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SOUTHERN DISTRICT OF TEXAS H
HOUSTON DIVISION Michesl N, Milby, Glark

MARK NEWRBY, et al, Individually and On :  Civil Action No. H-01-3624
Behalf of All Others Similarly Situated, . (Consolidated)

Plaintiffs,
CLASS ACTION
v.

ENRON CORP., et al.

RESPONSE OF THE STATE RETIREMENT SYSTEMS GROUP
TO THE SUR-REPLY OF THE NEW YORK CITY PENSION FUNDS AND THE
FLORIDA STATE BOARD OF ADMINISTRATION

While reluctant to file an additional brief concerning the appointment of lead plaintiff in this
case, the State Retirement Systems Group (the “State Group”) is compelled to advise the Court of
the discovery of additional information regarding the Florida State Board of Administration &
(“FSBA”) and its relationship with Alliance Capital Management (“‘Alliance”), one of FSBA’s
investment advisors. This information contradicts recent representations by the FSBA to this Court
and the media.

As the Court is aware, the State Group and other movants seeking appointment as lead
plaintiff have taken the position that FSBA should not be appointed lead plaintiff because, inter alia,
FSBA’s relationship with Alliance raises unique defenses against FSBA and raises questions about

whether Alliance’s presence on the Enron board of directors imputes knowledge about Enron’s true

financial condition to FSBA.! FSBA is simply too compromised to act as the lead plaintiff, whose

' In an interview with the Chicago Tribune published yesterday, counsel for FSBA
proclaimed:

L2



sole obligation must be to maximize the recovery on behalf of the Class without regard to its own
issues. Alliance’srole in FSBA’s investment in Enron is under investigation by the Florida Attorney
General and the Florida State Legislature. On February 7, 2002, the Florida House Select Committee
on Oversight & Accountability for Florida’s Pension Funds held a hearing to investigate FSBA’s
purchase of Enron stock through Alliance. By letter dated February 4, 2002, Robert A. Butterworth,
Florida’s Attorney General, advised the House Select Committee that the attorney general’s office
had served Alliance with a subpoena. See Letter from Butterworth to Flanagan of Feb. 4, 2002,
attached at Exhibit B.

In response to such arguments, FSBA claims that Alliance was only responsible for a small
percentage of FSBA’s investment in Enron stock. The attached materials contradict that contention
by demonstrating that Alliance’s role in FSBA’s purchase of Enron stock is considerable. According
to a recently obtained FSBA internal document, Alliance accounted for approximately 90% of
FSBA'’s losses. See Dec. 13, 2001 Memorandum from Hermdon to Bush, Milligan, and Gallagher
(the “Herndon Memorandum”)(attached at Exhibit C). In that Memorandum, Mr. Herndon, the
Executive Director of FSBA, advised that “over 90% of our total loss [in Enron stock] is the result

of an investment decision by one outside investment manager, Alliance Capital.” It has recently

Jeb Bush didn’t know anything about this [ Alliance’s involvement
with FSBA]. He didn’t pick the money manager, and he certainly
didn’t know one of the money managers sat on the Enron
board.

“Lawyers Fight For Enron Role,” Chicago Tribune, February 10, 2002 (attached at Exhibit
A)(emphasis added).

? One week before FSBA filed its motion for lead plaintiff (prior to joining with the NYC
Funds), Mr. Herndon advised Governor Bush that FSBA’s losses were approximately $306
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been reported that Alliance accounted for $284 million of FSBA’s $325 million losses. See “Florida
Investigating Enron Stock Purchases In Pension Fund,” Los Angeles Times, February 8, 2002
(attached at Exhibit D)(noting that Alliance purchased 2.7 million shares of Enron stock after the
SEC investigation of Enron was announced in October 2001).

That is contrary to FSBA’s statement in its Sur-Reply filed on February 5, 2002 and counsel
for FSBA’s interview with the Chicago Tribune published on February 10, 2002. In its Sur-Reply,
FSBA argued: “Even if one were to put aside any of the losses that the FSBA incurred in
connection with the purchase made through Alliance on which the State Group and the
Milberg Group focus, the NYC Funds and the FSBA still have losses in excess of $409 million.
...” FSBA/NYC Funds Sur-Reply at 5 (emphasis added). Similarly, in yesterday’s Chicago
Tribune article, FSBA counsel claimed that Alliance accounted for about 10% of FSBA’s Enron
losses. See Exhibit A.

FSBA'’s claim that, excluding the purchases made through Alliance, FSBA/NYC Funds’
losses are in excess of $409 million is inconsistent with its own internal data. The reply brief of the
FSBA/NYC Funds, filed on January 28, 2002, claimed that combined total losses of FSBA and the
NYC Funds were $443.9 million. FSBA/NYC Funds Reply Memorandum at 1. In order to be
correct in stating that its group losses excluding stock purchased through Alliance still totaled $409
million, FSBA would have to represent that Alliance accounted for only $34.9 million of FSBA’s

$325 million in losses. This, of course, is contrary to FSBA’s own internal reports placing FSBA’s

million — $19 million less than what FSBA claimed in its motion for lead plaintiff. See Herndon
Memorandum.



Alliance-related losses at $284 million, rather than either the $34.9 million represented to this Court

or the 10% of its losses as represented to the media.
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From the Chicago Tribune
Lawyers fight for Enron role

Winuer to direct lawsuit's course

By Flynn McRobexts
Tribvme staff reporter

February 10, 2002

HOUSTON — A beauty contsst is under way inside this city's federal courthouse. The contestants
strut in expensive suits, not swimsuits. They don't want world peace. They want a piece of Bnron, or
at least whatever's Ieft of it.

They are the lawyers for plaintiffs suing top executives and divectors of the collapsed energy-trading
behemoth, alleging securities frand and to recoup what they esiimate is tens of billions of
dollars in Josses to pension fimds, individual investors and others.

All of them ache to have U.S. District Judge Melinda Harmon name their client the lead plaintiffin
Newby vs. Enron, which consolidates sharehalder lawsuits in the case. Sorpetime in the next few
days, Harmon is expected to declare the winner.

The happy victor among the who's who of sharcholder-rights lawyers will greatly shape a case that
could uﬁe years to re?clﬁvc: The jead plaintiff's coungel lagxgely dstermmines whom to sue, whether to
settle and, in the end, how to split tens of millions of dollars in possible attorneys' fees.

Exactly who gets the nod will be affected by ev ing from Texas' own brand of judicial politics to
a 1995 law that findamentally changed the way older Jawsuits are handled and substantially
reduced what lawyers can make off such cases.

"You want the lead plaintiff 1o be aggressive, 1 he pood, to litigate hard and furions—and if it doesn's
settle, go to court and kick their ass," one of the lawyers involved said. "And in the end, you don't
want them to charge outrageous foes."

Given the stakes, it's not sorprising that the jockeying among the plaintiffe’ attorneys has been nearly
gsn l‘zluense as that between them and lawyers representing Enron and its fired auditor, Chicago-based
ersen.

In yecent hearings before Harmon, the three teams of lawyers vying for the top spot split time
between attacking those defendants and not-so-subtly questioning their colleagues' fitness to
represent the wronged shareholders.

Their arguments range from the legal—bow to measure whose client suffered the most in Euron's
collapse—to the political. The latter point has drawn in none other than President Bush's little brother.

An investment fim for ope of the biggest holders of Erron stock, the Florida state pension fimd,

sccounted for millions of the fund's estimated $330 million loss by purchasing 2.7 million shares of

ﬁgn after thlgs smfau ties and Exchange Commission announced its probe of the Houston energy
ing giant last fall,
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t tuens out that Frank Savage, ormer executive of the investment fir  Alliance Capital
idanage?ncnt, also sits on thgc buard of Braron. And one of the pansion fi. . § three tstees is Gov. Jeb
Bush.

The overseer of the $96 billion fund, which bas since fired Alliance, said the governar wasn't
iuvilved in selecting Alliance or deciding to purchasc Baron stock. And Savage reportedly left
Alliance in early August, before Enron's roubles became widely known.

Nevextheless, the awkward appearances have prompted sttorneys for other Enron plainiffso
quc:stion \:I.:!’thar the Florida?ension fund should get the coveted lead role in the Houston litigation
against Buron's leadership, Andersen and others,

“That gets my clients awfully nervous because of the political issuss—(Enron's] contributions to
George Bush and everyone else in the administration. And here his brother is going to manage the
litigation?" asked Bill Federman, an Oklahoma City atremey who is representing indjvidual
shargholders against Enron.

Some attameys involved suggest that Florida hag joined the suit mainly to give the Bush family
political cover. It alsa raises the possibility that defense attorneys for Enron's officers and Andersen
could argue to patenial jurors that Alliance and Savage behaved badly, not their clienss.

Attomeys for the Florida pension fund, which has joined with the New York City pension fimd,
dismiss any snggestion that Florida's goveror presents a conflict. "Jeb Bush didn't know anything
about this. He didn't gxck the money manager, and hs certainly didn't know one of the money
managers sat on the Enron board," said Charlie Parker, co-counse] for the team.

Noting that Alliance was only one of dozens of money managers for the Florida fund, accounting for
about 10 percent of its Boron losses, Parker added: "Our clients are the emplayees of the State of
Florida, and they shouldn't be affocted because one of the money manegers made bad investment
decisions.”

Federman alluded to the Florida situation during a hearing before Harmon late last month, but few
expect the Bush issus to weigh heavily in her decision. Tgery note thay she was nominated to the
federal hench by "41"--local lingo for the 41st president of the Unjted States, Houston resident
Goorge Herbert Walker Bush.

Other plaintiffs have issues
The Flarida wam isn't the only onc with issues. The University of California is representsd by the law

firm of Malberg Weiss, whose artomney Bill Lecach made national TV recently by helping to
orchestrate 2 former Enron executive's disclosure of shredded documents.

About the ume Harmon began considering whom to name lead plaintiff, the U.S. attamey in Los
Angeles convened a grand jury 1o investigate allsgations that Milherg Weiss may have paid people to
act as plaintiffs in similar lawsuits. A spokesman for the U.S. antomey's office declined to comment.

But Trey Davis, spokesman for the Califorma Board of Regems, said Milberg Weiss “has assured the
university that there's no merit to the inquiry by the grand jury in Los Angeles.” . v

Each legal toam hopes Harmon favors it under the provisions of the Private Securities Litigation :
Reform Act of 1995. That law changed the way the lead plaintiff is selected; no longer is it the first to
file, but the one who suffers the most damage from the alleged securities fraud, '

The new law sought to end the practice of lawyers racing to the courthouse to be the first to file

shareholder lawsuits when their "professional plaintiffs" may have owned only a handfia] of shares in
the targeted company.



Critics of the '95 law contend th-" it in reducing ths threat of lawsnuits it also enconraged the sort of
financial malfeasance alleged 1. s Enron debacle,

A San Diego trial attorney, Levach became known as the king of securitics-fraud Jawsuits and once
puét;& f;:% of liﬁgaﬁmmeyin almost a1l execntives whose stock price fell after they had promised
favorable retums.

Lerach also was a major fimdraiser and supporter of President Bill Clinton, which wouldnt endsar
Tim to Republicans among the Texas g:dicxary- Clintan initially sided with Lerach by vetowg the
1995 reform act. In a rare override of his veto, Congress passed it anyway, and the law is now
sheping the litigation unfolding in federal court in Houston.

By the most obvious measure undes the new statute, the Florida and New York City pension funds
wonld be the most injured parties, since they lost a combined $440 million. "They not only have the
most in losses, but each has the most experience in leading this type of litigation,” Parker said-

The Califormnia regents bape Harmon will consider nat only the $145 million loss to their 354 billion
partfolio, "but also the ability of a single investor to mouitor and arganize the lifigation, compared to
the ability of a group to pursue the case,” Davis said.

The regents also argue that the third group of plaintiffs—the pension finds of the states of Georgia,
Ohio and Wash.ingtm, which lost more 280 millicn—-made “huge profirs on the sals of Envon
stock” purchased before the period covered in the suit, from November 1998 to November 2001.

Davis said the California university system, by contrast, bought Enron stock between May 24, 2000,
an"lil Jan. l,lgOOI, and sold it berween Nov. 14 and Nov. 29 last year for $110.5 million of its $145
million in losses. '

The Georgia, Ohio and Washington team dismisses those caleulations, contending its clients suffered
an overall net logs. The team also argues that it holds the reasonable middle ground: more
experienced than the California regents in such cases, but not so mvelved in other similar lawsuits
that it couldn't give proper attention o the Earon case.

Act limits legal fees

Whoever is selected 1aad plaintiff in the suit—which is separate from Enron's baub'u{:cy proceedings
w New York and another group of suits filed on behalf of 401 (k) participants—their lawyers are likely
to make much less than they would have before the 1995 act.

Prior to that, attorneys fees ranged from 20 percent to 30 percent of the plaiotiffs’ recovery, according
to Payker. Since the act, which favors instifutional investors, such invast%u:s have negotiated those
fees down to typicelly less than 10 percent.

Moreover, "Enron is in bankquptey, and Arthur Andersen has very limited resources for such cases,”
Parker said. So while "the claims are in the tens of billions of dollars for the class, the resources to
pay those claims may be only 10 percent of the losses.”

One fact that has gone largely unnoticed: Though the state pension fimds wers hardest hit among the -
plaintiffs, they are nowhere near the biggest losers. That distinction goes to the mutual funds that
invested heavily in Enron stock. '

But don't expect to find any of them on the list of plaintiffs. Why not? "It's embarrassing for them,”

:?}i% one platiff's lawyer in tha Newby case. "They have analysts who are supposed to be giving
ce'"

Enron's attomeys, for their part, say all the lawyers are good and the wrangling shows the process is
working as the reform act envisioned.



“There are fixed standards. Ir's . vast improvement over the way itused  2e," said Siophen Susman,
who is defending Eoron in the case, "It makes the plaintiffs' lawyers compete with each other, and
that's the way it should be."

In the end, Susiman said, "all the showboating that's going an is not going to (be worth] a tinker's
damn. This judge will make her decision based on legal principles.”

Capyright €002, Chicaga Tribune
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STATE OF FLORIDA

OFPICE aF ATTORNRY GENERAL
RoserT A. BUTTERWORTH

Febmary 4, 2002

The Honerable Mark Flanagan

Chair, Honse Select Committee on Enron
Room 200, House Office Building
Tallahassee, Florida 32399

RE: Status of Attarney General’s Office Review of Enron
Dear Chairman Flanagan:

T appreciare this opportunity to report fo you and the members of your Select Commitee on the
current sratus of actons undertaken by this office regarding the collapse of the Enron
Corparation and the resulting monetary damage doae to the citizens of the Statc of Florida and
its various governmental entities including, but not imited to, the state pension fund-

‘This past December I directed my staff to begin an investigation of Enron, Arthur Anderson, and
Alliance, On January 17, 2002, this office issned subpoenas under ow Racketeer Influemced and
Corrupt Organization Act authority, Chapter 895, Florida Stamuies. These subpoenas demand
that a broad range of informasion be provided to this office on o bafare February 28, 2002, To
ensure that this matter is given the highest priority, I have assembled 8 tonm of seven of my mast
experienced livigatars fram throughout the state, The team is headed by Chief of Economic
Crimes Mary Leontakianakos, an AV rated former prosecuting anorney.

1 share your deep concern for the harm caused by the collapse of Enron and the possibility that it
might have been mitigared ar avoided entirely if not for individual and/or cogporate wrongdoing.
Rest assured, I am committed to determining whether such wrangdoing occurred and, if so,
assunmg appropate liability to those responsible and secmm,_, just compensasion for those

RV

Robert A, Butterworth
Attomey General

RAB/ddm




STATE BOARD OF ADMINISTRATION Flidrrid
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AS SECRRTARY
TOM HERNDON
EXECUTIVE RIRECTOR
MEMORAND
TO: Honorable Jeh Bush
Honorable Bob Milligan
Honorable Tom Gallagher
FROM: Thm}hmmm#va
DATE: December 13, 2001

SUBJECT: Cabinet Agenda Item #9 - Enron

As ] described in my earlier memo on this subject, the fall of Enron Corporation is
certainly one of the most startling financial disasters in market history. Last year, Enron
had $101 billion in revenues and & market capitalization of $63 billion. Today, its shares
sell for less than a dollar each, thousands of employees are owt of work and facing a
difficult future, and millions of shareholders are angry over whar appears 1o be a massive
pasiem of fraudulent accounting practices.

The Florida State Board of Administration (FSBA) was especially hard hit in this disaster
as the charnt appended 1o this meme as Attachment 1 reflects. As you can see from 2
eursary review, over 90% of our toral loss is the result of an investment decision by one
outside investment manager, Alliance Capital.

Qverall, we estimate our total losses to be approximarely $306 million. It is difficult for
us 1o Know how our losses compare to other large investors, but sych a comparison may
be meaningless in any case. The bottom line is that the loss is very sizeable to us and
represents approximately 1/2 of 1% of the total Domestic Bquiziis asser class and
approximately 1/3 of 1% of the total plan assers. In spite of this loss, the FRS is still in 2
surplus condition and no “Enron effect” is likely to impact the contribution rate.

In our December 11, 2001 performance review of Alliance Capital, considerable anention
was devorled 1 this topic. Alliance has been an invesiment manager for the FSBA for
almost 15 years, and unlil, approximartely 2 years ago, was consistently one of our bess

performers. Unfortunately, their performnance has deteriorated in the Jast couple of years
and the Enron decision further exacerbates the sifuation.
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SBA Trustees
December 13, 2001
Page 2

In fact, at the end of the December 11* parformance review, we made the decision to
erminate Alliance Capiral and have subssquently communicated this position 1o the firm.
Staff is eurrently reallocating the approximartely $3.6 billion in assers that are being
withdrawn from Alliance, and will begin a search for replacement manager(s) in the near
future, if any are needed. 1 have also awached a capy of a letey of explanation from Mr.
Al Harison of Alliance along with a backup schedule that shows the Alliance Enron
chronology for our account. (Attachment 2). Furthér action may be taken in this regard
in the future as the specific investment situation becomes more clear.

Turning-to the matter of securities class litigation, the FSBA will apply 1o the federal
cowst in Toxay for uppointment as lead plainsiff for the class. The deadline for that
application is December 217, As outlined in our earlier memo, the bankmpicy filing by
Enron effectively halts any proceeding against the company irself; however, there are
other paries that can be pursued in an atempt to recoup losses for stockholders. We
have entered into a representation agreement with the law firms mentioned in our
previous memorandum. (Attachment 3). Qur outside lawyers are working closely with
our General Counsel, the Florida Attomey General's Office, the Securities Regularion
Division of the Comptroller, and other state pension funds and Jarge Enron investars to
tackle this issue.

TH/pm

ce: General Burterworth
SBA Cabinet Aides
IAC Members
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Alflance Capital

Managemen Copotaian

US Gark Prace

891 Second Avenud SOMN « Bulte 50
Decembar 5, 2001 MINCRRORS, Mnnmscts 55402-4522

Tol: (§12) 332.1544

AllianceCapital . — Fax (812) 6738259
Alfrest Rarriaon
Nr. Ken Menke vica Ghalrman

P - el b —

Florida State Board of Administratien
Assistant Chief of Domestic EQuities
P.0O. Box 13300

Tallzhassae, Florida 32317~-3300

Dear Xen:

Enron was 2 company with a2 dominant (45%) position in the
nevwly dereagulated ayaa of the wholesale gas and electriecity
trading market. 'In many respects Enron pioneered rthe on-

line facilitation of the movement of these products in the '
U.8. and Buxepe-. Indeed, as recently as last week, many
Pusiness professors Rtill praised the company’'s innovatiwve
vision (e.g. Financlal Times, Daecember 4, 2001),

Over the last year we mer with the company in Alliance
cifices about ten times. As wa were buying the steck the
fundamental growth rate (20-25%) always seemed artractive
in zelaticn to a2 market where many growrh stocks,
especizlly in the technelegy fiald, were deeclining as their
earnings fell.

As is obvious, analystz and pertfolio managers must make
the assumption that audited financial gtatements are not
deficlent through the non-discleosure of pertinmny off
balance sheet items and the details of privare
partnerships.

In mid-August Jeff Skilling, who had been appointed to take
over as CEQ after ¥Xen Lay, resigned. This resignation was
stated to be for parsonal reasons, and the company 4did not .
offer additianal infarmatian.

Unforrunately from approximarely that time forwazrd
previously undisclosed information haz come te light as to
possible contingsnr liabilities. Rarnings for previous
yvears have alse Pegen restated. We understand from news
accounts that the Securities and Bxchange Commission, the
Deparcment of Justices and the United States Congress alse
have gquestions absun Enron § appazrent non-disclosure of
informavien.

ATTACHMENT 2
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over the past few meonths, even as the share price declined,
the basic business appeared o be unaffected and standing
alone ceuld more than justify the lower price of the stock.

In the last several weeks we met with management on several
occcasions, fxom both a stock and fixed income vantage
point. Eowever, subsequent to our meetings. the company
continued to newly disclose negative information.

Even $o., with the stock in continued decline, Oynegy
propably vhe second largest enriry in the field, offared a
merger propasition that valued the company at $10-%15,
depanding on the price ¢f Dynegy stock. Dynegy management
traveled the country, including meeting with Alliance,
stressing the great advantage of such a merger, and a
nunber of analysts en the Strest forecast a more than 50%
one-year appreciation in the price of the “new* Dynegy
being so created. Accordingly given the 30% arbicrags
discount offered hy owning the *new” Dynegy. the purchase
of the depressed Baron stock made sense.

Dynegy withdrew this offer, however, when the ratings
agencies downgraded Enxan debt to junk status. I sold the
stock en Priday, November 307", The company went inte
Chapter 1l bankzuptcy that weskend.
Kind regards,
Yours cruly,
alfred Harrison

AR/meh
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December 11, 2001

VIA FACSIMILE

A4

Ms. Linda Lentera, General Counsel
Florida Stawe Board of Administration
1801 Hermirage Blvd.

Tallahasses, ¥1. 32308

Re: Enron Securities Lt gation
Dear Ms. Leteera:

This letter will ser forth the rermis of retenrion of our law firm and the law firm of
Entwistle & Cappucc! LLP, as legal counse] for the Flarida State Board of Administration in
asserting class action claims under the federal securiries Jaws op behalf of a class of Enron
investars against the former management of Enron, certain divecrars, Arthur Andersea LLP and
other appropriate members of management who participated in the accounting fraud a1 Enron.

. As in any elass action, atiomeys’ fees will be subject to court approval and will be contingent
upon 3 suceesstil resul through either seulement or judgmment,

In the cvent this action is resalved through sefflement or judgment against one or more
defepdants or groups of defendants, te following fee schedule, based on a percentsge of the
recavery, will apply. For example, in the event there is 2 serlement with a graup of pfficer and
director defendans prior ta resolution of claims against the auditing firm, the appropriate schedule
will apply to each separatc recavery deperding on the pointand time that e clains are resolved
against the various defendants. The attorpeys' fecs paid pursuant o this schedule will comnpensate
both law firms for their efforts on behalf of tie Florida Statc Board of Adminiswration and e
Class.

1. A recovery prior o 2 tuling on agy motion to dismiss filed by e
defendanes: five (5%) percem of the gross recovery to be awarded in auorneys' fees.

ATTACHMENT 3



BerManN DeEVALERIO Prase Tasacea BurT & Pucilo

Ms. Lindn Lettera
December 11, 2001
Page2

2. A recovery gfter a favorable yuling on 2 motion o Gismiss the consalidated
amended complaios and the cammencement of discavery (.e. , documem discovery on the mesits),
but prior o the commencament of deposifor discovery ar resohution of @ motion fur class
revtification: §even and one half (7.5%) percent of the grass yecovery in awemeys’ foes.

-8, A tecovery after the commemcament of depositon discovery and
certificarion of the alass, provided thate has been 2 pexind of a1 Jeast 150 days of dociment related
discovery in addition to the commmencement of merits depositions: ten (10%) percenr of recovery
of the gross recovery in anomeys’ fees.

% Armvm?dmmcmmpmdunofﬂlmdiswveryinmcmmdme
exchange t;_i:sxpm reponts: twelve and one half (12.5%) of recovery of the pross recovery in
atomeys’ .

5. A recovery atter a jury is impaneled: fifteen (15%) percant of vecovery of
the gross recovery in atornsys’ fess.

The foregoing categories include all appeals,

Our law fivms tngether with any other luw firms retaluesd by the Lead Plaimdff or Plaintiffs
will advaace all of the costs pecessary for the prosecution of this case, including the cosws of
expert witmesses, We will incur costs for case velated travel in a manner consistent with fhe
guidslines ser forth in Floridz Statutas § 112.061. Al air wavel will be ar coach fares. We will
avaoid incurring any cxpenses 1hal are pot necessary, wuch 2s bringing addidonal associats
anorncys to deposiiens aud hearings when the pressges of such anamay is not necessary to
condost Such procesdings. All costs ineurred which Will be paid owt of the Tecovery will be
subject to andit by the Florida State Board of Admirdstration, or such other swie aganey as you
may designate. Onr firm will not seek reimtnrsement of any costs that youw 4o not apprave of.

As yau are aware, it is diffionl; vo predict ax the outser of Lirigation 21l of the eveats tat
may affect the amoumt of work involved in achieving a result. Sametimes cases against cerwin
defendants setle relatively quickly aod sometimes there {5 a substantial effort ther must be made
in ordes to achieve & favorahls result. Accordingly, ifthe foregoing schedule results in 8 fee that
is nor consistient with the applicwtile case law and guidelines for the award of attorgeys* fees in
securities class acrion lidgation, rather Man submair such a proposal 1o the cowt, the parties may
renegotiate the schedules to achjeve a result which is more consigtene with the guidelines set down
by cowts on anorneys’ fess in seourities class action lidgation. In addition, wnder no
circumnstances will we submit an application for an award of fees that is mot epproved by you fn
advance of such submission. The foregoing guidelines are subject to and in addition to fe
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aneharity that the court exereises over the award of auarmeys” Tees in secwrities class action
Hrigation.

If the foregoing meets with your approval, please so indirzte in the space provided telow,
This agreement may be executed in counterpart and delivered by facsimile by the parties herewo,

Very wuly yours,
- BERMAN DeVALERIO PEASE TABACCO
ﬁ! & PUCTTLO
By: - I;.O.
Michael 3.
awxi
ENTWISTLE & CAPPUCCTLLY

By: %W
Yincent R.

MIR/j
ACCEPTED AND AGREED TO:

FLORIDA STATE BOARD OF
ADMINISTRATION

By:

Linda Lertera, General Counsal
Dated:

Bty T ORFGHRA ok o
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THE FALL OF ENRON

Florida Investigating Enron Stock Purchases in
Pension Fund

Probe: Money manager continued buying shares in the ill-fated
energy firm despite accounting disclosures, leading to $325
million in losses.

By RALPH FRAMMQLINO
TIMES STAFF WRITER

Pebruary 8 2002

Stung by 3325 million in Enron-related Josses, Florida lawmakers Thursday began examining why
the state's pension fund kepr buying the ill-fated encrgy stock late last year despite signs that the
company was in deep trouble.

The fund's Enron Joss is the largest for any governmental agency, and Florida officials are especially
interested in the actions of money manager Alfred Harrison of Alliance Capital Management Corp.,
who bought 2.7 million shares of Earon stock for the pension system in October and November. The
purchases came as the share price dropped from $22 to $9, Erwon disclosed luge Josses and federal
regulators started a probe.

Harrison has business ties to an Bnron board member, prompting lawmakers to wonder whether the
connection influenced the purchases, said Rep. Mark Flanagan, a Republican from Bradeaton who
chairs the 10-member select House Banking Committes, which is-holding hearings on the pension
system. Flanagan said he also wants to question whether Harrison was dumping Bnron stock fom a
private mutual fund he copsrolled at the same time he was loading up on Exron for the state, The
questions were prompted by Alliance Capital's financial reports. "We are very concemed abaut the
actions of this invesiment manager and what appsars to be 8 major conflict of interest," seid
Flanagan, who also is an investment advisor.

"Everybedy, even the little old lady who dabbles in buying and selling stock, knew that Eygon was in
big trouble,” Flanagan said. Hamisen could not be reached for comment. A. spokesman for New )
Yark-based Alliance Capital said the firm was fooled by the company's glowing financial statements.

"We believed Envon's management and we believed they audited their financial statements and
abviously, it appears that netther of them were accurate," spakesman John Meyers said. "It seems
clear that like 2 Jot of other investors, we wers misled.”

Meyers said it was "absolutely untmue” that Harrison was dumping Buron for his private clients whils
purchasing it for the state. Even with the Enron losses, Harrison eamed & 1,513% return over 17 years
a3 a money manager for the pension fund--better than the 997% return of the Standard & Poar's 500
over the same petiod, Meyers said.
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| The select committss held its nrst hearing Thursday.

"Our goal is to uncover any inadequacies of the Florida retirement sysien and whether anybody is to
recaver the $325 million and put it back," Flanagan said-

The Florida loss amounts 1o only one-half of 1% of the pension fund and docsn't threaten the savings
or retirement for 650,000 state govermnment workers, officials said. 8till, the Euron mransactions have
sent waves of constermation through Tallahassee, the state capital.

Based an the size of the loss, state officials bave petitioned 3o become the lead plaintiff in a masnive
civil suit filed against Enron in Houston. The state attomey general has issued enas 1o Alljance

ital as part of an Enron-related vacketeering investigation, and Gov. Jeb Bush suggested filing
3 civil suit against the investment firm. Harrison was fired as a contract money mAanager handling a
$3.3-billion slice of the $92-billion fund.

Although Florida sustained the largest single Enron-related goveramental loss, it isn't alone. The
University of California is out nearly $145 million from the Enron collapse, as arc the pension plans
for Georgia ($127 million), Ohie ($114 million) and New York ($110 million).

Acoording to State Board of Allocation records, Harrison began buying Earon stock in November
2000, when shares $82. The purchases continued through 2001, unabated by the sudden
resignation of Chicf Executive Jeffrey K. Skilling in nuid-Aungust.

More than 1.4 million shares were purchased in October, afier Enron reported a $638-million loss for
the third quarter and disclosed a $1.2-billion reduction in shareholder equity. The purchases also
came after the company disclosed a Securities and Exchange Conunission inquiry and as share prices
slid from $22.82 to $12.23,

Harrison bought an additional 1 million shares in November—days after Enron had shocked Wall
Street by disclosing it had overstated earnings by $586 million since 1997. By then, the share price
was lingering at $9.

During the two months, Harrison collected niora than $110,000 in commissions before sclling the
retirement system's 7.6 million shares, at 28 cents each, on Nov. 30. Baron filed for Chapier 11
bankruptcy protection two days later.

Hartison's purchases accountsd for about $284 million of the retirement system's $325-million loss
from Exyon, records indicate. Other managess also made jnvestments for the system.

The sell-off and loss spwrred Board of Administration officials to bold a Dec. 11 meeting with

Harrison, who said he "made a judgment and he was wrong," according to notes takea from the
meeting.

Harrison told officials that, in hindsight, Skilling's resignation was a tuming point for Enron but said
he continued to buy the stock because he believed the company was fundamentally sound. During the
final days, he hoped amarﬁg',with Dyneg&nlnc. would num things around. "If the Dynegy deal had
gone through, they would have made a killing,” the meeting notes say.

But Dynegy backed out of the merger, and Harrison sold the pension system's ghares rather than risk
getting nothing through bankruptcy, the notes ssy. Harrison said he was pleasantly surprised 1o get 28
cents a shars "becange at the time he though we raight get 10 cents the way things were going,” the
ROLSS 58Y-

Harrison agreed that the investment was 8 "blot op his record,” and Boand of Adwinistrarion officials
terminated his contract Dec. 13. "His performance had been steadily declimng, but Enron was the
straw that broke the camel's back,” said Loe Baldwin, the board's invesmment communications



* MARAGET.

During vhe meeting, Harrison also faced ions about whether his ties vo Boron board member
Fred Savage affected his decision to buy the company stock.,

Harrisop sad he didn't realize Savage was on the Envon board wmtil a few weeks ago and that Savage,
who sold life insurance products overseas, played no role in picking Alliance investments.

I 6yau want ather staries on'this topic, search the Archives at latimes.com/archives. For infarmartion
aboul reprinting this article, go to www.lars.comirights,

AP
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