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A highly anticipated report by a special committee of Enron Corp.'s board investigating the energy trader's collapse portrayed a company riddled with improper financial transactions and extensive self-dealing by company officials. But the report left unanswered major questions whose resolution could determine whether the company and its officials will face criminal or civil liability.

Some of those questions might begin to be addressed this week as Congress holds a round of hearings on Enron, once the nation's seventh-largest business, by revenue, which sought bankruptcy-law protection in early December. Kenneth Lay, Enron's chairman and chief executive for most of the past 15 years, was slated to testify Monday morning before the Senate Commerce Committee, but Sunday canceled his appearance. Mr. Lay resigned his Enron positions last month.

	


The committee's report essentially focuses on certain off-balance-sheet partnerships first disclosed by The Wall Street Journal beginning in October. Controversial accounting related to the partnerships was the major factor contributing to Enron's collapse. The 211-page report by the three-member special board committee and its staff amounts to a scathing indictment of the way the company did business in recent years. Enron "improperly" implemented various transactions "to conceal from the market very large losses" resulting from some of its business operations, the report said. Between the third quarter of 2000 and the third quarter of 2001, alone, reported earnings were "almost $1 billion higher than should have been reported," it added. The committee said the report was prepared with limitations of time and access to certain witnesses.

Additionally, the report said, several Enron officers and other employees "were enriched" by tens of millions of dollars that "they never should have received" as the result of being investors in partnerships that did large business deals with the company. Among those employees cited by the report were former chief financial officer Andrew Fastow, who allegedly made at least $30 million from heading and partly owning two entities known as the LJM partnerships; Michael Kopper, a former managing director of an Enron unit, who supposedly made at least $10 million from the Chewco Investments partnership and former treasurer Ben Glisan, whom the committee quoted as acknowledging that he received about $1 million within two months of putting $5,800 into one partnership arrangement.

A spokesman for Mr. Fastow declined to comment. Neither Mr. Kopper nor Mr. Glisan could be reached for comment. In the past, both have declined to comment.

The report also takes a hard shot at Arthur Andersen LLP, noting that in addition to being Enron's external auditor, the Chicago firm was paid $5.7 million in return for helping design the controversial partnerships that investigators found were fraught with ethical problems from the start. In a statement, the big accounting firm said the report wasn't credible because it sought to "insulate" Enron officers and directors by "shifting the blame to others."

Enron's main outside law firm, Vinson & Elkins, also comes in for criticism. Vinson & Elkins "should have brought a stronger, more objective and more critical voice" to the issue of what Enron needed to disclose publicly about its partnership-related transactions, the report said.

A senior Vinson & Elkins partner declined to discuss what advice the firm gave to Enron executives, citing attorney-client confidentiality. The lawyer pointed out that the report notes that Vinson & Elkins, based in Washington, did push Enron to disclose more but the lawyers were overruled by Enron's investor-relations department.

Still, there's plenty the report doesn't say. It rarely ventures beyond an examination of the LJM and Chewco partnerships, uncovered by The Wall Street Journal in articles published last fall. Since then, allegations have emerged concerning possible fraudulent accounting schemes at several Enron units including Enron Energy Services and Enron Broadband Services. These aren't addressed in the report. The report also didn't answer questions concerning who had crucial information about the creation and financing of the Chewco partnership in 1997. In testimony to Congress in December, Andersen Chief Executive Joseph Berardino said that those 1997 Chewco-related activities involved "possible illegal acts."

The provenance of the report also casts a shadow on its handling of issues concerning the investigating committee itself and its advisers. The chairman, William Powers, is dean of the law school at University of Texas, a facility that has ties to Vinson & Elkins. Another member, Herbert "Pug" Winokur Jr., was an outside director on Enron's board when many of the transactions now under scrutiny were approved. Raymond Troubh, the final member of the committee, has no apparent conflict.

As for the advisers, William McLucas, former head enforcement officer for the Securities and Exchange Commission, now works for the Washington-based law firm of Wilmer Cutler & Pickering, which is representing Enron in a case against federal energy regulators that is currently before the U.S. Supreme Court. The accounting firm that helped advise the committee, Deloitte & Touche, has previously done tax work for Enron, including "certain limited tax-related services for Chewco Investments," according to the report.

Despite these potential conflicts, the report provides a wealth of detail about specific transactions -- including the nearly two dozen involving the LJM partnerships created by Mr. Fastow.

The theme of the report remains consistent from deal to deal: Officers who should have been concerned with doing their fiduciary duty to shareholders instead cooked up Rube Goldberg-like structures to circumvent already weak accounting rules. Not only did the ventures engage in transactions that violated accounting rules, the report says, but numerous transactions were done that "served no apparent business purpose for Enron" and appear ginned up simply to generate fees for insiders.

According to the report, one of the most egregious examples of financial engineering concerned LJM partnership subentities known as "Raptor" that were used to "hedge" or provide offsets to fluctuating values in other Enron investments. Had they been true hedges, says the report, there would have been a true transfer of risk from Enron to another party, in return for fair compensation. But that isn't the way Enron did business. Instead, Enron engaged in apparently false transactions with related parties, using its own stock, in some cases. This provided big bursts of profits for the company while stocks were rising. But it also generated big losses when prices were moving in the opposite direction. In late 2000 and early 2001, according to the report, two of the Raptor vehicles had insufficient credit capacity to pay Enron on its hedges.

"As a result, in late March 2001, it appeared Enron would be required to take a pretax charge against earnings of more than $500 million," the report says, "to reflect the shortfall in credit capacity" of the Raptor structures.

Rather than take the lump, Enron chose to "restructure" the Raptor vehicles by transferring more than $800 million of contracts to the vehicles that entitled the holder to receive still more Enron stock. The report says the transactions don't appear to have been authorized by the board of directors.

This maneuver enabled Enron to put off declaring substantial losses from the first quarter of 2001 until the third quarter -- by which point the company's chief executive had departed. Shortly before Mr. Skilling resigned as president in August 2001, both he and Mr. Lay told investment analysts that the company's financial condition had never been stronger.

Another troublesome series of transactions detailed in the report concerned Chewco, a vehicle run by Mr. Kopper, a member of Enron's Global Finance team who reported to Mr. Fastow. The committee said it found no evidence that any waiver from Enron's code of conduct ever was obtained from the board, prior to Mr. Kopper's involvement.

Chewco was created to hold part ownership in another Enron-related investment vehicle. Enron was prohibited from holding this interest directly unless it wanted to put the related debt back on its balance sheet. But to keep the investment "unconsolidated," Chewco had to be separate from Enron, in terms of management, and it had to have outside equity equal to at least 3% of its total capacity.

It failed both tests, the investigators found. The outside equity piece was provided by two other entities controlled by Mr. Kopper called Little River Funding LLC and Big River Funding LLC. Mr. Kopper in December 1997 transferred his interest in these entities to William Dodson, the report says. The two men, according to the report, are "domestic partners." The nature of their relationship at the time of the Chewco transactions isn't clear.

Mr. Kopper received $2 million in "management and other fees" related to Chewco during a three-year period that ended in December 2000. The committee said it couldn't identify "what, if anything, Kopper did to justify the payments." All told, Mr. Kopper and Mr. Dodson received more than $12 million from Enron and Enron-related entities in return for what is believed to have been an initial investment of $125,000.

The report also includes new information about Enron insiders who spoke out against the self dealing. One Enron attorney, Stuart Zisman, complained about the Raptor vehicles since it appeared bad investments were being dumped into them for the purpose of hiding their impact on Enron.

In a memorandum in September 2000, Mr. Zisman wrote that the selective behavior "might lead one to believe that the financial books at Enron are being 'cooked' in order to eliminate a drag on earnings ... "

