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Introduction

A Dichotomy Capital
A Investment manager
A Public/private investments, long and short
A Deep dive research using science background to aid research

A Currently own and operate three hydroelectric plants in New
England

A Negotiation and operation of private power assets provides
unique perspective

A Public markets offer different risk/reward scenarios, such is the
case today

2]




Power Market

Seven Independent Service

Operators (ISO) in
the United States

Product of deregulation
Independent Power
t N2ERdAZOSNEOLttOY
Competitive power markets
Two main revenue sources

- Capacity revenue

- Electricity sales

A Electric Reliability

Council of Texnd
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A Rate setting fuel is either natural gas or coal

A Typical compensation for IPPs is BMR apacity

A LMP has been going down

A Capacity has been going up
A ERCOT utilizes scarcity priogneurrently $9,000/MWh
A IPPs include: Calpine, NRG, Dynegy, Atlantic Power
A Grid operators/regulators must balance

A Adequate return for owners

A Grid reliability

A Keeping costs low for consumers

a. LMP = Locational Marginal Pricing




Overcapacity

A Many markets exhibit overcapacity
A Too much capacity, low/no growth

A No different than any commodity over a long horizon

A Current spreads are tough for most plants
A Evolving capacity market is very tough fiewbuilds

Table 1. Megawatts of ISO Capacity Additions (Reducfions)

ISO Coa Ga: Nucleal Solal Other Total % Increas
CAISO - (5,047 - 5,450 -
ERCOT (871) 2,454 - 1,148 (50)
Florida (1,123, 5,072 - 275 -
MISO (7,793 5,178 424 224
NEISO (1,083 3,622 90 (446)
NY-ISO (770 1,603 - 90 -

Ontario - - -
PIM (3,913 20,74C 619
Rest of Wes (2,951 1,378 3,733
Southeast (4,413 4,418 1,671
SPP (1,846 577 235
Total 24,763 39,99E 13,73¢




Newbuild Plants

A Wolfe Research expects 18GW of CCGTs
A Polar vortex shifted capacity markets
A Capacity used to be guaranteed, not so now

Table 2. Announcedewbuildsin PJM Source: Wolfe Research

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 Developmel Oregon Clean Energy Cen 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 Cente 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 Cente 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




Build vs. Buy?

A NewbuildCCGT cost $86R1,100/kW of capacity

A Recent acquisition multiples all undeewbuildcost
A Public IPPs valued between $3580/kW of capacity
A Bankruptcies occuririg

Bloomberg Media: Image

Announce Deal Value PArcliaged
i C i /KW
Date o Seller s usp million) ?mf‘;;w K

Blackstone,
9/14/2016 ArcLight AEP 2,170 5,200

6/3/2016 Riverstone Talen 5,045 16,000

Dynegy, Energy

Engie 3,300 8.731
212512016 Capital Partners 9

10/8/2015 Carlyle Group Entergy

8/22/12014 Dynegy* Duke Energy




Renewables

A Questionable economics faeewbuildrenewables
A RPS mandates have largely been achieved, no need for PPA:s
A Net metering is not a given

A REC markets have declined
A Class | ISBE RECs are down 65% in the past 18 months

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

A Solar saturation in many areas of the country confirmed by
Installers

A Tax equity investors potentially pulling back



Long Payback Period

A Overnight capital costs per BIA
A Solar: £,616 $/kwW
AWind: §,877 $/kw
A CCGT: $978 $/kW

Estimated $/MWh Breakeven Cost

m $/MWh Breakeven Adin m $/MWh Breakeven Less Tax Equ $108.44
$132.02
$118.96 $103.90 $109.16 $103.35
$85.52 1.7 12
$79.57 6.78
$50.42 $65.69
$38.42 $51.49 $48.74 $55.80
$40 74 $37 51 48 09
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Retirements

A First wave of retirements from 2012018
A Next wave of retirements likely starts in 2020
A Retirements can happen quickly

A Catalyst: 100% CP Auction in PJM for 2020/2021
A Gas steamers, diesel generators, more coal plants
A Policy changes are not the driving fot€e

Electricity generating capacity retired in 2015 by fuel and technology
gigawatts

coal

steam turbine
combustion turbine

natural gas
petroleum liquids

hydroelectrc

other




Dynegy

A1PP with over 30 GW o
generation assets
A Gas portfolio: 22 GW i

PJM, ERCOT, KBl&,
CAISO, NYISO

A Coal portfolio: 9 GW in
PJM, MISO, and ERC(

A Yearly production of
135 million MWh

A Small retail group

Dynegy Plants
Coal

Qil

ENGIE Plants
Coal
Gas
Gas and Oil
Other

Regions
ISO-NE
NYISO

u PIM
MISO Classic

W ERCOT
CAISO

within coal portfolio




Dynegy and the No Good, Rotten, Very Bad Year

A $10.533 billion of gross debt (9/30/2016)
A Announced a complex JV fry” 3 §aS &sdets
A Overnight went from a coal/old gas IPP to CCGT/coal IPP

A Overnight went from welhedged to poorly hedged
At N2 F2NXYI HamtT Qad LINRPRdAzOUAZY A

Jan 04, 2016 - Dec 13, 2016 -4.99 [-37. 2%)
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EngieAcquisition

A $378 per kW, 8,731 MW portfolio

A Low heat rate, highly efficient CCGTs

A Energy Capital Partners in JV, 15% DYN owners

AaN®P al NJSIO ftATSR OKA& F2NJI |
A Coal power became profitable once again

Combined Company Capacity Distribution™

Capacity by Asset Type Capacity by Region®

BECCGT MCT mCoal mPIM I50-NE WERCOT
mMISO BHYISO mCAISO




Dynegy Coal Assets

Al 21t Aa F2Ay3 | g e XPASNE af
A Most coal retirements are subcale dirty plants
A Most Dynegy plants are cleaner than North American fleet,
operate with heat rates averaging 10,900
A Powder River Basin burn economic
A Current PRB price equivalent to <$2/MMBtu natural gas
A{2YS NBUANBYSyla Ay 5eéeysS3ae Qi
A JV Plants in Ohio at risk

Stuart: 904 MW, Zimmer: 628 MW, Killen: 1,108 MW, Miami Fort
7&8: 653 MWConesvillestation 4: 312 MW

A Newton #2¢ part of IPH restructuring




lllinois Power Holdings (IPH)

Alllinois Powew S & 0 NHzZOG dzZNBER & D9b/ hé

A Old Ameren assets S,
A Rlngfenced before MNet Gen Capacity Tons of Coal
MWH Factor EFOR EAF' Burned
A Prepack Ch. 11 Colfee
- July 509,061 74.8% 6.9% 86.4% 324,960
August 497,719 73.1% 14.5% 83.6% 321,190
A Debt reduced by >$500M AugYTD 3,064,901  572%  B8.6%  852% 1,942,890
Locations of Dynegy-affiliated plants in lllinois
Newton
CALUMET . July 491,139 55.2% 0.2% 99.8% 316,950
LEE E August 458,934 51.6% 14%  B4.3% 295480
KENDALL g © O Aug¥TD 2,411,846 33.9% 40%  94.5% 1,519,860
HENNEPIN i ore
EDWARDS et AR
DUCK CREEK T ) : ioppa
HAVANA i3 July 389,500  55.2% 31%  93.7% 201,260
KINCAID A August 417,793 59.2% 23%  97.2% 222,010
ICOFFEEN | aizist Aug YTD 1,965,499 34.2% 22%  94.1% 1,139,170
] ) et '. o
NEWTON | s .........’iﬂ. .
X S Vil
COLLINSVILLE —_—
BALDWIN GENCD
:JOPPA ! e July 1,389,700 61.1% 3.1% 93.9% 843,170
_____ ’ . August 1,374,446 60.4% 5.9% BB.1% 838,680
Hmgiil
® Gas-Fueled '.gi.zﬁ Aug YTD 7,442,246 40.8% 5.1% 91.7% 4,601,920
® Coal-Fueled .
;g;‘a‘o”a' Office : : : Owned by Genco ' Equivalent Availablity Factor: Availability during times when market
B Mmiso : i : Owned by EEI price is greater than cost of generation




Valuation Considerations

A Cash Flows

A Spark spread, dark spread,

capacity prices

A Debt
A Decrease & refinance
Al'ly GKSe& NBTF

A Asset longevity

A Retirements reduce
production by 812M
MWh/yr

2500

Debt Maturity Profile (SMM)
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Dynegy Cash Flows: Base Case

CapitalExpenditures

Asset retirements
Pension
Consolidated FCF
DYN FCF

Net Build of Cash

$1,351.6

2019

$1,672.6 $1,543.6

$558.6
$506.9
$330.9

Assumptions
-EngieTransaction closes
-No asset sales
-$3/MMBtu natural gas

Base case sees DYN F(
average of $414 million
From 20172019:
$2.46/share

-$25/MWh ATC




Dynegy: Bear Case

2017 PAONRS) 2019
$1,268.3  $1,589.3  $1,410.3

Interest Expense
CapEx

Net Build of Cash

Assumptions Bear case sees DYN FQ
-EngieTransaction closes average of $164 million
-No asset sales From 20172019:
-$2.75/MMBtu natural $0.97/share
gas
-$22/MWh ATC




Debt is Manageable

AbHodm OAffAZY Dynegy Debt and EBITDA Progressi

A By YE 2019, base case | stz000 12.00
assumptions get to 5x $10,000.0 10.00
Debt/EBITDA $6.000.0 8.00

A Expect to have >$1.1 billid 4 0, 00
of excess cash by 2019

$4,000.0 - 4.00

A Likely will execute tender

$2,000.0 - 2.00
offers for 2019 tranche, re
with new unsecured debt.|  ®° " caue  vezrr  veass  veams
A What does 202@nward s Debi(MM) s Nt Debt (M)

. Adjusted EBITDA (MM e=x=Net Debt/EBITDA {Rxis)
look like?




The Great Abyss

A PIM Moves to 100% CP for 2020/2021 Auction
At 2NIOA2Y 2F HnunQa OF LI OAGeée NBO
A My prediction is that retirements pick up pe2019

A Coal plants

A Diesel generators
A Gas steamers

A Renewables are here to stay, but not quite as sexy as once thought
A Capacity market not conducive tewbuilds




What is Fair Value?

A No right or easy answer, as usual
A 2017 may prove to be a trough year

A Bankruptcies in power sector are startiggjmiting capacity

A Slowing renewable development. ATC forwards put many spec
renewable projects at cash flow negative after P&l

ADYN 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




Fair Value Continued

A Base scenario in 2020:
A 8.5x EBITDA, EV of $11.9 billion
A Equity value of $4.13 billion
A Price target of $24.58
A FCF/share supports this valuation
A Bear scenario in 2020:
A 8.5x EBITDA, EV of $10.12 billion
A Equity value of $716 million
A Price target of $4.26

Current Price: $8.71/shareie




Valuation Considerations

A No asset sales are factored in

A Assumes interest rates increase on debt refi in 2019

A No improvement in forwards, bear scenario projects a
continued deterioration

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

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

A Net-net:
A Upside/downside is skewed in longs favor
A Highly levered
A Capacity rationalization should take place over next few years
A Size position appropriately




7 7

7TEAO08 O OEA - AOEAO - EO

A Headwinds in markets
A 2017 is a transition year for Dynegy
A Excess outages
A Unhedged book makes this volatile
A No renewables, no dividend, no love
A Cash flow improvements 204
A Additional capacity sales
A Cost reductions
A Company is targeting 4.5x Debt/EBITDA by the end of 2018
A Sub 5.0x is likely, 4.5x is a reach goal




Risks

A Leverage amplifies everything

A Market Risks
A Newbuildsfind financing
A Capacity markets dive and stay depressed
A Electricity demand drops more than forecast, suppressing ATC
A Interest rates rise quickly
A Poor acquisitions and/or poor integration
A Coal turns against them (again)




Conclusion

AIPP space is hated duetewbuilds renewables, and leverage

A Dynegy is especially hated thanks to:
A Poorly hedged book in current environment
A Highly levered
A No renewables

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

A Power cycle is closer to a trough than a top




Links and Sources

1 https://www.ferc.gov/industries/electric/indusact/rto.asp

2. http://www.reuters.com/article/usla-palomabankruptcyidUSKBN13V2PY

3 EIA Power Plant Capit@bsts Updated November 20h@p://www.eia.gov/electricity/generatorcosts
4. https:// www.eia.gov/todayinenergy/detail.php?id=25272

5 http://midwestenergynews.com/2016/12/13/indian@ursuingcoalretirements-despiteuncertainty-over-
federalenergypolicy

6. Wolfe Research Note September 12, 2016

o To To Io Do Do

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




