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INVESTMENT OPINION AND SUMMARY

e Sithe, one of the largest independent power producers, has 540 MW in 21 operating generation
projects and an additional 1,229 MW in three generation projects currently under construction.

¢ Earnings should grow rapidly through 1995 in our opinion, as projects under construction cmer
commercial operation and begin selling power. Additional development projects are likely.

e Sithe trades at 9.3x our 1995 EPS estimate ($1.30) and compares with our expected P/E of
11.4x, based on a discount to comparable company multiples, suggesting a target price of $14-
$15, relative to the current $12 price. Initiating coverage with a8 2M (Outperform, Medium
Risk)
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SUMMARY AND INVESTMENT THESIS

Sithe Energies Inc. (Sithe) is an operating Independent Power Producer (IPP). The company primarily
operates natural gas-fired and hydroelectric generating facilities. Sithe has maintained an average
availability factor of more than 90% for its gas-fired plants since 1988, the year it began operating gas-
fired generating facilities. A combination of strong management and focus on efficiency is required to
operate generating plants this successfully. This is important because, unlike an electric utility, Sithe,
as an IPP, produces electricity for sale into the wholesale market and makes a profit on the sale of each
kilowatt hour. If there is no product (electricity) to sell into the wholesale markets, the company does
not make profit on its invesument. Furthermore, as an efficient plant produces more electricity, more
profit is produced, assuming that the additional electricity can be sold.

With this successful track record, the company has been able to grow both revenues and earnings
(excluding nonrecurring charges) over the last few years. Since 1990, gross profits of Sithe have grown
by more than 20% annually. Sithe currently operates 21 generating plants that generate, in the aggregate,
540 megawants (MW), averaging about 25 megawatts per project. Currently, the projects range in size
from less than 10 MW to 79 MW. With the larger projects currently under construction, we expect that
profits will continue to grow rapidly over the next few years. The company’s largest plant, the
Independence project in Oswego, New York, is currently under construction. The 1,000-MW facility
is a natural gas-fired combined cycle combustion turbine that is expected to enter commercial operation
in January 1995. The Cardinal and AG Energy plants are also under construction and will add 150 MW
and 79 MW, respectively, to aggregate capacity.

Sithe continues to explore other projects both domestically and worldwide to continue to add to its
portfolio. Importantly, unlike the utility business, IPPs must continue to develop projects or earnings
growth declines markedly. The company continues to focus on North America, but is expanding efforts
to develop an expertise in a few other countries. Our EPS estimates for 1993 through 1995 are $0.00,
$0.30 and $1.30, respectively. Table 1 shows summary financial statements for the years 1991 through
1995. We believe that our 1995 estimates are more likely to increase than to decrease over time.
Importantly, the Independence project is expected to provide aimost 60% of consolidated net income in
1995. The company has no plans to pay a common dividend in the foreseeable future.
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e sky: Roml ol nenquaifiad SuERAong PeRErs should Shesk with Pl SOSRSE GEERANVES 3 B wiuthe singin Sewiensd Wweid 09 “Sha-eind” I Pur own SENL.

mhpmM.Mwm«mthmhm(m)dnpﬂhm

Cuids ® lovesemen Rasings: Renk 5 ¢ guith » s capuond ol %oars over B B 13-15 menths relasive © e SA&P 300. ! (Bwy): e Gan 158 wml vars. 3 Ouparferm): S8 »
us-m:mmss.-u-mnm—ss.—us-n-.su—us-—---n.u—-—
:ﬂf“‘“- -—-lm-.‘-nﬂbhrr-u-‘-ﬁhnrh-—?:—l*
lm.nhpadmduﬁ*“dﬂﬂmhm- with diversified partielis that ean vilenad Rl lames. V
(Vensure): indicesnt » sweck with vasnes cupil churacristion G i swible G saphisticned isvesssrs wish 0 high miwraase far risk snd breadly diversified vestmam partelins.

This sunly & ant & complen anlyis of overy pumerial ez rspeming ooy ennguay, BbaTy, SEwity @ isvesEnsn apressed an sbject © dungs vihew amiss. Suemman
d--u-“t-—--u“--l-—hh‘zﬁﬂ:ch- -.ﬁ“-m.fhh.-
anetiand wih & Spy o & e & pmbise 0 Y ccwhine &f iveumen memisnd i i saly, ohish pasihien Eey o eay tms, eud any, from ims © tine, toll &r buy smh
v o svwstsus. This Fira @ ams of 8 mny fem tins © tne parfrs ivesnas basking o ether sarviews far, & selicis isvessmant inaking or ety bismee frem. any
caumey astised s his saly. As of i oay apinise exprasmed rein, should bs emwwwed

L
|
1
i
{
|
i



SYT-3

Table 1

Sithe Energies, Inc. - (SYT - NYSE)
Surmenary Financial Statements, 1991-93E

(in thowsands of dollars, axcepe per-shars figuras)

1991 1992 1993E 19954k 1995E

Income Statement:
Revenue $189,021 $233,155 268,747 5351818 $795,300
Total Cont of Sales. 148,586 176,165 200,620 262,089 583,114
Gross Profit. 40,433 57.190 61,127 89,799 242,186
Operating Profit 247 32314 $7.183 T8.0%4 22992
Income From Continuing Operstions.......cuwmns 13,103 6,900 Ly« 13,920 72,007
Net Income 13,916 21,641 623 13,920 72.007
Earmnings per Share $0.29 $0.49 $0.01 $0.28 $1.30
|Eamnings per share before neg interast arbitrage... 0.29 0.49 02t 033 1.30
Cash Flow Statement:
Operating Cash Flow, 523,474 $32,129 $39,406 $48,572 $122.198

per share. $0.64 0.7 $0.79 50.58 221
Balsace Sheet:
Plart in Service. £256,745 $282,418 $459,.286 $61525% 51,352,665
Total Assets. 346,297 £35,789 1,570,007 1,608,027 1,699,241
Proyect Debt 269331 486,013 1,227,433 1,239,888 1,252,683
Equity. 61,661 71,817 211,992 225912 297919
Total Lisbilities & Comman Stock Equity............ 346,297 £39,789 1,570,007 1,608,027 1,699,241
Price 1o earnings ratio. 41.7 249 4 369 93
Price 1o cash flow ratio. 159 168 153 138 55

Note: 1991 and 1992 net income include non-operating gains from srbitration settlemants regarding the Stockion plas that

the company sold in 1992. )
NM = Not Meaningful
CGR = Compound Growth Rate

Source: Smith Barney Shearson.

With a strong operating track record, good management, project backlog and growing earnings, Sithe
appears to be well positioned over the next few years relative to other IPP companies. Imporzantly,
however, we do not believe that the current stock price reflects this. However, as the Independence
project (the company's largest project) is not expected to enter commercial operation until early in 1995,
a full reflection of this position is likely to evolve over the next 12-18 months, in our opinion.

Sithe trades at 9.3x our 1995 eamnings estimate while its peer group (shown in Table 2) trades at an
average P/E of 12.7x 1995 eamnings. Once the Independence project enters commercial operation and
other development projects are investigated and back-logged, we believe that Sithe will be awarded a P/E
ratio similar to that of AES Corporation (13.4x) or California Energy (13.2x), suggesting a fair value for
Sithe of $16-$17, relative to the current price of $12. This represents upside potential of between 33%
and 42%. More conservatively, however, if we assume a 10% discount of the P/E to comparable
company multiples due to the asset concentration of SYT (Independence will represent 45% of assets and
60% of net income in 1995; see Risks Section), the fair value would be $14-$15, still more than 15%
above current prices. Recognizing that our calculated fair value is likely to be realized over the next 12-
18 months as construction and development benchmarks are realized, we are initiating caverage of Sithe
Energies with a 2M (Outperform, Medium Risk) rating.
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Lastly, but importantly, we would like to point out that Sithe is not an electric utility. As an IPP, Sithe
is a wholesaler of electricity to distributors (utilities). Sithe takes the risk of delivery and makes a profit
on the sale of each kilowatt hour through the efficient operation of the generating assets as well as the
use of relatively more financial leverage than utilities. Electric utilities are facing more competition at
the generation level of the business from companies like Sithe. Cerzainly, relative to the electric utility
industry and, in our view, relative to the S&P 500 and other IPP companies, Sithe represents attractive

value at current prices.
Table 2
Sithe Energies, Inc. - (SYT - NYSE)
Valuation Table
Est.(2) Year to
~ Eamings per Share (1)~ Syr Common Market | 1995 | Average| Date
Company Ticker 1993E 1994E 199SE Growth Price Shares Cap P/E | Volume | Perform

Sithe Energies, Inc  SYT $0.00 $0.30 $1.30 25.0% $512.13 552 86693 | 9.3 27,250 | 6.7%

AES Corporation ~ AESC 1.93 2.14 2.37 18.5% 3175 474 15050 134 | 95,608 | 144%

California Energy CE 1.14 1.29 1.39 16.2% 18.38 354 659 13.2 | 88,380 | 9.7%
Destec ENG 1.59 1.80 1.75 13.0% 17.38 620 1,0765] 99 42,171] 7.8%
Magma Power MGMA  2.11 2.44 2.75 17.0%  38.75 23.1 894.9 14.1 151,100 ] 20.2%
Average (excluding SYT): 1,031.8 | _12.7 13.0%

Now: SYT begsn mading after is IPO on June 23, 1993. Further, there are only about 12 million shares of float.
(1) Eamings estimates for comparable companies are based on consensus estimams from Firs
?) Estimated S-year growth rases for comparsble companies are based on consensus estir © first Call.

Source: IDD Information Services/Tradeline and Smith Barney Shearson.

VALUATION

We are initiating our coverage of Sithe Energies Inc. with a 2M (Outperform, Medium Risk) rating.
The stock currently trades at 9.3x our 1995 earnings estimate. We are valuing Sithe based on a 10%
discount to the average P/E of the comparable company group. Table 2 shows the comparables. The
discount to the comparables reflects Sithe’s asset concentration risk. The Independence project will
represent almost 45% of assets and 60% of net income in 1995. Based on an average P/E of 12.7x, a
10% discount is a P/E of 11.4x, which implies a price of $14-$15. This compares with the current price
of $12 and represents better than 15% appreciation potential. As Sithe adds more projects to its portfolio,
thereby reducing the asset weighting of the Independence project, the stock should experience a P/E
multiple expansion toward the group average. Ultimately, based on a group average of 12.7x 1995
carnings estimates, the fair value for SYT is closer to $16-$17. This represents appreciation potential
ultimately of between 33% and 42%. Importantly, however, we believe that the P/E multiple expansion
is likely to occur at or after the commercial operation of the Independence project in January 1995.

Since the initial public offering in June, Sithe has underperformed both its peer group and the market.
The stock is down 7% relative to a peer group, that is up 6% (2% when Magma Power is excluded) and
the S&P 500, which is up 4%. At current prices, we believe that Sithe is attractive relative to a peer
group of independent power producers, the S&P 500, and, certainly, relative to electric utilities that are
facing little, if any, growth as well as increasing competition at the generation level. This competition
is coming from companies like Sithe.
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From a trading perspective, we believe that Sithe’s stock price will react to the announcement of new
projects, indicating additional earnings growth in the intermediate term as well as news regarding the
progression and cadence of construction at Independence. Further, we also believe that Sithe will react
to news on the long-run avoided costs (LRAC:s) filed by New York utilities, specifically, Consolidated
Edison# and Niagara Mohawk Power# as the purchasers of the power produced by Independence.
LRAC:s are filed quarterly by the utilities and are a close proxy for the ultimate price that Sithe will be
paid for the electricity produced by the project. The New York Public Service Commission (NYPSC)
is likely to announce the new (June) LRACs on September 29, 1993. LRACs that are higher than the
previous (March) quarter are likely to be viewed positively. It is important to remember that the
Independence partnership will not be paid on the basis of LRACs, but rather, based on a filed tariff
designed to reflect the actual avoided cost of production.

Introduction: An IPP

An independent power producer (IPP), is a non-utility generator of electricity, generally for wholesale.
Largely created under the Public Utilities Regulatory Policy Act of 1978 (PURPA), IPPs are alternative
generators of electricity. PURPA provides exemption from utility regulation for qualified facilities (QFs).
A QF has to provide both electricity and some other form of thermal energy simultaneously. This
technology is widely known as cogeneration. With QF status, a utility has to purchase the electricity
produced by the QF at the utility’s avoided cost. Avoided cost is defined as the equivalent cost to the
utility to produce a similar amount of electricity or capacity. The avoided cost issue is significant due
to the relative cost advantages that [PPs have over utilities. Importantly, a utility can not own more than
49% of a QF status generator. Further, as competition increases, QFs are less likely to be paid avoided
cost. This is in part due to competitive bidding for generation.

IPPs, including QFs, generally have advantages over utilities that enable them to produce electricity at
a lower cost. These advantages include increased financial leverage, higher asset utilization and increased
siting flexibility. As nonregulated entities, IPPs can generally employ more financial leverage than
utilities can. On average, utilities have an equity capitalization of about 45%, while [PPs average closer
t0 20%. The lower cost of debt relative to equity is very significant in a capital-intensive business such
as electric generation.

IPPs generally have a higher asset utilization rate, as these nonregulated companies generally sell all of
their electricity, while utilities must maintain a reserve margin to allow for demand spikes or unexpected
supply shortfalls. Simplistically, comparing two 1,000 MW systems — an IPP and a utility —~ the IPP is
likely to have between 7.9 billion and 8.3 billion kwhs to sell, while the utility is likely to have between
6.7 billion and 7.1 billion kwhs to sell'. The fixed costs of the IPP are spread over a larger number of
kwhs, thereby reducing the cost. As a regulated monopoly, electric utilities continue to operate under
an obligation to serve. IPPs are not obligated to serve and do not need to maintain any reserve margins,
increasing the asset utilization of most IPPs relative to electric utilities.

Further electric utilities, as a regulated monopoly, are generally given franchise territories to serve. The
utility will generally need to construct its generating facilities within this franchise territory. IPPs have
no such restriction, obligation or inclination. The unregulated wholesaler builds a plant wherever supply
is needed and a suitable site can be secured for generation. This siting flexibility, combined with the
other advantages discussed above, generally allow IPPs to produce electricity (all other factors being

' The reserve margin utilities need to keep is the difference between the IPP and the utility. The exampie assumes equally efficient operation
of the assets, but assumes that the utility keeps a 15% capacity reserve margin.

J
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equal) at a lower cost than their utility brethren. Open wholesale transmission access, as provided in the
Energy Policy Act of 1992 (EPA), increases this flexibility.

The Energy Policy Act of 1992 provided two very significant changes to the electricity generation
business. The EPA created a new class of generators, exempt wholesale generators (EWGs), and gave
the Federal Energy Regulatory Commission (FERC) the ability to mandate open wholesale transmission
access. The creation of EWGs is significant, as it takes PURPA one step further, allowing larger, better-
capitalized companies to participate in electric generation. EWG status generators are exempt from the
restrictive laws of the Public Utility Holding Company Act (PUHCA). Importantly, PURPA was
designed to encourage alternative suppliers of electricity. EWGs under EPA were created to increase
competition at the generation level of the electricity business. The ability for FERC to mandate open
wholesale transmission access provides an avenue for wholesalers to get their product (electricity) to
market.

Sithe Energies: Building Power

Sithe is a significant player in the independent power generation business. The company has interests
in 21 operating projects, representing about 540 megawartts (MW), with an additional three projects under
construction, representing 1,229 MW. All of the projects are currently in North America. Including the
projects under construction, Sithe is one of the largest non-utility affiliated Independent Power Producers
(IPP), measured by net ownership of generating capacity. Table 3 shows the company’s operating
projects as well as the projects currently under construction.

Table 3
Opersting Plants & Plants Under Censtruction

Operating Plants
Date of
% Original Cost Commercial
Name Location Ownership MW  (in millions) Operation Power Sale To
Navy San Diego, CA 100% 105 129.0 3Q89 SDO
Alcoa Massens, NY 0% ™ 7 Apr-93 NMK
Greeley Greeley, CO 100% y7] 61.5  Nov-8s PSR
Sterling Shermrill, NY 100% 57 63.0 Jan-92 NMK
Bamavia Baavia, NY 90% 55 7.3 Sep-92 NMK
Oxnard Ozxnard, CA 100% 47 50.0 Jun-90 SCE
Allegheny 8&9 Armstrong County, PA 100% 32 96.0 Dec-90 NYSEG
Other Hydro 27 IDA, PCG, CPL
Kenilworth Kenilworth, NJ 100% 25 350 Jul-89 Schering, JCP&L
Feather River Marysville, CA 100% 17 18.4 Jun-88 PCG
Allegheny S&6 Armstrong County, PA 100% 16 51.5 lae 89 West Pean Pwr
P&N West Carthage, NY 5% ] 9.4 Oct-38 NMK
Projects Under Censtructisn
Dete of
% Original Cest Commercial

Name Lecation Owumership MW  (in millions) Opersatioa Pewer Sale To
independence  Oswego, NY 100% 1000 NM carly 1993 NMK, ED
Cardinal Cardinal, Ontario ) 50% 150 NM lase 1994 Ouwtario Hydro
AG Energy Ogdensburg, NY 85% ” NM late 1993 NMK

Source: Sithe Energies, Inc.
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Of the 21 operating projects, 10 are hydro projects and 10 are natural gas-fired generating projects, while
one is a biomass-fueled plant. The hydro projects average about 8 MW, while the natural gas-fired
projects average 45 MW. The biomass project is a 17 MW facility in California’. More important,
however, the three projects under construction will significantly increase the company’s generating
capacity. As stated above, the three projects represent 1,229 MW and are all natural gas-fired facilities.
Clearly, with the current back-logged development, we are witnessing this IPP "coming of age.” Chart
1 shows the aggregate generation by year since 1988.

Chart 1
Generating Capacity

Source: Sithe Energies, Inc.
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Chart 2
Current and Future Generating Capacity: By Fuel Type

Biomass
1% Natural Gas
25%

Under Construction
70%

Nowm: All generation under construction (3 projects) is natural gas-fired.
Source: Sithe Energies, Inc.

? Feather River, the biomass-fueled facility in California is under contract © be sold by the company . Prior © the company's initial public
offering in June, Sithe wrote-down the book value of Feather River 10 net realizable value. The executed contract could allow Sithe © book
s small gain on the write-down book value in 1994.
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The largest of the projects under construction is the Independence project. Independence should be, by
far, the strongest of several growth engines for Sithe over the next few years. The project is a 1,000
MW natural gas-fired generating facility in Oswego, New York. The power from the project is sold
under long-term contract to local utilities. The project is a QF status facility as defined under PURPA.
The plant will probably represent about 45% of the consolidated assets of Sithe and about 60% of the
consolidated net income. In general, the company focuses on generation from environmentally friendly
natural gas and hydro resources. Chart 2 shows the fuel mix of the operating plants as well as the plants
under construction.

Sithe was formed by William Kriegel, the current chief executive officer of the company, in concert with
Compagnie Generale des Eaux, the French water company and the largest water company in the world,
and 2 partner of Mr. Kriegel, Paris Mouratoglou, in 1984. The company was formed to own and operate
non-utility generators, in order to sell electricity into the wholesale market. The laws forged under
PURPA and the recently passed Energy Policy Act of 1992 (EPA) exempt non-utility generators (under
certain circumstances) from regulation as a public utility. Sithe’s goal is to remain exempt from
regulation as a public utility through adherence to the laws defined under PURPA and EPA. CGE
remains the largest shareholder, owning 62% of Sithe Energies. Management owns 18% of the stock.

Sithe plans to continue to focus on natural gas and hydro generation projects. The environmental appeal
and operational expertise that the company has accurnulated over almost 10 years is a solid foundation
for development, in our opinion. The company’s international effort will continue to be limited to the
countries or areas that Sithe knows well. These include the United States, Canada and Mexico. Other
countries will be added over time. Importantly, the company is not interested in a “shotgun” approach
to participating in the worldwide electric generation market.

The Independence Project

The biggest portion of the earnings growth that we are expecting comes from the Independence project.
The Independence project is the largest project Sithe is involved with and should be the largest nop-utility
affiliated [PP-owned generating facility in the nation when the plant becomes commercial in January
1995. The project is a 1,000 MW natural gas-fired, combined cycle combustion turbine generating
station located in Oswego, New York. The plant will employ General Electric Frame 7FA turbines’
with combined cycle technology. Construction began in November of 1992 and the plant is expected to
be complete and ready to enter commercial operation in January 1995. Sithe has contracted with General
Electric and EBASCO for construction of the plant. The contractors have taken on most of the
construction and delivery risk. The contract provides operating performance standards under which Sithe
can seek remedy if not attained. All current indications suggest that the plant is on schedule to be
commercially operational in January 1995.

The power from the project will be sold to Consolidated Edison of New York (Con Ed) and Niagara
Mohawk (NiMo). A small amount of the generated power will be sold to the plant’s steam host, Alcan
Aluminium Ltd. By selling thermal energy to Alcan, the project is a qualified facility (QF) as defined
in the PURPA of 1978. The electricity sold from Independence will be priced based on the actual
avoided costs of generation for the purchasing utility; in this case, Con Ed and NiMo. The actual
avoided cost rates for the utilities are tariff rates that must be filed with and approved by the New York

? The pew GE Frame 7FA wrbine is a new mode] of the previous 7F model mrbine. Currently, there are none of the new mrbines in
commercial operation. However, Florida Power & Ligit will be the first 1 bring one into commercial operation in lase 1993. Imporandy,
the Frame 7F and 7FA model trbines are significantly based on six generations of Frame 7 murbines.
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Public Service Commission (NYPSC). Con Ed’s price will include both an energy charge based on actual

avoided costs of production and a capacity charge. The output sold to NiMo is on an energy-only basis.
The electricity and steam sold to Alcan Aluminium is essentially at cost. An abbreviated income
statement forecast for the Independence project’s contribution to consolidated earnings is shown in Table
4. Our estimates use the companies’ (Con Ed and NiMo) filed long-run avoided cost estimates (LRACs)
as a proxy for the actual avoided cost that will be charged in 1995 and beyond when the plant is

supplying electricity.

The power sale to Con Ed is a 40-year contract for about 740 MW of power. Under the contract, Con
Ed is obligated to purchase the capacity at its avoided cost. Most of the fixed charges are recovered in
the first 6.6 billion kwhs sold‘ through the capacity charge. Sales to Con Ed beyond this level are
largely sold on an energy-only basis. The avoided cost charge is based on the actual avoided cost of
energy tariff filed with the NYPSC (SC-21 of PSC No. 8 - Electricity). The LRAC: is a forecast of
actual avoided costs that the utilities must file with the NYPSC on a quarterly basis. The LRACs filed
over the next 18 months will continue to send indications of what the project will actually be paid for the
electricity sold. The next LRACs are due to be approved by the NYPSC in September.

Table 4

Sithe Energies, Inc. - (SYT ~ NYSE)
Independence Project Income Forecast, 1993E-96E
(in thousands of dollars, except per-share figures)

1995F  19%E % Cng.

Revermes:
Comsolidated Edison of NY............. — 343,179 351,551 2.4%
Niagara Mohawk. 29,141 29,857 2.5%
Alcan Alumimmm .............oocereereerensonne 11980 13,102 9.4%
TOTAL 384,300 394,510 b &,
Costs of Service:
Fuel 205,006 220,544 7.6%
Opwation & Maintenance Cost............ 16,304 16970 4.1%
General & Administrative...................... 5638 5,969 5.9%
Othaer. 14393 14,681 2.0%
TOTAL. 241,341 258,164 7.0%
Operating Profit. 142,959 136,346 4.6%
Other Expenses
Irtarest Costs. 76,676 64,733 «15.6%
Incoms Tams. 23,199 25,064 8.0%
Othar. 0 () NM
TOTAL 99,875 29,799 -10.1%
Net profit. 43,034 46,347 2.0%

Avernge Sharm Outstanding ... ... 35,188 35,188 0.0%
Earnings per SYT Coummen Share.. . $0.78 $0.54 8.0%

NM = Not Meaningful
CGR = Compound Growth Rate
Source: Smith Berney Shearson.

¢ 740 MW converts im0 6.2 billion kwhs at a capacity facwor of 95%. (740 MW x )63 days x 24 hours x 93% capecity factwor.)
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The power sale to Niagara Mobawk is on more favorable terms to the utility, as the project is not
obligated to sell any electricity. The contract is for not more than 300 MW, at an energy-only rate. The
energy rate is based on NiMo's actual avoided cost of energy (SC-8 of PSC No. 207 - Electricity).
Importanzly, this offers some of the potential upside for the project. At an energy-only rate, the sale to
NiMo is only moderately profitable. Further, under the contract, NiMo is obligated to purchase the
power delivered (up to 300 MW); however, the partnership is not obligated to sell any power to NiMo.
If the partnership can sell the power to another entity, the sale is likely to be on more profitable terms
than the NiMo contract (a long-term firm supply arrangement would likely include a capacity payment,
much like the Con Ed agreement). Importantly, our earnings numbers are based on the sale of power
to Niagara Mohawk.

The natural gas supply for the project is being supplied by Enron Corp. under a 20-year agreement.
Originally, the price for the gas was fixed for the first five years, with pricing based on Con Ed'’s avoided
cost of energy for the remainder of the agreement. There is a tracking account to record the difference
between the spot price of gas and the price paid to Enron. Sithe is in the process of renegotiating the
price of gas in the first five years of the contract. The renegotiation will have the effect of allowing a
smoother escalation across the time frame 1995 through 1999. The price changes keep the aggregate
amount paid to Enron the same on a present value basis. Importantly, Eanron and Sithe have an
agreement in principal for this renegotiation.

The income statement shown in Table 4 is based on some projections made by R.W. Beck for the [PO
underwriters. We have adjusted the projections to include a modestly higher capacity factor, an estimate
of the renegotiated natural gas prices and modestly higher operation, maintenance and administrative
costs. Further, the revenues are based on the current LRACs filed by Con Ed and NiMo. The
statements show that in 1995, Independence could contribute 60% of net income. The increase in net
income at the project in 1996 is the result of a higher capacity factor and lower interest expenses.

Importantly, we want to point out that our projections probably have more room for upside surprise than
downside surprise if the plant enters commercial operation on time. The variables include the actual
avoided cost tariffs or which the partnership will be paid, the capacity factor and the heat rate’. Two
of these alone could swing the earnings per share contribution by about $0.15. For every $0.001 change
in the LRACs rate (assuming that LRACs accurately reflect actual avoided costs), earnings are impacted
by about $0.08 per share. A change in the capacity factor from 93% to 95% would add about $0.05 per
share. Additionally, but less quantifiable, the heat rate could be lower than currently forecasted, which
would indicate a more efficient unit (inverse relationship between heat rate and efficiency). I,pngcuc@,
the Independence project site has room for an additional 500 MW of capacity-—All these variables
combine 1o suggest that earnings could be higher than we currently expect in 1995 and 1996, resulting

from our conservative assumptions. T

Other Projects under Construction

Beyond the Independence project, Sithe is currently constructing two other natural gas-fired generation
projects. The two projects are Cardinal and AG Energy. Table 3 shows the projects currently under
construction. The Cardinal project is a 150 MW plant where Sithe is a 50% partner with Husky Power
Ltd, a subsidiary of Husky, a Canadian oil and gas concern. The project is located in Cardinal, Ontario,
and expected to begin commercial operation in the third quarter of 1994. The plant will sell electricity

’ The capacity factor is & measure of the plant’s cutput relative 1o its designed capacity. The beat rase is & measure of efficiency of the plant,
indicating its efficiency of converting BTUs of beat into slecericity.
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to Ontario Hydro under a 20-year contract and steam to Canada Starch Operating Company, a subsidiary
of CPC International. The price of electricity will be based on the long-run avoided costs of Ontario
Hydro. Avoided costs are currently about $0.045. Natural gas for the plant will be supplied by Husky
under long-term contract.

The AG Energy project is a 79 MW natural gas-fired cogeneration plant. Sithe is an 85% partner in the
project and Iroquois Power (one of the gas transporters for the project) is a 15% limited partner in the
project. The power from the project will be sold to Niagara Mohawk under a 25-year contract. The
price for electricity is fixed for the first 15 years of the contract. Importantly, due to a project-tracking
provision® in the contract, the contract is unlikely to last more than 15-years (see Risks — Project
Tracking). The gas for the project is provided under a 15 year, scheduled price agreement with Home
Oil Company, Limited.

Operating Projects

Table 3 lists the projects currently in operation. As discussed above, Sithe has 21 operating generation
projects that aggregate 540 MW. Ten of the projects are hydro facilities, ten of the projects are natural
gas-fired and one is a biomass-burning facility. Below is a brief discussion of the company’s seven
largest natural gas-fired generation projects.

Alcoa — This is a 79 MW plant in Massena, New York in which Sithe owns a 70% interest. The other
partners in the project include Sundance and Husky Gas Marketing (the gas provider for the project).
The plant is a QF status generator under PURPA, supplying electricity to Niagara Mohawk under a 20-
year contract and steam to Alcoa Aluminium. The plant entered commercial operation in April 1993 after
a six-month delay. The payment by the contractor (a subsidiary of Zurn Industries) of a penalty provided
under the contract for the delay is currently being negotiated. Natural gas is being supplied under a 15-
year contract by Husky. Importantly, the project does have a tracking mechanism in the contract to
ensure that the cost of electricity does not exceed the utility’s actual avoided cost of energy. The project
tracking mechanism is likely to limit the life of the Alcoa project to 15-years (see Risks — Project
Tracking).

Batavia - This is a 55 MW natural gas-fired cogeneration project in Batavia, New York. The plant has
QF status under PURPA by supplying electricity to Niagara Mohawk and steam to O-AT-KA Milk
Products Cooperative. Sithe owns a 90% stake in the project. The electricity is sold to Niagara Mohawk
under a 15-year contract. Prices for the electricity output are fixed for the first four years of the contract
and then increase over the remaining life. Similar to Alcoa, Batavia has a project-tracking mechanism
in the contract to ensure that the payments to the owners not exceed the utility’s actual avoided cost of
energy. This is li limit the contract to 15 years (see Risks — Project Tracking).

Greeley — This plant is a 72 MW natural gas-fired cogeneration project on the grounds of the University
of Northern Colorado and owned by a wholly owned subsidiary of Sithe. The plant began commercial
operation in November 1988. The electricity is sold to Public Service Company of Colorado (PSR),
while thermal energy is provided to the University. The price of electricity is tied to the operating costs
of one of PSR’s generating plants, along with a fixed capacity charge. The thermal energy is provided

* Project tracking provisions have been negotiamd into some of the power sale contracts. These provisions permit the racking of prices
paid to the partnership versus the purchasers’ acual avoided cost of power. In the event of a positive balance at the end of 2 stamd period, the
purchaser will be reimbursed the balance, or the contract will oo longer be effective. A positive balance suggests the partnership was paid more
for electricity than the actual avoided cost of power. Along with AG Energy, Swerling, Bamavia and Alcos have project-tracking provisions in
the contracts. All estimates are premised on the shortest possible life under contract.
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as lease payment for the land on which the project is built. Natural gas for the facility is provided under
a 15-year contract with Associated Natural Gas Associates. A royalty payment is paid annually to the
unaffiliated, original project developer. The payment is based on the cash fiow of the project.

Kenilworth — This is a 25 MW natural gas-fired cogeneration plant in Kenilworth, New Jersey. The
plant entered commercial operation in July 1989. The plant sells the electricity generated to Jersey
Central Power & Light (JCP&L), a subsidiary of General Public Utilities#. Being non-contiguous to the
site, Public Service Electric & Gas Company# wheels the power from Kenilworth to JCP&L'’s system.
The steam from the plant is sold to the Schering-Plough pharmaceutical corporation under a 15-year
contract. Natural gas for the plant is supplied by Elizabethtown, the local distributor, under a 10-year
contract. The fixed prices extend until October 1993, with market-based pricing thereafter. In 1989, the
plant was sold and leased back under a 15-year operating lease.

Navy Plants - This project is the combination of three leased natural gas-fired cogeneration facilities on
three Navy bases in the San Diego, California, area. The three piants are: San Diego Naval Station (46
MW), North Island Naval Air Station (36 MW) and Naval Training Center/Marines Corps Recruit Depot
(23 MW). Each of the plants were sold and leased back under a 22-year operating lease. Most of the
electricity generated is sold to San Diego Gas & Electric under 30-year Standard Offer 4 contracts. The
Standard Offer contract pays for electricity based on San Diego Gas & Electric’s avoided cost of energy.
All three plants began commercial operation in 1989. The thermal energy produced by the plant is
provided to the Navy. The plant has QF status as defined under PURPA. The Navy has agreed to
purchase the amount of steam necessary for the three plants to maintain their QF status. Natural gas is
provided under a short-term contract from a broker at spot market prices. Since higher natural gas prices
would, at some point, increase the avoided cost of energy, there is somewhat of a natural hedge in the
payment. However, the hedge is likely to operate on a significant lag from the market price of natural
gas. Further, revenues from this plant are likely to decline markedly in 1999, due to the contract basis.
Separately, but importantly, although originally included on a list of potential base closures, the Navy
bases in San Diego will remain open.

Oxnard - This 47 MW cogeneration facility is located in Oxnard, California. The plant began
commercial operation in June 1990. The plant is a2 QF status-generating facility as defined under
PURPA. The electricity generated is sold to Southern California Edison, a subsidiary of SCEcorp#.
The sale is for 30 years based on a modified Standard Offer 2 contract. The price paid to the partnership
is based on SCE'’s short-run avoided cost of energy. Steam is sold to Boskovich Farms, a vegetable
packer. Boskovich has agreed to purchase the minimum amount of steam necessary to maintain the
plant’s QF status. Gas for the plant is purchased on the spot market. Similar to the Navy plants, there
is a natural hedge to rising gas prices, as the partnership is paid based on SCE’s short-run avoided cost.
This hedge is likely to be modestly more responsive to changes in gas prices than the Navy plant.

Sterling ~ This is a 57 MW gas-fired cogeneration facility that the company leases and operates located
in Oneida County, New York. The facility is a QF status generator and sells the steam output to Oneida,
the largest tableware manufacturer in the nation. The plant entered commercial operation in January
1992. The electricity is sold to Niagara Mohawk under a 20-year coutract based on a fixed price for the
first six years and at an increasing price thereafter. Similar to Alcoa and Batavia, Sterling has a project-
tracking mechanism in the contract to ensure that the payments to the owners do not exceed the utility’s
actual avoided cost of energy. This-is likely to limit-the-contract to 15 years (see Risks — Project
Tracking). About 90% of the gas for the plant is purchased under a 15-year contract with Louis Dreyfus
Gas Sales, with the remainder purchased on the spot market.
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Projects under Development

As discussed earlier, IPPs must continue to add new generating projects in order to sustain earnings
growth in the intermediate to longer term. Assuming a basically fixed price for electricity across the
contract life and high-efficiency operation of the plant, there are few ways to increase profits without
adding new projects; therefore, Sithe is constantly evaluating new projects. It is important to remember
that the company reviews many potential projects in the hope of securing a few very good projects for
development.

Sithe has stated that it will evaluate projects in the international arena, although not in a "shotgun”
approach. The company will concentrate in North America, including Mexico and Canada. Other select
international areas will be included; however, the company wants to understand and feel comfortable with
the government in every location considered for a project.

The company currently has four projects in advance stages of development. It is important to remember
that although the projects are considered to be in development, there is still uncertainty regarding when
or whether the projects will actually come to fruition. The projects include Mississippi 26R, an 80 MW
hydroelectric project on the Mississippi River; Bayside, a 50 MW gas-fired cogeneration facility in San
Diego, California; Phoenix, a 44 MW gas-fired peaking cogeneration facility located at the company’s
Greeley plant in Greeley, Colorado; and Uncompaghre, a 40 MW hydroelectric project in southwest
Colorado.

The Electric Power Market

From a macro point of view, the United States is expected to need over 80,000 MW of additional
capacity over the next 10 years. Although the need depends largely on the growth in peak load and is
highly correlated with economic growth, it does suggest that in the intermediate to longer term, there is
opportunity to develop projects in the United States. However, competition is stiff, due to both
regulatory pressure toward competitive bidding as well as the increasing competition in the utility
industry. The combination of these two are driving many non-utility generators into the international
arena. However, it is important to recognize that aithough returns are higher internationally, so is the
risk associated with development.

As developing economies expand, the need for power internationally is far in excess of that for the United
States. The world (excluding the United States) is expected to need over 300,000 MW of additional
capacity over the next 10 years. International power demand probably has less to do with peak load
growth and more to do with economic growth. As developing countries expand, the population is likely
to demand gas to cook with, telephones to communicate with, water to wash with and electricity to light
their homes with. Therefore, increasing global prosperity is more likely to mandate additional electric
generation development.

Importantly, opportunities exist in both domestic and international markets for both utility affiliated and
non-utility (IPP) developers and producers of electricity. Sithe will be attempting to add one or two
additional projects a year, with a large-scale project (Independence-size) approximately every three years.
Earnings Growth

Tables 5-7 illustrate our earnings forecast for Sithe through 1995. Our earnings estimates are $0.00,
$0.30 and $1.30 in the years 1993 through 1995. We assume commercial operation of AG Energy in
late 1993, Cardinal in late 1994 and Independence in early 1995. We anticipate that additional projects
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will be added across the 1993-96 time frame, which could increase earnings in the 1995 or 1996 time
frame. We assume that the capacity factor will remain consistent with recent history for the company,
around 94%. For Independence, we use LRACs as a proxy for the actual avoided cost tariff the
partnership will be paid when the plant enters commercial operation.

Across the forecast horizon, revenues grow at a compounded annual rate of about 50%, while operating
profits grow at a rate of about 90% annually. The revenue growth is driven by the commercial operation
of the projects discussed above. The operating leverage stems from efficient operations. Operating costs
(including fuel) grow at only at about 45% annually across the forecast horizon.

As a factor of the increased development and construction, interest expenses increase across the forecast
period at an annual rate of about 75%. Most of the financing is non-recourse to the corporate entity,
however. Additionally, the company will move toward the statutory tax rate by 1995. Therefore, income
tax expense should be increasing by about 83% annually over the forecast horizon. The bottom-line
impact of these conflicting items will allow net income to grow at an annual rate of about 42% through
1995. Our forecast assumes a constant amount of common shares outstanding after 1993. Admittedly,
additional development could foster the need for additional equity in the 1995 to 1997 time frame.

From a cash flow standpoint, the increased earnings and depreciation allow operating cash flow to
increase at a compound annual rate of 32% through 1995. Impacting earnings (but not cash flow) is the
issue of negative interest arbitrage for Independence. This charge to earnings relates to an accounting
rule that makes Sithe expense the interest cost difference between the rate paid on the unutilized procegds
of Independence debt and the rate at which the unutilized funds are invested. Specifically, the company
floated project debt to fund the construction of the Independence project. The amount was sufficient to
fund capital and interest costs across the construction period. The indenture requires that the funds be
invested in very liquid and high-quality fixed income instruments during the interval between receipt of
the funds and utilization of the funds in their entirety. Accounting rules make the company expense the
difference between the interest paid and the interest earned on the umutilized balance. It is important to
recognize that there is no cash flow impact from the charge as the interest on the debt is being funded
by the debt itself until commercial operation of the Independence project in early 1995. This does retard
earnings by about $0.25 per share in 1993 and about $0.10 per share in 1994. Our earnings estimates
include the effect of this accounting anomaly.

The balance sheet exhibits continual improvement across the forecast horizon. Immediately after the
initial public offering, the company had about 87% debt. By the end of 1995, the debt is below 80%.
Although slightly higher than other IPPs and generally higher than the average industrial company, most
of the debt is project debt, which is nonrecourse to the entity, Sithe Energies. Further, with an above-
average eamings growth rate, the equity component of the balance sheet will be growing rapidly across
the forecast horizon. The company does not anticipate paying common dividends in the foreseeable
future.

The return on equity (not surprisingly) accelerates explosively in 1995 to more than 24% from 7% jn

0% i 1993._The return statistics are shown in Table 7 under the forecasted balance sheet.
The ROE acceleration is due to the commercial operation of the Independence project in January 1995
and the Cardinal project in late 1994. Independence will ultimately represent almost 60% of earnings
and about 45% of the aggregate asset base in 1995 (see Risks - Asset Concentration). -
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Sithe Energies, Inc. - (SYT - NYSE)
Farecast Income Statement, 1991-95E

(in thousands of dollars, except per-shars figures)

SYT- 15

923% .

CGR
1991 1992 1993E 1994E 1995E 92-9SE
Revenue. $199,021 $233,338 $263,747 351,888 $793,300 50.5%
Cost of Sales:
Fuel 65920 £1.523 104,903 146,774 I 66.3%
Operating & Maintenance. 35,363 41,5 40,964 30,793 87,086 26.9%
Operating Lease Expense. 3627 34,751 35,300 35,300 33,300 0.5%
Depreciation & Amortization. 12.676 16,312 19373 29,220 31,231 46.4%
Total Cost of Sales. 148,586 176,163 200,620 262,089 353,114 45.4%
Gross Profit 40,435 57,190 68,127 $9.799 242,186 61.8%
Other Operating Expenses:
General and Administrative. 8126 5811 9,600 10,400 10,920 23.4%
Provision for project impairments. 1,237 17,720 0 0 (/] -100.0%
Goodwill Amortizstion. 1,643 1,343 1344 1,343 1,344 0.0%
Total. 8,008 24,876 10,544 11,748 12264 -21.0%
Operating Profit 32427 32314 57,18 78,054 22992
Intarest Expanss and Other:
Project and Corporate Borrowings. 14,308 19,697 31,418 43,852 107,904 76.3%
Payable 10 Affilistes of CGE. 5,109 4,991 0 (] 0 -100.0%
Independence Negative Arbitrage. ( [ 20,430 6,47 [} NM
Other Expense (Income), net. (6,087 (9,111) (1,330) (1.500) (300) £2.0%
Total. 13,830 13,577 $0,533 43,523 107,404 90.3%
Income From Continuing Operations Before Income Taxes............ 18,597 16,737 6,648 29231 122,518 94.2%
Income Tax Provision. sn 7313 2819 11,300 43,000 £3.2%
Minority Interests, net. 2,183 2,524 3,206 4,011 3511 29.7%
Income From Continuing Operations. 13,103 6,900 623 13,920 72,007 118.5%
Discontinued Operation, Net of Income TaX........c.ccmererecraressesases 187 3,088 0 0 ] -100.0%
Income Before Cumn Effect of Acct ChHangs ..........coeececnseemsescenss 12916 1,812 623 13,920 72,007 241.2%
Cum Effect of Acct. Change. 0 19,829 0 0 0 -100.0%
Net Income. 12,916 21,4641 €23 13920 72007 49.3%
Average Shares Outstanding. 44385 44388 49,788 55,183 35,185
Earnings per Share $0.29 $0.49 0.0 3028 S1.30 %
Eamings per share before neg. interent arbitrage.......ooocceooen... $0.29 $0.49 $0.28 $0.33 31.30 38.5%
Note: 1991 and 1992 net income include non-operating gains from arbitration settlements regarding the Stockton plant that the company sold in 1992.
NM = Not Mesningful
CGR = Compound Growth Rate

Source: Smith Barney Shearson.
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Sithe Energies, Inc. - (SYT - NYSE)
Forecast Balance Sheet, 1991-95E

(in thousands of dollars, except per-share figures)
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1991 1992 1993 1994E 1995E
Ansets:
Plant in Service. $256,745 $282,418 $459,286 $615238 $1,352,665
Construction in Progress. 160,978 345,489 579984 757,845 2,
Goodwill. 59,583 43240 $3,656 34312 52,968
Onher Assats. 63,989 163,642 475.08) 180,615 270,637
Total Assets. 346,297 §39,789 1,570,007 1,608,027 1,699,241
Liabilities and Equity
Project Delx 269,331 436015 1227435 1239888 1252688
Payable 10 Affiliates. 62,747 116,558 12,000 12,000 12,000
Corporate Borrowings. 12,445 27,493 0 0 0
Other Liabilities. 29,406 86,733 65383 69,190 $0,827
Deferred Gains on Sale/Leaseback Transactions..................... 50,707 51,17 48,787 46,403 44,019
Minority Intevests. NA NA 4,410 14,634 11,791
Equity. 61,661 71,817 211,992 225912 297,919
Total Liabilities & Cormsmon Stock Equity. " S 346,297 $39,789 1,570,007 1,608,027 1,699,241
Debt. $2.0% $7.7% $5.3% $4.6% $0.8%
Equity 18.0% 123% 14.7% 15.4% 192%
Financial Ratios & Statistics: 1991 1992 1993E 1994E 1995E
Deix 1o Equity Ratio. 79 3s 58 5s 42
Return on Assets 5.10% 2.44% 0.14% 2.26% 532%
Return on Equity. 21.25% 9.61% 0.29% 6.16% 24.17%
Effective Tax Rate 17.8% 43.7% 42.4% 38.7% 36.7%
G&A 28 2 % of Revenue 2.7% 2.5% 3.6% 3.0% 1.4%
Grass Profit Margin. 21.4% 24.5% 253% 25.5% 30.5%
Operating Profit Margin. 17.2% 13.8% 21.3% 22.2% 28.9%
Net Profit Margin. 6.5% 9.3% 0.2% 4.0% 9.1%
Price 10 sarnings ratio. 41.67 b IR ¢4 4338 3691 929
Price 10 cash flow ratio. 18.90 16.73 1532 13.78% 3.48
NM = Not Mesningful
CGR = Compound Growth Rate
Source: Smith Barmney Shearson.
1993 versus 1992

The earnings decline in 1993, due to the effects of negative interest arbitrage, increased administrative
costs and the sale of the Stockton plant, which had provided earnings in 1992. These effects are slightly
offset by the operation of the Aicoa and Sterling plants, both of which did not provide income in 1992.
As stated above, we are anticipating a break-even year in 1993 versus earnings of $0.49 per share in
1992. However, 1992 results included a gain of $0.45 per share due to the adoption of FAS 109 relating
to income taxes. Excluding this one-time gain, earnings were $0.04 in 1992 versus our $0.00 expectation

for 1993 results.
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Table 7

Sithe Evergies, Inc. - (SYT - NYSE)
Forecast Cash Flow Statement, 1991-95E

(in thousands of dollars, except per-shars figures)

CGR

1991 1992 1993 1994E 1995 92.95E

Net Income. $12916 $21,641 $623 $13.920 $72.007 493%
Deprecistion & Amortization. 12,676 16312 19373 29220 1231 46.4%
Goodwill Amortization. 1,648 1343 1344 1348 1344 0.0%
Amortization of deferred sales/leaseback GRINK..........o.coocrroerrncr 0 (5,060) 2384) 2384) 2384) -122%
Provision for project impairments. 1,237 17.720 0 0 0 NM
Indepandance Negative Arbitrage. 0 0 20,430 64M 0 NM
Othar. 0 (19,829) 0 0 0 NM
Opersting Cash Flow 28474 32,129 39,406 asm 122,198 $6.1%
poc share $0.64 0T .79 so.s8 221 452%

Nots: 1991 and 1992 et income include non-operating gains from asbitration settiemernts regarding the Stockton plant that the comparry sold in 1992.

NM = Not Msaningful
CGR = Compound Growth Rats
Source: Smith Barney Shearson.

Earnings in the first half of 1993 have been slightly disappointing due to higher general and
administrative costs (G&A). Lower-than-expected waterflows at hydroelectric projects during this time
period were offset by better-than-expected operations at the natural gas-fired facilities. In the second half
of 1993, we are anticipating overall better results. With most of the increases in G&A behind, the effects
of higher revenue relating to the Alcoa and Sterling plant operations should drive results. Seasonal
variances tend to make the third quarter the strongest of any during the year. Our quarterly estimates
for the third and fourth quarters of 1993 are $0.06 and a loss of $0.02, respectively. Our quarterly
earnings model is shown in Table 8. The company operates on a calendar fiscal year.

Risks

Asset Concentration — Although the company has contracts for electricity sales and construction of the
generating projects, the asset concentration in a few projects is high. This is particularly true in the case
of Independence. The project will represent about 45% of assets and about 60% of net income in 1995.
We offer a discount to comparable companies in our valuation to account for this risk. Further, we have
no indication to date that there are any problems in the construction at Independence. In the near to
intermediate term, Sithe’s common stock is likely to trade significantly on news regarding the progress
and cadence of construction at the Independence project.

o
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Table 8

Sithe Enerygies, Inc. - (SYT - NYSE)
Forecast Quanarty locome Staternent, 1992-93E
(In thousands of dollars, &xcept per-shars figures)
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Source: Smith Barney Shearson.

1992 1992 1992 1992 1993 1993 1993E 1993E
Q1 Q Q3 Q1 Q2 Q3 Q4
Revenue. $53.032 355973 $70.216 $34,13¢ 355,742 366,895 $73,887 $65,113
Cost of Sales:
Fuel. 20962 18264 21,176 22,121 21958 24,495 24,767 27,440
Operating & Maintenance..........oeeeee v 9.611 10,189 10,107 12,672 8,068 10,164 11449 10,008
Operating Lesss Expenss.......ooooeneee. 8,720 8,714 8,674 8,643 8,635 8.632 8,647 8,645
Depraciation & Amonization..............  4,36) 3,849 4,141 3,961 4,132 5.678 5479 5,436
Total Cont of Sales. 43,654 41016 44098 47397 42790 48969 50342 51,529
_ Gross Profit. 9378 14957 26118 6737 12952 17926 23545 13,584
Other Opersting Expanses: y
Genwral and Administrative........coo..com.. 1,275 1.296 1,324 1.916 2,633 238 229 2293
Provision for project anpairments............ 1,083 2517 97 13,961 0 0 0 0
Goodwill Amortization. ..........coeeeemcereoss 336 336 337 33 336 336 336 336
Total. 2,654 4211 1,758 16,213 2,969 2,18 2,628 2,629
Incoms from Operations. .......o......covcen — 6,684 10,746 24360 (9476) 9983 15208 20917 10,958
Interest Expense and Other:
Interest Expense 5.549 5,733 6,355 7.081 12453 14575 13299 11,797
Other Incoms (EXpense).......cccoveevmsecomerees (226) (101) .99 o9 (601) (646) (563) (563)
Total 533 5632 (1438 6060 11,852 13929 12,736 1124
Income From Continuing Operstions
Before income taxes......cooooeeeoncceneennime. 1,361 5114 25,796 (15,336) (1.6 1.279 8,181 Q)
Incoms Tax Provision....cc.ovceoesmessaccemsescece 521 1.959 9.881 (5.048) (1,289) 1,006 kK 744 (134)
Mimority Interests, DaL........cc.cccocrecrnernsace. 590 a4 545 905 786 619 796 1.019
Incoms From Continuing Operations............ 250 2,671 15,372 (11,393) (1.366) (346) 3,458 (1.164)
Discontinued Oparstion, Nat of Income Taxes
Loss From Equity lovestment.................. 110 129 167 1,226 0 0 0 0
Provision for Disposition of Investment. 0 0 0 3,456 0 0 0 0
Incoms Before Cum Effect of Acct Changs . 140 2,542 15,208 (16,075) (1,366) (346) 3458 (1.14)
Cum Effect of Acct Change..c— oo 19,829 0 0 0 0 0 0 0
Net Income. 19969 2,542 15205 (16,075) (1.366) (346) 3458 (1.164)
Average Shares Outstanding. 44385 44385 44385 44385 44385 45215 55188 85188
m  per Share.. 0.435 0.06 0.34  (0.36) (0.03) (0.01) 0.06 (0.02)]
NM = Not Meaningful
CGR = Compound Growth Rats
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Curtailment - Under PURPA, utilities purchasing electricity from QF status generators can curtail the
purchase under certain adverse circumstances. Niagara Mohawk and Con Ed, in New York, have
initiated proceedings with the NYPSC to curtail power purchases from some QFs, including those owned
by Sithe. A decision in NiMo cases is expected in the fourth quarter of 1993. Importantly, in 2
renegotiation with Con Ed in April, Sithe settled any possibility of curtailment at the Independence plant
beyond that negotiated in the contract. Further, as NiMo is purchasing power from Independence at an
energy-only rate, it is unlikely that the purchase would be curtailed. Five other projects sell power in
New York to Niagara Mohawk and could realize a reduction in revenues resulting from curtailment,
depending on the outcome of the pending request.

LRACs — As discussed above, the long-run avoided costs (LRACs) are filed with the NYPSC on a
quarterly basis. These represent the utilities’ estimate of avoided costs in the future. The power purchase
from the Independence project will be priced on tariff rates representing the actual avoided cost of
production. However, LRACs are a close proxy or estimate for what the ultimate actual avoided costs
may look like in 1995, when Independence enters commercial operation. We do believe that to some
degree, Sithe will trade on news regarding the trend or direction of LRACs as reported quarterly.

Project Tracking — Three of the power purchase contracts include a project-tracking mechanism. The
mechanism is designed to track the actual costs paid for power relative to the purchasers’ actual avoided
cost of production. The contracts provided that after a certain period (usually 15 years), the account
would be reviewed, and, if a positive balance remained, the supplier would need to provide some remedy.
In the cases of Batavia, Sterling and Alcoa, the project-tracking mechanism is likely to limit the contact

lives of these plants to 15 years. AG Energy, 2 project currently under construction, also has a similar
project-tracking provision in the power sales contract. Similarly, the life of the projeg"h_kel_Lw be
/"—/\\,__‘_«‘ T —

limited. .

T
Companies mentioned in this report:

AES Corporation-AESC (OTC-31 3/4)

Alcan Aluminium-AL (NYSE-19 3/4)

Alcoa Aluminium-AA (NYSE-71 5/8)

CPC International-CPC (NYSE-37)

California Energy-CE (NYSE-18 3/8)
Consolidated Edison#-ED (NYSE-44 3/4)
DESTEC Energy-ENG (NYSE-17 3/8)

Enron Corp.-ENE (NYSE-35 1/8)

General Electric-GE (NYSE-96 1/4)

General Public Utilities#-GPU (NYSE-33 7/8)
Home Oil Company, Ltd.-HO (ASE-15 1/8)
Magma Power-MGMA (OTC-38 3/4)

Niagara Mohawk Power#-NMK (NYSE-25)
Public Service Company of Colorado-PSR (NYSE-32 1/4)
San Diego Gas & Electric-SDO (NYSE-26 7/8)
SCEcorp#-SCE (NYSE-25 1/4)
Schering-Plough-SGP (NYSE-60 1/4)

Stocks priced as of the close on September 8, 1993.

Additional information is available upon request.
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