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• Enron reported 2Q earnings of $0.54/share, besting our estimate of $0.50. Shortfalls
in expected IBIT from Portland General Electric and the Gas Pipeline Group were
more than offset by better-than-expected results from Wholesale Energy Operations
and Services. As we did in 1Q when the company reported $0.68/share versus our
estimate of $0.65, we will “bank” the $0.04/share excess and leave unchanged our
full-year estimates of $2.35/share for 1999 and $2.70/share for 2000.
• The company is vigorously optimistic about prospects for its communications group
and will highlight this business segment in its meetings with analysts this
Wednesday, Thursday, and Friday. Enron’s strategy in communications parallels
what it has done in gas and electricity. Ownership of physical assets (in this case, the
dark fiber network) will provide the liquidity and real deliverability necessary to
create a market for tradable bandwidth. As Enron builds out its network, it intends to
establish strategic alliances with content providers, much as its Retail Energy
Services business provides a knowledge-based link to its energy customers.
• Our sense remains that all systems are go at Enron. In each business, in each
geographical segment, the fundamental trends are moving Enron’s way and
validating investments made by the company over the past several years. Enron’s
stock has made a powerful move over the past three months, along with several
others in the “new” energy group (AES, Calpine). We believe Enron is the singlebest play on the deregulation and global privatization of the energy industry and
maintain our “Buy” rating on the shares.

SUMMARY: THE COMPANY AND INVESTMENT THESIS
Enron is an integrated energy company. Its operations span the production of natural gas and oil; the
transmission and distribution of natural gas; the generation, transmission, and distribution of electricity;
wholesale trading of energy in all forms; and retail sales of energy and of services associated with retail
energy use. Approximately 80% of Enron’s revenues derive from its domestic businesses; its
international operations are principally in Europe, South America, and Asia. In 1998, the company
reported revenues of $31.3 billion and net income of approximately $700 million.
We view Enron as the premier, large-cap play on the deregulation of the electric utility industry.
In our view, the opportunities created by this restructuring, both domestic and international, are
substantial (see our April 12, 1999 report Rejoice Re: Juice Redux), and Enron has established itself as
a leading force in retail electric markets as they are opened to competition.
INVESTMENT RISKS
Among the risks faced by Enron are possible losses stemming from any unhedged commodity price
exposure in its oil and gas and energy trading operations. Enron hedges these risks to a significant
extent. However, the electricity market is exceptionally volatile: A Federal Energy Regulatory
Commission report noted that during June25 and 26, 1998, spot prices for electricity in the Midwest
rose from $25 per megawatt hour to as much as $2,600 per megawatt hour, and reached as high as
$7,500 per megawatt hour at one point. Additional risks lie in the “lumpiness” of Enron’s large energy
infrastructure projects, where project delays might affect results, and in the possibility that the pace of
utility deregulation in the U.S. and Europe may be slower than expected, thus delaying Enron’s returns
on its investment in trading and retail energy services.
2Q RECAP
As often the case with Enron, its 2Q Conference Call moved quickly and touched down only briefly on
each of Enron’s businesses. We found the following points of interest.
• The company is highlighting its plans to build out its dark fiber communications network
and subsequently leverage this asset to develop a trading market for bandwidth and to
provide unique applications to business customers. Enron now views the communications
business as a core operation and will include it in Wholesale Energy Operations and
Services. More details on Enron’s strategy in this business may emerge this week, as the
company intends to focus on it in meetings with analysts and investors.
• The company is seeing liquidity slowly return to the North American electricity market
after last summer’s debacle. It anticipates a rate of growth of 20%+ in trading volumes
once the market fully recovers. This growth will be driven by 1) construction of new
merchant power plants, 2) creation of merchant capacity via utility asset sales, and 3)
increasing reliance by utilities on the wholesale market. In Europe, trading activity is
rapidly escalating, and Enron believes it is positioned to be the dominant player in this
market. Management noted that the company did 1,650 transactions on the Continent in
2Q, versus 15 transactions in last year’s 2Q.
• Enron brought seven new power plants totaling 3,500 megawatts of capacity on-line in the
quarter, including three peakers in the U.S. An additional 1,600 megawatts of new capacity
is scheduled to enter service by end of 1Q 2000.
• The Retail Energy Services business continues to grow. Contracts covering $1.7 billion of
future energy expenditures were signed in the quarter, bringing the year-to-date total to

BancBoston Robertson Stephens

1

$3.4 billion and keeping the company on track relative to its goals of $8.0 billion of
contract signings for 1999 and breakeven in 4Q.
• The company announced a two-for-one stock split to shareholders of record as of July 23,
effective August 13.
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Our Myresearch.com system will allow you to view
and print research reports, models and morning meeting notes.
You can also be e-mailed as soon as new research is made available.
For your convenience, our research is now available on the Web.
Using your Internet browser go to http://www.rsco.com
and hit the “Myresearch.com” icon.
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