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that convenes Saturday, Buffett again said he is ready to invest billionsinto
eectric utilitiesif afederal law is repealed that imposes restrictions on utility
investments.

He may get hiswish. On Tuesday, the Senate Banking Committee voted to
repeal the Public Utility Holding Company Act, or PUHCA, a

PRINT THIS STORY

I /' Depression-eralaw designed to prevent undue market power in the electric
power business. PUHCA established a myriad of restrictions on utility
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earnings and cash flow. In fact, providing possible insight into Buffett's power
playsto come, he suggested future value would be found in the regulated
portion of the business, not today's market darling -- the independent generation
and power trading business.

Onethingisfor certain: Buffett and his disciples walk their talk. Buffett's most
recent power investment -- GPU Inc. (GPU:NY SE - news) -- isadeepy utility
focused on delivering power to customersin Pennsylvania and New Jersey.
GPU has agreed to merge with First Energy (FE:NY SE - news), an Ohio-based
utility. While GPU has an interest in nonregulated and international power
projects, its focus remains the traditional, regulated operations in the power
business: transmitting and delivering electricity to the end user.

While that business may not provide the sex appeal of the trappings of a
Calpine (CPN:NY SE - news), AES (AESNY SE - news) or Enron
(ENE:NY SE - news), the traditional utility business does meet Buffett's steady
criteriaof abusinessthat is easily understood, has scale and provides
predictable earnings and cash flow. And, delivering an essential product to
captive consumers makes the business potentially even more stable than
Buffett's flock of insurance and consumer goods companies.

Enlightened Investments: Who's Next?

With reports putting Buffett's next-generation interest in the utility businessin
the $10 billion to $15 billion range, how he spends the money is subject to both
speculation and even advice. A handful of analysts have gone so far asto
recommend utilities Buffett should consider, an almost sure sign they are
companies that won't be gobbled up by Buffett anytime soon.

That said, alook at the electric utility industry leads to a couple of interesting
conclusions. Of the 60-plus publicly traded utilities, only a handful are out of
reach to Buffett's billions, with fewer than a dozen touting market caps greater
than $10 billion. And, many are easy Berkshire targets, with more than half of
the companies sporting market values of $2 billion or less and nearly
three-quarters at or below $5 billion.

So, which utilities would Buffett choose to add to Berkshire's powerful stable?
Buffett is known for his surprises and enjoys ridiculing journalists for their
often wrong-headed assumptions about Berkshire and its chairman. However, a

quick look at Buffett's past actions and the comments of Sokol, his utility guru,
provide some insight into possible interests.
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(IDA:NYSE) 3930 147 283 308 1389 12.76 4.79
Kansas City

Power & Light 2642 163 211 205 1252 12.89 6.36
(KLT:NYSE)

Madison Gas &

Electric 2225 037 163 NA 1365 NA 5.92
(MDSN:Nasdaq)

OGE Energy

(OGE:NYSE) 2172 169 207 220 1049 987 6.24
Utilicorp United

(UCU:NYSE) 3500 394 232 262 15.09 13.36 3.39
Wisconsin

Energy 2116 250 213 226 993 936 3.80
(WEC:NY SE)

WPS Resources

(WPSINY SE) 3400 090 260 278 13.08 12.23 6.15
Industry Averages 16.33 12.67 4.11%

Prices as of Close April 24, 2001
Source: First Call, Company Reports, UBS Warburg

Previous acquisitions provide little insight as to the size of possible
acquisitions. In the past three years, he has made acquisitions ranging from just
hundreds of millions of dollars to the $22 billion deal for General Re.

However, it isn't likely Buffett will find an uncomplicated acquisition in the $10
billion range. Hence, the table above includes utilities in the middle range, from
$300 million to about $6 billion in market cap.

Second, if Sokol's December comments and Buffett's recent investment in GPU
are an indication, Buffett will focus on electric utilities engaged in the
generation, transmission and distribution of power to a captive audience. Hence,
our list above contains a group of utilities that may have ancillary, unregulated
operations, but are focused on the traditional electric power business. That said,
Buffett's acquisitions of MidAmerican contained alarge unregul ated power
business -- CalEnergy -- that remains a significant player in both domestic and
international power projects.

Finally, the list above assumes that Buffett, through Mid-American would start
by looking at opportunitiesin his back yard, because integration of
geographically contiguous utilities would provide the best synergies with
MidAmerican's lowa base. Hence, companies such as Ameren (AEE:NY SE -
news), Empire District Electric (EDE:NY SE - news), Kansas City Power &
Light (KLT:NY SE - news) and Utilicorp (UCO:NY SE - news) in Missouri;
Madison Gas & Electric (MDSN:Nasdaq - news), WPS Resour ces
(WPS:NY SE - news) and Wisconsin Energy (WEC:NY SE - news) in
Wisconsin; and OGE Energy (OGE:NY SE - news) in Oklahoma all make
geographic sense. In addition, al are companies that likely will bein play once
PUHCA isrepealed.

That doesn't mean that Buffett won't look € sewhere. Thus, a handful of other
names on the list are companies that have either hinted or been hinted at as
possible acquisition candidates. While not inclusive, the list provides a starting
point for investors who want to begin searching for utilities that are partner
candidates in the new environment.

And, two more caveats. While Buffett continues to say he is growing more
inclined to purchase businesses rather than invest in them, he could invest
billionsin the industry by taking positions similar -- albeit larger stakes would
be alowed if PUHCA isrepealed -- to hisinvestment in GPU. In that case, even
the bigger names in the sector might become beneficiaries of Buffett's float.
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And, finally, while along shat, it is possible Buffett might target large electric
cooperatives looking to convert from membership to investor ownership in
order to raise capital to expand.

Whatever the path, Buffett's reacknowledgement of his proclivity toward power
has rekindled interest in the sector and is certain to provide buzz at this
weekend's Capitalist Woodstock in Omaha.

Coming Next: A preview of the Berkshire annual meeting. And, next week, a
look at the other implications the repeal of PUHCA would have on the utility
industry and power investors.

Christopher S. Edmonds is president of Resource Dynamics, a private financial
consulting firm based in Atlanta. At time of publication, neither Edmonds nor his firm
held positions in any securities mentioned in this column, although holdings can
change at any time. Under no circumstances does the information in this column
represent a recommendation to buy or sell stocks. While Edmonds cannot provide

investment advice or recommendations, he welcomes your feedback and invites you
to send it to Chris Edmonds .
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Thereislittle debate over the need for additional power, and a
handful of companies stand to benefit.

Power Lines
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12/27/00 7:18 PM ET

Cdlifornia utility saysit is on the brink of bankruptcy; also,
DP&L putsitself up for sale.

Power Lines

Natural Gas as an Energy Booster

12/5/00 1:46 PM ET

Neither analysts nor company executives believe prices will
subside anytime soon.
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