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IT’ S 1998: W ELCOME TO COMPETITION, HERE’ S YOUR TOP CONTENDER

We are initiating coverage of Enron Corp. and placing it on our Recommended List.
Enron takes an aggressive, innovative, intellectual approach to a historic
opportunity—the deregulation of the $235 billion electric power industry.  With its
credentials firmly established in natural gas deregulation, Enron seeks to leverage its
strategy—pushing hard for deregulation and then securing an early-mover, market-
dominant position—in the much larger electricity industry.  Over the next four years,
we project 23% annual earnings growth, well above current expectations of 10%-15%.
We expect a turnaround in returns on investment, which were negatively impacted in
1997 by several transactions and a one-time charge.  Our 12-month price target of
$55 implies 40% appreciation potential.  Currently, Enron trades at a nine-year low
relative to the S&P 500, and we anticipate a return to at least a market multiple.
BOTTOM LINE:  BUY ENRON AS THE GROWTH PLAY IN ELECTRICITY
DEREGULATION.

��Enron trades at a nine-year low.    Relative to the S&P 500, Enron has traded in a
relative P/E multiple range of 0.75x-1.4x.  It currently trades at 0.75x.  Driving down
Enron’s performance in 1997 has been several dilutive transactions and a one-time
charge.  These negative events are now largely behind the company.

��Positive catalysts expected in 1998.   On January 6, Enron announced the sale of a
7% interest in its energy marketing unit, placing a $1.9 billion value on this enterprise.
Enron will announce retail energy contracts as markets open up in California and New
England in 1998, further providing visibility to this business.

��Earnings growth driven by several energy businesses.   By 2000, retail energy
marketing will be the largest growth driver.  Near-term drivers: 1998—a 35% increase
in operating income at Enron’s oil and gas exploration and production subsidiary;
1999—a 24% increase (only 1% in Asia) at Enron’s international project subsidiary.

1996 1997E 1998E 1999E 2000E
Operating EPS - Fully Diluted  (a) $1.82 $1.67 $1.95 $2.40 $3.05

P/E Ratio     -    - 20.0x 16.3x 12.8x

52-Week Range (NYSE) 45-35 ROE (1998E) 10.5%

Shares Out (Mil.) 323 Daily Trading Volume (Nov.) 882,275

Book Value Per Share (9/97) $17.13 Fiscal Year Ends Dec.

Dividend $0.95 Yield 2.4%
Footnotes on page 4
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(Courtesy, Quotron Systems, Inc.)

QUARTERLY OPERATING EPS - Fully Diluted  (a)
1996 1997E 1998E

March $0.55 $0.57A $0.67
June 0.44 0.38A 0.41
Sept. 0.43 0.42A 0.45
Dec.   0.41   0.31   0.44

$1.82 $1.67 $1.95(b)

CAPITALIZATION (12/31/97E)
Millions %

Total Debt $6,589 49%
Preferred Stock 1,104 8
Stockholders' Equity     5,864   43
Total $13,557 100%

(a) First Call earnings estimates include certain one-time items that
have been excluded from our operating estimates.  On a First
Call basis, our:

 4Q:97 EPS estimate is $0.50 versus consensus of $0.55;
 1997 EPS estimate is $2.10 versus consensus of $2.14;
 1998 EPS estimate is $2.45 versus consensus of $2.44; and
 1999 EPS estimate is $2.80 versus consensus of $2.75.
 Please see our “Note on First Call Estimates” on page 9 for a

discussion of this issue and our annual earnings model on
page 10 (quarterly model on page 30) for full comparisons.

(b) Quarters may not add due to rounding.

INVESTMENT OPINION

Summary

Enron Corp. (ENE), an integrated electricity and natural gas
company, is the best-positioned company to profit from
deregulation of the electric power industry.  Enron is pursuing
opportunities in the $235 billion power market more
aggressively than any other player and its electricity
ambitions are backed by a portfolio of solid energy-related
businesses: wholesale energy trading, international energy
project development, oil and gas exploration and production,
and natural gas pipelines.

Our recommendation of Enron is premised on our view that
Enron’s market potential in retail electricity markets is under-
appreciated.  We project that by 2000, Enron’s retail energy
unit—Enron Energy Services (EES)—will be the largest
driver of earnings growth among Enron’s six business units.
(This compares with management’s guidance of break even
by 2000 and a small operating profit by 2001.)  In short, we
project that Enron’s success in retail electricity markets will
drive a 23% annual EPS growth rate from 1997E-2001E
versus current expectations of 10%-15% growth and flat
earnings from 1994-1997E.

Enron’s stock is also cheaply valued at this time, trading
at a nine-year low relative to the S&P 500  on a P/E basis.
Enron had a weak year in 1997 as several negative events
drove the stock down and brought the company’s return on
investment to its lowest level in the last five years.  We
project a series of positive catalysts will drive the stock price
higher in 1998, including a series of announcements
regarding Enron’s success in the unfolding retail electricity
market.

Our 12-month price target of $55 projects Enron
returning to at least the midpoint of its historical trading
range.   Enron traded at 0.75x-1.4x the S&P 500 P/E over the
last nine years and currently trades at 0.75x (see Chart 3 on
page 7).  By year-end 1998, we project Enron’s stock will
move back up toward the upper half of its historical trading
range, or at least a slight premium to the market. Applying a
P/E multiple of 23x our 1999 EPS estimate of 2.40
(equivalent to a 5%-10% premium to the market), we arrive at
a 12-month price target of $55, for 40% appreciation
potential.

What Is Enron?

Originally Enron (ENE) was just an operator of natural gas
pipelines; today it is one of the world’s largest integrated
natural gas and electricity companies, with a market
capitalization of $12 billion and assets of $19 billion.  During
the past 15 years, following deregulation of the natural gas
industry, Enron expanded from its original gas pipeline base
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into related energy businesses, including energy trading,
natural gas exploration and production, international project
development, and retail energy marketing.  With each of
Enron’s diversification moves, the driving force was the
pursuit of growth opportunities in related deregulating energy
markets. 1

CHART 1: ENRON AT A GLANCE—CONTRIBUTIONS BY UNIT
AND PROJECTED GROWTH RATES

EOG
16% EBIT
(13% Growth) EGP/EVC

32% EBIT
(4% Growth)

EI
16% EBIT
(17% Growth)

PGE**
ECT 18% EBIT
27% EBIT (-1% Growth)
(20% Growth)

1997E*

$1,161MM EBIT

               *Percentages do not add due to $104 million start-up loss at EES (-8% EBIT)

               **Pro forma assumes Portland General acquisition effective January 1, 1997.

EES- Enron Energy Services .  Enron’s growth vehicle in 
deregulating retail electricity and natural gas markets.   Largest 
source of growth by 2000E.

ECT- Enron Capital & Trade Resources.   Leading energy 
trader in U.S., market maker in several international markets.

EI- Enron International.   A Top 10 developer of energy 
infrastructure projects outside the United States.

EOG- Enron Oil & Gas.   One of the largest non-integrated oil and gas 
exploration and production companies.  Enron owns a 53% stake.  
47% is publicly traded under a separate symbol:  EOG.

EGP/EVC- Enron Gas Pipelines/Enron Ventures Corp. 
EGP is the world’s largest natural gas pipeline network:  
32,000 miles of pipelines in U.S., also Latin America.  EVC builds
Enron’s international energy projects.

PGE- Portland General Electric.   A low-operating-cost electric
utility located in Oregon.  Acquired on July 1, 1997.

Enron’s Biggest Growth Opportunity Is in Electricity

Enron can capitalize on growth opportunities in electricity:  (1)
Enron is targeting the electricity industry as its next great

                                                     
1
 Energy in this report refers to electricity and natural gas.

growth opportunity; (2) Enron is the best-positioned company
to emerge as a winner in this newly competitive industry; and
(3) Enron is the leading voice in the deregulation of the
electricity industry in the United States and, increasingly,
worldwide.  Traditionally, Enron has been covered
exclusively by natural gas pipeline analysts.  Although its
natural gas pipeline division still represents a substantial 32%
of Enron’s operating profit, we project that electricity will be
the single largest source of earnings growth between now
and 2001—at which time the pipeline division will represent
only 19% of operating profit.

Electricity is a huge market opportunity.   At about $235
billion, the electricity industry represents a huge market
opportunity, nearly four times as great as the $65 billion
natural gas industry.  This opportunity is being created on a
state-by-state basis as the monopolistic, regulated, electricity
industry is deregulated (see map on page 13).  As this
process unfolds between 1998 and 2001, customers will be
able to choose their power supplier in much the same way
customers gained the ability to choose their long distance
telephone carrier following deregulation of the
telecommunications industry in 1984.  This year, states
representing about 20% of the U.S. population will allow
customers to choose their electricity supplier.  The largest
new market, California, will begin customer choice on March
31, 1998.

The electricity market is a natural fit for Enron.   Enron’s
value proposition is that through economies of scale and
aggressive marketing, it can offer cheaper and more
innovative electricity-related services than its competitors.
During the past several years, Enron has taken key steps to
position itself in the deregulating electricity market.  Already,
it has become the largest wholesale trader of electricity2, and
it is one of the Top 10 developers of electric-generating
plants in international markets.  Adding to this expertise, it
also made a key acquisition in July 1997 of Portland General
Electric, a low-operating-cost electric utility serving Portland,
Oregon.  This acquisition gave it important expertise in
electric utility end-user markets as well as greater credibility
on issues of electric utility deregulation.

Natural gas industry deregulation provides springboard.
Enron established its reputation as a pioneer in deregulating
energy markets by achieving dominance in the natural gas
industry following deregulation of that industry in the 1980s.
During that time, Enron emerged from being just another
natural gas pipeline company to achieving the dominant
position (which it still holds today) in the wholesale natural
gas markets.  The expertise Enron acquired in the
commoditization of natural gas is directly applicable to the
commoditization and deregulation of electricity: (1) Natural

                                                     
2
 The $35 billion wholesale electricity market was deregulated in 1996.  The $200 billion retail

market is being deregulated over the period 1998-2001.
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gas and electricity are close substitutes for each other in
industrial processes; (2) Natural gas has emerged as the
premier fuel in the newest and most efficient electric
generating plants; and (3) Electricity and natural gas
commodity prices are highly correlated and Enron has
already achieved a dominant wholesale trading position in
both commodities.

Enron’s Management Team Is Key to its Success

Enron’s management team has developed its expertise in
competitive commodity energy businesses instead of the
regulated monopoly utility businesses of its competitors.  Not
only are these managers particularly adept at spotting
opportunities that arise from the process of deregulation, but
they are heavily incented through stock ownership.
Employees own about 12% of Enron’s outstanding common
stock; Kenneth Lay himself owns about 0.4% of the
company’s outstanding shares—on average, four times more
than the CEOs of other energy companies.

Kenneth L. Lay , chairman and CEO of Enron Corp., has led
the company since its formation 13 years ago.  Lay correctly
identified the opportunities from deregulation of energy
markets and transformed a natural gas pipeline company into
the integrated natural gas and electricity company we see
today.

Jeffrey K. Skilling , president and COO of Enron Corp.,
joined the company in 1990 from McKinsey & Company,
where he oversaw its worldwide energy consulting practice.
Under Skilling’s leadership, ECT, Enron’s wholesale trading
and marketing unit, pioneered the use of risk management
products and long-term contracting structures in the natural
gas industry. Skilling’s vision of developing products that
address the needs of energy customers in volatile commodity
markets is the foundation for Enron’s retail energy marketing
strategy.

Lou L. Pai , chairman and CEO of EES, is also an ECT
veteran.  As a managing director of that unit, Pai led the
development of the company’s wholesale power marketing
business—which is now the largest in the United States—and
initiated the integration of ECT physical and financial natural

gas trading groups.  Pai is now charged with leading the
company’s retail energy marketing efforts.

In addition to the experience of these key individuals, Enron
has similar depth of management expertise and
entrepreneurial spirit in each of its operating units.  Rebecca
P. Mark  serves as chairman and CEO of Enron International
and has six years experience with the company, four years
leading Enron Development Corp. and two years as Chief
Development Officer of Enron Power Corp.  Kenneth D. Rice
is chairman and CEO of ECT and has held various positions
in engineering, marketing, transportation, and gas supply.
We believe that Enron’s innovative, aggressive strategy in
deregulating energy markets is directly attributable to its
management team’s depth of experience in these markets
and the unique entrepreneurial environment the firm has
created with stock ownership incentives.

CHART 2: PROJECTED EBIT CONTRIBUTIONS

EOG
13% EBIT

EGP/EVC
19% EBIT

EI
15% EBIT

PGE
8% EBIT

EES
17% EBIT

ECT
28% EBIT

2001E

$2,596MM EBIT

Electricity, largest contributor
to earnings growth.
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VALUATION PRICE TARGET : $55

Reflecting the turning point in Enron’s profitability, our
12-month price target of $55 projects Enron can return to
at least the midpoint of its historic trading range.   Enron
currently trades at a nine-year low relative to the market (see
Chart 3, it traded at 0.75x-1.4x the S&P 500 P/E over the last
nine years and currently trades at 0.75x).  It is trading at this
low level because of a series of negative events in 1997,
which are now largely behind the company.  Our price target
of $55 projects that by year-end 1998, Enron will move back
up toward the upper half of its historical trading range, or at
least a slight premium to the market.  A series of near-term
catalysts (Table 1) as well as greater visibility in the area of
retail energy marketing should provide upward momentum.
Projecting that by year-end 1998 Enron will trade at 23x our
1999 EPS estimate of $2.40 (equivalent to a 5%-10%
premium to the market), we arrive at a 12-month price target
of $55, for 40% appreciation potential.

CHART 3: ENRON IS TRADING AT HISTORICALLY LOW P/E
RELATIVE TO S&P 500

1990 1991 1992 1993 1994 1995 1996 1997

PRICE / YEAR-FORWARD EARNINGS RELATIVE TO THE S&P 500

0.6

0.7

0.8

0.9

1.0

1.1

1.2

1.3

1.4

1.5

1.6
03/30/90 - 12/30/97

ENE P/E

S&P 500 P/E

Source:  StockVal.

Earnings at EES Will Drive the Company’s Growth Rate
Well Above Current Expectations

We estimate that EES, Enron’s retail energy marketing unit
which began operations in early 1997, will generate $453
million EBIT (17% of total) in 2001 (see EES earnings model
on page 14).  This is the equivalent of about an 8% market
share of the deregulated retail electricity and natural gas
markets. The aggressive earnings potential of EES drives
our estimate for 2001 EPS of $3.85, representing a CAGR of
23% for 1997E-2001E, well above current expectations of
10%-15%.

While our “1” rating is based on our view of the tremendous
earnings potential of EES, solid near- and intermediate-term
earnings visibility at Enron’s other energy businesses alone
would justify a “2” rating and a $45-$50 price target.  This
includes a 35% gain in EBIT at EOG in 1998 and a 56% gain
in EBIT at EI from 1998E-2000E.  Taken together—the
tremendous earnings potential in retail electricity, the solid
earnings visibility at Enron’s other business units, and the
low relative valuation of Enron’s stock—we rate Enron “1.”

A Weak 1997 Creates Buying Opportunity

A series of negative events drove Enron’s stock price lower
in 1997:  two dilutive transactions, the announcement of a
$675 million (pretax) one-time charge to settle an above-
market gas purchase contract, and management’s lowering
of earnings expectations for 1997 and 1998.  In our opinion,
most of these negative factors are now behind Enron,
although we do expect weak 4Q:97 results (Enron reports
earnings on January 20, see discussion on page 9).  Given
Enron’s already low stock price, any further price weakness
enhances the current buying opportunity.

TABLE 1: POSITIVE CATALYSTS IN 1998 WILL DRIVE STOCK
PRICE

 Effect Date Expected Anticipated Event

+ January 6, 1998
(already occurred)

Private placement of 7% interest in Enron
Energy Services values this start-up
business at $1.9 billion.  This compares
with Enron’s current total market
capitalization of $12 billion.

+ January 1998 Announcement of the first retail electricity
contracts in California.

+ 1Q:98 5 million share stock repurchase plan to
begin.

+ Throughout 1998 Announcements of progress in
competitive retail electricity markets.
Electricity will be the largest source of
growth by 2000.

+ Throughout 1998 Expect confirmation of robust earnings at
Enron Oil & Gas.  We project a 35%
increase in EBIT at Enron Oil & Gas due
to the lack of hedging losses, new
production in India, and strength in U.S.
production.

+ Late 1998 Investors look toward 1999-2000 earnings
potential at Enron International.  We
expect a 57% increase in EBIT between
1998 and 2000, driven by projects
already under construction in India and
Latin America.
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Positive Catalysts in 1998

Although the solid earnings potential of EES underlies our
recommendation of Enron, a combination of near-term
catalysts (Table 1) should drive Enron’s stock price higher
over the coming 12 months.  During 1998, Enron Oil & Gas
(EOG) should post 35% higher earnings, driven by new
production in India and greater U.S. volumes.  Toward the
end of 1998, we expect investor attention will look toward
Enron International (EI), where projects scheduled for
completion in 1999 and 2000 should drive earnings higher in
those years.  Finally, throughout 1998, announcements
regarding progress in retail energy markets should lead to an
upward revaluation of earnings prospects at EES.  Two
specific events, expected around the time of the publishing
of this report, are also expected to have a positive impact:
(1) the private placement of a 10% interest in EES that is

likely to value this start-up business at $1.5-$2.5 billion,
compared with Enron’s current total market capitalization of
$12 billion; and (2) Announcement of EES’s first retail
electricity contracts in California—the first and largest state
to allow its retail (commercial, industrial, and residential)
customers to choose their power supplier in 1998.

A Business Unit Valuation Suggests No Credit for EES

The value of EES and the positive factors outlined above are
not currently reflected in Enron’s business unit valuation
(Table 2).  We believe that throughout 1998, the events in
Table 1 will confirm our favorable view of Enron’s potential in
the power market.  As other market participants also realize
this, we expect that Enron’s P/E multiple will expand to
reflect the dramatic earnings potential of EES.

TABLE 2:  CURRENT BUSINESS UNIT VALUATION—ENRON GETS NO CREDIT FOR ITS RETAIL ENERGY BUSINESS

 Enron
 Unit

Comparable
Industry

1997E Pro Forma
EBIT

Contribution

1994-1997E
EBIT

Growth Rates

1997E-2001E
EBIT

Growth Rates

Industry
Projected

Growth Rates

1998E Earnings Multiples

Comparable Multiple
Multiple Applied to
Ranges Enron

 PGE Electric Utility (1) 18% N/A (1)% 5% 14.7x - 15.7x 14x

 EGP Gas Pipeline 32% 1% 4% 10% 14.5 - 23.0 15

 EI International Development 16% 12% 17% 2% - 44% 7.5 - 27.1 22

 ECT Wholesale Trading 27% 19% 20% N/A N/A 25

 EES Retail Energy Services (8)% N/A N/A N/A N/A 0

 EOG Exploration/Production   16%    1%   13% N/A N/A 19

100% 8% 22%

 As of January 2, 1998

 Notes (1)  Assumes Portland General ownership from January 1, 1997.

Implied Valuation:

Enron Currently Trading at:

20.6x

20.7x
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EARNINGS DRIVERS:  Y EAR BY YEAR

1997E:  $1.67 EPS

On a fully diluted operating basis, our 1997 EPS estimate
of $1.67 versus $1.82 in 1996, reflects several factors.
The 1997 earnings were depressed by a dilutive acquisition
of Portland General Electric in July and a tender offer for the
48% of Enron Power and Pipelines (now incorporated into
Enron International) that Enron didn’t own.  Together, these
transactions required the issuance of 50 million shares in
July and another 11 million shares in November.  Adding to
the dilutive impact of these transactions (total shares
outstanding grew 20%), Enron announced that EES would
incur start-up losses of close to $100 million in 1997.
Additionally, a one-time charge in the second quarter of $675
million ($1.89 EPS) to settle above-market gas contracts
(excluded from operating results) also resulted in higher
interest expense.  In our opinion, these factors are now
largely behind Enron.

4Q:97E:  $0.31 vs. $0.41.   We expect weak 4Q:97 results
when Enron reports earnings on January 20 (see quarterly
earnings model on page 30).  The decline in EPS reflects
higher start-up costs at EES, continuing dilution, and reduced
earnings at EGP due to the sale of gas gathering and
processing assets in the first quarter.

1998E:  $1.95 EPS

A 35% gain in EBIT at Enron Oil & Gas,  driven by
increased production volumes in the U.S., new production
fields coming on line in India, and the lack of hedging losses
incurred in 1997, undergirds our 1998 EPS estimate of $1.95.
An additional positive is a projected 23% increase in EBIT at
Enron Capital & Trade.  Offsetting factors include the
continuing dilutive impact of the 1997 acquisitions (average
shares outstanding up 9% versus 1997), and declining EBIT
at Portland General Electric due to rate reductions.

1999E-2000E:  $2.40 and $3.05 EPS, Respectively

A 56% gain in EBIT at Enron International between 1998
and 2000,  driven by several major power generation and
pipeline projects coming on line in India and other regions
drives EPS growth in these years.  Only 1% of Enron’s future
power projects (and 5% of current earnings) come from Asia.
Most of the balance comes from Latin America and India.

2000E-2001E:  $3.05 and $3.85 EPS, Respectively

Beginning in 2000, EES becomes the largest source of
earnings growth for the company.   By 2001, EES should
account for 17% ($453 million) of total EBIT—this equates to
a 8% market share of the deregulated retail electricity and
natural gas markets. The aggressive earnings potential of
EES drives our estimate for 2001 EPS of $3.85, representing
a CAGR of 23% for 1997E-2001E, well above current
expectations of 10%-15%.

Note on First Call Estimates

First Call uses a predetermined methodology in publishing
analysts’ estimates for Enron:  it includes EPS gains from
asset sales as well as several other one-time EPS items.
Our EPS estimates published in this report reflect fully diluted
operating earnings, and exclude all gains from asset sales
and other one-time items.  In our opinion, this is the most
accurate way to report earnings for Enron or any company.
First Call also publishes both primary (ENE.PR) and fully
diluted EPS numbers.  Since investors in Enron may use
either fully diluted or primary estimates and may or may not
include one-time items, our annual earnings model (page 10)
provides EPS estimates calculated in each of these ways.
Also refer to footnote (a) on page 4.  The estimates First
Call reports for us will conform to its methodology
concerning one-time items.  In any case, our model shows
that no matter how EPS is calculated, we project a
substantial increase in EPS growth.

Gains from Asset Sales and Other One-Time Items

Our estimates of operating EPS exclude gains from recurring
asset sales.  These gains and other one-time items would
add (on a fully diluted basis) $0.12 in 1995, $0.34 in 1996,
$0.43 in 1997E, $0.46 in 1998E, and a projected $0.40 in
1999E-2001E.  Enron is continually developing new business
units, and its practice is to build up the businesses and then
gradually sell them down to generate funds for expansion in
new areas.  It sold off its gas gathering and processing
assets in a series of recurring transactions from 1994-1997,
spun off 48% of Enron Power & Pipelines (since
repurchased), and spun off 47% of Enron Oil & Gas (traded
separately under the symbol “EOG”).  Enron is employing a
similar strategy with Enron Energy Services—it recently sold
a 7% stake and plans to sell up to 7-8% more of the unit by
year-end 1998 to offset start-up costs.  The gains from these
sales have been excluded from our operating EPS estimates.
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Growth Rates EBIT Contribution
1994-1997E 1997E-2001E 1997E* 2001E

1% 4% 32% 19%
N/A (1)%*   18% 8%
19% 20% 27% 28%

N/A N/A -8% 17%
12% 17% 16% 15%
1% 13% 16% 13%

8% 22% 100% 100%

*Pro forma assumes Portland General

40% 18% acquisition effective 1/1/97.

14% 15%

0% 29%

4% 27%

4% 27%

0% 23%

0% 23%

4% 3%
4% 3%

6% 5%

-14% 45%
4% 19%

-4% 40%
15% 5%

Dilution from acquisitions tempers 
per share  earnings growth.

Privatization and 
deregulation of 
electricity 
markets drives 
growth in these 
areas.

Returns on investment resume 
growth after 1997/1998 dip due to 
Portland General acquisition.

TABLE 3:  ENRON CORP. ANNUAL INCOME STATEMENT (millions)

1995 1996 1997E 1998E 1999E 2000E 2001E

EBIT
REGULATED-Enron Gas Pipeline/Ventures (EGP/EVC) $394 $462 $411 $436 $445 $454 $482
REGULATED-Portland General Electric (PGE) -           -           116 276 260 251 220
Enron Capital & Trade (ECT) 232 280 341 418 502 597 716
Enron Energy Services (EES) -           -           (104) (122) (27) 174 453
Enron International (EI) 142 152 210 233 289 363 400
Enron Oil & Gas (EOG) 241 200 205 276 296 313 332
Corporate and Other

Total 1,117 1,060 1,161 1,509 1,755 2,144 2,596
Y/Y Growth 20% -5% 9% 30% 16% 22% 21%

Minority Interest** (44) (75) (85) (69) (79) (115) (164)
Dividends on Preferred Stock of Subsidiaries (32) (34) (69) (76) (76) (76) (76)
Interest Expense

Average Interest Rate 8.2% 8.2% 8.0% 7.8% 7.8% 7.8% 7.8%

PRETAX INCOME 757 677 607 828 1,016 1,310 1,654
Y/Y Growth 25% -11% -10% 36% 23% 29% 26%

Income Tax (268) (183) (111) (182) (234) (301) (380)
Effective Tax Rate 35% 27% 18% 22% 23% 23% 23%

Net Income 489 494 495 645 782 1,009 1,274
Preferred Dividends (16) (16) (18) (20) (20) (20) (20)

Earnings for Common 473 478 477 625 762 989 1,254

Fully Diluted Earnings
Operating EPS $1.82 $1.82 $1.67 $1.97 $2.38 $3.05 $3.83
First Call Equivalent EPS (Note 1) $1.94 $2.16 $2.10 $2.43 $2.78 $3.45 $4.23
Reported EPS (Note 1 and Note 2) $1.94 $2.16 $0.32 $2.43 $2.78 $3.45 $4.23

Primary Earnings
Operating EPS $1.94 $1.94 $1.75 $2.05 $2.50 $3.23 $4.06
First Call Equivalent EPS (Note 1) $2.07 $2.31 $2.21 $2.55 $2.94 $3.66 $4.49
Reported EPS (Note 1 and Note 2) $2.07 $2.31 $0.29 $2.55 $2.94 $3.66 $4.49

Shares Outstanding
Fully Diluted 268 271 296 328 328 330 332
Primary 244 246 272 305 304 306 308

Dividends Per Share $0.81 $0.86 $0.91 $0.96 $1.01 $1.06 $1.11
Payout Ratio 44% 47% 54% 49% 42% 35% 29%

Cash Flow Per Share $1.81 $4.52 $1.29 $3.83 $4.28 $4.98 $5.78
EBIT Per Share $4.17 $3.91 $3.92 $4.60 $5.34 $6.49 $7.81
EBITDA PER SHARE $2.27 $1.76 $1.44 $2.33 $2.99 $3.97 $5.10
Book Value Per Share $11.29 $13.23 $19.83 $18.33 $19.69 $21.55 $24.10

RETURN ON INVESTMENT
Return on Average Equity 14.6% 14.5% 10.1% 10.5% 12.2% 14.6% 16.6%
Return on Assets 9.0% 9.2% 7.6% 7.5% 8.1% 9.1% 10.1%
Cash Return on Invested Capital 10.1% 10.1% 7.0% 8.2% 8.7% 9.7% 10.7%

**Minority Interest primarily includes 47% of EOG and 7% of EES (from 12/31/97 forward) and 15% of EES (from year-end 1998 forward assuming an additional sale of 8% of EES) not owned by Enron.

Note 1:  Recurring Special Items Included in First Call EPS (Pretax Am ounts)
1995-1996:  Gain-sale of EOG interest from 100% to 53%.  Expect ownership to be maintained at this level.
1994-1997:  Gain-sale of gas gathering and processing assets.  This process is complete.
4Q:97E:  Gain-sale of 7% interest in Enron Energy Services for $130 million.  $90 million gain applied to 1997 start-up costs.
4Q:98E:  Gain-expected $75 million (after-tax) gain on mandatory conversion of Enron Oil & Gas ACES.
4Q:98E:  Gain-sale of additional 7-8% of Enron Energy Services.  $120 million gain applied to 1998 start-up costs.
1999E-2001E:  Gain-unspecified asset sales, in line with prior sale amounts.

Note 2:  Additional One-Time Items Included in Reported EPS (Pretax Amounts)
2Q:97:  Charge-settlement of J-block above-market gas purchase contracts for $675 million ($450 after-tax).
2Q:97:  Charge-$100 million to reflect depressed MTBE margins.

EES:  Biggest growth driver.

EOG:
1998 
driver. EI: 

1999/2000 
contributor.

ECT:  Largest Y/Y gains.

Start-up costs represent realistic worst-case scenario.
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Growth Rates
1994-1997E 1997E-2001E

3.3%
3.3%

-11% 50%

20% 4%

46% 10%

208% -30%

12% 9%

72% -18%

218% -28%

Growth Rates
1994-1997E 1997E-2001E

23% 9%

27% 2%

19% 8%

22% 8%

Very low capital intensity.

TABLE 4:  ENRON CORP. ANNUAL CASH FLOW STATEMENT (millions)

1995 1996 1997E 1998E 1999E 2000E 2001E

Operating Sources
Net Income $489 $494 $495 $645 $782 $1009 $1274
Depreciation & Amortization 432 474 580 599 619 639 660
Oil & Gas Exploration Expenses 79 89 100 103 107 110 114
Deferred Income Taxes 216 207 (150) 50 50 50 50
Regulatory (Non-Cash) Items, Net 112 23 50 50 50 50 50
Working Capital (834) 142 (400) (100) (110) (121) (133)
Other, Net
Total Operating Sources 484 1,224 382 1,255 1,405 1,645 1,922

Capital Expenditures
REGULATED-Enron Gas Pipeline/Ventures (EGP/EVC) (129) (187) (275) (275) (215) (200) (200)
REGULATED-Portland General Electric (PGE) (85) (170) (170) (170) (170)
Enron Capital & Trade (ECT) (118) (111) (120) (120) (130) (130) (130)
Enron Energy Services (EES) (1) (27) (30) (35) (35) (35)
Enron International (EI) (58) (33) (40) (30) (30) (30) (30)
Enron Oil & Gas (EOG) (464) (540) (600) (610) (625) (650) (650)
Corporate and Other

Total CapEx (731) (855) (1,147) (1,235) (1,255) (1,315) (1,365)

Equity Investments (170) (761) (850) (830) (840) (1,250) (1,260)
Sales of Assets, Net 466 203 370 500 400 400 400

OPERATING CASH FLOW 49 (189) (1,245) (310) (290) (520) (303)

Dividends Paid (254) (281) (325) (378) (405) (434) (465)

Cash Flow After Dividends (205) (470) (1,570) (689) (695) (955) (768)

Financing Activities
Debt 269 282 1,740 634 615 875 688
Common Stock (44) 107 (420) (120) 80 80 80
Preferred Stock

Total Financing Activities 225 604 1,695 514 695 955 768

Miscellaneous (37) 15 (250) 175

TOTAL NON-OPERATING ITEMS (66) 338 1,120 310 290 520 303

Cash (Beginning of Year) 132 115 264 139 139 139 139
Change in Cash (17) 149 (125) (0) 0
Cash (End of Year) 115 264 139 139 139 139 139

TABLE 5:  ENRON CORP. ANNUAL BALANCE SHEET (millions)

1995 1996 1997E 1998E 1999E 2000E 2001E

Long-Term Debt $3,349 $3,349 $6,589 $7,223 $7,838 $8,713 $9,401
% of Total 47% 44% 49% 50% 51% 51% 51%

Preferred Stock 730 729 1,104 1,200 1,200 1,200 1,200
% of Total 10% 10% 8% 8% 8% 7% 6%

Common Equity 3,027 3,586 5,864 6,011 6,468 7,123 8,012
% of Total 43% 47% 43% 42% 42% 42% 43%

TOTAL $7,106 $7,664 $13,557 $14,434 $15,506 $17,036 $18,613
100% 100% 100% 100% 100% 100% 100%
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ENRON ENERGY SERVICES (EES)

Description: Markets electricity and natural gas to retail (commercial, industrial, and residential) customers.
1997E Results: $104 million loss reflecting start-up investment in people and systems.

Growth: Projected to be the largest contributor to earnings growth by 2000 as energy markets open to
competition.

Strategic Importance: Enron’s long-term growth vehicle; creates greater demand for ECT’s trading activities and positions
Enron in the largest market ever deregulated.

Earnings Contribution: Estimate (8)% of Enron’s EBIT in 1997E, growing to 17% in 2001E.  The dramatic growth in EBIT
reflects the huge potential of this market segment, Enron’s first-mover positioning, and sound
competitive strategy.

TABLE 6: ENRON ENERGY SERVICES EBIT CONTRIBUTION (millions)

1997E 1998E 1999E 2000E 2001E

Percentage of market open to competition 2% 10% 25% 50% 75%

Enron’s market share—% of opened market NA 6% 7% 7% 8%

Enron’s market share—% of total market NA 1% 2% 4% 6%

EBIT $(104) $(122) $(27) $174 $453

Earnings Driven by Deregulation

The opening of the $235 billion electricity market from 1998-
2001, coupled with the opening of the smaller $65 billion
natural gas market during a similar time frame, creates the
market opportunity that Enron is seizing.  We project Enron
can achieve an 8% share of the open portion of these
markets, or ultimately, 6% of the total market by 2001.  Given
these modest market-share projections (Enron estimates it
will achieve a 10% market share) and a 5% gross margin, we
project that by 2000, EES will be the largest contributor to
earnings growth.  And by 2001, it will contribute a full 17% of
Enron’s total EBIT.

The dramatic acceleration in EBIT from 1999-2001 stems
from Enron’s decision to build up its fixed costs infrastructure
early in 1997 and 1998, way ahead of its competitors.  Given
that this investment—in billing and information systems,
wireless metering technology, people, and computer
systems—is relatively fixed, sales acceleration will leverage
off this investment, setting the stage for dramatic EBIT gains
from 1999-2001 (and beyond).

Upcoming Events

In addition to the results of Enron’s Peco proposal (see page
13), two events have the potential to provide a positive
catalyst for Enron.

The sale of 15% interest in Enron Energy Services is
expected in 1998.   On January 6, Enron announced the sale
of 7% of EES in a private placement for $130 million, an
amount that can defray start-up costs for the next two years.
This also implies a market value for the start-up unit of $1.9
billion, compared with Enron’s total market capitalization of
$12 billion.  We expect an additional sale of 7-8% of this unit
by year-end 1998.

Expected announcement of retail energy contracts in
California in 1Q:98.   During the first quarter, we expect
Enron will announce strong results from its initial retail
marketing efforts in California.  California is the first and
largest state in the country to permit customers to choose
their electricity supplier beginning on March 31, 1998.

Deregulation of retail electricity sales in the United States
creates opportunity.  With deregulation, the utilities have
potentially everything to lose, while Enron has everything to
gain.  The utilities are starting from a base of 100% market
share in their franchise territory. As these territories are
cracked open (see Chart 4 on page 13 for states opening up
to competition in 1998), the utilities must fight to stem
inevitable market share losses, while Enron and others can
strategically target markets and customers that are the most
lucrative.  Enron is most aggressively targeting industrial and
commercial customers first, as are other large energy
companies such as Southern Co. (SO) and Duke Energy
(DUK – “2”) .  However, Enron is the only national energy
company that is also targeting the mass retail market.  In
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California, Enron has deployed 450 personnel, researched
customers that are most likely to choose a different electricity
supplier, and targeted the market demographically with
2,000,000 direct-mail pieces and an extensive follow-up
telemarketing effort.  As a sign of Enron’s developing
significance in retail energy marketing, a survey recently
placed it second nationwide in terms of customer awareness.
Only the local utilities scored higher in their own service
regions.

CHART 4: CURRENT DEREGULATION TIMETABLE—WE
EXPECT FULL DEREGULATION BY 2001
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A Two-Pronged Strategy

Enron’s strategy to market electricity and natural gas to retail
customers has two prongs:

(1) Gaining control of customers through billings and
meters.   Utilities currently have a monopoly stranglehold on
their customers.  Enron seeks to break this stranglehold by
gaining control of customers’ billing and electricity meters.  In
California, it successfully lobbied state regulators to alter its
deregulation plan to permit independent suppliers to supply
and operate customers’ electricity meters.  Enron has
developed a high-tech wireless meter that does not require
human readers, and has a ready supply of these meters for
installation after the California market opens up on March 31,
1998.

(2) Cracking open closed utility markets.  Deregulation of
the retail electricity markets is proceeding on a state-by-state
basis (Chart 4).  Enron has an aggressive lobbying effort with
35 regulatory attorneys and an extensive public relations

effort to encourage the opening of state utility franchises to
competition.  We project that the entire country will be
deregulated by 2001.  Enron’s effort has been particularly
successfully in lobbying to change certain features of
deregulation plans that thwart competition during the 4-5 year
transition period.  For example, Enron achieved success in
getting deregulation of billing and metering in California.  In
Pennsylvania, its efforts have persuaded the Public Utility
Commission to adopt an aggressive transition rate structure
that encourages competition among electricity suppliers.

Case in Point: The Peco Proposal

Recently, Enron made a bold move to open up the franchise
territory of Peco Energy (PE) in Pennsylvania.  Peco crafted
a deregulation plan that would enable it to maintain a near
monopoly position in electricity supply—the plan covered a
ten-year transition period in which Peco could potentially
recover more stranded costs3 than it was allocated ($5.461
billion), while discouraging competition by giving customers
only a small credit (3.02 cents/kWh) with which they could
“shop” for another electricity supplier.  Enron believed the
three cent credit was too small to promote active competition
and presented a competing proposal to the Public Utility
Commission (PUC).  Enron’s Choice Plan called for a limit on
stranded cost recovery and a larger credit customers could
use to secure electricity from another source (3.8-4.2
cents/kWh).

The PUC did not adopt Enron’s or Peco’s plan, but wrote its
own plan which gives an even larger shopping credit
(average of 5.2 cents/kWh) to encourage competition in
Pennsylvania.  Clearly, Enron’s proposal and its underlying
pro-competition logic was the driving force behind the PUC’s
decision to award such a large shopping credit (5.2
cents/kWh versus Peco’s 3.02 cents/kWh and Enron’s 3.8-
4.2 cents/kWh).  Enron’s aggressive focus on opening utility
markets will accelerate the pace of deregulation in the United
States (expect more announcements), while substantially
reducing the protective deals incumbent utilities are able to
negotiate with regulators.  We believe the PUC’s decision
in the Peco case indicates a turning point in the
deregulation of the electricity industry —away from
favoring high cost incumbent utilities with “gentle” transition
deals, and towards a competitive commodity environment, an
environment well-suited to Enron’s proven ability to compete
and generate profits.

                                                     
3
 Stranded costs refer to uneconomic assets that would have to be written off in a competitive

environment.  Utilities with large stranded costs are trying to recover these amounts through
surcharges during the transition period to full competition.
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TABLE 7: ENRON ENERGY SERVICES EARNINGS PROJECTIONS

MARKET POTENTIAL (billions)

1997E 1998E 1999E 2000E 2001E States Opening-1998
Total Power Market Size (Gas and Electricity) $300 $309 $318 $328 $338 CA NH
% Open to Competition 2% 10% 25% 50% 75% MT MA
$ Open to Competition $6 $31 $80 $164 $253 NY NJ

VT

CA Market Size:  $20B (opens 1998) States Opening-1999
PA Market Size:  $10B (2/3 opens 1999) PA AZ

EARNINGS MODEL

Revenue Projections (billions)

Announced
Contracts Y/Y

Average
Contract Life

Year (Present Value) Change (Years) 1997E 1998E 1999E 2000E 2001E
1997-Gas N/A N/A N/A $0.700 $0.800 $0.900 $1.000 $1.100
1Q:98-Calif. $1.1 N/A 3 0.183 0.367 0.367 0.183
1998 6.0 36% 3 1.000 2.000 2.000 1.000
1999 14.0 133% 3 2.333 4.667 4.667
2000 24.0 71% 3 4.000 8.000
2001 36.0 50% 3 6.000

Income Statement (billions)

Total Revenues $0.700 $1.983 $5.600 $12.033 $20.950
Y/Y Change N/A 183% 182% 115% 74%
% of choosers 12% 6% 7% 7% 8%
% of total market 0% 1% 2% 4% 6%

Gross Margin 0.063 0.099 0.280 0.602 1.048
Y/Y Change N/A 57% 182% 115% 74%
Gross Margin % 9% 5% 5% 5% 5%

Sales, General & Administrative Expenses (0.167) (0.221) (0.307) (0.427) (0.594)
Y/Y Change N/A 32% 39% 39% 39%
# Employees (Average) 1,100 1,700 2,295 3,098 4,183
Cost/Employee $152,000 $130,000 $133,900 $137,917 $142,055

EBIT $(0.104) $(0.122) $(0.027) $0.174 $0.453
EBIT (millions) ($104) ($122) ($27) $174 $453

Minority Interest* $0 $9 $4 $(26) $(68)
Net EBIT to Enron $(104) $(113) $(23) $148 $385

*Reflects sale of 7% interest of EES on December 31, 1997.  Assumes an additional 7-8% is sold by year-end 1998.

Explosive market growth!

Enron projects
10% market share.
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ENRON CAPITAL & T RADE RESOURCES (ECT)

Description: Leading wholesale energy trader in United States, market maker in several key international markets.
Strategic Importance: Nerve center of energy market information and commodity procurement for EES and EI.

Earnings Contribution: Estimate 27% of Enron’s EBIT in 1997, 28% in 2001.  20% EBIT growth driven by mushrooming
electricity volumes and steady gains in natural gas.

TABLE 8: ENRON CAPITAL & TRADE EBIT CONTRIBUTION (millions)

1995 1996 1997E 1998E 1999E** 2000E** 2001E**

Physical Volumes—Gas, Crude Oil, Liquids (Bbtue/d)
Y/Y Change

34,907 42,959
23%

51,104
19%

58,770
15%

Physical Volumes—Electricity (million MwH)
Y/Y Change

7,767 60,150
674%

224,373
273%

785,305
250%

Financial Settlements*—All Commodities (Bbtue/d)
Y/Y Change

131,738 140,972
7%

198,154
41%

359,390
80%

EBIT
Y/Y Change

$232
15%

$280
21%

$341
22%

$418
23%

$502
20%

$597
19%

$716
20%

Bbtue/d=Billions of British Thermal Unit Equivalents (measure of energy) per day.
*Electricity values have been converted into Bbtue/d.
**Anticipate some tightening of margins as new players enter business.

Earnings Drivers

Enron Capital & Trade (ECT), Enron’s largest and most
consistent source of earnings growth, is the nerve center of
information for the company’s efforts in deregulating energy
markets.  ECT is involved in the physical trading and
transportation of electricity and natural gas, and also offers
risk management products to buyers of these services.
While physical volumes of natural gas have begun to slow
(15% projected growth in 1998), physical deliveries of
electricity have skyrocketed (250% projected in 1998).  Like
an inverted pyramid, Enron can create a multiplier effect of
financial and risk management contracts leveraged off the
physical transaction base.  By far, these financial contracts
generate the bulk of profits.  Based on the physical volume
growth, we project 81% growth in financial volumes in 1998,
double the rate of growth in 1997.

A Well-Established Platform for Growth

Enron Capital & Trade (ECT) is the largest and most
successful commodity trader of electricity and natural
gas.   As utility companies and smaller players begin to ramp
up their trading operations, hoping for break-even or small
profits at best over the next few years, ECT already
generates 27% of EBIT for Enron and is slated to grow 20%
per year.  ECT has its origins in the deregulation of natural
gas prices in the late 1970s and the deregulation of the
wholesale natural gas market in the mid-1980s.  At that time,

Enron, along with other companies such as NGC Corp.
(Natural Gas Clearinghouse, now a player in electricity
markets also), began trading physical supplies of gas outside
the regulated pricing structure.  Later, in 1991, Enron
undertook a one-year joint venture with Bankers Trust and
incorporated modern risk-management products such as
derivatives and swaps into their product offering.  Today, the
volume of these financial offerings is three times as great as
the physical commodities traded by Enron.  They are also
considerably more profitable.

Intellectual Capital Creates a Permanent First-Mover
Advantage

ECT has developed a solid base of intellectual capital that
has allowed it to stay ahead of its competition.  While other
operations are building up the infrastructure and capabilities
to do basic commodity trading, Enron is pushing the
envelope with innovative products.

A strong base of proprietary risk management and
pricing models  allows Enron to more accurately assess
risks in innovative financial transactions.  These include more
complicated transactions that are higher up the value chain,
generating more profit for the firm.  As an example, Enron
recently introduced a weather option (much like some other
commodity brokers have introduced El Niño contracts).  This
financial option, the first of its kind in the electricity/natural
gas industries and now copied by other players, allows
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electric utilities and other large users of natural gas to hedge
against price volatility from dramatic changes in weather.  For
example, on a hot summer day this product would protect a
utility from increases in natural gas prices.  This is an
advantage for a utility that is still required to sell electricity at
fixed prices to its customers, and an illustration of how
Enron’s sophisticated risk management techniques position it
favorably in a competitive environment.

Scale economies that extend ability to manage price
volatility.   Enron has such a large trading operation,
covering all key markets in the United States, that it functions
as a natural hedge for contracts such as the weather option.
For example, it can (profitably) indemnify a utility in the
Northeast against a heat wave because it may also hold an
offsetting position in another region that is experiencing a
cool spell.

Opportunities that attract top talent.   Enron hired 55 MBAs
from the Top 10 business schools in 1997.  The company
has an Associate/Analyst training program and a rotational
program to develop those associates into future managers.
This is another example of Enron’s first-mover advantage—it
is attracting top talent and investing heavily in intellectual
capital now while many competitors are just beginning to
develop similar opportunities for those individuals.

Only selective acquisitions are needed to enhance ECT’s
position.   Unlike many other players, ECT is already well
established and only needs to make selective acquisitions to
enhance its position.  We anticipate that ECT will acquire
generating assets in key regions opportunistically.  In many
cases this can be accomplished without physical ownership
of the generating assets.  A cluster of long-term contracts
and “tolling” agreements can create “virtual generation.”  This
is an “asset-lite” strategy that minimizes ECT’s exposure
should asset values decline.  By not having to focus on
building its asset base, ECT can extend the profit-making
potential of its businesses by instead focusing on innovative
risk products such as weather options and international
trading opportunities that have greater margins.

Natural Gas/Electricity Trading Synergies

Enron has leveraged its position as the largest natural gas
trader into the number-one position in electricity, which was
deregulated at the wholesale level in 1996.  Why has Enron
been able to do this?

(1) Enron can leverage its in-place infrastructure
position,  resulting in lower fixed costs per unit of
commodity traded than those of its competitors.  The
back office, accounting, legal, and research infrastructure
is already in place, and can be used to trade both
commodities.

CHART 5: ENRON’S FIRST-MOVER ADVANTAGE IS
ILLUSTRATED IN TRADING VOLUMES
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3Q:97 Natural Gas Trading Volumes (Bcfd)
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3Q:97 Electricity Trading Volumes (million MwH)

Source:  Power Markets Week and Natural Gas Week.

(2) Price movements in natural gas and electricity are
highly correlated.   In many regions of the United States,
natural gas is the marginal fuel used for producing
electricity.  This means that during hot weather periods
when electricity demand is highest, natural gas-fired
power plants are turned on to provide incremental
electricity.  During these times, the price of electricity is
directly related to the price of natural gas.  By trading
both commodities, Enron can hedge price volatility in
either commodity, as well as benefit from arbitrage
opportunities.  This capability is particularly important as
Enron tries to sell these commodities to end-users that
demand the lowest total cost of energy with minimal price
volatility.

(3) Both commodities are regulated at the wholesale
level by the Federal Energy Regulatory Commission
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(FERC).  Enron can leverage regulatory knowledge
gained through natural gas regulation and deregulation.

 
(4) The commodities share similar characteristics.   They

are traded in regional markets, with regional pricing
variations determined by the cost of transporting them
long distances, either through pipelines or transmission
lines.  They are substitutes for each other in end-user
energy markets.

ECT Is an Integral Part of Other Operations

ECT is Enron’s core business and undergirds the success of
its other business units as discussed below:

International development:   Enron is developing trading
hubs in key deregulating international markets.  In Europe, it
has four trading offices:  Moscow, Norway, Germany, and
London.  Enron is the largest trader of electricity and natural
gas in Scandinavia, the third largest in the United Kingdom.
As the continental European market deregulates, Enron is
ahead of the competition in establishing relationships and
profitable deals as these markets open up.  There is a
symbiotic relationship between ECT’s trading activities and
Enron International’s efforts in infrastructure development.
Trading helps infrastructure development three ways:

��Information flow:   Potential deals and pricing.

��Pricing:   Better understanding of commodity prices and
how they are interrelated, allowing more accurate
valuation of assets and opportunities.

��Physical commodity supplies:   Trading operation can
economically secure physical supplies of gas, making
certain projects feasible.

Portland General Electric:   ECT gained wholesale
operations from Portland General.  Enron acquired Portland
General, an electric utility in the Northwest, in July 1997.  The
acquisition enhanced ECT’s wholesale trading expertise in
the West.  Prior to the merger, Enron was the number-one
power trader in the West and Portland General was number
two.  Enron is currently in the process of moving its western
trading operations from Houston to Portland.

Retail operations:  Enron Energy Services is Enron’s new
start-up venture pursuing the retail (i.e., end-user) electricity
and natural gas market.  ECT functions as EES’s supplier by
securing the commodity at lowest cost for resale through
retail channels.

EES also benefits from ECT’s infrastructure.  In the retail
market, effectively servicing customer accounts and being
able to meet the customers’ needs is essential for success.
ECT has developed systems and products to service
wholesale customers that can also be used to service retail
customers.
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ENRON INTERNATIONAL (EI)

Description: Top 10 developer of energy infrastructure projects outside the United States.
Growth: Large power plant (Dabhol) to be completed 4Q:98; projecting completion of six other power plants

and a gas pipeline in 1999.
Strategic Importance: Creates gas demand and commodity trading hubs around the world.

Earnings Contribution: Estimate 16% of Enron’s EBIT in 1997, 15% in 2001.  Significant increase in EBIT projected in
1999 and 2000 as eight projects are completed.

TABLE 9: EARNING GROWTH THROUGH 2001 IS DRIVEN BY A STEADY STREAM OF NEW PROJECTS COMING ON LINE (millions)

  
 1995

 
 1996

 
 1997E

 
 1998E

 
 1999E

 
 2000E

 
 2001E

        

 Owned MW generation  784  953  953  1,614  1,895  2,143  

 Owned Miles pipelines  956  1,131  1,904  1,904  2,120  2,120  

 EBIT
 Y/Y Change
 
 

 $142
 

 $152
 7%

 $210
 38%

 $233
 11%

 $289
 24%

 $363
 26%

 $400
 10%

Overview

Enron International is the medium-term growth vehicle
for the company.   We project EI will contribute 16% of
Enron’s total EBIT in 1997E.  With 11 projects in operation,
four in construction and nine other promising project deals,
we project a 17% CAGR over the next three years.  In 1999,
we project EI EBIT increases 24% to $289 million, reflecting
the addition of the 3,093-mile Transredes pipeline in Bolivia
and the strong performance of the eight operating generating
plants through 3Q:97.  By 2000, the four projects currently in
construction should be operational, increasing total EBIT
contribution to $363 million for the division.  Fifty-two percent
of the three-year EBIT growth is projected to come from Latin
American projects, 25% from European operations, 24% from
India, and the remaining 1% from China and the Pacific Rim.

Enron International builds energy infrastructure for
developing economies around the world through project
development, engineering, construction, transportation,
distribution, and operations management.  In addition to its
physical asset development business, EI offers financing,
merchant, and risk management services for emerging
markets.  The company’s current portfolio of 21 development
projects has an estimated total cost of over $30 billion, but
generally the company partners with other companies on
projects to minimize risks.

Electricity demand is much greater abroad than in the
United States  because of the electrification of developing
countries and the privatization of state-owned operations.
Overall, the growth rate in electricity demand is 8%-10%
internationally versus 2% in the U.S., but margins are

tightening for global power projects as bidding becomes more
intense.  Companies seeking to grow profits in these markets
are moving up the value chain, from one-time IPP projects to
integrated merchant activities that incorporate complex
financing options and innovative operating agreements to
complement the generating assets.  Enron is a leader in
these more profitable integrated projects, with expertise in
negotiating with government officials, arranging financing,
securing fuel supplies, trading commodities, and delivering
both natural gas and electric power.

The “Asian Flu” and Other Issues in Developing Markets

Economic conditions in these developing markets are key
considerations in assessing their long-term investment return
potential—our models have been adjusted to reflect
identifiable risks at the time of publishing.  The recent turmoil
in Asian and Pacific Rim countries has forced some power
projects to be delayed indefinitely.  Enron International has
only one 525 MW power project in East Java, Indonesia, that
has been adversely affected.  In Brazil, higher interest rates
and the forecasted recession in 1998 should reduce
investment returns in the region.  The government’s focus on
infrastructure projects and privatization has kept demand
high, but we have reflected the effects of the economic
slowdown in our earnings estimates through lower returns on
those projects.  Other political risks are a concern in
developing countries where a stable regime has not
emerged.  In India, political instability hurt Enron when
construction on its Dabhol power project was stopped in 1995
(see page 29 for a detailed discussion of India).  However,
Enron has since proven its political savvy, getting the project
back on track.

Growth driven by eight new projects coming on line.
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CHART 6: ENRON’S INTERNATIONAL PORTFOLIO FOCUSES ON KEY DEVELOPING ENERGY MARKETS

 

 

EI Focuses on Three Key Energy Markets

Enron’s strategy is to develop critical mass in targeted
regions.   Market selection and depth of penetration are
therefore vital to Enron’s success.  EI has chosen to compete
in markets that lack fuel supply and distribution networks,
giving it an advantage over other developers that cannot
meet those needs first.  With significant new projects coming
on line, Enron is beginning to achieve critical mass in three
key energy markets—India, Latin America, and Europe.  By
offering financing, physical assets, and risk management
services, EI has many opportunities along the development
process to extract value from these rapidly growing markets
and the trading expertise to profit from their growing demand
for gas and electricity.

Latin America

Enron envisions making Brazil the trading hub for Latin
America  and its strategy for developing and penetrating that
market will be the model for expansion into other regions.
Brazil consumes 40% of all the natural gas in South America,
but is essentially gas-starved—internal production cannot
keep pace with demand and very little gas currently flows into
the country.  Electricity generating capacity is expected to

nearly double in the next 12 years.  To date, EI has focused
on projects that will meet the growing gas demand of the
region.  As this bottleneck is relieved, we expect EI to change
its focus to generation projects and trading/arbitrage activities
as generating plants come on line.   With a firm foundation in
gas supply, distribution, power generation, transmission, and
trading, we believe Enron will be favorably positioned to
capture the lucrative growth opportunities and larger margins
found higher on the value chain.

LATIN AMERICA GAS PROJECT LIST
��1,875-mile pipeline connecting Bolivia-Brazil
� 280-mile leg to connect Cemat plant
��3,093-mile distribution pipeline in Bolivia
��4,104-mile distribution pipeline in Argentina
��GasPart, a Brazilian holding company with an interest in

seven gas distribution companies

LATIN AMERICA ELECTRIC PROJECT LIST
��480 MW gas-fired plant (Cemat-Brazil)
��Argentina-Brazil transmission line/1,000-2,000 MW

conversion plant
��Provide 1,000 MW of electricity to be transported from

Argentina to Brazil (20 yr. PPA)
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India

Enron’s goal in India is to integrate new gas pipelines,
gas-fired plants, and gas processing facilities with
existing pipelines to create a nationwide gas/electricity
network for which it can be the main supplier of natural
gas.   The main anchors of EI’s Indian strategy are its 2,450
MW multi-fuel power plant (Dabhol) and 5 million ton/year
liquid natural gas (LNG) regassification terminal in western
India, and two gas-fired plants with combined capacity of
2,242 MW in southern India.  Political setbacks to the Dabhol
project appear to be behind the company—Phase I is 68%
complete and is expected to be operational in 4Q:98.  While
40% of LNG brought into the $2 billion LNG terminal is slated
for the Dabhol plant when Phase II is complete in 2001, the
remainder is expected to be sold on the open market and
distributed through a proposed 745-mile pipeline that will
connect the receiving terminal with India’s existing major
pipeline (HBJ) and other power plants.  Another 930-mile
pipeline has been proposed to connect India and
Bangladesh, making India another important gas-trading hub.
Enron has won the bid to build a 242 MW gas-fired plant in
Tamil Nadu and is in the bidding process for another 2,000
MW gas-fired plant in that region.  Commitments have not yet
been finalized, but we expect nearly all Enron’s LNG
production in Qatar will be sold in India—adding another link
to the value chain and making Enron a major player in gas
supply, gas distribution, and power generation in India.  While
the development progress in India is not as advanced as in
Latin America, the comprehensive strategy is identical and
affords EI the same opportunity to develop and penetrate an
integrated energy market—to add growth and higher margins.

INDIA GAS/ELECTRIC PROJECT SUMMARY
��826 MW multi-fuel plant (Dahbol, Phase I)
��1,624 MW plant expansion (Dahbol, Phase II)
��242 MW gas-fired plant (Tamil Nadu)
��2,000 MW gas-fired plant (Tamil Nadu)
��5 MM ton/year LNG regassification terminal
��745-mile pipeline (proposed)
��930-mile pipeline (proposed)

Europe

The European market is more mature than those of Latin
America and India, requiring a different strategic
approach.   The European power market, including gas and
electricity, has a well-developed infrastructure and is
estimated at $250 billion, only slightly smaller than the
estimated $300 billion U.S. power market.  Deregulation in
Europe is progressing more slowly than in the U.S., creating
many of the same opportunities, but on a fragmented basis.
The European market more closely resembles the U.S.
market than the emerging power markets of Latin America

CHART 7: INDIA AND LATIN AMERICA ARE KEY DRIVERS OF
EARNINGS GROWTH

Asia/Pacific Rim
8% EBIT
(2% Growth)

Latin America
52% EBIT
(17% Growth)

Europe
40% EBIT
(12% Growth)

India
9% EBIT

Asia/Pacific Rim
5% EBIT

Latin America
51% EBIT

Europe
35% EBIT

1997E

2000E

$210MM EBIT

$363MM EBIT

and India, where Enron’s focus is on designing and building
infrastructure for a “new” market.  Given the well-developed
market in Europe, Enron has primarily focused on
opportunities from deregulation—marketing and trading,
backed by a capital investment of over $4 billion in European
assets and projects in advanced stages of development.
With European marketing headquarters in London and offices
in Norway, Germany, and Moscow, Enron has become a
dominant player in the European market.
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Other International Opportunities

We have focused on the company’s activities and expansion
strategies that will provide the greatest growth opportunities
in the next three years.  Individual projects outside the scope
of that strategy are significant and should not be overlooked.
EI owns 141 MW of generating assets in the Philippines.  In
4Q:97, construction began on an 85 MW generating plant in
Guam.  The company operates a 154 MW plant on Hainan
Island, China, and is holding preliminary discussions
regarding a 1,000 MW plant in Zhaoyin and a 2,000 MW
plant in Songyu, China.  Enron is currently negotiating $4
billion of projects in Vietnam, including a 300 MW power
station in Soc Trang that could be expanded to 1,200 MW
and an LNG facility.  Future plans include other fuel/power-
starved regions.  Venezuela is an attractive market for LNG
and natural gas, plus it needs about 300 MW additional
generation per year.  Fuel opportunities are greater than
generation in the Philippines—EI projects demand is growing
at 13.2% a year.  Middle East activities will likely involve
development of LNG import and export facilities to take
advantage of the region’s huge gas reserves.  In Africa,

Enron estimates demand for gas is growing at 4.8% per year,
with a need for about 4,000 MW a year of new generation—
Enron will likely pursue fuel opportunities first, with some
small greenfield projects.

Enron’s International Competitive Advantage

Enron’s advantage in emerging markets is that it can build
transmission systems and supply fuels, which makes power
generation development practical.  As we have seen in its
activities so far, fuel projects have taken priority in order to
ensure the ability to build and operate power plants in the
fuel-starved regions of Latin America and India.  As energy
markets evolve in these developing countries, Enron’s
physical assets serve as a foundation for more lucrative
trading activities—as we have already witnessed in Latin
America, where Enron secured a 20-year purchased power
agreement between Argentina and Brazil.  In mature markets
such as Europe, Enron can use its trading and marketing
expertise to penetrate a well-developed market and secure
demand for as much gas and electricity as it can supply.
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TABLE 10: SIGNIFICANT PROJECTS TO BE COMPLETED IN 1998 AND 1999 BOOST EARNINGS

POWER PROJECTS

Status Project Type Size

Expected
Operation

Date Ownership Region Owned Capacity
Operating Subic Bay Fuel Oil 28 MW Jan-93 100% Philippines 28 MW
Operating Puerto Quetzal Diesel 110 MW Feb-93 50% Guatemala 55 MW
Operating Teesside Gas 1,875 MW Mar-93 28% England 525 MW
Operating Batangas Diesel 110 MW Jul-93 50% Philippines 55 MW
Operating Bitterfield Gas 125 MW Oct-93 50% Germany 63 MW
Operating Subic Bay Diesel 116 MW Feb-94 50% Philippines 58 MW
Operating Puerto Plata Oil 185 MW Jan-96 50% Dominican Republic 93 MW
Operating Hainan Island Fuel Oil 154 MW Jan-96 50% China 77 MW
Construction Dabhol (Phase I) Multi-Fuel 826 MW 4Q:98 80% India 661 MW
Construction Piti Diesel 85 MW 1Q:99 50% Guam 43 MW
Construction Marmara Gas 478 MW 3Q:99 50% Turkey 239 MW
Construction Penuelas Gas 507 MW 4Q:99 50% Puerto Rico 254 MW
Construction Sardinia Oil Gasification 551 MW 1Q:00 45% Italy 248 MW
Financing Nowa Sarzyna Gas 116 MW 1Q:99 97% Poland 113 MW
Financing Cemat Gas 480 MW 3Q:99 100% Brazil 480 MW
Financing Zagreb Gas 180 MW 3Q:99 50% Croatia 90 MW
Active Development Dabhol (Phase II) Multi-fuel 1,624 MW *2000 80% India 1,299 MW
Active Development Tamil Nadu Gas 242 MW *2001 100% India 242 MW
Early Development Zhaoyin (Phase I & II) Gas 1,000 MW *2001 *50% China 500 MW
Early Development Songyu Gas 2,000 MW *2001 *50% China 1,000 MW
Early Development Tamil Nadu Gas 2,000 MW *2001 55% India 1,100 MW

TOTAL: 7,220 MW

PIPELINE PROJECTS

Status Project Type Size
Operation

Date Ownership Region Owned Capacity
Operating TGS Pipeline 4,104 mi Dec-92 35% Argentina 1,436 mi
Operating Centragas Pipeline 357 mi Feb-96 49% Colombia 175 mi
Operating Bolivia Pipeline 3,093 mi Dec-96 25% Bolivia 773 mi
Financing Bolivia/Brazil Pipeline 1,875 mi 3Q:99 12% Bolivia/Brazil 216 mi
Active Development Ba Ria-Vung Tu Gas Processing 304 M Tons/Year *2001 49% Vietnam 149 M Tons/Year
Active Development Qatar LNG 5 MM Tons/Year *2001 35% Qatar 2 MM Tons/Year
Early Development Maputo Pipeline 560 mi *2001 50% Mozambique 280 mi

*Schroder estimates.
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ENRON OIL & G AS (EOG)

Description: Oil and gas exploration and production company, 53% owned by Enron.  Remaining shares trade
under symbol EOG (covered by William Featherston, phone:  212-492-7146 ).

1997 Production: 72% U.S., 28% international.
Growth: 40% from development projects in India, balance from U.S.

Strategic Importance: Supplies natural gas for power projects, serves as information conduit for project development at
Enron International.

Earnings Contribution: Estimate 16% of Enron’s EBIT in 1997, 13% in 2001.  Project major earnings gain in 1998 (35%),
driven by lack of hedging losses, new production in India, and growth at U.S. fields.

TABLE 11: ENRON OIL & GAS EBIT CONTRIBUTION (millions)

  
 1995

 
 1996

 
 1997E

 
 1998E

 
 1999E

 
 2000E

 
 2001E

        

 Operating Revenues  $543  $727  $845  $910    

 Operating Expenses  (408)  (531)  (580)  (653)    

 Operating Income  135  196  265  256    

 Marketing Operating Income (includes hedging)  106      4  (60)    20    

 EBIT
 Y/Y Change

 $241
 22%

 $200
 (17)%

 $205
 3%

 $276
 35%

 $296
 7%

 $313
 6%

 $332
 6%

Overview

A valuable component of Enron’s global energy portfolio is its
natural gas and crude oil exploration and production
subsidiary, Enron Oil & Gas Company (EOG).  In 1997, we
project EOG will contribute 16% of Enron’s total EBIT.  We
expect a 13% CAGR over the next four years, driven by the
removal of disappointing hedging results in 1996 and 1997
and 14% total production volume growth in 1998—a three-
fold production volume increase in India and 9% production
volume growth in North America.

EOG Develops Gas Supplies Around the World

EOG is one of the largest independent (non-integrated) oil
and gas exploration companies in the world.  Enron currently
owns about 53% of EOG’s common shares, which trade on
the New York Stock Exchange.  The company is engaged in
the exploration, development, production, and marketing of
natural gas and oil primarily in the United States, Canada,
Trinidad, and India.  EOG’s proved reserves are primarily
natural gas in long-lived fields with well-established
production histories.  At year-end 1996, EOG had net proved
natural gas reserves of 2,784 billion cubic feet (Bcf) in the
U.S. (including 1,180 Bcf of proved undeveloped methane
reserves), 321 Bcf in Canada, 370 Bcf in Trinidad, and 200
Bcf in India.  Crude oil, condensate, and natural gas liquids
reserves amounted to 29 million barrels (MMBbl) in the U.S.,

7 MMBbl in Canada, 8 MMBbl in Trinidad, and 11 MMBbl in
India.

Future Projects

The company is actively pursuing additional growth
opportunities abroad.  In 3Q:97, EOG proposed to build an
additional 100-mile pipeline from its South Tapti field off the
west coast of India to Hazira that could transport gross
incremental volumes of 600 million cubic feet per day
(MMcf/d) as early as 4Q:00 (EOG’s production would have a
30% working interest).  The gathering of 3-D seismic data
has begun in Venezuela and Trinidad, with exploratory
drilling expected to commence 3Q:98.  A project to increase
the production of crude oil in the Sichuan Basin of the
People’s Republic of China has been finalized.  EOG is
marketing proven reserves in eleven fields in Uzbekistan as
well as participating in a joint venture for the fields’
development.

Earnings Factors

In the past two years, Enron has recorded a number of gains
associated with the sale of EOG stock.  Enron has reduced
its ownership in EOG to 53% from 80%.  In 4Q:98, Enron will
exchange EOG shares for 10.5 million outstanding
Automatically Convertible Exchangeable Securities (ACES),
resulting in an estimated $75 million or $0.25 per share one-



E N R O N  C O R P .

Schroder & Co. Inc.
24

time gain (excluded from our estimates) on those EOG
shares.  This transaction will lower Enron’s ownership of
EOG, however, we expect Enron will repurchase sufficient
shares to maintain ownership slightly above 50% for our
forecast period.

1998E:  $276 Million EBIT Contribution (35% gain)

The largest year-over-year EBIT impact in 1998 is the
removal of hedging losses incurred in 1996 and 1997.
Including EOG’s cogeneration and take-or-pay contracts, this
amounts to $20 million in 1998 versus $(60) million in 1997,
or a positive impact of $80 million.  Gas production from India
is projected to increase to 50 MMcf/d versus 18 MMcf/d in
1997, with oil production increasing to 7 MBbl/d versus 2.2
MBbl/d in 1997, generating a 6% increase in total production
volume in 1998.  The remaining 8% increase in production
volume is primarily attributable to production volume growth
in North America.

Underlying EBIT projections for 1998 is our view that
worldwide oil prices will decline to $18.00 Bbl in 1998 and the
composite natural gas price will decline to $2.20 MMBtu.

1999E-2001E:  6% EBIT Growth Each Year

For the remaining forecast period, we project relatively flat
commodity prices and nearly 9% total production volume
growth, leading to 6% growth in EBIT each year.

Strategic Significance of EOG

Supplying natural gas to developing markets is an important
part of Enron’s strategy to become the premier worldwide
integrated energy company.  EOG contributes to the success
of other Enron divisions by pursuing opportunities in
countries where proven reserves have been identified and
where synergies in natural gas transportation, processing,
and power generation can be maximized.  This gives Enron
an advantage over competitors because it can offer a
broader range of solutions to satisfy the energy demand in a
region, and the obvious benefit to Enron is that it controls
more points along the value chain from which it can extract
value.  A good example of these synergies is EOG’s plan to
develop natural gas reserves in the North Dome Field of
Qatar for ultimate consumption by Enron International’s
power plant in Dabhol, India.  The gas from Qatar will supply
the power plant, and the remaining 60% of production volume
will be sold in India.  As Enron gains a larger presence in the
Indian market, we also believe Enron Capital & Trade will
begin to capitalize on trading opportunities in gas and
electricity, providing Enron with vital market information
needed to make prudent decisions on future expansion
projects.  This accumulation of expertise at all points along
the value chain gives Enron strategic depth that is currently
unmatched by any other international project developer.
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ENRON GAS PIPELINE GROUP/ENRON VENTURES (EGP/EVC)

Description: EGP operates the world’s largest natural gas pipeline network (32,000 miles of pipelines in the United
States, plus additional miles in Latin America); EVC builds Enron International’s energy projects.

1997 Results: EBIT hurt by investment in expansion projects that continue through 1998.
Strategic Importance: Enron’s original core business; understanding of commodity markets.

Earnings Contribution: Estimate 32% of Enron’s EBIT in 1997, declining to 19% in 2001.  Modest earnings growth, but
generates free cash for investment in other areas.

TABLE 12: ENRON PIPELINE/VENTURES EBIT CONTRIBUTION (millions)

  
 1995

 
 1996

 
 1997E

 
 1998E

 
 1999E

 
 2000E

 
 2001E

        

 EBIT
 Y/Y Change

 $394
 

 $462
 17%

 $411
 (11)%

 $436
 6%

 $445
 2%

 $454
 2%

 $482
 6%

Overview

Enron Gas Pipeline Group/Enron Ventures is projected to
contribute 32% of EBIT in 1997E.  Anchored by the pipelines,
we project the group will grow at a modest 4% CAGR over
the next four years.  The division consists of Enron Gas
Pipeline Group, the largest U.S.-based pipeline operator with
over 32,000 miles of pipeline; Enron Ventures, which
includes Enron Engineering & Construction and the operation
of methanol plants; and EOTT, Enron’s crude oil marketing
and transportation operations (50% owned by Enron).  The
division’s gathering and processing assets were sold in 1996
and early 1997.

The pipelines represent the original core business of Enron,
although the company has diversified considerably into other
energy businesses.  Today, the pipelines represent 32% of
EBIT.  Due to their slow growth, this percentage is expected
to decline to 19% by 2001.  Nevertheless, the pipelines
provide a steady anchor of predictable earnings growth.  In
addition, they generate free cash for investment in other
areas.  Going forward, we project 2% EBIT growth fueled by
continuing expansions at each of five divisions.

Status of Pipeline Expansion Projects

In 1996, EGP transported 9.0 billion cubic feet of natural gas
per day (Bcf/d).  Since 1991, it has added 1.9 Bcf/d through
expansion projects.  The group anticipates adding another
1.2 Bcf/d from 1997-2001.  Details of the expansion projects
are outlined below.

Northern Border —A partnership, Enron owns 13%.  The
Northern Border system transports over 20% of all Canadian
gas imported to the United States.  Plans are underway to
increase capacity 40% in 1998 and extend the pipeline’s

reach into Chicago.  This expansion is expected to be
completed by November 1998 at a total cost of $840 million,
Enron’s share of the total cost is about $110 million.
Northern Border is also planning another expansion called
Project 2000, with completion targeted for November 2000.

Northern Natural Gas —A 17,000 mile pipeline, Enron’s
largest, that serves the upper Midwest.  We anticipate two
significant expansions will give a 10% increase in market
area firm capacity from 1997-2001.  Two-thirds of the first
347 MMcf/d expansion was completed in November 1997 at
a total cost of $110-$130 million.  A second $300 million (450
MMcf/d) expansion is slated for November 1999.  FERC
approval has been received and construction is to begin
soon.

Transwestern —A 2,660 mile pipeline that serves the
southwestern U.S. and California.  This pipeline is capable of
flowing east or west depending on market conditions, giving
Enron greater marketing flexibility.  A 405 MMcf/d (37%)
expansion was completed in 1997 at a total cost of $21
million.  We anticipate another 245-430 MMcf/d (25%-30%)
expansion in April 1998 with a total cost of $18-$21 million.

Florida Gas —Enron owns 50% of this pipeline, which is the
sole provider of natural gas to the Florida peninsula.  The
system was expanded by nearly 50% in 1995.  Further
expansion of 100-200 MMcf/d (7%-13%) is slated for 1999.
An open season was completed September 1997 and EGP is
in the process of evaluating the results to determine the size
of the expansion.  The increase in capacity should meet the
gas needs of 1,000 MW of new gas-fired power plants that
are slated for construction by Florida Progress Corp. and
Duke Energy.
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CHART 8: ENRON IS THE LARGEST U.S. PIPELINE COMPANY, OPERATING 32,000 MILES OF PIPES

Regulatory Update

Rate agreements are in place at three of Enron’s four major
pipeline groups, which eliminate regulatory uncertainty at
least until 1999.  A final FERC order is pending in a rate case
at a fourth pipeline, but we do not expect that decision will
materially affect the unit’s operating results.  The status of
rate agreements is summarized below:

Northern Border —A rate agreement providing 12% ROE
became effective October 1, 1996, and received FERC
approval on August 1, 1997. Another rate case does not
need to be filed until October 1999.

Northern Natural Gas —A 1996 rate settlement freezes rates
for most customers until October 1999.  EGP must file a rate
case by May 1998; it will support unbundled gas rates, which
allows the flexibility to offer more services.

Transwestern —A 1995 rate settlement ensures that there
will be no new rate case until November 2006.  The
settlement provides for rate increases tied to GDP.
Transwestern retains efficiency gains, however it absorbs
70% of the costs associated with turnbacked capacity.

Florida Gas —An agreement on rate issues was reached in
March 1997 that includes a rate freeze through 2002.
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PORTLAND GENERAL ELECTRIC (PGE)

Description: A low-operating-cost electric utility serving parts of Oregon.  Acquired on July 1, 1997.
Strategic Importance: “Window into the world of electric utilities.”  Also, ECT gains West Coast wholesale trading operations

and a platform for promoting rapid deregulation; EES gains retail distribution channel experience.
Earnings Contribution: Estimate 18% of Enron’s EBIT in 1997 (pro forma, assuming January 1, 1997, acquisition), falling to

8% in 2001.  Project declining EBIT due to rate reductions implemented as part of merger
agreement and deregulation plans.

TABLE 13: PORTLAND GENERAL EBIT CONTRIBUTION (millions)

  
 1995

 
 1996

 
 1997E

 
 1998E

 
 1999E

 
 2000E

 
 2001E

        

 EBIT  $  --  $  --  $116*  $276  $260  $251  $220

 *$270 million pro forma assuming 1/1/97 merger.

Acquisition Assessment

Overall, we view the acquisition of PGE as favorable for
Enron.   The acquisition is properly labeled as a mistake on a
purely financial basis; we project a (1)% CAGR decline in
EBIT between now and 2001.  Nevertheless, we view the
transaction as a necessary evil—Enron had to own a utility to
be a serious player in the utility deregulation process and it
gained greater benefits for its other divisions.  Despite the hit
from regulators in the form of rate reductions, we believe the
value of PGE to Enron lies in its wholesale trading presence
in the Pacific Northwest, as well as its low-cost power
(relative to the national average of 7.1 cents/kWh) and
strategic position near the large deregulating California
market.  In addition to having access to California, Enron
gains additional wholesale expertise in the region,
transmission and distribution experience that will be valuable
in its retail efforts, a louder, “legitimatized” voice in the
deregulation process, and a subsidiary that contributes about
$80 million per year in free cash flow.  Portland General also
gives Enron a working model to demonstrate that it can
achieve cost savings for electric customers, giving it added
leverage in the deregulation debates under way in state
capitols across the nation.

Company Overview

The Portland General Electric acquisition became effective
July 1, 1997, and is expected to contribute 18% of EBIT in
1998.  After considering the effects of merger-related rate
issues, we project PGE’s contribution will decline at a (1)%
CAGR over the next four years, yet generate about $80
million of free cash flow annually.  Portland General serves
680,000 retail customers in a service territory that covers
44% of Oregon’s population.  The customer mix is

approximately 40% residential, 37% commercial, and 22%
industrial.  Industrial demand is driven by paper and
technology firms and has experienced the highest growth
rate in the last ten years.  To meet one quarter of this
demand, PGE supplies power from its eight hydroelectric
plants in Oregon (611 MW, 9% of total load), three gas plants
(857 MW, 7% of total load), and three jointly owned coal
plants (651 MW, 9% of total load).  PGE has long-term
contracts to purchase 1,000 MW of primarily hydro-generated
power from other Pacific Northwest utilities at an average
price of $11.09 per MwH.  These purchased power contracts
are a valuable “generating” asset, the source of additional
low-cost power, and account for 75% of total load. PGE also
has long-term exchange contracts with summer-peaking
Southwest utilities to help meet its winter-peaking
requirements.

Rate Reductions

As part of the merger approval and other earnings issues, the
Oregon Public Utilities Commission (OPUC) ordered a series
of rate reductions last year.  The merger was approved on
June 4, 1997, after Enron agreed to provide a merger-related
cost-of-service annual credit of $9 million per year for four
years beginning one year after the merger completion, plus
additional customer credits that are to reduce revenues by
$105 million over an eight-year period.  These two reductions
related to the merger, combined with a previous order from
November 1996 that requires a $70 million revenue
reduction, give the net effect of reducing 1997 revenues by
$70 million, with an additional $134 million in reductions over
the next seven-and-a-half years.  The rate reductions are the
key reasons for the company’s substantial decrease in EBIT
over the forecast period.
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The Customer Choice Plan

On December 1, 1997, Portland General affirmed Enron’s
aggressive view toward deregulation by submitting a unique
plan for transitioning to full retail competition in Oregon—one
that calls for the utility to be completely removed from the
marketing and generation of electricity.  Until this point, the
State of Oregon has been slow to deregulate.  Some bills
were presented to the legislature in 1997.  None had
significant support and the legislature does not reconvene
until 1999.  The OPUC has been relying on company-initiated
plans, approaching the issue on a utility-by-utility basis, but
this is the first serious proposal it will have to consider.  The
plan envisions a 10% price reduction to retail customers—
based on future electricity prices and stranded asset
assumptions—and seeks approval as early as 1Q:98 to begin
auctioning all generating assets and 1,000 MW of purchased
power contracts.  The proposal does allow other Enron units
to bid on key generating assets.  Since Enron is pursuing an
asset-minimizing strategy of competing in energy markets, a
sale and buyback would permit Enron to select only the key
assets needed for western trading activities.  Competitive
bids on the assets could be received by midyear.

Competition for retail customers is proposed to begin no later
than January 1, 1999.  We expect the plan to be approved on
terms similar to those offered, although OPUC may wait for
legislative backing in 1999.  Enron views its proposal in
Oregon as a model to be followed in other markets that it is
aggressively attempting to open to full retail competition.

Trojan Nuclear Plant

PGE owns 65% of the former Trojan nuclear plant, which was
taken out of service in 1993.  PGE’s share of the
decommissioning cost for the plant is estimated at $261
million, and the remaining undepreciated plant balance is
$258 million.  Current OPUC rulings allow recovery of 100%
of decommissioning costs and 87% of the remaining
investment in the plant.  PGE is in the process of appealing
certain aspects of this ruling, with a decision from the Oregon
Court of Appeals expected by 2Q:98.  An unfavorable
ruling—one that doesn’t allow PGE to earn a return on the
remaining investment—would negatively impact earnings,
resulting in a one-time charge of $40-$50 million (estimated
present value).
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CONCERNS

India

About 9% of projected 2000 EBIT at Enron International (2%
of the company’s total EBIT) will come from India.  The
Dabhol plant, which is scheduled to come on line in two
stages, 826 MW and 1,624 MW in late 1998 and 2000,
respectively, represents the bulk of Enron’s Indian
investment.  In late 1995, construction was stopped on this
plant because of the election of a new, more nationalistic
political party in the state of Maharasthra, India, where the
plant is located.  Enron was able to successfully renegotiate
its agreement and resume construction by applying
international political pressure on India’s federal government,
which in turn pressured the state government to relent.  The
new agreement contains “iron clad” assurances and requires
that any disputes be resolved in an international court in
London, not in an Indian state court where the company may
not receive fair treatment.  Although we are reasonably
confident that this problem will not resurface, the political
environment in India has been unstable in recent years.
Adding to this uncertainty, elections will be held in April 1998
to elect a new federal government.

Renewables

Enron is increasing its commitment to the development of
renewable energy sources.  It bought Zond Corporation,
North America’s largest wind turbine manufacturer in January
1997.  It also announced plans to build a 39 MW wind farm to
generate electricity in California.  The problem with wind
generation and other “renewable” energy sources is that they
are uneconomical without government subsidies.  Enron’s
wind farm project will receive subsidies under the terms of
the legislation that deregulated the California electricity
market.  It is our belief that market forces, not subsidies, will
determine the ultimate success of any technology.  Once the
cost of the subsidies becomes too high to bear, they are

usually removed.  In the past, this has been the case with
coal liquification technology and nuclear fusion.  Currently,
subsidies are under attack for other uneconomical renewable
projects such as biomass, wood burning, and garbage-to-
energy projects.  As competition advances in the electricity
industry, the pressure to offer electricity for the lowest cost
will increase.  This favors proven technologies such as
hydroelectric, nuclear, coal, and gas burning power plants, as
well as new technologies that stand on their own merits.
Enron is betting that customers will pay more for “green”
power.  This may be the case for a short period of time.
Fortunately, its bet—a total investment of about $100 million
to date versus total annual capital spending of $2 billion—is
not overly large.

Retail Marketing

Enron is very aggressively pursuing a retail energy strategy.
We are watchful as this strategy unfolds that Enron’s
investment level and strategy are appropriate.  So far, Enron
appears to be making the right moves.  Financially, Enron
has chosen a prudent course, selling 7% of Enron Energy
Services to a private investor.  The $130 million Enron
received for this sale and the proceeds from an additional
sale of 7-8% by year-end 1998 will “pay for” most of its start-
up operating expenses through the year 2000.  Strategically,
Enron is aggressively seeking to build up market share early
to establish first-mover advantage and spread fixed costs
over a large customer base.  Energy retailing is a new
business for Enron, and it may ultimately be competing
against the likes of experienced retailers such as General
Electric, American Express, or others that may decide to sell
electricity to customers on a mass market basis.  However,
given Enron’s energy experience, proven success in other
deregulating energy markets, and its aggressive first-mover
strategy, Enron is well-positioned today to succeed.  Even if
the company achieves significantly less than its targeted
10%-15% market share, Enron Energy Services stands to be
the largest driver of earnings growth by 2000.
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1998E Growth Rates
1Q 2Q 3Q 4Q 1994-1997E 1997E-2001E

$148 $93 $84 $111 $436 1% 4%
78 71 54 73 276 N/A (1)%*   

147 73 122 77 418 19% 20%
(35) (30) (30) (27) (122) N/A N/A
62 56 65 49 233 12% 17%
55 81 65 75 276 1% 13%

453 342 358 356 1,509 8% 22%
30%

(17) (17) (17) (17) (69) 40% 18%
(19) (19) (19) (19) (76)

14% 15%
7.8%

283 171 188 185 828 0% 29%
36%

(62) (38) (41) (41) (182)
22% 22% 22% 22% 22%

221 134 147 145 645 4% 27%
(5) (5) (5) (5) (20)

216 129 142 140 625 4% 27%

$0.67 $0.41 $0.45 $0.44 $1.97 0% 23%
$0.67 $0.41 $0.45 $0.91 $2.43
$0.67 $0.41 $0.45 $0.91 $2.43

$0.70 $0.42 $0.47 $0.46 $2.05 0% 23%
$0.70 $0.42 $0.47 $0.96 $2.55
$0.70 $0.42 $0.47 $0.96 $2.55

329 328 328 327 328 4% 3%
306 305 305 304 305 4% 3%

4Q:98 EES: $120MM gain-sale of 7-8% interest
Corp: $115MM gain-ACES conversion

TABLE 14:  ENRON CORP. QUARTERLY INCOME STATEMENT (millions)

1996 1997E
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

EBIT
REGULATED-Enron Gas Pipeline/Ventures (EGP/EVC) $143 $101 $98 $120 $462 $147 $79 $80 $105 $411
REGULATED-Portland General Electric (PGE) -           -           -           -           -           -           -           51 65 116
Enron Capital & Trade (ECT) 98 52 74 56 280 123 59 98 61 341
Enron Energy Services (EES) -           -           -           -           -           (14) (25) (25) (40) (104)
Enron International (EI) 40 39 38 35 152 38 62 65 45 210
Enron Oil & Gas (EOG) 30 77 50 43 200 42 30 49 84 205
Corporate and Other

Total 308 262 251 239 1,060 327 227 311 296 1,161
Y/Y Growth -5% 9%

Minority Interest** (15) (23) (17) (20) (75) (19) (17) (22) (27) (85)
Dividends on Preferred Stock of Subsidiaries (8) (8) (8) (10) (34) (15) (16) (19) (19) (69)
Interest Expense

Average Interest Rate 8.2% 8.0%

PRETAX INCOME 216 166 160 135 677 223 115 148 121 607
Y/Y Growth -11% -10%

Income Tax (69) (47) (44) (23) (183) (67) (11) (14) (19) (111)
Effective Tax Rate 32% 29% 27% 17% 27% 30% 9% 9% 16% 18%

Net Income 147 119 116 112 494 156 104 134 101 495
Preferred Dividends (4) (4) (4) (4) (16) (4) (4) (5) (5) (18)

Earnings for Common 143 115 112 108 478 152 100 129 96 477

Fully Diluted Earnings
Operating EPS $0.55 $0.44 $0.43 $0.41 $1.82 $0.57 $0.38 $0.42 $0.31 $1.67
First Call Equivalent EPS (Note 1) $0.80 $0.43 $0.45 $0.48 $2.16 $0.82 $0.38 $0.42 $0.50 $2.10
Reported EPS (Note 1 and Note 2) $0.80 $0.43 $0.45 $0.48 $2.16 $0.82 ($1.54) $0.42 $0.50 $0.32

Primary Earnings
Operating EPS $0.58 $0.47 $0.46 $0.44 $1.94 $0.61 $0.40 $0.44 $0.32 $1.75
First Call Equivalent EPS (Note 1) $0.86 $0.46 $0.48 $0.52 $2.31 $0.88 $0.40 $0.44 $0.52 $2.21
Reported EPS (Note 1 and Note 2) $0.86 $0.46 $0.48 $0.52 $2.31 $0.88 ($1.71) $0.44 $0.52 $0.29

Shares Outstanding
Fully Diluted 268 271 271 272 271 272 272 317 322 296
Primary 244 246 247 247 246 248 248 294 298 272

**Minority Interest primarily includes 47% of EOG and 7% of EES (from 12/31/97 forward) and 15% of EES (from year-end 1998 forward assuming an additional sale of 8% of EES) not owned by Enron.

Note 1:  Recurring Special Items Included in First Call Equivalent EPS (Pretax Amounts)
1Q:96 EGP: $90MM gain-sale of asset 1Q:97 EGP: $102MM gain-sale of asset

Corp: $17MM gain-EOG shares 4Q:97 EES: $65MM gain-sale of 7% interest
2Q:96 Corp: $25MM charge-litigation reserve Corp: $25MM gain-unspecified

Corp: $28MM gain-EOG shares
3Q:96 Corp: $11MM gain-EOG shares
4Q:96 EGP: $18MM gain-litigation settled

Corp: $122MM gain-EOG shares
Corp: $83MM charge-QF reserve

Note 2:  Additional One-Time Items Included in Reported EPS (Pretax Amounts)
2Q:97 Corp: $675MM charge-J Block settled

EGP: $100MM charge-MTBE margins
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