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Introduction  

ÅDichotomy Capital 

ÅInvestment manager 

ÅPublic/private investments, long and short 

ÅDeep dive research using science background to aid research 

ÅCurrently own and operate three hydroelectric plants in New 
England 

ÅNegotiation and operation of private power assets provides 
unique perspective 

ÅPublic markets offer different risk/reward scenarios, such is the 
case today 
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Power Market 

-    Seven Independent Service 
Operators (ISO) in 
the United States1. 
- Product of deregulation 
- Independent Power 
tǊƻŘǳŎŜǊǎόLttύΥ ƴƻǘ έǊŜƎǳƭŀǘŜŘέ  
Competitive power markets   

- Two main revenue sources 
- Capacity revenue 
- Electricity sales   
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#ÏÍÐÅÔÉÔÉÖÅ )3/ȭÓ 

ÅRate setting fuel is either natural gas or coal 

ÅTypical compensation for IPPs is LMPa + Capacity 

ÅLMP has been going down 

ÅCapacity has been going up 

ÅERCOT utilizes scarcity pricing ς currently $9,000/MWh 

ÅIPPs include: Calpine, NRG, Dynegy, Atlantic Power 

ÅGrid operators/regulators must balance  

ÅAdequate return for owners 

ÅGrid reliability 

ÅKeeping costs low for consumers 
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a. LMP = Locational Marginal Pricing 



Overcapacity 

ÅMany markets exhibit overcapacity 

ÅToo much capacity, low/no growth 

ÅNo different than any commodity over a long horizon 

ÅCurrent spreads are tough for most plants 

ÅEvolving capacity market is very tough for newbuilds 

ISO Coal  Gas Nuclear Solar Wind Other Total % Increase 

CA ISO                     -             (5,047)                  -               5,450                 217                 -                   620  0.90% 

ERCOT               (871)            2,454                   -               1,148             2,997              (50)            5,678  5.70% 

Florida           (1,123)            5,072                   -                   275                    -                   -               4,224  

MISO           (7,793)            5,178          (1,550)                424             4,830              224             1,313  0.70% 

NE-ISO           (1,083)            3,622              (688)                  90                 589           (446)            2,084  6.20% 

NY-ISO               (770)            1,603                   -                     90                    -                   -                   923  2.20% 

Ontario                     -                      -                     -                      -                   234                 -                   234  

PJM           (3,913)          20,740          (1,817)                619                 588                44           16,261  8.60% 

Rest of West           (2,951)            1,378                   -               3,733             2,031              (19)            4,172  

Southeast           (4,413)            4,418            5,630             1,671                 208              145             7,659  

SPP           (1,846)                577              (478)                235             4,195                 -               2,683  3.30% 

Total         (24,763)          39,995            1,097           13,735           15,889           (102)          45,851  

Table 1. Megawatts of ISO Capacity Additions (Reductions) 6 
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Newbuild Plants 

ÅWolfe Research expects 18GW of CCGTs 

ÅPolar vortex shifted capacity markets 

ÅCapacity used to be guaranteed, not so now 

 
Project Owner Plant Name MW Year State 
Dominion Resources Brunswick County 1,358 2016 VA 
Panda Power Liberty 936 2016 PA 
Panda Power Patriot 829 2016 PA 
Advanced Power Carroll County Project 700 2017 OH 
Calpine York 2 828 2017 PA 
Corona Power Hummel Station  1,064 2017 PA 
Competitive Power Ventures St. Charles 725 2017 MD 
North American Project Development Oregon Clean Energy Center 800 2017 OH 
Old Dominion Electric Coop Wildcat Point  1,000 2017 MD 
Panda Power Stonewall 750 2017 VA 
Clean Energy Future Lordstown 940 2018 OH 
Development Partners Group St. Joseph Energy Center 675 2018 IN 
Dominion Resources Greensville 1,600 2018 VA 
Invenergy Lackawanna 1,500 2018 PA 
Moxie Energy Freedom 1,050 2018 PA 
NTE Energy Middletown Energy Center 525 2018 OH 
PSEG Keys Energy Center 735 2018 MD 
PSEG Sewaren 540 2018 NJ 
Tenaska Westmoreland 925 2018 PA 
Energy Solutions Consortium Moundsville 565 2019 WV 
Total 18,045 
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Table 2. Announced Newbuilds in PJM Source: Wolfe Research 



Build vs. Buy? 

ÅNewbuild CCGT cost $800-$1,100/kW of capacity 

ÅRecent acquisition multiples all under newbuild cost 

ÅPublic IPPs valued between $350-550/kW of capacity 

ÅBankruptcies occuring2 
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Renewables 

ÅQuestionable economics for newbuild renewables 

ÅRPS mandates have largely been achieved, no need for PPAs 

ÅNet metering is not a given 

ÅREC markets have declined 

ÅClass I ISO-NE RECs are down 65% in the past 18 months 

ÅCurrent markets (LMP + capacity + RECs) unlikely to exceed 
O&M plus debt amortization in many areas of the country 

ÅSolar saturation in many areas of the country confirmed by 
installers 

ÅTax equity investors potentially pulling back 

9 



Long Payback Period 

ÅOvernight capital costs per EIA3 

ÅSolar: $2,616 $/kW 

ÅWind:  $1,877 $/kW 

ÅCCGT: $978 $/kW 

 

$85.52 

$118.96 

$25.38 

$103.90 

$40.74 
$38.42 

$37.51 
$51.49 

$50.42 

$48.74 
$65.69 

$132.02 

$55.80 

$109.16 

$108.44 

$103.35 

$79.57 

$48.09 

$91.70 $91.15 

$86.78 

Estimated $/MWh Breakeven Costs  

$/MWh Breakeven All-in $/MWh Breakeven Less Tax Equity 
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Retirements 

ÅFirst wave of retirements from 2014-2018 

ÅNext wave of retirements likely starts in 2020 

ÅRetirements can happen quickly 

ÅCatalyst: 100% CP Auction in PJM for 2020/2021 

ÅGas steamers, diesel generators, more coal plants 

ÅPolicy changes are not the driving force4,5 
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Dynegy 

ÅIPP with over 30 GW of 
generation assets 

ÅGas portfolio: 22 GW in 
PJM, ERCOT, ISO-NE, 
CAISO, NYISO 

ÅCoal portfolio: 9 GW in 
PJM, MISO, and ERCOT 

ÅYearly production of 
135 million MWh 

ÅSmall retail group 
within coal portfolio 
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Dynegy and the No Good, Rotten, Very Bad Year 

Å$10.533 billion of gross debt (9/30/2016) 

ÅAnnounced a complex JV for 9ƴƎƛŜΩǎ gas assets 

ÅOvernight went from a coal/old gas IPP to CCGT/coal IPP 

ÅOvernight went from well-hedged to poorly hedged 

ÅtǊƻ ŦƻǊƳŀ нлмтΩǎ ǇǊƻŘǳŎǘƛƻƴ ƛǎ рп҈ ǳƴƘŜŘƎŜŘ  
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Engie Acquisition 

Å$378 per kW, 8,731 MW portfolio 

ÅLow heat rate, highly efficient CCGTs 

ÅEnergy Capital Partners in JV, 15% DYN owners 

ÅaǊΦ aŀǊƪŜǘ ƭƛƪŜŘ ǘƘƛǎ ŦƻǊ ŀ ƭƛǘǘƭŜΧ 

ÅCoal power became profitable once again 
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Dynegy Coal Assets 

Å/ƻŀƭ ƛǎ ƎƻƛƴƎ ŀǿŀȅΧΦǾŜǊȅ ǎƭƻǿƭȅ 

ÅMost coal retirements are sub-scale dirty plants 

ÅMost Dynegy plants are cleaner than North American fleet, 
operate with heat rates averaging 10,900 

ÅPowder River Basin burn economic 

ÅCurrent PRB price equivalent to <$2/MMBtu  natural gas  

Å{ƻƳŜ ǊŜǘƛǊŜƳŜƴǘǎ ƛƴ 5ȅƴŜƎȅΩǎ ǇƻǊǘŦƻƭƛƻ ǿƛƭƭ ƘŀǇǇŜƴ 

ÅJV Plants in Ohio at risk 

ÅStuart: 904 MW, Zimmer: 628 MW, Killen: 1,108 MW, Miami Fort 
7&8: 653 MW, Conesville Station 4: 312 MW  

ÅNewton #2 ς part of IPH restructuring 
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Illinois Power Holdings (IPH) 

ÅIllinois Power wŜǎǘǊǳŎǘǳǊŜŘ άD9b/hέ 

ÅOld Ameren assets 

ÅRing-fenced before 

ÅPre-pack Ch. 11 

ÅDebt reduced by >$500M 
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Valuation Considerations 

ÅCash Flows 

ÅSpark spread, dark spread, 
capacity prices 

ÅDebt 

ÅDecrease & refinance 

Å/ŀƴ ǘƘŜȅ ǊŜŦƛ ǘƘŜ нлмфΩǎΚ 

ÅAsset longevity 

ÅRetirements reduce 
production by 8-12M 
MWh/yr 
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Dynegy Cash Flows: Base Case 

Base Case ($MM) 2017 2018 2019 
EBITDA $1,351.6 $1,672.6 $1,543.6 
Interest Expense ($625.0) ($620.0) ($600.0) 
Capital Expenditures ($452.0 ($419.0) ($270.0) 
Asset retirements ($35.0) ($45.0) ($60.0) 
Pension ($5.0) ($30.0) ($20.0) 
Consolidated FCF $234.6 $558.6 $593.6 
DYN FCF $189.6 $506.9 $546.7 
Net Build of Cash $18.6 $330.9 $444.7 

Assumptions 
-Engie Transaction closes 
-No asset sales 
-$3/MMBtu natural gas  
-$25/MWh ATC 

Base case sees DYN FCF 
average of $414 million  
From 2017-2019: 
$2.46/share  
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Dynegy: Bear Case 

Bear Case 2017 2018 2019 
EBITDA $1,268.3 $1,589.3 $1,410.3 
Interest Expense ($625.0) ($620.0) ($600.0) 
CapEx ($452.0) ($419.0) ($270.0) 
Asset retirements ($35.0) ($45.0) ($60.0) 
Pension ($5.0) ($30.0) ($20.0) 
Consolidated FCF $151.3 $475.3 $460.3 
DYN FCF $106.3 $423.6 $413.4 
Net Build of Cash ($64.7) $247.6 $311.4 

Assumptions 
-Engie Transaction closes 
-No asset sales 
-$2.75/MMBtu natural 
gas  
-$22/MWh ATC 

Bear case sees DYN FCF 
average of $164 million  
From 2017-2019: 
$0.97/share  
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Debt is Manageable 

ÅϷнΦм ōƛƭƭƛƻƴ ƻŦ нлмфΩǎ 

ÅBy YE 2019, base case 
assumptions get to 5x 
Debt/EBITDA 

ÅExpect to have >$1.1 billion 
of excess cash by 2019 

ÅLikely will execute tender 
offers for 2019 tranche, refi 
with new unsecured debt. 

ÅWhat does 2020-onward 
look like? 
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The Great Abyss 

ÅPJM Moves to 100% CP for 2020/2021 Auction 

ÅtƻǊǘƛƻƴ ƻŦ нлнлΩǎ ŎŀǇŀŎƛǘȅ ǊŜǾŜƴǳŜ ƛǎ ƭƻŎƪŜŘ ƛƴ 

ÅMy prediction is that retirements pick up post-2019 

ÅCoal plants  

ÅDiesel generators 

ÅGas steamers  

ÅRenewables are here to stay, but not quite as sexy as once thought 

ÅCapacity market not conducive to newbuilds 
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What is Fair Value? 

ÅNo right or easy answer, as usual 

Å2017 may prove to be a trough year 

ÅBankruptcies in power sector are starting ς limiting capacity 

ÅSlowing renewable development. ATC forwards put many spec 
renewable projects at cash flow negative after P&I 

ÅDYN EBITDA and FCF leave ample room for debt repayment 
Base Scenario 2017 2018 2019 2020 

EBITDA $1,351.6 $1,672.6 $1,543.6 $1,400.0 

FCF $189.6 $506.0 $546.7 $450.0 

End Cash Build $18.6 $330.9 $444.7 $375.0 

Net Debt $8,914.0 $8,583.1 $8,138.4 $7,763.4 

Debt/EBITDA 6.60 5.13 5.27 5.54 

Bear Scenario 2017 2018 2019 2020 

EBITDA $1,268.0 $1,589.0 $1,410.0 $1,190.0 

DYN FCF $106.3 $423.6 $413.4 $215.0 

Cash Build ($64.7) $247.6 $311.4 $140.0 

Net Debt $10,097.7 $9,850.1 $9,538.7 $9,398.7 

Debt/EBITDA 7.96 6.20 6.77 7.89 
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Fair Value Continued 

ÅBase scenario in 2020: 

Å8.5x EBITDA,  EV of $11.9 billion  

ÅEquity value of $4.13 billion  

ÅPrice target of $24.58 

ÅFCF/share supports this valuation 

ÅBear scenario in 2020: 

Å8.5x EBITDA, EV of $10.12 billion  

ÅEquity value of $716 million 

ÅPrice target of $4.26 

Current Price: $8.71/share 
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Valuation Considerations 

ÅNo asset sales are factored in 

ÅAssumes interest rates increase on debt refi in 2019 

ÅNo improvement in forwards, bear scenario projects a 
continued deterioration 

ÅEvery $0.50/MWh change in 2018 spark spreads and power 
prices moves EBITDA by $50 million 

ÅLarge blocks of capacity still to be sold in 2018/2019/2020 

ÅNet-net:  

ÅUpside/downside is skewed in longs favor 

ÅHighly levered 

ÅCapacity rationalization should take place over next few years 

ÅSize position appropriately 24 



7ÈÁÔȭÓ ÔÈÅ -ÁÒËÅÔ -ÉÓÓÉÎÇȩ 

ÅHeadwinds in markets 

Å2017 is a transition year for Dynegy 

ÅExcess outages 

ÅUnhedged book makes this volatile 

ÅNo renewables, no dividend, no love 

ÅCash flow improvements 2018-on 

ÅAdditional capacity sales 

ÅCost reductions 

ÅCompany is targeting 4.5x Debt/EBITDA by the end of 2018 

ÅSub 5.0x is likely, 4.5x is a reach goal  
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Risks 

ÅLeverage amplifies everything 

ÅMarket Risks 

ÅNewbuilds find financing 

ÅCapacity markets dive and stay depressed 

ÅElectricity demand drops more than forecast, suppressing ATC 

ÅInterest rates rise quickly 

ÅPoor acquisitions and/or poor integration 

ÅCoal turns against them (again) 
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Conclusion 

ÅIPP space is hated due to newbuilds, renewables, and leverage 

ÅDynegy is especially hated thanks to: 

ÅPoorly hedged book in current environment 

ÅHighly levered 

ÅNo renewables 

ÅDebt is well covered with large cash build over the next few 
years + no liquidity problems 

ÅPower cycle is closer to a trough than a top 
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Links and Sources 

Å 1 https://www.ferc.gov/industries/electric/indus-act/rto.asp 

Å 2. http://www.reuters.com/article/us-la-paloma-bankruptcy-idUSKBN13V2PY 

Å 3 EIA Power Plant Capital Costs Updated November 2016 http://www.eia.gov/electricity/generatorcosts/  

Å 4. https:// www.eia.gov/todayinenergy/detail.php?id=25272 

Å 5 http://midwestenergynews.com/2016/12/13/indiana-pursuing-coal-retirements-despite-uncertainty-over-
federal-energy-policy/  

Å 6. Wolfe Research Note September 12, 2016 

 

Å For Questions and Comments please contact us: info@dichotomycapital.com 
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