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Report of Independent Registered Public Accounting Firm

The Board of Directors
Orion Power Holdings, Inc.:

We have audited the accompanying consolidated balance sheets of Orion Power Holdings, Inc. and subsidiaries (the
Company), as of December 31, 2007 and 2006, and the related consolidated statements of operations, stockholder’s
equity and comprehensive income (loss), and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor were
we engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Orion Power Holdings, Inc. and subsidiaries as of December 31, 2007 and 2006, and the results
of their operations and their cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

As discussed in notes 8§ and 7 to the consolidated financial statements, the Company changed its accounting for
income tax uncertainties in 2007 and defined benefit pension and other postretirement plans in 2006, respectively.

KPMG LLP

Houston, Texas
February 25, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of Orion Power Holdings, Inc. and Subsidiaries
Houston, Texas

We have audited the accompanying consolidated statements of operations, stockholder’s equity and
comprehensive loss, and cash flows of Orion Power Holdings, Inc. and subsidiaries (the “Company”) for the year
ended December 31, 2005. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements based on our audit.

We conducted our audit in accordance with the auditing standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. The Company is not required to have, nor
were we engaged to perform, an audit of its internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the results of
operations and cash flows of Orion Power Holdings, Inc. and subsidiaries for the year ended December 31, 2005, in
conformity with accounting principles generally accepted in the United States of America.

DELOITTE & TOUCHE LLP

Houston, Texas
March 14, 2006
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

2007 2006 2005
Revenues: (thousands of dollars)
REVETIUES ...t $ 22,317 $ 22,861 91,919
Revenues — affiliates.........coovvvveieviiiiiciieeeeeeeeeeeee e 542,568 474,851 548,533
TOtal . 564,885 497,712 640,452
Expenses:
COSt OF SALES ...t 227,240 222,358 186,912
Cost of sales — affiliates.........ccceevvviieiveeeeiieceeee e (5,521) 2,427 68,272
Operation and MaINLENANCE .......c.eecveeeververreerreerreeeenenenns 161,713 143,786 115,924
Operation and maintenance — affiliates......................... 37,696 35,924 43,500
Taxes other than InCOMe taXeS......cc.oeeevvvveeeecveeeeeinreeeenns 11,570 13,089 3,709
General and administrative — primarily affiliates .......... 27,685 27,980 40,493
Gains on sales of assets and emission allowances, net —
primarily affiliates.........cccccoevenininineceiencnencee, (7,480) (66,964) (58,189)
Depreciation and amortization...........ceeceveeveereeneeenenne 137,602 100,107 126,416
Total operating eXpenses.........cceevereereeseeenueeieeneennens 590,505 478,707 527,037
Operating Income (LO0SS)............cccoevvreiinienienieieeeenen. (25,620) 19,005 113,415
Other Income (Expense):
Other, NET ...eeevveiiiiiiieeeeee e - - 42
INEETESt EXPENSE .vveeeveeierieereeeieeeieenreeneieesireeeeeeereeaee e (34,314) (38,472) (39,949)
Interest expense — affiliates.........cccoevvevreeieieenieenneennnne, (9,293) (1,351) (908)
Interest income — primarily affiliates...............cccccvenenne. 8,452 8,956 382
Total other EXPense........ccvvvververeereeieeiesieseesieenens (35,155) (30,867) (40,433)
Income (Loss) from Continuing Operations Before
Income Taxes...........ccoeeeviieiiieiiiniecieeee e (60,775) (11,862) 72,982
Income tax expense (benefit)........cccocevveeriereieieeneennnne, (25,737) (31,135) 24,385
Income (Loss) from Continuing Operations................. (35,038) 19,273 48,597
Income (loss) from discontinued operations.................. 7,124 5,375 (86,096)
Income (Loss) Before Cumulative Effect of
Accounting Changes ................cooceoereninienenesce (27,914) 24,648 (37,499)
Cumulative effect of accounting change, net of tax....... - - (198)
Net Income (LOSS) ........cooviveeveeeieeieeeeieeeeeee e $ (27,914) $ 24,648 (37,697)

See Notes to the Consolidated Financial Statements
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

2007

2006

(thousands of dollars,
except per share amounts)

ASSETS
Current Assets:
Cash and cash qUIVALENLS .........cciiiiiiiieieee e $ 259 $ 81
Accounts receivable, principally customer, net of allowance of $0...........cceceviriiiiciiniiennne 102 1,664
Receivables from affiliates, net 19,968 33,046
State INCOME taXeS TECEIVADIE ........cuiiiiiiiii ittt et 45,763 10,084
TIIVENEOTY ittt ettt ettt et sat e et sat e e bt e st et e e esaeeenes 57,233 50,289
Derivative assets - 5,086
Accumulated deferred INCOIME TAXES ......c.uveiiiuiieieieeeeceeee ettt et e e eeeeeeaeeeeeaeeeeeraeeeeaneeeenes 6,713 7,359
Collateral posted under agreement with Reliant Energy, InC.........c.cccooiiiiiiiniiiiinieee 2,000 3,278
Prepayments and other current assets ...........cooeeeeeereneneennn. 1,843 1,304
Current assets of diSCONtINUEd OPETAtIONS........eeueeverierriertieierieeienie et siteste et e e ereseeens 2,132 2,460
TOA]l CUITENE ASSELS.....eeviiieiieitieeieeetieeteeeite et e eteeeteeebeebeeebeeeseeseseeseeeaseessseenseessseenseenaneans 136,013 114,651
Property, Plant and Equipment, Net ..............c..occoiiiiiiiiiiiiieeeeteeee e 1,619,651 1,587,885
Other Assets:
GOOAWILL, MEL ...t ettt e e et e et e e e e et e eaeeeaseeereeenneeeseeenreennas 173,570 175,520
Other INtanIDIES, NET........oiuiiiiiiieieieeeee ettt sttt s bbb sb e e e ene e 165,509 183,163
Long-term note receivable from Reliant Energy, INC. ........cccocoeieniniiiiniininiieeeeeieee 67,200 92,200
Long-term collateral posted under agreement with Reliant Energy, Inc..........ccccooceeveniniinnnne 14,392 12,326
ORET ..ttt ettt et sttt ettt 9,383 59,615
TOtAl OtHET ASSELS ....e.vieiieiiieieiieieie ettt ettt e et ae et et e e ta e beeseebeesaensesseensesseessenseensenes 430,054 522,824
TORAL ASSEES ......ooieiiieiieeieeeee ettt ettt e et e e et e e e e e ae e e e e eaee et eenee et e e et e et e e enaeeneeas $ 2,185,718 $ 2,225,360
LIABILITIES AND STOCKHOLDER’S EQUITY
Current Liabilities:
Current portion of 10Ng-termM debt........cceecveriirierieiieierieie ettt se et aesreeneens $ 11,409 $ 10,505
Accounts payable, principally trade.........coccerieieriirieniieieeeeeeeeee et 36,278 29,594
Accrued INterest PAYADIE.........coueieieieiieeee ettt 7,999 7,996
Other taxes payable 12,496 10,910
OERET .ttt ettt ettt b et et et a e e st ke eae b e b et enten e ere bt b e s eneeneenenes 17,530 9,335
Current liabilities of discontinued OPErations ............cccueeeeriereerienieiienieeteneeiene st — 3,286
Total current HaDILItIES .......c..eiiiiiiiiiii ettt eaeeeeeaaee e 85,712 71,626
Other Liabilities:
Accumulated deferred INCOIME TAXES ......cuvviiiieiieieeiee ettt ee e e e e e s et e e seaeeeeaaeeeanns 165,709 178,042
Benefit ODIIAtIONS. ......ceeeiieietiiteiee ettt e 46,726 58,100
Taxes payable to Reliant Energy, INC. ......ccooiiiiiiiiiiiiiiiceeeeeeeeeeeee e 66,294 84,310
Long-term liabilities of discontinued operations .... 3,542 -
OTRET ...ttt ettt et sttt ettt 10,602 11,043
Total Other THADIIIEIES ......ooiiveiiieieeeceeeec ettt eae e e e e e eeeaeeeeeaaeeeenns 292,873 331,495
Revolving Credit Facility with Reliant Energy, Inc.................cccocoooeiieiiininieieieeeeeiee 37,299 12,683
Long-term Debt...........ccooiiiiiie ettt 416,934 428,343
Commitments and Contingencies
Stockholder’s Equity:
Common stock; par value $1.00 per share (1,000 shares authorized, issued and outstanding). 1 1
Additional paid-in CAPILAL ........ccvirieriieieieeieieete et nressaens 2,211,138 2,211,139
ACCUMUIALEA AETICTE...e.viiveetieeieie ettt ettt e te et e sbeessessessneseensensasnnens (851,607) (823,693)
Accumulated other comprehensive 10SS.........ooeieieiriiiieeeeee e (6,632) (6,234)
Total StOCKNOIACT™S EQUILY ...veuveueeuietietiitieieee et 1,352,900 1,381,213
Total Liabilities and Stockholder’s EQUity ..............ccccoocoiiiiiiiiiiiiieeeeeeee $ 2,185,718 $ 2,225,360

See Notes to the Consolidated Financial Statements
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:
INEt INCOME (10SS) ..e.vveevenietenietiiettrtetertetest ettt ettt et et st ese s s e s e bes e ebesees et eseseesensesenseneeseneeseneesn
(Income) loss from discontinued OPETatiONS .........cocvveueveueeeiririeieieeirireeieeeiee ettt
Net income (loss) from continuing operations and cumulative effect of accounting changes...................
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Cumulative effect of accounting Change ...........ccecevveirieirieieieieeeeeeee e
Depreciation and amortization
Deferred INCOME tAXES .......cooueuiuiuiiiiiiieiciiieete et
Non-cash equity contribution of operation and maintenance and general and administrative
costs from Reliant Energy, INC., NEt........ccveiieiiieirieisieceeceieeieee ettt
Net changes in energy derivatives ...........c.cccocvuvueneee.
Net amortization of contractual rights and obligations ...
Amortization of revaluation of acquired debt............cceovenrenninienicnns
Gains on sales of assets and emission allowances, net — primarily affiliates
Non-cash federal income tax distributions to Reliant Energy, Inc., net .........c.cooceevvveveevnennnnne
OBNET, NMEL...cuviiiitietieteeee ettt ettt et e et et e et ete et et et et et e b et eeteeseeaeeteeseessessessensessesseseeseessessensenes
Changes in other assets and liabilities:
ACCOUNLS TECEIVADIE, TIEL ....eevvivieiiiiiieieett ettt ettt ettt sa s e b b e saesbeebeeseeanereens
Inventory..............
Other current assets .
Other assets.............. .
ACCOUNES PAYADIE ..c.cvietiiieieiteeet ettt b ettt b et e b e b
Payable to/receivable from affiliates, Net...........cccccceoiririeiecirninieeccrr e
Collateral posted under agreement with Reliant Energy, Inc.
Income taxes payable/receivable...........cccccoevvereeccninnnnne
ACCTUCA INTETESL.. ...t
Long-term taxes payable to Reliant Energy, Inc. and related accrued interest.
Other current liabilities
Other Habilities .........cccceuviiiiiiiiiciicciieeeeccas
Net cash provided by continuing operations from operating activities .............cccceeerervreenenee
Net cash provided by (used in) discontinued operations from operating activities..
Net cash provided by (used in) operating aCtivities ..........eeueueuererrrueueueermreeuerereerereenereeeens
Cash Flows from Investing Activities:
Capital EXPENAITUTES .....cueiiveieieiirieieteie sttt ettt ettt be ettt b bt st ebesebe e saebenene
Proceeds from sales of assets, net ..............
Proceeds from sales of emission allowances................
Proceeds from sales of emission allowances — affiliates
Purchases of emission allowances — affiliates .............cocooevicciciinnnniccccnenne,
Net cash provided by (used in) continuing operations from investing activities..
Net cash provided by discontinued operations from investing activities ..........
Net cash provided by (used in) investing aCtIVItIES ..........ovueueueuererireeueueeirieeiereeeeeeeeeenenes
Cash Flows from Financing Activities:
Distributions to Reliant ENergy, INC........ccoiiiiriiriiiniiecneeeeee et
Changes in revolving credit facility with Reliant Energy, Inc., net..
(Loan to) repayments from Reliant Energy, INC. .........cccccocoioiniiiiiiiininicineecceeecceseeene
Payments Of long-term debL.........ccooveirieiirieiieirieerieeece ettt ettt s e enens
Net cash provided by (used in) continuing operations from financing activities .
Net cash used in discontinued operations from financing activities..........c.cccverevereereneennes
Net cash provided by (used in) financing aCtiVities ...........ceueueererreeueueirnieieeeerreeeveeeenes
Net Change in Cash and Cash Equivalents .
Cash and Cash Equivalents at Beginning of Period..................cccocoovniiniiniiniiiccene
Cash and Cash Equivalents at End of Period ...............c..cccocooiiiiiniiniiinccceeceeene
Supplemental Disclosure of Cash Flow Information:
Cash Payments:
Interest paid (net of amounts capitalized) to third parties for continuing operations..................
Income taxes paid (net of income tax refunds received) for continuing operations....................
Non-cash Disclosure:
Contributions from (distributions to) Reliant Energy, Inc., net for continuing operations ....
Contributions from Reliant Energy, Inc., net for discontinued operations ............c.covereeenueenne

See Notes to the Consolidated Financial Statements
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2007 2006 2005
(thousands of dollars)
$ (27,914) $ 24,648 $ (37,697)
(7,124) (5,375) 86,096
(35,038) 19,273 48,399
- - 198
137,602 100,107 126,416
(21,422) (27,474) 44,581
- - 56,890
1,108 (1,108) 4,846
(302) (2,218) (8,177)
(10,505) 9,721) (8,921)
(7,480) (66,964) (58,189)
- - (26,361)
366 (658) 2,003
1,562 2,415 48,996
(7,384) 3,414 (1,853)
(539) 2,173 (2,603)
4,867 10,036 422
27 5,163 1,644
(14,840) 7,188 (52,412)
(788) (15,604) -
22,938 13,510 1,768
3 4 -
(18,015) - -
184 1,735 (9,881)
(3,680) 3,726 (5,014)
48,610 44,989 162,752
6,726 (49,689) 171,800
55,336 (4,700) 334,552
(109,212) (45,566) (16,334)
259 - 2,372
624 1,134 8,554
12,678 69,320 56,519
(9,643) - (1,998)
(105,294) 24,888 49,113
520 967,566 79,101
(104,774) 992,454 128,214
- (209,400) (340,000)
24,616 12,683 (7,300)
25,000 (92,200) -
- (191) -
49,616 (289,108) (347,300)
- (712,317) (110,183)
49,616 (1,001,425) (457,483)
178 (13,671) 5,283
81 13,752 8,469
$ 259 $ 81 § 13,752
44,756 $ 48,360 $ 48,686
(2,858) (17,022) 3,917
- (39,543) (51,471)
- - 30,468



Balance, December 31, 2004
Net 10SS c.veevreeneeeeeeereereeenes
Distributions to Reliant
Energy, Inc., net .................
Deferred gain from cash flow
hedges, net of tax of $3
MILLON ..
Reclassification of net
deferred (gain) loss from
cash flow hedges, net of tax
of $22 million and $2
MAllON v
Other comprehensive income
from discontinued
OPETAtioNnS ....covevveveeeereierenans
Comprehensive loss ............
Balance, December 31, 2005
Net income........covveeeeeeeenenennee
Distributions to Reliant
Energy, Inc., net ..................
Changes in minimum pension
liability, net of tax of $1
MAllON v
Deferred loss from cash flow
hedges, net of tax of $3
MAlON .
Reclassification of net
deferred (gain) loss from
cash flow hedges, net of tax
of $8 million $0...................
Other comprehensive income
from discontinued
OPErations ........ceeevereevereenns
Adjustment to initially apply
FASB Statement No. 158,
net of tax of $4 million, $2
million and $1 million
Comprehensive income..........

Balance, December 31, 2006

ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME (LOSS)

Accumulated Other Comprehensive Income (Loss)
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Discontinued
Benefits Benefits Total Operations
Deferred Actuarial Net Additional Accumulated Accumulated
Additional Derivative Net Prior Minimum Other Other Total Comprehensive
Common Stock Paid-In Accumulated Gains Gain Service Benefits Comprehensive Comprehensive Stockholder’s Income
Shares Amount Capital Deficit (Losses) (Loss) Costs Liability Income (Loss) Loss Equity (Loss)
(thousands of dollars)
1,000 $ 1§ 2,821,552 $ (810,644) $ 45,047 $ - $ - $ (147) S 44,900 $ (3,738) $ 2,052,071
(37,697) (37,697) $ (37,697)
(361,001) (361,001)
4,925 4,925 4,925 4,925
(31,125) (31,125) 3,403 (27,722) (31,125)
3,403
$ (60,494)
1,000 1 2,460,551 (848,341) 18,847 - - (147) 18,700 (335) 1,630,576
24,648 24,648 $ 24,648
(249,412) (249,412)
(2,029) (2,029) (2,029) (2,029)
(4,334) (4,334) (4,334) (4,334)
(11,802) (11,802) 335 (11,467) (11,802)
335
(5,566) (3,379) 2,176 (6,769) (6,769)
$ 6,818
1,000 $ I 8§ 221,139 $§ (823,693) $ 2,711 $ (5,566) $ (3379 $ - $ (6,234) $ - $ 1,381,213
(continued)



ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME (LOSS)

(continued)

Accumulated Other Comprehensive Income (Loss)

Discontinued
Benefits Benefits Total Operations
Deferred Actuarial Net Additional Accumulated Accumulated
Additional Derivative Net Prior Minimum Other Other Total Comprehensive
Common Stock Paid-In Accumulated Gains Gain Service Benefits Comprehensive  Comprehensive Stockholder’s Income
Shares Amount Capital Deficit (Losses) (Loss) Costs Liability Income (Loss) Loss Equity (Loss)
(thousands of dollars)
Balance, December 31, 2006 1,000 $ I $ 2211,139 $ (823,693) $ 2,711 $ (5,566) $ (3,379 $ - $ (6,234) $ - $ 1,381,213
NEt 10SS c.cevvevcveeirieicicicenienee (27,914) 27914) $ (27,914)
Deferred gain from cash flow
hedges, net of tax of $0....... 330 330 330 330

Reclassification of net

deferred gain from cash

flow hedges, net of tax of $2

MAllON .. (3,041) (3,041) (3,041) (3,041)
Reclassification of benefits net

prior service costs into net

loss, net of tax of $0............ 401 401 401 401
Reclassification of benefits

actuarial net loss into net

loss, net of tax of $0............ 170 170 170 170
Deferred benefits, net of tax of

$1 million and $1 million.... 1,100 642 1,742 1,742 1,742
Comprehensive 1oss................ $ (28,312)
Balance, December 31, 2007 1,000 $ 1§ 2211,139 $ (851,607) $ - $ (4,296) $ (2,336) % - $ (6,632) $ - $ 1,352,901

See Notes to the Consolidated Financial Statements
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ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Background and Basis of Presentation

Background. “Orion Power Holdings” refers to Orion Power Holdings, Inc., a Delaware corporation. “Orion
Power” refers to Orion Power Holdings and its consolidated subsidiaries. “Reliant Energy” refers to Reliant Energy,
Inc. and its consolidated subsidiaries. Orion Power owns and operates electric generation facilities in Ohio and
Pennsylvania with an aggregate generating capacity of 2,683 megawatts (MW) as of December 31, 2007. Orion
Power typically sells its wholesale products to independent system operators, regulated utilities, municipalities,
energy supply companies (including Reliant Energy), cooperatives and retail “load” or customer aggregators.

On February 19, 2002, Reliant Energy acquired Orion Power through a merger.

Basis of Presentation. These consolidated statements include all revenues and costs directly attributable to
Orion Power including costs for facilities and costs for functions and services performed by Reliant Energy and
charged to Orion Power. All significant intercompany transactions have been eliminated.

(2) Summary of Significant Accounting Policies
(a) Use of Estimates and Market Risk and Uncertainties.

Management makes estimates and assumptions to prepare financial statements in conformity with accounting
principles generally accepted in the United States of America (GAAP) that affect:

» the reported amount of assets, liabilities and equity,
*  the reported amounts of revenues and expenses and
» disclosure of contingent assets and liabilities at the date of the financial statements.

Orion Power’s critical accounting estimates include: (a) fair value of recorded goodwill, property, plant and
equipment and derivative assets and liabilities and (b) deferred tax assets, valuation allowances and tax liabilities.
Actual results could differ from the estimates.

Orion Power is subject to various risks inherent in doing business. See notes 2(c), 2(d), 2(e), 2(g), 2(h), 2(n),
2(0), 2(p), 4,5,6,7, 8,9 and 10.

(b) Principles of Consolidation.

Orion Power Holdings includes its accounts and those of its wholly-owned subsidiaries in the consolidated
financial statements.

(c) Power Generation and Capacity Revenues.

Orion Power records gross revenues from the sale of electricity and other energy services under the accrual
method. Electric power and other energy services are sold at market-based prices through existing power
exchanges, related party affiliates or third party contracts. Energy sales and services that have been delivered but
not billed by period-end are estimated.

(d) Derivatives and Hedging Activities.

Orion Power accounts for its derivatives instruments and hedging activities in accordance with SFAS No. 133,
“Accounting for Derivatives Instruments and Hedging Activities,” as amended (SFAS No. 133).

For Orion Power’s risk management activities, it uses both derivative and non-derivative contracts that provide
for settlement in cash or by delivery of a commodity. The primary types of derivative instruments Orion Power uses

F-124



are forwards, futures, swaps and options. Orion Power accounts for its derivatives under one of three accounting
methods (mark-to-market, accrual (under the normal purchase/normal sale exception to fair value) or cash flow
hedge accounting) based on facts and circumstances. The fair values of derivative activities are determined by
(a) prices actively quoted, (b) prices provided by other external sources or (c) prices based on models and other
valuation methods.

A derivative is recognized at fair value in the balance sheet whether or not it is designated as a hedge, except for
derivative contracts designated as normal purchase/normal sale exceptions, which are not in the consolidated
balance sheet or results of operations prior to settlement resulting in accrual accounting treatment.

If certain conditions are met, a derivative instrument may be designated as a cash flow hedge. Derivatives
designated as cash flow hedges must have a high correlation between price movements in the derivative and the
hedged item. The changes in fair value of cash flow hedges are deferred in accumulated other comprehensive
income (loss), net of tax, to the extent the contracts are, or have been, effective as hedges, until the forecasted
transactions affect earnings. At the time the forecasted transactions affect earnings, Orion Power reclassifies the
amounts in accumulated other comprehensive income (loss) into earnings. Orion Power records the ineffective
portion of changes in fair value of cash flow hedges immediately into earnings. For all other derivatives, changes in
fair value are recorded as unrealized gains or losses in its results of operations.

If and when an acceptable level of correlation no longer exists, hedge accounting ceases and changes in fair
value are recognized in its results of operations. If it becomes probable that a forecasted transaction will not occur,
Orion Power immediately recognizes the related deferred gains or losses in its results of operations. The associated
hedging instrument is then marked to market through its results of operations for the remainder of the contract term
unless a new hedging relationship is redesignated.

Realized gains and losses on derivatives contracts not held for trading purposes are reported either on a net or
gross basis based on the relevant facts and circumstances. Hedging transactions that do not physically flow are
included in the same caption as the items being hedged. A summary of Orion Power’s derivative activities and
classification in its results of operations is:

Purpose for Holding or Transactions that Transactions that
Instrument Issuing Instrument® Physically Flow Financially Settle®
Power futures, forward, swap and option ~ Power sales Revenues Revenues
contracts Power purchases Cost of sales Revenues
Natural gas and fuel futures, forward, Natural gas and fuel sales Revenues Cost of sales
swap and option contracts Natural gas and fuel purchases Cost of sales Cost of sales

(1) The purpose for holding or issuing is not impacted by the accounting method elected for each instrument.
(2) Includes classification for mark-to-market derivatives and amounts reclassified from accumulated other comprehensive income (loss)
related to cash flow hedges.

In addition to market risk, Orion Power is exposed to credit and operational risk. Reliant Energy has a risk
control framework, to which Orion Power is subject, to manage these risks, which include: (a) measuring and
monitoring these risks, (b) review and approval of new transactions relative to these risks, (c) transaction validation
and (d) portfolio valuation and reporting. Orion Power uses mark-to-market valuation, value-at-risk and other
metrics in monitoring and measuring risk. Reliant Energy’s risk control framework includes a variety of separate
but complementary processes, which involve commercial and senior management and Reliant Energy’s Board of
Directors. See note 2(e) for further discussion of Orion Power’s credit policy.

Effective September 1, 2006, Orion Power de-designated its cash flow hedges of coal contracts and either began
utilizing the mark-to-market method of accounting or elected the normal purchase/normal sale exception. During
the third quarter of 2006, Orion Power de-designated its remaining cash flows hedges; therefore, as of December 31,
2007 and 2006, Orion Power has no cash flow hedges.

Set-off of Derivative Assets and Liabilities. Where derivative instruments are subject to a master netting

agreement and the accounting criteria to offset are met, Orion Power presents its derivative assets and liabilities on a
net basis. Derivative assets/liabilities and accounts receivable/payable are presented and set-off separately in the
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consolidated balance sheets although in most cases contracts permit the set-off of derivative assets/liabilities and
accounts receivable/payable with a given counterparty. However, Orion Power does not offset collateral (net margin
deposits) related to these derivatives.

New Accounting Pronouncement Not Yet Adopted — Olffsetting of Amounts. The FASB issued FSP FIN 39-1,
an amendment of FASB Interpretation No. 39 (FIN 39), which was applicable for Orion Power beginning January 1,
2008. This interpretation allows either (a) offsetting assets and liabilities for derivative instruments under a common
master netting arrangement only if the fair value amounts recognized for any related cash collateral are also offset or
(b) presenting these amounts gross.

Effective January 1, 2008, Orion Power plans to discontinue netting its derivative assets and liabilities and
present them on a gross basis. Cash collateral amounts will remain presented on a gross basis. Orion Power’s
December 31, 2007 consolidated balance sheet will not be affected because all derivative contracts accounted for
under the mark-to-market and cash flow hedge accounting methods have settled over the contract terms.

(e) Credit Risk.

Orion Power has a credit policy that governs the management of credit risk, including the establishment of
counterparty credit limits and specific transaction approvals. Credit risk is monitored daily and the financial
condition of counterparties is reviewed periodically. Orion Power tries to mitigate credit risk by entering into
contracts that permit netting and allow it to terminate upon the occurrence of certain events of default. Orion Power
measures credit risk as the replacement cost for its derivative positions plus amounts owed for settled transactions.

Orion Power’s credit exposure is based on its derivative assets and accounts receivable from counterparties,
after taking into consideration netting within each contract and any master netting contracts with counterparties.
Orion Power provides reserves for non-investment grade counterparties representing a significant portion of its
credit exposure. As of December 31, 2007, Orion Power has no credit exposure. As of December 31, 2006, one
non-investment grade counterparty represented 100% ($4 million) of Orion Power’s credit exposure. As of
December 31, 2007 and 2006, Orion Power held no collateral from these counterparties. There were no other
counterparties representing greater than 10% of Orion Power’s credit exposure.

() General and Administrative Expenses — Primarily Affiliates.

General and administrative expenses from affiliates include, among other items, (a) selling and marketing,
(b) bad debt expense, (c) financial services, (d) legal costs, () regulatory costs and (f) certain benefit costs. See
note 3.

(g) Property, Plant and Equipment and Depreciation Expense.

Orion Power computes depreciation using the straight-line method based on estimated useful lives.
Depreciation expense was $87 million, $76 million and $95 million during 2007, 2006 and 2005, respectively.

Estimated Useful December 31,
Lives (Years) 2007 2006

(in millions)
Electric generation facilities ...........c.cooveeverereinnnenn. 20-32 $ 1,823 $ 1,783
Land improvements............ceevecveeveenreneeneeseesnenenns 20-32 98 97
(0111 SO 3-10 10 9
7§ T DR 12 12
Assets under conStruCtion..............oeevveeeecieeeecneeeenns 89 28
TOtAL.ceeeeee e 2,032 1,929

Accumulated depreciation ............cccoeeveevereerreenennen. (412) (341)

Property, plant and equipment, net........................ $ 1,620 $ 1,588

Orion Power periodically evaluates property, plant and equipment for impairment when events or circumstances
indicate that the carrying value of these assets may not be recoverable. The evaluation is highly dependent on the
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underlying assumptions of related cash flows. Orion Power recorded no material property, plant and equipment
impairments during 2007, 2006 and 2005.

In the future, Orion Power could recognize impairments if its wholesale energy market outlook changes
negatively. In addition, Orion Power’s ongoing evaluation of its business could result in decisions to mothball,
retire or dispose of additional generation assets, any of which could result in impairment charges.

(h) Intangible Assets and Amortization Expense.

Goodwill. Orion Power performs its goodwill impairment test annually on April 1 and when events or changes
in circumstances indicate that the carrying value may not be recoverable.

Other Intangibles. Orion Power recognizes specifically identifiable intangible assets, including emission
allowances and contractual rights, when specific rights and contracts are acquired. Orion Power has no intangible
assets with indefinite lives recorded as of December 31, 2007 and 2006.

(i) Capitalization of Interest Expense.
During 2007, 2006 and 2005, Orion power capitalized $3 million, $0 and $0 of interest expense, respectively.
(G) Income Taxes.

Federal. Orion Power is included in the consolidated federal income tax returns of Reliant Energy and
calculates its income tax provision on a separate return basis, whereby Reliant Energy pays all federal income taxes
on Orion Power’s behalf and is entitled to any related tax savings. The difference between Orion Power’s current
federal income tax expense or benefit, as calculated on a separate return basis, and related amounts paid to/received
from Reliant Energy, if any, were recorded in Orion Power’s financial statements as adjustments to additional paid-
in capital. Reliant Energy changed its funding policy in late December 2006 and these differences are recorded to
(a) income taxes payable to Reliant Energy, Inc. if Orion Power has cumulative taxable income on a separate return
basis or (b) deferred tax assets if Orion Power has cumulative taxable losses on a separate return basis. Deferred
federal income taxes reflected on Orion Power’s consolidated balance sheet will ultimately be settled with Reliant
Energy. See notes 3 and 8.

State. Orion Power is included in the consolidated state income tax returns of Reliant Energy. It calculates its
state provision, related payables or receivables and deferred state income taxes on a separate return basis and settles
the related assets and liabilities directly with the governmental entity. See note 8.

(k) Cash and Cash Equivalents.

Orion Power records all highly liquid short-term investments with maturities of three months or less as cash
equivalents.

() Allowance for Doubtful Accounts.

Orion Power accrues an allowance for doubtful accounts based on estimates of uncollectible revenues by
analyzing counterparty credit ratings, historical collections, accounts receivable agings and other factors. Orion
Power writes-off accounts receivable balances against the allowance for doubtful accounts when it determines a
receivable is uncollectible.
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(m) Inventory.

Orion Power values fuel inventories at the lower of average cost or market. Orion Power removes these
inventories as they are used in the production of electricity or sold. Orion Power values materials and supplies at
average cost. Orion Power removes these inventories when they are used for repairs, maintenance or capital
projects. Sales of fuel inventory are classified as operating activities in the consolidated statement of cash flows.

December 31,

2007 2006

(in millions)

Materials and supplies, including Spare parts ...........ccecceeeereereeneroeeneeneeneenne $ 21 $ 19
C0AL ittt ettt ettt 34 30
HEAtING Ol ...ttt 2 1

TOtAl INVENLOTY ...vovivvieiietieieieteeieteteee ettt s s enens $ 57 $ 50

(n) Environmental Costs.

Orion Power expenses environmental expenditures related to existing conditions that do not have future
economic benefit. Orion Power capitalizes environmental expenditures for which there is a future economic benefit.
Orion Power records liabilities for expected future costs, on an undiscounted basis, related to environmental
assessments and/or remediation when they are probable and can be reasonably estimated. See note 10.

(0) Asset Retirement Obligations.

Orion Power’s asset retirement obligations relate to future costs associated primarily with ash disposal site
closures. Orion Power’s asset retirement obligations are $8 million and $4 million as of December 31, 2007 and
2006, respectively. As of December 31, 2007 and 2006, Orion Power has $3 million (classified in other long-term
assets) on deposit with the state of Pennsylvania to guarantee its obligation related to future closures of ash disposal
sites. See note 10.

During 2005, Orion Power adopted an accounting interpretation relating to asset retirement obligations. This
interpretation clarifies that an asset retirement obligation is unconditional even though uncertainty exists about the
timing and/or method of settlement and requires that a liability be recognized if it can be reasonably estimated.
Based on this, Orion Power (a) recorded a cumulative effect of an accounting change, net of tax, of $198,000,

(b) increased other long-term liabilities by $624,000, (¢) increased property, plant and equipment by $317,000 and
(d) decreased deferred income tax liabilities by $109,000.

(@) Repair and Maintenance Costs for Power Generation Assets.

Orion Power recognizes repair and maintenance costs as incurred.

(q9) New Accounting Pronouncement Not Yet Adopted — Fair Value.

The FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurements,” (SFAS
No. 157), which defines fair value, establishes a framework for measuring fair value in GAAP and expands
disclosures about fair value measurements. SFAS No. 157 is to be applied prospectively, except for aspects that do
not apply to Orion Power. Orion Power adopted SFAS No. 157 on January 1, 2008. In connection with the
adoption, no cumulative effect of an accounting change will be recognized. For non-financial assets and liabilities,
the adoption of SFAS No. 157 has been deferred until January 1, 2009.

(3) Related Party Transactions
These financial statements include the impact of significant transactions between Orion Power and Reliant
Energy. The majority of these transactions involve the purchase or sale of energy, capacity, fuel, emission

allowances or related services (including transportation, transmission and storage services) from or to Orion Power
and allocations of costs to Orion Power for support services.
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Support and Technical Services. Reliant Energy provides commercial support, technical services and other
corporate services to Orion Power. Reliant Energy allocates certain support services costs to Orion Power based on
Orion Power’s underlying planned operating expenses relative to the underlying planned operating expenses of other
entities to which Reliant Energy provides similar services and also charges Orion Power for certain other services
based on usage. Management believes this method of allocation is reasonable. These allocations and charges were
not necessarily indicative of what would have been incurred had Orion Power been an unaffiliated entity. During
2005, Orion Power only paid a certain amount for these services. Beginning January 2006, Orion Power began
paying all of the costs for these services.

The following details the amounts recorded as operation and maintenance — affiliates and general and
administrative — affiliates:

2007 2006 2005

(in millions)

Allocated or charged by Reliant Energy...........c.c.co....... $ 65 $ 64 $ 84
Unpaid allocations and charges recorded as non-cash
equity contributions from Reliant Energy.................... - - 57

Commodity Procurement and Marketing. Orion Power has sales to and purchases from Reliant Energy related
to commodity procurement and marketing services.

2007 2006 2005

(in millions)

Sales to Reliant Energy under various commodity

agreemMENts' ) ............ooviveeeeeeeeee e, § 543 § 475 § 548
Purchases from Reliant Energy under various

commodity agreements @ .................occooeieieeereeeereenn. 1 7 68
Gains on coal sales to Reliant Energy® ...........ccccocovvviuinnne. 6 5 6
Sales of emission allowances to Reliant Energy™............... 13 69 56
Gains on emission allowances sales to Reliant Energy® ..... 6 66 53

(1) Recorded in revenues — affiliates.

(2) Recorded in cost of sales — affiliates. Amounts include purchases from an affiliate to meet requirements of contractual commitments.
(3) Recorded in cost of sales — affiliates.

(4) Reflects price at which Reliant Energy sold the emission allowances to third parties.

(5) Recorded in gains on sales of assets and emission allowances, net.

Debt Obligations from/to Reliant Energy. In December 2004, Orion Power Midwest, L.P. (Orion MidWest)
entered into the following with Reliant Energy: (a) two related-party notes for a total of $400 million and (b) a $75
million revolving credit facility. In December 2004, Orion Power New York, L.P. (Orion New York) entered into
the following with Reliant Energy: (a) a related-party note for $400 million and (b) a $50 million revolving credit
facility. The Orion MidWest and Orion New York related party notes bore interest at 6.5% per year and interest was
payable monthly. The revolving credit facilities bore interest at London Inter Bank Offering Rate (LIBOR) plus
2.875%. Some of these amounts were classified as discontinued operations. See note 13. In connection with the
sales of the New York plants and the Ceredo plant, the related party notes were paid off and the Orion New York
revolving credit facility was terminated. The $75 million Orion MidWest revolving credit facility matures in
December 2008; however, Reliant Energy plans to extend the maturity each December for 12 months from that date.
Orion Power has incurred interest expense (in continuing operations) related to these notes and revolving credit
facilities of $3 million, $1 million and $1 million during 2007, 2006 and 2005, respectively.

In March 2006, Orion Power made a term loan to Reliant Energy for $92 million, which matures in 2010. The
note bore interest at ten percent through September 30, 2007 and interest is payable monthly. Effective October 1,
2007, the interest rate was changed to 7.5 percent. During 2007, Reliant energy paid down $25 million on this loan.
Orion Power has earned interest income related to this term loan of $8 million and $7 million during 2007 and 2006,
respectively.
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Secured Revolving Letter of Credit Facility Agreement with Reliant Energy. Reliant Energy posts letters of
credit on behalf of Orion Power. As of December 31, 2007 and 2006, Reliant Energy posted letters of credit totaling
$16 million on behalf of Orion Power. During September 2006, Reliant Energy and Orion Power entered into a
Secured Revolving Letter of Credit Facility Agreement whereby Orion Power will provide cash to Reliant Energy as
collateral for letters of credit when issued up to a maximum of $20 million. The agreement expires on April 30,
2010. As letters of credit expire, the cash collateral will be returned to Orion Power. Orion Power will reimburse
Reliant Energy for the costs of the letters of credit and will earn interest income on the collateral posted. As of
December 31, 2007 and 2006, Orion Power has provided cash collateral of $16 million to Reliant Energy. During
2007 and 2006, the letters of credit costs, recorded in interest expense, were insignificant and the related interest
income was $1 million.

Cash Distributions to Reliant Energy.

2007 2006 2005

(in millions)

Orion Power Holdings cash distributions to Reliant
BRETEY vttt $ - $  (209) § (340)

Income Taxes. See discussion in note 2(k) regarding Orion Power’s policy with respect to income taxes and the
long-term taxes payable to Reliant Energy, Inc.

2007 2006 2005

(in millions)

Non-cash contributions from
(distributions to) Reliant Energy related
to federal income taxes for continuing
and discontinued operations......................... $ - $ (40) $ (78)

As of December 31, 2007 and 2006, Orion Power has $66 million and $84 million, respectively, recorded as
long-term taxes payable to Reliant Energy, Inc., which includes accrued interest payable of $6 million and $0,
respectively. Orion Power has incurred interest expense related to this payable of $6 million during 2007.

(4) Intangible Assets
(a) Goodwill.

The following table shows goodwill and the changes (in millions):

AS OF JANUATY 1, 2000 ......c.0ciiiieiieiieiieiieieietet et teete et e et essessesebesseeseesaessassessessessessessesseasaessassessens $ 181
CRANEES ...ttt ettt ettt et et e et e a e e st et e et en et e st e eh e e bt e bt e bt enteeneeeneenneeteenteens (5

AS OF DECEMDET 31, 2000.......ccoioeeieiiiieeeeeeeee ettt e e e e e e e e e e e e st aeeeeeeessaaaaeeeeeeeans 176
CRANEES ...ttt ettt et e ettt et e et e et e et e en e e st e eh e e bt et e e et eateeneeeneeeneeteenteens 2)

AS O DECEMDET 31, 2007 ... e ee e $ 174

As of December 31, 2007 and 2006, Orion Power had $35 million and $39 million, respectively, of goodwill
that is deductible for United States income tax purposes in future periods.

Goodwill Impairment Tests. Orion Power performed impairment tests at the following dates: April 2005,
August 2005, September 2005, April 2006 and April 2007 due to either asset sales or annual impairment tests. No
impairments were indicated in these tests.

Estimation of Fair Value. Orion Power estimates the fair value based on a number of subjective factors,
including: (a) appropriate weighting of valuation approaches (income approach, market approach and comparable
public company approach), (b) projections about future power generation margins, (c) estimates of future cost
structure, (d) environmental assumptions, (e) discount rates for estimated cash flows, (f) selection of peer group
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companies for the public company approach, (g) required level of working capital, (h) assumed EBITDA multiple
for terminal values and (i) time horizon of cash flow forecasts.

In determining the fair value, Orion Power made the following key assumptions: (a) the markets in which Orion
Power operates will continue to be deregulated; (b) there will be a recovery in electricity margins over time such that
companies building new generation facilities can earn a reasonable rate of return on their investment and (c) the
long-term returns on future construction of new generation facilities will likely be driven by integrated utilities,
which Orion Power expects will have a lower cost of capital than merchant generators. As part of the process, Orion
Power modeled all of its power generation facilities and those of others in the regions in which Orion Power
operates. The assumptions for each of the goodwill impairment tests during 2005, 2006 and 2007 were:

Number of years used in internal cash flow analysis 15
EBITDA" multiple for terminal values (2005 tests) 7.5
EBITDA multiple for terminal values (April 2006 teSt)........ceeverierieriieiieieeeeeeeee e 7.0
EBITDA multiple for terminal values (April 2007 teSt)......eeouereerierieriieieeieeee e 8.0
Risk-adjusted discount rate for estimated cash flows (2005 teStS) ......ccceeveerereienienieseeeeeeeene 9.0%
Risk-adjusted discount rate for estimated cash flows (April 2006 test)........cceovrceerciervererrrernenne. 9.5%
Risk-adjusted discount rate for estimated cash flows (April 2007 test)........ceeverreecrervereerieeirennnn. 10.0%
Approximate average anticipated growth rate for demand in power 2.0%
Long-term after-tax return on investment for New INVEStMENt ..........c.ceeereeienienieneneneneeeeeeeenn 7.5%
(1) Defined as earnings (loss) before interest expense, interest income, income taxes, depreciation and amortization expenses.
(2) Changed primarily due to market factors affecting peer company comparisons.
(3) Changed primarily due to capital structure of peer company comparisons.
(b) Other Intangibles.
Remaining
Weighted December 31,
Average 2007 2006
Amortization Carrying Accumulated Carrying Accumulated
Period (Years) Amount Amortization Amount Amortization
(in millions)

SO, emission allowances"® ................ -0 $ 160 $ (103) $ 134 $ (72)
NO, emission allowances " - 180 (71) 181 (60)
Contractual rights® . - - - 4 4

10 I $ 340 $ (174) $ 319 $ (136)

(1) SO; is sulfur dioxide and NOy is nitrogen oxides. Amortized to amortization expense on a units-of-production basis. As of December 31,
2007, Orion Power has recorded (a) SO, emission allowances through the 2039 vintage year (most of which relate to 2010 and beyond) and
(b) NO, emission allowances through the 2039 vintage year (most of which relate to 2009 and beyond).

(2) During 2007, 2006 and 2005, Orion Power purchased $28 million, $0 and $0, respectively, of SO, emission allowances from affiliates.

(3) During 2007, 2006 and 2005, Orion Power purchased $4 million, $0 and $2 million, respectively, of NOy emission allowances from
affiliates.

(4) Amortized to revenues and cost of sales, as applicable, based on the estimated realization of the fair value established on the acquisition
date over the contractual lives. As of December 31, 2007, Orion Power has no contractual rights recorded on its consolidated balance sheet.
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Amortization expense consists of:

2007 2006 2005

(in millions)

Emission allowancCes...........c.ccveveeeerveeeesreeeresieeeresneenas $ 50 $ 25 $ 31
Contractual rights™ ..........coooiiiiiiiieeeeee e $ - $ 1) $ €))
Contractual obligations™® ............cccooviviiriiireees -

NEE 1ttt ettt eaas $ - $ 2 $ 8

(1) Amortized to revenues and cost of sales, as applicable, based on the estimated realization of the fair value established on the acquisition
date over the contractual lives.
(2) Contractual obligations are in other long-term liabilities.

Estimated amortization expense based on Orion Power’s intangibles as of December 31, 2007 for the next five
years is (in millions):

2008 .. s e h et e e s b et ae b e $ 1
20009 .. s 6
20010 e st a e s 7
2011 e s sa e 7
2012 ettt b e bt h e s a e bt et ea ettt et b e ae bt bt et nt e bt saeeneene 7

(1) These amounts do not include expected amortization expense of emission allowances, which have not been purchased as of December 31,
2007.

(5) Derivatives and Hedging Activities

Orion Power uses derivative instruments to manage operational or market constraints and to increase return on
its generation assets. The instruments used are fixed-price derivative contracts to hedge the variability in future cash
flows from forecasted sales of power and purchases of fuel and power. Orion Power’s objective in entering into
these fixed-price derivatives is to fix the price for a portion of these transactions. See note 2(d).

During 2006 and 2005, there was no hedge ineffectiveness recognized from derivatives that were designated
and qualified as cash flow hedges. In addition, no component of the derivatives’ gain or loss was excluded from the
assessment of effectiveness for these periods. If it becomes probable that an anticipated transaction will not occur,
Orion Power realizes in net income (loss) the deferred gains and losses recognized in accumulated other
comprehensive loss. During 2006 and 2005, $0 was recognized in the results of continuing operations as a result of
the discontinuance of cash flow hedges because it was probable that the forecasted transaction would not occur.

As of December 31, 2007, all derivative instruments accounted for under the mark-to-market and cash flow
hedge accounting methods have settled over the contract terms and there are no deferred derivative gains/losses
remaining in accumulated other comprehensive loss.
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(6) Debt
Outstanding debt to third parties:

December 31,

2007 2006
Weighted Weighted
Average Average
Stated Stated
Interest Interest
Rate” Long-term Current Rate” Long-term Current

(in millions, except interest rates)

Orion Power Holdings senior notes due

2010 (unsecured) .......oeveveeeererenennereneeenen. 12.00 $§ 400 $ - 12.00 $ 400 $ -
Adjustment to fair value of debt @ .... 17 11 29 10
Total debt........ccoovvvrieieieiiiniccicae, § 417 $ 11 $ 429 $ 10

(1) The weighted average stated interest rates are as of December 31, 2007 or 2006.

(2) Debt acquired by Reliant Energy in the Orion Power acquisition was adjusted to fair market value as of the acquisition date. Included in
interest expense is amortization of $11 million, $9 million and $9 million for valuation adjustments for debt for 2007, 2006 and 2005,
respectively.

Debt maturities as of December 31, 2007 are (in millions):

Orion Power Holdings Senior Notes. These notes were recorded at a fair value of $479 million upon the
acquisition by Reliant Energy. The $79 million premium is being amortized to interest expense over the life of the
notes. The senior notes are senior unsecured obligations of Orion Power Holdings, are not guaranteed by any of
Orion Power Holdings’ subsidiaries and are non-recourse to Reliant Energy. The senior notes have covenants that
restrict the ability of Orion Power Holdings and its subsidiaries to, among other actions, (a) pay dividends or pay
subordinated debt, (b) incur indebtedness or issue preferred stock, (¢) make investments, (d) divest assets,

(e) encumber its assets, (f) enter into transactions with affiliates, (g) engage in unrelated businesses and (h) engage
in sale and leaseback transactions. As of December 31, 2007, conditions under these covenants were not met that
allow the payment of dividends by Orion Power Holdings. As of December 31, 2007, the adjusted net assets of
Orion Power that are restricted to Reliant Energy, Inc. are $1.3 billion.

See note 3 for debt transactions with affiliates.
(7) Benefit Plans
(a) Pension and Postretirement Benefits.

Benefit Plans. Some Orion Power employees participate in a defined benefit pension plan. Orion Power
provides subsidized postretirement benefits to some bargaining employees but generally does not provide them to
non-bargaining employees.

Effective December 31, 2006, Orion Power adopted Statement of Financial Accounting Standards No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.” This statement requires
recognition of the funded status of plans, measured as of year end. Orion Power already uses the required
measurement date. The adoption did not have a material effect on any individual line item of Orion Power’s
consolidated balance sheet as of December 31, 2006. As of December 31, 2007, $0.1 million and $0.4 million of net
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loss and net prior service costs, respectively, in accumulated other comprehensive loss are expected to be recognized
in net periodic benefit cost during the next 12 months.

The benefit obligations and funded status are:

Pension Postretirement Benefits
2007 2006 2007 2006

(in millions)

Change in Benefit Obligation

Beginning of year ............coooeveveveeeviieeiieeeee. $ 57 $ 52 $ 31 $ 28
SEIVICE COSL...vrnriaiieiieieeie et 2 3 1 -
INterest COSt...uuiriiriiniaieiee et 3 3 2 2
Benefits paid.......cccoovveeeieiiiieiece e 2) (N - -
Actuarial 10SS .......ocvvevvieviieiieiecee e — — (1)
End Of year.......ccoovvveveiiieieeieeeceeeeeeeea $ 60 $ 57 $ 33 $ 31
Change in Plan Assets
Beginning of Year ..........cccoevevrevevevereeeereeeeeenen, $ 36 $ 30 $ - $ -
Employer contributions ............cccceceeeeeienieniennnne. 9 3 - -
Benefits paid.......cccoovveeeiiiiiieieee e 2) (N - -
Actual investment Teturn ........cc.ceceveeverenenennene 3 4 - -
End of Year.......occooueveveveiieieieeeeeeeece e $ 46 $ 36 $ - $ -
Funded Status .............coocoovininiiinieeeee $ (14) $ (21) $ (33) $ 31

Amounts recognized in the consolidated balance sheets are:

Pension Postretirement Benefits
December 31, December 31,
2007 2006 2007 2006

(in millions)

Current Habilities .........ceveveveveeeiiiiieieierevererevenes $ - $ - $ (1) $ D
Noncurrent liabilities..........cccoevevveriierrieienienieennens (14) (21) (32) (30)
Net amount recognized..........ccveveeeerivveneenennen. § (14 § (@D § (33 $ (3D

The accumulated benefit obligation for all pension plans was $54 million and $51 million as of December 31,
2007 and 2006, respectively. All pension plans have accumulated benefit obligations in excess of plan assets.

Net benefit costs are:

Pension Postretirement Benefits
2007 2006 2005 2007 2006 2005

(in millions)

SErVICE COSt ..vvvvrrieiereereeeererneen, $ 3 $ 3 $ 2 $ - $§ - $ 1
Interest COSt ..ooovviveeriiieeeiee e, 3 3 2 2 2 1
Expected return on plan assets..... 3) 2) (D - - -
Net amortization...............cc.oe...... 1 1 1 — — —

Net benefit cost.........coverrnnnn.... $ 4 $§ 5 $ 4 $ 2 $ 2 $ 2
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Assumptions. The significant weighted average assumptions used to determine the benefit obligations are:

Pension Postretirement Benefits
December 31, December 31,
2007 2006 2007 2006
DiSCOUNE TALE.....cvieeieiieeieeeieeiieie e 5.75% 5.75% 5.75% 5.75%
Rate of compensation increase ...........ccceeeverveennenne. 3.0% 3.0% 3.0% 3.0%

The significant weighted average assumptions used to determine the net benefit costs are:

Pension Postretirement Benefits
2007 2006 2005 2007 2006 2005

Discount rate................. 5.75% 5.75% 5.75% 5.75% 5.75% 5.75%
Rate of compensation

INCIEASE ....eeeeeereennee. 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Expected long-term

rate of return on

ASSELS..ceveeeiieeeeeieiienes 7.5% 7.5% 7.5% N/A N/A N/A

As of December 31, 2007 and 2006, Orion Power developed its expected long-term rate of return on pension
plan assets based on third party models. These models consider expected inflation, current dividend yields, expected
corporate earnings growth and risk premiums based on the expected volatility of each asset category. Orion Power
weights the expected long-term rates of return for each asset category to determine its overall expected long-term
rate of return on pension plan assets. In addition, Orion Power reviews peer data and historical returns.

Orion Power’s assumed health care cost trend rates used to measure the expected cost of benefits covered by its
postretirement plan are:

2007 2006 2005
Health care cost trend rate assumed for next year .............. 8.3% 9.0% 9.0%
Rate to which the cost trend rate is assumed to gradually
decline (ultimate trend rate).........ccccoeeeereeerieieieene 5.5% 5.5% 5.5%
Year that the rate reaches the ultimate trend rate................ 2015 2015 2011

Assumed health care cost trend rates can have a significant effect on the amounts reported for Orion Power’s
health care plans. A one-percentage-point change in assumed health care cost trend rates would have the following
effects as of December 31, 2007:

One-Percentage Point
Increase Decrease

(in millions)

Effect on service and iNterest COSt........eviriririririieiiieierierieerie e, $ - $ -
Effect on accumulated postretirement benefit obligation.............ccceveeeenen, 5 @)
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Plan Assets. Orion Power’s pension weighted average asset allocations and target allocation by asset category
are:

Percentage of Plan Assets

as of December 31, Target Allocation
2007 2006 2008
Domestic equity SECUTIItIeS. ......eevueerurreerieriereeeeeeeeene 49% 50% 50%
International equity SECUTIti€s.......ccvrvereeereereeeeeeneee 10 11 10
Global equity SECUTItIes .......eevveererierieriereeeieeee e 10 11 10
Debt SECUITLIES ...oueeneeieieieieeiieiieie e 31 28 30
TOtAL e 100% 100% 100%

In managing the investments associated with the pension plans, Orion Power’s objective is to exceed, on a net-
of-fee basis, the rate of return of a performance benchmark composed of the following indices:

Asset Class Index Weight
Domestic equity SECUTTHIES ......eovervrrereereieeeeieeiieeenies Wilshire 5000 Index 50%
International equity SECUTIties.........cceevvrevereerreennens MSCI All Country World Ex-U.S. Index 10
Global equity SECUTIIES .....eevererereeeiieieeieeieesreeneeans MSCI All Country World Index 10
Debt SECUIILIES ...eevvrevrieeieeiieiieie e eee e Lehman Brothers Aggregate Bond Index 30
TOtal e 100%

As a secondary measure, Orion Power compares asset performance to the returns of a universe of comparable
funds, where applicable, over a full market cycle. Reliant Energy’s Benefits Committee reviews plan asset
performance each quarter by comparing the actual quarterly returns of each asset class to its related benchmark.
Orion Power’s plan assets have generally performed in accordance with the benchmarks.

Cash Obligations. Orion Power does not expect to make pension cash contributions during 2008. Expected
benefit payments for the next ten years, which reflect future service as appropriate, are:

Postretirement
Pension Benefits

(in millions)

$

NN DN = =

(b) Savings Plan.

Orion Power’s employees participate in Reliant Energy’s employee savings plans under Sections 401(a) and
401(k) of the Internal Revenue Code. Orion Power’s savings plan benefit expense, including matching and
discretionary contributions, was $2 million, $1 million and $1 million during 2007, 2006 and 2005, respectively.

(c) Other Employee Matters.

As of December 31, 2007, approximately 74% of Orion Power’s employees are subject to collective bargaining
arrangements. Collective bargaining arrangements covering 35% of these employees will expire in 2008.
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(8) Income Taxes
(a) Summary.

Orion Power’s income tax expense (benefit) is:

2007 2006 2005
(in millions)
Current:
FEAETal ... $ - $ - $ (26)
STALE ..eevveeeeeeiieieee ettt ettt e sreeneene e (4) (4) 6
TOtal CUITENE ..ot (4) (4) (20)
Deferred:
Federal......coovieiieiieecece et (18) 11 57
SEALE ..ttt ettt ettt ettt ene s 4 (38) (13)
Total deferred ........covevevieiieeee e (22) 27) 44
Income tax expense (benefit) from continuing operations ......... $  (26) $ (3D $ 24
Income tax expense (benefit) from discontinued operations....... $ - $ (@)) $ 6
A reconciliation of the federal statutory income tax rate to the effective income tax rate is:
2007 2006 2005
Federal statutory rate ..........ccooceeeeiierieeieiiereee e (35)% 35% 35%
Additions (reductions) resulting from:
State income taxes, net of federal income taxes............c......... ) 254 O (6)
(01111 780 1 1< PR USRRRR 2 (27) 4
EffectiVe Tate ....oouieiieieiieeeee e (42)% 262% 33%

(1) Of'this percentage, (a) $17 million (145%) relates to Pennsylvania state law changes, which effectively decreased our limitations to use net
operating losses in that state and (b) $7 million (61%) relates to changes in valuation allowances.
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December 31,

2007 2006
Deferred tax assets: (in millions)
Current:
EMPloyee DENETILS .....cueoviiieiciiiciiciiieeteteeeet ettt $ 1 $ 1
(011 1<) USSRt 6
Total current deferred tax aSSets .........cceeveeevrieeiiieeiie ettt 5 7
Non-current:
EMPloyee DENETits ......ccueeuieiiieiieieeece e 18 21
Net operating 10ss carryforwards...........ooeereereereeieeerieeeeee e 29 29
(0111 T3 ST TSROSO 13 14
Valuation allOWaANCE ...........ccvveiiiiiieiieie ettt (3) (5)
Total non-current deferred tax aSSEtS........cceevverieuieeiieeeieeeeee e 57 59
Total deferred taX ASSES ....c.viuvievieeieieeeeee ettt eae e $ 62 $ 66
Deferred tax liabilities:
Non-current:
Depreciation and amortiZation..........ccueerveerveerieeniieenieeneeeseeeseeesereeseneenseens $ 215 $ 209
(0111 T2 U U USROS - 7
Total non-current deferred tax liabiliti€s ...........c.c.coeevviiieiiiiiiiiieceeeeeee 215 216
Total deferred tax labilities........c...ooeeiuiiiieiiee e $ 215 $ 216
Accumulated deferred income taxes, NEt..........ceevvevvieireeieereecreecreereeeenen. $ (153) $ (150)
(b) Tax Attribute Carryovers.
Statutory
December 31, Carryforward Expiration
2007 Period Year(s)
(in millions) (in years)
Net Operating Loss Carryforwards:
SHALE et $ 480 20 2020 through 2027

(¢) Valuation Allowances.

Orion Power assesses its future ability to use federal and state net operating loss carryforwards, capital loss
carryforwards and other deferred tax assets using the more-likely-than-not criteria. These assessments include an
evaluation of Orion Power’s recent history of earnings and losses, future reversals of temporary differences and
identification of other sources of future taxable income, including the identification of tax planning strategies in
certain situations.
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Orion Power’s valuation allowances for deferred tax assets are:

State

(in millions)

AS OF JANUATY 1, 2005 ....ooiviiriiiiiieieeie ettt ettt ettt ettt et et e beeaeeteesaessesb e b e sbeereeteereesseneenns $ 25
Changes in valuation allowance @)
AS 0f DecembBer 31, 2005 ... .oveiieeie et e e ennaes 24
Changes in valuation allowance (19)
AS 0f DECEMDBEr 31, 2006 .......oooeeeeeeeeeeee et ennaas 5
Changes in valuation allOWANCE ...........ceccverieriieiieeieeieiieie ettt e enseensessaenees 2
AS 0T DECEMDET 31, 2007 ... et e e e e e e e e e $ 3

(d) Adoption of FIN 48 and Tax Uncertainties.

Effective January 1, 2007, Orion Power adopted Financial Accounting Standards Board Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes,” (FIN 48). This interpretation addresses whether (and when) tax
benefits claimed in Reliant Eenrgy’s federal and Orion Power’s state tax returns should be recorded in its financial
statements. Pursuant to FIN 48, Orion Power may only recognize the tax benefit for financial reporting purposes
from an uncertain tax position when it is more-likely-than-not that, based on the technical merits, the position will
be sustained by taxing authorities or the courts. The recognized tax benefits are measured as the largest benefit
having a greater than fifty percent likelihood of being realized upon settlement with a taxing authority. FIN 48 also
provides guidance for derecognition, classification, interest and penalties, disclosures, transition rules and related
matters. Orion Power classifies accrued interest and penalties related to uncertain income tax positions in income
tax expense/benefit.

In connection with the adoption, Orion Power recognized the following in its consolidated financial statements:

Adoption Effect on
January 1, 2007
Increase (Decrease)
(in millions)

GOOAWIIL ..ttt ettt a e et e et e s b sbe e st e st ene e e e besaeeeeeaeee $ 2)
Other long-term liabilities 3)
Retained defiCit......ooiuiiiriiiieiicie ettt ettt et e re e te b e enbeeaaesaeenreens (1
Orion Power has the following in its consolidated balance sheet:
January 1, 2007
(immediately after adoption) December 31, 2007

(in millions)

Unrecognized tax benefits") ...........cc.cooovvvrrvrierieeceeeceenn $ - $ -

Interest and penalties™ .............coocovivivieieeeeeeeeeeeee e - -

(1) The activity during 2007 was insignificant.
(2) Of'this amount, $0, if recognized, would affect the effective tax rate.

During 2007, 2006 and 2005, Orion Power recognized an insignificant amount of income tax expense (benefit)
due to changes in interest and penalties for federal and state income taxes.
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Orion Power has the following years that remain subject to examination or are currently under audit for its
major tax jurisdictions:

Subject to Currently Under
Examination Audit
FEderal .....c.oioviieiiiieeeeee ettt et 1997 to 2007 1997 to 2005
PennSYIVANIA.......cocviiiiiieiieicec et 2004 to 2007 2006
New YOrk state and CItY ......cceevieeviecieiierierieiieteetee e see e neas 2003 to 2006 2003 to 2006

Orion Power, through Reliant Energy, expects to continue discussions with taxing authorities regarding tax
positions related to the following, and believe it is reasonably possible some of these matters could be resolved
during 2008; however, Orion Power cannot estimate the range of changes that might occur: the timing of tax
deductions could be changed as a result of negotiations with respect to depreciation and emission allowances.

(9) Commitments
(a) Lease Commitments.

Operating Lease Expense. Total lease expense for all operating leases was $2 million, $2 million and
$1 million during 2007, 2006 and 2005, respectively.

(b) Guarantees and Indemnifications.

Equity Pledged as Collateral for Reliant Energy. Orion Power Holdings’ equity is pledged as collateral under
certain of Reliant Energy’s credit and debt agreements, which have an outstanding balance of $1.2 billion as of
December 31, 2007.

Interests Pledged as Collateral to Reliant Energy. In connection with Orion Power’s debt to Reliant Energy
(as discussed in note 3), Orion Power Holdings has pledged its interests in Orion Power Capital, LLC, and its
subsidiaries, including Orion New York and Orion MidWest, to Reliant Energy. In connection with the sale of the
New York plants, the related interests were released.

Other. Orion Power enters into contracts that include indemnification and guarantee provisions. In general,
Orion Power enters into contracts with indemnities for matters such as breaches of representations and warranties
and covenants contained in the contract and/or against certain specified liabilities. Examples of these contracts
include asset sales agreements, service agreements and procurement agreements.

Orion Power is unable to estimate its maximum potential exposure under these agreements until an event
triggering payment occurs. Orion Power does not expect to make any material payments under these agreements.

(¢) Other Commitments.

Property, Plant and Equipment Commitments. As of December 31, 2007, Orion Power has contractual
commitments to spend approximately $203 million on plant and equipment relating primarily to SO, emissions
reductions.

(10) Contingencies

Orion Power is involved in a number of legal, environmental and other matters before courts and
governmental agencies, some of which may involve substantial amounts. Unless otherwise noted, Orion Power
cannot predict the outcome of these matters.

New Source Review Matters. The United States Environmental Protection Agency (EPA) and various states are
investigating compliance of coal-fueled electric generating stations with the pre-construction permitting
requirements of the Clean Air Act known as “New Source Review.” The EPA has agreed to share information
relating to its investigations with state environmental agencies.
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Ash Disposal Site Closures. Orion Power is responsible for environmental costs related to the future closures of
two ash disposal sites owned by Orion MidWest. Orion Power recorded the estimated discounted costs associated
with these environmental liabilities as part of its asset retirement obligations. See note 2(0).

(11) Estimated Fair Value of Financial Instruments

The fair values of cash and cash equivalents, accounts receivable and payable and derivative assets and
liabilities approximate their carrying amounts. Values of Orion Power’s debt (see note 6) are:

December 31,
2007 2006

Carrying Fair Carrying Fair
Value Value” Value Value”

(in millions)

Fixed rate debt.....ccooeveeeieeiiieeeeeceeeeee e, $ 428 $ 436 $ 439 $ 456
Total debt..ueeeeeeieeeeeeeeeeeeeeeeeeeeeee e $ 428 $ 436 $ 439 $ 456

(1) Orion Power based the fair values of its fixed rate debt on information from market participants.
(12) Sales of Assets and Emission Allowances

Emission Allowances. Orion Power sold emission allowances during 2007, 2006 and 2005 for gains of
$7 million, $67 million and $56 million, respectively.

(13) Discontinued Operations
(a) New York Plants.

General. In February 2006, Orion Power closed on the sale of its three remaining New York plants with an
aggregate net generating capacity of approximately 2,100 MW for $979 million. During the third quarter of 2005,
Orion Power began to report the results of the New York plants as discontinued operations.

Use of Proceeds. Orion Power applied $704 million of cash proceeds, which is net of estimated city, state and
transfer taxes and transaction costs, to pay down the Orion New York and Orion MidWest notes (including
outstanding interest) owed to Reliant Energy. After tendering for $0.2 million of the 12% senior notes, the
remaining net cash proceeds of $248 million were distributed to/invested in Reliant Energy, including the issuance
of'a $92 million note. See note 3.

Assumptions Related to Debt, Deferred Financing Costs and Interest Expense on Discontinued Operations.
Based on Orion Power’s obligation to utilize the net proceeds from the sale to prepay debt, Orion Power classified
the related debt amounts for the Orion New York and Orion MidWest related party notes and the Orion New York
related party revolver (and the related interest expense) as discontinued operations. Orion Power classified the
related deferred financing costs (and associated interest expense) on all of these debt amounts as discontinued
operations. Orion Power allocated $1 million of related third party interest expense during 2006 and 2005 to
discontinued operations. Orion Power allocated $7 million and $53 million of related interest expense — affiliates
during 2006 and 2005, respectively, to discontinued operations. No interest was allocated to discontinued
operations subsequent to the closing.

(b) Ceredo Plant.

In 2005, Orion Power sold its 505 MW Ceredo power plant for $100 million. Orion Power used the net cash
proceeds of $100 million to pay down the Orion MidWest term notes owed to Reliant Energy. During the third
quarter of 2005, Orion Power began to report results of Ceredo’s operations as discontinued operations effective
January 1, 2005.
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(c) All Discontinued Operations.

The following summarizes certain financial information of the businesses reported as discontinued operations:

New York

Plants Ceredo Plant Total
2006
REVENUES. .....vivveviviieeectieeeeeteeeteeeee e w3 104 $ - $ 104
Income before income tax expense/benefit 4 M - 4
2005
REVENUES. ..ottt $ 1,014 $ - $ 1,014
Loss before income tax expense/benefit (48) @ (32) @) (80)

(1) Includes an additional pre-tax loss on disposal of $16 million during 2006 primarily due to changes in derivative assets not terminated as of
the date of sale. The cumulative pre-tax loss on disposal through December 31, 2006 is $308 million.

(2) Includes $292 million estimated loss on disposal.

(3) Includes $32 million loss on disposal.

Subsequent to the sale of the New York plants in February 2006, Orion Power continues to have
(a) insignificant settlements with the independent system operator and (b) property tax settlements. Orion Power
recognized $7 million of income before income taxes from discontinued operations during 2007. These amounts are
classified as discontinued operations in the results of operations. In addition, Orion Power has some amounts on its
consolidated balance sheets classified as discontinued operations relating to these settlements and other insignificant
items.
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