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SUMMARY

· ENE has underperformed its peer group of Energy Merchants.  Stock price down 39% from 52-week high ($90 on August 23) vs. peer group, up 1.9%.

· We reiterate our Buy rating on the stock, and believe the weakness is largely due to concern over ENE's group-high P/E multiple and PEG ratio of 27x and 1.3x, respectively (group average 19x and 1.0x), coupled with a series of concerns over various parts of Enron's business: bandwidth, India, etc.

· Our sense is that the bandwidth unit is performing on target, and is likely to beat the strong numbers posted last quarter.  India, while a significant issue, remains a small part of Enron's asset base (about 4%).  It is a legacy business, in our view, and does not materially affect our overall view of the company.

· We see ENE's business fundamentals intact, and in fact, improving.  Growth rate expansion to 25% from 20%; growing returns on capital; bandwidth trading all good reasons to own stock -- justify premium valuation.





Fundamentals

P/E  (12/01E)

29.0x

P/E  (12/02E)

25.5x

TEV/EBITDA  (12/01E)

NA

TEV/EBITDA  (12/02E)

NA

Book Value/Share  (12/01E)

NA

Price/Book Value

NA

Dividend/Yield  (12/01E)

$0.54/1.0%

Revenue (12/01E)

$202,635.2 mil.

Proj. Long-Term EPS Growth

20%

ROE  (12/01E)

12.9%

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 (5/17/01)

$52.20

Current Rating

1

 FORMTEXT 
H

52-Week Range

$90.00-$52.20

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
$0.47

 FORMTEXT 
A
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
        NA

 FORMTEXT 
 
$1.80

 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 $1.79; 12/02E $1.98; 12/03E NA

OPINION

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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