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Filed Pursuant to Rule 424(b)(4)
Registration No. 333-75039

$600,000,000

LOGO

CALPINE CORPORATION

$250,000,000 7 5/8% Senior Notes Due 2006
$350,000,000 7 3/4% Senior Notes Due 2009

We will pay interest on the Senior Notes each Affiland October 15. The first
interest payment
will be made on October 15, 1999.

We may not redeem the Senior Notes prior to theitunity.

Concurrently with this offering of Senior Notes, & offering 6,000,000
shares of our
common stock. We anticipate that the common stéfeing will be completed on
March 26, 1999.

INVESTING IN THE SENIOR NOTES INVOLVES CERTAIN RISK S. SEE "RISK FACTORS" ON PAGE

8.
UNDERWRITING PROCEEDS TO
PRICE TO DISCOUNTS CALPINE
PUBLIC(1) AND COMMISSIONS  CORPORATION(1)
Per 7 5/8% Senior Note............. 99.913% 1.625% 98.288%
Total...ooooeeeeeeiiiennn, $249,782,500 $4,062,500 $245,720,000
Per 7 3/4% Senior Note............. 99.938% 1.625% 98.313%
Total....ooooveeeeeiiie, $349,783,000 $5,687,500 $344,095,500

(1) Plus accrued interest, if any, from March 2899

Delivery of the Senior Notes in book entry formynill be made through the Depository Trust Compan or about March 29, 1999,
against payment in immediately available funds.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved of these securities
determined if this prospectus is truthful or conglé\ny representation to the contrary is a crirhaféense.

CREDIT SUISSE FIRST BOSTON
CIBC OPPENHEIMER

TD SECURITIES
ING BARINGS
SCOTIA CAPITAL MARKETS

Prospectus dated March 24, 199¢



[Depiction of Delta Energy Center.] "Delta Energgrer, a proposed 880 megawatt gas-fired factitgied in Pittsburg, California.”

[Depiction of Pasadena Power Plant.] "Pasadena PBlaat, a 240 megawatt -fired facility located in Pasadena, Texe
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PROSPECTUS SUMMARY

This summary highlights information contained elbeve in this prospectus. This summary is not cota@ad does not contain all of the
information that you should consider before invegiin the Senior Notes. You should carefully rdzaléntire prospectus, including the risk
factors, the financial statements and the docunirotsporated by reference into it. The terms "@ap' "our company,” "our,"” "us" and
"we," as used in this prospectus, refer to Cal@ogporation and its consolidated subsidiaries.

THE COMPANY

Calpine is a leading independent power companygadjm the development, acquisition, ownership @efration of power generation
facilities and the sale of electricity predomingritl the United States. We have experienced sicamti growth in all aspects of our business
over the last five years. Currently, we own intésés 22 power plants having an aggregate capati®y729 megawatts and have two
acquisition transactions pending in which we wiltjaire 14 geothermal power plants with an aggregapacity of 694 megawatts. We also
have six gas-fired projects under constructionmgan aggregate capacity of 1,784 megawatts areldravounced plans to develop five gas-
fired power plants with a total capacity of 3,188gawatts. Upon completion of pending acquisitiamd jgrojects under construction, we will
have interests in 40 power plants having an agtgezgpacity of 5,207 megawatts, of which we wil&a net interest in 4,271 megawatts.
This represents significant growth from the 342 aveatts of capacity we had at the end of 1993. Bftttal generating capacity, 81% will
attributable to gas-fired facilities and 19% wié bttributable to geothermal facilities.

As a result of our expansion program, our revencas) flow, earnings and assets have grown signifi¢ over the last five years, as shown
in the table below.

COMPOUND ANNUAL
1993 1998 GROWTH RATE
(DOLLARS IN MIL LIONS)
Total Revenue..................... $699 $ 555.9 51%
EBITDA......ccooieeeeiiiieeen, 42.4 255.3 43%
Net Income........cccceeeeeennn. 3.8 45.7 64%
Total Assets........cceevvennee 302.3 1 ,728.9 42%

Since our inception in 1984, we have developedtantial expertise in all aspects of the developmaequisition and operation of power
generation facilities. We believe that the vertioétgration of our extensive engineering, consgtomcmanagement, operations, fuel
management and financing capabilities providesitis avcompetitive advantage to successfully implenoair acquisition and development
program and has contributed to our significant dhoawer the past five years.

THE MARKET

The power industry represents the third largesistiy in the United States, with an estimated esel-market of over $250 billion of
electricity sales in 1998 produced by an aggrebase of power generation facilities with a capaeftgpproximately 750,000 megawatts. In
response to increasing customer demand for acocéswicost electricity and enhanced services, regulatory initiatives have been and are
continuing to be adopted at both the state andétievel to increase competition in the domestic
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power generation industry. The power generationstny historically has been largely characterizgelectric utility monopolies producing
electricity from old, inefficient, high-cost genéray facilities selling to a captive customer bdseustry trends and regulatory initiatives have
transformed the existing market into a more contipetimarket where end users purchase electriaiy fa variety of suppliers, including non-
utility generators, power marketers, public utitiand others.

There is a significant need for additional poweneyating capacity throughout the United Statedh bmsatisfy increasing demand, as well as
to replace old and inefficient generating faciti®ue to environmental and economic consideratiwadelieve this new capacity will be
provided predominantly by gas-fired facilities. \Welieve that these market trends will create sulbistieopportunities for efficient, low-cost
power producers that can produce and sell energystmmers at competitive rates.

In addition, as a result of a variety of factorgliding deregulation of the power generation mankidities, independent power producers
industrial companies are disposing of power germrdacilities. To date, numerous utilities havédsor announced their intentions to sell
their power generation facilities and have focuedr resources on the transmission and distributissiness segments. Many independent
producers operating a limited number of power [gamé also seeking to dispose of their plantssparse to competitive pressures, and
industrial companies are selling their power plaateedeploy capital in their core businesses.

STRATEGY

Our strategy is to continue our rapid growth byitzdizing on the significant opportunities in thevger market, primarily through our active
development and acquisition programs. In pursuingpooven growth strategy, we utilize our extensiv@nagement and technical expertis
implement a fully integrated approach to the adtiois development and operation of power genenaféwilities. This approach uses our
expertise in design, engineering, procurementnfieaconstruction management, fuel and resouragisitiqn, operations and power
marketing, which we believe provide us with a cotitpe advantage. The key elements of our stratagyas follows:

- Development and expansion of power plants. Weaetigely pursuing the development and expansidmgifly efficient, low-cost, gas-fired
power plants to replace old and inefficient geriegatacilities and meet the demand for new genenati

- Acquisition of power plants. Our strategy is tgaice power generating facilities that meet ounggnt criteria, provide significant potent
for revenue, cash flow and earnings growth andigeothe opportunity to enhance the operating efficies of the plants.

- Enhancement of the performance and efficienayxigting power projects. We continually seek to imaze the power generation potential
of our operating assets and minimize our operaimdymaintenance expenses and fuel costs.

RECENT DEVELOPMENTS

Project Development and Construction. In July 1928 achieved a key milestone in our developmergnam by completing the
development of our 240 megawatt gas-fired powentplaPasadena, Texas. The Pasadena Power Plaes sara prototype for future
development projects. We currently have six gasdfjprojects under construction,
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representing an additional 1,784 megawatts of égpaaf these new projects, we are expanding osaBana and Clear Lake facilities by an
aggregate of 545 megawatts. In addition, four nas+iyed power plants, with a total capacity of3B2negawatts, are currently under
construction in Dighton, Massachusetts; Tivertohoéke Island; Rumford, Maine; and Westbhrook, Maiffe. have also announced plans to
develop five additional power generation facilitigstaling an estimated 3,180 megawatts of elattrim California, Texas and Arizona.

Acquisitions. We are currently in the process ahpteting two acquisitions comprising 14 geotherp@ler plants with an aggregate
capacity of 694 megawatts, located in The Gey€zakfornia. On March 19, 1999, we completed thechase of the remaining 75% interest
in the steam fields that supply 12 of these geathépower plants for $101.0 million. Historicallye have served as the steam supplier for
these facilities, which have been owned and opeilayePG&E. We anticipate that these acquisitiorisemiable us to consolidate our
operations in The Geysers into a single ownerdhigtire and to integrate the power plant and stiéelchoperations, allowing us to optimi
the efficiency and performance of the facilitiese Welieve that these acquisitions will provide uthwignificant synergies that utilize our
expertise in geothermal power generation and posits to benefit from the demand for "green" enéngie competitive market.
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SUMMARY CONSOLIDATED HISTORICAL FINANCIAL AND OPERA TING INFORMATION

The following table sets forth a summary of oursaidated historical financial and operating infation for the periods indicated. Our
summary consolidated historical financial inforrativas derived from our consolidated financialestants. The information presented
below should be read in conjunction with "SeledB=mhsolidated Financial Data" and our consolidaiealricial statements, included
elsewhere and incorporated by reference in thisgectus.

YEAR ENDED DECEMBER 31,

1994 1995 1996 1997 1998

(IN THOUSANDS, EXCEPT PER SHARE DATA)

Total revenue............cccueee. $94,762 $ 132,098 $ 214,554 $ 276,321 $ 555,948
Cost of revenue..........cccco...... 52,845 77,388 129,200 153,308 375,327
Gross profit........ccceveeeeennn. 41,917 54,710 85,354 123,013 180,621
Project development expenses........ 1,784 3,087 3,867 7,537 7,165
General and administrative

EXPENSES....cvvvviieeeeeeriiinnns 7,323 8,937 14,696 18,289 26,780
Income from operations.............. 31,772 42,686 66,791 97,187 146,676
Interest expense...........cccueeeee 23,886 32,154 45,294 61,466 86,726
Other (income) expense.............. (1,988) (1,895) (6,259) (17,438) (13,423)
Extraordinary charge................ -- - -- -- 641
Net income..........ccoveevvnnen. $ 6,021 $ 7,378 $ 18,692 $ 34,699 $ 45,678

Diluted earnings per common share:
Weighted average shares of common

stock outstanding............... 10,921 10,957 14,879 21,016 21,164
Income before extraordinary

charge......cocoveieiinens $ 0.55 $ 067 $ 126 $ 165 $ 219
Extraordinary charge.............. $ - $ - $ - $ - $ (0.03)
Netincome........c.ccceevennns $ 0.55 $ 067 $ 126 $ 165 $ 216
OTHER FINANCIAL DATA AND RATIOS:

Depreciation and amortization....... $ 21,580 $ 26,896 $ 40551 $ 48,935 $ 82,913
EBITDA(L)..coveeeieeeiiieiiiiens $ 53,707 $ 69,515 $ 117,379 $ 172,616 $ 255,306
EBITDA to Consolidated Interest

EXpense(2).....cccccccveveerennn. 2.23x 2.11x 2.41x 2.60x 2.74x
Total debt to EBITDA 6.23x 5.87x 5.12x 4.96x 4.20x
Ratio of earnings to fixed

charges(3)......ccccovvvvvvnnnnns 1.52x 1.46x 1.45x 1.64x 1.68x

SELECTED OPERATING INFORMATION:
Power plants:
Electricity revenue(4):

Energy....ccoccovveeicinennnns $ 45,912 $ 54,886 $ 93,851 $ 110,879 $ 252,178
Capacity.......cccoeeveueeenne. $ 7,967 $ 30,485 $ 65,064 $ 84,296 $ 193,535
Megawatt hours produced........... 447,177 1,033,566 1,985,404 2,158,008 9,864,080
Average energy price per kilowatt

hour(5)......ccoovviiiiniinnns 10.267¢c 5.310c 4.727c 5.138c 2.557¢

Footnotes appear on the next page.



AS OF DECEMBER 31,

1994 1995 1996 1997 1998

(DOLLARS IN THOUSANDS)
BALANCE SHEET DATA:

Cash and cash equivalents........... $ 22,527 $ 21,810 $ 95970 $ 48,513 $ 96,532
Total assets.......cccceeveverenns 554,531 1,031,397 1,380,915 1,728,946
Short-term debt............c........ 85,885 37,492 112,966 5,450
Long-term line of credit - 19,851 -- -- --

Long-term non-recourse debt......... 196,806 190,642 278,640 182,893 114,190
Notes payable..........cccceeunne 5,296 6,348 -

Senior notes 105,000 285,000 560,000 951,750
Total debt.........cocevvenennn 407,726 601,132 855,859 1,071,390
Stockholders' equity................ 18,649 25,227 203,127 239,956 286,966

(1) EBITDA is defined as income from operationsspllepreciation, capitalized interest, other inconog-cash charges and cash received
from investments in power projects, reduced byittlkeme from unconsolidated investments in powejegats. EBITDA is presented not as a
measure of operating results but rather as a mea$wur ability to service debt. EBITDA should i@ construed as an alternative either (a)
to income from operations (determined in accordamitie generally accepted accounting principlesfigrto cash flows from operating
activities (determined in accordance with generatlgepted accounting principles).

(2) For purposes of calculating the EBITDA to Cditatted Interest Expense ratio, Consolidated IsteExpense is defined as total interest
expense plus one-third of all operating lease aklibgs, dividends paid in respect of preferredistoad cash contributions to any employee
stock ownership plan used to pay interest on l@ansred to purchase our capital stock.

(3) Earnings are defined as income before proviomaxes, extraordinary item and cumulative dffsfcchanges in accounting principle plus
cash received from investments in power projectsfexed charges reduced by the equity in incomenfiovestments in power projects and
capitalized interest. Fixed charges consist ofr@geexpense, capitalized interest, amortizatiotebt issuance costs and the portion of rental
expenses representative of the interest expensparnt.

(4) Electricity revenue is comprised of fixed capapayments, which are not related to productenmg variable energy payments, which are
related to production.

(5) Represents energy revenue divided by the magawars produced.
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RISK FACTORS

You should carefully consider the risks describebbly before making an investment decision. Thesrahkd uncertainties described below
not the only ones facing our company. Additionsksi and uncertainties not presently known to ubkatrwe currently deem immaterial may
also impair our business operations.

Each of the following factors could have a mateaidVerse effect on our business, financial comlidioresults of operations, causing the
trading price of our common stock to decline aralltss of all or part of your investment.

WE HAVE SUBSTANTIAL INDEBTEDNESS THAT WE MAY BE UNA BLE TO SERVICE AND THAT RESTRICTS OUR
ACTIVITIES

We have substantial debt that we incurred to fieahe acquisition and development of power germrdécilities. As of December 31, 1998,
our total consolidated indebtedness was $1.1 billbwr total consolidated assets were $1.7 biliod our stockholders' equity was $287.0
million. On December 31, 1998, on a pro forma baftisr giving effect to the sale of $600.0 milliohthe senior notes in the senior notes
offering, the sale of common stock in the commantisffering and the application of the proceedsfithe offerings, our total consolidated
indebtedness would have been approximately $1li6rpilour total consolidated assets would have lzggmoximately $2.4 billion and our
pro forma cash balances would have been approxXyrtd1.9 million. Whether we will be able to meetr debt service obligations and to
repay our outstanding indebtedness will be depearmtémarily upon the performance of our power gatien facilities.

This high level of indebtedness has important cgusaces, including:

- limiting our ability to borrow additional amourfier working capital, capital expenditures, debtvggr requirements, execution of our gro
strategy, or other purposes,

- limiting our ability to use operating cash flow @ther areas of our business because we mustatiedisubstantial portion of these funds to
service the debt,

- increasing our vulnerability to general adversermmic and industry conditions, and

- limiting our ability to capitalize on businesspaptunities and to react to competitive pressunesaalverse changes in government
regulation.

The operating and financial restrictions and com&nin our existing debt agreements, includingitidentures relating to our senior notes and
our $100.0 million revolving credit facility, contarestrictive covenants. Among other things, thesgrictions limit or prohibit our ability to:

- incur indebtedness,

- make prepayments of indebtedness in whole oait p
- pay dividends,

- make investments,

- engage in transactions with affiliates,

- create liens,

- sell assets, and

- acquire facilities or other businesses.



Also, if our management or ownership changes, mdentures may require us to make an offer to pgecbar senior notes. We cannot assure
you that we will have the financial resources nsagsto purchase our senior notes in this evemt."Bescription of the Senior Note:

We believe that our cash flow from operations, tbgewith other available sources of funds, inahgdborrowings under our existing
borrowing arrangements, will be adequate to paycipal and interest on our senior notes and otebt @nd to enable us to comply with the
terms of our indentures and other debt agreemiénte. are unable to comply with the terms of outéntures and other debt agreements and
fail to generate sufficient cash flow from operatian the future, we may be required to refinariceraa portion of our senior notes and other
debt or to obtain additional financing. However, mvay be unable to refinance or obtain additiorradriicing because of our high levels of
debt and the debt incurrence restrictions undefrmentures and other debt agreements. If cashiflomsufficient and refinancing or
additional financing is unavailable, we may be éat¢o default on our senior notes and other deligations. In the event of a default under
the terms of any of our indebtedness, the debtensichay accelerate the maturity of our obligatievtich could cause defaults under our
other obligations.

OUR ABILITY TO REPAY OUR DEBT DEPENDS UPON THE PERF ORMANCE OF OUR SUBSIDIARIES

Almost all of our operations are conducted throaghsubsidiaries and other affiliates. As a reswdt,depend almost entirely upon their
earnings and cash flow to service our indebtedmesisiding our ability to pay the interest on arrthpipal of our senior notes. The non-
recourse project financing agreements of certaimuofsubsidiaries and other affiliates generalstriet their ability to pay dividends, make
distributions or otherwise transfer funds to uspto the payment of other obligations, includinmemating expenses, debt service and rese

Our subsidiaries and other affiliates are separatedistinct legal entities and have no obligatmpay any amounts due on our senior notes,
and do not guarantee the payment of interest @mincipal of these notes. The right of our senioterholders to receive any assets of any of
our subsidiaries or other affiliates upon our latation or reorganization will be subordinated te tfaims of any subsidiaries' or other
affiliates' creditors (including trade creditorgdamlders of debt issued by our subsidiaries dlia#s). After giving pro forma effect to the
sale of $600.0 million of the senior notes in tkaisr notes offering, the sale of common stockhamdommon stock offering and the
application of the proceeds from both offeringspBBecember 31, 1998, none of our subsidiariesldvbave had any non-recourse project
financing. However, we intend to utilize non-recgiproject financing in the future that will beesffively senior to our senior notes.

While the indentures impose limitations on our ip#ind the ability of our subsidiaries to incudétbnal indebtedness, the indentures do not
limit the amount of non-recourse project financihgt our subsidiaries may incur to finance the &stijon and development of new power
generation facilities. See "Description of the ®eMotes -- Covenants -- Limitation on Incurrenéénalebtedness."”

9



WE MAY BE UNABLE TO SECURE ADDITIONAL FINANCING IN  THE FUTURE

Each power generation facility that we acquire @redop will require substantial capital investmedar ability to arrange financing and the
cost of the financing are dependent upon numeraetsiis. These factors include:

- general economic and capital market conditions,

- conditions in energy markets,

- regulatory developments,

- credit availability from banks or other lenders,

- investor confidence in the industry and in us,

- the continued success of our current power géparacilities, and

- provisions of tax and securities laws that anedeive to raising capital.

Financing for new facilities may not be availalleus on acceptable terms in the future.

We have financed our existing power generatiorlifes using a variety of leveraged financing stanes, primarily consisting of non-
recourse project financing and lease obligatiorssoRDecember 31, 1998, we had approximately $illidrbof total consolidated
indebtedness, of which approximately 11% represkemé@-recourse project financing. After giving efféo the sale of $600.0 million of
senior notes and the application of the proceedtsved from the sale, as of December 31, 1998, mddwhave had approximately $1.6
billion of total consolidated indebtedness, nongbich would represent non-recourse project finagcEach non-recourse project financing
and lease obligation is structured to be fully paud of cash flow provided by the facility or fati#s. In the event of a default under a
financing agreement which we do not cure, the lesxdelessors would generally have rights to tledifg and any related assets. In the event
of foreclosure after a default, we might not retamy interest in the facility. While we intend ttliage non-recourse or lease financing when
appropriate, market conditions and other factorg pravent similar financing for future facilitied/e do not believe the existence of non-
recourse or lease financing will significantly affeur ability to continue to borrow funds in thédre in order to finance new facilities.
However, it is possible that we may be unable taiokthe financing required to develop our powearagation facilities on terms satisfactory
to us.

We have from time to time guaranteed certain olibga of our subsidiaries and other affiliates. @unders or lessors may also require us to
guarantee the indebtedness for future facilitidss Would render our general corporate funds valblerin the event of a default by the
facility or related subsidiary. Additionally, ourdentures may restrict our ability to guaranteeritdebt, which could adversely affect our
ability to fund new facilities. Our indentures dotimit the ability of our subsidiaries to incuom-recourse or lease financing for investment
in new facilities.

REVENUE UNDER SOME OF OUR POWER SALES AGREEMENTS MAY BE REDUCED SIGNIFICANTLY UPON THEIR
EXPIRATION OR TERMINATION

Most of the electricity we generate from our exigtportfolio is sold under long-term power saleseagents that expire at various times.
When the terms of each of these power sales agrésmxepire, it is possible that the price paidsdar the generation of electricity may be
reduced significantly, which would substantiallguee our revenue
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under such agreements. The fixed price perioderimesof our long-term power sales agreements haently expired, and the electricity
under those agreements is how sold at a fluctuatiaudket price. For example, the price for eledlyitor two of our power plants, the Bear
Canyon (20 megawatts) and West Ford Flat (27 megs\waower plants, was approximately 13.83 centkip@watt hour under the fixed

price periods that recently expired for these ftied, and is now set at the energy clearing psdech averaged 2.66 cents per kilowatt hour
during 1998. As a result, our energy revenue utitese power sales agreements has been materidliyad. We expect the decline in energy
revenues will be partially mitigated by decreasmghtties and planned operating cost reductionsestet facilities. In addition, we will

continue our strategy of offsetting these redudittmough our acquisition and development program.

OUR POWER PROJECT DEVELOPMENT AND ACQUISITION ACTIV ITIES MAY NOT BE SUCCESSFUL

The development of power generation facilitiesuisjsct to substantial risks. In connection with tlewelopment of a power generation
facility, we must generally obtain:

- necessary power generation equipment,

- governmental permits and approvals,

- fuel supply and transportation agreements,
- sufficient equity capital and debt financing,
- electrical transmission agreements, and

- site agreements and construction contracts.

We may be unsuccessful in accomplishing any ofetimestters or in doing so on a timely basis. In @it project development is subject to
various environmental, engineering and construatigks relating to cost-overruns, delays and peréorce. Although we may attempt to
minimize the financial risks in the developmentgsroject by securing a favorable power sales ageag obtaining all required
governmental permits and approvals and arrangirguwte financing prior to the commencement of cansbn, the development of a pov
project may require us to expend significant suongpfeliminary engineering, permitting and legadl axther expenses before we can
determine whether a project is feasible, econonyicdiractive or financeable. If we were unabletonplete the development of a facility, we
would generally not be able to recover our invesinie the project. The process for obtaining imiiavironmental, siting and other
governmental permits and approvals is complicatetllengthy, often taking more than one year, arsliigect to significant uncertainties. !
cannot assure you that we will be successful irdthelopment of power generation facilities in fingire.

We have grown substantially in recent years asualtref acquisitions of interests in power generafacilities and steam fields. We believe
that although the domestic power industry is undigigyconsolidation and that significant acquisitapportunities are available, we are likely
to confront significant competition for acquisitiopportunities. In addition, we may be unable totowe to identify attractive acquisition
opportunities at favorable prices or, to the exteat any opportunities are identified, we may hahle to complete the acquisitions.
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OUR PROJECTS UNDER CONSTRUCTION MAY NOT COMMENCE OP ERATION AS SCHEDULED
The commencement of operation of a newly constduptaver generation facility involves many riskglirding:
- start-up problems,

- the breakdown or failure of equipment or procesaad

- performance below expected levels of output ficiehcy.

New plants have no operating history and may emmogntly developed and technologically complexigment. Insurance is maintained
protect against certain risks, warranties are gglyesbtained for limited periods relating to thenstruction of each project and its equipment
in varying degrees, and contractors and equipmepiliers are obligated to meet certain performaecels. The insurance, warranties or
performance guarantees, however, may not be adetpuabver lost revenues or increased expenses.résult, a project may be unable to
fund principal and interest payments under itsrfaiag obligations and may operate at a loss. Audetander such a financing obligation
could result in losing our interest in a power gatien facility.

In addition, power sales agreements entered intto avutility early in the development phase of @jget may enable the utility to terminate
the agreement, or to retain security posted agdiiged damages, if a project fails to achieve coroiakoperation or certain operating levels
by specified dates or fails to make specified payisidn the event a termination right is exercigeddefault provisions in a financing
agreement may be triggered (rendering such debtifrately due and payable). As a result, the projeot be rendered insolvent and we t
lose our interest in the project.

OUR POWER GENERATION FACILITIES MAY NOT OPERATE AS PLANNED

Upon completion of our pending acquisitions andemts currently under construction, we will operateof the 40 power plants in which we
will have an interest. The continued operation@fipr generation facilities involves many risks linting the breakdown or failure of power
generation equipment, transmission lines, pipeloresther equipment or processes and performaroe/texpected levels of output or
efficiency. Although from time to time our powerrggation facilities have experienced equipmenthuieans or failures, these breakdowns
or failures have not had a significant effect om diperation of the facilities or on our result®pérations. As of December 31, 1998, our
power generation facilities have operated at amagmeeavailability of approximately 96.5%. Althoughr facilities contain various
redundancies and back-up mechanisms, a breakdofariuse may prevent the affected facility from fmeming under applicable power sales
agreements. In addition, although insurance is tamied to protect against operating risks, the geds of insurance may not be adequate to
cover lost revenues or increased expenses. Asili, i@ could be unable to service principal artdri@st payments under our financing
obligations which could result in losing our intstrén the power generation facility.
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OUR GEOTHERMAL ENERGY RESERVES MAY BE INADEQUATE FO R OUR OPERATIONS

The development and operation of geothermal enegpurces are subject to substantial risks andriaictes similar to those experienced in
the development of oil and gas resources. The safideexploitation of a geothermal energy resoultienately depends upon:

- the heat content of the extractable fluids,

- the geology of the reservoir,

- the total amount of recoverable reserves,

- operating expenses relating to the extractioftuads,

- price levels relating to the extraction of fluidsd

- capital expenditure requirements relating prifgaad the drilling of new wells.

In connection with each geothermal power plantestimate the productivity of the geothermal reseumed the expected decline in
productivity. The productivity of a geothermal rasce may decline more than anticipated, resultingsufficient reserves being available
sustained generation of the electrical power cépaeisired. An incorrect estimate by us or an ueetgd decline in productivity could lower
our results of operations.

Geothermal reservoirs are highly complex. As altethere exist numerous uncertainties in detemgrihe extent of the reservoirs and the
guantity and productivity of the steam reservesdReir engineering is an inexact process of estimpainderground accumulations of steam
or fluids that cannot be measured in any precisg aad depends significantly on the quantity antlieacy of available data. As a result, the
estimates of other reservoir specialists may diffaterially from ours. Estimates of reserves aregaly revised over time on the basis of the
results of drilling, testing and production thatocafter the original estimate was prepared. Whidehave extensive experience in the
operation and development of geothermal energyureses and in preparing such estimates, we cansateagou that we will be able to
successfully manage the development and operationrg@eothermal reservoirs or that we will accelaestimate the quantity or

productivity of our steam reserves.

WE DEPEND ON OUR ELECTRICITY AND THERMAL ENERGY CUS TOMERS

Each of our power generation facilities currendiies on one or more power sales agreements wéloomore utility or other customers for
all or substantially all of such facility's revendie addition, the sales of electricity to two iffilcustomers during 1998 comprised
approximately 63% of our total revenue during tyedr. The loss of any one power sales agreementanit of these customers could have a
negative effect on our results of operations. Iditgmh, any material failure by any customer tdiflits obligations under a power sales
agreement could have a negative effect on the ftmstavailable to us and on our results of operatio

WE ARE SUBJECT TO COMPLEX GOVERNMENT REGULATION WHI CH COULD ADVERSELY AFFECT OUR
OPERATIONS

Our activities are subject to complex and stringargrgy, environmental and other governmental kawgsregulations. The construction and
operation of power generation facilities requirenguous permits, approvals and certificates fronr@mate federal,
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state and local governmental agencies, as webmpkance with environmental protection legislatand other regulations. While we belie
that we have obtained the requisite approvals fioreaisting operations and that our business isateé in accordance with applicable laws,
we remain subject to a varied and complex bodwawtland regulations that both public officials angate individuals may seek to enforce.
Existing laws and regulations may be revised or leavs and regulations may become applicable thaismhay have a negative effect on our
business and results of operations. We may be enalibtain all necessary licenses, permits, agtsand certificates for proposed projects,
and completed facilities may not comply with alpipable permit conditions, statutes or regulatidnsaddition, regulatory compliance for
the construction of new facilities is a costly dimle-consuming process. Intricate and changingrenwental and other regulatory
requirements may necessitate substantial expeaditarobtain permits. If a project is unable toction as planned due to changing
requirements or local opposition, it may createesmgive delays or significant loss of value in ggxb

Our operations are potentially subject to the miovis of various energy laws and regulations, wlicly the Public Utility Regulatory Policies
Act of 1978, as amended ("PURPA"), the Public btilolding Company Act of 1955, as amended ("PUHE Ahd state and local
regulations. PUHCA provides for the extensive ragjah of public utility holding companies and theirbsidiaries. PURPA provides to
qualifying facilities ("QFs") (as defined under PBR) and owners of QFs certain exemptions from gefederal and state regulations,
including rate and financial regulations.

Under present federal law, we are not subjectdgalagion as a holding company under PUHCA, and mall be subject to such regulation as
long as the plants in which we have an interes(BJify as QFs, (2) are subject to another exesnptr waiver or (3) qualify as exempt
wholesale generators ("EWG") under the Energy pdlict of 1992. In order to be a QF, a facility mbstnot more than 50% owned by an
electric utility company or electric utility holdincompany. In addition, a QF that is a cogenerdtaility, such as the plants in which we
currently have interests, must produce electrizgtyvell as thermal energy for use in an industriadommercial process in specified minim
proportions. The QF also must meet certain mininemargy efficiency standards. Any geothermal poweilify which produces up to 80
megawatts of electricity and meets PURPA ownersddjirements is considered a QF.

If any of the plants in which we have an intereseltheir QF status or if amendments to PURPA raeted that substantially reduce the
benefits currently afforded QFs, we could becomelaic utility holding company, which could subjegt to significant federal, state and
local regulation, including rate regulation. If wecome a holding company, which could be deemeddar prospectively or retroactively to
the date that any of our plants loses its QF stallisur other power plants could lose QF staksabise, under FERC regulations, a QF c:

be owned by an electric utility or electric utiliplding company. In addition, a loss of QF statosld, depending on the particular power
purchase agreement, allow the power purchasertgedaking and paying for electricity or to sedlmds of past amounts paid and thus c
cause the loss of some or all contract revenuetherwise impair the value of a project. If a powarchaser were to cease taking and paying
for electricity or seek to obtain refunds of pasiants paid, there can be no assurance that ti®inosrred in connection with the project
could be recovered through sales to other purchaSerch events could adversely affect our abititgervice our indebtedness, including our
senior notes. See "Business -- Government Regulatibederal Energy Regulation."
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Currently, Congress is considering proposed letigsiahat would amend PURPA by eliminating the riegment that utilities purchase
electricity from QFs at prices based on avoidedscotenergy. We do not know whether this legisiatvill be passed or, if passed, what
form it may take. We cannot provide assurancedhgtlegislation passed would not adversely affectexisting domestic projects.

In addition, many states are implementing or caersid) regulatory initiatives designed to increasmpetition in the domestic power
generation industry and increase access to elettlittes' transmission and distribution systerasihdependent power producers and
electricity consumers. In particular, the stat€afifornia has restructured its electric industyypooviding for a phased-in competitive power
generation industry, with a power pool and an irahelent system operator, and for direct accessrerggon for all power purchasers outs
the power exchange under certain circumstancelSoidth existing QF power sales contracts are toobered under such restructuring, and
all of our California operating projects are QHRstillthe new system is fully implemented, it is iogsible to predict what impact, if any, it
may have on the operations of those projects.

WE MAY BE UNABLE TO OBTAIN AN ADEQUATE SUPPLY OF NA TURAL GAS IN THE FUTURE

To date, our fuel acquisition strategy has includadous combinations of our own gas reservespgasayment contracts and short-,
medium- and long-term supply contracts. In ourggsply arrangements, we attempt to match the faglwith the fuel component included
in the facility's power sales agreements in ordeninimize a project's exposure to fuel price rMle believe that there will be adequate
supplies of natural gas available at reasonabtepifior each of our facilities when current gagppbupgreements expire. However, gas
supplies may not be available for the full ternttad facilities' power sales agreements, and gasgmay increase significantly. If gas is not
available, or if gas prices increase above thedamiponent of the facilities' power sales agreeméehere could be a negative impact on our
results of operations.

COMPETITION COULD ADVERSELY AFFECT OUR PERFORMANCE

The power generation industry is characterizedhignise competition. We encounter competition frdifitias, industrial companies and otl
power producers. In recent years, there has beesaising competition in an effort to obtain powaes agreements. This competition has
contributed to a reduction in electricity prices.addition, many states have implemented or arsidering regulatory initiatives designed to
increase competition in the domestic power industhjs competition has put pressure on electrigies to lower their costs, including the
cost of purchased electricity.

OUR INTERNATIONAL INVESTMENTS MAY FACE UNCERTAINTIE S

We have one investment in geothermal steam fielcstéd in Mexico and may pursue additional intéomat investments. International
investments are subject to unique risks and unoéda relating to the political, social and econostructures of the countries in which we
invest. Risks specifically related to investmentsdn-United States projects may include:

- risks of fluctuations in currency valuation,
- currency inconvertibility,

- expropriation and confiscatory taxation,

- increased regulation, and
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- approval requirements and governmental poligiegihg returns to foreign investors.
WE DEPEND ON OUR SENIOR MANAGEMENT

Our success is largely dependent on the skillsggepce and efforts of our senior management. d$® of the services of one or more
members of our senior management could have aiwegdfect on our business, financial results artdre growth.

SEISMIC DISTURBANCES COULD DAMAGE OUR PROJECTS

Areas where we operate and are developing manyrajeothermal and gas-fired projects are subjetetpuent low-level seismic
disturbances. More significant seismic disturbararespossible. Our existing power generation fiediare built to withstand relatively
significant levels of seismic disturbances, andoekieve we maintain adequate insurance protedtdomever, earthquake, property damage
or business interruption insurance may be inadecoatover all potential losses sustained in tlentuf serious seismic disturbances.
Additionally, insurance may not continue to be &lale to us on commercially reasonable terms.

OUR RESULTS ARE SUBJECT TO QUARTERLY AND SEASONAL FLUCTUATIONS

Our quarterly operating results have fluctuatethepast and may continue to do so in the future r@sult of a number of factors, including:
- the timing and size of acquisitions,

- the completion of development projects, and

- variations in levels of production.

Additionally, because we receive the majority gbaeity payments under some of our power sales agnets during the months of May
through October, our revenues and results of ojpasaare, to some extent, seasonal.

THE PRICE OF OUR COMMON STOCK IS VOLATILE

The market price for our common stock has beertil®ia the past, and several factors could cabheetice to fluctuate substantially in the
future. These factors include:

- announcements of developments related to ounbssj

- fluctuations in our results of operations,

- sales of substantial amounts of our securitigsstime marketplace,

- general conditions in our industry or the worldesieconomy,

- an outbreak of war or hostilities,

- a shortfall in revenues or earnings comparetoisties analysts' expectations,
- changes in analysts' recommendations or projestiand

- announcements of new acquisitions or developipegjécts by us.

The market price of our common stock may fluctisigmificantly in the future, and these fluctuationay be unrelated to our performance.
General market price declines or market volatilitghe future could adversely affect the price of common stock, and the current market
price may not be indicative of future market prices
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WE COULD BE ADVERSELY AFFECTED IF OUR COMPUTER SYST EMS ARE NOT YEAR 2000 COMPLIANT

The "Year 2000 problem" refers to the fact that smomputer hardware, software and embedded systenesdesigned to read and store
dates using only the last two digits of the year.

We are coordinating our efforts to address the ohp&Year 2000 on our business through an anabfdisur separate technology domains:
- corporate applications, which include core busingystems,

- non-information technology, which includes alkoating and control systems,

- end-user computing systems (that is, systemsatieatot considered core business systems but amagtio date calculations), and

- business partner and vendor systems.

We currently expect to complete our Year 2000 ¢dfarith respect to critical systems by mid-1999is®dthedule and our cost estimates may
be affected by, among other things, the availghiitYear 2000 personnel, the readiness of thirtigs the timing for testing our embedded
systems, the availability of vendor resources tmplete embedded system assessments and produgedezpmponent upgrades and our
ability to implement appropriate contingency plans.

We produce revenues by selling power we producastomers. We depend on transmission and distoibditicilities that are owned and
operated by investor-owned utilities to deliver gowo our customers. If either our customers ompttewiders of transmission and distribution
facilities experience significant disruptions azsult of the Year 2000 problem, our ability tol seld deliver power may be hindered, which
could result in a loss of revenue.

The cost or consequences of a materially incompletatimely resolution of the Year 2000 problenulcdoadversely affect our future
operations, financial results or our financial citiod.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, pretatements and other information with the Selmsrnd Exchange Commission (the
"SEC"). You may read and copy any document wedfilthe public reference facilities of the SEC lecbat 450 Fifth Street N.W.,
Washington D.C. 20549. You may obtain informationtiee operation of the SEC's public referenceifas| by calling the SEC at 1-800-
SEC-0330. You can also access copies of such mikgdectronically on the SEC's home page on theldWatide Web at http://www.sec.gov.

This prospectus is part of a registration stater@iRagistration No. 333-72583) we filed with the SHBe SEC permits us to "incorporate by
reference” the information we file with them, whicteans that we can disclose important informatioyou by referring you to those
documents. The information incorporated by refeeesconsidered to be part of this prospectusjrodmation that we file with the SEC
after the date of this prospectus will automaticalpdate and supersede this information. We ingatpdoy reference our Annual Report on
Form 10-K for the year ended December 31, 1998n@nded, filed by us with the SEC. We also incafmby reference any future filings
made with the SEC under Sections 13(a), 13(c),r156¢d) of the Securities Exchange
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Act of 1934, as amended, until we sell all of thares of common stock and senior notes being exgidor until this offering is otherwise
terminated.

If you request a copy of any or all of the documse@ntorporated by reference, then we will sendaio the copies you requested at no charge.
However, we will not send exhibits to such docuregnhless such exhibits are specifically incorpedtdty reference in such documents. You
should direct requests for such copies to InveR#dations, Calpine Corporation, 50 West San Fera&irket, San Jose, California 95113.
Our telephone number is (408) 995-5115.

FORWARD-LOOKING STATEMENTS

Some of the statements in this prospectus andpocated by reference are forward-looking statemdifiese statements involve known and
unknown risks, uncertainties, and other factors i@y cause our or our industry's actual resuétselb of activity, performance, or
achievements to be materially different from antyfe results, levels of activity, performance, chiavements expressed or implied by such
forward-looking statements. Such factors incluaeoag other things, those listed under "Risk Fattansl elsewhere in this prospectus.

In some cases, you can identify forward-lookingesteents by terminology such as "may," "will," "skahli "expects," "plans," "anticipates,"

"believes," "estimates," "predicts,” "potentialy"'aontinue" or the negative of such terms or ott@nparable terminology.

Although we believe that the expectations refledteithe forwardlooking statements are reasonable, we cannot gearéuture results, leve
of activity, performance, or achievements. Morepweither we nor any other person assumes resplilgditr the accuracy and completen
of such statements. We are under no duty to umdat®f the forward-looking statements after theedsdtthis prospectus to conform such
statements to actual results.
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USE OF PROCEEDS

The aggregate net proceeds to us from the saled, 000,000 shares of common stock offered by tleel common stock offering and
$600.0 million of senior notes in the senior ndifering (after deducting underwriting discounts amnmissions and estimated offering
expenses) will be approximately $765.0 million ($7®@million if the underwriters' over-allotment apt in the common stock offering is
exercised in full). We expect to utilize a portioithe net proceeds from the offerings as follo@@$:$119.6 million to refinance indebtedness
relating to the Gilroy Power Plant, (2) $77.6 noiflito repay indebtedness incurred under a bridgktygorovided by Credit Suisse First
Boston to finance a portion of the purchase pricadguire the steam fields that service the Son@mumty Power Plants, (3) $50.0 million to
repay outstanding borrowings under our revolviregddrfacility, $23.4 million of which was incurred finance the remaining portion of the
purchase price to acquire the steam fields thataethe Sonoma County Power Plants, (4) $25.0anitlo complete the expansion of the
Clear Lake Power Plant and (5) approximately $4@@l0on to finance a portion of the power genesatfacilities currently under
construction and the projects currently under dgwelent, including, but not limited to, the WesttkpSutter, South Point and Magic Valley
power plants. The outstanding balance on the Glower Plant debt is approximately $119.6 millisroathe date of this prospectus and
bears interest at 6.8% per annum and matures ingilP14. The outstanding balance on the Cred#s8utirst Boston bridge facility is
approximately $77.6 million as of the date of thisspectus and bears interest at 6.59% per anndmatures on the earlier of (i) the receipt
of proceeds from the common stock offering andsdv@or note offering or (ii) 120 days from March 1999. The outstanding balance on
revolving credit facility is approximately $50.0 liran as of the date of this prospectus and bedeseést at The Bank of Nova Scotia's base
rate plus an applicable margin or at LIBOR pluspplicable margin and matures in May 2001. The neimg net proceeds will be used for
working capital and general corporate purposesfanthe development and acquisition of additignalver generation facilities. See
"Business -- Project Development and Acquisitiofehding such uses, we expect to invest the neepds in short-term, interest-bearing
securities.
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CAPITALIZATION

The following table sets forth, as of December1398 (1) the actual consolidated capitalizatiothef Company; and (2) the consolidated
capitalization of our Company as adjusted for tile sf senior notes, the sale of the shares ofonmmon stock in the common stock offer
and the application of the estimated net procesdsfinance indebtedness relating to the Gilroy &oilant, as described in "Use of

Proceeds." This table should be read in conjundtiitin the consolidated financial statements anateel notes thereto incorporated by
reference in this prospectus.

DECEMBER 31, 1998

(DOLLARS IN THOUSANDS,

EXCEPT PER SHARE AMOUNTS)
CASH:

Cash and cash equivalents................c....... .. $ 96,532 $ 741,928

SHORT-TERM DEBT:
Current portion of non-recourse project financing .. $ 5450 $ -

LONG-TERM DEBT:
Non-recourse project financing, net of current

POITION. ..ottt ... 114,190 -
SEeNnior NOLES......ccceiiiiieieiiiiieee e ... 951,750 1,551,750
Total long-term debt..................... ... 1,065,940 1,551,750

STOCKHOLDERS' EQUITY:
Preferred stock, $0.001 par value:
10,000,000 shares authorized; no shares
outstanding, actual and as adjusted........... -- -
Common stock, $0.001 par value:

100,000,000 shares authorized; 20,267,297 shar es
outstanding, actual; and 26,267,297 shares
outstanding, as adjusted(1)(2)................ 20 26
Additional paid-in capital....................... ... 168,874 345,968
Retained earnings.......c.ccccceveeeeeveniennnns ... 118,072 118,072
Total stockholders' equity............... ... 286,966 464,066
Total capitalization.................. ... $1,352,906 $2,015,816

(1) Excludes the 900,000 shares that may be isgped exercise of the underwriters' over-allotmegttam.

(2) Does not include 2,884,440 shares of commarkstabject to issuance upon exercise of optiongiquely granted and outstanding as of
December 31, 1998 under our 1996 Stock Incentiga.P|
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SELECTED CONSOLIDATED FINANCIAL DATA

The consolidated financial data set forth belowtfar five years ended and as of December 31, 1898 Ibeen derived from the audited
consolidated financial statements of our compatmg fbllowing selected consolidated financial ddtawdd be read in conjunction with the
consolidated financial statements and the relattelsithereto incorporated by reference in thispgeotus.

YEAR ENDED DECEMBER 31,

1994 1995 1996 1997 1998

( IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
STATEMENT OF OPERATIONS DATA:

Revenue:
Electricity and steam sales.......... $ 90,295 $127,799 $ 199,464 $ 237,277 $ 507,897
Service contract revenue from related
parties......cccoevcveeeeieninen. 7,221 7,153 6,455 10,177 20,249
Income (loss) from unconsolidated
investments in power projects...... (2,754) (2,854) 6,537 15,819 25,240
Interest income on loans to power
ProOJECtS......vvveeeiiiieeeriins -- -- 2,098 13,048 2,562
Total revenue................. 94,762 132,098 214,554 276,321 555,948
Cost of revenue............ccccueee.. 52,845 77,388 129,200 153,308 375,327
Gross profit.......cccceeeveeeeeennnes 41,917 54,710 85,354 123,013 180,621
Project development expenses........... 1,784 3,087 3,867 7,537 7,165
General and administrative expenses.... 7,323 8,937 14,696 18,289 26,780
Provision for write-off of project
development COStS...........c........ 1,038 - - - -
Income from operations................. 31,772 42,686 66,791 97,187 146,676
Interest expense..........cccueeeeeees 23,886 32,154 45,294 61,466 86,726
Other (income) expense................. (1,988) (1,895) (6,259) (17,438) (13,423)
Income before provision for income
tAXES. .t 9,874 12,427 27,756 53,159 73,373
Provision for income taxes............. 3,853 5,049 9,064 18,460 27,054
Income before extraordinary charge... 6,021 7,378 18,692 34,699 46,319
Extraordinary charge for retirement of
debt, net of tax benefit of $441..... - - - - 641
Net income..........ccoveevennnnn. $ 6,021 $ 7,378 $ 18,692 $ 34,699 $ 45,678

Basic earnings per common share:
Weighted average shares of common

stock outstanding.................. 10,388 10,388 12,903 19,946 20,121
Income before extraordinary charge... $ 0.58 $ 071 $ 145 $ 174 $ 230
Extraordinary charge................. $ - $ - 3 - $ - $ (0.03)

Net income..........cocevernnnnne $ 058 $ 071 $ 145 $ 174 $ 227

Diluted earnings per common share:
Weighted average shares of common

stock outstanding.................. 10,921 10,957 14,879 21,016 21,164
Income before extraordinary charge... $ 0.55 $ 067 $ 126 $ 165 $ 219
Extraordinary charge................. $ - $ - 3 - $ - $ (0.03)
Netincome........cccceevvvevrnnenne $ 055 $ 067 $ 126 $ 165 $ 216
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YEAR ENDED DECEMBER 31,

1994 1995 1996 1997 1998

(IN THOUSANDS, EXCEPT RATIOS)
OTHER FINANCIAL DATA AND RATIOS:

Depreciation and amortization.......... $ 21,580 $26,806 $ 40,551 $ 48,935 $ 82,913
EBITDA(L).ccveeeiiieeiieeeiiee e $ 53,707 $69,515 $ 117,379 $ 172,616 $ 255,306
EBITDA to Consolidated Interest

EXpense(2)......cccccvvveeeeenennn. 2.23x 2.11x 2.41x 2.60x 2.74x

Total debt to EBITDA................... 6.23x 5.87x 5.12x 4.96x 4.20x

Ratio of earnings to fixed

charges(3).....ccoovevieenieeannn 1.52x 1.46x 1.45x 1.64x 1.68x

AS OF DECEMBER 31,

1994 1995 1996 1997 1998

(IN THOUSANDS)
BALANCE SHEET DATA:

Cash and cash equivalents.............. $ 22,527 $21,810 $ 95,970 $ 48,5513 $ 96,532
Property, plant and equipment, net..... 335,453 447,751 648,208 736,339 1,094,303
Investments in power projects.......... 11,114 8,218 13,936 222,542 221,509

Notes receivable....................... 16,882 25,785 36,143 117,357 10,899
Total assets........ ... 421,372 554,531 1,031,397 1,380,915 1,728,946

Short-term debt............ .. 27,300 85,885 37,492 112,966 5,450
Long-term line of credit............... -- 19,851 -- -- --
Non-recourse debt............c......... 196,806 190,642 278,640 182,893 114,190
Notes payable........ .. 5296 6,348 - - -

Senior NOtES.......cccveeeveeeninnnne 105,000 105,000 285,000 560,000 951,750
Total debt............... .. 334,402 407,726 601,132 855,859 1,071,390
Stockholders' equity................... 18,649 25,227 203,127 239,956 286,966

(1) EBITDA is defined as income from operationsspliepreciation, capitalized interest, other inconog-cash charges and cash received
from investments in power projects, reduced byilkeme from unconsolidated investments in powejggts. EBITDA is presented here not
as a measure of operating results but rather asagume of our ability to service debt. EBITDA shibnbt be construed as an alternative either
(a) to income from operations (determined in acanocg with generally accepted accounting principdegp) to cash flows from operating
activities (determined in accordance with generatlgepted accounting principles).

(2) For purposes of calculating the EBITDA to Cditatted Interest Expense ratio, Consolidated IsteExpense is defined as total interest
expense plus one-third of all operating lease akibgs, dividends paid in respect of preferredistntd cash contributions to any employee
stock ownership plan used to pay interest on lgangred to purchase our capital stock.

(3) Earnings are defined as income before provigiotaxes, extraordinary item and cumulative dffgfocchange in accounting principle plus
cash received from investments in power projectsfexed charges reduced by the equity in incomenfiovestments in power projects and
capitalized interest. Fixed charges consist ofr@égeexpense, capitalized interest, amortizatiomedt issuance costs and the portion of rental
expenses representative of the interest expensparnt.
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PRO FORMA CONSOLIDATED FINANCIAL DATA

The following unaudited pro forma consolidatedestagnt of operations for the year ended Decembet @8 gives effect to the following
transactions as if such transactions had occumetinuary 1, 1998: (1) our acquisition of the renimg 55% interest in the Bethpage Power
Plant on February 5, 1998 (the "Bethpage Trangalti¢2) our acquisition of the remaining 50% irgstr in the Texas City Power Plant and
the Clear Lake Power Plant on April 1, 1998 (thexds City/Clear Lake Transaction"); (3) our sal&&®0 million of 7 7/8% Senior Notes
Due 2008 on March 31, 1998, and the applicatiohehet proceeds therefrom; and (4) our sale o®$iillion of 7 7/8% Senior Notes Due
2008 on July 24, 1998 and the application of thepneceeds therefrom (the Bethpage TransactioriTéxas City/Clear Lake Transaction, the
sale of $300 million of 7 7/8% Senior Notes Due @@d the sale of $100 million of 7 7/8% SeniorééoDue 2008 being collectively
referred to as the "Transactions").

The pro forma consolidated financial data and agaoying notes should be read in conjunction withdbnsolidated financial statements
and related notes thereto incorporated by referanttés prospectus. The pro forma adjustmentdased upon available information and
certain assumptions that management believes asemable and are described in the notes accompatingrpro forma consolidated financ
data. The pro forma consolidated financial datgpaesented for informational purposes only and atopirport to represent what our results
of operations would actually have been had suats#éetions in fact occurred at such dates, or tigprour results of operations for any fut
period. In the opinion of management, all adjustta@ecessary to present fairly such pro forma dateded financial data have been made.
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PRO FORMA CONSOLIDATED STATEMENT OF OPERATIONS

STATEMENT OF OPERATIONS DATA:
Revenue:
Electricity and steam sales....................
Service contract revenue from related parties...
Income from unconsolidated investments in power
PrOJECES...cciiieieiiieeeeeee e
Interest income on loans to power projects......

Total revenue.........cccccvvveeeeeenn..

Cost of revenue:
Plant operating eXpenses...........ccccecevuees
Depreciation..................
Production royalties..........cccccccceveeennn.
Operating lease eXpenses..........ccccuvveeeeees
Service contract EXPenses.........ccccveeueeen.

Total cost of revenue....................

Gross profit.......ccceeeeeeeeeiniiieeeieee,
Project development expenses..............c.......
General and administrative expenses...............

Income from operations............cccceeuee.
Interest eXpense.......cccccvevveeeeieiiniennes
Interest income............
Other (income) exXpense...........ccccvvveveeeenns

Income before provision for income taxes........
Provision for income taxes............cccceeenn.

Income before extraordinary charge................
Extraordinary charge for retirement of debt, net
of tax benefit of $441............ccocvees

Net income.........cccccvvvvviiieieeeeee,

Basic earnings per common share:
Weighted average shares of common stock
outstanding........ccceeeiiiiieeeiniieeenn.
Income before extraordinary charge..............
Extraordinary charge...........cccccvvveeenn..
Net iNCOMEe......ccovcveeiiiriiieieieeee
Diluted earnings per common share:
Weighted average shares of common stock
outstanding........cccccvveeiiiiiieneennnnnn.
Income before extraordinary charge..............
Extraordinary charge.............cccceeeennee
Net iNCOMEe.......covuveiiiiiiiieeeeiieeeee
OTHER OPERATING DATA AND RATIOS:

EBITDA to Consolidated Interest Expense.........
Total debt to EBITDA........ccvveeeiiiieeene
Ratio of earnings to fixed charges

YEAR ENDED DECEMBER 31, 1998

ADJUSTMENTS PRO FORMA
FOR THE FOR THE
ACTUAL TRANSACTIONS TRANSACTIONS

(IN THOUSANDS, EXCEPT RATIOS AND PER SHARE DATA)

$507,897 $ 74,163 $582,060
20,249 (1,613) 18,636
25,240 (1,765) 23,475
2,562 (2,520) 42
555,948 68,265 624,213
256,079 48,764 304,843
73,988 7,612 81,600
10,714 - 10,714
17,129 (2,277) 15,852
17,417 - 17,417
375,327 55,099 430,426
180,621 13,166 193,787
7,165 - 7,165
26,780 (27) 26,753
146,676 13,193 159,869
86,726 8,302 95,028
(12,348) - (12,348)
(2,075) (146) (1,221)
73,373 5,037 78,410
27,054 1,689 28,743
46,319 3,348 49,667
641 - 641
$ 45,678 $ 3,348 $ 49,026
20,121 20,121
$ 2.30 $ 247
$ (0.03) $ (0.03)
$ 2.27 $ 244
21,164 21,164
$ 219 $ 2.35
$ (0.03) $ (0.03)
$ 2.16 $ 232
$82,913 $ 90,525
$255,306 $278,091
2.74x 2.74x
4.20x 3.85x
1.68x 1.69x
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Calpine is engaged in the development, acquisitemership and operation of power generation téedliand the sale of electricity and ste
principally in the United States. At December 3398, we had interests in 22 power plants and tstexem fields predominantly in the United
States, having an aggregate capacity of 3,018 nettgaw

On February 5, 1998, we acquired the remaining bébest in, and assumed operations and maintereinttee Bethpage Power Plant. We
purchased the remaining interests for approximaBI9 million. Additionally, on March 31, 1998 wepaid all outstanding project debt of
$37.4 million related to the Bethpage Power Plant.

On March 31, 1998, we completed the acquisitiothefremaining 50% interest in the Texas Cogenar&iompany ("TCC"), which is the
owner of the Texas City and Clear Lake Power Plaifes paid $52.8 million in cash and agreed to nwéain contingent purchase payme
that could approximate 2.2% of project revenue fx@gg in the year 2000, increasing to 2.9% in 2002part of this acquisition, we own a
7.5% interest in the Bayonne Power Plant, a 165amvay gadired cogeneration power plant located in Bayoritey Jersey. In addition, v
paid $105.3 million to restructure certain gas cacts related to this acquisition.

On July 13, 1998, we signed a letter of intentrtteeinto a joint venture to develop, own and ofeeepproximately 2,000 megawatts of gas-
fired power plants in northern California primarity serve the San Francisco Bay Area. The gasfilauts are to be constructed by Bechtel
and operated by us. We have announced that thelfnst to be developed under the joint venturé vélthe Delta Energy Center, an 880
megawatt gas-fired plant located at the Dow Chehfiéadlity in Pittsburg, California.

On July 17, 1998, we completed the purchase of m&§awatt geothermal power plant located in SonGmanty, California, from the
Sacramento Municipal Utility District ("SMUD") fd813.0 million. We are the owner and operator ofghethermal steam fields that provide
steam to this facility. Under the agreement, wel 8MUD $10.6 million at closing, and agreed to payadditional $2.4 million over the next
two years. In connection with the acquisition, SME@reed to purchase up to 50 megawatts of elagtfiom the plant at current market
prices plus a renewable power premium through 2B0addition, SMUD has the option to purchase 1@ameatts of off-peak power
production through 2005. We currently market theess electricity into the California power market.

On July 21, 1998, we completed the acquisition 80 anegawatt gas-fired power plant from The Dow@ical Company for approximately
$13.1 million. The power plant is located at DoRigsburg, California chemical facility. We will beip to 18 megawatts of electricity to Di
under a ten-year power sales agreement, with @@ sold to Pacific Gas & Electric Company ("PG&ender an existing power sales
agreement. In addition, we will sell approximat2g0,000 Ibs./hr of steam to Dow and to USS-POSGIDdtries' nearby steel mill.

In August 1998, we entered into a sale and leagetpaasaction for certain plant and equipment of@teenleaf 1 & 2 Power Plants, two 4
megawatt gas-fired cogeneration facilities locate8utter County, California, for a net book vabfe$108.6 million.
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Under the terms of the agreement, we received appately $559,000 for the sale of all our rightdetand interest in the stock of Calpine
Greenleaf Corporation, and transferred all non-ues® project financing of $71.6 million and defertaxes of $21.4 million. A loss of $15.6
million was recorded on the balance sheet andirgykmmortized over the term of the lease througte 2014. Additionally, we have an early
purchase option expiring September 30, 2003.

On September 28, 1998, we entered into a partqeagiieement with Energy Management, Inc. ("EMI"atouire an ownership interest in a
265 megawatt gas-fired plant under constructiohiverton, Rhode Island. EMI and Calpine will be general partners for this project, with
EMI acting as the managing general partner. Wesireee$40.0 million of equity in the power projeshich is scheduled to commence
commercial operation in May 2000. We will recein&® of all cash and income distributions from Tlixerton project until we receive a
10.5% pre-tax rate of return. Thereafter, we vétiaive 50% of all distributions.

On November 18, 1998, we entered into a partnesfipement with EMI to acquire an ownership intieirea 265 megawatt gas-fired plant
under construction in Rumford, Maine. EMI and Caépwill be co-general partners for this projectivEMI acting as the managing general
partner. We invested $40.0 million of equity in fhe@wver project, which is scheduled to commence cernial operation in July 2000. We
will receive 66 2/3% of all cash and income disitibns from the Rumford project until we receivi@5% pre-tax rate of return. Thereafter,
we will receive 50% of all distributions.
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SELECTED OPERATING INFORMATION

Set forth below is certain selected operating imfation for the power plants and steam fields foiclWwhesults are consolidated in our
consolidated statements of operations. The infaomatet forth under power plants consists of tiseilte for the West Ford Flat Power Plant,
Bear Canyon Power Plant, Greenleaf 1 & 2 PowertB|&datsonville Power Plant, King City Power Plaaiiroy Power Plant, the Bethpage
Power Plant since its acquisition on February 981 %he Texas City and Clear Lake Power Plantsdineir acquisition on March 31, 1998,
the Pasadena Power Plant since it began commepsgtion on July 7, 1998, the Sonoma Power Plaoé sts acquisition on July 17, 1998
and the Pittsburg Power Plant since its acquisitioduly 21, 1998. The information set forth unstelam fields consists of the results for the
PG&E Unit 13 and Unit 16 Steam Fields, the SMUDGEIOSteam Fields and the Thermal Power Company Skéelos.

YEAR ENDED DECEMBER 31,

1994 1995 1996 1997 1998

(DOLLARS IN THOUSANDS)
POWER PLANTS:
Electricity revenue (1):

Energy.....cccccovveenee. $ 45912 $ 54, 886 $ 93,851 $ 110,879 $ 252,178
Capacity.......ccceeu.e. $ 7,967 $ 30, 485 ¢ 65,064 $ 84,296 $ 193,535
Megawatt hours produced... 447,177 1,033, 566 1,985,404 2,158,008 9,864,080
Average energy price per

kilowatt hour (2)....... 10.267¢c 5.3 10c 4.727¢c 5.138c 2.557c

STEAM FIELDS:

Calpine........cccceueee. $ 32,631 $ 39, 669 $ 40,549 $ 42,102 $ 36,130
Other interest............ $ 2051 $ - $ - 8 - $ -
Megawatt hours produced... 2,156,492 2,415, 059 2,528,874 2,641,422 2,323,623
Average price per kilowatt

hour..........cccee 1.608c 1.6 43c 1.603c 1.594c 1.555¢

(1) Electricity revenue is composed of fixed capapayments, which are not related to productiowl, @ariable energy payments, which are
related to production.

(2) Represents variable energy revenue dividedh&kilowatt-hours produced. The significant inceeascapacity revenue and the
accompanying decline in average energy price pewkit-hour since 1994 primarily reflects the irase in our megawatt hour production as
a result of additional gas-fired power plants.

(3) The decline in steam revenue between 1998 8ad feflects the acquisition and consolidationhef 8onoma Power Plant and the related
steam fields. We recently announced several admuisiwhich we expect to be completed during the frart of 1999. Once these
acquisitions are completed we will only record #ietty revenue.
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RESULTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 1998 COMPARED TO YEAR ENDED DECEMBER 31, 1997
Revenue -- Total revenue increased 101% to $558li®min 1998 compared to $276.3 million in 1997.

Electricity and steam sales revenue increased 148%607.9 million in 1998 compared to $237.3 millia 1997. The increase is primarily
attributable to the acquisition of the remaininggnest in the Texas City, Clear Lake and BethpamyedP Plants and the acquisition of the
Pittsburg Power Plant. These power plants accounte®?45.2 million in additional electricity reveas in 1998. We benefited from the
startup of our power plant in Pasadena, Texas,whécame operational in July 1998. This power ptantributed $30.5 million in revenue
during 1998. During 1998, we produced 9,864,088l telectricity megawatt hours, which was 7,706,6#¥jawatt hours higher than the s
period in 1997, as a result of the factors desdrddmove. We recently announced three acquisitish&h we expect to complete during 1999,
upon government approval. These acquisitions wbempteted will eliminate steam revenue for The Geyseflecting the consolidation of
the acquired power plants and related steam fields.

Service contract revenue increased 98% to $20/®mih 1998 compared to $10.2 million in 1997. T&D.0 million increase was primarily
due to $3.3 million for fuel management fees, aid $nillion for third party excess gas sales.

Income from unconsolidated investments in powejgets increased 59% to $25.2 million in 1998 coreddo $15.8 million in 1997. The
increase of $9.4 million is primarily attributaliteour investments in the Lockport, Stony Brook &mhnedy International Airport Power
Plants, which contributed $5.2 million of equitgame during 1998, as well as $2.5 million of equityome from the Bayonne Power Plant.
For the year ended December 31, 1998, we alsoded®11.7 million of equity income from the Sumasver Plant compared to $8.5 milli
for the same period in 1997. These increases iityeigaome were partially offset by a $1.1 millidecrease from the Auburndale Power
Plant.

Interest income on loans to power projects decre86@6 to $2.6 million in 1998 compared to $13.0lioml in 1997. This decrease was
attributable to the acquisition of the remaining®ihterest in TCC on March 31, 1998 and the sake dte receivable in December 1997.

Cost of revenue -- Cost of revenue increased t& 83million in 1998 compared to $153.3 million iA97. The increase of $222.0 million in
1998 was primarily attributable to increased plaperating, fuel and depreciation expenses as #& médhe acquisition of the remaining
interest in the Texas City, Clear Lake and Bethagwer Plants, the acquisition of the Pittsburg &oilant and the startup of the Pasadena
Power Plant. Additionally, service contract expansereased $8.8 million for the year ended DecerBbe1998, of which $6.6 million was
related to costs associated with the sale of hartly excess gas and a $1.8 million increase frfianagement contracts.

General and administrative expense§eneral and administrative expenses increasedtd&26.8 million in 1998 compared to $18.3 mill
in 1997. The increase was attributable to the ooetil growth in personnel and overhead costs negasssupport the overall growth in our
operations.
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Interest expense -- Interest expense increasedd $#6.7 million in 1998 compared to $61.5 million1997. The increase was primarily
attributable to interest expense of $35.0 millietated to the senior notes issued in 1998 and T&¥3.increase was partially offset by $3.5
million for the repayment of non-recourse projaeancing for our Geysers facilities, $2.9 milliaor freduction of the TCC debt, $2.0 million
for reduction of the indebtedness of the Greerle&f2 Power Plants and $1.7 million of interestitajzed on the development and
construction of power projects.

Interest income -- Interest income decreased 14$4 203 million in 1998 compared to $14.3 millionli897. The decrease was primarily
attributable to less interest earned on restriceeth in 1998.

Other income, net -- Other income decreased 6684 tb million in 1998 compared to $3.2 million in9A The decrease was primarily
attributable to gas refunds received in 1997.

Provision for income taxes The effective income tax rate was approximatelp3id 1998 compared to 35% in 1997. The effectitesaver:
lower than the statutory rate (federal and stati@)qrily due to depletion in excess of tax basisdiits at our geothermal facilities, and a
decrease in the California tax liability due to expansion into states other than California.

YEAR ENDED DECEMBER 31, 1997 COMPARED TO YEAR ENDED
DECEMBER 31, 1996

Revenue -- Total revenue increased 29% to $278I®min 1997 compared to $214.6 million in 1996.

Electricity and steam sales revenue increased »®237.3 million in 1997 compared to $199.5 milliarl996. Electricity and steam sales
revenue for 1997 reflected a full year of operativthe Gilroy and King City Power Plants, whichtrdbuted to increases in electricity and
steam sales revenue in 1997 compared to 1996 of $28ion, and $4.3 million, respectively. Elecity and steam sales revenue for 1997
compared to 1996 was also $6.0 million higher atBear Canyon and West Ford Flat Power Plantgesudt of increased production and an
increase in fixed energy prices to 13.83c per kiltivhour. During 1996, the Bear Canyon and Westl [Fdat Power Plants experienced the
maximum curtailment allowed under their power salgseements with PG&E. In May 1997, the power satgsements for the Bear Canyon
and West Ford Flat Power Plants were modified mooree curtailment. Without such curtailment, thelsats generated an additional $4.2
million in revenues in 1997 as compared to 199&ddition, Thermal Power Company ("TPC") also cbntied $2.7 million more revenue
for 1997 than 1996, primarily due to increasedrsteales under the alternative pricing agreemetredtinto with PG&E in March 1996.

Service contract revenue increased to $10.2 miliict997 compared to $6.5 million in 1996. Serwoatract revenue during 1996 reflecte
$2.8 million loss from our electricity trading opéions. The increase in service contract revenu&d87 was also attributable to $2.8 million
of revenue from the Texas City and Clear Lake Pdants, which were acquired in June 1997.

Income from unconsolidated investments in powejgets increased to $15.8 million in 1997 comparefi&.5 million during 1996. The
increase in 1997 compared to 1996 was primarilytdweguity income of $6.3 million from our June ¥98vestment in the Texas City and
Clear Lake Power Plants and an increase in equityme of $2.2 million from
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our investment in Sumas Cogeneration Company ("SUmia accordance with a power sales agreemehtfiget Sound Power and Light
Company, operations at Sumas were significantlgldeed from February to July 1997, and, in exchatigeSumas Power Plant received a
higher price for energy sold and certain other payts. In addition, the partnership agreement gangr8umas was amended in September
1997 to increase our percentage of distributions.

Interest income on loans to power projects incréésé&13.0 million in 1997 compared to $2.1 millionl996. The increase was primarily
related to interest income on the loans made bgi@alFinance Company, a wholly-owned subsidiargwfcompany, to the Texas City and
Clear Lake Power Plants, and to interest incomthernoans to the sole shareholder of Sumas Enbrgy,our partner in Sumas.

Cost of revenue -- Cost of revenue increased 19$458.3 million in 1997 compared to $129.2 milliorl996. Plant operating, depreciation,
and operating lease expenses at the Gilroy and ®itygPower Plants for 1997 reflected a full yeboperations, which contributed to
increases in cost of revenue in 1997 compared 36 ©9$13.0 million and $8.3 million, respectively.

Project development expenses -- Project developmgrgnses increased 92% to $7.5 million in 1997p=aoed to $3.9 million in 1996, due
primarily to expanded acquisition and developmetivvdies.

General and administrative expense§eneral and administrative expenses increasedt@48.3 million in 1997 compared to $14.7 mill
in 1996. The increases were primarily due to addéi personnel and related expenses necessarggorsour expanding operations.

Interest expense -- Interest expense increased@®%L.5 million in 1997 from $45.3 million in 1998he increase was attributable to: (1)
$10.8 million of interest expense related to tf8#8%6 Senior Notes Due 2007 issued in July and &dme 1997, (2) a $7.3 million increast
interest expense related to the 10 1/2% Seniord\Dte 2006 issued May 1996, (3) a $6.4 millionéase in interest expense on debt related
to the Gilroy Power Plant acquired in August 1986 &) $5.4 million of interest expense on debated to the acquisition of the Texas City
and Clear Lake Power Plants. These increases fset by $6.2 million of interest capitalized fdret development and construction of po
plants, and a $7.6 million decrease in interesengp at Calpine Geysers Company and TPC due tgmema of debt.

Interest income -- Interest income increased 66%dth3 million for 1997 compared with $8.6 millifor 1996. Interest income earned on
collateral securities purchased in April 1996 imeection with the King City Power Plant contributedan increase in interest income of $1.2
million in 1997 as compared to 1996. In additioighler cash and cash equivalent balances resutting the issuance of the 8 3/4% Senior
Notes Due 2007 during 1997 resulted in higher eseincome for 1997 as compared to 1¢

Other income, net -- Other income, net, increase®Bt2 million for 1997 compared with expense of3§aillion for 1996. In 1997, we
recorded a $1.1 million gain on the sale of a meteivable and received a refund of $961,000 fr@&P. In 1996, we recorded a $3.7
million loss for uncollectible amounts related toacquisition project.

Provision for income taxes -- The effective ratetfee income tax provision was approximately 35%997 and 33% in 1996. The effective
rates were lower than the statutory tax rate (fidmnd state) primarily due to depletion in exagfstsix basis
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benefits at our geothermal facilities, a decreadfé California taxes paid due to our expansitm $tates other than California, and a revi:
of prior years' tax estimates.

LIQUIDITY AND CAPITAL RESOURCES

To date, we have obtained cash from our operatlmorspwings under our credit facilities and otherking capital lines, sale of debt and
equity, and proceeds from non-recourse projechfimay. We utilized this cash to fund our operatj@®svice debt obligations, fund the
acquisition, development and construction of pogereration facilities, finance capital expenditumad meet our other cash and liquidity
needs. The following table summarizes our cash Hotivities for the periods indicated:

YEAR ENDED DECEM BER 31,
1996 1997 1998
(IN THOUSAND S)
Cash flows from:

Operating activities..... $ 59,944 $108,461 $171,233
Investing activities..... (330,937) (402,158 ) (406,657)
Financing activities..... 345,153 246,240 283,443
Total............ $ 74,160 $ (47,457 ) $ 48,019

Operating activities for 1998 provided $171.2 roillj consisting of approximately $74.3 million ofodeciation and amortization, $45.7
million of net income, $34.4 million of distributie from unconsolidated investments in power prejeki3.6 million of deferred income
taxes, $5.2 million net decrease in operating asaed a $23.4 million net increase in operatiagilities. This was offset by $25.2 million of
income from unconsolidated investments.

Investing activities for 1998 used $406.7 millignimarily due to $158.1 million for the acquisitiof the remaining 50% interest in the Texas
City and Clear Lake Power Plants, $42.4 milliontfee acquisition of the remaining 55% interesthia Bethpage Power Plant, $24.0 million
of capital expenditures related to the construatibthe Pasadena Power Plant, $13.1 million forabguisition of the Pittsburg Power Plant,
$11.9 million for the acquisition of the Sonoma Rowlant, $74.2 million of other capital expendisir$16.2 million of capitalized project
development costs, $40.0 million for the acquisitid an equity interest in the Tiverton Power P|&dt0.0 million for the acquisition of an
equity interest in the Rumford Power Plant, $7.0iom of interest capitalized on construction pafe offset by $559,000 related to the sale
and leaseback transaction of the Greenleaf 1 &2eP®lants, the receipt of $13.8 million of loarypeents, $6.0 million of maturities of
collateral securities in connection with the KinflydPower Plant, and $1.1 million of restricted ltas

Financing activities for 1998 provided $283.4 moifliof cash consisting of $52.1 million of borrowsnigr the construction of the Pasadena
Power Plant, $5.8 million of borrowings for contarg consideration in connection with the acquisitd the Gilroy Power Plant, $394.9
million of net proceeds from additional financingsd $1.1 million for the issuance of common stéktially offset by $162.1 million in
repayment of nomecourse project financing, $8.3 million of repuash of Senior Notes Due 2006 which includes a prengiaid and accrue
interest to the date of repurchase.
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At December 31, 1998, cash and cash equivalents $86.5 million and working capital was $86.9 roitli For 1998, cash and cash
equivalents increased by $48.0 million and worlgagital increased by $112.6 million as comparedg¢oember 31, 1997.

As a developer, owner and operator of power geioerfcilities, we are required to make long-temmenitments and investments of
substantial capital for our projects. We histoflichaave financed these capital requirements wihdeom operations, borrowings under our
credit facilities, other lines of credit, non-recse project financing or long-term debt, and the shequity. We expect to commit significant
capital in the near future as a result of develaprpeojects and pending acquisitions which havents®ounced, including the Westbrook,
Sutter, South Point and Magic Valley Power Plavte.are also in the process of completing two adtiuis comprising of 14 geothermal
power plants located in The Geysers.

We continue to evaluate current and forecasted ft@stas a basis for financing operating requiretaemd capital expenditures. We believe
that we will have sufficient liquidity from castofl from operations, borrowings available underlihes of credit and working capital to
satisfy all obligations under outstanding indebgsin to finance anticipated capital expenditurestariund working capital requirements for
the next twelve months.

On March 31, 1998, we sold $300.0 million of 7 7/8#nior Notes Due 2008 which mature on April 1,200ith interest payable semi-
annually on April 1 and October 1 of each year c@naing October 1, 1998 (See note 7 to the notesrteonsolidated financial statements).
On July 24, 1998, we sold an additional $100.0iamlbf 7 7/8% Senior Notes Due 2008. After dedugrtiiscounts to initial purchasers and
expenses of the offerings, the net proceeds fransale of the Senior Notes Due 2008 were approgin&892.3 million. (See note 7 to the
notes to our consolidated financial statements).

At December 31, 1998, we had a $100.0 million rewgj credit facility available with a consortium edmmercial lending institutions. We
had no borrowings and $26.4 million of letters a#dit outstanding under the credit facility (Se¢en®to the notes to our consolidated
financial statements). The credit facility contadestain restrictions that limit or prohibit, amoather things, the ability of Calpine or its
subsidiaries to incur indebtedness, make paymdmsrtain indebtedness, pay dividends, make invests) engage in transactions with
affiliates, create liens, sell assets and engageeirgers and consolidations.

At December 31, 1998, we also had $105.0 millionuttanding 9 1/4% Senior Notes Due 2004, whicturaaon February 1, 2004, with
interest payable semi-annually on February 1 anguaul of each year. In addition, we had $171.8anilof outstanding 10 1/2% Senior
Notes Due 2006, which mature on May 15, 2006, watérest payable se-annually on May 15 and November 15 of each yearirg 1997,
we issued $275.0 million of 8 3/4% Senior Notes 2087, which mature on July 15, 2007, with intepestable semannually on January 1
and July 15 of each year.

At December 31, 1998, we had a $12.0 million letfecredit outstanding with The Bank of Nova Scdtissecure performance of the Clear
Lake Power Plant.

We have a $1.1 million working capital line witltammercial lender that may be used to fund shom-teorking capital commitments and
letters of credit. At December 31, 1998, we hadawowings under this working capital line and ®09 of letters of credit outstanding.
Borrowings accrue interest at prime plus 1%.
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IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

In April 1998, the American Institute of Certifi@lblic Accountants ("AICPA") issued Statement o§ifon ("SOP") No. 98-5, "Reporting
on the Costs of Start-Up Activities," which is affiwe for financial statements for fiscal years ibagng after December 15, 1998. For
purposes of this SOP, start-up activities are eefibroadly as those one-time activities relategptening a new facility, conducting business
in a new territory, conducting business with a mtags of customer or beneficiary, initiating a nawcess in an existing facility, or
commencing some new operation. Stgstactivities include activities related to orgamiga new entity (commonly referred to as orgamize
costs). We have assessed the impact and adopte@&068Bs of December 31, 1998, and determinedbietionmaterial to our consolidated
financial statements.

In June 1997, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 131,
"Disclosures about Segments of an Enterprise atatdklnformation.” This Statement establishesréiporting of information about

operating segments in annual financial statemerdgequires that enterprises report selected irdtion about operating segments in interim
financial reports to shareholders. SFAS No. 13t algablishes standards for related disclosurest gipoducts and services, geographic areas
and major customers. SFAS No. 131 is effectivdifmal years beginning after December 15, 1997iigut998, we started the process of
decentralization of our operations and will comglitis process during 1999. This Statement wilbbee effective upon completion of this
process. We do not believe that this pronounceméhihave a material impact on our consolidatedhfinial statements.

In June 1998, FASB also issued SFAS No. 133, "Acting for Derivative Instruments and Hedging Adiies." The Statement establishes
accounting and reporting standards, requiring edenyative instrument be recorded in the balatemstas either an asset or liability
measured at its fair value. The Statement reqtiva@schanges in the derivative's fair value be gaced currently in earnings unless specific
hedge accounting criteria are met. Special accogritr qualifying hedges allows a derivative's gaamd losses to offset related results or
hedged item in the income statement, and requétestitompany formally document, designate, andsadbe effectiveness of transactions
that receive hedge accounting.

SFAS No. 133 is effective for fiscal years beginnaiter June 15, 1999. The Statement must be apialiderivative instruments and to
certain derivative instruments embedded in hyboidtiacts that were issued, acquired, or substdntmedified after December 31, 1997.

We have not yet analyzed the impact of adopting SN&. 133 on the financial statements and haveei@rmined the timing of or method
of the adoption of SFAS No. 133. However the Stateincould increase the volatility of our earnings.

YEAR 2000 COMPLIANCE

Year 2000 Compliance -- The "Year 2000 probleméreto the fact that some computer hardware, soétaad embedded systems were
designed to read and store dates using only thénadigits of the year.

We are coordinating our efforts to address the ohp&Year 2000 on our business through a Year R@@ect Team comprised of
representatives from each business unit and our @20 Project Office. The Year 2000 Project Ofiiceharged with addressing additional
Year 2000 related issues including, but not limii@dusiness continuation and
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other contingency planning. The Year 2000 Projexarii meets regularly to monitor the efforts of assihstaff and contractors to identify,
remediate and test our technology.

The Year 2000 Project Team is focusing on four stpaechnology domains:

- corporate applications, which include core busingystems,

- non-information technology, which includes alkoating and control systems,

- end-user computing systems (that is, systemsatieatot considered core business systems but amagio date calculations), and
- business partner and vendor systems.

Corporate Applications -- Corporate applications tose major core systems, such as customer iafam human resources and general
ledger, for which our Management Information Systetapartment has responsibility. We utilize Peopifef®r our major core systems. The
PeopleSoft applications we utilize are in operatiod have been determined to be Year 2000 compliant

Non-Information Technology/Embedded Systems -- Nowiimfation technology includes such items as powentgperating and control
systems, telecommunications and facilities-baseipetent (e.g. telephones and two-way radios) ahdragmbedded systems. Each business
unit is responsible for the inventory and remediaf its embedded systems. In addition, we are&ivgrwith the Electric Power Research
Institute, a consortium of power companies, inaligdnvestor-owned utilities, to coordinate vendontacts and product evaluation. Because
many embedded systems are similar across utiltiesconcentrated effort should help to reducaltiine expended in this area and help to
ensure that our efforts are consistent with thereffand practices of other power companies atlitasi

An Inventory phase for non-information technologgfedded systems was completed in October 1998nifial IAssessment phase was
completed in December 1998. We plan to completeedimtion of hon-compliant systems by the secondtgquaf 1999. To date, all
embedded systems that we have identified can beaded or modified within our current schedule. $hkeedule for addressing Year 2000
issues with respect to mission critical embeddetiesys is as follows:

PERCENTAGE

PHASE COMPLETED  STATUS ESTIMATED COMPLETION DATE
Inventory............. 100%  Complete September 1998
Initial Assessment.... 100%  Complete November 1998
Detail Assessment..... 70% In Progress February 1999 - March 1999
Remediation........... 40% In Progress May 1999 - June 1999
Contingency 5%

Planning............ In Progress June 1999 - Sept 1999

Testing of embedded systems is complex because abihe testing must be completed during powertmdaheduled maintenance outages.
Much of the testing will be accomplished in theiisgrof 1999 during regularly scheduled maintenamamge periods. At that time, at least
one typical unit of each critical type will be tedtby us or in cooperation with other power comgsnand the requirement for further testing
will be determined.

End-User Computing Systems -- Some of our busiaeis have developed systems, databases, spretgjstieethat contain date
calculations. Compliance of individual workstatiaaslso included in this domain. These systemspris® a relatively small percentage of
the required modification in terms of both numbied ariticality.
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Our end-user computing systems are being invemtdyseach business unit and evaluated and remddigteur MIS staff. We have
completed approximately 10% of remediation andrtgstf the end-user computing systems, and we éxpeomplete this process by mid-
1999.

Business Partner and Vendor Systems -- We haveaotstwvith business partners and vendors who pegwidducts and services to us. We
are vigorously seeking to obtain Year 2000 ass@siftom these third parties. The Year 2000 Prdjeaim and appropriate business units are
jointly undertaking this effort. We have sent lestand accompanying Year 2000 surveys to aboutz808ors and suppliers. Over 4
responses have been received as of January 31, 888 responses outline to varying degrees fm®agphes vendors are undertaking to
resolve Year 2000 issues within their own systeftiow-up letters will be sent to those vendors vilawe not responded or whose responses
were inadequate.

Contingency Planning -- Contingency and businessimoation planning are in various stages of dgwelent for critical and high-priority
systems. Our existing disaster response plan dm obntingency plans are currently being evaluatetiwill be adopted for use in case of
any Year 2000-related disruption. We expect to detemur contingency planning by September 1999.

Costs -- The costs of expected modifications aresatly estimated to be approximately $1.7 millishich will be charged to expense as
incurred. From January 1, 1998 through Decembet 238, $158,000 has been charged to expense. Apmtety 9% of the estimated total
cost was incurred in 1998, and the remainder wilifzurred in 1999 and 2000. These costs have degwill be funded through operating
cash flow. These estimates may change as addigwadliations are completed and remediation angh¢egtogress.

Risks -- We currently expect to complete our Ye20@efforts with respect to critical systems by +h899. This schedule and our cost
estimates may be affected by, among other thihgsavailability of Year 2000 personnel, the reasknef third parties, the timing for testing
our embedded systems, the availability of vendsoueces to complete embedded system assessmemirodnde required component
upgrades and our ability to implement appropriatetingency plans.

We produce revenues by selling power we producastomers. We depend on transmission and distoibditicilities that are owned and
operated by investor-owned utilities to deliver gowo our customers. If either our customers ompttewiders of transmission and distribution
facilities experience significant disruptions azsult of the Year 2000 problem, our ability tol seld deliver power may be hindered, which
could result in a loss of revenue.

The cost or consequences of a materially incompletatimely resolution of the Year 2000 problenuldoadversely affect our future
operations, financial results or our financial citiod.
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BUSINESS

OVERVIEW

Calpine is a leading independent power companygaedjm the development, acquisition, ownership @efration of power generation
facilities and the sale of electricity predomingritl the United States. We have experienced sicamti growth in all aspects of our business
over the last five years. Currently, we own intésés 22 power plants having an aggregate capati®y729 megawatts and have two
acquisition transactions pending in which we wiltjaire 14 geothermal power plants with an aggregapacity of 694 megawatts. We also
have six gas-fired projects under constructionmgan aggregate capacity of 1,784 megawatts areldravounced plans to develop five gas-
fired power plants with a total capacity of 3,188gawatts. Upon completion of pending acquisitiams projects under construction, we will
have interests in 40 power plants having an agtgezgpacity of 5,207 megawatts, of which we wil&a net interest in 4,271 megawatts.
This represents significant growth from the 342 aveatts of capacity we had at the end of 1993. Bftttal generating capacity, 81% will
attributable to gas-fired facilities and 19% wié bttributable to geothermal facilities.

As a result of our expansion program, our revences) flow, earnings and assets have grown signifi¢ over the last five years, as shown
in the table below.

COMPOUND ANNUAL
1993 1998 GROWTH RATE
(DOLLARS IN MIL LIONS)
Total Revenue..................... $699 $ 555.9 51%
EBITDA......coooieeeeiiiieeen, 42.4 255.3 43%
Net Income..........cccceeeennnn. 3.8 45.7 64%
Total Assets........cccevvennee 302.3 1 ,728.9 42%

Since our inception in 1984, we have developedtantial expertise in all aspects of the developmaequisition and operation of power
generation facilities. We believe that the vertioétgration of our extensive engineering, consgtomcmanagement, operations, fuel
management and financing capabilities providesitis avcompetitive advantage to successfully implenoair acquisition and development
program and has contributed to our significant dhoawer the past five years.

THE MARKET

The power industry represents the third largestistiy in the United States, with an estimated esel-market of over $250 billion of
electricity sales in 1998 produced by an aggrebase of power generation facilities with a capaeftgpproximately 750,000 megawatts. In
response to increasing customer demand for acocéswicost electricity and enhanced services, regulatory initiatives have been and are
continuing to be adopted at both the state and&tvel to increase competition in the domestiwer generation industry. The power
generation industry historically has been largdigracterized by electric utility monopolies prodigcelectricity from old, inefficient, high-
cost generating facilities selling to a captivetooser base. Industry trends and regulatory initetihave transformed the existing market into
a more competitive market where end users purctlasticity from a variety of suppliers, includingn-utility generators, power marketers,
public utilities and others.
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There is a significant need for additional poweneyating capacity throughout the United Statedh bmsatisfy increasing demand, as well as
to replace old and inefficient generating faciti®ue to environmental and economic consideratiwadelieve this new capacity will be
provided predominantly by gas-fired facilities. \Welieve that these market trends will create sultisiecopportunities for efficient, low-cost
power producers that can produce and sell energystmmers at competitive rates.

In addition, as a result of a variety of factorgliding deregulation of the power generation mankiities, independent power producers
industrial companies are disposing of power germrdacilities. To date, numerous utilities havédsor announced their intentions to sell
their power generation facilities and have focueir resources on the transmission and distrinlgeEgments. Many independent producers
operating a limited number of power plants are aksgking to dispose of their plants in responsmitopetitive pressures, and industrial
companies are selling their power plants to redepépital in their core businesses.

STRATEGY

Our strategy is to continue our rapid growth byitzdjzing on the significant opportunities in thevger market, primarily through our active
development and acquisition programs. In pursuingpooven growth strategy, we utilize our extensiv@nagement and technical expertis
implement a fully integrated approach to the adtiois development and operation of power genenaféwilities. This approach uses our
expertise in design, engineering, procurementnfieaconstruction management, fuel and resouragisitiqn, operations and power
marketing, which we believe provides us with a cetitjye advantage. The key elements of our strasegyas follows:

- Development and expansion of power plants. Weaetigely pursuing the development and expansidmglfly efficient, low-cost, gas-fired
power plants to replace old and inefficient geriegatacilities and meet the demand for new genenatOur strategy is to develop power
plants in strategic geographic locations that emablto utilize existing power generation assetscerate the power plants as integrated
electric generation systems. This allows us toeehsignificant operating synergies and efficiea@nefuel procurement, power marketing
and operations and maintenance.

In July 1998, we achieved a key milestone in owmettgoment program by completing the developmemunf240 megawatt gas-fired power
plant in Pasadena, Texas. The Pasadena PowersBiaat as a prototype for future development ptej&éde currently have six gas-fired
projects under construction, representing an autiti1,784 megawatts of capacity. Of these neweptsj we are expanding our Pasadens
Clear Lake facilities by an aggregate of 545 megdtswin addition, four new gas-fired power plantith a total capacity of 1,239 megawatts,
are currently under construction in Dighton, Masseetts; Tiverton, Rhode Island; Rumford, Maine] svestbrook, Maine. We have also
announced plans to develop five additional poweegation facilities, totaling an estimated 3,18@meatts of electricity, in California,
Texas and Arizona.

- Acquisition of power plants. Our strategy is tguaice power generating facilities that meet ounggnt criteria, provide significant potent
for revenue, cash flow and earnings growth andigeothe opportunity to enhance the operating eficies of the plants. We have
significantly expanded and diversified our project
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portfolio through the acquisition of power genesatfacilities through the completion of 21 acquisit to date.

We are currently in the process of completing twguasitions comprising 14 geothermal power planith &wn aggregate capacity of 694
megawatts located in The Geysers, California. Onckla9, 1999, we completed the purchase of theirenga75% interest in the steam
fields that supply 12 of these geothermal powentsléor $101.0 million. Historically, we have sedvas the steam supplier for these facilit
which have been owned and operated by PG&E. Weipate that these acquisitions will enable us tesotidate our operations in The
Geysers into a single ownership structure andtegiate the power plant and steam field operatiali®ying us to optimize the efficiency &
performance of the facilities. We believe that thasquisitions will provide us with significant gngies that utilize our expertise in
geothermal power generation and position us tofiidnam the demand for "green" energy in the cotitpe market.

- Enhancement of the performance and efficienayxigting power projects. We continually seek to imaze the power generation potential
of our operating assets and minimize our operaimdymaintenance expenses and fuel costs. Thib&ithme even more significant as our
portfolio of power generation facilities expandsatoaggregate of 40 power plants with an aggreggiacity of 5,207 megawatts, after
completion of our pending acquisitions and projettsently under construction. We focus on opegptior plants as an integrated system of
power generation, which enables us to minimizescastl maximize operating efficiencies. As of Decengi, 1998, our power generation
facilities have operated at an average availabilitgpproximately 96.5%. We believe that achiewang maintaining a low-cost of production
will be increasingly important to compete effectivism the power generation market.

DESCRIPTION OF FACILITIES

We currently have interests in 22 power generdaailities and three steam fields with a currergragate capacity of approximately 3,018
megawatts, consisting of 18 gas-fired power plaritis a total capacity of 2,602 megawatts, four heanal power generation facilities with a
total capacity of 127 megawatts, and three stealdsfiwith a total capacity of 289 megawatts. We aksve two pending acquisitions
comprising 14 geothermal power plants with an ag@te capacity of 694 megawatts, six gas-fired ptejeurrently under construction with
an aggregate capacity of 1,784 megawatts, anddraveunced the development of five additional popVents with an aggregate capacity of
3,180 megawatts. Each of the power generationitfasicurrently in operation produces electricity $ale to a utility or other third-party end
user. Thermal energy produced by the gas-firedromgion facilities is sold to governmental andusitlial users.

The gas-fired and geothermal power generation gt®ja which we have an interest produce elecyrigitd thermal energy that are typically
sold pursuant to long-term power sales agreemBetgenue from a power sales agreement usually ¢srgisvo components: energy
payments and capacity payments. Energy paymentsaaezl on a power plant's net electrical outputr@payment rates may be determined
by a schedule of prices covering a fixed numbereairs under the power sales agreement, after vaaiginent rates are usually indexed to
fuel costs of the contracting utility or to generdlation indices. Capacity payments are based power plant's net electrical output and/or
its available capacity. Energy payments are madedoh kilowatt hour of energy
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delivered, while capacity payments, under certatumstances, are made whether or not any elagtiecdelivered.

Upon completion of the pending acquisitions andguts under construction, we will provide operatamgl maintenance services for 31 of the
40 power plants and steam fields in which we havimterest. Such services include the operatiquoafer plants, geothermal steam fields,
wells and well pumps, gathering systems and gadipgs. We also supervise maintenance, materiathpsing and inventory control,
manage cash flow, train staff and prepare operatitgmaintenance manuals for each power geneffatidity that we operate. As a facility
develops an operating history, we analyze its djggrand may modify or upgrade equipment or adppsrating procedures or maintenance
measures to enhance the facility's reliability afipability. These services are performed undertdrms of an operating and maintenance
agreement pursuant to which we are generally reisgolfor certain costs, paid an annual operatiagfel may also be paid an incentive fee
based on the performance of the facility. The fessble to us are generally subordinated to arsglpayments or debt service obligations of
non-recourse financing for the project.

In order to provide fuel for the gas-fired powenggation facilities in which we have an interesttunal gas reserves are acquired or natural
gas is purchased from third parties under supplgeagents. We attempt to structure a gas-fired péaedity's fuel supply agreement so that
gas costs have a direct relationship to the fuelpanent of revenue energy payments. We currentty interests in geothermal leaseholds in
The Geysers that produce steam that is suppliitetpower generation facilities owned by us for imsgroducing electricity.

Certain power generation facilities in which we éan interest have been financed primarily with-remourse project financing that is
structured to be serviced out of the cash flowsvddrfrom the sale of electricity, thermal energyér steam produced by such facilities and
provides that the obligations to pay interest aridggpal on the loans are secured almost solelthbycapital stock or partnership interests,
physical assets, contracts and/or cash flow atatida to the entities that own the facilities. Téveders under non-recourse project financing
generally have no recourse for repayment against agy of our assets or the assets of any othity ether than foreclosure on pledges of
stock or partnership interests and the assetbuatttfile to the entities that own the facilities.

Substantially all of the power generation faciltia which we have an interest are located on sitesh are leased on a long-term basis. See
"-- Properties."
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Set forth below is a map showing the locationswfmower plants in operation, pending acquisitigquayer plants under construction and
announced development projects. [MAP]

MEGAWATTS

#OF PLANT  CALPINE NET

P LANTS CAPACITY INTEREST
In operation.......ccccceeeeveveiicciiiiiines 22 2,729 2,065
Pending acquisitions 14 694 694
Under construction
-- New facilities.........ccoccvveerinnnnnn. 4 1,239 967
-- Expansion projects.......c.cccccceeevenne -- 545 545
Announced development
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Set forth below is certain information regarding operating power plants, plants under construcp@mding power plant acquisitions and
development projects.

POWER NAMEPLATE CALPINE CALPINE NET
GENERATION CAPACITY INTEREST INTEREST
POWER PLANT TECHNOLOGY LOCATION (MEGAWATTS)(1) PERCENTAGE (MEGAWATTS)

OPERATING POWER PLANTS
Texas City.............. Gas-Fired Texas 450.0 100% 450.0
Clear Lake..... ... Gas-Fired Texas 377.0 100% 377.0
Pasadena...... .... Gas-Fired Texas 240.0 100% 240.0
Gordonsville.. .... Gas-Fired Virginia 240.0 50% 120.0
Lockport..... . Gas-Fired New York 184.0 11.4% 20.9
Bayonne..... ... Gas-Fired New Jersey 165.0 7.5% 12.4
Auburndale. ... Gas-Fired Florida 150.0 50% 75.0
SUMas(2).....eeeeeeen... Gas-Fired Washington 125.0 70% 87.5
King City.........ooue.. Gas-Fired California 120.0 100% 120.0
Gilroy.....ccovvueeen. Gas-Fired California 120.0 100% 120.0
Kennedy International

Airport... .. Gas-Fired New York 107.0 50% 53.5
Pittsburg..... .... Gas-Fired California 70.0 100% 70.0
Sonoma(3). ... Geothermal California 60.0 100% 60.0
Bethpage.... ... Gas-Fired New York 57.0 100% 57.0
Greenleaf 1 ... Gas-Fired California 49.5 100% 49.5
Greenleaf 2.... ... Gas-Fired California 49.5 100% 49.5
Stony Brook............. Gas-Fired  New York 40.0 50% 20.0
Agnews...........c.... Gas-Fired California 29.0 20% 5.8
Watsonville....... ... Gas-Fired California 28.5 100% 28.5
West Ford Flat.......... Geothermal California 27.0 100% 27.0
Bear Canyon............. Geothermal California 20.0 100% 20.0
Aidlin..........coo..... Geothermal California 20.0 5% 1.0
PENDING ACQUISITIONS
Sonoma County (12 power

plants)(3)............ Geothermal California 544.0 100% 544.0
Lake County (2 power

plants)(3)............ Geothermal California 150.0 100% 150.0
PROJECTS UNDER

CONSTRUCTION
Westbrook............... Gas-Fired Maine 540.0 100% 540.0
Pasadena Expansion...... Gas-Fired Texas 510.0 100% 510.0
Tiverton(4)............. Gas-Fired Rhode Island 265.0 62.8% 166.4
Rumford(5).... .... Gas-Fired Maine 265.0 66.7% 176.8
Dighton(6).............. Gas-Fired Massachusett s 169.0 50% 84.5
Clear Lake Expansion.... Gas-Fired Texas 35.0 100% 35.0
ANNOUNCED DEVELOPMENT
Delta Energy Center..... Gas-Fired California 880.0 50% 440.0
Magic Valley............ Gas-Fired Texas 700.0 100% 700.0
Metcalf Energy Center... Gas-Fired California 600.0 50% 300.0
South Paint............. Gas-Fired Arizona 500.0 100% 500.0
Sutter.......coceveene Gas-Fired  California 500.0 100% 500.0

(1) Nameplate capacity may not represent the aoutplut for a facility at any particular time.
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(2) See "-- Operating Power Plants -- Sumas Povesit'Pfor a description of our interest in the SnFower Plant. Based on our current
estimates, the payments to be received by us mmrapproximately 70% of distributable cash.

(3) For these geothermal power plants, nameplatacity refers to the approximate capacity of thesgroplants. The capacity of these plants
is expected to gradually diminish as the productibthe related steam fields declines.

(4) See "Project Development and Acquisitions ej&it Development -- Projects Under Constructiohiverton Power Plant” for a
description of our interest in the Tiverton Powéarf.

(5) See "Project Development and Acquisitions ejéut Development -- Projects Under ConstructioRumford Power Plant” for a
description of our interest in the Rumford Poweari®l

(6) See "Project Development and Acquisitions ej&iut Development -- Projects Under ConstructioRighton Power Plant” for a
description of our interest in the Dighton PowearRl Based on our current estimates, our inteeggesents our right to receive approxime
50% of project cash flow beginning at the commeraginof commercial operation.

OPERATING POWER PLANTS

Texas City Power Plant. The Texas City Power Haat450 megawatt gdsed cogeneration facility located in Texas Cifgxas. Electricity
generated by the Texas City Power Plant is soléutwido separate long-term agreements to (1) Texiiidd Electric Company ("TUEC")
under a power sales agreement terminating on Ségtedd, 2002, and (2) Union Carbide Corporationd@J) under a steam and electricity
services agreement terminating on June 30, 199%h &greement contains payment provisions for capand electric energy payments.
Under a steam and electricity services agreemggitieg October 19, 2003, the Texas City Power Pletitsupply UCC with 300,000 lbs/hr
of steam on a monthly average basis, with the redusupply of steam not exceeding 600,000 Ibs/angtgiven time. During 1998, the Te»
City Power Plant generated approximately 2,517 I®kilowatt hours of electric energy for sale 10HC and UCC and approximately
$188.3 million of revenue.

Clear Lake Power Plant. The Clear Lake Power Réaat377 megawatt gas/ hydrogen-fired cogeneréicility located in Pasadena, Texas.
Electricity generated by the Clear Lake Power Pisbld under three separate long-term agreenei(ty Texas-New Mexico Power
Company ("TNP") under a power sales agreement textinig in 2004, (2) Houston Lighting and Power Camp("HL&P") under a power
sales agreement terminating in 2005, and (3) Ha€olsinese Chemical Group, Inc. ("HCCG") under wegrosales agreement terminating in
2004. Each power sales agreement contains paymarisions for capacity and energy payments. Undgeam purchase and sale agreement
expiring August 31, 2004, the Clear Lake Power Pt supply up to 900,000 Ibs/hr of steam to HCAring 1998, the Clear Lake Power
Plant generated approximately 2,912,649,000 kilohatirs of electric energy for sale to TNP, HL&RIahCCG and approximately $89.3
million of revenue.

Pasadena Power Plant. The Pasadena Power Pla2d@smaegawatt gas-fired cogeneration facility ledaih Pasadena, Texas. Electricity
generated by the Pasadena Power Plant is sold ood&act and into the open market. We enteredantenergy sales agreement with
Phillips Petroleum Company (“Phillips") terminatimg2018. Under this agreement, we provide 90 megtavef electricity and 200,000 Ibs,
of steam to
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Phillips' Houston Chemical Complex. West Texasiti#g purchased 50 megawatts of capacity througletid of 1998. In 1999, LG&E
Energy Marketing will purchase up to 150 megawattslectricity under a one-year agreement. TUE&lde under contract to purchase up to
150 megawatts of electricity under a two-year agwer@ beginning December 1, 1999. The remainingaai electricity output is sold into
the competitive market through our power marketnganization. During 1998, the Pasadena Power Blamtrated approximately
812,314,000 kilowatt hours of electric energy vagiproximately $30.5 million of revenue.

Gordonsville Power Plant. The Gordonsville PowemPis a 240 megawatt géiseed cogeneration facility located near GordorisyVirginia.
Electricity generated by the Gordonsville PowemPla sold to the Virginia Electric and Power Compander two power sales agreements
terminating on June 1, 2024, each of which inclpagment provisions for capacity and energy. Thed@Gosville Power Plant sells steam to
Rapidan Service Authority under the terms of aratparchase and sales agreement, which expiresl)@@®4. During 1998, the
Gordonsville Power Plant generated approximateB;282,000 kilowatt hours of electrical energy apdraximately $37.4 million of
revenue.

Lockport Power Plant. The Lockport Power Plant i34 megawatt gas-fired, combined-cycle cogeneard#oility located in Lockport, New
York. The facility is owned and operated by Lockpenergy Associates, L.P. ("LEA"). We own an indiré1.36% limited partnership
interest in LEA. Electricity and steam is sold ter@ral Motors Corporation ("GM") under an energgesagreement expiring in December
2007 for use at the GM Harrison plant, which isaked on a site adjacent to the Lockport Power PHattricity is also sold to New York
State Electricity and Gas Company ("NYSEG") undpower purchase agreement expiring October 200 5B is required to purchase all
of the electric power produced by the Lockport PoRiant not required by GM. For 1998, the Lockg®otver Plant generated approximately
1,284,830,000 kilowatt hours of electricity and i$4d 8.6 million in revenue.

Bayonne Power Plant. The Bayonne Power Plant Bbanriegawatt gas-fired cogeneration facility locateBayonne, New Jersey. The
facility is primarily owned by an affiliate of Cogerechnologies, Inc. We own an indirect 7.5% limifartnership interest in the facility.
Electricity generated by the Bayonne Power Plasbid under various power sales agreements toyJ€esatral Power & Light Company and
Public Service Electric and Gas Company of Newelers§he Bayonne Power Plant also sells steam tdrtdugstrial entities. During 1998, t
Bayonne Power Plant generated approximately 1,899080 kilowatt hours of electrical energy and appnately $116.6 million in revenue.

Auburndale Power Plant. The Auburndale Power Rtaat150 megawatt gas-fired cogeneration facitiated near the city of Auburndale,
Florida. Electricity generated by the AuburndalevBepPlant is sold under various power sales agratste Florida Power Corporation
("FPC"), Enron Power Marketing and Sonat Power Mtng. Auburndale sells 131.18 megawatts of capacit energy to FPC under three
power sales agreements, each terminating at thefe2@ll3. The Auburndale Power Plant sells steadeutwo steam purchase and sale
agreements. One agreement is with Cutrale Citriece JUUSA, an affiliate of Sucocitro Cutrale LTDé&xpiring on July 1, 2014. The second
agreement is with Todhunter International, Incinddusiness as Florida Distillers Company, expgiidm July 1, 2009. During 1998, the
Auburndale Power Plant generated approximately2118%5,000 kilowatt hours of electrical energy apgraximately $49.6 million in
revenue.
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Sumas Power Plant. The Sumas Power Plant is a #8awatt gas-fired, combined cycle cogeneratiorifiaddbcated in Sumas, Washington.
We currently hold an ownership interest in the Ssifiawer Plant, which entitles us to receive cedahlreduled distributions during the next
two years. Upon receipt of the scheduled distrdngj we will no longer have any ownership inteneshe Sumas Power Plant. Electrical
energy generated by the Sumas Power Plant ise#ddet Sound Power & Light Company ("Puget") uriderterms of a power sales
agreement terminating in 2013. Under the powerssajgeement, Puget has agreed to purchase an awveuade of 123 megawatts of
electrical energy. In addition to the sale of gleityy to Puget, pursuant to a long-term steam suppd dry kiln lease agreement, the Sumas
Power Plant produces and sells approximately 23@9@r of low pressure steam to an adjacent lurdbging facility owned by Sumas,
which has been leased to and is operated by Sbacd)uring 1998, the Sumas Power Plant genergiptbaimately 915,227,280 kilowatt
hours of electrical energy and approximately $48ilion of total revenue.

King City Power Plant. The King City Power Plantid20 megawatt gas-fired, combined-cycle cogeioerécility located in King City,
California. We operate the King City Power Plantieina long-term operating lease for this facility$htnBAF Energy ("BAF"), terminating in
2018. Electricity generated by the King City Powégaint is sold to Pacific Gas and Electric CompafG&E") under a power sales
agreement terminating in 2019. The power saleseageat contains payment provisions for capacityeretgy. In addition to the sale of
electricity to PG&E, the King City Power Plant praets and sells thermal energy to a thermal hosicBéegetable Products, Inc., an affili
of BAF, under a long-term contract coterminous wfith power sales agreement. During 1998, the KihgRbwer Plant generated
approximately 428,825,000 kilowatt hours of elagtienergy and approximately $45.6 million of tawlenue.

Gilroy Power Plant. The Gilroy Power Plant is a T28gawatt gas-fired cogeneration facility locateilroy, California. Electricity
generated by the Gilroy Power Plant is sold to PG#Her a power sales agreement terminating in 2018ddition, the Gilroy Power Plant
produces and sells thermal energy to a thermal Bilsby Foods, Inc., under a long-term contraetttis coterminous with the power sales
agreement. During 1998, the Gilroy Power Plant gatiee approximately 477,628,000 kilowatt hoursletgical energy for sale to PG&E
and approximately $39.3 million in revenue.

Kennedy International Airport Power Plant. The Kedy International Airport Power Plant is a 107 nvegl gas-fired cogeneration facility
located at John F. Kennedy International AirporQimeens, New York. The facility is owned and opeatdiy KIAC Partners ("KIAC"). We
own an indirect 50% general partnership interesti&C. Electricity and thermal energy generatedty Kennedy International Airport
Power Plant is sold to the Port Authority, and @mental electric power is sold to Consolidated &ui€ompany of New York, the New York
Power Authority and other utility customers. Elecfrower and chilled and hot water generated byienedy International Airport Power
Plant is sold to the Port Authority under an engrgschase agreement that expires November 2015.998, the Kennedy International
Airport Power Plant generated approximately 533,088 kilowatt hours of electrical energy, 266,25intu of chilled water and 178,405
mmbtu of hot water for sale to the Port Authorapd generated approximately $56.1 million in rexenu

Pittsburg Power Plant. The Pittsburg Power Plaati® megawatt gas-fired cogeneration facilityated at The Dow Chemical Company's
("Dow") Pittsburg, California chemical facility. Weell up to 18 megawatts of electricity to Dow unde
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power sales agreement expiring in 2008. Surplusggrie sold to PG&E under an existing power sagg@ment. In addition, we sell
approximately 200,000 Ibs/hr of steam to Dow urafeenergy sales agreement expiring in 2003 andst®-BOSCO Industries' nearby steel
mill under a process steam contract expiring in1l2G0om its acquisition, in July 1998, through #mal of 1998, the Pittsburg Power Plant
generated approximately 92,358,000 kilowatt ho@id@ctrical energy to Dow and PG&E and approxirnya$9.4 million in revenue.

Sonoma Power Plant. The Sonoma Power Plant con$iaté0 megawatt geothermal power plant and aatmtsteam fields located in
Sonoma County, California. Electricity generatedioyy Sonoma Power Plant is sold to the Sacramentddipal Utility District ("SMUD")
under a power sales agreement for up to 50 megaofatffpeak power production, terminating in 2001. In #ddi SMUD has the option 1
purchase up to an additional 10 megawatts of pealepproduction through 2005. We market the exeésdricity into the California power
market. From its acquisition, in June 1998, throtighend of 1998, the Sonoma Power Plant geneagi@aximately 215,433,000 kilowatt
hours of electrical energy and approximately $6ilian in revenue.

Bethpage Power Plant. The Bethpage Power PlariTsraegawatt gas-fired, combined cycle cogenerd#oifity located adjacent to a
Northrup Grumman Corporation ("Grumman") facilityBethpage, New York. Electricity and steam gemetély the Bethpage Power Pl
are sold to Grumman under an energy purchase agréempiring August 2004. Electric power not sa@dirumman is sold to Long Island
Power Authority ("LIPA") under a generation agreemalso expiring August 2004. Grumman is also aiég to purchase a minimum of
158,000 klbs of steam per year from the BethpageeP®lant. For 1998, the Bethpage Power Plant ggegtiapproximately 474,991,000
kilowatt hours of electrical energy for sale to @man and LIPA and approximately $32.9 million ingBue.

Greenleaf 1 Power Plant. The Greenleaf 1 Powertt Ban49.5 megawatt gas-fired cogeneration fgdiitated near Yuba City, California.
We operate this facility under an operating leagk Wnion Bank of California, terminating in 201th¢ "Greenleaf Lease"). Electricity
generated by the Greenleaf 1 Power Plant is sdRI3&E under a power sales agreement terminati2§1® which contains payment
provisions for capacity and energy. In additiore @reenleaf 1 Power Plant sells thermal energihdrform of hot exhaust to dry wood wa:
to a thermal host which is owned and operated byfois1998, the Greenleaf 1 Power Plant genergiptbaimately 326,543,000 kilowatt
hours of electrical energy for sale to PG&E andragimately $17.8 million in revenue.

Greenleaf 2 Power Plant. The Greenleaf 2 Powett Ban49.5 megawatt gas-fired cogeneration fgdiitated near Yuba City, California.
This facility is also operated by us under the Gleaf Lease. Electricity generated by the Greere@bwer Plant is sold to PG&E under a
power sales agreement terminating in 2019 whicludtes payment provisions for capacity and enemyaddition to the sale of electricity to
PG&E, the Greenleaf 2 Power Plant sells thermatg@n® Sunsweet Growers, Inc. pursuant to a 30-geatract. For 1998, the Greenleaf 2
Power Plant generated approximately 377,101,0@0vkitt hours of electrical energy for sale to PG&Md approximately $20.3 million in
revenue.

Stony Brook Power Plant. The Stony Brook Power Akaa 40 megawatt gas-fired cogeneration fadidibated on the campus of the State
University of New York at Stony Brook, New York UBIY"). The facility is owned by Nissequogue CogeartRers ("NCP"). We own an
indirect 50% general partner interest in NCP. Steamhelectric
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power is sold to SUNY under an energy supply agesgraxpiring in 2023. Under the energy supply agesg, SUNY is required to
purchase, and the Stony Brook Power Plant is reduo provide, all of SUNY's electric power andasterequirements up to 36.125
megawatts of electricity and 280,000 Ibs/hr of pgscsteam. The remaining electricity is sold toALihder a long-term agreement. LIPA is
obligated to purchase electric power generatedéyacility not required by SUNY. SUNY is requirempurchase a minimum of 402,000
kibs per year of steam. For 1998, the Stony Bromké? Plant generated approximately 326,584,00@0&tohours of electrical energy and
1,185,000 klbs of steam for sale to SUNY and LIPW approximately $31.1 million in revenue.

Agnews Power Plant. The Agnews Power Plant is m@§awatt gas-fired, combined-cycle cogeneratioititiatocated on the East Campus
of the state-owned Agnews Developmental Centeaim Jose, California. We hold a 20% ownership istare GATX Calpine-Agnews, Inc.,
which is the sole stockholder of O.L.S. Energy-Agaginc. ("O.L.S. Energy-Agnews"). O.L.S. Energy#&gvs leases the Agnews Power
Plant under a sale leaseback arrangement. Elégigenerated by the Agnews Power Plant is sold3&[P under a power sales agreement
terminating in 2021 which contains payment provisifor capacity and energy. In addition, the Agn@awer Plant produces and sells
electricity and approximately 7,000 Ibs/hr of stetanthe Agnews Developmental Center pursuant t0-ge&ar energy service agreement.
During 1998, the Agnews Power Plant generated appaiely 215,180,000 kilowatt hours of electricakegy and total revenue of $11.7
million.

Watsonville Power Plant. The Watsonville Power Plara 28.5 megawatt gas-fired, combined cycle negsion facility located in
Watsonville, California. We operate the Watsonviflewer Plant under an operating lease with the Mwtbr Credit Company, terminating
2009. Electricity generated by the Watsonville PoRiant is sold to PG&E under a power sales agreetaeminating in 2009 which contai
payment provisions for capacity and energy. Dufifg8, the Watsonville Power Plant produced and siagldm to Farmers Processing, a food
processor. In addition, the Watsonville Power Pt process water produced from its water digtilh facility to Farmer's Cold Storage,
Farmer's Processing and Cascade Properties. F8r tt@Watsonville Power Plant generated approxma06,007,000 kilowatt hours of
electrical energy for sale to PG&E and approxima$dl1.4 million in revenue.

West Ford Flat Power Plant. The West Ford Flat Pd®@nt consists of a 27 megawatt geothermal plegit and associated steam fields
located in northern California. Electricity genehby the West Ford Flat Power Plant is sold to EG&der a power sales agreement
terminating in 2008 which contains payment provisifor capacity and energy. During 1998, the Westl FFlat Power Plant generated
approximately 235,529,000 kilowatt hours of elagtienergy for sale to PG&E and approximately $3diléon of revenue.

Bear Canyon Power Plant. The Bear Canyon Powet Btarsists of a 20 megawatt geothermal power @ladtassociated steam fields
located in northern California, two miles southttud West Ford Flat Power Plant. Electricity gerentdty the Bear Canyon Power Plant is
to PG&E under two 10 megawatt power sales agreentemhinating in 2008 which contain payment pransi for capacity and energy.
During 1998, the Bear Canyon Power Plant geneigpdoximately 176,508,000 kilowatt hours of elagttienergy and approximately $20.4
million of revenue.
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Aidlin Power Plant. The Aidlin Power Plant consiefsa 20 megawatt geothermal power plant and astsatsteam fields located in northern
California. We hold an indirect 5% ownership insdrim the Aidlin Power Plant. Electricity generatgdthe Aidlin Power Plant is sold to
PG&E under two 10 megawatt power sales agreememtsrtating in 2009 which contain payment provisitarscapacity and energy. During
1998, the Aidlin Power Plant generated approxinyat&0,046,000 kilowatt hours of electrical energg aevenue of $24.4 million.

PROJECT DEVELOPMENT AND ACQUISITIONS

We are actively engaged in the development andigsitign of power generation projects. We have histily focused principally on the
development and acquisition of interests in fijgsd and geothermal power projects, although vge abnsider projects that utilize other po
generation technologies. We have significant exgeeih a variety of power generation technologias laave substantial capabilities in each
aspect of the development and acquisition prodesisiding design, engineering, procurement, cosibn management, fuel and resource
acquisition and management, financing and opersition

ACQUISITIONS

We will consider the acquisition of an interesbjperating projects as well as projects under dgwveémt where we would assume
responsibility for completing the development af firoject. In the acquisition of power generatiacilfties, we generally seek to acquire an
ownership interest in facilities that offer us atfiive opportunities for revenue and earnings gnpamnd that permit us to assume sole
responsibility for the operation and maintenanctheffacility. In evaluating and selecting a proje acquisition, we consider a variety of
factors, including the type of power generatiorhtedlogy utilized, the location of the project, tieems of any existing power or thermal
energy sales agreements, gas supply and transporggireements and wheeling agreements, the quantit quality of any geothermal or
other natural resource involved, and the actuatlitimm of the physical plant. In addition, we asstee past performance of an operating
project and prepare financial projections to deteenthe profitability of the project. We generadigek to obtain a significant equity interest in
a project and to obtain the operation and maintemanontract for that project. See "-- Strategy" &Rigk Factors -- Our power project
development and acquisition activities may notusecessful.”

We have grown substantially in recent years asualtref acquisitions of interests in power generafacilities and steam fields. We believe
that although the domestic power industry is undiaigyconsolidation and that significant acquisitapportunities are available, we are likely
to confront significant competition for acquisitiopportunities. In addition, there can be no asmeahat we will continue to identify
attractive acquisition opportunities at favorablegs or, to the extent that any opportunitiesideatified, that we will be able to consummate
such acquisitions.

Pending Acquisitions

Sonoma County Power Plants. On January 26, 199@nweunced that we had entered into definitiveegents to acquire 12 geothermal
facilities from PG&E in Sonoma County, Californiad "Sonoma County Power Plants"), having a combaapacity of 544 megawatts, for
an aggregate investment of $139.0 million. As altesf the purchase of steam fields from Unocalf@oation on March 19, 1999, we
currently own all of the steam fields supplying 8@noma County Power Plants. We expect to comfiletacquisition of the Sonoma Cou
Power Plants upon receipt of approval by
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the California Public Utilities Commission ("CPUGIhd FERC, currently anticipated to occur in AfR8B9. There can be no assurance that
such approvals will be obtained or that we willgsfully complete this acquisition. Upon acquirihgse plants, we intend to sell their
output into the competitive markets.

Lake County Power Plants. On December 1, 1998,nmewnced that we had exercised our right of fefiigal to acquire two geothermal
facilities from PG&E in Lake County, California @tiLake County Power Plants"), having a combingzhciy of 150 megawatts, for $75.3
million. We currently own the steam field operasasurrently supplying the Lake County Power PlaWie.expect to complete this
acquisition upon receipt of the approval by the CPAhd FERC, currently anticipated to occur in Af8B9. There can be no assurance that
such approvals will be obtained or that we willcegsfully consummate this acquisition. Upon acqgithese plants, we intend to sell their
output into the competitive markets.

We anticipate that these acquisitions will enaldéaiconsolidate our operations in The Geysersdrgimgle ownership structure and to
integrate the power plant and steam field operatiallowing us to optimize the efficiency and periance of the facilities. We believe that
these acquisitions will provide us with significaynergies that leverage our expertise in geothguoaer generation and position us to
benefit from the demand for "green" energy in thmpetitive market.

PROJECT DEVELOPMENT

The development of power generation projects ilm®IRrumerous elements, including evaluating andtededevelopment opportunities,
designing and engineering the project, obtaininggycsales agreements, acquiring necessary lants riggrmits and fuel resources, obtaining
financing and managing construction. We intencbttu$ primarily on development opportunities wheeesase able to capitalize on our
expertise in implementing an innovative and fulijegrated approach to project development in whietcontrol the entire development
process. Utilizing this approach, we believe thatase able to enhance the value of our projectsigfimout each stage of development in an
effort to maximize our return on investment.

We are pursuing the development of highly efficiémiv-cost power plants that seek to take advantdgeefficiencies in the electricity
market. We intend to sell all or a portion of thewer generated by such plants into the competitigeket through a portfolio of short-,
medium-and long-term power sales agreements. Wecexpat these projects will represent a protofgpeur future plant developments. See
"-- Strategy" and "Risk Factors -- Our power projgevelopment and acquisition activities may nosbecessful."

The development of power generation facilitiesuigjsct to substantial risks. In connection with tleeelopment of a power generation
facility, we must generally obtain power sales agrents, governmental permits and approvals, fysdlgwand transportation agreements,
sufficient equity capital and debt financing, efezl transmission agreements, site agreements@mstruction contracts, and there can be no
assurance that we will be successful in doingrsaddition, project development is subject to ¢erémvironmental, engineering and
construction risks relating to cost-overruns, delagd performance. Although we may attempt to mizenthe financial risks in the
development of a project by securing a favorahhglterm power sales agreement, entering into povagketing transactions, and obtaining
all required governmental permits and approvaks ditvelopment of a power project may require wexfend significant sums for prelimini
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engineering, permitting and legal and other expebséore it can be determined whether a projefetasible, economically attractive or
financeable. If we were unable to complete the graent of a facility, we would generally not bdeato recover our investment in such a
facility. The process for obtaining initial envinmental, siting and other governmental permits gat@vals is complicated and lengthy, often
taking more than one year, and is subject to s@amf uncertainties. As a result of competitiorméy be difficult to obtain a power sales
agreement for a proposed project, and the prideseaf in new power sales agreements for both @ezdpacity and energy may be less than
the prices in prior agreements. We cannot assatené will be successful in the development of pogeneration facilities in the future.

Projects Under Construction

Westbrook Power Plant. In February 1999, we acdui@m Genesis Power Corporation ("Genesis"), a [Eeqyland based power developer,
the development rights to a 540 megawatt gas-ficedbined-cycle power plant to be located in Westky®laine (the "Westbrook Power
Plant"). It is estimated that the development ef\estbrook Power Plant will cost approximately 80million. Construction commenced
February 1999 and commercial operation is schedolegarly 2001. Upon completion, the Westbrook BoRlant will be operated by our
company. It is anticipated that the output generatethe Westbrook Power Plant will be sold inte New England power market and to
wholesale and retail customers in the northeasieited States.

Pasadena Expansion. We are currently expandingabkadena Power Plant by an additional 510 megawattstruction began in November
1998 and commercial operation is expected to biagiune 2000. The electricity output from this exgian will be sold into the competitive
market through our power sales activities.

Tiverton Power Plant. In September 1998, we inwk$#0.0 million of equity in the development of @62negawatt gas-fired power plant to
be located in Tiverton, Rhode Island (the "TiverRomwer Plant"). The Tiverton Power Plant is beirgedoped by Energy Management Inc.
("EMI"). It is estimated that the development oé thiverton Power Plant will cost approximately $E/&nillion. For our investment in the
Tiverton Power Plant, we will earn 62.8% of the @fton Power Plant project cash flow until a spedifpre-tax return is reached, whereupon
our company and EMI will share projected cash flegsally through the remaining life of the projegétnstruction commenced in late 1998
and commercial operation is currently schedule®60. Upon completion, the Tiverton Power Plarit bé operated by EMI and will sell i
output in the New England power market and to wéalke and retail customers in the northeastern digtates.

Rumford Power Plant. In November 1998, we inve$#@.0 million of equity in the development of a 268gawatt gas-fired power plant to
be located in Rumford, Maine (the "Rumford Power®!). The Rumford Power Plant is being developg&MIl. It is estimated that the
development of the Rumford Power Plant will cogtragimately $160.0 million. For our investment iretRumford Power Plant, we will e
66.7% of the Rumford Power Plant project cash flotil a specified pre-tax return is reached, whpoeuour company and EMI will share
projected cash flows equally through the remaitiiiegof the project. Construction commenced in [8898 and commercial operation is
currently scheduled for 2000. Upon completion,Renford Power Plant will be operated by EMI and a4l its output in the New England
power market and to wholesale and retail customneitse northeastern United States.
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Dighton Power Plant. In October 1997, we investi@.® million in the development of a 169 megawat-fired combined-cycle power plant
to be located in Dighton, Massachusetts (the "iglRower Plant"). This investment, which is struetlas subordinated debt, will provide
with a preferred payment stream at a rate of 12.p@&P@nnum for a period of twenty years from thegeercial operation date. It is estimated
that the development of the Dighton Power Plankt @ast approximately $120.0 million. The DightonviRe Plant is being developed by El
Construction commenced in the fourth quarter of7188d commercial operation is scheduled to begMag 1999. Upon completion, the
Dighton Power Plant will be operated by EMI andlséll its output into the New England power mar&et! to wholesale and retail
customers in the northeastern United States.

Clear Lake Expansion. We are currently expandiegdlear Lake Plant by 35 megawatts through cedaaital improvements. Improveme
began in late 1998 and commercial operation is &rpeto begin in June 1999. The electricity oufparn this expansion will be sold into the
competitive market through our power sales acésiti

Announced Development Projects

Delta Energy Center. On February 3, 1999, we, tagatith Bechtel Enterprises, announced plans veldp an 880 megawatt gas-fired
cogeneration project in Pittsburg, California (fBelta Energy Center"). The Delta Energy Centet pribvide steam and electricity to the
nearby Dow Chemical Company facility and marketdkeess electricity into the California power markie anticipate that construction
will commence in early 2000 and that operationhef facility will commence in 2002. We are currerglyrsuing regulatory agency permits
this project. On February 3, 1999, our companyBechtel announced that the Delta Energy Cententethe California Energy
Commission's Data Adequacy requirements in its ispfibn for Certification.

Magic Valley Power Plant. On May 26, 1998, we ammaad that we had signed a 20-year power salesragraeo provide electricity to the
Magic Valley Electric Cooperative, Inc. of Merced&exas beginning in 2001. The power will be sugblby our Magic Valley Generating
Station, a 700 megawatt natural gas-fired powerntplader development in Edinburg, Texas. Magic &ala 51,000 member non-profit
electric cooperative, initially will purchase fra20 to 400 megawatts of capacity, with an optiopumchase additional capacity. We are
marketing additional capacity to other wholesalstamers, initially targeting south Texas. Permittiar the Magic Valley plant is underway,
with construction expected to begin in late 1999.

Metcalf Energy Center. On February 24, 1999, wgetioer with Bechtel Enterprises, announced planet@lop a 600 megawatt gas-fired
cogeneration project in San Jose, California (Mettalf Energy Center"). We expect the CalifornieEgy Commission review, licensing
and public hearing process will be completed by-8060. We anticipate that construction will commefalowing this approval and that
commercial operation of the facility will commenicemid-2002. Electricity generated by the Metcatfeegy Center will be sold into the
California power market.

South Point Power Plant. In May 1998, we announiatiwe had entered into a long-term lease agreewitinthe Fort Mojave Indian Tribe
to develop a 500 megawatt gas-fired power plamt (outh Point Power Plant") on the tribe's res@man Mojave County, Arizona. The
electricity generated will be sold to the Arizohsevada and California power markets. We anticipiaat the South Point Power Plant will
commence operation in 2000.
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Sutter Power Plant. In February 1997, we annouptats to develop a 500 megawatt gas-fired comhbiyebk project in Sutter County, in
northern California (the "Sutter Power Plant"). Tgter Power Plant would be northern Californiia& newly constructed power plant. The
Sutter Power Plant is expected to provide eletyrici the deregulated California power market comaigg in the year 2000. We are
currently pursuing regulatory agency permits fas firoject. On January 21, 1998, we announcedltieabutter Power Plant has met the
California Energy Commission's Data Adequacy rezqugnts in its Application for Certification.

GAS FIELDS

Montis Niger. On January 31, 1997, we purchasedtdd\figer, Inc., a gas production and pipeline campoperating primarily in the
Sacramento Basin in northern California. On JulyIZ2®7, Montis Niger, Inc. was renamed Calpine Gasipany. As of January 1, 1998,
Calpine Gas Company had approximately 8.1 billiobic feet of proven natural gas reserves and appeigly 13,837 gross acres and
13,738 net acres under lease in the Sacramenta.Basiddition, Calpine Gas Company owns and operan 80-mile pipeline delivering gas
to the Greenleaf 1 and 2 Power Plants which had b#bker produced by Calpine Gas Company or pusth&em third parties. Calpine Gas
Company currently supplies approximately 79% offtred requirements for the Greenleaf 1 and 2 Pd¥ants.

Sheridan. On January 27, 1999, we announced thhtdiacquired a 20% interest in 82 billion cubietfef proven natural gas reserves
located in the Sacramento Basin in northern CatliforSheridan Energy, Inc. ("Sheridan”) owns theaiming 80% interest in these reserves.
In addition, we signed a 10-year agreement withri8e under which we will purchase all of Sheridg®acramento Basin production, which
currently approximates 20,000 mmbtu per day.

GOVERNMENT REGULATION

We are subject to complex and stringent energyiremwmental and other governmental laws and reguratat the federal, state and local
levels in connection with the development, owngrsrid operation of its energy generation facilitlesderal laws and regulations govern
transactions by electrical and gas utility compspnike types of fuel which may be utilized by agcélic generating plant, the type of energy
which may be produced by such a plant and the ashifeof a plant. State utility regulatory commigsianust approve the rates and, in some
instances, other terms and conditions under whittigutilities purchase electric power from indegent producers and sell retail electric
power. Under certain circumstances where specigerptions are otherwise unavailable, state utibtyulatory commissions may have broad
jurisdiction over no-utility electric power plants. Energy producingjacts also are subject to federal, state and laead and administrative
regulations which govern the emissions and othlestamces produced, discharged or disposed of lgnaand the geographical location,
zoning, land use and operation of a plant. Appliedéderal environmental laws typically have batites and local enforcement and
implementation provisions. These environmental land regulations generally require that a wideetgrof permits and other approvals be
obtained before the commencement of constructiaperation of an energyroducing facility and that the facility then operén complianc
with such permits and approvals.
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FEDERAL ENERGY REGULATION
PURPA

The enactment of the Public Utility Regulatory s Act of 1978, as amended ("PURPA") and the tolopf regulations thereunder by
FERC provided incentives for the development ofecmgation facilities and small power productionilfaes (those utilizing renewable fuels
and having a capacity of less than 80 megawatts).

A domestic electricity generating project must l@runder FERC regulations in order to take adwntd certain rate and regulatory
incentives provided by PURPA. PURPA exempts ownéf3Fs from the Public Utility Holding Company Aat 1935, as amended
("PUHCA"), and exempts QFs from most provisionshef Federal Power Act (the "FPA") and, except umdetain limited circumstances,
state laws concerning rate or financial regulatiilese exemptions are important to us and our ctitorse We believe that each of the
electricity generating projects in which we ownimaterest and which operates as a QF power produgcegntly meets the requirements under
PURPA necessary for QF status.

PURPA provides two primary benefits to QFs. FigdEs generally are relieved of compliance with esiesfederal, state and local
regulations that control the financial structureanfelectric generating plant and the prices amdg@n which electricity may be sold by the
plant. Second, the FERC's regulations promulgateluPURPA require that electric utilities purchaketricity generated by QFs at a price
based on the purchasing utility's "avoided costd that the utility sell back-up power to the QFaonon-discriminatory basis. The term
"avoided cost" is defined as the incremental amsirt electric utility of electric energy or capgcibr both, which, but for the purchase from
QFs, such utility would generate for itself or gumse from another source. The FERC regulationspelsnit QFs and utilities to negotiate
agreements for utility purchases of power at rite®r than the utility's avoided costs. While puhliilities are not explicitly required by
PURPA to enter into long-term power sales agreesp@RPA helped to create a regulatory environnmewhich it has been common for
long-term agreements to be negotiated.

In order to be a QF, a cogeneration facility mustdpce not only electricity, but also useful therergergy for use in an industrial or
commercial process for heating or cooling applaratiin certain proportions to the facility's todalergy output and must meet certain energy
efficiency standards. A geothermal facility may lifyaas a QF if it produces less than 80 megawaitelectricity. Finally, a QF (including a
geothermal or hydroelectric QF or other qualifyamgall power producer) must not be controlled orertban 50% owned by an electric uti

or by most electric utility holding companies, aswbsidiary of such a utility or holding companyaory combination thereof.

We endeavor to develop our projects, monitor coamgie by the projects with applicable regulatiors @mose our customers in a manner
which minimizes the risks of any project losing@F status. Certain factors necessary to maint&ist@tus are, however, subject to the risk
of events outside our control. For example, losa tifermal energy customer or failure of a theramargy customer to take required amounts
of thermal energy from a cogeneration facility tisad QF could cause the facility to fail requirertseregarding the level of useful thermal
energy output. Upon the occurrence of such an ewentvould seek to replace the thermal energy oustar find another use for the therr
energy which meets PURPA's requirements, but naraisse can be given that this would be possible.
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If one of the facilities in which we have an intgrshould lose its status as a QF, the projectdvoallonger be entitled to the exemptions
from PUHCA and the FPA. This could also triggertair rights of termination under the facility's ppmsales agreement, could subject the
facility to rate regulation as a public utility umdthe FPA and state law and could result in udvagently becoming a public utility holding
company by owning more than 10% of the voting séesrof, or controlling, a facility that would donger be exempt from PUHCA. This
could cause all of our remaining projects to Idssrtqualifying status, because QFs may not berobet! or more than 50% owned by such
public utility holding companies. Loss of QF statnay also trigger defaults under covenants to raair@F status in the projects' power sales
agreements, steam sales agreements and financemnagnts and result in termination, penalties oelacation of indebtedness under such
agreements such that loss of status may be oncacéte or a prospective basis.

Under the Energy Policy Act of 1992, if a facilitgn be qualified as an exempt wholesale generd&&WvG"), it will be exempt from PUHCA
even if it does not qualify as a QF. Therefore theoresponse to the loss or potential loss of @tis would be to apply to have the project
qualified as an EWG. However, assuming this charsgettis would be permissible under the terms o&fidicable power sales agreement,
rate approval from FERC would be required. In @ddijtthe facility would be required to cease sellectricity to any retail customers (such
as the thermal energy customer) to retain its EWé@is and could become subject to state regulafisales of thermal energy. See Public
Utility Holding Company Regulation."

Currently, Congress is considering proposed letigsiahat would amend PURPA by eliminating the riegment that utilities purchase
electricity from QFs at avoided costs. We do naiwwhether such legislation will be passed or whah it may take. We believe that if any
such legislation is passed, it would apply onlyéev projects. As a result, although such legistetimy adversely affect our ability to deve
new projects, we believe it would not affect ouisérg QFs. There can be no assurance, howeveratydegislation passed would not
adversely impact our existing projects.

Public Utility Holding Company Regulation

Under PUHCA, any corporation, partnership or othgal entity which owns or controls 10% or mordhe outstanding voting securities of a
"public utility company" or a company which is aottling company" for a public utility company is $edt to registration with the SEC and
regulation under PUHCA, unless eligible for an epion. A holding company of a public utility compathat is subject to registration is
required by PUHCA to limit its utility operations & single integrated utility system and to divasg other operations not functionally related
to the operation of that utility system. Approvglthe SEC is required for nearly all important fic&al and business dealings of a registered
holding company. Under PURPA, most QFs are notipuibllity companies under PUHCA.

The Energy Policy Act of 1992, among other thirjaends PUHCA to allow EWGSs, under certain circuntsta, to own and operate nQf
electric generating facilities without subjectifgps$e producers to registration or regulation uRd#HCA. The effect of such amendments has
been to enhance the development of non-QFs whiclotbave to meet the fuel, production and ownersfjjuirements of PURPA. We
believe that these amendments benefit us by exparmudir ability to own and operate facilities thatrtbt qualify for QF status. However, tt
have also resulted in increased
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competition by allowing utilities to develop sudrcilities which are not subject to the constraoftBUHCA.
Federal Natural Gas Transportation Regulation

We have an ownership interest in 18 gas-fired cegaion projects. The cost of natural gas is omilinthe largest expense (other than debt
service costs) of a gas-fired project and is @aitio the project's economics. The risks associatt#tdusing natural gas can include the need to
arrange transportation of the gas from great digtsnincluding obtaining removal, export and imgarthority if the gas is transported from
Canada; the possibility of interruption of the gapply or transportation (depending on the qualitthe gas reserves purchased or dedicated
to the project, the financial and operating strerajtthe gas supplier, whether firm or nfimmn transportation is purchased and the operatit

the gas pipeline); and obligations to take a mimmquantity of gas and pay for it (i.e., take-ang-phligations).

Pursuant to the Natural Gas Act, FERC has jurigdiabver the transportation and storage of namygalin interstate commerce. With respect
to most transactions that do not involve the cansimn of pipeline facilities, regulatory authoriiman can be obtained on a self-implementing
basis. However, pipeline rates and terms and dondifor such services are subject to continuinREmBversight.

STATE REGULATION

State public utility commissions ("PUCs") have bistally had broad authority to regulate both tates charged by, and the financial
activities of, electric utilities operating in theitates and to promulgate regulation for implemgon of PURPA. Since a power sales
agreement becomes a part of a utility's cost stradgenerally reflected in its retail rates), powales agreements with independent electi
producers, such as EWGs, are potentially underettpelatory purview of PUCs and in particular theqass by which the utility has entered
into the power sales agreements. If a PUC has apgrhe process by which a utility secures its posupply, a PUC is generally inclined to
"pass through" the expense associated with powehpse agreement with an independent power prodaodke utility's retail customer.
However, a regulatory commission under certainucitstances may disallow the full reimbursement dilay for the cost to purchase power
from a QF or an EWG. In addition, retail sales let&icity or thermal energy by an independent popreducer may be subject to PUC
regulation depending on state law. Independent ppvazlucers which are not QFs under PURPA, or E\pi@suant to the Energy Policy /
of 1992, are considered to be public utilities iany states and are subject to broad regulationRly@, ranging from requirement of
certificate of public convenience and necessitsetiulation of organizational, accounting, finaneat other corporate matters. States may
assert jurisdiction over the siting and construtt electric generating facilities including QRelaEWGS and, with the exception of QFs,
over the issuance of securities and the sale @r dthnsfer of assets by these facilities.

In the State of California, restructuring legistativas enacted in September 1996 and was impletheni®98. This legislation established
an Independent Systems Operator ("ISO") respon&ibleentralized control and efficient and reliabjgeration of the state-wide electric
transmission grid, and a Power Exchange resporfgibkn efficient competitive electric energy aootopen on a non-discriminatory basis to
all electric services providers. Other provisionglide the quantification and qualification of ifilstranded costs to be eligible for recovery
through competitive transition charges ("CTC"),
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market power mitigation through utility divestituoéfossil generation plants, the unbundling andl@shment of rate structure for historical
utility functions, the continuation of public purg®programs and issues related to issuance afecdetion bonds.

The California Energy Commission ("CEC") and Leagfigte have responsibility for development of a cetitipe market mechanism for
allocation and distribution of funds made availdyethe legislation for enhancement of in-stateevesible resource technologies and public
interest research and development programs. Fuadse ae available through the four-year transipeniod to a fully competitive electric
services industry.

In addition to the significant opportunity providém power producers such as us through implemientaf customer choice (direct access),
the California restructuring legislation both renages the sanctity of existing contracts (includ@g power sales contracts), provides for
mitigation of utility horizontal market power thrgh divestiture of fossil generation by Californiabtic utilities and provides funds for
continuation of public services programs includingl diversity through enhancement for in-statesseable technologies (includes
geothermal) for the four-year transition perioctfully competitive electric services industry.

Other states in which we conduct operations ettlae implemented or are actively considering sinméatructuring legislation.

State PUCs also have jurisdiction over the trartaion of natural gas by local distribution comgn({"LDCs"). Each state's regulatory laws
are somewhat different; however, all generally nexjthe LDC to obtain approval from the PUC for ttmmstruction of facilities and
transportation services if the LDC's generally aygtile tariffs do not cover the proposed transactidC rates are usually subject to
continuing PUC oversight.

REGULATION OF CANADIAN GAS

The Canadian natural gas industry is subject teresxte regulation by governmental authorities.h&t federal level, a party exporting gas
from Canada must obtain an export license fromCtheadian National Energy Board ("NEB"). The NEBoaisgulates Canadian pipeline
transportation rates and the construction of pigelacilities. Gas producers also must obtain axainpermit or license from provincial
authorities before natural gas may be removed fr@mprovince, and provincial authorities may retpilatra-provincial pipeline and
gathering systems. In addition, a party importiatunal gas into the United States first must obéairimport authorization from the U.S.
Department of Energy.

ENVIRONMENTAL REGULATIONS

The exploration for and development of geotherrasburces and the construction and operation of ppregects are subject to extensive
federal, state and local laws and regulations abfutr the protection of the environment and taiteg land use. The laws and regulations
applicable to us primarily involve the dischargeeafissions into the water and air and the use tényvhut can also include wetlands
preservation, endangered species, waste dispatalodse regulations. These laws and regulatiomsany cases require a lengthy and
complex process of obtaining licenses, permitsappiovals from federal, state and local agencies.
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Noncompliance with environmental laws and regufetioan result in the imposition of civil or crimirfmes or penalties. In some instanc
environmental laws also may impose clean-up orra#tredial obligations in the event of a releaspaifutants or contaminants into the
environment. The following federal laws are amadmg more significant environmental laws as they wpplus. In most cases, analogous ¢
laws also exist that may impose similar, and ins@ases more stringent, requirements on us as disxsessed below.

Clean Air Act

The Federal Clean Air Act of 1970 (the "Clean AttA provides for the regulation, largely throughts implementation of federal
requirements, of emissions of air pollutants fragrtain facilities and operations. As originally ete, the Clean Air Act sets guidelines for
emissions standards for major pollutants (i.efusualioxide and nitrogen oxide) from newly builtisoes. In late 1990, Congress passed the
Clean Air Act Amendments (the "1990 Amendmentshe 1990 Amendments attempt to reduce emissionsdsastiing sources, particularly
previously exempted older power plants. We belténag all of our operating plants are in compliandth federal performance standards
mandated for such plants under the Clean Air Adtthe 1990 Amendments. With respect to its Aidiotpermal plant and one of its steam
field pipelines, our operations have, in certastamces, necessitated variances under applicabfer@ia air pollution control laws. Howeve
we believe that we are in material compliance sithh laws with respect to such facilities.

Clean Water Act

The Federal Clean Water Act (the "Clean Water Aestablishes rules regulating the discharge ofifmoits into waters of the United States.
We are required to obtain a wastewater and stortanvdéscharge permit for wastewater and runoffpeesively, from certain of our facilities.
We believe that, with respect to our geothermalatpens, we are exempt from newly promulgated faldeiorm water requirements. We
believe that we are in material compliance withlEgple discharge requirements under the Clean Wate

Resource Conservation and Recovery Act

The Resource Conservation and Recovery Act ("RCRégylates the generation, treatment, storage lingntransportation and disposal of
solid and hazardous waste. We believe that wexampet from solid waste requirements under RCRA. elrwv, particularly with respect to
its solid waste disposal practices at the poweegaion facilities and steam fields located at Geysers, we are subject to certain solid w
requirements under applicable California laws. \Wkelve that our operations are in material comgkawith such laws.

Comprehensive Environmental Response, Compensatioand Liability Act

The Comprehensive Environmental Response, Compensatd Liability Act of 1980, as amended ("CERCL#"'Superfund"), requires
cleanup of sites from which there has been a releathreatened release of hazardous substancesitiradizes the United States
Environmental Protection Agency ("EPA") to take armgcessary response action at Superfund sitesdingl ordering potentially responsible
parties ("PRPs") liable for the release to takpay for such actions. PRPs are broadly defined @88 CLA to include past and present
owners and operators of, as well as generatoraefas sent to, a site. As of the present time,re/@@t subject to liability for any Superfund
matters.
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However, we generate certain wastes, includingrdazes wastes, and sends certain of our wastegrtbglrty waste disposal sites. As a
result, there can be no assurance that we wilinootr liability under CERCLA in the future.

COMPETITION

The power generation industry is characterizechbgnse competition, and we encounter competitiom futilities, industrial companies and
other independent power producers. In recent ydase has been increasing competition in an efifoobtain power sales agreements, and
this competition has contributed to a reductioelectricity prices. In addition, many states arplementing or considering regulatory
initiatives designed to increase competition indbenestic power industry. In California, the CPW&ued decisions which provide for direct
access for all customers as of April 1, 1998. Ratguy initiatives are also being considered in p#tates, including Texas, New York and
states in New England. See "Business -- GovernRegtilation -- State Regulation.” This competiti@s Iput pressure on electric utilities to
lower their costs, including the cost of purchasksgtricity, and increasing competition in the dypyf electricity in the future will increase
this pressure.

EMPLOYEES

As of December 31, 1998, we employed 458 peopleeNd our employees are covered by collective banggagreements, and we have
never experienced a work stoppage, strike or ldsmute. We consider relations with our employedse good.

PROPERTIES
Our principal executive office is located in SageloCalifornia, under a lease that expires in Q4.

We have leasehold interests in 109 leases comprisii63 acres of federal, state and private gemileesource lands in The Geysers area
in northern California. These leases comprise oas\¥ord Flat Power Plant, Bear Canyon Power Rladiicertain steam fields. In the Glass
Mountain and Medicine Lake areas in northern Califn we hold leasehold interests in 18 leases cising approximately 25,028 acres of
federal geothermal resource lands.

In general, under the leases, we have the exclugjleto drill for, produce and sell geothermadoarces from these properties and the right
to use the surface for all related purposes. Eeasel requires the payment of annual rent until ceried quantities of geothermal resources
are established. After such time, the leases redo& payment of minimum advance royalties or opfagments until production commences,
at which time production royalties are payable.tBuxyalties and other payments are payable to landcs, state and federal agencies and
others, and vary widely as to the particular ledbe leases are generally for initial terms varyfrogn 10 to 20 years or for so long as
geothermal resources are produced and sold. Ceftéive leases contain drilling or other explorgtaork requirements. In certain cases, if a
requirement is not fulfilled, the lease may be teated and in other cases additional payments reagdpuired. We believe that our leases are
valid and that we have complied with all the regoients and conditions material to the continueekcéffeness of the leases. A number of
leases for undeveloped properties may expire ingarsn year. Before leases expire, we perform ggott evaluations in an effort to
determine the resource potential of the underlypiraperties. We cannot assure that we will decidetew any expiring leases.
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We own 77 acres in Sutter County, California, oricltlthe Greenleaf 1 Power Plant is located.
We own Calpine Gas Company, which leases propestgring approximately 13,837 gross acres and 13)éB&cres.

See "-- Description of Facilities" for a descriptiof the other material leased or owned propemti@ghich we have an interest. We believe
that our properties are adequate for our curreatains.

LEGAL PROCEEDINGS

On September 30, 1997, a lawsuit was filed by Ikdéarth American Power Fund ("Indeck") in the CitcQourt of Cook County, Illinois
against Norweb plc. and certain other partiespuiticlg us. Some of Indeck's claims relate to Cal@oedonsville, Inc.'s acquisition of a 50%
interest in Gordonsville Energy from Northern Hydiimited and Calpine Auburndale, Inc.'s acquisitadra 50% interest in Auburndale
Power Plant Partners Limited Partnership from Ndr®ewer Services (No. 1) Limited. Indeck is claigithat Calpine Gordonsville, Inc.,
Calpine Auburndale, Inc. and Calpine Corporatiatidasly interfered with Indeck’s contractual right purchase such interests and cons
with other parties to do so. Indeck is seeking 82billion in compensatory damages, $25.0 milliopimitive damages, and the recovery of
attorneys' fees and costs. In July 1998, the agrarited motions to dismiss, without prejudice,dl@@ms against Calpine Gordonsville, Inc.
and Calpine Auburndale, Inc. In August 1998, Indiélekl an amended complaint and the defendantd filetions to dismiss. We expect a
hearing on the motions to be held in the near &utwe are unable to predict the outcome of thesegeidings but we do not believe that tr
proceedings will have a materially adverse effecoor financial results.

There is currently a dispute between Texas-New MeRiower Company (“TNP") and Clear Lake CogeneandtiGLC"), which owns the

Clear Lake Power Plant, regarding certain costsatiner amounts that TNP has withheld from paymdoesunder the power sales agreement
from August 1997 until October 1998. TNP has witdrepproximately $450,000 per month related togmaission charges. In October 1997,
CLC filed a petition for declaratory order with tiiexas Public Utilities Commission ("Texas PUC'Questing a declaration that TNP's
withholding is in error, which petition is curreptbending. Also, as of September 30, 1998, TNPwiteheld approximately $7.7 million of
standby power charges. CLC filed an action in Texasts on October 2, 1997, alleging TNP's bredd¢hepower sales agreement and is
seeking refund of the standby charges. In OctoB88,1TNP and CLC reached an agreement in printipéettle all outstanding disputes. 7
parties have finalized the settlement documentafibis documentation will be submitted to the TeR&EC for approval. Both the Texas P
action and the court action have been put on hefdling completion of the settlement and we do ebebe that these proceedings will have
a materially adverse effect on our financial result

An action was filed against Lockport Energy Asstesg("LERA") and the New York Public Service Comsinis ("NYPSC") in August 1997
by New York State Electricity and Gas Company ("NEG) in the Federal District Court for the Northédistrict of New York. NYSEG has
requested the Court to direct NYPSC and the Fed#lsratgy Regulatory Commission (the "FERC") to mpdibntract rates to be paid to the
Lockport Power Plant. In October 1997, NYPSC fifedross-claim alleging that the FERC violated PURIRA the Federal Power Act by
failing to reform the NYSEG
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contract that was previously approved by the NYP&@wough we are unable to predict the outcoméis tase, in any event, we retain the
right to require The Brooklyn Union Gas Companytwochase our interest in the Lockport Power Plan$1.8.9 million, less equity
distributions received by us, at any time beforeéber 19, 2001.

We and our affiliates are involved in various othbksims and legal actions arising out of the noromirse of business. We do not expect that
the outcome of these proceedings will have a nadtadverse effect on our financial position or tessaf operations, although we cannot
assure you in this regard.

59



MANAGEMENT
DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth certain informatiaith respect to our directors and executive oficer

NAME AGE POSITION
Peter Cartwright.................... 69 Chairma n of the Board, President,
Chief E xecutive Officer and Director

Ann B. Curtis..........ccoecvveeenn. 48 Executi ve Vice President, Chief
Finan cial Officer, Corporate
Secre tary and Director

Jeffrey E. Garten................... 52 Directo r

Susan C. Schwab..................... 43 Directo r

George J. Stathakis................. 68 Directo r

John O. Wilson..........cccceeene. 60 Directo r

V. Orville Wright................... 78 Directo r

Lynn A. Kerby........cccooviinnnns 60 Executi ve Vice President-Operations

Robert D. Kelly........ccccceveeens 41 Senior Vice President-Finance

Set forth below is certain information with resptceach director and executive officer.

Peter Cartwright founded our company in 1984 argldeaved as a Director and as our President aref Ekécutive Officer since inception.
Mr. Cartwright became Chairman of our board of clives in September 1996. From 1979 to 1984, Mriv@aht was Vice President and
General Manager of the Western Regional Office ibb& & Hill, Inc. ("Gibbs & Hill"), an architect-ggineering firm that specialized in
power engineering projects. From 1960 to 1979, Gartwright worked for General Electric's NuclearEgy Division. His responsibilities
included plant construction, project managementreewd business development. He served on the béaliceators of nuclear fuel
manufacturing companies in Germany, Italy and JallnCartwright was responsible for General Elietgrtechnology development and
licensing programs in Europe and Japan. Mr. Cagtvtrdbtained a Master of Science Degree in Cividigeering from Columbia University
in 1953 and a Bachelor of Science Degree in Gecdb@ingineering from Princeton University in 1952.

Ann B. Curtis has served as Executive Vice PresidBaur company since August 1998, and beforewlzat our Senior Vice President since
September 1992, and has been employed by us sindeception in 1984. Ms. Curtis became a Directfoour company in September 1996.
She is responsible for our financial and adminfstesfunctions, including the functions of genetalinsel, corporate and project finance,
accounting, human resources, public relations awesitor relations. Ms. Curtis also serves as ouefGlinancial Officer and Corporate
Secretary. From our inception in 1984 through 1%92, served as our Vice President for ManagemehFarancial Services. Prior to joining
our company, Ms. Curtis was Manager of Administratior the Western Regional Office of Gibbs & Hill.

Jeffrey E. Garten became a Director of our compardanuary 1997. Mr. Garten has served as Deameof ale School of Management and
William S. Beinecke Professor in the Practice @étnational Trade and Finance since November 1985Garten served as Undersecretary
of Commerce of International Trade in the Unitedt& Department of
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Commerce from November 1993 to October 1995. Fratolézr 1990 to October 1992, Mr. Garten was a niagatjrector of The
Blackstone Group, an investment banking firm. Pifi@reto, Mr. Garten founded and managed The Eliotup, a small investment bank,
from November 1987 to October 1990, and servedasaging director of Lehman Brothers from Januarg91i® November 1987.

Susan C. Schwab became a Director of our compadgrinary 1997. Dr. Schwab has served as Dean &fctiaol of Public Affairs at the
University of Maryland since August 1995. Dr. Schv&erved as Director, Corporate Business Developatdviotorola, Inc. from July 1993
to August 1995. She also served as Assistant Segreft Commerce for the U.S. and Foreign CommeR@Vice from March 1989 to May
1993.

George J. Stathakis became a Director of our cognpaBeptember 1996 and has served as a Senioséva us since December 1994. Mr.
Stathakis has been providing financial, businessmaanagement advisory services to numerous coiposasince 1985. He also served as
Chairman of the Board and Chief Executive OfficeRamtron International Corporation, an advancetitelogy semiconductor company,
from 1990 to 1994. From 1986 to 1989, he servedhasrman of the Board and Chief Executive Officeinbernational Capital Corporation,
a subsidiary of American Express. Prior to 1986, $tathakis served thirty-two years with Generaicic Corporation in various
management and executive positions. During hissewith General Electric Corporation, Mr. Stattafdunded the General Electric Trad
Company and was appointed its first President dmdf@&xecutive.

John O. Wilson became a Director of our companjaimuary 1997. Mr. Wilson has served as a SeniczdRels Fellow at the Berkeley
Roundtable on the International Economy and as ke Vice President and Chief Economist of SDRiGdManagement, Inc. since
January 1999. Mr. Wilson served as Executive Vi@sident and Chief Economist at Bank of Americarfrdugust 1984 to January 1999.
joined Bank of America in June 1975 as DirectoEobnomic-Policy Research. He served as a faculty membédedthiversity of Californi:
at Berkeley from September 1979 to June 1991 eatthiversity of Connecticut from September 1974dune 1975, and at Yale University
from January 1967 to September 1970. Mr. Wilson akrved as Director of Regulatory Analysis ofth8. Atomic Energy Commission
from April 1972 to October 1972, as Director of \féeé Reform of the Department of Health, Educadod Welfare from April 1971 to Api
1972, and as Assistant Director of the U.S. OftiE&conomic Opportunity from August 1969 to Apri7i1.

V. Orville Wright became a Director of our companylanuary 1997. Mr. Wright served in various poag with MCI Communications
Corp., including Vice Chairman and Co-Chief ExeeatDfficer from 1988 to 1991, Vice Chairman andedliixecutive Officer from 1985 to
1987, and President and Chief Operating Officemfd®75 to 1985. Prior to 1975, Mr. Wright servedémior positions at Xerox Corp. from
1973 to 1975, at Amdahl Corporation from 1971 td3,%t RCA from 1969 to 1971, and at IBM from 1949969.

Lynn A. Kerby joined our company in January 199 aarved as Vice President of Operations throughalg 1993, at which time he
became our Senior Vice President-Operations. MrbXeecame our Executive Vice Presid@perations in August 1998. Prior to joining
Mr. Kerby served as Senior Vice President-OperatmiGuy F. Atkinson Company ("Guy F. Atkinson"), @ngineering and construction
company, from 1989 to 1990, and served in varidgbsrgositions within Guy F. Atkinson since 1961r. Merby served on our company's
board of directors from 1984 to 1988 as a Guy F.
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Atkinson representative. He obtained a Bachel@aénce Degree in Civil Engineering and Businessifthe University of Idaho in 1961.
Mr. Kerby holds a Class A Contractors License i states of California, Arizona and Hawaii.

Robert D. Kelly has served as our Senior Vice BmtiFinance since January 1998 and Vice PresiBliarance from April 1994 to January
1998. Mr. Kelly's responsibilities include all peof and corporate finance activities. From 1992984, Mr. Kelly served as our Director-
Project Finance, and from 1991 to 1992, he sersderaject Finance Manager. Prior to joining uswhas the Marketing Manager of
Westinghouse Credit Corporation from 1990 to 199bm 1989 to 1990, Mr. Kelly was Vice President tifyds Bank PLC. From 1982 to
1989, Mr. Kelly was employed in various positionshaThe Bank of Nova Scotia. He obtained a Mastdusiness Administration Degree
from Dalhousie University, Canada in 1980 and al@éar of Commerce Degree from Memorial Universiignada, in 1979.
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PRINCIPAL STOCKHOLDERS

The following table sets forth certain informatimown to us regarding beneficial ownership of cammon stock as of February 17, 199¢
(1) each person known by us to be the beneficiaesvef more than five percent of the outstandirayae$ of our common stock, (2) each of
our directors, (3) certain of our executive offie@nd (4) all of our officers and directors as@ugr

NAME AND ADDRESS NUMBER OF SHARES = PERCENTAGE OF SHARES
OF BENEFICIAL OWNER BENEFICI ALLY OWNED(1) BENEFICIALLY OWNED(1)

Lazard Freres & Co. LLC(2)
30 Rockefeller Plaza
New York, NY 10020
Wellington Management Company, LLP(3).... 1, 995,400 9.9%
75 State Street
Boston, MA 02109
J. & W. Seligman & Co. Incorporated(4)... 1, 951,774 9.6%
100 Park Avenue
New York, NY 10017
Hartford Capital Appreciation HLS Fund,
INC.(5).iiiiieiiiiiieieeee 1, 886,500 9.3%
200 Hopmeadow Street
Simsbury, CT 06070
Public Employees Retirement System
Of ORIO....ceviiieiiic 1, 800,000 8.9%
277 East Town Street
Columbus, OH 43215
Putnam Investments, Inc.(6).............. 1, 425,800 7.0%
One Post Office Square
Boston, MA 02109
Osterweis Capital Management, Inc.(7).... 1, 130,100 5.6%
One Maritime Plaza, Suite 1201
San Francisco, CA 94111

2, 111,808 10.4%

Peter Cartwright(8)...........cccevnunns 949,155 4.5%
Ann B. Curtis(9)......... 260,375 1.3%
Lynn A. Kerby(10).......cuvvvvvevennnn.. 152,023 *
Robert D. Kelly(11).......ccccevveenee. 110,327 *
Jeffrey E. Garten(12).........cccceeuuee 13,000 *
Susan C. Schwab(12)........cccccceeeen... 13,000 *
George J. Stathakis(13).................. 42,720 *
John O. Wilson(12)........ccccevuveeenn. 15,903 *
V. Orville Wright(12)..........ccceee.. 15,419 *
All executive officers and directors as a

group (9 persons)(14)....cccccce....... 1, 571,922 7.2%

Footnotes appear on the next page.
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* Less than one percent

(1) This table is based in part upon informatiopmied by Schedules 13G filed by principal stocklest with the Securities and Exchange
Commission (the "Commission"). Beneficial ownersisipletermined in accordance with the rules ofGbenmission and generally includes
voting or investment power with respect to secesitiShares of common stock subject to options,antgrand convertible notes currently
exercisable or convertible, or exercisable or catite within 60 days after a specified date, aserded outstanding for computing the
percentage of the person holding such optionsieubat deemed outstanding for computing the peagenof any other person. Except as
indicated by footnote, and subject to communityperty laws where applicable, the persons namelkitatble have sole voting and
investment power with respect to all shares of comstock shown as beneficially owned by them. Timaler of shares of common stock
outstanding as of March 4, 1999 was 20,267,297.

(2) According to the Schedule 13G filed with then@pission, Lazard Freres & Co. LLC possess solenggiower over 1,649,545 shares and
sole investment power over 2,111,808 shares.

(3) According to the Schedule 13G filed with then@pission, Wellington Management Company, LLP passeshared voting power over
1,960,400 shares and shared investment power ¢8@5,400 shares.

(4) According to the Schedule 13G filed with then@oission, J. & W. Seligman & Co. Incorporated pssss shared voting power over
1,568,500 shares and shared investment power ¢88t,Y74 shares.

(5) According to the Schedule 13G filed with then@pission, Hartford Capital Appreciation HLS Funi.I|possesses shared voting and
investment power over 1,886,500 shares.

(6) According to the Schedule 13G filed with then@pission, Putnam Investments, Inc. possesses shatiad power over 42,500 shares
shared investment power over 1,425,800 shares.

(7) According to the Schedule 13G filed with then@pission, Osterweis Capital Management, Inc. paegsesole voting power over 961,550
shares and sole investment power over 1,130,10@sha

(8) Includes options to purchase 943,205 sharesiofommon stock issuable upon the exercise obopptutstanding as of January 1, 1999
or within 60 days thereafter.

(9) Includes options to purchase 260,062 sharesiofommon stock issuable upon the exercise obogtbutstanding as of January 1, 1999
or within 60 days thereafter.

(10) Includes options to purchase 151,523 sharesiofommon stock issuable upon the exercise adiapbutstanding as of January 1, 1999
or within 60 days thereafter.

(11) Includes options to purchase 109,327 sharesiofommon stock issuable upon the exercise abipoutstanding as of January 1, 1999
or within 60 days thereafter.

(12) Represents shares of our common stock issu@ble exercise of options that are exercisabld darary 1, 1999 or will become
exercisable within 60 days thereafter.

(13) Includes options to purchase 39,720 sharesiofommon stock issuable upon the exercise obogtbutstanding as of January 1, 1999
or within 60 days thereafter.

(14) Includes options to purchase 1,561,159 shafresar common stock issuable upon the exercisgtbns outstanding as of January 1,
1999 or within 60 days thereafter.
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DESCRIPTION OF THE SENIOR NOTES

We will issue the 7 5/8% Senior Notes Due 2006 aB#1% Senior Notes Due 2009 under separate indenfaach an "Indenture" and,
together, the "Indentures") between us and The BaNew York, as trustee (the "Trustee"). The teoheach of the Indentures are the same
except that the interest rates and the maturitysdat the Senior Notes are different.

The following description is only a summary of thaterial provisions of the Indentures. We urge tmoread the Indentures because they,
not this description, define your rights as holdafrthe Senior Notes. A copy of the proposed fofrindenture is available upon request m
to us or to the underwriters.

We have no sinking fund or mandatory redemptiorgalibns with respect to the Senior Notes.

We are subject to the informational reporting regimients of Sections 13 and 15(d) under the Exchangand, in accordance therewith, will
file certain reports and other information with Bemmission. See "Where you can find more inforaratiln addition, if Sections 13 and 15
(d) cease to apply to us, we will covenant in theéehtures to file such reports and information wlith Trustee and the Commission, and mail
such reports and information to holders of the &eNbtes at their registered addresses, for sodsrany Senior Notes remain outstanding.

We conduct substantially all of our operations tigio our subsidiaries. Creditors of our subsidiaiiesduding trade creditors, would have a
claim on our subsidiaries' assets that would ber poi the claims of the holders of the Senior Nofee "Risk Factors -- Our ability to service
our indebtedness is dependent on the earningsr gfutngidiaries."

TERMS OF THE NOTES

The 7 5/8% Senior Notes are being issued with gneggte principal amount of $250.0 million and wailture on April 15, 2006. The 7 3/-
Senior Notes are being issued with an aggregateipal amount of $350.0 million and will mature April 15, 2009. The Senior Notes will
be issued in fully registered form in denominatioh$1,000 and any amount which is an integral amauwltiple of $1,000 in excess there

Interest at the annual rate for the Senior Notefosth on the cover page of this prospectus isaplg/semi-annually on April 15 and October
15 of each year while the Senior Notes are outgtgndommencing on October 15, 1999 (each, anréstdPayment Date"), to holders of
record at the close of business on the preceding Apnd October 1, respectively, and unless olnerngements are made, will be paid by
check mailed to such holders at their registerettemtes, as shown on the Senior Note registerebtteill be computed on the basis of a
360-day year of twelve months of 30 days eachréstewill begin to accrue on March 29, 1999.

Payments of principal of, and premium (if any) ba Senior Notes will be made against presentafidineoSenior Notes at or after the due
date for such payments, at an office maintainethbyTrustee for such purpose at The Bank of Newk)Yt®1 Barclay Street, New York, N¢
York 10286, and the Senior Notes may be preseoted f
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registration of transfer and exchange without sereharge, at such office during normal businessshon any day on which banks in the
Borough of Manhattan, in the City of New York, aqgen for business.

REDEMPTION
The Senior Notes are not subject to redemptiorr poionaturity.
RANKING

The Indebtedness evidenced by the Senior Noteditdas Senior Indebtedness of the Company andrarik equal in right of payment with
all existing and future Senior Indebtedness ofGbenpany, including, without limitation, all obligahs under the Bank Credit Agreement (as
defined herein), the Working Capital Credit Agreem@s defined herein), the 7 7/8% Senior Notes8tB/4% Senior Notes, the 9 1/4%
Senior Notes, and the 10 1/2% Senior Notes. At Bées 31, 1998, after giving effect to this offerjtige common stock offering and the
application of the net proceeds therefrom, we whade had outstanding approximately $1.6 billiofsehior Indebtedness. We conduct
substantially all of our operations through oursdiaries. Creditors of our subsidiaries, includirape creditors, would have a claim on our
subsidiaries' assets that would be prior to thienslaf the holders of the Senior Notes. At Decen#dgrl 998, after giving effect to this
offering, the common stock offering and the appiaraof the proceeds therefrom, our subsidiariesldaot have had any outstanding
indebtedness to which the Senior Notes would becgffely subordinated and we would have had $951ll&n of outstanding indebtedness
ranking equal with the Senior Notes. See "Risk &tact- Our ability to service our indebtednessapahdent on the earnings of our
subsidiaries."

CERTAIN DEFINITIONS
Set forth below is a summary of certain definetheused in the Indentures.

"Acquired Indebtedness" means Indebtedness ofsoRexisting at the time at which such Person bea®ubsidiary and not incurred in
connection with, or in contemplation of, such ParBecoming a Subsidiary. Acquired Indebtednesd bhaleemed to be Incurred on the ¢
the acquired Person becomes a Subsidiary.

"Additional Assets" means
(i) any property or assets related to the Line w$iBess which will be owned and used by the CompamyRestricted Subsidiary;

(i) the Capital Stock of a Person that becomegstiitted Subsidiary as a result of the acquisitibsuch Capital Stock by the Company or
another Restricted Subsidiary or

(iii) Capital Stock constituting a minority intettda any Person that at such time is a Restrictdzsidiary.

"Affiliate" of any specified Person means any otRerson, directly or indirectly, controlling or doslled by or under direct or indirect
common control with such specified Person. Fompingoses of this definition, "control" when usedhaiespect to any Person means the
power to direct the management and policies of Sarison, directly or indirectly, whether througk thwnership of voting securities, by
contract or otherwise; and the terms "controlliagtl "controlled" have meanings correlative to thredoing. For purposes of the provisions
described under "-- Covenants -- Transactions with
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Affiliates" and "-- Covenants -- Sales of Assetalyp "Affiliate" shall also mean any beneficial oamof 5% or more of the total Voting
Shares (on a Fully Diluted Basis) of the Compangfaights or warrants to purchase such stock (imdredr not currently exercisable) and
Person who would be an Affiliate of any such besiafiowner pursuant to the first sentence hereof.garposes of the provision described
under "-- Covenants -- Limitation on Restricted Payts" only, "Affiliate” shall also mean any Persidrwhich the Company owns 5% or
more of any class of Capital Stock or rights touae5% or more or any class of Capital Stock amgdRerson who would be an Affiliate of
any such Person pursuant to the first sentencehere

"Asset Sale" means any sale, transfer or otheoditpn (including by way of merger, consolidationsale leaseback transactions, but
excluding (except as provided for in the provisidescribed in the last paragraph under "-- Covenarales of Assets") those permitted by
the provisions described under "-- Covenants --gdeand Consolidation" and "-- Covenants -- Liniitaton Sale/Leaseback Transactions")
in one or a series of transactions by the Comparmny Restricted Subsidiary to any Person othar tha Company or any Wholly Owned
Subsidiary, of:

(i) all or any of the Capital Stock of the Compamyany Restricted Subsidiary,

(i) all or substantially all of the assets of amerating unit, Facility, division or line of busiss of the Company or any Restricted Subsidiary,
or

(iii) any other property or assets or rights towog| property or assets of the Company or any Réstk Subsidiary outside of the ordinary
course of business of the Company or such Restristdsidiary.

"Attributable Debt" in respect of a Sale/Leaseb@cknsaction means, as at the time of determinatii@npresent value (discounted at the
interest rate borne by the Notes, compounded alyhwdithe total obligations of the lessee for @mayments during the remaining term of
the lease included in such Sale/Leaseback Transa@ticluding any period for which such lease hesrbextended).

"Average Life" means, as of the date of determamativith respect to any Indebtedness or PreferteckSthe quotient obtained by dividing:

(i) the sum of the products of (A) the numbers eds from the date of determination to the datesaoh successive scheduled principal
payment of such Indebtedness or scheduled redemngtisimilar payment with respect to such Indeb¢ssror Preferred Stock multiplied by
(B) the amount of such payment, by

(i) the sum of all such payments.

"Bank Credit Agreement" means the Credit Agreendleiéd September 25, 1996, between the Companylen&dnk of Nova Scotia, as
amended, refinanced, replaced, renewed or exteéfnoiediime to time.

"Board of Directors" means the Board of Directofsh@ Company or any authorized committee thereof.
"Business Day" means each day which is not a Lidghtay.

"Capital Stock" means any and all shares, interpsisicipations or other equivalents (however giesfed) of capital stock of a corporation or
any and all equivalent ownership interests in &&efother than a corporation).
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"Capitalized Lease" means, as applied to any Peesonlease of any property (whether real, personaiixed) of which the discounted
present value of the rental obligations of sucls®eias lessee, in conformity with GAAP, is requit@the capitalized on the balance sheet of
such Person; the Stated Maturity thereof shalhbedtaite of the last payment of rent or any otheyuarhdue under such lease prior to the first
date upon which such lease may be terminated blgsisee without payment of a penalty; and "CagitaliLease Obligations" means the
rental obligations, as aforesaid, under such lease.

"Change of Control" means the occurrence of anth@following events:

(i) any "person” (as such term is used in Sectid@{sl) and 14(d) of the Exchange Act), other thamaerwriter engaged in a firm
commitment underwriting on behalf of the Compayoii becomes the beneficial owner (as such tewséd in Rules 13d-3 and 13d-5 under
the Exchange Act, except that for purposes ofdlaisse (i) a person shall be deemed to have bésdedignership of all shares that such
person has the right to acquire, whether such rigéxercisable immediately or only after the pgesaf time), directly or indirectly, of more
than 40% of the total Voting Shares of the Company;

(i) during any period of two consecutive yearsliudduals who at the beginning of such period citatgtid the Board of Directors (together
with any new directors whose election by the BaarBirectors or whose nomination for election bg 8tockholders was approved by a vote
of 66 2/3% of the directors of the Company thelistioffice who were either directors at the beging of such period or whose election or
nomination for election was previously so approvegse for any reason to constitute a majorith@efBoard of Directors then in office;

(iii) all or substantially all of the Company's aitsl Restricted Subsidiaries’ assets are soldetta@&xchanged or otherwise transferred to any
Person or group of Persons acting in concert; or

(iv) the Company is liquidated or dissolved or agapplan of liquidation.
"Change of Control Triggering Event" means:

(i) if a Rating Agency maintains a rating of thetBkoat the time a Change of Control occurs, theiroence of a Change of Control and the
occurrence of a Rating Decline or

(i) if no Rating Agency maintains a rating of tNetes at the time a Change of Control occurs, toeiwence of a Change of Control.
"Code" means the Internal Revenue Code of 198&mended.

"Company" means the party named as such in thentadeuntil a successor replaces it pursuant téettres and conditions of the Indenture
and thereafter means the successor.

"Consolidated Coverage Ratio" as of any date cdrd@hation means the ratio of:
(i) the aggregate amount of EBITDA for the periddh® most recent four consecutive fiscal quarters

(i) the Consolidated Interest Expense (excludimtgriest capitalized in connection with the congtamcof a new Facility which interest is
capitalized during the construction of such Fagilfor such four fiscal quarters;
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provided, however, that if the Company or any Retetd Subsidiary has Incurred any Indebtednes® shree beginning of such period that
remains outstanding or if the transaction givirsgtio the need to calculate the Consolidated CgeeRatio is an Incurrence of Indebtedness,
or both, both EBITDA and Consolidated Interest Engeefor such period shall be calculated after giéffect on a pro forma basis to:

(x) such new Indebtedness as if such Indebtedragsbéen Incurred on the first day of such periadl an

(y) the repayment, redemption, repurchase, defeasandischarge of any Indebtedness repaid, redbeegurchased, defeased or discha
with the proceeds of such new Indebtedness aglif ®payment, redemption, repurchase, defeasartisatrarge had been made on the first
day of such period;

provided, further, that if within the period durimghich EBITDA or Consolidated Interest Expense &asured, the Company or any of its
Restricted Subsidiaries shall have made any AsdesS

(x) the EBITDA for such period shall be reduceddmyamount equal to the EBITDA (if positive) dirgcéittributable to the assets or Capital
Stock which are the subject of such Asset Salesifoh period, or increased by an amount equaet&BITDA (if negative), directly
attributable thereto for such period and

(y) the Consolidated Interest Expense for suchopleshall be reduced by an amount equal to the Qidased Interest Expense directly
attributable to any Indebtedness for which neitbempany nor any Restricted Subsidiary shall coetitwube liable as a result of any such
Asset Sale or repaid, redeemed, defeased, dischargeherwise retired in connection with or witfetproceeds of the assets or Capital Stock
which are the subject of such Asset Sales for peciod,;

and provided, further, that if the Company or amgtRcted Subsidiary shall have made any acquisafaassets or Capital Stock (occurring
by merger or otherwise) since the beginning of queriod (including any acquisition of assets or i@dstock occurring in connection with a
transaction causing a calculation to be made heex)ithe EBITDA and Consolidated Interest Expemsest@ich period shall be calculated,
after giving pro forma effect thereto (and withoegard to clause (iv) of the proviso to the deifiimitof "Consolidated Net Income"), as if st
acquisition of assets or Capital Stock took platé¢he first day of such period. For all purposethed definition, if the date of determination
occurs prior to the completion of the first foull fiiscal quarters following the Issue Date, th&BITDA" and "Consolidated Interest
Expense" shall be calculated after giving effecagro forma basis to the Offering as if the Offgroccurred on the first day of the four full
fiscal quarters that were completed preceding siath of determination.

"Consolidated Current Liabilities" as of the dateletermination, means the aggregate amount dfitieb of the Company and its
Consolidated Restricted Subsidiaries which may @rgrbe classified as current liabilities (includitaxes accrued as estimated), after
eliminating:

(i) all inter-company items between the Company amyl Consolidated Subsidiary and
(i) all current maturities of long-term Indebtedseall as determined in accordance with GAAP.
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"Consolidated Income Tax Expense" means, for anipgeas applied to the Company, the provisiondeoal, state, federal or foreign income
taxes on a Consolidated basis for such period mi@ted in accordance with GAAP.

"Consolidated Interest Expense" means, for anygegs applied to the Company, the sum of:

(a) the total interest expense of the Company @n@dnsolidated Restricted Subsidiaries for suctogas determined in accordance with
GAAP, including, without limitation,

(i) amortization of debt issuance costs or of ordissue discount on any Indebtedness and theegttportion of any deferred payment
obligation, calculated in accordance with the effecinterest method of accounting,

(i) accrued interest,
(iii) noncash interest payments,
(iv) commissions, discounts and other fees andgelsaowed with respect to letters of credit and besilacceptance financing,

(v) interest actually paid by the Company or anghsBubsidiary under any guarantee of Indebtednesther obligation of any other Person
and

(vi) net costs associated with Interest Rate Agexem(including amortization of discounts) and @aoy Agreements, plus

(b) all but the principal component of rentalséspect of Capitalized Lease Obligations paid, axtror scheduled to be paid or accrued by
the Company or its Consolidated Restricted Suhbsasiaplus

(c) one-third of all Operating Lease Obligationg&gpaccrued and/or scheduled to be paid by the Gompnd its Consolidated Restricted
Subsidiaries, plus

(d) capitalized interest, plus

(e) dividends paid in respect of Preferred StocthefCompany or any Restricted Subsidiary helddngéhs other than the Company or a
Wholly Owned Subsidiary, plus

(f) cash contributions to any employee stock owmigrplan to the extent such contributions are usesuch employee stock ownership plan
to pay interest or fees to any person (other tharCtompany or a Restricted Subsidiary) in conngraiiith loans incurred by such employee
stock ownership plan to purchase Capital Stockef@ompany.

"Consolidated Net Income (Loss)" means, for anyogkras applied to the Company, the Consolidatéiheeme (loss) of the Company and
its Consolidated Restricted Subsidiaries for sumtfiogl, determined in accordance with GAAP, adjustgéxcluding (without duplication), to
the extent included in such net income (loss)fdhewing:

(i) all extraordinary gains or losses;
(i) any net income of any Person if such Persamisa Domestic Subsidiary, except that

(A) the Company's equity in the net income of amghsPerson for such period shall be included ingbbdated Net Income (Loss) up to the
aggregate
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amount of cash actually distributed by such Pedioing such period to the Company or a Restricidusigliary as a dividend or other
distribution and

(B) the equity of the Company or a Restricted Sdibsy in a net loss of any such Person for suclogeshall be included in determining
Consolidated Net Income (Loss);

(iii) the net income of any Restricted Subsidianthe extent that the declaration or payment afidivds or similar distributions by such
Restricted Subsidiary of such income is not atithe thereof permitted, directly or indirectly, bperation of the terms of its charter or
bylaws or any agreement, instrument, judgment,ede@rder, statute, rule or governmental regulamplicable to such Restricted Subsidi
or its stockholders;

(iv) any net income (or loss) of any Person comthiwéth the Company or any of its Restricted Sulasids on a "pooling of interests" basis
attributable to any period prior to the date offsmombination;

(v) any gain (but not loss) realized upon the salether disposition of any property, plant or gouoént of the Company or its Restricted
Subsidiaries (including pursuant to any sale-amsddback arrangement) which is not sold or otherdig@sed of in the ordinary course of
business and any gain (but not loss) realized tipeisale or other disposition by the Company orRestricted Subsidiary of any Capital
Stock of any Person, provided that losses shahdladed on an after-tax basis; and

(vi) the cumulative effect of a change in accoumfiminciples; and further adjusted by subtractirgrf such net income the tax liability of any
parent of the Company to the extent of paymentsenb@duch parent by the Company pursuant to angtta®ng agreement or other
arrangement for such period.

"Consolidated Net Tangible Assets" means, as ofdaty of determination, as applied to the Comptmgytotal amount of assets (less
accumulated depreciation or amortization, allowarfoe doubtful receivables, other applicable ressrand other properly deductible items)
which would appear on a Consolidated balance sifebe Company and its Consolidated Restricted Bidvees, determined on a
Consolidated basis in accordance with GAAP, anel gfiving effect to purchase accounting and afestudting therefrom, to the extent
otherwise included, the amounts of:

(i) Consolidated Current Liabilities;
(i) minority interests in Consolidated Subsidiarieeld by Persons other than the Company or ai&estiSubsidiary;
(iii) excess of cost over fair value of assets udibesses acquired, as determined in good faithéjoard of Directors;

(iv) any revaluation or other write-up in valueasfsets subsequent to December 31, 1993 as aagkaudhange in the method of valuation in
accordance with GAAP;

(v) unamortized debt discount and expenses and otteenortized deferred charges, goodwill, pataraslemarks, service marks, trade
names, copyrights, licenses, organization or dgvetmtal expenses and other intangible items;

(vi) treasury stock; and
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(vii) any cash set apart and held in a sinkingtbeoanalogous fund established for the purposed#mption or other retirement of Capital
Stock to the extent such obligation is not reflddteConsolidated Current Liabilities.

"Consolidated Net Worth" means, at any date ofrd@teation, as applied to the Company, stockhold=gsity as set forth on the most
recently available Consolidated balance sheeteofimpany and its Consolidated Restricted Subgdidwhich shall be as of a date no i
than 60 days prior to the date of such computatiesy any amounts attributable to Redeemable StoElkchangeable Stock, the cost of
treasury stock and the principal amount of any [geory notes receivable from the sale of Capitatsbof the Company or any Subsidiary.

"Consolidation" means, with respect to any Perftmconsolidation of accounts of such Person aol efits subsidiaries if and to the ext
the accounts of such Person and such subsidiageasolidated in accordance with GAAP. The te@urisolidated" shall have a correlat
meaning.

"Controlled Non-Subsidiary Investment" means anyebiment of the type specified in clause (iv) & finst sentence under "-- Covenants --
Limitations on Restricted Payments" which is magehe Company or its Restricted Subsidiaries if\Hifiate other than a Subsidiary;
provided that:

(i) at the time such Investment is made, no DefauEvent of Default shall have occurred and bdinaimg (or would result therefrom);

(i) after giving effect to the Investment and ke tincurrence of any Indebtedness in connectiaretith on a pro forma basis, the
Consolidated Coverage Ratio is at least 1.75:1;

(iii) after giving effect to the Investment, thegaggate Investment made by the Company and itsiatbies in Controlled Non-Subsidiary
Investments does not exceed $100,000,000;

(iv) the Person in which the Investment is madenigaged only in the business described under '‘ve@ants -- Limitation on Changes in the
Nature of Business" including Unrelated Businessdhle extent permitted unde-- Covenants -- Limitations on Changes in the Natfrthe
Business;"

(v) the Company, directly or through its RestricRdbsidiaries is entitled to (A) in the case olmrestment in Capital Stock, receive
dividends or other distributions on its Investmanthe same time as or prior to, and on a basisgvaowith, any other holder or holders of
Capital Stock of such Person and (B) in the cassmdhvestment other than in Capital Stock, receiterest thereon at a rate per annum not
less than the rate on the Notes and, on the litjoitlar dissolution of such Person, receive repayroéthe principal thereof prior to the
payment of any dividends or distributions on Cdstack of such Person;

(vi) the Company directly or through its Restrictuabsidiaries, either (x) controls, under an ojregetnd management agreement or
otherwise, the day to day management and operatisuch Person and any Facility of the Person iithwthe Investment is made or (y) has
significant influence over the management and dmeraf such Person and any Facility of such Pemsail material respects (significant
influence to include the right to control or vetoyanaterial act or decision) in connection withtsacanagement or operation; and
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(vii) any encumbrances or restrictions on the gbdf the Person in which the Investment is madmadke the payments, distributions, losses,
advances or transfers referred to in clausesr@uth (iii) under "-- Covenants -- Limitations oayPnent Restrictions Affecting Subsidiaries"
in the written opinion of the President or Chief&icial Officer of the Company (X) is required mder to obtain necessary financing, (y) is
customary for such financings and (z) applies ¢althe assets of or revenues of the Person in wherimvestment is made.

"Currency Agreement" means any foreign exchangéraot) currency swap agreement or other similae@gent or arrangement designed to
protect the Company or any Restricted Subsidiaayreg fluctuations in currency values to or undaick the Company or any Restricted
Subsidiary is a party or a beneficiary on the I93ate or becomes a party or beneficiary thereafter.

"Default” means any event which is, or after notiegassage of time or both would be, an Eventefait.

"Defaulted Interest" means any interest on any Mdtieh is payable, but is not punctually paid olydarovided for on any Interest Payment
Date.

"Domestic Subsidiary" means a Restricted Subsidizayis not a Foreign Subsidiary.

"EBITDA" means, for any period, as applied to then@pany, the sum of Consolidated Net Income (Ldss) Without giving effect to
adjustments, accruals, deductions or entries raguitom purchase accounting, extraordinary logsegins and any gains or losses from any
Asset Sales), plus the following to the extentudeld in calculating Consolidated Net Income (Loss):

(a) Consolidated Income Tax Expense,
(b) Consolidated Interest Expense,

(c) depreciation expense,

(d) amortization expense and

(e) all other non-cash items reducing Consolidatetlincome, less all non-cash items increasing Gateted Net Income, in each case for
such period;

provided that, if the Company has any Subsidiagy ifinot a Wholly Owned Subsidiary, EBITDA shadl teduced (to the extent not
otherwise reduced by GAAP) by an amount equal to:

(A) the consolidated net income (loss) of such &lidasy (to the extent included in Consolidated Netome (Loss)) multiplied by

(B) the quotient of (1) the number of shares ostartding common stock of such Subsidiary not oworethe last day of such period by the
Company or any Wholly Owned Subsidiary of the Conmypdivided by (2) the total number of shares ostariding common stock of such
Subsidiary on the last day of such period.

"Exchangeable Stock" means any Capital Stock whicits terms is exchangeable or convertible abiiteon of any Person other than the
Company into another security (other than CapitatiSof the Company which is neither ExchangealdelSnor Redeemable Stock).
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"Facility" means a power generation facility or egyeproducing facility, including any related steéields or gas reserves.

"Foreign Asset Sale" means an Asset Sale in regf¢lase Capital Stock or assets of a Foreign Sidnsidr a Restricted Subsidiary of the
type described in Section 936 of the Code to thendthat the proceeds of such Asset Sale arevextbly a Person subject in respect of such
proceeds to the tax laws of a jurisdiction othantthe United States of America or any State tHerethe District of Columbia.

"Foreign Subsidiary” means a Restricted Subsidiaayis incorporated in a jurisdiction other thaa tUnited States of America or a State
thereof or the District of Columbia.

"Fully Diluted Basis" means after giving effectttee exercise of any outstanding options, warrantgbts to purchase Voting Shares and the
conversion or exchange of any securities convertiltb or exchangeable for Voting Shares.

"GAAP" means generally accepted accounting priesiph the United States of America as in effect amthe extent optional, adopted by
Company on the Issue Date, consistently appliediiding, without limitation, those set forth in tbpinions and pronouncements of the
Accounting Principles Board of the American Inggtof Certified Public Accountants and statements gronouncements of the Financial
Accounting Standards Board.

"Guarantee" means, as applied to any obligationtilmgent or otherwise, of any Person:

(i) a guarantee, direct or indirect, in any manoégny part or all of such obligation (other tHanendorsement of negotiable instruments for
collection in the ordinary course of business) and

(i) an agreement, direct or indirect, contingenbtherwise, the practical effect of which is tsume in any way the payment or performance
(or payment of damages in the event of nonperfoompaf any part or all of such obligation, incluglithe payment of amounts drawn down
under letters of credit.

"Holder" or "Securityholder" means the Person iroadiname a Note is registered on the Registravlssbo

"Incur" means, as applied to any obligation, tabteeincur, issue, assume, guarantee or in any sthener become liable with respect to,
contingently or otherwise, such obligation, ancctimed," "Incurrence" and "Incurring” shall eaclvéa correlative meaning; provided,
however, that any Indebtedness or Capital StockRérson existing at the time such Person becaftes the Issue Date) a Subsidiary
(whether by merger, consolidation, acquisition ihreowise) shall be deemed to be Incurred by sudisifiiary at the time it becomes a
Subsidiary; and provided, further, that any amendnmaodification or waiver of any provision of adgcument pursuant to which
Indebtedness was previously Incurred shall notdmsreed to be an Incurrence of Indebtedness as fong a

(i) such amendment, modification or waiver does not
(A) increase the principal or premium thereof deiest rate thereon,

(B) change to an earlier date the Stated Matunigyetof or the date of any scheduled or requirettral payment thereon or the time or
circumstances under which such Indebtedness mslyatirbe redeemed,
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(C) if such Indebtedness is contractually suborgitian right of payment to the Securities, modifyaffect, in any manner adverse to the
Holders, such subordination,

(D) if the Company is the obligor thereon, provitlat a Restricted Subsidiary shall be an obligor,
(E) if such Indebtedness is Non-Recourse Debt,ecaush Indebtedness to no longer constitute NomiRse Debt or

(F) violate, or cause the Indebtedness to viothg provisions described under "-- Covenants --ifation on Payment Restrictions Affecting
Subsidiaries" and "-- Limitation on Liens" and

(i) such Indebtedness would, after giving effecstich amendment, modification or waiver as iférevan Incurrence, comply with clause (i)
of the first proviso to the definition of "Refinang Indebtedness."

"Indebtedness" of any Person means, without dufdica
(i) the principal of and premium (if any such premiis then due and owing) in respect of:
(A) indebtedness of such Person for money borroavet

(B) indebtedness evidenced by notes, debenturadshar other similar instruments for the paymenwbich such Person is responsible or
liable;

(i) all Capitalized Lease Obligations of such Pers

(iii) all obligations of such Person Incurred as tteferred purchase price of property, all condélesale obligations of such Person and alll
obligations of such Person under any title retentigreement;

(iv) all obligations of such Person for the reimdement of any obligor on any letter of credit, barttkacceptance or similar credit transaction
(other than obligations with respect to lettersrafdit securing obligations (other than obligatidescribed in (i) through (iii) above) entered
into in the ordinary course of business of sucts®®to the extent such letters of credit are navdrupon or, if and to the extent drawn upon,
such drawing is reimbursed no later than the tBuitiness Day following receipt by such Person démand for reimbursement following
payment on the letter of credit);

(v) Redeemable Stock of such Person and, in theafasny Subsidiary, any other Preferred Stockijtimer case valued at, in the case of
Redeemable Stock, the greater of its voluntaryreoluntary maximum fixed repurchase price exclusiffaccrued and unpaid dividends ol
the case of Preferred Stock that is not Redeen&tblek, its liquidation preference exclusive of aec and unpaid dividends;

(vi) contractual obligations to repurchase goodd sodistributed;
(vii) all obligations of such Person in respectrdérest Rate Agreements and Currency Agreements;

(viii) all obligations of the type referred to itaases (i) through
(vii) of other Persons and all dividends of otherd®ns for the payment of which, in either case,
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such Person is responsible or liable, directlyndirectly, as obligor, guarantor or otherwise, irithg by means of any guarantee; and

(ix) all obligations of the type referred to in ates (i) through

(viii) of other Persons secured by any Lien on progperty or asset of such Person (whether or rat ebligation is assumed by such Pers
the amount of such obligation being deemed to béetbser of the value of such property or assettseoamount of the obligation so secured;
provided, however, that Indebtedness shall notigietrade accounts payable arising in the ordioanyse of business.

For purposes hereof, the "maximum fixed repurclpaee" of any Redeemable Stock which does not laaieed repurchase price shall be
calculated in accordance with the terms of sucheRethable Stock as if such Redeemable Stock werbased on any date on which
Indebtedness shall be required to be determineslipat to the Indenture, and if such price is bageoh, or measured by, the fair market
value of such Redeemable Stock, such fair markeeva be determined in good faith by the Boar®wéctors. The amount of Indebtedness
of any Person at any date shall be, with respeghtonditional obligations, the outstanding balaatcguch date of all such obligations as
described above and, with respect to any contingeligations (other than pursuant to clause (vivah which shall be included to the extent
reflected on the balance sheet of such Persorcordance with GAAP) at such date, the maximum liighdletermined by such Person's bc
of directors, in good faith, as, in light of thefsand circumstances existing at the time, reddptiiely to be Incurred upon the occurrence
of the contingency giving rise to such obligation.

"Interest Payment Date" means the stated matuirig anstallment of interest on the Notes.

"Interest Rate Agreement" means any interest nateegtion agreement, interest rate future agreenmgetest rate option agreement, interest
rate swap agreement, interest rate cap agreemtarest rate collar agreement, interest rate hadggement or other similar agreement or
arrangement designed to protect against fluctusiioimterest rates to or under which the Compamng of its Restricted Subsidiaries is a
party or beneficiary on the Issue Date or beconmesrty or beneficiary thereunder.

"Investment" means, with respect to any Persondiegt or indirect advance, loan or other extemsibcredit or capital contribution to (by
means of any transfer of cash or other propertthers or any payment for property or serviceghieraccount or use of others), or any other
investment in any other Person, or any purchasequisition by such Person of any Capital Stockdsonotes, debentures or other secul
or assets issued or owned by any other Person ety merger, consolidation, amalgamation, sakeseéts or otherwise). For purposes of
the definition of "Unrestricted Subsidiary" and fh®visions set forth under "-- Covenants -- Lirtida on Restricted Payments,"

(i) "Investment" shall include the portion (proportate to the Company's equity interest in suchsi8lidry) of the fair market value of the net
assets of any Restricted Subsidiary at the timestieh Restricted Subsidiary is designated an thictsd Subsidiary and shall exclude the
fair market value of the net assets of any Unretstiii Subsidiary at the time that such Unrestri@eldsidiary is designated a Restricted
Subsidiary and

(i) any property transferred to or from an Unriéd Subsidiary shall be valued at its fair markatie at the time of such transfer, in each
case as determined by the Board of Directors irddaith. For purposes of determining the aggregate
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amount of Investments in Controlled Non-Subsidiamestments, the amount of such Investments skai&tduced by an amount equal to the
net payments of interest on Indebtedness, dividaegayments of interest on Indebtedness, dividaegayments of loans or advances, or
other transfers of assets, in each case to the @y any Restricted Subsidiary from any Persomhiom a Controlled Non-Subsidiary
Investment has been made, not to exceed in theof@sg Controlled Non-Subsidiary Investment theoant of Investments previously made
by the Company or any Restricted Subsidiary in Seefson.

"Investment Grade" means, with respect to the Nateating of Baa3 or higher by Moody's togethehwai rating of BBB --or higher by S&F
provided that neither of such entities shall havecainced or informed the Company that it is revigithe rating of the Notes in light of
downgrading the rating thereof.

"Issue Date" means the date on which the Notesragmally issued under the Indenture.

“Lien" means any mortgage, lien, pledge, chargetloer security interest or encumbrance of any kKimcluding any conditional sale or other
title retention agreement and any lease in theradhereof).

"Line of Business" means the ownership, acquisjtitavelopment, construction, improvement and operaif Facilities.
"Moody's" means Moody's Investors Service, Inc. imduccessors.

"Net Available Cash" means, with respect to anyeASsale, the cash or cash equivalent payments/egtby the Company or a Subsidiary in
connection with such Asset Sale (including any caskived by way of deferred payment of principaismant to a note or installment
receivable or otherwise, but only as or when reztiand also including the proceeds of other prgperdeived when converted to cash or
cash equivalents) net of the sum of, without dwpian:

(i) all reasonable legal, title and recording tapenses, reasonable commissions, and other redsdaab and expenses incurred directly
relating to such Asset Sale,

(i) all local, state, federal and foreign taxeguieed to be paid or accrued as a liability by @wmpany or any of its Restricted Subsidiaries as
a consequence of such Asset Sale,

(iii) payments made to repay Indebtedness whice@ired by any assets subject to such Asset Sateandance with the terms of any Lien
upon or other security agreement of any kind wétspect to such assets, or which must by its tesrmsy applicable law, be repaid out of the
proceeds from such Asset Sale and

(iv) all distributions required by any contractemd into other than in contemplation of such ASsdé to be paid to any holder of a minority
equity interest in such Restricted Subsidiary essalt of such Asset Sale, so long as such distoibsi do not exceed such minority holder's
pro rata portion (based on such minority holdemgprtionate equity interest) of the cash or caghivalent payments described above, net of
the amounts set forth in clauses (i) - (iii) above.

"Net Cash Proceeds" means, with respect to angrigsuor sale of Capital Stock by any Person, tek peoceeds to such Person of such
issuance or sale net of attorneys' fees, accoufart, underwriters' or placement agents' fésspuants or commissions and brokerage,
consultancy and other fees actually incurred by f&rson in connection
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with such issuance or sale and net of taxes paphyable by such Person as a result thereof.

"Non-Convertible Capital Stock" means, with resgecany corporation, any Capital Stock of such oaaion which is not convertible into
another security other than non-convertible comstonk of such corporation; provided, however, tliah-Convertible Capital Stock shall
not include any Redeemable Stock or Exchangeablek St

"Non-Recourse Debt" means Indebtedness of the Coynpraany Restricted Subsidiary that is Incurredadquire, construct or develop a
Facility provided that such Indebtedness is withregburse to the Company or any Restricted Sulrgidiato any assets of the Company or
any such Restricted Subsidiary other than sucHifya@nd the income from and proceeds of such Fgcil

"Notes" means, with respect to a particular Indentthe Senior Notes issued under that Indenture.
"Offering" means the offering and sale of the Notes

"Officers' Certificate" means a certificate sigrmdtwo officers, one of whom must be the Presiddr, Treasurer or a Vice President of the
Company. Each Officers' Certificate (other tharifieates provided pursuant to TIA
Section 314(a)(4)) shall include the statementsigeal for in TIA Section 314(e).

"Operating Lease Obligations" means any obligatibthe Company and its Restricted Subsidiaries Gomsolidated basis incurred or
assumed under or in connection with any leaseadfarepersonal property which, in accordance withAR, is not required to be classified
and accounted for as a capital lease.

"Opinion of Counsel" means a written opinion froegal counsel who is acceptable to the Trusteecdhasel, if so acceptable, may be an
employee of or counsel to the Company or the Teustach such Opinion of Counsel shall include thgements provided for in TIA Section
314(e).

"Person" means any individual, corporation, paghg, joint venture, association, joint-stock comparust, unincorporated organization,
government or any agency or political subdivisioareof or any other entity.

"Preferred Stock," as applied to the Capital Stafcany corporation, means Capital Stock of anysctasclasses (however designated) which
is preferred as to the payment of dividends, dpdke distribution of assets upon any voluntaringoluntary liquidation or dissolution of
such corporation, over shares of Capital Stockhgfaher class of such corporation.

"Principal” of a Note means the principal of thet&plus, if applicable, the premium on the Note.

"PUHCA" means the Public Utility Holding Compa ny Act of 1935, as amended.
"PURPA" means the Public Utility Regulatory Po licies Act of 1978, as
amended.

"Rating Agencies" means S&P and Moody's.
"Rating Category" means:

(i) with respect to S&P, any of the following cateigs: AAA, AA, A, BBB, BB, B, CCC, CC, C and D (equivalent successor categories)
and

78



(i) with respect to Moody's, any of the followirgtegories: Aaa, Aa, A, Baa, Ba, B, Caa, Ca, Cafor equivalent successor categories).

In determining whether the rating of the Notes thasreased by one or more gradations, gradatiohevRiating Categories (+ and - for S&P;
1, 2 and 3 for Moody's) shall be taken into accdard., with respect to S&P, a decline in a rafiogn BB + to BB, as well as from BB - to B
+, will constitute a decrease of one gradation).

"Rating Decline" means the occurrence of (i) orifgélow on, or within 90 days after, the earlies{4) the Company having become aware
that a Change of Control has occurred, (B) the dprblic notice of the occurrence of a Chang€ofitrol or (C) the date of public notice of
the intention by the Company to approve, recomnmrghter into, any transaction which, if consummdateould result in a Change of
Control (which period shall be extended so lonthasrating of the Notes is under publicly announcewasideration or possible downgrade by
either of the Rating Agencies),

(i) a decrease of the rating of the Notes by eiaing Agency by one or more rating gradations or

(if) the Company shall fail to promptly advise tRating Agencies, in writing, of such occurrenceny subsequent material developments or
shall fail to use its best efforts to obtain, frateast one Rating Agency, a written, publicly @mmced affirmation of its rating of the Notes,
stating that it is not downgrading, and is not édesng downgrading, the Notes.

"Redeemable Stock" means any class or series afaC&pock of any Person that:

(a) by its terms, by the terms of any security intach it is convertible or exchangeable or otheenis, or upon the happening of an event or
passage of time would be, required to be redeemeshle or in part) on or prior to the first anaigary of the Stated Maturity of the Notes,

(b) is redeemable at the option of the holder thies& any time on or prior to the first anniversafjthe Stated Maturity of the Notes (other
than on a Change of Control or Asset Sale, provilatisuch Change of Control or Asset Sale shalyebhave occurred) or

(c) is convertible into or exchangeable for CapBtdck referred to in clause (a) or clause (b) abmnvdebt securities at any time prior to the
first anniversary of the Stated Maturity of the it

"Refinancing Indebtedness" means Indebtednessehatds, refinances, replaces, renews, repaysten@s (including pursuant to any
defeasance or discharge mechanism) (collectived§inances," and "refinanced" shall have a cormsaneaning) any Indebtedness of the
Company or a Restricted Subsidiary existing onldbae Date or Incurred in compliance with the Indexn(including Indebtedness of the
Company that refinances Indebtedness of any Restrigubsidiary and Indebtedness of any Restricsbgdi8iary that refinances Indebtedn
of another Restricted Subsidiary) including Indebiess that refinances Refinancing Indebtednessida®, however, that:

(i) if the Indebtedness being refinanced is contralty subordinated in right of payment to the Nptihe Refinancing Indebtedness shall be
contractually subordinated in right of paymenttte Notes to at least the same extent as the Irafedss being refinanced,
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(i) if the Indebtedness being refinanced is Nore®ese Debt, such Refinancing Indebtedness shilldmeRecourse Debt,

(iii) the Refinancing Indebtedness is scheduleah&dure either (a) no earlier than the Indebtedbesyy refinanced or (b) after the Stated
Maturity of the Notes,

(iv) the Refinancing Indebtedness has an Averafgdtithe time such Refinancing Indebtedness igrted that is equal to or greater than the
Average Life of the Indebtedness being refinancedl a

(v) such Refinancing Indebtedness is in an aggegg@atcipal amount (or if issued with original issdiscount, an aggregate issue price) tt
equal to or less than the aggregate principal am@urif issued with original issue discount, tlggeegate accreted value) then outstanding
(plus fees and expenses, including any premiump $w@akage and defeasance costs) under the Indebgedeing refinanced; and provided,
further, that Refinancing Indebtedness shall ncluide (x) Indebtedness of a Subsidiary of the Camthat refinances Indebtedness of the
Company or (y) Indebtedness of the Company or #&riRexl Subsidiary that refinances Indebtednesmdinrestricted Subsidiary.

"Related Assets" means electric power plants trathe Issue Date, produce electricity solely bilzirig steam from steam fields owned and
operated by a Restricted Subsidiary that is a WHolWned Subsidiary on the Issue Date.

"Related Asset Indebtedness" means Non-RecoursedDatRestricted Subsidiary that is a Wholly Owisdbsidiary on the Issue Date, the
proceeds of which are used by such Restricted Sialpgito finance the acquisition of Related Asdstsuch Restricted Subsidiary; provided,
however, that:

() such Related Asset Indebtedness is Incurreteogmoraneously with a Refinancing of all of the NRecourse Debt of such Restricted
Subsidiary then outstanding and

(i) the principal amount of such Related Assetdinigédness shall not exceed the purchase price ®elated Assets plus reasonable out-of-
pocket transaction costs and expenses of the Congahits Restricted Subsidiaries required to aeguir finance the acquisition of, such
Related Assets.

"Restricted Subsidiary" means any Subsidiary ofGbenpany that is not designated an UnrestricteciBisvy by the Board of Directors.
"S&P" means Standard and Poor's Corporation argligsessors.

"Sale/Leaseback Transaction" means an arrangemlating to property now owned or hereafter acquwbereby the Company or a
Subsidiary transfers such property to a Persorieases it back from such Person, other than Idasasterm of not more than 36 months or
between the Company and a Wholly Owned Subsidiabetween Wholly Owned Subsidiaries.

"Senior Indebtedness" means

(i) all obligations consisting of the principal afd premium, if any, and accrued and unpaid intémeduding interest accruing on or after the
filing of any petition in bankruptcy or for reorgaation relating to the Company whether or not gibsty interest is allowed in such
proceeding), whether existing on the Issue Datbdeneafter Incurred, in respect of (A) Indebtedrefshe Company for money
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borrowed and (B) Indebtedness evidenced by nogterdures, bonds or other similar instrumentsHermtayment of which the Company is
responsible or liable;

(i) all Capitalized Lease Obligations of the Compa

(iii) all obligations of the Company (A) for theingbursement of any obligor on any letter of crelénker's acceptance or similar credit
transaction, (B) under Interest Rate AgreementsGdency Agreements entered into in respect ofdoligations described in clauses (i)
and

(i) or (C) issued or assumed as the deferred mselprice of property, and all conditional salaégations of the Company and all obligations
of the Company under any title retention agreement;

(iv) all guarantees of the Company with respedattitigations of other persons of the type refercethtclauses (ii) and (iii) and with respect to
the payment of dividends of other Persons; and

(v) all obligations of the Company consisting ofdifizations, renewals, extensions, replacementsrefushdings of any obligations described
in clauses (i), (ii), (iii) or (iv); unless, in thastrument creating or evidencing the same oryamsto which the same is outstanding, it is
provided that such obligations are subordinatetpimt of payment to the Notes, or any other Indébéss or obligation of the Company;
provided, however, that Senior Indebtedness sloalba deemed to include (1) any obligation of tleenPany to any Subsidiary, (2) any
liability for Federal, state, local or other taxas(3) any accounts payable or other liabilityrade creditors arising in the ordinary course of
business (including guarantees thereof or instrasnevidencing such liabilities).

"Significant Subsidiary" means any Subsidiary (otifian an Unrestricted Subsidiary) that would B8ignificant Subsidiary" of the
Company within the meaning of Rule 1-02 under Ratjuhs S-X promulgated by the SEC.

"Stated Maturity" means, with respect to any segutine date specified in such security as thedfitate on which the principal of such
security is due and payable, including pursuaiatiyp mandatory redemption provision (but excluding provision providing for the
repurchase of such security at the option of tHddrdhereof upon the happening of any contingency)

"Subordinated Indebtedness" means any Indebtedfidéise Company (whether outstanding on the Issue Dathereafter Incurred) which is
contractually subordinated or junior in right ofypgent to the Notes or any other Indebtedness o€tirapany.

"Subsidiary" means, as applied to any Person, argocation, limited or general partnership, trassociation or other business entity of
which an aggregate of at least 50% of the outstandbting Shares or an equivalent controlling iestitherein, of such Person is, at the time,
directly or indirectly, owned by such Person andfoe or more Subsidiaries of such Person.

"Unrelated Business" means any business otherttigahine of Business.
"Unrestricted Subsidiary" means

(i) any Subsidiary that at the time of determinatshall be designated an Unrestricted SubsidiathéyBoard of Directors in the manner
provided below and

(il) any subsidiary of an Unrestricted Subsidiary.
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The Board of Directors may designate any Subsidiaciuding any newly acquired or newly formed Sdizmy) to be an Unrestricted
Subsidiary unless such Subsidiary owns any Capttatk of, or owns or holds any Lien on any propeftythe Company or any other
Subsidiary that is not a Subsidiary of the Subsydia be so designated; provided, that either:

(A) the Subsidiary to be so designated has tot#taf $1,000 or less or

(B) if such Subsidiary has assets greater thar0$1iBat such designation would be permitted punsteathe provisions under "Covenants --
Limitation on Restricted Payments." The Board afebtors may designate any Unrestricted Subsid@beta Restricted Subsidiary of the
Company; provided, however, that immediately afiging effect to such designation

(x) the Company could Incur $1.00 of additionaldhtedness pursuant to the first paragraph of "Cansn- Limitation on Incurrence of
Indebtedness" and

(y) no Default or Event of Default shall have ogedrand be continuing.

Any such designation by the Board of Directors lshalevidenced to the Trustee by promptly filinghwthe Trustee a copy of the board
resolution giving effect to such designation andXdficers' Certificate certifying that such desitjoa complied with the foregoing provisiot
provided, however, that the failure to so file suebolution and/or Officers' Certificate with theu$tee shall not impair or affect the validity
of such designation.

"U.S. Government Obligations" means securities dnat
(i) direct obligations of the United States of Amcarfor the payment of which its full faith and ditis pledged or

(i) obligations of a Person controlled or supeedsy and acting as an agency or instrumentalithetJnited States of America the payment
of which is unconditionally guaranteed as a fuilfaand credit obligation by the United States afidrica, which, in either case under clauses

(@) or

(i) are not callable or redeemable before the mitgtthereof.

"Voting Shares," with respect to any corporatioeams the Capital Stock having the general votimgpainder ordinary circumstances to
elect at least a majority of the board of direc{@r@spective of whether or not at the time stotlkny other class or classes shall have or
might have voting power by reason of the happenirany contingency).

"Wholly Owned Subsidiary" means a Subsidiary (othan an Unrestricted Subsidiary) all the Capitac® of which (other than directors'
qualifying shares) is owned by the Company or agrotiiholly Owned Subsidiary.

"Working Capital Credit Agreement" means the Liri€Coedit Note, dated as of June 4, 1993, betweerCttmpany and The Bank of
California, N.A. as amended, refinanced, reneweektended from time to time.
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COVENANTS
The Indenture contains covenants including, amdhgrs, the following:

Limitation on Restricted Payments. Under the teofrihie Indenture, so long as any of the Notes atstanding, the Company shall not, and
shall not permit any Restricted Subsidiary to, eiseor indirectly,

(i) declare or pay any dividend on or make anyritistion or similar payment of any sort in respeftits Capital Stock (including any
payment in connection with any merger or consaiifainvolving the Company) to the direct or indir&olders of its Capital Stock (other
than dividends or distributions payable solelytinNlon-Convertible Capital Stock or rights to acquis Non-Convertible Capital Stock and
dividends or distributions payable solely to ther@any or a Restricted Subsidiary and other thanagteodividends paid by a Subsidiary w
respect to a series or class of its Capital Stbelntajority of which is held by the Company or adMhOwned Subsidiary that is not a
Foreign Subsidiary),

(il) purchase, redeem, defease or otherwise acquiretire for value any Capital Stock of the Compar of any direct or indirect parent of
the Company, or, with respect to the Company, ésemrmny option to exchange any Capital Stock thatsterms is exchangeable solely at
the option of the Company (other than into Cagtaick of the Company which is neither Exchange8bbek nor Redeemable Stock),

(iii) purchase, repurchase, redeem, defease onaifeacquire or retire for value, prior to schedluinaturity or scheduled repayment thereof
or scheduled sinking fund payment thereon, any &libated Indebtedness (other than the purchasetatepse or other acquisition of
Subordinated Indebtedness purchased in anticipafisatisfying a sinking fund obligation, princigaktallment or final maturity, in each c:
due within one year of the date of acquisition) or

(iv) make any Investment, other than a Controlleshf$ubsidiary Investment, or a payment describediainse (vi) of the second sentence
under "-- Transactions with Affiliates," in any Wstricted Subsidiary or any Affiliate of the Companther than a Restricted Subsidiary or a
Person which will become a Restricted Subsidiarg eessult of any such Investment (each such paydesaribed in clauses (i) - (iv) of this
paragraph, a "Restricted Payment"), unless atirtiee @f and after giving effect to the proposed Retgtd Payment:

(1) no Default or Event of Default shall have ogedrand be continuing (or would result therefrom);

(2) the Company would be permitted to Incur an talgial $1 of Indebtedness pursuant to the provisiescribed in the first paragraph under
“-- Limitation on Incurrence of Indebtedness," and

(3) the aggregate amount of all such Restrictedreays subsequent to the Issue Date shall not exbheesim of

(A) 50% of aggregate Consolidated Net Income actdiging the period (treated as one accountingggfrom January 1, 1994 to the en
the most recent fiscal quarter for which finansi@tements are available (or if such Consolidatediifome is a deficit, minus 100% of such
deficit), and minus 100% of the amount of any wdt®vns, write-offs, other
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negative reevaluations and other negative extraargicharges not otherwise reflected in Consolitlatet Income during such period;

(B) if the Notes are Investment Grade immediateliofving the Restricted Payment in connection withich this calculation is made, an
additional 25% of Consolidated Net Income for amyigd of one or more consecutive completed fiscalrters ending with the last fiscal
quarter completed prior to the date of such Restti®ayment during which the Notes were Investr@eatle for the entire period;

(C) the aggregate Net Cash Proceeds received Wydimpany after January 1, 1994 from the sale oft@laptock (other than Redeemable
Stock or Exchangeable Stock) of the Company topamgon other than the Company, any of its Subsédiarr an employee stock ownership
plan;

(D) the amount by which the principal amount ofd @my accrued interest on, Indebtedness of the @oynpr its Restricted Subsidiaries is
reduced on the Company's Consolidated balance spentthe conversion or exchange (other than bytasi8iary) subsequent to the Issue
Date of any Indebtedness of the Company or anyriRiest Subsidiary converted or exchanged for Chfitack (other than Redeemable
Stock or Exchangeable Stock) of the Company (lessiount of any cash, or the value of any othapety, distributed by the Company or
any Restricted Subsidiary upon such conversiorxcnange);

(E) an amount equal to the net reduction in Invesitsiin Unrestricted Subsidiaries resulting frorgrpants of interest on Indebtedness,
dividends, repayments of loans or advances, or ¢thesfers of assets, in each case to the Compraaryy Restricted Subsidiary from
Unrestricted Subsidiaries, or from redesignatidndrrestricted Subsidiaries as Restricted Subsalgvalued in each case as provided in the
definition of "Investments"), not to exceed in tase of any Unrestricted Subsidiary the amounteédtments previously made by the
Company or any Restricted Subsidiary in such Urictstl Subsidiary; and

(F) $25,000,000.

The failure to satisfy the conditions set fortttiauses (2) and (3) above shall not prohibit antheffollowing as long as the condition set
forth in clause (1) of such paragraph is satisfe@aept as set forth below):

(i) dividends paid within 60 days after the dateletlaration thereof if at such date of declarasiooh dividend would have complied with the
provisions described above underlimitation on Restricted Payments"; provided, heare notwithstanding clause (1) above, the occue
or existence of a Default at the time of paymeatlgtot prohibit the payment of such dividends;

(i) any purchase, redemption, defeasance, or @beuisition or retirement for value of Capital &&@r Subordinated Indebtedness of the
Company made by exchange for, or out of the praceéthe substantially concurrent sale of, Caj8takck of the Company (other than
Redeemable Stock or Exchangeable Stock and otaerstiock issued or sold to a Subsidiary or to apleyee stock ownership plan),
provided, however, that notwithstanding clauseafdgve under " -- Limitation on Restricted Paymeérite occurrence or existence of a
Default or Event of Default
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shall not prohibit, for purposes of this Sectidre thaking of such purchase, redemption, defeasamather acquisition or retirement, and
provided, further, such purchase, redemption, dafeee or other acquisition or retirement shallo®included in the calculation of Restric
Payments made for purposes of clause (3) above trdgmitation on Restricted Payments,” and pdrd, further, that the Net Cash
Proceeds from such sale shall be excluded fronckuse (C) of clause (3) above under "-- LimitatiomRestricted Payments”;

(i) any purchase, redemption, defeasance or atbeuisition or retirement for value of Subordimbbedebtedness of the Company made by
exchange for, or out of the proceeds of the subiathnconcurrent Incurrence of for cash (othentha a Subsidiary), new Indebtedness of the
Company, provided, however, that,

(A) such new Indebtedness shall be contractualiypslinated in right of payment to the Securitiekeast to the same extent as the
Indebtedness being so redeemed, repurchased, ei@feasjuired or retired,

(B) if the Indebtedness being purchased, redeededdased or acquired or retired for value is NoneRese Debt, such new Indebtedness
shall be Non-Recourse Debt,

(C) such new Indebtedness has a Stated Maturitgrefll) no earlier than the Stated Maturity of lthdebtedness redeemed, repurchased,
defeased, acquired or retired or (2) after thee8tMaturity of the Notes and

(D) such Indebtedness has an Average Life equad tweater than the Average Life of the Indebtedmedeemed, repurchased, defeased,
acquired or retired, and provided, further, thatspurchase, redemption, defeasance or other @aguisr retirement shall not be included in
the calculation of Restricted Payments made fopgses of clause (3) above under "-- Limitation @stRcted Payments";

(iv) any purchase, redemption, defeasance or attauisition or retirement for value of Subordinattedebtedness upon a Change of Control
or an Asset Sale to the extent required by thentwte or other agreement pursuant to which sucloi@litated Indebtedness was issued, but
only if the Company (A) in the case of a Chang€ohtrol, has made an offer to repurchase the Natetescribed under "-- Covenants --
Change of Control" or (B) in the case of an AssdéShas applied the Net Available Cash from susbefSale in accordance with the
provisions described under "-- Covenants -- Salésseets."

Limitation on Incurrence of Indebtedness. Undertthiens of the Indenture, the Company shall not,sval not permit any Restricted
Subsidiary to, directly or indirectly, Incur anydkebtedness, except that the Company may Incur tedebss if, after giving effect thereto, the
Consolidated Coverage Ratio would be greater than 2

The foregoing provision will not limit the abilityf the Company or any Restricted Subsidiary to iriba following Indebtedness:
(i) Refinancing Indebtedness (except with respethdebtedness referred to in clause (ii), (iii(io) below);

(i) in addition to any Indebtedness otherwise ptead to be Incurred hereunder, Indebtedness o€tirapany at any one time outstanding in
an aggregate principal amount not to exceed $5M0000and provided that the proceeds of such
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Indebtedness shall not be used for the purposeaking any Restricted Payments described in clayse (i) under "-- Limitation on
Restricted Payments";

(iii) Indebtedness of the Company which is owednd held by a Wholly Owned Subsidiary and Indebtsdrof a Wholly Owned Subsidiary
which is owed to and held by the Company or a WWhollvned Subsidiary; provided, however, that anysegoient issuance or transfer of any
Capital Stock which results in any such Wholly Odtg&ubsidiary ceasing to be a Wholly Owned Subsjdiarany transfer of such
Indebtedness (other than to the Company or a WiibAyped Subsidiary) shall be deemed, in each casmyristitute the Incurrence of such
Indebtedness by the Company or by a Wholly Owndusigliary, as the case may be;

(iv) Indebtedness of the Company under the Bankli€CAgreement which, when taken together with thgragate amount of Indebtedness
Incurred pursuant to clause (viii) of this paradrap not in excess of $50,000,000, and Indebtedakthe Company under the Working
Capital Credit Agreement not in excess of $50,000;,0

(v) Acquired Indebtedness; provided, however, thatCompany would have been able to Incur suchbiedimess at the time of the
Incurrence thereof pursuant to the immediately guiewy paragraph;

(vi) Indebtedness of the Company or a Restrictdasisiiary outstanding on the Issue Date (other thdabtedness referred to in clause (iv)
above and Indebtedness being repaid or retiredthvitiproceeds of the Offering);

(vii) Non-Recourse Debt of a Restricted Subsidi@ther than a Restricted Subsidiary existing oni¢see Date), the proceeds of which are
used to acquire, develop, improve or constructva lRacility of such Restricted Subsidiary;

(viii) guarantees by the Company of IndebtednedResitricted Subsidiaries which, but for such gu@es) would be permitted to be Incurred
pursuant to clause (vii) of this paragraph, proditieat the aggregate principal amount of Indebtsslecurred pursuant to this clause

(viii), when taken together with outstanding Indatriess Incurred under the Bank Credit Agreemersiuaunt to clause (iv) of this paragraph,
is not in excess of $50,000,000; and

(ix) Related Asset Indebtedness, provided thateatitme of the Incurrence thereof, giving pro foreffect to the Incurrence thereof, Moody's
and S&P shall have affirmed their respective ratiofithe Notes in effect prior to the Incurrenceswth Related Asset Indebtedness.

Notwithstanding the provisions of this covenantadig®d in the first two paragraphs above, the Ihgienprovides that the Company shall
Incur any Indebtedness if the proceeds thereofised, directly or indirectly, to repay, prepay,genh, defease, retire, refund or refinance any
Subordinated Indebtedness unless such repaymepymment, redemption, defeasance, retirement,afgror refinancing is not prohibited
under "-- Limitation on Restricted Payments" oragd such Indebtedness shall be contractually siaded to the Notes at least to the same
extent as such Subordinated Indebtedness.
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Limitation on Payment Restrictions Affecting Subaries. Under the terms of the Indenture, the Comizdall not, and shall not permit any
Subsidiary to, create or otherwise cause or pamekist or become effective any consensual encanter or restriction on the ability of any
Restricted Subsidiary to:

(i) pay dividends to or make any other distribui@m its Capital Stock, or pay any Indebtednesstaer obligations owed to the Company or
any other Restricted Subsidiary,

(i) make any Investments in the Company or angoRestricted Subsidiary or

(iii) transfer any of its property or assets to @@mpany or any other Restricted Subsidiary; predjcdowever, that the foregoing shall not
apply to

(a) any encumbrance or restriction existing purst@mthe Indenture or any other agreement or instnt as in effect or entered into on the
Issue Date;

(b) any encumbrance or restriction with respeet 8ubsidiary pursuant to an agreement relatingyo®@quired Indebtedness; provided,
however, that such encumbrance or restriction wasneurred in connection with or in contemplatiminsuch Subsidiary becoming a
Subsidiary;

(c) any encumbrance or restriction pursuant togeaeament effecting a refinancing of Indebtednefesmed to in clause (a) or (b) above or
contained in any amendment or modification wittpezs to such Indebtedness; provided, however thiga¢ncumbrances and restrictions
contained in any such agreement, amendment or roatitiin are no less favorable in any material respéth respect to the matters referred
to in clauses (i), (ii) and (iii) above than thecembrances and restrictions with respect to thebtetiness being refinanced, amended or
modified;

(d) in the case of clause (iii) above, customamy-assignment provisions of (A) any leases goveraitgasehold interest, (B) any supply,
license or other agreement entered into in thenarglicourse of business of the Company or any 8iavgior (C) any security agreement
relating to a Lien permitted by clause (I) of ttewenant described under "-- Limitation on Lienslowethat, in the reasonable determination
of the President or Chief Financial Officer of tiempany

(x) is required in order to obtain such financimgl dy) is customary for such financings;

(e) any restrictions with respect to a Subsidiarpdsed pursuant to an agreement entered intodaale or disposition of all or substantially
all of the Capital Stock or assets of such Subsidiending the closing of such sale or disposition;

(f) any encumbrance imposed pursuant to the tefrivedebtedness incurred pursuant to clause (vithefproviso to the covenant described
under "-- Limitation on Incurrence of Indebtedneabbve, provided that such encumbrance in theamritpinion of the President or Chief
Financial Officer of the Company, (x) is requiredorder to obtain such financing, (y) is customfarysuch financings and (z) applies only to
the assets of or revenues of the applicable Rgailit

(9) any encumbrance or restriction existing by oeasf applicable law.
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Limitation on Sale/Leaseback Transactions. Undetténms of the Indenture, the Company shall nat,slvall not permit any Restricted
Subsidiary to, enter into any Sale/ Leaseback Betien unless

(i) the Company or such Subsidiary would be emttittecreate a Lien on such property securing Iretbidss in an amount equal to the
Attributable Debt with respect to such transactigthout equally and ratably securing the Securitiessuant to the covenant entitled
“Limitation on Liens" or

(i) the net proceeds of such sale are at leasdldquhe fair value (as determined by the BoarBioéctors) of such property and the Comp
or such Subsidiary shall apply or cause to be ed@h amount in cash equal to the net proceedschfsale to the retirement, within 30 days
of the effective date of any such arrangementeofi® Indebtedness or Indebtedness of a Resti&tedidiary; provided, however, that in
addition to the transactions permitted pursuamthédforegoing clauses

(i) and (ii), the Company or any Restricted Sulzsigimay enter into a Sale/Leaseback Transactidongsas the sum of

(x) the Attributable Debt with respect to such 8adaseback Transaction and all other Sale/Leasebarisactions entered into pursuant to
this proviso, plus

(y) the amount of outstanding Indebtedness sedayddens Incurred pursuant to the final provisdre covenant described under "--
Limitation on Liens" below, does not exceed 10%Cohsolidated Net Tangible Assets as determineddbasé¢he consolidated balance sheet
of the Company as of the end of the most receodlfiguarter for which financial statements are labée; and provided, further, that a
Restricted Subsidiary that is not a Restricted Blidny on the Issue Date may enter into a Salefleask Transaction with respect to prop:
owned by such Restricted Subsidiary, the proce&ddich are used to acquire, develop, constructepay (within 365 days of the
commencement of commercial operation of such Fgriindebtedness Incurred to acquire, develop ostact, a new Facility of such
Restricted Subsidiary, as long as neither the Compar any other Restricted Subsidiary shall haweabligation or liability in connection
therewith.

Limitation on Liens. Under the terms of the Indeefithe Company shall not, and shall not permitRastricted Subsidiary to, directly or
indirectly, incur or permit to exist any Lien ofyanature whatsoever on any of its properties (idiclg, without limitation, Capital Stock),
whether owned at the date of such Indenture oe#tiear acquired, other than

(a) pledges or deposits made by such Person urat&ers' compensation, unemployment insurance lavggalar legislation, or good faith
deposits in connection with bids, tenders, con¢réather than for payment of Indebtedness) or esavhich such Person is a party, or
deposits to secure statutory or regulatory oblagetiof such Person or deposits of cash of UnitateStGovernment bonds to secure surety,
appeal or performance bonds to which such Persampésty, or deposits as security for contestedsax import duties or for the payment of
rent, in each case Incurred in the ordinary coafdmisiness;

(b) Liens imposed by law such as carriers', warebmen's and mechanics' Liens, in each case, aiisthg ordinary course of business and
with respect to amounts not yet due or being coadeis good faith by appropriate legal proceedings
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promptly instituted and diligently conducted andvidhich a reserve or other appropriate provisibany, as shall be required in conformity
with GAAP shall have been made; or other Liensrgisut of judgments or awards against such Pamsttnrespect to which such Person
shall then be diligently prosecuting appeal or ofiteceedings for review;

(c) Liens for property taxes not yet subject togites for non-payment or which are being contestegbod faith and by appropriate legal
proceedings promptly instituted and diligently cootéd and for which a reserve or other approppateision, if any, as shall be required in
conformity with GAAP shall have been made;

(d) Liens in favor of issuers or surety bonds ttels of credit issued pursuant to the requeshdffar the account of such Person in the
ordinary course of its business; provided, howetiet such letters of credit may not constituteelrtédness;

(e) minor survey exceptions, minor encumbrancessrants or reservations of, or rights of othersrfghts of way, sewers, electric lines,
telegraph and telephone lines and other similgpgmes, or zoning or other restrictions as to tleeafiseal properties or liens incidental to the
conduct of the business of such Person or to theemship of its properties which were not Incurned¢@nnection with Indebtedness or other
extensions of credit and which do not in the aggtegnaterially adversely affect the value of sampprties or materially impair their use in
the operation of the business of such Person;

(f) Liens securing Indebtedness Incurred to finatheeconstruction or purchase of, or repairs, impneents or additions to, property, which
shall include, without limitation, Liens on the skoof the Restricted Subsidiary that has purchasexivns such property; provided, however,
that the Lien may not extend to any other propevimed by the Company or any Restricted Subsidiatiyeatime the Lien is incurred, and-
Indebtedness secured by the Lien may not be issed than 270 days after the later of the acqaisittompletion of construction, repair,
improvement, addition or commencement of full ogeraof the property subject to the Lien;

(9) Liens existing on the Issue Date (other thamkirelating to Indebtedness or other obligatia@isdirepaid or liens that are otherwise
extinguished with the proceeds of the Offering);

(h) Liens on property or shares of stock of a Feeddhe time such Person becomes a Subsidiaryide however, that any such lien may
not extend to any other property owned by the Camma any Restricted Subsidiary;

(i) Liens on property at the time the Company @udsidiary acquires the property, including anyussition by means of a merger or
consolidation with or into the Company or a Sulagigi provided, however, that such Liens are natiired in connection with, or in
contemplation of, such merger or consolidation; pravided, further, that the Lien may not exten@mny other property owned by the
Company or any Restricted Subsidiary;

(j) Liens securing Indebtedness or other obligatioha Subsidiary owing to the Company or a Wh@liyned Subsidiary;

(k) Liens incurred by a Person other than the Cowm any Subsidiary on assets that are the subjecCapitalized Lease Obligation to
which the Company or a Subsidiary is a party; pitesdi however, that any such Lien may not secure

89



Indebtedness of the Company or any Subsidiary (#xnevirtue of clause
(ix) of the definition of "Indebtedness") and magt extend to any other property owned by the Compmarany Restricted Subsidiary;

() Liens Incurred by a Restricted Subsidiary anassets to secure Non-Recourse Debt Incurredgnirguclause (vii) of the second
paragraph under "-- Limitation on Incurrence ofdhtedness" above, provided that such Lien (A)dsiired at the time of the initial
Incurrence of such Indebtedness and (B) does rienhdxo any assets or property of the Company pio#rer Restricted Subsidiary;

(m) Liens not in respect of Indebtedness arisinghfiJniform Commercial Code financing statementdriésrmational purposes with respect
to leases Incurred in the ordinary course of bissirand not otherwise prohibited by this Indenture;

(n) Liens not in respect of Indebtedness consigiirte interest of the lessor under any leasertadun the ordinary course of business and
not otherwise prohibited by this Indenture;

(o) Liens which constitute banker's liens, rightset-off or similar rights and remedies as to difpaccounts or other funds maintained with
any bank or other financial institution, whethesiug by operation of law or pursuant to contract;

(p) Liens to secure any refinancing, refundingeaston, renewal or replacement (or successiveamfings, refundings, extensions, renewals
or replacements) as a whole, or in part, of angleldness secured by any Lien referred to in treging clauses (f), (g), (h) and (i),
provided, however, that (xX) such new Lien shallitmited to all or part of the same property thatiged the original Lien (plus improvements
on such property) and (y) the Indebtedness sedhyeadch Lien at such time is not increased (othan by an amount necessary to pay fees
and expenses, including premiums, related to thearecing, refunding, extension, renewal or repfaert of such Indebtedness); and

(q) Liens by which the Notes are secured equaltyratably with other Indebtedness of the Compamngymant to the provisions described
under "-- Limitations on Liens," without effectiyeproviding that the Notes shall be secured equaily ratably with (or prior to) the
obligations so secured for so long as such obtigatare so secured; and

(r) Liens on assets relating to the Magic Valleyn&mting Station;

provided, however, that the Company may incur otliens to secure Indebtedness as long as the s(x) thfe amount of outstanding
Indebtedness secured by Liens incurred pursuahtggroviso plus (y) the Attributable Debt withrspect to all outstanding leases in
connection with Sale/Leaseback Transactions eniategursuant to the proviso under "-- Limitation Sale/Leaseback Transactions," does
not exceed 10% of Consolidated Net Tangible Asaetdetermined with respect to the Company as aénkdeof the most recent fiscal quarter
for which financial statements are available.

Change of Control. Under the terms of the Indenturéhe event of a Change of Control Triggeringefly the Company shall make an offer
to purchase (the "Change of Control Offer") thed@éahen outstanding at a purchase price equallté 1 the principal amount (excluding
any premium) thereof plus accrued and unpaid istdoethe Change of Control Purchase Date (aselfielow) on the terms set forth in this
provision. The date on which the Company shall pase the Notes pursuant to this
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provision (the "Change of Control Purchase Dathglidbe no earlier than 30 days, nor later thad®gs, after the notice referred to below is
mailed, unless a longer period shall be requirethtwy The Company shall notify the Trustee in vagtipromptly after the occurrence of any
Change of Control Triggering Event of the Compawoyblgation to offer to purchase all of the Notes.

Notice of a Change of Control Offer shall be maitgtthe Company to the Holders of the Notes at thsi registered address (with a cop
the Trustee and the Paying Agent) within thirty)(88ys after a Change in Control Triggering Eveag bccurred. The Change of Control
Offer shall remain open from the time of mailingila date not more than five (5) Business Day®teethe Change of Control Purchase
Date. The notice shall contain all instructions amaterials necessary to enable such Holders t@tdimdwhole or in part) the Notes pursuant
to the Change of Control Offer. The notice, whibalsgovern the terms of the Change of Control Qfball state:

(a) that the Change of Control Offer is being mpdesuant to the Indenture;
(b) the purchase price and the Change of Contnaltfaise Date;
(c) that any Note not surrendered or accepteddgment will continue to accrue interest;

(d) that any Note accepted for payment pursuatiteédChange of Control Offer shall cease to acantexrést after the Change of Control
Purchase Date;

(e) that any Holder electing to have a Note puretigs whole or in part) pursuant to a Change afit@ Offer will be required to surrender
the Note, with the form entitled "Option of HolderElect Purchase" on the reverse of the Note ceteg) to the Paying Agent at the address
specified in the notice (or otherwise make effextielivery of the Note pursuant to book-entry pohces and the related rules of the
applicable depositories) at least five (5) Busirieags before the Change of Control Purchase Datk; a

(f) that any Holder will be entitled to withdrawshor her election if the Paying Agent receives,latr than three (3) Business Days prior to
the Change of Control Purchase Date, a facsinalesmission or letter setting forth the name ofHléder, the principal amount of the Note
the Holder delivered for purchase and a statenfentstich Holder is withdrawing his or her electiomave the Note purchased.

On the Change of Control Purchase Date, the Comgpiaaly.

(i) accept for payment the Notes, or portions tbErsurrendered and properly tendered and not wathid, pursuant to the Change of Control
Offer,

(i) deposit with the Paying Agent, no later thah@ a.m. eastern standard time, money, in immelgiiatvailable funds, sufficient to pay the
purchase price of all the Notes or portions theseodccepted and

(iii) deliver to the Trustee, no later than 10:0taeastern standard time, the Notes so accepgethir with an Officers' Certificate stating
that such Notes have been accepted for paymeteb@ampany. The Paying Agent shall promptly mati@iver to Holders of Notes so
accepted payment in an amount equal to the purgirase Holders whose Notes are purchased onlaitwill be issued new Notes equal in
principal amount to the unpurchased portion ofNlo¢es surrendered.
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Transactions with Affiliates. Under the terms of tindenture, the Company shall not, and shall eanji any Restricted Subsidiary to,
directly or indirectly, enter into, permit to exisenew or extend any transaction or series oktetions (including, without limitation, the
sale, purchase, exchange or lease of any assetsparty or the rendering of any services) with Aff{liate of the Company unless

(i) the terms of such transaction or series ofdaations are (A) no less favorable to the Comparsuoh Restricted Subsidiary, as the case
may be, than would be obtainable in a comparahlestction or series of related transactions insalength dealings with an unrelated third-
party and (B) set forth in writing, if such trantian or series of transactions involve aggregagarEnts or consideration in excess of
$1,000,000, and

(i) with respect to a transaction or series ofs@ctions involving the sale, purchase, lease dnange of property or assets having a value in
excess of $5,000,000, such transaction or serigam$actions has been approved by a majorityeofiifinterested members of the Board of
Directors or, if there are no disinterested membéthe Board of Directors, the Board of Directofghe Company shall have received a
written opinion of a nationally recognized investrhbanking firm stating that such transaction ereseof transactions is fair to the Company
or such Restricted Subsidiary from a financial poinview.

The foregoing provisions do not prohibit
(i) the payment of reasonable fees to directoth®fCompany and its subsidiaries who are not enegloypf the Company or its subsidiaries;

(i) any transaction between the Company and a Wilvned Subsidiary or between Wholly Owned Sulzsids otherwise permitted by the
terms of the Indenture;

(iii) the payment of any Restricted Payment whiglexpressly permitted to be paid pursuant to therskparagraph under "-- Covenants --
Limitation on Restricted Payments;"

(iv) any issuance of securities or other reasonpljenents, awards or grants, in cash or othenpissuant to, or the funding of, employment
arrangements approved by the Board of Directors;

(v) the grant of stock options or similar rightsatmployees and directors of the Company pursuaggiatts approved by the Board of
Directors;

(vi) loans or advances to employees in the ordicaryse of business;

(vii) any repurchase, redemption or other retirenuérCapital Stock of the Company held by employaethe Company or any of its
Subsidiaries upon death, disability or terminabbemployment at a price not in excess of therfarket value thereof approved by the Bc
of Directors;

(viii) any transaction between or among the Compamy any Subsidiary in the ordinary course of bessrand consistent with past practices
of the Company and its Subsidiaries;

(ix) payments of principal, interest and commitmfeas under the Bank Credit Agreement; and
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(x) any agreement to do any of the foregoing. Alapsaction which has been determined, in the wiritfginion of an independent nationally
recognized investment banking firm, to be fairpfra financial point of view, to the Company or #pplicable Restricted Subsidiary shall be
deemed to be in compliance with this provision.

Sales of Assets. Under the terms of the Indenheither the Company nor any Restricted Subsidiagyl sonsummate any Asset Sale unless:

(i) the Company or such Restricted Subsidiary rexetonsideration at the time of such Asset Sdkaat equal to the fair market value, as
determined in good faith by the Board of Directafsthe shares or assets subject to such Asset Sale

(i) at least 60% of the consideration thereof neeg by the Company or such Restricted Subsidmgig the form of cash or cash equivalents
which are promptly converted into cash by the Rersceiving such payment, and

(iii) an amount equal to 100% of the Net Availallash is applied by the Company (or such Subsidéayhe case may be) as set forth he

Under the terms of the Indenture, the Company stwdlpermit any Unrestricted Subsidiary to make Asget Sale unless such Unrestricted
Subsidiary receives consideration at the time ohsAsset Sale at least equal to the fair marketevaf the shares or assets so disposed of as
determined in good faith by the Board of Directors.

Under the terms of the Indenture, within 365 daygl period being the "Application Period") followgithe consummation of an Asset Sale,
the Company or such Restricted Subsidiary shallyabp Net Available Cash from such Asset Saleotlews:

(i) first, to the extent the Company or such Restd Subsidiary elects, to reinvest in AdditionakAts (including by means of an investment
in Additional Assets by a Restricted Subsidiaryhwitet Available Cash received by the Company otlerdrestricted Subsidiary);

(i) second, to the extent of the balance of suehAvailable Cash after application in accordandé wlause (i), and to the extent the
Company or such Restricted Subsidiary elects (m¥dsired by the terms of any Senior Indebtednessip Indebtedness of such Restricted
Subsidiary), to prepay, repay or purchase Senaehtedness (other than Notes) or Indebtedness ¢bidne any Preferred Stock) of a
Restricted Subsidiary (in each case other thanbiiedimess owed to the Company or an Affiliate ofGloenpany);

(i) third, to the extent of the balance of suchtMvailable Cash after application in accordandé wlauses (i) and (ii), and to the extent the
Company or such Restricted Subsidiary elects, tohmse Notes; and

(iv) fourth, to the extent of the balance of suatt Mvailable Cash after application in accordanéé wlauses (i), (ii) and (iii), to make an
offer to purchase the Notes at not less than ph&icipal amount plus accrued interest (if any)goant to and subject to the conditions set
forth in the Indenture; provided, however, thatamnection with any prepayment, repayment or puwelud Indebtedness pursuant to clause
(i),

(i) or (iv) above, the Company or such Restricgbsidiary shall retire such Indebtedness andectngsrelated loan commitment (if any) to
be permanently reduced in an amount equal to tiheipal amount so prepaid, repaid or purchased.
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To the extent that any Net Available Cash from Asget Sale remains after the application of suchAvailable Cash in accordance with 1
paragraph, the Company or such Restricted Subgidiay utilize such remaining Net Available Castaity manner not otherwise prohibited
by the Indenture.

To the extent that any or all of the Net AvailaBlash of any Foreign Asset Sale is prohibited oaykHl by applicable local law from being
repatriated to the United States, the portion ochduet Available Cash so affected shall not be ireguo be applied at the time provided
above, but may be retained by the applicable RésttiSubsidiary so long, but only so long, as f@ieable local law will not permit
repatriation to the United States (the Companytheagreeing to promptly take or cause the apple&astricted Subsidiary to promptly take
all actions required by the applicable local lavpé&smit such repatriation). Once such repatriatibany of such affected Net Available Cash
is permitted under the applicable local law, sugbatriation shall be immediately effected and seglatriated Net Available Cash will be
applied in the manner set forth in this provisierifasuch Asset Sale had occurred on the dateatf spatriation.

Notwithstanding the foregoing, to the extent timet Board of Directors determines, in good faitlat trepatriation of any or all of the N
Available Cash of any Foreign Asset Sale would heaveaterial adverse tax consequence to the Comgiamilet Available Cash so affected
may be retained outside of the United States byapipdicable Restricted Subsidiary for so long ashsuaterial adverse tax consequence
would continue.

Under the Indenture, the Company shall not be redub make an offer to purchase the Notes if theAVailable Cash available from an
Asset Sale (after application of the proceeds asiged in clauses (i) and (ii) of the second pampbrabove) is less than $1,000,000 for any
particular Asset Sale (which lesser amounts slulbe carried forward for purposes of determinirether an offer is required with respect
to the Net Available Cash from any subsequent ASaé).

Notwithstanding the foregoing, this provision shadt apply to, or prevent any sale of assets, ptgper Capital Stock of Subsidiaries to 1
extent that the fair market value (as determinegbiod faith by the Board of Directors) of such asgeperty or Capital Stock, together with
the fair market value of all other assets, propentyCapital Stock of Subsidiaries sold, transfeéiwe otherwise disposed of in Asset Sales
during the twelve month period preceding the datuoh sale, does not exceed 5% of Consolidated Alagible Assets as determined as of
the end of the most recent fiscal quarter for whiicancial statements are available (it being usiberd that this provision shall only apply
with respect to the fair market value of such ags@iperty or Capital Stock in excess of 5% of adidated Net Tangible Assets), and no
violation of this provision shall be deemed to haceurred as a consequence thereof.

In the event of the transfer of substantially hlit(not all) of the property and assets of the Camypas an entirety to a Person in a transaction
permitted under the covenant described under "+gkteand Consolidation," the Successor Corporatiail be deemed to have sold the
properties and assets of the Company not so traedféor purposes of this covenant, and shall cgmyith the provisions of this covenant
with respect to such deemed sale as if it were sseASale.
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Limitation on the Issuance of Capital Stock andltfeirrence of Indebtedness of Restricted SubsédiaPursuant to the terms of the
Indenture, the Company shall not permit any RestliSubsidiary, directly or indirectly, to issuesell, and shall not permit any Person other
than the Company or a Wholly Owned Subsidiary to ¢@xcept to the extent that any such Person mawyamthe Issue Date), any shares of
such Restricted Subsidiary's Capital Stock (inglgdptions, warrants or other rights to purchaseeshof Capital Stock) except, to the extent
otherwise permitted by the Indenture,

(i) to the Company or another Restricted Subsidiaay is a Wholly Owned Subsidiary of the Company,

(i) if, immediately after giving effect to suchsisance and sale, such Restricted Subsidiary wauldnger constitute a Restricted Subsidiary
for purposes of the Indenture; provided, howevet & Restricted Subsidiary that has an interestHacility may sell shares of Non-
Convertible Stock that is not Preferred Stockfifelagiving effect to such sale, the Company or laolly Owned Subsidiary continues to hold
at least a majority of each class of Capital Stofckuch Restricted Subsidiary. The Company shalpeamit any Restricted Subsidiary,
directly or indirectly, to Incur Indebtedness otligain pursuant to the second paragraph under rhitdtion on Incurrence of Indebtedness."

Limitation on Changes in the Nature of the Busin@$® Indenture provides that the Company andutsBiaries shall engage only in the
business of acquiring, constructing, managing, ldgieg, improving, owning and operating Facilities, well as any other activities
reasonably related to the foregoing activitiesl(iding acquiring and holding reserves), including bot limited to investing in Facilities;
provided that up to 10% of the Company's Consatidadtal assets may be used in Unrelated Businesdesut constituting a violation of
this covenant. In addition, the Company will, anitl eause its Subsidiaries, to conduct their refipedusinesses in a manner so as to
maintain the exemption of the Company and its Slidses from treatment as a public utility holdicgmpany under PUHCA or an electric
utility or public utility under any federal, state local law; provided, however, to the extent thiay such law is amended following the Issue
Date in such a manner that would (absent applicatfdhis proviso) make compliance with this paeagr result in a material adverse effect
on the Company's results of operations or finarenadition, then the Company shall not be requicecomply with this paragraph, but only
to the extent of actions or failures to act thatlddabsent application of this proviso) constitui@ations of this Covenant solely as a result
of such amendment.

Limitation on Subsidiary Investments. The Indentprevides that the Company will not permit any Sdiasy with an interest in a Facility to
make any investment in or merge with any othergrergith an interest in a power generation facitity except in connection with the
acquisition of Related Assets by such Subsidiargn Unrelated Business.
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Merger and Consolidation. Under the terms of ed¢heindentures, the Company shall not, in a gitiginsaction or through a series of
related transactions, consolidate with or mergé witinto any other corporation or sell, assigmv&y, transfer or lease or otherwise dispose
of all or substantially all of its properties argbats as an entirety to any Person or group diaéfil Persons unless:

(i) either (A) the Company shall be the continulgyson, or (B) the Person (if other than the Compommed by such consolidation or into
which the Company is merged or to which the prapernd assets of the Company as an entiretyaarsférred (the "Successor
Corporation") shall be a corporation organized exidting under the laws of the United States or @itaye thereof or the District of Columbia
and shall expressly assume, by an indenture supplito the Indenture, executed and deliveretiédTtustee, in form and substance
reasonably satisfactory to the Trustee, all thégabibns of the Company under the Indenture and\ibtes;

(i) immediately before and immediately after gigiaffect to such transaction on a pro forma basid (reating any Indebtedness which
becomes an obligation of the Company (or the Ssce&Sorporation if the Company is not the contiguadligor under the Indenture) or any
Restricted Subsidiary as a result of such transaets having been Incurred by such Person atrtfeedf such transaction), no Default shall
have occurred and be continuing;

(iii) the Company shall have delivered, or caugeld delivered, to the Trustee an Officers' Cesi# and, as to legal matters, an Opinion of
Counsel, each in form and substance reasonab$fesztry to the Trustee, each stating that suckal@ation, merger or transfer and such
supplemental indenture comply with the Indenture guat all conditions precedent herein providedrétating to such transaction have been
complied with;

(iv) immediately after giving effect to such trangan on a pro forma basis (and treating any Inelgf¢ss which becomes an obligation of the
Company (or the Successor Corporation if the Compgnot the continuing obligor under the Indenjurea Restricted Subsidiary in
connection with or as a result of such transaci®having been Incurred by such Person at thedfraech transaction), the Company (or the
Successor Corporation if the Company is not theicoimg obligor under the Indenture) shall haveansblidated Net Worth in an amount
which is not less than the Consolidated Net Wofttihe Company immediately prior to such transactand

(v) immediately after giving effect to such transac on a pro forma basis (and treating any Indégss which becomes an obligation of the
Company (or the Successor Corporation if the Compgnot the continuing obligor under the Indenjurea Restricted Subsidiary in
connection with or as a result of such transaci®having been Incurred by such Person at thedfraech transaction), the Consolidated
Coverage Ratio of the Company (or the Successqudtation if the Company is not the continuing obtignder the Indenture) is at least
1.10:1, or, if less, equal to the Consolidated Cage Ratio of the Company immediately prior to strahsaction; provided that, if the
Consolidated Coverage Ratio of the Company befiagyeffect to such transaction is within the rarggt forth in column (A) below, then
the pro forma Consolidated Coverage Ratio of them@amy (or the Successor Corporation if the Compsumpt the continuing obligor under
the Indenture) shall be at least equal to the fexfSgl) the ratio determined by
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multiplying the percentage set forth in column (®Jow by the Consolidated Coverage Ratio of the gamg prior to such transaction and
(2) the ratio set forth in column (C) below:

(A) (B) ©

1.11:1t0 1.99: 1., 100% 1 .6:1

2.00:1t02.99:1...c.ccciiiieeinnnn. 90% 2 1l
3.00:1t03.99: 1., 80% 2 4:1
4.00:1 Or MOre....ccccvvvvvvereeeenennnn. 70% 2 5:1

Notwithstanding the foregoing clauses (ii), (ivdai), any Restricted Subsidiary (other than a #lidny having an interest in a Facility) m
consolidate with, merge into or transfer all ortpirits properties and assets to the Company pMémolly Owned Subsidiary or Wholly
Owned Subsidiaries (other than a Subsidiary or Eidrges which have an interest in a Facility) aredviolation of this provision will be
deemed to have occurred as a consequence thesdoffigaas the requirements of clauses (i) andafig)satisfied in connection therewith.

Upon any such assumption by the Successor Corporatkcept in the case of a lease, the Successpofation shall succeed to and be
substituted for the Company under the Indentureta@dNotes and the Company shall thereupon besedieiaom all obligations under the
Indenture and under the Notes and the Companyegsréiilecessor corporation may thereupon or atigeythereafter be dissolved, wounc

or liguidated. The Successor Corporation thereupan cause to be signed, and may issue either anitsname or in the name of the
Company, all or any of the Notes issuable undeifridenture which theretofore shall not have begnesi by the Company and delivered to
the Trustee; and, upon the order of the Successgrotation instead of the Company and subjectltthalterms, conditions and limitations
prescribed in the Indenture, the Trustee shallenitbate and shall deliver any Notes which the 8ssor Corporation thereafter shall cause to
be signed and delivered to the Trustee for thgiqgme. All the Notes so issued shall in all respkate the same legal rank and benefit under
the Indenture as the Notes theretofore or theneis&aed in accordance with the terms of the Ingenas though all such Notes had been
issued at the date of the execution of the Indentur

In the case of any such consolidation, mergeraorstier, such changes in form (but not in substames) be made in the Notes thereafter t
issued as may be appropriate.

EVENTS OF DEFAULT
"Events of Default" are defined in the Indenture as
(a) default for 30 days in payment of any interastallment due and payable on the Notes,

(b) default in payment of the principal when dueanry Note, or failure to purchase Notes when regupursuant to the Indenture or the
Notes,

(c) default in performance of any other covenantagreements in the Indenture or in the Notes @od&ys after written notice to the
Company by the Trustee or to the Company and thet@e by the holders of at least 25% in principadant of the Notes then outstanding,

(d) there shall have occurred either (i) a defaylthe Company or any Subsidiary under any instntroeinstruments under which there is or
may be secured or evidenced any Indebtedness @fdhmany or any Subsidiary of the
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Company (other than the Notes) having an outstangiimcipal amount of $2,000,000 (or its foreigmremcy equivalent) or more individua
or $5,000,000 (or its foreign currency equivalertjnore in the aggregate that has caused the Isaldereof to declare such Indebtedness to
be due and payable prior to its Stated Maturit(iipa default by the Company or any Subsidiarytia payment when due of any portion of
the principal under any such instrument, and sunghaid portion exceeds $2,000,000 (or its foreigmency equivalent) individually or
$5,000,000 (or its foreign currency equivalent)hie aggregate and is not paid, or such defaulttisured or waived, within any grace period
applicable thereto, unless such Indebtednessdbatiged within 20 days of the Company or a Restti&ubsidiary becoming aware of such
default; provided, however, that the foregoing khat apply to any default on Non-Recourse Indetésd;

(e) any final judgment or order (not covered byasce) for the payment of money shall be rendagainst the Company or any Significant
Subsidiary in an amount in excess of $2,000,00@t¢doreign currency equivalent) individually d&,$00,000 (or its foreign currency
equivalent) in the aggregate for all such finalgogénts or orders against all such Persons (treatiggleductibles, self-insurance or retention
as not so covered) and shall not be dischargedihend shall be any period of 30 consecutive dalysvwing entry of the final judgment or
order in excess of $2,000,000 (or its foreign auwryeequivalent) individually or that causes theragate amount for all such final judgments
or orders outstanding against all such Personsdeesl $5,000,000 (or its foreign currency equividldaring which a stay of enforcement of
such final judgment or order, by reason of a pegpdimpeal or otherwise, shall not be in effect; and

(f) certain events of bankruptcy, insolvency angrganization of the Company.

If any Event of Default (other than an Event of &éf described in clause

(f) with respect to the Company) occurs and is iooiimg, the Indenture provides that the Trusteadiyce to the Company, or the Holders of
at least 25% in principal amount of the Notes bijagoto the Company and the Trustee, may declar@timcipal amount of the Notes and .
accrued and unpaid interest to be due and payainhediately. If an Event of Default described inusla (f) with respect to the Company
occurs, the principal of and interest on all theddashall ipso facto become and be immediatelyashdepayable without any declaration or
other act on the part of the Trustee or any Holdéfdotes. The Holders of a majority in principat@unt of the Notes by notice to the Trus
may rescind any such declaration and its consegsahthe rescission would not conflict with anggument or decree and if all existing
Events of Default have been cured or waived ottan the non-payment of principal of or interesttoe Notes which shall have become due
by such declaration.

The Company must file annually with the Trusteedificate describing any Default by the Companyhie performance of any conditions or
covenants that has occurred under the Indentur@ssthtus. The Company must give the Trustedemritotice within 30 days of any
Default under the Indenture that could mature antdvent of Default described in clause (c), (€).,aof (f) of the second preceding paragraph.

The Trustee is entitled, subject to the duty of Thestee during a Default to act with the requisezhdard of care, to be indemnified before
proceeding to exercise any right or power undetridenture at the direction of the Holders of thetdé$ or which requires the Trustee to
expend or risk its own funds or otherwise incur &ingncial liability. The Indenture also providdmt the Holders of a majority in principal
amount of the Notes
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issued under the Indenture may direct the timehaotkand place of conducting any proceeding forranyedy available to the Trustee or
exercising any trust or power conferred on the fEeishowever, the Trustee may refuse to follow gugh direction that conflicts with law or
the Indenture, is unduly prejudicial to the righfother Holders of the Notes, or would involve rreistee in personal liability.

The Indenture provides that while the Trustee gahlyemust mail notice of a Default or Event of Deltato the holders of the Notes within 90
days of occurrence, the Trustee may withhold ndatidke Holders of the Notes of any Default or BuagfrDefault (except in payment on the
Notes) if the Trustee in good faith determines thatwithholding of such notice is in the interekthe Holders of the Note

MODIFICATION OF THE INDENTURE

Under the terms of the Indenture, the Company had'tustee may, with the consent of the Holders wigjority in principal amount of the
outstanding Notes amend or supplement the Indeotuttee Notes except that no amendment or supplemay, without the consent of each
affected Holder,

(i) reduce the principal of or change the Stateduviiy of any Note,

(i) reduce the rate of or change the time of paynod interest on any Note,

(iii) change the currency of payment of the Notes,

(iv) provide that the Notes will be redeemable pt@mmaturity,

(v) reduce the amount of Notes, the holders of tvinuist consent to an amendment or supplement or

(vi) change the provisions of the Indenture refatm waiver of past defaults, rights of Holdergstod Notes to receive payments or the
provisions relating to amendments of the Indenthiat require the consent of Holders of each aftebtete.

ACTIONS BY NOTEHOLDERS

Under the terms of the Indenture, a Holder of Nates not pursue any remedy with respect to theritwdte or the Notes (except actions for
payment of overdue principal or interest), unless

(i) the Holder has given notice to the Trustee obatinuing Event of Default,

(if) Holders of at least 25% in principal amounttioé Notes have made a written request to the &eustpursue such remedy,

(iii) such Holder or Holders have offered the Tagssecurity or indemnity reasonably satisfactony égainst any loss, liability or expense,
(iv) the Trustee has not complied with such requéstin 60 days of such request and offer and

(v) the Holders of a majority in principal amourittioe Notes have not given the Trustee an incagisigtirection during such 60-day period.
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DEFEASANCE, DISCHARGE AND TERMINATION

Defeasance and Discharge. The Indenture providgsht Company will be discharged from any anahbligations in respect of the Notes,
and the provisions of the Indenture will no longerin effect with respect to such Notes (exceptdarong other matters, certain obligations
to register the transfer or exchange of such Ndbe®place stolen, lost or mutilated Notes, tortean paying agencies and to hold monies for
payment in trust, and the rights of holders to reepayments of principal and interest thereon)then123rd day after the date of the deposit
with the Trustee, in trust, of money or U.S. Goveemt Obligations that, through the payment of egéand principal in respect thereof in
accordance with their terms, will provide moneyaarombination thereof, in an amount sufficienp&y the principal of and interest on such
Notes, when due in accordance with the terms ofrttienture and such Notes. Such a trust may ongstablished if, among other thin

(i) the Company has delivered to the Trustee either

(a) an Opinion of Counsel (who may not be empldyethe Company) to the effect that Holders will netognize income, gain or loss for
federal income tax purposes as a result of suchgiteplefeasance and discharge and will be sutgdetieral income tax on the same amount
and in the same manner and at the same times dd hae been the case if such deposit, defeasamacdischarge had not occurred, which
Opinion of Counsel must refer to and be based @pating of the Internal Revenue Service or a cleangpplicable federal income tax law
occurring after the date of the Indenture or

(b) a ruling of the Internal Revenue Service tohseffect, and

(if) no Default under the Indenture shall have oped and be continuing on the date of such depositiring the period ending on the 123rd
day after such date of deposit and such depoditrsitaresult in or constitute a Default or resulia breach or violation of, or constitute a
default under, any other agreement or instrumenthich the Company is a party or by which the Conypia bound.

Defeasance of Certain Covenants and Certain Eeémefault. The Indenture further provides that phevisions of the Indenture will no
longer be in effect with respect to the provisidescribed in clauses (iv) and (v) under "-- CovénanMerger and Consolidation" and all the
other covenants described herein under "-- Coverfacituse (c) under "-- Events of Default” witlspect to such covenants and clauses (iv)
and (v) under "-- Covenants -- Merger and Constibdd' and clauses (d) and (e) under "-- Event®efault" shall be deemed not to be
Events of Default under the Indenture, and the isions described herein under "-- Ranking" shallapply, upon the deposit with the
Trustee, in trust, of money or U.S. Government @dilons that through the payment of interest aimtjpal in respect thereof in accordance
with their terms will provide money in an amounff&ient to pay the principal of and interest oe tRotes issued thereunder when due in
accordance with the terms of the Indenture. Suchsa may only be established if, among other thjtlge provisions described in clause (ii)
of the immediately preceding paragraph have begsfisd and the Company has delivered to the TeuateOpinion of Counsel (who may

be an employee of the Company) to the effect timtHolders will not recognize income, gain or ltmsfederal income tax purposes as a
result of such deposit and defeasance of certaier@nts and Events of Default and will be subjedetieral income tax on the same amount
and in the same
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manner and at the same times as would have beeadkdf such deposit and defeasance had not edcurr

Defeasance and Certain Other Events of Defauthdrevent the Company exercises its option to oamtpliance with certain covenants and
provisions of the Indenture with respect to thed$pts described in the immediately preceding papagand such Notes are declared due
payable because of the occurrence of an Event fafulléhat remains applicable, the amount of mooe.S. Government Obligations on
deposit with the Trustee will be sufficient to gaiyncipal of and interest on Notes on the respedtiates on which such amounts are due but
may not be sufficient to pay amounts due on suded@t the time of the acceleration resulting fguoh Event of Default. However, the
Company shall remain liable for such payments.

Termination of Company's Obligations in Certaindmstances. The Indenture further provides thaCtrapany will be discharged from
any and all obligations in respect of the Notes tliedprovisions of such Indenture will no longeribeffect with respect to the Notes (except
to the extent provided under "-- Defeasance andHaige") if such Notes mature within one year &rd@ompany deposits with the Trustee,
in trust, money or U.S. Government Obligations tttabugh the payment of interest and principakispect thereof in accordance with their
terms, will provide money in an amount sufficiemtpay the principal of, premium, if any, and accrigerest on such Notes when due in
accordance with the terms of the Indenture and Bloths. Such a trust may only be established i§ragother things,

(i) no Default under the Indenture shall have ogediand be continuing on the date of such deposit,

(i) such deposit will not result in or constitieDefault or result in a breach or violation of constitute a Default under, any other agreement
or instrument to which the Company is a party omlych it is bound and

(iii) the Company has delivered to the Trustee amin of Counsel stating that such conditions hasen complied with.

Pursuant to this provision, the Company is not ireguto deliver an Opinion of Counsel to the effinztt Holders will not recognize income,
gain or loss for U.S. federal income tax purposea eesult of such deposit and termination, ancktlseno assurance that Holders would not
recognize income, gain or loss for U.S. federabine tax purposes as a result thereof or that Heldeuld be subject to U.S. federal income
tax on the same amount and in the same mannett éimel same times as would have been the caselifdeposit and termination had not
occurred.

UNCLAIMED MONEY

Under the terms of the Indenture, subject to amfiegble abandoned property law, the Trustee vailt o the Company upon request any
money held by it for the payment of principal oteirest that remains unclaimed for two years. Afteyment to the Company, Holders of
Notes entitled to such money must look to the Comggar payment as general creditc

CONCERNING THE TRUSTEE AND PAYING AGENT

The Bank of New York will act as Trustee under lingenture and will initially be Paying Agent andd#arar for the Notes. The Company
may have in the future other relationships withhsbank. Notices to the Trustee, Paying Agent argidtar under
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the Indenture should be directed to The Bank of Nerk, 101 Barclay Street, 21st Floor, New York viN¥ork 10286, Attention: Corporate
Trust Trustee Administration.

GOVERNING LAW
Under the terms of the Indenture, the laws of tta@eSof New York govern the Indenture and the Notes
BOOK-ENTRY SYSTEM

The Notes will be represented by one or more Glblmks (collectively, the "Global Note") registefiadhe name of a nominee of The
Depository Trust Company, as Depositary ("DTC")odphe issuance of the Global Note (each a "Glbloaé" and together the "Global
Notes"), DTC or its custodian will credit, on it#érnal system, the respective principal amounhefindividual beneficial interes
represented by such Global Note to the accourpeisions who have accounts with such depositanh 8crounts initially will be designated
by or on behalf of the underwriters, dealer or &ge@wnership of beneficial interests in a Globaté\will be limited to persons who have
accounts with DTC ("participants") or persons wiloddhinterests through participants. Ownership ofdfieial interests in the Global Note
will be shown on, and the transfer of that ownggshill be effected only through, records maintaifsydDTC or its nominee (with respect to
interests of participants) and the records of pidints (with respect to interests of persons atiem participants).

So long as DTC, or its nominee, is the registengday or holder of a Global Note, DTC or such nomires the case may be, will be
considered the sole owner or holder of the Notpeesented by such Global Note for all purposes utidelndenture and the Notes. No
beneficial owner of an interest in a Global Notd i able to transfer that interest except in agdance with DTC's applicable procedures, in
addition to those provided for under the Indenture.

Payments of the principal of, and interest on,Gl@bal Notes will be made to DTC or its nomineethascase may be, as the registered ownel
thereof. Neither the Company, the Trustee nor ayyrig Agent will have any responsibility or lialylifor any aspect of the records relating

to or payments made on account of beneficial ovimglisterests in the Global Notes or for maintagnisupervising or reviewing any records
relating to such beneficiary ownership interests.

The Company expects that DTC or its nominee, upoript of any payment of principal or interestéspect of a Global Note will credit
participants' accounts with payments in amountpgmtionate to their respective beneficial interéstthe principal amount of such Global
Note as shown on the records of DTC or its nomifiée. Company also expects that payments by paatitspto owners of beneficial intere
in such Global Note held through such participavitsbe governed by standing instructions and cuomtry practices, as is now the case with
securities held for the accounts of customers tegid in the names of nominees for such custorBeich payments will be the responsibility
of such participants.

Transfers between participants in DTC will be efiéelcin the ordinary way in accordance with DTC suded will be settled in same-day
funds. If a holder requires physical delivery d@ertificated Note for any reason, including to $édites to persons in states which require
such delivery of such Notes or to pledge such Natesh holder
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must transfer its interest in the Global Note inaadance with the normal procedures of DTC andtibeedures set forth in the Indenture.

DTC has advised the Company that it will take actyom permitted to be taken by a holder of Notesl(iding the presentation of Notes for
exchange as described below) only at the directfamne or more participants to whose account th€ Dferests in the Global Note is
credited and only in respect of such portion ofabgregate principal amount of Notes as to whiah qarticipant or participants has or have
given such direction. However, if there is an EvenDefault under the Notes, DTC will exchange @&lebal Note for Certificated Notes
which it will distribute to its participants.

DTC has advised the Company as follows: DTC isnétéid purpose trust company organized under the tifvthe State of New York, a
"banking organization" within the meaning of NewrK@anking Law, a member of the Federal ReservéeBysa "clearing corporation”

within the meaning of the Uniform Commercial Codel @ "Clearing Agency" registered pursuant to ttevigions of Section 17A of the
Securities Exchange Act of 1934. DTC was creatdubtd securities for its participants and faciltéihe clearance and settlement of securities
transactions between participants through eleatrbook-entry changes in accounts of its participathiereby eliminating the need for
physical movement of certificates. Participantdude securities brokers and dealers, banks, tampanies and clearing corporations and
certain other organizations. Indirect access tdXh€ system is available to others such as bank&gbs, dealers and trust companies that
clear through or maintain a custodial relationshiih a participant, either directly or indirectir{direct participants™).

Although DTC has agreed to the foregoing procediresder to facilitate transfers of interest i tBlobal Note among participants of DTC,
it is under no obligation to perform or continueprform such procedures, and such procedures mdisbontinued at any time. Neither the
Company nor the Trustee will have any responsititit the performance by DTC or its respective ipgants or indirect participants of their
respective obligations under the rules and pro@sigoverning their operations.

CERTIFICATED NOTES

If DTC is at any time unwilling or unable to conimas a depositary for the Global Note and a ssocelepositary is not appointed by the
Company within 90 days, the Company will issue i@lested Notes in exchange for the Global Note.
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DESCRIPTION OF CERTAIN OTHER INDEBTEDNESS
7 7/8% SENIOR NOTES DUE 2008

On March 31, 1998 and July 24, 1998, we issued $3®dlion and $100.0 million, respectively, aggadg principal amount of 7 7/8% Sen
Notes. The 7 7/8% Senior Notes are senior unseabightions of our company and rank equal with @tiner senior notes, including t
Senior Notes being offered pursuant to this prosisec

The 7 7/8% Senior Notes bear interest at a rate/8% per annum payable semi-annually on Aprihd @ctober 1 of each year and mature
on April 1, 2008. The 7 7/8% Senior Notes are nfect to redemption prior to maturity.

Upon a Change of Control Triggering Event (as defim the 7 7/8% Indenture), each holder of 7 788hior Notes will have the right to
require us to repurchase such 7 7/8% Senior NotE81&%6 of the principal amount thereof plus accraed unpaid interest to the repurchase
date. The Revolving Credit Facility limits our atyilto redeem the 7 7/8% Senior Notes.

Similar to the indentures governing the Senior Nditeing offered pursuant to this prospectus (abgestito similar qualifications), the 7
7/8% Indenture contains certain covenants that ngnather things, limit (1) the incurrence of adufital debt by us and our subsidiaries, (2)
the payment of dividends on and redemptions oftabgiock by us and our subsidiaries, (3) the digareeds from the sale of assets and
subsidiary stock, (4) transactions with affiliates,

(5) the incurrence of liens, (6) sale and leaselr@isactions and (7) consolidations, mergers andio transfers of assets.

The foregoing summary describes certain provisadfrtee 7 7/8% Indenture and the 7 7/8% Senior Na@e®py of each of which is available
upon request made to us. The foregoing summary matgsurport to be complete and is subject to arglalified in its entirety by reference
to the 7 7/8% Indenture and the form of 7 7/8% &eNotes.

8 3/4% SENIOR NOTES DUE 2007

On July 8, 1997 and September 10, 1997, we issk@d.@ million and $75.0 million, respectively, aggate principal amount of 8 3/4%
Senior Notes. The 8 3/4% Senior Notes are seniseaured obligations of our company and rank eqital @ur other senior notes, including
the Senior Notes being offered pursuant to thispeotus.

The 8 3/4% Senior Notes bear interest at a ra83#% per annum payable semi-annually on Januagndl July 15 of each year and mature
on July 15, 2007. The 8 3/4% Senior Notes are radbée at our option, in whole or in part, at amyeiafter July 15, 2002 at the various
redemption prices set forth in the 8 3/4% Indentphes accrued interest to the date of redemptioaddition, prior to July 15, 2000, up to
$96.3 million of the 8 3/4% Senior Notes may becerded at 108.75% of the principal amount therdao§ accrued interest, with the net
proceeds of one or more public equity offeringaiby

Upon a Change of Control Triggering Event (as defim the 8 3/4% Indenture), each holder of 8 38Enior Notes will have the right to
require us to repurchase such 8 3/4% Senior NotE8146 of the principal amount thereof plus accraed unpaid interest to the repurchase
date. The Revolving Credit Facility limits our atyilto redeem the 8 3/4% Senior Notes.
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Similar to the indentures governing the Senior Nditeing offered pursuant to this prospectus (abgestito similar qualifications), the 8
3/4% Indenture contains certain covenants thatngnether things, limit (i) the incurrence of addital debt by us and our subsidiaries, (ii)
the payment of dividends on and redemptions oftabgiock by us and our subsidiaries, (iii) the asproceeds from the sale of assets and
subsidiary stock, (iv) transactions with affiliat¢g) the incurrence of liens, (vi) sale and leasittransactions and (vii) consolidations,
mergers and certain transfers of assets.

The foregoing summary describes certain provisaifrtee 8 3/4% Indenture and the 8 3/4% Senior Na@e®py of each of which is available
upon request made to us. The foregoing summary matgsurport to be complete and is subject to arglualified in its entirety by reference
to the 8 3/4% Indenture and the form of 8 3/4% &eNotes.

10 1/2% SENIOR NOTES DUE 2006

On May 16, 1996, we issued $180.0 million aggregaitecipal amount of 10 1/2% Senior Notes. Duri®98, we repurchased a total of $8.3
million in aggregate principal amount of the 10%/&enior Notes. The 10 1/2% Senior Notes are semigecured obligations of our comp.
and will rank equal with our other senior notegjuding the Senior Notes being offered pursuarhi®prospectus.

The 10 1/2% Senior Notes bear interest at a ral® df’2% per annum payable semi-annually on Mayh#,November 15 of each year and
mature on May 15, 2006. The 10 1/2% Senior Noteseadeemable at our option, in whole or in pargrattime after May 15, 2001 at the
various redemption prices set forth in the 10 1i8#enture, plus accrued interest to the date afrmmgation. In addition, prior to May 15, 19
up to $63.0 million of 10 1/2% Senior Notes mayddeemed at 110.50% of the principal amount thep@o$ accrued interest, with the net
proceeds of one or more public equity offeringaiby

Upon a Change of Control Triggering Event (as defim the 10 1/2% Indenture), each holder of 104d.&enior Notes will have the right to
require us to repurchase such 10 1/2% Senior Not&€81% of the principal amount thereof plus acdraled unpaid interest to the repurchase
date. The Revolving Credit Facility limits our atyilto redeem the 10 1/2% Senior Notes.

Similar to the indentures governing the Senior Nditeing offered pursuant to this prospectus (abgestito similar qualifications), the 10
1/2% Indenture contains certain covenants thatgnether things, limit (1) the incurrence of aduti@l debt by us and our subsidiaries, (2)
the payment of dividends on and redemptions oftabgiock by us and our subsidiaries, (3) the digareeds from the sale of assets and
subsidiary stock, (4) transactions with affiliatés), the incurrence of liens, (6) sale and leaseli@mnsactions and (7) consolidations, mergers
and certain transfers of assets.

The foregoing summary describes certain provisafrtee 10 1/2% Indenture and the 10 1/2% Senioebla copy of each of which is
available upon request made to us. The foregoingrsary does not purport to be complete and is stiljeaind is qualified in its entirety by
reference to the 10 1/2% Indenture and the fort00f/2% Senior Notes.

9 1/4% SENIOR NOTES DUE 2004

On February 17, 1994, we issued $105.0 million eggte principal amount of 9 1/4% Senior Notes inagerwritten public offering. The 9
1/4% Senior Notes are senior unsecured obligatbosir company and will rank equal with our otheni®r notes, including the Senior No
being offered pursuant to this prospectus.
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The 9 1/4% Senior Notes bear interest at a ra®eld8% per annum payable seaminually on February | and August | of each yeal m@ature
on February 1, 2004. The 9 1/4% Senior Notes ateemmable at our option, in whole or in part, at time after February 1, 1999 at the
various redemption prices set forth in the 9 1/4fdehture, plus accrued interest to the date ofmetien.

Upon a Change of Control Triggering Event (as d&fim the 9 1/4% Indenture), each holder of 9 18&nior Notes will have the right to
require us to repurchase such 9 1/4% Senior NotE814%6 of the principal amount thereof plus accraed unpaid interest to the repurchase
date. The Revolving Credit Facility limits our atyilto redeem the 9 1/4% Senior Notes.

Similar to the indentures governing the Senior Nditeing offered pursuant to this prospectus (abgestito similar qualifications), the 9
1/4% Indenture contains certain covenants thatngnother things, limit (1) the incurrence of adaliial debt by us and our subsidiaries, (2)
the payment of dividends on and redemptions oftabgiock by us and our subsidiaries, (3) the diggareeds from the sale of assets and
subsidiary stock, (4) transactions with affiliates,

(5) the incurrence of liens, (6) sale and leaselr@isactions and (7) consolidations, mergers andio transfers of assets.

The foregoing summary describes certain provisadfrtee 9 1/4% Indenture and the 9 1/4% Senior Na@e®py of each of which is available
upon request made to us. The foregoing summary matgsurport to be complete and is subject to argualified in its entirety by reference
to the 9 1/4% Indenture and the form of 9 1/4% &eNtes.

OTHER

See "Business Description of Facilities” and "Management's Disgion and Analysis of Financial Condition and Ressaf Operations” for
description of our other indebtedness.
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CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

The discussion set forth in this summary is basethe provisions of the Internal Revenue Code &6]19s amended (the "Code"), final,
temporary and proposed Treasury regulations theleruand administrative and judicial interpretatitimsreof, all as in effect on the date
hereof and all of which are subject to change (pbssn a retroactive basis).

This summary is for general information only aneéslaot purport to address all of the federal inctemeconsequences that may be applic

to a holder of Senior Notes. The tax treatmentloblder of Senior Notes may vary depending onaisigular situation. For example, certain
holders, including individual retirement and otkex-deferred accounts, insurance companies, taxygixerganizations, financial institutions
and broker-dealers, may be subject to special ndesliscussed below. This discussion addressdsstheonsequences to the initial holders of
the Senior Notes which hold the Senior Notes aapétal asset.

EACH HOLDER SHOULD CONSULT ITS OWN TAX ADVISOR WITHRESPECT TO THE FEDERAL INCOME TAX
CONSEQUENCES SET FORTH BELOW AND ANY OTHER FEDERARTATE, LOCAL OR FOREIGN TAX CONSEQUENCES OF
ACQUIRING, HOLDING AND DISPOSING OF THE SENIOR NOB=

UNITED STATES HOLDERS

In this discussion, "United States holder" meahya(citizen or resident of the United States;a2prporation, partnership or other entity
created or organized under the laws of the UnitateS or of any state; (3) an estate, the inconvehath is subject to United States federal
income taxation regardless of its source; or (@yst, the administration of which is subject te firimary supervision of a United States court
and the control of all the substantial decisiong/bich is within the authority of one or more UmnitStates persons.

STATED INTEREST

A United States holder of a Senior Note will beuiegd to report as income for federal income tasppaes interest earned on a Senior N¢
accordance with the United States holder's metlidaixcaccounting. A United States holder of a Sehiote using the accrual method of
accounting for tax purposes is, as a general retpiired to include interest in ordinary incomesash interest accrues, while a cash basis
United States holder must include interest incorhemcash payments are received (or made availabtedeipt) by such holder.

ORIGINAL ISSUE DISCOUNT

If the Senior Notes are issued with original isdiszount ("OID") within the meaning of Sections 22ahd 1273 of the Code and the pertir
Treasury regulations, United States holders oSeior Notes generally will be required to incledeeh OID in gross income as it accrues.
The total amount of OID, if any, with respect tele&enior Note will be any excess of its "statetbraption price at maturity" over its "issue
price"; provided that a Senior Note will be deemetito have OID if such excess is less than 1/6fof the Senior Note's stated redemption
price at maturity multiplied by the number of comgl years to its maturity from its issue date. Tissue price" of the Senior Notes
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(or a particular issue of Senior Notes) generalilylve the first price at which a substantial ambofhsuch Senior Notes are sold. The "stated
redemption price at maturity" of the Senior Notek ae the sum of all payments provided by the Seiotes other than "qualified stated
interest" payments. The term "qualified statedried®' generally means stated interest that is utitionally payable in cash or property (ot
than debt instruments of the issuer) at least dlynata single fixed rate. A United States holdéa Senior Note issued with OID would be
required to include the OID in income for federaddme tax purposes as it accrues under a "constddtmethod,"” regardless of such United
States holder's method of accounting for tax pueposo the extent required by applicable law, wiefuinish to the IRS and to record Unit
States holders of the Senior Notes information wépect to the OID, if any, accruing during thkeodar year (as well as interest paid dul
that year).

SALE, EXCHANGE OR OTHER TAXABLE DISPOSITION OF A SE NIOR NOTE

Upon the sale, exchange or other taxable dispaositi@ Senior Note, a United States holder wilbgrdze taxable gain or loss equal to the
difference between (1) the amount of cash andaherfarket value of property received (other thamoants received attributable to interest
not previously taken into account, which amount b treated as interest received), and (2) theéedrtates holder's adjusted tax basis ir
Senior Note. A United States holder's adjustedtesis in a Senior Note generally will equal thet dshe Senior Note to the United States
holder, increased by the amount of any OID previjoueluded in income by the holder with respecthe Senior Note and reduced by any
payments previously received by the holder witlpees to the Senior Note, other than qualified statéerest payments, and by any premium
amortization deductions previously claimed by tbh&lar. Provided that the Senior Note has beenfoelchore than one year, any gain or loss
recognized by the holder will generally be a loag¥ capital gain or loss.

NON-UNITED STATES HOLDERS
INTEREST AND OID

In general, payments of interest (including any Digxeived or accrued by a holder of a Senior Nwdeis not a United States holder (a "non-
United States holder") will not be subject to Uditgtates federal withholding tax, provided that:

(1) (&) the non-United States holder does not dgtaaconstructively own 10% or more of the totaimbined voting power of all classes of
our stock entitled to vote,

(b) the non-United States holder is not a contdoftereign corporation that is related to us acyuafl constructively through stock ownership,
and

(c) the beneficial owner of the Senior Note, ungemalty of perjury, either directly or through adncial institution which holds the Senior
Note on behalf of the n-United States holder and holds customers' secaiitithe ordinary course of its trade or businpssyides us or oL
agent with the beneficial owner's name and addredscertifies, under penalty of perjury, that ibhcg a United States person;

(2) the interest received on the Senior Note isatffely connected with the conduct by the non-ebhiBtates holder of a trade or business
within the United States
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and the non-United States holder complies withageteporting requirements; or

(3) the non-United States holder is entitled tolibrefits of an income tax treaty under which tiierest is exempt from United States
withholding tax and the non-United States holdenplies with certain reporting requirements.

Payments of interest not exempt from United Stigderal withholding tax as described above wilsbbject to such withholding tax at the
rate of 30% (subject to reduction under an applecaitome tax treaty).

SALE, EXCHANGE OR OTHER TAXABLE DISPOSITION OF THE SENIOR NOTES

A non-United States holder generally will not béjsgat to United States federal income tax (and galyeno tax will be withheld) with
respect to gain realized or recognized on the salethange or other taxable disposition of a SeXaie, unless:

(1) the gain is effectively connected with a Unit&tates trade or business conducted by the noredlBitates holder;

(2) the non-United States holder is an individubbvis present in the United States for 183 or naiangs during the taxable year of the
disposition and certain other requirements areféedi; or

(3) the gain is subject to federal income tax pansto federal income tax laws applicable to car&dipatriates.
EFFECTIVELY CONNECTED INCOME

If interest and other payments received by a noitedrStates holder with respect to the Senior Nftesuding proceeds from the disposition
of the Senior Notes) are effectively connected whthconduct by the non-United States holder oddet or business within the United States
(or the non-United States holder is otherwise sulifgUnited States federal income taxation ontebasis with respect to such holder's
ownership of the Senior Notes), such non-UnitedeStholder will generally be subject to the rulesatibed above under "-- United States
Holders" (subject to any modification provided unde applicable income tax treaty). Such non-Un&&ates holder may also be subject to
the "branch profits tax" if such holder is a coigtan.

BACKUP WITHHOLDING AND INFORMATION REPORTING

Certain non-corporate United States holders magubgct to backup withholding at a rate of 31% agrpents of principal, premium and
interest on, and the proceeds of the dispositipthef Senior Notes. In general, backup withholdiigbe imposed only if the United States
holder: (1) fails to furnish its taxpayer identdteon number ("TIN"), which, for an individual, witlibe his or her Social Security number, (2)
furnishes an incorrect TIN, (3) is notified by RS that it has failed to report payments of inééig dividends or (4) under certain
circumstances, fails to certify, under penalty efjpry, that is has furnished a correct TIN and li@sn notified by the IRS that is subject to
backup withholding tax for failure to report intst®r dividend payments. In addition, such paymehfwincipal and interest to United States
holders will generally be subject to informatiopoeting. United States holders should consult tteeiradvisors regarding their qualification
for exemption from backup withholding and the pahae for obtaining such an exemption, if applicable
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Backup withholding generally will not apply to pagnts made to a non-United States holder of a S&totr which provides the certification
described under "Non-United States Holders -- #gkeand OID" or otherwise establishes an exemfitaom backup withholding. Payments
by a United States office of a broker of the praiseef a disposition of the Senior Notes generallybe subject to backup withholding at a
rate of 31% unless the non-United States holddifiesrthat it is a non-United States person unmiaralty of perjury or otherwise establishes
an exemption.

The amount of any backup withholding imposed omynent to a holder of a Senior Note will be allovesda credit against such holder's
United States federal income tax liability and neaitle such holder to a refund, provided thatréguired information is furnished to the
IRS.

NEW TREASURY REGULATIONS

New final Treasury regulations governing informati@porting and the certification procedures reigaravithholding and backu

withholding on certain amounts paid to non-Uniteat&s holders after December 31, 1999 generallydvaot alter the treatment of non-
United States holders described above. The newstingaegulations would alter the procedures fointilag the benefits of an income tax
treaty and may change the certification procedtelading to the receipt by intermediaries of paytaem behalf of a beneficial owner of a
Senior Note. Holders should consult their tax aolgsoncerning the effect, if any, of such new $teg regulations on an investment in the
Senior Notes.
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UNDERWRITING

Under the terms and subject to the conditions doethin an underwriting agreement, dated Marchl®99, we have agreed to sell to the
underwriters named below, for whom Credit SuissetBBoston Corporation, CIBC Oppenheimer Corp.,Sézurities (USA) Inc., ING
Baring Furman Selz LLC and Scotia Capital Mark&tSA) Inc. are acting as representatives, the falgwespective principal amounts of
the Senior Notes set forth opposite the name di saderwriter:

PRIN CIPAL  PRINCIPAL

AMOU NT OF AMOUNT OF

UNDERWRITER 75/8 % NOTES 7 3/4% NOTES

Credit Suisse First Boston Corporation...... $187, 500,000 $262,500,000
CIBC Oppenheimer Corp. .......cccceeeeeennes 25, 000,000 35,000,000
TD Securities (USA) InC. .....ccccveeenee. 18, 750,000 26,250,000
ING Baring Furman Selz LLC.................. 12, 500,000 17,500,000
Scotia Capital Markets (USA) Inc. .......... 6, 250,000 8,750,000

Total.eeeeeeiieeeeee e $250, 000,000 $350,000,000

The underwriting agreement provides that the undtews are obligated to purchase all of the SeNimtes, if any are purchased. The
underwriting agreement provides that if an unddewmefaults the purchase commitments of non-defaulinderwriters may be increased or
the offering of Senior Notes may be terminated.

The underwriters propose to offer the Senior Notéglly at the public offering price set forth dhe cover page of this prospectus and to
selling group members at that price less a conzessi1.00% of the principal amount per Senior Ndtee underwriters and selling group
members may allow a discount of 0.50% of such padamount per Senior Note on sales to other bfdkalers. After the initial public
offering, the public offering price and concesséomd discount to broker/dealers may be changedéyeftresentatives.

We estimate that our out-of-pocket expenses fardffering will be approximately $200,000.

We have agreed to indemnify the underwriters agamgain liabilities under the Securities Acttorcontribute to payments which the
underwriters may be required to make in respecetife

The Notes are a new issue of securities with nabéished trading market. One or more of the undiéeverintends to make a secondary
market for the Senior Notes. However, they areofdigated to do so and may discontinue making arsgary market for the Senior Notes at
any time without notice. No assurance can be gaseto how liquid the trading market for the SemNotes will be.

The representatives, on behalf of the underwritaes; engage in over-allotment, stabilizing transast syndicate covering transactions and
penalty bids in accordance with Regulation M urttierSecurities Exchange Act of 1934, as amendedr-@Mtment involves syndicate sa
in excess of the offering size, which creates al®ate short position. Stabilizing transactionshiebids to purchase the underlying security
so long as the stabilizing bids do not exceed aiipd maximum. Syndicate covering transaction®lag purchases of the Senior Notes in
the open market after the distribution has been
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completed in order to cover syndicate short pasitid®’enalty bids permit the representatives t@aimch selling concession from a syndicate
member when the Notes originally sold by such syat#i member are purchased in a syndicate coveengedction to cover syndicate short
positions. Such stabilizing transactions, syndicateering transactions and penalty bids may caus@rice of the Senior Notes to be higher
than it would otherwise be in the absence of stasictions. These transactions, if commenced baaljscontinued at any time.

From time to time, certain of the underwriters hawevided advisory and investment banking servioass, for which customary
compensation has been received. It is expectedticat underwriters will continue to provide such/sees to us in the future.

NOTICE TO CANADIAN RESIDENTS
RESALE RESTRICTIONS

The distribution of the Senior Notes in Canadagimdy made only on a private placement basis exénmpt the requirement that we prepare
and file a prospectus with the securities regujasarthorities in each province where trades ofSarior Notes are effected. Accordingly, any
resale of Senior Notes in Canada must be madecor@ance with applicable securities laws which wélty depending on the relevant
jurisdiction, and which may require resales to kalenin accordance with available statutory exemptar pursuant to a discretion:
exemption granted by the applicable Canadian seesiregulatory authority. Purchasers are advisesték legal advice prior to any resale of
Senior Notes.

REPRESENTATION OF PURCHASERS

Each purchaser of the Senior Notes in Canada wdeives a purchase confirmation will be deemed poaegent to us and the dealer from
whom such purchase confirmation is received thasth purchaser is entitled under applicable m@al securities laws to purchase such
Senior Notes without the benefit of a prospectuaified under such securities laws, (2) where regfuby law, that such purchaser is
purchasing as principal and not as agent, andi@) purchaser has reviewed the text above undesal®@®estrictions."

RIGHTS OF ACTION (ONTARIO PURCHASERS)

The securities being offered are those of a foregner and Ontario purchasers will not receivectir@gractual right of action prescribed by
Section 32 of the Regulation under the Securities(@ntario). As a result, Ontario purchasers melston other remedies that may be
available, including common law rights of actiom éiamages or rescission or rights of action ungeictvil liability provisions of the U.S.
federal securities laws.

ENFORCEMENT OF LEGAL RIGHTS

All of the issuer's directors and officers as vealithe experts named herein may be located owttidanada and, as a result, it may not be
possible for Canadian purchasers to effect senfiggocess within Canada upon the issuer or sucdops. All or a substantial portion of the
assets of the issuer and such persons may bedomatside of Canada and, as a result, it may npbbsible to satisfy a judgment against the
issuer or
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such persons in Canada or to enforce a judgmeaingiat in Canadian courts against such issuer sopsroutside of Canada.
NOTICE TO BRITISH COLUMBIA RESIDENTS

A purchaser of the Senior Notes to whom the Seearict (British Columbia) applies is advised teath purchaser is required to file with
the British Columbia Securities Commission a repétiin ten days of the sale of any Senior Notegu@ed by such purchaser pursuant to
this offering. Such report must be in the form etid to British Columbia Securities Commission RitrOrder BOR #95/17, a copy of
which may be obtained from us. Only one such repast be filed in respect of Notes acquired onsdnee date and under the same
prospectus exemption.

TAXATION AND ELIGIBILITY FOR INVESTMENT

Canadian purchasers of Senior Notes should cotgiitown legal and tax advisors with respect ttx consequences of an investment in
the Senior Notes in their particular circumstarered with respect to the eligibility of the Senioots for investment by the purchaser under
relevant Canadian legislation.

LEGAL MATTERS

The validity of the securities offered hereby vadl passed upon for us by Brobeck, Phleger & Harridd®, San Francisco, California. The
underwriters have been represented by Skadden, 8lae, Meagher & Flom LLP, New York, New York.

EXPERTS

The financial statements and schedules incorpotatedference in this prospectus and elsewhereeimdgistration statement have been
audited by Arthur Andersen LLP, independent puliticountants, as set forth in their reports. Ingheports, that firm states that with resg
to a certain subsidiary its opinion is based onréperts of other public accountants, namely Modams LLP. The financial statements and
supporting schedules referred to above have betuidied herein in reliance upon the authority of firen as experts in giving said reports.

The consolidated financial statements of Sumas @ergdion Company, L.P. and Subsidiary as of Dece@bg1998 and 1997 and for each
of the years ended December 31, 1998, 1997 andih®Réled in our Annual Report on Form 10-K fileittwthe Securities and Exchange
Commission on February 18, 1999 and incorporatetfiarence in this prospectus have been auditéddss Adams LLP, independent
public accountants, as indicated in their repoiith vespect thereto, and are included herein iamee upon authority of said firm as expert
giving said reports.

113



[CALPINE LOGO]

End of Filing
EFIHE: EE

© 2005 | EDGAR Online, Inc.



