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Enron Corporation  (BUY)

1Q01 RESULTS STRONG AS EXPECTED; REITERATE BUY
ENE
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· Enron's 1Q01 Earnings Results were strong as expected, and we reiterate our Buy with a $120 price target

· Much of the $0.47 EPS was driven by continued growth in its Wholesale Energy Services business, with special note to European volume growth

· Retail Energy continues to ink contracts towards its 2001 $32 billion contract value goal

· Broadband services is growing, albeit a slower pace due to customer's capital issues and economic climate
Enron's 1Q01 Earnings Results were strong as expected, and we reiterate our Buy with a $120 price target.  Enron continues to capitalize on the tightness of the energy markets with its wide array of products and services, as evidenced by growing volumes in most all commodities it trades (especially gas and power), and a growing book of managed properties and increased bandwidth intermediation transactions. 

Wholesale Energy posted another strong quarter with regards to volume growth, especially in Europe.  Power and gas volumes continue to grow rapidly, both in the US and abroad.  Power volumes in North America almost doubled from 1Q00, while European volumes tripled.  We are pleased to see this data--Enron is experiencing growth in Europe while some of its competitors can't even get traction.  As a side note, we were a bit surprised to see most of the businesses earnings from commodity sales than more evenly distributed with its assets and investments sub-segment, but we are not reading into this too much.  The business is growing very quickly and is a testament to the sustainable competitive advantage Enron has amassed through its systems, scale and scope.

Although we do not have full resolution as to the credit risks it has faced in certain markets, we are confident that Enron has successfully dodged the bullet with regards to the PG&E bankruptcy and will continue to prosper amid increasing credit risks nationwide.  In many ways, some opportunities are a double-edged sword, for many companies that are in need of Enron's risk management tools are those who have experienced cash drains as a result of volatile energy prices.  However, properly-managed risks are ones certainly worth taking.  We are confident of Enron’s risk-management practices internally.

Retail Energy Services continues to ink contract volumes towards its year-end goal of $32 billion in value.  With continued energy price volatility and the slowing economy bringing costs into further scrutiny, we believe this business will continue to grow with a "visibility tailwind".  In addition, we were pleased to hear that Enron has decided to shift the commodity risk inherent in this business into its Wholesale Energy segment, where it can be better managed, and hopefully, better leveraged.  

Broadband Services continues to grow, albeit at a slower pace than we would have hoped.  EBS posted a loss in the neighborhood we estimated, and also hit higher transactional volumes than in all of 2000.  It seems the earnings stream in this segment may be a bit more lumpy in these earlier stages than our initial forecasts would have indicated.  We believe this is of little consequence to its development, however, since the businesses have met or exceeded profitability and performance targets internally.  We recently talked to management regarding the business, and felt comfortable they were getting adequate traction with customers and the interest for its bandwidth intermediation services exists.  On the content side, it seems that management is more than satisfied with business development post-Blockbuster, as they have access to twice as much content as they did during the agreement.  The stumbling block it seems is not technology, as BBI would have claimed, but rather the terms of agreements with potential customers of the VOD service.  We believe many of these issues will be resolved in the upcoming quarters.

Additional information is available upon request.  
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