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Money & Investing

Arthur Andersen's 'Double Duty' Work
Raises Questions About Its Independence

By JOMNATHAN WEIL
Stalf Reporer of THE WALL STREET JOURNAL

In addition to acting as Enron Corp.'s oulside auditor, Arthur Andersen LLP also performed internal-
auditing services for Enron, raising further questions about the Big Five accounting firm's
independence and the degree to which it may have been auditing its own work.

That Andersen performad "double duty” work for the Houston-based energy concern likely will trigger
greater regulatory scrutiny of Andersen's role as Enron's independent auditor than would ordinarily be
the case after an audit failure, accounting and securities-law specialists say.

It also potentially could expose Andersen to greater liability for damages in shareholder lawsuits,
depending on whether the internal avditors employed by Andersen missed key warning signs that
they should have caught, Once valued at more than 377 billion, Enron is now in proceedings under
Chapter 11 of the U.5. Bankruptcy Code.

Internal-audit departments, among other things, are used to ensure that a company's control systems
are adequate and working, while outside independent auditors are hired to opine on the accuracy of
a company's financial statements. Every sizable company relies on outside auditors to check whather
its intemal auditors are working effectively to prevent fraud, accounting irregularities and waste. But
whan a company hires its outside auditor to monitor internal auditors working for the same firm,
critics say it creates an unavoidable conflict of interest for the firm.

5till, such arrangements have become more common over the past decade. In response, the
Securities and Exchange Commission last year passed new rules, which take effect in August 2002,
restricting the amount of internal-audit work that outside auditors can perform for their clients, though
not banning it outright.

"It certainly runs totally contrary to my concept of independence,” says Alan Bromberg, a securities-

law professor at Southern Methodist University in Dallas. "l see it as a double duty, double
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responsibility and, therefore, double potential liability,"

Andersen officials say their firm's independence wasn't impaired by the size or nature of the fees paid
by Enran -- $52 million last year, An Enron spokesman said, "The company believed and continues
o balieve that Arthur Andersen's role as Enron's intermal auditor would not compromise Andersen's
role as independent auditor for Enron.”

Andersen spokesman David Tabaolt said Enron outsourced its internal-audit department to Andersen
around 1894 or 1895. He said Enron began conducting some of its own internal-audit functions in
racent years. Enron, Andersen's second-largest U.S. client, paid 325 million for audit fees in 2000,
according to Enron's proxy last year. Mr. Tabolt said that figure includes both internal and external
audit fees, a point not explained in the proxy, though he declined to specify how much Andersen was
paid for each, Additionally, Enron paid Andersen a further 327 million for other services, including tax
and consulting work.

Following audit failures, outside auditors frequently claim that their clients withheld crucial information
from them. In testimony Wednesday before a joint hearing of two House Financial Services
subcommittees, which are investigating Enron's collapse, Andersen's chief executive, Joseph
Berardino, made the same claim about Enron. However, given that Andersen also was Enron's
internal auditor, "it's going to be tough for Andersen to take that traditional tack that ‘management
pulled the wool over our eyes,” " says Douglas Carmichael, an accounting professor al Baruch
College in New York.

Mr. Tabolt, the Andersen spokesman, said it is too early to make judgments about Andersen's work,
"Mone of us knows yet exactly what happened here," he said. "When we know the facts we'll all be
able to make informed judgments. But until then, much of this is speculation.”

Though it hasn't received public attention recently, Andersen's double-duty work for Enron wasn't a
secret. A March 1896 Wall Street Journal article, for instance, noted that a growing number of
companies, including Enron, had outsourced their intermal-audit departments to their outside auditors,
a development that had promplad criticism from regulators and others. At other times, Mr. Tabolt
said, Andersen and Enron officials had discussed their amangement publicly.

Accounting firms say the double-duty arrangements let them become mora familiar with cliants’
control procedures and thatl such arrangements are ethically permissible, as long as outside auditors
don't make management decisions in handling the internal audits, Under the new SEC rules taking
effect next year, an outside auditor impairs its independence if it performs more than 40% of a
client's internal-audit work. Thae SEC said the restriction won't apply to clients with assets of 5200
million or less. Previously, the SEC had imposed no such percentage limitation,

Write to Jonathan Weil at jpnathan.weil@wsj.com <mailto:jonathan. weil@wsj.com>*
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Enron Bankruptcy Seen Spurring India Power Plant Sale

Dow Jones Newswires

(This article was originally published Monday)

By Camplon Walsh
Of DOW JONEE HNEWSWIRES

WASHINGTON -- Enron Corp.'s (ENE) sudden plunge into bankruptcy may turn its exit from the $2.9
billion Dabhol Power Co. project in western India into a fire sale, industry analysts say.

The Indian power plant was a high-profile albatross for Enron well before the alleged financial
mischief that sent the Houston-based company's share price and credit ratings into a free fall.

Wark on the 2,184-megawatt plant near India's commercial capital of Bombay stopped this year after
ils sole customer, the Maharashtra State Electricity Board, balked at earlier-agreed power prices.
Stymied by nonpayment, Enron said in August it would consider buyers for its controlling 65%
interest in Dabhol Power.

With Enron now planning to unload foreign assets under its Chapter 11 bankruptcy recrganization,
bidders on that stake may be move more quickly to take advantage of a distressed sale, analysts
say.

“The Indian government's hand has been strengthenad in terms of negotiating,” said Krish Chettur, a
South Asia power analyst for Massachusetts-based Cambridge Energy Research Associates. "The
original shareholders are going to significantly lose out on their initial investments.”

But Enron isn't the only one feeling a financial squeeze. Indian banks financed most of the project
through direct landing and guarantees to foreign lenders, and some could go under without a speedy
resolution, Chettur says.

The LS. governmant also has a stake in the fata of Dabhaol Power as it partially funded the project
through the U_S. Export-iImport Bank and Overseas Private Investment Corp.

"Mow that Enron is going out of business, negotiations are going to happen faster rather than slower,
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and it's probably going to be at a fire-sale price," said a Washington-based power industry analyst
who asked not to be identified.

Shaell, BZ Seen Potential Buyers For LHG Assete

The process appeaars to have gained momeantum from negotiations last Friday in Singapore, where
lenders reportedly agreed to form a subcommittes to oversee the mathballed plant while they
entertain bids for Dabhol Power's assets.

The praject could require additional funding as its second stage - involving the import of LNG that
would be regasifed to fuel-expanded, power-generating capacity - was only about 90% complete
when work halted this year,

Two leading contenders to buy the power plant, Indian firms Tata Power Co. (P.TPW) and BSES Ltd,

{P.B5X), are expected to sign confidentiality agreaments later this month and then submit bids within
B0 days.

But whether project lenders choose Tata, BSES or another bidder, Dabhol Power Co. likely won't
remain & direct importer of liquefied natural gas, or LNG, Chattur of Cambridge Energy says, "The
LNG plant is going to have to be sold o one strategic partner and the power plant to another," he
5ays.

Two potential buyers for the company's LNG importing, regasification and storage facilities are Royal
Dutch/Shell Group (RD) and BG Group Plc (BRG).

A London-based BG spokeswoman says the company is walching talks on Dabhol Power's future
“with interest." But she adds BG's current priority in India is completing its proposed purchase of
Enron's stakes in the Panna-Mukta and Tapti gas fields offshore westem India.

Shell, which is developing another LNG import terminal in India, indicated last month it would also be
interasted in Dabhol Powear's LNG facilities,

"We are primarily interested in the LNG facilities, bul we would not exclude any interest in the power
plant &t this stage,” said London-based Shell spokesman Justin Everard. Shell had had an
agreement to supply Dabhol power with LNG shipped from Oman.

Enron itself is keeping relatively quiet about the Dabhol Power talks, suggesting selection of new
investors may be up to the Indian government and project financiers. Houston-based Enron
spokesman John Ambler said Monday the company is evaluating the results of meetings last week
with project lenders.

A spokesman For General Elactric Co. (GE), which holds a 10% stake in Dabhal Power, declined to
comment on matter. Officials from privately held U.S. construction and engineering company Bechiel
Corp, (X.BTL), which also holds 10%, couldn't be reached for comment.

A spokeswoman for the U.S. Ex-Im Bank, which iz owed $202.5 millicn by Dabhal Power, says bank
officials didn’t take part in last week's nagotiations in Singapore

Officials from the project's other U_S. govarnmeant financier, OPIC, and from private lenders Citigroup
Inc. (C) and Bank of America (BAC) weren't available for comment,

-By Campion Walsh, Dow Jones Newswires; 202-862-9291; campion.walshi@dowjones.com
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Subject: Bloomberg: Enron Enniched Wall Strest Firms, Analysts Ignored Warnings. {long story)
123 0243

Enron Enriched Wall Street Firms, Analysts lgnored Warnings

By Adaem Lewvy

Haouston, Cec. 18 (Bleomberg) — On Tuesday, Oct, 16, Enron Corp. Chief Executive Kenneth Lay defivered a shocher,
Lafe in & corference call that followed the ralease of the company's (hird-quarer regults, Lay said Enron would terminate
one of ils several limided parnerships - and thereby wipe out 51.2 billion of shareholder equity.

| shasddered when | beard that," sayve Gregory Phalps, who imeests $1.1 billicn in energy and ulility stocks at John
Hancock Advisers Inc. and has long avoided Encon. Bt it didn't seem to make much of an impression on pan of the
investment communiy."

Cwer the next few days, reports began piling up on Phelps's desk from the Wall Street analysts who frack Enran. Merril
Lynch & Co., UBS Warburg LLC, Credit Suisse First Boston and Goldman Sachs Group Ing. still rated Enron a ™ buy.”

Prudential Securities Inc. analyst Caral Coale wrote thal she was ~dismayed” by management’s " disguise” of the $1.2
hillion agquity reduction, yel she kept intact her by rating and 555 prica targat an Enron stock, which was then trading at
£33.17.

“Strong Buy'

Fachard Gross of Lehman Brothers Holdings Ins. mamlaised his *strang buy® rating. " The end of the world is not at
hand,” Gross sald. " "We think irvesiors should rustie up a litle eourage and sggressively buy the stock "

Phelps and other investors say the analysts' reactions were just ancther sign of Wall Streat's. gullibility about Erran

For more than a year, they say, analysts had ignorad red flags ranging from infialed buziness valuations to lange insider
stock sales, to the abrupt reskgnation of Jaffrey Skilling in August 2001 - just six months inlo his tenure as CEO.

As recendly as September, Enron was the second most highty rated stock in the Slandard & Poor's 500 Index, benind Tyoo
Intermatioaal Lid., according 1o Thomson Financial/First Call,

“Enron i uniquely positioned 1o be the GE of the new economy,” Donato Eassey, Merrill Lynci's energy slock analyst,
1ol Bloombarg Mews in February 2007, " Thes isn1 & management team io bet ageinst.” Eassey resigned from Masrill in
Decembar.

Support is Obvious

One of the main ressons for all of the suppart is obvious, say mvestors; Until the week before its third- guarter eamings
repart in October, Enron was a daal machine that enriched dozens of Wall Strest firms threwgh lucrathve undenwriting
contracts, mergers and acquisitions assignments and derhatives rades.

“Yaou'd be hard-pressed 1o find a house on the Strest that didnt do business with Enron,” says Don Coxe, chawman and
chiel executive of Harrls Invesiment Management Inc., which in sarly December held 78,000 Enron shares in the Harris
Insight Equity Fund. **They spread a ton of business around the Street, o U's no wonder these analysts were behind the
stock.”

Enron says il didnt have a quid pro quo relstionship with anyone, At no fime has Enron ever required any financial firm 1o
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endorse our stock as a prefequisite lod doing business with the firm," says spokesman Vance Mewer.
Taps on Shoulders'

Some Wall Straet vaterans say thay don find thal denial persuasive. " Even if there were no spoken agreaments, you can
bel analysts often got taps on the shoulders from the investment bankers making sure that they were reminded to keep
"buy” rafings inksel,” §ayvs Phelps. " That's just the way Wall Sireet works.”

Enron spread the wealth across many Wall Street firms. In May 2001, Enron used six banks - A. G. Edwards & Sons Inc.,
Banc of America Securitiss, Dain Rauscher Wassels, First Union Securilles Inc., Salomon Smith Bamey Inc. and UBS
Warhurg -- to manage a 5151 million unil offering for Norhern Barder Pariners LP, one of scores of Enron-conirolbed
parinesships.,

Usually, no mare than four underariters are involved in deals that small, investment bankers say.

CSFB advised Enron on a pending $2.9 billion sale of Porlland General Electric Co, in October -- one of 41 separate
mergers and acquisilions ransactions Enron initiated sinca January 1889, according to Bloomberg data,

Ermron Activity Dwarls Rivals

Thal dwarfs the number of deals ower that span annownced by rivals Dynegy Inc., which struck 15 corporate combinations,
and Kinder Morgan Inc., which did a dozen deals,

Enron further cemanted its relaticnshin with Wall Street by borrowing from banks, obtaining letters of credit and trading in
derivalives - fimancial instruments such as futures and apbions whose value 5 based on olher assets,

When Enron fed Tor bankrupicy In December, ifs list of creditors was 54 pages long and includes Citigroup inc,, CSFB's
Lendon branch, J. P, Morgan Chase & Co. and UBS.

Goddman Sachs = a deales for Enron's 34 bllllion commercial paper program and has arranged six of e company's 15
preferrad shara sales,

In Jusie 1885, Merill Lynch managed the 3805 million inital public offering of Azurix Gorp,, Enron’s waler business, Run by
Enron's formear Vice Chairman Rebecca Mark, who resigned in August 2000, Aswrix failed in ifs strategy 1o buy walker
companies and win large projects. It kost a bid fo acquire a 49 percent stake 0 Berlin's waler utility, for example.

Enron Buys Back Stock

Enron bought back the stock in 2001, after il had fallen maore than 55 percent during the company’s 18 months as a public
enlily,

In Oclober, J. P. Morgan and Citigroup's Citibank unit provided Enron with 51 billion in eradit lines to heip it pay down debt
and maet day-to-day cosls. Those loans came just In time for tha two firms 1o win the business of advising Enron on il

plamnied acquisiton by Dynegy.

J. P. Morgan and Citigroup’s Salormon were set to charge $90 millian -- $45 million each -- for that advice, according o
people familiar with the arrangemeant,

Dynegy was sat io pay 315 million in advisory lees o Lehman Brothers. That would have been Lehman's biggest such
fransaction in 2001,

Dyniagy Deal Falls Through

In Dacamber, after the Dynegy deal fell through, Enron obtained as much as §1.5 billion in new financing fram J. P.
Morgan and Citigroup, On December 11, J. P. Morgan filed a lawswt in Enron's bankruplcy case, saeking $2.1 billion -
funds the bank said aren't part of the energy irader's assels shielded from creditars by the Chapter 11 filing.

Enron traded dervatives in energy, broadiand and weather with a host of investment firms, and st the time it fked for
bankruptey, it gwed some of tham hundreds of millicns. of dollars.
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According to is bankruptcy filing, Enron owed 5185 millon to two offices of Chase Manhattan Bank, a subsidiary of J. P.
Morgan Chase; $74 milion 1o UBS; and 571 million to CSFB. Bear Stearns Cos. said it stood to lose 365 rmillizn from the
coltapse of the energy trader, Commerzbank AG said it would lose slightly less than 545 million,

Schmoozing Wall Streat

Enron's mulliple business dealings with Wall Street caused fisms to look favorably on the company's new ventures, sy
investors,

I lzte January 2001, for example, Encon's senior managermend hosted a meeting for 170 analysts and investors. Skiling
toid the crowd that Enron's biggest immediade opportunity was its plan fo rade broadbandg capacity: space on the fiber-
optic networks thal zip voices, data and images around the plarned.

Skilling said that based on his analysis, Enron's broadband business was worth $36 billion, or $40 a share. Enron stock
was Ihen trading &t 382, The businass had kost $60 million on $408 million in revenus in 2000,

" The numbers never added up, but Wall Street didn't challenge them,” says Harris Invesiment's Coxe.

Ronald Barone, &n analyst at UBS Warburg, wrote after the January mesting that s was ~brain drained, having digested
scores of detailed presentations.” He also wrole that he was ~enamored™ wih Enren's broadband buginess, even though it
wouldn't penerate eamings for al least a year becausa it would take that long to generate enough trades.

%25 a Shara

He astimated the business was worth $25 a share, or 522 5 billion. He kept his “strang buy” rating on the slock and, in 8
January 25 report, raised his 12-momth target on Enron stock o $102 from $100. The siock was trading at 382 at the time,
Barone declines to commant on his recommendations.

Lehman's Gross raised his 12-month target price on Enron to $100 frem $90 after the Company’s analysis’ conference. He
said he viewed Enon's foray into broadband as no different from any of its other endeavors.

"Givan the track record that has been displayed over the pes! 36 months, we have no reason io doult e succass of thelr
efforts,” Gress wrote 8 week after the conference in a report dated Feb. 1. Enron stock was then brading al 5TE. “"'We
continue o recommend Enren as a core holding,” he wrote. Gross dedines ‘o commant.

£180 Mition Charge

Enron's fiber-optic business collapsed this past summer. In its third-guarter Bamings redaase, Enron said it had taken a
5180 million charge to resfructure the buginess, including severance payments to 500 fired workers and 2 redection in the
value of He aperalions.

As Enron's stock was rising on Wall Streat, analysts afien said they were in the: dark about the company: how it made
mongy and booked sales and what was behind dozens of off-talance-sheel parinershipg,

Their lack of knowledge didn $top them from promoting Enron stock. Galdman Sachs analyst David Fleischer said in
March that Enron's lack of disclosure and ransparency is a long-standing hallmark,”

Enron had been a fixiure on Goldman's recommended list™* of & couple hundred favored stocks sinca 1883, whan
analyst Flelscher joined tha firm.

"Exfracrdinary Franchises”
“Enron has built unique and, in our view, extracrdinary franchises in several business units,” Fleischer said in March.
On March 14, Commerzbank Capital Markets analyst Andre Meade raised his long-standing rating on Enron o

“accumulata” from “hold" because the siock had dropped 30 percent in the previous three manths — even though, he
53, he couldn’t construct accurate eamings models. ~Envon keeps a lof of facts clase to tha vest.” he said,
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“Saying they don'l understand it but still recommand il is a siap in the faca to remind us how us&less anghysis are,” says
Robert Olstein, & 35-year Wall Street veteran who nung the $890 million Olstain Financial Alert Fund.

After 1he mackel closed for trading on Aug. 14, Skilling, 48, abruptly resignad, citing personal reasona end raising concems
amang inveslons that dire financial news might be farthcaming.

Falling Stock
Enron stock dropped as much as §6, or 13 percent, the following day, endng the week at 336.67.

Angtygls insisted nothing was swry, " There is nothing wrong with the company,” UBS's Barone said aftar meeting with
Lay, who had once again becoma Enron's CEOQ. “There is no other shoe to fall - and no charges 1o be taken.” He kapt his
“ouy" rafing on the slock,

Lehman's Gross alsa met with Lay and other senior managers on the night of Aug. 16. " The Enron maching is in top
shape and continues o roll along,” Gross wiole 1o investors the nesxt day,

He didn't sea a short-lerm catatyst 1o boost the stock - then trading at $36.85 a share — yet he urged invesions 10 get more
shares, malntaining his "strong buy" recommendation and a 12-month price target of 572,

CSFB analyst Curt Launer wrode @ briel note to chents after what he described a8 “intensive meetings” with management.
He said there was ~"no truth to any of the speculations® and kept his 12-month targel of 384 and his " buy™
recommendation.

Enron a 'Buy’

Of the 22 analysts who covered Enron, 19 rated the stock a “"buy™ as of mid-October 2001. That's when, one allbesr
anather, disclosures spilled out of e Houston-besed company: Enron’s partnerships had hidden billions of dollars in debd;
wears of profils had been exaggerated; and the U.S. Securities and Exchange Comaission was investigating Enron’s
partnerships with affiliales

The disclosures dashed Enron's eredibility with lendars and drawve il bo Bankrupicy

On Mav, 21, with Enron stock at less than $7 - down more than 90 percent from its high in Ausgust 2000 — Goldman's
Flalscher downgraded Enron to ~“market perform,” Wall Street parlance for “hold." He didn? respond to several phone
Galls,

Easwgr Decision

Investors say Flaischer's decision lo downgrade the stock was made easier by his firm’s fallure to win a role advising
Enron on its planned sale io Dynegy. | wouldn'l doubt at all that being dropped from the “recommended list” had
somathing 1o do wilth not winning the advisory business,” says Phelps.

Fleischer and Goldman spokespeople didrl return phone calls,

To many investors, there wera signals that should have tipped off analysts that something was amigs. In December 2000
and January 2001, 10 tap Enren executives sold more than $73 millon in stock. Lay and Skilling logether sold stock
valued al mare than 517 6 million, according to thie Washingion Service, which fracks insider slock sales and purchases.

Insider sales are oftan & strong sign 1o investors that something's wrong. Timathy Ghriskey, who at the ime was a fund
manager at Dreyfus Corp., sold about 1.88 million Enron shares o late 2000, "It wasn't much of an endorsement that they
were bailing out too,” he says, 1 didn'l see much upside in the stock and figured that with the valuation so high, Ihere was
a lat of downside if they failed bo deliver”

Wake-Up Call for Analysis

Coxe and other investors say Encon's fallure showld provide a wake-up call for analysts, who pay too Hittle aliention lo

company balance sheets. | pay the Street lots of commission dollars and expect thal analysts are reading the footnoles
and kicking tires,” Cowe says.
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Saveral Wall Street firms ook steps |ast year 1o defuse eriicism that conflicts of imteres! Laint analysts’ research. In July,
Mermrill Lynch announced that its analysts coukd no longer awn shares in the companies they cover, CSFE soon followed
with similar announcemants.

As of Dec. 17, with Enfon a penny stock, fatching 57 cents a share, 7 of 17 Wall Street analysts rated the siock a ~hold”
and 5 offered @ sl recommendation.

Five other analysis advised their clients fhat the company &t the center of the bigges! bankruptoy filing in LS. histary was
still & *"buy.”
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Nickoloff, Peter

S — I —
From: Carlaton, Mormean
Sent: Tuesday, Decembixer 18, 2001 5:20 PM
To: Ceting, JB, Bair, Sheila; Barardi, Steva; Bilsbergar, Timothy, Eichmer, Matthew, Gabilongs,

Jose; Groas, Jared; Hammer, Viva; Losl Sanatamonena (E-mail); Mickolol, Peter; Noway,
Michasl, Pistrangeli, Fred, Roseboro, Brian, Schultheiss, Haidiynne; Whaley, Jean; Wiedman,
Mark

Subject: DJ: Senators Aim To Prevent Fuiure Enron-Type 401(k) Problems

December 18, 2001

Senators Aim To Prevent Future Enron-Type 401(k) Problems

Dow Jones Newswires

WASHINGTON -- Two Senate Democrats unveiled legislation Tuesday that would limit the amount of
company stock employees can hold as part of their 401(k) retirement plans.

The legislation is a response to the financial collapse of Enron Corp. (ENE), whose employees lost
millions because they had concentrated their 401 (k) plan holdings in company stock.

The legislation was announced by senators Barbara Boxer of California and Jon Corzine of New
Jersey.

Boxer described the legislation during a Senate Commerce Committee panel hearing Tuesday
teaturing testimony from a handful of Enron employees who lost hundreds of thousands of dollars
because their 401 (k) plans wara primarily investad in Enron stock,

Enron entered into bankruptcy protection Dec. 2 after questionable accounting practices led to a
historic crash in the company's equity value, Shares that sold a year ago for more than $80 are today
worth less than a dollar,

Enron's shares had slid to the $20s in Cctober, when the company's 401{k) plan administrator
"locked down" the program, keeping employeeas from divesting their Enran holdings.

Witnesses at Tuesday's hearing described how the bulk of the remaining equity crash occurred

during tha monthlong lockdown, causing them to lose more money than they would have had their
accounts been unfrozen and they'd baen able to sell their holdings.

Sen. Ron Wyden, D-Ore., likened the events to the sinking of the Titanic. Enron "locked the workers
in the boiler room™ as the Enron ship sank, Wyden said.

Boxer said Enron may have violated a tax-law provision she authored in 1897 addressing
diversification of 401(k) retirement funds.

The law prohibited companies from requiring employees to purchase company stock as part of 401
(k) plan participation.
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Boxer acknowledged that Enron workers willingly concentrated their investments in Enron's
praviously high-flying stock, but suggested that, through the plan lock-down, employeas in effect
wara forced to buy the company’s stock because they couldn't sell their holdings.

Boxer called for the Internal Revenue Service fo redirect the tax breaks Enron Corp. (ENE) obtained
for its contributions to employee retireament accounts to partially reimburse employees who lost their
retirement savings through the company’s 401(k) program.

The legislation Boxer sponsored with Corzine would limit employee 401(k) investments in company

stock to 20%, and it would limit to 90 days the pericd of time an employer can require its workers to
hold a matching stock contribution before divesting il

Further, the bill would reduce to 50% the tax deduction an employer can take for its matching stock
contributions. Cash contributions would retain the 100% tax break, Boxer said.

Also, the bill would lower to 35 year of age, with at least five years of company service, the trigger
allowing employees to diversify their investments in employee stock ownarship plans.

-By Bryan Lee, Dow Jones Mewswires:; 202-8E2-£647;
Bryan.Lesddow]ones . com
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Nickoloff, Peter

#

Frorm: Carleton, Morman
Sent: Wednesday, Decambar 19, 2001 11:42 AM
Ta: Cetina, Jil; Bair, Sheila; Berardi, Sleve, Bilsberger, Timothy, Eichnar, Matthew; Gabilonds,

Jose; Gross, Jared; Hammer, Yiva; Lor Sanatamarena (E-mail); Mickoloff, Petar; Nowey,
Michasl; Pietrangeli, Fred, Resebora, Brian, Schulthetss, Heidiynne; Whaley, Jean; Wiedman,
Mark
Subjact: WSJ: Envon Workess Face Losses On Pensions, Mot Just 401(ks

December 19, 2001

Money & Investing

Enron Workers Face Losses
On Pensions, Not Just 401(k)s

By ELLEN E. SCHULTZ
Saff Reporter of THE WALL STREET JOURMAL

Many Enren Corp. employees will suffer even greater losses to their retirement income than was
immediately apparent in the wake of the energy-trading company's sudden downfall.

It is well known that many Enron employees will take big hits in their 401 (k) retirement-savings plans
because much of their investments were in company stock, What has been largely overlooked is that
the pensions of many employees also will be reduced as a result of complex, interrelated changes
involving pension and retirement-savings plans.

The decline wasn't caused by investments in the pension plan, which by law cannot invest more than
10% of its assets in tha company stock. Rather, it stems from ways that companies such as Enron
have increasingly coordinated their pensions, 401{k)s and employee stock ownership plans (ESOPs)
to reduce costs for the company and shift investment decisions to employees. Enren had no
comment.

Lawmakers, reacting to the decimation of the savings of many employees in Enron's 401(k) have
begun calling for legislation that would hold savings plans to the same standards as pensions.
Employees sufferad steep losses in their 401(k) plans because more than 60% of the assets were In
Enron's stock at one point, and the stock has dropped to about 50 cents a share from a peak of 520
last year,

Bul Enron's situation reveals that employees' retirement benefits are exposed to company stock in
more than their 401(k) plans

Employees share some of the responsibility for this overexposure. That's because to some exlent
employees could have limited their retirement-related holdings of Enron, if they had taken the right
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steps at the nght time, though many didn't because the stock was long a highflier,

One of these is Kenneth Parrish, an electrician at Portland General Electric, an Enron subsidiary,
who essentially has lost additional benefits related o his pension from Jan. 1, 1889, That was when
the pension plan for unionized employees, including Mr. Parrish, was changed. The pansion benefil
they already had eamed was frozen; instead of continuing to add to the pension, the company gave a
cash confribution of 5% of employees’ pay to their 401(k) plan, where they could put it into a variety
of investments, including Enron stock.,

Unfortunately, Mr. Parrish and many others elected to put the pension-related contribution into Enron
stock, along with his own 401(k) savings. "It seemed like such a good investment,” says Mr. Parrish,
who iz 43 years old. Moreover, the company's matching contribution to his 401({k) was in Enron slock
that couldnt be sold till the employee turned 50. As a result, the value of his savings plan, including
the pension amounts, fell from about $200,000 to a couple of thousand dollars.

Mr. Parrish, a single father of two daughters, who are 16 and 17, now isn't sure what he will do. *| got
doubly slammed,” he says. "Mot only did | lose all my retiremeant savings, | lost the pension savings,
00." He is salling his housa and planning to buy a trailer. "This ruined me,” he says.

Meanwhile, salaried workers al Enron had a different kind of pension arrangement that exposed
them to fluctuations in Enron stock. The company coordinated their pension plan and thair employea
stock ownership plan, so that the value of their ESOP accounts permanently erased benefits in their
pensions.

That is because Enron had a "floor-offset” arrangement, which has been used by many companies,
including Hewlett-Packard Co. and Airbome Inc. These arrangements are intended to provide
participants with the "better of* the two plans, the savings plan (either an ESOP or a profit-sharing
plan} and the pension.

In a simple floor-offset arrangemaeant, if an employee leaves the company and his ES0OF account is
worth, say, 360,000, the company figures out how much this would be worth if it were converted to an
annual pension in retiremeant. In this case, the ESOP's equivalent value might be $6,000 a year in
retirement, If the employee has already eamed a pension worth $50,000 a year in retirement, the
employee wouldn't get $56,000 a year -- the combination of the two -- but just $50,000. (The 55,000
annual ESOP value is subtracted from the pension, so the person ends up with an annual pension of
544,000, plus the $6,000 a year from his ESOP account of $60,000.)

If the ESOP performead really wall, and was worth, say, 370,000 a yaar if converted to a pension, the
employee would simply keep the ESOP, and not get the pension. If the ESOP didn't perform well, the
pension would serve as the "floor® benefit. In other words, even if the ESOP fell to zero, the
amployee would still have his full pension of $50,000 a year.

But it didn’t work this way at Enron, even though the ESOP accounts have bacome virtually
worthless because of the decline in Enron's stock. In an unusual arrangement, Enron calculated the
ESOP "offsets”™ based on the price of the stock from 1996 to 2000, when it was trading betweean
337.75 and 343.44. [t then used the locked-in valua of the ESOP accounts to permanently offset the
value of pensions that employees had eamed between January 1987 and January 1945,

In other words, Enron has reduced the amount of the pension by subtracting the former -- and far

higher - value of the ESOP, even though the ESOP today has virtually no value and thus can't make
up for the difference.
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Employees might have been all right if Enron stock had continued 1o rise, because gains in the
accounts could eventually have made up for the permanent offset. {The increases would have
depended completely on stock appreciation, because the company stopped contributing to the ESOP
in 1995.)

"It was as if someone assumed the stock would never drop,” says Stephen Bruce, a pension lawyer
in Washington, D.C. "It was a bad deal if the steck dropped,” he says, because this precluded
employees from ever making up for the permanent offset.

Employees will still receive their pensions - albeit at the reduced values, How much employees lost
depends on the size of the pension they had eamed, and the value of their ES0OP accounts from
1896 to 2000.

Employees did have some opportunity to protect themselves from the subsequent exposure 1o Enron
stock in their ESOP. One time each year from 1998 to 2000, employees could transfer one-fifth of the
value of their ESOP accounts into a 401(k) or an Individual Retirement Account and diversify out of
company stock.

Separately, Sens. Barbara Boxer (D., Calif.) and Jon Corzine (D., N.J.) said Tuesday thay will
propose limits on the amount of company stock employees can hold as part of their 401(k) retirement
plans.

The proposed legislation would limit employes 401(k) investments in company stock to 20%, and it
would limit to 90 days the period of time an employer can require its workers to hold a matching slock
contribution before divesting themselves of it.

- Bryan Lee contributed fo this article.

01300000000376



Mickoloff, Peter

* —— e

Fram: Carleton, Marman

Sant: Tuesday, December 18, 2001 522 P

To; Catina, Jill; Bair, Sheila, Berardi, Steve; Bisberger, Timolhy; Eichner, Matihew, Gabllondeo,

Jose; Gross, Jared, Hammer, Viva; Lo Sanatamorena (E-mail); Nickoloff, Peter: Movay,
Michael; Pietrangeli, Fred; Roseboro, Brian; Schulthelss, Heidilynne: Whaley, Jean: Wiedman,
Mark

Subject: Oz Enron’s Fall May Spur New Look At Auditor Independence

December 18, 2001

Enron's Fall May Spur New Look At Auditor Independence

By JUuDITH BURNS

OF DOW JONES HEWSWIRES

WASHINGTON - Enron Corp.'s stunning collapse may prompt Congress and regulators to revisit
proposals to bar Big Five accounting firms frem providing consulting work for audit clients, lagal
experts testified Tuesday.

Arthur Levitt, the former Securities and Exchange Commission chairman, failed in a push last year to
ban auditors from acting as consultants for companies they audit. Levitt said he worried potential
profits from consulting could create a conflict of interest that undermines auditors' independence. He
also proposed restricling intemal audit work for audit clients, a move he said might result in Big Five
firms auditing their own work.

Faced with opposition from three Big Five firms, the SEC eventually adopted new rules that don't ban
auditors from acting as consultants or providing internal audit work.

“The time has come to recognize that Chairman Levitt may have been right," John Coffee, a
Columbia Law School professor testified Tuesday at a Senale Commerce Committee hearing on
Enron's collapsa.

Arthur Andersen LLP, which opposed Levitt's auditor independence proposal, defended its work for
Enron. Most of the $52 million in annual fees from Enron was for audit work, including internal
auditing, not consulting, Andersen managing director C.E. Andrews testified.

"We did not audit our own work,” Andrews told the Senate panel,

While some lawmakers said they didn't think Andersen would risk its reputation and $10 billion
annual business lo protect Enron, Coffee said the Houston energy company was "a vary big client”
for Andersen and he urged Congress to revisit the issue of auditor independence.

SEC Chairman Harvey Pitt opposed Levitt's auditor-independence rules when he represented Big

Five accounting firms in his private law practice, but Coffes thinks he may have a different view now,

telling reporters Pitt is “very politically astute,” and will respond if Congress pressures him on auditor
248
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independence.

Coffee expects the Enron debacle also may result in stricter self-regulation for accountants and
auditors, similar to what the National Association of Securities Dealers provides in overseeing U.S.
broker-dealers. The American Institute of Cerified Public Accountants currently leaves discipline up
to states, which Coffee said has resulled in inadequate oversight and discipline.

Lawmakers promised to return to accounting and auditing issues in 2002,

“It seems to me there is a carload of conflicts here." said Sen. Byren Dorgan, D-N.D., who is
chairman of the Senate Commerce subcommittea on consumer affairs.

-By Judith Burns, Dow Jones Mewswires, 202-862-6692; judith.burns@dowjones.com
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Subject: Corveration with Frank Hampion and AR Website: House Leaders Continws fo Push Netting
Provisions

According to Frank Hampton of TBMA, Dick Armey is also pushing the netting legislaton, However,
Sensenbrenner hopes to acheive a compromise on the larger bankruptcy legislation by February and is opposed
to passing the netting legislation separately. In the Senate, Girassley is also opposed to a separate netting bill and
is reportedly avoiding a meeting with Greenspan to discuss this,

MNorman Carleton

ABT Website news:

Drecember 19, 2001

House Leaders Conlinue to Push Netting Provisions

House leaders are trying to nudge forward legislation that seeks to prevent systemic financial crizes by allowing
creditors to “net out™ their denvatives losses with major counter parties that have filed for bankruptey, The
American Banker reported. It is still unclear, however, whether even they will be successful in overcoming the
political obstacles that have stalled it for more than a year - especially considering that Congress is expected to
adjowm for the vear as early as this week., Majority Whip Tom DeLay (B-Texas) “believes that it's important Lo
get the nefting provisions done, either within the context of bankruptcy reform or elsewhere,” a spokesman said.

Such highly technical bills rarely attract the attention of top House or Senate leaders, but the recent collapse of
Enron Inc. has given the netting legislation newfound relevance, Federal Reserve Board Chairman Alan
Greenspan and Treasury Secretary Paul O'Neill say markets are at risk until a law is enacted that allows
contracts to be quickly and easily netted out without the approval of slow-moving bankruptey courts, Holding it
up, however, is House Judiciary Committee Chairman James Sensenbrenner (R-Wis.), who heads the House-
Senate bankruptey legislation conference commiites. The netling legislation 15 a part of the bankrupicy reform
legislation. Sensenbrenner and some Senate Judiciary Committee members, including bill sponsor Charles
Grassley (R-lowa), oppose passing the netting authority separarely because they still hope that the relatively
uncontroversial provisions will propel the bankruptey package.

Though industry sources said they have received commitments from House leaders that netting will be enacted
by vear-end or soon thereafier, they are not expected to force a vote without the support of Sensenbrenner, Even
after a meeting last week with Greenspan, Sensenbrenner maintained that he was “going to try to keep it in the
bankrupicy package,” his spokesman said.
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Subject: AR Weabsite: ENROM UPDATE

ENRON UPDATE

Hollings Pledges Investigariion of Enron Collapse

Senate Commerce Chairman Ernest Hollings (D-5.C.) vesterday pledged that his panel would conduct an
investigation into the circumstances surrounding the collapse of Enron Corp., which stripped thousands
of employee stockholders of their retirement savings, CongressDaily reported. At an initial hearing
convened by the Commerce Consumer Affairs, Foreign Commerce and Tourism Subcommittee, a
number of employee stakeholders provided testimony, painting a picture of a company that persuaded
them that Enron's future was bright, even as top officers sold off their own holdings. “We're going to get
|Enron CEQ Kenneth| Lay in here and... follow it on down as best we can,™ Hollings said. The House
Financial Services Committee has embarked on a similar investigation.

Enron CEQ to Tesrify Bafare Senate Panel Feb, 4

Kenneth Lay, chief executive of bankrupt Enron Corp., has agreed to testify before the Senate Commerce
Committee next vear, Sen. Bvron Dorgan (D-N.D.) said yesterday, Reuters reported. Lay “has committed
to appear belore our commitiee and present testimony at a second hearing which will be held on Feb. 4,”
Dorgan said at the beginning of Tuesday’s hearing examining the downfall of Enron. Lawmakers had
invited Lay to testify at the hearing, but he declined. Enron filed for bankruptey protection on Dec. 2
after its stock price and eredit rating sank, undermined by a complex financial strategy that unraveled
when investors and costomers began raising questions. Dorgan also said the Senate Commerce
Committee would invite former Enron CEO Jeffrey Skilling and Andrew Fastow, the company’s former
chiel financial officer, to the second hearing.

Enron Contract Hearing Delayed Until Dec. 21

A federal bankruptey court hearing regarding Enron’s effort to negotiate, end or sell certain contracts
has been rescheduled the second time for Friday, Dec. 21, Dow Jones reported. The hearing was
ariginally scheduled for Dec. 14, but was postponed until Dec. 18, then pushed back to Dec. 20, because of
objections. Enron is seeking the authority to negotiate and end certain contracts containing safe harbor
provisions without having to get bankruptcy court approval for each deal. More than 10 entities-

including the federal government, Cinergy Corp.’s Cinergy Services Ine. and American Electric Power
Co.-have liled objections.
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Subject: Slate: Accounting and Accountabllity

moneybox

Accounting and Accountability

By Rob Walker

Posted Tuesday, December 18, 2001, at 2:21 PM PT

It's been a rough lime for the accountants and auditors at Arthur Andersen. While it remains unclear
who knew what and when at Enron, it's very clear that there's almost no scenario that won't reflect
pretty poorly on Andersen. Last week the firm got beat up on by a congressional committee, and at a
certain point, you have to wonder if some of its dients aren't thinking about maybe signing on with an
auditor wha isn'l so cdosely associated with allegations of lax standards.

This got me thinking-after some prodding by one of my Slate colleagues-about the reputations of the
other Big Five accounting firms. Let's say, for example, that you happen to run a major, publicly
traded corporation, and you need an auditor. Let's say you want to pick one with a spotless record,
cne that hasn't signed off on the books of any big corporation that subsequently spiraled into financial
turmoil amid nasty finger-pointing over accounting funny business. Or let's just say you're an investor
who wants to make sure that the companies whose shares you've bought are being audited by a firm
that has no association with stock-price collapses linked to questionable accounting. Following my
usual procedure, | set out to conduct exhaustive due diligence. But it turned out that a simple Nexis
search brought my quest to a rapid conclusion.

Andersen, obviously, was out, There"s the Enron fiasco, of course, bul that's nol the only blemish on
the firm's record. Mere months ago, the firm paid $110 million to setile a fraud lawsuit after being
accused of signing off on assored monkeying with the books at Sunbeam. Andersen paid millicns
more to setile charges that one of its then partners let slide recurring "accounting irregularities® in
Waste Management Inc.'s financials. Investors with particularly long memories might recall way back
in the 1990s-well before this sort of thing was fashionable-the remarkable trip from Nasdag high flyer
to Chapter 11 by the Boston Chicken fast-food chain, Andersen was the Chicken's accountant.

O, then, how about Emst & Yoeung? Well, in February of 2000, Emst & Young agreed to pay $335
million to settle a lawsuit filed by shareholders of Cendant who accused it of accounting negligence
after shares in that company melted down. And a couple of years ago, Emst & Young alzso coughed
up about $23 million to settle charges relating to its allegedly sloppy auditing of a company called
JWP Inc. According to the Washington Post, the federal judge presiding over that suit commentad,
“The 'watchdog' behaved more ke a lapdog.” ™

That doesn't sound very good; let's move on. How about Deloitte & Touche? According to a Forbes
story from earlier this year, that firm was sued by erstwhile sharehoiders in Just for Feet, a shoe store
chain that went bankrupt and has since been swallowed by a rival. The suit alleges-you'll never
guess-that Just for Feet cooked its books and the auditors didn't stop them. Deloitte denied doing
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any such thing, but, again, it seems better to keep looking. (After all, in pretty much every instance
cited here, the relevant accounting firm admitted no wrongdoing, even if it paid a multimillion dollar
seftlement.)

Let's try KPMG. Actually, that firm was the outside auditor for Oxford Health Plans, whose stock blew
up in spectacular fashion a few years back after accounting problems emerged that had apparently
escaped KPMG's attention. That leaves the epic-named PricewaterhouseCoopers. Has it managed
to avoid signing off on books that later proved less than perfect? Not quite. The same Forbes story
cited above notes that Price Waterhouse (one of the mergees that formed the current company) was
the auditor for First American, the U.S. subsidiary of BCCI. More recently, the post-merger firm was
the auditor for Lucent during the penod last year when it "misreported” $125 million in revenus,
contributing to an SEC probe and the crumbling of Lucent's share price. Oh, well.

Admittedly, Andersen’s recent record is far more embarmrassing than those of its rivals. A new lawsuit
accuses the firm of “knowingly participating in Enron's breaches of fiduciary duty.” Its chief executive,
Joseph Berardino, found himself last week being questioned by the House Committes on Financial
Services, noting that he was on hand in part because “faith in our firm .. has been shaken.”

On the other hand, just a few days earlier, Berardino contributed a lengthy op-ed to the Wall Streef
Joumnai titled “Enron: A Wake-Up Call.” There he argued that "it's time to rethink” complex accounting
rules, that "we need to fix” the "broken financial-reporting model” and "focus on ways to improve”
regulation and "accountability” He concluded: "Enron reminds us that the system can and must be
improved. We are prepared to do our part." Gosh. Maybe | should reconsider and go with Andersen
after all, after this reassuring burst of candor on the part of its head honcho. Sura, the Enron debacle
actually seems more like the third, or fitth, or maybe 10" "wake-up call” for auditors-but hey, who's
counting?

Lo
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December 20, 2001

J.P. Morgan Says Exposure to Enron
Is $1 Billion Above Earlier Estimates

By JATHON SaPSFORD and KATHY CHU
Staff Reporters of THE WalL STREET JOURMAL

J.P. Morgan Chase & Co. said its exposure to Enron Corp. was nearly $1 billion mare than the 3900
million that it has already disclosed, which is likely to raise concerns among investors whether the
bank has even more exposure to the enargy trader lurking beneath the surface.

The bank said it has sued several insurance companies which are seeking to back out of
commitments to assure $1.1 billion in payments related to crude-oil and gas contracts. Of that $1.1
billion, $965 million is owed to J.P. Morgan Chase. The bank's litigation seeks to force the insurers to
make good on the paymeants,

The development underscores the extensive ties between the nation's banks and the energy trader.
An official familiar with the matter sald one of the several insurers seeking to back out of the
agreement is a unit of Citigroup Inc., which along with J.P. Morgan Chase represented Enron in its
failed attempt to merge with rival energy trader Dynegy Inc.

[Go]See full coverage of the rise ard fall of Enron,

In a related development, a European financial institution has failed to make payment to J.P. Morgan
Chase on a $165 million lettar of credit linked to a swap contract, the bank said. The bank said it
would seek legal enforcement of the letter of credit. The bank didn’t disclose the name of the
institutian.

J.P. Morgan officials insisted that with this disclosure, the bank was coming clean about its total
exposure to Enron. Yet it had made similar assurances when it made the earlier disclosure of overall
exposure of $300 million around the time Enron filed for bankruptey.

The bank said that as a result of Enron's failure, it would take a charge of $220 million in loans during
the fourth quarter, and a further $235 million reduction in fourth-quarter trading revenue.

Separately, a New York federal bankruptcy judge granted Enron's motion to expedite the auction of a

majority stake in its core energy-trading operations, selting a Jan, 7 deadline for bids.
174
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Enron, which filed for Chapter 11 bankruptcy-law protection on Dec. 2, has said that the sale of its
trading operations to a company with a stronger balance sheal is a vital part of its restructuring plan.

"We're worried that it we delay any longer, we won't have a trading company to sell," said Martin
Bienenstock, of Weil Gotshal & Manges, which represents Enron. The auction is also "urgently®
neaded, he said, because Enron traders may leave if business doesn't pick up soon. All new trading
activity has ceased because Enron doesn't have capital to finance the transactions.

Enron has been negotiating with both Citigroup and UBS AG to take control of the unit, according to
people familiar with the matter, but it is unclear whether sither company will emerge with a bid for
othars to top in the court auction.

Write to Jathon Sapsford at jathon.sapstord @ws|.com fnﬁwlﬁm and Kathy
Chu at kathy.chu@ws].com <mailto:kathy chu@@ws].com
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Subject: A Chronobogy of Enron's Recant Woes

December 20, 2001

Major Business News

A Chronology of Enron's Recent Woes

Dec. 19: J.P. Morgan Chase & Ceo. said its exposure to Enron was naarly $1 billion more than the
$900 million that it already has disclosed, raising concern that the bank has more exposure still
lurking. Following in the footsteps of its energy-sector competitors, Williams Cos. will restructure to
appease jittery debl-rating agencies in the wake of Enron's collapse. The credit rating of Mirant was
downgraded to junk status by Moody's Investors Service Inc., making the power generator the latest
in a growing list of energy companies to suffer from tightening credit standards following Enron's
collapse. FlestBoston will take a $150 million pretax charge to write down troubled loans fram
customers, including Enron.

Dec. 18: Many Enren employees face greater losses 1o their retiremant income than was
immediately apparent, stemming not only from big hits in their 401(k) retirement-savings plans but
also as a result of changes invalving pension and retirement-savings plans. Cradit agencies crack
down on power companies, waming them to slash debt, after falling asleep when California’s
derequlated energy market imploded and acting slowly to Enron’s demise.

Dec. 17: Dynegy announces a $1.25 billion capital-restructuring program to boost its cash holdings
and trim debt. The company has been swept up in a crisis of confidence by investors in the energy
trading market following Enron's collapse. The Royal Bank of Scotland is under fire from fund
managers for its refusal to disclose its exposure to Enron. Volumes surge at several major online-
trading firms amid heavy trading in Enron shares as the company lurches toward bankruptcy.

Dec. 14: Moody's Investors Service downgrades its credit ratings of Calpine and Dynegy unit Dynegy
Holdings. Following Enron's collapse, Moody's stressed the risks posed by high leverage and
reduced access to capital markets.

Dec. 13: A handful of congrassional panels and regulators are investigating the causes of Enron's
plunge into Chapter 11 bankruptcy protection, which may lead to new regulations spurring additional
oversight of accounting firms. Questions are also rising about Enron's outside auditor, Arthur
Andersen which did double-duty work for the company.

Dec. 12: Enron unveils a one-year plan to restructure its way out of trouble, including a

reorganization around its core businesses. Chief Executive Officer Kenneth Lay declines to testify al
7
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a joint hearing of two House panels as Congress begins a painstaking invesligation into the
company’s financial troubles. The energy-trading giant had aggressively lobbied Congress in support
of a little-noticed bill that allowed Enron to shape the industry without much government interference.

Dec. 11: The fallout continues to radiate, as Calpine, maybe the most aggressive power-plant builder
in the U.5., defends its financial structure and says it doesn't deserve to be compared with Enron,
The 4,500 employeas let go by Enron are stunnad by tha quick trip from what they deamead
corporate nirvana to the unemployment line.

Dec. 9: Citigroup and UBS work to finalize separate bids to take over Enron’s trading operations, the
first step toward a potential bankruptcy-court auction for the flagship business. Learming from the
Enron experience, some rating agencias say they will try harder to tip off investors o potentially
devastating credit downgrades.

Dec. 6: Job cuts continue at Enron, with 200 Houston workers laid off at the company's natural gas
and electricity frading unit, Enron Americas, The bankruptcy court proceadings start to take shape;
.S, Bankruptcy Judge Arthur Gonzalaz, who will hear the Enron case, is known as a stickler for
detail.

Dec. 5 Enron pays $55 million to about 500 employeess thal it considers critical 1o its survival, as it
seeks to emerge from bankruptcy-court protection as a slimmed down commedity trading outfit.
Enron's bonds climb as "™wulture” investors scooped up Enron’s bonds and bank loans, sensing a
bargain. Despite Enron's plight, deregulation of energy remains a priority across the globe.
Meanwhile, Dynegy, seeking to reassure investors about its financial health, says its short-term
borrowings of nearly $1 billion over the past week aren’t related to its failed attempt to acquire Enron.

Dec. 4: Enron’s highly questionable financial enginearing, misstated earnings and persistent efforts to
keep investors in the dark were behind its collapse. The Belfers, a waalthy New York oll family, could
stand to lose as much as $2 billion due to the tailspin in Enron's stock, while the collapse of talks
between Enron and Dynegy has raised a potential conflict in the negotiations involving Lehman Bros.

Dec. 3: Enron secures almost $1.5 billion in deblor-in-possassion financing and presses nagotiations
for an additional lifeline for its energy-trading operations, The company also announces it has laid off
4,000 people in Houston.

Dec. 2: Enron files for protection from creditors in @ New York bankruptcy court, the biggest such
filing in U.5. history. Simultanecusly, the Houston-based energy firm sued Dynegy for "not less than
$10 billion,"” accusing it of wrongfully terminating their marger deal. Enron Europe culs roughly 1,100
jobs in the United Kingdom just a day after its European energy-trading arm sought protection from
creditors.

Mov. 30: The Wall Street Journal reports the SEC is investigating the actions of Arthur Andersan
LLP, Enron's auditor, and federal prosecutors in New York and Texas want to monitor the SEC's
investigation into possible accounting fraud at Enron,

Mov, 28; Enron's financial travails reverberate around the globe, roiling markets and manufacturers
and threatening to derail deregulation of the U.S.'s energy markets. Large energy companies will fail
to collect about $800 million owed them by Enron if the energy-trading firm winds up in bankruptoy
Court.

Mov. 28: Enron appeared near collapse after credit-ratings agencies downgraded its debt to junk

status. Dynegy called off its planned merger with the rival enargy concern following the
e
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announcements,

Enron's woes could have widespread conseguences for scores of companies across the economy.
The government is unlikely to bail out Enron If it goes under.

Enargy trading is sent reeling as EnronOnling is shut down.

The merger was scuttled when Standard & Poor's lowered Enron's credit rating to "junk® status.
Enren CEOQ's political connections run silent during firm's crisis.

Mutual funds may get hit by Enron's meltdown.

Enron asks laid-off workers to waive legal claims against it in exchange for some of their severance
paymeants,

Mov. 27: Enron and Dynegy work to save their deal amid the threat of a credit downgrade to Enron's
debt. Bankers have a big stake in the merger succeeding.

Moy, 26: Enron has advanced talks to cut the price of the all-stock acguisition by Dynegy by more
than 40% to about $5 billion.

Mov. 23: The Wall Street Joumnal reports that Enron is being sued by members of its employee-
retirement plan, which has suffered losses because of its plunging stock price.

Nov. 20: Enron warned that continuing credit worries, a decline in the value of some of its assets and
reduced trading activity could hurt its fourth-quarter earnings.

MNov, 9: Dynegy announces & deal to buy Enron for about &7 billion in stock. ChevronTexaco will
inject $1.5 billion inlo the deal immediately, and an additional 31 billion upon closing.

MNov. & Enron reduces its previously reported net income dating back to 1997 by $588 million, or
20%, mastly due to improperly accounting for its dealings with the partnerships run by some
company officers.

Nov. 1: Enron says it has secured commitments for 31 billion in financing from units of J.P. Morgan
and Citigroup.

Oct. 31: The SEC elevates to a formal investigation ils inquiry into Enron's financial dealings.

Oct. 29: Moody's lowers its ratings by one notch on the Enron's senior unsecured debt and kept the
company under review for a possible further downgrade.

Qet, 25: The company draws down about 33 billion, the bulk of its available bank credit lines.

Oct. 24 Enron replaces Mr. Fastow as CFO with Jeffrey McMahaon, the 40-year-old head of the
company's industrial-markets division,

Oct. 22 Enron announces SEC will begin a probe of company’s “related party transactions,”
including those with Fastow partnerships. Enron says it will fully cooperate.

Oct. 19: The Wall Street Journal discloses that general partners of Fastow partnership realized more
than &7 million last year in management fees and about 34 million in capital increases on an
investment of nearly $3 million in the partnership, set up principally to do business with Enron,
according to an internal parinership document.

Oict. 16: Enron takes $1.01 billion charge related o wiite-downs of investments. Of this, 535 million

is attributed to partnerships until recently run by CFO Andrew Fastow. Enron also discloses it shrank
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shareholder equity by $1.2 billion, as a result of several transactions including ones underaken with
Mr. Fastow's investment vehicle.
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Nickoloff, Peter

From: Carleton, Norman
Sent: Thursday, December 20, 2001 11:50 Al
Ta: Cating, Jill, Sharer, James, Bair, Sheila, Berardi, Sleve; Bilsberger, Timalky, Eichnes,

Matlhew; Gabilondo, Jose, Gross, Jared, Hammer, Wiva; Lori Sanatamorena (E-mail);
Mickololf, Pater, Movey, Michael, Pletrangeli, Fred, Roseboro, Brian, Schuliheiss, Heidilynne,
Vehaley, Jean, Wiedman, Mark

Subject: Economisl: Auditors - Whao Fiddled What?
Auditors

Who fiddled what?

Mear Hkh A0

From The Ecorsimist print edition

“Errors of judgment” are piling up at Andersen

Get article background

AUDITING is a dull business, But it is also dangerous, as Andersen, the world's fifth-largest firm of
acoountants, Is finding out, Andersen audited Enron for all 16 yvears since the company's formation. On top
of pure audit, it alse seld Internal-audit and consulting services. But despite this privileged Insight,
Andersen did not spot the fact that Enron was publishing incorrect financial statements. For Tailing Lo do
its job, Andersen now faces the wrath and legal claims of thowsands of staff, shareholders and creditors
who will lase billions from Enron's collapse,

In Movember, Enron announced that it would restate all its annual finandal statements from 1997 to
2000, resulting in a cumulative profit reduction of $591m and an increase in debt of $628m. The reason, It
sald, was that it should have added in three off-balance-sheet entities, vehicles used by some companies
ko acquire more capital without adding debt ta their balance sheets,

Howr could Enron's auditor hawve missed all of this at the time? Jossph Berarding, Andersan's chief
executive, admitted Lo Congress last week that his firm made an “error of judgment” ever ong of the
vahicles, But most of Enren's restaterment, he said, came from a bigger "special purpose” vehicle called
Chewco: Enron’s management did not provide the information about Chewco that would have led
Andersen to insist on its consolidation, He sald Andersen warned Enron's audit committee about *possible
illegal acts”.

Enron is fighting back. It says that it not only discovered and reported the relevant information on Chewco
to Andersen, but that Andersen was involved in “real-time” audit procedures on all of its main structured-
finance vehicdles. If Andersen is found actually to have advised on the design of Enron's off-balance-sheet
vehlcles, as the company Implies, It will find It hard to plead ignarance over thelr construction.

The Securities and Exchange Commission (SEC) is investigating Andersen’s audit work on Enron, and
lawsuits have been filed against the firm; doubtless more light will be shed on what happened, But
already, some observers are guestioning whether Andersen will survive in its present farm, This year, the
SEC imposed a $7m fine on Andersen for signing the accounts of Waste Management, another Texas firm,
knawing that the accounting methads it had used were designed to mislead investors., In the spring,
Andersen paid $110m ko settle an accounting-fraud lawsuit over auditing work it did for Sunbeam, a
Florida consumer-products company that filed for bankruptoy. Given all these cases, it is even possible
that the SEC may bar Andersen from taking new audit clients for a time. If plaintiffs are successiul, the
firmm may have to pay ocut many more millions in compensaticn,
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Mr Berarding's defence, beyond accusing Enron of withholding information, is that the accountancy
profession as a whale |5 at fault, and a few others as well, such as credit-rating agencies and investment
bankers. The heads of the other “big-five” accountancy firms joined in: the standard setters are too slow,
they said, and failed to produce adequate rules on off-balance-sheet vehicles: the finandal reporting
model |5 outdated and there should be firmer regulation and discipline, and improvements to audit
effectiveness.

There |s truth in this, but it remains to be seen how much change the American accounting profession will
accepl. At the moment, auditors are supposedly kept honaest by a longstanding system of self-regulation,
in which big firms conduct “peer reviews” of each others” audit practices. The Public Oversight Board,
which monitors the process, lacks independence from the accounting profession, which funds and staffs it,
and has little ability to punish miscreant auditors, Lynn Turner, 8 farmer chief accountant of the SEC who
Is now at Colorado State University, says that America would do well to adopt something like Britain's
new, indepeandent system for upholding audit standards.

The large part played by special purpose vehicles in Enron's collapse has spurred the Financial Accounting
Standards Board (FASB) to revisit its rules on how to account for them. Up to now, the FASE has been
chary of using the notion of contral, rather than ownership, to decide on consolidation, because of its
subjectiveness, That, some say, has led to a too-lenient standard, Andersen did not follow the existing
rules anyway, says the FASB, which in the case of Enron's off-balance-shest entities required
consolidation.

Will auditors blow the whistle on future Enrons? The big firms argue that every recession throws up a
riumber af corporate failuras and tales of auditing mistakes: they simply pay up and walt for the next. The
sheer scale of Enron's demise, though, is likely to demand some meaningful change. Last yvear, the
owersight board's panel on audit effectiveness made some simple suggestions. It said that auditors should
use forensic methods, Audit thoroughness, as well as fee generation, should feature in deciding pay and
promotion. It should be the audit committes, not management, that decides whether an auditor should be
allowed to carry out non-audit work over a certain value.

The worst cutcome of the Enron affair, for accounting firms, would be that regulators ban them from
selling consulting services to those they awdit, Big firms worry that if they were left with audit alone,
which for most people is a tedious task, their ability to recruit talented staff would evaporate-and they
might as well hand the job to a government agency. Better audits would be the best way to assure
regulators that such a ban is unnecessary.
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Nickoloff, Paeter

— .
From: Carlatan, NMorman

Sant; Thursday, Decembar 20, 2001 11:34 AM

To: Sharer, James; Cetina, Jill; Bair, Sheda; Berardl, Sieve, Biasherger, Timalhy; Eichner,

Matthew, Gabllondo, Jose; Gross, Jarad; Hammer, Viva; Lor Sanatamorena (E-mail);
Mickedodi, Peter; Novey, Michael, Pietrangall, Fred, Roseborg, Brian; Schultheiss, Heidilynne,
Whabksy, Jean; Wiedman, Mark

Sublect: Economist: Pensions in America - The merits of diversity

Pensions in America

The merits of diversity

D L3t 2001
Frgem Thie BECanamish prant edilior

A company pension plan should not be allowed to invest heavily in its own shares

Get article background

DIVERSIFICATION is one of the first rules of any investment strategy. Put too many €ggs in one basket,
goes the proverd, and you risk losing the lot if things go wrong. Enron's bankruptey was bad for investors,
But for Enron's employees, the bulk of whose retirement savings were in Enron shares, it was a disaster-
and one that must be avoided in future.

l Company shares
& % of 407 k) asnets

&0 &0 i L
Procier & Gambie
Coca-Cola

Lenerad £ lectric

Enrman

What is most disturbing is how widespread the practice is in America, As pension funds based on
employees’ final salaries ("defined benefits®) wither away, so-called 401(k) plans are becoming the most
commeon company retirement vehicle. In such "defined-contribution” schemes, employees' ultimate
pensions depend entirely on the investment performance of the plans, Yet such blug-chip companies as
Coca-Cola, General Electric and McDonald's all have three-guarters or more of thelr 401(k) plans invested
in their own egquity. For Procter & Gamble, normally a paragon of best corparate practice, the proportion is
almost 95%. Set against these examples, Enron’s 28% looks almost reasonable (see artiche).

How has this come about? Part of the answer is that section 401(k) plans evolved out of previous schemes
to encourage employee stock ownership. But there are two other, more questionable explanations. Many
campanies match employees' contributions to 401(k) plans in the form of company shares, not cash. In
some plans {including Enron's), these come with the restriction that the shares cannot be sold until the
employee is over 50. The second explanation is that companies offer their staff a relatively small menu of
pessible investments for their 401(k) plans, one of which is the company's own shares. Many select this
option.
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And why not? Nobody is being forced to put his money into a company’s shares, after all. Employees of
such firms as Microsoft and Wal-Mart have been able to benefit mightily from their growth through share
awnership, In general, greater employee share ownership is a healthy way of giving staff more of a stake
in their company's success. If lots of workers freely choose to invest their 401(k) plans in the company's
shares, even if that offends against portfolio theary, should the government protect them against their
awen fiolly?

Yes, it should, for the choloe is not as free as it looks. Quite apart from the company's contribution, many
managers encourage staff, implicitly if not explicitly, to put their 401{k) money into the company’s shares;
and they discaurage selling. The pressure may intensify if the company’s finances are dodgy, The
consequences can be severe. Many Enron workers have lost their jobs and their retirerment savings in oneg
blow. Waorse, thanks to an administrative change that the company made in October, no 401(k) holders,
even those over 50, were allowed to sell any Enron shares cver a crucial four-week period during which
the price fell by over two-thirds,

The simplest remedy would be to legislate that no more than, say, 10% of a 401(k) plan may be invested
in 8 company's own shares. That would replicate the limit set for defined-benefit pension schemes, Several
congressional bills to this effect are already being drawn up. The argument for early action is ot just to
avoid future Enrons, either. Mast ideas for reforming Sacial Security invobve its partial privatisation, with
beneficiaries investing directly in the markets (see article). If these plans are not to be discredited before
they are even tried, Congress should act now to limit the investment of workers' retirement money in their
company's shares,
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Nickoloff, Peter

* R —— e .
From: Carlelaon, Morman

Sent: Thursday, December 20, 2001 528 PM

Ta: Catina, iI; Bair, Sheila, Berardi, Steve; Bitsberger, Timolhy; Eichner, Matthew; Gabilonda,

Jose; Gross, Jared, Hammer, Viva; Lor Sanatamorena (E-maill; Nickoloff, Peter; Novey,
Michae, Piatrangel, Fred, Roseboro, Brian; Schultheiss, Heidilynne; Whaley, Jean; Wiedman,
Mark

Subject: O JP Morgan Chase Surety Bond Sull Names 9 Insurers

December 20, 2001

JP Morgan Chase Surety Bond Suit Names 9 Insurers

Dow Jonas Newswires

WASHINGTON -- J.P. Morgan Chase & Co.'s (JPM) suit involving Enron Corp. (ENE) surety bonds
names nine major insurance companies as defendants, ranging from Citigroup Inc.'s (C) Travelers
unit to Kemper Insurance Co.'s Lumbermens Mutual Casualty Co.

Executives at J.P. Morgan Chase have refused in interviews o identify the insurers they are suing,
and the suit itself is not yet publicly available in court files. But a person with knowledge of the case
said it names Travelers Casualty Surety Co., Travelers Indemnity Co., Kemper's Lumbermens Co.,
Allianz AG's Fireman's Fund Insurance Co., Chubb Corp.'s (CB) Federal Insurance Co., St. Paul
Cos.'s (SPC) Fire and Marine Insurance, CNA Surety Corp.’s (SUR) Continental Casualty Co.,
Safeco Corp's (SAFC) Safeco Insurance Co., Hartford Financial Services Group Inc. {HIG), and
Liberty Mutual Insurance Co.

J.P. Morgan Chase said Wednesday that the insurers notified it that they don't plan to make a
payment due Friday on Enron-related crude oil and gas derivative contracts. The inzurers had made
commitments in the form of surety bonds of about $1.1 billion, of which J.P. Morgan Chase's share is
about $965 million.

-By Lynn Cowan, Dow Jones Newswires; 202-628-9783; Lynn.Cowan{@dowjones.com
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Nickoloff, Peter

— ]
Fram: Carleton, Nomman

Sent: Thurgday, December 20, 2001 5:41 PM

To: Cetima, Jill; Bair, Sheia; Berardi, Steve; Bitsberger, Timathy, Elchner, Matthew, Gabdondo,

Joge; Gross, Jared; Hammer, Viva: Lor Sanatamorena (E-mail); Mickoloff, Peter; Novey,
Michaal, Pielrangedi, Fred; Roseboro, Brian; Schulthelss, Heldliynne; Whaley, Jean; Wisdman,
Mark

Subject: Blaomberg colurmn: Michad Lewis ("Liar's Pokes) on Enron and Dresxel

Is Enron the New Drexel?

Michael Lewis Commentary. Michael Lewis, the author of “'Liar's Poker" and ~The Mew New
Thing." is a columnist for Bloomberg News. The opinions expressed are his own.

By Michae| Lewis

Berkaley, California, Dec. 20 [Bloombarg) — Enron Corp, 13 rapidly expanding the Armerican business journalists” notion of
what is possible: Mo story can ever again be sald to be too oulrageous to be true,

The boss, Kennath Lay, was a friend of the currenl president of these United States, an advisar to his administration and
ane of ks bigoest financial backers. The company itself was rated “strong buy™ by analysts al almost evary Wall Siresl
firm, congidered & shining example of modern accounting by reputable accounting firms, and plugged endlessly by e
business press. Six years running as Fortune's moest innovalive company! And all the while this same operation was, at the
ey log, a lie,

Understandably, people long for some analogy to help them grasp this sifuation, but really there iz’ 8 good one.

Other tvan Taded hedge fund Long-Term Capital Masagement, Michael Milkan's junk bond depariment at Dresel Burnham

Lambert offers the closest parallels on Wall Sireel, and several people have writhen 1o me ower the past week to suggest it
Bul # really is unfair o Milken 1o cormpsarne bim (o Lay,

Alumnd Wil Floursh

Trua, in both cases profitable tracing businesses collapsed because their craditors came W disirus! the people wha ran
them. And in both cases the core business — Drexel's junk bonds and Enron's enargy irading -- ramain wiable in the hands
of ather companias that banks trus:.

Jugl as the Draxel junk bond traders who didn't go ko jail went to othar Wall Street firms and crested replicas of their
former business, former Enron traders will soon be making lots of money far ane-lime rivals such as Dynegy Inc. and
Duke Energy Corp, Well Belore Kenmelh Lay emarges from his kegal hall, the enargy trading business will return to normal.

But the mosality of the casas are antirely different. Whatewer you think of Miken's junk bomd department -- and | think its
sins ware minor beside s achievernenis - you muest admit the peaple in it exhibited a certain honor amang heves,

Thare was never a moment whan Milken batrayed the broed interestis of his fraders for his own nermow ones. He paid
himsalf huge sums of money, but he also made huge sums for his firm. He was careful bo waich oul far the lilke people
who worked for hém, and they loved him far . The Enron bosses, by conlrast, pillaged eir Tem and befl the lithe people
whe warked for them holding the bag.

Different Motivatons

Enron created the llysion that it was much more profitable tnan it actually was. Milken crealed an operation which was, if

anything, much more profitable than it looked. What Milken hid was the thuggish mannes in which b made his profits,
What Enran hid was the sneaky way it made its losses.
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[This s something | still dont understand, and would love for some enferprising reporler b0 explain, as Enron seems inbent
an exglaining ngthing, The ofl-Ihe-hocks parinerships that braught Enron down appear to have been a mechanism for
hiding bad investmants in hard assels — Turkish gas pioelines, Indian power plands and e Bke, Why did Enron, which
made its money a5 an interrmediary, imestin this sl in the first place¥)

The speed with which the markets have punished Enron raflacts the differences batween it and Crexad, In Dreaxel's case, it
ook & mulliyesr investigation by the LLS, government, together with a smear campaign in the press, to bring cown the

business. In Enron's case, all it took was a couple of artickes in the Wall Streat Journal pointing out, among ather things,
that senior executives wera profiting at the company's expensa.

In Drexel’s case, the demise of the firm and the jailing of Milken was pretty much the end of the story. In Enron's, the fate
of the company and its leaders may open up a much bigger scandal that reaches right up 1o the fop. Anything is possible,
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Hir.:lmlﬂ, Peter

#

From: Carlaton, Morman

Sant: Fricay, December 21, 2007 2:52 AM
To: Schultheiss, Heidilyne, Mickokoff, Peler
Subject: Accounting Officiats Picked lor 3EC

Accounting Officials Picked for SEC

By David 5. Hilzenrath
Washington Post Siaff Wriber
Fricay, Decamber 21, 2001; Page E01

President Bush said yesterday that he plans to nominate two members of large accounting firms 1o fill
vacancies on the Securities and Exchange Commission.

They would join Chairman Harvey L. Pilt, a Bush appointee who represented each of the Big Five
accounting firms and their main lobbying group while he was & securities lawyer.

Bush said he plans to name Paul S. Atkins, a lawyer who is a partner at PricewaterhousaCoopers,
and Cynthia A. Glassman, an economist who is a principal at Ernsl & Young .

If confirmed by the Senate, Atkins and Glassman would share responsibility for regulating their
former employers at a time when the industry is under scrutiny for failing to prevent disastrous
accounting errors at corporations such as energy trader Enron Corp.

Congress should “thoroughly examineg” the nominees' backgrounds "given that they are from an
industry that is by its own admission saying it is going to have to make some changes,” said Sen.
Ron Wyden (D-Ore.), who sharply questioned the auditing of Enron at a Senale hearing this week,
mou want to see their commitment to really protect the investing public and the consumer.”

Atkins served as a lawyer at the SEC during the first Bush administration, under then-chairman
Richard Breeden. and he remained at the agency for part of Arthur Levitt Jr's term as chairman
during the Clinton administration. The White House said his titles included chief of staff.

Glassman previously worked at the Federal Reserve and at Furash & Co., a consulting firm senving
the financial services industry. She has worked on issues such as risk management and regulation in
banking.

“'m very honored to be named by the president,” Glassman said, adding, "l hope the Senate sees fit
to confirm me.”

Glassman said she would refrain from commenting on issues "until after the confirmation process.”

Atkins did not return a call, and a spokesman for the SEC chairman referred questions to the White
House.

MNaoting that Atkins and Glassman did not work in the accounting side of their firms, White House
spokeswoman Claire Buchan said, "Individually and together, they will provide strong, balancad and
effective regulation.”
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An SEC official said Atkins and Glassman would fill Republican slots on the commission. Their
appointments would leave two Democratic vacancies on the five-seal commission.

Oine of those vacancies was created yesterday when the term of Commissioner Isaac C, Hunt Jr.
expired with the end of the Congressional session. Hunt's term expired in 2000, but he stayed on
when no one was appointed to replace him. Hunt has not left the agency because officials anticipate
that he might be reappointed.

Bush's Iatest choices underscore a turnabout from the Clinton years, when Levitt battled the
accounting industry over regulatory efforts. Since replacing Levitt, Pitt has promised to make the SEC
a "Kinder, gentler place™ for accountants and others it regulates. He criticized the SEC for playing
"gotcha" on accounting issues.

Rep. John D. Dingell (D-Mich.) recently said Pitt's statements made him sou nd "a lite like the fox
watching the hen roost.”

Pitt appointed Ernst & Young vice chairman Robert K. Herdman to be the SEC's chief accountant, He
recently said he sees a need for stronger oversight of the accounting profession, but he has not
explained what type of change he favors. Leaders of the Big Five said generally that they "will work 1o
make the right improvements in a timely way.”

Members of Big Five firms were among Bush's most generous donors during last year's presidential
campaign. Federal election records compiled by the Center for Responsive Politics show accountants
gave more than $1.1 million to Bush, led by nearly $180,000 from Ernst & Young employees.
PricewaterhouseCoopers workers gave about $128,000.

Individuals listing Ernst & Young as their employer also gave $135,000 to former vice president Al
Gore's campaign, his largest single source of funds. Accountants donated about $400,000 to his
campaign.

Atking and Glassman both are recorded as giving maximum $1,000 donations to the Bush campaign.

Earlier, Bush named another Emst & Young alumnus, Mark Weinberger, assistant secretary of the
Treasury for tax policy.
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Nickoloff, Peter

From: Carleton, Morman
Sent: Friday, December 21, 2001 1037 AM
To: Cetina, Jill, Bar, Sheila, Berandi, Steve; Bitsberger, Timathy; Eichner, Matthew; Gabdando,

Jose, Gross, Jared, Hammer, Viva: Lori Sanafamorena (E-mail); Nickoloff, Pater; Mowey,
Michael, Pistrangeli, Fred; Roseboro, Brian; Schulthelss, Heldilynne, Whaley, Jean, Wiedman,
Mark; Bleger, Peter, DeMarco, Edward; Dorsey, Karen, EBell, Marha; Ellis, Dina; Huffman,
Lucy; Hughes, Gerry, MoGivern, Tom; Mclnermney, Roberta; Salladin, Anne; Smith, Ammy
Sutton, Gany; Tishuk, Brian

Subject: DJ: US Congress Fails To Pass Contract Metling Bl

December 21, 2001

US Congress Fails To Pass Contract Netting Bill

Dow Jones Newswires
(This article was originally published Thursday.)

WASHINGTON -- Despite an eleventh-hour appeal from Federal Reserve Chairman Alan Greenspan
and pressure from Wall Street, lawmakers again failled to enact legislation that clarifies corporate
bankruptcy laws by allowing companies to quickly settle outstanding derivatives contracts in the event
of an insolvency.

The once-obscure financial issue gained new prominence and urgency on Capitol Hill as lawmakers
struggled to understand the high-finance finagling that lead to the recent Chapter 11 bankruptey filing
of energy giant Enron Corp. (ENE).

The measure allows institutions to quickly close outstanding derivatives contracts with bankrupt
trading pariners by netting all the losses and gains of individual contracts into one deal.

"Enron underscoras the importance of it," said Peggy Peterson, spokeswoman for the House
Financial 3ervices Committee. "The other factor is the recessionary economic climate - the netting
provisions would lower market risk.”

Greanspan racently met with committee Chairman Michael Oxley, R-Ohio, and House Judiciary
Chairman James Sensenbrenner, R-Wis., after Oxley held a bruising hearing on financial
improprieties leading to Enren's demise.

Pressure to pass the measure was already building since the Sept. 11 terrorist attacks shul down
U.5. financial markets and destroyed the Manhattan offices of many Wall Street brokerage houses,

“Congress should not fail to enact netting legislation this year,” Greenspan and Treasury Secretary
Paul O'Neill wrote House lawmakers a few weaks after the altacks. "Further delays would
unnecessarily place the financial system at greater risk.”

But Sensenbrenner rebuffed requests from Greenspan, Oxley and House leaders to pass the
legislation apart from the larger bankruptcy bill it was altached,
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Complicated, off-balance sheet transactions were Enron's undoing. Its stock collapsed after a Nov. 8
announcement that the firm had overstated its net income by $569 million over four years.

Craditors are now lining up to collect on the approximately $40 billion in debt owed by Enron.

Of that, roughly $22 billion is on the balance sheet in the form of bank debt, commodily-transaction
financing, bonds and other public securities. The remainder is made up of roughly $7 billion in bonds
and bank debl linked to other assets in special partnerships, as well as an additional $10.7 billion in
“project finance,” a term that typically refars to money lent to build power plants or oil refineries.

-By Dawn Kopecki, Dow Jones Newswires; 202-862-6637; Dawn.Kopecki@dowjones.com
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Nickoloff, Peter

Fram: Carletan, Morman
Sanl: Tuwesday, Januery 08, 2002 4:56 PM
Ta: Bair, Sheila; Berardi, Steve; Bitsbesger, Timothy, Eichner, Malthew, Gabilondo, Jose, Gross,

Jared: Harmmmes, Viva, Losl Sanatamorena (E-mail); Mickoloff, Peter; Novey, Michael,
Piatrangedi, Fred; Roseboro, Brian; Schulthaiss, Heidilynne; Whaley, Jean, Wiedman, Mark
Sublect: FT Articke an Wendy Gramm, the CFTC, and Enran

COMPANIES & FINANCE INTERMATIONAL: Appointmant may be probed
Financial Times; Jan T, 2002
By NANCY DUMNNKNE

Republican Texas Senator Phil Gramm and his wifa, Wendy, former chairman of the Commodity Futures Trading
Commission, rave bolh been strong proponents of deregulation.

Belore leaving her CFTC office in 1992, Mra Gramm kick-started a rule-making process at the behast of various anergy
companies and Wall Streed banks, which exempled energy swaps from government oversight

But it was not instiluted until after she laft the post and her subseguent apgoainbment (o a seat on Enron's bosrd 3 faw
manths later is expected o come ungder seruting from one or more of the Senate committess investigating Enron’s
dowrifall,

AL the time of the CFTC rube-making, Enren was 2 strong financial backer of Mrs Gramm's husband. Between 1996 and
2002, the company's employees, officials and poltical aclion commilieas conlrilsubed Dallars 233,000 o the senators
campaign war chest, according to the Cenler for Responsive Polilics,

This included Dollars 22,000 given during the current Congress, although the senator s not running for re-election.

William Albrecht, who became acling CFTC chairman after Mrs Gramm's deparfure, says il was he who ullmately
instituted the nee, Mow an economics professor in lowa, Mr Albrecht said the Commission had besn directed by Congress
bo exermpd cirlain energy derivalves nom regulation,

"Everyone was on board for this,” he saad, "We had cozens of meetings. If Enron Is trading derivatives with Dynegy, they
dont mead us n there watching it.”

Daregulation, however, had its oppanents, and ey Rourished far 3 whiles during the Clinton years, Former Congressman
Glen English was chairman of the subcommities with jurisdiction ovar the CFTC. He saw no difference batween
derivatives and futures traded on regulated exchenges.

“Regulation is net just for the traders bat for the impact {of not heving regulation} an the economy,” ha said. *|% was the
responsibility of the CFTC {o daal with derivalives.”

Brooksley Born, ex-president Bl Clinton's first appointes as CFTC chairwoman, was opposed 1o deregulation. Bul her
iteas wers anathema to the Republican Congress of the time, which threatened o fold the agency into the Sacurities and
Exchange Commission, according o a former CFTC officsal,

In 1943, Mrs Gramm was offered a posibon on the Enron board. She became & membear of the company's audit
commities. Mrs Gramm declined 1o refum the FT's calls but it is comman for retiring regulatons to move ower 1o industries
ey anersaw,

She was paid Dollass 22,000 a year Tor the first theee vears. Her annual salary grew 1o Dollass 50,000, Between 1993 and
2001, she eamead Dollars 346,000 plus Dollars 176,000 for attendance feas, according to a recant report from Public
Cilizen, a lberal advocacy group,

She also recaived stocks and dividends worth batween Dollars 515,317 and Coflars 1.85m over the perod. Mr SGremm's

tax returns last year listed his wife with assets of Dollars 250,001 -Dollars 500,000 in an Enran Deferred Compensation
205
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Fidelity Balanced fund.

Mr Gramm played a key role in getling the Commaodity Fulures Modemisation Act passed in Decermber 2000, The act,
which deragulated all financial derivatives and relaged owersight of commodily exchanges, nad been languishing in the
Senale,

Copyright: The Financial Times Limited 1995-1228
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Mickoloff, Pater

— e ———

From; Carlaton, Norman
Sent: Wednesday, January 09, 2002 1:45 P
To: Schultheiss, Heldilynne, Nickoloff, Pates

Subject: FW: CFTC Daily Mewsclips 0100802

Articles an retail swaps study, Enron, and Paul C'Meill.

..-.ﬁim‘nﬂ H.mn amr
Fra: sy, Ampinette B. [malbo:amoray BCFTC.gov]
Senk: ‘Wednesday, January 0%, 2002 10:45 AM
Subject: CFTE Daly Mewschps 01/09/02

s
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lanuary B, 2002

Chief of panel has tie to Miss.

By Arpald Lindsay
CrRarion-Ledger Stalf Wabar

A former Mississippi farming activist now heads the federal Commodity Futures Trading
Commussich.

Tames E. "Jim" Newsome, 41, was recently confirmed as chairman of the five-member
commizsion charged with regulating commodity fatures and opt-ion markets, m-cluding
agricultural prosucts, crude oil, natural gas and financial documents such as treasury
bonds and securitics.

in recent years, the commission has redirected its energies largely toward the fnancial
market place, giving agriculture, which once 1ok the majorily of their efforts, less than
15 pereent of their current focus, Newsome said.

Therefors. Newsome heads the agency through a period of refocusing that began in
Diecember 2000, with congressional passage of the Commodity Futures Maodemization
Act, which broadened the commission's responsibilities.

“What we're going to do is contine to build upon that same theme,” Newsome said. "Tn
addition to that, we're going to be involved in a restructuring of the commission itsell"

Mississippi's Republican congressional delegation said Mewsome's involverment has
proven helpful.

“1 am delighted with the elevation of Jim Newsome to the ehairmanship of this important
commission. He has been a steady influence for reasonsble and practical sapervision of
commodity trading under the jurisdiction of the commission. And [ am sure he will win
high praise in this new role,” said U.S. Sen. Thad Coclran, R-Mississippl.

Mississippi cattleman Fred Stokes of Poplarville, president of the Lincoln, Neb.-based,
Organization for Competitive Markets, agreed Newsome's appointment spoke highly for
the slale. Stokes said he considers Newsome, a Plant City, Fla., native who spent thres
years in Mississippi, a frnend.

“The futures market plays 8 major robe on establishing cash prices for hlizsissippi farm
commodities," Stokes said. "t is also issed by many farmers and ranchers 1o hedge the
price for their production and manage risk. There is always the danger that big traders
will abuse the fulures market to unduly enrich themselves or manipulate cash prices.”

MU ==
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11.5. Senate Minority Leader Tremt Lott, agreed Mewsome's background makes him

perfect for the role,

Newsome's schievements include serving as former executive vice-president of the
Mississippi Cattlernen’s Association and Beef Council, former Chairman of the
Mississippi Agribnsiness Council, and a past president of the Association of Mississippi
Agriculiure Organizations, and past president of the Flonda Future Farmers of America,

Newsome received his bachelor's degree in Food and Resource Economics from the
University of Florida, and a master's degree and doctorate in Animal Scicnce/Agriculiural

Economics from Mississippi State University

(ordd)

WWEW EZ?%L

Commodity Futures Trading Commission

Senate Vote Installs Newsome
umﬂmmmhﬂmﬂ

he Senate voted Dec. 20 1o appeove James New-

some a5 the new leader of Ui Commadity Fulures

Trading Commission, removing the * inierim™ label
Mlﬂmﬂﬁnmﬂhﬁwfﬂmlwﬂmm.
14,

Newsome was nominaied as chairman by President

Bush Sept. 20 (33 SELR 1378, 92401). The Senate by-

hearings on the confirmation, instesd approving
ewrsorme an the day it adjourmed for the year.

The last-minute vote denied Newsome a trip Lo T
tal Hill to testify belore the Senale Agricubnane Cormmil-
fee, which has oversight of the CFTC. Hewsome has 1es-
tified pubdichy coly once since taking over for former
Chairman William Rainer, at which time he told the
committee that pay parity for the CFTC stadff and de-
regulation of the commisslon were top pricrilles for his
administration (13 SRLR 457, J24601).

Froe Markets. Newsome, 42, 8 Republican appainted
to the CFTC by President Clinton in July 1928, alreacy
has had » busy year as the commission worked o
implemment an ambiticus futures modernization Bl
passed by Congress af the end o Hainer's tenure in De-
eamber 2000,

Mewsome, who was a key ally as Democratic Rainer
shepherded the swed Bill through Congress, Is an
unabashed champicn of markets who favored the
dramatic deregulation that resulted from The 20K Com-
modity Futures Modernization Act (32 SELR 1757,
12/2500). He was unavailable for comment fodlowing
hig confirmaticn,

Az & result of the legislation, Mewsome hag overse:sn
the formulation of thees new tiers of regulation—the
mist liberal of which permits almost no oversight over
the trading done by so-called “sophisticated” traders of
futures and oplions.

His teniire as the interim chairman also has included
abmost unprecederted cooperation between the CFTC
and thie Securities and Exchange Commission 2s the
two regulators tried to create rules for the introduction
of single stock futures. That effort is engring. with &
target date for rules to allow trading of the new insir-
mends having passed Dee. 21.

Mewsome and SEC Chairman Harvey Fitt, who also
whs named to his post this year, kssued a statement D
21 pledging prompily to resolve the rulsmaling maen
that are delaying the the onser of retail trading in the
products [Ses related report in this issee].

A CFTC official said a date for Mewsome's swearing
im haz not been scheduled,

By Facases Hi
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ANYLS otlenlo-

apd Circuit Beviews Armstrong Civil Contewpt Case

By Mark Hamblert
Hew York Law Journal
Japaary 7, 2002

The argument ower the continued jailing of indicted finarelior Martin
prmstrong for hic failure ko eurm over gold bulliom and other ascaets has
e bo regemble a serpy-go-round That never stops.

For the second time in a y=ar, the Zad U.5. Cirguib Court of Appeals
pendered the limits of eivil conterpt, and debatsd at what point Mr.
Armstrong's two-year incarceration for contempt turne inte a criminal
mancticn. 1Ff the csurt finds his impriscnment is punitive in nature, ie
would order his imsediate release.

sThers is no doubt that, at scme point, this morphs into [a eriminal
penalty] ,* Circuit Judge Dennia G. Jacchs said yesterday, Me added that
while the length of civil incarceration is eme Eactor in the analysis, "He
don't know what that poink ia.®

The argueents before the Second Circuit came just shy of two years To the
day that Southern District Judge Richard Qwen seat Mr., Armstreng to the
Metropolitan Correctional Ceater for refueing to disclose the whersabouts of
£14 million in assets, The aseeld, which include ancient coins, are being
sought by a receiver appointed to protect the intevests of Japaneae
invesesrs allegodly bilked By Mr. Armetrong and hie eompanies, Princeton
Eronomica Internak ional and Princeton dlebal Managemont Lid.

The government, and lawyers for plaintiffa in the civil cass, charge Chat
Mr. Armstrong raised hundreds of milliona of dollars from Japanease corporate
investors throggh the issuance of "Princeton Hotes,® and then, instead of
fizllowing through on his promise to invest the money in bonds, wade
high-risk bets on derivatives and cucrencles.

Mr. Armstrong claims he has no access to the asaata in question, but Judge
crwen refuses to believe him. While Judge Owen and the znd Circuit state that
there i@ scme limit to confinement for civil contempt, no one knows what
that limit is - and Mr. Armstrong's lawysr said yesterday it ip time to eod
his incarceration.

"Mzr. Armatrong will never comply te the satisfaction of Judge Cwen,* Bernard
v. ¥leinman teld Judges Jaccbs, Fred I. Parker and Scnia Sctomayor. "Judgi
Crion oan refer Lhe case to the U.S. Atborney and the TU.E. ALLorney can
prosecute for criminal contempl.®

But Martin Glenn of O'Melveny & Myers, who represents receiver Rlan Cohen,
gaid the time had yet to arrive when the court can consider Mr. Armstrang's
incarceration a eriminal sanction. With the beunds of eivil incarceration
b=ing tesred in the case, Mr. Glenn sald that Mr. Aymetrong ia hoping to
wait out Judge Owen amd wse the 14 million for a comfortable retlremsnt.

sobvigusly, Mr. Armstrong has made an assungtion that he isg willing to sit
in jail for a lomg time,® Mr. Glenn said. *Hopefully the realitles is

ALITUE=D
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gtarting to hit home."

But Judge Jacoba told Mr. Glenn, "Under your logic, he can be held uncil
this matter ie presented to judges erill unborn.®

Criminal Contempt

Judge Sotomayor aszked how long Mr. Armstreng could serve in prison if he is
guccessfully prosecuted for cEiminal contempt. She was told five years.

*Tf we keep thiz up, he's going to serve thabt mich and more, = Judgs
Sotomayor said.

Cne argument nads by Mr. Eleinman was that the wnderlying rationale for
Judge Cwen's civil contempt order was that the asmets woere naedsd to
compenaate aggrieved investors. But that ratiocnale became obaolete in
pDecembar, ME, Kleinman said, when Republic Wational Securities Corporationm,
which processed trades Tor Mr. Armstrong, pleaded guilty ©o commodities and
mEcurities fraud. AE part of a plea agreement with the Southern District
.5, Attorney's GEfice, Republie's new owner agreed bto pay 606 million in
restitution e che Japanese investors.

But Mr. Glenn and Mr., Cohen said following oral argumantE Chat chers is a
sgignificant shortfall" betwesnm the amount of money to be paid bte inveatora
under the plea deal and their astuwal losses, and that there remains asble
reason to hold He, Armstrong's feet to the fice.

The Becond Circuit panel took the satber under adviement and did not issue
a ruling in the case.

Date Received: January 07, 2002
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Futures Regulation

Derivatives
Jolnt Regulators’ Report Concludes Congress
Should Refrain From Regulating Retail Swaps

joint repart from federal Bnancial regulators de-

livered 1o Congress Dwc, 20 said there currently is

no need for lvwmakers to create  legal sireciure
te regulate  financial £ lmown o “refal
swaps"—swaps for ordinary-inceme irvestors.

The report cited participants in the derivatives
markets—mosily  commercial  end  iavestment
banks—as there Is no interest in either selling or
berying the products in the retadl ssetor, and therelore
0 meed 1o delve into creating, regulation.

However, one member of the Commedity Fatures
Trading Comemission—which participated in developing
the report—dissented, He warnod that if & regulatory
sysem is oot developed for retall swapd, retadl investors
will be 1=l . Currently, retail swaps, like
gwaps traded by institations, are unregulated.

The report, released by the Treasury Deparimeént
Dec. 28, took its conclusions from interviews done in

with five commercial and investment banks as
well a5 a derivalives T slem, o derivatives trade
association, and a Fortung company. “The Jeint Re-
port on Retadl Swaps,” which was mandated by the
2000 Commeodity Futures Modernization Act and ne-
ceived by Congress thie day i adjourned, Wﬂtpuﬁ.‘d

Treasury, the CFTC, the Securities and Exchange

ixmion, and the Federal Reserve Board of Gover-
nors.

Lack of Bemand, “'Lack of demond,” said the report,
“is npparently sufficient 1o preclude any desire an the
part of thess instinutions to explore lssuance of these in-
struments, thus obviating the nesd to analyze legal is-
sies.” Mot only were the institutions nearly unanimaus
in 1 view that retail investors are not well positianed
to benefit from (e sophisticated swaps contracts, they
glso questioned the cosl and efficacy of offering such
procucts should interest in them rise.

Among its conclugions, the report staled that so-
called retail customers—invesiors with total assets of
bese (han $10 milion—generally are well-served by £x-
isting financial products and may be il-suited Tor
swaps, Investors that currently (nvest in swags, which
are wnregulated contracts wd privately betwenn twa
parties, often do so for the purpeses of hedging and
“synthetic exposuere” 10 securities, the report nitied,
tactics that may nat similary benefit the smaller ipves-
tar.

Using swaps to hedge, the report noted as an ex-
armple, could triggsr tive tax consequences, while
using them for Syw ¢ exposure woubd not be cost
effective or coevenient for ordinary investors, it said
Because of these drawbacks, retail investors hiave rof

clammosed far the product, the roport zaid, and likewise
there has been no efort to sell Customers on them.

Wondes on Costi At the same time, those inter-
viewed, according to the report, also moted patential
cat concerns in offering the to traditional in-
westors, “These (costs) include, for example. admiiis-
trative jssues associsted with negotiating retail swaps,
the potential credit risks of offering retail swaps 1o
{non-sophisticated investorsy, and the need to imple-
ment sales practices for the offering of swap agree-
ments to (non-sophisticated investars),”" said the report

Another issue raised by the participants was the po-
tential Tor such ﬂp ngreemants, which cormenily are

indiwid ailo i ecome more standasdized if
ihere is a jnerease in demand for e instrumems.
“[t nppears ane challenge for firms in i

the Feasibility of offering retail saaps,” the report 5
“f5 the potential tenslon between the desire to miligate
infrastrscrure costs by standardizing terms af redail
swaps end the meed to offer products that would mest
the financial ohjectives of specific retail customers.”

oL ack of demand Is apparently sufficient to
preciude any desire on the part of these
institutions to explore issuance of these
Mmmﬂlﬂqﬁ:uﬂhiﬂu
legal issues.”
Joper Reroer on RETML Swars

The repart used ms jts sources Bank of America and
P Morgan Chase & Co. from the commercial banl::s
seclor; Gotdman Sachs Inc., Lehman Brodhers Inc.,
Margan Stanley Dean Witter from the imvestmenl bank-

sector; as well a8 derfvatives trading system Blasch-
bird Holdings, Inc., the International Swaps and Deriva:
tives Association, and Enron Erergy Services Inc.

Dissent. Thomas Ericksen, & member of the CFTC,
dissented from the recommerndations of the report, say-
ing he “cannol in good conscience agres Lo leave a
!I'ELEA? of begal uncertainty to the Commodily Fatures

ng Commission.”

Erickson termed il incumbent on the CFTL, as well
a5 the other relevant ies, to dovelop an oversight
regime [or the products “*To dio anything less," e =aid,
ol feave retall customers without recourse, for no
federal financial regulator would have any measure af
authority over this markel."”

He also criticized the scope and execution of the re-
port, saying it does ot Hve up be the standards ne-
quested by Congress. “This study neither identifles o

A —»
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ol the retail public; it simply Furveys ::1-:::! entities in-
rerested in offering them to the poblic. Jnﬁj".l'
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HEADLINE: Corzine calls for peabe nf Enron falure

m—

BYLINE: By alexander Bolton

s80DY:

Sen. Jon Corzine (D-N_J) said Monday he will urge the chairman of the Senate Banking
Committee to launch hearings on the collapse of the Enron Corp., and warned that Failure [o
do 5o would amount to a dereliction of the panel's oversight responsibility.

Even though five other congrassional commitbees are Investigating the bankrupt Houston-
based energy-trading giant, the Banking Committee so far has dedined to ake action.

Meanwhile, the Banking Committee’s counterpart in the House, the Finarcial Services
Committee, has already heard testimony from Enron's auditor, Arthur Andersen LLF, and has
asked Enron CED Kenneth Lay to appear before it, The Senate commitbes, which has primary
jurisdiction over the Securities and Exchange Commission (SEC) and accounting practices -
the two areas that are at the center of the controversial case - would have mare justification
than other Senate panels in conducting &n investigation of the largest corporate bankruptoy
in Amerlcan history.

Senate sources suggested that Chairman Faul Sarbanes (C-Md.} is holding back because his
panel's ranking member, Phil Gramm (R-Texas), is married to Wandy Lee Gramm, who Sits
oan Enron's board of directors and is chairwoman of the beard's audit committee.

Also, any investigation of Enron and the SEC oversight of its trading activitles could quickly
turn to focks an the role Sen. Gramm allegedly played to shiekd Enron from government
regulation.

However, Corzine, a farmer co-chalrman and co-CED of Wall Street investment company
Goldman Sachs who is well acquainted with the intricacies of corporate finance, says
Gramm's connections to Enron should not deter the Banking Commitlee from taking action.

*I have complete confidence in the ability of Phil Gramm Lo arrive at his own vigws
independent of his wife's position on the beard,” Corzine, whe is a member of the committee,
told The Hill. .

But he added, "I think it would be 2 conflict if we didn’t [leok into this] because af that

gituation. Mot to perform oversight function on & legitimate ssue strikes me as E-tfttchf& Y __?
laigic.”

Wednasday, January 9, 2002 Page 7
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While acknowledging that Sarbanes must decide whether Lo hold hearings, Corzine said he
will push for action by the panel.

nur jurisdiction and oversight of the SEC ghves us a real reason to be with regard to
exploring accounting issues that surrcund the role of the auditers,” he said,

“we'd be remiss If we didn't pursue that for the protection of the markets so that investors
have basic infarmation bo make sound investment decisions .. I den't understand how with
the Banking Committee having primary oversig ht of the SEC and owersight of accounting we
could afford not to be invobved.”

Congress curtailed oversight of Enron’s trading practices by the Commodity Futures
Trading Commission (CFTC) and SEC in December ol 2000 when it passed the Commodity
Futures Modernization Act as a legisiative rider to the year-end catch-all spending bill, thanks
in large part to Gramm.

According to a former CFTC official, Gramm helped axempt Enron trading practices from SEC
aversight in the closing days of the 106th Congress, action hardly noticed at the time but
now the subject of growing scrutiny in the wake of Enran's catastrophic collapse.

Micheel Greenberger the one time director of CFTC's Trading and Markets Division, sakd the
legisiation had passed the House but became bogged down in the Senate after numercas
lawmakers volced their objections to what they considered sweeping changes in the ksill.

*Suddenly we discovered that It was going to be added as a ridar bo the omnibus,” said
Greenberger, "It contained what came to be known as the Enren provision. That bill was 200
pages long, [ doubt that it was read through beginning to end befora it was passed.”

Greenberger, whao |5 now a professor at the University of Maryland School of Law, said the
i highly confesing and was written by "private parties who had a special Interest in having
that legslation passed.”

He added, "My understanding is thal Gramm was very instrumental. It had to be cleared by
the committees of jurisdiction, Many parts of the bill dealt with the SEC."

However, Gramm's spokesman Larry Neal asserted in & written statement that his boss "tock
na role, had no say, and did not vote on the energy futures provisions of the Commodity
Futures Modernization Act,”

willlam Rainer, who was head of the CFTC at the time, said that scruting of Gramm ks
unwarranted and allegations of his work on behalf of Enron have been overklown.

Ralner tald The Hill that his discussions with Gramm did not broach the subject of energy and
were "confined and restricted to financial instruments,” The bill codified internal regulations
at the €FTC that exempted Enron from the agency's oversight.

Howevier, one Senabe source sald Gramm was In fact concermed that the SEC waould fill the
regulatory volid left by the CFTC and worked to make sure that the exchange commission did
pot extend its jurisdiction to Include the type of hybrid securities that Enron traded actively.

A5 Enron's trading sctivity grew more complax, it began to delve more and mare iInto such
instruments as credit dervatives, instruments normally handled by banks.

~Come of what Enron was doing could have been in the gray area of being a security and not
being a security,” said Allen W. Williams Ir., an attorney specializing in regulatory practice,

u;p
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{ Contme .

By confining the purview of the CFTC and the SEC, the Commodity Futures Modernization Act
allowed much of Enron’s trading activity to remain unmolested by govemment oversight.
However, whether oversight could have prevented the company’s collapse is unknown.

If the Banking Committee chooses not to examine the role of the SEC and Congress i the
collapse of Enron, the task may fall te semecne like Sen. Byron Dorgan {D-N.D. ), wha is
conducting an investigation on behalf of the Commerce Commilbes,

"Enron was very active politically here on Capitol Hill to try to prevent legislation from
occurring that would have resulted in the oversight by CFTC and others,” Dorgan said in a
televisicn interview last month, “They helped create the cdrcumstance in which they aperated
aff the books with secret partnerships. We intend to get to the botbom of all that and see

where it leads us.”

Alexander Bolton can be reached at glexb@thahil.com.
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Enron Met Six Times With Bush Energy Task Force

By Tosi Hasisurdien

Fafif Rgparier of Tee War. STamer dmmraan

WASHINGTON - Esron  Cofp.  &xeci-
lives mel 5ix Hroes las vear with oflicils
af the Bazh edministration's energy task
[oroe, ibsigh thiy did sal talk about the
energy ompany's finences, Wice Pres
dent Déck Cheney's olfice s2id In a lebier
by Capitol Hill,

me of the meetings inchoded a
Himisare sisshon betwen e vice phesi-
dent and Enron Chiel Exzcubive Kenreth
LAy ihat hed betn previousty disckesed, In
mdummﬂrﬂmmmwm
sEnall group mestiegs wilk (e encl-fores
staff. Two of the meslngs occurred afler
Iie SIRIT rompdated writing i15 rapor. -
chuding one 2% late ag Oct. 18- days before
Enron tsegam 185 rapld side lote bank-
ruptcy Gourt,

“Brone of these meelings mohudad a d§s-
mdhﬂﬂﬂﬁﬂhﬂdﬂnh

¥

Huwmwmwmn
lelter Thursday to Eep, Henry Weaxman of
California. ranking Democrsl on ke
Houses Govermmend Belorm Commilles.

Bli. Addinglon, whi was respondang b
a request from Mr, Waxman for izforma-
tlom rm Enron's cosdacts with members of
the energy task foroe, provided few de-
imils, He suppested all of (e meebings
wire cofslstent with e Energy Policy De-
welopment Group's plan to conduct “meet-
inge with & brosd representation of peopde
rosentially affected by the Group's work,”

Mpmetheleas, fhese ewly disckEed moR-
tacts are Hely fo become grist for further
enngressinnal inguiry as hall a dozen com-
mittees plan oversighl kearings Infa the fail-
wre of the piani enerpy-tradisg company.
Mext monih, the Senate Govermment Af-
falirs Committen expects bo open hearings
o Eenrnn, Comenittes Crairman foseph Lie-
berman (1%, Jorn,) szid at o news coofer-
emre last wetk bt he wanled o exploee,
i olber ikdngs, whether Enren infu-
emoed adminkstration energy policy.

The letler produced & swill Fespons
Troen M. Wakmas, whawrole e wice presi-
dent yesterday asking for more dedall. The
st pesiponse, he said, “raises sdditional
questions aboud the exlent o which Ennon

may have infhenced the adsiniration’s
energy poliches or provided infoemobiom
about s own eperalion.” For example, Mr.
Waxman solod thal the afler Hir.
Cheney met prvately with Mr. Lay, the vice
presilent slated his oppeaition boeleetricly
price caps bn Cafiformia, a pesition that B
ron Bied espowed previously,

Mr. Waxmen said the response did nod
prowlde names of participants ofher than
the wiee predldent, nor did il menlbes the
suhject of the meelings, any requesls jor
pHicy changes and copies of any doos
EHEE OF o-mEll oMEmunbcalions belween
EBeron and he admisisiralion.

White Hmse spokeswoman (laire
Bachian €15 thsk force members o0e-
dozted the I:I'IEHh.g'.t 10 learn a8 muck a3
possible ahout energy issues. The meet:
inpe, ehe said, were hidd By 1ie slall with
“miEny, many groupd acriss 8 brosd range
of inleresis o ingure they bad & thormgh
undersiamling™ of the tople, She said that
the White Flous wis cosnmitied 1o oooper-
sbmg with mnbors of Conpresg roviee-
ing the Enron silustion “provided they are
nol !]IJ.I"E.'LU.I'I.g' q;-enudd lI'lEH,EM [Ho
fishing sxpeditions

Enrea, Mﬂlmkhlnﬂimﬂhrﬁ
wseiricily and nalursl en: filed lof hank-

Jphey-conrt Fl'ﬁ-h! FMowing B crlsis
o eonfidence among Me invesbors, The
proddaons have resulled bspely Dros En-
rom'’s dealings wilh peivate partnerskips,
fun by same af its own executives, The
company saw Ks merkel vElUE plangn e

I whoat E040 midlion rom meme
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Call by dan; & guand outslde the w:mnmh

v n mpmuhﬁ-wnhmund-nt

wr'H:H'j‘_lumﬂllnwuui&mh-m:ﬂrhhh:tF‘l:ﬂE iy

Cheney staff held series

of meetings with Enron

Ving-présldent ek Chomey ]
the atalf of his anengy tnsklorms
mel Enron represeniatives six
{imes ver & savenmonth pericd
|ast year Tl never dpcussed the
EnErgy El&NUE prempicus Dnamn
clai positlen, accerding to @
senioe Wiite Fouss alde.

The mosl recemt mesling
pocarmed om Ocioher 1, just a
wieh before Enros revealed a
f13km reduciion in sharcholder
ey, the evemt precplistiog 1is
pollapes let Eankruplcy. o
kng & a felige from David
Addimgicn, 1 vicepresident s
enansel, 1 Memocra] Henry Wan-
muh, & congresslsnal critie

The Jasaiary 3 better i the s
e thi viceproildert or his
stalf have ackpowlalged any oo
incts ®ith Enron olier than &
hali-Bur meelisg on Aprll 17
befween M Chemey formeerrly
chief ezocutive of Halllarion
amother Houston-based en=riy
gomgamy - and Keantlh Lay,
Emrarn Chilil swecaliv.

The vice-president dsclsged
tha! mecting lasl ssmmer and
the ton disowosil encrgy pollcy,
Incligding ihe Callermia Crisia,

bt Mr Addimgbon sald Ehey diel
i, diseass Eeron's linancs.

Similarly, Mr Addington said
Uk (etober 10 meeting bitsmn
“Pprom represeniative” and &
mmber of (be vice-president’s
alalfT o mesl OOWET Ay frrternEl
Enrom Dnancisl probleme. T2
alde, wheo had besn & s=nior stall
soemibir on Vhe dishandsd foarEy
jaskierce, only dscumns " ETRTEY
potlcy mathers™ wiib Fonroqe, 1kve
latier sald

M Chemey's Intrraction wilh
Fnron bos een the subject of
much scrubiny, including iwo
ciwil lawsuits, Bocawmse Be has
previously refused b dischose
whe el e baskSoree be chalred
when it Tormulased the Tush
afminizirelise’s enendy legmsia-
tlon — eurrestly mfore Congress
Emviremmental proups Bave said
Uy were mok alkoweed to masl BT
Chissey.

"o peovislbed Wi Eneon e
pwcrnded (he acoiss providel by
the Wiaile Holsse o odher pasties
interesiad b coerpy policy” M
Wasman Wwrols yosierday kn
puspomse o Lha wice-prealdeni
Ermet &nd b5 ernployee donstod
11550 tx Lhe Bush campalgn
during the @06 elaction, pecoetd:

imig i e Centre for Haipans] ve
Pulitkcs. & waichdoy EROLR.

Thie Geisral Accourting Ciflos,
Congress's Laliueniial auditing
HRERcy, W also conlemplatme &
Jawsuil ngaimst (Be vice presblicnt
le oormpel him e reveal the sk
[orre's lmmer workimgs A CUALE
gpokisman would nol comment
oak Nir Addingion's lelter bo Mr
Waxman, o seninr mrember of U
Homose eairgy A8d COmMmEncE
commbltee, which I8 inwestiga
tlmgg Ui compaey’s eollaped.

Mr Addisgaon said il ofhar
tham 1+ Cheney-Lay mesiing,
theee of (he contasta ooourred
during Ehe iosklesce's roullne
duiles, and ohe of Lhoes mame
Auring o mes=ling o sewurd util-
Ly offidals tat included an
Ennm representillye The ather
g menings ooourred after the
presldent bwoed B8 enengr pal-
| reghirt AL SiumEaT.

He asil the Enpon seeslans
wilh Laskfomos lafl wers pari of
a weries ol Eeetings with “a
hroad representation of prople
pofentially alfecicd by ke

grinip's wark”.
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Enron and Cheney Aides Met 4 Times

By JEFF GERTH

WASHINGTOM, Jan 8§ — Ol
cials of the Enron Corporptim met
four linkes last vesr with the staff
of Wice Pressdent Dick Cheney's
enerEy Lask force th discoss ened-
£y policy maters, bul iy never
talked nhout (e compasy’s fi-
nameed, according o David 8 Ade
dington, Mr. Cheney's counsel.

M. Addingien disclossd (ke pri
vale contacis with Enron, the
Hoisstom-based  energy  services
m-pm,m:hfmmtwut.m
wios responding io a request by

taets batween Enron and Uhe While
Bouse energy task foree and sther
Whide House officials”

gk force swaed (b5 repart i My
anid well betore Enros began 10
digclose s mocounting problems.
The lam meeting, on Oct. 10, enme
a wock belore Fnron made the
first 13 & series ol discoiures
aboist acodanting ervors, Depre-
genting a 1.2 biZlion redociion in
sharehnider walws. Last #nonth,
Emron sought protection under fed:
#ral bankroptoy law,

In oddities to the four stafl
meatings, BMr. Addington said that
M. Chepey mel for 3 @inutes 0
April 17 1o discuss energy policy
with Enom exesigives, inclisding
Kenngth L. Lay, the compamy's
chairinan and ekl excoative, The
mesting with 1he wice president

previously Tesn disclezed by
Enran oflkials and Mr. Chenoy,

In am inberew ladl yeor, M,
Cheney said his task foroe wrkl
imake decislons Brsed on what we
thick makes sound public podicy,"
pod what ' Enron (hinks."

Genersl  Acoounting  Oiflce, the
Congressicoal asdiling arm, which
heas been seeking Afcess W EpRTEY
sask Porce peenrds at (e request of
Mr. Waxman and Bepresittative
Johe [, Diegell, the Michigas
Democral.

The task force's Tinal recom-
mendations on eleasicity deregu-
Tatinn resernbbed maach of what En-
ron ciflclals ke advocated in chelr
mecting waik Mr, Cheney. They
wore also in nocord with poliches
mdvecated by Mr. Bush during the
T campRign.

A5 presidens, Mr. Bush has
somElimss  taken paslilons  Goe-
frary Lo thede ol Enrmn Fog exom-
file, he hacked away fredn curbs of
carbon dicacide emilasions, an hiex
= by Enrom, which was
icokcing to trade amission eredils
&5 part of i esergy busloess.

Early in b administration, Nr.
Lay played an usssual role is ad
vising W White Foose on candl
dates lor seats an the Federsl Ene
ergy Begulatory Commssion, e
agency ihal uversees many of the
markets Enron ofce dominated.
But last gpring the emwrgy cum-
miggion Emited prices @ Califor-
nla’s chisntic whalesale electricily
market, o move Ennos and olhes
peschar GRergy compans=i op-

- (]
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integrity of the accaunting profession.

n launching the probe, Levin blasted what he said "appears to be a massve shell game with
nultiple layers of conflict of interest.” The e qularities seemingly include massive inswder
trading of Enron stock, which has Eallen in value frarm $90 a share last January o less thian
$1 today. Among the losers are thousands of rank-arsd-file Enron employees from whom the
warning bells never seunded. As a result they 58w thelr retirement nest e0qs plummet in
walie. Many of thern are now ot ol work,

Given Levin's preliminary charges, a key witness at the hearings could be Army Secretany’
Thomas White, A5 a former top Enran executive, While fortuitoushy sold millions of dollars n
the company's stock before assuming his curnent post.

Top White House political adviser Karl Reve also held about $250,000 in Enron stock, which
he disposed of when conflict-of-interest allegatons arase garly in the Bush presidency. Bush
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Met With Enron
6 Times in 2001
Counsel: Energy Policy Was Topic

By Mgz ALLEW

L S e
B iyt Poat Sei M B AL

The White Huoose lold Comgtreaz im0 leiter refeased yesto
alay thst Vics President Cheney o his aides inel six tigs with
Enroe Carp, reprose ntatives lasel yrmar, 12 ng & sesmun iwa
msonlts Bl ke ey irmling onpasy made the lamge)
varpogats bankeuploy Aling in Americin history

Thie meeetings condiond afber Prossdent Hush released e
enenry policy that Cheney's stall hiad develogesd, according Lo
the beticr. Bive of the mociings wire with Cheney aides, ard
o s with the vice ;_|||'\1||||'I|| (e od talll el ma s
curred vix days before Enron announced actsas that redured
ita sharchnolder equity by £12 Ballion

Cheney el for hall @0 hoar on Agwil 17 with Keeneth L.
| ay. [ rro sl e, soenelimg Bia Jan, 3 Iener }"_r' Dhaviel 5.
Addingon, il vie [IITE!-\'.d:"I:.Ilsn--'-'II'-'\-:"E The letier was wrl
fien i resprmse o a D, 4 reques] by B Henry AL Wasnian
{134 ali. ), ramking minoeiy member of the Hoose Commitbee
o Cenvernment, Belegm, wh releised the cormesgaonidencs

Addirarion wiole that Cheney aml Lay *disnseed ependy
podiry matters, incheling the energy orisis in Caelihamia, and
il not discess nlvrmation coneerning the fnancial pegition
o t s Enres Corpasra tion.™

Cheney s odiboe has resisted imquiries inbe (s uperEisons o
huis eerzy podlicy sk, forer by e Gioneral Accounting Uilice,
the iovestigative arm of Coagress, anid by Seoate Penwectals
whi ap: hoping to measare Ensen's influesmes on policy.

The Housdorbased company has konglime persanal aml &
maccizal e Bush Wanman said the Iebtes “shows fhal the
FTes = lq_'\,u.'_p:lnj i Emron tar eceetdisd (he 20 oo provided iy
ke While House to olher parties interestid inemengy policy.”

Bush released his energy plan vn May 17, &nd Esran filed
for bamkruptey protectiog on Dec. ! Adilingion’s lelter said
Cheney's Hatioeal Eneryy Prlicy Developmiont (rfoupe elsted
froen Jan. 24 through Sepl. Ji0, H0]

fuddizgions =il the proup's stalf mel with Engon represen
tatives on Febe 28 apd Weifoh T, e "I.|Il'i| 9, Lhie s1alf mrd with
ahaut bw doprn representatives al varieus wliites, Bcluding
uni frin Enpca, Che ney asdes mad with ifctals o 2 (rernan
waahhenddiarw ol Enran oo Sl T il stk Enrca reprose nkalines
pa O B0, Envon annoenced hug's Indses o U, 1B

“Enpon did mot eommunscale inlormatia about s G-
panckal posdion in any of the mestigs with the Yice Pross
dept or with e Dhatigral Energy Eolicy  Devchepoigent
[rians supgert slaff,” AdidEuion wrole

He motel that Chesrey ol Lay semved em a paoel al the
American Enlerprise lestiete Weakd Foram on June 24. %L
guncl was widely attepded and adkdresaed enenly matiers :
b cmineel wrnle, “There was no discoizen of imhamaticn
e erning the Rl posdizon gl Enron Corporaizon.”

A& White Houa alictal said e meclings refleciod the
“nprn anl inclusive” approach ol Cheners cengy Lisk e

Bz eobd popostors on Dhec. 281kl he s deweply canicemed

1 =
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BODY:
Colin Sullivan, Gresnwire stalf writer

A building Senate inguiry into fallen energy trader Enron
Corp. will likely culminate in directed electricity
ractrurturing nalimy hearinas this winteér oF spring o Assess
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(:ipEmunﬂuﬁmhusnmbﬂmnrmnmnnmﬂrnnum
almost §1 biflion in stock sales in 2000 and 2001, [and] 500
high-leve! executives walked out with over $55 million days
before Ennon declared pankruptcy,” Levin said last week.
WmﬂHMﬂa-nmhmmuemdumdmm:mmLdthmﬁnuﬂmhum"

The apnouncement came amid prees reparts linking Lay and
former Presidant Jeffrey Skiling to partnersnips that may have
disguised the ompany's fuzmy aCcounting methads. A Jan. 2 Wall
Shrest Journal ariicle reported that Lay and Chillizg, desplis
parisr denials, may havs bepn well aware of fake pea b ShIpS
lgadmg up o Erron's collanse and unprecedented hankruptey
conart filing on Dec. 2 (se2 tha 173 Greenwire

Lewin cited the article indirecthy, O2mc fhing the

partnerships as "2 phassive shell game with multipie f2yers of
renflict of intorest.” Dabt may nawa batn iransferred 1o Tpaper
partnerships” in which Enron alficials had parsonad tinzncial
interests, he said. :

A= far political connacliens, Licherman told reporters hi=
Fammitioe would ook o the chose ties bebwaen Loy ard Uhe
push admimstration, bul cautioned 3GHAET chargcterizing
hearings ba comae as nATTIsH

"This is a search for the touth, fot a witch hunt,” he
hul s

also snder the microscspe IS whether the Federal Erergy

Faguiatary Comymission, Securtles and Exchange Commission,
commedity FuturFes Trading Commission and Labar Department lived
up 1o their oversight duties in the maonths prior 1o Enron’s

WO

Beyomd this, phe policy implizatons of the Ernram feeetall

have baen fuzey, st best. On the House side, Democrats raised
ried fags during December hearings and enccassiully foreed
Reputlican jeaders W punt consideration of elecoricity

leqistation ™ early in Eha § acond sewsion -- but Engrgy 2l
Commerce Commitles Chalrman Billy Tauzin (B ta.) has
nemertheless pledged to procesd with Rep. Jue Barmon's (R-Texas)
ectrcity bill whan Congress MEsUmEs (580 the L4517
Ewsironiment and Energy Fraily ],

Tauzin may held ivestgative hearings of his oW, bringing

ihe Hill commiltes courl with an gye on Enfon Lo five. 1

arkdithon to Tauzin and Lieberman's comnmiiess, Hause Fisancial
Comvices, House Etducaton ard Workforce and Senale Commersa haye
iz ar plan o hold ove reight kearings on Enron.

LOAD-DATE: Jaruary B, 200 .

Faga Ih Wi npaciay, Jameany 9, 2062
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There's sasujh blame to go scound for the eollimpes of the eSa8rgy
giang; frem sxecutives to sudlesrs Lo finarclal ssalyats to
Congrans .

Lawsuite, class sotioss and congeeuaional and feduzal proben now
are under wey Eo bry te sscercaln hew much of Boran carpe onllapes
wag dus bE COCEWpEioa and how mush was the rasult of bad invesrmsnt

dmcimicns smd the recession. &e far aw choss wh loat on the snscgy
trader are concerned, the mals gquestion ia: Whe kmew what and whes
aBoiust the fipancial shonssigans ussd bo obecuse Emron's §49
pillicn-plus dabt.

Theee ware P rw;'n:un steund whan Enron Chisf Exsgutiva Offlcar
[CRG) Jeffrey Skillimg bragged last wusscr That the Fouston-bassd
prnTgy Loandher whuld CPerrone Ll Elameet cer=nrabion En rhe wield . ®
Evaryyoare oyad spe=n beek Chese Eveinecs sRalyaTte, naORE AN

ware Jewdlng Ehm coapery far ire radidal mew sapE oFf
paliginiemn, 020, Fepdb 1ans Penoorats allke
Euse was 1&nk & corsersce Jat fov bhe eleacich
[oundus, Evnneth Ly
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duariing che previous racard, TEzACO'S g% % bBillicn mawkrOptcy ThEES
piled im LPRT, ThE enraweling sams quickily amid Alsclosures of
infiaced ERToa gaznlpgs - ©o Lim [une o B600 millicn awar Live
yaars - and magslve hidien debe. Wad gkillieg invizies nesenid whim
he boastsd in Che sosmar of Enren’s goldsn futurs ar advancisd
cynically The stfarc bo diagules what Gary Windes of poleen Assel
sanagpeeant bl Aishbed 8 "COrpSTaTE plagk hole®T spnell L foreasis
aEcountants R0 get in there and sort Chisgs aul ypou just don'E oo
what Enrom's worth,® sald Hindes. Evan 1T e compRITy im auctboned
off followlng ive Dec. 3 filkng for chapeer 11 paEkTUpLoy. GRS
ramificarions - eeune=ic, pelivical and legal= will ke lorg--

lastirg. AEbput ©he omly sllves Limind jrom Earcal® coash 18 Fhe
elming. Analyits may phat 1f it bad oome sarlisr or lates, when the
peognawy was NSk #lendad with liguidicy By the Federal BRSEIVE. the
firm's collapEd ceald Eays possd & sepious thrsaf to the financial
TR

Giron 1neiders baligwa the LLEm"# thundcroan fall was dua Bath T2
carrept ion snd cowsercial stupidicy R sgenlor EnEon sxackkive talls
(RATOMT: *Ekilling was ouf of eancpol: wa didn't koo malf that was
gaieg on. My impressien im That his gowss up WiA &n =ffore ko BOY

£ lms,. He was the Hicawbsr of Lhe Wew Eeonamy . " cerraln that
pemethling woald EWER UR-.

But, am Enran smployess pelng gut, he waE ot & poor Higawhes .
purieg the ymar §eil iing, & DoT=er Hekinaey & O0, conaalrast ke wad
cecrulted by Lay Eo hecoms the e s-and-bolte mAm AT BRTGS. quistly
wap unloading soock, making 17 trades To gell 86T milliom worth of
gnrom #heaced.

While Skillimg waw walkglng Eor powething to besn WP for Enrom,
whare was Arthar Aadersen LLF, fEToR'S audieart It failed Lo amk

probing ganatioms gbout the Dyiantios aff -tha-balancs-sheat
partnarabipe wikh inpsmuous-scondineg names woch a8 CepERY. Harlim
wnd Ehizswing that Skillisd pnd his sideklck, fooess chisf financial
afficer Andresw Fasbos, pwed b disguise the parlous srate of ths

my. FamEow personally mads $30 milllon o Eha pln-lr-hlm - &
gomflict of inceseRb. say ERTOR pmployesd. .

And WhErs, Coo, wei rha company’® | P EpandenT gudiEing commithes
Ehak appesrs to Bave been aisep st the switch? Herveud federal
egelators ey Ehers e plenty of Blams CS e wpresd. They

rhat. the U8, fimapcisl and policical istablighsents have sach to
amewek for, alrher &@ dirsct players o nagligest cbEervarE-

Eent [ ool weloes were — L LT Foreums oaqezins
apticls T pakg Lhiml el piadly padblive apmiEn [ER= b Lid oLl
woipm drmiors ABMT Sl it rsacs © [ s 31 {E3 BEENRLAL A
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&1E looked topy s EnFea‘s pevenus seaced from $14 billiom in 1991
o fU20 billiom én 3081, and its sversge amnual prafit growsh for
the decade wan a EEartling I percest. That artreeted am "A" from
Hall Brreet rating sgencies sich &3 Standard & Poor'a asd Moody's
Investor Secwice. Uut behind the seeses the books waes Baing cosked
and the earnings figures inflaced as coapetlibors stazted Es Bics
into Bwgen's profit marging and ineersational invesrmencs failed o
prcfarm wall

The firec public sigss to bresk chrough Enronts secretive corparate
eulEure ceme in August when Lay nonchalamtly diswdsssd guestlons
aboue & 51.3 billion eeduction in sharshelder sguity relsted, he
paid, Lo accoumting errors iavelving an Bmren parensrehip Tun by
Fambos. Furkbermors, he denied all kmowledge of tha Haron
partnershlips involving Fastow amd Skilling. Belatedly that has

d Ragy i ien - 4f he dido‘t know, he, vos, was Cailing im
respanaibllicy. and for mamy him glalm is wnbelievabie.

“Fiese, toundsre of conpanles dom't remd Eo ignore what's going an
with cheir babias and. secosd, he keows all absut sccoumting

practices, ® says & Wall Sceeet banker who Epoke on conditlon of
dnonymity. Tm Face, ehs S9-yesr-old Esron chalrsss stuodisd mcanonios
At Lhe Ualversity of misssurl, sarmed & dectorace im Che subject
wnd, &8 & maval offloer secvieg in the Pencagon worked to develop
more sfficlent accouncing aysEsss. Lay alsc secved am an alde Es &
faderal ~povecrmant regularver foc tha natural-gas induscrey.

4D sources tell IMSIGHT char they alwo find in unlikely thac Lay
didn"t know Enros wan slippisg rapidly into trouble; slomg with
Skilling. Loy steadily despsd personal Enpon srock throughoue che
yeae, melling im 457 eradew §74 million worth of sbhares.

Lay and Eellling werw not alene in duwping shares. Othear manior
exgcut iven aleo badled out, including Ltou Pai, dicector of Emron's
snexgy-services operation, who sold shares Eormling $353.7 willion:
Reheoos Mack-Jasbasohe, hesd of Enrom's Indian powsr plast and ite
water company, who swaiked sway wikth $79.5 millisn; Nan Harciuon,
head of Emrom's Portland Jenersl Elsceriz Fikdldiary, who took home
#7% wmillien; and Ksmnsth Blce, hesd of Eorcn Brosdbaed Bervicss. wiss
=ald shares worth §71.8 millien. Spasking 68 Ehe Don Esws Ehow, Ben.
vehn WeCale (R-Aris. | ®aid St's going ve be Aifficulc te "axplain

how exscutives of the company wers usloading scock right snd left
while the smplovess wezw nob able ve da mo.®
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Weine mees che Fall of Enron &6 Y8E anobther esassle of & [inamcial
wabohileg éystem chat is mor wopking. se blaoes Comyress for the
Froblem, acguisg that {t undermimed & leqgal detergest im the 1590m by
maklieg it harder for plainciffs to sus those wha "aid amd abets
tiespcial fraud. Hiw bugbear is the Private Sscurl

eied Litigatios Refarm dcr, passsd by Congress in 1995 after
atrenuoud lobbyieg by Cho Dig.Fivo audicing firmn,

"They tesmed up with ehe Bigh-tech indusbries. That was & powsrisl
alliance and well-funded with bocmimg stecks im @ henming econcmy .
They wers able to pull off one of Ehe mopt scandalous Erauds om
Congrens by selling Ehe argueese thace was & licigation explosion,®
BayE Weism.

He adda: "We cams im wikk charce shewing that che nusbers of casss
hadn't risen that mwch at a time rhat capital forsation had increased
by a mulbiple of theesands. The mosber of public companles wam hugely
Areatar. The spportusifies ko cowmic fraud had increased asd, if

inything, it was surprising that so few cases ware brought, s ke
apiisen .

The changer in the law were declesnral. Welas comtends, by making ik
harder for plainbifls to sue and by nuglacting 4 provision enshliog
auditars and inwestment banks to be susd Far sidirg &nd abstting
Praud. *Two ypears lacer chey added fuel te the £ire by pamming a law
that tock away the ability Co f£ile wuoh secusitiom- Eraud camsma im
SEATE Esuareg, *

Welda argues Ehat the Sscuritiss ang Enchange Commipsion [SEC] mover
will Be irn & poeledes ea know enackly whar is

goleg on ineide large companies and that the chraat of massive
lawauice would szgicc in karping suditors and securicies firme om Eha
straight and nacrow.

Ceiticn of Walas maintaln that class-- actlon lawewies cas Eave &
dissstrous effect on the finanoial macksts, paralywisg companias and
datarring risk. They alsc fear vexatlous lawewics that companisse in
the end declde te sstcle becauss it is mach cheapsr £o glve in then to

Fight .

bale Comtorle, who hag wcitten papsre for the fres-markek Cato
Imsrieate, srguss sgaimst & poat-Enzon increase 1B eegulaticn amd
litigation, saying the SBC has contributed to Ehe prebles with andice
by inaiscing on & cne-pipe Cite-all suls for audicing. "WEst I find
s - 1 N [ r 1 e

I [ lvriz 1oaudit.® B oanyas. =vEs alrher
wmEk o 1 [ ] ST an BnAln witE reder Lt
* i rhat i a0 Ll wia reml ol hirg Flvis alkfibr Far
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*tay plays the rols of the clazsic 'Mz. Dutaide.' jerring around ths
woeld opeaing doors for the company asd sthmooeing hile mostly
Republican contacts in Washingesn,* safd Percuse magasime in 1894, Bur
Lay courted Democtats, Loo. He ssrved on an sdvisory commieslon faoz
AEn Richards, Gecrge W, Gush's predecesser a8 governor of Texas. &
place wes found on the Baron boaed Fer foemee Comeod LTy Fubuces
Trading Commission chalrman Wendy Grasm, wlfe of Sen. Phil Grama
(R Tedanl .

Lay ownsd ons of the First Basch howsed Is ehe fancy Calveakan,
Tepsn, resort community of Kahala Beach Estabes. cslled tha “laspions
of the Ouif Comst.® At & typleal party in the nelghborhoad, "ehe
Brumch mnu leclod

= Elncdy Hamer Tresdished wWlel 5e1 1784 fusbe enhTinn, mshraen

irietatar with pepptred hadhn. SesGuETe SEiTled palss znon ows GOk
mia=k hesns, and. fos wio, apedd gapposcine and chooslate- coverssd
e Danasia®.®  pa i 2o ks pesulirc Faska pMeoicbRly

Lty JAYe faFEaThutly T Eiz alwa #qaser, i 2790 mbEraany oo B
1.7 milliion shaic im codasons ca . ‘Endoding & chalc Lo opennomice
lsamk way T BrTinl pabaay for all =t
pir, * LEY E6ld M= igysonear §a primeagiley =

jolve problerr ard be e g1l of

Evwing EOW ba Chi
L in che purmalt ol a litmeal =pkbwm wnl

il te:aim, 3
pn=3 editcat izan, ®

Eiigmr # Tellepey Takaxs O=nploydde WILR AT

N f%a, PORHDTE

Bréwrd s Hiia Boes ia the <iL and gas haslmess for 30 yrars. She
juut walawid Audy Crom o 28 prar csvers yvith Bnros wleh nukbisg B
i [ = F i daradeg of work folr She arficyy sradsr. atarte
SiEA R pebepe Hatwial Gaa Compony and war Thate when LE wan msaryea
wirh Fosishon BEakarsl das & F#n mraIn 9= at owcasswr fniom. JTOE
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AFEP takes over Enron

offices in Scandinavia

1!| I.um—- Jl:nu

A i I’I-l-.I:‘i(‘ I:‘u'-'.'l-r
thee 135 ubalib e greidp veml -
dey curemded il Esicapisn
#oreiey lisdmg apsrallos:
it st Modic reglon by
mwiingn g rong sl ol Enreon's
alfbws in Dwle gl Snes
hulm.

AL w&ich k== mgnth
Bovizgib Pinromy s 10t o adionsl
il Lhiclng symuulncis 52
deaf wortn 1 oen EXm, sl
It Bt himsd 36 of Eonpan's
Iemer iTeckers o8 well B
middle  oml DRk ociEs
e uigmenl. The ook digs
et ioclude Enron's S
trading beok Dl the come
peny =1id it ikl enimder

Furega YUl s vt [hdin
wie &l oA S Al
Lz, The erwup han
iepdlmd Yyminel on Cewinoaiity
und Llie U moavkrl e
laal wear il gl enoof the
vsiaEre s kergesd poerr el
tioms: i 25-m 133 m) lram
Ealinr, Miagen Saeney ol
the Tl

A gl s braslion eneryy
im Morgay, heeisg, sn
i, Flulooid ool Geeusans,
e Norlie operaans il
it o crade weather
erivnciesa, a5 they did
usder Ennys re s

The wahee of Lhe eal =ns
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1Thiers I dditban ba tha
Bl prorchane price for thv
mternaklamal mal i
Barif

I srecaruly develigsmiL,
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Bink laedsimite encaplien.
tnns W tmraveling kv
gromps aruckore muse 1% iy
mow lanly fo Lake g R
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hiLwing Ehie (A thi Sk,
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ar of e mad ol
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Group says ‘mu

Enfiine  conl
whiph nelud=d g lurmie
Yooldes nondouife®  deal  metels
offmed 1o 32 [xazer Fanoae

wetivatioes,
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Viam Thie Badnikee §8 will mo
Jodiede ke inleripalican!

s fehoi g sl
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niEs

[tiple bids

received’ for trading arm

By Areirae |80 e Juie Earie
in Hl.rl- 'I'-h‘l.
bares, &+ Basloronr cneTEy
mrauiey, <ail yesbadoy il bed
ferbred “paiple by b
s trading e mEHOTLS,

Two Banks - Ciligtoup
wud TRS - have wanoded
s, arcooding in pespls
chisa U process. Seither
compaty et rasmpakod.
aud Farom pefosed o nemme
b Widdere, The Braks e
andersiend, howerur, o
have Tk [or o mdaldeldy
smloe in Mes bnegey Trdd-
ing Compeoy (Modes). Lbe
new jaine yeddare ToT e
Ao g Shrimass

HE, 1e il eqmpany, ssd
yesterday 3¢ had offersd
R Mo a smsall past ol
Errom’s tradling basimoes,
hat il Loarion-based grop

hes ot B T & iscagRrily i
the vors coperulins,

The maim hidders are
nelikely 0 kpwr odlered
insgr upfrosl exsh poye
miEls. Bneiend, Baram's Aim
ig b find B cvsdidworiay
hpeksr il Wil allew 1o
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Tatil Eiron eolapsed inba
hankri i last month, 18
tracting oprrations were B
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HEOLER'E THYE NS,
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BP Makes Bid for Part, Not All of Enron Unat

Ay o Wari. STaseer InmAL Snaf] Reparer

LOSD0N —BF FLO said it ssbanilled a4
135 mimion bid for the compiter settimen
support systems of Enrom COrp."s SRergy-
Irading subskliary, but isn’t currently bid-
dizg for coptrd of the whole anit.

BP a phobs] petrobsam concemm based
kn Londos, wog one ol severad oompanies
that mel & Monday desdline for hlés in
advancr of fnmorrow’s scheduled bank-
Tupicy court “amctien”™ fr Epron's trad-
|Dg divizion. Emrun's Bdvisers are ours
rendly sortiog through ihe soaled bids,
which akso Include offers irom New York-
bascd Clitgroup Inc. and Swilzerland's
UBS AG, prople Temiliar with the matter

say, Harun hopes e play the bids off
apuingl oee another iofOrmoe  befare
making 4 final decision.

Frron has expressed interesl in Hiding
0 joing-vesdure partoer o Lake a
siake in the enlire rading arm, called En-
oy Opding, =0 that focan resume ading
with Backing from a credil-worthy par.
mer. BPs hid. |t appewrs, wouldn't fulfild
that ohjeciine.

The Wall Strest Jourmal, citing people
familiar wilk the ematter, moorrectly e
poried yesterday 1hat one of the offers
ikt Enron hal received for A majerily
interesl im the enerpy-iceding Dusiness
wus from BE.

The Enroa compuler suppor] sysiems
et HI* bas bid on are weed kor the sefthe-
el amd sdministration of palicelgs
and electricity contrecls. BF 13 8 major
markster of pagural gus in the 115 “We
are blerested i the iechmolozy,” said BF
sokesman Foddy Kenmedy, =10 would jm-
prowr our marketing capacily”

Mr, Kemnedy addied fhat W the suction
s grheduled for inmoreoe dids®L yield
a deal, “we'd b BALEF b0 endor InD S1s00s
shoms o nther wspecls of Enna™s business.”
He dedlinsd o specily which ones.

(2]

Wednesday, January 9, 2002

Page 75
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THE NEW YORK TIMES, WEDNESDA ¥, JANUARY §, 1002

i Big Banks Seeking Enron s

Energy-Trading Business

thak ullee companies, wilities or ot

By JONATHAN DL GLATER
—':I "—-' — A{.I'l'.fﬂd Hﬂ'fﬂﬂ ﬁ‘ﬂm er entities o probect ibemeslves =
fram Moctealitns b the prices af.

GewepEl Mnancial instilations arnl enETEy products, Some \raders
compankes, incleding Citibank, UBS mhﬁ'ﬂs w'ﬁﬂ knaw l'nl.:flrﬁ."-'-'ichﬂw weather in different -

and BP, hawe irdicared a suzious aris of ik country bo amiicipald .
inbesresk I brying the energyrading hnw ﬂﬂvd lﬂhE‘H thE“ E:h':r?u.' peeds, for i_-;nmt'.lll.l!. o
here the experiesde hecoibe
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Tuesday, Jangary 08, 2002 -- OLJ I'.'I':I.' Renews Contrackt With Dow Jones Indexes

T

—mre

—

Chicaga, Jan. 8 [(OsterDowlones] - The Chicago Board of Trade hao renswed
11:.- contractk with Dow Jones Indexes, lllnuing the CRT to cmtim trading
te
equity producte until the end of 2007, the CBT sald on Tuesday.

The CBT declined to detail terme of the licensing agreement, which Lt
intednily twked {n Fune of 1987 and was set ko expire oo Eq:h 0, 2002.

Howeyer, nceoodirg oo docenests £iled by the ©BY with the 5. Smcurities
and Fachangs ! il B ii:l"l. & = GLELddL [arcal T giilred vk TRT o i.-‘;-.- Pratd Firieas
arnpal Fovaltied baced on crading welaneo, with a minimum annual paysert of
52
=illiou

Fotantlel Py affasbbing viw ooit ol Llee bew sgcesmnl, which Cakead sfleng
in

fetdder, s d new, 3104 monk '.'Ig,r fus that the sxchange thia month began
SoCeRAlng oGk ekl Enecgy Mackeb, ar IDEM. members. Thee fae - whlzh
caprEssatd ae mech as 5L.% med lion in annusl rorenun wasn bEouted a9 3 maans
of nelping fund ita oopaity .'r:_'-rr'g_r.,:-:

el

4
Beuaply €54 TDEM peat holderes are beipn billed the mew monthly fes,. which
could be vicwed as Soelipiog fusd the 1isensing cgreenenl with Dow Jdones,
opiven
an IDEM memhildhap ondly Allosa ter b Erading of irdes producta, 2ll of
which
aze Dine. .

Bodd repeqotisving Lty Aaccord with LDow Jomes andg imploncoting 08 rawonos-
aemeraling fee on LOEX members, the OFD in Doop@Eie: ..In. ailrruneas? @ plan Ta
Al 2 weoord Dow Joszns fubtures mindocontract o trade edeiugivaly o phe
all )
clesrrcnle aJofe plat€orm

While The BT bas eofoyed a sigalficant Booart in volume [os (2p Dow
Dol racts Ehisy mzaill i"i."pl."-""_.i."'ll' A amasl pueds of the sxchang=®a :_-«-----;1'|
bugin=ss . Prone Jamuary barough I:-'.'l..ﬂ]h-" 201, total wolume for Duw Jones
PEAUETA CcAmc B0 nesrly 4.8 @nill F rompared To ororn.l axchenoe woooms ol
240, % million foar bthe mame bime niot

Earte Olhson, ontesToswdomen, (278 90r-1€73
kg i hupnnaas Erprdowd ono s onm

Fare 2B Wadnasday, ._.lunll'..'],- 5, 20012
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1003 Reuters . Hewi Sepw. J0:30:00
Ci ] " ivice

2] Reutsrs Limibed TOGZ.

Tussday, Jamuary B, 2002

USA: CORRECTED - KCRT wore amscds o, 3 wheat far deliverabls wbocks .

In EAMGAS CITY wtory beadlimsd "ECBT wsbtes po dieg He. 3

whest for deliverable stocks.® please resd im Ciret paragraph
..r "Esnaas City Board of Trade menbets om Tuesday voted ta
mike adjustments in che compasieies standacds of lowsy-quality
rembmr thiee grade hard red winear wheat...* lnstesd of ...

sRansas City Board of Trade sesbers on Tuaadsy veted o Demovs

lowpr-gualiey Busher thres grade hazd red winter whest from
approved standarde....® ... correseing to wake clear ECHT wabte
amapded. Tather than deepped, ®o. 3 wheat for delivecies.

A eorrected versiom follows.

EANEAS CITY, Jan. § (Reutecs} - Esnsas Cicy Board of Trade members on Tussday
vored to makes sdjustzants ie Lhe composlticn stasdacds of Lower-quality auskers
thieq gyode Facd red wisker whest Lor miximg bo nast de’ Zvary regul renpcte

sy lial BAT whast soobrackr

Tha mzoi = ®itd Lii » octacemeank bhak, aFfecPise aifl |
taznz cener . any munbey threa hers ool wifitey &l
dglivesed anainst ECET fu-veosx woll he Timwirs io wnn

perponT whesk af olhwr =besava, veaduced fton 10 pescont

Elas, +he discodnt ToF delicory of miaber S2apee whesr @l]]l e increined fo =
maacs per bushed Srisg & oopnre, tnw sxshiegr aald But —Fr fllsccuni iz
dAnl:veciwn T rovhe Eayre whenr Eo Ede ECOSTH RUEL Bl manan KanrsEn , .I|:|.i.--\_-|.I
sudnt will b oning centn per Susbel, oweparsd Lo 13 nente pravascely, I
alied.

. -
FUET shadrmad G TepdElnes ra%0 pEgters vhat che 341<pa=14 Wobe backesd Khe

wrapk el Lhs sdchandd s canliasr onenboiy ik had memalkl To Ty YR BOTE
Balacns Bebwrea the makess and tabers of daliverios. -

Thit piue wlobdards pee perdfng approwa ]l Lows bhe Teezelitys Fotores Tradlang

it gEg o o RS

Susnda-'z oty war the soceinl anresnt T sheet ERe combasil el ELivarahl
ke. Ay 11 1N sugquas 0l Fadlems o puaeii Efd Talisdsmky

mwer BRaxde majar.

AR T al lirLnEtic meneer Ehres vl SrdaE LI o =pk sk @ min Lees
ialluezies bhal stirrad up reac-coverey @k Lbs Thars ey nethecs wle

fen] bormd thar riker Thres w-aaet du besawirg eing hernd o Frozer &F AEll
tez Cowd or aspesk aed Lboes whip wanled Flsxibhitiby ko blewd losdquelity
wias ko deiivecal-le kEatifases Il oase Earro

sEmar WiembE o oodp

Wameor Lhree snsar ha awel praadards Joc nlnlrgs el melghil s srhes
radinc Nl 2 claniigy v srokEds ksrnzl i mlAne “ aaRN- [ e S
idiet bl maad Bhe "pebesdaal dd o sZill thiere 2 paEsr SR producii] e
tnam ila nha=e unbey fhieds 0 DoDrEl dlifac, =ur kha voabl mpafed [

—~mrbere Ledl Far=ablo watiag oo rhe osu rais

Wiklh bks shangea co ehe sonpgsabeion auamlardas For aumber bhoes wheat -z

sp] avimeulle ataska, Y® ig 1lksly rha ‘PRl wi gl baodle LE, rrrclanlies

and gimrount §F a8 bhiy aluags hava, * wdelbiote 2aid. I 's Juah come.cerably
tens Aihaly To ba duelivered

b
Munt af Che Esposs wheel OFSp GFedess @A e rersed Laa vhear, hu vilkferd @J}
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Cotton Posts Third Swraight Day
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sl i s disas ComRcob g A

T YRR - For e hinl AT LT
{lay. cutham Pz on e e vk it
lchange repistered sipoRs uaing, w9k
rados ditng lecanical faces ipreiasid
to B supply aord demand fueties.

Fulp while wedre’s TeAEnl pehatior
mlghl perpen andmueni AN ysti—whr
e rooiaanndly pomdnd g wareet plHYESE
ol thip Exfdbs oeiEDn :l_q'glln'-:. wnri-wide,

poesuenpdin o the 15 arl. mopiiils
plabal veniides - szcppe Ame appmiach
fhe prrrket witie o frest cxo IR P
anficipation of &0 el ToToveTy Wt
il oot DOl e sl PEONLE JOOF
Sacs i i vhe voanl g gefsan

After miming 3 high ol 45 cunks 4
poiinid, fhe kg hiagedi ronradt usfiied
sl p 5-anemion Tagh of 3543 fembs, (059 el
tzher om |keday That give: R b ankh 5
gm sinee The beginwdig o b wanT

Fon LAWEIE, Sinior Y s ol
jovesLents Wk Prodepkiat  decoriibes
e, Im Wama Wl il peestlors
whicliier Tarzpers will ghand us tauch ek
pet senson Weanse they g gt Dl Ut
welves wobh no credits and b S A -
ance. He oraiasate ksl DECulEse af st
fracalent episoudes, harls @0 tigrning
i leling. .

ppcpupe Chasksh g0 furdod th ¥
pirt, SEY gre e ey el knd 10 e
any iy wil el sy 7 eal slove BT
yhapl,” M Lawod b lmard, Loyl

Cotton Futures
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alani rbeTabes 1k nks are T Euing o
lend aoy IRAFT W dIERoaE 0 prrlice 1
prodund wifli & sellisE grce 41F% below 142
T, pxpeciully tiecause Ueoy el
Eaee morey bl e

tn widition, wih (R iEsrpEo: (eEnga-

W einasOmy, Jﬂ'l_an g, 2002

of Strong Gains

s alsy hesinst 1o ponbipye WTLmE
chaeie [ farmers with Eailed ol EROS,
4= they lve i e sl [linee Years, farm
cre wili e faced Wil w1 cmangh T
grauroes on even by thedr s=edt.

Tiased ror. hai, M1, Laean zajd e E-
..-e.-:uum%mm o fhe plambed g e
s e ThE 5 sepspn. Wik be il
st twade pavers might be flral iy LTI
fheiy bnks no tee bear tazk andl jeming
il s, heTs neliave fhe ool e
s d MR TR & e atricily driven

matinns an priee charts, of : -
pzed snid Ghey cam’t ve jestifled by e
sigapiy dean sy ploldTe. = il 1l b e

o 1 o Enoioet Ihast e gverpminsd
righd nar” BAE Breidd galdd "M afe ok
ply Ui g Lhay'e lorcing & Tkl
jasw and b sENE poied 1P foTR will
fall apert 2 fursdaimerials are ot ol lme”

1a pdnpr commdiny markets:

BB AR Wil sughr Potiles o A
oop ot bigh as Spocikalers and ol
irretirs huuphe, amid HED cpopkles fDom
Grapl and of Bunigean while SUEar “The
NEarch crmltact i reteed 008 eend 1o TH
orils & peeand :

LEMURE: Fulures 1zl 1bels dadly
Lami al The Pl Mopmoille Exclange,
2z gpeead tradlag hosped 113 (a2 maliet
(gt by siops, or mregliesd piFcha
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g 5.6 10§53, TR B shosamd board fest,
nang eatliar helh Up try $H.
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Weather, Supply Talk Sink Erudé
Beam HISE Again; Silver Cools Off

iTE[IJI'IIIS-

il clnsed lower on Tuesdiy
e emcpiesafol
Mortheast [
such 2 heating oil welgh-

ot et
ports iasighe,

huﬂmﬁfmﬁmﬁwn-ﬂv;ﬂ-
ing, soybean prices comtinued to
firmup after last week's life-of-con-
tract lowe. Slver prices eased inEne
with solter lesse rates.

Febnaary crode ol fell 23 cents to
42025 a harsel. Heating of fell 0.37
cent to 5683 cents a gallon. Gaso-
licve bowt 1L 35 it s 650,00 i,

Whhmﬂm forecasts showing a

recend financial and politcal’ -
moil i Argentis continued twhang
aver grain markes, The & i
i incladed a neerly 0% pesg
valumtion b chespen exports,
ibsa hass paralyzed grain due
to confission in farming
sl Enancing eircles. TR
Argenting is among the top, five
Hmﬁ. VS prices have
climbed I.hl'l'l.ﬂ'ﬂ'rﬂ-ll-ﬂl'l‘hpﬂ
:]'Nmnruwrl-ud.mpcﬂu‘:-
rurm o the U5, for su -
Ea far, oo blg swi af epart
ﬂduhﬁl‘lﬂn expart-
ers of The 1.5 Agriculbare Depart-
mmﬂu:lhwuutﬂtm-mrhu
nied stresgth on sach talk-afer

tresd, traders H']Jmprinﬂ\l!r!bnmtulm aslmd-

uw]]uh g? sustainedral-
by, Mlhnn&m!h&'ﬂm fuels
like diese] and heating ol bailt
bt wet to b wsed during the mi
winter, remained bearish
W srill bave a diffcullt time see-
Hﬂm"“*f““_‘ﬂ:””
time W cam
draw down distillate levertories,”
suid Peter Beutel, president of Cam-
Fﬂ‘nﬁmh‘l “
cF.
Yoy e wedly Amtiea
Petroleurn Lnssnute ofll5
distillage ssocks IFventories wis ex-
pected to show a miodest reduction
of L05 million barrels Lt week
Crude oil socks wers farezast to
show s decline of L3 milSon barrels,
and gasoling socks wene [opecist o
have risen 125 eillion barreds.
Wﬂﬂtﬂ'knﬂnﬂﬂmﬁ.hﬂﬂﬂ
m the !'ll:rl"ﬂ'l

mm&ﬁdﬂj ilantic io rise

lmldm'mm“rhﬂmnnr
mal an Wednesday and 615 de-
grees shove norensl Thursday, then

es above Friday
pnd 36

Atthe Chicago Board e the

Tor wary last week of rain in
ﬁﬂmﬂmmﬁmﬁﬂﬁ
ped.

March soybeans rose 4 1/4-cents
b $4.25 & bushe], and 8arch sdy-
bear oil rose 013 cesit & [
dac mﬂlhm-ii:;[fﬁl'-m

t t B
bu- ,asestch from Arpesting

rowing or leese rates far the physt-
cal mﬂ.lhubnd-rd from hfomday's
spike. E‘u'tm&nh:rfurmﬂnm
still at their tghtest levels |
the market was loath to uql:i

warcityabates, )

sibver fell 2.7 cents mH.H
m aince after erding as high as
§4.69, lta bl ghest bevel simoe Dot 8.

“Ir cam# in & bit tighter, bstthe

markes stemed to be somewhat
capped,” said James Pogods,  vice
presidnt of precious metals L0

tnabout 25%, deem from Mooday's
307, Maomday's rabe was the tightest
in four vears.

G
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c7  olloile=
LME puts silver

contract on hold

By Rechin Siogh i
Desplte a  histery of
moge than 100 yesrs, the

‘g mote of &tk ol sacmss

Jof thir LME contract]”

Thi mam focas of sileer
trading In London remdln
thie oyver-thegounter builion
markel, wilh siiver Folares
tradimy cenlred an New
York's Coopex

hemurding be My Hesds, I
& difflcult s say saaclly
why ihe coniract coukint
adbrach Tuubdicy.

“Ligality has always
besn & chickem-andegg situ-
aties. Aliracting it is dilli-
cult,” hie aedded

Foms Momman, diresior ab
TheBulllonDesk Com, sakd
the idea of bavieg a siiver
oordrest ahmgside Dass mei-
als bad fadled

=T cuneepl [of having a
siiver conlract ] was basad on
the prestise thad = lot ol
base melals iraders trade
in steer &= well,” Mo Hor
man aid “Ful that proeed
i e wrong, 48 they coulds
Eave amy critlcal mass io
iruds in ib”

Mr Forinen sad tho cone
tract @ond @ chanee of sur-
viving il B was repeckoped
“lg another now mediam,
perhajns oaline”.

The LME notee sad 8he
rxrdusge would covllmme o
keep Lthe shlver copirsst
onder meview, either e

- currenl form or o & mod-

find fofm.

(oudlf
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(1.5, Delays for Year Rule About Poultry Products

WASHINGTON (AP)=The povem-
mintis giving poaliry profesects anibar
year i start disclosing the waber condent
ol raw chicken sold in supermariets.

Processams were sapposed
by borday bl had asked the Agriodiure
Department to delny the mues or teo
woare. “Ve Fell that givimg them a mne-
year postpomement would
clemnt timee t0 prepare for implementation
of the pule,” sgid Caryn Long, & spokrs-
woman for lhe Agriculbers Degariment’s
Foed Balely amd Isspeciion Service,

Unedier the roles, processors will be
required Lo show Lhal any added waler

teria growlh.

o comply

ive Thean sulfi-

15 & corsequenee of anlibacterial treat-
ment. Slaugkersd chickens and - o
tieely chilled In codd waler Lo slop bae-

The catide and hog indusiries, slpug-
giimp 1o regain markel ehare ksl to
chichen products, have argusd that 11 le
wnlalr bor poultry i ke sold with up to
% added waier wekghl whes beef and | |
perk 6 hawe any, Cattle and hog cap- |0
ciasess are chilled in reezers,

& Tedergl Jusfge ruled 1m 1997 that
ibose stnmdards were unfair and oc-
dered the Agriculure Department to
ok Up with the mew rubes.

Wws3

Fed Sees Late

Officials Say Contraction
" Could Last  Longer;
Rates May Fall Further

By Gres 12
MWBITHHNILMJ““IL

WASHINGTON — Foderal Bessrve offi-
¢ials appear b be bess optimistic about eod-
pomic recovery than many privale ana-
mmmmmammﬂmmum
remaln kow for 1 while or even fall agwin.

o] Baliewe Tetovery il ot arousd
w2082 —a few months later Usan the me-
dian forerast predicts.” Aoibesy San-
tomero, president of the Fedrral Reserve
Bank of Plsladeistia, sald in a speech, He
was e of Bive Fad nfficials i gpeak so far
this week. Thelr commenls, while mont up-
ieal am they have been Sor mooils, Sug:
st ey are |ess impreised wilh the run of
pasltive eromcmic reports, ranging-from
capilal-goods prders o home sales, than pe-
wile forecasters and Imvesines.

M. Sasitomern, fur exasple, said il may

pilogloT-
r Recovery Than

take longer thin expsecind for companies @
rebuild imwenitaries, somethlag ‘oplisnisilc
analysts are counting oo bo generate bigher
production &nd &n imisinent pecevery. e
said consumer speoding, though restilent
so far, could retresch if big byolls persist.

AWan Steeet Journal poll of 4 orecast-
15 [oumd that teolbinds pxpecl the ston-
mhwmmmn{mﬂﬂ.lﬂﬂ-
st all expect growil im the nest guartes.

fut Fed officials see mare rigks, Rlch:
i Ped Pregident Allred Broaddus said
1 3 speech that while the consensa fore:
enst i5 “the mwst probable cutome .. |
{hink there's & good chisnee that 2 seon:
amy may be at least & little sofier than L
cansenses over the nexl year or 50”7 He
cliisd the risk el costisued weak profits
il ho'id btk business iestment. O Man-
day, Alkanta Fd President Jac Guymm subd
the mm}ﬂ"‘dﬂﬂ;‘ﬂ]ﬂma'h
andthar goarier or two,” WRIH e ciled 209

suE, Bl Am anpsal rake.
The comments kave promgiled Tvesiors

(one]

Analysts _

im e s eearkels toralse D odds thal
the Frd will cul Tates agsin at its Jan. -0
mecting, Tut jmvestors stil put the chances
a omly 3 —meaning mosl investors still
ihink Ehe Fedhas finished easing. The Fed's
Sedersl bunds bargel rale now slands af
1.75%. The mprkels als ses e Fed sior
ing to rabse raes by Jusb. Fed cifidzle
shrered clear of what they eapecied do 90
with inierest A0S,

‘The mesl imporian WOEe oo manebary
policy  helonps o Chaimman  Alan
Greenspan, who has speeches irircduled
bolh fomerrow and Friday. His seech on
the ercecany |m San Frascisc o Friday
pikety will make up rvestors’ fnlnds ghoal
Ui prber direction of Tates.

Tam ulker oftlcials whe nvariakdy woe
with br, (recrispan op rale decisions gare
thelr mest upbest remarks in a ehile. bol
{rmprentd thowe remarks with warmnIrgsihal
i s hn oo L Sy 4 v ey s B bt
. “Eranomic dats have changed flrum

parters alter p speech in (Zemewa, bul I 15
tawve arly b say whal the conleurs of theture-
around o the US. are lkely bo be” New
Turk Fed Pressdent William beDonoagh,
flso speaking in Burupe, Biid erodcmic
datz are mized, whish |5 “lypical when
weii"Te getting near b the bollom, ot aTé at
the bodtoan,” bl il isn'l clear the worst of

b cirwniurn hos pagsed. m.?.

Prospe 5{)\‘
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(tocknua .. )

The cawtiows culloeks of Mr, Brosddus
and Mr. Santomern are polaworiby beeise
barthy have beruded Bo be o the meee hawkish
wing of e Faid's policy-reaking comamilies,
thal &, wwing more risk of laton than
their solleaguis, Sill, w@ution on the econ-
ooy doesn'T pecessarily rasslale o S
et Tior bowrer rabes. [odenest rubes dre now af
An excegdionalty ko bavel and some Fed of -
¢lals werry thad kaving Ehem Lhere boo
ol fued Infalion. M. Sasiomens
ihar during “wransition” periods such as the
presest, Fed alficlals hed o be sspecislly
mimdiul of the long lags between rale culs
and the imgac on the ecopomy, “so caation
st beihe waichword |2 the mandhs akead.”

At this January’s Fed meeilng, the an-
nisi] relslbn amoag regonal Frd presi:

Wedneschay, Jarwary 0, 2002
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Washing

ton whisp

ers leave

O’Neill looking vulnerable

Speculation is mounting ovar | reasury secretany's fuluie

f Washinglen, whispere
et =izy whlipees Tor
lrmp. rapmcally whes ey
fEEalve aomesae's  CEDEET.
Zolte ware ammeriicns Chad
#ifpeona tmoon L way i
e, or oul, caa QUEELY bl
o & deadening pliei
The man in Uk otho
chambey 5% the atart of L g
ags] year of the sdmoesdc el
af Ceprge W, Bush = Fanl
(¥ Hgill. Treasury secretary.
Throupbsat iba hollday
sk, Washinglon wis &I
with speculaifan - ol & &
pomilive @I - abnul P
O Hll' s Tuburs, He hoxa porscT
ful erlihes in Washinghcn - in
Congress and -#vem i3 Ehe
pidmbryied b
Win hably & speaking Bo
mird on whal was dnving e
dellar, iha effieacy of lnlemas-
tloeal Maancls]l eopperaiion
ard the felly of fsoal drosand
marapemanl miled financal
markess. Eremfiled hia OF
peirirrparis s g back
le mmong hid Repabiican

uiloegues.

Mr OrNedl wes sl Tedped
eithed by w Bacl & clarity
within Uhe @fmeinissraion
abarst wh beld he peins of
weaninic palicymaking.

Lawrepcs  Lindses, MHr
Higph's  coossmbe  glviesr,
permod kst 16 Ul resksl
politiealy mad parsorally. Sev
il lhmea o ywdf, U8 Tres
gy wan Ireced 1o iSsksl Bal
fi. rother i (B2 Whiks
Hoase, was  charge of poliay
an labernalionad senncamicd
Urdorlunately, (ke clurifics
Lz Pretped ooy b mudily e
FHTTET ]

Bail mane of This seemed g
oy U averLheertal former
el wxsculive of Aloss, the
ahemninies prodkiE.

An fhe yeir ware on, he
Loised o soma of Bl o
pavlable remarks, AdEE (B
Fagely of Sepirmbaf 10, b
galmed caniidieribls pralss
froemy enllenpues e Ui U5 aoed
abaad lar bin Bandling of Lhe
cofapiex Seroe of eekwcing
inugher . fizanchal  aciben

mat ireroriiti

Mot i ke lBst mesl® che
pafitical  conlext of Mr
[rpelll's appanenl sbiorboom:
inge hm chesged When his
criliss =eie msly cwrency
eoorurnints snd Dosos mles
pers Of snerging marked scons
e, i divl ot s Lo e bee
mueh. Bub recemily be has
e ] P cardinal sin of
il=nating ihe ceaosmuvelivd
tase of @ Fapuhlican @AY,

In Deiotesr, when the Hous

writes Gerard Baker

o

Panal Tk o dipie] Smmasrvy by Mopndadoian by calirg e vl pack g ilww Buninans” Oty Sy

of Eapressntatives paiicd @
highly partisan (11
SepLimlar B scanamic slimiu
lug pmcksgn of tax cets fo
boziness aud higherinooae
Amaricing, Mr DrRaill ds
mbsid B A5 UEnow i

Baogpuhisaire weie wrirapsl
The Tressary seenddsry had
already Erilaked sorms willin
his own parly With s ol
wapport For M Bak's §1 5500
tun eul In Jums. TR #weT
repuris of delegwlani f
Eapralillioan eongrecenss fre-
pasksg %o march up o Uk
Whitn Hmise and resquest Hr
OrHsilTe mensval.

Hiad!eranilng 'Wivie Wiz
oificias have e Ciceal @
privals bt &hat Chey pee m
Mr (T Heill's dificlenmes, &
manih age, mme e Spoula
Bing Uhat® hli dusdissars weme
oy baitg Wned up

Ta comseragibees. the dyi-
function # Treasory gows
toyond Lie easvary. Thers &
alis erilic s id Peser Flahar, &
pemserat and fomes Mew
Fork Faderal Beserse officol,
who was apgpointed by Mr
Bach to fake choarpe of dofid
vie daarksl poliary. Johm Ty
i, 188 mespeckad msdEEry
sl =t whn hewl misind
tienall policy. bas bedn Tam
weredl for B haadieg of Us

Mnancial croe @ ArgrnBex

Tha Free Congress Founda
i, & consacvallve think
ank, coprelind its members
pasi Befare Chrlsimas and
offered 3 preding of Br Busk's
cabimet in ke (st yoear. Thers
warn A3 for Donald Remelehl
ke dofenee secrekary, aed
Dick Cheney, the wico-paiil-
fend, i B for John Ashensll Gk
bha Juslice: thepartment; u C far
fha pamphed piislyy @il aberafoe
Orlin PPowall G0 ihe Siaka
depariment msal & #AIg O
fer Mr 01N

r OHalll alirscl
crillcism frem s
chmservailres D30

The suspiciom thai Tressury
iy have been overrulsd e
than ik by b Whilo o
s dammaging aod enme heleve
I b o baedt va, sl been
imagnified by, a l=ck of angugs:
ek @ ihe pard e THLery
some big slermatlonad
bisiei = such s Angenlisa
Br FMedll had Finiiee]
absde (Be fray, apparestly
refuizank Lo be drads o The
Nighilng scvand ben. Bul there
afe slpra Ehab dhe Treasurp
maghi e siariiag to agesd Op
palitedy n He own Sedano:
Befoas Chrwimas, whes &
favedpatde arigle apoul Mr

ireill appearsd in Ehe el
fial papee of e W

Prab. s Treasuwry oilicial
gaickly drew i &= the §En
Ltarn of BEOEELE s lirS

Aped il sheould nod B MeEgDs
pen ibak Wir OFMalll B powor
Fab allke. 1506 blpgral 1pensr
s Mr Chaney, the sminmee
i of the By 'Whics Home,
whe worksl withs Mr O'Head L
e Ford adeinlsiracon

Cipse o e adminess 19 Alas
Cricnspan, chalzman of 1he
Findiral Reserve, =Faul OFHeT0
gayd whal be bediswed” Mr
Girernapan Sald yederdus. “He
dersn't perarly coprded B
worihwhile wiffileg stabemenld
so Lbal Ukey Fal wilhin the
el ety oorioc ares.”

And Br Oelll himesl
poinksd this w4ek to LR
gauree of his jpesl humour
=well, pres ko, | have a roe-
pin ol clomts. Tial st fmpr
japk clienl i Ula poegicos? &f
e Dniled Siates” b pald oa
MBI Mevf the Fegas lasi Sun-
day. ~As lorg w3 Shey comilhoe
b bell me Elmel Sheyre hagyy
with what T'm Soisg ..
geing o b0 here 4o help bhem
and T peart. of Ulr 1esm.”

Gl

.[m
|
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Wm:zlu:
Feuters Limibsd 20623,

Tuwuday, Janssry &, 1003

URA: WOBT wores T diog Bo. 3 whast far f:]:!.:ﬂ:*'lt procks.

MABSAE ©1TY, Jam. & (Begtera] - Kansas Chry Board of Tracs AFetcrs os Tessday
vated Bs reseve lower qualicy nunbsr thies grade hard rved winter wheal from
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SEC Wamms Carter Legislatise Chisf, Harlan Chief Spokeswoman

Washington, Jan. 8 (Bloomberg] == The Securities and Eachange
Commizsion®s acting legislative chief, Casey Carter, was named to
the post on a permanent basis today, and former Senate Banking
Committes aide Christi Harlan was appointed chief SEC spokeswoman,

They will work with SEC Chairman Harvey Pitt, whose immediate
taszks Lncluding facing questions from Cengress and the news media
about possible changea in U.5. scecounting policies following Enron
Cotp.'s collapse.

Carter, 38, amnd Harlan, 44, will report to Brian Gross, Lhe
SEC"s communications director. Harlan and Gross worked for Senator
Phil Gramm, a Texas Aepublican, when he was Senate Banking
Committes chalrman.

Carter, who has been with the S5EC since 1999, worked in
legialative affairs for the Comphbroller of the Currency and the
Fesalution Trust Corp.

Harlan most recently was in charge of external affairs at the
Federal Emprgency Management Agency. She also has werked as a
reporter for several newspapers, including the Wall Strest
Journal .

The SEC is inwvestigatlng Encon and its auditor, Arthur
Andersen LLC, after the energy trader filed the largest Chapter 11
Bankruptcy ever and admitted to overstating eacnings by 3600
millicn,

--Weil Roland in Washington (202} €24=1868 or
necland@bloomberg.net  /ba '
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MNickoloff, Peter

From: Carlaton, Momman

Sent: Thursday, January 10, 2002 11:55 A

To: Bair, Shella; Berardl, Steve; Bitsberger, Tirmoihy,; Eichnes, Matthew, Gabilondo, Jose: Gross,
Jared; Hammes, Viva, Losi Sanalamarana (E-mail); Nickaloff, Peter; Nowvey, Michael,
Piefrangeli, Fred, Roseboro, Brian; Schuithelss, Heldilynne, Whakey, Jean; Wisdman, Mark

Subject: Oz Bush: Waorried By Lost Penssans in Bankrupicies

January 10, 2002

Bush: Worried By Lost Pensions In Bankruptcies

WASHINGTON -- President George W. Bush said Thursday that he wants to see a thorough
investigation into the sudden collapse of Enron (ENE) and has ordered a review of the U.S. laws
goverming pensions.

On other matters, Bush also wared |ran not fo thwart U.5. efforts in the war on terrorism and he
specifically warned Tehran not to harbor "al-Qaida murderers."

Speaking in a hastily arranged event in the Oval Office, the president made his comments as the
political heat mounted over Enron's collapse. The company and its head, Kenneth Lay, have a record
of making large political contributions to Bush. Bush acknowledged this by calling Lay "a supporar”
Enron has also backed Democratic candidates.

Flanked by some of his top economic advisers, Bush said, "One of the things that we are deeply
concerned about is that there has been a wave of bankruptcies that have caused workers to lose
their pensions and that is deeply troubling to me.”

“S0 | have asked the secretary of treasury, secretary of labor, secretary of commerce to convene a
working group to analyze pension rules and regulations to look into the effects of the current law on
hard-working Americans,” Bush said.

Specifically, Bush said the group will lock at ways to prevent workers from losing their life savings if
their companias go belly up.

On top of this, Bush said he was asking the Treasury, the Federal Reserve, the Securities and
Exchange Commission and the Commodities Futures and Trading Commission to convene a working
group look at corporate disclosure rules and regulations.

Bush said he was ordering thase actions "in light of the most recent bankruptcy, Enron,”

"There needs to be a full review” of the events at Enron, Bush added.

Bush said he was particulary disturbed by reports that workers at Enron who held Enron stock in their
401K plans were prevented from selling their shares as the company collapsed,
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White House spokesman Ari Fleischer called the collapse of Enron a “wake-up call.”

Bush said the two working groups would complement the criminal investigation into Enron's dealings
that have been started by the Justice Depariment.

Bush said he hadn't met with Enron's Lay personally but Lay did come to the White House early in
Bush's term as part of a delegation of businessmen who discussed the economy. Bush said former
Texas Governor Ann Richards, a Democrat, named Lay the head of Texas's Gavernor's Bu sinass
Council and Bush allowad him to stay on in that position.

Despite the political backing Lay gave to Bush, the president said he wanted to see the govemment
“fully investigate issues such as the Enron bankruptcy.”

On Iran, Bush reacted to reports that Iran may be sheltering small groups of al-Qaida fighters in
Afghanistan's lawless western provinces with 2 waming.

“First of all, Iran must be a contributor in the war on terror,” Bush said.

He vowed once again to uphold his doctrine "either you are with us or against us.”

“Any nation that thwarts our ability to fight terror will be held to account one way or another. We had
some positive signals early in our war on terror. We would hope that they would continue to be &
positive force in helping us bring people to justice. We would hope, for example, they wouldn't allow
al-Qaida murderers to hide in their country. We would hope that if that would be the case, if somecne
tries to flee into lran, they would hand them over to us,” Bush said.

Bush also warned Iran against trying to undermine the autharty of the newly formed Afghan
government in Kabul and urged Tehran to cooperate with Kabul.

“If they try in any way shape or form, try to destabilize the government, the coalition will deal with
them, you know, in diplomatic ways, initially,” Bush said.

Bush expressed the view that a stable Afghanistan was in Tehran's interests in any case.

On a related issue, Bush said that he suspected a shipload of weapons that was intercepted by
Israeli commandos likely had been bound for the Palestinian Authority. Bush said it was time for
Palestinian leader Yasser Arafat to prove he is a man of peace and to renounce termorism onca and
for all,

-By Alex Keto, Dow Jones Newswires; 202-862-8256; Alex.Keto@dowjones.com
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I'v«lii:lu::tllz'.-f'l‘i Peter

Fram: Carlaton, Morman
Sant: Thursday, January 10, 2002 11:57 AM
To: Bair, Shella, Berardy, Steve; Bitsberger, Tirmothy; Eichner, Matthew; Gabilondo, Jose; Gross,

Jared; Hammer, Vive; Lor Sanatamarena (E-meil); Mickalaff, Peter; Novey, Michesl;
Pietrangeali, Fred; Rosebaro, Brian; Schultheiss, Heidilynna; Whaley, Jean; Wiadman, Mark
Subject: AP: Bush Orders Treasury To Eye Pension, 401K Rulas - Sources

January 10, 2002

Bush Orders Treasury To Eye Pension, 401K Rules - Sources

WASHINGTON [(AP)--U.5. President George W. Bush, in a follow-up to the criminal investigation of
Enron Corp. {(EME]), has ordered the Treasury Depariment to review rules regulating company
pension and 401(k) plans, The Associated Press has leamed.

Administration sources, speaking on condition of anonymity, said Bush would announce the action
Thursday in the Oval Office, in part to inoculate himself politically from the bankruptey of the Texas-
based energy company that has ties to Bush and administration officials.

The Justice Depariment announced Wednesday it has begun a criminal investigation of the bankrupt
energy company, whose collapse caused many employees to lose their life's savings.

The Justice Department is forming a national task force to look into the company's dealings. The
group will be headed by lawyers at the department's criminal division and include prosecutors in
Houston, San Francisco, New York and several other cities, said a Justice Department official,
spaaking on condition of anonymity.

As a follow-up, Treasury Secretary Paul O'Neill will head a review of laws and regulations to
determine if they can be tightened to protect worker pansion plans. A senior official involved in
discussions on the issue said the Justice Department will determine whether Enron broke any laws

and the Treasury Department will study whether Enron's conduct, although potentially legal, exposed
loopholes in the system.

Enron's chairman and chief executive, Kenneth L. Lay, is a political ally of Bush's. He and other
Enron officials met six times with Vice Prasident Dick Cheney or his aides last year, before and after
the release of the administration’s energy plan,

Lay and his company have been leading conlributors to Bush as well as to a long list of Democratic
and Republican candidates.

The Center for Public Integrity, a nonpartisan watchdog agency in Washington, says Enron's
executives contributed nearly $800,000 to Bush, members of Congress and the two national political
parties from 1989 to 2001.

A senior Bush adviser said the president wants to protect workers' pensions, His political team, the
adviser said, is womied that the administration could face intense criticism for its association with Lay
and Enron as hearings heat up on Capitol Hill.
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Hll:knlnﬂi Peter

e ——— ]
Fram: Carlelon, Marman
Sant: Thursday, January 10, 2002 12:07 PM
To: Bair, Sheila; Berardi, Steve; Bitsberger, Timathy; Eichner, Matihew, Gabilondo, Jose, Gross,

Jared: Hammer, Viva: Lofl Sanatamorens (E-mail); Nickoloff, Pedar; Movey, Michael,
Pietrangeli, Fred, Roseboro, Brian; Schultheiss, Haidilynne; Whaley, Jean; Wiedman, Mark

Subject Bloomberg: Bush Task Force to Study Disclosure Rulas After Enron
B0 11:18

Bush Task Force to Study Disclosure Rules After Enron (Update2)
By David Marris

Washington, Jan. 10 (Bloomberg) -- President George W. Bush said he ordered Treasury Secretary Paul O'Neill and otfwer
officials to review the adequacy of corperate dsclosure rules after Enron Conp."s bankrupley,

“*In light of the most recent bankrugley, Enron, there needs to be a full review of disclosure rules o make sure the
American stockholder, or any stockhalder, is prolected,™ Bush said,

The review marks Bush's first official public act in response to Enron's financial collapse. Multiple investigations of
Houwston- based Enson, ncluding a criminal probe by the Justice Department, carry political risks for the president who was
close to Enran Chairman Kenneth Lay, a large contributor to Bush's political campaigns.

The White Howse released a lelter Tuesday saying Enron regresentalives met with Vice President Dick Cheney's anergy
1ask force six timas in seven monihs lasl year (o 1a2lk abowt energy policy.

Bush, the former Texas governor, said he hasn't talked with Lay about Enron's financial troubles and most recenily saw
the Enron chief last spring at a literacy fundraiser held by the president’s mothar, former First Lady Barbara Bush.

Mest Egas

The disclosure-rule task force, including ©'Neil and Commerce Secretary Donald Evans, should look info ways to protect
pensionars from losing ther nest eggs if their employer goes out of business, Bush said.

Enron, which was the biggest enesgy trader, said on Nov. B that profits had been inflated by 3585 milion since 1987
because of accounting errors. After (he reslatement, Enron shares plunged about 58 pereant, 1o as little a8 25 cents.
before the company on Dec. 2 filed the biggest U3, bankruplcy case aver.

Enron's restatemant involved transactons with partnerships and affiliaies, some of which were $&t up by Enron officials.
The Securilies and Exchange Commission i inveshgaling whether Enron adequately disclosed mformaltion about
parinerships and affilalas, and whether its auditor, Arthur Andersen, acted properdy in is reviews of Enron's books.

The Justice Depariment yesterday said it had established a task forge of prosecutors to conduct a eriminal investigation of
the events surrcunding Enron's collapse, Six congressional commitiees are conducling investigations of Enron’s fall and
the impact an 401 (k) retirement accounts, which held much of employees' retirement savings in Enfan stock,

Farmer CEQ

Some of the investigative focus i on what former Enron Chief Executive Officer Jeffrey Skiling knew about parinerships
that allowed Enron 1o shift debt off the company books, Skilling has denied having detailed knowledge of the parinerships.

Skilling's spokeswoman Judy Leon said today the former Enren CEQ would cooperale fully with the Justice Department
prabe and ““welcomes any inguiry aimed af clearing the air and finding out what really happened at Enron.”

Leon sald Skilling already had cooperated with inquirkes by the SEC and Congress. "Whan the facls are in, we expect he
will be vindicated,” Leon said.
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SEC Chairman Harvey Pitl, who has been in office about five months, already has promised a comprehensive review of
rules about corporate disclosures of finamcial informalion, Pill has said he wants to estabésh a system where companses
make mora-frequent disclosures to investors and describe more clearly importanl faclors for their business praspecis.

Enron siock, which traded for as moch $80.75 in Auguat 2000, fell 10 cants fo 69 cants in laie marming rading.
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Nickoloff, Peter

From: Carleton, Morman
Sent: Thursday, January 10, 2002 1214 PM
Ta: Bair. Sheila: Berardi, Steve; Bilsberger, Timothy, Eichner, Malihew, Gabilonda, Jose, Gross,

Jared, Hammer, Viva, Lorl Sanatamorena (E-meail); Mickoloff, Peter; Novey, Michael,
Pietrangedi, Fred; Rosebora, Brian; Schultheiss, Heidilyane; Whaley, Jean, Wiedman, Mark

Subject: Bloomberg Column: Enron Broadoand Trading Losses Grew as Company Touted Success
gD 03

Enron Broadband Trading Losses Grew as Company Touted Success

By Loren Stefly

Houston, Jan. 10 (Bloomberg) -- Dixie Yeck landed Enron Corp s first contract o trade space on high-spead phone linas,
a milestane In the company's plan to tum fiber-cotic bandwidth inte 8 commodity to be bought and sold Bke electricity and
reatusral gas,

Her basses odd Yeck her December 129909 agreement with Global Crossing Litd. was a step toward realizing Enron's goal of
dominating a market thal company execulivis projecied would grow to S500 bilon in 2005 becawse of the explosion of the
Intermet.

"' Enron wanted to be the biggest buyer and seller of bandwidth,” said Yeack, 36, who was in charge of finding
telecomamunications companies i the midwestern LS, that wanted 1o sell network capacity and businesses that wanted to
buy it. " Thay got you 50 pumped up, you just had to believe them ™

Yeck's dream faded in less than 3 year as Inlemeat companies went ourl of business and those that remained had mone
fiar-optic neteark space than they needed, Yeck said many of her 1,500 co- workers al Enron Broadband Sendices had
50 litte to do that they spent hours each day surfing the Internat.

“The wnale market had sieried to dry up,” Yeck said. *'| knew EBS was going under.”

Yeck said she listened in disbelief in Janeary 2001 to &an Intemet broadcast i which Enron execulives told investors the
company's broadband busmess was booming. Chairman Kenneth Lay said the division had reached the “critical mass” i
neaded. Then-President Jeffrey Skilling touted ™ enormous growth prospects” for the business. The broadband division, he
gaid in an interview two months lates, was worth 536 billion, or 240 a shara, at a time whan Enron's stock traded at 570,

"My experience did nol match whal was beng presented,” said Yeck, who quil her job in October, legs than two maonths
before Enran fed the argest Chapier 11 bankruptey in ULE. history.

Suspect Profits

Even as market prices for bandwadib tumbled in 2000, Enron Broadband recorded gaing on its income statement from
equity imestrments in other companies, darivalive instrumeants and sales of fiber-oplic cable amang Enron-affiised
partnerships. Sains from those sales accounied for 20 percent of the division's pratax profit last year.

“There's semething not rght about that,” said Ron Banaszek, director of bandwidth trading for Tradition Financial
Services, an over-lhe-counler commodities broker in Stamford, Connecticut. *"Prices have been eroding. If there was that
kind of maney 1o be made, | think ol (brosd@and) companss would De making a kot of menniey rght noe™

Surge of Losses

When Enron restated earnings for the past four and a half years in Movember, the axtant of the financial distortions
becarne clear, The broadband divisson's 360 million year-end loss ballooned 1o 3357 milon by the thind quarter of 2001,
and restructering a derivative investment resulfted in negative revenue of 3125 million, according bo stalements Red wilh
the LLS. Securities and Exchange Commission,

""The broadband deal was tha beginning of the end,” said Ogan Kose, a crude-oil trader who was one of 4,500 Houston
empboyess Enron fired in December. instead of writimg # off, they continued fo carry it."

£l
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Enron anfared tha 19305 as a Houslon-bazed pipeline operator and ransformed isell inlo the dominant trader of matusal
gas futures, confrolling 2s much as 30 percent of the gas fulwes contracls Iraded on the Mew York Mercantile Exchange,
The cormpany repeated thal seccess o markels Tor rading electricily and wealher dervatives.

Skilling promised investors, Including 1hose at the meeting last January, thal Enson would deliver 20 percent o 30 percent
profit growth annually by apolying fhe same sirategy bo new markets. Enron began trading in medals, lumber and
broadband and set up companies such as Mew Power Holdings Conp. and Azurix Corp. to tap deragulated alectricity
miarkets and buy and sell waler,

Tall af Failuris

kane af the ventures generated the profits that fliowed from Enron's early trading businesses. By tha third quarter of 2001,
gas, power and weather frading generated 3717 milion in pretax profit, Losses from other operations lopped $1.4 billion,

“We made millions, and they just kept putling it inko the next busingss hoping it would be the next big thing,” sakd Tom
Cronohoe, an Encon natural gas trader who was fired in December. 7 Azurix was a flop. Broadband was 2 flop. Any ane of
thirm we probably couldve absoroed, but it was just one after the other.”

For 8 while, Enron endured the losses by shifting debt and asseis off is books using parinerships capitalized by the
company's shares, which rose B7 percent last year. Many of the parlnerships were sel up By Tormer Chiel Financial Officer
Ardrew Fastow, who made 530 million running them, according to SEC filings,

Chain Reaction

Whan Enron's shares began falling, the company becarme liable for off-balance-sheal debl, That set off a chain reaction
that cut the company's credil rating, scared off customers and drowe Enron's shares as low as 26 canis. Tha stock’s
chizclion wipeed aul the savings of thousands of emplovess who'd loaded thee 401 (k) retirernent plans with Enron shares.
The SEC, he Jusbos Depactment and Congress are investigating,

Lay, Skifing and Fasiow declingd interview requests. They are named as defendants in more than 40 kewsults filed by
shareholders and employees and are among Enron insiders who sold more than 31 billion of company stock during the

past tree years.

Broadband Strategy

Enrgn set up Ns broadband unit & Intesnet growih was peaking and thousands of companies were creating retail Web
sites, elecironic sxchanges and invenlory management Systems thatl needed (o move data over high-speed lines. Enran
planned 1o make 8 market in accass to the lines, sarving as a middiaman batwsan companies that wanted 1o sall
transmisalon capacity and those that wanted to buy it

Enron also began building a fiber-optic network, spanding $436 million in 2000 alone on 18,000 miles of cable thal il
planmed 10 connes 1o ransmigsion equipment and lease to users.

I ils first condract, the one Yeck signed with Global Crossing, a telephone and datzs nelwork operator, Enron agread bo buy
bandwidth capable of moving data and slreaming video belween Mew York and Los Angeles. Enron planned 1o resell the
bandwidth at a pealil.

“Trig is 'Day One' of a podentially emormous market," Skiling said in a news redease on Des, 2, 198909, 7" The marked
structure for bandwidth is curently inefficient and expensive. We are demonstrating that bandwidth can be traded under
flexible, market-based contract struclures.”

Enron began tramsferring hundreds of employess from other divisions, eventually sssigning 1,500 to its broadband trading
unit. That was maore than ihree limes the number of emplovees Wiliams Communications Group Ine, hired for its
broadband business, which had 33,000 miles of fiber, almos! twice as much as Erran.

Spending Plans

At a Houston swestor conference in Sepdembser 2000, Lay saad Encon had complebed 80 bandhwidih trades. He annoussed
a plan to spand &5 much as $1.95 bilion to basf up Enron’s fiber network and trading oparafions in two (o thrae years.,
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When tech was in favor, all of Wall Street was pushing them o increase their exposure in broadband,” said Tim

Ghriskey, manager of Ghriskey Capital Partners, As a fund manager for Dreyfus Corp. in labe 2000, Ghriskey sold 1.55
million Enron sharas.

Trading bandwidln proved mare difficull Than Irading nalueal gas, For starters, Encon faced stiffer compelition. When the
company began rading gas fubures in 1991, it took years for rivals o follow ils kead.

Action by Rivals

Twio mondhs afler Enron completed its first bandwidth trade, Willams Communications announced it was forming & unit 1o
trade broadband. By the end of 2000, rivals such as Koch Industries Ine. and Dynegy Inc, had et up units o trade
bandwadih,

“When Enron revolutionized the gas industry, they were ahead of the game and they made 3 (ol of money,” said Kyle
“ann, chiaf executive of Entergy-Hoch LP, a joint vaniure between Koch and Mew Oreans utdity Entergy Corp. ™" Then they
took it to the power industry, and they made & kot of money. With bandwidth, once Enron went that way, there were a lol of
other people who did, oo

Even ag more companies Degan selling Bandwidth, congumers and Dusinesses began ordering Newer lelecommunmicalions
services. Industry experts estmate that about 20 percant of the world's fiber is being used.

“ou have such an incredizle surplus of capacity, that there's really net & lot of trading leverage there," Yann sad, "i's
just @ big old hupe excess ™

in March, Enron lost one of its biggest customears. Blockbuster Inc., the world's largest video-siore chain, canceled a 30-
yaar conlract 1o deliver movies-on-demand over Enron's network. Blockbusler spakeswaman Karen Raskopl said al the
Firmue thad The cormpany "~ decided lhere wane planty of afhar carriars aut thare: that were more sophisticated technicalky."
Mew Counting Meathod

¥With contracls drying wp, Enron developed a new melthod for measuring frading volume. Al the January investor
conference, Lay said Enfan completed 300 Tinlermadiation transactions™ the pravious yaar. He nevar defined the term,

and Yeck had never heard it before, It was 8 measure thet broke broadhand confracts down bo thar smallest camponenls
to create a larger number, Yeck said,

ClE e i ook like @ 101 more was happening than there was,” she said, 710 like @ personal compuler maker Saying “we
sold @ million byles,” That's nod much, but it sounds like i€ -"a million, wow,™

Banaszek of Tradilbonal Financial Services and other broadband fraders and conswitants said they aran't familiar with the
term, either.

“'If wias always vary difficult with these guys fo get any specifics in terms of their businesses," said Ghriskey, the formear
Dreyfus fund manager. ' That's one of the reasons we sold all our stock ®

Few Broadband Trades

At a Houston courl hearing on Dec, 7, William Lerach, an atlorney for Amalgamaled Bank, an Endon shaneholider hat
wants o freaze profits Enron executives made from stock sales, said his investgation fownd Enren's broadband unit never
did maare than 20 7 legitimate” transactions.

Maost of Envon's broadband Irades wene so-called daisy chaim deals, with related afffiabes, Lerach said.

Enrcn spokesman Mark Palmer said he has no way to find out how many contracts the broadband division had. He said

e Ivinks intermediabon iransacions represented deals whene wa wene gilhuer the buner or seller of some type of
bandwidih commitment in the fulura.”

Yeck end Kose sad they knew of Enron buying and selling broadband conbracts at no profil to increase trading volume.
Palmer dismissed such claima as the “"talk of disgruntled former employees ™
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Sales to Partnerships

Enren's fmancial slalements show the division was in decline since labe 2000, Revenue of 5162 millian in the third quarter
of that year slippad ta $83 million by the first quariar of 2007 and 516 million by the sacond quarter, Al the same tlime,
pretax losses rose from 20 miBion in the third quarar of 2000 ta 3102 millian by he second gquarter of 2001,

Much of the revenua came from sources ather than frading. Encon derived some of it from investments In comaanies such
s Rhythms Nelconneclions Inc,, a provider of local high-speed networks whose shares rose more than fourfald in the
manth afler it went public = Agril 1999, The company fled for bankmuptcy in August.

Enrcn generated about 20 percent of the 3318 milion gross profit reparted for 2000 from seling a block of féser 1o
partnerships controlled by Fastow, the former CFO.

Recording a Gain

Irv Junie 2000, the parinership, known as LIM2, paid 3100 m#lion -- 530 mition in cash and 570 milion in &an interest-
bearing note — for some of Enron's fiber, accarding to SEC filings. Enron booked a 567 millgn pretax profit from the sale
and received 520 million for operating, maintaning and marketing the fibar.

Enron's profit from the transaction depended on LIM2's ability to find 2 buyer willng 1o pay a higher price for the fiber. In
Decgmber 2000, il Found two, LIM2 50l part of the fiber 1o unnamed " indusiny participants” for 340 million and set up a
"spacial purpose enlity” that bought the rest of the fiber for $113 million, according 1o SEC flings.

Inv six months' fime, tha value of tha fiber, based on Enron’s accounting, rase by 353 million. Banaszek sald even the inltal
E67 million profit seems unlkety because fiser prices fell during most of 2000,

Weck decided 1o quit in Oolober, after being transferred to the trading desk, She said “there was nothing 1o do™ and (e
siaff battled over Iredes in the hope of wissing perormancs bonuses thal made up most of their compeansation.

"It was like a pieca of meat in a pack of wolves,” Yeck said. " They would claw and scratch and do whalever il ook to gel
L

Broadoand Falls

Masrny af Envan's compelitors had already given up on broadband. Koch, which set up a bandwidth trading business in
Sapiamber 2000 under its Koch Investment Growp unit, hed three employees devoled 1o broadband. Aller signing one
conlract, Koch stopped frading in the marke! bacause of lack of demand.

The amound that broadband cost Encon becarme chear in Novernber, affer the company restated eamings to reduce them
by 5585 milkon over the past 4 1/2 years,

The unit took 5277 million in charges for restrucluring, soured egquity imvestments, Wiiling cown excess network egquiprmand
and adjpusiing the vakue of a derivalive imesimant. Enron didn't provide dedails on the derivetive, which resulted in negathe
revenus of 125 million for the quarter, according 1o stelements filed with the SEC.

With bankrupdcy looming, Enron said it would sl its broadband operation, along wih other assets. During a conlerence
call on Newv. 14 o discuss e sale, SKiling's replacemend, Goeg Whalley, told analysls whal Dide Yeck had suspecled a

yaar earlier: " Tha retum for these investments and businesses s dismal,™
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Mickoloff, Peter

 ___________ E—
Fram: Carleton, Morman
Sent: Thaursday, January 10, 2002 12:22 PM
To: Caina, J#; Bair, Sheila; Barardi, Steve; Bilshergar, Timothy, Eichmer, Matthew, Gabilondo,

Jose: Gross, Jarad:; Hammer, Viva: Lor Sanatamorena (E-mail ), Nickoloff, Peter; Novay,
Michaal, Piefrangeli, Fred; Roseboro, Brien, Schultheisa, Heidiynne; Whalay, Jean; Wisdman,
Mark

Subject: FT: Enron's collapse sparks governmeant réwviaw

Enron's collapse sparks government review
By FT.com staff in New York, Peter Spiegel in Washington and Sheila McNulty in Houston
Published: January 10 2002 02:15 | Last Updated: January 10 2002 17:00

gavel

President George W. Bush on Thursday called for a government review into the adequacy of currant
regulations govermning corporate pension funds and disclosure in the wake of Enron’s collapsa, the
largest corporate bankruptey in US history,

Mr Bush also created a task force in which the treasury secretary and commerce secretary will
analyse pension rules and recommend reforms so that employee savings will be better shielded from
employer bankruptcies.

The Treasury department, Securities and Exchange Commission, Federal Reserve and the
Commeodity Futures Trading Commission will carry out the review of corporate disclosure rules in
crder to protect stockholders.

Mr Bush's move follows the US government's launch of a criminal probe into the bankruptey of the
energy frading giant. Enren's bankruptcy in December led to thousands of lay-offs and wiped out
investors and the life savings of some of its employees, as a large part of employee retirement plans
were invested in the company’s own stock.

The criminal probe was welcomed by Enron’s new Washington lawyer, who said it will help
consolidate the various investigations cumently under way.

The criminal inquiry, which will be headed by the Justice Department’s Washington-based criminal
division, will be run by a new task force being set up by the agency, which will include prosecutors in
New York, San Francisco and Houston, whera Enron is based.

Robert Bennett, the prominent Washinglon attorney who was recently retained by Enron to handle
the sundry investigations into the company’s collapse, said on Wednesday the new task force will
centralise requests made of the company.

"It makes it a much maore rational process to be dealing with a primary leader in the investigation,” Mr
Bennett said in an interview. "l wish there were no investigation, but if there were an investigation,
this is the way to do it.”

The Labor Department and the SEC have launched separate civil inquiries into the company's
dealings, and the decision by the Justice Department to launch a full criminal inquiry comes after it
has boan debated within the agency for weeks.
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Mr Bennetl said Enron has set up its own independent investigation committee, headed by a former
head of the SEC's enforcement division, and cautioned that the launch of a criminal investigation
does not necessarily signal any wrongdoing.

“People should keep their powder dry and not rush to judgment here," he said. "Enron wants to get to
the bottom of this as soon as possible.”

Enron is also subject to four major congressional inguiries, and Mr Bennett said he hoped
congressional leaders would consolidate their investigations as the Justice Department has.

In addition to the causes of Enron's collapse, a number of the congressional commitleas have
indicated they will also examing the company’s ties to the Bush administration. Kenneth Lay, Enron
chief executive, is close to Mr Bush, and Enron and its executives donated $114,000 to Mr Bush's
presidential campaign.

Earier this week, the While House disclosed that vice president Dick Cheney and his staff had met
with Enron representatives six times last year, but never discussed the company's financial condition.

Ari Flaischer, White House spokesman, said on Wednesday he was not aware of any other White
House staffers discussing the matter with Enron.
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Nickoloff, Peter

From: Carleton, Norman
Sant: Thursday, January 10, 2002 12:24 PM
To: Ceting, Jili; Balr, Sheils, Berardi, Steve;, Bilsberger, Timoathy, Eichner, Matthew, Gabilonda,

Joge, Grogs, Jased, Hammer, Viva; Lor Sanatamaorana (E-mail); Mickoloff, Peter, Novey,
Michael; Pietrangeli, Fred, Roseboro, Brian; Schulthelss, Heldilynne; Whaley, Jean; Wiedman,
Mark

Subject: FT: Cheney under fresh presswre over Enron

Cheney under fresh pressure over Enron
By Peter Spiegel in Washington
Published: January 9 2002 19:31 | Last Updated: January 10 2002 08:14

Critics of the Bush administration’s handling of its energy policy continued to push on Wednesday for
more information on its contacts with Enron, the failed energy company. They say that Vice-President
Dick Cheney's disclosure of meetings batween his office and company officials did not sufficiently
explain the breadth of the administration’s activities.

The push for further disclosures is coming from both ends of the political spectrum, Including the lefi-
leaning Matural Resources Defence Fund {NRDF) and the conservative watchdog group Judicial
Watch, both of which have filed suit against the administration seeking documents related to the
White House's energy task force, which Mr Cheney chaired.

"The fact the vice-president can say what wasn't discussed is not sufficient, it's not the way the
government works,” said Tom Fitlon, president of Judicial Watch, which was one of the most
aggressive critics of the Clinton administration. "Enron's intent may have been other than policy. It
may have been something to do with their finances.”

In & January 3 letter to the Democrat Henry Waxman, a senicr member of the House energy and
commerce committee, Mr Cheney's counsel said the vice-president and his staff had six meetings
with Enron representatives last year. The letter said Enron’s financial difficultias were not raised in
the sessions, bul did not give any other specifics, other than to say "energy policy matters” were
discussed.

In his own letter to the vice-president, Mr Waxman said the disclosure raised "additional guestions®
about Enron's influence over White House energy policies and potential revelations it may have
made o the administration ebout its internal operations.

He asked the vice-president o provide additional information, including documents used during the
meetings and the names of those attending the sessions. He also asked for information on contacts
with any other White House officials not part of the Cheney task force.

“We'ra baing slonewalled to the point they're ready to go to court,” said John Walke, an attorney with
the NRDF. "The letter raises the obvious question of, what are they afraid of ?"

The White House on Wednesday did not rule out providing additional information, but remained
circumspect, saying only that the vice-president's office had received Mr Waxman's letter and was
reviewing it.
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Additional pressure may soon come from the influential General Accounting Office, Congress's
auditing agency, which is also seeking records from the Cheney task force. After backing off the
threat of a lawsuit in the wake of the September 11 terrorist attacks, David Walker, the GAC chiaf,
said [ast month he was reconsidering his options in light of "several recent developments.”

Although Mr Walker did not detail what developments have prompted his new review, they are
believed to include Enron’s collapse and US success in the Afghan campaign.
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Mickoloff, Peter

d I ———— e ————— |
Firam: Carleton, Marman
Sent: Thursdary, January 10, 2002 12:33 PM
Ta: Catina, Jill; Sharer, James; Corfield, Anna; Bair, Sheila; Berardi, Steve; Bitsbherger, Timoty;

Elchner, Matihew, Gabilondo, Jose, Gross, Jared; Hammer, Viva; Lori Sanatamaorena (E-
mailf; Nickoloff, Peder; Novay, Michael, Platrangeli, Fred; Roseboro, Brien; Schultheiss,
Heidilynne, Whaley, Jean; Wiedman, Mark

Subject: Economist: Rites of passage —~ With Enron and Argenting, eredit derivatives nass an impadant
lest

Credit derivatives

Rites of passage

Jan Dl S
From The Ecanamist prink acitisn

With Enron and Argentina, credit derivatives pass an important test

ARGENTINA'S debt default and the collapse of Enron, America’s biggest bankruptey, are together offering
the greatest test yet faced by dealers in the still young market for credit derivatives, These are
Instruments that allow lenders to pass on to others the risk that borrowers will default-in rFeturn for a fee.
Billiens of dollars of credit-default swaps, one class of such derivatives, were written on Enran and on
Argentina. Here is 2 chance, people who deal in credit derivatives think, to prove their products’ worth.

In the early days, just a few years ago, the joke among traders at investment banks was that the busiest
persan on a credit-derivatives desk was the lawyer. In all too many cases, buyers of cradit-derivative
protection found that their interpretaticn of a contract differed vitally from that of the firm which had sold
it. Legal wrangles ensued, harming the young product's reputation. Yet so far, to the relief of the six or so
investrmeant banks that dominate the market, there is no sign of trouble over the settlement of credit-
default swaps written on Enron,

Argentina might be more of & problem. In November, the government announced a restructu rimg of its
lacal debt on terms more favourable to itself. Some buyers of default protection on foreign-held debr
believe that, although the restructuring was described as voluntary, It met their contracts' definiticn of a
“credit event”, meaning that they should receive the debt's full face value. One hedge fund in New York,
whose defaull swap expired soon after the restructuring, plans to sue 1.P. Morgan Chase, ane of the banks
most active in the market for credit derivatives, for rejecting their interpretation. But most owners of
credit-default swaps are now clearly entitled te their money, after Adolfo Rodriguez Saa, briefly president
of Argentina, announced in December that the country would stop paying interest on its foreign debt.

Even s0, dealers and hedge funds are guarrelling over whether two particular government bonds, maturing
In 2018 and 2031, are covered by the default protection, The argument springs from the fact that these
bonds were issued as part of a debt exchange by the Argentine government last June. Some sellers of
protection fear that, because of this, the bends may be treated less favourably than other government
debt in any future workout. Goldman Sachs and other credit-derivative dealers would prefer not to acoept
these bonds-although they are reluctantly doing so. Ron Tanemura, the firm's head of credit derivativas,
says that there is a grey area, but that Goldman will fall into line with market Consensus, once there s
e,

Disputes are thus still breaking out in the market, But dealers in credit derivatives have lately been keen
to make their products more reliable. When lawyers were called in by buyers and sellers of pratection an
Railtrack, the owner of Britain's rail network that was forced into administration last wear, they quickly
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brought in the industry trade body, the International Swaps and Derivatives Assodiation, to sort things
out.

Al issue was whether Railtrack's convertible bonds were covered by default protection. The association
opined, in faveur of protection buyers, that they were, It did much last year to improve its rules on
contracts for credit derivatives. Its new "modified restructuring” rule clarifies the issue, keenly debated
over the past two years, of whether debt restructuring, as opposed to actual default or bankruptcy, should
count as a credit event. The trade body has also offered guidelines for what should happen to default
swaps on companies that demerge or spin off units,

With these Improvements, growth in the market for credit derivatives is likely ta continue apace. It has
almost doubled each year since 1998, to a total of nearly $700 billlen In value, according to the Bank for
International Settlements, Credit protection has particular appeal at a time of high corporate default rates.

Commercial banks are continuing to shed corporate-credit risk using default swaps. But new entrants-
Insurance companies and fund managers-are coming into the market to assume risk, as sellers of
protection, Last year, investors seeking attractive yields were eager to gain exposure to corparate credit
through "synthetic” collateralised debt obligations {CDOs), structured-finance vehicles made up wsing
credit-default swaps. Investors may not be quite so gung-he in future. Enron, for example, was one of the
credits contained in many synthetic CDOs, and its collapse will have led to losses for investors. In the
world of credit derivatives, caveat emptor still applies.
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Nickoloff, Peter

Fram: Carletan, Morman

Sant: Thurgday, January 10, 2002 12:44 PM

To: Whaley, Jean; Celina, J#; Piatrangsli, Fred, Movey, Michael, Hammer, Viva, Gross, Jared,
Wiedman, Mark; Piefrangel, Fred, Shares, James, Schulihess, Heidilmne, Mickolol!, Peter

Subject: FT: A kerfuffle, indeed (Faul O'Nall, Enronlam, eoosrpta)

A kerfuffle, indeed
Published: January 9 2002 23:17 | Last Updated: January 10 2002 00:12

Despite continued whispers around Washington that Paul O'Meill’s job is in jeopardy, the White
Housa on Wednesday stood by its man, saying rumours of the outspoken Traasury secratary's
imminent downfall were nothing but "kerfuffle” and "nonsense".

Asked whether President George W, Bush's confidence extended to O'Neill's handling of the
Argentine crisis - while some critics have accused the Treasury of failing to give Buenos Aires more
support, others have slammed O'MNeill for nol cutting the strapped government loose earlier - While
House spokesman Ari Fleischer insisted it did.

"O'Meill has done an excellent job,” he told a gathering of reporters.

When the irascible Helen Thomas, a columnist for Hearst newspapers and the dean of the Whita
House press corps, reminded Fleischer that the riols and government collapse in Argenting have not
generally been viewed as successes where policymakers have done "excellent” jobs, a nonplussed
Flelscher sakd the blame did not faill at O'Neill's feet: "Not everything in the world is in the control of
the United States, or even the Treasury secretary.”

Enronism

Financiers have heard more than once the old joke explaining the differences between capitalism,
communism and many other isms:

"Capitalism - You have two cows. You sell one and buy a bull. Your herd multiplies, and the economy
grows, You sell them and retire on the income. Communism - You have two cows, Your neighbours
help take care of them and you all share the milk.”

The latest version of the joke doing the rounds on Wall Street adds an "Enronism” to the list:

“You have two cows. You sell three of them to your publicly listed company, using letters of credit
openad by your brother-in-law at the bank, then execute a debtfequity swap with an associated
general offer so you get all four cows back, with a tax exemption for five cows. The milk rights of the
six cows are transferred via an intermediary to a Cayman Island company secratly owned by the
majority shareholder who sells the rights to all seven cows back to your listed company. The annual
raport says the company owns aight cows, with an option on one more.”

Enron's shareholders will be hard-pressed o see the funny side.
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Nickoloff, Peter

From: Carlefon, Norman
Sent: Thursday, January 10, 2002 1:27 PM
To: Cetina, Jill; Sharer, James; Bair, Sheila; Berardi, Steve; Bitsberger, Timathy, Eichner,

Mattnew; Gabdondo, Jose; Gross, Jared; Hammer, Viva; Lori Sanatamorena (E-rmail;
Mickoloff, Peter; Movey, Michae!, Piefrangeli, Fred: Roseboro, Brian; Schultheiss, Heidiynne;
‘Whaley, Jean; Wisdman, Mark

Subject: AP: Enran Chairman Gave Waming to Bush Officials on Company's Collapse

January 10, 2002

Enron Chairman Gave Warning to Bush Officials on
Company's Collapse

By THE ASSOCIATED PRESS

Filed at 12:57 p.m. ET

WASHINGTON (AP) - Enron Chairman Kenneth L. Lay reached out to two of President Bush's
Cabinet officers when the energy company was collapsing, the White House disclosed Thursday as
the Justice Department opened a criminal investigation of Enron's bankruptcy.

Bush, who received significant campaign contributions from Lay and other Enron executives, said he
himself has never discussed Enron's financial problems with its embattled corporate chairman. The
president said he last saw Lay in Texas at spring fund-raiser for former first lady Barbara Bush's
literacy foundation.

Lay also was among a group of some 20 business leaders who came to the White House early in the
Bush administration to discuss the stale of the economy, Bush said.

Many Enron employees lost their life savings when the company filed for bankruptcy Dec. 2.
“What anybody's geing to find oul is that this administration will fully investbigate issues such as the
Enron bankruptcy, to make sure we can learn from the past and make sure workers are protected,”
Bush said.

But Lay did seek the ear of other top-level administration officials last fall.

According to White House press secretary Ari Fleischer, Lay telephoned Treasury Secretary Paul
O'Neill amid Enron's collapse “"to advise him about his concern about the obligations of Enron and
whethear they would be able to mest those obligations.™

Lay also told O'Neill that Enron ““was heading to bankruptey,” Fleischer said.

O'Neill received calls from Lay on Oct, 28 and Nov, 8, said Treasury spokeswoman Michele Davis. It
was on Oct. 16 that Enron made its stunning disclosure of a 3638 million third-quarter loss.
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In a separate phone call to Commerce Secretary Don Evans, Lay similarly wormed that the company
might have to default on its obligations. He brought to the secretary’s attention ““that he was having
problems with his bond rating and he was worried about its impact on the energy sector," Fleischer
said,

After that conversalion, Evans spoke to O'Neill “"and they both agreed no action should be taken to
intarvene with their bond holders," Fleischer said.

The spokesman had said Wednesday he did not know of anyone in the White House who discussed
Enron's financial situation,

Fleischer also brushed aside talk of any conflict in the Justice Department investigation and said
there was no reason to tum the probe over to a special counsel.

Lay gave $25,000 to a leadership committee headed by then-senator and now Attorney General
John Ashcroft, according to the Center for Public Integrity.

An attorney for Enron welcomed Ashcroft's inquiry, the latest in a series of governmental probes into
the company's demise, saying the investigation would “bring light to the facts.”

“We want to get to the bottom of this too,” said Robart Bennett, a Washington attorney representing
the Houston-based company. ~A lot of decent and honorable people work at Enron and we should
wait until the facts are out.”

Bush ordered a separate review Thursday of pension and corporate disclosure rules that could
jeopardize workers' savings. " There has been a wave of bankrupicies that have caused many
workers to lose their pensions and that is deeply troubling lo me," Bush said.

The Justice Department is forming a national task force to look into the company’s dealings. The
group will be headed by lawyers at the department's criminal division and include prosecutors in
Houston, San Francisco, New York and several other cities, said a Justice Depariment official,
speaking on condition of anonymity.

The official declined to say when the investigation began. Enron faces civil investigations by the
Labor Department and the Securities and Exchange Commission and subpoenas from congressional
commiltees.

All are looking into the energy trading company’s collapse, the largest bankruptcy filing in u.s.
history.

The failure hit employees and investors hard. Workers were prohibited from selling company stock
from their Enron-heavy 401 (k) retirement accounts as the company's stock plummeted. Many lost
their life's savings.

Enron executives cashed out more than 51 billion in stock when it was near its peak.

Former Enron chief executive Jeffrey Skilling, who left the helm neardy two months before the
company’s swift descent, welcomes the investigation, said spokeswoman Judy Leon. Skilling has

said he had no idea, despita Enron's falling stock values, that the company was on the brink of
failura.
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Formed in 1985, Enron had 20,000 employees and was once the world's top buyer and seller of
natural gas and the largest electricity marketer in the United States. It also marketed coal, pulp,
paper, plastics, metals and fiber-optic bandwidth.

One likely focus of the Justice Department investigation Is possible fraud based on Enron’s heavy
reliance on off-balance-sheet partnerships which took on Enron debt. The partnerships masked
Enron's financial problems and left its cradit ratings healthy so it could obtain the cash and credit
crucial to running its trading business.

The Houston-based company went bankrupt after its credit collapsed and its main rival, Dynegy Inc.,
backed out of an $8.4 billion buyout plan late last year.

Just a year ago, stock of Enron, the nation's largest buyer and seller of natural gas, traded at $85 per
share. Today it is less than $1

Lay has close ties to Bush and his father, the former president. Lay was & top contributor to the
younger Bush's 2000 presidential campaign.

The company played a key role eardier this year when a White House task force met with business
executives and other interests to fashion a national energy policy. The task force was headed by Vice
President Dick Chenay.

321

01300000000460



Nickoloff, Peter

From: Carleton, Morman
Sant: Thursday, January 10, 2002 2:47 Fid
To: Cetina, Jill, Bar, Sheila; Barardi, Steve; Bitsberger, Timalty, Eichner, Matthew, Gabdanda,

Josa; Gross, Jared; Hammer, Viva; Lor Sanatamorena (E-mail); Mickoloff, Peter, Movey,
Michael, Pistrangeli, Fred, Roseboro, Brian; Schullheiss, Heidilynne, Whaley, Jean, Wiedman,
hark

Subject: 0u: White House Says Enron Soughl Help, Was Rebuffed

January 10, 2002

White House Says Enron Sought Help, Was Rebuffed

Dow Joves Newswines

WASHINGTOM — The Bugh administration confirmed Thursday that Enron’s (ENE) chief executive,
Kenneth Lay, contacted two top officials last autumn and warmed his company was headed toward
bankruptcy, White House spokesman Ari Fleischer said.

However, Fleischer said that Lay's appeal for help from the government was rebuffed. In his appeal,
Lay compared Enron to Long-Term Capital, a hedge fund that collapsed in the 19905 and sparked
fears that its collapse could cause a shock fo the financial system

“What was told to me this morning was (Treasury) Secretary Paul O'Neill said that he had been
contacted by Mr. Lay in the fall of last year and Mr. Lay brought to the secretary’s attention his
concemns about whether or not Enron would be able to meet its obligations. And he expressed his
concern about the experience that Long Term Capital went through when Long Term Capital went
bankrupt,” Fleischer said.

"Secretary O'Neill then contacted (Treasury) Undersecretary (Peter) Fisher to ask him to evaluate
wheather the comparison was apt, and the Depariment of Treasury was advised that it was not apt as
a result of Secretary Fisher's review * Fleischer said.

Interest in the administration’s ties to Enron have been high because Enron was a major donor lo
President George W. Bush's political campaigns.

Democrats on Capitol Hill have begun hearings to see to if there was any impropriety in Enron's ties
o the White House,

Further complicating the situation is that fact that many Enron employeas held company stock in
their 401K plans. Enron prevented the employees from selling their shares while the company
collapsed, wiping out their savings in some cases.

Fleischer also said thal Lay talked to Commerce Secretary Don Evans and expressed concems
about Enron's credit rating as the company expenenced financial troubles.

Earlier in the day, Bush announced that two government working groups would begin reviewing the
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country's 401K regulations and corporate disclosure rules as a result of Enron's bankruptcy. On
Wednesday, the Justice Department announced it would launch a enminal investigation into Enron’s
collapse, the largest bankruptcy in the nation's history.

However, Bush said he didn't mest with Lay personally and he said & full investigation into Enron
was warranted and would take place,

Fleischer maintainad that Bush was never involsad in the discussions about whether to extend
govemnment assistance to Enron.

Asked if O'Neill or Evans approached Bush about the Enron matter, Fleischer said. "They did not.”

Fleischer also said the two secretaries didn't tell Bush that Enron had approached them until
Thursday moming. He called the fact that Enron's Lay approached the two secretaries nothing
unusual.

*| think it should surprise no one that people in the administration receive phone calls from people
who are either in business or at unions. It happens everyday. | mean, it's not uncommaon for paople to
receive phone calls from business leaders across the country, from union officials across the country.
That happens as a commaon occurrence has always taken place,” Fleischer said.

“I want te remind you that, communication is not a wrongdoing. What took place here was, they
received phone calls and took no action. The charge has been, did the government take any action?
And the answer form these two officials is no,” Fleischer said.

Fleischer warned Democrats against seeking to reap political hay from Enron's woes and its ties to
the White House, He called such efforts a *fishing trip" and said it was the sort of investigation the
country tired of in the 1990s,

-By Alex Keto, Dow Jones Newswires,; 202-862-0256,; Alex Keto@dowjones.com
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Nickoloff, Peter

I —— e ———
From: Carleton, Morman
Sent: Thursday, Janusry 10, 2007 2:45 P
Tao: Catina, Jill; Bawr, Sheda; Berardi, Stove; Bitsberger, Timathy; Eichnar, Matthew; Gabiondo,

Jose; Groas, Jared, Hammer, Viva: Lori Sanatamorena (E-mail); Nickaloff, Peter; Movey,
Michael, Pietrangsli, Fred; Roseborn, Brian; Schulthelss, Heidinne; Whalay, Jean, Wiedman,
Mark

Subject: D Enron Justice Probe Mot Ssen Reaching Into Bankruptey Crt

January 10, 2002

Enron Justice Probe Not Seen Reaching Into Bankruptcy Crt

By PHYLLIS PLITCH

0fF DOW JONES NEWSWIRES

NEW YORK - Despite its apparent sweeping nature, the Justice Department's creation of & task
force to investigate Enron Corp. (ENE) isn't expected to have much of an impact on ongoing
bankruptcy proceedings.

Mor does the bankruptcy code offer a safe haven to senior executives who managed the company
before its historic Chapter 11 filing in December, the largest on record.

Late Wednesday, Enren confirmed it's the target of a criminal investigation. The probe, which s
axpected to focus on possible accounting fraud, will be run by the Justice Department in coordination
with LL.S. Attorneys from across the country, ineluding Mew York City, San Francisco and Houston,
where Enron is headqguartered.

Inveslors and employees lost billions in the collapse of Enron's core energy-trading operations amid
a crisis of confidence among shareholders and trading partners, and the case has spawned a slew of
shareholder [awsuits, as well as investigations by the Securities and Exchange Commission and the
Department of Labor.

There have been past bankruptcy cases where stays have been issued or injunctions entered that
protect current officers and directors from being sued during bankruptey, if the court finds a civil
lawsuil would interfere with the ability to help the company reorganize, said attorney Matthew
Feldman.

"But that extension of an automatic stay or injunction would not apply under any circumstances that
would protect an officer being pursued by state or federal authorities,” said Feldman, a bankruptcy
partner at Willkie Farr & Gallagher.

Similarly, the criminal probes are not seen undermining any continuing efforts by Enron and its
creditors to dispose of the failled energy company's assets, he said.

Feldman represented another high profile bankruptcy filer that drew criminal scrutiny, Livent Inc., the
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Toronto-based theatrical production company that went down in flames in 1298, Though top
execulives, including prominent Livent founder Garth Drabinsky were criminally indicted by the U.S.
Attorney's office, unloading assets of value went off without any issues related to the criminal
investigation getting in the way. (Remaining in Canada, the executives themselves, however, have
escapad the clufches of prosecutors hera,)

Mot to say that any potential criminal actions won't ultimately have an impact on plaintiffs pursuing
civil cases against Enron, be they shareholders or olher creditors. Any findings in a potential fraud
complaint could help bolster future civil lawsuits, legal experts said.

“The criminal investigation as well as the Department of Labor and the SEC's investigation may
develop facts that would support asserting certain causes of action against officers or other entities
that dealt with Enron,” said Jack Williams, the outgoing schaolar-in-residence at the American
Barnkruptcy Institute in Alexandria, Va.

Further, a background of criminal activity that might emerge could help color any future efforts by
creditors to appoint an examiner or a trustee to manage the company during bankruptey, said
Williams, who is returning 1o his former post teaching bankruptcy at Georgia State University College
of law.

"It can change the tone of a bankruptcy case,” said Williams. "The fact that you have a coordinated
criminal investigation involving prosecutors from several different cities suggests a very serious
investigation. It does raise the possibility of the ability of creditors and the like to successfully seek an
examiner or an appointment of a trustes.”

But the way things have been unfolding in bankruptcy court, that event is extremely unlikely, given
that the company is not giving creditors reason to take that unusual step, said Feldman. The
company appears to be trying to aggressively sell assets of value and retain critical employees and is
being represented by highly respected lawyers and bankers, he said.

“If it wasn't moving in that direction, you might see creditors, as a leverage point, try to bring in an
examiner, or in a dramatic scenario, a trustee," he said. "As long as it is moving in a direction people
generally think it should be, they won't want to be distracted by a criminal investigation, any more
than they already are."

-By Phyllis Plitch, Dow Jones Newswires, 201-838-2357; phyllis plitch@dowjones.com
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Mickoloff, Peter

d — ——— N
From: Carleton, Norman

Sant: Thursday, Janweary 10, 2002 2:54 PM

To: Cetina. Jill: Bair, Sheila; Berardi, Slewe; Bisberger, Timathy; Eichner, Malthew, Gabilonda,

Josa; Gross, Jared; Hammer, Viva; Lon Sanatamarena (E-mail); Nickoloff, Peter. Novey,
Michael; Pletrangeli, Fred; Roseboro, Brian; Schulthaiss, Heidilynne: Whaley, Jean; Wiedman,
Mark

Subject: Bioomberg: Attorney General Asheroft Recuses Himsalf From Enron Probe

M0 1435

Attorney General Ashcroft Recuses Himself From Enron Probe
By Anna Marie Stolley

Washinglon, Jan. 10, (Bloomberg) - U.5, Attorney General John Ashcroft sad he won't particpate in the Justice
Department’s investigaton into Enron Corp.’s collapse due to his " relationship® with the company.

The announcerment followed 2 call to step aside by U5, Representativa Henry Waxman. The California Democrat poanted
la palitical contributions that Enron &nd its Chief Executive Officer Kenneth Lay made to fsheraft's unsuccessful 2000
Senabe campaign

The Justice Department said yesterday that it [ creating a task foree in Washington 1o investigale the events that led to
the bigoes! corporale bankrupicy.

Asheroft announced today that he and his chiel of staff, David Ayres, have recused themsealves from anything 1o do with
{he Enron investigation " due to the totality of the circumstances of the relationship between Enron and the altormey
general”

““The attorney genaral has nod been invalved in any aspect of indiating or conducting any irvestigation imeolving Efron,”
the Justice Department said in a stalemeant.
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Mickoloff, Peter

Fram: Carleton, Morman

Sent: Trureday, January 10, 2002 3:54 PM

To: Schulthelss, Beidilynng; Nickololf, Peler, Berardl, Steva; Pistrangedi, Fred
Subject: Bond slauihs wene ahead on Ennon. Now thiy have their sights an three others.
AGAINST THE GRAIN

Caught Off Balance

Bond sleuths wera ahead on Enron, Now they have their sights on three others.
FORTUNME

Monday, January 21, 2002

By Herb Greenberg

If you learn nothing else from the Enron mess, take this lesson to heart: A company’s inability to
handle its debt can be its downfall--no matter how much Wall Street likes its stock. Indeed, while
earnings may be a window to a company's psyche, the balance sheet is what gives you a truer
picture of its well-being. Bond analysts make a beeline o this crucial piece of financial disclosure,
paying special aitention to a company’s ability to service its debt. And when the ratio of cash to dabt
plunges--watch outl

The best balance-sheet snoops are often way ahead of the pack in finding signs of trouble.
Sometimes, however, the big credit-rating firms, Standard & Poor's and Moody's, which get paid by
the companias they rate, are slow off the mark--slower, as a rule, than indepandent bond-rating
services like Egan-Jones of Wynnewood, Pa., or research firms like Mew York-based Gimme Cradit.
“We don't have the constraint of trying to keep a company happy,” says Egan-Jones President Sean
Egan, whose dewngrade of Enron to junk beat the big guys by about a month. (To be fair, Moody's is
revising how it assesses companies, taking into account additional information that could lead to a
default. Standard & Poor's, for its part, argues that its existing methods are adequate.)

Given the scope—and the surprise-of the Enron failure, it's worth asking: Are there other companies
out there that these aggressive independent credit-rating agencies are flagging now? You can bet on
it. We're not necessarily talking future Enrons, but simply companies whose financial situation is
more dire than the market thinks. Certainly one where the alarm bells are ringing loudly (and which--
don’t remind me—got a positive nod from this column a year ago) is Ford Motor. It's no secret that
Ford is having serious problems, but you wouldn't know it from its credit rating, which is still
investment grade. Egan-Jones, however, labels it BEB-, a few notches lower than the other rating
agencies do and just one step above junk. That's where Egan-Jones thinks Ford will arrive within six
months, a5 the sales boost from the much heralded 0% financing starts to wane and bad auto loans
pile up. Junk status raises the cost of borrowing and would be particularly damaging for Ford, whose
ability to cover its debt has been deteroraling rapidly. Egan and other bond analysts measure this by
calculating a company’s interest coverage ratio--pretax income plus interest expense divided by
interest expense.

The ratio, which varies widely by industry, is key to credit analysis. Egan calculates that Ford's
interest coverage has tumbled from 2.2 in September 2000 to just above 1 now. "That's akin to
saying that nearly everything you earn will have fo be used to pay your interest expense, which
doesn't leave a lot of money to invest in the business,” he says. Ford responds that it's
"disappointed” by the Egan-Jones rating: both S&P and Moody's insist they haven't been laggards
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and that their ratings are appropriate.

Egan-Jones is even warier of computer maker Hewlett-Packard. Its credit picture is as imperiled as
its proposed Compag merger, according to Egan-Jones—which has already tossed the tech giant's
debt on the junk heap with a rating of BB+, several notches below that of the major rating agencies.
"It's appropriate to view Hewlett-Packard on a stand-alone basis, which is not particularly atfractive,”
Egan says. “Today it is hard to name any business where it's the undisputed leader—even its printer
business is being attacked.” Making matters worse: From October 2000, Hewlett-FPackard's interest
coverage has sunk steadily from 19 to just 6.6. (By contrast, IBM's ratio, according to Egan-Jones, is
11.7.) Hewlett-Packard officials couldn't be reached for comment.

Finally, there's retailer Gap (another company this column once argued you should never bet against,
because of its miracle-warking marketing genius of a CEQ, Mickey Drexler). While Gimme Credit's
Carol Levenson says Gap's balance-sheet condition is not yet critical, it's "not nearly as strong as it
used to be.” Egan-Jones points out that Gap's interest coverage ratio has plunged from 27.3 down o
8.8 over the past four quarters. As a result, the firm rates the retailer's debt one step above junk and
a couple of notches below that of both Standard & Poor's and Moody's ratings. Gap officials say they
have never “worked" with Egan-Jones and point to the retailer's standing with the major rating
agencies instead. The problem is, as Enron proved, those agencies are not always the first to sound
the alarm.
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Nickoloff, Pater

From: Carleton, Norman
Sent: Thursday, January 10, 2002 4:50 PR
To: Catina, Jill; Bair, Sheda, Berardl, Steve; Bitsberger, Timaolhy, Eichiner, Maitthew,; Gabfondo,

Jose: Gross, Jared: Hammer, Viva; Lor Sanatamaorena (E-mail); Mickaoloff, Peber; Rovey,
Michaal; Pistranged, Fred; Roseboro, Brian; Schultheiss, Heidilynna; Whaley, Jean; Wiedman,
flari

Subject: DJ; Arthur Andersen Says 1 Destroved Documents Related 1o Enfon Account

January 10, 2002

Major Business News

Arthur Andersen Says It Destroyed
Documents Related to Enron Account

By JuDITH BURNS
Diow Jones MNewswires

WASHINGTON — Arthur Andersen LLP, already under fire for its audits of Enron Corp., said it has
destroyed documents sought by federal law enforcement officials investigating the Enron debacle.

In a staternent Izsued Thursday, Andersen said it notified the U.5. Justice Department and the
Securities and Exchange Commission that individuals at the firm "disposed of a significant but
undetermined amount” of documents relating to its work for Enran. The Houston energy company
declared bankruptcy in December after announcing it had overstated four-and-a-half years worth of
aarnings.

The document destruction includes paper documeants and e-mail correspondence.

Andersen said it has instructed employees to retain all existing documents "until further noftice.”

In addition, the Chicago-based Big Five accounting firm said it has asked former Sen. John Danforth
(R., Mo.) to conduct “an immediate and comprehensive review” of the firm's policies on document
handling and recommend improvemants.

Andersen said destruction of Enron documents occurred "in recent months” by individual employees
involved in auditing the energy company.

Michael Denovan, a Philadelphia attomey with Donovan Searles, LLC, which has filed a class-action
lawsuit against Andersen on behalf of Enron shareholders, said document destruction by an audit
firm is shocking.

*Auditors save everything," including all work papers for audit clients, Mr. Donovan commented.
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Enron was one of Andersen's largest clients, generating $25 million a year in audit fees and $27
million of fees for consulting. Enron, a high-flying energy company which last year ranked No. 7 on
the Fortune 500 list, announced big losses last October in off-balance-sheet partnerships run by
former Chief Financial Officer Andrew Fastow. In early Movember, Enron acknowledged it had
overstated eamings by $568 million over a four-and-g-half year period and said investors could not

rely on its past financial statements.

The SEC launched a formal investigation into Enron's accounting on Ocl. 31,

Write to Judith Bumns at judith burnsi@dowjones.com’
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Mickoloff, Peter

_ ______ E—
From: Carlaton, Marman

Senk: Thursday, January 10, 2002 466 PM

Tao: Getina, Jil; Bair, Sheila; Berardi, Steve; Bitsbergear, Timolhy, Eichner, Matihew, Gabilonda,

Jose: Gross, Jared; Hammer, Viva; Lori Sanatamorena (E-mai); Mickoloff, Peter, Novey,
Michael; Pietrangeli, Fred; Roseboro, Brian, Schultheiss, Hesdilynne; Whaley, Jean, Wiedman,
hark

Subject: O WHITE HOUWSE WATCH: Enron Siory Heats Up At White Housa

January 10, 2002

Dow Jones Newswires

WHITE HOUSE WATCH: Enron Story Heats Up At White House

By ALEX KETO

Bk Dow Jon=s Mewswires Analysis

WASHINGTON - The long-simmering story over the collapse of Enron (ENE) and its political
contributions to President George W. Bush heated up considerably Thursday with the revelation that
Enren Chairman Kenneth Lay pleaded for help from the administration while his company was going
dovwn in flames.

Administration officials turned Lay down, but the news brings the issues of political contributions and
palitical favors into uncomfortably close proximity,

For his part, Bush said he was out of the loop.

*| have never discussed with Mr. Lay the financial problems of the company. The last time that | saw
Mr. Lay was at my mother's fund-raising event for literacy in Houston. That would have been last
spring,” Bush said.

Bush want on to say he wants to see a full investigation into Enron’s bankruptcy, the largest in U.S.
history.

"What anybody's gaoing to find out is that this administration will fully investigate issues such as the

Enron bankruptcy, to make sure we can leam from the past and make sure workers are protected,”
Bush said.

Nevertheless, the White House appearad to be buffeted by fast-moving events with White House
spokesman Arl Fleischer denying at midday there was any conflict of interest in having Attomey
General John Ashcroft, who received political contributions from Enron as a Senate candidate,

aversee a criminal probe of the company's bankruptey. Less then two hours later, Asheroft and a top
aide recused themselves from the investigation.
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Shortly after the Ashcroft announcement, Arthur Andersen LLP, the company that served as Enron's
auditors, announced that a "significant” number of the company's documents and records had been
desfroyed. Both federal and congressional investigators have been seeking the documents,

Fleischer said that during the autumn Lay called Treasury Secretary Paul O'Neill to warn him that
Enron was on the verge of collapse, and Lay said the bankruptcy of his company could be as
destabilizing as the implosion of the Long-Term Capital Management hedge fund in the late 1990s,

However, upon investigation, the Treasury Department rejected Lay's arguments.

Later, Lay called Commerce Secretary Don Evans to say "he (Lay) was having problems with his
bond rating and he was worried about its impact on the energy sector.”

Evans then callad O'Meill but "they both agreed no action should be taken to intervena with their
bond holders,” Fleischer said,

Even before the latest revelations, the White House had confirmed Vice President Dick Cheney or
his aides met with Enren officials six times last year to discuss energy issues while the While House
was drawing up its energy plan .

However, Fleischer said the fact that Lay and others were talking to top officials isn't in and of itself a
crime.

" want to remind you that communication is not 2 wrongdoing. What took place here was, they
received phone calls and took no action. The charge has been, did the government take any action?
And the answer from these two officials is no,” Fleischer said.

"| think it should surprise no one that people in the administration receive phone calls from people
who ara either in business or at unions. It happens everyday,” Fleischer said.

However, some of Fleischers asserfions wera, (o be blunt, surprising.

Te begin with, Fleischer said Thursday morning was the first time that O'Neill and Evans mentioned
to Bush they had been in contact with Lay in the weeks just ahead of the company’s bankruptcy.

In addition, Fleischer said no one in the administration briefed Bush about Enron’s woes and he was
hard pressed to say how the president learned the company had gone belly up late last year,

"He leamed last fall. And | couldn®t tell you if he learmed as a result of the media accounts when
everybody wrote that Enron had gone bankrupt or through any other mechanism. He learned last
fall," Bush said.

However, this explanation appeared to be rather thin considering that Bush was fully informed and
deeply involved in the financlal ballout of the nation's airfines at the same time in part because
thousands of jobs were at risk. Enron employed 20,000 workers.

Asked if, in hindsight, the president wished he had been better informed of the developments at
Enron and among his top officials, Fleischer said, "No.”

Adding to the White House's discomfort is the fact that Democrats on Capitol Hill are gearing up for
hearings on Enron. Fleischer wamed them against going too far.
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