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Upgrading to NEUTRAL from UNDERPERFORM
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Price Performance

Event
We are upgrading El Paso to NEUTRAL from UNDERPERFORM.
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Valuation/Financial Data

Impact

El Paso is showing signs of slowing its production declines via success at the
drill bit, which was the biggest concern we had with the stock when we
initiated coverage in late July. EP should aso benefit from higher
commaodity prices in 2006 and 2007, since it only has hedged approximately
39% and 2% of estimated production in those two years on a fixed price
basis. EP could use that additional cash flow to reinvest in its E& P business,
or better yet, to pay down its staggering debt level. However, EP derives
~60% of its operating income from its pipeline division, whose value we
believe is senditive to rising interest rates, and EP still has some remaining
issues related to previous management. As such, we expect El Paso’s shares
to perform in line with the overall industry over the next 12 months.

Forecasts

We are reducing our 3Q05 and 4Q05 estimates to $0.07 and $0.12 from a
pro-forma equivalent of $0.10 and $0.16, mainly because of lost production
from Katrina & Rita However, our 2006 and 2007 EPS estimates move
higher to $0.96 and $1.05, because of higher assumed commodity prices and
our revised production forecast.

(FY-Dec.) 2003A 2004A 2005E 2006E
EPS Pro Forma -$3.23 -$1.43 $0.54T $0.96T
P/IE 22.0x 12.4x
First Call Cons. $0.69 $0.93
EPS GAAP -$3.23 -$1.43 $0.46 $0.96
FCF -$0.13 -$0.73 -$1.427 $0.48T
P/FCF nm 24.8x
EBITDA ($mm) $2,804 $2,824 $2,844 $3,603
EV/EBITDA 8.6x 6.8x
Rev. ($mm) $6,668 $5,874 $4,599 $5,205
EV/Rev 5.3x 4.7x
Quarterly EPS 1Q 2Q 3Q 4Q
2004A -$0.15 $0.03 -$0.33 -$0.97
2005E $0.17A $0.19A  $0.07T $0.127

Balance Sheet Data (06/30/05)

Valuation

Our new $13 price target is based on our revised Net Asset Vaue anaysis,
and assumes a long-term price deck of $7.00 per MMBtu for natural gas and

Net Debt ($mm) $16,688 TotalDebt/EBITDA 6.4x .
Total Debt ($mm)  $18,228 EBITDA/INtExp na $45.00 per barrel for crude ail.
Net Debt/Cap. 79.8% Price/Book 2.5x
Recommendation
NEUTRAL
Changes Annual EPS Annual FCF Quarterly EPS Target
2005E $0.52 to $0.54 2005E -$1.16 to -$1.42 Q3/05E $0.18 to $0.07 $10.00 to $13.00
2006E $0.75 to $0.96 2006E $0.15 to $0.48 Q4/05E $0.55 to $0.12 Rating

Und to Neutral

Please refer to pages 13 to 15 for Disclosure Statements, including the Analyst's Certification.
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Summary

We are upgrading El Paso to NEUTRAL from UNDERPERFORM because of expected increased
production in the company’s E&P business, along with our increased long-term forecast for
natural gas prices. We estimate El Paso has hedged just 39% and 2% of its expected combined
oil and natural gas production for 2006 and 2007, so we expect the company will participate in
higher pricesto a greater extent than its peers. However, there are several issues that still linger
over the company that we believe will limit the upside in its stock price going forward,
including its heavy debt level, political risk in Brazil, potential headline risk from possible
negative judgments against El Paso stemming from a shareholder class action suit and alleged
improprieties in the Irag Oil for Food program, and potential exposure to rising interest rates.
We areraising our target price to $13 from $10 based on our revised Net Asset Value analysis.

E&P Showing Signs of Improvement

The biggest concern we had about El Paso when we initiated coverage in late July was its
inability to slow the pace of its production declines by successfully drilling new wells,
particularly in its Texas Gulf Coast (TGC), Offshore, and Louisiana acreage. Heading into
3Q05, the company had experienced lower sequential combined production in these two areas
in 12 of the previous 14 quarters (although some of that was the result of selling off production
properties). However, we now believe El Paso is showing initial signs of reversing this trend.
The company changed management in its key Texas Gulf Coast production division in the
second quarter, and current management has begun focusing on less risky, shalower depth
plays along the Texas Coast. The result has been seven successful finds in the region that have
produced a total of 45 Mmcf/d in initial production, which represents a 19% increase over the
232 Mmcfe/d El Paso produced in the region in Q105. El Paso also made two new discoveries
earlier this year in the GOM at WestCam 75 and WestCam 62 that we expect will add another
26 Mmcf/d in production when those wells come on line in 1Q06.

El Paso is off to a good start in its E&P turnaround, but we believe it will be crucia for the
company to continue showing success at the drill bit over the next few quarters, in order to
ensure continued long-term production growth. The reason is that the company still has a
significant concentration of its reserves in the TGC and Gulf of Mexico (GOM), two areas that
we believe are among the highest in terms of overall production declines in the US. Its recent
Medicine Bow acquisition increased its proved-reserve-to-production ratio to 8.2 years from 7.4
years, and offered a bit more supply diversity. However, even after incorporating its new
reserves from its Medicine Bow and East & South Texas acquisitions this year, El Paso still
holds an estimated 36% of its domestic reserves in the TGC and GOM, versus 40% at year end
2004 (Exhibits 1 & 2).
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Exhibit 1: ElI Paso U.S. Proved | Exhibit 2: Estimated Current El Paso
Reserves Year End 2004 U.S. Proved Reserves
2004 U.S. Proved Reserves (Bcfe) Estimated Current U.S. Reserves Breakdown
Arklatex .
Black Warrior 18% Black V‘\)/amor AT;an/tuex
14% Permian 12% Permi
ermian
Arkoma 0% Arzf;)ma o
4% . .
? Mid-Continent Rockies/Raton Mid-Continent
Rockies/Raton 0% 27% 3%
0
24% Texas Gulf Texas Gulf
Gulf of Coast oot Coast
Mexico/S. La 27% exﬁ%, a 25%
13%
End of year U.S. proved reserves: 2.0 Tcfe | Estimated U.S. proved reserves: 2.4 Tcfe

Source for both exhibits: Company documents, Harris Neshitt estimates

Revising Our Production Forecast

Our new production forecast is detailed in Exhibit 3, and is a tale of short-term declines versus
long-term gains.

Short -Term: Storms Curtail 2HO5 Production

We are reducing our 3Q05 production forecast to 790 Mmcfe/d from 823 Mmcfe/d, because of
Hurricanes Katrina and Rita related shut-ins in both the GOM and TGC. The effects of the
storm should be even more pronounced in 4Q05, and we now expect total company-wide 4Q05
production to come in at 774 Mmcfe/d, versus or prior estimate of 878 Mmcfe/d. Our reduced
4Q estimate is the result of continued shut-in production, particularly in the GOM, along with
the delay in the initial production from West Cam 75 and 62 from the fourth quarter to the first
guarter of 2005. Aswe mentioned previously, we expect the two West Cam blocks to add initial
production of 26 Mmcfe/d net to El Paso.

Longer-Term: New Production Takes Hold

We are increasing our 2006 and 2007 total company production forecasts to 917 Mmcfe/d and
891 Mmcfe/d, up from our previous estimates of 881 Mmcfe/d and 832 Mmcfe/d, respectively.
Our new forecasts are based on the following four factors/assumptions:

1. The incremental production gains from El Paso’s drilling successes in the TGC and
GOM.

2. The assumption that El Paso is able to restore its production in the GOM close to its
pre-Katrinalevel of 205 Mmcfe/d in 1Q06.

3. We have decreased our assumed annual rate of decline for its Four Star production
(acquired in the Medicine Bow transaction) from what we now believe was an overly
aggressive 10% per year to 2%-3% per year.

4. dlightly more upside in its international assets, primarily from expected new
production from its Camamu field in Brazil.
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Exhibit 3: Revised El Paso Production Forecast (Mmcfe/d), 3Q05-2007

New Forecast 3005 4Q05 2005 2006 2007
Onshore 321 330 298 362 356
Texas Gulf Coast 227 225 225 224 216
Offshore & Louisiana 165 9 177 206 184
International 54 56 55 58 60
Four Star 69 69 35 68 66
Total El Paso 836 774 790 917 881
Old Forecast 3005 4Q05 2005 2006 2007
Onshore 324 330 299 362 356
Texas Gulf Coast 207 201 214 199 177
Offshore & Louisiana 213 226 222 213 190
International 54 56 55 57 56
Four Star 67 65 33 60 53
Total El Paso 865 878 823 891 832
% Change 3005 4Q05 2005 2006 2007
Onshore -1% 0% 0% 0% 0%
Texas Gulf Coast 10% 12% 5% 13% 22%
Offshore & Louisiana -23% -58% -20% -3% -3%
International 0% 0% 0% 2% 7%
Four Star 3% 6% 6% 13% 25%
Total El Paso -3% -12% -4% 3% 6%

Source: Company documents, Harris Neshitt estimates
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Pipelines Review

Not much has changed with El Paso’s pipeline business (~60% of operating income) since we
initiated coverage on the stock on July 26. We till believe ElI Paso is on track to grow its
pipeline earnings by 3%-5% per year through the end of the decade, primarily based on the
expansion and new pipeline projects that appear in Exhibit 4. Short-term, the company has not
yet provided any update on its re-contracting efforts for the 550 Mmcf/d of capacity on its
signature El Paso Pipeline that is held by Southern California Gas to serve non-core customers.
The SoCal Gas contract expires on August 31, 2006. However, we expect any potential
negative financial impacts that may result from potential discounting or unsold capacity will be
mitigated by a new rate case that should go into effect for El Paso Pipeline in January 2006.

Exhibit 4: Probable El Paso Pipeline Expansions/New Pr oj ects

Anticipated Estimated
Pipeline Description Capacity (MMcf/d)  In-Service Date Project Cost ($ mil)
ANR EastLeg Expansion 142 Nov-05 17
North Leg
Wisconsin
ANR Expansion 110 Nov-05 13
Wisconsin
ANR Expansion 168 2006 46
El Paso Ehrenberg to Cadiz 372 Dec-05 74
Cheyenne Plains Expansion 176 Dec-05 8
Expansion of LNG
Elba Island Expansion terminal 3.5 Bcf 1Q06 157
Piceance Lateral
wIC Expansion 333 Jan-06 120
Tennessee ConneXion NY/NJ 41 2006 24
Cypress New Pipeline 220 May-07 240
Phase VI
Florida Gas Expansion 100 May-07 63
Tennessee ConneXion NE 136 2008 102

Source: Company documents, Harris Neshitt estimates

On October 4, El Paso announced that it is currently conducting an open season for a new
natural gas pipeline, called Continental Connector, that would transport anywhere from 1 Bcf/d
to 2 Bcf/d of natural gas from the growing Rocky Mountain and North Texas regions to El
Paso’'s existing ANR, Southern Natural, and Tennessee Pipelines in the Gulf Coast. The
pipeline would go into service in late 2008/early 2009. While it is till way too early to
handicap the ultimate success of this project, at this point we believe the odds of this pipeline
ever getting built are less than even. The proposed project faces potential competition from two
main forces: 1.) the proposed Kinder Morgan Energy Partners/Sempra West East pipeline that
would transport gas from the Rockies into East Ohio, and possibly to the key pipeline
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connection hub in Leidy, PA. We believe the Kinder Morgan pipe, if built, would have a
competitive advantage, since it would deliver the Rockies gas farther downstream (closer to the
ultimate customers) in the Northeast region, and it could prevent shippers from having to pay
multiple tariffs on more than one pipeline (a.k.a the rate stacking problem); 2.) an increase in
LNG deliveries. We believe a key benefit from the proposed Rockies project would be to serve
as asupply feeder into El Paso’s existing Gulf Coast pipelines, in order to counter the declining
natural gas production in and around the GOM. However, that Rockies gas would ultimately
have to compete against what we expect will be a significant increase in LNG imports in the
Gulf, beginning in the 2007-2008 time frame. Three new LNG re-gasification facilities are
already under construction in Texas and Louisiana, and we believe as many as six new import
terminals could be constructed in the Gulf Coast by the end of the decade, providing as much as
12.2 Bcf/d of peak send-out capacity.

Several Issues Still Remain

While we are certainly encouraged by the initial success in turning around the E& P business,
there are still several legacy issues from previous management that prevent us from being even
more positive on the stock at this time. El Paso has managed to whittle its net debt down from
$20.3 hillion exiting 2003 to $16.7 billion (including $750 million in preferred stock) in 2Q05,
primarily through asset sales. However, the company has already sold $1.4 billion of the $1.2
billion to $1.6 billion of the assets it planned to dispose of in 2005, and other than a few smaller
holdings, such as its remaining equity stake in Alpheus Communications (telecom), we do not
believe El Paso has much left that it can sell. Even after these asset sales, El Paso still has a
debt-to-total capitalization ratio of 83%, well above the median 52% for the industry. In
addition, we believe El Paso faces significant political risk surrounding its Brazilian power
assets, will generate EBITDA losses at its Marketing & Trading segment through 2006 as it
continues to wind down this business, and faces potential headline risk from issues such as the
class action shareholder lawsuit regarding its massive reserves writedown in 2004, and
uncertainty surrounding Coastal’s alleged involvement with Iraq in the Oil for Food program.
We discussed most of these issuesin greater detail in our initiation report published on July 26.

However, the main non-operating concern we have relates to potential negative reaction to
rising interest rates. Shares of El Paso traditionally have been insensitive to changes in the US
10-year Treasury yield, with an R-square statistic of just 9.7% from March 1992 through June
2005. We believe the primary reason for this low correlation is that El Paso used to be
diversified in so many other businesses. But now that the company has either sold off or exited
most of its non-core and non-natural gas businesses, we estimate its regulated pipeline segment
represents approximately 60% of its operating income, so we would expect El Paso’s stock to
be more sensitive to interest rate changes going forward. Our BMO Financial Group predicts
the US 10-year Treasury yield will rise from its current level of 4.36% to 5.50% exiting 2006,
so we would expect the potential drag this could possibly create on El Paso’s stock price would
at least partially counter the positive effects from its improving E& P business, al other things
held equal.
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Reducing 2005 Estimates, But 2006 and 2007 Look Brighter

We are lowering our 3Q05 EPS estimate to $0.07 from $0.18, and our 4Q05 EPS estimate to
$0.12 from $0.55, because of the combination of the production declines we discussed
previously, along with an estimated $25 million in insurance deductibles from damage it
sustained to its Southern Natural and Tennessee Gas Pipelines from the two hurricanes over the
last two quarters of the year. Note that our previous 3Q05 and 4Q05 earnings estimates were
GAAP estimates, and incorporated after tax gains from its Korean power asset sale in the Q4
and from the sale of its Louisiana natural gas processing assets to Crosstex in Q4. Our revised
2HO05 quarterly estimates are now pro-forma estimates, and do not include these asset sales. For
an apples-to-apples comparison, our previous EPS estimates for Q3 and Q4 on a pro-forma
basis would have been $0.10 and $0.16, respectively. Our respective 3Q05 and 4Q05 free cash
flow per share estimates fall to $(0.11) and $(0.08), from $(0.03) and $0.09.

On the other hand, we are increasing our estimated 2006 EPS to $0.96 from our prior estimate
of $0.75, and estimated 2007 EPS to $1.05 from $0.82 (unlike our 3Q and 4Q05 estimates, both
of these prior estimates were pro-forma, not GAAP figures), to reflect both our revised
production and natural gas commodity price forecasts. On October 11, Ray Deacon, our E&P
analyst, increased our Henry Hub natural gas price forecast to $9.00 per Mmbtu from $7.70 in
2006, and to $8.00 per Mmbtu from $6.90 in 2007, largely from the intermediate-term effects of
Hurricanes Katrina and Rita on natural gas storage and supply (Exhibit 5). We estimate that El
Paso has currently hedged only 39% of its expected 2006 production, and just 2% of its
expected 2007 production on a fixed-priced basis, so we expect the company will be able to
participate in the majority of our anticipated higher move in natural gas prices. We now expect
El Paso to achieve realized natural gas prices of $7.41 per Mmbtu and $7.29 per Mmbtu in 2006
and 2007, versus our previous estimates of $6.55 and $5.91.

Our increased EPS forecasts should also trandate into increased free cash flow for the
company. We are therefore increasing our 2006 free cash flow per share estimate to $0.48 from
$0.15, and our 2007 estimates moves to $0.55 from our prior estimate of $0.11. Management
could elect to use this additional free cash flow to further invest in or acquire more E&P
properties, or even more preferable, in our view, to reduce its heavy debt load in an effort to
return to investment grade status.

Exhibit 5: Revised Harris Neshitt Commodity Price Forecast

Henry Hub Natural Gas Price ($/Mmbtu)

Year Old Price New Price
2005 $7.70 $9.00
2006 $7.60 $9.00
2007 $6.90 $8.00
2008-2010 $6.40 $7.00

Source: Harris Nesbitt estimates
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Valuation

We are increasing our price target to $13 from $10, based on our revised net asset value for the
company. Our new NAV incorporates the following changes: 1) an increase in our long-term
natural gas price assumptions. We have adopted the new long-term natural gas price deck that
Ray Deacon, our E&P analyst, published on October 11 (Exhibit 5); 2) We have given El Paso
more credit for its net operating losses, but less consideration for its outstanding options.
Previously, we only applied its NOLs to its E&P business, so we now believe our NOL
valuation is more representative of the company as a whole. On the other hand, we are now
only giving El Paso credit for the options that are currently in the money (at a weighted average
exercise price of $9.25), versus our previous approach, when we incorporated al outstanding
options into the NAV model (at a weighted average exercise price of $49.45). The net result of
these two changes adds approximately $1 to our new target price; 3) Changes in the balance
sheet since 3/31/05; and 4) The reduction of $272 million in debt, and the addition of an
estimated 13.6 million in shares outstanding, as a result of the conversion of equity security
unitsin August.
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Patrick C. Rau, CFA (212) 885-4070
El Paso Corporation

Asset Valuation

Last Updated 10/12/05

(Amounts in millions, except per share values)

Percent Per
Developed Quantity  $ Per Value Total Share
Company
Liquids (MMBbls) 78% 41 $26.02 $1,054.0 $1.61
Gas (Bcf) 75% 1,724 2.59 4,469.1 6.82
2005 YTD Acquisitions (Bcfe)
Lehman Acquisition (1) 15 4.28 62.5 $0.10
East & South Texas Acquistions (2) 124 144 178.6 $0.27
Medicine Bow Acqusition (3) 356 2.29 815.2 $1.24
Acreage (000)
Onshore 1,308 100.00 130.8 $0.20
Texas Gulf Coast 193 125.00 24.1 $0.04
Offshore and S. Louisiana 698 150.00 104.7 $0.16
Pipeline business @ 9.5x 2005 EBITDA $17,565.5 $26.82
Power business @ 6x 2006 EBITDA $198.0 $0.30
Marketing & Trading/Other Businesses @ 1x 2005 EBITDA (285.00) v ($0.44)
Total Company $24,317.5 $37.13
Total Company $24,317.5 $37.13
Total Oil and Gas Ex-Acreage 6,579.4 10.04
SEC PV-10 (4) 3,907.0
Jun 30, Per
Balance Sheet Data: 2005 Share
Other PP&E (net) $550.0 $0.84
Working Capital ($116.0) (0.18)
Other Assets and Liabilities (net) 422.0 0.64
Net Operating Loss (NOLSs) (5) 2,085.0 3.18
Long-Term Debt and Preferred Stock (6) (18,427.0) (28.13)
($15,486.0) ($23.64)
Shares Exercisable at 12/31/04 2.15
Average Weighted Exercise Price $9.25
Assumed Conversion of Stock Options $19.9 $0.03
Total Asset Valuation $8,851.4 $13.51
Fully Diluted Shares Outstanding (7) 655.0
Asset Value - $/Share $13.50
Ex-Probables and Possibles Asset Value - $/Share $13.10

NOTES:

(1) Refers to 14.6 Bcfe acquired in Lehman acquisiton for $62.5 million
(2) Refers to 124 Bcfe acquired in 2 separate deals for $179 million.

(3) Refers to 356 Bcfe of net reserves acquired from Medicine Bow for $814 million
(4) Includes $5.99 and $42.11 year end 2004 gas and oil prices.
(5) Net present value (discounted at 7% market cost of debt) of off-balance sheet NOLs

(6) Includes an approximate net present value of $1.0 billion (discounted at 7% market cost of debt) in pipeline reservation charges.
from its Marketing & Trading business. Total debt also subtracts $272 million in equity security units that converted to 13.6 million

in common shares in August 2005.

(7) Weighted average (not adjusted) diluted shares outstanding at June 30, 2005, plus an additonal 13.6 million shares that resulted

from the $272 million equity security units conversion in August 2005.
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Risks To Our Price Target

Our $13 price target would be at risk if natural gas prices fall precipitoudly, if El Paso is unable
to grow its production at the rate we are forecasting, or if long-term interest rates rise
significantly. El Paso’s stock price has traditionally showed very little correlation to the 10-year
Treasury yield, but we expect this correlation to be much stronger going forward, now that El
Paso has sold off or exited its other non-natural gas related businesses. We estimate that its
regulated pipeline group now comprises roughly 60% of operating income.

Other companies mentioned (priced as of the close on October 18, 2005):

Kinder Morgan Energy Partners (KMP, $51.58, Not Rated)
Sempra# (SRE, $42.72, NEUTRAL)

#Michael S. Worms, primary analyst
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Harris Nesbitt

El Paso Corporation

El Paso Consolidated Free Cash Flows 2002-2007E

($ Millions; fiscal year ends in Dec)

Net Income from continuing ops

Less: loss from DISCOPS, net of income taxes
Depreciation, Depletion, & Amortization
Changes in Working Capital

Other

Capital Expenditures

"Free" Cash Flow From Operations
Dividends Paid

Acquisitions, Net of Cash
Dispositions/Other

Debt Increases (Payments), Net

Stock Issuance (Repurchase), Net
Other, Net

Net Change in Cash
Cash at Beginning of Year
Cash at End of Year

Operating Cash Flow per share
“Free" Cash Flow per share

2002 2003 2004 2005E 2006E 2007E
(1,753) (1,928) (948) 313 664 750

365 1,314 (146) (319) - -

1,180 1,176 1,088 1,093 1,145 1,150
(1,410 1,241 473 (733) 7 69
2,325 421 334 400 120 25
(3,430) (2,328) (1,782) (1,656) (1,600) (1,600)

$ (2,994) $ (79) $ (466) $ (920) $ 335 $ 394
(470) (203) (101) (103) (111) (114)

45 (1,078) (47) (178) - -

2,293 1,848 2,590 2,102 303 283

2,068 235 (2,070) (1,066) (497) -

1,053 120 73 - - -

(1,823) (1,060) 932 49 - -

$ 43 s (242) $ 688 $ (100) $ 30 $ 562
$ 1,148 $ 1,591 $ 1429 $ 2117 $ 2017 $ 2,047
$ 1,591 $ 1,429 $ 2,117 $ 2017 $ 2,047 $ 2,609
$ 078 $ 377 $ 206 $ 113 $ 278 $ 2.80
$ (5.35) $ (0.13) $ 0.73) $ (142) $ 048 $ 0.55

Source: Harris Nesbitt estimates and corporate reports.
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Harris Nesbhitt El Paso Corporation

EL PASO CORP (EP)

—— Target Price(US$)
—— Share Price(US$)

Quarterly Price (US$)
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1980 1985 1990 1995 2000 2005
FYE EPS P/E DPS Yield Payout BV P/B ROE _ i _Oct-02 =
(Oec) US$ Uss % % US$ % EP - Rating as of 24-Oct-02 = NR
1992 1.06 15 0.00 0.0 0 9.01 1.7 12 . .
1883 1%2 12 8 25 3% 48 ggg 1.9 1% Date Rating Change  Share Price
1994 1. 1 1 4. 4 A 1.5 1
1995 124 12 066 46 53 1040 14 12 1 25Jul-05 NR to Und.  $12.36
1996 0.53 48 0.70 2.8 >100 14.82 1.7 4
1997 1.64 20 0.73 2.2 45 16.37 2.0 10
1998 -1.35 nm 0.77 22 >100 17.53 2.0 nm
1999 -1.06 nm 0.80 21 >100 12.84 3.0 nm
2000 2.50 29 0.82 1.2 33 15.20 4.7 18
2001 0.14 nm 0.85 1.9 >100 17.63 25 1
2002 -2.38 nm 0.87 125 >100 13.97 0.5 nm
2003 -1.01 nm 0.16 2.0 >100 7.08 1.2 nm
2004 -1.25 nm 0.16 15 >100 5.35 1.9 nm
Current*  -1.33 nm 0.16 1.2 nm 4.72 nm nm
Average: 23 33 77 2.0 1.0
Growth(%):
5 Year: nm -27.9 -20.3
10 Year: nm -13.2 -7.4

* Current EPS is the 4 Quarter Trailing to Q2/2005.

Last Daily Data Point: October 5, 2005
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Important Disclosures

Analyst's Certification

I, Patrick Rau, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. |
also certify that | have not, am not, and will not receive, directly or indirectly, compensation in exchange for expressing the specific recommendations
or viewsin this report.

Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of HNC, BMO Neshitt Burns, and their
affiliates, which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in generating
new ideas and convincing clientsto act on them, performance of recommendations, accuracy of earnings estimates, and service to clients.

Company Specific Disclosure

Harris Neshitt has provided advice for afee with respect to this company within the past 12 months: No

Harris Neshitt has undertaken an underwriting liability with respect to this company within the past 12 months: No

Harris Neshitt has provided investment banking services with respect to the company within the past 12 months. No

Harris Neshitt or its affiliates owns 1% or more of any class of common equity securities of the company: No

Harris Neshitt or its affiliates makes a market in the security: No

Harris Neshitt or its affiliates managed or co-managed a public offering of securities of the company in the past twelve months: No
Harris Neshitt or its affiliates received compensation for investment banking services from the company in the past twelve months. No
Harris Neshitt or its affiliates or its officers own warrants or options. No

Company isaclient (or was aclient) of Harris Neshitt or an affiliate within the past 12 months: Y es, for non-securities services
Employee, officer, or director of Harris Nesbitt is a member of the Board of Directors or an advisor or officer of this company: No

A member of the Board of Directors of Bank of Montreal is also amember of the Board of Directorsor is an officer of this company: No
Analyst and/or associate who prepared this report is amember of the Board of Directors of this company or an advisor or officer of this company: No

A household member of the research analyst and/or associate who prepared this report is a member of the Board of Directors of this company or an
advisor or officer of thiscompany: No

Analyst or associate who prepared this report or member of household of analyst or associate owns shares: No
Analyst or associate who prepared this report or member of household of analyst or associate owns warrants/options. No

Harris Neshitt or its affiliates expects to receive or intends to seek compensation for investment banking services from the company in the next three
months. No

Analyst received compensation from the company in the past year: No

Harris Neshitt or its affiliates received compensation for products or services other than Investment Banking Services from the company in the past 12
months: Yes

Breakdown of Rating Distribution and Banking Clients

(As of Septenber 30, 2005) Buy Hol d Sel | Unr at ed
% of total Harris Nesbitt coverage within
rating category 37. 0% 55. 8% 7.3% 0. 0%

% of stocks within rating category for
whi ch the Firm provi ded banki ng services
over the past 12 nonths 6. 6% 4. 3% 0. 0% 0. 0%

Harris Nesbitt Rating System

Our investment ratings compare a stock’ s expected performance to that of an index of comparable companies over a 9-15 month horizon. Our sector
ratings are based on the expected performance of sector with that of a broader market index over the same time period.

STOCK RATINGS

OUTPERFORM - We believe the stock’ s total return, including dividends, will exceed the group average by over 15%.
NEUTRAL - We believe the stock’ s tota return will generally match the group average.

UNDERPERFORM - We believe the stock’ s total return will fall short of the group average by more than 15%.

SECTOR RATINGS
POSITIVE - We believe the sector will outperform the S& P 500 Index.
NEGATIVE - We believe the sector will underperform the S& P 500 Index.
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Prior Harris Nesbitt Rating System (7/12/00-3/28/03)

Harris Neshitt does not make a judgment on the prospects for the broad market indices. Our investment ratings have atime horizon of 12-18 months
relative to the market over that time. We compare a stock’ s expected performance to that of a broader, relevant index, which istypically either the S& P
500 or the Russell 2000.

Buy - We believe the stock will outperform the market by at least 20% over the next 12 months and that there are compelling reasons to own it sooner
than later.

Outperform - We believe the company’ s business model and prospects are solid, and we expect the stock will outperform the market. However, we see
upside of less than 20% relative to the market or are somewhat concerned about near-term performance.

Neutral - We don’t have a strong opinion about which way the stock price will move, but expect it to rise or fall less than 10% relative to the market.
Our analysis suggests a value reasonably close to the current price.

Under perform - We believe the stock may be well ahead of itself or we are sufficiently concerned about results that we cannot justify the current
valuation. We believe the stock may underperform the market by as much as 20%.

Sell - We expect the stock to underperform the market by at least 20% and see no reason to own the stock.

Other Important Disclosures

Our analysts use various vauation methodologies including discounted cash flow, price/earnings (P/E), enterprise value/EBITDA, and P/E to growth
rate, among others. Risks to our price targets include failure to achieve financia results, product risk, regulatory risk, general market conditions, and the
risk of achange in economic conditions. For more specific information, please refer to www.harrisnesbitt.com.

Dissemination of Research
Harris Neshitt Corp. Equity Research is available via our web site http://research.harrisnesbitt.com. Please contact your investment advisor or
institutional salesperson for more information. Institutional clients may also receive our research via FIRST CALL Research Direct and Multex.

All of our research is made widely available at the same time to all HNC client groups entitled to our research.

General Disclaimer

The information and opinions in this report were prepared by Harris Neshitt Corp. (HNC). HNC is an affiliate of BMO Neshitt Burns Inc., and BMO
Neshitt Burns Ltee/Ltd. (“BMO Neshitt Burns”). This information is not intended to be used as the primary basis of investment decisions, and because
of individual client objectivesit should not be construed as advice designed to meet the particular investment needs of any investor. This material is for
information purposes only and is not an offer or solicitation with respect to the purchase or sale of any security. The reader should assume that HNC,
BMO Neshitt Burns, or their affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell
securities of issuers discussed herein. The opinions, estimates, and projections contained in this report are those of HNC as of the date of this report and
are subject to change without notice. HNC endeavors to ensure that the contents have been compiled or derived from sources that we believe are
reliable and contain information and opinions that are accurate and complete. However, HNC makes no representation or warranty, express or implied,
in respect thereof, takes no responsibility for any errors and omissions contained herein, and accepts no liability whatsoever for any loss arising from
any use of, or reliance on, this report or its contents. Information may be available to HNC or its affiliates that is not reflected in this report. This report
is not to be construed as an offer or solicitation to buy or sell any security. HNC, BMO Neshitt Burns, or their affiliates will buy from or sell to
customers the securities of issuers mentioned in this report on aprincipal basis. HNC and BMO Neshitt Burns are subsidiaries of Bank of Montreal.

Additional Matters

To Canadian Residents: BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of Harris Nesbitt Corp., furnish this report to Canadian
residents and accept responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect transactionsin any
of the securities included in this report should do so through BMO Neshitt Burns Inc. and/or BMO Neshitt Burns Ltee/Ltd.

To UK residents: The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of the
financial Services and Markets Act 2000 (Financial Promotion) Order 2001.

ADDITIONAL INFORMATION ISAVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and
investment banking products. BMO serves Canadian clients through its Canadian retail arm BMO Bank of Montreal and BMO Neshitt Burns. In the
United States, clients are served through Chicago-based Harris Bank, and Harris Neshitt, an investment bank. HNC is a member of SIPC. BMO Neshitt
BurnsisaMember of CIPF. “Neshitt Burns’ is a registered trademark of BMO Neshitt Burns Corporation Limited, used under license. "BMO (M-Bar
roundel symbol)" is aregistered trademark of Bank of Montreal, used under license.

©COPYRIGHT 2005 HARRISNESBITT CORP.
A member of BMO 9 Financial Group
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