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PART I—FINANCIAL INFORMATION
Number 1. Unaudited Condensed Consolidated Financial Statements and Notes
KGen Power Corporation
Condensed Consolidated Balance Sheets

(in thousands, except per share amounts)

Assets
Current assets:
Cash and cash qUIVAIENES. ..o
Restricted cash and cash eqUIVaIENTS ..o
ACCOUNES TECRIVADIE ......eeie e e
SPAre PartS INVENTOTIES ......cviuiieieiiciirieee st nns
Prepaid expenses and 0ther CUMTENE @SSELS ......civeivveieeiieiiereesiee e
TOtAl CUITENE @SSELS ...vvvvesviiecteiereeti ettt sttt ne st ss e sre s
Property, plant, and eQUIPMENT ..........cooiiiiiiiie e
Less: accumulated depreCiation ..o
Net property, plant, and eQUIPMENT..........cooiiiriiiieieee e
Contract-based intangibles (net of $33,490 and $25,498 of accumulated
amortization, reSPECLIVEIY) .....ccv i
(D 2] (=T =T J o g o T USSR
Deferred financing fees (net of $2,809 and $2,138 of accumulated amortization,
FESPECTIVEIY) 1. ettt et e e e re e nreeneas
OthEr NONCUITENE ASSELS ....vevveviiteiereite et ree ettt ettt se et e e et e e et seeresbe e
TOTAL BSSBES. ...ttt ettt bbbt e bbb nr b ene s

Liabilities and stockholders’ equity
Current liabilities:
Accounts payable and accrued liabilities ...........cccovevieiie i
Current portion of long-term debt...........ccoeiiinii e
Total current laDIITIES ........coeiiie e
LONG-termM AL ...
Contract-based intangibles (net of $4,611 and $3,604 of accumulated amortization,
FESPECTIVEIY) ..ttt
Other noncurrent labilities ..........oocv v
Commitments and contingenCies (NOLE 6) .........ceoveiererieiereneie e
Stockholders’ equity:
Common stock (par value $.01; 150,000 shares authorized; 55,968 shares issued and
outstanding at both March 31, 2010 and June 30, 2009) .........ccccocvevveveciecie e
Additional paid iN CaPItal...........ccviiiiiie i
AcCUMUIALEA AETFICIT......oee et eneas
Total StoCKNOIAErs” EQUILY.......coveiiiriiiicrce s
Total liabilities and StockhOIAErs” QUILY .........ccooeriiiiiriiee e

March 31,
2010 June 30,
(unaudited) 2009
53,724 $ 40,663
11,343 32,943
4,873 22,815
8,786 7,232
2,706 1,336
81,432 104,989
707,565 705,711
75,730 57,501
631,835 648,210
50,052 58,044
2,762 2,769
3,455 4,126
382 325
769,918 $ 818,463
14325 $ 19,078
2,000 2,000
16,325 21,078
201,500 203,000
15,557 16,564
2,745 4,119
560 560
742,469 741,602
(209,238) (168,460)
533,791 573,702
$ 769918 $ 818,463

The accompanying notes are an integral part of these condensed consolidated financial statements.



(unaudited)
For the For the For the For the
Three Months Three Months Nine Months  Nine Months
Ended Ended Ended Ended
March 31, March 31, March 31, March 31,
2010 2009 2010 2009
Revenues:
ENEIGY SAIES ....ocviiiciiiccie e $ 21676 $ 19,307 $ 99,091 $ 153,683
CaPACItY SAIES .....ocvvieceeeeece e 6,115 5,659 38,494 42,153
TOtAl FEVENUES ..eceveiiveecree ettt ettt ettt ebre e srre e, 27,791 24,966 137,585 195,836
Operating expenses:
COSt OF TUET .., 21,369 18,196 84,538 130,875
Operating and MaiNteNANCE .........ccccveveereeiiee e, 21,700 6,398 32,791 35,233
Gas tranSPOrtation...........cceccveieereese e, 3,684 3,675 12,119 11,971
Selling, general, and administrative............ccccccvvvevveieenceinnn, 3,250 4,674 9,198 12,363
DEPreCiation..........ccoveiiiieiie e, 6,009 5,989 18,264 18,206
AUXITANY POWET ... 2,148 1,950 6,331 6,475
INSUFBINCE. ....eiiiiciee ettt 905 937 2,687 2,741
Total Operating EXPENSES ........ccverirererirerieie et eeeee e 59,065 41,819 165,928 217,864
OPErating [0SS .......ccviiriiiiiieiie s (31,274) (16,853) (28,343) (22,028)
Other income (expenses):
INTErESE EXPENSE ...ttt (2,994) (2,546) (9,182) (9,668)
Taxes, other than iNCOME taXesS..........covverereneneienereesereens (1,113) (1,041) (3,076) (3,238)
Net iNtErest INCOME ........coveiiiriiiiiece e, — (81) — 221
(0] 1011 SO ORORRTN (57) 1,097 177 (7,182)
Total Other eXPENSES .......ccviiiiirece e, (4,164) (2,571) (12,435) (19,867)
Net 10SS DEfOre taxXes .......ccoveieeiiiee e, (35,438) (19,424) (40,778) (41,895)
INncome taxX BENETIt .....ooiveece e — — — —
Net 10SS after taXeS ........cccovovvveririeen e $ (35438) $ (19,424) $ (40,778) $ (41,895)
Net loss per share—basic and diluted.............coceveniiiennienennnn, $ (063) $ (035 $ (073) $ (0.75)
Weighted average shares outstanding—basic and diluted............. 55,968 55,967 55,968 55,967

KGen Power Corporation
Condensed Consolidated Statements of Operations

(in thousands, except per share amounts)

The accompanying notes are an integral part of these condensed consolidated financial statements.



KGen Power Corporation
Condensed Consolidated Statements of Cash Flows

(in thousands)

(unaudited)
For the For the
Nine Months Ended Nine Months Ended
March 31, 2010 March 31, 2009
Cash flows from operating activities
INEL TOSS 1. vvvrevvtete ettt b et e st e bbb e et b nenenenas $ (40,778) $ (41,895)
Adjustments to reconcile net loss to net cash used in operating activities:
DEPFECIALION. .....cve ettt et sttt see e 18,264 18,206
Amortization of deferred financing fES ... 671 671
Amortization of contract-based intangibles ...........ccccoireiiiiiiiiiiiis 6,985 6,966
Valuation of derivative INStIUMENTS .........oovviiiriiiiieccrie et 3,236 7,177
Stock-based COMPENSALION.........coue i e 867 2,411
Payments from settlement of derivative inStruments.............c.ccocvviininiencnenn, (4,772) (4,108)
Changes in operating assets and liabilities:
ACCOUNES TECERIVADIE ......eviiiiii e rre e sare e 17,942 31,347
SpAre PartS INVENTOTIES .....c.vvuviireieicnieeene e (1,554) 183
Prepaid expenses and Other CUMTeNt SSELS .........coeverereriieiie e (1,370) (595)
Deferred Charge ..o s 7 (638)
Accounts payable and accrued Habilities ..o (5,308) (23,394)
Other NONCUITENT BSSELS........cviveiiiieie e (57) —
Other noncurrent lHabilities ... (5) (5)
Net cash used in operating aCtiVities. .........cccoeviireniineee e (5,872) (3,674)
Cash flows from investing activities
Purchases of property, plant, and eqUIPMENT ..........c.cooviiierniinenne e (1,167) (1,267)
ShOrt-tErM INVESIMENTS ....veiivii ittt re e ebe s reeears — 1,614
Use of (investment in) restricted cash and cash equivalents...........c.ccccooeverienennn 21,600 (8,541)
Net cash provided by (used in) investing actiVities ..o 20,433 (8,194)
Cash flows from financing activities
Repayment Of debt.........ccoov oo (1,500) (1,500)
Borrowings from working capital reVOIVEr ............ccoeoiiieiiinieeee e — 10,000
Net cash (used in) provided by financing activities..........ccccoovernieneininenscsee (1,500) 8,500
Increase (decrease) in cash and cash equIValENtS...........ccooeveniiiiininecee e, 13,061 (3,368)
Cash and cash equivalents at beginning of Period ...........c.ccovvvviiiniiiiiiiicnee 40,663 51,493
Cash and cash equivalents at end of Period ...........ccccccvviiviiciccc e 53,724  $ 48,125
Cash paid for
L1 =TT SR $ 5237 $ 8,985
Noncash transactions
Grant of shares for Board fEES ..........occeviiiiiiiee e $ — 3 116
Accounts payable related to purchases of property, plant, and equipment .............. $ 687 3 —

The accompanying notes are an integral part of these condensed consolidated financial statements.



KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements

1. Nature of Business and Significant Accounting Policies

Operations—KGen Power Corporation (the “Company”) was incorporated in Delaware on December 4,
2006, which is the date of its inception. The Company owns and operates electric power generation plants and sells
electricity and electrical generation capacity in the United States to wholesale purchasers such as retail electric
providers, power trading organizations, municipal utilities, electric power cooperatives, and other power generation
companies. The portfolio of facilities consists of five operational and fully permitted power plants (the “Plants”)
located in the southeastern United States with gas turbines having an aggregate capacity of 3,030 megawatts
(“MW”). The Plants include four combined-cycle plants (Murray I, Murray Il, Hot Spring, and Hinds) and one
simple-cycle plant (Sandersville). The Plants were acquired from an affiliate of MatlinPatterson Global Advisors
LLC on February 8, 2007.

Interim Financial Statements—The accompanying condensed consolidated financial statements have been
prepared in accordance with the regulations regarding interim financial reporting. Certain information and footnote
disclosures normally included in financial statements prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”) have been condensed or omitted. In the opinion of
management, all adjustments (consisting of normal recurring accruals, except as noted in Note 6—Commitments
and Contingencies) considered necessary for a fair presentation have been included. The balance sheet at June 30,
2009 is derived from the June 30, 2009 audited consolidated financial statements. These condensed consolidated
financial statements included herein should be read in conjunction with the Consolidated Financial Statements and
Notes included in the Company’s Annual Report for the year ended June 30, 2009.

Use of Estimates—The preparation of the condensed consolidated financial statements in conformity with
GAAP requires management to make estimates and assumptions that affect the amounts reported in the condensed
consolidated financial statements and accompanying notes. Such estimates include the fair value of acquired assets,
estimated asset lives, recovery of investments in long-lived assets, utilization of deferred tax assets, and fair value
determination of financial instruments and share-based compensation. Actual results could differ from these
estimates.

Principles of Consolidation—The condensed consolidated financial statements include the accounts of the
Company and those of KGen Partners LLC, KGen Power Management Inc., KGen LLC, KGen Murray LLC, KGen
Murray | and Il LLC, KGen Hot Spring LLC, KGen Hinds LLC, KGen Sandersville LLC, KGen Acquisition | LLC,
all direct or indirect 100% owned subsidiaries, as well as any variable interest entities for which the Company is the
primary beneficiary. All significant intercompany balances and transactions have been eliminated in consolidation.

Effects of Seasonality—The electric power industry is highly seasonal. In the summer months, especially in
the southeastern United States, demand for electricity is usually much higher as a result of increased use of air
conditioning. The Company’s results of operations are subject to seasonal variations since demand for electricity,
and thus production varies with weather conditions. Four of the plants currently operate on a merchant basis without
long-term purchase agreements, and therefore are exposed to significant volatility in prices and generation demand.
The Company earns the majority of its annual revenues in the five summer months, May through September. The
shoulder periods, months other than the peak summer months, historically have not been profitable for the Company
and are typically the months during which the Company seeks to perform scheduled maintenance-related activities.

Recently Issued Accounting Standards— In February 2010, an update was issued to FASB ASC 855
Subsequent Events, effective for the Company for interim periods ending June 2010. FASB ASC 855 establishes
general standards of accounting for and disclosure of events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. The Company does not expect the adoption of this
guidance to have a material impact on either its financial position or results of operations.

In March 2010, an update was issued to FASB ASC 740 Income Taxes. FASB ASC 740 establishes
financial accounting and reporting standards for the effects of income taxes that result from an enterprise’s activities
during the current and preceding years. The Company does not expect the adoption of this guidance to have a
material impact on either its financial position or results of operations.
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KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

2. Property, Plant, and Equipment

Property, plant, and equipment consists of the following (in thousands of dollars):

Estimated

Useful Life March 31, 2010 June 30, 2009
LAN ..o — $ 4201 $ 4,201
BUITAINGS ... 40 years 29,382 28,612
Gas and Steam tUrDINES.........ccoereiiireee e 30 years 236,450 235,985
Steam generators and auXxiliarieS........ocooevevieviesnsiesseresese e 30 years 48,959 48,402
Transmission and fuel gas Pipelings..........ccccocvvvvie i 30 years 57,344 57,191
Systems and EQUIPMENT.........ccivieireieieeie e ene s 5 - 30 years 124,819 122,616
OLher PIANT. ... 3 - 30 years 206,410 208,704
Total property, plant, and eqUIpMENt ........cccocevieviee v 707,565 705,711
Less: accumulated depreciation............ccoeveneinenesenesesee e 75,730 57,501
Net property, plant, and equipment ..., $ 631,83 $ 648,210

3. Contract-Based Intangibles

Contract-based intangibles, net of accumulated amortization, consist of the following (in thousands of
dollars):

Term March 31, 2010 June 30, 2009
Assets
Murray | Georgia Power contract..............c.cce....... May 31, 2012 $ 17,770  $ 23,854
Murray firm transportation contracts .............c....... Various 32,282 34,190
Total SSELS....cvvevieeierie e $ 50,052 $ 58,044
Liabilities
Hinds firm transportation contract ......................... March 31, 2012 $ 107 % 147
Murray firm transportation contract...................... November 30, 2016 432 481
Hot Spring firm transportation contracts................ Various 15,018 15,936
Total liabilities .......cevvviieeiieee e, $ 15557 $ 16,564

For the three months ended March 31, 2010 and 2009, amortization of contract-based power sales rights
and obligations was 2.0 million. For the nine months ended March 31, 2010 and 2009, amortization of
contract-based power sales rights and obligations was $6.1 million. These amortization amounts were recorded as a
reduction of energy sales on the condensed consolidated statements of operations.

For the three months ended March 31, 2010 and 2009, amortization of contract-based natural gas
transportation rights and obligations was $0.3 million. For the nine months ended March 31, 2010 and 2009,
amortization of contract-based natural gas transportation rights and obligations was $0.9 million. These amortization
amounts were recorded as an increase of gas transportation expenses on the condensed consolidated statements of
operations.



KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

4. Long-Term Debt

Long-term debt is summarized as follows (in thousands of dollars):

Interest Rate Maturity March 31, 2010 June 30, 2009
Termdebt.....oooei i, Variable February 8, 2014 $ 193,500 $ 195,000
Working capital facility .........c..ccccceverurnnnn Variable February 8, 2012 10,000 10,000
Total debt outstanding ..........c.ccccoeereivriennn 203,500 205,000
Less: current portion........ccccceeeevveveveninnnnn, 2,000 2,000
Total long-term debt .......cccooeveiiiiiiiie, $ 201,500 $ 203,000

On February 8, 2007, KGen LLC, a wholly owned subsidiary of the Company, entered into a credit
agreement with Morgan Stanley (the “Credit Agreement”) and related security deposit agreement (the “Security
Deposit Agreement”) with Union Bank, N.A., as collateral agent, and The Bank of New York, as depository agent,
to provide term debt in the amount of $200.0 million. The term debt bears interest at an adjusted rate based on the
London Interbank Offered Rate (“LIBOR”) plus 175 basis points, has a term of seven years and requires a
$2.0 million principal payment per year made in quarterly installments. KGen LLC’s obligations and indebtedness
under the Credit Agreement are secured by a security interest in all of the assets and all of the membership interests
of KGen LLC and its subsidiaries. The interest rate on the term debt was 2.0% and 2.1% at March 31, 2010 and
June 30, 2009, respectively.

KGen LLC also entered into an $80.0 million working capital facility for other liquidity needs and a
$120.0 million synthetic letter of credit facility to support the collateral requirements at the project level. The
working capital facility charges a 200 basis point fee for outstanding letters of credit, bears interest at LIBOR plus
200 basis points for outstanding draws, and has a 50 basis point commitment fee for any unused portion. It has a
five-year term expiring on February 8, 2012. On March 20, 2009, KGen LLC drew $10.0 million under the working
capital facility. The proceeds of the drawdown continue to be used for working capital purposes. There were
$8.0 million of outstanding letters of credit issued under the working capital facility as of March 31, 2010 and
June 30, 2009. KGen LLC pays a fee of 191 basis points on the $120.0 million synthetic letter of credit facility. The
synthetic letter of credit facility has a seven-year term expiring on February 8, 2014. At both March 31, 2010 and
June 30, 2009, a letter of credit, supporting the power sales contract with GPC, with a current outstanding amount of
$100.0 million, and $19.9 million of other letters of credit were outstanding under the synthetic letter of credit
facility.

The remaining future minimum principal payments under the term debt and the working capital facility
subsequent to March 31, 2010 are as follows (in thousands of dollars):

2000 oot e et r et e be s resreareeat e e et et e 500
200 ot et e e et e b e b e reete et e e e nr et e 2,000
2002 et et e b e be et e e nr et e 12,000
2003 et b et e et e b et e be st e beere et e e et et e 2,000
TEIBATTEL ...ttt ba e ere e 187,000
LI LRSS $ 203,500

The Credit Agreement and related financing documents contain various affirmative and negative covenants,
including (a) financial covenants, (b) limitations on KGen LLC’s ability to pay dividends, (c) restrictions on the use
of available cash for operations, except as required for debt service payments and (d) an event of default in the event
of a change in control of KGen. At March 31, 2010, KGen LLC was in compliance with these covenants.

Under the terms of the Credit Agreement, KGen LLC is restricted from making dividend payments, loans
or advances to the Company. These restrictions resulted in restricted net assets of the Company’s subsidiaries
exceeding 25% of the consolidated net assets of the Company and its subsidiaries. The amount of restricted net
assets was $493.9 million at March 31, 2010, of which $26.0 million was restricted net current assets.



KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

5. Restricted Cash and Cash Equivalents

The Credit Agreement requires KGen LLC to maintain six months of principal and interest payments
reserve in cash. At both March 31, 2010 and June 30, 2009, the restricted balance, in accordance with this
requirement, was $5.8 million.

Additionally, the Security Deposit Agreement requires KGen LLC to reserve quarterly the amount of major
maintenance expenditures expected to be incurred during the following 12 months. At March 31, 2010 and June 30,
20009, the restricted balance, in accordance with this requirement, was $5.5 million and $27.1 million, respectively.

6. Commitments and Contingencies

Litigation—The Company is party to various legal and regulatory actions arising in the normal course of
business. Matters that are probable of unfavorable outcome to the Company and which can be reasonably estimated
are accrued.

Commitments—The Company enters into long-term contractual arrangements for power purchases and
capacity sales and to procure fuel and transportation services. There have not been significant changes to these
commitments as discussed in Note 6—Commitments in the Notes to Consolidated Financial Statements contained in
the Annual Report for the year ended June 30, 2009.

NERC Violations—On September 23, 2009, KGen Hot Spring LLC (“Hot Spring”), a 100% owned
subsidiary of the Company, self-reported to the SERC Reliability Corporation (“SERC”), that it failed to include
certain protection system components in its maintenance and testing program which may constitute a violation of
one of the North American Electric Reliability Corporation Reliability Standards (“NERC Standards”). On
December 7, 2009, SERC notified Hot Spring that it had completed its assessment to determine Hot Spring’s
compliance with the NERC Standards, for which Hot Spring self-reported, and concluded that insufficient basis
existed to allege a violation or noncompliance of said NERC Standards and requirements.

On September 29, 2009, SERC conducted its regularly scheduled audit of all of the Company’s facilities
and found a possible violation by Hot Spring of the NERC Standards. On March 11, 2010, SERC notified Hot
Spring that it had completed its assessment to determine Hot Spring’s compliance with the NERC Standards in
connection with the possible violation and concluded that insufficient basis existed to allege a violation or

noncompliance of said NERC Standards and requirements.

On January 15, 2010, SERC notified Hot Spring of a possible separate violation of the NERC Standards
resulting from its review of Hot Spring’s previous self report on September 23, 2009. On March 18, 2010, Hot
Spring made a request to SERC to enter into settlement negotiations in connection with the potential violation cited
by SERC on January 15, 2010. In the event that it is determined that there has been a violation of the NERC
Standards, Hot Spring may be subject to penalties. The ultimate outcome of these matters remains uncertain, but the
Company does not believe an unfavorable outcome would result in a material impact to its consolidated financial
statements. No loss contingency has been accrued; however should any such financial penalties be imposed on us, it
is our estimate such penalties would be in the range of $0 to $250,000.

7. Derivatives

The Company recognizes all derivatives as either assets or liabilities on the balance sheet and measures
those instruments at fair value. The ongoing effects are dependent on future market conditions.

On May 4, 2007, KGen LLC entered into six interest rate swap agreements (“Swaps”) for the purpose of
reducing exposure to interest rate fluctuations as required under credit agreement terms. Each of the six individual
Swaps has a notional amount of $33.0 million and has a term that expires in each consecutive year, beginning on
March 31, 2008 continuing through March 31, 2013. The average interest rate payable by KGen LLC, under the
Swaps, was 5.0% at March 31, 2010. During the year ended June 30, 2009, the Company and its counterparty
amended the Swaps to reduce the Company’s fixed rate payments component and change the basis of the
counterparty’s floating rate payments.



KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

7. Derivatives (Continued)

The short-term portion of the Swaps as of March 31, 2010 and June 30, 2009 was $3.8 million and
$3.9 million, respectively, and was recorded in accounts payable and accrued liabilities. The long-term portion of
the Swaps as of March 31, 2010 and June 30, 2009 was $2.7 million and $4.1 million, respectively, and was
recorded in other noncurrent liabilities.

The Swaps are not accounted for utilizing hedge accounting, they are marked to market with gains and
losses shown on the condensed consolidated statements of operations as follows (in thousands of dollars):

Location of Gain (Loss) in Gain (Loss)

Statement of Operations on Derivatives
For the three months ended March 31, 2010 .........ccccooviiiiiiciiinnnn, Interest expense $  (1,044)
For the three months ended March 31, 2009 ............ccoovviiiiiiininnnn, Other income (expenses) ¢ 1,098
For the nine months ended March 31, 2010 ........c.ccccvviiiiiinciniennn, Interest expense $  (3,236)
For the nine months ended March 31, 2009 ............ccoeviiiiiiiiininnnn, Other income (expenses) ¢ (7,177)

The Company evaluated the requirements of FASB ASC 820, Fair Value Measurement and Disclosures
(“FASB ASC 820™) and believes the Swaps are valued using Level 2 fair value measurements. Under FASB
ASC 820, instruments valued using Level 2 measurements are valued based on either quoted prices for similar
instruments in active markets, quoted prices for identical or similar instruments in markets that are not active, and/or
model-based valuations whose inputs are observable or whose significant value drivers are observable.

The three levels of the fair value hierarchy are:

Level 1—Unadjusted quoted prices in active markets that are accessible at the measurement date for
identical assets and liabilities;

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

Level 3—FPrices or valuations that require inputs that are both significant to the fair value measurements
and unobservable.

8. Net Loss per Share

Basic loss per share is calculated by dividing net loss by the weighted average number of shares of
common stock outstanding during the period. For both the three and nine months ended March 31, 2010 and 2009,
diluted loss per share was computed on the same basis as basic loss per share as the inclusion of any other potential
shares outstanding would be anti-dilutive. There were no unexercised in-the-money stock options to purchase shares
of common stock for the three and nine months ended March 31, 2010 and 2009. Had the Company recognized net
income for the three and nine months ended March 31, 2010 and 2009, incremental shares attributable to restricted
stock awards would have increased diluted shares outstanding by 12,567 shares for the three and nine months ended
March 31, 2010 and 603 shares for the three and nine months ended March 31, 2009. Amounts shown below are in
thousands, except per share amounts.

10



KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

8. Net Loss per Share (Continued)

For the For the For the For the
Three Months Three Months Nine Months Nine Months
Ended Ended Ended Ended
March 31, March 31, March 31, March 31,
2010 2009 2010 2009
Numerator:
NEL 0SS ...ttt $ (35,438) $ (19,424) $ (40,778) $ (41,895)
Denominator:
Weighted average shares outstanding—basic and
(o 1 0] =T 55,968 55,967 55,968 55,967
Net loss per share—basic and diluted......................... $ (0.63) $ (0.35) $ (0.73) $ (0.75)

9. Share-Based Payments

This footnote should be read in conjunction with Note 9—Share-Based Payments of the Notes to
Consolidated Financial Statements contained in the Annual Report for the year ended June 30, 2009.

The Company recorded compensation expense of $0.1 million and $0.9 million for the three and nine
months ended March 31, 2010, respectively, and $1.1 million and $2.3 million for the three and nine months ended
March 31, 2009, respectively, related to stock options and awards outstanding. As of March 31, 2010, all options
were vested and there was no unrecognized compensation expense remaining on the options, however, there was
approximately $45,000 of total unrecognized compensation expense related to unvested awards. As of March 31,
2009, there was $1.4 million of total unrecognized compensation expense related to unvested options. For both the
three and nine months ended March 31, 2010 and 2009, no options were granted or exercised.

10. Income Taxes

For the three and nine months ended March 31, 2010 and 2009, there were no current or deferred income
tax provision (benefits) included in the net loss.

The Company’s provision for income taxes differed from that determined by applying the federal income
tax rate (statutory rate) to loss before income taxes, as follows (in thousands of dollars):

For the For the For the For the
Three Months  Three Months Nine Months Nine Months
Ended Ended Ended Ended
March 31, March 31, March 31, March 31,
2010 2009 2010 2009
SEATULOTY TALE ..vvivee it 35% 35% 35% 35%
Tax at StAtULOrY FALe ........ccccvcveeeeievieeeeeee e $  (12,404) $ (6,798) $  (14,272) $  (14,663)
Increase (decrease) due to:
Nondeductible meals and entertainment..............c..c........ 1 (4) 6 1)
State taxX benefit ... (1,380) (742) (1,652) (1,925)
Return to provision
Adjustment to valuation allowance .............cccceveienennne 13,783 7,544 15,918 16,589
Total ProVISION.....cveceiiricece e $ — % — % — % —
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KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

10. Income Taxes (Continued)

Temporary differences and carryforwards which gave rise to deferred tax assets and liabilities were as
follows (in thousands of dollars):

March 31, June 30,
2010 2009

Deferred tax assets:
Interest rate derivatives .........cocooeeevenenienieie e $ 2,529 $ 3124
Contract-based intangible assets ..........ccceeveverieveinnnnn, 14,164 11,329
Nonqualified stock options eXPense.........cccevevererereenne 5,372 5,036
ACCIUEH BXPENSES....veveirerieerrereesiesiestestesreeseeeessessessessesses 123 258
Net 0perating 10SS.........ccuvirveireneineee e 78,892 60,493
Contribution carryforward ............ccooveivineinineinenns 14 —
Net deferred tax aSSetS .....ccvcvvveeeeeiieeecie e 101,094 80,240
Deferred tax liabilities:
Property, plant, and equipment ...........ccococevereieneneennen, 17,876 13,886
Prepaid EXPENSES .....coiverieirierieerie ettt 850 294
Contract-based intangible liabilities............c.ccccccovviennnns 3,878 3,488
Net deferred tax liability ... 22,604 17,668
Valuation allowance.........cccceveverinviisiieieene e 78,490 62,572
Deferred tax asset (liabilities), Net ..........cccceevererrnnen. $ — $ —

At March 31, 2010, the Company had a federal net operating loss carryforward of $203.5 million which
will expire between 2027 and 2030. The amount of taxable income that the Company can offset with this
carryforward is subject to limitations under Section 382 of the Internal Revenue Code, which is applicable to
corporations in certain instances following an ownership change (as such term is defined for income tax purposes).

Management has determined that valuation allowances are necessary as of March 31, 2010 and June 30,
2009, as the future tax benefits relating to all deferred income tax assets are not expected to be fully realized when
measured against a more likely than not standard. There were no unrecognized tax benefits that if recognized would
affect the tax rate. No interest or penalties were recognized as of March 31, 2010.

The Company filed income tax returns in the United States federal jurisdiction and in various U.S. states. In
all material respects, the Company will not be subject to United States federal, state and local income tax
examination by tax authorities for fiscal years ended before 2005.

11. Subsequent Events

Hot Spring Lateral Pipeline—On April 1, 2010, KGen Hot Spring entered into a Precedent Agreement
with Texas Eastern Transmission, LP (“TETCO” and “TETCO PA”), a subsidiary of Spectra Energy Transmission
Services, LLC, for the construction of an 8.5 mile pipeline lateral and for firm transportation services on TETCO’s
24-inch line, subject to certain approvals including the Federal Energy Regulatory Commission. This lateral
pipeline is being constructed in order for Hot Spring to access the operational flexibility on TETCO’s system. The
pipeline is expected to be in service by summer 2011 with financial incentives of up to $0.8 million payable to
TETCO if the pipeline is completed before July 1, 2011. The Company is required to post collateral to support
construction of the pipeline and as of April 7, 2010 posted a $6.0 million letter of credit. The Company’s collateral
requirements will increase during the construction process and will be approximately $39.0 million upon the in-
service date of the pipeline lateral. Additionally, once the pipeline is operational, there will be annual fixed
transportation fees of approximately $6.7 million associated with the new firm transportation agreements for the 20-
year term. The collateral requirements will decrease proportionally over the 20-year term.
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KGen Power Corporation

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

11. Subsequent Events (Continued)

Hinds Firm Transportation Contract Extension—On April 1, 2010, the Company extended the long-term
gas transportation contract with TETCO to deliver gas to the Hinds facility through March 2022, under substantially
similar terms.

Sandersville Purchase & Sale Agreement—On May 6, 2010, the Company executed a definitive agreement
for the sale of the Company’s Sandersville power generation facility to AL Sandersville Holdings, LLC, an entity
formed by ArcLight Energy Partners Fund Ill, L.P., for a cash purchase price of $130.0 million, subject to a
customary working capital adjustment. A subsidiary of ArcLight Energy Partners Fund IV, L.P. is a shareholder of
the Company. The transaction will be implemented by means of a sale of 100% of the ownership interests in KGen
Sandersville LLC, the project entity that owns the Sandersville facility. The transaction is conditioned upon the
receipt of approval of the Federal Energy Regulatory Commission, the expiration or termination of the waiting
period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, certain third-party consents, the receipt by
the purchaser of debt financing for a substantial portion of the purchase price (which also includes a letter of credit
facility) that has been committed to by certain strategic lenders experienced in the power project financing market,
and certain customary closing conditions. Assuming the satisfaction of these conditions, the transaction is expected
to close in the summer of 2010. The equity portion of the purchase price has been committed by ArcLight Energy
Partners Fund I11, L.P. The Company expects to use a portion of its existing tax new operating loss (NOLS) to offset
all of the taxable gain resulting from the sale of the Sandersville facility. Pursuant to the Company’s credit facility,
the Company is required to use a portion of the net proceeds of the sale to prepay a portion of its existing debt.

Subsequent events were analyzed and considered through May 14, 2010, the issuance date of the report.

13



Number 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion is intended to assist you in understanding our business and results of operations
together with our present financial condition. This section should be read in conjunction with our Condensed
Consolidated Financial Statements and the accompanying notes included in this Quarterly Report, as well as our
Annual Report for the fiscal year ended June 30, 2009. Unless the context otherwise requires or indicates, references
to “KGen,” “Company,” “we,” “our,” and “us” refer to KGen Power Corporation and its subsidiaries. Statements in
our discussion may be forward-looking. These forward-looking statements involve risk and uncertainties. We
caution that a number of factors could cause future results to differ materially from our expectations. Please see
“Number 1A. Risk Factors” of Part | of our Annual Report for the fiscal year ended June 30, 2009 and “Number 1A.
Risk Factors and Forward-Looking Statements” of Part Il of this Quarterly Report regarding certain risk factors
related to the Company.

Business Overview

We own and operate electric power generation plants and sell electricity and electrical generation capacity
in the United States. We sell power and related products to wholesale purchasers such as retail electric providers,
power trading organizations, municipal utilities, electric power cooperatives and other power generation companies.
Our portfolio of facilities consists of five operational and fully permitted power plants, or the Plants, located in the
southeastern United States with General Electric 7FA and 7EA gas turbines. The Plants have an aggregate capacity
of 3,030 megawatts, or MW. The Plants include four combined cycle plants (Murray I, Murray II, Hot Spring and
Hinds) and one simple cycle plant (Sandersville). We acquired the Plants from an affiliate of MatlinPatterson Global
Advisors LLC on February 8, 2007.

Four of the Plants currently operate as merchant power providers. The remaining plant, the Murray |
combined cycle plant, benefits from a fixed price long-term power purchase agreement, or the GPC PPA, for all of
its 630 MW of capacity with Georgia Power, a subsidiary of Southern Company. The GPC PPA, which continues
through May 2012, provides for fixed capacity payments that provide stable cash flow. The Company recognized
$5.7 million and $37.6 million related to capacity sales on the GPC PPA for the three and nine months ended
March 31, 2010. The Company recognized $5.6 million and $36.8 million related to capacity sales on the GPC PPA
for the three and nine months ended March 31, 2009. On June 6, 2008, the Sandersville simple cycle plant entered
into a power purchase agreement, or the Sandersville PPA, for a unit contingent 250 to 280 MW of capacity and
associated energy with Southern Power Company. The Sandersville PPA commences on June 1, 2011 and continues
through December 31, 2015.

As part of our strategy, we continue to explore and review credible alternatives that may become available
to us to enhance shareholder value.

Recent Events

Operating and Maintenance Service Provider—On October 16, 2009, the Company notified Duke Energy
Generation Services, or DEGS, that it was exercising its rights to terminate the operating and maintenance
agreements between DEGS and KGen Hinds LLC, KGen Hot Spring LLC, and KGen Sandersville LLC, the 100%
owned subsidiaries of the Company that, respectively, own the Hinds, Hot Spring, and Sandersville plants. The
termination was effective for the Sandersville plant on February 1, 2010 and was effective for the Hinds and Hot
Spring plants on February 15, 2010. The Company paid DEGS approximately $420,000, in the aggregate, in
connection with the termination of all of the agreements. KGen Hinds LLC, KGen Hot Spring LLC, and KGen
Sandersville LLC executed new operating agreements with NAES Corporation, or NAES, a third party operations
and maintenance provider that replaced DEGS as the service provider for such facilities.
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Hot Spring Lateral Pipeline—On April 1, 2010, KGen Hot Spring entered into a Precedent Agreement with
Texas Eastern Transmission, LP, or TETCO and TETCO PA, a subsidiary of Spectra Energy Transmission Services,
LLC, for the construction of an 8.5 mile pipeline lateral and for firm transportation services on TETCQO’s 24-inch
line, subject to certain approvals including the Federal Energy Regulatory Commission. This lateral pipeline is
being constructed in order for Hot Spring to access the operational flexibility on TETCO’s system. The pipeline is
expected to be in service by summer 2011 with financial incentives of up to $0.8 million payable to TETCO if the
pipeline is completed before July 1, 2011. We are required to post collateral to support construction of the pipeline
and as of April 7, 2010 posted a $6.0 million letter of credit. Our collateral requirements will increase during the
construction process and will be approximately $39.0 million upon the in-service date of the pipeline lateral.
Additionally, once the pipeline is operational, there will be annual fixed transportation fees of approximately $6.7
million associated with the new firm transportation agreements for the 20-year term. The collateral requirements
will decrease proportionally over the 20-year term.

Hinds Firm Transportation Contract Extension—On April 1, 2010, the Company extended the long-term
gas transportation contract with TETCO to deliver gas to the Hinds facility through March 2022, under substantially
similar terms.

Sandersville Purchase & Sale Agreement—On May 6, 2010, the Company executed a definitive agreement
for the sale of the Company’s Sandersville power generation facility to AL Sandersville Holdings, LLC, an entity
formed by ArcLight Energy Partners Fund IIl, L.P., for a cash purchase price of $130.0 million, subject to a
customary working capital adjustment. A subsidiary of ArcLight Energy Partners Fund IV, L.P. is a shareholder of
the Company. The transaction will be implemented by means of a sale of 100% of the ownership interests in KGen
Sandersville LLC, the project entity that owns the Sandersville facility. The transaction is conditioned upon the
receipt of approval of the Federal Energy Regulatory Commission, the expiration or termination of the waiting
period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, certain third-party consents, the receipt by
the purchaser of debt financing for a substantial portion of the purchase price (which also includes a letter of credit
facility) that has been committed to by certain strategic lenders experienced in the power project financing market,
and certain customary closing conditions. Assuming the satisfaction of these conditions, the transaction is expected
to close in the summer of 2010. The equity portion of the purchase price has been committed by ArcLight Energy
Partners Fund I11, L.P. The Company expects to use a portion of its existing tax net operating loss (NOLS) to offset
all the taxable gain resulting from the sale of the Sandersville facility. Pursuant to the Company’s credit facility, the
Company is required to use a portion of the net proceeds of the sale to prepay a portion of its existing debt.

Results of Operations

Our results of operations are subject to seasonal variations since demand for electricity, and thus,
production capacity, varies with weather conditions. For our merchant plants, we earn the majority of our revenues
in the months of May through September. Months other than the peak summer months historically have not been
profitable for KGen and are the months during which we typically seek to perform scheduled maintenance-related
activities.
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Consolidated Results of Operations of KGen for the Three Months Ended March 31, 2010 compared to the Three
Months Ended March 31, 2009.

The following table sets forth our results of operations for the three months ended March 31, 2010 and
2009, expressed in thousands of dollars:

For the For the Favorable/
Three Months Ended Three Months Ended (Unfavorable)
March 31, 2010 March 31, 2009 Change % Change
Revenues:
ENErgy SalesS........cccoveveveeiveieeeeeeeeeeeeeeiean, $ 21,676 $ 19307 $ 2,369 12%
Capacity Sales .......covereieiereiie s 6,115 5,659 456 8%
Total rEVENUES......cviviiiirieiecsie e, 27,791 24,966 2,825 11%
Operating expenses:
Cost Of fUBL ..o, 21,369 18,196 (3,173) 17)%
Operating and maintenance ..............ccococceeeane. 21,700 6,398 (15,302) (239)%
Gas transportation ..........ccoevevvvereencneiesenns 3,684 3,675 9) (0)%
Selling, general, and administrative................. 3,250 4,674 1,424 30%
Depreciation.........cccoveveieeveeseece e, 6,009 5,989 (20) (0)%
AUXIIArY POWET .....c.eovvriiieiec e 2,148 1,950 (198) (10)%
INSUFANCE...cvviiiiiceececc e 905 937 32 3%
Total operating eXPenSesS .......cccocvviveviverieernenns 59,065 41,819 (17,246) (41)%
Operating 10SS ......cccveveeieeie e, (31,274) (16,853) (14,421) (86)%
Other income (expenses):
INtErest EXPENSE ....ocvvevvveireieee e, (2,994) (2,546) (448) (18)%
Taxes, other than income taxes..........cccoceveens (1,113) (1,041) (72) (M%
Net interest iNCOME .........ccoeveerenineneeenns, — (81) 81 100%
OFher .. (57) 1097 (1,154) (105)%
Total other eXPenses ........coovevereineneniseniens, (4,164) (2,571) (1,593) (62)%
Net loss before taxes........ccooooveevenienenneniens, (35,438) (19,424) (16,014) (82)%
Income tax benefit ..., — — — 0%
Net l0ss after taxes...........cocovvvviiiiiiiiinn, $ (35,438) $ (19,424) $ (16,014) (82)%

Operating and Business Metrics We Use to Analyze the Company’s Performance for the Three Months
Ended March 31, 2010 and March 31, 2009

In addition to the foregoing results of operations presented in accordance with GAAP, we utilize various
non-GAAP operating and business metrics to analyze the Company’s performance. We believe these metrics
provide useful insight into the Company’s performance, assist us in identifying trends in our business, and better
allow us to compare our performance to others in our industry. We describe below these various non-GAAP metrics
and provide a reconciliation of these metrics for the three months ended March 31, 2010 and 2009, to the most
directly comparable GAAP measures for those periods. See the reconciliation of net loss to adjusted EBITDA on
page 20. This presentation may not include all of the disclosure that SEC regulations would require a company that
files periodic reports with the SEC to make, with respect to non-GAAP financial measures.

Merchant Margin, Adjusted Contracted Margin, and Total Adjusted Margin

We separate merchant margin and adjusted contracted margin because the distinction helps us analyze the
certainty of future cash flows of the Company and the underlying commodity value of the Company’s assets.

Merchant margin is equal to the sum of merchant energy margin and merchant capacity sales. Merchant
energy margin is defined as energy sales less the related cost of fuel pursuant to arrangements having an original
delivery term of less than one year. Merchant capacity sales is defined as capacity sales pursuant to arrangements
having an original delivery term of less than one year. We currently consider Hinds, Hot Spring, Murray Il and
Sandersville to be merchant plants because they are currently not selling their energy output and capacity pursuant to
long-term sales agreements.
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For the
Three Months Ended
March 31, 2010

For the
Three Months Ended
March 31, 2009

ENErgy SalesS.......ccovvveveeevieeeiierceeeeeeeee e, $ 21,676 $ 19,307
Less: Cost of fuel......cccovviveevcieicccccsece, (21,369) (18,196)
Less: Contracted energy sales..........c.ccovennnee. (9,484) (4,495)
Add: Contracted cost of fuel...........c.cccoenee. 10,452 6,045

Merchant energy margin.........cccccoecevvevinnnnas 1,275 2,661

Capacity salesS.......cccecvvvvvvieircecce e 6,115 5,659
Less: Contracted capacity sales..................... (5,673) (5,659)

Merchant capacity sales...........ccooevvnennenen. $ 442 3 —

Merchant margin.........cccoeeveviienieieveniene s $ 1,717 $ 2,661

Adjusted contracted margin is equal to the sum of adjusted contracted energy margin and adjusted
contracted capacity sales. Adjusted contracted energy margin is defined as energy sales less the related cost of fuel
pursuant to arrangements having an original delivery term of one year or greater, adjusted to remove the income
effects of noncash amortization of contract-based intangibles. Adjusted contracted capacity sales is defined as
capacity sales pursuant to arrangements having an original delivery term of one year or greater, adjusted to remove
the income effects of noncash deferred capacity revenue to levelize the capacity sales over the term of the agreement
as required by GAAP. We believe that the foregoing adjustments are helpful in understanding the commercial
results of our contractual arrangements without the impact of noncash accounting adjustments. We currently
consider Murray | to be contracted, because it is selling its energy output and capacity pursuant to the long-term
GPC PPA.

For the
Three Months Ended
March 31, 2010

For the
Three Months Ended
March 31, 2009

ENErgy Sales ......occoceevevevieeiceeeeeeeecee e $ 21,676 $ 19,307
Less: Merchant sales ..........ccoccovovviinncnnn. (12,192) (14,812)
Contracted energy sales..........cccoevevveviveininens 9,484 4,495
Less: Contracted cost of fuel .............c.ccoe.ee. (10,452) (6,045)
Add: Power sales rights and obligations
amortization.........ccceveeveeveece e 2,028 2,028
Adjusted contracted energy margin .............. 1,060 478
Contracted capacity sales ..........ccceevevivereerinennn. 5,673 5,659
Add (Less): Noncash deferred capacity
TEVENUE ..ot 56 (41)
Adjusted contracted capacity sales................ $ 5,729 $ 5,618
Adjusted contracted margin.............cccccvenen. $ 6,789 $ 6,096

Total adjusted margin is equal to the sum of merchant margin and adjusted contracted margin.

For the
Three Months Ended
March 31, 2010

For the
Three Months Ended
March 31, 2009

Merchant margin...........ccoceeeeveevieinsiesereseseneas $ 1,717 $ 2,661
Adjusted contracted margin..........cc.ccooeverernne 6,789 6,096
Total adjusted margin............ccoevevveveveniennn, $ 8,506 $ 8,757

Adjusted Plant Expense and Adjusted Corporate Expense

Adjusted plant expenses is defined as total operating expenses adjusted for the removal of (a) cost of fuel
captured in merchant energy margin and adjusted contracted energy margin, (b) major maintenance expense, (c) the
income effects of noncash amortization of contract-based intangibles of gas transportation expense, (d) all selling,
general, and administrative expense, part of which is captured in adjusted corporate expenses (defined below),
(e) any nonrecurring items such as contract termination fees and transition costs, (f) depreciation, (g) director and
officer insurance expense captured in adjusted corporate expenses (defined below); and the addition of taxes, other
than income taxes, as it largely represents plant property taxes and payments in lieu of taxes.
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For the
Three Months Ended
March 31, 2010

For the
Three Months Ended
March 31, 2009

Total operating EXPENSES .......cccevvreeeeeereereereennns $ 59,065
Less: Cost of fuel......cccoevvveiviiieircecccee (21,369)
Less: Major maintenance expense.........cccceve.. (15,110)
Less: Gas transportation noncash

aAMOItiZatioN ......cocvvviieie e (301)
Less: Selling, general, and administrative
EXPENSE ...ttt (3,238)
Less: Termination and transition costs ............ (580)
Less: Depreciation ..........ccoeoveereenencienenieieas (6,009)
Less: D&O insurance eXpense........ccoeveverveeeas (45)
Add: Taxes, other than income taxes............... 1,113
Adjusted plant eXpenses..........c.cccoveiiiciiinnae $ 13,526

$

$

41,819
(18,196)

(755)

(294)

(4,674)

(5.989)

(99)

1,041
12,853

Adjusted corporate expenses is defined as selling, general, and administrative expense adjusted for (a) the
removal of noncash employee options/awards expense and reorganization items such as employee severance and

(b) the addition of director and officer insurance expense.
For the

Three Months Ended

March 31, 2010

For the

Three Months Ended

March 31, 2009

Selling, general, and administrative expense......... $ 3,238 $
Less: Noncash employee options/awards
EXPEINSE ..ttt (111)
Less: Employee severance eXpense................... —
Add: D&O insurance eXpense ........c.cceervereerenen. 45
Adjusted corporate eXPeNnSES .........cooveerverereernenns 3 3,172 $

Adjusted Plant EBITDA and Adjusted EBITDA

4,674

(1,115)
(460)
99

3,198

Adjusted plant EBITDA is defined as total adjusted margin less adjusted plant expenses. Adjusted EBITDA

is defined as adjusted plant EBITDA less adjusted corporate expenses.

For the For the Favorable/
Three Months Ended Three Months Ended (Unfavorable)
March 31, 2010 March 31, 2009 Change % Change
Merchant energy margin............c.ccocevvevnne $ 1,275 $ 2,661 $ (1,386) (52)%
Merchant capacity sales............ccocvevenennnn. 442 — 442 100%
Merchant margin..........cccoevevvivniveeennn, 1,717 2,661 (944) (35)%
Adjusted contracted energy margin............ 1,060 478 582 122%
Adjusted contracted capacity sales............. 5,729 5,618 111 2%
Adjusted contracted margin.................... 6,789 6,096 693 11%
Total adjusted margin..........c.ccoceeeveinen, 8,506 8,757 (251) (3)%
Adjusted plant eXpenses ............cceeeenen 13,526 12,853 (673) (5)%
Adjusted plant EBITDA ........c.cccoveveneen, (5,020) (4,096) (924) (23)%
Adjusted corporate eXpenses ..........ccoccvne. 3,172 3,198 26 1%
Adjusted EBITDA ..o, $ (8,192) $ (7,294) 3 (898) (12)%
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Selected Operating and Business Metrics

For the For the Favorable/
Three Months Ended  Three Months Ended (Unfavorable)

March 31, 2010 March 31, 2009 Change % Change
Selected Financial and Operating Data
Total generation (GWh)........ccovvvevevineienccnenen, 487 574 (87) (15)%
Merchant generation (GWh)........cccccceevveivinnnnen, 272 436 (164) (38)%
Merchant margin/merchant generation ($/MWh) .. $ 6.31 $ 6.10 $ 021 3%
Selected Market and Weather Data

For the For the
Three Months Ended  Three Months Ended
March 31, 2010 March 31, 2009 Change % Change

Selected Market Data(1)
Average on-peak market power price—

Entergy (5/MWHh) .....coooiiiiiiicicee e $ 42.04 $ 35.79 $ 6.25 17%
Average on-peak market power price—

Southern (3/MWHh) ..o $ 43.84 $ 39.40 $ 444 11%
Average Henry Hub gas price ($/MMbtu)................. $ 514 $ 458 $ 0.56 12%
Selected Weather Data
Actual HDDS(2)....ccvvvveeiiiiiiiiiiinieisiesieise s 5,860 4,304 1,556 36%
NOIMaAl HDDS......ccoviiiiiieiiinieiecse e 4,828 4,828 — 0%
Notes:

(1) Data from Platt’s Megawatt Daily and Gas Daily publications.

)] HDD, or heating degree days, represents the number of degrees that the mean temperature for a particular
day is below 65 degrees Fahrenheit. The HDDs are then accumulated for a given period. The cumulative
heating degree days are calculated using current weather data obtained from online weather data services
such as Weather Channel and Accuweather compared to the 30-year NOAA National Weather Service

archive database.

Historical Results of Operations of KGen for the Three Months Ended March 31, 2010 compared to the Three
Months Ended March 31, 2009.

Total adjusted margin decreased $0.2 million, or 3%, to $8.5 million for the three months ended March 31,
2010 compared to the same period in the previous year as a result of a $0.9 million decrease in merchant margin
offset by a $0.7 million increase in adjusted contracted margin. The $8.5 million in total adjusted margin was
comprised of $1.7 million in merchant margin and $6.8 million in adjusted contracted margin.

Merchant margin decreased $0.9 million, or 35%, to $1.7 million for the three months ended March 31,
2010. The $0.9 million decrease was made up of a $1.4 million decrease in merchant energy margin, offset by a
$0.5 million increase in merchant capacity sales. The $1.4 million decrease in merchant energy margin was
principally related to a decrease in merchant generation of 38% from 436 GWh to 272 GWh. This volatility in
generation is not uncommon in the shoulder months when our total generation is relatively low compared to our
summer months. The $0.5 million increase in merchant capacity sales was attributable to capacity sales at the Hinds
plant in February and March 2010. When compared to the previous year, the implied merchant spark spread, or
merchant margin divided by merchant generation, increased from $6.10 per MWh to $6.31 per MWh for the three
months ended March 31, 2010.

Adjusted contracted margin increased $0.7 million, 11% for the three months ended March 31, 2010. The
$0.7 million increase was made up of a $0.6 million increase in adjusted contracted energy margin and a $0.1
million increase in adjusted contracted capacity sales. The $0.6 million increase in adjusted contracted energy
margin was largely attributable to higher revenues from the GPC PPA as a result of higher natural gas prices and
increased generation due to colder weather. The $0.1 million increase in adjusted contracted capacity sales was a
result of the escalation of the pricing under the GPC PPA.
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Adjusted plant expenses increased by $0.7 million, or 5%, to $13.5 million for the three months ended
March 31, 2010. The increase primarily related to a $0.5 million increase in the LTSA bonus paid during the three
months ended March 31, 2010.

As a result of the foregoing changes in total adjusted margin and adjusted plant expenses, adjusted plant
EBITDA decreased by $0.9 million to a $5.0 million loss for the three months ended March 31, 2010.

Adjusted corporate expenses decreased by $26,000 to $3.2 million for the three months ended March 31,
2010.

As a result of the foregoing, adjusted EBITDA decreased by $0.9 million to an $8.2 million loss for the
three months ended March 31, 2010.

GAAP to Non-GAAP Adjusted EBITDA Reconciliation

Following is an alternative calculation of adjusted EBITDA and adjusted plant EBITDA starting from net
loss after taxes. EBITDA is equal to net loss after taxes adjusted for interest expenses, income taxes, depreciation,
and amortization. Adjusted EBITDA is equal to EBITDA minus certain other items (such as major maintenance and
other non-recurring expenses). Adjusted plant EBITDA is equal to total adjusted EBITDA less certain corporate
expenses.

For the For the
Three Months Ended Three Months Ended
March 31, 2010 March 31, 2009
Net 10SS after taXeS.......ovviereereerrrrrireeieieieieenes $ (35,438) $ (19,424)
Add: INterest eXPeNSE ......cocvvveveieerierereseseaeeas 2,994 2,546
Less: Net interest inCOMe .........cceeveverenernnennne. — 81
Add: Depreciation .........c.coevvveeieieenenie e 6,009 5,989
Add: Power sales rights and obligations
AMONtIZAtION ... 2,028 2,028
Add: Gas transportation noncash amortization .. 301 294
Less: Noncash deferred capacity revenue........... 56 (41)
Add: Other eXpenses .........ccoevierreerneienesnenn, 57 (1,097)
EBITDA ...t (23,993) (9,624)
Add: Major maintenance eXpense ...........ccevvene.. 15,110 755
Add: Termination and transition costs................ 580 —
Add: Noncash employee options/awards
EXPENSE e 111 1,115
Add: Employee severance expense........cc......... — 460
Adjusted EBITDA .....cooovovveeeeeeeeeee e, (8,192) (7,294)
Add: Selling, general, and administrative
EXPENSE ettt 3,238 4,674
Less: Noncash employee options/awards
EXPENSE ..ot (1112) (1,115)
Less: Employee severance expense ................... — (460)
Add: D&O insurance expense........cocecervereerennen. 45 99
Adjusted plant EBITDA..........cccovoiviiineieienenns $ (5,020) $ (4,096)

The following describes changes to specified financial measures of our performance. As indicated above, in
calculating our adjusted EBITDA, we make adjustments to our net loss after taxes using these financial measures for
the three months ended March 31, 2010 compared to the three months ended March 31, 2009.

» Interest expense for the three months ended March 31, 2010 was $3.0 million compared to $2.5 million
for the same period in 2009. In order to more accurately reflect our financing costs for the three
months ended March 31, 2010, we have elected to move gains and losses on derivatives from the other
expense line and reflect them in the interest expense line of our condensed consolidated statement of
operations. The $0.5 million decrease was made up of a $0.5 million decrease in interest expense due
to a reduction in interest rates and outstanding debt compared to the same period in the previous year,
offset by $1.0 million in losses on derivatives associated with our interest rate hedging and cash
payments on our Swaps.
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Interest income was offset by banking fees for the three months ended March 31, 2010 and was $0.1
million for the three months ended March 31, 2009. The decrease in interest income was related to
lower interest rates for the three months ended March 31, 2010, when compared to the same period in
the previous year.

Depreciation, for both three month periods, was $6.0 million.

Amortization of contract-based power sales rights and obligations, for both three month periods, was
$2.0 million and was recorded as a reduction of energy sales.

Amortization of contract-based natural gas transportation rights and obligations, for both three month
periods, was $0.3 million and was recorded as an increase of gas transportation expense.

Noncash deferred capacity revenue, which represents the levelization of capacity sales over the GPC
PPA term, was approximately $56,000 of expense for the three months ended March 31, 2010 and
approximately $41,000 of income for the three months ended March 31, 2009 and was recorded in
capacity sales.

Other income (expense) for the three months ended March 31, 2010 and 2009 was expense of $0.1
million and income of $1.1 million, respectively. The $0.1 related to various financing fees and the
$1.1 million related to gains on derivatives associated with our interest rate hedging due to cash
payments on and a change in valuation of our Swaps. For the three months ended March 31, 2010, the
losses on derivatives were reflected in the interest expense line of our condensed consolidated
statement of operations.

Major maintenance expense for the three months ended March 31, 2010 and 2009 was $15.1 million
and $0.8 million, respectively. The $15.1 million expense related to a hot gas path inspection at the
Hinds plant. The $0.8 million expense in the prior year primarily related to $0.7 million of major
maintenance expenses at the Murray facilities and $0.1 million of major maintenance expenses at the
Hot Spring plant.

Termination and transition costs for the three months ended March 31, 2010 and 2009 were
$0.6 million and zero, respectively. The $0.6 million expense related to a $0.4 million one-time
termination fee paid to DEGS and $0.2 million in transition costs related to the change in operating and
maintenance providers.

Noncash employee options/awards expense for the three months ended March 31, 2010 and 2009 was
$0.1 million and $1.1 million, respectively, and was recorded as an increase of selling, general, and
administrative expense.

Selling, general, and administrative expense was $3.2 million and $4.7 million for the three months
ended March 31, 2010 and 2009, respectively. This decrease was primarily related to a $1.0 million
decrease in noncash employee options/awards expense and a $0.5 million decrease in payroll expenses,
offset by $0.3 million increase in legal and professional service expenses.
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Consolidated Results of Operations of KGen for the Nine Months Ended March 31, 2010 compared to the Nine
Months Ended March 31, 2009.

The following table sets forth our results of operations for the nine months ended March 31, 2010 and
2009, expressed in thousands of dollars:

For the For the Favorable/
Nine Months Ended Nine Months Ended (Unfavorable)
March 31, 2010 March 31, 2009 Change % Change
Revenues:
ENergy Sales........cooevvvveveeveeveeeeeeeeeeeans $ 99,091 $ 153683 $ (54,592) (36)%
Capacity SalesS .......ccoevvvvviieieicie e 38,494 42,153 (3,659) (9)%
Total FeVENUES ..o 137,585 195,836 (58,251) (30)%
Operating expenses:
Cost of fuel ......ooevviiiieiie 84,538 130,875 46,337 35%
Operating and maintenance ..............ccccove.e. 32,791 35,233 2,442 7%
Gas transportation...........cccovveeererenccnnenns 12,119 11,971 (148) (1)%
Selling, general, and administrative............ 9,198 12,363 3,165 26%
Depreciation .........cccocevevevieeveeie e 18,264 18,206 (58) 0%
AUXiliary POWEr .......ccovevveveiecc e 6,331 6,475 144 2%
INSUFANCE......cccvie e 2,687 2,741 54 2%
Total operating eXpenses .........ccecvevvereeenne. 165,928 217,864 51,936 24%
Operating 10SS......ccovveveieeieece e (28,343) (22,028) (6,315) (29)%
Other income (expenses):
INtEreSt EXPENSE ..ocvvevveveeiecie e (9,182) (9,668) 486 5%
Taxes, other than income taxes................... (3,076) (3,238) 162 5%
Net interest iNCOMe..........cccvvereieicreienennns — 221 (221) (100)%
Other ..o a77) (7,182) 7,005 98%
Total other eXpenses .........ccocevevveneirenen, (12,435) (19,867) 7,432 37%
Net loss before taxes........ccccvvvevvicrcieicnns (40,778) (41,895) 1,117 3%
Income tax benefit ..........ccooeeveiininiinnn, — — — 0%
Net loss after taxes..........c.coocvvcciiiiiinnnn, $ (40,778) $ (41895 $ 1,117 3%

Operating and Business Metrics We Use to Analyze the Company’s Performance for the Nine Months Ended
March 31, 2010 and March 31, 2009

As indicated above, in addition to the foregoing results of operations presented in accordance with GAAP,
we utilize various non-GAAP operating and business metrics to analyze the Company’s performance. We believe
these metrics provide useful insight into the Company’s performance, assist us in identifying trends in our business,
and better allow us to compare our performance to others in our industry. We describe below these various non-
GAAP metrics and provide a reconciliation of these metrics for the nine months ended March 31, 2010 and 2009, to
the most directly comparable GAAP measures for those periods. See the reconciliation of net loss to adjusted
EBITDA on page 26. This presentation may not include all of the disclosure that SEC regulations would require a
company that files periodic reports with the SEC to make, with respect to non-GAAP financial measures.

Merchant Margin, Adjusted Contracted Margin, and Total Adjusted Margin

We separate merchant margin and adjusted contracted margin because the distinction helps us analyze the
certainty of future cash flows of the Company and the underlying commodity value of the Company’s assets.

Merchant margin is equal to the sum of merchant energy margin and merchant capacity sales. Merchant
energy margin is defined as energy sales less the related cost of fuel pursuant to arrangements having an original
delivery term of less than one year. Merchant capacity sales is defined as capacity sales pursuant to arrangements
having an original delivery term of less than one year. We currently consider Hinds, Hot Spring, Murray Il and
Sandersville to be merchant plants because they are currently not selling their energy output and capacity pursuant to
long-term sales agreements.
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For the For the
Nine Months Ended Nine Months Ended

March 31, 2010 March 31, 2009
ENErgy SalES .....ocvveveeeecieeecee e $ 99,091 $ 153,683
Less: Cost of fuel ....ocvvveicecccece e (84,538) (130,875)
Less: Contracted energy sales .........ccocvevvevvevvennn. (22,655) (33,438)
Add: Contracted cost of fuel............c.ccoeiiiiiennns 23,568 33,716
Merchant energy margin..........ccoccoevvevevveieieiennnns 15,466 23,086
Capacity SaleS........cccevvvivvireerce e 38,494 42,153
Less: Contracted capacity sales...........c.ccccocceeenee (37,555) (37,462)
Merchant capacity Sales..........cccoovveinenennieneens $ 939 3 4,691
Merchant margin .........cccccooceveiiiie s $ 16,405 $ 27,777

Adjusted contracted margin is equal to the sum of adjusted contracted energy margin and adjusted
contracted capacity sales. Adjusted contracted energy margin is defined as energy sales less the related cost of fuel
pursuant to arrangements having an original delivery term of one year or greater, adjusted to remove the income
effects of noncash amortization of contract-based intangibles. Adjusted contracted capacity sales is defined as
capacity sales pursuant to arrangements having an original delivery term of one year or greater, adjusted to remove
the income effects of noncash deferred capacity revenue to levelize the capacity sales over the term of the agreement
as required by GAAP. We believe that the foregoing adjustments are helpful in understanding the commercial
results of our contractual arrangements without the impact of noncash accounting adjustments. We currently
consider Murray | to be contracted, because it is selling its energy output and capacity pursuant to the long-term
GPC PPA.

For the For the
Nine Months Ended  Nine Months Ended
March 31, 2010 March 31, 2009
ENErgY SAlES ..oovvveriiiieieisieeiee e $ 99,091 $ 153,683
Less: Merchant sales ..........cooverneiiiniennienns (76,436) (120,245)
Contracted energy sales........c.ccocvvenvrnienennennen, 22,655 33,438
Less: Contracted cost of fuel............cccccoevnenes (23,568) (33,716)
Add: Power sales rights and obligations
AMOTTIZALION ... 6,084 6,084
Adjusted contracted energy margin.................. 5,171 5,806
Contracted capacity SalesS.......cc.ccoevevvererernrrnnnne 37,555 37,462
Add (Less): Noncash deferred capacity
TEVENUE ...ttt 7 (638)
Adjusted contracted capacity sales.................... $ 37,562 $ 36,824
Adjusted contracted margin..........c.ccocoeeveienennns $ 42,733 $ 42,630
Total adjusted margin is equal to the sum of merchant margin and adjusted contracted margin.
For the For the
Nine Months Ended  Nine Months Ended
March 31, 2010 March 31, 2009
Merchant margin...........ccoceevevvverienseree s $ 16,405 $ 27,777
Adjusted contracted margin ..........cccoceeeveiieiennens 42,733 42,630
Total adjusted margin .........cccoeeevernineneennen, $ 59,138 $ 70,407

Adjusted Plant Expense and Adjusted Corporate Expense

Adjusted plant expenses is defined as total operating expenses adjusted for the removal of (a) cost of fuel
captured in merchant energy margin and adjusted contracted energy margin, (b) major maintenance expense, (c) the
income effects of noncash amortization of contract-based intangibles of gas transportation expense, (d) all selling,
general, and administrative expense, part of which is captured in adjusted corporate expenses (defined below),
(e) any nonrecurring items such as contract termination fees and transition costs, (f) depreciation, (g) director and
officer insurance expense captured in adjusted corporate expenses (defined below); and the addition of taxes, other
than income taxes, as it largely represents plant property taxes and payments in lieu of taxes.
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For the For the
Nine Months Ended  Nine Months Ended

March 31, 2010 March 31, 2009
Total operating EXPENSES .......covcveevveveeeerereereiereenas $ 165,928 $ 217,864
Less: Cost Of fUel......ccoveveieveii e (84,538) (130,875)
Less: Major maintenance eXpense........cevverververnens (14,115) (19,368)
Less: Gas transportation noncash amortization ..... (902) (882)
Less: Selling, general, and administrative
EXPENSE «.vveevetestesieste et e et e et (9,175) (12,363)
Less: Termination and transition Costs .................. (612) —
Less: Depreciation ..........cccoeveireneinenenisenee (18,264) (18,206)
Less: D&O inSurance eXpense........ccouervererenveneas (137) (302)
Add: Taxes, other than income taxes...........cc.e...... 3,076 3,238
Adjusted plant eXPenses.........cocoverevenineniereneennns $ 41,261 $ 39,106

Adjusted corporate expenses is defined as selling, general, and administrative expense adjusted for (a) the
removal of noncash employee options/awards expense and reorganization items such as employee severance and
(b) the addition of director and officer insurance expense.

For the For the
Nine Months Ended  Nine Months Ended
March 31, 2010 March 31, 2009

Selling, general, and administrative expense............. $ 9,175 $ 12,363
Less: Noncash employee options/awards

EXPENSE ...ttt (866) (2,294)

Less: Employee severance eXpense.........c.ccoveeenen. 1) (460)

Add: D&O insurance eXpense ........ccceevevvereeereeennes 137 302

Adjusted corporate eXpPensesS ......ccocvevereererereneennes $ 8,445 $ 9,911

Adjusted Plant EBITDA and Adjusted EBITDA

Adjusted plant EBITDA is defined as total adjusted margin less adjusted plant expenses. Adjusted EBITDA
is defined as adjusted plant EBITDA less adjusted corporate expenses.

For the For the Favorable/
Nine Months Ended Nine Months Ended (Unfavorable)
March 31, 2010 March 31, 2009 Change % Change
Merchant energy margin............cccvovvvvervenrnenns $ 15,466 $ 23,086 $ (7,620) (33)%
Merchant capacity sales............c.cocovniiriinnnnn, 939 4,691 (3,752) (80)%
Merchant margin.........cccocveveiineininienn, 16,405 27,777 (11,372) (41)%
Adjusted contracted energy margin................. 5,171 5,806 (635) (11)%
Adjusted contracted capacity sales.................. 37,562 36,824 738 2%
Adjusted contracted margin.........c.cccccceeuene. 42,733 42,630 103 0%
Total adjusted margin.........ccccoceeevervienennns 59,138 70,407 (11,269) (16)%
Adjusted plant eXpenses ........ccccccvvevvereriennene. 41,261 39,106 (2,155) (6)%
Adjusted plant EBITDA ........cccooevvrrrerenn, 17,877 31,301 (13,424) (43)%
Adjusted corporate eXpenses ...........ccoceeervenee 8,445 9,911 1,466 15%
Adjusted EBITDA ... $ 9,432 $ 21,390 $  (11,958) (56)%
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Selected Operating and Business Metrics

For the For the Favorable/
Nine Months Ended  Nine Months Ended (Unfavorable)
March 31, 2010 March 31, 2009 Change % Change
Selected Financial and Operating Data
Total generation (GWh)........ccoevvevevencieie e, 2,843 2,324 519 22%
Merchant generation (GWh)........ccccccecevevevieininenns 2,183 1,833 350 19%
Merchant margin/merchant generation ($/MWh) ... $ 751 $ 1515 $ (7.64) (50)%
Selected Market and Weather Data
For the For the
Nine Months Ended  Nine Months Ended

March 31, 2010 March 31, 2009 Change % Change
Selected Market Data(1)
Average on-peak market power price—

Entergy (3/MWh) ....cocovviiiiiicee $ 34.97 $ 50.77 $ (15.80) (31)%
Average on-peak market power price—

Southern ($/MWHh) .....c.ccoevviiviiniciienas $ 3731 $ 55.65 $ (18.34) (33)%
Average Henry Hub gas price ($/MMbtu)... $ 4.19 $ 670 $ (2.51) (37)%
Selected Weather Data
Actual CDDS(2) ...vcvvveiiiiieieiseniecse e 3,710 3,974 (264) (M%
NOrmal CDDS.....cccooveivvieieieneee e 3,761 3,761 — 0%
Actual HDDS(3).....covvviiiirieieiseniec e 8,926 7,363 1,563 21%
Normal HDDS........cccoovverieieneneie e 7,915 7,915 — 0%
Notes:

(1) Data from Platt’s Megawatt Daily and Gas Daily publications.

(2) CDD, or cooling degree days, represents the number of degrees that the mean temperature for a particular
day is above 65 degrees Fahrenheit. The CDDs are then accumulated for a given period. The cumulative
cooling degree days are calculated using current weather data obtained from online weather data services
such as Weather Channel and Accuweather compared to the 30 year NOAA National Weather Service
archive database.

3 HDD, or heating degree days, represents the number of degrees that the mean temperature for a particular
day is below 65 degrees Fahrenheit. The HDDs are then accumulated for a given period. The cumulative
heating degree days are calculated using current weather data obtained from online weather data services
such as Weather Channel and Accuweather compared to the 30 year NOAA National Weather Service
archive database.

Historical Results of Operations of KGen for the Nine Months Ended March 31, 2010 compared to the Nine
Months Ended March 31, 2009.

Total adjusted margin decreased $11.3 million, or 16%, to $59.1 million for the nine months ended
March 31, 2010 compared to the same period in the previous year as a result of an $11.4 million decrease in
merchant margin offset a $0.1 million increase in adjusted contracted margin. The $59.1 million in total adjusted
margin was comprised of $16.4 million in merchant margin and $42.7 million in adjusted contracted margin.

Merchant margin decreased $11.4 million, or 41%, to $16.4 million for the nine months ended March 31,
2010. The $11.4 million decrease was made up of a $7.6 million decrease in merchant energy margin and a $3.8
million decrease in merchant capacity sales. The $7.6 million decrease in merchant energy margin related primarily
to the decrease in natural gas prices, as evidenced by the 37% decrease in the average Henry Hub gas price from
$6.70 per MMbtu to $4.19 per MMbtu for the nine months ended March 31, 2010 as compared to the previous year,
the absence of favorable gas basis differentials at Hot Spring in the 2009 and 2010 period compared to 2008, and the
pipeline operational constraints that developed in 2009 that have limited Hot Spring to selling longer schedules
which generally have lower financial value. In our markets, merchant energy margins are in part a function of
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natural gas prices and the market heat rates. Thus, lower gas prices at the same level of market heat rates will yield
lower merchant energy margins. There was an increase in merchant generation of 19% from 1,833 GWh to
2,183 GWh which was a result of additional “must run” and 24 hour monthly block sales as compared to the nine
months ended March 31, 2009. We believe that lower natural gas prices were in part a factor in the increased
monthly sales opportunities for our plants and that such prices enabled our combined cycle plants to displace more
expensive generation sources in the market. The $3.8 million decrease in merchant capacity sales was attributable to
$4.7 million in merchant capacity sales from a portion of the Murray Il plant in the prior year, offset by merchant
capacity sales from the Hinds plant in the current year in the amount of $0.9 million. The implied merchant spark
spread, or merchant margin divided by merchant generation, decreased from $15.15 per MWh to $7.51 per MWh,
largely due to the decrease in merchant capacity sales, the effects of generally lower market gas prices and the
absence of favorable gas basis differentials at Hot Spring in the 2009 and 2010 period compared to 2008.

Adjusted contracted margin increased $0.1 million to $42.7 million for the nine months ended March 31,
2010, which was comprised of $5.2 million in adjusted contracted energy margin and $37.6 million in adjusted
contracted capacity sales. The $0.1 million increase was made up of a $0.7 million increase in adjusted contracted
capacity sales offset by a $0.6 million decrease in adjusted contracted energy margin. The $0.7 million increase in
adjusted contracted capacity sales was a result of the escalation of the pricing under the GPC PPA. The $0.6 million
decrease in adjusted contracted energy margin was largely attributable to lower revenues from the GPC PPA as a
result of lower natural gas prices and was also offset by the reduction of costs of replacement power purchased in
connection with the GPC PPA for the nine months ended March 31, 2010 as compared to the previous year.

Adjusted plant expenses increased by $2.2 million, or 6%, to $41.3 million for the nine months ended
March 31, 2010. The increase primarily related to $1.0 million associated with the performance of certain non-
critical maintenance during the nine months ended March 31, 2010 that was deferred from the previous year, a $0.5
million increase in the LTSA bonus paid and $0.3 million in costs related to the impact of freezing weather on
operations at the Murray facility.

As a result of the foregoing changes in total adjusted margin and adjusted plant expenses, adjusted plant
EBITDA decreased by $13.4 million to $17.9 million for the nine months ended March 31, 2010.

Adjusted corporate expenses decreased by $1.5 million, or 15%, to $8.4 million for the nine months ended
March 31, 2010. This decrease was primarily related to a $0.9 million decrease in payroll expenses, a $0.6 million
decrease in commercial marketing fees, and a $0.2 million decrease in legal and professional service expenses.

As a result of the foregoing, adjusted EBITDA decreased by $12.0 million to $9.4 million for the nine
months ended March 31, 2010.

GAAP to Non-GAAP Adjusted EBITDA Reconciliation

Following is an alternative calculation of adjusted EBITDA and adjusted plant EBITDA starting from net
loss after taxes. EBITDA is equal to net loss after taxes adjusted for interest expenses, income taxes, depreciation,
and amortization. Adjusted EBITDA is equal to EBITDA minus certain other items (such as major maintenance and
other non-recurring expenses). Adjusted plant EBITDA is equal to total adjusted EBITDA less certain corporate
expenses.
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For the For the
Nine Months Ended Nine Months Ended

March 31, 2010 March 31, 2009
Net 10SS After tAXES .....ovoveveeeevereeeietceceeeee e $ (40,778) $ (41,895)
Add: INterest eXPENSE .....ccvvvverveieerierierese e seeaens 9,182 9,668
Less: Net interest inCOMe .........ccccvevvecvereresinnennn, — (221)
Add: Depreciation ..........ccoceveveveieereresenese s 18,264 18,206
Add: Power sales rights and obligations
AMOITIZAtION .oovvvece s 6,084 6,084
Add: Gas transportation noncash amortization ... 902 882
Less: Noncash deferred capacity revenue ........... 7 (638)
Add: Other eXPENSES........cccvvvrveieerierierereseseeaees 177 7,182
EBITDA ..ot (6,162) (732)
Add: Major maintenance eXpense ..........c.ccoveennes 14,115 19,368
Add: Termination and transition costs ................ 612 —
Add: Noncash employee options/awards
EXPENSE... i 866 2,294
Add: Employee severance expense ..........ccoe.e. 1 460
Adjusted EBITDA ...t 9,432 21,390
Add: Selling, general, and administrative
EXPENSE ..ttt ettt ettt e et 9,175 12,363
Less: Noncash employee options/awards
EXPENSE . vretreeteertestee e se e e e ste et (866) (2,294)
Less: Employee severance eXpense............cceeve.n. (D) (460)
Add: D&O insurance exXpense........ccecveveevenveenns 137 302
Adjusted plant EBITDA .........ccccoveevvveieeceeeene, $ 17,877 $ 31,301

The following describes changes to specified financial measures of our performance. As indicated above, in
calculating our adjusted EBITDA, we make adjustments to our net loss after taxes using these financial measures for
the nine months ended March 31, 2010 compared to the nine months ended March 31, 2009.

Interest expense for the nine months ended March 31, 2010 was $9.2 million compared to $9.7 million
for the same period in 2009. In order to more accurately reflect our financing costs for the nine months
ended March 31, 2010, we elected to move gains and losses on derivatives from the other expense line
and reflect them in the interest expense line of our condensed consolidated statement of operations.
The $0.5 million decrease was made up of a $3.7 million decrease in interest expense due to a
reduction in interest rates and outstanding debt compared to the same period in the previous year,
offset by $3.2 million in losses on derivatives associated with our interest rate hedging and cash
payments on our Swaps.

Interest income was offset by banking fees for the nine months ended March 31, 2010. Interest income
was $0.2 million for the nine months ended March 31, 2009. The decrease in interest income was
related to lower interest rates when compared to the same period in the previous year.

Depreciation was $18.3 million and $18.2 million for the nine months ended March 31, 2010 and
2009.

Amortization of contract-based power sales rights and obligations, for both nine month periods, was
$6.1 million and was recorded as a reduction of energy sales.

Amortization of contract-based natural gas transportation rights and obligations, for both nine month
periods, was $0.9 million and was recorded as an increase of gas transportation expense.

Noncash deferred capacity revenue, which represents the levelization of capacity sales over the GPC
PPA term, of approximately $7,000 of expense and $0.6 million of revenue for the nine months ended
March 31, 2010 and 2009, respectively, and was recorded as capacity sales.

Other expense for the nine months ended March 31, 2010 and 2009 was $0.2 million and $7.2 million,
respectively. The $0.2 related to various financing fees and the $7.2 million in the prior year was
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primarily related to losses on derivatives associated with our interest rate hedging due to cash
payments on and a change in valuation of our Swaps. For the nine months ended March 31, 2010, the
losses on derivatives were reflected in the interest expense line of our condensed consolidated
statement of operations.

*  Major maintenance expense for the nine months ended March 31, 2010 and 2009 was $14.1 million
and $19.4 million, respectively. The $14.1 million expense primarily related to $15.1 million in
connection with the spring 2010 hot gas path inspection performed at the Hinds plant offset by income
related to a credit from GE for repair work at Murray | of $1.0 million. The $19.4 million expense in
fiscal 2009 primarily related to $18.9 million in connection with the fall 2008 hot gas path inspection
performed at Murray 11 and $0.5 million in other major maintenance expenses at the Hot Spring plant.

+ Termination and transition costs for the nine months ended March 31, 2010 and 2009 were
$0.6 million and zero, respectively. The $0.6 million expense related to a $0.4 million one-time
termination fee paid to DEGS and $0.2 million in transition costs related to the change in operating and
maintenance providers.

* Noncash employee options/awards expense for the nine months ended March 31, 2010 and 2009 as
$0.9 million and $2.3 million, respectively, and was recorded as an increase of selling, general, and
administrative expense.

«  Selling, general, and administrative expense was $9.2 million and $12.4 million for the nine months
ended March 31, 2010 and 2009, respectively. This decrease was primarily related to a $1.4 million
decrease in noncash employee options/awards expense, a $0.9 million decrease in payroll expenses, a
$0.6 million decrease in commercial marketing fees, and a $0.2 million decrease in legal and
professional service expenses.

Liquidity and Capital Resources
Liquidity Position
We expect that cash on hand, cash flow provided by operations, and cash available under our Credit

Facility will satisfy our short-term liquidity needs with respect to our current portfolio of working capital assets over
the next 12 months. Our liquidity was comprised of the following at March 31, 2010 (in thousands of dollars):

Unrestricted cash and cash equivalents...........cccocveverereneniene s $ 53,724
Working capital revolver and synthetic letter of credit facility (net of letters

of credit issued and cash draws thereunder)..........ccccoevvevveiesiesieesee s 62,126
L0 - | $ 115,850

Our principal sources of funds are cash flows from operations and borrowings under our Credit Facility.
Our principal use of funds consists of operating expenditures, payments of principal and interest on our Credit
Facility, and capital expenditures. On March 31, 2010, we had $62.1 million available under our Credit Facility, of
which $62.0 million was under the working capital revolver and $0.1 million was under the synthetic letter of credit
facility, for activities related to our plants. We had cash on hand of $53.7 million, of which $29.3 million was cash
at the parent level and not subject to the lien of the Credit Agreement at March 31, 2010. Similarly, $32.0 million
was the balance at the parent level not subject to the credit agreement at June 30, 2009. Management believes that
cash on hand, amounts available under our Credit Facility, and cash flows from operations will be adequate to
finance capital expenditures and other liquidity commitments over the next 12 months.

Debt and Credit Facility
Our only debt for borrowed money is evidenced by our Credit Facility, which consists of:
* a$200.0 million term loan facility, or the Term Loan Facility;

+ an $80.0 million working capital facility for letters of credit and other liquidity needs, or the Working
Capital Facility; and
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* a $120.0 million synthetic letter of credit facility to support the collateral requirements under the
project documents related to the facilities, or the Collateral Credit Facility.

Borrowings under the Term Loan Facility were made in 2007 by KGen LLC, our subsidiary, and were used
to refinance existing indebtedness of KGen LLC, pay fees and expenses relating to the Credit Facility, and fund
required reserves. Future borrowings under the Credit Facility are subject to the satisfaction of customary
conditions.

On March 20, 2009, KGen LLC drew $10.0 million under the working capital facility. The proceeds of the
drawdown continue to be used for working capital purposes. Total letters of credits outstanding under the Working
Capital Facility were $8.0 million as of March 31, 2010. Total letters of credit outstanding under the Collateral
Credit Facility were $119.9 million as of March 31, 2010.

Interest Rate. Borrowings under the Credit Facility bear interest at a spread above LIBOR-based loans.
The $200.0 million Term Loan Facility bears interest at LIBOR plus 175 basis points. Please refer to “Number 3.
Quantitative and Qualitative Disclosures About Market Risk.” Amounts borrowed under the $80.0 million Working
Capital Facility bear interest at LIBOR plus 200 basis points.

Fees. We pay a 50 basis point fee on the unused portion of commitments and all undrawn letters of credit
under the Working Capital Facility, a 200 basis point fee on drawn letters of credit under the Working Capital
Facility, and a 191 basis point fee on the $120.0 million of the Collateral Credit Facility.

Maturity Date. The maturity date of the Credit Facility is February 8, 2014, except that the maturity date of
the Working Capital Facility is February 8, 2012.

Security. Borrowings under the Credit Facility are secured by substantially all of the assets of our
subsidiaries, which constitute all of our operating assets and generate substantially all of our operating cash flows.
Our only significant asset not subject to the lien of the Credit Agreement was a cash balance of $29.3 million at
March 31, 2010 that was held at our parent company level.

The Credit Facility and related financing documents contain various affirmative and negative covenants,
including (a) financial covenants, (b) limitations on KGen LLC’s ability to pay dividends, (c) restrictions on the use
of available cash for operations, except as required for debt service payments and, (d) an event of default in the
event of a change in control of KGen. At March 31, 2010, we were in compliance with the covenants contained
within our Credit Facility.

Capital Expenditures and Major Maintenance

Total capital expenditures for the three and nine months ended March 31, 2010 were $0.4 million and
$1.9 million, respectively. Total capital expenditures for the three and nine months ended March 31, 2009 were
$0.2 million and $1.3 million, respectively.

Major maintenance was $15.1 million and $0.8 million for the three months ended March 31, 2010 and
2009, respectively. The $15.1 million expense related to a hot gas path inspection at the Hinds plant. The $0.8
million expense in the prior year primarily related to $0.7 million of major maintenance expenses at the Murray
facilities and $0.1 million of major maintenance expenses at the Hot Spring plant. Major maintenance expense was
$14.1 million and $19.4 million for the nine months ended March 31, 2010 and 2009, respectively. The
$14.1 million expense primarily related to $15.1 million in connection with the spring 2010 hot gas path inspection
performed at the Hinds plant offset by income related to a credit from GE for repair work at Murray | of $1.0
million. The $19.4 million expense primarily related to $18.9 million in connection with the fall 2008 hot gas path
inspection performed at Murray 11 and $0.5 million in other major maintenance expenses at the Hot Spring plant.

We incur costs for major maintenance on the Plants which is expensed in the period incurred. We expect to
incur additional major maintenance expenses of $3.0 million for the remainder of fiscal 2010.
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Cash Flow Analysis

The following table summarizes our changes in cash (in thousands of dollars):

For the For the
Nine Months Ended Nine Months Ended
March 31, 2010 March 31, 2009
Statement of Cash Flow Data:
Cash flows provided by (used in):
Operating actiVities ..........ccccccevvveeeeercee e $ (5872 $ (3,674)
INVesting aCtiVities .........ccccvvvivevieievcne e 20,433 (8,194)
Financing activities ..........coccovvenneiennecnnnns (1,500) 8,500
Increase (decrease) in cash and cash equivalents.... 13,061 (3,368)
Cash and cash equivalents at beginning of period .. 40,663 51,493
Cash and cash equivalents at end of period............. $ 53,724 $ 48,125

Cash Flows from Operating Activities. Our cash flows used in operations were $5.9 million for the nine
months ended March 31, 2010, primarily related to a $40.8 million net loss, payments from settlement of derivative
instruments of $4.8 million, a $1.6 million decrease in spare parts inventory, a $1.4 million decrease in prepaid
expenses and other current assets, and a $5.3 million decrease in accounts payable and liabilities, which was offset
primarily by depreciation expense of $18.3 million, amortization expense of $7.0 million, valuation of derivative
instruments of $3.2 million, and collections of accounts receivable of $17.9 million. We also incurred $5.2 million
of cash interest expense during the period under our outstanding Credit Facility.

Cash Flows from Investing Activities. Our cash flows provided by investing activities for the nine months
ended March 31, 2010 were $20.4 million and related primarily to $21.6 million use of restricted cash and cash
equivalents offset by $1.2 million in purchases of property, plant, and equipment.

Cash Flows from Financing Activities. Our cash flows used in financing activities for the nine months
ended March 31, 2010 were $1.5 million and represented $1.5 million in principal payments of long-term debt as
required by the Credit Facility.

Number 3. Quantitative and Qualitative Disclosures about Market Risk
Interest Rate Risks

Our primary market risk is the potential impact of changes in interest rates on our variable rate borrowings.
The terms of our Credit Facility require us to maintain interest hedge arrangements through the third anniversary of
the closing date of our Credit Facility, or February 8, 2010, on at least fifty percent of our outstanding term debt
balance to reduce our exposure to market risk from changes in the interest rate. As a result, we have entered into
interest rate swaps in order to mitigate the risk associated with the variable rate borrowings.

KGen LLC has three current interest rate swap agreements, or Swaps. These Swaps are intended to hedge
the risk associated with variable interest rates. For each of the Swaps, the Company has historically paid its
counterparty the equivalent of a fixed interest payment on a predetermined notional value, and we received the
equivalent of a floating interest payment based on three-month LIBOR rate calculated on the same notional value.
These payments were made on a quarterly basis. During the year ended June 30, 2009, the Company and its
counterparty amended the Swaps to reduce the Company’s fixed rate payment component and change the basis of
the counterparty’s floating rate payments. We now receive the equivalent of a floating interest payment based on a
one-month LIBOR rate calculated on the same notional value. These payments are made on a monthly basis. While
the notional value of each of the Swaps does not vary over time, the Swaps are designed to mature sequentially. The
total notional amount of the Swaps as of March 31, 2010 was $99.0 million with an average interest rate payable by
KGen LLC of 5.0%. The following is a summary of the Swaps:
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Maturity Notional March 31, 2010 June 30, 2009

Date Amount Fair Value Fixed Rate Fair Value Fixed Rate
(in millions) (in thousands) (in thousands)
CoNtract #1 ....oocoevveerrerernnns Expired $ — $ — — $ — —
CoNtract #2 ......ococvvvvevrrererrnnns Expired $ — $ — — $ — —
Contract #3 .....coccevvrerniiinnns Expired $ — $ — — $ (922) 4.9%
Contract #4 .....ccoovveviiiiie 3-31-2011 $ 33.0 $ (1,242 50% $ (1,869) 5.0%
Contract #5 .....cccoovveeieiieie 3-31-2012 $ 33.0 $ (2,338) 50% $ (2,455) 5.0%
Contract #6 .......cccceveevreiiniienn 3-31-2013 $ 33.0 $ (2,909) 51% $ (2,778) 5.1%

As of March 31, 2010, the majority of our exposure to variation in interest costs associated with our term
debt due to changes in the LIBOR rate has been hedged through the Swaps. We are exposed to credit related losses
in the event of non-performance by the counterparty to the Swaps, however our counterparty is a major financial
institution and we consider such risk of loss to be minimal. We will continue to monitor the creditworthiness of our
counterparty.

PART II—OTHER INFORMATION
Number 1A. Risk Factors and Forward-Looking Statements
Risk Factors

The following risk factor below updates Part I. “Number 1A. Risk Factors” of our Annual Report for the
year ended June 30, 2009.

We rely extensively on third party service providers for the operation and maintenance of the Plants and for
certain marketing of our electricity, and if such service providers cease to perform such services or fail to
perform such services adequately or on the same terms, it could adversely affect our results of operations and
cash flows.

We currently have few employees of our own and are dependent on contractual arrangements with third
parties for the operation and maintenance of our Plants. Our Murray | and Murray Il Plants are operated by DEGS,
and our Hinds, Hot Spring, and Sandersville Plants are operated by NAES, under operating and maintenance
agreements. In addition, GEI provides maintenance services to our combined-cycle plants under LTSAs. BNP
Paribas Energy Trading GP, or BNP, formerly Fortis Energy Marketing & Trading GP, acts as commercial marketer
for the power produced by four of the Plants other than the Murray | plant. Procurement of fuel for the Plants, except
for sales under the GPC PPA for Murray | and natural gas supply from Sequent for Murray |, is provided by BNP.
Currently, BNP and Sequent provide significant credit to us which allows us to transact without providing additional
financial collateral. In the event that their credit policies toward us change or these agreements terminate, we may be
unable to obtain an agreement with another energy service provider on similarly favorable terms and this could have
a significant impact on our ability to procure fuel and meet our power generation targets. While we believe that such
contractual arrangements allow us to leverage our management team and have allowed us to operate more
effectively and efficiently, in the event we have a significant disagreement with DEGS, NAES, GEI, Sequent or
BNP that interrupts one of their services or one of these providers experiences financial difficulties that adversely
affect their ability to provide services, our results of operations, financial condition and cash flows may be adversely
affected. In this regard, DEGS and BNP both have the right to terminate their agreements with us at their
convenience. In addition, although we seek to align our interests contractually, there may be conflicts of interest and
one of these parties may take actions that are not in our best interests. We do not have the internal operating
capability to perform the services that we outsource, and to develop such capabilities would be time consuming and
expensive. However, based upon discussions with potential alternative providers, we believe that multiple options
for a replacement energy management service provider and a replacement operations and maintenance service
provider are available to KGen. However, we cannot be certain that these providers will deliver their services to us
on the same terms as our current providers.
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It is our intent that BNP passes through the actual price of power and costs of fuel that it receives from its
counterparties through mirroring back-to-back transactions and not make any additional revenues by inserting an
additional margin on these transactions. However, not all transactions are totally transparent (particularly when sales
or purchases are made to and from BNP’s own trading book), and although we have the ultimate authority for all
transactions, the possibility exists that our future sales margins may be materially reduced by BNP’s pricing.

Forward-Looking Statements

The discussion in this report contains certain forward-looking statements that involve risks and
uncertainties. We have based these forward-looking statements on our current expectations and assumptions about
future events. In some cases, you can identify forward-looking statements by terminology, such as “may,” “should,”
“could,” “predict,” “potential,” “continue,” “expect,” “anticipate,” “future,” “intend,” “plan,” “believe,” “estimate,”
“forecast” and similar expressions (or the negative of such expressions.) Forward-looking statements include
statements concerning known and unknown risks, uncertainties and other important factors that could cause actual
results, performance or achievements of KGen and its subsidiaries to differ materially from any future results,
performance or achievements expressed or implied by such forward-looking statements. Forward-looking statements
are based on our beliefs as well as assumptions based on information currently available to us, including financial
and operational information, the volatility of our stock price, current competitive conditions, and anticipated demand
for electricity. As a result, these statements are subject to various risks and uncertainties. For a discussion of material
risks and uncertainties that the Company faces, see the discussion above and the “Cautionary Statement concerning
Forward-Looking Statements” and Part I. “Number 1A. Risk Factors” in our Annual Report for the fiscal year ended
June 30, 2009.
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