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EnCana Corp (ECA)
Alert: ‘Quick Read’ — EPS/CFPS Miss On Weaker Production

Q1 Bottom Line Miss — EnCana reported Q1 2011 operating EPS of $0.02 below our
$0.08 estimate and First Call consensus of $0.13. Operating cash flow of $1.29 topped
our $1.18 projection and $1.24 consensus, aided by a $67 million cash tax recovery
($0.09/shr) and $94 million ($0.13/shr) classified as “Other”. EPS variance stemmed
primarily from weaker-than-anticipated production and higher LOE/DD&A expense,
while ECA’s average natural gas price realization (including hedges) of $5.00/MMBtu
matched our $5.01/MMBtu estimate.

As Production Flattens — Declined 0.5% sequentially to 3.34 Bcfe/d, or ~2% below
our and consensus projection of ~3.4 Bcfe/d. Canadian output rose modestly (up ~1%)
with the uptick entirely from a 26% sequentially rise in liquids volumes. However U.S.
output dropped ~2% sequentially driven by sizeable declines in its Texas, Piceance and
Jonah plays, but partially offset by a 5% qtr/gtr increase in the Haynesville shale. ECA
left guidance unchanged, reiterating its full-year production view of 3.475-3.525 Bcfe/d.
Note this figure does not incorporate the impact of the pending CNPC Montney deal
which will reduce output by ~250 MMcf/d (~8%) following deal closing around mid-year
(for more details, refer to our Feb 9" note: EnCana Inks Mega ~$5.4B Canadian JV).

Alberta Liquids Play Formally Disclosed — Although EnCana had previously
acknowledged amassing acreage in the emerging liquids-rich Alberta Duvernay Shale,
it had declined to provide specifics citing on-going leasing activity. Today, however, the
company disclosed holding 190k net acres in the play. It also reiterated its liquids
opportunities in the Alberta Deep Basin (380k net acres), B.C. Montney (495k net
acres), Ml Collingwood (425k net acres) and in the Rockies Piceance Basin (240k net
acres), but did not provide any specific well results from these areas in its release.

Haynesville Moving To Pad Drilling — With the bulk of its Haynesville (~420k net
acres) acreage now held-by-production, EnCana is shifting its focus towards pad
drilling, resulting in a 25% drilling cost reduction. It expects to further cut supply costs
this year by using dedicated completion equipment to replace multiple mobile units.

Capital Expenditure — Q1 spending of $1.29 billion ran modestly ahead of its full-year
$4.4-$4.8 billion target, but Canadian drilling is typically more active in winter months.
We note acquisitions in Canada totaled $265 million last quarter, likely attributable to
the above-mentioned Duvernay leases, while divestitures were $397 million, including
the previously announced sale of its Fort Lupton (CO) gas processing plant for $299
million. ECA also noted that it continues to seek additional JV partners to develop its
B.C. Horn River and Montney lands, analogous to prior deals with Kogas and CNPC.

Hedges Boosted — ECA increased its hedge positions significantly during Q1, raising
its 2011 hedging by ~300 MMcf/d (~9%), its 2012 hedging by ~650 MMcf/d (~17%) and
establishing ~400 MMcf/d of 2013 hedges. It has now protected approximately one-
half of its volumes in each of 2011 and 2012, as well as 7% of anticipated 2013 output.

Earnings Call — 12pm EST today. Dial-in: 888-231-8191.
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Figure 1. EnCana Q1 2011 Variance Analysis (in US$, production after-royalties)

Q1'11 Act. vs. Q1'11 Act. vs Q1'11 Act. vs
Q12010 Q4 2010 Q12011 Q12011 Q1'11 Citi Est. Q1'10 Act. Q4'10 Act.
Actual Actual Actual Citi Est. % Diff. % Diff. % Diff.
Canada NGLs (Bbls/d) 13,556 11,327 14,238 13,500 5.5% 5% 26%
Canada Natural Gas (Mcf/d 1,177,000 1,395,000 1,395,000 1,425,000 2.1% 19% 0%
Total Canadian Equivalent Production (BOE/d) 209,724 243,828 246,739 251,001 1.7% 18% 1%
U.S. NGLs (Bbls/d) 10,108 9,206 9,023 9,500 5% -11% 2%
U.S. Natural Gas (Mcfid 1,946,000 1,835,000 1,801,000 1,850,000 -3% 7% 2%
Total U.S. Equivalent Production (BOE/d) 334,441 315,039 309,190 317,833 -3% -8% 2%
Total NGL production (Bbls) 23,664 20,533 23,261 23,000 1% 2% 13%
Total natural gas production (Mcf) 3,123,000 3,230,000 3,196,000 3,275,000 -2.4% 2% 1%
Total equivalent production (BOE/d) 544,165 558,867 555,929 568,834 -2.3% 2.2% -0.5%
Breakdown: Liquids 4% 3.7% 4.2% 4.0%
Gas 96% 96.3% 95.8% 96.0%
Liquids Price ($/Bbl) $63.07 $68.91 $80.70 $75.03 8% 28% 17%
Hedged Natural Gas ($/Mcf) $6.14 $5.03 $5.00 $5.01 0% -19% 1%
INCOME STATEMENT ($ ,000)
Total Operating Revenues (net) 1,928,000 1,654,000 1,639,000 1,631,798 0% -15% -1%
Upstream
Lease Operating Expense 248,000 280,000 302,000 276,232 9% 22% 8%
Production Taxes 69,000 47,000 53,000 51,000 4% -23% 13%
Transportation and Selling Expense 211,000 217,000 227,000 223,000 2% 8% 5%
D.D. & A. - Upstream 781,000 797,000 792,000 783,461 1% 1% -1%
Upstream Operating Expenses 1,309,000 1,341,000 1,374,000 1,333,693 3% 5% 2%
Upstream Operating Income 619,000 313,000 265,000 298,105 -11% -57% -15%
Marketing/Midstream
Marketing/Midtsream Margin 8,000 7,000 1,000 6,000 -83% -88% -86%
Operating Income - Total 530,000 208,000 114,000 194,605 -41% -78% -45%
Interest Expense 130,000 121,000 119,000 120,000 1% -8% 2%
Total Other Expense (Income) (145,000) (181,000) (235,000). 0 NM 62% 30%
Corporate Expenses (1,370,000) 430,000 152,000 0 NM -111% -65%
Accretion of Asset Retirement Obligation 13,000 11,500 13%
General & Administrative 82,000 98,000 136,000 95,000 43%
Income Taxes (Benefit) 438,000 (120,000) 0 18,651 -100% -100% -100%
% Effective Tax Rate 23% 25% 0% 25% -100% -100% -100%
Reported Net Income (Loss) 1,477,000 (42,000) 78,000 55,954 39% -95% -286%
Reported NI (Loss) Per Share 1.97 (0.06), 0.11 0.08 39% -95% -286%
Recurring, Diluted NI (Loss) Per Share 0.56 0.09 0.02 0.08 -73% -96% -78%
Discretionary Cash Flow 1,176,000 919,000 955,000 871,432 10% -19% 4%
Cash Flow Per Share 1.57 1.25 1.30 1.18 10% -17% 4%
Cash Flow Per Diluted Share 1.57 1.25 1.29 1.18 9% -18% 4%
Wtd. Average Shares Outstanding 748,700 736,300 736,300 736,300 0% 2% 0%
Wtd Average Diluted Shares Outstanding 748,800 736,300 737,600 736,300 0% -1% 0%
COMPONENT ANALYSIS ($/net BOE Prod.)
0&G Operating Revenues - net of royalites 39.37 32.17 32.76 31.87 3% 7% 2%
Lease Operating Expense 5.06 5.45 6.04 5.40 12% 19% 11%
Production Taxes 1.41 0.91 1.06 1.00 6% -25% 16%
Transportation and selling expense 4.31 4.22 4.54 4.36 4% 5% 7%
D.D. &A. 15.95 15.50 15.83 15.30 3% -1% 2%
Accretion of Asset Retirement Obligation 0.25 0.21 0.26 0.22 16% 6% 21%
General & Administrative 1.67 1.91 2.72 1.86 46% 62% 43%
Interest Expense 2.65 2.35 2.38 2.34 1% -10% 1%
Discretionary Cash Flow/BOE 24.01 17.87 19.09 17.02 12% -21% 7%
Non-recurring items 1,059,000 (110,000) 63,000 0 NM -94% -157%
Deferred Income Taxes 438,000 (95,000) 63,000 20,516 207% -86% -166%
Deferred Income Tax % 100% 79% 110% 110% 0% 10% 39%
Discretionary Cash Flow ($ in Thousands)
Net Income 1,477,000 (42,000) 78,000 55,954 39% -95% -286%
D.D. & A. (upstream and other) 781,000 800,000 814,000 783,461 4% 4% 2%
Accretion of Asset Retirement Obligation 12,000 11,000 13,000 11,500 13% 8% 18%
Deferred Taxes 438,000 (95,000) 67,000 20,516 227% -85% -171%
Unrealized Derivatives, FX (1,532,000) 207,000 18,000 0 NM NM NM
Other 0 38,000 (35,000) 0 NM NM NM
Discretionary Cash Flow 1,176,000 919,000 955,000 871,432 10% -19% 4%

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

Valuation

Our $32 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 ~127% 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.
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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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50450. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex
("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez,
06600 Mexico, D.F. In New Zealand the Product is made available through Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a
Participant of the New Zealand Exchange Limited and regulated by the New Zealand Securities Commission. Level 19, Mobile on the Park, 157 Lambton
Quay, Wellington. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and
Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200. The Product is made available in the
Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange
Commission. 20th Floor Citibank Square Bldg. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of
Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The
Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in
accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license
issued by the Federal Service for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the
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securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an
appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian
Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a
Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.
The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is
regulated by Monetary Authority of Singapore. This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private
Clients. CSL provides no independent research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private
Client Relationship Manager in CSL if you have any queries on or any matters arising from or in connection with this report. Citigroup Global Markets (Pty)
Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton,
2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial
Services Board. The investments and services contained herein are not available to private customers in South Africa. The Product is made available in
Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega Y Gassef, 4th Floor, Madrid,
28006, Spain. The Product is made available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities
& Futures Bureau. No portion of the report may be reproduced or quoted in Taiwan by the press or any other person. 14 and 15F, No. 1, Songzhi Road,
Taipei 110, Taiwan. If the Product is related to non-Taiwan listed securities, neither the Product nor any information contained in the Product shall be
considered as advertising the securities or making recommendation of the securities. The Product is made available in Thailand through Citicorp Securities
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak,
Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski
Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global
Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai
Financial Services Authority ("DFSA" to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different CIRA ratings distribution, in percentage terms for Investments in each sector covered is made available on request. Financial
products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The Product is made
available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This material may
relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to where this
may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The Product is
made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and Exchange
Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made available by
Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commerecial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to CIRA's Products can be found at www.citigroupgeo.com.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
CIRA concurrently disseminates its research via proprietary and non-proprietary electronic distribution platforms. Periodically, individual analysts may also
opt to circulate research to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated
via the aforementioned distribution channels.

© 2011 Citigroup Global Markets Inc. Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are
trademarks and service marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use,
duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of
the Product on a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information
contained in the Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this
report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this
information and any other MSClI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices.
This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party
involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of
its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan
Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of
third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website
material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the
Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or
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hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the
linked site does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall
be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.
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