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KEY POINTS


CIN reported third quarter 2001 operating earnings of $0.80 per share, compared with $0.58 per share earned in the third quarter of 2000.  The 38% increase in earnings per share is primarily due to strength in wholesale trading and marketing and solid growth at the regulated utility operations.


Cinergy reaffirmed its 2001 earnings guidance of $2.75 per share.  Although no comments regarding 2002 estimated earnings were provided by the company, we currently feel comfortable with our 2002E EPS of $2.95.  We expect Cinergy to grow earnings at a conservative rate of 7%-8% per annum, with regulated operations growing at 5%-6% and energy merchant operations growing at 10%-12%.  However, if the economy weakens further and wholesale power prices remain at current levels we may revisit on 2002 estimated earnings per share at a later date.


Energy Merchant segment earnings were $0.37 per share, more than double the $0.15 per share earned in last year's third quarter.  Origination, marketing and trading gross margins rose $43 million, or $0.07 per share, to $217.1 million from $174.1 million last year.  Electricity trading volumes totaled 86,398,499 mWh, up 150% from last year's levels.  Physical and financial gas trading volumes totaled 48.1 bcf per day, up 160% over the same period last year. Cinergy Solutions, the segment's cogeneration business, added $0.03 per share in the quarter.  Also, CIN added roughly 1,100 MW of new gas-fired peaking capacity since the third quarter last year.


Regulated Operations earned $0.48 per share in the latest quarter, compared with $0.46 per share in the third quarter 2000.  Gross margins improved due to increased customer demand from service territory growth and warmer weather. This was offset slightly by increased operations and maintenance and interest expenses.  Total electric retail sales volumes were 13,898,726 mWh, up 3.6% over last year's level.  Gas retail and transportation sales volumes declined 10.8% to 10,248,332 mcf.  The decrease was primarily related to weather as well as softening industrial demand.  As of September 2001, total electric customers were 1,500,790, up from 1,481,411 a year ago and total gas customers were 489,667, up from 482,328 a year ago.  


Results from the Power Technology and Infrastructure Services segment lost $0.05 per share, down from a loss of $0.03 in the prior year.  Through Cinergy Ventures Group, this division pursues technology equity investments and runs technology pilots.  CIN owns several start-up energy infrastructure companies that incurred additional costs as well as roughly $100 million of direct and indirect investments in power technology-related companies that decreased in value during the third quarter. 


We continue to rate shares of CIN Strong Buy. Our 12-month price target of $37 per share is based upon a P/E multiple of 12.5 times our 2002 EPS estimate of $2.95. In our opinion, the premium valuation is warranted. CIN is a low cost producer of electricity (primarily coal) that is strategically located in the Midwest, and is actively adding to its merchant generation portfolio. In total, Cinergy Corp. owns 13,000 MW of generation capacity. Of that total, 6,000 MW is regulated and 7,000 MW is unregulated. Because of Cinergy Corp.’s strategic location and its large fleet of low-cost power plants, we think the company would be attractive to potential acquirers.
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RISKS


Cinergy’s earnings can be impacted by changes in the price of natural gas, by wholesale power price volatility and by weather.





THird Quarter 2001 earnings breakdown


�
EPS�
�
Energy Merchant:�
�
�
EPS - 3Q00�
0.15�
�
Origination, marketing and trading gross margins�
0.07�
�
Reduction in gross margins due to lower generation availability�
-0.02�
�
Contract length mark-to-market in 2000 vs. physical length in 2001�
0.08�
�
Cinergy Solutions�
0.03�
�
Increased coal costs�
-0.01�
�
Increased interest�
-0.01�
�
Reduction in property taxes�
0.04�
�
Other - net�
0.04�
�
Energy Merchant earnings per share�
0.37�
�
Regulated Operations:�
�
�
EPS - 3Q00�
0.46�
�
Increased gross margins�
0.11�
�
Increased operation and maintenance expenses�
-0.02�
�
Increased interest�
-0.02�
�
Accelerated amortization of regulatory assets�
-0.02�
�
Other - net�
-0.03�
�
Regulated Operations 3Q01 earnings per share�
0.48�
�
Power Technology and Infrastructure Services�
�
�
EPS - 3Q00�
-0.03�
�
Lower results from portfolio companies�
-0.02�
�
Power Technology and Infrastructure 3Q01earnings per share�
-0.05�
�
Cinergy consolidated 3Q01 earnings per share�
0.80�
�
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Additional information available upon request.�
�
�
UBS Warburg LLC, 1285 Avenue of the Americas, New York, NY 10019 Phone: +1-212-713-2000


This report has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient.  This report is based on information obtained from sources believed to be reliable but no independent verification has been made, nor is its accuracy or completeness guaranteed.  This report is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.  Opinions expressed herein are subject to change without notice and the division, group, subsidiary or affiliate of  UBS AG (“UBS”) which produced this report is under no obligation to update or keep the information current. The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. UBS and/or its directors, officers and employees may take positions in, and may make purchases and/or sales as principal or agent or UBS may act as market-maker in the securities or related financial instruments discussed herein.  UBS may provide corporate finance and other services to and/or serve as directors of the companies referred to in this report.  UBS accepts no liability for any loss or damage of  any kind arising out of the use of this report.  EEA: This report has been issued by UBS Warburg Ltd., a subsidiary of UBS AG, regulated in the UK by the Securities and Futures Authority.  This report is for distribution in the UK to persons who are not UK private customers.  US:  This report is being distributed to US persons by either UBS Warburg LLC or UBS PaineWebber Inc., subsidiaries of UBS AG, or by a division, group or affiliate of UBS AG, that is not registered as a US broker-dealer (a “non-US affiliate”), to major US institutional investors only. UBS Warburg LLC or UBS PaineWebber Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Warburg LLC or  UBS PaineWebber Inc.  Canada: This report is being distributed by UBS Bunting Warburg Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. Singapore: This report is being distributed in Singapore by UBS Warburg Singapore Pte. Ltd.   For transactions, please contact your local sales representative.  Additional information will be made available upon request.


© 2001  All rights reserved. This report may not be reproduced or distributed in any manner without the permission of UBS.
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Cinergy Corp., through subsidiaries, supplies electric and/or gas service in Ohio, Kentucky and Indiana.  It also owns an independent power business in the U.S., operates an energy marketing and trading business and has modest-sized international investments.











