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1. 
2. 
3. 
Enron Japan

Potential action items

· Scale back office to “Top Team” scenario addressed in previous email.  The reduced headcount and cost scenario can achieve a break-even condition in its second year of operation (2002).  
· Able to continue transacting with high assurance of covering costs

· Further develop business platform and strengthen local relationships

· Must continue to rely on Houston/London/Singapore commercial teams (crude & products and weather) for pricing. EJ as a marketing platform for  core business functions

· Value preserved and enhanced.   Cheap option given (i) potential upside and (ii) cash and book costs of exit ($ 7.8 MM)
· Real (and proven) platform for DYN expressed interest in crude + liquids, weather, coal and LNG (window to Japan and Asia)

· Given the high cost of shutdown on one hand and our established book of business and developed relationships on the other hand, the delta (or option value) to continue for 2002 is quite low.
· Even assuming we made no money (won’t happen) the cost difference for 2002 between continuing versus shutting down is approx $1.8MM
· Scale down to critical level 
· Likely less than critical mass

· Inability to scale deal flow

· Harder to retain locals and expats

· Market’s view as less than truly committed; less willing to transact

· Conclusion: a waste of expense dollars
· Close the office

· Forego option to return; Japanese will not forget.

· Enron loses out on potential of second largest economy and energy market in the world in desperate need of commodity risk mgt

· Likely that negative reputation would be transferred to new company (as Dynegy would oversee closure)
· Confirms all Japanese stereotypes of American companies

· Conclusion: if lack of commitment and support… then clearly right decision as ability to succeed is greatly impaired.

Capital requirements

· New requirements are limited

· Office s/d will result in balance sheet impact

· Total liquidation costs approximately $7.8MM

· Cash costs of exit (inc legal/accounting etc from unwinding all arrangements (inc stuff below) costs incurred to either maintain or terminate the floor lease, re-patriation of expats (contractual costs inc their housing leases)
· Book/Balance Sheet costs of exit (inc write offs / write downs of fixed assets,(PC’s, servers, etc) goodwill write-off, lease premium write off, legal  other costs of unwinding the KK’s, commercial contracts, vendor contracts Equity value of business translates into at least a head start of 18-24 months on top of other new entrants
· If Dynegy could return (real question) then would likely take substantially longer to return to current status due to difficulties in rehiring and establishing market relationships.
· 



Impairment issues

· If pullout, EXTREME difficulty to re-enter.  Other businesses including coal, weather, LNG, crude & products, pulp & paper, and steel will be impacted if plan to transact with Japanese in the future (inside or outside of Japan)

· Many Japanese companies in severe difficulty, but not pulling out of main businesses (e.g. Marubeni: $3 billion loss; Fuji and other major banks substantially sub investment grade).  Relationships stay with these companies.

· Some company WILL provide risk management services across energy and other products in Japan.  A significant void currently exists.

· EPower proposition severely reduced as requirements for fuel, finance and off take required.  Merchant services critical for their success.  Unlikely to achieve full value, likely to significantly reduce probability for success.  Creates even greater negative press and feelings.

HR issues

· Buyout of local contracts/ local severance

· Likely to attract attention of labour authorities resulting in possible litigation, but certainly in more negative press

Litigation/Legal risks

1) Certain financial trading counter parties have been slow to accept full ISDA contract documentation so we have to use master less confirmations in the early days, which increases credit exposure.  Question:  ePower commitments for development?

2) HR issues as discussed above

Sale opportunities 

· Opportunity to invite local partners to help carry cost, + mitigate risk profile but will require sharing upside and likely trading profits

· Capital available for other EGM businesses including weather, LNG and crude & products

Dismantle

3 months

Balance sheet issues

· Liquidation costs assumptions outlined below.

	
	Obligation
	Market Practice

	
	
	

	EMPLOYEE TERMINATIONS:
	
	

	Severance for Local Employees
	     750,459 
	            1,557,435 

	Severance for Expats
	     464,976 
	               563,685 

	Repatriation of Expats
	     282,876 
	               282,876 

	
	
	

	LEASE TERMINATIONS:
	
	

	Office lease (6 months)
	     983,988 
	               983,988 

	Expat housing leases
	     234,009 
	               234,009 

	Local housing leases
	       50,000 
	                 50,000 

	Office equipment
	       30,000 
	                 30,000 

	
	
	

	TERMINATION MANAGEMENT:
	
	

	Legal
	       20,833 
	                 20,833 

	Tax/CPA
	       20,833 
	                 20,833 

	HR Consultants
	       20,833 
	                 20,833 

	Staff Closeout team
	     600,000 
	               600,000 

	
	
	

	OTHER:
	
	

	Deconstruction
	     250,000 
	               250,000 

	Fixed Assets
	  2,916,667 
	            2,916,667 

	Unwinding deals
	     250,000 
	               250,000 

	
	
	

	TOTAL LIQUIDATION COSTS:
	  6,875,475 
	            7,781,160 


Goodwill issues

None noted.
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