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NRG Energy Inc.
Addressing the Slide

Management not sitting idle as stock declines

We visited with management yesterday to assess their latest thoughts amidst the recent
pressure on both power and YieldCos. The key takeaway is that neither the NRG
Energy nor NRG Yield have plans to issue equity with NRG poised to potentially
announce incremental repurchases as soon as 3Q results. This increased NRG capital
allocation would be above and beyond the $437Mn already communicated for '15 and
tap into the $400Mn unallocated FCF showing receptiveness to investor feedback on
capital allocation. With NRG Energy trading at ~$20/sh, mgmt stated that all
uncommitted capital is up for review against the now higher repurchase threshold.

Spin of solar biz still a possibility despite execution bumps

Following the disappointing Home Solar results with 2Q (more cash burn and less
household penetration) and increased focus on capital allocation, we believe
management could have an increased sense of urgency on finding a solution to
financing the segment. A criterion for the segment was line of sight into capital
replenishment/no dependence on NRG Energy; the original plan was to sell to NRG
Yield but at the current discounted share price there is less visibility into the plan. We
now see a spin in early 2016 as a higher probability event, particularly if NRG's stock
does not recovery. The key will be whether the CA ad push can help propel to 40K
cumulative customers.

How to stop the bleeding at NRG Yield? Delaying equity issuances

Management elaborated on its recent 2Q earnings call on ways to increase confidence
in the story after what it views as an overly extensive market reaction to YieldCos in
recent weeks. First NRG Yield stated that it has ~$45Mn of CAFD payout latitude
assuming a hypothetical 90% payout ratio versus 75%. Another lever available to
management is that it could refinance some of its fully amortizing debt as holding
company non-amortizing debt which would further unlock CAFD latitude. There is also
a capital buffer at NRG Yield that could be utilized as another source of distribution
liquidity. Lastly, there is the possibility that NRG Energy could execute a drop-down and
receive a portion or all of the proceeds in NRG Yield shares, eliminating concerns about
secondary public equity issuances while showing confidence in the future of NYLD.

Valuation: Maintain PT; willingness to deploy FCF into buyback a positive
PT based on 2017E sum-of-the-parts valuation. Mgmt said all the right things and we
see the laser-focus on cash as telling a compelling relative FCF yield story [details here].

Highlights (US$m) 12/12 12/13 12/14 12/15E 12/16E
Revenues 8,422 11,295 15,868 16,279 15,977
EBIT (UBS) 969 1,380 1,605 2,157 1,820
Net earnings (UBS) 579 274 262 726 490
EPS (UBS, diluted) (US$) 2.47 0.85 0.78 2.31 1.56
DPS (US$) 0.18 0.48 0.54 0.58 0.58
Net (debt) / cash (14,042) (14,812) (18,568) (17,448) (16,295)
Profitability/valuation 12/12 12/13 12/14 12/15E 12/16E
EBIT margin % 11.5 12.2 10.1 13.3 1.4
ROIC (EBIT) % 6.5 7.4 7.9 10.3 9.0
EV/EBITDA (core) x 6.2 6.3 6.2 4.7 4.8
P/E (UBS, diluted) x 7.5 31.3 39.6 8.9 13.2
Equity FCF (UBS) yield % (50.4) 9.1) 5.9 7.4 8.6
Net dividend yield % 0.9 1.8 1.7 2.8 2.8
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12/17E 12/18E 12/19E
15,767 15,838 15,998
1,630 1,676 1,832
436 492 722
1.39 1.57 2.30
0.58 0.58 0.58
(14,916) (13,336) (11,273)
12/17E 12/18E 12/19E
10.3 10.6 11.5
8.5 9.3 11.0
4.7 41 3.2
14.8 13.1 8.9
11.9 14.8 21.8
2.8 2.8 2.8

Source: Company accounts, Thomson Reuters, UBS estimates. UBS adjusted EPS is stated before goodwill-related charges and other adjustments for abnormal and economic items at the analysts'
judgement. Valuations: based on an average share price that year, (E): based on a share price of US$20.53 on 12 Aug 2015 18:41 EDT
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For additional context. please refer links to relevant recent reports below.

8/5/15 Buy-Into the Free Cash Flow Yield Story
8/4/15 Lack of Wind Hits Results

5/15/15 Let the Summer of Repurchases Commence
2/27/15 Splitting The YieldCo

1/20/15 Picking Apart The Solar Opportunity
1/16/15 Daring to Dream

= No longer the 'no-spin’ zone: Our reaction to the 2Q call was that the  An answer to Home Solar is
possibility of spinning the Home Solar business in the near-term was relatively — expected to be in-place early in
low given the immediate negative free cash flow profile and lack of scale but  2016.
we see a much higher possibility after our latest meeting. Management stated
that based upon comparable companies it sees a credible spin/public offering
needing approximately 40,000 cumulative customers and sees visibility to
35,000+ for Home Solar by YE15. This is far from a guarantee as NRG backed
away from expectations for 35,000-40,000 Home Solar customers by year-end
and completed 1H15 with 19,400 customers, up from 16,200 at 3/30.
Management indicated that the inability to hit the target announced in May
was due to unfavorable early 2015 weather in the Northeast given a reliance
on door-to-door sales. The latest increase in cash burn for a California
advertising boost to improve the Net Promoter Score (NPS) could be the catalyst
to help achieve this goal. Whatever the path that management intends to travel
for the business, they are cognizant of the synergies of cross-selling to the retail
customers so mechanisms will be in place to keep this relationship while
compensating NRG

How do we see NRG Home Solar implied valuation from the recent VSLR deal?

We include our implied segment valuation where we previously reduced the
DevCo target from the 250MW guided for 2015 due to the latest slip with 2Q.

Figure 1: Total of ~$4/sg for DevCo and PowerCo

NRG Valuation (based on mgmt guidance)

2015 Annual Development MW
Capacity (Annualized Pace MW) 200
Guidance <250
Margin ($/W) $0.40
DevCo Monetization ($m) $80.0
Implied multiple 5.0x
Implied Value of DevCo ($M) $400.0
2015 Cumulative (PowerCo) MW
2015 CAFD ($/W) $0.155
Installed Capacity (MW) 400
CAFD ($m) 62.0
Unlevered yield 8%
Value of PowerCo ($M) - 2015 $774.4

NRG Home Implied Valuation ($M) $1,174 |
Per Basic Share $3.70

Source: Company reports and UBS estimates
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= How would a solar biz combo with NRG work? We think NRG Energy
would retain a marketing relationship with any spun off entity, effectively
entitling it to a fee for sales referenced back to NRG Solar from it's incumbent
retail business. While the bulk of the business si in Texas (and hence not eligible
for solar given low incumbent rates), the northeast business remains the clear
focus. We see this as more of an income stream rather than the capital
allocation drag it has thus far been. Such payments could be as little as
$0.20/W or as high as $0.50/W (entirely UBSe based off other such
arrangements), suggesting an ongoing income stream of $40-100 Mn back to
NRG Energy in referral fees.

= Are returns lower in solar of late? Mgmt consider the $175 Mn 'step-up' in
capital commitments to the solar biz (from $100 Mn in initial guidance) as
largely a 'one-time' marketing name recognition fee. We see this as part of a
necessary ongoing cost, reflecting our wider concerns for higher marketing and
sales cost as the industry becomes increasingly competitive.

= Doubling-down on capital deployment: With shares down 22% in the past
three months management stated that all capital projects where cash has not
yet been deployed are subject to additional review against the opportunity to
repurchase shares. As an example management discussed the optimization plan
at the acquired Midwest Generation assets where management disclosed an
implied EV / EBITDAR of ~5.5x in 2Q14: even this committed capital will face
scrutiny to assess whether it surpasses the elevated opportunity cost of
repurchasing shares. Perhaps most obviously we would expect NRG to address
the $400Mn unallocated excess capital generated in 2015 on its next earnings
call.

» As part of the 70%/90%/10% capital allocation plan 10% are dedicated to At its Analyst Day mgmt indicated
Carbon360, NRG EVgo, and other venture investments including GoalZero.  incremental adjusted EBITDA
In 2015 this is $170Mn of spending and management reiterated that it has  potential of $250Mn for
no further commitments to Carbon360 beyond the PetraNova/Parish project  Carbon360 and EVgo,
given the weak commodity market. With respect to EVgo NRG agreed to  respectively.
invest $100Mn in California to settle legacy liabilities and substantially all of
the capital will be focused on the market in the next three years(although
we do note the Company has expressed interest in potential growth in New
York).

= Embedding more conservatism into NYLD guidance: The recently provided
run-rate adjusted EBITDA ($760Mn) and CAFD ($245Mn) guidance for NRG
Yield assumes no additional drop-downs (the package currently being
negotiated is excluded) and was presented to show the improvement in 2016
for items such as the Alta X & XI refinancing and full-year contribution from
Desert Sunlight. Furthermore, NYLD has haircut the run-rate guidance to
incorporate some conservatism below ‘normal' p50 conditions although it does
anticipate a recovery the objective was to exercise more caution. Following two
guidance reductions in 2015 management is reviewing its practices for
providing investors with more detailed disclosures. We do not anticipate a shift
to a current year EBITDA/CAFD guidance range for NRG Yield (similar to how
NRG Energy provide guidance) but we would expect sensitivity about the
impact of an X% change in wind speed and solar irradiance. The natural
analogy would be providing disclosures similar to how NRG Energy provides
sensitivities around natural gas and heat rate movements.
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* YieldCo M&A could become a theme as sector weakness drives
consolidation: Without specifically discussing NRG Yield, when describing the
recent declines for all of the YieldCos management anticipated that there could
be an increase in YieldCo consolidation across the sector. We have flagged this
previously as a potential theme following the currency declines and we see two
characteristics as likely necessary: (1) share-for-share deal; and (2) a willing
seller. An equity transaction would prevent floating public equity in a generally
unreceptive capital market today. A YieldCo without a public sponsor or one
with a sponsor facing fundamental issues could be more likely candidates as
well. NRG also stated that it sees YieldCos with development platforms that
could offer synergy savings albeit more limited with YieldCos generally running
relatively 'lean'. An important consideration in any deal would be a desire to
acquire a development pipeline such that the remaining YieldCo could at least
maintain its distribution per share guidance rate.

*= TX summer misses the mark: NRG commented that although there has been
some pricing spikes in real-time trading, the recent power prices in ERCOT have
been generally disappointing, even with the recent heat this past week.
Material relief is not expected to come in Ernst until ~2019 when
environmental regulations could drive retirements. Leading up to that point, if
units are free cash flow negative management still sees a possibility for
economic rationalization from players with more challenged fleets. Despite
wider price weakness in ERCOT, mgmt remains adamant that its fleet is not
subject to any retirement risk.

Forecast returns

Forecast price appreciation +12.0%
Forecast dividend yield 2.8%
Forecast stock return +14.8%
Market return assumption 5.7%
Forecast excess return +9.1%
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Statement of Risk

Risks to our investment thesis include but are not limited: 1) actual commodity
prices differing significantly from our assumptions; 2) political and regulatory
intervention to change the structure of competitive markets in response to high
power prices and insufficient new build; 3) the current state of credit markets that
has limited the companies’ flexibility to return excess cash to shareholders; and 4)
unknown impact from a potential carbon legislation (likely a modest negative).
Other investment risks include abrupt changes in weather patterns, sharp
slowdown in economic demand, interest rate risks, large renewable/transmission
build-out across TX, declining valuation for NRG Yield investment, and disruption
of trading activity in power markets.

NRG Energy Inc. 13 August 2015
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Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
NRG Energy Inc.’s NRG.N Buy N/A  US$20.53 12 Aug 2015
NRG Yield's NYLDa.N Neutral N/A US$15.97 12 Aug 2015

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
16.

NRG Energy Inc. (US$)

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.
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Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the
Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the
document is also deemed to have been prepared by UBS ltalia Sim S.p.A.  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. 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 Mobiliarios (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) 016/09/2014 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 services. 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 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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