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I. PRELIMINARY STATEMENT

Proposed Lead Plaintiffs, Anthony P. Davidson (“Davidson™) and Seymour Nebel (“Nebel™)
(together the “Davidson Group”) submit this memorandum of law in response to the various motions for
lead plaintiff filed in these consolidated actions (the “Securities Action™), and in further support of their
motion to be appointed lead plaintiffs.

The unprecedented and stunning collapse of Enron Corporation (“Enron” or the “Company™) is
unparalleled in the history of the financial markets. On October 16, 2001, Enron had a market
capitalization of approximately $25 billion. By December 2, 2001, the day it filed for bankruptcy
protection, virtually the entire market capitalization of Enron, as well as billions of dollars of investors’
money, had evaporated. Its stock was trading at less than $1.00 per share and its total market
capitalization had dwindled to a mere $580 million. Enron’s resulting bankruptcy filing under Chapter
11, is the largest ever by a public company. Enron’s demise has spawned numerous investigations by
regulatory agencies and Congress, as well as a criminal investigation by the Department of Justice.
Recent disclosures indicate that Arthur Andersen, LLP, Enron’s auditor, destroyed documents relating
to Enron.

The effect of the alleged financial fraud has been wide-ranging and has had a devastating impact
on all investors in Enron securities. Individual investors, institutional investors, money managers,
pension plans and Enron employees, lost billions of dollars in a matter of weeks. Dozens of lawsuits
have been filed on behalf of various groups of investors, and currently pending before the Court are
eleven separate motions for lead plaintiff in the Securities Action.! The Davidson Group’s motion for
lead plamntift is the only one pending on behalf of individual mmvestors in Enron common stock.

Indeed, the unprecedented scope, complexity, and magnitude of this securities litigation calls for

a sensible lead plaintift structure giving representation to the myriad of investor interests present in case.



In considering the unique issues presented in this Action, as well as the separate and distinct interests of
the various proposed lead plaintiffs, the Court should adopt a structure that provides fair representation
for the various constituent groups. Undoubtedly this litigation is one of the largest securities fraud class
actions 1n history. As has been the case in numerous extremely large and complex class actions, the
Court should create a hybrid lead plaintiff structure of various lead plaintiffs—including individual
investors, institutional investors and possibly others, as the Court may deem appropriate. Such a
structure will fairly accommodate the interests of the millions of individual investors such as the
individuals in the Davidson Group, in addition to satisfying the concerns of all other investors.

The members of the Davidson Group are excellent candidates for lead plaintiff. Each has
sophisticated business experience in finance, securities and accounting matters. Significantly, each of
them has lost in excess of twenty-five percent (25%) of their investment portfolios as a result of Enron’s
collapse. This personal loss is unmatched (percentage-wise) by any other proposed lead plaintiff.
Finally, given the broad policy concerns expressed by government and regulatory officials regarding the
scope of damage to investors in Enron, appointment of the Davidson Group as lead plaintitis furthers the
policy that such interests be represented.

II. THE LEAD PLAINTIFF MOTIONS

A. Motions By the Institutional Investors and Debt Purchasers”

Currently pending before the Court are eleven lead plaintiff motions, including this one.” The
other ten motions can be broken down into two principal groups: six motions brought on behalf of
various groups of institutional investors and four motions brought on behalf of purchasers of Enron debt
or preferred stock seeking separate representation. The Davidson Group’s motion is brought on behalf
of individual investors who purchased Enron common stock.

Each of the motions by the various institutional investors argues for appointment of solely their



group or entity as lead plaintiff in the action. Without regard to substantial personal losses of thousands
of individual investors who lost their life savings or substantial portions of it, these institutions ask the
Court to simply accept their “gross” dollar loss for their entire group of beneficiaries as the largest
financial interest, for the purpose of appointing them lead plaintiff under the Private Securities Litigation
Reform Act of 1995 ("PSLRA”), without any further analysis. As demonstrated below, under proper
scrutiny, those losses, although substantial in dollar amount, are not nearly as devastating to the assets
of the respective institutions or their beneficiaries, compared with the losses suffered personally by
individual investors reperesented in the Davidson Group.

The Davidson Group takes no posttion on which of the numerous institutional investors, if any,
may be the most appropriate to serve as lead plaintiffs for the class. The Davidson Group acknowledges
the PSILRA’s intent to encourage a role of institutional plaintiffs in securities class actions. In re Waste
Management, Inc. Securities Litig., 128 F. Supp. 2d 401, 411 (S.D. Tex. 2001). However, blind
adherence to that policy, to the exclusion of individual investors is not appropriate in this case. As
discussed below, the institutional investors may have certain shortcomings which potentially raise the
appearance of a conflict of interest. Therefore, the presence of individual investors as part of a lead
plaintiff group obviates any such appearance. Accordingly, the Davidson Group proposes that any
designation of lead plaintiffs should include individual investors, such as themselves, to ensure full and
fair representation.” “Allowing for diverse representation, including in this case a state pension fund,
significant individual investors and a large institutional investor, ensures that the interests of all class
members will be adequately represented in the prosecution of the action and in the negotiation and
approval of a fair settlement, and that the settlement process will not be distorted by the differing aims
of differently situated claimants.” In re Oxford Health Plans, Inc. Securities Litig., 182 F.R.D. 42, 49

(S.D.N.Y. 1998) As described below, such investors, in the context of this unique securities fraud class



action, require proper representation of their interests. Although the absolute dollar value of the
institutional investor losses may seem large, they are in fact small when properly scrutinized and
compared with the "personal losses" suffered by each member of the Davidson Group.

B. Relative Losses of the Various Lead Plaintiffs

In absolute numbers, each member of the Davidson Group lost in excess of $60,000. In context,
the impact on their personal finances was severe. Davidson’s losses in Enron common stock amount to

approximately 25% of his personal portfolio and Nebel’s losses amount to approximately 28% of this

personal portfolio. Without a doubt, those losses in Enron common stock were, on an individual basis,
significant. See Affidavit of Andrew Davidson and Affidavit of Seymour Nebel, attached hereto as
Exhibit A..

By comparison, FSBA, which purportedly lost approximately $335 million, has a portfolio of over
$123 billion. See Motion of the Florida State Board of Administration for Appointment as Lead Plaintiff
and Approval of Its Selection of Co-Lead and Liaison Counsel at pp. 1-2. The losses from its
investments in Enron amounted to a mere .0027 of its assets or .27%.” Similarly, the losses suffered by
the University of California amounted to $144 million of a $54 billion portfolio or .26% of its assets.
See Memorandum Of Law In Support Of Motion To Appoint Amalgamated Bank, The Regents Of The
University Of California, Deutsche Asset Management, HBK Investments, And The Central States
Pension Fund As Lead Plaintiff And To Approve Lead Plaintiff’s Choice Of Co-Lead And Co-Liaison
Counsel. The NYC Fund lost $109 million on assets of $98.9 billion or .11%. See Memorandum Of
Points And Authorities In Support Of Motion For Appointment Of Lead Plaintiff And Approval Of Lead
Counsel pp. 3, 5 (“NYC Fund Motion”). The losses for Ohio Teachers is similar -- $114 million of
$53 billion in assets -- or .21%. See Memorandum of Law of State Retirement Systems Group. Indeed,

the financial impact on each member of the Davidson Group is personally more than one hundred fimes



greater than the financial impact on these institutional investors.

The imstitutional losses presented to the Court are even less significant when one looks at the
beneficiary population for these institutional investors. Thus, the Court should not blithely accept the
rhetoric that the institutional investors have the greatest financial interest in this litigation. For example,

NYC Fund has represented it has over 547,000 members. See NYC Fund Motion p.5. Thus, the losses

in Enron common stock for those members of the NYC Fund, $109 million, amounts to approximately

$199 per beneficiary.® Such "personal losses" of its members’ pale in comparison to the losses suffered
by Plaintiffs here -- each of whom individually suffered over $60,000 in losses -- more than three
hundred times greater than the losses of the NYC Fund beneficiaries.

The Davidson Group respectfully submits that based on the clearly significant impact on
individual investors, their participation as lead plaintiffs in this Action 1s warranted. Simply put, their
personal stake in this action 1s substantial.

C. The Importance of Individual Investors to the Lead Plaintiff Group

As indicated in public reports, approximately twenty-five percent (25%) of Enron’s
outstanding common stock is held by individual investors. (See Ex. B attached hereto -- Institutional
Holdings reflected as 74%).” This substantial block of small investors, many of whom lost a large
percentage of their assets, are entitled to representation among the lead plaintiff group. Because the
intent of Congress in passing the PSLRA was to encourage investors who had a real stake in the outcome
of the litigation to step forward and serve as lead plaintiffs, the Davidson Group, whose individual
personal losses are substantial, fulfills that policy. See Oxford, 182 F.R.D. 42. Furthermore, the personal
significance and importance to individual investors is manifest. For example, at the end of the day,

employees of the institutional investors leave work whether there is a recovery or not -- with no stake in

the outcome. Every day, the Davidson Group and individual investors like them must deal with the
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reality that a substantial portion of their retirement and savings and personal wealth has disappeared as
a result of this fraud. There is no greater personal stake in the outcome of this litigation.

Indeed, one policy of the PSLRA is to encourage those plaintiffs who are appointed lead plaintiff,
to vigorously litigate these cases to conclusion -- whether trial or settlement. I re Oxford, 182 F.R.D.
at 47. In theory, lead plaintiff must have substantial motivation to maximize the recovery for injured
investors. Here, given the large personal losses of each member of the Davidson Group, substantial
personal motivation exists for each of them to obtain as large a recovery as possible. For example, for
every ten cents recovered for each dollar lost by the individuals in the Davidson Group, the personal
impact on their portfolios may be as much or more than one hundred times greater than the impact of
such a recovery on the institutional investors (see pp.4-5, infra)

The qualifications of the Davidson Groups members strongly support their ability to serve as lead
plamtiffs. Davidson, is a commercial real estate broker and a former securities broker who has had
many years experience m the finance and securities business. He served as a Director for the
management company that ran several value oriented open-end equity mutual funds. Nebel, is a retiree,
who worked as an investigative accountant for the New York State Attorney General. Given the nature
of this case and the role of Arthur Andersen, Nebel’s background is important to any lead plaintiff group.
See, Affidavits of Andrew Davidson and Seymour Nebel.

Finally, the enormous publicity surrounding this financial debacle has highlighted the harm
individual investors have suffered as a result of Enron’s fraudulent accounting and business practices.
Congress and government officials alike have expressed concern over the harm suffered by mvestors,
particularly individuals, who have been devastated from this fraud. In light of the overwhelming policy
concerns for individuals damaged from investing in Enron Securities, it is appropriate to appoint the

Davidson Group as one of the lead plaintiffs in the Securities Action. In Laborers Local 1298 Pension
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Fundv. Campbell Soup Company, 2000 WL 486596*3 (D.N.J. April 24, 2000), the Court held that “it
[1s] desirable to have both an institutional investor ... and individual investors ... included as lead
plaintitfs since each may bring a unique perspective to the litigation.” See also In re Microstrategy Inc.
Securities Litigation, 110 F. Supp. 2d 427, 439 (E.D.Va. 2000), (different types of investors ensures that
all of the class members’ interests were adequately represented.)

Accordingly, given the unique circumstances of this case (Oxford, 182 F.R.D. at 49), it is
appropriate under the PSLRA for those with the "greatest financial interest” to be appointed one of the
lead plaintiffs, the Davidson Group should be included in any lead plamntiff group designated by the
Court.

Ifl. THE COURT HAS THE AUTHORITY TO
APPOINT SEVERAL LEAD PLAINTIFFS

“[TThe plain language of the PSLRA expressly contemplates the appointment of more than one
lead plaintiff,” see In re Oxford Health Plans, Inc. Sec. Litig., 182 F.R.D. 2, 47(S.D.N.Y. 1998). The
appointment of co-lead plaintiffs comprised of individuals and institutions “provides the proposed class
with the substantial benefits of joint decision-making and joint funding and is consistent with the
language of the PSLRA and the purpose of Congress ... Id. at 45. Numerous courts have appointed
several lead plaintiffs in cases where proposed lead plaintiffs have asserted different interests arising out
of arelated set of events. See, e.g., In re Cendant Corp. Litig., 182 F.R.D. 144, 149 (D.N.J. 1998); Chill
v. Greentree Fin. Corp., 181 F.R.D. 398, 402 (D. Minn. 1998); Mark v. Fleming Cos., Inc. et al., Case
No. CIV 96 506 M, Order (W.D. Okla, Mar. 26, 1997) (“Mark™), Harbour Court LPIv. Nanophase
Techn. Corp., et al., 98 C 7447, Memorandum Opinion and Order (N.D. IIL. Sept. 27, 1999)(“Harbour
Court”); Oxford Health Plans, 182 F.R.D. at 49. Thus, like in Oxford, there 1s no question that this
Court has the authority to appoint a group of lead plaintiffs and counsel as proposed by the Davidson

Group.
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1V. The Appointment of Individual Investors to the Lead Plaintiff Group Ensures Any
Potential Conflicts of the Institutional Investors Will Be Avoided

The events surrounding Enron have involved a wide variety of entities some of which will likely
become defendants in the action. Not only are Enron’s auditors, Arthur Andersen, implicated in the
wrongdoing, but reports in the press suggest that other entities may have facilitated Enron’s fraud.
Among those entities are Enron’s investment banks, lenders and consultants. Reports have indicated that
Citibank/Salomon Smith Barney, J.P. Morgan Chase, Credit Suisse First Boston, BNP-Paribas, Deutsche
Bank, Merrill Lynch & Co., Goldman Sachs Group, Bank of America Securities and Lehman Brothers
all had roles as underwriters, agents and/or advisers to Enron during the relevant period, earming hundreds
of millions of dollars in fees. See Ex. B. Similarly, Enron’s attorneys and consultants also played critical
roles.

The presence of these other entities raise concerns regarding potential conflict of interest 1ssues
relating to the institutional investors as lead plaintiffs and the potential liability of these third-parties.
Clearly, some of the proposed institutional investors have long-standing financial ties to some of these
institutions as lenders or investment advisers to the institutions.

For example, one bank which provided syndicated loans to Enron is Deutsche Bank. One of the
proposed lead plaintiffs is Deutsche Asset Management -- a subsidiary of the Bank. This past week, an
article appeared suggesting that the Florida Retirement System had a close relationship with Alliance
Capital, who had a member of the firm on Enron’s Board and which had purchased substantial amounts
of Enron stock for the Florida Retirement System. See Ex. C. Similarly, J.P. Morgan Chase provides

investment services for the Public Employees Retirement System of Ohio (see Ex. D) and Bank of

America provides investment advice to the Teachers Retirement System of Georgia (see Ex. E). Given
the size of the investment relationships that may exist with the institutional investors and their advisers

the presence of individual plaintiffs assures no conflicts will arise.

9
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Not only 1s Arthur Andersen implicated in the wrongdoing, but the entire big five accounting
industry 1s under attack. Ex. F Many of the institutions proposed as lead plaintiffs have one of the big five
accounting firms as their auditors. For example, the University of California uses
PricewaterhouseCoopers as its auditor. See Ex. G. Similarly, the State of Georgia uses Deloitte &
Touche as its auditors. See Ex. E. Given the pressure being brought to bear on the accounting industry
generally as a result of the Enron situation, institutional investors ties to the accounting industry cannot
be discounted.

Thus, the investigation of all potential defendants will be aided by a completely independent and

conflict free individual lead plaintiffs. The presence of the individuals from the Davidson Group as lead

plaintiffs, who have none of these institutional or industry relationships, provides such assurance.

V. THE SCOPE AND COMPLEXITY OF THIS ACTION SUPPORT A LEAD COUNSEL
STRUCTURE CAPABLE OF MANAGING THE LITIGATION

The masstve scope of this Securities Action warrants a lead plaintiff and lead counsel structure
competent to manage the litigation. Under the Davidson Group’s proposal that a hybrid lead plaintiffs
group be appointed, each of their designated counsel should serve on an executive committee with a
designated chairman.® See e.g. Oxford 182 F.R.D. at 51.

There is little doubt that this litigation will take place on multiple fronts requiring a tremendous
effort by counsel on behalf of the class. The effort necessary to prosecute this case and develop the
litigation strategy on behalf of the class will require far more work from counsel in this case than usual.
For example, counsel will necessarily need to monitor (or, if necessary), participate in the proceedings

of numerous pending governmental investigations. Enron’s Chapter 11 reorganization proceedings will

require class counsel’s participation and involvement in order to protect class numbers rights during those
proceedings. Counsel’s participation in the Chapter 11 proceeding is critical because the securities fraud

claims of Enron’s stockholders and bondholders will likely be last in priority in the bankruptcy

10



proceeding. In addition to the Securities Action, also pending are various derivative cases, cases on
behalf of Enron employees, and various state court cases. Counsel’s efforts will also entail coordinating
and/or monitoring those actions as well.

Beyond the pending litigations and investigations, the investigation of investors’ claims in this
action by class counsel is a tremendous undertaking. Enron’s business and financial operations are
extraordinarily complex involving complicated derivative financial instruments and hedging strategies.
Enron had hundreds of subsidiaries and operating companies worldwide. Many of the off-balance sheet
transactions which are central 1ssues in this case involve entities separate from Enron, each of which must
be mmvestigated to determine its role in the fraudulent conduct. Complex financing transactions involving
Enron’s banks, credit lines, and investment banking relationships will be examined. Indeed, these events
and transactions, involving a multi-billion dollar company, stretch back over three years.

The litigation also will involve the investigation and prosecution of multiple defendants -~
individual officers and directors; Enron’s auditors; Enron’s investment bankers involved in securities
offerings; the related parties (limited partnerships) operated by defendant Fastow; other entities involved
in off-balance sheet financing transactions; possibly Enron’s banks which may have enabled Enron to
operate in a fraudulent manner; as well as other potential defendants who are as yet undetermined.
Because most of these defendants also are involved in the various investigations and ancillary legal
proceedings, counsel’s close oversight, if not direct participation, will be required in many of these

proceedings.

CONCLUSION

The Davidson Group respectfully submits that the Court adopt a lead plaintiff group including
individual investors from the Davidson Group, institutional investors and, if the Court determines

necessary, investors in Enron debt securities. The Davidson Group further submits that due to the

11
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magnitude and complexity of the action, that counsel selected by the various lead plaintiffs each be

appointed a member of an executive committee representing the class.

Dated: January 21, 2002

Respectfully submatted,
FEDERMAN & SHE

"
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Richard A. Speirs

Jason B. Grant

767 Third Avenue
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(212) 223-3900

Proposed Lead Counsel for
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Footnotes

1.

Counsel is aware that additional Led Plaintiff motions have been filed in at least one other district,
the Eastern District of Texas.

For the purposes of this response, the Davidson Group includes Enron’s preferred stockholders
with its debt holders. In fact, the Preferred Stockholder Group itself argues that its investment is
in the nature of debt. Memorandum of Law in Support of Motion for Appointment of Separate

Lead Plaintiffs for Enron Preferred Shareholders and Approval of the Proposed Lead Plaintifis’
Selection of Counsel at pp. 12-15.

Institutional investors have filed lead plaintiff motions on behalf of the following groups of
entities: (1) The State Retirement System Group including the Employees Retirement System of
Georgia; The Teachers Retirement System of Georgia; Public Employees Retirement System of
Ohio, Teachers Retirement System of Ohio and the Washington State Investment Board; (11) Local
710 Pension Fund; (i11) The Amalgamated Bank Group including the Regents of the University of
California, Deutsche Asset Management, HBIC Investments and the Central States Pension Fund,;
(iv) Private Asset Management; (v) Florida State Board of Administration; and (vi) NYC Funds.

Debt purchasers and preferred stock purchasers have filed motions for separate
representation of a class for those securities only. Those plaintiffs are: (1) Pulsifer &
Associates; (i1) the Archdiocese of Milwaukee Supporting Fund; (111) the Preferred
Purchaser Lead Plaintiffs; and (iv) IMG/TQA.

The Davidson Group respectfully submits that the Lead Plaintiff Group should be comprised of
two or three institutional investors, The Davidson Group’s two individual investors and, if the
Court deems separate representation of debt purchasers is necessary, no more than two purchasers
from that group. Thus, the lead plaintiffs groups would have no more than six members, an easily
manageable group.

The Davidson Group does not mean to suggest that the losses of institutional investors seeking
lead plaintiff status are either inconsequential or de minimus. There is no question those numbers
are large in absolute terms. Rather, the Davidson Group simply asks the Court to look at such
large monetary losses in the context they are presented — and compared with the personal stake of
individual investors. Nor does the Davidson Group suggest that institutional investors should be
excluded from the lead plaintiff group.

Similarly, losses for the 400,000 members of the Ohio Teachers Fund approximate $295 per
member.

All Exhibits are attached to the Affidavit of William B. Federman dated January 21, 2002.

The Court may designate one or more of the Firm’s selected as chair or co-chair of any executive
committee appointed.

13
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299 Park Avenue, 14" Floor

New York, NY 10171

Solomon B. Cera

Gold Bennett Cera & Sidener, LLP
595 Market Street, Suite 2300

San Francisco, CA 94105-2835

Marvin L. Frank, Esq.
Rabin & Peckel LLP

275 Madison Avenue
New York, NY 10016
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Clay Ragsdale, Esq. Melvyn I. Weiss, Esq.

Ragsdale & Wheeler, LL.C Milberg Weiss Bershad Hynes & Lerach LLP,
The Farley Building, Suite 550 One Pennsylvania Plaza
1929 Third Avenue New York, NY 10119
Birmingham, AL 35203

George H. Niblock, Esq.
Roger B. Greenberg, Esq. Niblock Law Firm
Schwartz, Junell, Campbell & Oathout, LLP 324 North College Avenue
Two Houston Citr., 909 Fannin, Ste. 2000 P. O. Drawer 818
Houston, TX 77010 Fayetteville, AR 72702
Scott Shepherd, Esq. Steve Berman
Shepherd & Finkelman, LL.C Hagens Berman, LLP
117 Gayley Street, Suite 200 1301 Fifth Avenue, Suite 2900
Media, PA 19063 Seattle, WA 98101
Trivia Brody, Esq. Alex N. Kapetan, Jr., Esq.
Stull, Stull & Brody Wites & Kapetan, PA
6 East 54™ Street 1761 West Hillsboro Boulevard, Suite 403
New York, NY 10017 Deerfield Beach, FLL 33442
John G. Emerson, Jr., Esq. Charles R. Parker
The Emerson Firm John Roberson
P. O.Box 25336 Hill, Parker & Roberson LLP
Little Rock, AR 72221 5300 Memorial, Suite 700

Houston, TX 77007-8292
John Emerson, Jr.

The Emerson Firm Stephen Lowey

2600 South Gessner Neil L. Selinger

Suite 600 Lowey Dannenberg Bemporad & Selinger, P.C.,

Houston, TX 77063 One N. Lexinton Ave., 11" Floor
White Plains, NY 10601

Damon Young, Esq.

Young, Pickett & Lee Richard M. Hetmann

4122 Texas Boulevard James M. Finberg

Texarkana, TX 77503 Embarcadero Center West
275 Battery Street, 30™ Floor

Michael D. Donovan, Esq. San Francisco, CA 94111

Donovan Searles, LLC

1845 Walnut Street, Suite 1100 Leslie A. Conason, Esq.

Philadelphia, PA 19103 The City of New York Law Dept.
59 Maiden Lane

Jeffrey Krinsk, Esq. New York, NY 10038

Finkelstein & Krinsk

501 West Broadway Abbey Gardy, LLP

Suite 1250 212 East 39™ Street

San Diego, CA 92101 New York, NY 10016
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COUNSEL FOR DEFENDANTS:

George E. Barrett

Barrett Johnston & Parsley
217 Second Avenue, North
Nashville, TN 37201-1601

Johnathan T. Suder

Friedman Young Suder & Cooke

P.O. Box 2503
Fort Worth, TX 76113

Jetfrey B. Kaiser

Kaiser & May, LLP

440 Louisiana, Suite 1440
Houston, TX 77002

Paul Paradis

Abbey Gardy, LLP
212 East 39th Street
New York, NY 10016

James E. Wren

Williams Squires & Wren, LLP
Bridgeview Center, 2nd Floor
Waco, TX 76710

Steve Berman

Hagens Berman, LLP

1301 Fifth Avenue, Suite 2900
Seattle, WA 98101

Stephen Susman

Susman Godfrey, LLP
1000 Louisiana, Suite 5100
Houston, TX 77002

Elizabeth Baird

O’Melveny & Myers, LLP
55 13th Street, NW
Washington, DC 20004-5300

Charles F. Richards
Richards Layton & Finger
One Rodney Square

920 North King Street
Wilmington, DE 19801

James F. Coleman, Jr.

Carrington Coleman Sloman & Blumenthal
200 Crescent Court, Suite 1500
Dallas, TX 75201

Robin C. Gibbs

Gibbs & Bruns, LLP

1100 Louisiana, Suite 5300
Houston, TX 77002

Craig Smyser

Smyser Kaplan & Veselka, LLP
700 Louisiana, Suite 2300
Houston, TX 77002

Eric Nichols

Beck Redden & Secrest

One Rodney Square

1221 McKinney Street, Suite 4500
Houston, TX 77010

John J. McKetta

Graves Dougherly Hearon & Moody
515 Congress, Suite 2300

Austin, TX 78767
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AFFIDAVIT
STATE OF ILLINOIS )
) NS:
COUNTY OF COOK )

1. This Affidavit is made by ANTHONY DAVIDSON based upon his personal
knowledge, information and belief.

2. I am over the age of twenty-one (21), a resident of the State of {llinois, and am
qualified and capable to serve as the Lead or Co-Lead Plaintiff or on a Lead Plaintitf Committee in

the Enron Securities Litigation.

3. ] am currently employed s 4 liccused commercial real cstate broker and have been

cinployed as such since 1975.

4. From 1963 to 19075, I was a licensed stock broker registered with the NASD for a

firm that has subsequently become a part of Shearson American Express, Inc.

S. I lostapproximately twenty (20%) of my investment portfolio through my investment
in securities of Enron.

6. During the course of my employment as a licensed real estate broker, 1 routinely
recelve and process confidential financial information on individuals and companies that are
provided to me in the normal course of my business.

7. [ understand as a Lead Plaintiff or participant on a Lead Plaintiff Comumittee I will
receive confidential information which I pledge to keep confidential pursuant to any order entered
by this Court.

8. I served Tor twelve (12) vears on the Board of Directors of a management company

overseeing the opcrations of two open-end value oriented equity mutual funds, as well as monies for

|, EXHIBIT
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institutions, pensions and endowinent funds.

Further affiant sayeth not.

ANTHONY DAVIDSON

Y.
SUBSCRIBED and SWORN TO before me this /7 ” day of Jonugry 2002

(L

NOTARY PUBLIC

My Commission Expires:
12=1 2 -0

SRR TCTAT S AT

ALICE L. DETERMANN

NO
y TARY PUBLIC, STATE OF ILLINOIS

Y COMMISSION EXPIRES 12/12/2004

IEnronta{l, duvidsoiLwpd
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AFFIDAVIT
STATE OF FLORIDA. )

) o
COUNTY OFﬁ@_Uﬁﬂz )

1. This Affidavit is made by SEYMOUR NEBEL based upon his personal knowledge,

information and behist.

2. | am over the age of twenty-one (21), a resident of the State of Florida, and am qualified
and capable to serve as the Lead or Co-Lead Plaintiff or on a Lead Plaintiff Committee in the Enron
Securities Litigation.

3. I lost approximuately twenty-eight (28%4) of my investment portfolio through the loss
suffered in Enron Corp, common stock.,

4, I am currently tatired and living on & fixed income. My pritnary employment prior to
retirement was as an investipative accountant for the Attorney General for the State of New York.

3, During the course of my employiment as an investipative accountant for the Attorney
General for the State of New York, I would routinely receive and process confidential financial
information on individeals and companies that were provided to me in the normal course of my
business.

6. I understand as a Lead Plaintiff or participant on a Lead Plaintiff Committee that I will
receive confidential informetion which I pledge to keep confidential pursuant to any oxder entered by
this Coutt,

Further affiant sayeth not,

’ o P

.‘..- -, __-'. 7

BEL

SEYM

SUBSCRIBED and SWORN TO before me this [ Q day of z %,

_ ;izgi;; N J %
LIC

NQTARY P

Lk

'

My Commission Expires:

Sy NATHALIE FAGAN

S 40 vt 1Y COMMISSION # DD 047975
Z5252F  EXPIRES: September9,2005 (X
| “Sapyas  Bonded Tha Notary Pubic Undeowriers.  [§
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More Info: Quote; | Chart ‘

s h_...".!: %‘g‘* M.ﬁr&. 3 :
News | Profile | Research | SEC [ Ms [ Ingider | gmtwn [ Fmanclals | Reports

-rw BOhg ?‘h 3
a.-"-w..k ik NE%.&&: m@ﬁﬁ F H{L‘
Sep 27 Price fin: g
S52=week low
| ($24.46)
Qct 16 Earmings

HRee

30 125

“Ynron Buudmg, 1400 Smaith
Street
Houston, TX 77002

Phoune: (713) 853-6161
¥ax: (7 13) 853-3129
Email:

investor-relations@enron.com

Employees (last reported count):
20,600

EHEEEIEES

Tog Institutmnl Hokirs |

‘Top Mntuat Fund Holders

+Analyst Upzrade/Downgtrade
History

-Historical Quote Data
Raw SEC Filings at 5£C.00V

Competitors:

-Scetor; Utlities
ndum Namral Gas Utxhtles

H ome P_ggg
-lnvastor Relations
-Employment
-Producis & Services
«Subsidiaries
“Yahoo! Category

Search ‘(ahm' fm' related lmks ..

" Dow Utuhtes R
S&P 500
o r‘\-‘\l‘l “ YO DpRD ) -ﬁfﬁ?ﬂﬁ;‘" E‘%‘SE?E"\_%EE

! *q e Bt
@ * P}‘ -Hq;r wb“?;i

Insxder aml 5%+ Owners' 12%

- Qver the last 6 months:
- onié insider buy; 10.0K. shares
- 28 insider sells; 2.04M shares
(2.2% of insider shares) ‘
+ Institutional: 653% (753% of float)

(1,882 mstitutions)

b, ™ = -.,.'-r..f-rr:“;'cuﬂ-" 2 YT LTI A AR 1vap b it : T g e Y AT T h
: - JT8 ,' ¥ ) R firdie RN L e ) : "F Jwﬁ%‘ 3‘5'?9'5-“ 3“-»-3'
BUSinessisumiianyacadatatohec Stninaiaiiies % ik

KR S E WA T A b7 RN ULyt ol P ol ST SRR
Enron Corp. prc:wdes

products and services
telated to natural gas,
¢lectricity and
communications to
wholesale and retail
customers. Enron's
operations are
conducted through 1ts
subsidiaries and
affiliates, which are
prmmpa]ly engaged in:
the transportation of
natural gas through
pipelines to markets
throughout the United
States; the generation,

transmission and distribution of elec:mmty to markets in the
northwestern United States; the marketing of natural gas, electricity and
other commadities and related tisk managemen‘t and finance setrvices
worldwide; the development, construction and operation of power
plants, plpelmes and other energy related assets worldwide; the delivery
and management of energy commodities and capabilities to end-use
retail customers in the industrial and commercial business sectors; and
the development of an intelligent network platform to provide
bandwidth management services and the delivery of hugh bandwidth
communication applications.

More from Market Guide: Expanded Business Description

| L . St 2 erde] t e d e e “d R L e e S T RS *""
?t * -" ; 'f.::; f ﬂ ""?w,;t}s:::‘.;:}-h&u -(‘ -1 ﬂ-ﬂ- 'Eﬁ H'-t*’*‘_!'g --.'- 4 E{B"‘ H 11 ';‘.;.4... Yl 7rl , 3

ENE makes markets in elee ca.ty and natural gas, delivers energy and
otber physical commodities, and provides financial and risk
management services. For the nine months ended 9/30/01, revenues rose
from $60.04 billion to $139.69 billion. Net income ap hca'ble to
Commion before acent. changes fell 85% to $131 m:llhon. Revenues
reflect growth in the wholesale and retail energy businesses and the
natural gas pipelines. Net income was offset by $1.01 billion in
non-recurring charges.

Recent Earnings Announcement
For the 3 months ended 09/30/2001, revenues wete 47,613,000; after tax

carmings were ~618,000. (Prehmmary, reported in thousands of dotlars )
More from Market Guide: Significant Developments

10/19/01 3:43 PM
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1,882 institutions) ozt S gy -
. Net Tost Selling: 7.76M shares OTfIgEFSI eyl S it aiita i T ~ _
'rl ﬁBG}/ nis " R AN Aradtisanioy widtn SR LT DAt (o) :
Eprmr q::)arter tj.: Iaiest quart&r) FYZﬂoggampensaé;;t
‘H ghl ght ‘
-Pelrf(;;]ﬁmce Kﬁnnﬁth Lﬂ%’, 5 8 $ lz.OM $ IZBM
-Ratio Compuarisons Chairman, CEQ
Greg Whalley, 39 - -
Pres, COQ
Mark Frevert, 46 - --
Vice Chairman
Andrew Fastow, 39 — -
CrQ, Exec, VP
Mark Frevert, 46 7.1M 29M
Chairman and CEQ, Enron Wholesale Services
Doliar amounts are as of 3 1-Dec-2000 and compensation values are for the fiscal year
ending on that date; “Pay” is salary, bonuses, etc.; "Exer" ts the value of uptmns
-excercised during the fiscal year,
More from Marke! Guide on Gfficers & Directors:
MLIEL Bios C_omnenit@, Qm:m
[ “Price and Volume | P@r-Shaﬁ'e Data " Management
| 52-Week Low s2a s |BOOK Value (mrg*) §14.17 Effectiveness ;
i GR'II 27-3:;—2001 <20 00 - Eammgs (ttm) £€0. 13 Return on Assets (ttm) 0.41%
gcent Price : :
t . Eammgs (mrg) -50.84 gﬂt“in on 1.82% |
| 52-Week High $84.875 | Salés (ttm) O s y (ttm)
| on 29-Dec-2000 ' Cosh ( ) '31 " L5 Financial Strength
Tt . ,
Beta 0.26 | ( ‘il)l tion Rat Current Ratio (mrq*)  1.08
| Daily 5. 41M aluation Rauos Debt/Equity (mrg®y  1.09
| Volume (3-month avg) Price/Book (mrg*) 2.05 Y oo R
Total Cash (nirg) 30
| Daily PmefEanungs (ttm) 219.70
| Voltae (10-day ave) 5.50) © | Short Interest
_ Price/Sales (ttm) 0.13 | As of 10-Sep-2001
Stock Performance Income Statements Shares Short 13.8M
\ = )
| e on, RS0 | Sales (um) $188 . 68 { Percent of Float 2.1% ]
S EBITDA (ttm*) $3.428 § Shares Short 13, aM |
o ICOMmE syl | (Prior Month) - 4M
[ 40 vailable to $190 . OM |
[ rome common (ttm) ' Shott Ratio 1.87
" Jan Mar May Jul Sep ' .ye .
! big chart [1d| 5d | 3m | 6m | 1y |2y |5y | Profitability Daily Volume 7.00M:
max] Profit Margin (ttm) 0,1%
52-Week Change -63.3%; Operating Margin (tm) 1.5%
. 52-W¢Ck Chan c ~52. 3% Fiseal Yezar
{ relative to S&P500
-:’ Flscal Year Ends Dec 31
~ Share-Relafed ltems Most recent quarter
| Market Capitalization  $21.75 { (fully updated) 30-June-2001
: 1 :
Shares Qutstand ng 742, 9M 1 Most Iﬁﬂf-'rm quarter 30-Sep-200]
¢ Float 659, op | (flash earnings)
3 Dividends & Splits
¢ Annual
| Dividend (indicated) $0.50
20f3 10/19/01 3:43 PM
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, I
| Dividend (indicated)

Dividend Yield 1,72%
Last Split: factor 2 on 16-Ang-1999

See Prafile Help for a description of each item above;, K 'sthousands; M =millions; B =billions;
mrd = most-recent quarter; ttm = trailing twelve months; (as of 30-Sep-2001, except mrgq*/ttm* items as of 30-June-2001)

LV

Market Guide offers more in-depth Company Research, Stock Screening, and Hottest Stocks and Industries
on over 10,000 U.S. Equities.

. il

Copyright @ 2001 Yahoo! Ing. All Righis Reservad. Priva

n%h . Cy Pnli% ~ Terms of Service
Company information Copyright Market Guide. Historical chart data snd daily updatas provided by Gummﬁﬁ Eﬁstema, inc. (CSI). Some event
data pravided by CCBN. Data and informafion 1e provided for inforrnational purposes only, and is nof infen ot trading purposes. Neither Yahaoo

nor any of its data or content providars (such as Matket Guide, CS, eta.) shall be liable for any errurs or delays in the content, or far any actions
teken in reliance thereon.
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The Finaneial Firms'
Many Well-Paid Roles
Raised Many Conthets

) .._,.__:..EEALE &
- DEAL MAKERS

I March 1995, Enron Corp. executive
Andrew Fastow approached Philip Pool, 4
banker at Donaldson, Lufkin & Jenretie
Ine. with & tanializing oifer.

Ag an oiticial of a prized DLJ corporale
clignt, Mr. Fastow wanted DLJ's help fo
riige money for o partnership the Houston
EHETEY company was puiting togelher, The
parinership, Mr. Faslow gaid, would help
Enron oy buying assets {rom the company
and keeping debl off its balance sheet, Too
much balunce-sheet debt would lower En-
ro1's cradit rating and hinder growth,

gul the proposal had an unusual fes-
lira. White remaining an fnron official,
Mr, Fagiow would head the independent
pat tnershipy, which would have outside in-

| HJ Wa.!z streel Journal slaff reporters
Joiun R. Ewmshwiller, Anile Ragheven
il Juthon Sapsfﬂrfi

T T AT

TR 2% s Bk

A il bt Wiyl e . b

vestors and do business wn.h Is:uwn DLJ
said no. “There are too many conflicts
here,” M. Pool told Mr. Fastow, according
to people familiar with the conversation.
A snokesman for Mr. Fastow confirmed
that the 1995 meeting took place. But he
sitid fhat Dy 1889 DI.J was expressing inter-
asi In doing privale placement work for g
similar partnership, known as LIM2 Co-In-
vestmen: LB, which would eventually do
hundreds of millions of dollars of business
With Enron. Mr, Fastow, who by 1999 was
gnron’s chief financial offtesr, an LIM2
and was & part owner until he severed tics
with it last summer.

Mr. Pool, who is no longer with DLJ,
says he talked with Exron in 1998 but saye
the private fund group that he co-headed
decided that the confiict-of-interest con-
cern was still too great. A spokesman for

Credit Suisse First Boston, which ae- - -

guired DL in 2000, declined to commant. .
in the eng, Merrilt Lynch & Co., the na- -
tion's larpest securities firm, fook on the o
tasi of helping to market LJINZ, Merrill comn-
mitted 522 million from the fiem and its offi-
¢1a)s to the parinersiip as part of helping to
raise negrly §400 miilion from more than |
three dozen insiituitonal and ingdividna! in.
vestors, according to parinership recorde,

A gagele of othet financial firms joined
Merrill in investing in LyM2, appm"ently in
hopes of further cultivating ties with Hn-
tort, which at the time was one of Wall
Sr.reet § hotteat clients. J.P. Morgan
Chase, Citigroup tne., Credit Suisse First
Boston, Wachovia Corp, and others poured
betwgen §10 million and $25 million into

the Enron partner ship, A DLJ-related liwm-
Had partnership even wicked in 85 million.
A NMevrill spoks sp"-d, 5 suys “we believe
that our 1 elmvely limited dealinps with
Enron and our iuvolvement with LIM2
were entirely proper. We palieve the poten-
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Some of the investment banks that were underwriters, agents and/or adwsers for

Fnran, 1999-2001

5TOCHS & SYNDIGATED  MERGERS &

INVESTMENT BANK CONVERYIBLES DEBY LOARS - ACQUISITIONS
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tial conflicts involved in LJM2 wers fully
disclosed to partnership nvesiors.”

Representatives for J.F Morgan, Cifi-

. group and Waghovia declined 1o cornmant
on the investments.

The upshot: Some of the world's leading
banks and brokerage firms provided Enron
with crucial help in creating the infri
cate—and, in crueigl ways, misleading—fi-

nancial structure that fueled the energy tradr
er's imnpressive rise but wtimately led {o its

spectacitar downfall, Indeed, without the fi-

nancial grease from Wall Street, Enron
wolldn't have grown into the nation’s diggest
energy trader and seventh-higgest company.
o return, Wall Street fivns earned hundreds
of milliong of doltars in fees—$214 muilion 1m
underwriting along, and niuch more i lend-
ing, derivatives frading and merger advice.

Now the banks are scrambling to re-

L R R SR . R T b

+
------

I' L] l...'

Ll e

cover whal they can in the wake of En-
ron's bankruptey filing, the largest in U.5.
higtory, last month. The débis inalude 54
bilion 1o loans and billions of dollars more
in other obligations owed to banks, which
could erase at lesst some of the consider-
able pruhts fingancial institutions made in
financing Enron on the way up. When all
is said and done, the guestion that uith-

mately will be raised is: Did the banks
lower their lending standards fo gat all the
othier business from Enron? The hanks ve-
hemently s&y 1o.

“Earon was a cash cow for the banks,”
says Frank Parthoy, 4 former Morgan
Stanley derivatives salesman wWho Wrole a
hook on, Wall Street’s high-pressure sales
tactics, “You can't do SDI)hIET.IEEIIEd limnitad
partnerships and credit derivatives with-
out the participation of the major banks.”
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Doing Deals With Enron

Some aof the investment banks that wera underwriters, agents and/‘or adVlSerE for

Enron, 1999-2001

STOCHS &
INVESTMENT BANK —

C:itlhankfﬁamman Et’mt!‘l Eﬁrnery i
r“ gﬁ%ﬁfﬁm&: i g -f

&*f gl hy ._,..,_.ﬁ’-{ﬁﬂ*ﬁ?ﬂﬂﬂi
Cradlt SHIEE& Flyst Enatnﬂ }

F‘t N"’ff&“i’%&?ﬁ o e A e i gﬁ; 11y ihi" -i
MN? g; EE ﬁ; E:E’ 'ﬁh-’? iy *ﬁgé‘q‘ 1o é_
uhln. iﬂllﬁ: Gl "-ii-- t jab;l ? ﬁfﬂiﬁﬁ ‘ii Ji‘%( "‘-FW b

Dﬁutschea Bank :

i kb

4;‘;;

i"fﬁm

Golgmen Sachs Gl’mlp { b
Merle 2 r‘n:-‘ Py :;i'-ﬂ* “t" tii'.t AL T bk »3;#1
}" Wﬁﬁh’% N i aﬁu H& -&-ﬁﬁ
4#&%%}3 J 'H .r]' *.iﬂ.mr “l ":'lﬁf J “ g Itﬂl‘-&%ﬂ- Y
Lehmian Rrothiers :

-y

GﬁN’UEET!BLEE

wihe Hfi' j A4 ;i ”‘ ’i«;‘f a_,,ft“ ErL! f“*f"""him -;?‘"Zﬁn
; 'ﬁ }*g ¥, #r:li.
m:ff‘ .Eﬁ‘ : ‘ﬁ. m fwﬁ "i,&i.ﬂ. Br‘e'.‘z..,

%n..:;, :-_j: ! E:- u l"'”f{"":f""-i. LT LB t%\g%!% ‘r-ﬁ?!ﬁlﬂ ?r:::ﬁﬁqrf ?:Tf?m‘?i
i €?i} 1@‘ ‘%‘Eﬁgﬁl .‘Ff-r. *ﬂ;j%i‘i .ﬂvﬂf‘l% 5" m-.- pnﬁia v'é'ﬁ"f l‘” !‘ E_. ﬂ'ﬁé

Lf;{hﬂ H@ru_r qm

"-'_'l'_'l'.l-'

SYNDICATED

MERGEHRSE &
LOANS

AGOUISITIONS
- E w '

O
% L
v’ j w

SRk

. w e
r.gﬁ,% itk }:5 . ”" ﬁ.“-’i ¥ '*-’";k ﬁﬁ&,ﬁ 5'3 i

‘%‘%*{;%ﬁs tﬁﬁ% ﬂ
*t
A, *"‘*”ﬂ SO S I et ;: m

H"

DEBT

:ﬁ;

I'

SNt w

E;w i ujw gt;v;a #
P’

% oA f&.ﬂ.&

l

-I'

<27 ﬁg,zwwﬂfﬂgm u 'E' L™ ﬁ
.4'

N ¥ i" }ﬁ s F*’F ‘}

) 4,8 25 " A *‘h %‘:E,

H.ﬁs;% &ﬁﬁﬁﬁqﬂ: :c’i‘ ? WL 5!& X ic' mw-ﬁ L"hé h
- v’ :

TR F——

:.':-. ;.5,‘ A

Baurea: Thomsan Finanelal

din Ty AL # b Sl WY

tial conflicts invelved in LIMZ wers fully
disclosed to parinership invesiors”

Representuatives for J.B Morgan, Clll-
proup and Wachovia declined to comment
on the investments.

The upshot: Some of the wor Id's leading
banks and brokerage firms provided Enron
with cruciai help in coreating the ndri-
cate—and, in crucial ways, misleading—1i-
nanciza] stroctuve that fucled the energy trad-
eT's impressive rise but ultimately led to its
spectacular downfall, ITndead, without the fi-
nancial grease from Wall Sireet, BEnron
wouldn't have grown into the nation’s biggest
energy trader and seventirbiggest company.
In return, Wall Street firms sarned hundrads
of millions of dollars in fees— 8214 million
underwriting alone, and much more in lend-
ing, derivatives trading and merger advice,

Now the banks are scrambling fo re-

LT e R T e "
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cover what they can in the wake of En-
ron's hankrupicy filing, the largest in U.S,
history, 1ast month. ‘The debts include §4
billion in loans and billions of dollars more
in other obligations owed to banks, which
could erase at legst some of the consider-
able profits financial institutions made in
financing Bnron ont the way up, When atl
iz said and done, the question that witi-
mately will be raiged is: Did the banks
iower their lending standards to get all the
other business from Enron? The hanks ve-
hemently say no.

“Enron was & rash cow for the banks,”
says Frank Partnoy, & former Morgan
Stanley derivatives salesman who wrote a
hook o Wall Sireet’s high-pressure sales
tactics. “You can’t do sophisticated limited
partnerships and credit derivativas with-
out the participation of the major banks.”

M. Partnoy, now a professor at the Univer-
sity of San Diego School of Law, likens the
role ©of banks in fhe Enron debacle to a
“caging cluiming hardship when a hige
roller playing on credit cun't pay lis
marker. It's diffienit to feel 0o sorry for
the hanks trying to racover debts owed by
Enron, given that the same banks set g

the game and wers intimately involved in
the Enron partnerships.”

Enron's dethise already has producad
dozens of sharehoider lawsuits, The de
involvement—and deep pocketis-~of big
vanks and Wall Street firms rajses the pos-
sibility that they will get sucked into the
litigration rmaelstrom.

Wall Streat's role in the Enron sugs
throws the spotlight on the 1899 repeal of Dia-
prassion-era legislation called the Glass-
steagnll Act. The law was meant to zape-
rate the business of lending from underw gt
ing, targely because many blamed tha finan-
cial turmoil of 1928, and the depression {rss.
followed, on speculation in the stock mazke:
hy the nation's banks, wiich also are sup
posed {0 be the guardians of deposits,

Bankerg lobhled suceassfilly for (Glass-
Steagall's repeal In hopes of craating s
financial .supermarkets such as Citizyou
and J.P, Morgan. These Institutions now
can offer credit cards and loans alongside
mutual funds. On the corporate side, they
cah lend and arrange credit lings while
aigo filling out such financings with ¢lher
ltteraitve services once lmited o invast
ment banks, such as giock or bond ofiec-
trigs Oy mergers advisory.

Enron’s decline shows how thess muiw
taceted institutions are often on wmany
gides of big deals in arrangemenis hiis.
tling with potsntial conflicts, Consider the
many hats worn by J.P. Morgan a5 ong of
Enron's main lenders, (1B Morgan says
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its landing exposure to Earon is more than

£2.6 billlon.) It has arranged billions of
 dollars my loans to Enron, keeping chunks
ioof that {inancing on its own books, {t also
- has unogrwritien bonds for Enron.

Less vislble are other reles. J.B Mor-
gan trades currencies, bonds and deriva-

| tive confracts, both with Enron and with

other institutions that trade the debts and
obligations iysued by Buron. It has g re-

. search analyst covering Enron who until
't last fall had recommended invastors iy

Enron stock. JP. Morgan also sold Enron
credit derivatives, among other things,
even gs ifs assef-manapement arm man-

- aged 2 stock fund for the Employee Retire-
b ment System. of Texas that held Enron

stock., {(The Enron stock was lguidated
from the portfolio 4t the end of November,
a spoReswoman f{or the Texas system
says—more than % month after Tnron's

- troubles were well known,)

A spokeswoman at J P Morgan says

1 the sgset-management arm is Hkely to join
{ some of (he shareholder suits against En

ron even though teams from other areas of
the bank were advising Enron on the same

| decisiong thel are now being catled into
i question by lawsuits/

J.F, Morgan officials s&y they have
strict “"Chinege walls” sepsarating thess

businesses to keep conflicts from compro-

{ mising the hank's activities. But "it's vory
| difficult to keep the Chinese walls in
t place,” says David Hendler, an analyst at

CreditSights, & debt marketf research firm.

J.B. Morgan says its many ties to Enron

- refleat diversification into a slew of different

business lines that insulate It from the risks
of lending. Such divergifieation reduces nsk
to the finanecial systern a5 & whole, the bank
areues, A view shared by the many blp Insti-
tutions with ties to Enron. And Bnron's fail-

[ ure has yet to show any sign of bringing
| down & major financial institution,

Meanwhile, J.P, Morgan already is su-

| ing one of Enron’s other big lenders, Citi-
| gmup in New York federal court. The suit

| alieges that a group of insurers, including

a Cmgmup unit, are improperly refusing
to pay about 1 willion on gurety-bond poli-

cies for Enton-related oil and natural gas

delivery conitracls.

In court papers, St. Paul Fire & Marine
Insurance Co., saysit can’t find evidence of
actual cil and gas deliveries and contends
the entire arrangement was designed to ob-
tain guarantees for J.12 Margan on loans to
Enron “in the guise” of insuring product-
supply contracts. J.P, Morgan denies that al-
legation. Citieroup declines to commaent, ¢ii-
ing pending litipation.

It wasn’t long ago thal Enron was

- amone 1he ripest of Wall Street's plim
| clignts. it had a veracious appetite for capl-

tal- and was constantly ploneering new
businesses trading everything from elec-
tricity futures to hedges against bad

| weather I's online (rading operation,

called EnronOnline, handled neayly $1 tril-
lion in transacetions in the two yeurs follow-

ing its Novernbar 1999 opening.

Enron expacted lots of help from Wall

- Street 2s it hacked out new trails in the
- wilderness of comumercs, Nong of is ex-
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placed as chief financial officer last Qoto-,
her as coniroversy around Rim mounted— |

made more than $30 mitlion sincé 1999 run-~
ning I.JMZ and a smaller pa,rtnemhlpi.

called LIM Cayman L.

Not a]l prospective investors were. ..

mediztely dazzled by the ampie returns’
being dangled by those pitehing the LJM2- .
partership. Miami-ares businessman Ei-”

gene Conese recalls that when his Merrill-

hroker first described the LIM2 partbet-
ship, “I said I thought there was a contliét

of interest ... that it didn’t seem proper;”
After repesated assurances from Merrill
and Enron officials that everything wds
proper, Mz Conese relented. He committed
§3 million personally and through a family
parinership, LJM2 records show. Last year,
after the surprise resignation in August of
Enron President and Chisf Executive Jei-
frey Skilling, Mr. Conese tried to sell back
his partnershig intsrest and contacted
LJM2, then being run by & former Enrgmn eX.
ecutive and Fasiow assoclale named
Michael Kopper. LJM2 never acted qn the
request, says Mr Conese. Rec ently, My
Conese and sother imited partners mred a
lawyer to explore their legal options in the
face of & request by LJM2 management {o
put more money into the partnership. |

Mr. Kopper has in the past declived to
he interviewed. A call to LIM2's Rouston

office across the street from Enton head.
quarters was answered by 4 recording
that said, “You've reached 4 nanworkmg
number at Enron.”

Lazard’s Wasserstein
Lures Tashjian Back
To Capital Markets

By ¢ WALL STREET JOURNAL Staff Eeporter
NEW YORK--Lazard LLC, continving its
expansion under deal maker Bruce Wasser-
stein, rehired {op banker David Tashiian o

- build the {irm's 1.5, capital-markets group.

The move, expected o be.announced
today, 1§ tha latest offort by Mr, Wasser-
stein fo restore Lazard's luster on Will
Sireet and oreate a diversified financial
firmm. Since taking over as haad of La2ard

this month, Mr. Wasserstein has spent miji- |

lions of dollars o hire new bdnkers and
expand the iirm's business groups. ©

By hiring back Mr. Tashjian, Mr. Wassera
stein is he*Ltmg on Lazard's comeback in
capital markets, the highly compatitive
buginess of buying and selling secirities.
While Lazard 1S known primarily.as a
merger advisoty shop, its capiial-markets
group has long begn ong of its more pmfitu
anle businesses.

The move signals 4 sudden about face for
the firm. Mr., Tashilan, 46 years old, re-
signed in November over a dispute with Will-

iam Loomis, the company's chief éxecutive

al the time. Mr. Tashjlan was seeking to ex-
pand the group, while Mr. Loomis wanted 1o
shut it down to refocus Lazard’s business.
Both executives resigned, although M,
Tashilan remained. at the firm because his

resignation didn't take effect until Januayy,
Whun TR snavataivn wiha iofoed Yaazard af-
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the tanglad wab of sespicions res apse of Enron, Flonda
offteiaie are trying (o datammine whethar an mwatmam firmn with finks m

ached lmpmp@ﬁy whm ﬁmada ill-hmm mmﬁm&a m %Em

: . The concams fosus an ﬁ!ﬁanm Eap‘iﬁ!
membsr of Enron and & mqwr
Allianics bought 7.6 milllon Eqron shanes
mitlion shames after Gcb 22, whety £ was
Eﬁﬁh&ﬂgﬁ Gommssion was imvenhiozt Ty »
from S82 ty $9 for the shares. It sold ali 78 mll!im ‘f@? ﬁ E&mﬁ a a&im@ an Hw..
20, two days before Enron declonad bankriptey .

dumtar oF ﬂ'lﬁ Flm'nﬁa Siate Emrd of Adimings mﬂ@ﬁ, wmch wa
billion pansian fomd.

“If Alltance did anything improper or was unduly inflvenced by Savage, wia
could sup Alliances, but wa have made no declelon an that.™ The mﬁ @f ﬁm
stata hoard feniinated Alllance In sardy Deceinber, "It was H gonstal
porformancs iKsus. Enron was the siraw that broke the camsl’s back,™
Stipanovich Savs. "Over the past seversl years, their pariormance had fallen off;
and they had hesn oh an informal wateh list 2ince mid-summer.™ DENIALS

Ajllants ok hepe

Whamw tha und@i-fymg motivation, Alllanca's aumhasw of Brron wa :
putment for the Florida Re hich serves

SlneT, ﬁ W“Eht 45 m'ﬁim shares sitice AUGLSS
ffray Skilllng abruptly resignud), It kept buying after Oct, 17, when
tho company mﬂﬂ&i’ﬂd ﬂm& ite assote wore overstated by' at lmﬂ %1 billion and
hscure partnerships with &8 o

On Qct. 22, the day that it was anncunced fhad

—— Exchangs Commission would invasiigala Enron, Alliancs pumhawﬁ 341,060
sharas at $22.82. On Ok, 24, tho dzy that Enron's ehiof inancial aﬁimrmw
Fastow. beneficiary of several partnerships, was fired, Alllance bought 302,500

sharae at $15.30. MORE SHARES

Aftar that, as the bad newe mounted, Alllancs hought hive o milliogn mm@

sharas for the Flovida pansion fund, e last purchass Was Now. 18, tve wizaks

http://www.truthout.com/01.19C Enron.Florida htm - 1/20/2002
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hatore Envon filsd for bankrupley. Alllance wag sleo buying Enron for other
maj@r cients. At ones poing, it hﬂd purchased mors then 40 milllion shares.

Stipanovich says that near the énd of this cdyssey siate offickls lvarmed that
an Aflianca szacitiive was on Enron’s board. 151 eacly mmmhm, Alfrad Hamison,
vice chairman of the 4,440-employee Alliance, flow to Tallehassee to meat with
tha upzaf stakl LARE OGTr Wo wanbad to give Al 2 chianoes te talk about
eﬁ%iﬁﬁﬁmﬁﬁﬁﬁ@%%ﬁ#¢@mﬂﬁﬂmﬁﬁﬁﬁ§sﬁgﬁﬁ@Vﬁﬁﬁ

In & miesting that lasted well over an houe, Harrison asld that Savay

influonce in purchasing tha Envon stock, which was cone for puraly finangial
T ﬁﬂsi

On Dac. 5, Harrison wiota a letter to the Flarlda board, 2aying Alllgnces
considerod £nron ¢ good inveatmeont bacause i held 2 "dominant [45 porent]
posaition In the newly deraguiated area of the wholesals gas md alacinicity
trading markel™

Harrison pointed out that many atock analyst= continusd o recominend
Enn;n wall into Qotober, when the company’s problems bwagen erupting in
public.

FREQUERT VISITS

Enron reprasentatives came to Alliance offices to promota the stock abont 10
timee in the past year, Harrfeon vwals. Enndn hever mendoned that it wae using
its officars’ partnerships to keap bitllone of debt off Rs fnancial haoks,

“"Analvsts and portfolip mansgers smust niake the asasumption that sudited
financlial statoments ara not deficient through iha fiondisclosure of mrhmn& off
balance shout tems and the delils nf privaty pari amhma, " Harigon wrots
Harrizon ndded that Alliance remainas @ﬁﬁiaﬁi&.ﬁm avat in Novambes, becy
D.'f“ﬁﬁff 2 E ' Ky : -T_'I"-“ AHTEY LT 1

Savage was not montioned in the two-page Ietior. A spokesman for Alllance
Capital 8ays the company cun no lenger sp@ﬁk on tho mv:-md abmr& iz Enmn
doalings becsuse several lavwauiis have boan filad against the company
conesraing the Savage connestion. Bt in tho paﬁh Alliancs haw said that
Savage was shatrman of [t internations sErving cllents in the Middic
East and .Mﬂm, and had ro wle In stock pucheaes

LEFT THE COMPANY

Alliznes has sald that Savage left Alliancs In garly August ~ Hol
fts rapid purchase of 4.5 million shares of Envon. Savage s
own Invesimant eompany, Savage Holdings, ln New York. He has also mwaﬂ an
ihﬁiﬁﬁﬁWEMﬂfLﬁckhﬁ@ﬁ?ﬁiﬁﬂﬁrﬂuﬂﬂﬁﬂﬂﬂﬂiﬂﬂiEuﬂ@ﬁ“mmmgLF&%%EQE@iﬁ;ﬁﬁﬁ@gﬁ

loward and Johns Hopkins untyeraitios

emocrafic candidates. During
his three years on the Earor board, Savage
mhﬂcimm aiyl the Domociatic Party, ammmg ta the rete
Responsive Politivs, 2 nonpartisan walend

Critics havea polnted out that Enran's Bosrd was ﬁﬁaﬁ%ﬁ Uy @@léﬂmﬁy

connectad poreons. Just for the 2000 elacton, Enron and it executives
cantributed $2.4 million €0 candidates aad purfian Mil@nwﬂﬁ@ 5 mcmt YRAFE,

hitpy/fwww. mithout com/01.19C Enron Flonids.litm 1/26/2002
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Flgrida politicians have roceived $200,000 from Enron. The company gave Gov,
Job Bush at least $5,000 for hie 1988 gubarncianial campalgn,

GOVERNOR'S RU

Bush {5 ona of thres membeare on the beard of truetaes that oversgos ﬁm
state panaion fund, but Stipanovich saye the governor was nevar nvolved In ﬁw
Eﬁiﬁﬂﬁﬂﬁ of Alltancs, tha purchase of Enron stock or the decision to termninate

Elizabsath Hirst, spokeswnman for the governof, satd "thera ic né linkage™
hatweon Bush and Afllance™s poirchass of the stock. ﬁtlpanwmh smphasizad
that the $300 mllilm‘t loetin the Enron investraent aceounted for 1883 than 1
p@mgm of the shatg’s 8§48 billion Wﬂﬁiﬂﬂ fund. No one recelving 3 ponsion will
ho atfoctodd hmm tho Ring RPoVIOSE defings Banafts, ﬂ“ammaﬂ w the =tn
AHiznce waz ong Of 70 monsy Mansgers the state uses far the fund.

(in sccordance with Titls 17 U.5.C. Sectlon 107, thks misterial ks distribute
without profft {6 thoso who heve expresssd & prior iiorss aferinn iha
#ﬂcfﬁﬁﬂﬁ Iﬂﬁmﬂﬂaﬁ TOr resoss mﬁ 'i L ﬁﬁi : "t LY

{Prine

Qriruthoud 0

ltrothout|fonum | ssues | editorial | letiers | donate | ¢ontact |
} uating vights | envipomment | budpes | children | politics | indipenous survival { endrpy |
| Sefenee | hesith | economy | himpam riphts | labor | trade | women | refonm | globsi |

hetp://www.truthout,com/01.19C Exron. Flonda htm 17/20/2002
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Fublic Emplovess Reﬁmment System of Ohio
($ millions)

Total assets | 58,707
Defined benefit 58,707
Emplover contributions 1,284
Benefit payments 2,144
Asset mix:

Domestic stocks 38.9%
Domestic fixed income 31.7%
Foreign staclés 19.8%
Lash equivalents 1.8%
Private equily 0.2%
Real estate equity 6.3%
Martgages 1.3%
Internally managead asseis 22,539

COLUMBUS, Ohio ~ As of Sept. 30, the Public Employees Retirement
System of Ohio’s total employee benefit assets, all defined benefit,
increased 11% from & yvear earlier,

Employer contributions to the DEFINED BENEFIT PLAN increased 1.4%;
benefits paid increased 16%.

During the past year, a law requiring the system to establish a DEFINED
CONTRIBUTION PLAN was signed by Gov. Bob Taft. Such a plan for
amployees with fewer than five years of service is being designed and
researched, and it is expected to be open by mid-2002.

The plan also boosted its venture capital portfolio to $99 million from $55
million, and increased its domestic and international equity portfolios to
39% and 19.8%, respectivaly, from 35.8% and 17%. Its domestic fixed-
income portfolio was reduced to 31.7% frc:m 36.5%.

Defined benafit managers:

International equities: AIG Global; Bank of Ireland; BGI; Earmg,
Brandes; Capital Guardian; Lazard Marvin & Palmer; LE. denagen
Driehaus: Nicholas-Applegate: Oechsle; Scudder Kemper T
International.

Real estate: AFL-CIO Housing Investment Trust: Bristol Group; Faison;
Great Point; Huntoon; Legg Mason; Liberty Lending; Lowe Enterprises;
Rothschild; Sentinel; IGM.

Key personnel overseeing the investment managemant of the fund are

http://www.pionline.com/pension/2001funds/PublicEmployeesRetiremenOH. htmnl
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Herbert L. Dyer, executive director; Stephen A. Mitchell, deputy executive
director, investments; and John K, Imboden and Batsey L. Lynch,
assistant directors, investments.

NEW SEABCGH

© 2001 Crain Communicaticns

http://swww.pionline.com/pension/2001 funds/State TeachersRetirementSys. hitm}
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INTRODUCTORY SECTION

ADMINISTRATIVE STAFF AND ORGANIZATION

Stephen §. Boyars
Controlley

Financial Services

Division

Services

Ruck Consultants, Ine.

Auditor
Deloitte & Touche LLP

Medical Advisors
Gordon ], Azar, M.D.
Atlanta, Georgla
Arthyr S, Booth, Jr.
‘Atlanta, Georgia
Joseph W, Stubbs, M.D.
Albany, Georgia

Jefirey L, Bzell
Exescutive Directoe

Susan B, Carratt
Maxiager
Membes Services
Division

Charles W, Cary, Ir,
Disactor
Investmant Services

Division

M, Cathy Hart
Mawnager
Counseling
hvision

J. Gregary McQuean
Director
Information Technology
Division

Investment Advisor

Albritton Capital Management
Atlanta Capital Management

Banc of America Capital Management
Diaz-Verson Capital Investments
INVESCO Capital Management
Montag & Caldwell

Earnest Partners

NCM Capiral Management, Group
Synovus Trust
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Fnron Crisis
Puts Sp otllg ht
n the F£

ahout 20 years ago, the group that sets
U.8. accounting rulés began-debaling a
critical issue: When should & company be
allowed 10 keap debt it owed off its books?
The group still hasn't decided, in large

part because of objections by companies

By Wall Sireet Journal staff r@éfters
Sieve Licsman, Jonathon Weil and 3

Scot Paltrow in New York,
L —

that would have to discloze that they owed
more money than they were reporting to
their shareholders.

Among those oppnnents were none

other than ¥nren Corp., whose billions of |

dollars in debt hidden in related partner-
ships was a major ¢cause of the cOmpany’s
downfall. In a 1996 letter to the Financial
Accounting Standards Board, the body
that sets the rules, Enron’s chief account.
ing officer at the time stated, “The ¢urrent
rnies goveming ... are adeguate.” I
warned, in « separafe letter, that its stock
price could be hurt by a tule change.
Arthur Andersen LIB Enron's auditor,
which is facing questlnns aboitt its work,
2150 Objected to the proposed rule changs.
Critics say the FASE's failure {0 ad-
dress, after two decades of debute, the off-
halance-sheet debt question highlights
what is wrong with the group, the private-
sector standards-setter that governs gener-
ally accepted accounting principles
(GGAAP). Rather than being part of the sofu-
tion, these people say, the FASB all too often
is part of the praoblem, allowing corpora-
tions and theirauditors todominate the rule-
making, often at the expense of clearer {i-
nancial reporting that would help investors.
"Every time FASE proposes something
controversial, corporate America and its
allies invoke portents of doom as to why
we shoukdn’t have honest accounting treatf-
ment for whatever it is that's being pro-
posed,” says James Chanos, president of
Kynikos Associates, an investment com.
pany that sells short companies’ Stocks,
betting {hey will fall, often fooking for com-
panies with questionable accounting,
Even others in the accounting industry
say FASB should move faster and be more
aggressive in tightening accounting loop-
holes, especially in light of 2 growing aum.
ber of scandals. “Their processes need to
change and probably some of the leaders
need {c change &is0,” says Phiilp Living-
ston, president of Financial Executives In-
ternational, an industry group.

. Inresponse, the FASB says it {s dealing
with complex issues that don’t often lend
themselves to simple one-size-fits-all an-
swers., FASB Chairman Edmund L. Jen-
kins, who is retiring later this year, de-
fends FASR's record, saying that due pro-

PO ANA fvviriovk winnla mAaalsliom s ma mesleda 2= %?
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Fab, &, 2001: Arthur Andersen officigls dig»
cuss Envon's agerassive secounting pratdticss
and potential conflicts of interest at a8 maat-
ing called 10 daclde whether to retain the
energy-trading company as 2 sliant, An inter-
nel memo, draftad Feb. 6, recounts the exec-
utives’ discussion of many of the alleged
problems that have become the focus of
investigations into Enton’s collapsa. The
memo was addressed to two Andersen offi-
cials, including David Duncan, who headed
the Enron acaount,

“Diimately, the conclu-
sion a5 veachad to
reioin Envon as @ disnt
fbacause] it appeavad
that we had the appro-
priate people and
processss in placa 1o
s¢rvg Enron and managy
our engugemant isks, "
August 2001: Enron

Vice Prasident Sherron

She:-rtm Waﬂﬂns Watking, & former
Andersen employae,

wWrites anonymously to Chairman ang CED
Kenneth Lay with congerms ebout potential
conflizts of interest ang accounting practless,

Aug. 20, 2001: Date of, aceording o a

'second memo by another Andersen gxecu-

tive, & phona ¢onversation between Watkins
gand an Anderaen amployee, who relays the
issues to senlar Apdersen management,
including {ead auditor David Dungan,

Fali 2001: Vinson and Elking, Andersen's
law firm, conducts & preliminary Investigation
imo Wathing' chargas.

“Basad on she findings and conclusions set forth
with respect to cach of the four areas of prionavy
concern discunied above, the fazts disclosed
Source: The Wall Straet Journal Qnline

There could be 8 lot 1ess monay avail
able to Exran Corp. creditors than they
had originally hoped.

As thousands of Enron creditors began
jousting in earnest for a piece of the en-

By Wall Stregt Journal staff

Mitchell Pocelle, Henny Sendsr and
Rebegea 8

veporlers

.

Ergy company’s assets, those owed
money—totaling billions of dollars—in-
¢reasingly ave concerned about the size of
the recovery.

When £nron and some of its units filed
for bankruptey-court protection on Dee, 2,
they listed assets totaling abotit $50 bilmm

nmsd Aaht o 10 IF LiWiae mmd oo ol 3¢

Swmith,

Some of the avents that came 10 llght recentty mvol\ilng Em‘on auditor Arthur Andersen

for information

throigh ouwr preliminary investigation da net, in

oy }u%igmem. warrant o furthor widsspread inves
by independent counsel and quditors,”

oct. iE. 2001: E-mail by in-house
Andarsen fawyer Nancy Ternpie reminds risk-
manaéament pariner Michaal Qdom of docu-
mant—bnd»retentmn policy. Temple fater telis
Andersen that she Intended to refer oniy to
work ih progress.

Dec. 2, 2001: Enron, of Houston, files for
bankeuptoy-court protection under Chapter
11 07 the U.B. Bankruptoy Code.
Investigators: fotus on Andersen's 1ole,

Jan 1i’.h 2002: Andersen reveals 10 investi-

gators that “a significant but undetermined
number” of documents relating to the Enron
audit had oeen destroyed in recent months.,

Jan. 1}5, 2002: Andersen fires David
Dunean. saying that he lad “an expedlted
effart ;to destroy documents” after he
learnad “that
ENron°hed
received a request

o the SEC
abput its financlal
accounting and

reponting.”

Jﬁf_h iﬁl 2503:
Mr. Duncan is
guestioned by the
House Energy and _
Commerce L
Committee and the Daw:l Duncan
Justice Depariment,
mstiy ghott the February 2001 memo. Mr.
Duncan told the Invastigators he ¢alled the
meeting because he was awara the Enron
account posad “significant rek,” according 1o
ong person present durng the questioning.

Now, Enron's creditors are expected to
fight aggressively for their piece of the
shrinking ple.

“There's going to be & huge grab for
this ¢ash,” predicted George Hickox, chief
executive officer of Wiger 0il Co., which is
owed about §7 million on energy forward
contracts with Envon's. trading operation.
“This ease is going to digsolve into NHgulda-
tion and lifigation,” he gaid.

It is tao early to predict whether Enron
will be able to executs successfully {ts plan
to reorganize as a smaller entity under

Chapter 11 of the federal Bankruptey
Code, or will have to resort fo & liquida-

tion, Yet the company already has faced
setbacks: Enron’s advigsers failed to per-

P.83/86
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About 20 years ago, the group that sets
U.S. accounting rutes began-debating a
ciittent issuer Wheyn should 2 company be
aliowed to kecp debt Ii owed 0Ff its books?

ihe group still hasn't decided, in large
parl because of objections by companies

By Wall Streef Journal staff reporters
Stene Liesmoen, Jonathan Weil and
Scot Puitrow i New Yerk.

e e T

{hat would rm.ﬁ_ 3 &macmm that they %mm

tore toney than they were reporiing to
{hely sharetolders,

AoNg those opponents were fnone
otheyr than Envon Cory., whose billions of
dollars in debt hidden in related partner-
ships was & major cause of the company's
downlall. In 2 1996 letier to the Finaneld)
Accounting Standards Bowd, the body
that sels the rules, Enran’s chief account-.
lng officer at the time staled, “The current
flles governing ... are adeguats” Nt

warned, in a sepavate Jetter, that its stock
brice could he hurt by a role rhaner

Unravelin g .

Feh. &, 2001: Athur Andersen officlals dls-
cUss Enran's aggressive aeoounting practices
and potantlal conflicts of Interast at 8 mest-
ing called to declde whether 1o retain the
enepy-trading company as & ofient, An Inter
ngd meme, drafted Feh. 6, recounts the exec-
utives’ glseussion of many of the alleged
meHems that have become the foous of
fnvastigetions Inte Enron's collapse, The
meameo was addressed to two Andersen offl-

cials, Including David Duncan, who headad
the Enren account.

wion 13 reached o
redain Enren as o oftent

R fbecause] it appesred

IESrRmTpantiR  that we had the oppro-
BT s pecple ond

g processes in place to

81 sarve Buron and monage

R engagement risks,”

]

0 L August 2001: Ewon
: i Vice President Shemon
Walkinsg, & former
Andersen emploves,
wiites anoryrnousty to Chalmien end CED
Kerineth Lay with coricerns about potential

nrnifHnl s o Tipt = v, . F

Shervon, Hating

Some of the events that came to light recently Sé_fwzm Enron audltor Arthur Andersen

“Ultimately, the eonche

53&%— otiy mreliminary investigation do not, in
our judgments, warvant a further widespread finves.
tigatios} by independent cownsel and auditors,”

Geot. 12, 2001: E-mall by In-house :
Andergon lawyer Nancy Temple reminds risk-
management patner Michasa!l Odom of dotuy-
ment-pnd-retention polley, Temple later tells
Andersen that she intended to refer only to
viork In progregs.

Dea. 2, 200%; Enron, of Holston, flies for
bankriptey-court protection under Chapter
11 of the U.S. Bankruptcy Cads.
[nvastigators focus on Andersen’s role.

-’

Jen 18, 2002: Awdersen reveals to Investl-
gaiora that "a significant but undetermined

number” of docurents relating to the Enron
gudit had been destoyed In racent monthes.

Jan, &5, 2002: Andersen fires David
ucgma. saying that te led "an expedited
gffort to destroy documents® after he
leamed “that
Enron had
racelved a raquest
for information
fromh the SEC
abpul: Its financlal

_’.'"llll"l -

Commuodities: Crude-oif fulures

and fhe Enron paper hunt
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fall below $18 o borrel again  Page C13,
Bids & Offers: A $53,100 stock . .
Pgge (186,

By Kin Browi

And Heniy SENDER

Staff Reportare of THE WALY, STRERP JOURNAL
A3 detalis of the Enzon Corp. investiga-
tion pour out of Congtess, it IS becarning
clearer what its aditor, Arvtiiar Andeisen,
ungw about the energy-teading firm's most-
questionable practices and when It knew it,
The questions now hanging ave these:
What did Arthwr Andersen do with ils
anowtedpe? And what shoutd i bave dote?
Based on disclosures sg far, some ac-
gotnting specialtsts and corporate-gover-

h.anaz:mam WQ. Enron

Why ave accounting firts often yelizctant
f0 make waves, and is setf-regulntion pos-
aible? Mere Enron coverage on page Cli.

nance speciatists say It appears that

Arthur Andersen should have done
imere—but that it didn’t is entirely typlcal,
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of Independent Accountants

To The Regenrs of the University of California:

In sur opinion, the accompanying balance sheet by fund group as of June 30, 2001 and the related
staternants of changes in funds balances (including Retirement System funds) and current funds revenues,
expenditures and other changes for the year then ended, present fairly, in all materisl respects, the financial
position of the University of California (the University) at June 30, 2001, the changes in its funds balances
{including Retirement System funds), and its current funds revenues, expenditures and other changes for the
year then ended in conformity with accounting principles generally accepted in the United States of America.,
These finarcial statements are the responsibility of the University's management; our responsibility is w
express an opinion on these financial statements based on our audit, The prior year summarized comparative
finaneial information has been derived from the University's 2000 financial statements, and in our report
dated September 26, 2000, we expressed an unqualified opinion on those financial statements. We
conducted our gqudit of these statements in accordance with auditing standards generally accepted in the
United States of Arnerica, which require that we plan and perform the audit to obtain reasonable assuranre
about whether the financial statements are free of magerial misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accoumnting principles used and significant estimates rnade by management, and evajusting the overall
financial statement presentation. We balieve that cur audit provides a resgsonable basis for our opinjon.

As discussed in the summary of significant sccounting policies, during the year ended June 30, 2001, the
University adopted Governmental Accounting Standards Board Staternent No, 33, “Accourting and Financial
Reporting for Nenexchange Transactions,”™

San Franciseo, California
September 21, 2001

TOTAL P.86
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possible.” In-
S more likely

JAN-21-2802 16: 27

books, “it has taken ionger than any of us
wanted it to,” says Tim Lucas, divector of

Zuwer li1ngsSchachter&Zwerli

A

SIS G 1S Carmngs was what they esil - X

Speaking, often may have cornplied with
existing GAAP rules, taken together they

516 8329585 P.85/06
LIS WIAL WO JLAVE LT Igg?l‘ﬁﬂ exiensive ti-
nancial disclosures about its operations.

s Eya bt Gal mx:.z‘money-iafmgmvggunezj t t{?_e Cornpb:  toiligant gambling,” a phrase from the b . The Enron seandel has raised numeroy
» Toruronee proker | NY'S balan_ce shest while als. -;’P%dﬂg €A ary memo, may haunt the auditormorethan  questions 2Dott the checks and halances i:?
4T agreatac-  INES. On Nov. 8, Enron restated its earnings ANYINNG else. “Any risk assessment iS ulti-  Anterieu’s financia) system. A majorissue:
' be lower, but  dating back to 1997, reducing the bottom maiely going to be based on, do you trust the How @did such a major Conpany get away
huge rate in-  lines by more than §500 million .tnt:az.‘ person you're shaking hands with?” says  with making ‘ndecipherable disclosures
onthly”- "Basically, they have an Oaligation 0 CGary J. Previts, & professor of accountancy - about its far-flung trading operations and
ors-gnd-offic-  go to the board of directors, particwlarly  at Case Western Reserve in Cloveland. complicated corporate structure, which
up Moldings L g e « o+ - Wall Strg}at ana.lyﬂ:its and some Enron execu-
panies with E C d f b 1 tives confessed they couidn't understand?
ex;ﬁ;;ﬁengﬁg B0 S I ltICIZe Ol" e t Ll eS ] One answ?r that is starting to emerge

ir financi _ rom le faxniliar with the regulator
report addsy Conlinued From Page 1 Ihe result, critics say: While Enron's Smeﬂpm the SEC failed to cgnduct g
Increases of  debt and assets into the parent company's  individual accouniing entries, technically thorough review of the company’s finaneial

Statements, even though the agency is re-
sponsible for reviewing investor disclosure

research st ;J‘ASB. ' di¢ not faui:,c Iepresent the company's fi- documents to make syre companies clearly - h
anies gatting FASB officials also point out nat an of nancisi condition or performance, More- eXpiain their operations, financial condi~ ny
Ses. Fremout  Inron’s problems were related to its off-  over, they add, even if most of Enron's  #pg and risks. Rep. John Dingel]l of Michi- Ty

wompany that  balance-sheet debt, Some of the energy-  off-balance-shest accounting was im- gan, the ranking Democrat on the House En- .
wationinsur-  trading.company’s financiaj reporiing vio-  proper, the company wouldn't have been €rgy and Commerce Committes, recently - Sg
itsown direc.  Iated basie accounting principles, FASBof-  able to hide it for so long if the FASR had  asked the SECin & letter howit failed “tore- del
emjum, add-  ficials say, indieating that the problem—as - passed tougher disclosure rules in JEAIS  gnire adeguate disclosures over the years.,”  co
Ial Insyrance  In many cases, not just Enron's. -1sn't 50 past, foreing companics to actpally show An SEC spokesman declined yesterday  un
the coverage  much with he current standards as it is  what they are doing. , lo comment on the details of how the ageney  de

with complisnce, . ) _ The trouble, according to Longlas Car-  handled Enronoverthe pastdecade. AnEn-  gey

_ Still, since FASR's beginningin 1873, Crit-  michael, an accounting professor at Baruch  ron spokesman also declined to comment,  oln
ii 1¢s have complained ihat FASE has been in- College in New York, is that FASB has But SEC Chairman Harvey Pitt yester-  wil

tor S Sulated from the public, slow Lo respond to ged down in-the specifics. Rather than  day outlined plans to upgrade corporate  the
nagging probiems, andquick to cave TCPo-  sgree on a broad principle for what should disclosure and financial reporting, aswell  als
of Mitbank,  Iitical pressure applied by large corpora-.  be disclosed, it has insisted on detailing  ag 0 overhaul oversight of the accounting.  wit
wyer for the tlons and elected offignals working on their  rules for every situation. The predictable industry. In conceding that “the SEC bears
28 that the  behalf Tucked away I a corporate campus  result has been that creative Big Five sc- responsibility,” Mr. Pitt added that hehas SK
£ group, not-  inNorwalk, Conn., its pudlic meetings usy- counfaits and chief financial officers have  “diracted one staff in Jight of Enron to tind My
single vote, ally dre sparsely attended. The board and smmply struetored ever more Ingenious oyt how can We do better.” o
rading busi-  theadvisory counci! that oversae liaredom-  ways around them, Mr. Carmichael says. Enron's problems escapeq sarfier detee- bet
tpancl. “All  Inated by members of the accounting indus- _¥ASB has had all along an wnwilling-  tion in part because the SEC wasn't look-  SB
‘Interests of  {ry, both past and present. When outsiders  ness to specify the objectives of their pro-  ing. Staff in the SEC's division of corpora-  ror
are included, they often are aceountin FE€X-  nouncements,” Mr. Carmichagl contends.  tion finance, which reviews annual reports  tip)

editors also  ecutives at corporations who stand to bene-
Some credgi- fit fmm-favnral;le decisions by tge baeérd, or . 8 @ B & e, Y * % Y
faction that accounting professors whose endowe posi- I t (¥ ‘S AR Ay~
iecived debt  tons are financed by Big Five accounting HVQS 5;.._ . A E’ " G
ron oo "B, rocont nterview. 45 Jenic C ional Testimony Can Taint P
ron just a n a recent micrview, Mr. Jenking ac- (
: Chapter 11 knowledged a lack of participation from DHgI'ESSIOH eStIID.ODY all iain .I“ G
6 may chal-  Investors at meetings where riles are 5et. By KATHRYN KRANHOLD ments used against them in a eriminai. free
¢ourt, “If you have any names of investors who And Towt HAMBURGER investigation. But such a grant of immu- isn
out between  would like to participate, we'll take them,"  Steff Reporters of TrHs WALL STener JourNaz  nity presents problems 'for prosecutors in  fing
mbers, J.P, he said. Will the Justice Departmient Investiga- 2 subsequent crimingl case. - the
0s.” 8i. Paul Cutting-edge issues—the ones that . tion of Exron Corp. face an Oliver North Dan Webb, who as deputy mdependent ute
overalleged need the most immediste attention—are  problem? " eounsel prosecuted Mr Poindexter, says
nsurers on  handled by the board's Emerging Issues in May 1989, the retired Marine lieuten- progecutorsin any Enron case would have s wel
-Dolicies for  Task Force. s members include répresen-  ant colonel was found guiity in the Iran. “huge burden” of proof to show that their in- gTe
}CIs. There  tatives of large corporations and ajl tha Contra scandal. But his conviction was  vestigation and witnesses weéren't influ-  eow
& creditors  Big Five firms, whose corparate clients later reversed, as was the conviction of enced by any congressionsl testimony pre-  aid
:of BEnron's  often lobby their auditors to push the task  former National Securily Adviser John  sented under a grant of immumity. the;
beeause of force to craft rules in their favor, Poindexter, after two of three judges in ."That becomes very difficult and some- dise
the off-bal- This often prevents necessary over-  Washington's Circuit Cowrt of Appeals times almost impossible to do,” said Mr.  nes
KOX said, haui, eritics say, For ¢Xample, in the case  found that witnesses for the prosecution Webh, of Winston & Strawm. use
OUS classes  of how it reported off-balance-sheet in its  ‘were tainted by the two men’s public testi- It isn't clesr whether any of the major to 1
upt  com- parinerships--specisl purpose entities, in  mony before Congress. players in the Enron affair will be granted  sigr
trade cred- accounting pariance—Enron appears to Now, the Justice Department is ramping  imrounity in €xchange for their congres- f
ng assels. have used well-established, though cre. up o investigaie Enron as Congress is also sional testimony. David Luncan, the did
© recovery  ative and aggressive, technigues to keep mounting major fnvestigations. Just as Arthur Andersen auditor fired this week  Law
imes atthe from having to disclose to shareholders prosecutors start interviewing peaple, Con-  for shredding Enron doctuments, is sched- et
fing credi-  Dbillions of dollars of debt. , ETeSS is negotiating with top executives at uled to appear on Capitol Hill pext weol pro:
¢tion, one When losses related to the parinerships  Euron and its auditor, Arthyy Andersen  but that could change depending on the way
¢ herding  finally forced Enron to disclose its actual  LLE to testify at public hearings. conditions attached to his testimony. on -
er compl- - debt obligations related to the special pur- People who testify before Congress in Before this weel's explosion of revela~  wat
count, 35  pose entities, that led loadowngrade of its | Such sitvations are occasionally granted  tions, Enron’s chairman and chief execn-  con
ifor ank-  debt rating, a loss of investor confidence! limited.immunity, called “uge Immunity,”  tive, Kenneth Lay, was expected to testify  putl
and., ultimately, a bankruptcy-court filing, that protects them from having their state- Feb, 4. Enron’'s former chief executive, Jef- - _shy!
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