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MANAGEMENT DISCUSSION SECTION 
 
 

Operator: Good day , ladies and gentlemen, and welcome to the First Quarter 2016 NRG Energy  Earnings 

Conference Call. At this time all participants are in a listen-only mode. Later we will conduct a question-and-

answer session and instructions will follow at that time. [Operator Instructions] As a reminder, this call maybe 

recorded. 

 

I would now like to introduce your host for today's conference, Mr. Kevin Cole, Head of Investor Relations. Please 

go ahead, sir. 
................................................................................................................................................................................................................................ 

Kevin L. Cole 
Senior Vice President-Investor Relations 

Thank y ou, Christy. Good morning, and welcome to NRG Energy 's first quarter 2016 earnings call. This morning's 

call is being broadcasted live over the phone and v ia the webcast, which can be located in the Investor section of 

our website at www.nrg.com under Presentations and Webcasts. 

 

As this is an earnings call for NRG Energy , any  statements made in this call that pertain to NRG Y ield will be 

provided from the NRG perspective. Please note that today's discussion may contain forward-looking statements 

which are based on assumptions that we believe to be reasonable as of this date.  
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Actual results may differ materially. We urge everybody to review the Safe Harbor in today's presentation as well 

as the risk factors in our SEC filings. We undertake no obligation to update these statements as a result of future 

events, except as required by law. 

 

In addition, we will refer to both GAAP and non-GAAP financial measures. For information regarding our non-

GAAP financial measures and the reconciliations to the most directly comparable GAAP measures, please refer to 

today 's press release and this presentation. 

 

And now with that, I'll now turn the call over to Mauricio Gutierrez, NRG's President and Chief Executive Officer. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director 

Thank y ou, Kevin, and thank y ou, everyone for joining our call today. Joining me this morning is Kirk Andrews, 

our Chief Financial Officer. Also on the call and available for questions we have Elizabeth Killinger, Head of our 

Retail business and Chris Moser, Head of Operations.  

 

We're off to a really good start for the y ear. Our financial performance was strong for the first quarter allowing us 

to reaffirm guidance for the full y ear. We're making significant progress in our priorities of reducing costs, 

replenishing capital, and deleveraging the business. And importantly, we're bringing certain people our platform 

with the conclusion of the GreenCo process.  

 

So let me start with our first quarter results. NRG delivered $812 million of adjusted EBITDA under very 

challenging marketing conditions. We remained focused on our day -to-day operations, achieving top quartile 

safety  performance, good availability across our generation fleet, and stable results from our retail business.  

 

All of these, combined with our opportunity hedging program, mitigated the impact of the very weak wholesale 

prices that we experienced during the quarter. These results illustrate the strength of our platform and the unique 

value proposition that NRG offers. 

 

We are making good progress in our commitment to deleveraging the business. We retired $229 million of NRG 

debt or approximately 30% of our 2016 targets. Not only are we on track with our original plans, we have 

expanded the total capital available for deleveraging to $1.3 billion after adding $253 million from our Midwest 

Generation capacity monetization financing, which Kirk will provide additional details on during his remarks.  

 

Finally , this quarter, we're taking another important step forward in simplifying our business as we concluded, 

after much consideration, the GreenCo process. With the reintegration of business renewables last quarter and 

now the resolution for our Home Solar and EVgo businesses, which I will cover in more detail in a few slides, we 

have turned the page on this period of uncertainty and now are focused on executing our plan. 

 

On our last call I spent some time talking about the merits of diversification as a necessary  condition to succeed in 

the future of the competitive power industry. Today I want to expand on the multiple levers that NRG has to 

deliver value to our shareholders. 

 

Now turning to slide 5, I have outlined the three key macro levers that describe the ea rnings potential of our 

business. Over the y ears we have successfully repositioned the company away from solely relying on energy 

margins to other more stable and predictable sources of revenue. So let me start with the first lever, which now 

represents two-thirds of our economic gross margin. This comes from parts of our business that are either not 
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directly correlated to or that are countercyclical to the price of natural gas including our retail business, contracted 

generation and capacity payments. 

 

This lever of our business provides a stable base of predictable and v isible earnings potential, a quality that 

differentiates us from many others in our industry, and we do it at significant scale across all three areas. Keep in 

mind this base is also growing given market trends in renewables and contracted generation where our 

relationship with NRG Y ield will continue to be a competitive advantage in the future.  

 

Now let's talk about the second and third levers that comprise the other one-third of our economic gross margin 

which is directly tied to the price of gas and power. These portions' relative share has declined over the years given 

the prolonged weak commodity price environment. But we have deliberately maintained offset through fuel 

diversity, as I believe the current gas pricing environment is unsustainable in the medium to long run, and we 

want to be there with scale when the market recovers. 

 

The second lever is what I refer to as the fuel spread. This is the traditional way we have made money selling coal, 

oil and uranium at gas prices. It is effectively a sy nthetic long gas position. For those of y ou who invest in the E&P 

sector, we are long roughly about three Bcf a day  of gas, so for every $0.50 move in gas prices, our portfolio has 

the potential to flex up by $500 million in additional gross margin. Let me be clear. We're not gas agnostic and 

don't want to be gas agnostic, as we believe current prices are not sustainable.  

 

The third lever is our power spread or heat rate exposure. As power marke ts tighten due to retirements or low 

growth, we maintain significant offset to increasing power prices, as we have the largest competitive power 

portfolio in the country with close to 50,000 megawatts of generation with both geographic and merit order 

diversification. So when people ask me why  I'm convinced we have the right platform to be the leader in the 

competitive power space today and into the future, this is why .  

 

Success in this industry is all about diversification of the business and core operational excellence. Our platform is 

designed to deliver results even in a difficult market, and given how unpredictable the markets can be having 

stability in our core platform is critical. At the same time, our leverage to any market recovery should be embrac ed 

not ignored because it is quite substantial. And when you couple these dynamics with our commitment to 

strengthening our balance sheet and streamlining our costs, I have no doubt that NRG is built to thrive under a 

variety of market conditions. 

 

So moving onto the next slide I want to touch briefly on key developments across our markets. We are encouraged 

by  recent actions from regulators in support of competitive markets. We are pleased that FERC has stepped in to 

effectively stop the out-of-market PPAs for AEP and FirstEnergy in Ohio. It is also encouraging that the U.S. 

Supreme Court decided to invalidate Mary land contract created for the sole purpose of suppressing capacity 

prices. 

 

In PJM, the transition to the capacity performance product has brough t higher capacity payments in exchange for 

higher performance commitments as we have pivoted our suite accordingly. Our program of transforming coal 

plants to gas was undertaken with an ey e towards becoming a provider of reliability. 

 

In Texas, we're optimistic in ERCOT as we see up to 9 gigawatts of coal generation at risk due to upcoming 

environmental regulations and continued strong growth. In addition, we expect market changes to ORDC with the 

purpose of increasing prices to better reflect scarcity conditions. 
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And in the West, while the Aliso Cany on issue will present reliability challenges for the California ISO over the 

next y ear, we do not expect this issue to have significant impact to our generation portfolio since most of our 

revenue in California is supported by PPAs and RA contracts.  

 

Also our newest merchant plant, Sunrise, is supplied off the Kern River pipeline and thereof not impacted. We 

hope this becomes a catalyst to address gas power for the nation and fuel cost recovery issues that are m uch 

needed in California. 

 

Turning to slide 7 , let me now discuss the details around the conclusion of the GreenCo process that we started in 

September of last y ear. Last quarter, I explained that there were three objectives we sought to accomplish in this  

process, maintain our capability to take advantage of renewable trends at appropriate investment returns, 

incorporate all of our businesses into our financial results, and to minimize the use of the $125 million revolver.  

 

Today  I'm here to tell y ou we have met our objectives and have concluded the process. To do a quick recap, 

beginning last quarter we reintegrated business renewables, which allows us to maintain a strong position in the 

renewables market. This business is now fully  integrated, and I will  be updating y ou on its progress in the months 

to come. 

 

Moving to residential solar, we undertook a comprehensive strategic review process over the past six  months to 

determine the best course of action to realize value, minimize capital needs and, like b usiness renewables, ensure 

we do not lose the ability to meet renewable energy demands across all types of customers. While our original goal 

was to secure permanent capital and deconsolidate the enterprise, we were not able to move forward in this 

direction in a way  that met all our objectives. 

 

Today  we're announcing a change in our approach to residential solar that will allow us to meet them. First, we're 

both streamlining and simplify ing the organization by significantly lowering the cost structure and  focusing in 

markets where we have a competitive advantage. Residential solar will become a product in our retail offering, 

and we intend to fully  integrate into our retail business by 2017. 

 

Second, we are changing our business model to focus on origination, installation, and direct third-party sales 

which will allow us to simplify  financial reporting by providing immediate revenue recognition. I am pleased to 

announce new partnerships with both Sunrun and Spruce Financial which will allow us to execute on  this plan. 

 

Our approach comes with significant changes in our overall organization, cost structure, and business model. This 

model allows us to maintain our 2016 financial guidance as we transition the business throughout the remainder 

of 2016 to be at least an EBITDA breakeven business by 2017.  

 

While this is not a business y ou can expect to hear about each quarter, our strategy for this business is important 

to our organization, allowing us to maintain a v iable y et right -sized structure so that when the ERCOT market 

economics are v iable we can offer residential solar to our existing 3 million customers. 

 

We have also concluded the strategic review process for our electric vehicle charging network or EVgo. I am 

announcing today the sale of a majority stake of this business to Vision Ridge Partners. NRG will receive total 

consideration of approximately $50 million with $19.5 million upfront available to NRG and $30 million 

remaining in the EVgo platform. In addition, NRG have some earn-out potential of up to $70 million through 

2022. 

 

Under this structure NRG will have – will not have any  ongoing capital commitments to EVgo other than its 

obligations under the California settlement. With the closing of this transaction, EVgo results will no longer be 



NRG Energy, Inc. (NRG) 
Q1 2016 Earnings Call 

Corrected Transcript 
05-May-2016 

 

 
1-877-FACTSET   www.callstreet.com 

 6 
Copyright © 2001-2016 FactSet CallStreet, LLC 

 

consolidated into NRG financial statements. With the conclusion of the GreenCo process, the $125 million 

revolver is no longer necessary and will be eliminated as we move forward and execute on our new plans.  

 

On slide 8 I want to provide you an update on the gre at progress we have made in streamlining our cost structure. 

We are on track to realize $250 million in recurring cost savings in overhead and O&M, and we have made 

significant progress in our new FORNRG program targets. This means that over the next two y ears we will have 

taken an impressive $400 million in total costs out of the sy stem. Additionally, y ou will be able to track these costs 

in our disclosures to see our progress as we move through the subsequent quarters.  

 

While I am very pleased with our efforts to date, I expect that we will be able to find even more opportunities to 

reduce our cost structure as we continue with our remaining asset sales, the integration of the residential solar 

business, and our push to find even more opportunities to stre amline the organization. 

 

So with that, I will turn it to Kirk for the financial rev iew. 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President 

Thank y ou, Mauricio, and good morning, everyone. Beginning with the financial summary on slide 10, NRG 

delivered $812 million in adjusted EBITDA and $249 million in free cash flow before growth in the first quarter of 

2016. 

 

Having now concluded the GreenCo process, our financial results in our guidance now include both EVgo and the 

newly  restructured residential solar within our corporate segment, which is part of the generation and renewable 

subset of our consolidated guidance. With all businesses now included, we are reaffirming our 2016 full -year 

guidance for adjusted EBITDA and free cash flow before growth. 

 

During the quarter, we continued our deleveraging program and have now retired a total of $229 million of NRG 

corporate debt y ear-to-date through May  4, leading to an additional annualized cash interest savings of $16 

million. 

 

Finally , to update our progress in achieving our target of $1  billion in incremental consolidated available capital, 

which was announced on September 18th of last y ear, NRG has now completed a non -recourse monetization of 

future PJM capacity revenues from our Midwest Generation fleet for cash proceeds of $253 million. This 

transaction, which will be accounted for as a non-recourse debt financing with no impact on adjusted EBITDA, 

represents the final component of our plan to free up $1  billion of 2016 capital, leav ing only the balance of our 

$500 million asset sale target. And we expect to complete this over the balance of this y ear. 

 

Turning to slide 11 , the Midwest Gen non-recourse capacity monetization proceeds of $253 million, increases our 

2016 capital available for allocation by $210 million versus our prior expectation, as we rev iewed during our year-

end earnings call. The remaining $43 million in financing proceeds represents the acceleration of capacity 

revenues within 2016, which were already included in the NRG level of free cash flow before growth guidance 

midpoint, which was part of the $1.488 billion in 2016 capital available as shown in our y ear -end earnings 

materials. 

 

Including the Midwest Gen proceeds, total 2016 capital available for allocation now stands at approximately $1.7 

billion at the NRG level. We expect to allocate this incremental capital to further advance our deleveraging efforts 

or alternatively to repay our convertible preferred stock, which based on the conversion price relative to our  

current share price, presents a compelling potential opportunity. 
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The dropdown of NRG's remaining stake in CVSR to NRG Y ield continues to represent an additional opportunity 

to further supplement NRG level capital available, and we intend to offer this r emaining stake to NRG Y ield 

during the quarter. 

 

Finally , liquidity stands at $1.9 billion as of March 31, which includes $589 million of cash at the NRG level, which 

has since been supplemented with the proceeds from the Midwest Gen capacity monetization,  which closed just 

following the quarter end. 

 

Finally , turning briefly to slide 12, our continued progress on deleveraging keeps us on track to bring our 2016 

corporate debt-to-corporate EBITDA ratio below our target as we position NRG's balance sheet to maintain 

adherence to our 4.25 times target ratio even through a continued low commodity price cycle. And we will 

continue to update this analysis as our debt reduction program progresses.  

 

And with that, I'll turn it back to Mauricio.  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director 

Thank y ou, Kirk. And in closing, I wanted to remind everyone of our priorities in slide 14. This is the scorecard 

that I will share with y ou throughout the rest of the y ear. As y ou can see we have made considerable progress in 

just the first few months of the y ear. Addressing the general debt is among one of our highest priorities given both 

the overall debt levels and maturities in 2017  and 2018. We're actively evaluating alternatives to optimize the 

capital structure with a focus on maximizing value for all stakeholders. With this objective in mind, we expect to 

be engaging in discussions with general creditors as a part of this process in the near term. As we evaluate 

alternatives, we remain committed to our prudent balance sheet management principles including maintaining 

our target corporate credit metrics. 

 

We remain focused on executing our current strategy. And with the reintegration of renewables, we're now in a 

position to reinvigorate the development pipeline and provide certainty to NRG Y ield's growth potential. I believe 

we now have all the pieces to move forward and demonstrate the value of our integrated platform.  

 

So with that, operator, we're ready to open the line for questions.  
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QUESTION AND ANSWER SECTION 
 
 

Operator: Thank y ou. [Operator Instructions] 

 

Our first question is from Stephen By rd of Morgan Stanley. Y our line is open.  
................................................................................................................................................................................................................................ 

Stephen Calder Byrd 
Morgan Stanley & Co. LLC Q 
Hi, good morning. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Hey , good morning, Stephen. 
................................................................................................................................................................................................................................ 

Stephen Calder Byrd 
Morgan Stanley & Co. LLC Q 
I wanted to just delve into the relationship with Sunrun and Spruce that y ou mentioned. Could you just walk 

through the roles of NRG and then y our two partners just so I can understand better the nature of that 

relationship, what each party brings to the table, and what this business looks like for y ou going forward?  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Sure Steve. I mean, I think the best way  to think about it is we're going to be focused in the area that we believe we 

have a competitive advantage. That is in selling the sy stem and installing the sy stem. Once we do that, we have an 

agreement with Spruce and Sunrun to monetize these sy stems, to monetize these leases into their platform. So I 

mean it is a different way  of – the way  we have done it in the past. If y ou recall, we were – before we would drop it 

into Y ield, but we would be – it would be consolidated NRG as a who le. Now basically the entire lease goes to our 

partners. 
................................................................................................................................................................................................................................ 

Stephen Calder Byrd 
Morgan Stanley & Co. LLC Q 
Understood. So the assets won't go to NY LD, but – and y our partners will monetize it. So would y ou receive 

effectively an upfront fee for the value you're creating by acquiring a customer or would there be an ongoing cash 

flow to y ou? 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Steve, it's Kirk. The way  to think about this is the cost of the sy stem, which is normally in  the traditional construct 

y ou think about the CapEx necessary to put a given system in place. The way to think about that in this construct 

is that is basically cost of goods sold. And the revenue is the price that Sunrun and Spruce pay us for that 

particular sy stem. 

 

So rather than y ou – than seeing proceeds come in in terms of a return of capital and CapEx go out in advance of 

that, that is now going to be revenue, which is what we will receive for lock, stock and barrel the entirety of sy stem 
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to Sunrun or Spruce. And then they'll also retain the ongoing obligation to manage and operate the system O&M 

and the like. And our – and what was formally  our capital expenditures would be COGS. So think about it. We are 

migrating to a gross margin model rather than a gain on sale model, if y ou want to think about it that way . 
................................................................................................................................................................................................................................ 

Stephen Calder Byrd 
Morgan Stanley & Co. LLC Q 
Y eah. Yeah. That's very clear. So Kirk, then every quarter as y ou get new customers and y ou sell those assets to 

Sunrun and Spruce and then that's revenue in terms of the proceeds you receive from them every quarter your 

operating costs, which used to be CapEx are truly COGS. That's clear. Okay .  

 

And then I just wanted to shift over to, Mauricio, what y ou had said on GenOn at the end. I know we don't know – 

we can't predict what the outcome will be of those discussions, but is it a clear priority that if there were to be an 

outcome that that outcome needs effectively to be consistent with y our overall credit metrics of NRG as a whole?  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Absolutely, Stephen, and I've said that before. And I want to make sure that I'm clear. I mean, we have to maintain 

the credit metric targets that we have at NRG in – and adhere to that principle in any  of the options that we are 

going to be evaluating. As I said, I would like to simplify the message in the spirit of that. We need to look at 

simplify ing also the capital structure. We need to address GenOn for that reason and because of the near term 

maturities that we have, but we have to adhere to those prudent balance sheet management principles that we 

have. 
................................................................................................................................................................................................................................ 

Stephen Calder Byrd 
Morgan Stanley & Co. LLC Q 
That's great. I'll get back in the queue. Thank y ou very much.  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Thank y ou, Stephen. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. Our next question is from Greg Gordon of Evercore ISI. Your line is open.  
................................................................................................................................................................................................................................ 

Greg Gordon 
Evercore ISI Q 
Thanks. Can y ou guys hear me okay? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Y es, just fine. 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Good morning, Greg 
................................................................................................................................................................................................................................ 
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Greg Gordon 
Evercore ISI Q 
Great. So just to beat a dead horse a little bit on the resolution of the process, it sounds like y ou've created a 

reasonable way of sort of keeping an option while stopping the losses. But there's probably a lot of investors who 

are hoping that there would be a clean break here. So can y ou just talk about the process and the ma rket 

[indiscernible] (25:31) crossover in those assets and why  the option, which frankly I think sounds like a good 

option, is the best thing that y ou could come up with? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Right. Greg, I mean, we actually went through a process that took a significant amount of time. During this time I 

think everybody knows that we knew that the conditions both in the capital markets and then through the 

beginning of the y ear were pretty challenging for bo th the residential solar business as a whole but also on the 

capital markets. So this was not the best time to be in the market. We knew that. That's why  we were looking at 

selling a majority stake, not all of it, because we wanted to maintain the optional ity on the Texas market where we 

think we have a significant asset in our customers to be able to offer them residential solar.  

 

I think when y ou couple that with this change in the business model where it's effectively we sell, install and flip to 

a third party , and importantly, refocusing the business where we actually have been successful in the past and 

reducing significantly the cost structure. We felt that that combination was the best path for maximizing value for 

this business. And I think we'll provide that over the next 12 months. We expect that business to be at least 

breakeven in 2017. 

 

I've alway s looked at residential solar as another product in our retail offering. It makes a whole lot of sense if we 

already have that relationship with the residential customer and this is one of the products that they are asking for 

it that we provide it. And if we can provide it in a way  that is cost effective and that we can create value, we should 

have it in our lineup of product offerings.  

 

So I think the rationale is there. I think the appetite from customers for rooftop solar is there. We just needed to 

make pretty  significant changes in the way  we can structure the business model to ensure that it was, quite 

candidly, a profitable one. And I think that those are the steps that we have taken. 
................................................................................................................................................................................................................................ 

Greg Gordon 
Evercore ISI Q 
Okay . So first of all, y ou're focusing on New Jersey, Massachusetts, New Y ork. Those are states where y ou have a 

presence. So that means y ou're going to stop spending gobs of money on advertising and feet on the street to try to 

break into markets where you don't have a presence. Should I presume this also means that you're merging the 

business line into the core business and getting rid of duplicative overhead, marketing staff and other th ings like 

that and just making it sort of part of the product offering of the overall business as opposed to a separate 

freestanding business, and those are sort of the way s that y ou're reducing the cost profile? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Exactly. I mean not only we are reducing all the costs by not being in states or regions where we don't have a core 

advantage, but making it part now of our retail business or in the process of making it to our retail business, we 

will have significant sy nergies. Particularly in the marketing and selling, if we now have already a relationship 
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with a customer that is buy ing system power, we will be using those same vehicles to offer now rooftop solar and 

potentially decrease the cost of selling that we had o n a standalone basis. 

 

So I mean, I think this way  we create not only a lot of sy nergies by including in our retail business, but we also are 

being very disciplined in terms of the size and the scope of this business as we transition through this period, a nd 

importantly, maintain the option to, if this becomes viable in Texas, we can offer this to our 3 million customers 

because that to me is the prize. I mean, that is the goal.  
................................................................................................................................................................................................................................ 

Greg Gordon 
Evercore ISI Q 
Great. One more question and then I'll go to the back of the queue as well. Y ou made the decision to bring some 

cash flow forward by  monetizing these capacity payments. I mean, theoretically cash in hand today is better than 

cash in hand a y ear or two from now, especially if y ou're in a position to aggressively de-lever the balance sheet. 

But Kirk, can y ou talk about what you're foregoing in the future to get that cash today? How much financing costs 

are y ou incurring? And do you see that as working given the market opportunities to retire debt? And where  is 

y our debt currently trading? Is it still at big discounts or has it accrued? 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Sure. I'll try  to cover all that, but if I miss a piece of y our multi-part question y ou can remind me. But as to the 

Midwest Gen financing, to answer y our question, is it worth it? Y es. As I think as we disclosed in the press release, 

certainly in the Q, a cost of just under 4.5%, and that is basically the way to think about the cost of financing.  

 

The way  that it works mechanically is y ou're basically monetizing today the discount and the implied cost from an 

interest rate standpoint is that kind of 4.5 ty pe cost. Relative to the opportunities certainly that we have and even 

relative to what the path that we were on exploring previously, which is the term loan B market, we see that as at 

an attractive cost, as y ou well put it, to bring cash forward today to take advantage of opportunities and obviously 

get ahead in our deleveraging progress. 

 

I mean, certainly we are focused on doing that, but we are cognizant of the fact that right -sizing the balance sheet 

is important today so that we can preserve flexibility for the company tomorrow. And this $250 million, net $210 

million as I mentioned for 2016, is an important step in that direction for us.  

 

As far as our overall debt is concerned, our long-term notes are still trading at a much smaller discount. They've 

accreted largely closer to par even on the long-dated maturities, which certainly from the standpoint of 

opportunistically purchasing debt at a discount makes it more expensive, but as y ou well know, we are a serial 

issuer or a serial roller of debt from a refinancing opportunity standpoint. So that certainly I feel a lot more 

comfortable with what that means. 

 

In terms of the barometer and the confidence that the high y ield market has and the quality of our credit, I think 

underpinned by what we're on the path to doing in driv ing those ratios down, and also giv ing us greater flexibility 

on the refinancing front. So in the total package, I like where we are today. I mean, I think we've probably have 

seen 350 basis points of rally on the long side just since our last earnings call. 
................................................................................................................................................................................................................................ 

Greg Gordon 
Evercore ISI Q 
Great. Thanks, guy s. I'll go to the back if I have more. 
................................................................................................................................................................................................................................ 
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Kevin L. Cole 
Senior Vice President-Investor Relations A 
Thank y ou, Greg. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. Our next question is from Angie Storozynski of Macquarie. Your line is open.  
................................................................................................................................................................................................................................ 

Angie Storozynski 
Macquarie Capital (USA), Inc. Q 
Thank y ou. I actually have a question about your sensitivity to gas and heat rates. I think we've all struggled with 

try ing to gauge what is the correlation between the heat rates and gas especially in Texas? And also how linear is 

this correlation with gas is especially for the GenOn portfolio, right? Y ou're showing a movement of $0.50 in gas, 

and I'm basically trying to understand how y ou are showing that sensitivity because a $0.50 move in gas 

presumably has little effect at all on GenOn's assets.  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Angie, I'm assuming that y ou're talking about the slide 5 where I put the sensitivities...  
................................................................................................................................................................................................................................ 

Angie Storozynski 
Macquarie Capital (USA), Inc. Q 
Y es. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
...for the entire portfolio? 
................................................................................................................................................................................................................................ 

Angie Storozynski 
Macquarie Capital (USA), Inc. Q 
Y eah. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Let me just – I mean, this is the entire portfolio, not just coal and nuclear, which have been our traditional 

disclosures. But I guess in the spirit of providing more v isibility and clarity to the sensitivity on commodities, I 

included the gas and oil portfolio as well in this sensitiv ity chart.  

 

So the way  to think about my  remarks of moving the value of the portfolio by $0.50, $0.5 billion is on an open 

basis. And this is based on economic generation that we can see today at current markets. So as y ou can appreciate 

that economic generation, as commodity prices move, that will increase and y our sensitivity to the same $0.50 

move will be greater. This sensitivity basically reflects the economic generation that is exposed at current market. 

So I don't know if that at least provides some clarity in terms of what this number is . 

 

Now, in terms of the GenOn, I would say  that it's pretty sensitive to increases in natural gas. I'm not sure I...  
................................................................................................................................................................................................................................ 
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Angie Storozynski 
Macquarie Capital (USA), Inc. Q 
Well, I understand, but I'm just try ing to say  a $0.50 increase in natural gas for GenOn doesn't necessarily mean 

that a number of those plants are now becoming economic, right? And y et a $1  increase in gas would make a 

number of GenOn assets economic. So I'm basically trying to see how to capture that sensitivity, right, which is 

clearly accelerating as gas prices rise. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Right. No. That's fair. The only  thing that I would say is, as y ou recall in particular on the GenOn complex, but this 

is in general to both portfolios for GenOn and EME, we already went through a pretty comprehensive asset 

optimization process where we converted some of these coal plants that were very sensitive to energy prices to 

natural gas, in effect pivoting the revenue driver from energy margins t o capacity margins. 

 

So I would say  that some of that is already captured in the GenOn complex. I don't know if that was part of y our 

comment that, perhaps, the GenOn complex is not as sensitized to natural gas because of those fuel conversions, 

but $0.50 makes some difference. I mean, it is not – y ou will be, I guess, adding economic generation as prices 

increase. But from current levels where we are, clearly, it's not as significant as it would be in a different market 

scenario. 
................................................................................................................................................................................................................................ 

Angie Storozynski 
Macquarie Capital (USA), Inc. Q 
And how about now the link between gas prices and heat rates? I'm particularly struggling how to call it in Texas. 

So y ou're showing the movement in gas by  $0.50 and one heat rate. Can y ou tell us what's the correlation between 

these two in Texas and PJM or across the portfolio? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Look, I mean, I think for simplicity we have provided this as a linear sensitivity. So $0.50 move on gas, half a heat 

rate move on power, I mean, clearly, when gas prices increase, heat rates tend to be compressed because you want 

to keep [indiscernible] (37:20) content. And the reverse happens when gas prices decrease.  

 

We have not provided that comprehensive correlation just – I guess, just for simplicity. Not that we don't have it, 

because that's the way  we actually model our portfolio when we account internally for different changes in 

commodity prices. But for these ty pe of disclosures we are trying to make it linear and something simple that 

people can just have a rule of thumb. 
................................................................................................................................................................................................................................ 

Angie Storozynski 
Macquarie Capital (USA), Inc. Q 
Okay . Thank y ou. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. Our next question is from Steve Fleishman of Wolfe Research. Y our line is open.  
................................................................................................................................................................................................................................ 

Steve Fleishman 
Wolfe Research LLC Q 
Y eah. Hi, good morning. 



NRG Energy, Inc. (NRG) 
Q1 2016 Earnings Call 

Corrected Transcript 
05-May-2016 

 

 
1-877-FACTSET   www.callstreet.com 

 14 
Copyright © 2001-2016 FactSet CallStreet, LLC 

 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Hi, Steve. 
................................................................................................................................................................................................................................ 

Steve Fleishman 
Wolfe Research LLC Q 
Hey , Mauricio, a couple clarifications. On the EME money  forwarding, are y ou going to have to put  money back 

into Edison Mission, Midwest Gen in 2018, 2019? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
I am sorry , Steve. Are you saying environment – some sort of environmental CapEx or asset optimization? What...  
................................................................................................................................................................................................................................ 

Steve Fleishman 
Wolfe Research LLC Q 
No. I'm sorry . The forwarding of the hedge value, the capacity value, excuse me.  
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Not necessarily putting money in, but as I said before, it is liter ally a shift forward. So one of the points I wanted to 

make clear is because of the accounting convention behind how this particular capacity monetization is treated, it 

is treated as a financing which is why  the EBITDA or capacity revenue component of our  revenue line is 

unchanged. But the overall cash flow effect is we're getting those proceeds today. We'll have the capacity revenues 

tomorrow, but we will have an offset or principal and interest payments that is associated with the pay ments, if 

y ou will, to be third party. 

 

But there isn't an injection of cash per se. It's just that the capacity revenues serve to pay the financing cost 

principal and interest, at least directionally, or the way  that is going to play out in the financials as we go forward, 

if that makes sense. 
................................................................................................................................................................................................................................ 

Steve Fleishman 
Wolfe Research LLC Q 
Okay . But just then from a cash flow standpoint in 2018, 2019 I assume y ou lose that cash at...  
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Y es. 
................................................................................................................................................................................................................................ 

Steve Fleishman 
Wolfe Research LLC Q 
...EME. 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
The direct answer is y es. You're pulling the cash forward today which means it won't be there tomorrow. 
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Steve Fleishman 
Wolfe Research LLC Q 
Okay . Okay . And then just on the thinking on GenOn, so the support payments which I think are part of y our NRG 

EBITDA, in the event that we go to the scenario where y ou do have to kind it let it go, can y ou cut cost significantly 

to kind of offset the loss to that revenue? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Y es, Steve. I mean, I think the rule of thumb is that it's about 50% of the cost that we...  
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
It is a significant portion of that number overall. I mean, as y ou recall, you go back and look at our overall 

corporate G&A before GenOn and after GenOn, the costs associated with managing that overall portfolio and 

providing those services is a significant portion of that shared services payment as we move forward. So there is 

an offsetting reduction in cost if y ou, just for academic purposes, imagine that shared service payment away. It 

isn't an absolute. 
................................................................................................................................................................................................................................ 

Steve Fleishman 
Wolfe Research LLC Q 
Okay . Great. Thank y ou. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. Our next question is from Praful Mehta of Citigroup. Y our line is open.  
................................................................................................................................................................................................................................ 

Praful Mehta 
Citigroup Global Markets, Inc. (Broker) Q 
Thanks so much. Hi, guy s. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Good morning, Praful. 
................................................................................................................................................................................................................................ 

Praful Mehta 
Citigroup Global Markets, Inc. (Broker) Q 
Hi. So Mauricio, y ou made the point on natural gas prices and the fact that y ou're long natural gas, which makes 

sense. Just wanted to understand how you look at retail when you talk about it because y ou mentioned retailer is 

countercyclical, which we all understand it is. So when y ou look at EBITDA sensitiv ities to natural gas prices, how 

do y ou fit in retail and the sensitivity of retail being countercyclical to that EBITDA  sensitiv ity? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
All right. I mean, we have said in the past that in a rising natural gas price environment which theoretically will 

also increase in power prices, our retail business will contract in their margin. But that will be more than offset on 

the pickup that we will get on the generation side.  
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So when we think about that integrated platform, we have actually smoothed some of the peaks and valleys by 

putting it together, particularly in Texas, which is important because of the market construct. The energy -only 

ty pe of market construct that is the way  I described it is feast or famine. I mean, it is almost a digital market. It is 

prices are very low or prices are very high. 

 

So we feel very comfortable with our value proposition. And we feel very comfortable that if gas prices rise the 

impact or the negative impact that has in retail is more than offset by  a significant multiple on the generation side.  
................................................................................................................................................................................................................................ 

Praful Mehta 
Citigroup Global Markets, Inc. (Broker) Q 
Got y ou. That's simple. But any  order of magnitude impact on the retail versus the wholesale? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
I don't think we – I mean, we've provided a band of our retail business in the past, but I don't believe we have 

provided a sensitivity to a percentage move in natural gas or power prices. But I mean that is something that we 

could potentially look at in the future. And I'm making a note of that.  
................................................................................................................................................................................................................................ 

Praful Mehta 
Citigroup Global Markets, Inc. (Broker) Q 
Okay . Great. That would be very helpful. And just quickly, secondly, I was looking at y our hedge disclosure on 

slide 24. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Y es. 
................................................................................................................................................................................................................................ 

Praful Mehta 
Citigroup Global Markets, Inc. (Broker) Q 
And the Texas and South Central seems to have a weighted average hedge price that looked to have dropped for 

2017  by about $5 a megawatt hour, and just wanted to ensure I understand what's driving that?  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Y es. Look, I mean, what we did is we lay ered in additional hedges for 2017. I mean, if y ou look at the hedge 

percentages from the last quarter to this quarter, I think we increased by I want to sa y  25% to 30% our total hedge 

price. And I think that is the effect of just increasing our percentage hedge at some lower prices which reflect 

current market. And I mean we did it in the back of the recent rally that we have seen in the natural gas market.  

 

As I have said, I continue to be bullish in 2017, but we need to be prudent in terms of our hedge profile for a 

potential extension of this trough in the commodity cycle. But as we have been in the past we're very 

opportunistic, and we felt that with this recent move it was a good time to lay er in additional hedges. Now, I think 

that pertains only to our coal and nuclear fleet. It does not have our gas portfolio reflected in this.  

 

Chris, do y ou have any additional comments? 
................................................................................................................................................................................................................................ 
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Chris Moser 
Senior Vice President, Commercial Operations, NRG Energy, Inc. A 
No. I think that's true. I think that's a factor of some of the heat rate moves we've seen on the expansion and how 

y ou calculate gas sales when y ou translate them into heat rate. Sometimes y ou get a bi t of a funny  move like that. 

As y ou can see the average equivalent natural gas price is decent right there at $3.52, so I think it's an artifact of 

some moving around on the heat rate side. 
................................................................................................................................................................................................................................ 

Praful Mehta 
Citigroup Global Markets, Inc. (Broker) Q 
Got y ou. Thank y ou, guys. I will get back in the queue.  
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. Our next question is from Michael Lapides of Goldman Sachs. Y our line is open.  
................................................................................................................................................................................................................................ 

Michael Lapides 
Goldman Sachs & Co. Q 
Hey , guy s, two questions for y ou and congrats on a good start to  the year. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Hey , Michael. 
................................................................................................................................................................................................................................ 

Michael Lapides 
Goldman Sachs & Co. Q 
Just looking at some of the detail y ou provide on the Texas market in y our market outlook, I'm kind of at slide 21  

and bey ond. Just curious, the units y ou v iew at risk, what do y ou think the catalyst is? What y ou think the 

timeframe is for when the owners of some of those units have to start making decisions about when to retire? Is 

there a forcing function or could this kind of drag out longer than people expect? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Look, I mean, I will give y ou two cents on it before I pass it on to Chris, but clearly the current commodity or 

power price environment is already a pretty good catalyst for starting that conversation. And we announced at the 

beginning of this y ear that we were going to – our intentions to retire one of our units because of the absolute lack 

of scarcity pricing and the failure of ORDC to prov ide the right price signal in what we consider the tightest 

market in the country. 

 

So I would say  that y ou have different catalysts right now brewing. The first one is this very low power price 

environment in Texas. The second one is the regional case regulations and then the one-hour SO2 requirements. 

So when y ou put those three together, I think this is what we tried to show in this slide, which units are exposed to 

either one, two or all three. And I think that will inform the decision of asset owners i n terms of the economic 

v iability of their units. 

 

But Chris, I mean, do y ou have...  
................................................................................................................................................................................................................................ 
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Chris Moser 
Senior Vice President, Commercial Operations, NRG Energy, Inc. A 
Well, y eah. I don't know that I have a lot to add to that. I mean, I think as y ou're sittin g there and y ou're thinking, 

God, I have to put new scrubbers on Big Brown and Monticello. And then, oh, we still haven't seen exactly what 

the damage is from those in terms of we haven't y et seen the final one -hour SO2 impact. I think that combination 

has got to be daunting. 
................................................................................................................................................................................................................................ 

Michael Lapides 
Goldman Sachs & Co. Q 
What's the timeline? When do plants have to comply with both those? 
................................................................................................................................................................................................................................ 

Chris Moser 
Senior Vice President, Commercial Operations, NRG Energy, Inc. A 
Well, regional haze is going to be later 2019,  2020 and the one-hour SO2 I don't have a good answer for y ou on 

because I think it's still being baked. 
................................................................................................................................................................................................................................ 

Michael Lapides 
Goldman Sachs & Co. Q 
Got it. And when y ou think about nuclear plants in Texas, I mean, we're seeing retirements of nuclear plants i n 

some of the markets that have capacity payments. Can y ou talk about whether South Texas project is generating 

free cash flow and whether y ou think nuclear plants are facing some of the same challenges in Texas that we're 

seeing elsewhere in the country? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Y es, Michael. I mean, I think all the traditional baseload generation is facing some challenges at $2 gas prices. I 

think from our perspective, and we don't provide specific information on a plant by  plant basis, but what I will tell 

y ou is in Texas we actually have a higher threshold than if we were a standalone generator. And the reason why is 

of our integrated model. So we actually achieve significant amount of sy nergies and value by p ointing generation 

to retail. We avoid collateral charges. We avoid friction costs. So we have this higher threshold when it comes to 

evaluating the economic v iability of the plant.  

 

But again, I don't think we can make a decision of retiring a plant based  on one month or three months of very low 

commodity prices which, to be fair, we have very effectively mitigated with our hedging philosophy and strategy. 

What we need to do is we need to look at it in the context of all the dy namics in that market. What a re the 

prospects for each of those plants, and what exactly is what that plant provides to the system that eventually will 

be captured in the prices? So that's I guess where I see that.  

 

What I will tell y ou is that we have an absolute commitment to operat e plants that are economic. We have, I think, 

a pretty good track record in terms of retiring plants where the system doesn't need them in the past, for over the 

last 10 y ears. And even since the beginning of this y ear we have retired close to a gigawatt o f generation in western 

New Y ork and Texas because the market just doesn't support it and because we felt that the economic prospects in 

those particular markets were not going to support it. But I think investors should rest assured that we will make 

the right economic decision. But we need to make sure that we go bey ond the next month and we look at the 

prospects going forward. 
................................................................................................................................................................................................................................ 
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Michael Lapides 
Goldman Sachs & Co. Q 
Got it. Thanks, Mauricio, much appreciated. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. Our next question is from Julien Dumoulin-Smith of UBS. Y our line is open. 
................................................................................................................................................................................................................................ 

Julien Dumoulin-Smith 
UBS Securities LLC Q 
Hey  good morning. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Hi. Good morning, Julien. 
................................................................................................................................................................................................................................ 

Julien Dumoulin-Smith 
UBS Securities LLC Q 
So a couple of little questions, little details here on the resi solar piece, just going back to that, how many 

megawatts do y ou expect y ou will be able to monetize annually as far as a run rate? And then secondly on the 

EVgo piece can y ou comment real quickly, what's the California pay out still due? I imagined – I think it say s y ou 

retain that piece? 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Sure. Julien, it's Kirk. I'll answer the EVgo piece of that. We've probably got over the next four y ears about – the 

good rule of thumb on the California settlement, think about that order of magnitude about $20 million a y ear 

over the next four years. It bumps around, but that's sort of a good averaging. And then we'd be comple ted in 

terms of our obligations in California under that settlement.  
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
And Julien, I mean, I think what y ou should be looking at on the home solar business is we're actually looking at 

the last six  months of operation. We don't have any  grand aspirations in terms of the total sales and installations 

that we want to have for the y ear. We're calibrating that to the historical levels.  

 

I feel very strongly that our plan needed to be a plan that it was achievable. I'm not going to provide y ou specific 

numbers, but what I will tell y ou is that I feel very comfortable hitting those targets. And I think with the 

agreements that we have with our partners we're going to be able to effectively implement this new business 

model. So I think that's what I'm comfortable disclosing to y ou, Julien, today.  
................................................................................................................................................................................................................................ 

Julien Dumoulin-Smith 
UBS Securities LLC Q 
Well, wait, sorry. Just to be clear y ou're comfortable hitting which target? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
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No. What I'm comfortable is on the financial numbers that I provided. I don't want to go into specific sy stems that 

we're going to be deploy ing. What I said is that this business is going to be at least break even by 2 017, and that in 

2016 the negative EBITDA that I have disclosed is mostly coming from this first six  months of operation while we 

were running this business. I mean, going forward I think that turns into a breakeven value proposition. But I 

don't want to provide right now specifics in terms of megawatts deployed or systems installed. I feel that the 

financial disclosures that we're providing will be sufficient going forward.  
................................................................................................................................................................................................................................ 

Julien Dumoulin-Smith 
UBS Securities LLC Q 
Got it. And just turning to the PJM auction coming up here, I've just got to ask. You put it 140 to 160 as analyst 

expectations, but what are your expectations? And then specifically within that what are y ou thinking about 

demand response, the RICE regulations, and new supply entry? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Chris, any  comments on the BRA? 
................................................................................................................................................................................................................................ 

Chris Moser 
Senior Vice President, Commercial Operations, NRG Energy, Inc. A 
Y eah. I mean, back on page 22 we discussed it a little bit. I mean, we've se en some pretty decent numbers out of 

capacity markets in general across the board there at $7  [ph] NE Pool (54:43). We like – obviously the last BRA in 

the 200s for areas where we have a lot of generation were fantastic results. And then the New Y ork May  s pot 

market has been – was a great trend there in the face of a lowered load forecast. 

 

We see a lower load forecast for the CP auction as well. So it's probably down y ear -on-year. So that's why  we threw 

the analy st expectations on. I'm not going to throw a number, our own internal number out there, but look, I think 

it's reasonable to think it's going to be down some or moderate a little bit from the numbers we saw last time just 

because of the changes in load forecast.  

 

And then y ou're right to point out, I think there are some pretty big wildcards out there in terms of, hey , what does 

FirstEnergy  do? What does AEP do? And what kind of impact is the RICE NESHAP going to have on those? And 

those are a bit of wildcards out there that could swing that one. Wel l, I think that those swing it directionally 

upwards compared to where it otherwise would be if y ou start pulling out some of the DR based on auto DR. And 

then also if y ou look at FirstEnergy and AEP decide they're going to retire those units and don't wan t capacity 

obligations because they're concerned about whether or not this end run, this most recent end run they're trying 

around FERC works or not. 

 

I think there that 6,000 megawatts of stuff that's up in the air, which arguably could have a bullish piece on it. 

Will that be enough to offset the load change that they've had in the load forecast? That remains to be seen.  
................................................................................................................................................................................................................................ 

Julien Dumoulin-Smith 
UBS Securities LLC Q 
But I don't hear y ou emphasizing new supply or a big swing in demand response, right? 
................................................................................................................................................................................................................................ 

Chris Moser 
Senior Vice President, Commercial Operations, NRG Energy, Inc. A 
Sorry , Julien, say it again? 
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Julien Dumoulin-Smith 
UBS Securities LLC Q 
I don't hear y ou emphasizing a big move in new supply  or demand response participation.  
................................................................................................................................................................................................................................ 

Chris Moser 
Senior Vice President, Commercial Operations, NRG Energy, Inc. A 
Well, I think on the demand response side this is kind of the last hurrah for a base – for the base capacity product. 

So we'll see what happens on that side, but I – y eah. I don't think there's big swings either way  on those two 

points. 
................................................................................................................................................................................................................................ 

Julien Dumoulin-Smith 
UBS Securities LLC Q 
Got it. Thank y ou. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. We have time for one more question. Our next question is from the line of Jonathan 

Arnold of Deutsche Bank. Y our line is open. 
................................................................................................................................................................................................................................ 

Jonathan Philip Arnold 
Deutsche Bank Securities, Inc. Q 
Good morning, guy s. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Hi, Jonathan. 
................................................................................................................................................................................................................................ 

Jonathan Philip Arnold 
Deutsche Bank Securities, Inc. Q 
Mauricio, y ou mentioned at one point that y ou are going to start looking for incremental savings. And just when 

we benchmark y our SG&A against some of y our peers, obviously, you are a bigger company, but it does seem still 

to be a much more scaled number than maybe others have. Can y ou give us some insight into what y ou see as the 

factors there and what sort of areas y ou might be looking at as y ou try to drive further cost savings? Is it a 

presentational issue? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Right, Jonathan. No. I mean, what I said in the past is that I think it's not a fair comparison to put us against some 

of our generator peers because they don't have the scale of our retail platform and our retail business. So I mean, I 

think on our generation platform, I will put it v is-à-v is anybody in our space, but you need to take into 

consideration that we have a retail platform that I don't believe anybody else on our sector has. What we have 

done today and what I tried to articulate today is really to give you a comprehensive look at the entire cost 

structure that we have, one that y ou can actually reconcile with our financials and that y ou can hold us 

accountable going forward. 

 

We have identified and either executed or are in execution close to $400 million of cost reductions that I feel we 

all feel very comfortable that are very achievable. And we're making significant progress. I think there are more 

opportunities as we integrate some of the businesses, specifically residential solar into the plat form, but I expect 
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that we will be looking at other areas. We now have a comprehensive continuous improvement program that over 

the y ears have been very effective under FORNRG umbrella, and we are extending that, expanding that to the 

entire organization. 

 

So we are reinv igorating that initiative. It is now company -wide, and I expect that we will come with additional 

sav ings under that framework going forward, and as we start identifying them I will provide that additional detail. 

But I'm just excited about where we are in terms of our cost reduction program. We have made significant 

progress and I think we run a very – we're going to be running a very efficient organization here. That is my  goal, 

and again, I mean I think when it comes to comparisons you ne ed to make sure that you compare apples to apples. 
................................................................................................................................................................................................................................ 

Jonathan Philip Arnold 
Deutsche Bank Securities, Inc. Q 
No. That is fair, but do y ou think that this sort of next round y ou're alluding to is something in 2016 or is that 

more longer term? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
No. I think it would be in 2016. I mean, we are in the process right now. I mean, I announced today the 

reintegration of residential solar. We have identified, as I said, significant cost savings. I think as it fully  integrates 

with retail I am sure that there will be more. And we're looking across other areas in the organization. So I mean 

this is an area of focus and to be candid, I mean, it is a reflection and it has to be an – it is an imperative in this 

commodity cycle. So we are looking across not just overhead but also operations, O&M, and that is an area of 

focus as we're seeing changes in dispatch profiles and changes in terms of how our units get compensated 

specifically moving from energy-driven margins to capacity-driven margins. So I mean, everything is on the table. 

And I think, as I said, I mean, it is an imperative in this current commodity market environment. 
................................................................................................................................................................................................................................ 

Jonathan Philip Arnold 
Deutsche Bank Securities, Inc. Q 
And may be I'd just make one quick one on if y ou do move into Texas with the home solar business, is it agreed 

that that will be with the same partners under the same model or is that TBD? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
I think that's a TBD. Right now the partners were focused in the three Northeast markets. And I can't comment 

right now in Texas, but I think it's a TBD. 
................................................................................................................................................................................................................................ 

Jonathan Philip Arnold 
Deutsche Bank Securities, Inc. Q 
So the deal y ou have with Sunrun and Spruce is specific to  the three markets we've talked about today then? 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
I think what I will say  is that's where we're focusing right now, and our partners will support us on those three 

markets. 
................................................................................................................................................................................................................................ 
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Jonathan Philip Arnold 
Deutsche Bank Securities, Inc. Q 
Great. All right. Well, thank y ou guy s. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Thank y ou. 
................................................................................................................................................................................................................................ 

 

Operator: Thank y ou. Our last question is from Brian Chin of Bank of America Merrill Ly nch. Your line is open. 
................................................................................................................................................................................................................................ 

Brian J. Chin 
Bank of America Merrill Lynch Q 
Hi. Thanks and good morning. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
Hey , good morning, Brian. 
................................................................................................................................................................................................................................ 

Brian J. Chin 
Bank of America Merrill Lynch Q 
So just going back to the Midwest Gen capacity, I get that y ou're just swapping out for a lower cost of capital, but 

what I'm wondering is that $253 million, does that cover the entirety of the Midwest Gen capacity? Is there an 

ability  to upsize that to a larger number Why  or why  wouldn't y ou potentially upsize that lower cost of capital 

financing? 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Brian, it's Kirk. What I would tell y ou is, no, it doesn't include all of it. The order of m agnitude is a little less than 

half. There may  be an incremental opportunity to do so, but that number provides us the amount of capital we 

thought was prudent right now given the opportunities we see on the deleveraging front. But again, so it's a little 

less than half of the total amount of capacity, so think about maybe 1,500 megawatts a y ear through the 2016 -

2017, 2017-2018, 2018-2019 timeframe. 
................................................................................................................................................................................................................................ 

Brian J. Chin 
Bank of America Merrill Lynch Q 
Got it. And then could y ou conceivably expand that for any of y our assets in PJM East or potentially in California 

under resource adequacy constructs? 
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
I can't really  comment too much on California. I think that's a little bit more complex, but the answer on the PJM 

East front is y es. Added complexity there is – obviously, a lot of those assets are in the GenOn complex, but it's 

certainly not impossible where that's concerned. And then I think going back to Midwest Gen, certainly that's an 

opportunity that we'd rev isit post the completion of the next round of auctions there in PJM.  
................................................................................................................................................................................................................................ 
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Brian J. Chin 
Bank of America Merrill Lynch Q 
Appreciate it. Thanks for squeezing me in.  
................................................................................................................................................................................................................................ 

Kirkland B. Andrews 
Chief Financial Officer & Executive Vice President A 
Y ou bet. 
................................................................................................................................................................................................................................ 

Mauricio Gutierrez 
President, Chief Executive Officer & Director A 
No problem, Brian. 
................................................................................................................................................................................................................................ 
 

Operator: Thank y ou. And that does conclude our Q&A session for today. Ladies and gentlemen, thank y ou for 

participating in today's conference. This does conclude today's program. You may all disconnect. Everyone have a 

great day . 
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