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	SUMMARY
· We initiate coverage of Aquila, Inc. with a 1H (Buy, High Risk) rating and a 12-month price target of $44.
· Aquila is a pure-play Energy Merchant, leveraging their strong trading and risk management skills in the rapidly growing energy commodity markets.  Aquila was an early mover into these deregulating markets, and has shown strong traction over recent years, which we believe is sustainable long-term.
· We project a 20-25% growth rate for ILA driven by our robust outlook for wholesale energy and the potential for successful expansion into new commodities and geographies.
· At a 2002 0.7x P/E-to-growth (PEG) ratio, ILA is trading at a significant discount to their Energy Merchant peer average of 1.0x. Based on its strong track record and potential for industry-leading earnings growth, we place a PEG value on ILA of 1.0x 2002 earnings, leading to our $44 price target.
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	Fundamentals

	P/E  (12/01E)	
	19.7x

	P/E  (12/02E)	
	16.3x

	TEV/EBITDA  (12/01E)	
	NA

	TEV/EBITDA  (12/02E)	
	NA

	Book Value/Share  (12/01E)	
	$7.33

	Price/Book Value	
	4.4x

	Dividend/Yield  (12/01E)	
	NA/NA

	Revenue (12/01E)	
	$42,222.0 mil.

	Proj. Long-Term EPS Growth	
	22%

	ROE  (12/01E)	
	32.8%

	Long-Term Debt to Capital(a)	
	1.8%

	     

	(a) Data as of most recent quarter





	Share Data
	
	.
	Recommendation
	

	Price (5/17/01)	
	$32.55
	
	Current Rating	
	1H

	52-Week Range	
	$31.30-$27.85
	
	Prior Rating	
	NA

	Shares Outstanding(a)	
	97.5 mil.
	
	Current Target Price	
	$44.00

	Convertible	
	No
	
	Previous Target Price	
	NA



	Earnings Per Share

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

	12/00A
	Actual
	$0.13A
	$0.27A
	$0.25A
	$0.50A
	$1.14A

	12/01E
	Current
	$0.57A
	$0.39E
	$0.33E
	$0.39E
	$1.65E

	
	Previous
	        NA 
	        NA 
	        NA 
	        NA 
	        NA 

	12/02E
	Current
	        NA 
	        NA 
	        NA 
	        NA 
	$2.00E

	
	Previous
	        NA 
	        NA 
	        NA 
	        NA 
	        NA 

	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 NA; 12/02E NA; 12/03E NA




Aquila is a leading “pure play” Energy merchant
On April 24, 2001, Aquila, Inc. became a publicly traded company as approximately 20% of the outstanding shares were spun-off by parent UtiliCorp United (UCU--1H).  Aquila has been active in the deregulating energy markets since 1987, when they first became involved in the marketing of natural gas.  Today, they are one of the largest and most respected energy trading and marketing organizations in the United States, having leveraged their core skills in the natural gas markets to the deregulating North American power markets.
We view Aquila as a member of the top tier group of Energy Merchants.  They are active in every significant energy commodity market, continue to expand geographically, and have significantly grown their overall trading volumes.  Like industry leader Enron (ENE--1H), Aquila makes a point of being active early in the development of commodity markets, as they have shown in the electricity, natural gas, weather derivative, and most recently, bandwidth markets.  We feel that this early mover advantage should allow them to sustain their position among the leading Energy Merchants.
Aquila’s business is divided into two segments-- Wholesale and Capacity Services.  Wholesale Services houses their trading and risk management operations, as well as their Capital Services group, which provides capital to exploration & production companies (which typically include embedded commodity contracts).  Their new Broadband Services group provides risk management tools to clients through the rapidly developing bandwidth commodity market.  Capacity Services houses their power plant assets, their natural gas gathering, transportation, processing and storage businesses, as well as their coal terminal.
Investment Highlights
Aquila is a Leading Energy Merchant
We view Aquila as one of the leading Energy Merchants, having achieved significant traction in its marketing and trading activities.  Operating earnings grew to $194 million in 2000 from $84 million in 1999.  Although 2000 showed a significant jump, we project 20-25% long-term growth from these levels.  Aquila has been an early mover in the markets in which it is now active (including natural gas, electricity, coal, weather derivatives, and now bandwidth), allowing it to capture increasingly higher margins.  Like other leading players, Aquila demonstrated solid profitability, even during the electricity price spikes of 1998 and 1999.  Aquila has sufficient Size, Scale and Experience to effectively manage risks: in 2000, it was the 7th largest North American power marketer and the 4th largest natural gas marketer.  As for experience, Aquila was an early entrant in the energy commodity markets, having begun trading natural gas in 1987.
Aquila is a “pure-play” Energy Merchant, and not an energy conglomerate with widely diversified operations.
Aquila is a pure-play focused on trading and risk management, with a small portfolio of generating assets.  We see this as an advantage over the long-term, as Aquila’s business model allows them to make money in both rising and falling commodity price environments.  A comparable pure play, in terms of its business model, is Enron.  In addition, Aquila differs from their Merchant peers in that they do not have significant regulated assets (such as major pipeline assets) nor have they invested largely in peripheral energy businesses, such as Exploration & Production.  This allows them to maintain a higher growth trajectory than their peers, in our view, and therefore a higher multiple in the marketplace.
We Expect Aquila to Achieve 20-25% Long-Term Growth
As a Top-5 Energy Merchant, we expect Aquila’s growth to be driven by the continued commoditization of the world’s energy and non-energy commodity markets, which now include bandwidth, a market in which Aquila has been an active early participant.  We estimate that together, these markets generate over $800 billion in revenues, of which only 15-20% has been commoditized to date.  Over the next several years, Aquila should be able to effectively capture higher margin opportunities in these developing marketplaces.
Earnings Outlook: 2001 and 2002
We expect Aquila’s earnings to continue to be driven by their successful Wholesale operations, which include their trading activities as well as the marketing of long-term structured risk management products.  We expect 20-25% annual growth in the Wholesale segment, with significant upside potential driven by their expansion into new commodities and geographies.  We also expect to see considerable growth in their Capacity Services segment, driven by an increase in their overall portfolio of assets (Aquila expects to add 1,000 megawatts in 2001 and 1,300 in 2002) and their ability to lock up long-term power contracts for their plants during what we feel is now a strong pricing environment.
Aquila has been one of the leading innovators in the energy risk management field, offering such services as GuaranteedWeather and GuaranteedGeneration products, which effectively serve as insurance products to hedge against negative weather impacts and unplanned generation outages, respectively.  It is important to note that these types of structured products decrease Aquila’s sensitivity to commodity prices, as they represent potential earnings growth which is not dependent on directional shifts in energy prices.
We do not expect unit margins (earnings per unit of energy traded) to continue to increase at the levels seen over the past several years.  Rather, we see a leveling off of margins in 2003, with earnings increases attributable to growth in trading volumes and expansion into new commodities and geographies.  
1Q:01 Results
Aquila posted strong earnings in 1Q:01, driven by strong volatility and power pricing environments for power and natural gas across the country.  Net income was $49.3 million, an increase of over 350% from $10.8 million during the year-ago quarter.  Earnings were driven by a strong increase in trading and marketing margins, with overall trading volumes up only 15% year/year, versus 30-40% for their peers.  In addition, earnings benefited from the addition of the GPU International assets, which were acquired during the first quarter.
2001 Expectations
We project full-year 2001 EPS of $1.65, with potential upside to $1.75 to $1.80.  The key drivers are: (1) approximately 30% growth in the Wholesale Services segment, which should benefit from sustained volatility in the energy markets, and (2) approximately 60% growth in the Capacity Services segment, which should continue to benefit from generation additions (1,000 additional megawatts are expected to come on line this summer) and continued tight power pricing environments.
2002 Expectations
Our 2002 EPS estimate is $2.00, a 21% increase over 2001.  We expect this growth to be driven by continued strong performance from their marketing and trading group as well as their North American power assets.  Earnings will also continue to benefit from growth in their innovative structured products, which we expect to contribute in all commodity pricing environments.  In addition, we expect to see the first signs of profitability contribution from their European operations..
Catalysts for Outperformance
We see several catalysts for outperformance over the near-to-intermediate term.
Growth of Controlled Power Asset Base
Although we do not feel that it is crucial, we expect that Aquila will look to expand its generation portfolio, whether through contractual control of power plants (tolling, etc.) or ownership.  We expect that this will provide a catalyst for increased trading and marketing activity, as well as an additional source of earnings growth in a capacity-constrained market.  Aquila has already made several announcements of transactions which will increase their portfolio of controlled generation by approximately 1,000 MW in 2001 and 1,300 MW in 2002, with a grand total of 4,100 megawatts currently in operation, under construction, or in development.
Increased Traction in New Products and Geographies
Aquila has been an early mover into both new geographies, such as Europe, and new products, such as bandwidth.  Aquila has already opened several energy trading offices across Europe (they currently have offices in the United Kingdom, Spain, Norway, and Germany), and we expect that they will continue to grow their presence as additional countries deregulate their energy markets.  European energy markets are similar in size to the United States, but are in an earlier stage of development, presenting significant growth opportunities for early market entrants.
In addition, Aquila has been one of the early movers into the bandwidth commodity market, which we believe could grow to be larger that the combined power and natural gas markets by 2005.  Their transaction volumes increased from just 16 in 4Q:00 to 120 during 1Q:01, with 117 transactions already having been completed to-date this quarter.  Aquila also recently announced a deal with Global Crossing in which they gained access to 15,000 miles of fiber-optic capacity across the United States in support of their trading operations.
Full Spin of Aquila From UtiliCorp
We feel that Aquila suffers from a small float.  Although ILA currently has a $3 billion market capitalization (based on 97.5 million shares outstanding), their float is only 16.5 million shares, or approximately $530 million, equal to just under 20% of shares outstanding.  The parent UtiliCorp expects to spin-off the remaining 80% of shares within the next 11 months.  We expect that this event should provide a catalyst for the stock as it will increase liquidity, allowing a broader group of institutions to purchase the stock.
Valuation Considerations
In valuing Aquila, and all of the Energy Merchants, we look to answer three main questions:
(1) What percentage of overall company earnings are attributable to the Energy Merchant segment?  Aquila is a pure-play Energy Merchant, with Enron as its closest peer.  Unregulated merchant energy operations make up 100% of their business.  This compares favorably with their “merchant-centric” competitors, such as Enron and Dynegy, at 85% and 70%, respectively.
(2) How profitable is the energy marketing group?  And how consistent is their profitability?  We measure Energy Merchant profitability using operating profits per unit of energy marketed.[footnoteRef:2]  Enron, the industry leader, is the benchmark for our analysis.  Enron’s margins have consistently been between two and four times those of their nearest competitors.  Not only are Enron’s margins significantly higher than their competitors, but they are consistent year-after-year, not varying more than plus or minus 5% from 1997 through the first half of 2000. [2:  British thermal unit equivalents (Btue), calculated where 10,000 mcf of gas = 1 kwh of electricity] 

Aquila has also shown strong EBIT margins since 1997.  Our estimates of margins attributable to trading and marketing activities decreased over 50% from 1997 to 1998, likely as a result of highly volatile markets and Aquila’s relatively small scale compared with its peers.  While this decline is noticeable, we note that Aquila’s margins remained positive and relatively stable throughout the electricity price spikes.  In 1999, margins increased 24%, as a result of Aquila’s expansion of both scope and scale.  In 2000, margins have increased over 400%-- spectacular results when compared with their top peers.  This not only is a result of strong market conditions, but also from the fact that Aquila, for the first time, had their gas and power trading teams working physically under the same roof.  Aquila’s unit margins have shown 44% annual growth since 1997, but still remain well lower than those of their competitors Enron, Dynegy, and Duke.  We think that there is still some room for growth in margins, as Aquila's ability to offer higher-margin structured transactions grows; our model projects margins peaking in 2003 and remaining stable thereafter.
(3) How fast are energy merchant earnings growing?  Energy merchant earnings grew 103% annually from 1998 to 2000, and are expected to grow 20-25%% annually through 2005. Aquila’s strategy is to focus on higher margin trades, and less on trading volumes.  While this strategy has proven successful over the past three quarters, we believe that an energy marketer must maintain its scale and scope in order to remain competitive.  The way that energy marketers handle the risk associated with their structured transactions is through activity in the short-term markets.  As long as Aquila continues to be one of the top energy traders by volume, we feel that this effort to focus on higher-margin transactions will prove successful.
Figure 1.  Earnings vs. Trading Volumes, 1998-2005E
Note: Right scale-- Net Income (dollars in millions); Left scale--Trading Volumes in TBtue (Tera British thermal unit equivalents)
[image: ]
Source: Company reports, Salomon Smith Barney
The answers to Questions 1-3 above are shown in Figure 2 below.  Based on these results, we view Aquila as one of the leading Energy Merchants.  They showed tremendous strides this year in their energy trading and marketing operations, and we expect these gains to continue as they move towards their aggressive merchant generation expansion goals.  Their intellectual capital base is among the best in the business, given their long-standing position in the energy markets.  Additionally, Aquila has shown initiative in developing markets, such as coal, weather derivatives, and bandwidth which we feel will provide them with first-mover advantage once these markets mature.
Figure 2.  Selected Peers-- Key Valuation Parameters
	
	2000 Trading &
	Merchant EBIT Annual
	% Total Earnings
	2002 P/E

	
	Mktg. Margin
	Growth (1998-2000)
	From Merchant
	Ratio

	Aquila
	$0.0231
	103%
	100%
	22.0x

	Enron
	$0.1351
	53%
	85%
	28.1x

	Dynegy
	$0.0673
	112%
	70%
	22.7x

	Duke
	$0.0602
	319%
	27%
	14.8x

	Average
	
	
	
	21.9x


Source: Company reports, Salomon Smith Barney research
In placing a value on Aquila, we look to see how comparable Energy Merchants are priced in the marketplace.  Enron and Dynegy, with well over half of their earnings attributable to merchant operations, have 2002 P/E ratios in the 20-30x range.  Duke, on the other hand, remains dominated by its regulated earnings, which is expressed by its 15x multiple.  We conservatively place Aquila at a 22x multiple, with potential upside given its position as a pure-play Energy Merchant.
We believe that Aquila is attractively priced relative to their peers.  At 2001 and 2002 PEG ratios of 0.9x and 0.7x respectively, Aquila is well below their industry group averages of 1.2x and 1.0x (see Figure 3 below).  Our analysis is based on what we see as a conservative long-term growth rate of 20-25%, which we believe could be sustained at the high-end (25%) over the next several years.
Figure 3.  Energy Merchant P/E-to-Growth (PEG) Ratios
	
	
	SSB
	Price
	Price
	SSB Earnings Ests.
	P/E
	L/T
	2001
	2002

	Company
	Ticker
	Rating
	Target
	5/17/01
	2001
	2002
	2001
	2002
	Growth
	PEG
	PEG

	
	
	
	
	
	
	
	
	
	
	
	

	Enron Corporation #
	ENE
	1H
	$100
	52.20
	1.80
	2.05
	29.0
	25.5
	20%
	1.5
	1.3

	Dynegy Inc.#
	DYN
	1H
	$70
	54.36
	2.00
	2.40
	27.2
	22.7
	20%
	1.4
	1.1

	El Paso Corporation #
	EPG
	1H
	$85
	61.76
	3.35
	3.80
	18.4
	16.3
	15%
	1.2
	1.1

	Duke Energy #
	DUK
	1M
	$60
	45.33
	2.70
	3.10
	16.8
	14.6
	17%
	1.0
	0.9

	Williams #
	WMB
	1H
	$54
	40.51
	2.30
	2.70
	17.6
	15.0
	19%
	0.9
	0.8

	Aquila
	ILA
	1H
	$44
	32.55
	1.65
	2.00
	19.7
	16.3
	22%
	0.9
	0.7

	
	
	
	
	
	
	
	
	
	
	
	

	Average
	
	
	
	
	
	
	22.5
	19.3
	18.8%
	1.2 
	1.0 


Source: Salomon Smith Barney
We assign a 22x 2002 P/E multiple to Aquila, slightly above their Energy Merchant peer average, reflecting their position as a “pure-play” Energy Merchant, and the traction that they have achieved over recent years.  This brings us to a 1.0x PEG ratio for 2002, in-line with the industry peer average, and a conservative valuation in our view.  Given our 2002 EPS estimate of $1.00, we place a 12-month price target on ILA of $44, representing 35% upside from its current price of $32.55.
Risks
Threats of Industry Re-Regulation
Growth Energy stocks have suffered over the past few months due to concerns over California and fears of re-regulation.  We note that Aquila’s exposure to the California markets remains minimal, with only 8% of their generating capacity located in the state.  Foreseeing the risks of transacting in the California markets before the crisis actually developed, Aquila significantly pared down their trading activities in the region last summer (their trading & marketing receivable exposure stands at $4 million and is completely reserved for).  Aquila has said that they have had one customer refuse to pay for power under a QF (qualifying facility is a term applied to power plants built under laws designed to encourage the construction of small, often environmentally friendly plants by private, non-utility companies) contract from one of their California facilities, giving them an additional exposure of $59 million ($0.59 EPS), which they have not reserved for.  Although we view the financial risk from this situation as small, we see the existence of “headline” risk for all Growth Energy names until the situation is resolved.
Ability to Maintain Credit Standing
As an energy trading company, we feel that Aquila must maintain an adequate credit rating.  We are encouraged by the recent BBB rating placed on Aquila by Standard & Poor’s, but note that as a stand-alone pure-play energy marketer and trader with a relatively small balance sheet, maintenance of an investment grade rating is crucial.  In part to maintain their credit rating, Aquila intends to remain significantly under-leveraged, with a debt to cap ratio of no greater than approximately 40%.  This is important not only for Aquila’s ability to finance their growth, but also in their day-to-day operations, as they need investment grade standing to be considered as a good-standing counterparty in their trading activities.
Relatively Small Balance Sheet
Given its relatively small size, Aquila is more vulnerable than their larger peers in the extreme case of a disastrous event in the power or natural gas markets.  In our opinion, compensating for their relatively small size is the fact that they use very conservative accounting and risk management practices.  We point out that, as a pure play energy merchant, Aquila has no strong, low-risk earnings base with which to support their operations (i.e. a pipeline or utility, which provide stability to other merchants such as Enron and Dynegy).  However, we are confident in their track record in their core businesses, and cite their decision in mid-2000 to sharply reduce their trading activity in California as an example of their strong risk management discipline.
Aquila Energy Inc. Income Statement
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[bookmark: SSB_ReusableText][bookmark: SSB_Insert]Investment Thesis
[bookmark: TRC_THESIS]We initiate coverage of Aquila, Inc. with a 1H (Buy, High Risk) rating and a 12-month price target of $44.  Aquila is a pure-play Energy Merchant, leveraging their strong trading and risk management skills in the rapidly growing energy markets.  Aquila was an early mover into these deregulating markets, and has shown strong traction over recent years, which we believe is sustainable in the long-term.  We suggest a 20-25% growth rate for ILA driven by the robust wholesale energy industry growth outlook and the potential for successful expansion into new commodities and geographies.  At a 2002 0.7x P/E-to-growth (PEG) ratio, ILA is trading at a significant discount to their Energy Merchant peer average of 1.0x..  Based on their strong track record and potential for industry-leading earnings growth, we place a PEG value on ILA of 1.0x 2002 earnings, leading to our $44 price target.
Company Description
[bookmark: TRC_DESCRIPTION]Aquila, Inc. is a leading Energy Merchant, providing energy  risk management services to customers through their Commodity Services segment, and controlling energy assets through their Capacity Services segment. Aquila can be thought of as a marketing and trading “pure play” relative to their Merchant peers, with less of a focus on owning physical assets.  We believe that this strategy can provide sustained 20-25% earnings growth, driven by the continued development of existing markets as well as the expansion of their successful business model into new geographies, such as Europe, and new commodities, such as bandwidth.
[bookmark: SSB_ReusableText][bookmark: SSB_ReusableText]
ADDITIONAL INFORMATION AVAILABLE UPON REQUEST
 Securities recommended, offered, or sold by SSB: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested.  (c) Salomon Smith Barney Inc., 2025.  All rights reserved.  Any unauthorized use, duplication or disclosure is prohibited by law and may result in prosecution.  Please refer to ticker SSBDISCL for important Salomon Smith Barney Disclaimer information.
ADDITIONAL INFORMATION AVAILABLE UPON REQUEST
 Salomon Smith Barney ("SSB"), including its parent, subsidiaries and/or affiliates ("the Firm"), usually makes a market in the U.S.-traded over the counter securities recommended in this report and may sell to or buy from customers, as principal, securities recommended in this report.  The Firm or employees preparing this report may have a position in securities or options of any company recommended in this report.  An employee of the Firm may be a director of a company recommended in this report. The Firm may perform or solicit investment banking or other services from any company recommended in this report.
Securities recommended, offered, or sold by SSB: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested.  Although information has been obtained from and is based upon sources SSB believes to be reliable, we do not guarantee its accuracy and it may be incomplete or condensed.  All opinions and estimates constitute SSB's judgment as of the date of the report and are subject to change without notice.  This report is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security.  Investing in non-U.S. securities, including ADRs, by U.S. persons may entail certain risks.  Investors who have received this report may be prohibited in certain U.S. states from purchasing securities mentioned in this report from SSB.  Please ask your financial consultant for additional details.  This report has been approved for distribution in the United Kingdom by Salomon Brothers International Limited, which is regulated by the Securities and Futures Authority.  The investments and services contained herein are not available to private customers in the UK.  This report was prepared by SSB and, if distributed in Japan by Nikko Salomon Smith Barney Limited, is being so distributed under license.  This report is made available in Australia through Salomon Smith Barney Australia Securities Pty Ltd. (ABN 64 003 114 832), a Licensed Securities Dealer, and in New Zealand through Salomon Smith Barney New Zealand Limited, a member firm of the New Zealand Stock Exchange.  This report does not take into account the investment objectives or financial situation of any particular person.  Investors should obtain advice based on their own individual circumstances before making an investment decision.  The research opinions herein may differ from those of The Robinson-Humphrey Company, LLC, a wholly owned subsidiary of SSB.  Salomon Smith Barney is a service mark of Salomon Smith Barney Inc.  
© Salomon Smith Barney Inc., 2025.  All rights reserved.  Any unauthorized use, duplication or disclosure is prohibited by law and may result in prosecution.
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Aquila Energy

Growth Rates

1998

1999

2000

2001E

2002E

2003E

2004E

2005E

1998-2000

2000-2005

INCOME STATEMENT ($, mil.)

Total Revenues

$10,691

$16,653

$26,478

$42,222

$48,555

$55,838

$64,214

$73,846

yr./yr.

56%

59%

59%

15%

15%

15%

15%

Cost of Sales

$10,493

$16,401

$25,900

$41,461

$47,522

$54,629

$62,795

$72,179

Equity earnings

22

             

 

19

             

 

18

             

 

18

             

 

19

             

 

19

              

 

20

              

 

20

              

 

Gross Profit

$220

$271

$596

$779

$1,052

$1,228

$1,439

$1,687

65%

23%

Gross Margin

2.05%

1.63%

2.25%

1.84%

2.17%

2.20%

2.24%

2.29%

Operating Expenses:

Operating Expenses:

$126

$168

$379

$494

$728

$837

$963

$1,107

  % of Sales

1.18%

1.01%

1.43%

1.50%

1.50%

1.50%

1.50%

1.50%

Depreciation Expense

31

36

49

51

57

62

65

68

Provision for asset impairment

7

0

11

0

0

0

0

0

Other (income) expense

8

(16)

(37)

(51)

(92)

(126)

(144)

(161)

 -----------

 -----------

 -----------

 -----------

 -----------

 -----------

 -----------

 -----------

Earnings Before Interest and Taxes

$47

$84

$194

$284

$359

$456

$556

$674

102%

28%

Wholesale Services

$37

$61

$148

$213

$274

$354

$433

$526

99%

29%

Capacity Services

$10

$22

$46

$71

$85

$102

$123

$147

112%

26%

Net Interest

(22)

(22)

(16)

(13)

(29)

(50)

(65)

(75)

Pretax Income

$26

$62

$178

$271

$330

$406

$490

$599

Income Tax

$10

$25

$80

$112

$129

$159

$190

$232

   Effective Tax Rate

39.9%

40.5%

45.0%

41.2%

39.1%

39.1%

38.7%

38.7%

Net Income--Recurring

$16

$37

$98

$159

$201

$247

$301

$367

 ========

 ========

 ========

 ========

 ========

 ========

 ========

 ========

Diluted E.P.S. -- Recurring

$0.18

$0.43

$1.14

$1.66

$1.99

$2.43

$2.92

$3.53

151%

25%

yr./yr. change

137.4%

165.2%

45.9%

19.9%

21.9%

20.4%

20.9%

Fully Diluted Avg. Shares Outstanding

86

86

86

100

101

102

103

104

0%

4%

ROE (avg. Equity)

13.3%

14.1%

36.0%

32.8%

24.2%

22.7%

21.6%

20.9%

65%

-10%

ROA

1.4%

1.4%

1.8%

1.8%

2.0%

2.1%

2.2%

2.3%

15%

5%

ROIC 

10.9%

11.7%

29.8%

25.5%

16.8%

14.5%

13.6%

13.6%

65%

-14%

Key Operating Metrics 

Sales Volume

Gas Marketing (Bcf/d)

9.4

10.0

11.9

13.7

15.8

18.1

21.4

25.3

Gas Marketing (BBtue)

3,533,930

3,759,500

4,501,141

5,157,094

5,930,658

6,820,257

8,069,952

9,496,526

13%

16%

Power Marketing (000 GWh)

121.2

236.5

190.0

229.7

287.1

373.2

485.2

621.0

Power Marketing (BBtue)

1,211,940

2,365,150

1,900,000

2,296,600

2,870,750

3,731,975

4,851,568

6,210,006

25%

27%

Total Sales Volume (BBtue)

4,745,991

6,124,887

6,401,331

7,184,000

8,801,695

10,552,605

12,922,005

15,707,153

16%

20%

yr./yr. change

29%

5%

12%

23%

20%

22%

22%

EBIT Margin ($/MMBtue)

0.0078

$    

 

0.0100

$    

 

0.0231

$    

 

0.0296

$    

 

0.0311

$    

 

0.0335

$     

 

0.0335

$     

 

0.0335

$     

 

Total Controlled MW in Operation

230

           

 

230

           

 

993

           

 

1,993

        

 

3,293

        

 

4,107

         

 

5,000

         

 

6,000

         

 

Note: $ in millions except per-share figures.
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