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“Orion Power” refers to Orion Power Holdings, Inc. and its consolidated subsidiaries and “we,” “us” and “our”
refer to Orion Power, unless we specify or the context indicates otherwise. “Reliant Energy” refers to Reliant
Energy, Inc. and its consolidated subsidiaries, unless we specify or the context indicates otherwise. We are a
wholly-owned subsidiary of Reliant Energy. All other terms not defined herein are defined in the notes to our
consolidated financial statements.

Forward-Looking Statement

Projections, estimates or assumptions about revenues, costs, income, cash flow and other future events are
called “forward-looking statements.” In some cases, you can identify forward-looking statements by words like
“anticipate,” “estimate,” “believe,” “continue,” “could,” “intend,” “may,” “plan,” “potential,” “predict,” “should,”
“will,” “expect,” “objective,” “projection,” “forecast,” “goal,” “guidance,” “outlook,” “effort,” “target” and other
similar words. Forward-looking statements are not guarantees of future performance. Actual results may differ
from forward-looking statements. Each forward-looking statement speaks only as of its date and we undertake no
obligation to update or revise any forward-looking statement, whether as a result of new information, future events
or otherwise.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholder
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, 2008 and 2007, and the related consolidated statements of operations, stockholder’s
equity and comprehensive income (loss), and cash flows for each of the years in the three-year period ended
December 31, 2008. 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 audits 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, 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, 2008 and 2007, and the results
of their operations and their cash flows for each of the years in the three-year period ended December 31, 2008, in
conformity with U.S. generally accepted accounting principles.

As discussed in note 8(d) to the consolidated financial statements, the Company changed its accounting for income
tax uncertainties in 2007.

KPMG LLP

Houston, Texas
February 28, 2009



ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:

Expenses:
COSt OF SALES....veeneieiiieeieiiee et
Cost of sales — affiliates ........coceeceeveeiereneneneneicnceene
Operation and MAINLENANCE .......c.evvverveereerrerierieeeeennenns
Operation and maintenance — affiliates..........................
Taxes other than INCOME taxes........cccevvevererencreeiennens
General and administrative — primarily affiliates ..........
Gains on sales of assets and emission allowances,
net — primarily affiliates...........cocoeevervieneicencienenne,
Goodwill IMPAIrMent...........cceevereerieeieeieseeseeeree e
Depreciation and amortization...........ceeceeveereeneeneeenene
Total operating €Xpenses........cocvverveerveevereeseesreenens
Operating INCOMe (L0SS)......ccovererereirienieerieeeeseeenens
Other Income (Expense):
Other, NET ....eevveeiiiiiieceeee e
Interest EXPense ....covveeeeiieeiiiiieeeiie e
Interest expense — affiliates..........cccevvevvrcieriieneenirenens
Interest income — primarily affiliates.........c..cccceveenee.
Total other EXPense..........ccveveerierieeeeeierieeieevenenens
Loss from Continuing Operations Before Income
TAXES ..ttt
Income tax benefit .........cocevueriiiiiiiniieeeee e
Income (Loss) from Continuing Operations.................
Income (loss) from discontinued operations..................
Net INCOME (LOSS) ....veeveeviereeeeeiereereeeeeeee e

See Notes to the Consolidated Financial Statements

2008 2007 2006
(thousands of dollars)

14,615 $ 22317 $ 22,861
570,863 542,568 474,851
585,478 564,885 497,712
247,817 227,240 222,358

(3,467) (5,521) 2,427
132,277 161,713 143,786

32,787 37,696 35,924

10,587 11,570 13,089

24,626 27,685 27,980

(617) (7,480) (66,964)
173,570 — —
104,261 137,602 100,107
721,841 590,505 478,707

(136,363) (25,620) 19,005
4,488 — —
(23,284) (34,314) (38,472)
(5,987) (9,293) (1,351)
5,514 8,452 8,956
(19,269) (35,155) (30,867)
(155,632) (60,775) (11,862)
(26,323) (25,737) (31,135)
(129,309) (35,038) 19,273
(1,480) 7,124 5,375
(130,789)  ~§ (27914 _§ 24,648




ORION POWER HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:
Cash and cash eqUIVALENLS .........cocooiriiiiiiiiiitee ettt
Accounts receivable, principally customer, net of allowance of $0..........ccoceeveniiiininienenne.
Receivables from affiliates, NEt .......c..ooivvviiiiiiiiiieie et et e e e e s eanee e
State INCOME taAXES TECEIVADIE .....cuiruieiietieieitieeeteete ettt sttt nee
TIIVENEOTY it ettt et sat ettt et s e b st eaees
Accumulated deferred INCOME tAXES ......c.eeertirierieieiiriieiertee ettt et
Collateral posted under agreement with Reliant Energy, Inc.........c.ccccocvvinininiininnncnenne
Prepayments and other current assets
Current assets of diSCONtINUEd OPETAtIONS........ccveverieeriertieierieeiertieresieeeesteeseesseseeessesaeesesseens
TOtA]l CUITENE ASSEES ......euvereeiteiieiiitieteet ettt ettt sttt eb st eaeas
Property, Plant and EQUIPMENT, NET ..........oooiiiiiiiieeeeeee ettt
Other Assets:
GOOAWILL DB ...t e e et e e e et e e e enteeeeeaaeesenaaeeeeseeeennneeeanes
Other intangibles, net
Long-term note receivable from Reliant Energy, INC. ........cccocovvieiiiiiiiniininiiieeieceieee
Long-term collateral posted under agreement with Reliant Energy, Inc.........cccccoecvevvenieciennene

TOtAl OTRET ASSELS ....vviiieriieiieie ettt ettt et e e e e et e e eeaeeeeeaveeeeeareeeeeseeeentneeeenns
TOLAI ASSEES ...ttt ettt ettt ettt et et e bt et e e as et e ere e beetbeebeersebeetsenbeeraereennanns

LIABILITIES AND STOCKHOLDER’S EQUITY

Current Liabilities:
Current portion of 1ong-term debt..........ccccveiiriiiininiiiiiiceece e
Accounts payable, principally trade........c..coceeierieiiiiiniiieeeee e
Accrued INtErest PAYADIC......ecuveieeieieeeieie ettt ee ettt e te et sae b e teebesaeenbesraentens
Other taxes payable
Derivatives HADIIITIES ....c..eerueruieierieetestiete ettt ettt ettt b et bbbt ebeens

Current liabilities of discontinued operations
Total current HADIIHES ......c.eeverieieriieiet ettt sttt sttt sbe e e
Other Liabilities:

Long-term liabilities of discontinued operations
Total Other HADIIITIES .....c..evveeiiriieierieeet ettt
Revolving Credit Facility with Reliant Energy, Inc....
Long-term Debt..........cccoooiiiiiieiece e
Commitments and Contingencies
Stockholder’s Equity:
Common stock; par value $1.00 per share (1,000 shares authorized, issued and outstanding).
Additional paid-in CAPILAL ........couerieieiriiiriiect ettt
Accumulated deficit
Accumulated other comprehensive 10SS.........ooveieiiiiirieee e
Total StoCKhOIAET’S EQUILY ....cuveviiuieiiitiriiteiet ettt
Total Liabilities and Stockholder’s EQUILY ..........ccovueirieinicirecee e

See Notes to the Consolidated Financial Statements

December 31,

2008

2007

(thousands of dollars,
except per share amounts)

$ 28 259
21,971 102
45,383 19,968
35,010 45,763
73,564 57,233
32,919 6,713

— 2,000
1,454 1,843
- 2,132
210,303 136,013
1,720,944 1,619,651
— 173,570
164,950 165,509
53,981 67,200
14,392 14,392
3,633 9,383
236,956 430,054

$ 2,168,203

$ 2,185,718

$ 12531 $ 11,409
47,860 36,278
7,996 7,999
13,276 12,496
69,468 —
23,242 17,530
2,952 —
177,325 85,712
134,486 165,709
62,377 46,726
87,408 66,294
9,972 10,602
3,542 3,542
297,785 292,873
74,471 37,299
404,403 416,934
1 1
2,211,139 2,211,138
(982,396) (851,607)
(14,525) (6,632)
1214219 1,352,900

$ 2,168,203

$ 2,185,718




ORION POWER HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:
INEE INCOME (10SS) ..vveerenieterietirieierteteetet ettt ettt ettt e e st e st et e s e seseebenees et esessesenseseseneesensesensesn
(Income) loss from discontinUed OPETAtIONS .........couvvevevereuiiririeieieeirireetei ettt eee
Net income (loss) from continuing operations
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
GOOAWIIL IMPAITINENL ...ttt b e be e be st ese s esesaeseseneans
Depreciation and amortization..
Deferred INCOME tAXES .......cuoueuiuiiiiiiiiiiiiiicteicie et
Net changes in eNergy dEIVALIVES .......c.coervririririeiiieterieesteerte e sr et seese et seeeseneeneas
Net amortization of contractual rights and obligations ...
Amortization of revaluation of acquired debt...........ccccecervreicninniniecens
Gains on sales of assets and emission allowances, net — primarily affiliates "
OBRET, NCT ..o ettt e et e et e et e et e et e eateeateeateeaseeateeaseenreeereeeseeanes
Changes in other assets and liabilities:
ACCOUNES TECEIVADIE, NEL ....cveevvieiiiiieetieie ettt ettt s s e s e b esesaesbeeseensesseneenns
TIVEIEOTY ..ottt ettt ettt see
Other current assets .
Other assets..............
Accounts payable .........cccceveerennenne
Payable to/receivable from affiliates, net...........c.cccco......
Collateral posted under agreement with Reliant Energy, Inc. "
Income taxes payable/TECeIVADIE. ........c.ooiiriiriiiirieiriet ettt
ACCTUC INEETESE ...ttt ettt ettt e et e b b es e b et s s et et et et eneesenee
Long-term taxes payable to Reliant Energy, Inc. and related accrued interest.
Other current labilities. .........c.ccoeeeuiiiiiniiiccceeccccee s
Other Habilities .........ccccueuriririniiiciiieiiencceceeercecenas
Net cash provided by continuing operations from operating activities .........
Net cash provided by (used in) discontinued operations from operating activities.. .
Net cash provided by (used in) Operating aCtiVities ..........cocvevereereriererieerieirieeseeeereeeeeenens
Cash Flows from Investing Activities:
Capital EXPENAITUTES .....c.covevveuiiiiieieecicie ettt b ettt eeae e
Proceeds from sales 0f ASSELS, NEL ........c.ivvieuieiiiieiieieeciet ettt b s sse b reeaeeaeesaens
Proceeds from sales of emission allOWanCES.........c.covuvueueueirinirieieeininieieetceneeeievciee s
Proceeds from sales of emission allowances — affiliates .
Purchases of emission allowances — affiliates ............occcueiiiririiiiiiiiiicccccs
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 aCVILIES ......c.cocvvrueverereriririereieieenieeeeeec e
Cash Flows from Financing Activities:
Distributions to Reliant ENergy, INC.........ccoeueiiiiniiieiiiiinccerireeccce et
Changes in revolving credit facility with Reliant Energy, Inc., net..
(Loan to) repayments from Reliant Energy, Inc. .........cccccceneee.
Payments of long-term debt.........c.ccueciriiriiiiiiiiiieie e
Net cash provided by (used in) continuing operations from financing activities .
Net cash used in discontinued operations from financing activities...........cocoeveervererieereenens
Net cash provided by (used in) financing aCtivities ..........oueeeueererireeieerennieiereereeeceenes
Net Change in Cash and Cash Equivalents .
Cash and Cash Equivalents at Beginning of Period...............ccccoeoirrieiinneeeeeeeeccee
Cash and Cash Equivalents at End 0f PEriod .............cccooivirreiiininreeeeeeeee e
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:
Distributions to Reliant Energy, Inc., net for continuing operations .............cccceeeevererereeeneenns

See Notes to the Consolidated Financial Statements

2008 2007 2006
(thousands of dollars)

$ (130,789) $ (27,914) $ 24,648
1,480 (7,124) (5,375)
(129,309) (35,038) 19,273
173,570 — —
104,261 137,602 100,107
(47,522) (21,422) (27,474)
69,468 1,108 (1,108)
(208) (302) (2,218)
(11,409) (10,505) 9,721)
(617) (7,480) (66,964)
(1,777) 366 (658)
(21,869) 1,562 2,415
(16,331) (7,384) 3,414
389 (539) 2,173

380 4,867 10,036
7,780 27 5,163
(5,764) (14,840) 7,188
2,000 (788) (15,604)
18,633 22,938 13,510
(3) 3 “
22,132 (18,015) —
823 184 1,735
3,281 (3,680) 3,726
167,908 48,610 44,989
(56) 6,726 (49,689)
167,852 55,336 (4,700)
(174,287) (109,212) (45,566)
— 259 —

515 624 1,134

164 12,678 69,320
(44,892) (9,643) —
(218,500) (105,294) 24,388
— 520 967,566
(218,500) (104,774 992,454
— — (209,400)
37,172 24,616 12,683
13,219 25,000 (92,200)
— — (191)
50,391 49,616 (289,108)
— — (712,317)
50,391 49,616 (1,001,425)
(257) 178 (13,671)
259 81 13,752

$ 2 $ 259 $ 81
$ 34,688 $ 44,756 $ 48,360
(15,663) (2,858) (17,022)
— — (39,543)



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

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, 2005... 1,000 $ 1 $ 2,460,551 $ (848,341) $ 18,847 $ — $ — $ (147)  $ 18,700 $ (335) $ 1,630,576
Net income......c.oeevveeveeeneeereeennenn, 24,648 24,648 $ 24,648
Distributions to Reliant
Energy, Inc., net.........cccocueneee. (249,412) (249,412)

Changes in minimum pension

liability, net of tax of $1

MILON .. (2,029) (2,029) (2,029) (2,029)
Deferred loss from cash flow

hedges, net of tax of $3

MILLON .. (4,334) (4,334) (4,334) (4,334)
Reclassification of net

deferred gain from cash flow

hedges into net income, net

of tax of $8 million $0 ............. (11,802) (11,802) 335 (11,467) (11,802)
Other comprehensive income
from discontinued operations .. 335

Adjustment to initially apply
FASB Statement No. 158, net
of tax of $4 million, $2

million and $1 million.............. (5,566) (3,379) 2,176 (6,769) (6,769)
Comprehensive income ............. $ 6,818
Balance, December 31, 2006... 1,000 $ 1 $ 2211,139 § (823,693) § 2,711 $ (5566) $ (3379 § — 8 (6,234) $ — $ 1,381,213
Net 10SS .o (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 into net loss, net of

tax of $2 million........c.cocoeev.e. (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 loss . $ (28,312)
Balance, December 31, 2007 ... 1,000 $ 1 $ 2211,139 $ (851,607) $ — $ (4,296) $ (2,336) $ — $ (6,632) $ — $ 1,352,901
(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 31,2007... 1,000 $ 1 § 2211,139 $ (851,607) $ — $ (429) $ (2336) S — s 6,632) $ — $ 1,352,901
Net 10SS ovevveieiereieeieieieiees (130,789) (130,789) $ (130,789)
Reclassification of benefits net
prior service costs into net
loss, net of tax of $0................. 397 397 397 397
Reclassification of benefits
actuarial net loss into net
loss, net of tax of $0................. 90 90 90 90
Deferred benefits, net of tax of
$4 million and $1 million ........ (7,346) (1,034) (8,380) (8,380) (8,380)
Comprehensive loss . $ (138,682)
Balance, December 31,2008... 1,000 $ 1 8§ 2211,139 $ (982,396) § —  $(11,552) $  (2973) § — $ (14525 $ — $ 1,214.219

See Notes to the Consolidated Financial Statements



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 2,651 megawatts (MW) as of December 31, 2008. 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.

Review of Strategic Alternatives. In October 2008, Reliant Energy’s Board of Directors initiated a process to
review strategic alternatives and formed a special committee to oversee this process. Reliant Energy is exploring a
full range of possible strategic alternatives to enhance stockholder value, including, among other possibilities, the
sale of all or substantially all of Reliant Energy (including Orion Power), as well as the sale of some or all of its
retail business.

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
@ 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 evaluates its estimates and assumptions on an ongoing basis using historical experience and other
factors, including the current economic environment, which Orion Power believes to be reasonable under the
circumstances. Orion Power adjusts such estimates and assumptions when facts and circumstances dictate.

Orion Power’s critical accounting estimates include: (a) fair value of derivative assets and liabilities; (b) fair
value of Orion Power for assessing impairments of recorded goodwill; (c) fair value of property, plant and
equipment; (d) loss contingencies and (e) 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(i), 2(),
2(n), 2(0), 2(p), 2(9), 4, 5, 6,7, 8,9, 10 and 14.

(b) Principles of Consolidation.

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

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) Fair Value Measurements.

Summary. Effective January 1, 2008, Orion Power adopted Statement of Financial Accounting Standards
(SFAS) No. 157, “Fair Value Measurements” (SFAS No. 157) on a prospective basis for its derivative assets and
liabilities. In connection with the adoption, no cumulative effect of an accounting change was recognized. For
non-financial assets and liabilities, the adoption of SFAS No. 157 was deferred until January 1, 2009. See note 2(s).

Fair Value Hierarchy and Valuation Techniques. Orion Power applies recurring fair value measurements to its
derivative assets and liabilities. In determining fair value, Orion Power generally uses the market approach and
incorporates assumptions that market participants would use in pricing the asset or liability, including assumptions
about risk and/or the risks inherent in the inputs to the valuation techniques. These inputs can be readily observable,
market corroborated, or generally unobservable internally-developed inputs. Based on the observability of the
inputs used in the valuation techniques, the derivative assets and liabilities are classified as follows:

Level 1: Level 1 represents unadjusted quoted market prices in active markets for identical assets or liabilities that
are accessible at the measurement date.

Level 2: Level 2 represents quoted market prices for similar assets or liabilities in active markets, quoted market
prices in markets that are not active or other inputs that are observable or can be corroborated by
observable market data.

Level 3: This category includes energy derivative instruments whose fair value is estimated based on prices in
inactive markets that are not observable. Orion Power’s OTC derivative instruments that are transacted in
less liquid markets with limited pricing information are included in Level 3, which are coal contracts.

Nonperformance Risk on Derivative Liabilities. In accordance with SFAS No. 157, fair value measurement of
Orion Power’s derivative liabilities reflects the nonperformance risk related to that liability, which is its own credit
risk. Orion Power derives its nonperformance risk by applying Reliant Energy, Inc.’s credit default swap spread
against the respective derivative liability. As of December 31, 2008, Orion Power had $5 million in reserves for
nonperformance risk on derivative liabilities. This change in accounting estimate had an impact during 2008 as
follows (income (loss)):

2008
Income from
Continuing Operations
before Income Taxes Net Income
(in millions)
Total derivatives Habilities ...............oov.orveerveereerereeeeeeeeeeseesseesneone $ 5 R 3
(1) Recorded in cost of sales as unrealized.
Fair Value of Derivative Instruments.
December 31, 2008
Total
Level 1 Level 2 Level 3 Fair Value
(in millions)
Total derivative assets ..........ccocoevvveereveeninns $ — $ — $ — $ —
Total derivative liabilities...........ccccceeeveuveennn. — — 69 69

11



The following is a reconciliation of changes in fair value of net derivative assets and liabilities classified as
Level 3:

2008
Net Derivatives
(Level 3)
(in millions)
Balance, January 1, 2008 .............ccveiiiiiiiriiieeiietieteeee ettt ettt ettt ettt b eae et eae e ensenes $ —
Total gains (losses) realized/unrealized: —
INCIUA@d 1N CAIMINES ....neeuieiieteeie ettt ettt sttt ebe et et e et e be et ebeeseenee e e neeneenes —
Purchases, issuances and settlements (NEt)..........ccvevvieevieriiriieriienierie ettt eee e (69)
Transfers in and/or out 0f Level 3 (NET)...c.iecvieiieieeieieeieeie ettt — (1)
Balance, December 31, 2008 ..........covoiiiiiiiieiiiieeeeeeeeeeeeee ettt ettt ettt $ (69)

Changes in unrealized gains/losses relating to derivative assets and liabilities still held at
December 31, 2008........oo oo et e e e e enneas —

(1) Represents fair value as of December 31, 2007.
See notes 2(e) and 5.
() 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).

Changes in commodity prices prior to the energy delivery period are inherent in Orion Power’s business.
However, Orion Power believes the benefits of generally hedging its generation assets do not justify the costs,
including collateral postings. Accordingly, Orion Power may enter selective hedges, including originated
transactions, based on its assessment of (a) market fundamentals to increase the return from its generation assets and
(b) operational and market limitations requiring Orion Power to enter into fuel transactions to manage its generation
assets.

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. Fixed-price derivatives are used to fix the price for a portion
of these transactions. The primary types of derivative instruments Orion Power uses are forwards 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 accounting) 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. See note 2(d) for
discussion on fair value measurements.

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.

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/Settle Financially Settle®
Fuel forward and option contracts Fuel sales Revenues Cost of sales
Fuel purchases Cost of sales Cost of sales

(1) The purpose for holding or issuing does not impact 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.

12



Unrealized gains and losses on energy derivatives consist of both gains and losses on energy derivatives during
the current reporting period for derivative assets or liabilities that have not settled as of the balance sheet date and
the reversal of unrealized gains and losses from prior periods for derivative assets or liabilities that settled prior to
the balance sheet date but during the current reporting period.

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, (¢) 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(f) for further discussion of Orion Power’s credit policy.

Cash Flow Hedges. 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.

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,
2008 and 2007, Orion Power does not have any designated cash flow hedges.

Presentation of Derivative Assets and Liabilities. Orion Power adopted FIN 39-1 on January 1, 2008. Upon
adoption it elected to present its derivative assets and liabilities on a gross basis (regardless of master netting
arrangements with the same counterparty). Cash collateral amounts are also presented on a gross basis. Orion
Power applied FIN 39-1 retrospectively for all financial statements presented. However, its December 31, 2007
consolidated balance sheet was not affected as there were no derivative contracts outstanding (accounted for under
the mark-to-market or cash flow hedge accounting methods) as of that date.

()] 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.
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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, 2008, two non-investment grade counterparties and two investment grade
counterparties represented 45% ($7 million) and 50% ($8 million), respectively, of its credit exposure. As of
December 31, 2008, Orion Power held no collateral from these counterparties. As of December 31, 2007, Orion
Power had no credit exposure. There were no other counterparties representing greater than 10% of Orion Power’s
credit exposure.

(9) Customer Concentration.

The following table represents accounts receivable balances from third party customers in excess of 10% of the
total consolidated accounts receivable balance and the related percentages as of December 31, 2008 (in millions,
except percentages):

Customer December 31, 2008
Accounts Receivable  Percentage of Total
Balance Accounts Receivable
AEP Service COrPOTatiON ........ceeuieveeieieieriiereeteeteeseessesessesseereeseeseessessessesseens $ 5 21%
MagNUM COAL.....ociieiiiiiiiiciecte ettt e sb e b e esbesaae e nas 4 19%
Conemaugh FUCLS .......oovviiieiieieceeeee e 3 14%
CONSOL ENETZY ..ottt ettt e s se e s e enseennas 3 15%

Accounts receivable from third parties was insignificant as of December 31, 2007.
(h) 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.

(M Property, Plant and Equipment and Depreciation Expense.

Orion Power computes depreciation using the straight-line method based on estimated useful lives.
Depreciation expense was $80 million, $87 million and $76 million during 2008, 2007 and 2006, respectively.

Estimated Useful December 31,
Lives (Years) 2008 2007

(in millions)
Electric generation facilities............cccoeevvvererrnennee. 20— 32 $ 1,831 $ 1,823
Land improvements..........ccceeeveeeeueerereeecieenveesnveennnenn 20— 32 96 98
(07111 USRS 3—10 12 10
Land......ooooiieeiieieee et 13 12
Assets under construction..........cceeeveevereerueerneennenne. 259 89
0] 7 1 ST 2,211 2,032

Accumulated depreciation ............ccceeeeeerieneennennne. (490) (412)

Property, plant and equipment, net........................ $ 1,721 $§ 1,620

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
underlying assumptions of related cash flows. Orion Power recorded no material property, plant and equipment
impairments during 2008, 2007 and 2006.

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.
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()] 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. See note 4.

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, 2008 and 2007.

(k) Capitalization of Interest Expense.

Orion Power capitalizes interest on capital projects greater than $10 million and under development for one year
or more. During 2008, 2007 and 2006, Orion power capitalized $13 million, $3 million and $0 of interest expense,
respectively, relating primarily to its scrubber project at the Cheswick plant.

M 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 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.

(m) Cash and Cash Equivalents.

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

(n) 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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(o) 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,

2008 2007

(in millions)
Materials and supplies, including Spare parts............cocceeceeeeeeeeeeseesieneseee $ 24 $ 21
0L .t bbbttt st 49 34
Heating Ol ....ooeieieeeeeee e 1 2
TOAl INVENLOTY ....ovevvieeeetieeeieteeeeeteee ettt $ 74 $ 57

(p) 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.

@ 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 $7 million and $8 million as of December 31, 2008 and
2007, respectively. As of December 31, 2008 and 2007, Orion Power has $2 million and $3 million, respectively,
(classified in other long-term assets) on deposit with the state of Pennsylvania to guarantee its obligation related to
future closures of ash disposal landfill sites. See note 10.

(n Repair and Maintenance Costs for Power Generation Assets.
Orion Power expenses repair and maintenance costs as incurred.
(s) New Accounting Pronouncements Not Yet Adopted.

Fair Value Measurement for Non-Financial Assets and Liabilities. For some non-financial assets and liabilities,
the effective date for SFAS No. 157 fair value measurement criteria is January 1, 2009. Orion Power does not
expect the standard to have a significant impact on its consolidated financial statements.

Disclosures about Derivatives and Hedging Activities. SFAS No. 161, “Disclosures about Derivative
Instruments and Hedging Activities” (SFAS No. 161) is an amendment of SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities” and is intended to enhance the related qualitative and quantitative
disclosures by providing for additional information about objectives, strategies, accounting treatment, volume by
commodity type and credit-risk-related contingent features. SFAS No. 161 was adopted on January 1, 2009.

Disclosures about Plan Assets. The FASB issued FSP FAS 132(R)-1, “Employer’s Disclosures about
Postretirement Benefit Plan Assets,” which is effective for 2009. In addition to enhanced disclosures regarding
investment policies and strategies, this FSP will require Orion Power to disclose information about fair value

measurements of plan assets that would be similar to the disclosures about fair value measurements required by
SFAS No. 157.

(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
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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.

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.

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

2008 2007 2006
(in millions)
Allocated or charged by Reliant Energy.............c........... $ 57 $ 65 $ 64

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

2008 2007 2006

(in millions)

Sales to Reliant Energy under various commodity
agreemMENts' ) ... ..o, § 571 § 543 § 475
Purchases from Reliant Energy under various

commodity agreements @ ... 2 1 7
Gains on coal sales to Reliant Energy .........ccccoe..coevinieenee. 6 @ 6 @ 5
Sales of emission allowances to Reliant Energy™............... — 13 69
Gains on emission allowances sales to Reliant Energy® ..... — 6 66

(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 on a net basis.

(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 2009; 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 $2 million, $3 million and $1 million during 2008, 2007 and 2006, 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 2008 and 2007, Reliant energy paid down $13 million
and $25 million, respectively, on this loan. Orion Power has earned interest income related to this term loan of
$5 million, $8 million and $7 million during 2008, 2007 and 2006, respectively.

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, 2008 and 2007, Reliant Energy posted letters of credit totaling
$14 million and $16 million, respectively, on behalf of Orion Power. During September 2006, Reliant Energy and
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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, 2008 and 2007, Orion Power has provided cash collateral of $14 million and
$16 million, respectively, to Reliant Energy. During 2008, 2007 and 2006, the letters of credit costs, recorded in
interest expense, were insignificant and related interest income was $0, $1 million and $0, respectively.

Cash Distributions to Reliant Energy.

2008 2007 2006
(in millions)

Orion Power Holdings cash distributions to Reliant
1 o O $ — $ — $ (209

Income Taxes. See discussion in note 2(1) regarding Orion Power’s policy with respect to income taxes and the
long-term taxes payable to Reliant Energy, Inc.

2008 2007 2006
(in millions)
Non-cash contributions from (distributions to)
Reliant Energy related to federal income taxes for
continuing and discontinued operations........................ $ — $ — $ (40)

As of December 31, 2008 and 2007, Orion Power has $87 million and $66 million, respectively, recorded as
long-term taxes payable to Reliant Energy, Inc., which includes accrued interest payable of $10 million and
$6 million, respectively. Orion Power has incurred interest expense related to this payable of $4 million and
$6 million during 2008 and 2007, respectively.

(4) Intangible Assets

(a) Goodwill.
The following table shows goodwill and the changes (in millions):
AS O JANUATY 1, 2007 ....viuieiiieiietieieietietet ettt ettt et be et be s eseebesseseesesseseesenseseesensessesensesenne $ 176
CRANZES ..ottt ettt et ettt e et e et e st et e e s e essesstesste st anseenseessessseaseensaenseensesnsesneesseenseenseenseans 2)
AS 0f DeCemDBEr 31, 2007 ... e e enaaeenn 174
TINPAITINEIL ..ottt e et e et e e be e e teeeabeeesbeessseesssaessseesssaeasseessseenssennsseensnennes (174)
AS 0T DECEMDET 31, 2008 ...ttt ettt et et e et e et e eaeesteeeaee s $ —

As of December 31, 2008 and 2007, Orion Power had $30 million and $35 million, respectively, of goodwill
that is deductible for United States income tax purposes in future periods.

Orion Power tests goodwill for impairment on an annual basis in April, and more often if events or
circumstances indicate there may be impairment. Orion Power continually assesses whether any indicators of
impairment exist, which requires a significant amount of judgment. Such indicators may include a sustained
significant decline in Reliant Energy, Inc.’s share price and market capitalization; a decline in expected future cash
flows; a significant adverse change in legal factors or in the business climate; unanticipated competition; overall
weakness in the industry; and slower growth rates. Any adverse change in these factors could have a significant
impact on the recoverability of goodwill and could have a material impact on the consolidated financial statements.

During April, Orion Power tested goodwill for impairment and determined that no impairment existed.

During the third and fourth quarters of 2008, given recent adverse changes in the business climate and the
credit markets, Reliant Energy, Inc.’s market capitalization being lower than its book value during all of the fourth
quarter and extending into 2009, Reliant Energy’s review of strategic alternatives to enhance stockholder value and
reductions in the expected near-term cash flows from operations, Orion Power reviewed its goodwill for impairment.
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Orion Power concluded that no goodwill impairment occurred as of September 30, 2008. As discussed below, as of
December 31, 2008, Orion Power concluded that its goodwill of $174 million was impaired. This charge is
non-cash.

Goodwill is reviewed for impairments based on a two-step test. In the first step, Orion Power compares its fair
value with its net book value. Orion Power must apply judgment in determining the fair value for purposes of
performing the goodwill impairment test because quoted market prices for its business are not available. In
estimating the fair value, Orion Power uses a combination of an income approach and a market-based approach.

* Income approach — Orion Power discounts its expected cash flows. The discount rate used represents the
estimated weighted average cost of capital, which reflects the overall level of inherent risk involved in its
operations and cash flows and the rate of return an outside investor would expect to earn. To estimate cash
flows beyond the final year of its model, Orion Power applies a terminal value multiple to the final year
EBITDA.

»  Market-based approach — Orion Power uses the guideline public company method, which focuses on
comparing its risk profile and growth prospects to select reasonably similar/guideline publicly traded
companies. Orion Power also uses a public transaction method, which focuses on exchange prices in actual
transactions as an indicator of fair value.

In weighting the results of the various valuation approaches, prior to the fourth quarter of 2008, Orion Power
placed more emphasis on the income approach, using management’s future cash flow projections and risk-adjusted
discount rates. As Orion Power’s earnings outlook declined, its earnings variability increased and Reliant Energy,
Inc.’s market capitalization declined significantly in 2008, Orion Power increased the weighting of the estimates of
fair value determined by the market-based approaches. Further, the aggregate estimated fair value of Reliant
Energy’s reporting units was compared to its total market capitalization, adjusted for a control premium. A control
premium is added to the market capitalization to reflect the value that exists with having control over an entire
entity.

If the estimated fair value is higher than the recorded net book value, no impairment is considered to exist and
no further testing is required. However, if the estimated fair value is below the recorded net book value, a second
step must be performed to determine the goodwill impairment required, if any. In the second step, the estimated fair
value from the first step is used as the purchase price in a hypothetical acquisition, which is then allocated to the
entity’s assets and liabilities in accordance with purchase accounting rules. The residual amount of goodwill that
results from this hypothetical purchase price allocation is compared to the recorded amount of goodwill for the
entity, and the recorded amount is written down to the hypothetical amount, if lower.

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

As part of the process, Orion Power develops 15-year forecasts of earnings and cash flows, assuming that
demand for power grows at the rate of two percent a year. It models all of its power generation facilities and those
of others in the regions in which Orion Power operates, using these assumptions: (a) the markets in which Orion
Power operates will continue to be deregulated and earn a market return; (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, which implies that margins and therefore cash flows in the future would be better than they are
today because market prices will need to rise high enough to provide an incentive for new plants to be built, and the
entire market will realize the benefit of those higher margins 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, which implies that the revenues and margins described in (b) above will be
at the level of return required for a regulated entity instead of a deregulated company. Orion Power assumes that the
after-tax rate of return on new construction is 7.5%.
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Orion Power’s assumptions for each of its goodwill impairment assessments during 2006, 2007 and 2008:

April April April September December
2006 2007 2008 2008 2008
Income approach assumptions
EBITDA multiple for terminal
values™ ......oocoooeeeeeeee s 7.0 8.0 8.0 7.0 7.0
Risk-adjusted discount rate for
estimated cash flows® .................. 9.5% 10.0% 10.5% 11.5% 13.0%
Market-based approach
EBITDA multiple for publicly
traded company..........cccccceeveruenen. 8 8 8 5 6
Valuation approach weightings®
Income approach........cc.cccecvevinnennenn 60% 70% 60% 80% 25%
Market-based approach..................... 40% 30% 40% 20% 75%

(1) Changed primarily due to market factors affecting peer company comparisons.

(2) Increased primarily due to capital structure of peer company comparisons and increased required rate of return on debt and equity capital of
peer companies.

(3) Changed primarily due to increased focus on market-based approaches. See discussion above.

Based on Orion Power’s analysis, it concluded that it did not pass the first step as of December 31, 2008,
primarily due to lower expected cash flows due to the adverse business climate, significantly lower expected
exchange transaction values due to credit market disruptions which would make it difficult for transactions to occur
and increase the price of those transactions and significantly lower valuations for the peer companies. In addition,
when Reliant Energy compared the aggregate of its fair value estimates of both reporting units to its market
capitalization, including a control premium, it determined that the market participants’ views of its fair value had
also declined significantly.

Orion Power then performed the second step of the impairment test, which requires an allocation of the fair
value as the purchase price in a hypothetical acquisition of the entity. The significant hypothetical purchase price
allocation adjustments made to the assets and liabilities of Orion Power consisted of the following:

* Adjusting the carrying value of property, plant and equipment to values that would be expected in the
current credit and market environment;

* Adjusting the carrying value of emission allowances, which currently trade at amounts significantly higher
than book value;

* Adjusting the carrying value of debt, which has a lower fair value than book value; and
* Adjusting deferred income taxes for changes in the balances listed above.

After making these hypothetical adjustments, no residual value remained for a goodwill allocation resulting in the
impairment of Orion Power’s goodwill net carrying amount of $174 million as of December 31, 2008.
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(b) Other Intangibles.

Remaining
Weighted December 31
Average 2008 2007
Amortization Carrying Accumulated Carrying Accumulated
Period (Years) Amount Amortization Amount Amortization
(in millions)
SO, emission allowances® ................ —® $ 68 g (12) @ ¢ 160 @ $ (103 @
NO, emission allowances"™ ... —® 109 @ — 9 180 ©@ (7n_ @
TOAL oo $ 177 $ (12 $ 340 $ (174)

(1) SO; is sulfur dioxide and NOy is nitrogen oxides. Amortized to amortization expense on a units-of-production basis. As of December 31,
2008, 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 2008, 2007 and 2006, Orion Power purchased $18 million, $28 million and $0, respectively, of SO, emission allowances from
affiliates.

(3) During 2008, Orion Power wrote off the fully amortized carrying amount and accumulated amortization for SO, and NOy emission
allowances of $110 million and $76 million, respectively.

(4) During 2008, 2007 and 2006, Orion Power purchased $5 million, $4 million and $0, respectively, of NOy emission allowances from
affiliates.

Amortization expense consists of:

2008 2007 2006
(in millions)
Emission allowances...........c.cceeveeeerveeeenreeeresreeeresnennas $ 24 $ 50 $ 25
Contractual rights™ ..o $ — $ — $ (1)
Contractual obligations™® ..........ccccocoivivirirreeeees — — 3
NEL oottt $ — $ — $ 2

(1) Contractual rights and contractual obligations are 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. The contractual rights were fully amortized as of
December 31, 2006.

(2) Contractual obligations are classified as other long-term liabilities.

Estimated amortization expense based on Orion Power’s intangibles as of December 31, 2008 for the next five
years is (in millions):

2009 <ottt ettt e e et et e e e ettt st e e e et e et r e eneeees $ 6 M
2000 ettt ettt ettt e et et e e et e et e ettt e e e e e et s e et e er e erneenn 7 M
20T L ettt e et e e e e neeen 7 M
2002 ettt ettt ettt e ettt e e e s eeen 7 M
2003 ettt ettt ettt e et et ettt e e e et e e ettt er e ernaenn 7 M

(1) These amounts do not include expected amortization expense of emission allowances, which have not been purchased as of December 31,
2008.

(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(e).

During 2006, 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
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realizes in net income (loss) the deferred gains and losses recognized in accumulated other comprehensive loss.
During 2006, $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.

During 2008, Orion Power entered into two forward coal contracts and the unrealized losses associated with
these contracts are $69 million, which are included in cost of sales.

As of December 31, 2008 and 2007, Orion Power does not have any designated cash flow hedges and there are
no deferred derivative gains/losses remaining in accumulated other comprehensive loss.

(6) Debt
Outstanding debt to third parties:

December 31,

2008 2007
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) ........ccoeveveveeeeereererennn, 12.00% $ 400 $ — 12.00% $ 400 $ —
Adjustment to fair value of debt @ .............. 4 13 17 11
Total debt.......ccovveeieeiieeieeieeeeene $§ 404 $ 13 $ 417 $ 11

(1) The weighted average stated interest rates are as of December 31, 2008 or 2007.

(2) Debt acquired by Reliant Energy in the Orion Power acquisition was adjusted to fair value as of the acquisition date. Included in interest
expense is amortization of $11 million, $11 million and $9 million for valuation adjustments for debt during 2008, 2007 and 2006,
respectively.

Debt maturities as of December 31, 2008 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, (c) 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, 2008, conditions under these covenants were not met that
allow the payment of dividends by Orion Power Holdings. As of December 31, 2008, 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.
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(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.

The benefit obligations and funded status are:

Pension Postretirement Benefits
2008 2007 2008 2007
(in millions)
Change in Benefit Obligation
Beginning of year ...........ccccvevevveiiiivieesieieeene $ 60 $ 57 $ 33 $ 31
SEIVICE COSt...eiriatieiieieeie ettt 3 2 — 1
Interest COSt.....couimiimirniiiiniieieeeeeece e 3 3 2 2
Benefits paid........cccoeceeeierieniieiee e 2) 2) — —
Amendments/adjustments.............cccoceereenrennnnne. 1 — 2 —
Actuarial gain .......c..cceeeierieiieieeieceee e — — 4 (1)
End of Year.......ooooveivveieieciceeeeceeeee $ 65 $ 60 $ 33 $ 33
Change in Plan Assets
Beginning of YEar .........c.ccveveveveveveveercececennenenns $ 46 $ 36 $ — $ —
Employer contributions ............cccceeeveeveeeennennen. 3 9 — —
Benefits paid........ccoceveierienieieeeeeee 2 2) — —
Actual investment return ...........cceeeeveerveerveennnnn (13) 3 — —
End of Year.......ocoooueveveveeeiecceeeeeeeeeeee e, $ 34 $ 46 $ — $ —
Funded Status ..........ccceceveieeneineneereecseeene $ 3D $ (14) $ (33) $ (33)

Amounts recognized in the consolidated balance sheets are:

Pension Postretirement Benefits
December 31, December 31,
2008 2007 2008 2007
(in millions)
Current Habilities ...........cooveveeievereieeeeeeeeeeee $  — 5  — $ (1) $ (1)
Noncurrent liabilities..........cccoevvervierieriiereeieeeeene. 3D (14) (32) (32)
Net amount recognized ..........c.coeveveveeveeenennnne. $§ (3D § (14 § (33 $ (33
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The accumulated benefit obligation for all pension plans was $59 million and $54 million as of December 31,
2008 and 2007, respectively. All pension plans have accumulated benefit obligations in excess of plan assets.

Net periodic benefit costs are:

Pension Postretirement Benefits
2008 2007 2006 2008 2007 2006
(in millions)

SErvice COSt vovvviriniririrerereeenne. $ 3 $§ 3 $ 3 $§ — $§ — $ —
Interest cost ....coceevveeriieeriienienne 3 3 3 2 2 2
Expected return on plan assets..... 3) 3) 2) — — —
Adjustment to annual expense..... — — — 2 — —
Net amortization...........cceceeeueenee. 1 1 1 — — —
Net periodic benefit costs ......... § 4 § 4 § 5 § 4 § 2 § 2

As of December 31, 2008, $1 million and $0.6 million of net actuarial 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.

Assumptions. The significant weighted average assumptions used to determine the benefit obligations are:

Pension Postretirement Benefits
December 31, December 31,
2008 2007 2008 2007
Discount rate..........cccoeeeviiieeiiiiiieeiieeeeee e 5.75% 5.75% 5.75% 5.75%
Rate of compensation increase .............ccceeverveennenne. 3.0% 3.0% N/A N/A

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

Pension Postretirement Benefits
2008 2007 2006 2008 2007 2006

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

INCIEASE ....eeeeevveennnee. 3.0% 3.0% 3.0% N/A N/A N/A
Expected long-term

rate of return on

plan assets.................. 7.5% 7.5% 7.5% N/A N/A N/A

As of December 31, 2008 and 2007, 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:

2008 2007 2006
Health care cost trend rate assumed for next year" ........... 7.9% 8.3% 9.0%
Rate to which the cost trend rate is assumed to gradually
decline (ultimate trend rate)"...........ccoovvvvveereeeeeenn. 5.5% 5.5% 5.5%
Year that the rate reaches the ultimate trend rate................ 2015 2015 2015

(1) Represents blended rate for medical and prescription drug costs.
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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, 2008:

One-Percentage Point
Increase Decrease
(in millions)

Effect on service and iNterest COSt ........evimiririririeieieiee e, $ — $ —
Effect on accumulated postretirement benefit obligation..........cc.cceeueeenens 4 4

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
2008 2007 2009
Domestic equity SCCUTTHIES.....cvereerrrereriereierreerreeneennns 36% 49% 40%
International equity SECUTIti€s.......ccuerverueereeereeeieenenne 21 10 20
Global equity SECUTTHES .....eeveeeeeriereereeeeeeeeeeeieeeeene 9 10 10
Debt SECUITLIES ...ouveuvenieiiieriieiieiieeee e 34 31 30
TOtAL et 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 SECUITHES .....eevereeerereereierieenieeeeane MSCI U.S. Broad Market Index 40%
International equity SECUTIties.........cceevvrrveereerreenneas MSCI All Country World Ex-U.S. Index 20
Global equity SECUTItIES .....cecveeererereeeeireieeieeieeneane MSCI All Country World Index 10
Debt SECULTLIES ...eouvreueieiieeiieiieieeie et 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 expects pension cash contributions to approximate $13 million during 2009.
Expected benefit payments for the next ten years, which reflect future service as appropriate, are:

Postretirement

Pension Benefits
(in millions)
2009 . $ 2 $ 1
2000 e et e e et e e et e e e eareeeeans 3 1
10 USSR UUPRUUUPPRNt 3 2
20 et eans 4 2
20 3 e e e et e e etaa e e etreeeeans 4 2
20T4-2018 . ittt et e et e et e e et e et e e e tb e e e etaaeeetbaaaeentreeannes 25 12

(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, $2 million and $1 million during 2008, 2007 and 2006, respectively.
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(c) Other Employee Matters.

As of December 31, 2008, approximately 75% of Orion Power’s employees are subject to collective bargaining
arrangements. Approximately 50% of Orion Power’s employees are subject to collective bargaining arrangements
that will expire in 2009. Orion Power intends to negotiate the renewal of these agreements.

(8) Income Taxes
(@) Summary.

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

2008 2007 2006
(in millions)

Current:
FEAETal.....ovveieeeeceeeee e $ 18 $  — 5 —
AL ..ttt e e sbe e aneesares 3 (4) (4)

Total CUITENT ....veeeviiiieeiie et e 21 4) (4)
Deferred:
Federal.......ccooiiiiiiiieiceeee et (56) (18) 11
AL ..ttt e e e sabe e aneesares 9 (4 (38)

Total deferred .........oovveeeiiiiiieeii e 47 (22) (27)
Income tax expense (benefit) from continuing operations ......... $  (26) $  (26) $ (3D
Income tax benefit from discontinued operations....................... $ (2) $ — $ @))

A reconciliation of the federal statutory income tax rate to the effective income tax rate for continuing
operations is:
2008 2007 2006

Federal Statutory rate........ccccceveeeeieieieeseeeee e (35)% (35)% (35)%
Additions (reductions) resulting from:

State income taxes, net of federal income taxes...................... 5 9 (254) W

Goodwill IMPAIrMEnt.........cccvevieiiieieieeiereee e 14 — —

Other, NET....cviiiieiieicceeceee e (1) 2 27
EffectiVe L€ .o.veevieiieiecieeieeeee e (17)% (42)% (262)%

(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,

2008 2007
Deferred tax assets: (in millions)
Current:
Derivative Habilities, NEt.........cveveieeeeeeeeeeeeeeeeee ettt e e e eeeeenens $ 27 $ —
EMPloyee DENETIts ......coeeeuieiiieiieieeie et 1 1
Valuation allOWanCeS. ........ceeueeriiriirieeie ettt €)) —
(0111 T USRS 5 4
Total current deferred tax asSets .........ccvevvvieeeieriiieeiiie et sve e 32 5
Long-term:
Employee Denefits ........ccooiiiiiiiiieieeeee e 21 18
Net operating 10ss carryforwards...........coeoeeiererireiiiieeee e 35 29
(011115, RO UTUUPR 7 13
Valuation alloWanCes...........cceeveriieriieriieiieiesiese e ere e ere e sree e esaeebeesneas (20) 3)
Total long-term deferred tax aSSetS.......ccevvverierieerieiieiierieere e sieennens 43 57
Total deferred taX aSSELS. ........ocveveveverererereeieieieeeeeee ettt $ 75 $ 62
Deferred tax liabilities:
Long-term:
Depreciation and amortization..............cccveveuieievereriereieeseesseeseseseseeseseseeenes $ 175 $ 215
Total long-term deferred tax 1iabilities ...........cceeevereniiinieieieeee e 175 215
Total deferred tax Habilities ..........c.cveveveverereeieieiiieieieere e $ 175 $ 215
Accumulated deferred income taxes, Net ..........cccveveeveveeeeveriereeereenenna, $ (100) $ (153)
(b) Tax Attribute Carryovers.
Statutory
December 31, Carryforward Expiration
2008 Period Years
(in millions) (in years)
Net Operating Loss Carryforwards:
STALE ..ttt $ 568 20 2018 through 2028

(© 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.

Orion Power’s valuation allowances for deferred tax assets are (in millions):

State
AS OF JANUATY 1, 2000 .....c.viiiieeieeieiiecieete ettt ettt et e et e st eesbeesbeesbesaaessaesseeseesseesseessensaenseereas $ 24
Changes in valuation allOWaNCE ..........ccceeieriiriiriniieieietee ettt (19)
AS 0f DECEMDBEr 31, 2006 .......oooieeeiieeeeeee ettt enneas 5
Changes in valuation allOWaICE ..........ccceeiiriiriirinininieietetereeese ettt 2
AS 0f DECEMDBET 31, 2007 ....eeveeieeeeee et e e e ennees 3
Changes in valuation allOWaNCE ...........cceccveriieriieiieeierieieeie ettt eneeeeaesseeseas 18
As of December 31, 2008 .....ooo i eaneas $ 21
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(d) FIN 48 and Income 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 Energy’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. 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 ettt e st e e s e besse e st e st eseestensanseasessesseeseeseeneansensans $ 2)
Other long-term liabilities .... 3)
RetaINed AETICIE....e.vitiitieiieiieiee ettt sttt ettt s ebe ettt €8
Orion Power’s unrecognized tax benefits for federal and state changed as follows:
2008 2007
(in millions)

Beginning Of YEAT .......ociiviieiiieictieeeecteeee ettt $ — $ —
Increases related tO Prior YEATS ......ccvervieriieieeieeiieiieieeieseeseeeseeeseeeeeeneeseaenseens 4 2
Decreases related to prior years 4) )

Increases related to current year
Settlements ........coeveeererereeienieieenee — —
Lapses in the statute of limitations
ENA OF YEAT 1..vevieieeteeeeeeee ettt ettt ettt et ae e $ — $ —

As of January 1, 2007 and December 31, 2007 and 2008, Orion Power had no amounts accrued for interest or
penalties. During 2008, 2007 and 2006, Orion Power recognized $0, $0 and an insignificant amount, respectively,
of income tax expense (benefit) due to changes in interest and penalties for federal and state income taxes.

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.oiieiiieiicieeeeeece ettt ns 1997 to 2008 1997 to 2006
Pennsylvania.......cccccceveennee. 2004 to 2008 2005 to 2006
New York state and city 2003 to 2006 2003 to 2006

Orion Power, through Reliant Energy, expects to continue discussions with taxing authorities regarding tax
positions related to the timing of tax deductions for depreciation and emission allowances and believes it is
reasonably possible some of these matters could be resolved during 2009; however, Orion Power cannot estimate the
range of changes that might occur.
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(9) Commitments
(a) Lease Commitments.

Operating Lease Expense. Total lease expense for all operating leases was $2 million during 2008, 2007 and
2006.

(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, 2008.

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.

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 purchase and sales agreements, service agreements and procurement agreements.

Except as otherwise noted, 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.

(c) Other Commitments.

Property, Plant and Equipment Commitments. As of December 31, 2008, Orion Power has contractual
commitments to spend approximately $99 million on plant and equipment relating primarily to SO, emissions
reductions, ash landfill projects and mercury controls.

Fuel Supply Commitments. Orion Power is a party to fuel supply contracts of various quantities and durations
that are not classified as derivative assets and liabilities. These contracts are not included in the consolidated
balance sheet as of December 31, 2008. Minimum purchase commitment obligations under these agreements are as
follows as of December 31, 2008 (in millions):

Fuel Commitments®®)

2009 . ettt ettt ettt e et et e et e e atete et e et e ete ettt e eneeeaeeraea $ 70
2010 oo 35 @
20T T ottt ettt et et e ebeett e tt e teebeete et e et e eteeteereenreereereea —
2002 ettt ettt ettt ete et et e ett e te e bt ebeeteeateereeeteeeteereeneeeaeereea —
2013 and therafter........cveieiiiiiiiciee ettt et —
TOLAL. .ttt ettt ettt et e et te et e et e et et e te et e eteeraeeraeereeeaeennas $ 105

(1) As of December 31, 2008, the maximum remaining terms under any individual fuel supply contract is two years.
(2) Price estimated based on forward commodity curves as of December 31, 2008.
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Other Commitments. Orion Power has other fixed commitments related to various agreements that aggregate as
follows (in millions):

(10) Contingencies

Orion Power is involved in some 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.” In September 2008, Orion Power received an
EPA request for information related to its Avon Lake and Niles generation facilities. The EPA agreed to share
information relating to its investigations with state environmental agencies.

Ash Disposal Landfill Closures. Orion Power is responsible for environmental costs related to the future
closures of two ash disposal landfills owned by Orion MidWest. Orion Power recorded the estimated discounted
costs ($7 million and $8 million as of December 31, 2008 and 2007, respectively) associated with these
environmental liabilities as part of its asset retirement obligations. See note 2(q).

Sales Tax Contingencies. Some of Orion Power’s sales tax computations are subject to challenge under audit.
As of December 31, 2008 and 2007, Orion Power has $2 million and $0, respectively, accrued in current liabilities
of discontinued operations relating to these contingencies.

Property Tax Contingencies. Orion Power believes it will be subject to additional property tax liabilities
related to years 2001 to 2005. As of December 31, 2008 and 2007, Orion Power has $4 million accrued in
long-term liabilities of discontinued operations relating to these contingencies.

(11) Settlement

In October 2008, Orion Power settled its claims in a suit it filed based on breach of a fuel supply agreement.
Under the settlement agreement, Orion Power received settlement payments totaling $20 million (recorded in cost of
sales).

(12) 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,

2008 2007
Carrying Fair Carrying Fair
Value Value® Value Value®
(in millions)
Fixed rate debt.........ccooveveieieiiieieceeeceeee, $ 417 $ 397 $ 428 $ 436
Total debt.....cceecviieeiiieiiiiiieeee e, $ 417 $ 397 $ 428 $ 436

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

Emission Allowances. Orion Power sold emission allowances (primarily SO2) during 2008, 2007 and 2006 for
gains of $1 million, $7 million and $67 million, respectively.

(14) Discontinued Operations

New York Plants. 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. 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.

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 to
discontinued operations. Orion Power allocated $7 million of related interest expense — affiliates during 2006 to
discontinued operations. No interest was allocated to discontinued operations subsequent to the closing.

The following summarizes certain financial information of the New York plants reported as discontinued
operations (in millions):

New York

Plants
2008
REVEIUES. .....viuieiietieieiieteiett ettt ettt ettt et ettt et b e b ese s e s b ese e s e s e s e esesbeseesesbeseesenseseesanseseebensenense $ —
Loss before income tax expense/benefit 4)
2007
REVEIUCS. ...ttt ettt ettt ettt et b e e st e s e s e st e b e b ent e s e b e st ese s e st ebenseneesenseneee $ 3
Income before income tax exXpense/DeNefit.........c.occuerierieririierieriei e 7
2006
REVEIIUCS. ...ttt ettt ettt bbb et et b et et e b et e st e be e eneee $ 104
Income before income tax expense/DeNefit.........c.cccueivieriieiiiiiiiieiicreee e 4 M

(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 was $308 million.

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 and sales and use tax
settlements. These amounts are classified as discontinued operations in the results of operations and consolidated
balance sheets, as applicable. See note 10.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Business Overview

Orion Power owns and operates electric generation facilities in Ohio and Pennsylvania with an aggregate
generating capacity of 2,651 megawatts (MW) as of December 31, 2008. 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.

Orion Power’s business is a capital-intensive, cyclical business. Earnings are significantly impacted by spark
and dark spreads and capacity prices. Spark and dark spreads are driven by a number of factors, including the prices
of power, natural gas, coal and fuel oil, the cost of emissions, transmission, weather and global macro-economic
factors, none of which we control and many of which are volatile. The factor that we have the most control over is
the percentage of time that our generating assets are available to run when it is economical for them to do so
(commercial capacity factor). The key earnings drivers in our business include the amount of time our power plants
are economical to operate (economic generation) and commercial capacity factor, which both determine the amount
of electricity we generate, the margin we earn for each unit of electricity sold, the availability of our generating
assets to meet demand and capacity revenues (other margin) and operating costs.

Consolidated Results of Operations
2008 Compared to 2007

Net Income (Loss). We reported $131 million consolidated net loss for 2008 compared to $28 million
consolidated net loss for 2007.

Change
from 2007
2008 2007 to 2008
(in millions)
Gross Margin® ..o $§ 341 $ 343 $ )
Operation and MaINtENANCE .......ecvvereeereeeeeereeeeeieeeeeennns (132) (161) 29
Operation and maintenance — affiliates ..............cc......... (33) (38) 5
Taxes other than iNCOME taxes.........ccoveeereercreerveenreennnn. (11) (12) 1
General and administrative — primarily affiliates ........... (24) (28) 4
Gains on sales of assets and emission allowances, net
— primarily affiliates ..........ccccooeiininiiniiee 1 7 (6)
Goodwill IMPaIrmMent.........ccecvevuereereiierieeeieie e (174) — (174)
Depreciation and amortization.............ccecveeeeeeerreevennnnns (104) (137) 33
OFhEr, NET .. 4 — 4
INtErest EXPENSE ..eovveeereiieieeieeie et (23) (34) 11
Interest expense — affiliates .........cceceeeeerieriveceeienienen. (6) ) 3
Interest income — primarily affiliates..............c..ccccveurnneen 6 9 3)
Income tax benefit.........ccccevveriiiiiieieceeeee 26 25 1
Loss from continuing operations .............cceceeeeeeeeneeennen. (129) 35) (94)
Income (loss) from discontinued operations................... (2) 7 (9)
NEE 10SS 1.ttt § a3 $§ (28 § (103

(1) Revenues less cost of sales.
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Revenues (including from affiliates).

Change
from 2007
2008 2007 to 2008
(in millions)
Third-party revenues.... $ 14 $ 22 $ ) M
Revenues — affiliates.........cccceeeevviiioiveeeeeiieeeeeeeeeeeee 571 543 28 @
REVENUES .....cviiiiiieceieeeieeeeeeeeeeee et $ 585 $ 565 $ 20

(1) Decrease primarily due to a reliability-must-run contract from May 2006 to July 2007.

(2) Merchant sales to PJM Interconnection, LLC through Reliant Energy increased due to (a) higher market prices and (b) higher RPM capacity
payments. This increase was partially offset by a decrease in power sales volumes. RPM is the model utilized by the PJM Interconnection,
LLC to meet load serving entities forecasted capacity obligations via a forward-looking commitment of capacity resources.

Cost of Sales (including from affiliates).

Change
from 2007
2008 2007 to 2008
(in millions)
COSt OF SALES ..o $ 179 $ 226 $ 4 @

Cost of sales — affiliates.........cccceveevievieviiiiieieeereeeee 4) @ 5) @ 1
Unrealized losses on energy derivatives..........c.ccccceuee... 69 1 68
COSt OF SALES .. $§ 244 $ 222 $ 22

(1) Decrease primarily due to (a) decreased coal volumes, (b) margin on sale of coal and (c) $20 million litigation settlement received from coal
supplier. This decrease was partially offset by higher coal prices.
(2) Relates to purchases from an affiliate to meet requirements of contractual commitments.

Gross Margin.

Change
from 2007
2008 2007 to 2008
(in millions)
OFiON MiAWESt ... $ 410 $ 344 $ 66 M
Net unrealized losses on energy derivatives................... (69) (1) (68) @
Gross margin $§ 341 $ 343 $ ()

(1) Increase primarily due to (a) realized gains on fuel hedges, (b) increased commercial capacity factor due to lower planned and unplanned
outages in 2008, (c) higher RPM capacity payments and (d) $20 million litigation settlement received from coal supplier. This increase was
partially offset by (a) decreased economic generation and (b) lower unit margins (higher fuel costs partially offset by higher power prices).

(2) Decrease primarily due to changes in prices on our energy derivatives marked to market.

Operation and Maintenance (including from affiliates).

Change
from 2007
2008 2007 to 2008
(in millions)
Planned outages and maintenance spending................... $ 72 $ 101 $ (29) M
Plant SUPPOIt COSES .....viviririierieiienieeieeeeereesreereeere s 57 61 4
Commercial support allocations ............ccceeeeeevereenreennnn. 27 30 3)
Other, NET ... 9 7 2
Operation and maintenance (including from
AffIlIALES) c.evveeneeiiicer $ 165 $ 199 $ (34)

(1) Decrease primarily due to lower planned outage and maintenance spending at Elrama and Avon Lake in 2008.
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Taxes Other than Income Taxes.

Change
from 2007
2008 2007 to 2008
(in millions)
PrOPErtY tAXES ..vvevinveeierieeeeerireee et eres et eres e e $ 9 $ 10 $ (1)
Other, NET.....eveeeeeeeeeeeeee e 2 2 —
Taxes other than income taxes... $ 11 $ 12 $ (1)
General and Administrative — Primarily Affiliates.
Change
from 2007
2008 2007 to 2008
(in millions)
Allocations from Reliant Energy .........cccoeeevevevveveenenene. $ 24 $ 28 $ 4)
General and administrative — primarily affiliates...... $ 24 $ 28 $ 4)
Gains on Sales of Assets and Emission Allowances, Net — Primarily Affiliates.
Change
from 2007
2008 2007 to 2008
(in millions)
Emission alloWances.............ccooeeveveereeeeueeeeereeeeeeenenas $ 1 $ 7 $ (6)
Gains on sales of assets and emission allowances,
net — primarily affiliates.............ccoceveveveeiiinennnn. $ 1 $ 7 $ (6)
Goodwill Impairment. See note 4 to our consolidated financial statements.
Depreciation and Amortization.
Change
from 2007
2008 2007 to 2008
(in millions)
Depreciation on plants ...........cceeeveeeveeveeieenreenreeieeeennens $ 80 $ 87 $ (7 M
Amortization of emission allowances...............ccoeeveenn... 24 50 (26) @
Depreciation and amortization $ 104 $ 137 $ (33)

(1) Decrease primarily due to early retirements of plant components when replacement components are installed for upgrades (from $13 million

in 2007 to $1 million in 2008).

(2) Decrease primarily due to (a) decrease in SO, and NOy allowances used and (b) decrease in average cost of SO, allowances purchased and

used.
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Interest Expense (including from affiliates).

INterest EXPENnSEe ......eeeervieeeeiiie ettt
Interest expense — affiliates .........cccceevveeeriierieccieeieeene,
Capitalized interest!") ...........cocoovieeeeeeeeeeeeeeeeeeees

Interest expense (including from affiliates) ..............

(1) Relates primarily to a scrubber project at our Cheswick plant.

Interest Income — Primarily Affiliates.

Interest income on note receivable from Reliant
Energy, INC.....cooouiiiiiiiiiice
Other, NET ...
Interest income — primarily affiliates...........c..cccce...

Income Tax Benefit. See note 8 to our consolidated financial statements.

Change
from 2007
2008 2007 to 2008
(in millions)
36 37 $ (1)
6 9 (3)
(13) 3 (10)
29 43 $ (14
Change
from 2007
2008 2007 to 2008
(in millions)
5 8 $ 3)
1 1 —
6 9 $ (3)

Income (Loss) from Discontinued Operations. See note 14 to our consolidated financial statements.
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Quantitative and Qualitative Disclosures About Market Risk

Our primary market risk exposure relates to fluctuations in commodity prices, principally, natural gas, power,
coal and oil. As described in notes 2(e) and 2(f) to our consolidated financial statements, we have a risk control
framework to manage our risk exposure. However, the effectiveness of this framework can never be completely
estimated or fully assured. For example, we could experience volatility in earnings from basis price differences,
transmission issues, price correlation issues, volume variation or other factors, including margins being compressed
as a result of market prices behaving differently than expected. In addition, a reduction in market liquidity may
impair the effectiveness of our risk management practices and resulting hedge strategies. These and other factors
could have a material adverse effect on our results of operations, financial condition and cash flows.

Non-trading Market Risks
Commodity Price Risk

Changes in commodity prices prior to the energy delivery period are inherent in our business. However, we
believe the benefits of generally hedging our generation assets do not justify the costs, including collateral postings.
Accordingly, we may enter selective hedges, including originated transactions, based on our assessment of
(a) market fundamentals to increase the return from our generation assets and (b) operational and market limitations
requiring us to enter into fuel transactions to manage our generation assets. We use derivative instruments such as
forwards and options to execute our hedge strategy. For further discussion of these strategies and related market
risks, see notes 2 and 5 to our consolidated financial statements.

As of December 31, 2007, all derivative contracts accounted for under the mark-to-market and cash flow hedge
accounting methods had settled over the contract terms.

During 2008, we entered into two forward coal contracts. As of December 31, 2008, the fair value of these
contracts was $69 million liability, classified as Level 3 based on the observability of the inputs used in the
valuation technique. See notes 2(d) and 5 to our consolidated financial statements.

The fair value is subject to significant changes due to fluctuating coal forward market prices, volatility and
credit risk. Market prices assume a functioning market with an adequate number of buyers and sellers to provide
liquidity. Insufficient market liquidity could significantly affect the value that could be obtained for these contracts,
as well as the cost at which these contracts could be hedged. Both contracts settle throughout 2009.

As of December 31, 2008, a hypothetical 10% decrease in the underlying energy prices would have a
$14 million potential loss impact on earnings and total fair value of the derivatives.

This risk analysis does not include the favorable impact that the same hypothetical price movement would have
on our physical purchases and sales of fuel to which the hedges relate. The adverse impact of changes in commodity
prices on our portfolio of non-trading energy derivatives would be offset (although not necessarily in the same
period) by a favorable impact on the underlying physical transactions, assuming:

» the derivatives are not closed out in advance of their expected term;
» the derivatives continue to function effectively as hedges of the underlying risk; and
» as applicable, anticipated underlying transactions settle as expected.

If any of these assumptions cease to be true, we may experience a benefit or loss relative to the underlying
exposure.

Interest Rate Risk

If interest rates decreased by one percentage point from their December 31, 2008 and 2007 levels, the fair
values of our fixed rate debt would have increased by $5 million and $9 million, respectively.
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Unaudited Quarterly Information

2008
First Quarter  Second Quarter Third Quarter  Fourth Quarter
(in millions)
REVENUES ...ttt § 177 $ 163 § 159 $ 86
Income (loss) from continuing operations................. 20 10 17 (176)
Loss from discontinued operations.............ccccccueueeee. — (1) — (1)
Net income (10SS)....ecvievieieiieriienieeie e 20 9 17 (177)
2007
First Quarter  Second Quarter Third Quarter  Fourth Quarter
(in millions)
REVENUES ....vvieieieiieieveiereieteieeceeee e $ 144 $ 117 $ 163 $ 141
Loss from continuing operations............cccceecveeeenneene “) (22) 2) 7N
Income (loss) from discontinued operations.............. (1 2) 2 8
Net 1N1cOmME (10SS)...evverveerrieiieieeienriereere e ereesieeneas 5) (24) - 1

Variances in revenues and gross margin from quarter to quarter were primarily due to (a) seasonal fluctuations
in demand for electric energy and energy services and (b) changes in energy commodity prices. Changes in net
income (loss) were primarily due to these factors and the timing of maintenance expenses.

In addition, net income (loss) changed from quarter to quarter in 2008 by (amounts are pre-tax unless indicated
otherwise):

¢ $174 million goodwill impairment in the fourth quarter; and
*  $20 million settlement with a coal supplier paid to Orion Power in the fourth quarter.

Also, net income (loss) changed from quarter to quarter in 2007 by (amounts are pre-tax unless indicated
otherwise):

*  $13 million charge for early retirements in depreciation expense ($1 million in the first quarter, $11 million
in the second quarter and $1 million in the third quarter).
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Ratio of Earnings from Continuing Operations to Fixed Charges

Fixed charges:
Interest expense, including
affiliates ......cocccvvivecvniniciecen
Capitalized interest ..........c.cccueue.
Interest within rent expense.........
Total fixed charges ...................

Earnings from continuing

operations:

Income (loss) from continuing
operations before income taxes.

Subtotal .......cceveieriiee,

Plus —

Fixed charges from above............

Amortization of capitalized
INEETEST .o

Less —

Capitalized interest .............c........

Ratio of earnings from continuing
operations to fixed charges.......

(Unaudited)

2008 2007? 2006 2005 2004
(in thousands)

$ 29271 $ 43,607 $ 39,823 $ 40,857 $ 42,090
13,289 3,244 — — —

6 11 66 227 376

42,566 46,862 39,889 $ 41,084 $ 42,466
$(155,632) $ (60,775) $ (11,862) $ 72,982 $(139,850)
(155,632) (60,775) (11,862) 72,982 (139,850)
42,566 46,862 39,889 41,084 42,466

275 54 — —

(13,289) (3,244) — — —
$(126,080) $ (17,103) $ 28,027 $ 114,066 (97,384)
— — — @ 2.78 —

Q)

(1) For 2008, earnings were insufficient to cover fixed charges by $169 million.
(2) For 2007, earnings were insufficient to cover fixed charges by $64 million.
(3) For 2006, earnings were insufficient to cover fixed charges by $12 million.
(4) For 2004, earnings were insufficient to cover fixed charges by $140 million.
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