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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

The information presented in this Form 10-K includes forward-looking statements within the meaning of Section 27A of the Securities Act of

1933 and Section 21E of the Securities Exchange Act of 1934 in addition to historical information. These statements involve known and

unknown risks and uncertainties and relate to future events, our future financial performance or our projected business results. In some cases,

you can identify forward-looking statements by terminology such as may, will, should, expect, plan, anticipate, estimate, predict,
potential or continue or the negative of these terms or other comparable terminology.

Forward-looking statements are only predictions. Actual events or results may differ materially from any forward-looking statement as a result
of various factors, which include:

e legislative and regulatory initiatives regarding deregulation, regulation or restructuring of the electric utility
industry; changes in state, federal and other regulations (including rate and other regulations); changes in, or changes
in the application of, environmental and other laws and regulations to which we and our subsidiaries and affiliates are
or could become subject;

e failure of our assets to perform as expected, including outages for unscheduled maintenance or repair;

e our pursuit of potential business strategies, including the disposition or utilization of assets;

e changes in market conditions, including developments in energy and commodity supply, demand, volume and
pricing, or the extent and timing of the entry of additional competition in our markets or those of our subsidiaries and

affiliates;

e increased margin requirements, market volatility or other market conditions that could increase our obligations to
post collateral beyond amounts which are expected;

e our inability to access effectively the over-the-counter and exchange-based commodity markets or changes in
commodity market liquidity or other commodity market conditions, which may affect our ability to engage in asset
management and proprietary trading activities as expected;

e our ability to borrow additional funds and access capital markets;

e strikes, union activity or labor unrest;

e weather and other natural phenomena, including hurricanes and earthquakes;

e the cost and availability of emissions allowances;

e our ability to obtain adequate fuel supply and delivery for our facilities;

e curtailment of operations due to transmission constraints;

e environmental regulations that restrict our ability to operate our business;

e  war, terrorist activities or the occurrence of a catastrophic loss;

e deterioration in the financial condition of our counterparties and the resulting failure to pay amounts owed to us or
to perform obligations or services due to us;
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e hazards customary to the power generation industry and the possibility that we may not have adequate insurance
to cover losses as a result of such hazards;

e  price mitigation strategies employed by independent system operators ( ISOs ) or regional transmission
organizations ( RTOs ) that result in a failure to compensate our generation units adequately for all of their costs;
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e volatility in our gross margin as a result of our accounting for derivative financial instruments used in our asset
management activities and volatility in our cash flow from operations resulting from working capital requirements,
including collateral, to support our asset management and proprietary trading activities;

e our inability to enter into intermediate and long-term contracts to sell power and procure fuel on terms and prices
acceptable to us;

e legislative and regulatory initiatives and changes in the application of laws and regulations by national and local
governments in foreign countries where we have operations;

e political factors that affect our international operations, such as political instability, local security concerns, tax
increases, expropriation of property, cancellation of contract rights and environmental regulations;

o the inability of our operating subsidiaries to generate sufficient cash flow and our inability to access that cash flow
to enable us to make debt service and other payments;

e the fact that our New York subsidiaries remain in bankruptcy;

e our substantial consolidated indebtedness and the possibility that we or our subsidiaries may incur additional
indebtedness in the future;

e restrictions on the ability of our subsidiaries to pay dividends, make distributions or otherwise transfer funds to us,
including restrictions on Mirant Mid-Atlantic, LLC ( Mirant Mid-Atlantic ) contained in its leveraged lease financing
agreements;

e the resolution of claims and obligations that were not resolved during the Chapter 11 process that may have a
material adverse effect on our results of operations;

e our ability to negotiate favorable terms from suppliers, counterparties and others and to retain customers because
we were previously subject to bankruptcy protection; and

e the disposition of the pending litigation described in this Form 10-K.

We undertake no obligation to publicly update or revise any forward looking statements to reflect events or circumstances that may arise after
the date of this report.

Other factors that could affect our future performance (business, financial condition or results of operations and cash flows) are set forth under
Item 1A. Risk Factors.
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PART I

Item 1. Business
Overview

We are an international energy company whose revenues are primarily generated through the production of electricity in the United States, the
Philippines and the Caribbean. As of December 31, 2005, we owned or leased approximately 17,500 megawatts ( MW ) of electric generating
capacity.

Mirant Corporation was originally incorporated in Delaware on April 20, 1993. In conjunction with our emergence from Chapter 11 of Title 11
of the United States Bankruptcy Code (as amended, the Bankruptcy Code ), our corporate structure changed. As a result, on January 3, 2006,
substantially all of the assets of the old Mirant were transferred to a new Delaware corporation which was then renamed Mirant Corporation

( New Mirant ) and the former company was transferred to a trust. New Mirant serves as the corporate parent of our business enterprise and
pursuant to the Plan of Reorganization (the Plan ) has no successor liability for any unassumed obligations of the former company.

We manage our business through three principal operating segments: United States, Philippines and Caribbean. Our United States segment
consists of the ownership, long-term lease and operation of power generation facilities and energy trading and marketing operations. The
Philippine segment includes ownership, long-term lease or similar interests in power generating facilities. The Caribbean segment includes
power generation businesses in Curacao and Trinidad and Tobago, and integrated utilities in the Bahamas and Jamaica. The table below
summarizes selected financial information for the year ended December 31, 2005, about our business segments (dollars in millions):

Revenues % Gross Margin % Operating Income % Total Assets
Business Segment:
United States $ 2963 71 % $ 971 55 % $ 46 11 % $ 8925
Philippines 491 12 464 27 275 66 2,951
Caribbean 730 17 319 18 93 22 1,224
Corporate and Eliminations 4 1 (188 )
Total $ 4,184 100% $ 1,754 100 % $ 418 100 % $ 12912

The annual, quarterly and current reports, and any amendments to those reports, that we file with or furnish to the U.S. Securities and Exchange
Commission ( SEC ) are available free of charge on our website at www.mirant.com as soon as reasonably practicable after they are electronically
filed with or furnished to the SEC. General information about us, including our Corporate Governance Guidelines, the charters for our Audit,
Compensation, and Nominating and Governance Committees, and our Code of Ethics and Business Conduct, can be found at www.mirant.com.
We will provide print copies of these documents to any shareholder upon written request to Corporate Secretary, Mirant Corporation, 1155
Perimeter Center West, Atlanta, Georgia 30338. Information contained in our website is not incorporated into this Form 10-K.

As used in this report, we, us, our, the Company and Mirant refer to Mirant Corporation and its subsidiaries, unless the context requires
otherwise. Also as used in this report we , us, our, the Company and Mirant refer to old Mirant prior to January 3, 2006, and to new Mirant
after January 3, 2006.
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Reorganization under Chapter 11 of the Bankruptcy Code

On July 14, 2003 (the Petition Date ), and various dates thereafter, Mirant and 83 of its direct and indirect subsidiaries in the United States
(collectively, the Mirant Debtors ) filed with the United States Bankruptcy Court for the Northern District of Texas, Fort Worth Division (the

Bankruptcy Court ) voluntary petitions for relief under the Bankruptcy Code, commencing the case In re Mirant Corporation et al., Case
No. 03-46590 (DML).

Additionally, on the Petition Date, certain of our Canadian subsidiaries, Mirant Canada Energy Marketing, Ltd. and Mirant Canada Marketing
Investments, Inc. (together, the Mirant Canadian Subsidiaries ), filed an application for creditor protection under the Companies Creditors
Arrangement Act in Canada, which, like Chapter 11, allows for reorganization under the protection of the court system. The Mirant Canadian
Subsidiaries emerged from creditor protection on May 21, 2004.

Our businesses in the Philippines and the Caribbean were not included in the court-supervised reorganizations.

During the pendency of the Chapter 11 proceedings, the Mirant Debtors operated their businesses as debtors-in-possession under the jurisdiction
of the Bankruptcy Court and in accordance with the applicable provisions of the Bankruptcy Code, the Federal Rules of Bankruptcy Procedure
and applicable orders, as well as other applicable laws and rules. In general, each of the Mirant Debtors, as a debtor-in-possession, was
authorized under the Bankruptcy Code to continue to operate as an ongoing business, but not to engage in transactions outside the ordinary
course of business without the prior approval of the Bankruptcy Court.

On December 9, 2005, the Bankruptcy Court entered an order confirming our Plan, which became effective on January 3, 2006. The Plan set
forth the structure of the Mirant Debtors at emergence and outlined how the claims of creditors and stockholders were to be treated. The
implementation of the Plan resulted in, among other things, a new capital structure, the discharge of certain indebtedness, the satisfaction or
disposition of various types of claims against us, the assumption or rejection of certain contracts and the establishment of a new Board of
Directors.

On January 3, 2006, substantially all of the assets of the old Mirant were transferred to New Mirant, which, pursuant to the Plan, has no

successor liability for any unassumed obligations of the old Mirant. On January 31, 2006, the trading and marketing business of Mirant

Americas Energy Marketing, L.P. ( Mirant Americas Energy Marketing ), Mirant Americas Development, Inc., Mirant Americas Production
Company, Mirant Americas Energy Capital, LLC, Mirant Americas Energy Capital Assets, LLC, Mirant Americas Development Capital, LLC,
Mirant Americas Retail Energy Marketing, L.P., and Mirant Americas Gas Marketing, LLC, (collectively, the Trading Debtors ) was transferred
to Mirant Energy Trading, LLC ( Mirant Energy Trading ), which, pursuant to the Plan, has no successor liability for any unassumed obligations
of the Trading Debtors. After these transfers took place, old Mirant and the Trading Debtors were transferred to a trust created under the Plan.

In connection with the implementation of the Plan, MC Asset Recovery, LLC ( MC Asset Recovery ) was formed as our wholly-owned subsidiary
on December 30, 2005, to prosecute, settle or liquidate certain avoidance actions filed by Mirant during the Chapter 11 proceedings for the

benefit of claimants in the bankruptcy proceedings. For further discussion of such actions and MC Asset Recovery, see Note 15 to our

consolidated financial statements contained elsewhere in this report.

U.S. Competitive Environment

Historically, vertically integrated electric utilities with monopolistic control over franchised territories dominated the power generation industry
in the United States. The enactment of the Public Utility Regulatory Policies Act of 1978 ( PURPA ), and the subsequent passage of the Energy
Policy Act of 1992,
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fostered the growth of independent power producers. During the 1990s, a series of regulatory policies were partially implemented at both the
federal and state levels to encourage competition in wholesale electricity markets.

As aresult, independent power producers built new generating plants, purchased plants from regulated utilities and marketed wholesale power.
Independent system operators ( ISOs ) and regional transmission organizations ( RTOs ) were created to administer the new markets and maintain
system reliability. Beginning in the fall of 2001, however, in response to extreme price volatility and energy shortages in California, regulators

began to re-examine the nature and pace of deregulation of wholesale electricity markets and that re-examination is continuing.

Independent power producers, as well as utilities, constructed primarily natural gas fired plants in the 1990s because such plants could be
constructed more quickly and were less expensive to permit and build than nuclear facilities or plants fired by other fossil fuels. Stagnation in the
growth of natural gas supplies, the increased demand from new generation facilities and the damage caused by hurricanes Katrina and Rita
resulted in a sharp increase in the prices of natural gas during 2005. These high natural gas prices have significantly affected electricity prices in
markets where gas fired units generally set the price. Some companies are constructing or attempting to obtain permits to construct additional
liquefied natural gas receiving facilities which would increase the non-domestic supply of natural gas to the United States and could help to
mitigate natural gas prices.

Coal fired generation and nuclear generation account for approximately 50% and 20%, respectively, of the electricity produced in the United
States. Current high electricity prices as a result of high natural gas prices have led to renewed interest in new coal fired or nuclear plants. Some
regulated utilities are proposing to construct clean coal units or new nuclear plants, in some cases with governmental subsidies or under
legislative mandate. These utilities often are able to recover fixed costs through regulated retail rates, including, in many circumstances, the costs
of environmental improvements to existing coal facilities, allowing them to build, buy and upgrade without relying on market prices to recover
their investments as we must do.

A number of factors combined to create excess generating capacity in certain U.S. markets, including the substantial increase in construction of
generation facilities following the deregulation efforts described above, capital investments by utilities aimed at extending the lives of older units
and the inability to decommission certain plants for reliability reasons. Although electricity supply and demand spreads have begun to tighten,
we do not expect our primary markets to reach target reserve margins, approximately 15% of excess capacity over peak demand, until 2008 to
2010. However, given the time necessary to permit and construct new power plants, we think that certain markets in the United States need to
begin now the process of adding generating capacity to meet growing demand. Many ISOs are considering capacity markets as a way to
encourage such construction of additional generation, but it is not clear whether independent power producers will be sufficiently incentivized to
build this new generation.

As aresult of recent events, many regulated utilities are seeking to acquire distressed assets or build new generation, in each case with regulatory
assurance that the utility will be permitted to recover its costs, plus earn a return on its investment. Success by utilities in those efforts may put
independent power producers at a disadvantage because they rely heavily on market prices rather than regulatory assurances.

Business Segments

Historically, we managed our business as two operating segments: North America and International. In the fourth quarter of 2005, we changed
our management structure significantly. As a result, we now manage the following three operating segments: United States, Philippines and
Caribbean. Our reportable segments are strategic businesses that are geographically separated and managed independently. For selected financial
information about our business segments and information about geographic areas, see
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Note 21 to our consolidated financial statements contained elsewhere in this report. See Item 2. Properties for a complete list of our assets.
United States
Overview

In our United States segment, our core business is the production and sale of electrical energy, electrical capacity (the ability to produce
electricity on demand) and ancillary services (services that are ancillary to transmission services). Our customers in the United States are [SOs,
utilities, municipal systems, aggregators, electric cooperative utilities, producers, generators, marketers and large industrial customers. In the
United States, we serve four primary geographic areas: (i) the Mid-Atlantic Region, (ii) the Northeast Region, (iii) the Mid-Continent Region
and (iv) the West Region, including Texas.

Ownership and Operations of Electricity Generation Assets

As of December 31, 2005, we owned or leased generation facilities in the United States with an aggregate generation capacity of over 14,000
MW, including 77 MW that were held for sale as of that date. Our domestic generating portfolio is diversified across fuel types, power markets
and dispatch types and serves customers located near many major metropolitan load centers. Our total generation capacity included
approximately 25% baseload units, 49% intermediate units and 26% peaking units. Mirant Americas Generation, LLC ( Mirant Americas
Generation ), our wholly-owned subsidiary, owns or controls approximately 85% of our U.S. generating capacity.

Commercial Operations

Our commercial operations consist primarily of procuring fuel, dispatching electricity, hedging the production and sale of electricity by our
generating facilities, and providing logistical support for the operation of our facilities (by, for example, procuring transportation for coal). We
often sell the electricity we produce into the wholesale market at the prices in effect at the time we produce it ( spot prices ). Those prices are
volatile, however, and in order to reduce the risk of that volatility we often enter into hedges forward sales of electricity into the wholesale
market and purchases of enough fuel and emissions allowances to allow us to produce and sell the electricity for different periods of time. We
procure these hedges in over-the-counter transactions or exchanges where electricity, fuel and emissions allowances are broadly traded, or
through specific transactions with a seller, using futures, forwards, swaps and options. We also sell capacity and ancillary services where there
are markets for such products and when it is economic to do so. In addition to selling the electricity we produce and buying the fuel and
emissions allowances we need to produce electricity ( asset trading ), we buy and sell some electricity that we do not produce and some fuel and
emissions allowances that we do not need to produce electricity ( proprietary trading ). Proprietary trading is a small part of our commercial
operations, which we do in order to gain information about the markets, in support of our asset trading, and to take advantage of opportunities
that we may see from time to time. All of our commercial activities are governed by a comprehensive Risk Management Policy, which requires
that our hedging activities with respect to our assets be risk reducing and sets limits on the size of trading positions and value-at-risk in our
proprietary trading activities.

Our commercial operations were conducted historically through Mirant Americas Energy Marketing. As of February 1, 2006, the energy
marketing operations of Mirant Americas Energy Marketing are being performed by Mirant Energy Trading. Pursuant to the Plan, we
contributed our interest in the trading and marketing operations conducted by Mirant Americas Energy Marketing to Mirant Energy Trading, a
subsidiary of Mirant North America, LLC ( Mirant North America ). Mirant Americas Energy Marketing and its remaining assets and liabilities
were then transferred to a trust on January 31, 2006.
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Mirant Energy Trading has contracted with our subsidiaries that own generation facilities to procure fuel, dispatch facilities and sell the
electricity generated in the wholesale market. Mirant Energy Trading uses dispatch models to make daily decisions regarding the quantity and
the price of the power our facilities will generate and sell into the markets. In markets governed by ISOs and RTOs, Mirant Energy Trading bids
the energy from our generation facilities into the day-ahead energy market and sells ancillary services through the ISO markets. Mirant Energy
Trading works with the ISOs and RTOs in real time to ensure that our generation facilities are dispatched economically to meet the reliability
needs of the market. In non-ISO markets, Mirant Energy Trading conducts business through bilateral transactions pursuant to which Mirant
Energy Trading provides dispatch schedules to the generation facilities.

We currently economically hedge a substantial portion of our Mid-Atlantic coal fired baseload generation (generation that is dispatched most of
the time) and our New England oil fired generation through over-the-counter transactions. However, we generally do not hedge most of our
cycling and peaking units (generating facilities that are not dispatched as frequently) due to the limited value we can extract in the marketplace
and the high cost of collateral typically required to support these contracts. As of March 3, 2006, we have economically hedged approximately
90%, 60%, 30%, and 30% of our expected Mid-Atlantic coal fired generation for the remainder of 2006, 2007, 2008 and 2009, respectively, and
purchased approximately 100%, 80%, 30% and 30% of the expected Mid-Atlantic coal requirements for such periods. Included in such amounts
are financial swap transactions entered into by Mirant Mid-Atlantic with a counterparty in January 2006 pursuant to which Mirant Mid-Atlantic
economically hedged approximately 80%, 50%, and 50% of its expected on-peak coal fired baseload generation for 2007, 2008 and 2009,
respectively. The financial swap transactions are senior unsecured obligations of Mirant Mid-Atlantic and do not require us to post cash
collateral either in the form of initial margin or to secure exposure due to changes in power prices. In addition, as of March 3, 2006, we have
economically hedged approximately 50% of our expected oil fired generation in New England for the remainder of 2006 and procured
approximately 50% of the corresponding expected oil requirements.

While over-the-counter transactions make up a substantial portion of our economic hedge portfolio, Mirant Energy Trading also sells
non-standard, structured products to customers. In addition to energy, these products typically include capacity, ancillary services and other
energy products. We view these transactions as a method of mitigating the risk of certain portions of our business that are not easy to
economically hedge in the over-the-counter market. Typically, we are able to sell these products at a higher premium than standard products. For
certain generation facilities, we have sought to enter into longer-term transactions to provide certainty of cash flows over an extended period.
These transactions are typically tolling transactions whereby we receive a fixed capacity payment and, in return, grant an exclusive right for the
counterparty to procure the fuel for the generation facility and take title to the power generated. Additionally, we have facilities in our United
States business unit operating under long-term contracted capacity and reliability must run ( RMR ) contracts. At December 31, 2005, our
contracted capacity pursuant to these agreements was approximately 3,840 MW with terms expiring through April 2014.

We enter into contracts of varying terms to secure appropriate quantities of fuel that meet the varying specifications of our generating facilities.
For our coal fired generation facilities, we purchase coal from a variety of suppliers under contracts with terms of varying lengths, some of
which extend to 2009. For our oil fired units, fuel is typically purchased under short-term contracts usually linked to a transparent oil index
price. For our gas fired units, fuel is typically purchased under short-term contracts with a variety of suppliers on a day-ahead or monthly basis.

Our coal supply primarily comes from both the Central Appalachian and Northern Appalachian coal regions. All of our coal is delivered by rail.
‘We monitor coal supply and delivery logistics carefully, and despite occasional interruptions of scheduled deliveries we have managed to avoid
any significant impact to our operations. We maintain an inventory of coal at our coal fired facilities for this purpose.
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Interruptions of scheduled deliveries can occur because of supply disruptions due to strikes or other reasons or as a result of rail system
disruptions due to weather or other reasons.

Mid-Atlantic Region

We own or lease four generation facilities in the Mid-Atlantic region with a total generation capacity of approximately 5,256 MW: Chalk Point,
Morgantown, Dickerson and Potomac River. Our Mid-Atlantic region had a combined 2005 capacity factor of 39%. Our Mid-Atlantic facilities
are located in Maryland and Virginia and were acquired from Potomac Electric Power Company ( PEPCO ) in December 2000. The Chalk Point
facility is the largest facility in the region. It consists of two coal fired baseload units, two oil and gas fired intermediate units and two oil fired
and five gas and oil fired peaking units, for a total generation capacity of 2,429 MW. Our next largest facility in the region is the Morgantown
facility, and it consists of two dual-fueled (coal and oil) baseload units and six oil fired peaking units, for a total generation capacity of 1,492
MW. The Dickerson facility has three coal fired baseload units, one oil fired and two gas and oil fired peaking units, for a total generation
capacity of 853 MW. The Potomac River station has three coal fired baseload units and two coal fired intermediate units, for a total generation
capacity of 482 MW.

Power generated by our Mid-Atlantic facilities is sold into the Pennsylvania-New Jersey-Maryland Interconnection, LLC ( PJM ) market. For a
discussion of the PJM market, see Regulatory Environment United States below. In connection with the acquisition of the Mid-Atlantic facilities
from PEPCO in 2000, we, through Mirant Americas Energy Marketing, agreed to supply PEPCO its full load requirement in the District of

Columbia under a transition power agreement (  TPA ), which expired in January 2005 (the DC TPA ). There was a similar TPA in place to supply
PEPCO s load in Maryland, which expired in June 2004 (the Maryland TPA ). We also have participated in standard offer service auctions in
Maryland and Washington, D.C. Power sales, made either directly through these functions or indirectly through subsequent market transactions

that are a result of the auction process, serve as economic hedges for the Mid-Atlantic assets.

In connection with our acquisition of the Mid-Atlantic facilities from PEPCO in 2000, we agreed to purchase from PEPCO all power it received

under long-term power purchase agreements ( PPAs ) with Ohio Edison Company ( Ohio Edison ), which expired in 2005, and Panda-Brandywine,
L.P. ( Panda ), which expires in 2021. We and PEPCO entered into a contractual arrangement ( Back-to-Back Agreement ) with respect to PEPCO s
agreements with Panda and Ohio Edison under which (1) PEPCO agreed to resell to us all capacity, energy, ancillary services and other benefits

to which it is entitled under those agreements and (2) we agreed to pay PEPCO each month all amounts due from PEPCO to Panda or Ohio

Edison for the immediately preceding month associated with such capacity, energy, ancillary services and other benefits. Under the

Back-to-Back Agreement, we are obligated to purchase power from PEPCO at prices that are typically higher than existing market prices for

power in the PJM market.

We are currently in litigation with PEPCO related to the Back-to-Back Agreement. See Item 3 Legal Proceedings for a further discussion.

On August 24, 2005, power production at all five units of the Potomac River generating facility was temporarily halted in response to a directive
from the Virginia Department of Environmental Quality ( Virginia DEQ ). The decision to temporarily shut down the facility arose from findings
of a study commissioned under an agreement with the Virginia DEQ to assess the air quality in the area immediately surrounding the facility.

The Virginia DEQ s directive was based on results from the study s computer modeling showing that air emissions from the facility have the
potential to contribute to localized, modeled exceedances of the health-based national ambient air quality standards ( NAAQS ) under certain
unusual conditions. On August 25, 2005, the District of Columbia Public Service Commission filed an emergency
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petition and complaint with the Federal Energy Regulatory Commission ( FERC ) and the Department of Energy ( DOE ) to prevent the shutdown
of the Potomac River facility. The matter remains pending before the FERC and the DOE. On December 20, 2005, due to a determination by the
DOE that an emergency situation exists with respect to a shortage of electric energy, the DOE ordered Mirant Potomac River, LLC ( Mirant
Potomac River ) to generate electricity at the Potomac River generation facility, as requested by PJM, during any period in which one or both of
the transmission lines serving the central Washington, D.C. area are out of service due to a planned or unplanned outage. In addition, the DOE
ordered Mirant Potomac River, at all other times, for electric reliability purposes, to keep as many units in operation as possible and to reduce

the start-up time of units not in operation. The DOE required Mirant Potomac River to submit a plan, on or before December 30, 2005, that met
this requirement and did not significantly contribute to NAAQS exceedances. The DOE advised that it would consider Mirant Potomac River s
plan in consultation with the Environmental Protection Agency ( EPA ). The order further provides that Mirant Potomac River and its customers
should agree to mutually satisfactory terms for any costs incurred by it under this order or just and reasonable terms shall be established by a
supplemental order. Certain parties filed for rehearing of the DOE order, and on February 17, 2006, the DOE issued an order granting rehearing
solely for purposes of considering the rehearing requests further. Mirant Potomac River submitted an operating plan in accordance with the

order. On January 4, 2006, the DOE issued an interim response to Mirant Potomac River s operating plan authorizing immediate operation of one
baseload unit and two cycling units, making it possible to bring the entire plant into service within approximately 28 hours. We are selling the
output of the facility into PJM. The DOE s order expires after September 30, 2006, but we expect we will be able to continue to operate these
units after that expiration. In a letter received December 30, 2005, the EPA invited Mirant Potomac River and the Virginia DEQ to work with

the EPA to ensure that Mirant Potomac River s operating plan submitted to the DOE adequately addresses NAAQS issues. The EPA also asserts
in its letter that Mirant Potomac River did not immediately undertake action as directed by the Virginia DEQ s August 19, 2005, letter and failed
to comply with the requirements of the Virginia State Implementation Plan established by that letter. Mirant Potomac River received a second
letter from the EPA on December 30, 2005, requiring Mirant to provide certain requested information as part of an EPA investigation to
determine the Federal Clean Air Act ( Clean Air Act ) compliance status of the Potomac River facility. The facility will not resume normal
operations until it can satisfy the requirements of the Virginia DEQ and the EPA with respect to NAAQS, unless, for reliability purposes, it is
required to return to operation by a governmental agency having jurisdiction to order its operation. On January 9, 2006, the FERC issued an

order directing PJM and PEPCO to file a long-term plan to maintain adequate reliability in the Washington D.C. area and surrounding region

and a plan to provide adequate reliability pending implementation of this long-term plan. On February 8, 2006, PJIM and PEPCO filed their
proposed reliability plans. We are working with the relevant state and federal agencies with the goal of restoring all five units of the facility to
normal operation in 2007.

Northeast Region

We own generating facilities in the Northeast region consisting of approximately 3,063 MW of capacity. Our Northeast region had a combined
2005 capacity factor of 34%.The Northeast region is comprised of the New York and New England sub-regions. The subsidiaries that own our
New York facilities remain in bankruptcy. For further information, see Item 3. Legal Proceedings. Generation is sold from our Northeast
facilities through a combination of bilateral contracts, spot market transactions and structured transactions.

New York. Our New York generating facilities were acquired from Orange and Rockland Utilities, Inc. ( Orange and
Rockland ) and Consolidated Edison Company of New York, Inc. in June 1999. The New York generating facilities
consist of the Bowline and Lovett facilities and various smaller generating facilities comprising a total of
approximately 1,672 MW of capacity. The Bowline
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facility is a 1,125 MW dual-fueled (natural gas and oil) facility comprised of one intermediate/peaking unit and one intermediate unit. The
Lovett facility consists of two baseload units capable of burning coal and gas comprising a total of 348 MW and a peaking unit capable of
burning gas or oil comprising 63 MW. The smaller New York generating facilities have a total capacity of 136 MW and consist of the Hillburn
and Shoemaker facilities, which each contain a single peaking unit capable of running on natural gas or jet fuel, and the Mongaup 1-4, Swinging
Bridge 1-2 and Rio 1-2 facilities, which each contain a hydroelectric intermediate unit. We also have an operational interest in the Grahamsville
facility, which has a hydroelectric baseload unit. Our operational interest in the Grahamsville facility was pursuant to a sublease between Orange
and Rockland and Mirant NY-Gen, LLC ( Mirant NY-Gen ), which expired on December 30, 2005. We have executed an interim agreement to
extend this arrangement, which will be in effect until the earlier of December 31, 2006, or the end of the month following the month in which we
receive regulatory approvals from the FERC and the New York Public Service Commission to transfer the facility to Orange and Rockland,
which will transfer the facility to the City of New York. We received approval of the transfer from the FERC on February 27, 2006. A proposed
expansion at the Bowline facility to add a natural gas and distillate oil fired unit with a total of 750 MW of generation capacity is currently
suspended and we are attempting to extend permits such that we have the option to complete the project. Our New York plants operate in a
market operated by the Independent System Operator of New York ( NYISO ). For a discussion of the NYISO, see Regulatory

Environment United States below.

Our current plan is to retire one unit of the Mirant Lovett, LLC ( Mirant Lovett ) facility in 2007 and the remaining two units in 2008. However,
we are exploring ways in which to avoid retiring the facility. In order for the facility to remain viable, we need to accomplish three primary

tasks. First, we need agreements with the local taxing authorities to reduce property taxes. Although conditions remain to be met before the
agreements are final, all of the taxing authorities have agreed in principle to refunds for past disputed taxes and substantial reductions in property
taxes through 2012. Second, we need to reach agreement with the State of New York on amendments to a consent decree entered into on

June 11, 2003, to resolve issues related to the new source review ( NSR ) regulations promulgated under the Clean Air Act (the 2003 Consent
Decree ), which amendments would address the installation of environmental equipment. Third, as current market conditions do not allow Mirant
Lovett to recover the necessary returns to fund the installation of environmental controls required under the 2003 Consent Decree, we will need
an agreement with a third party assuring us of enough revenue to justify required capital expenditures. It is our view that the Lovett facility is
necessary to the provision of reliable electricity to New York City and other areas within the NYISO.

In May of 2005, a sinkhole was discovered in the dam of our Swinging Bridge facility. Mirant NY-Gen is currently discussing with the FERC
appropriate remediation for this sinkhole. We conducted a flood study to determine downstream consequences if the maximum capacity of the
reservoirs were exceeded at our New York Swinging Bridge, Rio and Mongaup generation facilities, which may require that Mirant NY-Gen be
requested by the FERC to remediate these dams as well. Mirant NY-Gen has initiated discussions with the FERC for surrendering its permits to
operate all the hydro electric facilities at Swinging Bridge, Rio and Mongaup, and expects to begin that formal process soon. It is not possible at
this point to determine the cost of remediating the dam and surrendering the permits, but such costs may be substantial.

New England. Our New England generating facilities, with a total capacity of 1,391 MW, were acquired from
subsidiaries of Commonwealth Energy System and Eastern Utilities Associates in December 1998. The New England
generating facilities consist of the Canal station, the Kendall station, the Martha s Vineyard diesels and an interest in
the Wyman Unit 4 facility. The Canal and Kendall facilities, located in close proximity to Boston, consist of
approximately 1,112 MW and 256 MW of generating capacity, respectively, and are designed to operate during
periods of intermediate and peak demand. The Kendall facility is a combined cycle facility capable of producing both
steam and electricity
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for sale. Both the Canal and Kendall facilities possess the ability to burn both natural gas and fuel oil. The Martha s Vineyard diesels, with 14
MW of capacity, supply electricity on the island of Martha s Vineyard during periods of high demand or in the event of a transmission
interruption. The Wyman Unit 4 interest is an approximate 1.4% ownership interest (equivalent to 8.8 MW) in the 614 MW Wyman Unit 4
located on Cousin s Island, Yarmouth, Maine. It is primarily owned and operated by the Florida Power and Light Group.

The capacity, energy and ancillary services from our New England generating units are sold into the New England Power Pool ( NEPOOL )
bilateral markets and into the markets administered by the Independent System Operator New England ( ISO-NE ) through Mirant Energy
Trading. For a discussion of the NEPOOL and the ISO-NE, see Regulatory Environment United States below. We had made a determination that
market fundamentals in NEPOOL did not permit us to operate the Kendall facility on an economical basis as a merchant facility. We therefore
planned to shut down, at least temporarily, the Kendall facility from January 2005 through December 2007, with the possibility of restarting
operations as early as January 2008. However, the ISO-NE determined that part of the capacity of the Kendall facility was needed for reliability

and proposed an RMR agreement with a term lasting until the earlier of (1) the date a locational installed capacity cost recovery mechanism
applicable to the Kendall facility is in place or (2) 120-days after we are provided written notice. We entered into a settlement agreement with
NSTAR Electric and Gas Corporation ( NSTAR ) and ISO-NE and filed the settlement, which included the RMR agreement with the FERC. The
FERC has approved the RMR agreement and we expect that the agreement will extend at least through the second quarter of 2006.

Mid-Continent Region

Our Mid-Continent generating facilities, with a total capacity of 2,445 MW, are located in the Midwest and Southeast markets. Our
Mid-Continent region had a combined 2005 capacity factor of 7%. The Midwest facilities, which include our Sugar Creek and Zeeland facilities,
consist of 1,372 MW of generating capacity and are all natural gas fired peaking and/or intermediate units. The Southeast includes two facilities,
West Georgia and Shady Hills, with a total capacity of 1,073 MW.

Midwest. The Sugar Creek facility is a combined cycle facility with the capability to produce 535 MW. Located in

West Terre Haute, Indiana, the Sugar Creek facility has the physical capability to be interconnected with either the
Cinergy or American Electric Power, Inc. ( AEP ) systems. Cinergy is a member of the Midwest Independent
Transmission System Operator ( MISO ), and AEP is a member of the PIM market. The facility is eligible to participate
in the energy, capacity and ancillary markets of PJM and MISO. The facility sells energy into either PJM or MISO
(whichever is the best available market). When the unit runs in the PJM clearing markets, it receives a price

comparable to the AEP/Dayton Hub.

The Zeeland facility, located in Zeeland, Michigan, is comprised of simple cycle units totaling 307 MW of capacity and a 530 MW combined

cycle facility (837 MW of total capacity). The Zeeland facility is interconnected with the International Transmission Company, which is a

member of the MISO and operated under the East Central Reliability Coordination Agreement ( ECAR ) which, as of January 2006, has been
merged with the Mid-American Interconnected Network ( MAIN ) and the Mid-Atlantic Area Council ( MAAC ) reliability regions and is part of
ReliabilityFirst, the North American Electric Reliability Council ( NERC ) subregion. ReliabilityFirst is the successor organization to the three
NERC regional reliability councils: MAAC, ECAR and MAIN.

We have a tolling agreement for the electrical energy output (307 MW, simple cycle) from the Zeeland plant, Units 1A and 1B, which expires on
May 31, 2006. The tolling agreement provides for the generation owner to provide electric energy and related services using fuel supplied by the
customer or with a pass-through to the customer of actual fuel cost. We receive a monthly capacity payment, a variable operating and
maintenance payment on a per megawatt hour ( MWh ) basis and a start-up payment each
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time the unit is turned on. Our counterparty provides to the Zeeland plant all the fuel required to operate the contractual portion of the plant.
Mirant Zeeland, LLC ( Mirant Zeeland ) indirectly provides a heat rate and availability guarantee. There are bonus and penalty provisions in the
agreement for availability outside allowable limits.

Mirant Zeeland Phase 2 (530 MW combined cycle output) has a tolling contract for 100% of its output through March 2006. The toll is with
Mirant Energy Trading, which in turn has an agreement with a counterparty. We receive a monthly capacity payment, variable operations and
maintenance payments on a per MWh basis and a start-up payment. There are heat rate and availability guarantees with associated bonuses and
penalties for being outside of tolerance bands. The fuel required to operate the facility during the term of the toll is provided to Mirant Zeeland
through Mirant Energy Trading s agreement with its counterparty. Mirant Zeeland operates under the MISO market and the ReliabilityFirst
subregional reliability council of NERC. We are currently in negotiations to extend the Mirant Zeeland tolling agreements through the end of
2006.

For a discussion of the MISO, see Regulatory Environment United States below.

Southeast. We have two facilities in the Southeast with a total capacity of 1,073 MW. The West Georgia facility in
Thomaston, Georgia, and the Shady Hills facility in Pasco County, Florida, consist of gas and oil fired combustion
turbines with capacities of approximately 605 MW and 468 MW, respectively. Currently, there is no ISO in the
Southeastern Electric Reliability Council.

West Georgia Generating Company, LLC ( West Georgia ) has a PPA for a portion of the output of the West Georgia facility that will expire in
May 2009. The annual capacity amount nominated by West Georgia is approximately 448 MW. West Georgia receives a capacity payment,
start-up payments, and variable operating and maintenance payments on a per MWh basis, and an index-based fuel payment. The PPA allows
West Georgia to provide replacement energy from the market to meet contractual obligations. West Georgia may receive bonuses or incur
penalties for availability outside allowable limits. There are no provisions for renewal or extension of the contract. Output of the West Georgia
facility not covered by the PPA is sold into the wholesale market by Mirant Energy Trading.

West Georgia has a fuel supply contract, which expires in May 2009. West Georgia has also purchased firm gas transportation for 22,500
MMbtu/day for the months of June through September under an agreement that expires in May 2009.

Shady Hills has a tolling agreement with a counterparty that runs through March 2007 for all of the facility s output. A second tolling agreement,
which runs through April 2014, begins at the expiration of the existing agreement. Pursuant to the tolling arrangements, Shady Hills receives a
monthly capacity payment, a variable operating and maintenance payment on a per MWh basis, and a start-up payment each time a unit is turned
on. The counterparty schedules and delivers all fuel. Shady Hills generates electricity and provides a heat rate guarantee and receives bonuses
and pays penalties when its performance is outside the guaranteed values.

West Region

Our West region facilities, with a total capacity of 3,474 MW, are primarily gas fired generating facilities located in California, Nevada and
Texas. Our West region had a combined 2005 capacity factor of 17%.

California. Our generating facilities in California consist of the Pittsburg, Contra Costa and Potrero facilities, which

have generation capacity of 1,311 MW, 674 MW and 362 MW, respectively, for a total capacity of 2,347 MW. The

Pittsburg and Contra Costa facilities are intermediate facilities and both generate electricity by using gas fired steam
boilers. They are located in Contra Costa County, approximately ten miles apart along the Sacramento/San Joaquin

River. The Potrero facility, located in the
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City of San Francisco, has one natural gas fired baseload steam boiler from which it generates electricity and three oil fired peaking distillate
fueled combustion turbines.

The majority of our California assets are subject to RMR arrangements with the California Independent System Operator (  CAISO ). These
agreements are described further under Regulatory Environment United States below. Our California subsidiaries currently have the largest
portfolio of units which operate under RMR arrangements in California, reflecting that the location of these units makes them key to electric
system reliability. In September 2005, the CAISO Board approved RMR designations for 2006 that are the same as designations for 2005.
Pittsburg Unit 7 and Contra Costa Unit 6 are not subject to an RMR arrangement, and thus function solely as merchant facilities in the CAISO.
Mirant Energy Trading either sells the output of Pittsburg Unit 7 and Contra Costa Unit 6 into the market through bilateral transactions with
utilities and other merchant generators, or dispatches the units in the CAISO clearing markets.

Pittsburg Unit 7, which has 682 MW of generation capacity, operated pursuant to a tolling agreement with a third party that expired in
December 2005. We are currently seeking proposals for a one-, two- or three-year tolling arrangement or resource adequacy capacity sale on
both Pittsburg Unit 7 and Contra Costa Unit 6. If we are unable to enter into a new tolling agreement for Pittsburg Unit 7 on acceptable terms,
we may retire this unit.

Nevada. The Apex generating facility, a 518 MW intermediate gas fired combined-cycle facility located near Las
Vegas, Nevada, was developed by us and began commercial operations in May 2003. Mirant Energy Trading has
signed contracts with a third party for 225 MW of capacity and energy from the Apex facility for the period from
May 2003 to April 2008.

Texas. We have two facilities in Texas, the Bosque facility and the Wichita Falls facility. The Bosque facility consists
of a gas fired combustion turbine with a corresponding steam turbine with a capacity of 230 MW that is available to
serve baseload and intermediate demand. Additionally, Bosque Units 1 and 2 are gas fired peaking facilities with a
capacity of 151 MW each. We have entered into a tolling agreement that grants the counterparty exclusive rights to
the power and ancillary services generated by the Bosque facility through December 2006. The Wichita Falls facility
is a combined cycle facility and consists of three gas turbines and a steam turbine with a total capacity of 77 MW. The
Wichita Falls facility primarily sells its electrical output to the merchant market. On February 13, 2006, we executed
an agreement with a third party to sell our 77 MW Wichita Falls facility. The sale is contingent upon finalizing certain
closing conditions and is expected to be completed in the second quarter of 2006.

Both the Bosque and Wichita Falls facilities operate in the Electric Reliability Council of Texas ( ERCOT ) market. For a discussion of ERCOT,
see Regulatory Environment United States below.

Philippines

We, indirectly through our Philippine subsidiaries, have ownership, long-term lease or similar interests in eight generating facilities in the
Philippines. As of December 31, 2005, our net ownership interest in the generating capacity of these facilities was approximately 2,200 MW.
Over 90% of the generation capacity in the Philippine facilities is sold under long-term energy conversion agreements with the Philippine
government-owned National Power Corporation ( NPC ). NPC acts as both the fuel supplier and the energy purchaser under the energy
conversion agreements for our Pagbilao, Sual and Ilijan facilities. NPC procures all of the fuel necessary for generation under an energy
conversion agreement, at no cost to the respective subsidiary or affiliate, and has substantially all fuel risks and fuel related obligations under the
agreement other than those relating to the fuel burning efficiency of the facility.
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Under the energy conversion agreements, we receive both fixed capacity fees and variable energy fees. Fixed capacity fees compensate us for
our agreement to make the facility available exclusively to NPC and are paid without regard to the dispatch level of the facility. Variable energy
fees are paid when the facility generates electricity. Currently, approximately 90% of our revenues with respect to our Philippine operations
come from fixed capacity charges. Nearly all of our capacity fees are denominated in U.S. dollars. Energy fees and a portion of the capacity fees
have both U.S. dollar and Philippine peso components that are indexed to inflation. The majority of the obligations of NPC under the energy
conversion agreements are guaranteed by the full faith and credit of the Philippine government.

The energy conversion agreements were executed under the Philippine government s build-operate-transfer program. At the end of the term of
each energy conversion agreement, the facility is to be transferred to NPC, free from any lien or payment of compensation. The energy
conversion agreement for Navotas II, a 95 MW generating facility, expired on July 31, 2005, and the facility was transferred to NPC on
August 1, 2005. The energy conversion agreements for the Sual, Pagbilao and Ilijan facilities expire in October 2024, August 2025 and
January 2022, respectively.

In addition to the energy conversion agreements with NPC, our Sual subsidiary has a joint marketing agreement with NPC for excess capacity of
200 MW. Currently, electricity from the excess capacity of our Sual facility is provided to selected customers such as economic zones, industrial
customers and private electric distribution companies and cooperatives.

Our larger Philippine projects were granted preferred or pioneer status that, among other things, qualified them for income tax holiday
incentives. The income tax holiday incentive expired in June 2002 for our Pagbilao facility and in October 2005 for our Sual facility and will
expire in January 2008 for our Ilijan facility. The amount of benefit from these holiday incentives is $45 million, $54 million and $50 million for
2005, 2004 and 2003, respectively.

Real property taxes in the Philippines are levied by applying a locally determined tax rate to the taxable value of property. We are currently the
owner of record of the machinery and equipment on which real property taxes are levied but NPC is responsible for payment of real property
taxes under the energy conversion agreements for our Pagbilao and Sual power facilities. See Note 15 to the consolidated financial statements
contained elsewhere in this report where further discussed.

Philippine Law Changes

As part of its revenue enhancement program, the Philippine government has enacted certain changes to its existing tax law. The Expanded Value
Added Tax ( E-VAT ) law removes tax exemptions on the sale of electricity, oil products, coal and natural gas, among others, but allows the tax
to be passed on to consumers. On January 31, 2006, in accordance with the provisions of the E-VAT, the President of the Philippines raised the
value added tax ( VAT ) rate from 10 percent to 12 percent starting February 1, 2006.

The Supreme Court of the Philippines has upheld the constitutionality of the new VAT law, and the new law became effective on November 1,
2005. There is pending legislation in the Senate and the House of Representatives that seeks to exempt oil and power products from the coverage
of the E-VAT to prevent further escalation of oil and electricity prices in the country. It cannot be determined at this point what the prospects are
for this legislation being passed.

The E-VAT itself does not have a negative impact on our Philippines operations. This assessment is based on the new tax law s final
implementing rules and regulations as prescribed by the Bureau of Internal Revenue that allow us and other independent power producers
( IPPs ), including the NPC, to pass the VAT on to their consumers. However, the E-VAT does increase corporate income tax rates over
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the next three years (2006-2008) from 32% to 35%, which may increase the taxes paid by our Philippines operations. Starting in 2009, the
corporate income tax rate will decrease to 30%.

Caribbean
Our net ownership interest in the generating capacity of our Caribbean plants is approximately 1,050 MW.
Jamaica Public Service Company Limited ( JPS )

We own an 80% interest in JPS, a fully integrated electric utility company that generates, transmits, distributes and sells electricity on the island
of Jamaica. JPS operates under a 20-year All-Island Electric License (the License ) that expires in 2021 and that provides JPS with the exclusive
right to sell power on a retail basis in Jamaica. Under the provisions of the License, JPS is granted the exclusive right to transmit, distribute and
supply electricity throughout the island of Jamaica for a period of twenty years. JPS also has the right to develop new generation capacity subject
to a requirement that expansion projects in excess of 20 MW be subjected to a competitive tendering process. In instances of force majeure, the
Office of Utilities and Regulation ( OUR ) may waive the requirements for competitive tendering. JPS has installed generation capacity of 603
MW, and it purchases an additional 146 MW of firm capacity from three IPPs under long-term purchase agreements and an additional 20 MW of
energy from a wind farm on an as-available basis. JPS supplies electric power to approximately 555,000 residential, commercial and industrial
customers in Jamaica. JPS is regulated by the OUR under a price cap model with rate cases held every five years and with interim adjustments
indexed to inflation, changes in fuel prices, costs to purchase power and foreign exchange movements. JPS completed its most recent rate case in
June 2004.

Grand Bahama Power Company ( Grand Bahama Power )

We own a 55.4% interest in Grand Bahama Power, a 151 MW integrated electric utility company that generates, transmits, distributes and sells
electricity on Grand Bahama Island. In September 2005, a construction expansion of 18 MW was completed. Grand Bahama Power has the
exclusive right and obligation to supply electric power to the residential, commercial and industrial customers on Grand Bahama Island. As of
December 31, 2005, Grand Bahama Power has approximately 19,000 customers. Grand Bahama Power s rates are set by the Grand Bahama Port
Authority.

The Power Generation Company of Trinidad and Tobago ( PowerGen )

We own a 39% interest in PowerGen, a power generation company that owns and operates three power plants located on the island of Trinidad.
The electricity produced by PowerGen is provided to the Trinidad and Tobago Electricity Commission ( T&TEC ), the state-owned transmission
and distribution monopoly, which serves approximately 347,000 customers on the islands of Trinidad and Tobago and which holds a 51%

interest in PowerGen. PowerGen has a power purchase agreement for approximately 820 MW of capacity and spinning reserve with the

T&TEC, which expires in 2009 and is guaranteed by the government of Trinidad and Tobago. Under this contract, the fuel is provided by the
T&TEC.

On November 30, 2004, PowerGen submitted a bid to build new generation and provide electric generation capacity under long-term power
purchase agreements to National Energy Corporation ( NEC ), a government agency responsible for infrastructure development in Trinidad, and
T&TEC. On December 6, 2005, PowerGen and T&TEC executed a 30-year 208 MW power sales agreement. PowerGen began construction of
the facility in February 2006 and estimates a commercial operations date of February 2007. PowerGen is currently in discussions with NEC and
T&TEC to supply approximately 420 MW of additional capacity with a projected commercial operation date during the fourth quarter of 2008.
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In January 2006, a new Finance Act was approved by Parliament and the Trinidad and Tobago Senate. The President of Trinidad and Tobago
assented to the Finance Act on February 8, 2006. The Finance Act, upon enactment, will change the corporate income tax rate applicable to
PowerGen from 30% to 25%.

Curacao Utilities Company ( CUC )

We own a 25.5% interest in CUC at the Isla Refinery in Curacao, Netherlands Antilles. The 133 MW facility provides electricity, steam,
desalinated water and compressed air to the refinery and up to 45 MW of electricity to the Curacao national grid.

At December 31, 2005, CUC was in technical default under its $97 million senior debt facility due to delays in completion of generation
facilities. To date, CUC s lenders have not exercised their right to terminate the debt facility. In the event this issue is not resolved, our annual
dividend payments from this investment may be at risk.

Aqualectra

We own a $40 million convertible preferred equity interest in Aqualectra, an integrated water and electric company in Curacao, Netherlands
Antilles, owned by the government. Aqualectra has electric generating capacity of 235 MW and drinking water production capability of 69,000
cubic meters per day. Aqualectra serves approximately 65,000 electricity and water customers. We receive 16.75% preferred dividends on our
$40 million investment on a quarterly basis. As described below, Aqualectra has not paid our December preferred dividend because it is in
default under its $115 million credit facility. Aqualectra has a call option and we have a put option, both of which are exercisable through
December 31, 2007. We also have an option to convert our convertible preferred equity interest in Aqualectra to common shares through
December 31, 2007. Neither we nor Aqualectra has exercised any such options at this time.

At December 31, 2005, Aqualectra was in default under its $115 million credit facility because of breaches in financial covenants. Aqualectra is
in breach of these covenants primarily due to its inability to pass through escalating fuel costs to its customers. However, Aqualectra is current in
its debt service payments under its credit facility and is engaged in discussions with its lenders with respect to its financial situation and pending

defaults. An energy fund was established by the Island Council and Executive Council of the Island Territory of Curacao in
December 2005 intended to stabilize the prices of the energy related products on the island for the period 2005

through 2006. The energy fund will provide Aqualectra with recovery of its fuel costs in excess of those recovered

from its customers for the period from January 2005 through December 2006. Aqualectra has recovered

approximately $7 million Netherlands Antillean Guilder ( ANG ) (US $3.9 million) in excess fuel costs from the energy
fund for 2005 and expects to recover an additional $5 million ANG (US $2.8 million) in March 2006. Aqualectra also
expects to receive a waiver from the banks related to its financial covenant breaches after the receipt of the

March payment from the energy fund and to pay our past due December preferred dividend at that time.

Under the terms of the Aqualectra stockholders agreement, we have the right to elect a majority of the members of the supervisory board of
Aqualectra and to control the appointment of management and stockholder votes during the pendency of certain triggering events, including (i) a
default under indebtedness in excess of $1 million, (ii) a failure to honor our option to require it to purchase our preferred equity interest, (iii) a
failure to make two consecutive dividend payments and (iv) a failure to maintain the specified debt service ratio. Although our right to exercise
additional control has been triggered, we are continuing to evaluate the situation and, to date, we have not elected to exercise such right.
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Regulatory Environment
United States

The U.S. electricity industry is subject to comprehensive regulation at the federal, state and local levels. At the federal level, the FERC has
exclusive jurisdiction under the Federal Power Act over sales of electricity at wholesale and the transmission of electricity in interstate

commerce. Any of our subsidiaries that owns generating facilities selling at wholesale or that markets electricity at wholesale outside of ERCOT
isa public utility subject to the FERC s jurisdiction under the Federal Power Act. These subsidiaries must comply with certain FERC reporting
requirements and FERC-approved market rules and are subject to FERC oversight of mergers and acquisitions, the disposition of
FERC-jurisdictional facilities, and the issuance of securities. In addition, under the Natural Gas Act, the FERC has limited jurisdiction over
certain sales for resale of natural gas, but does not regulate the prices received by our subsidiary that markets natural gas.

The Energy Policy Act of 2005 ( EPAct 2005 ) became law on August 8, 2005, and it contains a wide range of provisions addressing many
aspects of the electric industry. The EPAct 2005 repealed the Public Utility Holding Company Act of 1935 ( PUHCA ) and enacted the Public
Utility Holding Company Act of 2005, which imposes on us additional obligations to maintain books and records unless we qualify for an
exemption from these requirements, which is anticipated. The EPAct 2005 requires the FERC and other agencies to engage in numerous
rulemakings and we are evaluating the potential impacts and opportunities that may result from these rulemakings. The EPAct 2005 authorizes
the FERC to oversee new Electric Reliability Organizations that will develop and enforce national and regional reliability standards. In addition,
the EPAct 2005 greatly expands the FERC s ability to impose criminal and civil penalties for violations of the Federal Power Act with a specific
emphasis on market manipulation and market transparency.

The FERC has authorized our subsidiaries that constitute public utilities under the Federal Power Act to sell energy and capacity at wholesale
market-based rates and has authorized some of these subsidiaries to sell certain ancillary services at wholesale market-based rates. The majority
of the output of the generation facilities owned by our United States subsidiaries that constitute public utilities is sold pursuant to this
authorization, although certain of our facilities sell their output under cost-based RMR agreements, as explained below. The FERC may revoke
or limit our market-based rate authority if it determines that we possess market power in a regional market. The FERC requires that our
subsidiaries with market-based rate authority, as well as those with blanket certificate authorization permitting market-based sales of natural gas,
adhere to certain market behavior rules and codes of conduct, respectively. If any of our subsidiaries violates the market behavior rules or codes
of conduct, the FERC may require a disgorgement of profits or revoke its market-based rate authority or blanket certificate authority. If the
FERC were to revoke market-based rate authority, our affected subsidiary would have to file a cost-based rate schedule for all or some of its
sales of electricity at wholesale. If the FERC revoked the blanket certificate authority of any of our subsidiaries, it would no longer be able to
make certain sales of natural gas.

The majority of our facilities operate in ISO/RTO regions. In areas where ISOs or RTOs control the regional transmission systems, market
participants have expanded access to transmission service. ISOs and RTOs also may operate real-time and day-ahead energy and ancillary
services markets, which are governed by FERC-approved tariffs and market rules. Some RTOs and ISOs also operate capacity markets. Changes
to the applicable tariffs and market rules may be requested by market participants, state regulatory agencies and the system operator, and such
proposed changes, if approved by the FERC, could have an impact on our operations and business plan. While participation by
transmission-owning public utilities in ISOs and RTOs has been and is expected to continue to be voluntary, the majority of such public utilities

in New England, New York, the Mid-Atlantic, the Midwest and California have joined the existing ISO/RTO for their
respective region.

19

21



Edgar Filing: MIRANT CORP - Form 10-K

Our subsidiaries owning generation in the United States were exempt wholesale generators under the PUHCA, as amended, and all of our
subsidiaries owning generation outside the United States are either foreign utility companies or exempt wholesale generators. With the repeal of
the PUHCA and the adoption of the Public Utility Holding Company Act of 2005, the FERC has put in place new regulations effective
February 8, 2006, that allow our subsidiaries owning generation in the United States to retain their exempt wholesale generator status as well as
allow our subsidiaries owning generation outside of the United States to remain either foreign utility companies or exempt wholesale generators.

At the state and local levels, regulatory authorities historically have overseen the distribution and sale of retail electricity to the ultimate end
user, as well as the siting, permitting and construction of generating and transmission facilities. Our existing generation may be subject to a
variety of state and local regulations, including regulations regarding the environment, health and safety, maintenance, and expansion of
generation facilities. To the extent that a subsidiary sells at the retail level in a state with a retail access program, it may be subject to state
certification requirements and to bidding rules to provide default service to customers who choose to remain with their regulated utility
distribution companies.

Mid-Atlantic Region. Our Mid-Atlantic facilities sell power into the markets operated by PJM, which the FERC approved
to operate as an ISO in 1997 and as an RTO in 2002. We have access to the PJM transmission system pursuant to

PJM s Open Access Transmission Tariff. PJM operates the PJM Interchange Energy Market, which is the region s spot
market for wholesale electricity, provides ancillary services for its transmission customers, performs transmission
planning for the region and dispatches generators accordingly. PJM administers day-ahead and real-time marginal cost
clearing price markets and calculates electricity prices based on a locational marginal pricing model. A locational
marginal pricing model determines a price for energy at each node in a particular zone taking into account the
limitations on transmission of electricity and losses involved in transmitting energy into the zone, resulting in a higher
zonal price when cheaper power cannot be imported from another zone. Generation owners in PJM are subject to
mitigation, which limits the prices that they may receive under certain specified conditions.

Load serving entities in PJM are required to have adequate sources of capacity. PJM operates a capacity market whereby load serving entities
can procure their capacity requirements through a system-wide single clearing price auction. In PJM, all capacity is assumed to be universally
deliverable, regardless of its location. PJM has greatly expanded its system over the last three years to include Allegheny Power, Commonwealth
Edison, AEP, Duquesne Light, Dayton Power & Light ( DP&L ) and Dominion-Virginia Power. As a result, capacity prices have significantly
declined. The PJM expansions have resulted in an apparent system-wide surplus of capacity, despite the fact that certain regions in
PJM-Mid-Atlantic will need capacity additions within the next few years.

On August 31, 2005, PJM filed its Reliability Pricing Model ( RPM ) with the FERC. This proposal is intended to replace its current capacity
market rules. The new RPM proposal would provide for establishment of locational deliverability zones for capacity phased in over a several
year period beginning on June 1, 2006. If ultimately approved by the FERC in a form not materially different from what was filed, the new RPM
would result in increased opportunities for generators to receive more revenues for their capacity. However, on November 5, 2005, PIM

proposed to delay the effective date of the RPM until June 1, 2007, and it is impossible to predict whether this or a similar proposal will be
adopted.

In addition, PJM and the MISO have been directed by the FERC to establish a common and seamless market, an effort that is largely dependent
upon the MISO s ability first to establish and operate its markets. The development of a joint market is contingent on the approval of the internal
costs to both entities to develop and operate the infrastructure necessary for joint operations. It is unclear at this time if either the respective
entities or the FERC will approve such costs to achieve a common and seamless market.
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Northeast Region. Our New York plants participate in a market controlled by the NYISO, which replaced the New York
Power Pool. The NYISO provides statewide transmission service under a single tariff and interfaces with neighboring
market control areas. To account for transmission congestion and losses, the NYISO calculates energy prices using a
locational marginal pricing model that is similar to that used in PJM and ISO-NE. The NYISO also administers a spot
market for energy, as well as markets for installed capacity and services that are ancillary to transmission service, such
as operating reserves and regulation service (which balances resources with load). The NYISO employs an Automated
Mitigation Procedure ( AMP ) in its day-ahead market that automatically caps energy bids when certain established bid
screens indicate a bidder may have market power. In response to a January 14, 2005, order of the U.S. Court of

Appeals for the D.C. Circuit, in the spring of 2005 the NYISO discontinued use of the AMP in the upstate region

known as  Rest of State.  In addition, the NYISO s locational capacity market rules use a demand curve mechanism to
determine for every month the required amount of installed capacity as well as installed capacity prices to be paid for
three locational zones: New York City, Long Island and Rest of State. Our facilities operate outside of New York City
and Long Island. On April 21, 2005, the FERC issued an order accepting the NYISO s demand curves for capability
years 2005/2006, 2006/2007 and 2007/2008 with minor modifications to the NYISO s proposal. It is possible that the
new demand curves may result in increased prices within the NYISO for capacity.

Our New England plants participate in a market administered by ISO-NE. Mirant Energy Trading is a member of NEPOOL, which is a
voluntary association of electric utilities and other market participants in Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island and
Vermont, and which functions as an advisory organization to ISO-NE. The FERC approved ISO-NE as the RTO for the New England region
effective on February 1, 2005, making ISO-NE responsible for market rule filings at the FERC, in addition to its responsibilities for the
operation of transmission systems and administration and settlement of the wholesale electric energy, capacity and ancillary services markets.
ISO-NE utilizes a locational marginal pricing model, with a price mitigation method similar to the NYISO s AMP (discussed above), although it
is implemented via manual processes rather than the automated process employed in New York. In 2004, the FERC approved a locational
installed capacity market for ISO-NE (the = LICAP proposal ) based on the demand curve concept used by the NYISO to be implemented in
January 2006. The LICAP proposal included demand curves, which are administrative mechanisms used to establish electricity generation
capacity prices. A hearing on the demand curve parameters was held in February and March 2005 and an initial decision was issued by the
presiding administrative law judge that found in favor of many of the suppliers issues in the hearing. A subsequent FERC order issued on
October 21, 2005, pushed back the LICAP implementation date to no sooner than October 1, 2006, and put in place procedures to pursue a
settlement on alternatives to the LICAP mechanism. Any such alternatives were to be submitted to the FERC by January 31, 2006. On

January 31, 2006, a FERC settlement judge reported that an agreement in principle had been reached among the majority of parties in the LICAP
proceeding and requested an extension of the January 31, 2006 deadline so that a final settlement could be filed with the FERC by March 6,
2006. We cannot predict if a final settlement will be filed with the FERC or if or when the LICAP proposal or any alternative proposal may be
implemented or the impact any such proposal may have on our business and results of operations.

Mid-Continent Region. Our Mid-Continent plants are located in the Midwest and Southeast markets. In the Midwest
markets, our facilities participate in a market administered by the MISO. The MISO commenced administering energy
markets similar to those operated by PJM in the spring of 2005. The MISO uses locational marginal pricing for
energy. The MISO proposes to implement a permanent solution to resource adequacy by June 1, 2007, but has not yet
identified a specific capacity market design or when it will file a tariff with the FERC. The MISO also implements
mitigation rules similar to those of the NYISO, without an automatic mitigation mechanism. Our Sugar Creek facility
is interconnected to both the MISO and PJM, through Cinergy s and AEP s transmission systems, and can sell into
either market
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(although not into both simultaneously). Sugar Creek is eligible to participate in the PJM capacity and energy markets.

In the Southeast, we currently sell electric energy and capacity under bilateral contracts that contain terms and conditions that are not
standardized and that have been negotiated on an individual basis. Customers in this region include investor-owned, vertically integrated
utilities, municipalities and electric cooperatives.

West Region. Our generation facilities in the West are located in the Western Interconnection and ERCOT market in
Texas. Our California facilities are located in the CAISO s control area. The CAISO schedules transmission
transactions, arranges for necessary ancillary services and administers a real-time balancing energy market. Most sales
in California are pursuant to bilateral contracts, but a significant percentage is sold in the real-time market. The
CAISO does not operate a forward market like those described for PJM and other Eastern ISO markets, nor does it
currently operate a capacity market.

The CAISO has proposed changes to its market design to more closely mirror the Eastern ISO markets. The market redesign has been delayed
several times, with full implementation now expected in 2007 or 2008. The California Public Utilities Commission ( CPUC ) has taken the lead
role for establishing capacity requirements in California and has ordered California s load serving entities to demonstrate, beginning in the

summer of 2006, that they have acquired sufficient capacity to serve their forecast retail load plus a specified reserve margin. Any proposal for a
capacity market in California is subject to filing with and approval by the FERC, and at this time, the CAISO has not proposed a capacity market
mechanism in its market redesign. The CPUC has also taken a role in developing recommended options with respect to a wholesale capacity

market in conjunction with the CAISO. We cannot at this time predict the outcome or the result of the CPUC proceeding or the timing or
development of a wholesale capacity market by either the CPUC or the CAISO.

The majority of our assets in California are subject to RMR arrangements with the CAISO. These agreements require certain of our facilities,
under certain conditions and at the CAISO s request, to operate at specified levels in order to support grid reliability. Under the RMR
arrangements, we recover through fixed charges either a portion (RMR Contract Condition 1) or all (RMR Contract Condition 2) of the annual
fixed revenue requirement of the generation assets as approved by the FERC (the =~ Annual Requirement ). Our California generation facilities
operating under RMR Contract Condition 1 depend on revenue from sales of the output of the plants at market prices to recover the portion of
the plant s fixed costs not recovered through RMR payments.

Our subsidiaries owning facilities subject to the RMR arrangements have entered into two PPAs with Pacific Gas & Electric ( PG&E ) that allow
PG&E to dispatch and purchase the power output of all units of those generation facilities designated by the CAISO as RMR units under the

RMR arrangements. The first agreement was in effect during 2005 and the second agreement extends from 2006 through 2012. Under those
agreements, those units designated as RMR by the CAISO are designated as RMR Contract Condition 1, but during 2005 through 2008, PG&E

is paying us charges equivalent to the rates we charged during 2004 when the units were designated RMR Contract Condition 2, reduced on an
aggregate basis from those 2004 rates by $5 million. After 2008, we will file annually for FERC approval of the Annual Requirement, which,
once approved by the FERC, will set the rates to be charged.

The CAISO imposed a $400 per MWh hour cap, effective on January 1, 2006, on prices for energy and has implemented an AMP similar to that
used by the NYISO. In addition, owners of non-hydroelectric generation in California, including certain of our facilities, must offer to keep their
generation on-line and stand ready to offer power into the CAISO s spot markets if the output is not under contract or scheduled for delivery
within the hour, unless granted a waiver by the CAISO (the = must-offer requirement ). The practical effect of this rule is to obtain operating
reserves without paying for them, and to release excess supply energy into the market, thus depressing prices. On August 26, 2005, the
Independent Energy
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Producers, a trade association, filed a complaint at the FERC, requesting that the FERC require the CAISO to implement a Reliability Capacity
Services Tariff (  RCST ) that would pay generators for the capacity obtained pursuant to the must-offer requirement. If granted by the FERC, the
new RCST may result in increased capacity revenue opportunities for generators.

The CPUC has issued a series of orders purporting to require exempt wholesale generators and other power plant owners to comply with detailed
operation, maintenance and logbook standards for electricity generating facilities. In its orders, the CPUC has stated its intent to implement and
enforce these detailed standards so as to maintain and protect the public health and safety of California residents and businesses, to ensure that
electric generating facilities are effectively and appropriately maintained and efficiently operated, and to ensure electrical service reliability and
adequacy. The CPUC has adopted detailed reporting requirements for the standards, and conducts frequent on-site spot inspections and more
comprehensive facility audits to evaluate compliance. Some standards are intended to ensure that units are maintained in a state of readiness so
as to be available to operate if requested by a control area operator, while others provide procedures for changing a unit s long-term status. The
CPUC s efforts to implement and enforce the operation, maintenance and logbook standards could interfere with our future ability to make
economic business decisions regarding our units, including decisions regarding unit retirements, and could have a material adverse impact on
our business activities in California.

Our Texas plants participate in a market administered by ERCOT, which manages a major portion of the state s electric power grid. ERCOT
oversees competitive wholesale and retail markets resulting from electricity restructuring in Texas and protects the overall reliability of the
ERCOT grid. ERCOT, the only ISO that manages both wholesale and retail market operations, is regulated by the Public Utility Commission of
Texas ( PUCT ). The PUCT conducts market monitoring within ERCOT. Price mitigation measures in ERCOT include a $1,000 per MWh price
cap and RMR-type contracts for congested areas. The PUCT has recently conducted hearings on wholesale market design issues that will focus
on adding a congestion management mechanism based on locational pricing, using nodal locational pricing with day-ahead and real-time
markets. Presently, we cannot estimate when the enhancements will be completed and implemented.

Philippines

In June 2001, the Philippine Congress approved and passed into law the Electric Power Industry Reform Act ( EPIRA ), providing the mandate
and the framework to introduce competition in the Philippine electricity market. EPIRA also provides for the privatization of the assets of NPC,
including its generation and transmission assets, as well as its contracts with IPPs. The deregulation of the Philippine electricity industry and the
privatization of NPC have been long anticipated, and EPIRA is not expected to have a material impact on our existing Philippine assets or our
operations. EPIRA provides that competition in the retail supply of electricity and open access to the transmission and distribution systems was
to have occurred within three years from EPIRA s effective date in June 2001. Prior to June 2002, concerned government agencies were to
establish a wholesale electricity spot market, ensure the unbundling of transmission and distribution wheeling rates and remove existing
cross-subsidies provided by industrial and commercial users to residential customers.

In August 2005, the Energy Regulatory Commission ( ERC ) of the Philippines issued a resolution reiterating the statutory mandate under the
EPIRA law for generation companies to make a public offering of at least 15% of their common shares by June 2006. The ERC has not yet
issued rules and regulations regarding this requirement and they are not expected to in time to allow this requirement to be met by June 2006. As
a result, the ultimate impact cannot be determined.

Under EPIRA, NPC s generation assets are to be sold through transparent, competitive public bidding, while all transmission assets are to be
transferred to the Transmission Company, initially a
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government-owned entity that is to eventually be privatized. The privatization of these NPC assets has been delayed and is considerably behind
the schedule set by the Philippine Department of Energy. EPIRA also created the Power Sector Assets and Liabilities Management Corporation
( PSALM ), which is to accept transfers of all assets and assume all outstanding obligations of NPC, including its obligations to IPPs. One of
PSALM s responsibilities is to manage these contracts with IPPs after NPC s privatization. PSALM also is responsible for privatizing at least
70% of the transferred generating assets and IPP contracts no later than three years from the effective date of the law. The work related to the
planned privatization has commenced, but is considerably behind schedule.

Consistent with the announced policy of the Philippine government, EPIRA contemplates continued payment of NPC s obligations under its
energy conversion agreements. The energy conversion agreements of our Philippine subsidiaries with NPC are not assignable without our
consent. We are continuing discussions with NPC and PSALM on a proposal to add PSALM as an additional obligor under NPC s existing
energy conversion agreements. Additionally, the Philippine government issued performance undertakings to guarantee the performance of NPC s
obligations under certain energy conversion agreements.

There is new proposed legislation in the Philippines Senate that seeks to introduce changes and amendments to the EPIRA. Mirant Philippines
energy conversion agreements with NPC provide change in law protection and the Republic of the Philippines has issued performance
undertakings to guarantee performance of the NPC s obligations under its energy conversion agreements.

While it is our view that we have adequate contractual rights and governmental assurances to prevent any adverse financial impact to operations
resulting from any amendments to EPIRA, the ultimate effect cannot be determined at this time.

Caribbean

Jamaica

Regulatory Environment. The principal activities of JPS are regulated in accordance with the terms of the License. The
OUR, which was established pursuant to the Office of Utility Regulation Act of 1995, was granted authority to
regulate the rates charged by JPS and its performance under the License.

All-Island Electric License. JPS operates pursuant to a 20-year License that grants it the exclusive right to transmit,
distribute and supply electricity on the island of Jamaica. Upon expiration of the initial term of the License, and at the
expiration of any extension, the government of Jamaica may acquire JPS s business at its fair market value, as
determined by an independent valuation expert. The government of Jamaica is required to give JPS two years prior
notice of its intent to acquire the business and if no such notice is given, the License will continue in force for
successive ten-year terms.

If JPS fails, without just cause or excuse, to comply with any material term or condition of the License, fails to carry out with good faith or
reasonable diligence its obligation under the License, or is financially impaired in its ability to perform under the License, the government of
Jamaica may revoke the License and acquire JPS s business at 75% of its fair market value. Additionally, the government of Jamaica has certain
step-in rights to enter and operate the electric undertaking, according to prudent utility practice, if JPS fails to operate a substantial part of its
system and/or any generation facility for 48 consecutive hours without just cause.

Tariff Structure. Schedule 3 of the License defines the rates for electricity and the mechanism for rate adjustments.
Under the License, the rates for electricity consist of a non-fuel base rate, which is adjusted annually for inflation and
certain performance measures and a fuel rate, which is adjusted monthly to reflect fluctuations in actual fuel costs, net
of adjustments for prescribed efficiency targets.
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Both rates (fuel and non-fuel) are adjusted monthly to account for movements in the monetary exchange rate between the U.S. dollar and the
Jamaican dollar.

These rates are determined in accordance with the tariff regime, provided that the OUR annually reviews the company s efficiency levels (system
losses and heat rate) and, where appropriate, adjusts these in the tariff, primarily as it relates to fuel revenues. Under the rate schedule the
Company should recover its actual fuel costs net of the prescribed efficiency adjustments through its fuel rate.

Beginning May 31, 2004, and each fifth year thereafter, JPS filed and will file with the OUR to obtain adjustment to its non-fuel base rate. The
rate filing, which requires OUR approval, is based on a test year and takes into account efficient non-fuel operating costs, depreciation expenses,
taxes, and a fair return on investment.

The OUR approved a non-fuel base rate, which became effective on July 1, 2004 and includes an embedded amount designed to allow JPS to
establish a reserve against damage caused by major catastrophes of $2 million annually. The amounts that JPS sets aside each month as
restricted cash under this provision are the product of this embedded rate multiplied by the actual energy sales.

Bahamas

Regulatory Environment. In 1955, the Grand Bahama government granted 639 square kilometers of the island of Grand
Bahama (the Port Area ) to the Grand Bahama Port Authority (the Port Authority ). This grant is known as the
Hawksbill Creek Agreement and has a term of 99 years. The agreement grants the Port Authority licensing and
regulatory functions. Also, in accordance with the Hawksbill Creek Agreement, Grand Bahama Power Company has
been granted sole right to generate and supply electric energy to the island of Grand Bahama.

The license agreement between the Port Authority and us dated April 30, 1993, says that the Port Authority will grant any reasonable request of
the Company to adjust electric rates in the Port Area. Generally a request for rate increase will be granted if the increase does not exceed
increases in the Consumer Price Index, the rate does not exceed the highest rate charged by other providers in the Bahamas for comparable
service, and the increase is needed to recover costs due to a change in law or to provide an appropriate return for capital improvements.
Approximately 85% of our customer base is in the Port Area.

In 1993, Grand Bahama Power Company entered into agreements to provide electricity to the east and west ends of Grand Bahama Island
outside the Port Area. The agreement gave the Port Authority the right to adjust rates and that these rates would not exceed the rates in the Port
Area. Approximately 15% of our customer base is outside the Port Area.

Tariff Structure. The Company has three major tariff categories: residential, commercial and industrial. The rates have a
base component that is fixed in the tariff proceeding and a fuel surcharge component. The fuel surcharge on monthly
bills is proportionately increased or decreased when the cost of fuel consumed at the Company s power plants exceeds
or is less than $20 per U.S. barrel. The objective of this fuel adjustment clause is to create a pass-through of increases
or decreases in the commodity price of fuel, whether captured in the $20 per barrel base or in the surcharge/rebate.
Through the base component of the tariff, the Company retains the risks and benefits from variances in the heat rate.

Environmental Regulation
United States

Our business is subject to extensive environmental regulation by federal, state and local authorities. This requires us to comply with applicable
laws and regulations, and to obtain and comply with the terms
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of government issued operating permits. Our costs of complying with environmental laws, regulations and permits are substantial. For example,

we estimate that our capital expenditures for environmental compliance will be approximately $300 million for 2006 and will be $1 billion to

$1.5 billion from 2006 through 2011. Our potential capital expenditures for environmental regulation are difficult to estimate because we cannot

now assess what regulations may be applicable or what costs might be associated with certain regulations. Our capital expenditures will be

materially impacted if the State of Maryland passes legislation or imposes regulations that increase beyond applicable federal law the restrictions

on emissions of sulfur dioxide ( SO2 ), nitrogen oxide ( NOx ) and mercury, or imposes restrictions on emissions of carbon dioxide ( CO2 ). This
legislation or regulation, or similar legislation or regulations in other states or by the federal government, may render some of our units

uneconomic.

Air Emissions Regulations. Our most significant environmental requirements in the United States generally fall under the
Clean Air Act and similar state laws. Under the Clean Air Act, we are required to comply with a broad range of
mandates concerning air emissions, operating practices and pollution control equipment. Several of our facilities are
located in or near metropolitan areas, such as New York City, Boston, San Francisco and Washington D.C., which are
classified by the EPA as not achieving certain NAAQS. As a result of the NAAQS classification of these areas, our
operations are subject to more stringent air pollution requirements, including, in some cases, further emissions
reductions. In the future, we anticipate increased regulation of generation facilities under the Clean Air Act and
applicable state laws and regulations concerning air quality. Significant air regulatory programs to which we are
subject include those described below.

Acid rain program. 'The EPA promulgated regulations that establish cap and trade programs for SO2 emissions (the  Acid
Rain Program ) from electric generating units in the United States. Under this system, the Acid Rain Program set a
permanent ceiling (or cap) of 8.95 million allowances for total annual SO2 allowance allocations to utilities. Each
allowance permits a unit to emit one ton of SO2 during or after a specified year. Affected utility units were allocated
allowances based on their historic fuel consumption and a specific emissions rate. Allowances may be bought, sold or
banked. Some of our facilities have surplus allowances, and some are required to purchase additional SO2 allowances
to cover their emissions and maintain compliance. The costs of SO2 allowances have increased substantially in recent
years. Prior to 2004, prices generally ranged between $100 and $200 per ton. Prices rose from approximately $200 per
ton to approximately $800 per ton during 2004 and to approximately $1,600 per ton in 2005. We expect to be a net
purchaser of allowances for 2006. Many factors can affect the price of SO2 allowances, and we cannot be certain that
the price of allowances will not increase substantially from current historical highs in future years. Depending on the
actual price and number of SO2 allowances we need to buy, such costs may materially impact us. This program and
other regulations requiring further reductions in SO2 emissions, such as the Clean Air Interstate Rule ( CAIR ) may
result in our deciding to further reduce emissions at some of our facilities through new control technology. The cost of
additional pollution control technology could be significant; however, it could be partially offset by the avoided cost

of purchasing SO2 allowances. For additional discussion of SO2 control technology see the discussion of the CAIR
below.

NOx SIP call. New NOx regulations will require a combination of capital expenditures and the purchase of emissions
allowances in the future. The EPA has promulgated regulations that established emissions cap and trade programs for
NOx emissions from electric generating units in most of the eastern states (the NOx SIP Call ). These programs were
implemented beginning May 2003 in the Northeast and May 2004 in the rest of the Eastern United States. Under these
regulations, a facility receives an allocation of NOx emissions allowances. If a facility exceeds its allocated
allowances, the facility must purchase additional allowances. Some of our facilities in these states have been required
to purchase NOx allowances to cover emissions to maintain compliance. The cost of allowances will fluctuate in

future years, and depending on the actual price and number of NOx allowances we need to buy, such costs could
materially affect our operations. As a result, we may decide to reduce NOx emissions through control
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technology in addition to what is already installed or planned. The cost of additional pollution control technology could be significant; however,
it may be partially offset by the avoided cost of purchasing NOX allowances to operate the facility.

CAIR. In March 2005, the EPA issued the CAIR, which establishes in the Eastern United States a more stringent SO2
cap and allowance-trading program and a year round NOx cap and allowance-trading program applicable to
generation facilities. These cap and trade programs would be implemented in two phases, with the first phase going
into effect in 2010 and more stringent caps going into effect in 2015. In order to comply with the first phase of those
regulations, we will have to install additional pollution control equipment, and/or purchase additional emissions
allowances, at significant cost. Currently, we are planning to install pollution control equipment at our facilities to
address, in part, our requirements under the first phase of the CAIR. The costs of that equipment are included in our
estimate of anticipated environmental capital expenditures from 2006 through 2011. However, since the determination
of how much pollution control equipment to install is based upon factors such as the cost of emissions allowances and
the operational demands on our generation facilities, our plans may change significantly over the coming years.

CAMR. The EPA promulgated the Clean Air Mercury Rule (  CAMR ) on March 15, 2005, which utilizes a
market-based cap and trade approach under Section 111 of the Clean Air Act. It requires emissions reductions in two
phases, with the first phase going into effect in 2010 and the more stringent cap going into effect in 2018. It is our
view that the pollution control equipment we intend to install to comply with the CAIR should adequately reduce
mercury emissions to the levels required by 2010. We cannot currently estimate the costs to comply with the
reductions required by 2018, but they may be material. The CAMR has faced considerable political and legal
opposition, as a result of which the EPA in October 2005 issued a notice of proposed rulemaking to reconsider certain
aspects of the CAMR. The CAMR is currently being challenged in federal court. Those challenges may lead to
amendments to the CAMR or passage of different mercury control legislation, which could require stricter control of
mercury emissions and/or more expensive control equipment.

NSR enforcement initiative. In 1999, the Department of Justice ( DOJ ) on behalf of the EPA commenced enforcement
actions against a number of companies in the power generation industry for alleged violations of the NSR regulations,
which require permitting and impose other requirements for certain maintenance, repairs and replacement work on
facilities. These enforcement actions can result in a facility owner having obligations to, among other things, install
emissions controls at significant costs. These enforcement actions were broadly challenged by the industry in the
courts and the EPA. We have complied with the NSR regulations as they have been interpreted in final, binding
decisions. In 2001 the EPA requested information concerning some of our facilities covering a time period that
predates our ownership or leasing. The challenges to the new interpretation of the NSR regulations may affect the
enforcement actions, but there is no assurance that there will not be further requests or enforcement proceedings that
can materially affect our plants.

State air regulations. Various states where we do business also have other air quality laws and regulations with
increasingly stringent limitations and requirements that will become applicable in future years to our facilities and
operations. We expect to incur additional compliance costs as a result of these additional state requirements, which
could include significant expenditures on emissions controls or have other impacts on operations.

For example, the Commonwealth of Massachusetts has finalized regulations to further reduce NOX and SO2 emissions from certain
generation facilities and to regulate CO2 and mercury emissions for the first time. Mercury emissions reductions will
be required exclusively from coal fired facilities. Portions of these regulations, which become effective in the

2005-2008 time frame, will apply to our oil fired Canal
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facility in the state, will increase our operating costs and will likely necessitate the installation of additional emissions control technology.

Another example of state regulation that affects our generation facilities arises in the San Francisco Bay area, where we own generation
facilities. Regional NOX emissions standards have become increasingly stringent on a specified schedule over a several
year period, culminating in 2005. We continued to apply our NOx implementation plan for these facilities, which
included the installation of selective catalytic reduction ( SCR ) emissions control equipment at our Potrero Unit 3
facility and the partial curtailment of two of our higher NOx emitting units.

In 2000, the State of New York issued a notice of violation ( NOV ) to the previous owner of our Lovett facility alleging NSR violations
associated with the operation of that facility prior to its acquisition by us. On June 11, 2003, Mirant New York, Inc. ( Mirant New York ), Mirant
Lovett and the State of New York entered into the 2003 Consent Decree. The 2003 Consent Decree was approved by the Bankruptcy Court on
October 15, 2003. Under the 2003 Consent Decree, Mirant Lovett has three options: (1) install emissions controls on Lovett s two coal fired
units; (2) shut down one unit and convert one unit to natural gas; or (3) shut down both coal burning units in 2007 and 2008. If Mirant Lovett
elects to install emissions controls on its two coal fired units by 2007 through 2008, it must install: (1) emissions controls consisting of SCR

technology to reduce NOX emissions; (2) alkaline in-duct injection technology to reduce SO2 emissions; and (3) a
baghouse. Additionally, in 2003, the State of New York finalized air regulations that significantly reduced allowances
for NOx and SO2 emissions from generation facilities through a state emissions cap and trade program, which will
become effective during the 2005-2008 timeframe. We have recognized that the 2003 Consent Decree and the new
regulations, taken together with property taxes based on assessed values for our New York facilities that are far in
excess of actual values and with NYISO rules that do not take into consideration the importance of the Mirant Lovett
facility to the reliable supply of electricity, would have rendered the continuing operation of the Mirant Lovett facility
uneconomic. It is therefore our current plan to retire the Lovett generating facility by 2008. In an effort to keep the
plant operating, we are trying to negotiate agreements to reduce property taxes and to compensate Mirant Lovett for
its contribution to the reliability of the electricity system, which will enable us to agree with the State of New York to
make capital expenditures on environmental controls in excess of $200 million, significantly more than contemplated
by the 2003 Consent Decree. The 2003 Consent Decree required Mirant Lovett to notify the state of its selected option
by August 1, 2004, which date was extended by the State of New York to August 1, 2005, with subsequent extensions
to February 15, 2006. On February 15, 2006, Mirant Lovett submitted a proposal to the State of New York for the
installation of certain environmental controls in excess of those in the 2003 Consent Decree conditioned on execution
and approval of acceptable property tax and reliability agreements. Pursuant to the Bankruptcy Court s order approving
of the 2003 Consent Decree, Mirant Lovett may not enter into a binding agreement to construct the environmental
controls or to elect a shutdown of the facility without first obtaining the approval of the Bankruptcy Court.

Climate change. Concern over climate change deemed by many to be induced by rising levels of greenhouse gases in
the atmosphere has led to significant legislative and regulatory efforts to limit greenhouse gas emissions.

In 1998, the United States became a signatory to the Kyoto Protocol of the United Nations Framework Convention on Climate Change. The
Kyoto Protocol, which became effective in February 2005 after Russia s ratification in November 2004, calls for developed nations to reduce
their emissions of greenhouse gases to 5% below 1990 levels by 2012. CO2, which is a major byproduct of the combustion of fossil fuel, is a
greenhouse gas that would be regulated under the Kyoto Protocol. The United States Senate indicated that it would not enact the Kyoto Protocol,
and in 2002 President Bush confirmed that the United States would not enter into the Kyoto Protocol. Instead, the President indicated that the
United States would support voluntary measures for reducing greenhouse gases and technologies that
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would use or dispose of CO2 effectively and economically. As the Kyoto Protocol becomes effective in other countries, there is increasing
pressure for sources in the United States to be subject to mandatory restrictions on CO2 emissions. In the last year, the United States Congress
has considered bills that would regulate domestic greenhouse gas emissions, but such bills have not received sufficient Congressional approval
to date to become law. If the United States ultimately ratifies the Kyoto Protocol and/or if the United States Congress or individual states or
groups of states in which we operate ultimately pass legislation regulating the emissions of greenhouse gases (see discussion of the Regional
Greenhouse Gas Initiative below), any resulting limitations on generation facility CO2 emissions could have a material adverse impact on all
fossil fuel fired generation facilities (particularly coal fired facilities), including ours.

On December 20, 2005, seven states in the Northeast agreed to go forward with the implementation of a cooperative known as the Regional
Greenhouse Gas Initiative ( RGGI ). This is the first multi-state regional initiative that uses a regional cap and trade program to reduce CO2
emissions from power plants of 25 MW or greater. The program aims to stabilize CO2 emissions to current levels from 2009 to 2015. This will
be followed by a 10% reduction in emissions by 2019.

This initiative envisions participating states executing a memorandum of understanding and then promulgating implementing regulations based
on the RGGI template. The recommended allocation scheme calls for allocation of 20% of allowances to a public benefit purpose and 5% to a
regional strategic carbon fund, thereby further reducing allowances available to affected facilities. In the future, the RGGI may include other
sources of greenhouse gas emissions and greenhouse gases other than CO2. If the RGGI results in mandatory regulations in states where we
have generating units, our costs of implementation may be material. New York, where we have generating units, is a participant in the RGGI.
Massachusetts, where we also have generating units, originally agreed to participate but later withdrew.

On June 1, 2005, the Governor of California established greenhouse gas reduction targets for California, which would by 2010, reduce statewide
greenhouse gas emissions to 2000 emissions levels; by 2020, reduce statewide greenhouse gas emissions to 1990 emissions levels; and by 2050,
reduce statewide greenhouse gas emissions to 80% below 1990 levels. Implementing strategies to reach these targets will be the responsibility of
a Climate Action Team, an interagency team established by the Governor. The team is led by the California EPA and is composed of high level
representatives from key state agencies. This team will report to the Governor and the Legislature in early 2006.

Proposed Maryland clean power rule and other air legislative and regulatory developments. In addition to the implementation of
existing requirements, there are additional environmental requirements under consideration by the federal and various
state legislatures and environmental regulatory bodies. Maryland s governor announced in November 2005 that he
intends to propose a Maryland Clean Power Rule, that would require deep reductions in NOx emissions (69%
reduction) by the year 2009, and in SO2 emissions (85% reduction) and mercury emissions (70% reduction) by the
year 2010, at six Maryland coal fired generation facilities, including our Chalk Point, Dickerson and Morgantown
facilities. If the rulemaking proceeds according to the timing indicated by the Governor s office, that regulation would
become effective in the summer of 2006. Although we have not fully evaluated the impacts of the Governor s proposed
rule as announced, if adopted, it would limit our ability to acquire emissions allowances for use associated with our
Maryland power facilities, and would require us to consider the economic impact of increasing substantially our
capital expenditures from 2006 through 2010, which may have a material impact on us. The Governor s rule, which
does not require legislative approval, is expected to be officially proposed in the first quarter of 2006 and to be the
subject of administrative hearings in the early spring of 2006.

In addition to the proposed state regulations, the Maryland Legislature is in the process of moving the Health Air Act in both the Senate ( SB
154 ) and in the House ( HB 189 ). The House and Senate bills were introduced simultaneously on January 19, 2006. The legislation is similar to
the Maryland Clean
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Power Rule; however, it would require deeper reductions in NOx and SO2 in 2010 and 2015. It also requires reductions of mercury emissions by
the year 2010. More importantly, unlike the Maryland Clean Power Rule, the legislation also includes mandatory reductions of CO2 emissions
by 2018. The reductions would be required at all three of our Maryland coal fired generation facilities. There is currently no technology that
would meet the proposed requirements for mercury and CO2, and we would have to consider running the facilities less in order to comply.

In addition to the state activities, at the federal level, the Bush Administration has submitted to Congress Clean Air Act multi-emissions reform
legislation, which would promulgate a new emissions cap and trade program for NOx, SO2 and mercury emissions from generation
facilities. This legislation would require generation facilities to reduce overall emissions of these pollutants by
approximately 50-75% phased in during the 2008-2018 timeframe, which is similar to the types of overall reductions
required under CAIR and CAMR. More stringent multi-emissions reform legislation also has been proposed in
Congress by some lawmakers. If enacted as proposed, some of this legislation may materially impact us.

The EPA and the states are also in the process of implementing new, more stringent ozone and particulate matter ambient air quality standards,
and the EPA s rules addressing regional haze visibility issues. The full implementation of any of these rules may result in further emissions
reduction requirements for some of our facilities.

Water regulations. We are required under the Federal Water Pollution Control Act ( Clean Water Act ) to comply with
effluent and intake requirements, technological controls requirements and operating practices. Our wastewater
discharges are subject to permitting under the Clean Water Act, and our permits under the Clean Water Act are subject
to review every five years. As with air quality regulations, federal and state water regulations are expected to increase
and impose additional and more stringent requirements or limitations in the future. It is our view that the regulations
recently promulgated by the EPA to implement Section 316(b) of the Clean Water Act, will require us to incur
substantial expenses in future years. These regulations address the need to require the best technology available for
cooling water intake structures to minimize adverse effects on fish and shellfish. These regulations set performance
standards for all existing large power plants and are intended to reduce the losses of aquatic organisms inadvertently
pulled into a power plant s circulating water system. Potential compliance alternatives include using existing
technologies, selecting additional fish protection technologies and using restoration measures. Over the next few
years, our generation facilities subject to this cooling water intake regulation (Bowline, Canal, Kendall, Pittsburg,
Contra Costa, Potrero, Chalk Point, Morgantown, Potomac River and Dickerson) will be evaluating and implementing
the requirements of the 316(b) regulation by completing impingement and entrainment studies, evaluating
technologies, operational measures and restoration measures. The cost of performing the studies and capital
expenditures to install barriers or control devices or to implement other protective measures at three of our facilities is
expected to approximate $10 million from 2006 through 2011. The cost of installing protection technologies may be
material.

In early 2006, the U.S. Department of the Interior, through its Fish and Wildlife Services division (the FWS ), sent a letter to the U.S. Army
Corps of Engineers requesting that it reinitiate formal consultation on the biological opinion that permits Mirant Delta, LLC ( Mirant Delta ) to
use and recycle water from the San Joaquin river for its operation of the Pittsburg and Contra Costa power plants. The formal consultation
process explores the environmental impacts of Mirant Delta s water usage, including the impacts on certain species of fish in the river, and then
provides directives regarding the manner in which Mirant Delta may utilize river water for cooling in the plants operations. It is our view that
Mirant Delta is operating in compliance with its water usage permits and that this reopening of the formal consultation process is improper.
Mirant Delta responded to the FWS, asserting that it has implemented all investigative and operational measures prescribed by the FWS to
reduce the impact of its water usage on the endangered species in the San Joaquin River, and it is currently waiting for a response from the FWS
to this communication.
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Wastes, hazardous materials and contamination. Our facilities are subject to several waste management laws and regulations
in the United States. The Resource Conservation and Recovery Act of 1976 set forth comprehensive requirements for
handling of solid and hazardous wastes. The generation of electricity produces non-hazardous and hazardous
materials, and we incur substantial costs to store and dispose of waste materials from these facilities. The EPA may
develop new regulations that impose additional requirements on facilities that store or dispose of fossil fuel
combustion materials, including types of coal ash. If so, we may be required to change the current waste management
practices at some facilities and incur additional costs for increased waste management requirements.

Additionally, the Federal Comprehensive Environmental Response, Compensation and Liability Act of 1980 ( CERCLA or Superfund )
establishes a framework for dealing with the cleanup of contaminated sites. Many states have enacted similar state superfund statutes as well as
other laws imposing obligations to investigate and clean up contamination. Areas of soil and groundwater contamination are known to exist at
our Pittsburg, Contra Costa and Potrero facilities. Prior to our acquisition of those facilities from PG&E in 1998, PG&E conducted soil and
groundwater investigations at those facilities which revealed significant contamination. The consultants conducting the investigation estimated
the aggregate cleanup costs at those facilities could be as much as $60 million. Pursuant to the terms of the Purchase and Sale Agreement with
PG&E, PG&E has responsibility for the containment or capping of all soil and groundwater contamination at the Potrero generating facility and
the disposition of up to 60,000 cubic yards of contaminated soil at the Potrero generating facility and to remediate any groundwater or solid
contamination identified by PG&E at the Pittsburg and Contra Costa generating facilities. To date, we have requested that PG&E dispose of 807
cubic yards of contaminated soil at the Potrero generating facility and they have performed such disposal. We are not aware of soil or
groundwater conditions that are not covered by third party agreements or insurance policies for 