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INDEX

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 all 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:

*  Theuncertain length and severity of the current general financial and economic downturn and its impacts on our business including demand
for our power and steam products, the ability of our counterparties to perform under their contracts with us and the cost and availability of
capital and credit;

e Fluctuations in prices for commodities such as natural gas and power including the effects of fluctuations in liquidity and volatility in the
energy commodities marketsincluding our ability to hedge risks;

*  Theability of our customers, suppliers, service providers and other contractual counterparties to perform under their contracts with us;

e Our ability to manage our significant liquidity needs and to comply with covenants under our Exit Credit Facility and other existing financing
obligations;

*  Financial results that may be volatile and may not reflect historical trends due to, among other things, general economic and market conditions
outside of our control;

*  Our ability to attract and retain customers and counterparties, including suppliers and service providers, and to manage our customer and
counterparty exposure and credit risk, including our commaodity positions;

+  Competition, including risks associated with marketing and selling power in the evolving energy markets;

* Regulation in the marketsin which we participate and our ability to effectively respond to changesin laws and regulations or the interpretation
thereof including changing market rules and evolving federal, state and regional laws and regulations including those related to GHG
emissions,

* Natural disasters such as hurricanes, earthquakes and floods that may impact our power plants or the markets our power plants serve;

*  Seasonal fluctuations of our results and exposure to variations in weather patterns;

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

*  Our ability to attract, retain and motivate key employees,

*  Our ability to implement our new business plan and strategy;

* Risksrelated to our geothermal resources, including the adequacy of our steam reserves, unusual or unexpected steam field well and pipeline
mai ntenance reguirements and variables associated with the injection of waste water to the steam reservoir;

*  Present and possible future claims, litigation and enforcement actions, including our ability to complete the implementation of our Plan of
Reorganization;

e Theexpiration or termination of our PPAs and the related results on revenues;

* Risks associated with the operation, construction and development of power plants including unscheduled outages or delays and plant
efficiencies; and

»  Other risksidentified in this Report and our 2008 Form 10-K.

Y ou 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.

Where You Can Find Other Information

Wefileannual, 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 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 filed herewith, are accessible through the Internet at that website.




Our reports on Forms 10-K, 10-Q and 8-K, and amendments to those reports as well 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.cal pine.com. The content of our
website is not a part of this Report. Y ou 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, Texas 77002, attention: Investor Relations, telephone: (713) 830-8775. Wewill not send exhibits to the documents,
unless the exhibits are specifically requested and you pay our fee for duplication and delivery.




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 schedules, exhibits and attachments in each case as amended, restated, supplemented or otherwise modified to the date of

filing this Report.

ABBREVIATION

DEFINITION

2008 Form 10-K

Adjusted EBITDA

AOCI
ASC

Auburndale
Average availability

Average capacity factor (excluding
peakers)

Bankruptcy Code
Bankruptcy Courts
BLM

Bridge Facility

Btu
CAA
CaGen

Calpine Corporation’'s Annual Report on Form 10-K for the year ended December 31, 2008, filed with the SEC
on February 27, 2009, as amended by Amendment No. 1 thereto on Form 10-K/A, filed with the SEC on
March 31, 2009

EBITDA adjusted to remove the income effects of (a) non-cash losses on sales, dispositions or impairments
of assets, (b) any unrealized gains or losses and any non-cash realized gains or losses from accounting for
derivatives, (c) non-cash stock compensation expense, (d) operating lease expense, (€) non-cash gains and
losses from intercompany foreign currency trandations, (f) reorganization items, (g) major maintenance
expense, (h) gains or losses on the repurchase or extinguishment of debt and (i) any other extraordinary,
unusual or non-recurring income plus our net interest in the Adjusted EBITDA of our unconsolidated
investments

Accumulated Other Comprehensive Income

FASB Accounting Standards Codification, effective July 1, 2009, which summarizes all authoritative GAAP
into one source

Auburndale Holdings, LLC

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 unschedul ed outages

The average capacity factor (excluding peakers) is a measure of total actual generation as a percent of total
potential generation. It is calculated by dividing (a) total MWh generated by our power plants (excluding
peakers) by (b) the product of multiplying (i) the weighted average capacity during the period by (ii) the total
hours in the period. The weighted average capacity reflects the seasonally adjusted capacity of our plants
(except our mothballed plants) during the period, including any time the plants may not be operating due to
scheduled and unscheduled outages for maintenance and repair requirements or because we elect not to
generate when power prices are too low or natural gas prices are too high to operate profitably

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

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), ameasure of heat content
Federal Clean Air Act, United States Code Title 42, Chapter 85

Calpine Generating Company, LLC




ABBREVIATION

DEFINITION

CalGen Third Lien Debt

Calpine Equity Incentive Plans

Canadian Court

Canadian Debtors

Canadian Effective Date

CCAA

CCFC

CCFC Finance
CCFC Guarantors

CCFC New Notes

CCFC Old Notes

CCFC Refinancing

CCFC Term Loans

CCFCP
CCFCP Preferred Shares

CFR

CFTC

Channel Energy Center
Chapter 11

Cogeneration

Together, the $680,000,000 Third Priority Secured Floating Rate Notes Due 2011, issued by CaGen and
CalGen Finance Corp.; and the $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

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, Judicial District of Calgary

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

Companies Creditors Arrangement Act (Canada)

Calpine Construction Finance Company, L.P.

CCFC Finance Corp.

Hermiston Power LLC and Brazos Valley Energy LLC, wholly owned subsidiaries of CCFC

The $1.0 billion aggregate principal amount of 8.0% Senior Secured Notes due 2016 issued May 19, 2009, by
CCFC and CCFC Finance

The $415 million total aggregate principal amount of Second Priority Senior Secured Floating Rate Notes Due
2011 issued by CCFC and CCFC Finance, comprising $365 million aggregate principal amount issued
August 14, 2003, and $50 million aggregate principal amount issued September 25, 2003, and redeemed on
June 18, 2009

The issuance of the CCFC New Notes on May 19, 2009, pursuant to Rule 144A and Regulation S under the
Securities Act, and the related transactions including repayment of the CCFC Term Loans and the redemption
of the CCFC Old Notes and CCFCP Preferred Shares

The $385 million First Priority Senior Secured Institutional Term Loans due 2009 borrowed by CCFC under the
Credit and Guarantee Agreement, dated as of August 14, 2003, among CCFC, the guarantors party thereto,
and Goldman Sachs Credit Partners L.P., as sole lead arranger, sole bookrunner, administrative agent and
syndication agent, and repaid on May 19, 2009

CCFC Preferred Holdings, LLC

The $300 million of six-year redeemable preferred shares due 2011 issued by CCFCP and redeemed on or
before July 1, 2009

Code of Federal Regulations

U.S. Commodities Futures Trading Commission

Our 593 MW natural gas-fired cogeneration power plant located in Houston, Texas
Chapter 11 of the Bankruptcy Code

Using a portion or al of the steam generated in the power generating process to supply a customer with
steam for use in the customer’s operations




ABBREVIATION

DEFINITION

Commodity Collateral Revolver

Commodity expense

Commodity Margin

Commodity revenue

Company

Confirmation Order

Convertible Senior Notes

CPUC
Deer Park
DEIP

DIP

DIP Facility

EBITDA

Effective Date

Emergence Date Market Capitalization

EPA

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

The sum of our GAAP expenses from fuel expense, purchased power and natural gas expense, fuel
transportation expense, transmission expense and cash settlements from our marketing, hedging and
optimization activities that areincluded in our mark-to-market activity in fuel and purchased energy expense

Non-GAAP financial measure that includes power and steam revenues, capacity revenue, REC revenue and
expense, transmission revenue and expenses, fuel and purchased energy expense, and cash settlements from
our marketing, hedging and optimization activities that are included in mark-to-market activity, but excludes
the unrealized portion of our mark-to-market activity and other revenues

The sum of our GAAP revenues from power and steam sales, sales of purchased power and natural gas,
capacity revenue, REC revenue, transmission revenue, and cash settlements from our marketing, hedging and
optimization activities that areincluded in our mark-to-market activity in operating revenues

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

California Public Utilities Commission
Deer Park Energy Center Limited Partnership

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 the
Company, as borrower, certain of the Company’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

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

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

U.S. Environmental Protection Agency

vi




ABBREVIATION

DEFINITION

ERCOT
Exchange Act
Exit Credit Facility

Exit Facilities
FASB

FDIC

FERC

FIN

Fremont

FSP

GAAP

GE

Geysers Assets

GHG

Greenfield LP
Heat Rate(s)
Hillabee

IRC

IRS

Knock-in Facility

KWh
LIBOR
LSTC

Market Capitalization

Market Heat Rate(s)
MEIP

Metcalf

MMBtu

Electric Reliability Council of Texas
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

Federal Deposit Insurance Corporation

Federal Energy Regulatory Commission

FASB Interpretation

Fremont Energy Center, LLC

FASB Staff Position

Generally accepted accounting principlesin the United States
Genera Electric International, Inc.

Our geothermal power plant assets located in northern California consisting of 15 operating power plants
with 17 turbines and two plants not in operation

Greenhouse gas(es), primarily COZ, and including methane (CH 4), nitrous oxide (NZO), sulfur hexafluoride
(SFG), hydrofluorocarbons (HFCs) and perfluorocarbons (PFCs)

Greenfield Energy Centre LP

A measure of the amount of fuel required to produce a unit of power
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), ameasure of power produced
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

Theregional power price divided by the corresponding regional natural gas price

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

Metcalf Energy Center, LLC

Million Btu

Vii




ABBREVIATION

DEFINITION

MW

MWh

Ninth Circuit
NOL(s)
NYMEX

ocCl

OMEC

oTC

PCF

PCF 111
Petition Date
PG&E

Plan of Reorganization

PPA(s)

PUCT
REC
RGGI

RockGen

SDG&E

SDNY Court

SEC

Second Circuit
Second Priority Debt
Second Priority Notes

Securities Act
SFAS

SO,

Megawatt(s), ameasure of plant capacity
Megawatt hour(s), a measure of power produced
U.S. Court of Appealsfor the Ninth Circuit
Net operating loss(es)

New Y ork Mercantile Exchange

Other Comprehensive Income

Otay Mesa Energy Center, LLC
Over-the-Counter

Power Contract Financing, L.L.C.

Power Contract Financing I11, LLC
December 20, 2005

Pacific Gas & Electric Company

Debtors’ Sixth Amended Joint Plan of Reorganization Pursuant to Chapter 11 of the 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

Any term 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 abilateral agreement or awritten or
oral confirmation of a transaction between two parties to a master agreement, including sales related to a
tolling 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

Public Utility Commission of Texas
Renewable Energy Credit

Regional Greenhouse Gas Initiative

RockGen Energy LLC

San Diego Gas & Electric Company

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 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

viii




ABBREVIATION

DEFINITION

Spark spread(s)
Steam Adjusted Heat Rate

TCEQ
T™MG

Unsecured Senior Notes

us.
U.S. Bankruptcy Court
U.S. Debtors

VAR
VIE(S)
Whitby

The difference between the sales price of power per MWh and the cost of fuel to produce it

The adjusted Heat Rate for our natural gas-fired power plants, excluding peakers, calculated by dividing (a)
the fuel consumed in Btu reduced by the net equivalent Btu in steam exported to athird party by (b) the KWh
generated. Steam Adjusted Heat Rate is a measure of fuel efficiency, so the lower our Steam Adjusted Heat
Rate, the lower our cost of generation

Texas Commission on Environmental Quality
Turbine Maintenance Group

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 have filed voluntary petitions for
reorganization under Chapter 11 of the Bankruptcy Code in the U.S. Bankruptcy Court, which matters are
being jointly administered in the U.S. Bankruptcy Court under the caption In re Calpine Corporation, et al.,
Case No. 05-60200 (BRL)

Vaue-at-risk
Variableinterest entity(ies)

Whitby Cogeneration Limited Partnership




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 $40 and $42
Inventory

Margin deposits and other prepaid expense
Restricted cash, current

Current derivative assets

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

Current liabilities:

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 derivative liabilities
Other long-term liabilities
Total liabilities

Commitments and contingencies (see Note 12)
Stockholders’ equity:

Preferred stock, $.001 par value per share; 100,000,000 shares authorized; none issued and outstanding at June 30,

2009, and December 31, 2008

Common stock, $.001 par value per share; 1,400,000,000 shares authorized; 432,412,629 shares issued and
432,112,939 shares outstanding at June 30, 2009; 429,025,057 shares issued and 428,960,025 shares outstanding at

December 31, 2008
Treasury stock, at cost, 299,690 shares at June 30, 2009, and 65,032 shares at December 31, 2008
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss

Total Calpine stockholders' equity
Noncontrolling interest

Total stockholders' equity

Total liabilities and stockholders' equity

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

June 30,
2009

December 31,

2008

(in millions, except

share and per share amounts)

$ 1482 $ 1,657
822 850

17 163

590 776

484 337

3,361 3,653

58 64

6,968 7,500

11,760 11,908

50 166

204 144

387 404

606 616

$ 19975 $ 20,738
$ 588 $ 574
59 85

634 716

3231 3,799

6 5

223 437

4,741 5,616

9,955 9,756

93 93

479 698

209 203

15,477 16,366

1 1

) ()

12,240 12,217

(7,735) (7,689)

® (158)

4,498 4,370

— 2

4,498 4,372

$ 19975 $ 20,738




CALPINE CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

Operating revenues

Cost of revenue:
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
Income from unconsolidated investments in power plants
Other operating expense

Income from operations
Interest expense
Interest (income)
Debt extinguishment costs
Other (income) expense, net

Income (loss) before reorgani zation items and income taxes
Reorganization items

Income (loss) before income taxes
Income tax expense

Net income (loss)
Add: Net |oss attributabl e to the noncontrolling interest
Net income (loss) attributable to Calpine

Basic earnings (loss) per common share:

Weighted average shares of common stock outstanding (in thousands)
Net income (loss) per common share attributable to Calpine — basic $

Diluted earnings (l0ss) per common share:

Weighted average shares of common stock outstanding (in thousands)
Net income (loss) per common share attributable to Calpine — diluted $

The accompanying notes are an integral part of these

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(in millions, except share and per share amounts)

$ 1471 $ 2828 $ 3148 $ 4,779
922 2,008 1,937 3,613

210 206 458 438

113 108 222 219

20 30 43 62

1,265 2,352 2,660 4,332

206 476 488 447

48 48 93 96
(23) (16) (40) (13)

6 11 9 13

175 433 426 351

207 206 417 625
(@) (14) (10) (27)

33 6 33 13
— ©) 4 @)
(62) 240 (18) (258)
3 18 6 (261)

(64) 222 (24) 3

15 25 24 20

(79) 197 (48) (17)

1 — 2 —

$ (78) $ 197 $ (46) $ (17)
485,675 485,004 485,560 485,002

(0.16) $ 041 $ (0.09) $ (0.04)

485,675 485,732 485,560 485,002

(0.16) $ 041 $ (0.09) $ (0.04)

Consolidated Condensed Financial Statements.




CALPINE CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

(Unaudited)
Six Months Ended June 30,
2009 2008
(in millions)
Cash flows from operating activities:
Net loss $ (48) $ 17
Adjustmentsto reconcile net |oss to net cash used in operating activities:
Depreciation and amortization expense (1) 268 280
Debt extinguishment costs 7 7
Deferred income taxes 26 85
Loss on disposal of assets, excluding reorganization items 20 6
Mark-to-market activity, net (23) 63
Income from unconsolidated investments in power plants (40) (13)
Stock-based compensation expense 22 19
Reorganization items — (322
Other 1 —
Change in operating assets and liabilities:
Accounts receivable 29 (246)
Derivative instruments (257) (255)
Other assets 173 (246)
Accounts payable, LSTC and accrued expenses (23) 382
Other liabilities (191) (329)
Net cash used in operating activities (36) (586)
Cash flows from investing activities:
Purchases of property, plant and equipment 97) (79)
Disposals of property, plant and equipment — 11
Proceeds from sale of power plants, turbines and investments — 398
Cash acquired due to reconsolidation of Canadian Debtors and other foreign entities — 64
Contributions to unconsolidated investments (8) 9)
Return of investment from unconsolidated investment — 24
(Increase) decrease in restricted cash (31) 56
Other (1) 4
Net cash provided by (used in) investing activities (137) 469
Cash flows from financing activities:
Repayments of notes payable (54) (49
Repayments of project financing (843) (229)
Borrowings from project financing 1,027 356
Repayments of DIP Facility — (113)
Borrowings under Exit Facilities — 3,473
Repayments on Exit Facilities (30) (855)
Repayments on Second Priority Debt — (3,672)
Repayments on capital leases (31) (26)
Redemptions of preferred interests (41) (159)
Financing costs (29) (187)
Derivative contracts classified as financing activities — 34
Other (1) (1)
Net cash used in financing activities (2) (1,428)
Net decrease in cash and cash equivalents (175) (1,545)
Cash and cash equivalents, beginning of period 1,657 1,915
Cash and cash equivalents, end of period $ 1482 $ 370

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




CONSOLIDATED CONDENSED STATEMENTSOF CASH FLOWS— (Continued)

(Unaudited)
Six Months Ended June 30,
2009 2008
Cash paid (received) during the period for:
Interest, net of amounts capitalized $ 398 $ 634
Income taxes $ 2 3 15
Reorganization items included in operating activities, net $ 6 $ 109
Reorganization items included in investing activities, net $ — % (414)
Supplemental disclosure of non-cash investing and financing activities:
Settlement of commodity contract with project financing $ 9 $ —
Changein capital expendituresincluded in accounts payable $ — 3 (6)
Settlement of L STC through issuance of reorganized Cal pine Corporation common stock $ — 3 5,200
DIP Facility borrowings converted into exit financing under the Exit Facilities $ — 3 3,872
Settlement of Convertible Senior Notes and Unsecured Senior Notes with reorganized Cal pine Corporation common
stock $ — $ 3,703
Q) Includes depreciation and amortization that is also recorded in sales, general and other administrative expense and interest expense on our

Consolidated Condensed Statements of Operations.

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




CALPINE CORPORATION AND SUBSIDIARIES

NOTESTO CONSOL IDATED CONDENSED FINANCIAL STATEMENTS
June 30, 2009
(Unaudited)

1. Basisof Presentation and Summary of Significant Accounting Poalicies

We are an independent whol esal e power generation company engaged in the ownership and operation of natural gas-fired and geothermal power
plants in North America. We have a significant presence in the major competitive power markets in the U.S., including California and Texas. We sell
wholesale power, steam, capacity, renewable energy credits and ancillary services to our customers, including industrial companies, retail power
providers, utilities, municipalities, independent electric system operators, marketers and others. We engage in the purchase of natural gas as fuel for our
power plants and in related natural gas transportation and storage transactions, and in the purchase of electric transmission rights to deliver power to our
customers. We also enter into natural gas and power, commodity and financial derivative transactions to economically hedge our business risks and
optimize our portfolio of power plants.

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 regulations 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, 2008, included in our 2008 Form 10-K. The results for interim periods are not
necessarily indicative of the results for the entire year primarily due to seasonal fluctuationsin our revenues, major maintenance expenses and volatility of
commodity prices.

During the period January 1, 2008, through January 31, 2008, 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. In accordance with Financial Reporting by Entities in
Reorganization under the Bankruptcy Code prescribed by GAAP, 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. See Note 11
for further discussion of our Plan of Reorganization.

Canadian Subsidiaries— Asaresult 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
proceedings in ajurisdiction other than that of the U.S. Debtors' Chapter 11 casesresulted in aloss of the elements of control necessary for consolidation
and we fully impaired our investment in our Canadian Debtors and other foreign entities. On February 8, 2008, the Canadian Effective Date, the Canadian
Court ordered and declared that the CCAA proceedings 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. As a result, 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 $133 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 $62 million) to $0 on the Canadian Effective Date and recorded the $71 million balance of the excess as a gain in
reorgani zation items on our 2008 Consolidated Statement of Operations.

Equity Method Investments — We use the equity method of accounting to record our net interest in OMEC, a VIE where we have determined
that we are not the primary beneficiary, Greenfield LP, a joint venture interest and Whitby, a less-than-mgjority-owned company in which we exercise
significant influence over operating and financial policies. Our share of
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net income (loss) is calculated according to our equity ownership or according to the terms of the applicable partnership agreement. See Note 3 for further
discussion of our VIEs and unconsolidated investments.

Reclassifications— Certain reclassifications have been made to our December 31, 2008 Consolidated Condensed Balance Sheet, our
Consolidated Condensed Statements of Operations for the three and six months ended June 30, 2008, and our Consolidated Condensed Statement of Cash
Flows for the six months ended June 30, 2008, to conform to the current period presentation. Our reclassifications are summarized as follows:

¢ We adopted the new accounting requirements under GAAP for noncontrolling interests in consolidated financial statements effective
January 1, 2009, and accordingly have reclassified minority interest as “noncontrolling interest,” a component of Stockholders' Equity, on our
Consolidated Condensed Balance Sheets and included “net loss attributable to the noncontrolling interest” as a separate component on our
Consolidated Condensed Statements of Operations. See “New Accounting Requirements and Disclosures’ for afurther discussion regarding
this requirement.

e Our (income) loss from unconsolidated investments in power plants was previously included within other operating expense, but is now
included as a separate line item on our Consolidated Condensed Statements of Operations.

*  We have reclassified certain amounts within our cash flows used in operating activities on our Consolidated Condensed Statement of Cash
Flows for the six months ended June 30, 2008, to separately state non-cash debt extinguishment costs previously reflected in changesin other
assets and unrealized mark-to-market activity previously reflected in our changes in derivative instruments, in order to conform to our current
period presentation.

Use of Estimates in Preparation of Financial Statements— The preparation of financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses and related disclosures
included in the Consolidated Condensed Financial Statements. Actual results could differ from those estimates.

Fair Value of Financial Instruments— The carrying values of accounts receivable, accounts payable and other receivables and payables
approximate their respective fair values due to their short-term maturities. See Note 6 for disclosures regarding the fair value of our debt instruments.

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 or other
obligationsissued or guaranteed by the U.S. government or its agencies. Additionally, we actively monitor the credit risk of our receivable and derivative
counterparties. Our accounts and notes receivable are concentrated within entities engaged in the energy industry, mainly within the U.S. We generally
have not collected collateral for accounts receivable from utilities and end-user customers; however, we may require collateral in the future. For financial
and commodity counterparties, we eval uate the net accounts receivable, accounts payable and fair value of commodity contracts and may require security
deposits, cash margin or letters of credit to be posted if our exposure reaches acertain level.

Cash and Cash Equivalents— We consider al highly liquid investments with an original maturity of three months or less to be cash
equivalents. We have certain project finance facilities and |ease agreements that establish segregated cash accounts which have been pledged as security
in favor of the lenders under 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 June 30, 2009, and December 31, 2008, we had cash and cash equivalents of $454 million and
$296 million, respectively, that were 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 |ease agreements or
other operating agreements. These amounts are held by depository banks in order to comply with the contractual provisions requiring reserves for
payments such as for debt service, rent, major maintenance and debt repurchases or with applicable regulatory requirements. Funds that can be used to
satisfy obligations due during the next 12 months are classified as current restricted cash, with the remainder classified as non-current restricted cash.
Restricted cash isgenerally
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invested in accounts earning market rates; therefore, the carrying value approximates fair value. Such cash is excluded from cash and cash equivalentsin
the Consolidated Condensed Balance Sheets and Statements of Cash Flows.

The table below represents the components of our restricted cash as of June 30, 2009, and December 31, 2008 (in millions):

June 30, 2009 December 31, 2008
Current Non-Current Total Current Non-Current Total

Debt service $ 202 $ 25 $ 27 $ 102 $ 121 % 223
Rent reserve 17 — 17 34 — 34
Construction/major maintenance 76 16 92 72 18 Q0
Security/project 103 1 104 96 1 97
Collateralized letters of credit and other
credit support 51 — 51 7 1 8
Other 35 8 43 26 25 51

Total $ 484 % 5 $ 534 $ 337 $ 166 $ 503

Income Taxes— As of June 30, 2009, our federal income tax reporting group is comprised primarily of two groups, CCFC and its subsidiaries,
which we refer to as the CCFC group, and Calpine Corporation and its subsidiaries other than CCFC, which we refer to as the Calpine group. Thisisdueto
the issuance of the CCFCP Preferred Shares in 2005, which resulted in the deconsolidation of the CCFC group for income tax purposes. As of June 30,
2009, the CCFC group does not have a valuation allowance recorded against its deferred tax assets, whereas the Calpine group continues to have a
valuation allowance. For the three and six months ended June 30, 2009, we used the effective rate method to determine both our CCFC and Calpine groups
tax provision; however, our income tax rates did not bear a customary relationship to statutory income tax rates as a result of the impact of state income
taxes, changes in unrecognized tax benefits, the Calpine group valuation allowance, and intraperiod tax allocations as discussed below. For the three and
six months ended June 30, 2008, we determined that the effective rate method for computing the Calpine group tax provision did not provide meaningful
results because of the uncertainty in reliably estimating our 2008 annual effective tax rate. As aresult, we calculated our tax provision for the three and six
months ended June 30, 2008, based on an actual, or discrete, method. Under this method, we determined the Cal pine group tax expense based upon actual
results asif the interim period were an annual period. For the three and six months ended June 30, 2008, the CCFC group utilized the effective rate method
to determine its income tax expense. Under both of these methods, our imputed tax rate was (23)% and 11% for the three months ended June 30, 2009 and
2008, respectively, and (100)% and 667% for the six months ended June 30, 2009 and 2008, respectively. Our consolidated income tax expense was $15
million and $25 million for the three months ended June 30, 2009 and 2008, respectively, and $24 million and $20 million for the six months ended June 30,
2009 and 2008, respectively. In accordance with intraperiod tax allocation provisions, our income tax expense (benefit) included $14 million and $(2) million
for the three months ended June 30, 2009 and 2008, respectively, and $27 million and $(2) million for the six months ended June 30, 2009 and 2008,
respectively, on our Consolidated Condensed Statements of Operations, with an offsetting tax benefit to OCI.

GAAP requires that we consider all available evidence, both positive and negative, and tax planning strategies to determine whether, based on
the weight of that evidence, a valuation allowance is needed. Future redlization 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 alowance on certain federal, state and foreign tax jurisdiction deferred tax assets of the Calpine
group 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. Projected
future income from reversals of existing taxable temporary differences and tax planning strategies allowed a larger portion of the deferred tax assets to be
offset against deferred tax liabilities resulting in asignificant release of previously recorded valuation allowance.

As of June 30, 2009, we had unrecognized tax benefits of $97 million. If recognized, $48 million of our unrecognized tax benefits could impact the
annual effective tax rate and $49 million related to deferred tax assets could be offset against the recorded valuation allowance within the next 12 months.
We also had accrued interest and penalties of $18 million for income tax matters as of June 30, 2009, and if recognized, could also impact the annual
effective tax rate. The amount of unrecognized tax benefits increased by $7 million for the six months ended June 30, 2009, primarily as a result of an
increase of approximately $9 million for withholding taxes and reductions of approximately $2 million due to settlements with various state taxing
authorities. We believe it is reasonably possible that a decrease of up to $6 million in unrecognized tax benefits could occur within the next 12 months
primarily related to penalties and interest for federal and foreign tax filings aswell as state tax liabilities as aresult of settlements with the tax authorities.




Under federal income tax law, our NOL carryforwards can be utilized to reduce future taxable income subject to certain limitations, including if we
were to undergo an ownership change as defined by the IRC. We experienced an ownership change on the Effective Date as aresult of the cancellation of
our old common stock and the distribution of our new common stock pursuant to the Plan of Reorganization. However, this ownership change and
resulting annual limitations are not expected to result in the expiration of our NOL carryforwards if we are able to generate sufficient future taxable income
within the carryforward periods. 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 immediately prior to the ownership change, our ability to utilize the NOL carryforwards may be significantly
limited.

To prevent the risk of loss of our ability to utilize our tax NOL carryforwards, our amended and restated certificate of incorporation permits our
Board of Directors to meet to determine whether to impose certain transfer restrictions on our common stock in the following circumstances: if, prior to
February 1, 2013, our Market Capitalization declines by at least 35% from our Emergence Date Market Capitalization of approximately $8.6 billion (in each
case, as defined in and calculated pursuant to our amended and restated certificate of incorporation) and at least 25 percentage points of shift in
ownership has occurred with respect to our equity for purposes of Section 382 of the IRC. As of the filing of this Report, our Market Capitalization decline
threshold exceeds the 35% limit discussed above; however, our shift in ownership is approximately 15% and both circumstances are not met. Accordingly,
the transfer restrictions are not currently operative but could become operative in the future if both of the foregoing events were to occur together and our
Board of Directors were to elect to impose them. 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.

We have filed a registration statement on Form S-3 registering the resale of the common stock held by two groups of related holders of our
common stock that collectively owned approximately 42% of our common stock at June 30, 2009, which permits them to sell alarge portion of their shares
of common stock without being subject to the “trickle out” or other restrictions of Rule 144 under the Securities Act. If these shareholders sought to sell
all of their remaining registered shares within a short period of time, pursuant to the Form S-3 or otherwise, it would result in ashift in ownership of greater
than 25 percentage points and our Board of Directors could elect to impose certain trading restrictions on our common stock as described above.

We remain subject to various audits and reviews by state taxing authorities; however, we do not expect these will have a material effect on our
tax provision. Any NOLs we claim in future years to reduce taxable income could be subject to IRS examination regardless of when the NOLs occurred.
Due to significant NOLs, any adjustment of state returns or federal returns from 2007 and forward would likely result in areduction of deferred tax assets
rather than a cash payment of income taxes.

New Accounting Requirementsand Disclosures

Accounting Standards Codification and GAAP Hierarchy —In June 2009, FASB issued SFAS No. 168, “The FASB Accounting Standards
Codification and the Hierarchy of Generally Accepted Accounting Principles,” which supersedes SFAS No. 162, “The Hierarchy of Generally Accepted
Accounting Principles’ and makes the ASC the single official source of authoritative, nongovernmental GAAP. FASB's purpose in implementing the ASC
isto simplify GAAP, without change, by consolidating the numerous accounting rules into logically organized topics. All other literature not included in
the ASC will be considered non-authoritative. For ease of reference by public companies, the ASC also includes relevant authoritative content issued by
the SEC, aswell as selected SEC Staff interpretations and administrative guidance. The ASC will be effective for all interim and annual periods ending after
September 15, 2009, and will not have any impact on our future results of operations, financial condition or cash flows as it does not represent new
accounting literature or requirements; however, it will change our references to authoritative GAAP sources for our accounting policies, presentation and
disclosuresin futurefilings.

Fair Value Measurements— In September 2006, FASB issued SFAS No. 157, “Fair Value Measurements,” which became effective for fiscal
years beginning after November 15, 2007, and for interim periods within those years. SFAS No. 157 defines fair value, establishes a framework 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. We adopted SFAS No. 157 on January 1, 2008, for
financial assets and liabilities that are recognized or disclosed at fair value in the financia statements on a recurring basis (at least annually). In
February 2008, the effective date of SFAS No. 157, was deferred for non-financial assets and liabilities until fiscal yearsand
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interim periods beginning after November 15, 2008. Accordingly, we adopted SFAS No. 157 as of January 1, 2009, with respect to non-financial assets and
non-financial liabilities, which did not have a material effect on our results of operations, financial position or cash flows; however, adoption may impact
measurements of asset impairments and asset retirement obligationsif they occur in the future.

Determining Fair Value in Inactive Markets — In April 2009, FASB issued FSP No. FAS 157-4, “Determining Fair Vaue When the Volume and
Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly,” which appliesto all fair
value measurements when appropriate. Among other things, FSP No. FAS 157-4:

+ affirmsthat the objective of fair value, when the market for an asset is not active, isthe price that would be received in asale of the asset in an
orderly transaction;

+ clarifies certain factors and includes additional factors for determining whether there has been a significant decrease in market activity for an
asset when the market for that asset is not active;

e provides that a transaction for an asset or liability may not be presumed to be distressed (not orderly) simply because there has been a
significant decrease in the volume and level of activity for the asset or liability, rather, a company must determine whether a transaction is not
orderly based on the weight of the evidence, and includes a non-exclusive list of the evidence that may indicate that a transaction is not
orderly; and

* requires disclosure in interim and annual periods of the inputs and valuation techniques used to measure fair value and any change in
valuation technique (and the related inputs) resulting from the application of the FSP, including quantification of its effects, if practicable.

FSP No. FAS 157-4 must be applied prospectively and retrospective application is not permitted. FSP No. FAS 157-4 is effective for interim and
annual periods ending after June 15, 2009. We adopted this standard as of June 30, 2009. Adoption of this standard resulted in a clarification of existing
accounting guidance with no change to our accounting policies and had no effect on our results of operations, cash flows or financial position. See
Note 7 for disclosure of our fair value measurements.

Interim Disclosures About Fair Value of Financial Instruments— In April 2009, FASB issued FSP No. FAS107-1 and APB 28-1, “Interim
Disclosures about Fair Value of Financial Instruments.” FSP No. FAS 107-1 and APB 28-1 amends FASB Statement No. 107, “ Disclosures about Fair Value
of Financia Instruments,” as well as APB Opinion No. 28, “Interim Financial Reporting,” to require disclosures about fair value of financial instrumentsin
interim financial statements as well asin annual financia statements. FSP No. FAS 107-1 and APB 28-1 is effective for interim and annual periods ending
after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. We adopted this standard as of June 30, 2009. Adoption of this
standard resulted in the addition of interim disclosures of the fair values of our financial instruments, which previously had only been required annually.
Adoption of this standard resulted in no change to our accounting policies and had no effect on our results of operations, cash flows or financial
position. See Note 6 for disclosure of the fair value of our debt.

Business Combinations— In December 2007, FASB issued SFAS No. 141(R), “Business Combinations,” which replaces SFAS No. 141 and
establishes principles and requirements for how the acquirer in a business combination recognizes and measuresin itsfinancial 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. In April 2009, FASB issued FSP No. FAS 141(R)-1, “ Accounting for Assets
Acquired and Liabilities Assumed in a Business Combination That Arises from Contingencies,” which amends and clarifies SFAS No. 141(R) on initial
recognition and measurement, subsequent measurement and accounting, and disclosure of assets and liabilities arising from contingencies in a business
combination. SFAS No. 141(R) and FSP No. FAS 141(R)-1 are effective as of the beginning of an entity’sfiscal year that begins after December 15, 2008,
with early adoption prohibited. We adopted SFAS No. 141(R) and FSP No. FAS 141(R)-1 effective January 1, 2009. Adoption of these standards did not
have amaterial effect on our results of operations, cash flows or financial position.

Noncontrolling Interests in Consolidated Financial Statements — In December 2007, FASB issued SFAS No. 160, “Noncontrolling 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 attributabl e to the parent and to the noncontrolling
interest, and changesin aparent’s
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ownership interest while the parent retains its controlling financial interest in its subsidiary. In addition, SFAS No. 160 establishes principles for valuation
of retained noncontrolling equity investments and measurement of gain or loss when a subsidiary is deconsolidated. SFAS No. 160 also establishes
disclosure requirementsto clearly identify and distinguish between interests of the parent and the interests of the noncontrolling owners. SFAS No. 160 is
effective for fiscal years and interim periods beginning after December 15, 2008, with early adoption prohibited. We adopted SFAS No. 160 as of January 1,
2009, which did not have a material impact on our results of operations, financial position or cash flows, however, adoption did result in the
reclassification of minority interest to noncontrolling interest on our Consolidated Condensed Balance Sheets and Statements of Operations.

Disclosures About Derivative Instruments and Hedging Activities— 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’s financial 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. We adopted
SFAS No. 161 as of January 1, 2009. Adoption of this standard resulted in additional disclosures related to our derivatives and hedging activities
including additional disclosures regarding our objectives for entering into derivative transactions, increased balance sheet and financial performance
disclosures, volume information and credit enhancement disclosures. See Note 8 for our derivative disclosures.

Disclosures About Credit Derivatives and Certain Guarantees— In September 2008, FASB issued FSP No. FAS133-1 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.” This FSP requires enhanced disclosures for credit derivatives and certain guarantees about
the potential adverse effects of changes in credit risk, financial position, financial performance and cash flows of an entity selling credit derivatives. FSP
No. FAS 133-1 and FIN 45-4 is effective for fiscal years and interim periods beginning after November 15, 2008, with early adoption encouraged. FSP No.
FAS 133-1 and FIN 45-4 requires enhanced disclosures specific to credit derivatives and certain guarantees. We adopted FSP No. FAS 133-1 and FIN 45-4
as of January 1, 2009. Currently, we do not have instruments that meet the requirements for additional disclosure, and adoption of this standard did not
have any impact on our results of operations, cash flows or financial position.

Subsequent Events— In May 2009, FASB issued SFAS No. 165, “ Subsequent Events,” which establishes general standards of accounting for
and disclosure of events that occur after the balance sheet date but before financial statements are issued or are available to be issued. This standard is
effective for interim and annual financial periods ending after June 15, 2009, and shall be applied prospectively. This standard does not change the
accounting for subsequent events; but does require disclosure of the date an entity has evaluated subsequent events. We adopted SFAS No. 165
effective for the three and six month periods ended June 30, 2009, which had no impact on our results of operations, financial condition or cash flows. We
have eval uated subsequent events through July 30, 2009.

Consolidation of Variable Interest Entities— In June 2009, FASB issued SFAS No. 167, an amendment of FIN 46(R), “ Consolidation of Variable
Interest Entities.” SFAS No. 167 amends FIN 46(R) to replace standards for determining which enterprise has a controlling financial interest in a VIE and
amends guidance in FIN 46(R) for determining whether an entity is a VIE. This statement also adds reconsideration events for determining whether an
entity is a VIE and requires ongoing reassessment of which entity is determined to be the VIE's primary beneficiary. In addition, SFAS No. 167 requires
enhanced disclosures about the enterprise’s involvement in a VIE and nullifies FSP 140-4 and FIN 46(R)-8, “Disclosures by Public Entities (Enterprises)
about Transfers of Financial Assets and Interests in Variable Interest Entities.” SFAS No. 167 is effective for interim and annual periods beginning after
November 15, 2009, with earlier application prohibited. We are currently assessing the future impact this statement will have on our results of operations,
financial position or cash flows. See Note 3 for adiscussion of our VIESs.

10




INDEX

2. Property, Plant and Equipment, Net

As of June 30, 2009, and December 31, 2008, the components of property, plant and equipment are stated at cost less accumul ated depreciation as
follows (in millions):

June 30, 2009 December 31, 2008

Buildings, machinery and equipment $ 13370 $ 13,360
Geothermal properties 1,018 979
Other 257 258

14,645 14,597
Less: Accumulated depreciation (3,134) (2,932)

11,511 11,665
Land 76 76
Construction in progress 173 167
Property, plant and equipment, net $ 11,760 $ 11,908

We are in the process of reviewing our accounting policies related to depreciation including our estimates of useful lives to determine if other
depreciation methods allowed under GAAP may be preferable (i.e. changing certain assets from composite depreciation to component depreciation). If, as
aresult of our review and upon the completion of a depreciable life study currently underway, we determine that another depreciation method is preferred
under GAAP, we may change our accounting policies to the more preferred method as appropriate and anticipate that we would account for any such
change on a prospective basis as a change in estimate in accordance with GAAP. At this time, we are unable to determine if a change to another GAAP
depreciation method is preferred and, if preferred, the impact these changes could have on our future financial statements. However, such changes, if any,
could be material.

3. Variablelnterest Entitiesand Unconsolidated | nvestments

We consolidate al VIEswhere we are the primary beneficiary. This determination is made at the inception of our involvement with the VIE and, in
accordance with GAAP, is updated only in response to a reconsideration event. Beginning on January 1, 2010, new accounting requirements will require
us to perform an ongoing reassessment of whether we continue to be the primary beneficiary. We consider both qualitative and quantitative factors to
form a conclusion as to whether we, or another interest holder, absorbs a majority of the entity’s risk of expected |osses, receives amagjority of the entity’s
potential for expected residual returns, or both. Our consolidated VIEs are aggregated into the following classificationsin order of priority:

+  Consolidated VIEs with a Purchase Option — Certain of our subsidiaries have PPAs or other agreements that provide third parties the option
to purchase power plant assets, an equity interest, or a portion of the future cash flows generated from an asset. For these VIES, we
determined at the time we entered into the contractual arrangement that consolidation was appropriate because exercise of the option was
considered unlikely or would not provide the mgjority of the risk or reward from the project.

+ Consolidated Subsidiaries with Project Debt — Certain of our subsidiaries have project debt that contains provisions which we have
determined create variability. We retain ownership and absorb the full risk of loss and potential for reward once the project debt ispaidin full.
Actions by the lender to assume control of collateral can occur only under limited circumstances such as upon the occurrence of an event of
default, which we have determined to be unlikely. Accordingly, we are the primary beneficiary of these VIEs. See Note 6 for further information
regarding our project debt and Note 1 for information regarding our restricted cash balances.

*  Consolidated Subsidiaries with PPAs— Certain of our 100% owned subsidiaries have PPAs that are deemed to be a form of subordinated
financial support and thus constitute a VIE. For al such VIEs we have determined that we are the primary beneficiary as we retain the primary
risk of loss over the life of the project.

e Other Consolidated VIEs— Our other consolidated VIEs primarily consist of monetized assets secured by financing. For each of these

arrangements we are the primary beneficiary as we retain both the primary risk of loss and potential for reward associated with the assets of
the subsidiary.
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The table below details the assets and liabilities (excluding intercompany balances which are eliminated in consolidation) for our VIEs, combined
by VIE classification, that are included in our Consolidated Condensed Balance Sheets as of June 30, 2009, and December 31, 2008 (in millions):

Condensed Combined VIE Assetsand Liabilities

June 30, 2009

Purchase
Options Project Debt PPAs Other
Assets:
Current assets $ 263 $ 542 $ 108 $ 209
Restricted cash, net of current portion 11 13 17 —
Property, plant and equipment, net 2,622 3,129 1,322 —
Other assets 82 62 13 —
Total assets(1) $ 2978 $ 3746 3 1460 $ 209
Liabilities:
Current liabilities $ 133 % 361 $ 3 3 223
L ong-term debt 1,132 1,958 9 —
Long-term derivative liabilities 7 6 — —
Other liabilities 10 11 9 —
Total liabilitiesy) $ 1282 $ 2336 $ 51 3 223
December 31, 2008
Purchase
Options Project Debt PPAs Other
Assets:
Current assets $ 224 $ 369 $ 152 % 103
Restricted cash, net of current portion 3 16 27 111
Property, plant and equipment, net 2,863 2,438 1413 —
Other assets 94 32 7 4
Total assets(1) $ 3184 $ 2855 $ 1599 $ 218
Liabilities:
Current liabilities $ 204 $ 412 3% 3 3 142
Long-term debt 1,413 1,313 58 131
Long-term derivative liabilities 11 14 — —
Other liabilities 10 5 9 —
Total liabilitiesy) $ 1638 $ 1744 $ 100 $ 273

(1) The assets and liabilities listed above for our VIES with purchase options may not be indicative of our risk of loss. Some of the assets and
liabilities above include VIEs where the sale options are held by us, some are for only a minority interest, some are effective only upon the
occurrence of an event of default and some are only for aportion of aVIE'stotal assetsand liabilities.

Unconsolidated VI Es and | nvestments

We do not consolidate OMEC, a VIE where we have determined that we are not the primary beneficiary. We also have ajoint venture interest in
Greenfield LP and a less-than-majority equity interest in Whitby where we do not have control and therefore do not consolidate. We account for these
entities under the equity method of accounting and include our net equity interest in investments on our Consolidated Condensed Balance Sheets as we
exercise significant influence over operating and financial policies. Our equity interest in the net income from our unconsolidated VIE, joint venture and
equity interest isrecorded in income from unconsolidated investmentsin power plants on anet basis.
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At June 30, 2009, and December 31, 2008, our equity method investments included on our Consolidated Condensed Balance Sheets were
comprised of the following (in millions):

Owner ship
Interest as of
June 30, 2009  June 30, 2009  December 31, 2008
OMEC 100% $ 135 % 98
Greenfield LP 50% 67 46
Whitby 50% 2 —
Total investments $ 204 $ 144

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. OMEC has a ten-year tolling agreement with SDG& E. We do not consolidate
OMEC as aresult of aput option held by OMEC to sell the Otay Mesa Energy Center for $280 million to SDG& E, and a call option held by SDG& E to buy
the Otay Mesa Energy Center for $377 million at the end of the agreement. We determined SDG&E has a greater variability of risk compared to us and we
are not the primary beneficiary.

OMEC has a $377 million non-recourse project finance facility structured as a construction loan, which converts to a term loan upon commercial
operation of Otay Mesa Energy Center, and maturesin April 2019. Borrowings under the project finance facility areinitially priced at LIBOR plus 1.5%. We
contributed $4 million and $8 million during the three and six months ended June 30, 2009, respectively, and $9 million for both the three and six months
ended June 30, 2008, as an additional investment in OMEC.

Greenfield LP — Greenfield LP is a limited partnership between certain subsidiaries of ours and of Mitsui & Co., Ltd., which operates the
Greenfield Energy Centre, a 1,005 MW natural gas-fired power plant in Ontario, Canada. We and Mitsui & Co., Ltd. each hold a50% interest in Greenfield
LP. Greenfield LP holds an 18-year term |oan in the amount of Can$648 million. Borrowings under the project finance facility areinitially priced at Canadian
LIBOR plus 1.2% or Canadian prime rate plus 0.2%.

Whitby — Represents our 50% investment in Whitby held by our Canadian subsidiaries, which were reconsolidated on the Canadian Effective
Date.

RockGen — During thefirst quarter of 2008, we deconsolidated RockGen and subsequently reconsolidated RockGen in December 2008.

The following details our (income) loss and distributions from unconsolidated investments in power plants for the three and six months ended
June 30, 2009 and 2008 (in millions):

Three Months Ended June 30,

2009 2008 2009 2008
(Income) Loss from Unconsolidated
|nvestmentsin Power Plants Distributions
OMEC $ (16) $ (15 $ — $ =
Greenfield LP (5) 2 — —
RockGen — (1) —
Whitby (2) (2) —
Total $ (23) $ (16) $ —

13




Six Months Ended June 30,

2009 2008 2009 2008
(Income) L oss from Unconsolidated
Investmentsin Power Plants Distributions
OMEC $ (26) $ (15 $ —  $ =
Greenfield LP (10) 8 — 24
RockGen — 4) — —
Whitby (4) (2) 2 —
Total $ (400 $ (13) $ 2 $ 24

Our risk of loss related to our unconsolidated VIEsis limited to our investment balance and our construction cost and operational risk related to
OMEC. The debt on the books of our unconsolidated investments is not reflected on our Consolidated Condensed Balance Sheets. As of June 30, 2009,
and December 31, 2008, equity method investee debt was approximately $777 million and $697 million, respectively. Based on our pro rata share of each of
the investments, our share of such debt would be approximately $547 million and $477 million as of June 30, 2009, and December 31, 2008, respectively. All
such debt is non-recourse to us.

Inland Empire Energy Center Put and Call Options— We hold a call option to purchase the Inland Empire Energy Center development project
(a 775 MW natural gas-fired power plant located in California) from GE that may be exercised between years 7 and 14 of the life of the power plant. GE
holds a put option whereby they can require us to purchase the power plant, if certain plant performance criteria are met during year 15 of the life of the
power plant. We determined that we were not the primary beneficiary of the Inland Empire power plant as we do not absorb the majority of the risk of loss
associated with the project due to factors including, but not limited to, the fact that GE will manage and fully fund the construction of the power plant, as
well as manage and operate the power plant after the power plant reaches commercial operations. Additionally, if we purchase the power plant under the
call or put options, GE will continue to provide critical plant maintenance services throughout the remaining estimated useful life of the power plant.

Significant Subsidiary — OMEC and Greenfield L P meet the criteria of a significant subsidiary as defined under SEC guidelines, based upon the
relationship of our equity income from our investment in these subsidiaries to our consolidated net income before income taxes. The Condensed
Statements of Operations for OMEC and Greenfield LP for the three and six months ended June 30, 2009 and 2008, are set forth below (in millions):

OMEC
Condensed Statements of Operations
Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008

Revenues $ — 3 — 3 = @ —
Operating expenses 1 — 2 —
L oss from operations (@) — 2 —
Interest income(1) (22) (15) (33) (15)
Other (income) expense, net 5 — 5 —
Net income $ 16 $ 15 $ 26 $ 15

1) Interest income is the result of unrealized mark-to-market gains from an interest rate swap contract.
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Greenfield LP
Condensed Statements of Oper ations
Three Months Ended June 30, Six Months Ended June 30,
2009 2008(1) 2009 2008(1)

Revenues $ 3 % — $ 103 $ —
Operating expenses 28 3 73 3
Income (loss) from operations 15 3 30 3)
Interest (income) expense 7 (1) 11 1)
Other (income) expense, net (2) (1) (1) 1
Net income (l0ss) $ 10 $ 1 $ 20 $ (3)

(1)  Greenfield LP began commercia operations on October 17, 2008.
4. Asset Sales

On February 14, 2008, we compl eted 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 by
CER Generation LLC of certain liabilities. We recorded a pre-tax gain of approximately $63 million in reorganization items on our Consolidated Condensed
Statement of Operationsfor the six months ended June 30, 2008.

On March 5, 2008, we completed the sale of substantially 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 by First
Energy Generation Corp. of certain liabilities. We recorded a pre-tax gain of approximately $136 million in reorganization items on our Consolidated
Condensed Statement of Operations for the six months ended June 30, 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.

5. Comprehensive Income (L 0ss)

Comprehensive income (loss) includes our net income (loss), unrealized gains and losses from derivative instruments, net of tax that qualify as
cash flow hedges, our share 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 (loss) during the three and six months
ended June 30, 2009 and 2008 (in millions):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
Net income (loss) $ (79) $ 197 $ (48) $ 17
Other comprehensive income (10ss):
Gain (loss) on cash flow hedges before reclassification adjustment for cash
flow hedgesrealized in net income (10ss) 108 (168) 310 (572)
Reclassification adjustment for cash flow hedges realized in net income (l0ss) (118) 12 (185) 22
Foreign currency translation gain (l0ss) 3 — 1 (6)
Income tax benefit (expense) 14 (4 27 (4)
Total comprehensiveincome (l0ss) $ (712) $ 37 $ 105 $ (577)
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6. Debt
Our debt at June 30, 2009, and December 31, 2008, was as follows (in millions):

June 30, 2009 December 31, 2008

Exit Credit Facility $ 6,615 $ 6,645
Commodity Collateral Revolver 100 100
Project financing 1,614 1,525
CCFC New Notes 956 —
CCFC Old Notes and CCFC Term Loans — 778
Preferred interests 294 335
Notes payable and other borrowings 305 356
Capital lease obligations 705 733
Total debt 10,589 10,472
Less: Current maturities 634 716
Debt, net of current portion $ 9,955 $ 9,756

Exit Credit Facility — As of June 30, 2009, and December 31, 2008, our primary debt facility was the Exit Credit Facility. The Exit Credit Facility
includes approximately $6.0 billion of senior secured term loans, a$1.0 billion senior secured revolver, and the ability, subject to market conditions, 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.

As of June 30, 2009, under the Exit Credit Facility we had approximately $5.9 hillion outstanding under the term loan facilities, $725 million
outstanding under the revolver and $220 million of letters of credit issued against the revolver. Borrowings under the Exit Credit Facility bear interest at a
floating rate, at our option, of 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 origina principal amount of the term loan. The Exit Credit Facility matures 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. 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 restrictions, including limiting our ability to, among 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 liens to secure debt;

consolidate or merge with another entity, or allow one of our subsidiariesto 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 Calpine Corporation;

make capital expenditures beyond specified limits;

engage in certain business activities; and

acquire power plants or other businesses.

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

CCFC Refinancing— On May 19, 2009, CCFC and CCFC Finance issued $1.0 billion in aggregate principal amount of CCFC New Notes in a

private placement. Interest on the CCFC New Notes accrues at the rate of 8.0% per annum and is payable semi-annually in arrears on each June 1 and
December 1, commencing on December 1, 2009. The CCFC New Notes
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which mature on June 1, 2016, are guaranteed by two of CCFC's subsidiaries. The CCFC New Notes and the related guarantees are secured, subject to
certain exceptions and permitted liens, by all real and persona property of CCFC and CCFC's material subsidiaries (including the CCFC Guarantors),
consisting primarily of six natural gas power plants as well as the equity interests in CCFC and the CCFC Guarantors. The net proceeds received of $939
million, together with CCFC cash on hand of $271 million, were used to:

*  repay the $364 million outstanding under the CCFC Term Loans on May 19, 2009;

+  redeem the $415 million outstanding principal amount of CCFC Old Notes on June 18, 2009;

+  distribute $327 million to CCFC’s indirect parent, CCFCP, which was used by CCFCP to redeem its $300 million CCFCP Preferred Shares on or
before July 1, 2009; and

* ineach case, pay any interest, prepayment penalties and other amounts due through the date of such repayment or redemption.

In connection with the CCFC Refinancing, we recorded $33 million in debt extinguishment costs for the three and six months ended June 30, 2009,
from the write-off of unamortized deferred financing costs and unamortized debt discount of $7 million and prepayment penalties of $24 million related to
the CCFC Old Notes, and $2 million related to the CCFCP Preferred Shares redeemed on or before June 30, 2009. These items are recorded in debt
extinguishment costs on our Consolidated Condensed Statements of Operations for the three and six months ended June 30, 2009. We also recorded
approximately $21 million in new deferred financing costs on our Consolidated Condensed Balance Sheet at June 30, 2009.

We offered early redemption prior to July 1, 2009, to each holder of the CCFCP Preferred Shares. As of June 30, 2009, $36 million of the CCFCP
Preferred Shares had been redeemed. The remaining $264 million is reported as debt, current portion on our Consolidated Condensed Balance Sheet. This
balance was redeemed on July 1, 2009, and we recorded an additional $15 million in debt extinguishment costs related to prepayment penalties and the
write-off of unamortized deferred financing costs on July 1, 2009.

Other Financing Activities— On January 21, 2009, Deer Park, our indirect wholly owned subsidiary, closed on $156 million of senior secured
credit facilities, which include a $150 million term facility and a $6 million letter of credit facility. Proceeds received were used to settle an existing
commodity contract of approximately $79 million, pay financing and legal fees of approximately $8 million and fund approximately $22 million in restricted
cash. The remainder was distributed to Calpine Corporation for general corporate purposes. The senior term loan facility matures on January 21, 2012, and
bearsinterest of LIBOR plus 3.5% or base rate plus 2.5% at Deer Park’s option.

Letter of Credit Facilities— The table below represents amounts outstanding under our letter of credit facilities as of June 30, 2009, and
December 31, 2008 (in millions):

June 30, 2009 December 31, 2008

Exit Credit Facility $ 220 $ 259
Calpine Development Holdings, Inc. 148 148
Knock-in Facility(@) — 50
Various project financing facilities 98 99

Total $ 466 $ 556

2) The Knock-in Facility matured on June 30, 2009, and is no longer available.
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Fair Value of Debt

We did not elect to apply the alternative GAAP provisions of the fair value option for recording financial assets and financial liabilities. We
record our debt instruments based on contractual terms, net of any applicable premium or discount. We measured the fair value of our debt instruments as
of June 30, 2009, and December 31, 2008, using market information including credit default swap rates and historical default information, quoted market
prices or dealer quotes for the identical liability when traded as an asset and discounted cash flow analyses based on our current borrowing rates for
similar types of borrowing arrangements. The following table details the fair values and carrying values of our debt instruments as of June 30, 2009, and
December 31, 2008 (in millions):

June 30, 2009 December 31, 2008

Fair Value Carrying Value Fair Value Carrying Value

Exit Credit Facility $ 5954 $ 6,615 $ 4812 $ 6,645
Commaodity Collateral Revolver 90 100 85 100
Project financing 1,559 1,614 1,420 1,525
CCFC New Notes 963 956 — —
CCFC Old Notes and CCFC Term Loans — — 727 778
Preferred interests 294 294 305 335
Notes payable and other borrowings 285 305 330 356
Total $ 9145 $ 9884 $ 7679 $ 9,739

7. Fair Value M easur ements

Derivatives—We enter into a variety of derivative instruments including both exchange traded and OTC power and natural gas forwards,
options, instruments that settle on power price to natural gas price relationships (Heat Rate swaps and options) and interest rate swaps.

Our level 1 fair value derivative instruments primarily consist of natural gas futures and options traded on the NY MEX.

Our level 2 fair value derivative instruments primarily consist of our interest rate swaps and our OTC power and natural gas forwards where
market data for pricing inputsis 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 value derivative instruments primarily consist of our OTC power and natural gas 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-devel oped 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 fair value
measurement and include in level 3 al of those whose fair value is based on significant unobservable inputs.

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 inputs in the valuation technique. These inputs can be readily
observable, market corroborated or generally unobservable. The market data obtained from broker pricing servicesis evaluated to determine the nature of
the guotes obtained and, where accepted as a reliable 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.
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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, changing
interest rates and our own credit rating. Prices for power and natural gas are volatile, which can result in material changes in the fair value measurements
reported in our financial statementsin the future.

The fair value of our derivatives includes consideration of the credit standing of the counterparties involved and the impact of credit
enhancements, if any. We have also recorded credit reservesin the determination of fair value based on our expectation of how market participants would
determine fair value. Such valuation adjustments are generally based on market evidence, if available, or our best estimate.

Margin Deposits — Our margin deposits are cash and cash equivalents and are generally classified within level 1 of the fair value hierarchy as
the amounts approximate fair value.
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The following tables present our financial assets and liabilities that were accounted for at fair value on arecurring basis as of June 30, 2009, and
December 31, 2008, by level within the fair value hierarchy. 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 June 30, 2009

Level 1 Level 2 Level 3 Total
(in millions)
Assets:
Commodity derivatives $ 2872 3% 728 $ 148 $ 3,748
Interest rate derivatives — — — —
Total derivative assets 2,872 728 148 3,748
Cash equivalents(®) 1,525 — — 1,525
Margin deposits( 476 — — 476
Total $ 4873 $ 728 $ 148 $ 5,749
Liabilities:
Commodity derivatives $ 2837 $ 453 % 57 $ 3,347
Interest rate derivatives — 363 — 363
Total derivative liabilities 2,837 816 57 3,710
Margin deposits held by us posted by our counterparties 2 — — 2
Total $ 2839 $ 816 $ 57 $ 3,712
Recurring Fair Value M easures at Fair Value as of December 31, 2008
Level 1 Level 2 Level 3 Total
(in millions)
Assets:
Commodity derivatives $ 3263 $ 634 $ 160 $ 4,057
Interest rate derivatives — — — —
Total derivative assets 3,263 634 160 4,057
Cash equivalents(®) 2,092 — — 2,092
Margin deposits(® 653 — — 653
Total $ 6,008 $ 634 $ 160 $ 6,802
Liabilities:
Commodity derivatives $ 3515 $ 475  $ 5 $ 4,045
Interest rate derivatives — 452 — 452
Total derivative liabilities 3,515 927 55 4,497
Margin deposits held by us posted by our counterparties2 169 — — 169
Total $ 3684 $ 927 $ 5 $ 4,666
@) 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 Sheets. As of June 30, 2009, and December 31, 2008, we had cash equivaents of $1,094 million and $1,597
million included in cash and cash equivalents and $431 million and $495 million included in restricted cash, respectively.

2 Margin deposits and margin deposits held by us posted by our counterparties represent cash collateral paid between our counterparties and us
to support our commaodity 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 level 1 or 2, as well as positions that
have been realized during the quarter. Certain of our level 3 balances qualify for hedge accounting for which any unrealized gains and losses are recorded
in OCI. Gains and losses for level 3 balances that 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 derivatives classified aslevel 3in the fair value hierarchy for
the three and six months ended June 30, 2009 and 2008 (in millions):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
Balance, beginning of period $ 114 $ (560) $ 105 $ (23)
Realized and unrealized gains (losses):
Included in net income (loss)@ 4) 107 11 (153)
Included in OCI 5 (470) 18 (955)
Purchases, issuances and settlements, net (13) 119 (26) 248
Transfersin and/or out of level 32 (11) 155 (17) 234
Balance, end of period $ 91 $ (649 $ 91 §$ (649)
Changein unrealized gains and (losses) relating to
instruments still held as of June 30, 2009 and 2008 $ 4o % 1070 $ 110 $ (157)®
Q) Includes $(1) million and $3 million recorded in operating revenues (for power contracts and Heat Rate swaps and options) and $(3) million and $8

million recorded in fuel and purchased energy expense (for natural gas contracts) for the three and six months ended June 30, 2009, respectively,
and includes $3 million and $(174) million recorded in operating revenues (for power contracts and Heat Rate swaps and options) and $104 million
and $21 million recorded in fuel and purchased energy expense (for natural gas contracts) for the three and six months ended June 30, 2008,
respectively, as shown on our Consolidated Condensed Statements of Operations.

2 We transfer amounts among levels of the fair value hierarchy as of the end of each period.
3) Includes $(201) million recorded in operating revenues (for power contracts and Heat Rate swaps and options) and $44 million recorded in fuel

and purchased energy expense (for natural gas contracts), as shown on our Consolidated Condensed Statement of Operations for the six months
ended June 30, 2008.
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8. Derivative Instrumentsand Collateral

The table below reflects the amounts that are recorded as derivative assets and liabilities on our Consolidated Condensed Balance Sheets at
June 30, 2009, and December 31, 2008, for our derivative instruments (in millions):

June 30, 2009

Total
Interest Rate Commodity Derivative
Swaps Instruments |nstruments
Current derivative assets $ — $ 3361 $ 3,361
Long-term derivative assets — 387 387
Total derivative assets $ — $ 3,748 $ 3,748
Current derivative liabilities $ 214 $ 3017 $ 3,231
Long-term derivative liabilities 149 330 479
Total derivative liabilities 3 363 $ 3347 $ 3,710
Net derivative assets (liabilities) $ (363) $ 401 $ 38
December 31, 2008
Total
Interest Rate Commodity Derivative
Swaps Instruments Instruments

Current derivative assets $ — 3653 $ 3,653
Long-term derivative assets — 404 404
Total derivative assets $ — % 4057 $ 4,057
Current derivative liabilities $ 179 % 3620 $ 3,799
Long-term derivative liabilities 273 425 698
Total derivative liabilities $ 452 % 4045 3% 4,497
Net derivative assets (liabilities) $ (452) $ 12 3 (440)

We adopted the new accounting requirements related to disclosures about derivative instruments and hedging activities as of January 1, 2009,
which require enhanced disclosures about an entity’s derivative and hedging activities to enable investors to better understand their effects on the
entity’s financia position, financial performance, and cash flows as well as qualitative disclosures about our fair value amounts of gains and losses
associated with derivative instruments and disclosures about credit-risk-related contingent features in derivative agreements.

Commodity Instruments— We are susceptible to changes in prices for the purchase and sale of power, natural gas and other energy
commodities. We utilize derivatives, which include physical commodity contracts and financial commodity instruments such as swaps and options and
NYMEX contracts to attempt to maximize the risk-adjusted returns by economically hedging a portion of the commodity price risk associated with our
assets. These transactions primarily act as fair value and cash flow hedges. By entering into these transactions, we are able to economically hedge a
portion of our spark spread at pre-determined generation and price levels.

Interest Rate Swaps — A significant portion of our debt isindexed to base rates, primarily LIBOR. We utilize interest rate swaps to adjust the mix
between fixed and floating rate debt to hedge our interest rate risk for potential adverse changes in interest rates. These transactions act as economic
hedges for our interest cash flow.

As of June 30, 2009, the maximum length of our PPAs extend until 24 years into the future and the maximum length of time over which we were
hedging using commodity and interest rate derivative instruments was 4 and 17 years, respectively.

Accounting for Derivative | nstruments

We recognize all derivative instruments that qualify for derivative accounting treatment as either assets or liabilities and measure those
instruments at fair value unless they qualify for and we elect the normal purchases or normal sales exemption. Revenues derived from these instruments
that qualify for hedge accounting are recorded on a net basis in the period that the hedged item is recognized in earnings. Hedge accounting requires us
to formally document, designate and assess the effectiveness of transactions that receive hedge accounting. We present the cash flows from our
derivativesin the

22




INDEX

same category as the item being hedged within operating activities on our Consolidated Condensed Statements of Cash Flows unless they contain an
other-than-insignificant financing element in which case their cash flows are classified within financing activities.

Cash Flow Hedges— We report the effective portion of the unrealized gain or loss on a derivative instrument designated and qualifying as a
cash flow hedging instrument as a component of OCI and reclassify such gains and losses into earnings in the same period during which the hedged
forecasted transaction affects earnings. Gains and losses due to ineffectiveness on commodity hedging instruments are included in unrealized mark-to-
market gains and losses and are recognized currently in earnings as a component of operating revenues (for power contracts), fuel and purchased energy
expense (for natural gas contracts) and interest expense (for interest rate swaps). If it is determined that the forecasted transaction is no longer probable of
occurring, then hedge accounting will be discontinued prospectively and the associated gain or loss previously deferred in OCI is reclassified into current
income. If the hedging instrument is terminated or de-designated prior to the occurrence of the hedged forecasted transaction, the gain or loss associated
with the hedge instrument remains deferred in OCI until such time as the forecasted transaction impacts earnings, or until it is determined that the
forecasted transaction is no longer probable of occurring.

Fair Value Hedges— Changesin fair value of derivatives designated as fair value hedges and the corresponding changesin the fair value of the
hedged risk attributable to a recognized asset or liability, or unrecognized firm commitment is recorded in earnings. If the fair value hedge is effective, the
amounts recorded will offset in earnings. If the underlying asset, liability or firm commitment being hedged is disposed of or otherwise terminated, the gain
or loss associated with the underlying hedged item is recognized currently in earnings. If the hedging instrument is terminated or de-designated prior to
the settlement of the hedged asset, liability or firm commitment, the carrying amount of the hedged item is adjusted by any gain or loss from the hedging
instrument and remains until the hedged item isrecognized in earnings.

Derivatives Not Designated as Hedging Instruments — Along with our portfolio of hedging transactions, we enter into power, natural gas and
interest rate transactions that primarily act as economic hedges to our asset portfolio, but either do not qualify as hedges under hedge accounting criteria
guidelines or qualify under the hedge accounting guidelines and the hedge accounting designation has not been elected, such as commodity options
transactions and instruments that settle on power price to natural gas price relationships (Heat Rate swaps and options). Changes in fair value of
derivatives not designated as hedging instruments are recognized currently in earnings as a component of operating revenues (for power contracts and
Heat Rate swaps and options), fuel and purchased energy expense (for natural gas contracts) and interest expense (for interest rate swaps).

23




INDEX

Derivatives I ncluded on Our Consolidated Condensed Balance Sheet

The following table presents the fair values and locations of our net derivative instruments recorded in our Consolidated Condensed Balance
Sheet at June 30, 2009 (in millions):

Fair Value Fair Value
of Derivative of Derivative

) bl e2)
Derivatives designated as cash flow hedging instruments:

Interest rate swaps $ — 3 346
Commodity instruments 626 171
Total derivatives designated as cash flow hedging instruments $ 626 $ 517

Derivatives designated in fair value hedging relationships:

Commodity instruments, hedging instrument $ — 3 42
Commodity instruments, hedged item 42 —
Total derivatives designated in fair value hedging relationships $ 2 $ 42

Derivatives not designated as hedging instruments:

Interest rate swaps $ — 3 17
Commodity instruments 3,080 3,134
Total derivatives not designated as hedging instruments $ 3080 $ 3,151
Total derivatives $ 3748 3% 3,710

1) Included in derivative assets on our Consolidated Condensed Balance Sheet as of June 30, 2009.
2 Included in derivative liabilities on our Consolidated Condensed Balance Sheet as of June 30, 2009.

We execute forward physical and financial commodity purchase and sales agreements to hedge our exposure to underlying commodity risk.
Through hedging and optimization activities it is not uncommon for us to purchase and sell forward natural gas and power in both the physical and
financial markets. As of June 30, 2009, the net forward notional buy (sell) position of our outstanding commodity and interest rate swap contracts that do
not qualify under the normal purchases or normal sales exemption are as follows (in millions):

Notional

Derivative I nstruments VVolumes
Power (MWh) (62)
Natura gas (MMBtu) 113
Interest rate swaps $ 7,105

Certain of our derivative instruments contain credit-contingent provisions that require us to maintain our current credit rating or higher from each
of the magjor credit rating agencies. If our credit rating were to be downgraded, it could require us to post additional collateral or could potentially allow our
counterparty to request immediate, full settlement on certain derivative instruments in liability positions. The aggregate fair value of our derivative
liahilities with credit-contingent provisions as of June 30, 2009, was $112 million for which we have posted collateral of $55 million from margin deposits or
granted additional first priority liens on the assets currently subject to first priority liens under our Exit Credit Facility. However, if our credit rating were
downgraded by one rating level, we estimate that any additional collateral would not be material and that no counterparty could request immediate, full
settlement.

Derivatives Included on Our Consolidated Condensed Statements of Operations, OCI and AOCI
Changes in the fair values of our derivative instruments (both assets and liabilities) are reflected either in cash for option premiums paid or

collected, in OCI, net of tax for the effective portion of derivative instruments which qualify for cash flow hedge accounting treatment, or on our
Consolidated Condensed Statements of Operations as a component of mark-to-market activity within our net income (loss).
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The table below details the components of our total mark-to-market activity which includes the realized and unrealized gains (losses) recognized
from our derivative instruments not designated as hedging instruments and the ineffectiveness related to our hedging instruments and where they are
recorded on our Consolidated Condensed Statements of Operations for the three and six months ended June 30, 2009 and 2008 (in millions):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
Power contractsincluded in operating revenues $ (49) $ ® $ 9 $ (104)
Natural gas contractsincluded in fuel and purchased energy expense (15) 32 12 (23)
Interest rate swaps included in interest expense (2) 12 (5) (4)
Total mark-to-market activity $ (66) $ 3% 3 2 $ (131)

The following table details the effect of our net derivative instruments that qualify for hedge accounting treatment on our Consolidated
Condensed Statements of Operations, OCl and AOCI for the three and six months ended June 30, 2009 (in millions):

Gain (Loss) Recognized in Gain (Loss) Reclassified from AOCI Gain (L oss) Reclassified from AOCI
OCI (Effective Portion) into Income (Effective Portion) into Income (I neffective Portion)
Three Months Six Months Three Months Six Months Three Months Six Months
Ended Ended Ended Ended Ended Ended
June 30, 2009 June 30, 2009 June 30, 2009 June 30, 2009 June 30, 2009 June 30, 2009
Interest rate swaps $ 80 $ 87 $ 480 $ (92@  $ — $ —
Commodity instruments (90) 38 1662 277 (1)@® —
Total $ (10) $ 125 $ 118 $ 185 $ @ $ —
(2) Included in interest expense on our Consolidated Condensed Statements of Operations.
)] Included in operating revenues and fuel and purchased energy expense on our Consolidated Condensed Statements of Operations.
3) The ineffective portion of gains (losses) reclassified from AOCI into income on commodity hedging instruments was $(1) million and $5 million

for the three and six months ended June 30, 2008, respectively.

Assuming constant June 30, 2009 power and natural gas prices and interest rates, we estimate that pre-tax, net gains of $161 million would be
reclassified from AOCI into earnings during the next 12 months as the hedged transactions settle; however, the actual amounts that will be reclassified will
likely vary based on changes in natural gas and power prices as well as interest rates. Therefore, we are unable to predict what the actual reclassification
from AQOCI to earnings (positive or negative) will be for the next 12 months.

The following table details the net unrealized gain (loss) from our net derivative instruments on our Consolidated Condensed Statements of
Operations for the three and six months ended June 30, 2009, which do not qualify as hedges under the hedge accounting guidelines or qualify under the
hedge accounting guidelines and the hedge accounting designation has not been elected (in millions):

Gain (Loss) in Income
Three Months Six Months

Ended Ended
June 30, 2009 June 30, 2009
Interest rate swaps(l) $ 5 % 6
Commodity instruments(2 (108) 17
Total $ (103) $ 23
@) Included in interest expense on our Consolidated Condensed Statements of Operations.
2 Included in operating revenues and fuel and purchased energy expense on our Consolidated Condensed Statements of Operations.

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 first
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priority liens on the assets currently subject to first priority liens under the Exit Credit Facility as collateral under certain of our power and natural 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 would share the benefits of the collateral subject to such first priority liens ratably with the lenders under the Exit
Credit Facility.

The table below summarizes the balances outstanding under margin deposits, natural gas and power prepayments, and exposure under letters of
credit and first priority liens for commodity procurement and risk management activities as of June 30, 2009, and December 31, 2008 (in millions):

June 30, 2009 December 31, 2008

Margin deposits() $ 476 $ 653
Natural gas and power prepayments 54 60

Total margin deposits and natural gas and power prepayments with our counterparties(2) $ 530 $ 713
Letters of credit issued $ 370 $ 455
First priority liens under power and natural gas agreements(3) 2 —
First priority liens under interest rate swap agreements 360 477

Total letters of credit and first priority liens with our counterparties $ 732 3% 932
Margin deposits held by us posted by our counterparties)(4 $ 2 % 169
L etters of credit posted with us by our counterparties 225 95

Total margin deposits and letters of credit posted with us by our counterparties $ 227 $ 264
1) Balances are subject to master netting agreements and presented on a gross basis on our Consolidated Condensed Bal ance Sheets.

2 At June 30, 2009 and December 31, 2008, $509 million and $693 million are included in margin deposits and other prepaid expense, respectively,
and $21 million and $20 million areincluded in other assets on our Consolidated Condensed Balance Sheets, respectively.

3) The fair value of our commodity derivatives collateralized by first priority liens include assets of $308 million and a liability of $(2) million at
June 30, 2009, and assets of $201 million at December 31, 2008. We only include our liabilities in our table above as our commaodity derivative
assets have no collateral exposure on the balance sheet date.

(4 Included in other current liabilities on our Consolidated Condensed Balance Sheets.

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

9. Earnings (L oss) per Share

Pursuant to the Plan of Reorganization, all shares of our common stock outstanding prior to the Effective Date were canceled and the i ssuance of
485 million new shares of reorganized Cal pine Corporation common stock was authorized to resolve allowed unsecured claims. A portion of the 485 million
authorized shares was immediately 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 rata to 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. We also include restricted stock units for which no future serviceis
required as a condition to the delivery of the underlying common stock in our calculation of weighted average shares outstanding.
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Reconciliations of the amounts used in the basic and diluted earnings (loss) per common share computations for the three and six months ending
June 30, 2009 and 2008, are:

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008

(sharesin thousands)

Diluted weighted average shares calcul ation:

Weighted average shares outstanding (basic) 485,675 485,004 485,560 485,002
Restricted stock awards — 723 — —
Employee stock options — 5 — —

Weighted average shares outstanding (diluted) 485,675 485,732 485,560 485,002

Aswe incurred a net loss for the three and six months ended June 30, 2009, and the six months ended June 30, 2008, diluted loss per share for
those periods is computed on the same basis as basic |0ss per share as the inclusion of any other potential shares outstanding would be anti-dilutive. We
excluded the following potentially dilutive securities from our calculation of diluted earnings (I0ss) per common share for the three and six months ended
June 30, 2009 and 2008:

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(sharesin thousands)
Restricted stock awards(1) 368 — 831 503
Employee stock options(1) 13,171 4,760 12,977 3,652
Common stock warrants()(2) — 48,497 — 36,507
1) Excluded from diluted weighted average shares as these equity-based instruments are anti-dilutive due to the net loss incurred during the period

or in accordance with the calculation under the treasury stock method prescribed by GAAP.

2 Pursuant to the Plan of Reorganization, holders of allowed interests (primarily holders of our old common stock canceled on the Effective Date)
received a pro rata share of warrants to purchase approximately 48.5 million shares of our new, reorganized Cal pine Corporation common stock at
$23.88 per share. Warrants for 21,499 shares of common stock were exercised prior to expiration. The remaining warrants expired unexercised on
August 25, 2008.

10. Stock-Based Compensation

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 our common stock authorized for issuance to participants.

The equity awards granted under the Calpine Equity Incentive Plans include both graded and cliff vesting options which vest over periods
between one and five years, contain contractual terms of seven and ten years and are subject to forfeiture provisions under certain circumstances
including 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 Plansin connection with our hiring of a new Chief Executive Officer and anew Chief Legal Officer in August 2008,
and a new Chief Commercial Officer in September 2008. No grants of options or shares of restricted stock were made outside of the Calpine Equity
Incentive Plans during the six months ended June 30, 2009. Each of the employment inducement options vests over a period of five years, contains a
contractual term of seven yearsand is subject to forfeiture under certain circumstances including termination of employment prior to vesting.

We use the Black-Scholes option-pricing model to estimate the fair value of our employee stock options or its equivalent on the grant date, which
takes into account the exercise price and expected life of the stock option, the current price of the underlying stock and its expected volatility, expected
dividends on the stock, and the risk-free interest rate for the expected term of the stock option as of the grant date. For our restricted stock and restricted
stock units, we use our closing stock price on the date of grant or the last trading day preceding the grant date, for restricted stock granted on non-trading
days, as the fair value for measuring compensation expense. Compensation expense is recognized over the period in which the related employee services
arerendered. The service period is generally presumed to begin on the grant date and end when
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the equity award is fully vested. We use the graded vesting attribution method to recognize fair value of the equity award over the service period. For
example, the graded vesting attribution method views one three-year option grant with annual graded vesting as three separate sub-grants, each
representing 33 1/3% of the total number of stock options granted. The first sub-grant vests over one year, the second sub-grant vests over two years
and the third sub-grant vests over three years. A three-year option grant with cliff vesting is viewed as one grant vesting over three years.

Stock-based compensation expense recognized was $9 million and $13 million for the three months ended June 30, 2009 and 2008, respectively,
and $22 million and $19 million for the six months ended June 30, 2009 and 2008, respectively. We did not record any tax benefits related to stock-based
compensation expense in any period as we are not benefiting from 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 six
months ended June 30, 2009 and 2008. At June 30, 2009, there was $56 million of unrecognized compensation cost related to equity awards, which is
expected to be recognized over a weighted average period of 2.0 years for options, 2.1 years for restricted shares and 0.9 years for restricted stock units.
We issue new shares from our reserves set aside for our MEIP, DEIP and employment inducement options when stock options are exercised and for other
stock-based awards.

A summary of al of our non-qualified stock option activity for the MEIP and DEIP for the six months ended June 30, 2009, is as follows:

Weighted
Average
Weighted Remaining Aqggregate
Number of Average Term Intrinsic Value
Options Exercise Price (in years) (in millions)
Outstanding — December 31, 2008 12,840,754 $ 19.72 75 $ —
Granted 911,500 $ 9.42
Exercised — $ —
Forfeited 152,424 $ 17.96
Expired 147,358 $ 17.22
Outstanding — June 30, 2009 13452472 $ 19.07 71 $ 2
Exercisable — June 30, 2009 2,429,878 $ 17.33 84 $ =
Vested and expected to vest — June 30, 2009 13,130,520 $ 19.19 71 $ 2

There were no employee stock options exercised during the six months ended June 30, 2009 and 2008.

The fair value of options granted during the six months ended June 30, 2009 and 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.

2009 2008

Expected term (in years)(®) 6.0—6.5 54-6.1

Risk-free interest rate? 23-2.9% 27-33%

Expected volatility(3) 60.1 — 73.0% 34.8—40.9%

Dividend yield@) — —

Weighted average grant-date fair value (per option) $ 566 $ 7.22

1) Expected term cal culated using the simplified method prescribed by the SEC.

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

3) For the six months ended June 30, 2009, we calculated volatility using the implied volatility of our exchange traded stock options. For the six
months ended June 30, 2008, we calculated volatility using the weighted average implied volatility of our industry peers’ exchange traded stock
options.

(4 We are currently prohibited under the Exit Credit Facility and certain of our other debt agreements from paying any cash dividends on our

common stock.
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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 six months ended June 30, 2009, is asfollows:

Weighted

Number of Average
Restricted Grant-Date
Stock Awards ~ Fair Value

Nonvested — December 31, 2008 1,742,242 $ 16.69
Granted 1,468,616 $ 9.49
Forfeited 109,256 $ 15.43
Vested 772250 $ 16.67

Nonvested — June 30, 2009 2,329,352 $ 12.21

The total fair value of our restricted stock and restricted stock units that vested during the six months ended June 30, 2009 and 2008, was $6
million and nil, respectively.

11. Our Emergencefrom Chapter 11

From December 20, 2005, through January 31, 2008, the U.S. Debtors operated as debtors-in-possession under the protection of the U.S.
Bankruptcy Court. In addition, the Canadian Debtors operated as debtors-in-possession under the jurisdiction of the Canadian Court from December 20,
2005, through February 8, 2008, the date on which the Canadian Court ordered and declared that the Canadian Debtors' proceedings under the CCAA
were terminated.

Our Plan of Reorganization provides for the treatment of claims against and interestsin the U.S. Debtors. Allowed administrative, tax and secured
claims generally have been or are being paid in cash and cash equivalents or, with respect to certain secured claims, had the collateral securing such
claims returned to the secured creditor. Allowed unsecured claims generally have been or are being paid with a distribution of common stock. Pursuant to
the Plan of Reorganization, 485 million shares of common stock were authorized to be issued to settle such claims.

Through the filing of this Report, approximately 439 million shares have been distributed to holders of allowed unsecured claims and
approximately 46 million shares remain in reserve for distribution to holders of disputed claims whose claims ultimately become allowed. We estimate that
the number of shares reserved is sufficient to satisfy the U.S. Debtors’ obligations under the Plan of Reorganization even if all 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. However, certain disputed claims, including prepayment premium and default interest
claims asserted by the holders of CalGen Third Lien Debt, may be required to be settled with available cash and cash equivalents to the extent reorganized
Calpine Corporation common stock held in reserve pursuant to the Plan of Reorganization for such claimsisinsufficient in value to satisfy such claimsin
full. 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.

Reorganization ltems — Reorganization items represent the direct and incremental costs related to our Chapter 11 cases. These include
professional and trustee 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 of gains on the sale of assets or resulting from certain settlement agreements related to our
restructuring activities. We expect to continue to pay professional and trustee fees related to our Chapter 11 cases through 2009 and thereafter until the
claims resolution processis completed and our Chapter 11 caseisformally dismissed by the U.S. Bankruptcy Court.
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The table below lists the significant components of reorganization items for the three and six months ended June 30, 2009 and 2008 (in millions):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
Provision for expected allowed claims $ 2 % 5 % 2 % (54)
Professional and trustee fees 1 14 4 76
Gains on asset sales — — — (203)
L oss (gain) on reconsolidation of Canadian Debtors and other foreign entities — 5 — (65)
Interest (income) on accumulated cash — — — 7)
Other — (6) — (8)
Total reorganization items $ 3 3 18 $ 6 $ (261)

Provision for expected allowed claims— During the six months ended June 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.

Gains on asset sales, net of equipment impairments — Represents gains on the sales of the Hillabee and Fremont devel opment project assets for
the six months ended June 30, 2008. See Note 4 for further discussion of our sales of Hillabee and Fremont.

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. 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. 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. 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 U.S. Debtors and the Canadian Debtors
generally were stayed. 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. See Note 11 for information
regarding our emergence from our Chapter 11 and our CCAA proceedings. 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
claimsand legal actionswill have amaterial adverse effect on our financial position or results of operations.
