) is an essential consideration in determining bonus eligibility and amount. In addition, a
participant’s Earned Bonus under the Plan may be adjusted for his or her individual performance and contribution, as determined by
the participant’s manager.

VI. Payment of Earned Bonus
Each Earned Bonus under the Plan will be cal culated based on attainment of goals and paid as follows:

*  Provided the Corporate Goals and/or Department Goals are achieved as set forth in Exhibit A, the Earned Bonus will be paid within 75 days
after the end of the Plan Y ear — December 31.




VII.

VIII.

e Participantsin the Transition Incentive Award program of the CIP: The CIP aso provides alimited number of awards to participants under
the Transition Incentive Provision (“Exhibit C"). These employees are engaged in activities such as asset sales, plant closings, etc. which
may, by the nature of the activity, result in the elimination of their jobs. Employees in this classification will be advised of their respective
participation based on criteriadetermined by the Company from timeto time.

* Inall cases, bonus payments will be subject to all applicable taxes and any applicable and appropriate deductions for garnishments, 401(k)
Retirement Savings Plan, and other deductions or withholdings.

Transfersand New Hires

In the event that a participant transfers from one position to another during the course of the performance period, or is anew hire, his’her Plan
bonus for the year will be calculated on a pro-rated basis to reflect the actual time spent in each position and the bonus target for each position
during the performance period. An employee hired between November 1 and December 31 is not eligible to participate in the CIP for the
calendar year in which he or she was hired.

Retirements, Disability, Death and Terminations

Except as provided below, participants are eligible to receive a bonus under this Plan provided they remain actively employed on the day bonus
payments are paid. Participantsin the Transition Incentive Award program of the CIP are exempt from this provision.

Notwithstanding the foregoing, in the event of a participant’s retirement (provided such participant qualified under the Company’sretirement
policy), long-term disability or death during a Plan year, his’/her Earned Bonus will be pro-rated to reflect the actual timein active service during
the Plan year. If a Plan participant dies, retires or becomes subject to long-term disability after the conclusion of a performance period, but prior
to the bonus payout for such period, he or she will still be eligible to receive the entire Earned Bonus under the Plan for such period.

Except as otherwise provided hereunder, any participant whose employment is terminated by the Company for any reason (including such
termination by the Company after a participant becomes eligible for retirement) or who voluntarily resigns (except for retirement) prior to the
Earned Bonus payout is not eligible to receive a bonus payment under such program.

Administration

The Plan will be administered by the Plan Administrator who shall be Calpine’s Chief Executive, or the Company officer designated by the Chief
Executive Officer from




Xl.

XII.

time to time (i.e., SVP Human Resources, etc.). The Plan Administrator shall have broad authority to interpret the terms and conditions of the
Plan, subject to the following decisions reserved for the Committee:

1. Asrequired, the approval of the Company’sfinancial and non-financial goals discussed in Section |V above; and

2. Interpretation of the Plan on any mattersin which the Chief Executive Officer or the Plan Administrator is not a disinterested party.
Furthermore, the Plan Administrator must approve any modifications, amendments, or adjustments to the Plan or any of its key provisions and
al bonus payments. In addition, all bonus payments under this Plan are subject to the review and the approval of the Chief Executive

Officer. Any decisions of the Plan Administrator in the interpretation of the Plan may be appealed in writing to the Committee. However, any
decision of the majority of the Committeeisfinal and binding on al parties.

Disputes

If a Plan participant disputes a bonus payment or the absence of a payment under such program, he or she must submit a claim in writing
describing the claim to the Plan Administrator. The Plan Administrator will respond to the claim within areasonable time. Any decisions of the
Plan Administrator may be appealed in writing to the Committee. However, any decision of a majority of the Committeeisfinal and binding on
all parties.

Discretion in Amendment/T ermination

Distribution and payout of all Earned Bonus amounts under the CIP are at the sole discretion of the Plan Administrator. The Plan Administrator
may at any time and for any reason, amend, alter, suspend or terminate this Plan, subject to the approval of the Committee. Any amendment,
supplement, or exception to this Plan must be in writing and will be communicated to all eligible participants. Likewise, any superseding
management incentive plan must be in writing and expressly state that it supersedes this Plan. The Committee may in its discretion suspend
any and all payments under the Plan.

No Employment Rights

Notwithstanding anything to the contrary herein, each Plan participant’s employment with the Company is and shall continue to be at-will. A
participant’s employment with the Company may be terminated at any time by the participant or the Company, with or without cause and with
or without notice, as permitted by law.




XIII.

XIV.

XV.

XVI.

Governing Law
The validity, interpretation, construction and performance of this Plan shall be governed in accordance with Texas law, except for its conflict of

laws provisions, unless a superseding federal law is applicable or, in the case of Canada, unless a superseding law under Canadian jurisdiction
isapplicable.

No Assignment
Without the written consent of the Plan Administrator, no participant may assign any right or obligation under this Plan to any other person or
entity. Notwithstanding the foregoing, the terms of this Plan and all rights of the participant hereunder shall inure to the benefit of, and be

enforceable by, the participant’s personal and legal representatives, executors, administrators, successors, heirs, distributes, devisees or
legatees.

Integration

This document and each exhibit hereto represent the entire agreement and understanding between the Company and the participantsin the Plan
as to the subject matter herein, and therefore supersede all prior or contemporaneous agreements, whether written or oral.

Sever ability

Theinvalidity of unenforceability of any provision or provisions of this Plan shall not affect the validity or enforceability of any other provision
hereof, which shall remain in full force and effect.




EXHIBIT A
2006
Calpinelncentive Plan — Eligible Participants

Power Operations, Central Operationsand Cor por ate Staff aslisted below

Participantsin the Calpine Incentive Plan (“CIP") will include employees at the following levels:

*  ExecutiveVice President

e  Senior Vice President

* VicePresident and equivalent

* Director and equivalent

* Managersand eguivalent

¢ Individual Contributors as determined by the Plan Administrator

Eligible participants will be notified by the Plan Administrator and will receive a plan document at the time they are nominated for participation.

I Earned Bonus and Annual Goals

The Earned Bonus will be determined upon attainment of the annual Corporate Goals and/or Department Goals as described in Exhibit B. Payout will occur
within 75 days after the end of the Plan year (12/31).

Participants' Earned Bonus will be determined by the achievement of Corporate Goals, Department Goals, Corporate Initiatives and Individual Goals.




EXHIBIT B
2006

Pool Funding and CIP Bonus Plan GoalgMeétrics

Pool Funding

Each plan participant has an Annual Cash Bonus Target that equal s the product of his/her Base Salary times the Target Percentage associated with
his/her job level (seetablein Exhibit A). The Aggregate Target CIP Bonus Pool equals the sum of the participants Annual Cash Bonus Targets.

Based upon results, the Bonus Pool may be adjusted upward or downward based on unplanned extra ordinary events.

* k k k %

Corporate Goal: The Company must meet a minimum threshold performance of at least 80 percent of budgeted EBITDAR in order for the CIP
program to be funded in 2008. For 2008, the budgeted EBITDAR target is $1.694 billion dollars. Eighty percent of this target is $1.355 billion. The
Corporate Goa will account for 50 percent of the Plan funding. To receive any funding for this half of the goal, the Company must achieve a
minimum of 90 percent of the budgeted EBITDAR, which equates to $1.524 billion. As previously noted, this number could be adjusted for
unplanned circumstances or events.

Departmental Goal: This will account for 50 percent of the Plan funding. A departmental expense budget was established for each CEO direct
report during the 2008 budget process. If a department exceeds its expense budget by more than 10 percent, the department will receive no funding
for this portion of the CIP program. If a department is over its expense budget but does not exceed the 10 percent above budget cap as previously
described, funding of this portion of the CIP will be reduced one percent for each percent the department's actual expense performance is above its
expense budget target. |f adepartment performs at or under budget, it will receive the full 50 percent funding for this portion of the Plan.




Department Goal Corporate Goal Result

Below 80 percent
budgeted EBITDAR Neither goal funded
Meet or below expense 90 percent or above
budget budgeted EBITDAR Both goals funded
proportionately
Meet or below expense Below 90 percent Department goal funded
budget budgeted EBITDAR proportionately

Exceeded expense budget by |90 percent or above
less than 10 percent budgeted EBITDAR Both goals funded
proportionately

Exceeded expense budget by 90 percent or above Corporate goal funded
more than 10 percent budgeted EBITDAR proportionately

With the exception of awards paid under the Transition Incentive program (Exhibit C) that may involve the elimination of a participant’s own position,
participants must be actively employed on the date of the payment of the Earned Bonusin order to receive payment.

* k k k %

Corporate Initiativesfor 2008

e The Company will work to improve cor porate fundamentals with emphasis on both corporate culture and cor porate operations. Using tools such
as ACE and SPRC, the Company will continue the cultural transformation that is under way. The Company will also focus on improved retention,
recruitment and training. The Company will also enhance its performance management reporting using such tools as dashboard snapshots of
performance as well as key performanceindices.

e The Company will work to improve performance above the 2008 business plan target of $1,239 million in gross profit. Calpine Commercial
Operations will be focusing on trading optimization and Cal pine Plant Operations will be focusing on improving efficiency and reliability.

e The Company will work to improve performance above the 2008 business plan EBITDAR of $1,694 billion and $19 million in cash flow. Key areas
of focus will include managing reorganization costs, reducing controllable expenses and managing construction projects to achieve on-time and on-
budget results.




EXHIBIT C
2006
Transition Incentive Plans

I'n connection with activities necessary to the successfully disposition of assets, closing of plants and similar activities designed to support the restructuring
of Calpine, there may be a number of employees who, by the nature of their activities, eliminate their respective jobs. The Transition Incentive Plans provide
aprogram that rewards these participants for their work in completing assignments and specific transactions that enhance Calpine’s value.

A. Transaction/Transition Bonus

To be paid to CIP eligible employees who are working on a specific assignment with a targeted end date. In the majority of cases, the completion of the
assignment will result in the affected employee’s lay-off. Generally, the Earned Bonus for an affected employee will be calculated based upon his’her Annual
Cash Bonus Target. Any Earned Bonus may be paid during the assignment or specific transaction, upon the assignment's or transaction's completion, or
both. The Transaction/Transition bonus is paid in lieu of a CIP bonus. An Earned Bonus shall be paid with 75 days of the assignment's or transaction's
completion.

Subject to a written agreement, an employee who voluntarily resigns or is terminated by the Company for any reason prior to successful completion of the
specified assignment will not be eligible for a Transaction/Transition bonus payout.

B. Construction Completion Bonus

To be paid to construction, engineering and commissioning employees at the level of Director and below (including designated employees who are not
eligible for the CIP) assigned to specific capital or construction projects. Each specified project will have a construction completion bonus pool assigned to
it. An Earned Bonus will be made on a discretionary basis by management based upon an employee’s contribution to that project. An Earned Bonus may be
paid during the project, upon completion of the construction project or both. Each Earned Bonus may be paid to employees who are no longer employed
with Calpine at the time the entire construction project is completed as long as management deems their services to have been satisfactorily completed and
no longer needed at some time prior to the project’s completion date.

Subject to a written agreement, an employee who voluntarily resigns or is terminated by the Company for any reason prior to completion of the construction
project will not be eligible for a Construction Completion Earned Bonus payout.
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EXHIBIT 31.1

CERTIFICATIONS
I, Jack A. Fusco, certify that:
1. | have reviewed this quarterly report on Form 10-Q of Calpine Corporation (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which thisreport is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles,

c¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by thisreport based on such evaluation; and

d) Disclosed in thisreport any change in the registrant’ sinternal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (theregistrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or isreasonably likely to materially affect, the
registrant’sinternal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’sinternal control over
financial reporting.

Date: November 7, 2008

/sl Jack A. Fusco
Jack A. Fusco
CHIEF EXECUTIVE OFFICER
CALPINE CORPORATION




EXHIBIT 31.2

CERTIFICATIONS
|, Zamir Rauf, certify that:
1. | have reviewed this quarterly report on Form 10-Q of Calpine Corporation (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which thisreport is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles,

c¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by thisreport based on such evaluation; and

d) Disclosed in thisreport any change in the registrant’ sinternal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (theregistrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or isreasonably likely to materially affect, the
registrant’sinternal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’sinternal control over
financial reporting.

Date: November 7, 2008

/9 Zamir Rauf
Zamir Rauf
INTERIM EXECUTIVE VICE PRESIDENT AND
INTERIM CHIEF FINANCIAL OFFICER
CALPINE CORPORATION




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Calpine Corporation (the “Company”) on Form 10-Q for the period ending September 30, 2008, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned does hereby certify, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge, based upon areview of the Report:

(2) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) Theinformation contained in the Report fairly presents, in all material respects, the financial condition and results of operation of the Company.

/s JACK A. FUSCO /sl ZAMIR RAUF

Jack A. Fusco Zamir Rauf

Chief Executive Officer Interim Executive Vice President and
Calpine Corporation Interim Chief Financial Officer

Calpine Corporation

Dated: November 7, 2008

A signed original of thiswritten statement required by Section 906 has been provided to Cal pine Corporation and will be retained by Calpine Corporation and
furnished to the Securities and Exchange Commission or its staff upon request.



