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Korea

The principal focus of activity during the past year was the Republic of Korea where Enron Global Assets’ (“EGA”) joint venture gas distribution company, SK- Enron (“SK-E”) is located, with a capitalization of about US$ 400 million. 

Lifting of the current 10% Dividend restriction

Effective movement of the cash generated by each of SK-E’s City Gas Companies (“CGCs”) has been hampered by a 1993 Ministry of Industry, Commerce, and Energy (“MOCIE”) rule that limited CGC dividends to an annual amount equal to 10% of a company’s paid-in capital.  As a result of lobbying the Ministry, this limitation was eliminated for any CGC with a debt-to-total-capital ratio less than 66%.

It is expected that 7 of SK-E’s 9 CGCs will be qualified to pay “unlimited” dividends based on the new MOCIE rule.  These companies hold 99% of the “dividendable” cash.  Enron, through the JV board, intends to seek dividend payments totaling US$ 27.5 million during 2001 as compared to US$ 4.6 million received from these companies in 2000.  If the incremental funds were used to pay down the JV’s debt, overall net income for this year would be increased by about US$ 1 million.  

Maintaining (or increasing) the “allowed rate of return” set by MOCIE

Since 1993, retail gas rates (known as “Supply Cost”) have been based, in part on an after-tax Return on Equity (“ROE”) equal to 10%.  In the summer of last year, MOCIE commissioned a study of certain Supply Cost matters.  While ROE was not in the publicly disclosed scope of MOCIE’s review, it was learned in August that it intended to deal with this issue.  Preliminary information indicated the Ministry would recommendation that the ROE be set at the one-year bank deposit rate, which is about 8%.  No “premium” was to be added to this base rate despite the obvious differences between holding a bank deposit and owning a gas distribution company.

Prior to the disclosure of MOCIE’s interest in ROE, Enron and SK-E had initiated its own study of this and other CGC rate matters.  Using the results of that analysis, an intensive lobbying campaign was initiated.  This effort included convincing all the Korean CGCs to formally oppose the Ministry’s recommendation – a very rare action by any group.  Additionally, EGA’s chairman wrote the MOCIE Minister personally and the Investment Ombudsman for the Korean government was convinced to intervene with the Ministry.

In its November 27th Order on CGC rate matters, including ROE, MOCIE specified that Seoul area CGCs, including SK-E’s Daehan Gas, will be subject to a "base" ROE, which is the "1-to-2-year bank rate".  However, outside Seoul, CGCs will receive a 200 basis point premium over the base rate if its "penetration rate" is below the national average.  SK-Enron's analysis shows that all of its CGCs (except Daehan) qualify for the premium.  The Finance group has calculated that “winning” this premium will mean US$ 1.3 million more after-tax income versus the expected earnings if all CGCs were subject to the "base" rate only. 

Rates Education - KEEI

In an effort to shape the framework for setting transmission pipelines rates, a one-week program held in Houston by Enron personnel was developed for a delegation headed by the Korea Energy Economics Institute.  The instruction covered ratemaking principles, alternative rate methodologies, regulatory procedures and contemporary pipeline issues.  KEEI’s mission was to make recommendations to MOCIE and Korea Gas Company regarding a framework to be used as part of the planned gas industry restructuring, which is still pending approval by the National Assembly.  An important by-product of Enron’s effort was a close working relationship with KEEI that proved valuable as a source of information and insight regarding dividend limitation rules, ROE, and other CGC rate matters.

Rates Education – SK-Enron

After a detailed analysis of the Korea’s current supply cost (rate) regulations, a workshop was presented to SK-E executives and senior CGC operational and financial officers as well as managers directly involved in rate filings.  The program identified potential opportunities to “gain” under the existing rules, highlighted the importance of rate setting by class of customer, and outlined possible benefits from adopting a performance based rate (PBR) model in Korea.  Due to the MOCIE study of CGC rate matters noted above, rate filings were suspended (or decisions on existing rate filings postponed) pending issuance of the new rules.  This created a backlog that SK-E faces in 2001 when filings are expected to be required from 5 of its 9 operating companies.  The revised rules also call for certain cost allocations – an issue that was highlighted in Enron’s rate education. 

EOL and EBS Due Diligence

A complete review the regulatory requirements for “launching” EnronOnline as a product in Korea was completed and a recommended approach for start-up was developed.  Implementation was postponed pending the addition of nonferrous metal commodities to the EOL portfolio.

Late last year, an initial due diligence review was performed in conjunction with Enron Broadband Services’ interest in establishing a presence in Korea.  One significant issue related to bandwidth trading was identified.  

Japan
Presentations on U.S. gas and electric industry restructuring were made to key MITI official involved in these processes locally.  Abbreviated versions of these presentations were made to at least six other delegations representing electric and gas utilities as well as various research institutes.

