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EnCana Corp (ECA)
Alert: ‘Quick Read’ - Slight Q4 Miss But China Deal Overshadows

Q4 Bottom Line — ECA reported Q4’10 operating EPS/CFPS of $0.09/$1.25
which was slightly below our $0.15/$1.30 estimate and consensus $0.11/$1.30.
Variance emanated largely from modestly weaker gas price realizations (down 5%
sequentially versus our projection of a 3% drop) coupled with a substantially higher
Canadian lease operating costs, while other expenses were essentially in-line.

Production — Increased 1% sequentially to 3.35 Bcf/d, or marginally below our
3.39 Bcf/d expectation. The uptick was driven entirely from the LAHaynesville (up
75 MMcf/d) while output at all of its other areas was either flat or showed slight
declines. For the full year, production of 3.32 Bcf/d was up 10% year-over-year
which was aided by material production shut-ins in 2009.

PetroChina Deal — ECA finally signed its long-awaited PetroChina JV selling one-
half of its Canadian Cutbank Ridge play. We view the transaction favorably. For
full details, see our note from yesterday: EnCana Inks Mega ~$5.4B Canadian JV.

2010 Proved Reserves — Rose by 1,561 Bcfe (~12%). Excluding acquisitions/
divestitures, ECA added 3,074 Bcfe (with large contributions from Haynesville and
B.C. Horn River) or ~250% “organic” reserve replacement. However, the
company’s PUD% rose substantially to 49% (from 41% at year end 2009). Based
on total CapEx spend of $4.77 billion, this equates to an F&D tab of ~$1.55/Mcfe.

2011 Guidance/CapEx — For this year, ECA has set a production range of 3.475-
3,525 Bcf/d (5-6% year-over-year increase). Importantly, it appears this does not
include the impact of the PetroChina deal which will reduce ECA’s output by ~250
MMcf/d (~8%) after the transaction closes (slated for mid-year). Budgeted CapEx
of $4.6-$4.8 billion is flat to down versus last year’s actual $4.77 billion spend.

New Liquids Areas — EnCana has identified 640k acres across its existing
Rockies acreage with strong liquids potential and has already drilled 5 test wells
with 3 more slated for H1'11. ECA also finally acknowledged its large land position
in the emerging, liquids-rich AB Duvernay shale although did not provide specifics.

Earnings Call — 1pm EST today. Dial-in: 888-231-8191.
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Figure 1. EnCana 4Q 2010 Variance Analysis (in US$, production after-royalties)

Q410 Act. vs. Q410 Act. vs
Q3 2010 Q4 2010 Q4 2010 Q4'10 Citi Est. Q310 Act.
Actual Actual Citi Est. % Diff. % Diff.
Canada NGLs (Bbls/d) 14,262 11,327 14,800 -23.5% -21%
Canada Natural Gas (Mcf/d) 1,390,000 | 1,395,000 | 1,450,000 -3.8% 0%
Total Canadian Equivalent Production (BOE/d) 245,930 243,828 256,468 -4.9% -1%
U.S. NGLs (Bbls/d) 9,142 9,206 8,900 3% 1%
U.S. Natural Gas (Mcf/d) 1,791,000 | 1,835,000 | 1,800,000 2% 2%
Total U.S. Equivalent Production (BOE/d) 307,642 315,039 308,900 2% 2%
Total NGL production (Bbls) 23,404 20,533 23,700 -13% -12%
Total natural gas production (Mcf) 3,181,000 | 3,230,000 | 3,250,000 -0.6% 2%
Total equivalent production (BOE/d) 553,572 558,867 565,368 -1.1% 1.0%
Breakdown: Liquids 4.2% 3.7% 4.2%
Gas 95.8% 96.3% 95.8%
Liquids Price ($/Bbl) $61.79 $68.91 $68.13 1% 12%
Hedged Natural Gas ($/Mcf) $5.27 $5.03 $5.18 -3% -5%
INCOME STATEMENT ($ ,000)
Total Operating Revenues (net) 1,720,000 | 1,654,000 | 1,697,800 -3% -4%
Upstream
Lease Operating Expense 251,000 280,000 254,710 10% 12%
Production Taxes 49,000 47,000 50,930 -8% -4%
Transportation and Selling Expense 217,000 217,000 221,860 2% 0%
D.D. & A. - Upstream 781,000 797,000 798,706 0% 2%
Upstream Operating Expenses 1,298,000 | 1,341,000 | 1,326,206 1% 3%
Upstream Operating Income 422,000 313,000 371,594 -16% -26%
Marketing/Midstream
Marketing/Midtsream Margin 5,000 7,000 6,000 17% 40%
Operating Income - Total 341,000 208,000 267,594 -22% -39%
Interest Expense 119,000 121,000 120,000 1% 2%
Total Other Expense (Income) (155,000)| (181,000) (0] NM 17%
Corporate Expenses (463,000)| 430,000 [0 NM -193%
Accretion of Asset Retirement Obligation 11,000 12,000 -8%
General & Administrative 82,000 98,000 95,000 3%
Income Taxes (Benefit) 271,000 | (120,000) 36,899 -425% -144%
% Effective Tax Rate 32% 25% 25% 0% -23%
Reported Net Income (Loss) 569,000 (42,000) 110,696 -138% -107%
Reported NI (Loss) Per Share 0.77 (0.06) 0.15 -138% -107%
Recurring, Diluted NI (Loss) Per Share 0.13 0.09 0.15 -39% -31%
Discretionary Cash Flow 1,132,000 919,000 958,300 -4% -19%
Cash Flow Per Share 1.54 1.25 1.30 -4% -19%
Cash Flow Per Diluted Share 1.54 1.25 1.30 -4% -19%
Wtd. Average Shares Outstanding 736,300 736,300 736,300 0% 0%
Wtd Average Diluted Shares Outstanding 736,300 736,300 736,300 0% 0%
COMPONENT ANALYSIS ($/net BOE Prod.)
O&G Operating Revenues - net of royalites 33.77 32.17 32.64 -1% -5%
Lease Operating Expense 4.93 5.45 4.90 11% 10%
Production Taxes 0.96 0.91 0.98 7% -5%
Transportation and selling expense 4.26 4.22 4.27 -1% -1%
D.D. & A. 15.34 15.50 15.36 1% 1%
Accretion of Asset Retirement Obligation 0.24 0.21 0.23 7% -9%
General & Administrative 1.41 1.91 1.83 4% 35%
Interest Expense 2.34 2.35 2.31 2% 1%
Discretionary Cash Flow/BOE 22.23 17.87 18.42 -3% -20%
Non-recurring items 471,000 | (110,000) (o] NM -123%
Deferred Income Taxes 367,000 (95,000) 36,899 -357% -126%
Deferred Income Tax % 135% 79% 100% 21% -42%
Discretionary Cash Flow ($ in Thousands)
Net Income (recurring) 569,000 (42,000) 110,696 -138% -107%
D.D. & A. (upstream and other) 810,000 800,000 798,706 0% -1%
Accretion of Asset Retirement Obligation 12,000 11,000 12,000 -8% -8%
Deferred Taxes 367,000 (95,000) 36,899 -357% -126%
Unrealized Derivatives, FX (652,000)| 207,000 (0] NM NM
Other 26,000 38,000 0 NM NM
Discretionary Cash Flow 1,132,000 919,000 958,300 -4% -19%

Source: Company Reports, Citi Investment Research and Analysis
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EnCana Corp

Valuation

Our $28 price target is based on ECA's stock achieving an EV multiple of 5.2x our
2011 debt-adjusted cash flow estimates based on 'normalized' WTI spot oil and
composite spot gas prices of $90.00/Bbl and $5.25/MMBtu, respectively, and
~133% of NAV.

Risks
We rate EnCana Medium Risk

Our risk rating on ECA is Medium based on a combination of quantitative and
qualitative risk assessments compared to other stocks covered by Citi Investment
Research.

Volatile Commodity Prices - EnCana is sensitive to changes in the price of
natural gas. A portion of their exposure is hedged, however some of their expected
natural gas production is unhedged and subject to market price volatility.

Lack Of Diversification - All of the EnCana assets are now related to natural gas
production in North America, and so they lack commodity or geographic
diversification and will be adversely affected if natural gas prices are low.

If the impact on the company from any of these factors proves to be less than we
anticipate, the stock could materially outperform our target. Conversely, if the
impact on the company from any of these factors proves to be greater than we
anticipate, the stock could underperform our target price.

Appendix A-1

Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at the front
of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst. Each of these
analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein accurately reflect their
personal views about each issuer and security referenced and were prepared in an independent manner, including with respect to Citigroup Global
Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) expressed by that research analyst in this report.
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Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from EnCana Corp in the past
12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking,
securities-related: EnCana Corp.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: EnCana Corp.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure
website at www.citigroupgeo.com. Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company.
Historical disclosures (for up to the past three years) will be provided upon request.

Citi Investment Research & Analysis Ratings Distribution

12 Month Rating Relative Rating
Data current as of 31 Dec 2010 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 52%  31% 1% 0% 100% 0%
% of companies in each rating category that are investment banking clients 45%  44%  40% 0%  44% 0%

Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:

CIRA's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating.
Analysts may place covered stocks “Under Review” in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting the
company and/or trading in the company's securities (e.g. trading suspension). Stocks placed “Under Review” will be monitored daily by management. As soon as
practically possible, the analyst will publish a note re-establishing a rating and investment thesis.
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To satisfy regulatory requirements, we correspond Under Review to Hold in our ratings distribution table for our 12-month fundamental rating system. However, we
reiterate that we do not consider Under Review to be a recommendation.

Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most preferred) or
under-performance (least preferred) versus the analyst's coverage universe over a 3 month period. The relative call may highlight a specific near-term catalyst or
event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the company. Absent any specific catalyst
the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this short-term view. This three-month view may be
different from and does not affect a stock's fundamental equity rating, which reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE
ratings-distribution-disclosure rules, most preferred calls correspond to a buy recommendation and least preferred calls correspond to a sell recommendation. Any
stock not assigned to a most preferred or least preferred call is considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure
rules we correspond NRR to Hold in our ratings distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a
recommendation.

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or more for
Low-Risk stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk
stocks, 0%-15% for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements
and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research
Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's
expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.., all research analysts listed below other than those identified as employed by Citigroup Global Markets
Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore
may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public appearances and trading securities
held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Robert S Morris; Aneet K Chachra, CFA

OTHER DISCLOSURES

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to EnCana Corp. (For an explanation of the determination of significant
financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.)

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent
with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important
Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but
not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.
However, it should be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All
opinions, projections and estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product,
are subject to change without notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments
within the Firm advising the companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi
Investment Research & Analysis (CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention

of CIRA to provide research coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods
and capacity constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid
and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an
investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates
conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the
Firm may be prohibited in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant
for additional details. Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information
contained in the Product may be placed only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports.

Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney LLC and
its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures.

The required disclosures provided by Morgan Stanley and Citigroup Global Markets, Inc. on Morgan Stanley and CIRA research relate in part to the separate
businesses of Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley Smith Barney LLC
in its entirety. For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.
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