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	SUMMARY
· We adjust Enron's historical EPS for the restatements filed in their 8K published on November 8th.
· We revise our stand-alone 2002 EPS estimates to $1.50 from $2.15.  We think this could prove conservative, but await further data on Enron's ongoing performance in their energy trading & marketing business.
· Enron is currently trading at a relatively large 20% discount to their implied merger value of $12.40.  We think this spread could contract as certainty improves over accounting issues, stand-alone earnings power, and the scope of hurdles to merger completion.     
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	Fundamentals

	P/E  (12/01E)	
	5.8x

	P/E  (12/02E)	
	6.7x

	TEV/EBITDA  (12/01E)	
	NA

	TEV/EBITDA  (12/02E)	
	NA

	Book Value/Share  (12/01E)	
	$10.00

	Price/Book Value	
	1.0x

	Dividend/Yield  (12/01E)	
	$0.52/5.2%

	Revenue (12/01E)	
	$100,789.0 mil.

	Proj. Long-Term EPS Growth	
	23%

	ROE  (12/01E)	
	11.5%

	Long-Term Debt to Capital(a)	
	51.6%

	ENE is in the S&P 500® Index.

	(a) Data as of most recent quarter





	Share Data
	
	.
	Recommendation
	

	Price (11/13/01)	
	$9.98
	
	Current Rating	
	3S

	52-Week Range	
	$84.63-$8.41
	
	Prior Rating	
	3S

	Shares Outstanding(a)	
	801.0 mil.
	
	Current Target Price	
	$14.00

	Convertible	
	No
	
	Previous Target Price	
	$14.00



	Earnings Per Share

	FY ends
	
	1Q
	2Q
	3Q
	4Q
	Full Year

	12/00A
	Actual
	        NA 
	        NA 
	        NA 
	        NA 
	$1.33A

	12/01E
	Current
	$0.49A
	$0.46A
	$0.41A
	$0.36E
	$1.72E

	
	Previous
	$0.49A
	$0.46A
	$0.41A
	$0.46E
	$1.80E

	12/02E
	Current
	        NA 
	        NA 
	        NA 
	        NA 
	$1.50E

	
	Previous
	        NA 
	        NA 
	        NA 
	        NA 
	$2.15E

	12/03E
	Current
	        NA 
	        NA 
	        NA 
	        NA 
	        NA 

	
	Previous
	        NA 
	        NA 
	        NA 
	        NA 
	        NA 

	[bookmark: trc_FtNote1_Text_Copy_1]First Call Consensus EPS: 12/01E $1.80; 12/02E $1.97; 12/03E NA
We are awaiting the restatement of quarterly 2000 EPS.




OPINION

Enron’s Earnings Restatements and Revised Stand-Alone Forecast
Enron restated their historical income statement and balance sheet items in their November 8th 8K, including their EPS.  Our new 2002 EPS forecast of $1.50 assumes some ongoing level of earnings attrition at Enron’s core Energy Merchant unit.  We think this could prove conservative, but await further data on Enron's ongoing performance in their energy trading & marketing business.  Their 4Q guidance, expected in the next 3-4 weeks, will be key not only in establishing our 4Q outlook, but also our expectations for 2002.  Our Q4 estimate is difficult to pinpoint at this stage, but we think that it is directionally correct.


	
	
	
	
	1Q
	2Q
	3Q
	
	4Q
	
	

	
	1998
	1999
	2000
	2001
	2001
	2001
	
	2001E
	2001E
	2002E

	
	
	
	
	
	
	
	
	
	
	

	Recurring Dil EPS 
	 $  1.00 
	 $  1.18 
	 $  1.47 
	 $ 0.47 
	 $ 0.45 
	 $  0.43 
	
	
	
	

	Revision
	 $ (0.15)
	 $ (0.31)
	 $ (0.14)
	 $ 0.02 
	 $ 0.01 
	 $ (0.02)
	
	
	
	

	Revised Dil EPS
	 $  0.85 
	 $  0.87 
	 $  1.33 
	 $ 0.49 
	 $ 0.46 
	 $  0.41 
	
	 $ 0.36 
	 $ 1.72 
	 $ 1.50 


Source: Co. reports and SSB.
Factors that Drive the Arbitrage Spread Between Enron and Dynegy
Pending the merger, we expect Enron’s stock price to be correlated with Dynegy (DYN#-1H $46), which offered 0.2685 Dynegy shares per Enron share to Enron shareholders in their recently announced merger proposal.  At today’s closing prices, Enron is now trading at a 20% discount to the implied offering price of $12.40, given the fixed exchange ratio.  We expect this spread to narrow over time as three major uncertainties are addressed:  
1) We will watch for further disclosures regarding accounting practices, or indications, such as from the SEC, that all isues are completed.  While the company has gone a long way towards this end with their 8K and subsequent conference calls, uncertainty still remains.  
2) We will seek clarity as to Enron’s ongoing earnings power and stand-alone value.  There is a great deal of uncertainty surrounding Enron’s operational and earnings outlook as a stand-alone entity, and we expect more clarity in the next 3-4 weeks.  
3) At this early stage, it is uncertain how long the merger approval process will take or what issues may arise.  As time moves on and we gain clarity on the length and difficulties of the approval process, we expect the spread to narrow.
Clarity with regard to any of these uncertainties should cause the spread to narrow and ENE to trade closer to their implied merger value.
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