UNITED STATESBANKRUPTCY COURT
SOUTHERN DISTRICT OF NEW YORK

Inre
Chapter 11
Calpine Corporation, et d.,
Case No. 05-60200 (BRL)

Debtors. Jointly Administered

N N N N N N N

ORDER AUTHORIZING
THE IMPLEMENTATION OF THE CALPINE INCENTIVE PROGRAM

Upon the moation (the“Mation”)l of the above-captioned debtors (collectively,
the “Debtors’) for entry of an order authorizing the implementation of the Capine Incentive
Program and granting other related rdief; it gopearing that the relief requested is in the best
interest of the Debtors edtates, their creditors and other parties in interest; it appearing that the
Court has jurisdiction over this matter pursuant to 28 U.S.C. 88 157 and 1334; it appearing that
this proceeding is a core proceeding pursuant to 28 U.S.C. §157(b)(2); it appearing that venue of
this proceeding and this Motion in this Digtrict is proper pursuant to 28 U.S.C. 88 1408 and
1409; notice of this Motion and the opportunity for a hearing on this Motion were appropriate
under the particular circumstances and that no other or further notice need be given; and after
due deliberation and sufficient cause appearing therefor, it is hereby ORDERED

1. The Motion is granted as set forth herein.

2. The Cdpine Incentive Program, as st forth on Exhibit 1 attached hereto,
including the Emergence Incentive Plan, the Management Incentive Plan, the Supplementd

Bonus Plan, and the Discretionary Bonus Plan, is approved in al respects.

1 Capitalized terms used but not otherwise defined herein shall have the meanings set forth in the Motion.



3. The Debtors are authorized to take dl actions necessary to effectuate the relief
granted pursuant to this Order in accordance with the Motion, including without limitation
desgning and/or dtering the Cdpine Incentive Program in any manner necessary to comply with
aoplicable law.

4, The terms and conditions of this Order shdl be immediatdy effective and
enforcesble upon its entry.

5. The requirement set forth in Rule 9013-1(b) of the Loca Bankruptcy Rules for
the Southern Didtrict of New York that any motion or other request for rdief be accompanied by
a memorandum of law is hereby deemed satisfied by the contents of the Motion or otherwise
waived.

6. The Court retains jurisdiction with respect to dl matters arisng from or related to
the implementation of this Order.

Dated: New York, New York

May 15, 2006

/9Burton R. Lifland
UNITED STATES BANKRUPTCY JUDGE




EXHIBIT 1



THE CALPINE INCENTIVE PROGRAM

The Cdpine Incentive Program conssts of four separate programs. (1) the Emergence
Incentive Plan; (2) the Management Incentive Plan; (3) the Supplementad Bonus Plan and (4) the
Discretionary Bonus Plan. These four programs are set forth below.

1. The Emergence Incentive Plan

a The Emergence Incentive Plan provides cash awads payable a
emergence to sdected senior employees. Approximately 20 senior
employees have been sdected for participation in the Emergence Incentive
Pan, which includes primarily executive vice presdents and a sdect
group of senior vice presidents.

b. The Emergence Incentive Plan provides for a vaiable cash award
contingent upon the achievement of certain performance metrics. These
cash payments will not be made until Debtors emergence from Chapter
11 and will be digributed among digible employees a the discretion of
the chief executive officer. Employees who terminate ther employment
voluntarily will not be digble for any payment under the Emergence
Incentive Plan. If (i) the employegs employment is terminated
involuntarily (and not for cause), (ii) the employegs busness unit is sold
prior to emergence or (iii) the employee dies or becomes disabled, then he
or she would remain digible for payment under the plan. Such payments,
however, would be defered until active paticipants receive their
paymen.

C. The Emergence Incentive Plan congds of an incentive pool created
according to market adjusted enterprise vaue (“Market AEV”)1 and plan

1 Market-Based Adjusted Enterprise Value (“Market AEV") shall be equal to:

The market value of debt that is primarily the obligation of reorganized Calpine Corporation (“Calpine”) (i.e., debt other thandl project-
level debt and guarantees thereon including, without limitation, notes payable, capital leases, project loans, project-levd prefaredinterests
and sale lease back obligations (collectively, “Project-Level Debt"); plus the market vaueof preferred equity &t reorganized Cdping minus
cash on the balance sheet of reorganized Calpine upon the effective date of a Plan of Reorganization (other than any restricted cash held by
direct or indirect subsidiaries of reorganized Calpine, including but not limited to, project-level cash that isnot reedily available for use by
Calpine Corporation (e.g., project-level construction accounts, project-level debt service reserves), collateral posted in favor of trading
counterparties, cash posted to collateralize letters of credit and pre-petition asset sale proceeds in escrow); plus the market value of
reorganized Calpine's common stock (and any other equity-linked securities including warrants) excluding non-vested equity (induding
options) issued as part of the management incentive compensation pursuant to a Plan of Reorganization. All market prices shall be
calculated as a 10-day average beginning on the 60th trading day following the consummation date and for the following nine (9) trading
days. Pricesfor debt and preferred equity shall be calculated as an average price based on AdvantageData (ADI quote), Factset, Markit
Loans (LoanX) and Bloomberg. The average market price for any given debt, preferred or convertible security on any given day $dl be
equal to the average of the trade prices for all trades recorded on that day greater than or equal to $1 million of said security. Any
corporate-level debt, equity or equity-linked security (“Corporate-Level Securities’) for which there is no publidy quoted priceshdl be
valued at face value. Volume weighted-average prices for common equity shall be determined by reference to Bloomberg's AQR function.
Market AEV shall be further adjusted for the exclusion of any debt or other securities issued at reorganized Calpine used to refinance
Project-Level Debt.



adjused enterprise vaue (“Plan AEV”).2 The Emergence Incentive Plan
begins with an incentive pool of $5.45 million earned for the successful
consummétion of a plan of reorganization and a threshold Plan AEV of a
least $5.0 hillion. The incentive pool will then be increased by $285,000
for each incrementd increase of $100 million to Market AEV above $5.0
billion.

2. The Management Incentive Plan

a

The Management Incentive Plan provides the opportunity for a bonus
award for approximately 600 of Debtors employees who occupy positions
criticd to the operation of Capine's ongoing business as wel as Debtors
goecific  reorganization gods ~ The Management Incentive Pan  will
consst of awards as described below to be paid for performance for the
calendar year 2006 and beyond.

The Management Incentive Plan will measure performance in separate
gx-month  performance periods. Each digible employee's bonus
opportunity for a performance period will equa one-hdf of his or her pre-
petition annua bonus opportunity.3  In general, expressed as a percentage
of sdary, the Management Incentive Plan target awards for employees at
various levels are as follows  executive vice president (100%), senior vice
presdent (40%), vice president (30%), director (25%), and certain
managers (20%).

The first peformance period will run from January 1, 2006 to June 30,
2006. The second performance period would run from July 1, 2006 to
December 31, 2006. Performance will be measured relaive to gods
edablished by the Debtors in consultation with the various creditor
congtituencies in these cases.

Payments under the Management Incentive Plan will only be meade if
performance objectives are achieved. Assuming that performance
objectives are met, employees a the levd of director and below will
receive ther awards in the form of semi-annud payments—one-third of

Plan-Based Adjusted Enterprise Value (“Plan AEV") shall be equal to:

Total Enterprise Value, as set forth in a confirmed Plan of Reorganization and/or its accompanying Disclosure Statement, plus cash
(excluding cash escrowed from pre-petition asset sales) which will be distributed on or around the effective date in accordance with said
Plan of Reorganization (excluding any cash raised through any and all post-petition and exit financing t ransations); minusthebook vaue
of all Project-Level Debt. Plan AEV shall be further adjusted upward, to include (&) cash received from asset sales consummated post-
petition used to repay any Corporate-Level Securities prior to the consummation of the Plan of Reorganization; and (b) corporatelevd ceeh
used to repay Corporate-Level Securities during the pendency of the chapter 11 cases (excluding any cash raised through all pre- or pogt-
petition financing and cash held in escrow from pre-petition asset sales).

If maximum performance goals are attained, participants are eligible to receive 110% of their target Management Incentive Plan award.

Likewise, if minimum performance goals are attained, participants are eligible to receive 90% of their target Management Incartive Flan

award.



the award will be pad mid-year and the remaining two-thirds as soon as
prectica after year-end results. For employees at the vice presdent leve
and above, payments of any Management Incentive Plan award earned
will be made once annudly as soon as practica after year-end results.
Employees sdlected for participation must be employed on the date of
payment to receive any portion of their award.

3. The Supplemental Bonus Plan

a

Under the Supplemental Bonus Plan, applicable only for 2006, persons
identified by Debtors as peforming a criticd function and beng a
ggnificant risk of being hired avay from the company will be provided
with a supplementa cash award. Only employees a the levd of vice
presdent and bdow ae digible for participaion in the Supplementa
Bonus Plan. None of the persons sdected for paticipation in the
Supplemental Bonus Plan will be “ingders’ of the Debtors.

Payment of the Supplemental Bonus Plan award will be made in two equa
inddlments—the firgt ingtalment upon Court approvd of the plan and the
second a year-end. Employees sdected for participation must be
employed on the date of payment to receive the avard. Any recipient of a
Supplemental Bonus Plan award who voluntarily terminates his or her
employment before the second ingalment at year-end forfeits the right to
the second ingtdlment payment and must refund a pro rata portion of the
fird inddlment payment. The pool avalable for Supplementd Bonus
payments is $6 million.

4, The Discretionary Bonus Plan

a

Under the Discretionary Bonus Plan, a pool in the amount of $500,000
will be crested annudly from which individud bonus payments of no
more than $25,000 per employee, per year, may be awarded at the sole
discretion of Debtors chief executive officer. Only employees a the leve
of director and below will be digible for discretionary bonus payments.



