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What's the Right Way to do a Utility within a REIT?

Following the news yesterday of the Hunt groups' walking from their REIT petition
before the PUCT, we publish our latest transcript with Tim Toy on the complexities
around the structure and prospects for others to follow suit. Overall, while clearly a
possibility, we see a number of issues limiting the ability for the parties to pursue the
structure; as such, we see the probability for a more conventional structure to succeed
in acquiring the Oncor assets out of the bankruptcy and for others contemplating REIT
structures not to do so. Beyond the simple question of ratepayer sharing of tax benefits
is the underlying need for certainty in the structure given the risk of future shifts in
tariffs and disallowance. Bottom line, the REIT trend may yet abate. It remains unclear if
the PUCT will move forward with a generic docket to evaluate tax treatment for a REIT
given the latest developments. As a final comment the fate of InfraREIT under the latest
scrutiny of tax structures could be yet another clue on attitudes around the structure;
the company has an ongoing rate case in Texas.
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Conference Call with Tim Toy on Utility
and REIT Complexities:

The following are highlights from our call with Tim Toy, Infrastructure REIT Expert.
Replay Information (available until 5/13):

Toll Free: 800 633 8284

Toll: +1 402 977 9140

Passcode: 21811406

March 24, 2016 Order Approving REIT Structure for Oncor

Julien Dumoulin Smith: Thank you operator and good afternoon, everyone. |
appreciate you joining us on what is at least a dreary rainy Friday afternoon here in
the New York metro area. But to pick it up, we've got Tim Toy here to talk about
the Utilities & REIT complexities associated therein.

Obviously it's been a fairly robust topic in recent weeks, with lots of discussion
following EFH. He’'s going to provide some instructive remarks on how to think
about the subject at large, including the latest events in Texas, and then we’ll have
time for your questions.

Separately, | encourage you to also see the annotated notes from the Oncor
proceedings that are provided in a link in the reminder email that just came out. If
you don’t have that, feel free and send me an email and I'll try to forward that
email onto you as well. So good afternoon, Tim. Thank you for taking the time.
Perhaps share with us what do you think?

Tim Toy: In early April, 2014, | participated in a conference call hosted by the
electric utilities research team at UBS Securities. My talk was on Demystifying Utility
REIT Structures and | selected as my example Oncor Electric Utility Company, LLC
(which | will refer to as Oncor).

--minimal Federal Energy Regulatory Commission involvement and just a single
state regulatory body, namely the PUCT;

--Oncor was already a wires-only transmission and distribution (T&D) utility with
the preponderance of its assets already REIT-eligible under a 2007 private letter
ruling (PLR) from the IRS; and

--the parent company of Oncor---Energy Future Holdings (EFH)---had incurred debt
in a 2008 leveraged buy-out that far exceeded the ability of EFH in 2014 to repay
or restructure and Oncor was EFH’s most valuable asset available to repay EFH
creditors.

By the end of April 2014, EFH and substantially all of its non-Oncor
subsidiaries had commenced a bankruptcy reorganization proceeding in
Wilmington, Delaware.

At some point during the first half of 2015, one or more REIT proposals
for Oncor began to coalesce as means of facilitating the emergence of EFH from its
chapter 11 proceedings.
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On August 10, 2015 EFH filed a reorganization plan the prime mover of
which was the acquisition of Oncor by an investor consortium (led by Texas-based
Hunt Consolidated) with Oncor being converted into a REIT. For those interested in
the details, | invite you to look at current report on Form 8-K filed by EFH with the
SEC on August 10, 2015 and an amendment to that report filed later on the same
day. The proposed resulting REIT is described in intense detail by Ovation
Acquisition |, LLC in its amended initial public offering registration statement on
form S-1 filed with the SEC on February 2, 2016. Even though the registration
statement was ultimately withdrawn on May 3, 2016, the registration statement is
and will remain available on the SEC’'s EDGAR data base. Links to these items are
provided in my annotation.

On September 29, 2015, an application with respect to the Oncor REIT
aspects of the EFH's plan of reorganization was filed with the PUCT. The
application was assigned PUCT Docket No. 45188. | will refer to this docket by its
number to distinguish it from another related docket number, PUCT Docket No.
45815, that | will mention later in my remarks. A link to the application is provided
in my annotation.

To understand Docket No 45188 and its result in context, some history is
in order.

In 2008, Sharyland Utilities, LP was a retail electric utility providing
transmission and distribution service within a 6,000-acre master-planned
community called Sharyland Plantation situated between the Cities of McAllen and
Mission along the border between Texas and Mexico. | will refer to Sharyland
Utilities, LP as the “Sharyland OpCo.” Sharyland OpCo was then privately owned
by an investor group led by Hunt Consolidated.

In anticipation of a REIT conversion for Sharyland OpCo, the Sharyland
investor group organized Sharyland Distribution & Transmission Services, LP, an
entity that | will call “SDTS.”

In 2007, a Hunt affiliate obtained an IRS private letter ruling (PLR) that,
broadly speaking, held that electric transmission and distribution assets were real
property of a character that could be owned by a REIT. On January 29, 2008
Sharyland OpCo and SDTS filed an application with the PUCT seeking approval of
the conversion of Sharyland OpCo. The application was docketed under PUCT
Docket No. 35287. | will call this the Sharyland docket. Links to the PLR and to the
Sharyland application are provided in the annotation.

There were just a few interventions in the Sharyland docket. By the third
week of May, Sharyland OpCo stated that all parties in the Sharyland docket had
reached agreement on or did not oppose the general terms of a settlement that
would resolve all of the issues in the Sharyland docket. By the second week in
June, the parties had reached agreement on a series of commitments made by
Sharyland OpCo—I will call these commitments the Sharyland commitments. On
July 21, 2008, the PUCT issues its order approving the REIT conversion on the basis
of the settlement agreement including the Sharyland commitments. The text of the
Sharyland order comprises Annex A to my annotation. The Sharyland
commitments comprise the twenty sub-paragraphs of paragraph 31 of the
Sharyland order.

The reason for this history is that the Sharyland commitments included an
approach to ratemaking that, in effect, allowed the REIT, on the one hand, and the
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operating utility/lessee, on the other hand, to allocate between them, without
PUCT scrutiny, the operating utility’'s PUCT-approved retail rates. Also, the
Sharyland commitments did not contemplate or require any sharing of REIT tax
benefits with ratepayers. The Sharyland commitments became the basis for
expectations of the creditor and other constituencies that participated in the
formulation and sponsorship of the Oncor REIT-based exit plan for EFH.

The August 2015 REIT-based plan for EFH hinged on receipt an
"acceptable” approval order from the PUCT. Embedded in the August 2015 plan
was a right for one or more participants to back-out if the PUCT order imposed
defined “burdensome conditions.” Excluded from the burdensome conditions
permitting plan termination were conditions substantially similar to, or with the
same effect as, conditions comprising the Sharyland commitments. The regulatory-
out condition and the acceptable regulatory condition definitions are excerpted at
Annex E to the annotation.

Early in Docket 45188, it became clear that adherence to the Sharyland
commitments alone would not be sufficient to gain PUCT approval of an Oncor
REIT. Intervenors in Docket 45188 were numerous and many intervenors were
active. On October 15, 2015, the PUCT issued a list of seventy-six issues that were
to be addressed in Docket 45188. While the bulk of Sharyland commitments
remained at the core of proposed Oncor regulatory commitments, the lists of
regulatory commitments proposed by the Docket 45188 participants grew and
grew.

On February 19, 2016, the sponsors of the Oncor REIT provided a final
listing of acceptable regulatory commitments. The text of the sponsors’ final
acceptable regulatory commitments is provided in Annex D to the annotation.

When the PUCT issued its approval order on March 24, 2016, the PUCT
included no fewer than eighty numbered findings of fact (paragraphs 212 through
292), all of which were stated to be conditions to the effectiveness of the PUCT's
approval. One of the conditions imposed a requirement that the terms and
conditions of REIT lease be subjected to separate PUCT rate proceedings by April 6,
2016. The mandated rate case was filed by the Hunt consortium on April 6, 2016
in PUCT Docket 45815.

[t was immediately clear that the March 24, 2016 order imposed
conditions that were far outside the range of regulatory commitments acceptable
to the debt and equity consortium led by Hunt Consolidated. The differences were
detailed in the motion for rehearing filed by the Hunt consortium on April 18,
2016. Annex G to the annotation details the changes to the March 24, 2016 order
being requested by the Hunt consortium. The requested changes were a last ditch
effort to reshape the PUCT approval to fit the Sharyland mold.

The Hunt consortium had agreed that, in the event regulatory
proceedings had not been satisfactorily concluded by April 30, 2016, a payment of
$50 million would be due to a group of EFH creditors for a one-month extension
of an April 30, 2016 drop-dead date. In quick succession over the weekend of
April 30-May 1 things fell apart. By the end of the day on Monday, May 2nd, the
confirmed plan and numerous inter-twined implementation agreements had
become, in the words of the bankruptcy court order confirming the EFH August
2015 plan, “null and void.”
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As of today, it appears that members of the Hunt consortium and possibly
others are scrambling to reposition a REIT conversion for Oncor as a part of a new
exit plan for EHF. Bankruptcy court and PUCT status conferences are scheduled to
occur over the next month. Stay tuned to this channel.

In my view, the success of the Sharyland commitments for the Sharyland
REIT structure was an improbable regulatory occurrence. It unlikely that, with
virtually any level of regulatory and intervenor scrutiny, the Sharyland success with
only the Sharyland commitments can be replicated.

Why do | hold this view? Electric infrastructure REITs need a degree of
regulatory predictability to take hold and prosper. Predictability means departures
from the established norms of regulatory scrutiny. Departures can entail
unforeseen risks for ratepayers. The possibility of ratepayer risks should be
recognized in any REIT proposal. A sharing of the benefits of the REIT structure
between the sponsor and ratepayers must be an integral part of any future REIT
proposal for a regulated utility.

The essence of the Hunt consortium’s motion for rehearing in Docket
45188 and its lease filing in Docket 45815 is the argument for greater
predictability than was afforded in the March 24, 2016 approval order. Neither the
motion for rehearing nor the lease filing offered the prospect of benefit sharing
with ratepayers in exchange for increased predictability. Adherence to the
sufficiency of the Sharyland commitments proved to be fatal.

Where might we go from here?

The good news for the prospect of an electric infrastructure REIT is that,
after a thorough review, a state regulatory commission was able to get its arms
around the idea and approve a deal. The magnitude of this accomplishment
cannot be understated. The accomplishment should not be overshadowed by the
disappointment surrounding the failure of the Hunt consortium’s initial REIT plan.

Should the PUCT and Oncor’s ratepayer constituencies demand that a
REIT option for Oncor remain part of any bankruptcy exit plan for EFH? Should
squabbling among EFH creditor groups preclude a potential REIT benefit available
for sharing with ratepayers? These questions cannot be answered today.

Benefit sharing with ratepayers can take forms beyond rate relief. For
example, the transmission function could be carved out of Oncor and subjected to
a REIT structure as part of a plan for more complete control by ERCOT of ERCOT
transmission systems. The transmission owner tariffs of the California investor-
owned utilities transferred actual control of the transmission systems to the
California Independent System Operator. The California transmission owner tariffs
are remarkably close to being REIT-able leases. Design and implementation of an
internally-managed all-ERCOT transmission REIT with ERCOT serving as the REIT
lessee could be a cost effective means to achieve an ERCOT that is independent of
generators, retail suppliers and distributors. Grid independence could be part of
the REIT benefit to be shared with ratepayers.

The conditions imposed by the March 24, 2016 PUCT order are by no
means so onerous that a REIT structure has become impossible. An electric
infrastructure REIT could live comfortably within similar conditions. Ultimately, the
failure of the Oncor REIT proposal arose from expectations (including yield and
trading multiple expectations) resulting from the assumed ability to replicate the
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Sharyland commitments on a large scale. The failure of the Oncor REIT proposal
was a result of expectations that proved ultimately to be unrealistic.

On occasion, | have described CenterPoint, the Houston-based utility, as a
prime candidate for active consideration of a REIT structure. Indeed, CenterPoint
might garner a first-mover advantage by sponsoring an independent ERCOT REIT
that would include both CenterPoint’s transmission and that of Oncor.

The question can be asked: has the Oncor REIT proceeding so altered the
conversation in Texas (and, perhaps, elsewhere) that the question for all investor-
owned utilities in Texas has become “Why not a REIT?”. The answer to the
guestion is likely “No” at this juncture but might become a “Maybe” or a “Yes” in
the near future depending on the attitude of the PUCT and the appearance of a
new REIT plan for all or part of Oncor.

Julien Dumoulin Smith: Great, excellent. Well thank you so much, Tim. So
maybe to kick off the Q&A piece — well first off that was a good summary of
everything. Can you perhaps synthesize if you will what are the key points in your
mind when it comes to no-go, unpalatable terms that take the REIT off the table?
Can you perhaps summarize — you talk about the PUCT's attitude. Can you go
back and really delineate which terms are really unpalatable in your view versus
what are perhaps less important, trivial or immaterial?

Tim Toy: A commission taking the position that the lion’s share of the benefits of
the structure should accrue to rate payers would kill the structure. Ultimately a REIT
is a different means to raise capital, and | think it can handle regulatory scrutiny —
the asking and answering of questions.

Beyond a requirement that 100% of the benefit of a rate flowed through to rate
payers — that would be fatal — and the next question becomes that in the event
that the creation of a REIT creates a tax liability for the sponsor because of the
recapture of depreciation and/or other similar favorable tax items. The ability for
that tax liability to be recognized in rates going forward would be essential to the
success of a REIT structure. I'm reminded of when Consumers Energy initially spun
off its transmission. There was expressly included in rates a substantial regulatory
asset that recognized that there were costs associated with a disposition of the
transmission system for a price or a value that exceeded its then-depreciated basis
for tax purposes. Other than those sorts of things, | don’t think there are any
insurmountable problems.

Julien Dumoulin Smith: Alright, excellent. We have a follow-up question and
then I'll continue. So what about the regulatory concerns around the frequency of
equity issuances, since the dividends required at a REIT structure are so high on an
annualized basis — particularly significant in the context of a high CAPEX ability, as
presumably would be the case in Texas.

Tim Toy: The ability of a utility to access the capital markets is very much a
concern, particularly in the rate context. It's really not in my expertise as a lawyer
to talk about that need to access the capital markets over a broad range of results.

| remember in the early 80s, when utilities were constantly in the equity markets to
finance capital programs nukes and non-nukes, and | hate to bounce this back to
you, Julien — but | think this question is better answered by you. But yes, it's true
that it's a characteristic of rates that they need to access the capital markets more
frequently.
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Julien Dumoulin Smith: Yes, absolutely. That certainly is a point of concentration
going through regulated for sure. Now I'd be curious — one of the nuances that’s
garnered a certain amount of attention is the treatment of the lease as a tariff
itself. Can you explain the implications of that concisely?

Tim Toy: Sure. The implication of treating the lease as a tariff is that the stated
rent would be subject to the potential for a disallowance, and by that | mean that
the Utility Commission could order that the rent be dropped. And that is a
concern, but utilities have been living for a long time with that possibility of rates
being dropped, disallowances, regulatory issues and such. But if you have isolated
into the REIT the capital components of rates and you put the operating
component in the REIT lessee, | would argue that the commission has a better tool
to reward and punish the operating aspects of the utility function without
necessarily harming the capital raising function.

In other words, rather than dropping the rates generally and affecting not only
capital raising, you've given the regulatory bodies a finer instrument with which to
conduct their reviews because they can effectively focus their effort on the
operator where it's an operational problem and there’s not a capital raising issue.

Julien Dumoulin Smith: Got it. Can you go back and delineate a little bit more?
So what are some of the concerns around this allowance, particularly to the lease,
just because | suppose if | were to push back a little bit on the concept, presumably
even under a traditional utility structure, certain aspects, investments into the
expenses, could in theory be disallowed. Why is it so critical in this particular
instance, if you can elaborate?

Tim Toy: Well to the extent that one envisions capturing all or most of the rate
benefit in the lease rates — you get very sensitive to the possibility that that issue
may be revisited in the later rate proceeding, whereas if you have reached a deal
up front on the allocation of benefits and that's embedded upfront in the
settlement, then | think the concern about disallowances is lessened. But you're
quite right.

| mean — who manages the capital projects? What is a mechanism for disallowance
if a particular capital project is not used and useful? It's the case that most if not all
of the used and useful issues arise in the context of the generation function, not in
the context of the transmission and distribution, generally speaking. And again its
disallowance in my mind becomes less of an issue given the functions that are
being isolated.

Julien Dumoulin Smith: Right, absolutely. Now is there anything to say, for
instance, that there would be a certain level of tax and capturing? | mean
obviously that's one of the core issues here. Is there any level of precedent
anywhere to think about that? Perhaps you could elaborate on what the existing
situation is with Sharyland as best you understand it, or any other precedents out
there. | suppose to a certain extent if and/or ultimately assuming the commission
does go toward the generic document and decides on the subject of taxing
capture — what is the basis out there on which to decide?

Tim Toy: Well as | understand your question, a current commission can't bind a
future commission, and yes, there was a settlement in Sharyland, but also
Sharyland filed a general rate case not too long ago. Is the commission precluded
now that they've become educated on these matters from revisiting the settlement
in Sharyland? | think they could revisit it based on what they've learned.
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Julien Dumoulin Smith: Why would that be actually? I'll stop you right there
actually to ask you to elaborate. What about what they've learned would drive
them to do that there?

Tim Toy: Well what they and others have learned is how REITs work — what the
benefit is and how substantial the benefit can be. From my review of the Sharyland
filings, there wasn’t a lot of time thinking about these issues. There were
substantial interrogatories and questions, but not in my estimation as much
probing of some basic assumptions as occurred in the Oncor proceeding. And I'm
not saying that a revisiting of the Sharyland commitments will occur as part of the
Sharyland rate proceeding, but it wouldn't surprise me.

Julien Dumoulin Smith: Got it. Okay. But there’'s nothing necessarily out there
that stands out in terms of the specifics of the tariff or anything like that?

Tim Toy: It's less the tariff and it's more the return that that tariff provides to the
new publicly traded company, which is called Infra-REIT (NYSE: HIFR). | have not
focused on this issue in connection with these remarks, so | hesitate to do anything
other than lightly touching on the issue.

Julien Dumoulin Smith: Got it. | figured since you were bringing up the subject, |
suppose more generically, are there other states or anything else that you can
point to as far as the vehicle goes that would give you something to hang your hat
on as far as the treatments of tax look-through and income tax treatment? | mean
obviously we've had another few years here to get folks acquainted with the
subject.

Tim Toy: Well the FERC has kept to its guns on their statement of position on
income tax allowances and FERC rates. Texas has a statute that seems to provide
for the benefits of flow-through structures not accruing to rate payers. | think it
was earlier this year, but | think the California Commission, which had a position
on not allowing income tax and rates. That position was upheld on an appeal. |
can’t remember whether it was an appeals court or California Supreme Court. On
the other hand, it seems that Arizona has come down in favor of allowing a tax
allowance even if the tax allowance is for an item that's not paid by the parent or
the affiliate.

So there’s a great deal of flux at the state level on the income tax allowance issue,
and Texas itself had docketed, although the docket is inactive, a general docket on
income tax allowance issues. There's increased scrutiny at the state level, and I've
not done a recent multistate review of who is where.

Julien Dumoulin Smith: Got it. Okay. Fair enough. Can you describe a little bit
the structure of the REIT here and maybe elaborate also on why you think the
Center Point structure might be ideally set up for it? That was a particularly bold
statement. Can you talk about the structure — how this is exactly set up. | mean
obviously — and then maybe specifically here from what | understand — there's the
asset column and there’s the — | suppose the parent cover, if you will. And then
you also separately made the comment that you thought Center Point was well
positioned to potentially follow suit on one of these REIT structures, at least from a
structural perspective. I'd be curious, what drove that comment?

Tim Toy: It's simply the fact that they are no longer affiliated with their generating
sources, and generation assets do not fit in a REIT structure. So the utilities that
have restructured themselves to separate generation and transmission are suited to
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actively consider a REIT structure. PPL in Eastern Pennsylvania would be an
example, particularly in light of the spinoff of the towel on energy.

Central Hudson — a small utility in the Hudson Valley — would be a candidate,
albeit they're a small-cap utility. And it's really Center Point, for no other reason
than the fact that they don’t have much if any generation AEP. In Texas, | would
not hold out Center Point as an example because their generation and
transmission are more fully integrated throughout the AEP system. You'll also have
the issue of the overall holding company structure, which cuts across now | believe
13 states. | haven't counted recently. | may have just gotten that number very
wrong.

Julien Dumoulin Smith: No, you're correct. In moving the conversation forward —
Commissioner Anderson on the PUCT articulated on March 1 a series of specific
issues — to use his word — arising from any acquisition. Can you comment on some
of those specifically? Obviously he's raised the tax expense issue, but he raises a
series of other issues. | don’t know if you're familiar with them or not, but | can
read some of them to jog your memory, if you have any comments here.

Tim Toy: Yes. I'm familiar with the vast bulk of Commissioner Anderson’s March 1
conditions, which are in the final order or in the March 26 order virtually verbatim
in a number of cases.

Julien Dumoulin Smith: Fair enough. | suppose | come back full circle. Do you
take issue with any of the specific issues that he's raised or not?

Tim Toy: No.

Julien Dumoulin Smith: Okay, Last thing: There’s obviously this question about
credit rating and dividend. Have you thought about that at all — about the asset co
level of credit rating and dividends? That's been a subject of some further
consternation out there in terms of the ability to maintain an S&P credit quality.
Any thoughts there? | know that might be a little bit different from what you're
focused on, but obviously structural subordination of the issues and requirements
made on dividend have garnered a certain amount of attention.

Tim Toy: Yes. In my mind the quest for greater predictability by the Hunt
Consortium in their request for a rehearing were the same types of predictability
that would go into a credit analysis of the REIT and its operating REIT lessor
company. By that | mean if you do a thorough analysis of rate payer costs and
benefits, the greater their predictability and the greater ultimately the share of the
benefits that go to rate payers, that ought to translate into a better credit rating
picture. | think things align themselves on that front because the better the
predictability for the REIT and its rent, the easier it will be for the rating agencies |
would think to consider and pass on the credit standing of the REIT lessor.

Julien Dumoulin Smith: Right. Anything else you want to say? | have no further
guestions at this time from the lines here. Anything else we should be addressing?

Tim Toy: No, | think not. It's been a far more exciting week than I'd ever imagined
when | initially signed up to do this phone call. Hopefully, if there’'s an occasion to
talk about this again, it will be with fewer major events in a short period of time.

Julien Dumoulin Smith: Excellent. Well thank you, Tim, for taking the time.
Thank you all for listening. We'll call it a day there. Thank you. Cheers.

Tim Toy: Thank you. Bye.
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Valuation Method and Risk Statement

Risks for Utilities and Independent Power Producers (IPPs) primarily relate to volatile
commodity prices for power, natural gas, and coal. Risks to IPPs also stem from
load variability, and operational risk in running these facilities. Rising coal and, to a
certain extent, uranium prices could pressure margins as the fuel hedges roll off
Competitive Integrateds. Further, IPPs face declining revenues as in the money
power and gas hedges roll off. Other non-regulated risks include weather and for
some, foreign currency risk, which again must be diligently accounted in the
company'’s risk management operations. Major external factors, which affect our
valuation, are environmental risks. Environmental capex could escalate if stricter
emission standards are implemented. We believe a nuclear accident or a change in
the Nuclear Regulatory Commission/Environment Protection Agency regulations
could have a negative impact on our estimates.

Risks for regulated utilities include the uncertainty around the composition of state
regulatory Commissions, adverse regulatory changes, unfavorable weather
conditions, variance from normal population growth, and changes in customer
mix. Changes in macroeconomic factors will affect customer additions/subtractions
and usage patterns
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Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the
relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate
contributing to this report, if any, follows.
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http://www.ubs.com/disclosures

UBS Securities LLC: Julien Dumoulin-Smith; Michael Weinstein; Paul Zimbardo; Jerimiah Booream.

Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
Calpine Corporation* 56.7.16 CPN.N Buy N/A  US$14.42 18 May 2016
Dynegy, Inc.* 6 DYN.N Buy N/A  US$18.29 18 May 2016
NRG Energy Inc.”. 6 NRG.N Buy N/A  US$15.31 18 May 2016
Talen Energy Corp* 56 16 TLN.N Neutral N/A  US$12.33 18 May 2016

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity or one of its affiliates.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking
services from this company/entity within the next three months.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment
banking services are being, or have been, provided.

7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and
services other than investment banking services from this company/entity.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk,
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research.
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Global Disclaimer

This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal
and regulatory constraints.

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo.

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of
use governing the applicable System.

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http:/www.ubs.com/global/en/homepage/cookies/cookie-
management.html).

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation
have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor's individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or
other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising
out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the
Information be used for any of the following purposes:

(i) valuation or accounting purposes;
(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or
(iii) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for
any of the above purposes or otherwise rely upon this document or any of the Information.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which
investment banking, sales and trading are a part.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions
expressed in this document.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.  France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR
(Autorité de Controle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this
document, the document is also deemed to have been prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed
by UBS Limited and UBS Securities Espana SV, SA. UBS Securities Espana SV, SA is regulated by the Comisién Nacional del Mercado de Valores (CNMV).  Turkey:
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this
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document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and
distributed by UBS Bank (O00). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial
Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Limited, Italy Branch. Where an analyst of UBS Limited,
Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch. South Africa: Distributed by UBS
South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This
material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. UBS Securities Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its
affiliates incorporated outside Israel are not licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli
Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited
and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this
Material should be considered as investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible
Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has
been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at
Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi
closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers,
P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business
under license number 08113-37.  Dubai: The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further
distribution within the United Arab Emirates. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of
UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’ ) to major US institutional investors only. UBS
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by
UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities
LLC or UBS Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person
within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in
Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt
from registration.  Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in
Brazil, which are considered to be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold
financial investments higher than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and
securities consultants duly authorized by Comissao de Valores Mobilidrios (CVM), regarding their own investments, and (vii) social security systems created by the Federal
Government, States, and Municipalities. Hong Kong: Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch. Singapore: Distributed by UBS
Securities Pte. Ltd. [MCI (P) 018/09/2015 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial
adviser under the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act
(Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters
arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors
as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted).
Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document.
Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when
relevant. Australia: Clients of UBS AG: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd:
Distributed by UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by
UBS Wealth Management Australia Ltd (Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice
only and does not constitute personal financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s
objectives, financial situation or needs, and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their
objectives, financial situation and needs. If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product
by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and
consider the Product Disclosure Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia
Limited Financial Services Guide is available at: www.ubs.com/ecs-research-fsg.  New Zealand: Distributed by UBS New Zealand Ltd. The information and
recommendations in this publication are provided for general information purposes only. To the extent that any such information or recommendations constitute
financial advice, they do not take into account any person’s particular financial situation or goals. We recommend that recipients seek advice specific to their
circumstances from their financial advisor. Korea: Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed
to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities
Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution
to any retail clients. India: Prepared by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity,
Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital
Market Segment): INB230951431, NSE (F&O Segment) INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment)
INBO10951437; merchant banking services bearing SEBI Registration Number: INM0O00010809 and Research Analyst services bearing SEBI Registration Number:
INHO00001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months, UBS AG,
its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the subject Indian
company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of
distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-securities services. With
regard to information on associates, please refer to the Annual Report at: http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property
rights. © UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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