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Disclaimer nrg.

The analyses and conclusions of the Western Investment Club (“WIC") contained in this presentation are based on publicly available
information. WIC recognizes that there may be confidential information in the possession of the companies discussed in the presentation
that could lead these companies to disagree with WIC’s conclusions. This presentation and the information contained herein is not a

recommendation or solicitation to buy or sell any securities.

The analyses provided may include certain statements, estimates and projections prepared with respect to, among other things, the
historical and anticipated operating performance of the companies, access to capital markets and the values of assets and liabilities. Such
statements, estimates, and projections reflect various assumptions by WIC concerning anticipated results that are inherently subject to
significant economic, competitive, and other uncertainties and contingencies and have been included solely for illustrative purposes. No
representations, express or implied, are made as to the accuracy or completeness of such statements, estimates or projections or with

respect to any other materials herein. Actual results may vary materially from the estimates and projected results contained herein.
The sole responsibility for the content of this publication lies with the authors. Its contents do not reflect the opinion of the University

Students” Council of the University of Western Ontario (“USC”). The USC assumes no responsibility or liability for any error, inaccuracy,

omission or comment contained in this publication or for any use that may be made of such information by the reader.
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The Opportunity: Extremely Attractive Risk/Reward n rg

With a stable FCF-generating business with high dividend yield and rveturning value to shareholders, NRG s a
quality company awaiting street vevating as the business shifis its fundamentals

* NRG’s business in generation wholesale has been strategically reduced from 2017
* Avoiding wholesale volatility by strategically acquiring retail companies will lead to continued margin improvement

* Divesting these assets and exiting the wholesale business was the primary goal
" The idea is to match generation capacity to reach the needs of the retail base, without participating in the less attractive wholesale
market

= Street has failed to react to business transformation
* Despite improving economics in the business model and increasing FCF to shareholders, street continues to value NRG like its old

self and generation-focused peers

* Opportunity for cross-selling not fully appreciated by street
» Captive single product customers are likely to be converted to dual fuel with little additional investment

* Growth into an all-in-one offering may have potential to drive additional service revenues
* Investment in adjacent services increases stickiness of existing offering and retention in the future

* Risk/Reward is extremely attractive to due stable cash flows and high dedication to returning capital
* Dividends and share buybacks ensure a minimum level of returned value that improves the risk-reward profile from a full share price
change alternative

Buy NRG at $ 37.99 for a 87.9% upside and 13.4% 5-year IRR
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Business Overview
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Business Overview n I'g

NRG Energy is a leading energy company that is transitioning from energy generation to retatl supplier

Company Overview Key Statistics
* NRG Energy is a leading American integrated energy Ticker NYSE: NRG
company that generates power and provides energy and Share Price $37.99
related products to homes and businesses
52 Week Low-High $31.94 — §46.10
* NRG generates 14 GW of power from 33 power plants )
across the U.S. and serves 6 million retail customers e Ve $17.068
=  Shifting towards a focus on customer-centric energy Market Capitalization $9.26B
provision (to retail customers and businesses) from its LTM EV / EBITDA 3.51x
original business model of pure power generation Dividend Yield 379
52 Week Stock Chart Total Revenue
$50 20M $30B Retail Transition

$45 15M $24B
$18B
$40 10M
$12B
$35 5M
| - I I
$30 OM -

Feb-21 May-21 Aug21 Nov-21 Feb-22 2017 2018 2019 2020 2021
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Business Overview: Integrated Business Model

NRG’s combined business model of rvetail energy and power generation ts self-supporting

Integrated Power Offerings

Plant Operations

Owns and maintains diversified
power generation portfolio of fossil
fuel, nuclear, and renewable
energy

Focuses on maintenance, R&D), and
asset management

Natural gas

160/0 v

H Coal
43%

Oil

B Nuclear

m Solar/Other

Market Operations

1. Supply energy to customers in

cost-effective manner

2. Maximize value of energy

assets after satisfying customer
requirements

Fuel Supply & Transportation

*  Obtains fossil fuel (natural
gas, coal, nuclear fuel) through
forward purchase
agreements with external
suppliers and derivatives

Customer Operations

Customers: residential, industrial,
commetcial, and wholesale

Growing and retaining the customer
base and delivering an outstanding
customer experience

Product Offerings

*  Retail electricity and energy
management

*  Natural gas

*  Portable power and solar
Carbon offsets

*  Line and surge protection

NRG leverages its generation plant to supply energy to customers quickly and cost-effectively

Sources: Company Filings, Investors Presentations
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Annotated Stock Chart nrg

Rallying after facing significant losses from Uri, NRG presents a strong buy opportunity

52-Week Annotated Stock Chart

$50 20M
$45 15M
$40 10M
$35 5M
$30 OM
Feb-21 Apr-21 Jun-21 Aug21 Oct-21 Dec21 Feb-22
@ 17,2021 ® My, 2021 ©®© Augs, 2021 O Nov4 202 © reb24,2022
Update states Winter Q1 earnings call reports Compared to 2Q20, Supply chain and coal Cost of Uti reduced to
Storm Utri will have a a $967M loss due to adjusted EBITDA is up cost concerns lower $380M; closed sale of
“significant impact on Winter Storm Urti, 14.3%, driven by guidance by $100M; 4.8 GW of fossil
2021 results”, at higher than previous working synergies with revenue up only 2% generating assets and
~$750M loss estimates Direct Energy over 3Q21 $500M debt reduction
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Business Overview: Power Generation Value Chain

NRG's power generation business ts powered through both fossil fuels and renewable sources

Value Chain

Fuel Wholesale

Transportation

Resource

Fuel Supply Energy Generation Plants

£ B

-

Extraction Auctions

Natural resources ate  Extraction is outsourced to Pipelines and trucks With over 30 facilities, NRG generates electricity through
identified and purchased mining/oil companies transport resoutrces its diversified power generation portfolio ,"“
Renewable Energy Equipment : 0
&) quipme Energy Generation
Sources Construction
1 ‘o’ i
NP T % @ /f s
& -¢; |+ &2 nrg =
!
Locations for renewable energy are Geographical specific equipment is Wind turbines and solar panels provide an environmentally
identified and researched built for energy extraction friendly energy solution

NRG leverages its diverse energy generation sources for flexibility and scale

Sources: Company Filings, Investors Presentations
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Business Overview: Retail Power Value Chain nrg

NRG has the leverage to set prices for electricity with their integration with power generation

Value Chain

Local Power State

Residential
RG Retail rork
Grid Distribution NRG Retail Networ

Wholesale

Customers

.. Private
Transmission "
Electricity

Commercial

. Businesses
— [Limes Distributors
N ! /
4 ] A
NRG Retail Home Installation
A e
Electricity is transmitted Power is stored and Power is sent out to a
through the power grid to processed through NRG manages the price depending consumer diversified portfolio of
distribution substations transformers at demand and government regulation

clients — from residential to
substations

industrial

NRG's competitive edge lies in its integration with power generation

Sources: Company Filings, Investors Presentations
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Internal Analysis
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Internal Analysis: Revenue Breakdown

NRG'’s transition into consumer-facing retail market creates opportunity for rapid revenue growth

Overview

Segment Revenue Breakdown

"  NRG’s acquisition of Direct Energy has enabled the
company to expand its national presence into the retail

energy market, growing revenue by +196.9% Y/Y

*  Steady growth of retail revenues as a result of NRG’s
pricing power and ability to mitigate effects of rising

energy COSts

*  Generation capacity has decreased from 23kMW to
18kMW in the past year to lower fixed costs and direct
capital towards retail power

Resource Generation Capacity

$32 B

$24 B

$16 B

2016

+$10B retail revenue
post-acquisition

2017 2018 2019 2020 2021

W Retail ®Energy = Capadty © Other
Segment Distribution

m Natural Gas  46%

. = Coal 44%
Generation
Capacity: Nuclear 6%
17,877 MW oil 3%
Solar 1%

Source: EDGAR

Retail
87%

Generation | eeg
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Internal Analysis: Cost Summary

Pivot towards retail business sees strong cost margin growth due to price control

Cost Analysis Depreciation
=  Strategic movement into retail energy market has reduced Steady decline prior to Direct
fixed-costs of storing energy and optimized profit margins 756 Energy Acquisition
*  Acquisition of Direct Energy allows NRG to pass more 596
costs onto consumers, acting as a hedge against future 421 435
. . 373
inflationary pressures
= Although 2021 margins are down due to storm winter Uri,
NRG is positioned to capitalize off strong future margin
expansion due to less competitive retail market 2016 2017 2018 2019 2020
Free Cash Flow ROIC vs WACC
$2.0B 32% 20%
$1.5B . 24% 15%
$1.0B . . 16% 10% o /\
e V’
$0.5B 8% 5%
$0.0B 0% 0%
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
m— FCF FCF Margin e ROIC WACC

Sonrce: Company Filings
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Internal Analysis: Capital Utilization

NRG exercises a strong capital allocation strategy to drive growth and considerable shareholder value

Financial Summary Capital Allocation

*  NRG' robust FCF margins ensure 3,200M

consistent capital to maintain CapEx and 2.400M

expand operations

. . . . , 1,600M

*  With growth driven by inorganic expansion,

NRG has the capital to finance debt and 800M

M&A o L™ =l =N m
®  Nearly half of all FCF is distributed back 2017 2018 2019 2020 2021

B CapEx BM&A Debt Paydown Dividends and Share Buybacks

to shareholders via dividends and buybacks

Acquisition Criteria

Scalable and advantaged operations

High retention platforms to aid consolidation
Retail competitors with attractive growth
Accretive deal opportunities

Opportunities to expand retail sales

D N N N N

Tuck-ins with high strategic synergy

CaplQ, Morgan Stanley, Earnings Call

Interest Coverage and Leverage History

6.0x

4.5x

3.0x

1.5x

0.0x

12.0x
9.0x
- 6.0x
[~ _A
0.0x
2017 2018 2019 2020 2021
mmm Net Debt/ EBITDA Interest Coverage
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Internal Analysis: Recent M&A History n rg

NRG'’s recent acquisitions aid in consolidation and entrance into the retail segment

Select Transactions Cash Acquisitions
LW Direct o
WM Energy 278
®
May 2019 1.8B
$3.6B; 100% stake all cash deal 09B
Leading US retail energy company acquired, forming NRG 0.0B e

as a leading integrated energy and home services offering

July 2017 + Ongoing Divesture

$1.6B equity lost in restructuring + commitment to divest
$4B in bad power generation assets in coming years

NRG ceded 100% of equity in GenOn following chapter
11 restructuring, spurring a business transformation plan
to divest bad generation assets and free up capital to shift
towards the retail power segment

Source: Annual Report, Investor Presentation

2017 2018 2019 2020 2021

Acquisition Rationale

=  NRG acquires attractive assets in the US energy space to
q gy sp
expand their footprint in the deregulated space and assist

with expansion into new segments

®  The company’s considerable FCF generation enables to
fund a majority of their deals through 100% cash
transactions

®*  NRGs successful M&A history contributes to their strong
market positioning and fast onboarding for cash
acquisitions
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External Analysis
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External Analysis: Retail Sales n rg

The deregulated rvetail segment remains a highly attractive market compared to energy generation

Segment Overview Contract Dynamics

*  Retail energy companies purchase energy at wholesale Location Gas Electricity
prices and sell it to consumers who can choose from Contract Renewal Rate
multiple providers (%) 85% 75%

*  Attractive margin stability despite “uncertainty” in the

Average Customer

deregulated market 9 Years 6 Years

Lifespan
*  Competition in the space remains a concern for investors
however, customer stability remains high driven by reliable Contract dynamic in unregulated sector is much more
offerings from the largest providers attractive than regulated utility provider
US Electricity Market Share (2020) US Deregulated vs Regulated Power Regions

27% .- Y L&
(-

e

T
pu -
16% / S

6%

41%

4%

m Electric Deregulated Gas Deregulated

R Vi tE m Const. S Othe
NRG - mVistra - Nextfira onst Just ther B Gas/Electric Deregulated  Gas/Electric Regulated
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ERCOT Dynamic Analysis nrg.

ERCOT places immense stress on Texas energy suppliers through their volatile pricing scheme

Company Profile ERCOT Energy Coverage

®  The Electric Reliability Council of Texas (ERCOT)
manages the flow of electric power to ~90% of the state’s
electric load

* The independent system operator schedules power on an
electric grid that connects more than 46,500 miles of
transmission lines and 710+ generation units

*  ERCOT performs financial settlement for the competitive
wholesale bulk-power market and administers retail
switching for ~8 million premises

ERCOT Power Price Volatility ($/MWh) Legal Issues
$10,000 .

Drastic rise in *  Tollowing the bankruptcy protection filing from Brazos
$8,000 price caused by Electric, ERCOT is under legal pressure

Winter Storm *  Brazos Electric argued that ERCOT mismanaged the
$6,000 Uri clectric grid, therefore all costs incurred by Brazos and

other energy providers should be reversed

$4,000

* TFormer ERCOT CEO Bill Magness stated that the
$2,000 decision made by ERCOT was under immense pressure
from Texas Gov. Greg Abbott

$0
1-Feb 9-Feb 17-Feb 25-Feb

3
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Investment Thesis
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What’s Attractive In The Deregulated Energy Sector? nrg

Deregulated power dynamics have shifted, resulting in a riskier generation business if one lacks proper assets

Power Market Dynamics: Generation vs Retail

= Sell to wholesale market = Sell to residents/group buyers

®  Auction price contracts =  Price set by retailer

®  High fixed costs, high capex., lower margin *  Low fixed costs, asset light, higher margin
*  Risk of getting ‘priced out’ with inefficient assets ®  Susceptible to wholesale changes

=  Compete on price = Compete on price, service and offerings

Price of Electricity Projections (per KWH)

——— —— —— —— —— —— - -

3.34 248 Price of generation

expected to be the main

contributor to electricity
price decreases,

resulting is lower

2020E 2030E 2040E 2050E margins compared to

-------1

; o o retail
B Generation M Transmission Distribution

=
EIA Electricity Report 2021 3% WESTERN INVESTMENT CLUB




NRG Energy’s “Big Shift”

NRG has been completing their transformation strategy which involves a shift from wholesale generation to the
higher margin retail sales

NRG’s Transformation

NRG’s business in generation wholesale has been strategically reduced from 2017
The wholesale market boasts volatility and high fixed costs sutrounding older assets
Inefficient legacy generation assets (primarily coal, 27% of portfolio) were getting priced
out of auctions, leading to high fixed costs and idling assets

Divesting these assets and exiting the wholesale business was the primary goal
The idea was to match generation capacity to reach the needs of the retail base, without
participating in the less attractive wholesale market

Generation to Retail

Result: An asset-light, fully
integrated retail power
business less susceptible to
price shocks and wholesale
auctions

40

30

20

10

Generation Capabilities Retail Customers
(GW) 8 (Millions)
6
4
0
2017 2021 2017 2021

Coal Sector Pricing

30B

20B

10B

0B

Revenue Mix (USD)
Retail

m Capacity
(Generation)

B Energy
(Generation)

2017 2021
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Perfect Storm Shrouds Attractive Business Transformation nrg

This fundamental shift in business structure is yet to recetve appropriate multiple rvevate

Underappreciated Economic Transformation of Business

=—=EBITDA Margin  ==—=EYV/EBITDA

20% 16x
£ 19% 12x
N =
2 18% 8x =
< =
£ 17% 4x
g

16% 0x

Shift Increases Margins Winter Storm Uri Strikes Texas Coal-Related Supply Chain Costs

With unexpected rise in NG prices
during the year, forced a one-time flex
up on coal generation to bridge
generation gaps

Margins increase as the business shifts

. o Storm Uri was an unprecedented
from generation to retail, with no

winter storm in February 2021 that

D to. R affected several regions across the US, ) ) ]
to concerns with a successful . Result is a 100M one-time hit to
transformation R ] TC%(aS . EBITDA
Street continues to treat NRG as a ETB};';']S;Xt:)?' if)slllglileli ::(1) (?l\fIHItJ‘;)D 40% of this effect is excpected to be divested
generation wholesale business by the end of 2022 even if this is not
temporary

Bottom Line: NRG’s transformation from generation to retail has been largely unappreciated by street primarily due to several one-
time costs that have clouded the underlying margin and FCF improvements. Although multiples should not be at a regulated utility’s,
positive rerate is expected

)
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Cross-selling Opportunity is Undersold n rg

Direct Energy acquisttion is an underrated opportunity to grow corve business within curvent clients

Direct Energy Acquisition Dual Fuel Opportunity in Existing Customers

*  True cost and cross-selling synergies potential have not 16 M

. . . 1.6 M —_———

been realized by investors due to one-time events: r H

. I :

—  Coal production issues 12 M I :

1

: 1 I

Storm Uri 08 M : :

: i, . I

—  Change in revenue recognition policy : I

0.4 M 1

- - 200 k 1 200

*  Estimated to double percentage of integrated customer ] “
share by 2025 0.0 M

Electric Only Natural Gas Only Dual Fuel

Penetration in Core Offerings

45 M
Superior Net Promoter Score (NPS) indicates 30 M
strong likelihood of success in expanding
Direct Energy’s market share in the East:
15M
* NRG Home brands: 45-70
* Leading regulated utility: 10-15 oM |
Retail Electricity Retail Natural Gas Power Services Home Services

Current M Switched ™ Non-Switched

3
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Free Cash Flow Use Reframes Risk

Dividends and share buybacks tmprove the risk-reward profile of holding NRG in the long-term

FCF per Share Growth

Dividend Growth

$12.50

+15% CAGR ] $8.50
$6.30 $6.30

$4.00 $4 00
§2.20 $i°

2016A  2017A  2018A  2019A  2020A  2021A  2023E  2025E

Importance of FCF Changes

$1.76
$1.63
$1.51
$1.40
$1.30
$1.20
+8% CAGR

$0.12  $0.12 $0.12  $0.12 I
HE BB =B B

2016A 2017A 2018A 2019A 2020A 2021A 2022E 2023E 2024E 2025E

Reflection in Financial Performance

= Consistent dividends reduces investment risk for NRG

*  Management has indicated 69% of 2022 estimated capital
will go solely to returning value to shareholders

= 50/50 strategy of opportunistic investment and return of
capital which guarantees on top of dividends:

—  Investment at greater of 12-15% unlevered pretax
return and hurdle rate

—  Share repurchases

Source: Investor Relations

®  Resistance to commodity price changes:

— 2021 EBIT margins (13%) stayed consistent despite
service disruption in Texas due to Storm Uri

—  Power prices increased an average of 595% during
this time
=  Strong margins in relation to competitors:

— 2021 EBIT margins drop to -12% during the same
period for Vistra Corp

3
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Product Offering Keeps FCF Thriving

Investment in product offering indicate that FCF conversion should stay stable long-term

Developing a One-Stop Product Offering

Evidence in Retention

Retail
Electricity

Battery &
Back-up Power Services

Response

Retail Gas

Demand

Response Natural Gas Services Back-up

Convert
Install

Home
Warranty

Provider
Network

HVAC Home Services

Home

Concierge )
& Protection

Source: Investor Relations

Durable customer relationships
—  Renewal win rate: 85% (Gas) and 75% (Power)
—  Average customer relationship: 9 yrs (Gas) and 6 yrs
(Power)
Upselling capabilities and their impact:

—  Add up to $800 in value/customer on top of
$250/customer for new single product customers

Best-in-Class Execution

Support Sales Experience

= Bm Te
[ o |

Flexible = Sales close = 71% enrolled

billing under 22s in online tools

Individualized = 80% renewals | ® 50+

product over 12 touchpoints

offerings months

)
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Valuation: Multiples & DDM nrg.

Multiple valuation shows upside of 87.9% with 13.4% IRR

Multiples & DDM Key Assumptions
EV/EBITDA Key Driver Assumptions
2022E 2022E 2023E 2024E 2025E
Bear Base Bull
2026 EBITDA 5904 2740 2783 Texas Power Price (§/MWh) $ 10375 $§ 10375 $§ 10400 $ 10400 $ 104.00
Ml ' 720x ' ;) = $1’1 Ox Rationgle: After Storm Uri and spike in energy price in 2022, we are projecting
P C_ ) - ) power price to restablize to pre-pandemic level around §103-104/ MWh level
Enterprise Value $15,431 $25,208 $30,608 Cost of Fuels As % Of Rev 309%  309%  300%  300%  300%
Ne't Debt = &7,716) $7,716) — $7,716) Rationale: S uperior margin for their retail segment in Texas is projected as their
Equity Value $7,715 $17,492 $22,892 generation/ retail hybrid model gnarantees lower cost to meet the exisiting retail demand
Shares 245 . fa West Retail Sales Vol Growth 7.6% 50% 5.0% 5.0% 5.0%
Value / Share $31.49 $71.39 $93.44 Rationale: Recent geographic expansion to West region in NRG's retail business will foster top-line growth
Implied Upside (17.1%) 87.9% 146.0% in their high-margin segment for the forecasted period
5-Year IRR (3.7%) 13.4% 19.7% . .
DDM Multiple Contraction
Bear Base Bull
Terminal Value $14 $92 $95
Discounted Terminal Value $9 $59 s61 48x
Implied Share Price $13 $81 $85
[Discount/ (Premium) (65.8%) 114.5% 123.6% | 40x
Risk / Reward n/a 17x 1.9x 32x
24x
16x | I
Multiple valuation/DDM model projects favorable Ay
c c g g . 8x " - 1
upside with attractive risk/reward profile. Multiple re- [ I I L"'_"I
rate to NRG’s pre-Storm Uri level is a conservative Ox ——— -
. . Feb 2019 Sep 2019 Apr 2020 Nov 2020 Jun 2021 Jan2022
Proj ection.

TP /E NTM EBITDA

3
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Valuation: Illustrative Holding Period

Adjusting conservative dividend yield, investing in NRG reveals 23.6% IRR for S-year holding period

Dividend-adjusted Illustrative IRR

5-Year Holding Period

May-22 2023E 2024E 2025E 2026E 2027E
Outflows
1 Share @ 37.99 (37.99)
Inflows
Dividends $ 528 § 528 § 569 $ 610 $ 6.51
Price at Sale 71.39
Net Change in Cash Flow - (37.99) 5.28 528 5.69 6.10 77.90
IRR 26.86%
Returning Capital To Shareholder Dividend Build
: : . . Dividend Build
*  Due to the shift dynamic for NRG as generation/retail
h b . : : : : Fiscal Period Year 1 Year 2 Year 3 Year 4 Year 5
ybrid, less intensity in maintenance CapEx spend allowed endling Febod  Fobod Fooot  Fobod  Febos
NRG to actively return capital to shareholders veeks T o o %23 o o
Discount Factor 0.92 0.84 0.77 0.70 0.64
*  Management has disclosed its initiative to resume buyback S 19.916 20676 21367 22289 23,263
. BIT 1,770 2,406 1,836 1,936 2,042
program with an allocated budget of $1B for 2022 NOPAT 5
Add: D&A _ 597 620 641 669 698
*  Moving forward, the projection illustrates conservative i gﬂiﬁ;ixif@déms Eﬁ%ﬁi 8333 Pt (2(?8 (Zéii
.o . Unlevered Free Cash Flow 1,504 2,453 2,434 2,321 2,445
dividend yield and models future share buyback that shows e
Dividend
strong IRR D;z;dcnd Per Share $ 53 $ 53 $ 57 $ 61 $ 6.5
Discounted Cash Flow $ 48 $ 44 $ 44 $ 43 $ 4.2

3
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Comparable Companies Analysis n rg

NRG currvently trades in line with unregulated peers despite business transformation; steep discount remains
compared to regulated utilities

Comparable Companies Analysis

General Trading

Company Share Price Mkt Cap EV NTM EV/Rev NTM EV/EBITDA NTM P/E
Regulated Utilities

The Southern Company (NYSE:SO) $65.0 $68,957.1 $127351.1 557= 12.64x 18.36x
American Electric Power Company, Inc. (NasdaqGS:AEP) $89.5 $45,106.8 $81,889.6 4.85x 11.78x 17.98x
PG&E Corporation (NYSE:PCG) si14 §225538 $68,682.8 322« 8.33x 10.34x
DTE Enesrgy Company (NYSE:DTE) $1220  $23,627.3 $41,8583 3.08x 1223x 20.59x
Duke Energy Corporation (NYSE:DUK) $1002  $77,069.2 $148,7412 5.66x 1212x 1834=
Exelon Corporation (NasdaqGS:EXC) 8426 $41,676.3 $83,313.3 473 11z 18.95x
Edison International (NYSE:EIX) $624 $23,716.6 $56,737.6 3.76x 9.84x 13.72x
Xcel Energy Inc. (NasdaqGSXEL) $67.2 $36,587.5 $61,1835 4.65x 1247< 21.15x
Mean 4.4x 11.3x 17.4x
Median 4.7x 12.0x 18.4x
Unregulated Power

Vistra Corp. (NYSE:VST) $21.9 §10,569.5 $22,096.5 1.34= 6.96x 145x
Entergy Corporation (NYSE:ETR) $105.6 $21,396.1 $483232 419x 1127< 16.65x
Mean 2.8x 9.1x 15.6x
Median 2.8x 9.1x 15.6x
INRG Energy, Inc. (NYSE:NRG) §38.0 $9,1994 $172364 0.81x 8.06x 9.12.\:]

NRG currently trades in line with unregulated power companies, despite shedding excess generation assets that other peers continue to operate
NRG trades at a steep discount compared to regulated peers, although multiple gap may be undeserved given their business shift to an integrated
power model, providing higher margins and greater stability, similar to regulated utilities

=
Source: Capiral 10 3% WESTERN INVESTMENT CLUB
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Risks & Mitigations

Several risks could have adverse implications on the value and success of NRG

High Debt Load

Low Interest Coverage

Retail Segment Transfer
Failure

Environmental Concerns
Over Current Generation
Profile

Details

NRG has about $8.29B of debt due to
their recent acquisition of Direct Energy
which could have negative effects on its
future growth

NRG has a cutrent interest
coverage ratio of 7.7x. Inability to cover
their interest expenses in the future

may put them in financial distress

Failure to successfully integrate into the
retail sector could heavily disrupt the

company's future wellbeing, rendering its
efforts futile

NRG's generation profile

emitted 27,728,489 metric tons of CO2
in 2020. Keeping their emissions levels
consistent will risk them facing social

backlash and consumer avoidance

Mitigation

NRG has been consistently paying down
their debt. Their recent divesting efforts
will free up substantial amounts of
capital and be able to pay off its debt
over time

NRG has grown after expanding into
retail, with revenue growing

+196.9% YoY. Consistent

revenue growth should position NRG to

comfortably cover their interest expenses

Successful acquisition of Direct Energy
has propelled NRG into the retail space,
with 2/3 synetgies already realized.
Management should continue its trend of
obtaining good acquisition and
expansion opportunities

NRG's retail transition will increase
its renewable energy output and lower its

carbon emissions. NRG was a recipient at
2021 SEAL Business Sustainability
Awards

)
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Catalysts
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Catalysts

Thests realization will take place through external issues subsiding, multiple revating, and share buyback program

*  Storm Uri-related uncertainty and legislative issues will subside, improving the Texas electricity
External Issues market and strengthening NRG’s retail supply performance -
Subsiding *  As market grows more optimistic on the external environment, there will be multiple expansion
causing upward pressure on NRG’s stock price
Margin *  NRG's acquisition of Direct Energy and its transition into a retail-focused business will lead to
Improvements rapid growth in EBITDA and stronger margins, which the market has yet to appreciate -
Driven by Retail *  Realization of the shift will render stronger results in future earnings reports, driving appreciation
Shift for the stock
Excess Cash Flow *  Storm Uri prevented share repurchases in 2021 and management focused on using cash flow to
Used for Share reduce debt levels -
Repurchases *  As the $1B share repurchases program continues to be executed throughout 2022, NRG will
deliver higher value to shareholders, causing the stock price to increase

)
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Investment Summary
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Recommendation n rg

Buy recommendation for NRG at $37.99 for an implied upside of 87.9%

Valuation Range Base Case Sensitivity
; _————=—— Termindal Year Dividend Growth

Cﬂ}"}"gﬂf P}’Zfe.' I fﬂ;ﬂggj Pm[e: I 1.0% 1.5% 2.0% 2.5% 3.0%

7.2% $98.2 $105.2 $1135 $123.6 $136.1

$37.99 1 §71.39 | 8.2% $84.3 $89.2 $94.9 $101.6 $109.6

—_——— = —— WACC 9.2% $73.7 $77.3 $81.5 $86.2 $91.7

| 10.2% $65.5 $68.2 $71.3 $74.8 $78.8

Analyst I 11.2% $58.9 $61.0 $63.4 $66.1 $69.0
Consensus :

Termindal Year Dividend Growth

I 1.0°/o 1.5“/0 2.0"/0 2.5"/0 3.0"/0

7.2% $98.2 $1052 $1135 $125.6 $136.1

I 8.2% $84.3 $89.2 $94.9 $101.6 $109.6

52 Weeks WACC 9.2% $73.7 $77.3 $81.5 $86.2 $91.7

1 | 10.2% $65.5 $68.2 $71.3 $74.8 $78.8

High-Low | 11.2% $58.9 $61.0 $63.4 $66.1 $69.0
|

Multiple I Recommendation
I
|
|
DDM - Base :
Buy Recommendation for NRG Energy, Inc
I (NYSE:NRG) at $37.99
|
DDM - Bull | Implied Upside: 87.9%
|
1
$0 $10 $20 $30 $40 $50 $60 $70 $80 $90
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Appendix
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Appendix: Storm Uri

Extreme winter storms tn February 2021 caused troubles for NRG’s Texas business

Overview

Power Generation in ERCOT Region (GWh)

* In February 2021, a winter storm hit parts of North

America and caused widespread failures of the power grid

and water supply, particularly in Texas

*  ERCOT had grossly underestimated the amount of

electricity needed during the storm and major power

sources were not equipped for the cold and icy conditions

*  Between February 14-20, over two-thirds of Texans lost

power at some point, contributing to 210 deaths

45

30

15

Timeline

——

Feb-11 Feb-13

Feb-15 Feb-17 Feb-19

e Natural Gas e (Coal Nuclear Wind

Storm Uri Hits Texas; State
Power Infrastructure Freezes

Texas Passes House Bill 4492,
Authorizing ERCOT to Distribute
Funds to Electricity Providers

March 2021

December 2021

NRG Expected to Receive Uplift
Securitization Proceeds

February 2021

Sonrce: Company Filings, HARC Research

NRG Withdraws 2021 Guidance
as Uri’s Financial Impact
Remains Uncertain

June 2021

Q2 2022

Expected Loss From Uri
Reduced From ~$650 Million to

$380 Million

3
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Appendix: Management Overview

nrg

Mauricio Gutierreg & Eligabeth Killinger lead NRG into a new retail eva

Mauricio Gutierrez (President & CEO)

Elizabeth Killinger (EVP & NRG Home President)

*  Holds a bachelor's degree in industrial engineering from the
Universidad Panamericana and two master's degrees - one in

mineral economics from the Colorado School of Mines and one

in petroleum economics from the French Petroleum Institute

= joined NRG in 2004 as a Portfolio Director before becoming a
VP of Trading, Executive VP of Commercial Operations, the
COO and eventually the CEO in 2015

®  Mauricio has held several senior positions at energy merchant
Dynegy and consulting firm DTP in Mexico City.

Others in Senior Management

Graduated from University of Houston with a BBA in
Management Information Systems

Worked in oilfield services, software development, and
management consulting before joining NRG in 2002

Responsible for leading NRG's $6 billion Customer division
including Reliant Energy and NRG’s other brands

Played a key role in the company’s "Era of Personal Power* and
transition to competitive electricity markets with customer

service at its core

Main Shareholders

Brian Curci Chris Moser Alberto Fornaro

EVP, Legal and EVP, Operations EVP and Chief
General Counsel Operating
Officer

Source: Company Fillings, MarketScreener, WS

12.46%
7.25%

7.04%

73.25%

B The Vanguard Group, Inc. BlackRock Fund A dvisors

Pzena Investment Management LL.C B Others
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Appendix: Investor Profile n rg

Large institutional investors continue to hold NRG Energy shares, and some have increased ther portfolio

Ownership Summary Institutional Ownership
* Institutional ownership is over 98.9%
Traditional
* Individuals and Insider ownership sits at 0.284% Investment Managers
Hedge Fund

»  State Owned Shares make up 0.04% of ownership Managers (<5% stake)

T C/PE Firms (<5¢
—  Large number of institutional owners means VC/PE Firms (<5%

stake)
shareholder base is strong and investors are Banks/Investment
confident in the long-term performance of NRG Banks

Energy stock Alternative Financial
Firms
Current Top Holders Activity
40M
30M
20M
10M
OM
30-Jun-21 30-Sep-21 31-Dec-21 26-Feb-22
B The Vanguard Group, Inc. H BlackRock, Inc. Pzena Investment Management, Inc State Street Global Advisors, Inc. Putnam LLC
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