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ENRON (ENE–$67 3/8)
	ROE (1999E)
	10.1%
	Dividend
	$0.50

	Tot. Debt/Cap
	49%
	Yield
	1.0%

	Shares Out
	781
	52-Wk Range
	50-30

	Proj. 5-yr. EPS Growth
	20%-25%
	Book Value (1999E)
	$12.20

	12-Month Target Price
	$100
	Fiscal Year
	Dec.



	
	
	
	2000E
	
	2001E
	

	
	1999
	OLD
	NEW
	OLD
	NEW

	1Q
	$0.34
	-
	-
	-
	-

	2Q
	$0.27
	-
	-
	-
	-

	3Q
	$0.27
	-
	-
	-
	-

	4Q
	$0.31
		-	
		-	
		-	
		-	

	Year
	$1.19
	$1.45
	-
	$1.75
	-

	P/E
	-
	46.5x
	-
	38.5x
	-


Notes:	Earnings estimates reflect operating results on a diluted basis and exclude all one-time items.

ENE—RAISE PRICE TARGET TO $100; CONFERENCE CALL; REMAINS “1” RATED

· SCHRODERS-SPONSORED CONFERENCE CALL TODAY AT 11:00 A.M. EDT TO DISCUSS ENRON’S ANALYST MEETING—Dial-in:  877-679-9051
· Raise 12-month price target from $75 to $100; Enron is our Top Pick for 2000

· 3 KEY POINTS:
· Confidence in existing Energy Merchant and Retail Energy franchises strengthened by disclosures at conference
· The assist from Enron’s online trading platform—www.enrononline.com—is surprising and much greater than expected
· Finally, bandwidth trading & delivery services are a reality, and investors are clearly paying for this opportunity at a faster rate than anticipated; we think the value is there, justifying a greater near-term (12-month) price target

KEY HIGHLIGHTS FROM ANALYST MEETING.  Following are key highlights from Enron’s annual analyst meeting, held yesterday in Houston.  The stronger-than-expected outlook in three key areas is the reason for the increase in our price target.

EXISTING ENERGY MERCHANT AND RETAIL ENERGY PLATFORMS

WHOLESALE:  Enron’s wholesale energy business in the U.S. is going strong.  Volume growth has resumed in electricity, and market share gains in natural gas reflect the double impact of synergy with the deregulating electricity market, and the impact of online trading (discussed below).  Continental Europe has mushroomed as a growth franchise, ahead of our expectation.  Enron has overcome regulatory difficulties and a wall of opposition from entrenched European utilities to achieve remarkable growth since February 1999, the “Big Bang” of deregulation in Continental Europe.  Transaction volumes – the key driver of profitability – have doubled sequentially each quarter, since the market opening (est.) 750 transactions in 1Q:99, 1,500 in 2Q:99, 3,000 in 3Q:99, and 8,000 in 4Q:99 (profitable already in 3Q: & 4Q:99).

The Continental European market, as the U.S. electricity and natural gas markets before, demonstrate 2 principles, with implications for the bandwidth commodity market:  (1) once “critical mass” in transaction volumes are achieved, markets tend to follow a natural and rapidly growing progression; and (2) opposition from existing industry players is not enough to “re-cork the Genie” after it has been let out of the bottle.  Deregulation and commoditization are typically not reversed once they have entered an industry whose inefficient market structure calls for the introduction of market forces.

All told, the resumption of volume growth in U.S. electricity, robustness in U.S. natural gas, and exploding market presence in Europe, increase our confidence that Enron’s Energy Merchant franchise -- which already contributes 75% of earnings and grew 35% in 1999 -- will continue to grow 30%-40% in 2000 and later years.

RETAIL:  Breaking into the black, Retail Energy achieved profitability in 4Q:99 after 3 years of start-up losses.  Enron raised the bar on profitability at the meeting, from a projected $50 million to $75 million in 2000.  We think this goal is conservative and likely to be topped as the relatively fixed front-end costs are leveraged by rapidly growing contract volumes, projected to double in 2000 from the $8.5 billion signed in 1999.

ONLINE TRADING

Enron’s online trading platform – www.enrononline.com – is a true “business-to-business eCommerce” platform.  It replaces slow, inefficient “voice and fax” trading conducted over telephone lines.  Enron has already achieved No. 1 market share in this type of energy trading service, which doesn’t surprise us given the ease of use we witnessed in the system.  

Enron disclosed that in less than 3 months of operation (it was launched on November 29), EnronOnline now accounts for 18% of Enron’s total trading volume in electricity and gas, i.e., over 10,000 transactions to date.  We think it is possible that Enron could as much as double its existing market share in commodities such as electricity and natural gas over time through the use of its online trading platform, with evidence of a market share effect already occurring in the U.S. and U.K. natural gas markets.

BANDWIDTH TRADING & CONTENT DELIVERY SERVICES

Enron is trading bandwidth, having completed about 5 transactions in the past several weeks.  In our view, as we said in our January 12 report, the achievement of a “critical number” of transactions validates a new commodity market.  We think Enron has nearly achieved that number, and is at the cusp of validating the bandwidth market.

What should we expect from here?  We expect to see the number of transactions accelerate.  Enron gave a metric to track this market which is essentially the same as energy volumes in the gas and electricity markets.  We expect this volume number to grow materially, and profits to track that number.

Validation of bandwidth trading comes in transactions.  On the content delivery side, we see validation in the sheer technical excellence that was obvious from our walk-through of Enron’s facilities.  We also see it by the growing “buy-in” Enron is receiving from leading technology and communications services companies who are choosing to partner with Enron.  These include Lucent, Cisco and Sun Microsystems.  The latter was highlighted by Enron’s announcement – in conjunction with Scott McNealy, CEO of Sun, that Enron would purchase as many as 18,000 servers to manage the content delivery side of the business over the next 5-10 years.

COMMUNICATIONS IS THE CRITICAL NEW VALUE DRIVER FOR ENRON

It is difficult to value these new business opportunities, and more rigorous valuation methodologies are necessary.  Nevertheless, recognizing that uncertainty, we see our new 12-month price target as conservative. Enron is a unique business entity that has no direct comparable in the communications business.  Ultimately, we think the value of the bandwidth trading & content delivery opportunities, due to their superior growth potential, are worth more than the entire value Enron has created in electricity and natural gas so far.

In our earlier view, Enron’s energy businesses – Wholesale and Retail Energy – were worth at least $60.  We think the outlook at both of these businesses has improved, justifying a higher price target.

We assigned $45 of value to the bandwidth market, excluding the content delivery side of the business.  Based on what we learned at the conference, we now think $45 for bandwidth trading is conservative, and content delivery is worth considerably more than the zero we had assigned it.

We raise our 12-month price target from $75 to $100.  We view this as an intermediate target, influenced by several factors:  (1) how rapidly investors pay for the bandwidth opportunity; and (2) how rapidly catalysts unfold in bandwidth trading, utilization of the online trading platform, rollout of content delivery services, and continued development of the energy platforms.
Schroder & Co. Inc. was a manager or co-manager of a public offering of Enron within the past three years.
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