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SUMMARY

· ENE reported 1Q:01 EPS of $0.47 vs. $0.40 last year, above our and consensus estimates of $0.43 and $0.45, respectively.

· Prelim. raise 2001E EPS to $1.80 based on confidence in cont. strong growth in wholesale segment.  Company ups 2001 guidance by $0.05 to $1.75-$1.80.

· ENE earnings conference call:  10AM EST today. Dial-in: 913-981-4900.

· Highlights: Energy Merchant-- Wholesale volumes up 65%, ahead of our 40-50% expectation and appear to have benefited from volatility running double last years level, by our calculation. Segment IBIT up 76%, driven by strong volume growth in both natural gas and power in North America and Europe.  Bandwidth Trading: Over 580 transactions executed for the quarter-- greater than in all of 2000.

· Results include reserve for receivables owed from PCG in California; estimate to be approximately $580 million.





Fundamentals

P/E  (12/01E)

33.0x

P/E  (12/02E)

29.0x

TEV/EBITDA  (12/01E)

NA

TEV/EBITDA  (12/02E)

NA

Book Value/Share  (12/01E)

NA

Price/Book Value

NA

Dividend/Yield  (12/01E)

$0.54/0.9%

Revenue (12/01E)

$75,748.2 mil.

Proj. Long-Term EPS Growth

20%

ROE  (12/01E)

11.5%

Long-Term Debt to Capital(a)

NA

ENE is in the S&P 500® Index.

(a) Data as of most recent quarter






Share Data

.
Recommendation


Price (4/16/01)

$59.44

Current Rating

1

 FORMTEXT 
H

52-Week Range

$90.00-$53.50

Prior Rating

1

 FORMTEXT 
H

Shares Outstanding(a)

724.6 mil.

Current Target Price

$100.00

Convertible

No

Previous Target Price

$100.00

Earnings Per Share

FY ends

1Q
2Q
3Q
4Q
Full Year

12/00A
Actual
$0.40

 FORMTEXT 
A
$0.34

 FORMTEXT 
A
$0.34

 FORMTEXT 
A
$0.41

 FORMTEXT 
A
$1.47

 FORMTEXT 
A

12/01E
Current
$0.47

 FORMTEXT 
A
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
$1.80

 FORMTEXT 
E


Previous
$0.43

 FORMTEXT 
E
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
$1.73

 FORMTEXT 
E

12/02E
Current
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
$2.05

 FORMTEXT 
E


Previous
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
$2.05

 FORMTEXT 
E

12/03E
Current
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 


Previous
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 

First Call Consensus EPS: 12/01E $1.75; 12/02E $1.98; 12/03E NA

Better-than-expected 1Q:01 results driven by wholesale growth

We reiterate our 1H (Buy, High Risk) rating and $100 price target on ENE following their announcement of strong 1Q:01 operating EPS of $0.47 vs. $0.40 in the year-ago period, ahead of our and consensus estimates of $0.43 and $0.45, respectively. ENE also raised their 2001 EPS guidance by $0.05 to $1.75-$1.80.  These results we driven in large part by their merchant energy segment, which saw a 76% increase year/year.  We note that ENE has taken significant reserves against their estimated $580 million receivable exposure to PCG, but that this reserve has already been built into their results.  We preliminarily raise our 2001 EPS estimate for ENE to $1.80 from $1.73.

Wholesale Services -- Above Expectations

Results in Wholesale Services were up 76 percent over last year, to $755 million.  Commodity Sales and Services, their key marketing and trading segment, drove this growth with a 207% increase to $785 million.  Strong results were shown in both natural gas and power, an in both the North American and European markets.  Total wholesale volumes were up 65% (ahead of our expectations of 40%-50%), with gas up 55% and power up 109%.  We expect EnronOnline, Enron’s industry- leading trading platform, to continue to drive strong growth in transaction volumes over the balance of the year.  Profitability was up in the segment due both to strong volume growth, as well as strong volatility seen in the energy commodity markets, which we have found to be at twice the levels seen last year.  We expect European wholesale operations to provide a kicker to earnings growth, as the continental energy markets continue to deregulate and Enron grows their already dominant position as the leading energy merchant.

Broadband Services -- Above Expectations

Enron reported 580 transactions for 1Q:01 in their bandwidth trading and marketing group-- nearly twice the 320 reported for all of 2000, and in-line with their guidance given at our conference earlier this month.  Start-up losses for the segment were $(35) million, in-line with our expectations. We see this increase in activity as validating the establishment of a bandwidth commodity market, and expect Enron to continue to be the leading player in this rapidly growing marketplace.

Retail Services -- In-line

Retail Services IBIT increased to $40 million in 1Q:01 vs. $6 million in the year ago quarter, in-line with our expectations.  We remain confident in Enron’s ability to achieve their guidance of $225 million for 2001, as they continue to capture opportunities in the deregulating energy marketplaces.

Investment Thesis

We rate ENE 1H (Buy, High Risk), and place a 12-18 month price target of $100.  Our price target reflects $60 in implied value for Enron's energy merchant platform and $40 for bandwidth trading and other extensions of their risk merchant franchise (within 5 years, we see the value of bandwidth trading exceeding the entire value of energy marketing).  Further enhancing ENE's valuation is the continuing transformation of ENE into a company relying on 'intellectual capital' vs. physical capital.  ENE is the leading wholesale energy supplier of natural gas, electricity, coal, and other commodities in the United States, and increasingly around the world.  We view ENE as a core holding in the Power and Natural Gas industry.
Company Description

Enron is the leading Risk Merchant.  Traditionally considered a natural gas pipeline company, Enron's core business is now the management of price risk in fast-growing and deregulating commodity markets.  The Risk Merchant franchise accounts for 75% of operating income, and is growing at a 30%-40% annual rate.  Enron grows by expanding this business model into new geographies and commodities.  Market shares: No. 1 in relatively mature $80 billion U.S. natural gas market; No. 1 in $235 billion U.S. electricity market, opened in 1996 and rapidly growing. Enron also has first mover advantage in the $270 billion European market, opened in February 1999, where it is already profitable and has seen volumes grow ten-fold.  We expect Enron will solidify its position by using the Internet; EnronOnline already drives over half of total commodity volumes.  Finally, we expect Enron to successfully develop the bandwidth commodity market, where it already has first mover advantage.
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