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Steve Kean

Itinerary

14  – 17 May 2001

Monday 14 May

1535 hrs
Arrive Narita Airport – CO7


Depart for the Palace Hotel by Narita Express/Limousine Bus

1830 hrs
Casual Dinner with Nick O’Day e 

Accommodation:
The Palace Hotel

1-1-1 Marunouchi, Chiyoda-ku, Tokyo 100-0005

Tel: 03-3211-5211   Fax: 03-3211-6987

Tuesday 15 May

0800 hrs
Depart Palace Hotel for the Westin Hotel Tokyo

0900 hrs
Conference opens
  

0915 hrs
Conference Keynote speech (50 minutes)


1100 hrs
Depart Westin Hotel for Enron Japan office

1200 – 1345 hrs
Public Affairs briefing (working lunch)

1400 – 1500 hrs
Media interview (Nikkei)

Messrs Goto and Miyazawa

1545
Depart for Enron Japan office for Nissho Iwai

1630-1730 hrs
Nissho Iwai

Mr. Nakatani, 

                                    Director, Member of the borad

1900 - 2100 hrs
Dinner with E Power
Conference Venue:
The Westin Tokyo

1-4-1 Mita, Meguro-ku, Tokyo 153-8580

Tel: 03-5423-7000
Dinner w/Epower:
Hei-Chin-Ro

　　　　　　　　　54th floor, Shinjuku Mitsui Building

2-1-1  Nishi-shinjuku, Shinjuku-ku, Tokyo 

Tel: 03-5381-0041   

Wednesday 16 May

0900 hrs
Depart for JFTC

0930 - 1030 hrs
METI


Mr. Oi, Director General, Agency of Natural Resources and Energy

1100 - 1200 hrs
Media interview (Asahi Newspaper)

Mr Watanabe

1230 - 1400 hrs
US Embassy Lunch


Mr Michael Michalak


Economics Minister Counselor


Mr Sam Watson


First Secretary, Economic Affairs

Lunch Venue:             Yamazato

                                     Hotel Okura (Main Build. 5F)

                                     2-10-4 Toranomon, Minato-ku, Tokyo

                                     TEL: 03-3505-6070

1430 - 1530 hrs
Media interview (Diamond Magazine)

Mr Miyazaki

1600 - 1700 hrs
Chairman LDP Energy Policy Committee (Y Kamei) and


LDP Secretary General (T Yamazaki)


LDP Headquarters Nagatacho

1730 – 1830 hrs
All employee address

(Kean, Frevert, McConnell)

1900 hrs
Enron Japan Dinner


(Kean, Frevert, McConnell)
Dinner venue:
Ark Hills Club

　　　　　　　　　37th Floor, East Wing

                                    Ark Mori Building, 1-12-32 Akasaka

Minatoku, Tokyo 

                                   Tel: 03-5381-0041 
Thursday 17 May

0900 – 1100 hrs
Enron Japan commercial overview


(Kean, Frevert, McConnell) 

1100 – 1130 hrs          Hirl meeting

1130 – 1200 hrs
O’Day meeting

1315 hrs
Depart office for Narita Express

1333 hrs
Depart Tokyo Station - Narita Express No.21

1550 hrs
Depart for Houston – CO6

May 15 Conference
Conference title - “Reassessing Power Deregulation”
The conference is organized by Marcus Evans, a reputable international conference organizer and co-sponsored by Enron. The conference aims to kick start the deregulation debate ahead of the interim review by METI to commence in August this year. 

Enron will release at the conference the Brattle Group’s paper on recommended reforms to the Japanese electricity market.  We expect the Japanese press to provide extensive coverage of the conference and the paper.
We expect about 100 delegates plus the press.

Other Speakers at the conference include:

· Professor Hatta – high profile economics academic and electricity sector specialist
· Mr. Omuro - Takashimaya – large-lot eligible power consumer
· Mr. Nishida - Asahi Chemical – large-lot eligible power consumer
· Mr. O’Neill – FERC Commissioner

· Mr. Jan Moen – Norwegian regulator

· Mr.Kawamoto, Director, METI – Japanese regulator

· Mr. Satake, Head of Corp. Planning - Tokyo Electric Power

· Professor Kariya – financial technology academic
· Others - Morgan Stanley Dean Witter Japan, Nomura Securities, Tokio Marine, IBJ-DJ Financial Technology and Enron Japan (Morten Eric Pettersen)

Brattle Recommendations for Reforms to the Japanese Electricity Market

1. Introduction

· Paper issued in Brattles name with acknowledgement that commissioned by Enron

· Paper is 90 pages in length and is in English and Japanese

2. Addresses

· Need for reform in Japan

· Key elements of an effective electricity market

· Proposed reforms for Japan – drawing on int. examples

· Timetable for reform

· Public policy concerns

i. Reliable supply

ii. Energy security

iii. Emissions targets

3. The Need for Reform
· High Electricity Prices

i. Impose a real cost of Y4000 billion per year on ind. and cons.

ii. Unnecessary high fuel prices – 40% higher than US imports

iii. Excessive equipment and construction costs

iv. Inefficient use of transmission

v. Inefficient regulations construction and maintenance

· No genuine competition under current system

i. Entrants secured less than .2% of generation

ii. Less than 20 eligible consumers changed (total of 8300)

· Reasons

i. Unusually high concentration of generating capacity ownership

ii. Vertical integration, geographic monopolies, history of commercial agreements between utilities

iii. Barriers to entry: absence of fair non-discriminatory regulated access to the transmission network, independent regulator with power to regulate the market

4. Key elements of an effective electricity market
· Liquid trading market

· Adequate number of firms in the competitive sectors

· Non-discriminatory regulated access to the transmission

· Strong and independent regulator with a clear charter

5. Proposed Reforms for Japan
· Clear timetable – promote competition and key public policy goals
· Implement Virtual Independent Power Producer auctions (VIPP) – France, Ireland

· Vertical and horizontal de-merger of generation (Stage One)

· Vertical Separation of transmission, distribution, and retail supply (Stage Two)

· Privatization of EPDC assets

· Limiting capacity expansion by incumbents

· Review of technical regulations for power plants

· Liberalization of the natural gas industry

· Full market opening, with aim of achieving full eligibility within the next 3 years

· A Japanese Pool with bilateral financial trading

· Establishment of an independent regulator

ONE ON ONE INTERVIEWS
Nihon Keizai Shimbun (Nikkei)
May 15 (Tue): 14:00pm to 15:00pm
The Nihon Keizai Shimbun, commonly known as the Nikkei, is Japan's premier financial and business newspaper, with a status and influence similar to that of the Wall Street Journal in the US. Its daily circulation is more than 3 million. The Nikkei is read by senior businesspeople, regulators and politicians, and covers all range of business, financial and economic news, in Japan and internationally. The Nikkei publishes two sister dailies, Nikkei Sangyo (industrial daily) and Nikkei Kinyu (financial daily), which cover general industry and financial markets respectively. Coverage of Enron would most likely appear in the Nihon Keizai Shimbun or Nikkei Sangyo.

Circulation - 3.02 million (As of 2000) 

Interviewer – Mr. Yasuhiro Goto, Senior Staff Writer/Energy specialist
Sub-Interviewer – Mr. Toru Miyazawa, Staff Writer
Asahi Shimbun
May 16 (Wed): 11:00am to 12:00pm
Asahi Shimbun, which has been established for 121 years and is Japan's leading mainstream morning and evening paper. Asahi Shimbun, along with its group companies, delivers a variety of news comprising newspaper publishing at its core, plus book publishing, broadcasting and electronic networks. The newspaper is read by businessmen, Japanese professionals – doctors, lawyers, teachers, and government officials. Other publications include Weekly AERA, Shukan Asahi, Gekkan Asahi, Asahi Graph, Kagaku (science) Asahi, Modern Medicine. The related broadcast network is Asahi National Broadcasting Co., Ltd. (TV Asahi) with 28 stations nationwide.

Circulation- 8.4 million (Japan’s second-largest)
Interviewer - Mr.Tomoji Watanabe, Staff Writer at Economic News Dept 
Diamond Weekly (Business Magazine) (TBC) 
May 16 (Wed): 14:30pm ~15:30pm
Diamond Weekly is a general business weekly targeted at middle and senior management personnel whose median age is 45 years. Articles deal with company profiles, stock market topics, new product marketing and new corporate strategy.
Circulation - 132,000
Interviewer - Mr. Miyazaki
KEY MESSAGES
· Enron is more than an energy company. Enron believes that there is enormous potential for the company in Japan. Enron is looking at a broad range of opportunities in Japan across various businesses, including: metals, weather, LNG, coal, crude, liquid fuels, electricity, gas, petrochemicals, credit and finance.

· Enron is committed to Japan. We have established several businesses here including metals, coal, LNG, weather derivatives, power plant development and electricity sales, and we have closed transactions with Japanese companies in each of those businesses.
· Enron sees significant additional opportunities in our non-electricity businesses. If energy deregulation in Japan proceeds as expected, significant opportunities will exist in future in our power marketing businesses.
· Enron is uniquely positioned to understand and add value as Japan deregulates. Enron has itself experienced change. Enron was originally a regulated gas pipeline company. Enron chose to meet the challenge of deregulation and has evolved into a company with a diverse network of energy and communication assets and capabilities.

· Enron is customer focused. Enron’s success is based on offering its customers more choice, more flexibility and competitive prices. Enron works with its customers to create innovative solutions tailored to its customers’ individual requirements.    

· Sound bites
· Appropriate competition can only lead to a stronger Japan
· Japan is not factoring in the impact of the Internet on electricity demand
· If Japan’s electricity prices are lowered to match the OECD average, Japanese industrial and residential consumers would save a roughly 4 trillion yen per year
Reactive Statement

Enron has taken the decision to temporarily suspend all further activities in power marketing in Japan. Though Japan continues to make progress towards a liberalized electricity market, significant barriers to electricity sales by new entrants remain under the arrangements introduced in March of last year. Those barriers include the absence of fair and non-discriminatory regulated access to the transmission network and the absence of an independent regulator with the power to regulate the market.

Enron remains committed to Japan. We have established several businesses here including metals, coal, LNG, weather derivatives, power plant development (via EPower) and electricity sales, and we have closed transactions with Japanese companies in each of those businesses. Significant additional opportunities exist in our non-electricity businesses and, if energy deregulation in Japan proceeds as expected, significant opportunities will exist in future in our power marketing businesses. 

Q&A’s 

Has Enron stopped power marketing in Japan? If so, why?

Enron has temporarily suspended all further power marketing activities in Japan.

Though Japan continues to make progress towards a liberalized electricity market, significant barriers to electricity sales remain under the arrangements introduced in March of last year. Those barriers include the absence of fair and non-discriminatory regulated access to the transmission network and the absence of an independent regulator with the power to regulate the market.  Monopoly utilities are allowed to use their market power to prevent new entrants from transacting and this is confirmed by the lack of new entrant success.

Enron operates in every liberalized energy market in the world and we were the first new entrant in many of those, including Germany, the Netherlands and Spain. Access on a fair and non-discriminatory basis to the transmission network and an independent regulator with power to regulate are minimum elements of a competitive energy market.      

There are several other new entrants that have closed transactions under the current regulations. Why is Enron having difficulty when other new entrants appear to have been successful?  

Given the number of consumers eligible to change suppliers – almost 8,300 - new entrants have been relatively unsuccessful under the current regulations.

The current deregulation arrangements have been in place for over 12 months. In that time new entrants have secured generation equal to less than 0.2% of the maximum demand of the incumbent utilities. Less than 20 eligible consumers have entered into transactions with new entrants out of a possible 8,300 consumers eligible to change suppliers, and many of those transactions have been entered into between new entrants and affiliated companies, such as Ennet supplying NTT group.  Without regulated access with defined rules, the cost of doing business with eligible customers is prohibitive.

Negotiations for access transmission between new entrants and incumbent utilities have been protracted and in a number of cases new entrants have needed to resort to METI and the Fair Trade Commission for resolution of disputes with incumbent utilities.

Japan has experience with US companies moving into Japan with great fanfare and then promptly leaving. How committed is Enron to the Japanese market?

Enron remains committed to Japan. We have established several businesses here including metals, coal, LNG, weather derivatives, power plant development (via E Power) and electricity sales, and we have closed transactions with Japanese companies in each of those businesses. Significant additional opportunities exist in our non-electricity businesses and, if energy deregulation in Japan proceeds as expected, significant opportunities will exist in future in our power marketing businesses. 

Enron has publicly stated that it has closed a number of electricity transactions using the so-called 10% product. Will Enron honor its commitments to supply power to its customers under those contracts?

Enron will continue to honor its obligations under its existing electricity contracts - Enron’s customers will continue to receive a rebate in the first year. It is not our policy to reveal specific details of transactions.

How will the withdrawal from electricity wholesaling impact Enron Japan’s profitability? 

We have established several businesses in Japan including metals, coal, LNG, weather derivatives, power plant development (via E Power) and electricity sales, and we have closed transactions with Japanese companies in each of those businesses. Significant additional opportunities exist in our non-electricity businesses and, if energy deregulation in Japan proceeds as expected, significant opportunities will exist in future in our power marketing businesses.

Enron does not break out earnings figures for individual regions. However, given the strength of our other businesses, the withdrawal from electricity sales will have little impact on our revenues.    

Enron has consistently said that it is pleased with the Japanese Government’s commitment to deregulation. Enron’s withdrawal from electricity wholesaling must be a slap in the face for METI’s efforts?

We believe that the Japanese Government and METI are aware of the shortcomings of the current deregulation measures and remain committed to timely implementation of further reforms in the energy sector.

It is not possible for Enron to develop an effective power marketing business in the current regulatory environment, although we will continue to push for the reforms which are needed to make Japanese business competitive in world markets.

What impact will Enron’s withdrawal have on EPower’s power plant development proposals in Japan?

The suspension by Enron Japan of its power marketing activities will have no impact on EPower’s power plant development activities.

Will there be any layoffs as a result of the withdrawal from electricity sales?

The will be no layoffs as a result of the suspension as the Enron Japan power marketing team will be redeployed around the business. In fact, given the strength of our other businesses in Japan, we are likely to continue to expand our workforce.  

How many employees does Enron currently have and what is the target figure for the year-end?

Enron Japan and EPower currently have 90 employees, with a projected increase to over 100 employees by year-end.

How many employees are Japanese nationals?

Of the 90 employees, 70 are Japanese nationals. 

Political Update

Japan Political Roundup


Summary

· Pro-reform candidate Junichiro Koizumi unexpectedly won the vote
 for the LDP president, and therefore Prime Minister, on April 25.

· Koizumi laid out a broad reform agenda in his first speech to parliament as PM.

· The ability of Koizumi to fully implement his agenda is in doubt.

Koizumi Wins

· Pro-reform candidate Junichiro Koizumi unexpectedly won the vote for the LDP president, and therefore Prime Minister, on April 27. 

· His victory was due to overwhelming regional party support.

· He lacks majority support within his party (see graph 1), compromising his ability to implement reform.

· Opinion polls following the vote gave Koizumi a public support rating of 87%
, showing the strong support of the general population for a reformist agenda.

Koizumi Lays Out Reform Agenda

· Koizumi’s first speech to parliament (May 7) laid out a broad reform agenda, stressing the need for “structural reform without sanctuaries.”
Major Points

1) Limit the issuance of government bonds in the fiscal 2002 budget to 30 trillion yen.

2) Aim to clear bad loans held by banks (recently reported to be 150 trillion yen) in two to three years.

3) Shift economic policy from fiscal stimulus to structural reform.

Ability to Reform in Doubt

· The ability of Koizumi to fully implement his agenda is uncertain:

1) Koizumi’s power base within the party is small (see graph 1), and his own faction is not strongly committed to structural reform.

2) It is likely that clearing the bad loan problem and implementing structural reform will force the government to remove the proposed cap on fiscal spending in order to combat the strong deflationary effect (estimated to be at least 1% of GDP)

3) An election for the Upper House of Japan’s bicameral parliament will be held in July. If the coalition government fails to win a majority then Koizumi’s public mandate will be diminished and internal pressure on Koizumi to resign will gain strength.

Graph 1: LDP Factional Structure
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� Koizumi won with 298 votes against the Hashimoto faction candidate Ryutaro Hashimoto (155 votes), and Taro Aso (31 votes). The other candidate, Shizuka Kamei, withdrew before the vote.


� Yomiuri Shimbun, April 29
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