Enron DireCtors Backed

Moving Debt Off Books
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Members of Enron Corp.’s board of
directors received detailed briefings
as early as four years ago about the
purpose and structure of controver-
sial partnerships whose losses trig-
gered the company’s fall into bank-
Tuptcy, according to minutes of the
meetings.

The minutes, which cover four
board meetings in 1997 and 1999 and
three meetings of the board’s finance
committee n 2000, suggest that
board members approved aggressive
accounting actions, including moving
debt off the company books.

AL

ﬂmSemnbesdexdmng&Ounnns-
sion are investigating' Enron's col-
lapse, which cost investors and em-
ployeesbiﬂ;onso!dolhrs.!tfmof
the inquiries is whether Enron hid
debt and inflated its profits by using
the private partnershipe run by its
chief financial officer.

In other Enron-related news yester-
day, the General Accounting Office
announced that it would sue the
White House for access to records of -
Vice President Cheney’s meetings
with Enron and other industry in-
terests that sought to influence the ad-

‘ministration’s energy policy last year,

And Stephen Cooper, the interim
head of Enron, said he was optimistic
the comnpany could survive, though in
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u much diminished form.

Individual Enron board mem-
bers, who Uwmselws mre being
sued and investigated, have said lit-
te publicly about their role in the
transactions that toppled the com-
pany. The minutes, made available
1o The Washington Post by a source
critica) of the board, suggest thal
the partnershipa were 2 key part of
Enron’s growth strategy and show
they were regularly reviewed by the
direciors,

The copies of the minutes do not
cover every board meeting and do
not include documentsy that are re-
ferred to as being attached to the
surmaries of the board’s actions,

When it was reported last fall
that Andrew Fastow, the Enron
CFQ, made $30 million running
partnerships with names such as
LIM, Raptor and JEDI, then-chair
man Kenoeth L. Lay announced
that the board was seiting up a spe-
cial committee to investigate.
minutes show that members of that
special comumnittee attended board
meetings in which Fastow de
scribed the intricacy of the entities.

Sources said the conunitee's re-
port, which is expected o be com-
pleted as early as Lomorrow, will
say that while the Enron board ap-
praved the partperships, manage-
ment and auditors withheld key in-
formation from them. That is
expected to be the key element of
the defense that will be offered by
Lay and board member William C.
Powers Jr. when they testify belore
Congress on Monday, sources said.
Last night, Robert Bennett, a Wash-
ington lawyer representing Enron,
gave every indication that would be
the case.

“While the board of directors, in-
cluding Mr, Lay, were aware that
these special partnership entities
were being sel up, which were be-
ing run by Mr. Fastow, there i3 a
great deal of information regarding
their operation and execution that
was unknown tu the buard of direc-
wors,” Bennett said.

At an Oct. 11, 1993, board meet-
ing, Fastow discussed the compa-
ny's mix of “on-balance and off-
balance sheet debt,” according to
the minutes. At another meeting on
May 1, 2000, Fastow told board
members about the risk of “ac-
counting scrutiny” on the Raptor
partaership.

A board resolution in October
1599 said one purpose of the LIM2
partnership was to create “a poten-
tial ready purchaser of the compa-
ny's buginesses and assets.”™ A charl
labeled “LIM2 Update,” attached to
the agenda for @ May 2000 finance
committer meeting, said the pari-
nership had omde seven invest
merits, alt purthased from Enron,

Enron has disclosed that the
board ‘waived the company’s con-
‘jct-of-interest rules to let Fastow

~2rsee the partnerships.

The board’s special committee
hired Williarn R. McLucas, former
head of enforcement at the SEC, to
do the investigation and write 3 ne
port for the committee. The report
is expected to be reteased before
Lay, who resigned last week, and
board member Powers, who is alsa
dean of the University of Texas law
school, testify before Congress on
Monday.

Until now, Congress has focused
on the role Enron’s outside auditor,
Arthur Andersen, played in the
company’s collapse and the report-
ed destruction by Andersen cxec-
utives of Enron-related documents.
Manday's hearings are eapected 1o
zer0 in on the behavior of Enron of-
ficials, inchuding the board.

The cutside directors are expec-
ted, as part of their defense, 10 push
the focus back on Andersen. soure
es nay, They will point, for example,
tu porticns of board minutes _|hal
say Andersen “had spent consider-
able time analyzing . . . the gover-
nance structure” of one of the part-
nerships, LIM2, and “was
comfortable with tw proposed
transaction.”

Minutes from October 1999 and
October 2000 say the board or-
dered several safeguards be imple-
mented to maintain contrul of the
partnerships. One was allowing Lay
or the board to remuww: Fastow Irom
one partnership, LIM, at any tims.
Anocther was directing then-Enron
chisf executive Jeffrey K. Skilling
and others to review all transac-
tions between Enron and LIM, And
Skilling was to review Fastow's
“economic interest™ in the part-
nership.

Bennett said, “We have learned
that many of the procedures that
were pul inlo placemnmu'euneaq-
propriate operation of these enti-
ties were not complied with, with-
out the knowledge of the board.”

Patrick McGurn of Institutional
Shareholder Services Inc. of Rock-
ville, which advises large share-
holders on corporste-governance
issues, said last night that the min-
ules seem to provide more evidence
that board members were [ully in-
formed of the company’s aggressive
financial strategies.

“U that's not the case, the direc.
tors befter start talking and stant
talking now.. Every step along the
way it seems this board had the op-
portunity to say no to the part-
perships, to the waiver of the ethics
code, and each time they had an op-

porlunity 1 tuke the right fork i
the 1oad, tley wok the wrong fork.”
The Ocl. 12, 194y, minutes show
that vutside divevior Herbert Wine.
lunr—.-nqw @ member of the boand's
special investigating conunitter—
mngmnded that the buard ap-
SLOW'S participation in
LIM2 parinership. e the
McGurq wsaid, “The Jirst princi-
ple of n.nhmw:s:igation is thal the
who presumably might
held respunsible at the-yendmgl ll?ﬁ
day cair’tinvestigane theingelvos *
Dne other two members of the
special - conumitiee—Powers  ang

ﬁi____ -

Raymwond S. Troubh, s New York
consultant—had no  involvement
with the company when the furma-
ticn nf the of-balance-sheel entities
tovk place, sources cluse 10 the
compasny said.
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rectors Wendy Gramm wend Lay
wete among other board members
that also attended the meeting.

At a special board meeting on
June 28, 1999, Lay called on Skil-
ling to discuss a proposed invest-
mentt partnership. “Mr. Skiting not-
ed that due (o changes in the
accounting treatment of off-bal-
ance-shevt transactions, the compa-
ny had been analyzing new types uf
financing vehicles. He called on Mr.
Fastow to discuss the proposal.”

Sklllmg resigned suddenly in Aw-
#ust. Fastow was gusted in Oclober.
. The LJM partnerships were spe-
cifically cited by the company last
fall when it admitted violating some
accounu:ng atandards, resultingina
$586 million overstatement of its

W. Neil Eggleston, an gitomey
for Ui vatsade directors uf the
buard, said Winckur has no conflict
ol interes! in serviug! on that u!x:cnl
committee, despite his role in ap-
proving the partnership dgals. 1t
was isnpurtant, for the special conr-
nittee 1o render its report gmt:!dy
and Mr. Winokur's parlicipation
provided continuity and speed o

the spevial committee’s efforts,”
Egyieston said,

The board minutes show that 25
eurly as Dec. Y, 1997, Enron's exec-
utive committee approved a buy-
out—that included a corporate
guarantee of $633 million—of the
interest of the Califoria public em-
ployees pension fund in the JEDI

ip.

At an Aug. 7, 2000, meeting of
the fnance committee, chaired by
Winokur, the off-balance-sheet part-
nerships are describeil as “the vehi-
cles the company was utilizing to
manage its bulance sheet debt.” Di-
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prprf::s between 1997 and 2001,

e excerpts that became avail-
able yesterday give no hint t‘I‘:]aIl
board members hag questions ur
qualins about the accounting -
Reuvers, with the exception of Foy.
tow's dusl role a3 Enren's chief -
nancial officer and I.JM's manager,

— T manager
Staff writers David Hilzen ’
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= New CEO says he believes
a smaller Enron can
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