Why We Bought EIX

Purchase data:  60 shares purchased January 29, 2002 @$11.86/share
Lori found Exelon (EXC) at the top of MoneyCentral’s list of Electric Utilities after reading elsewhere that the Public Utilities sector looks promising for the coming year.  Data behind the buy decision can be found in the January 27th email “EXC and the Electric Utes.”  Some key details:

This screen resulted in 8 companies with market caps > $100M.

Industry  = Electric Utilities (90 companies)

Price  >= 5  (no penny stocks – 74 companies)

Cashflow/share > 3  (49 companies)

Free cashflow/share > 0 (34 companies)

ROA > 2 (47 companies)

ROE > 8 (46 companies)

EIX and FE grew sales/share, profits, and net income each of the last 4 Qs.  EIX gross margins are up while FE’s are down.  (EXC compared poorly to these two on the business results report.)

On the valuation report the choice was clear:

	
	EIX
	EXC
	FE

	P/earnings
	1.3
	10.8
	11.6

	P/sales
	0.34
	1.18
	0.81

	P/cashflow
	1
	5.3
	4.9

	P/free cashflow
	7.1
	895
	32.7


Further, Nirmal pointed out EIX’s very low beta of -0.01, 2.55 billion dollars in cash!, and book value of $13.5/share; his only red flag, a debt/equity ratio of 3.35, may be just par for the course in the facilities-heavy generation business.
Polling occurred from January 27th to 29th, 2003 with unanimous agreement to purchase EIX.  Lori’s initial suggestion to look at EXC was dated January 23rd.  (For comparison down the road, EXC traded at $50.85 when we purchased EIX.)
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