. pearance last year at No 7 on the Fortune
7500 list of largest American comipanies Th
-+ conipany’s $101: billion in‘revenue pla

.between the powerhouses Citigroug

- lioh 1ast year, pushmg it to.thie bottornhalf of
~the list, at No 287, wedged between

ing credibility to the view that: ‘Enron €
L Was more ephemeral than real was.

‘lough,
. utlhty industry at McCul]ough Re-
--gearch, a.consulting. firm in"Port-
-land;.Ore. “We know that the opera-;,
tioral numbers - as far as we can"
follow . them- don’t: scan. We have.
4,000-0dd special-purpose entities off
the balance sheet. We're “having
very grave doubts about the overail’
- honesty: of the company. The ques-
-~ <tion is, How far down dld that - d;s—
“honesty extend?” - :
=2 It may take a.téam of forensic
~accountants'months if not yearsto-
-unravel ‘all the Enron entities. and
" gee where the $12.5 billion. that'the
‘company raised in the cap:tal mar-;
*.ketg:over the last 10 years went.’
Nevertheless, for 11_rwestors_imp_mg_=
" to learn from the Enron wreck, a -°
= look back at:its recent-financial
-gtatements, fuzzy though they were, -
_-does show several warning: signs of .
_some. of ‘the company’s woes well -
-before the bottom fell-out last fall..
PE T e e .. ‘Investors concerned that other En
tﬁey watched Enron 1mplode. How could.-a . .‘;.rons may be lurking in the stock: market?
¢ ﬁapany ag blgi prof:tabie and’ DOWEl'fuI as . shadows can sharpen their pencils and/con-~
. ‘duct a-few tests on financial stat nents (oy;
allay or confirm their fears.”
MlchaelJ Maubossin Chlef U ited Staf




_ iding :
Dturing 18 months that ended in-
-gmpany’s third gquarter,. even

tt’enched or simply vanished, ‘reve-

e at Enron Online grew ‘at’an.as- ;

dnishing 12 percent a morith.

nade by Enron Online was. the so-

ion int notional revenug; or the total
ynount of the underlymg -gas’ and .
lectr1c1ty that the. operation’s
fades covered. Yet, this contrasts -
freatly with. the- energy’ purchases

nd sales that. Enron reported in:its.

i{ings with the Federal Energy Reg- -
ijatory Commission for the same:
»riod. Those Teports show just $693° -
ﬁlllion in energy purchases and
ﬁ.les by the compaiiy. ‘“We compare
jat $693. million against $544 billion
thd it’s a surprtslng number," Mr

By DAVID CAY' JOHNSTON” :

Jl,;-..-_:s e 70

=

corporate - financial " 'state--

EVEN w1th the- cymc:sm about" B

ménts generated by the Enron
bliapse, - investors can :still -learn®
- usually in:the area. called “investor.
wmance, the known risks it facésin
ie future and its current problems. -
ut that information alriost certain- -
¢won't be found in the slick annual

lenty about a public company’s per-

=port ma_iled to. shareholders :

jires examining the dry disclosure’
seutments - that ‘most ‘shareholder

ccess to those dncuments as be-
ine much easier “sitice the mid
90’s, when - the S.E.C. embraced

er dot-coms went bankrupt re- :

YA particularly-doubtful assertion"

-Alled ‘notional revenue it reported,” 4
Mir. McCullough said. For the first .1
1ine months of 2001; in news releas- ~ 20(
,” Enron Online reported $544 bil-- i1

~ -:electromc filmg and the Internet_

: FreeEdgar

$2 575 billion. -

- betyeen a company’s’ reported earn'
-ings and'its retained earnings — thi

‘profits ‘that it made after all ex-
‘penses.-and - costs, like stock” divis:
dends, were paid — wou]d_ have ne--

ticed a gulf at. Enron

links at a. corporation sown Weh site;

E _“The -'i.hfofmedff'rea'der wili also

‘As-{s now known, ‘-=‘these proﬂts:
were almust completely ‘manufac-
tured. But even before the dire ré- -
_statemient- of last. fall; investors.on
‘the [ookout for wide -discrepancies

(W :'eeedgar com): |
-and other-Web' sites-and, often, from:- -

to the 10-K pay ‘
ml, the descr1p~

"t_stock’s pnce o
Whether Enron techmcally v:olat- :

‘ .look at the lndex io exhlbzts near ‘the .
: These d0cuments can be read online -

.séc-. ‘said, "especxally items under Exhib-".
hich are materlal contiacts":
s with exec- -
“as well-ag’

end of the 10-K;” Professor. Arnold
it 10

ke leases. o
g the' 10-K

gt

oo Manags {
close’ every material known: event'.‘-_
trend or uncertamtyxthat may cause
f <

. For 1998 through 2000 Enron 'S net )
‘retained’ earntngs after subtractmg
losses from its trading actwities, to-
"y aled- just $474 million, Toughly- $2.
billion less-than jts repurted profits. .
.What this. exercise: illustrates is e
the amount of puffery that can go.‘

" .mentioned, although a-tortuous pa
‘through the footnote section” ac-

bad news, like ‘sknowledges the existence of ol

ow is so'shriv--
nagement can no longer. .
hatth enterprise w111 con-_ '

. - “ted ‘even more, that it was the ‘samy

“Henry T. C. Hii; a professor-of bank
. -'ing and finance law at the University -

' ed the full-disclosure-requirement i
) Item 7-of jts’ latest 10-K, filed last

April 2, is a matter of debate. En-

L TON'S: hidden liabilities in hundreds of
,partnershlps that eventually led to:

the company’s collapse were neve

these: partnerships
Critiés: say. Enron’ buried tha
formation so completely, and omit

a5 a_failure to disclose the truth

lo-. -0f Texas; said Enron was supposed to-

‘show: “a real big-picture view of .
.what'could’ 0 wrong at a company.”

- Professdr Hu said he thought “the

" likelihood is guite high” that regula-
- tors would now look into whether
‘Enron had- dlsclosed the- nsks ad-;
eguately. . - S gng



ey manager. 't
right now with other compames that

. company
numbérs

what :the. company had sald

remaing about'why the: ‘company was
" g0 gtarved ‘for.‘cash

g 'bankru,ptey filing:..:

Some ‘of - these " borrowings may-- .
. -have been forced on the company by
- ‘other lenders-worried about the pos--
- sibility-of Enron’s collapse. On Nov,
- 19, Enron disclosed that a downgrade
" on its debt ratirig required it to repay-
. a2 $690 millicn note earlier thanithad .
planned, Nevertheless; Mr, McCul-+
- lough' said, it is .not clear that’ ali $6 .-

. billion Wwent to'such payments

~ Indeed; the: -company’s. fmanmal:. :
-statements show.evidénce of a‘cash’
_squeeze early last year-even as En-

- ron.was. reporting growing . profits.

“For example, in 2000, Enren said-its - -

net cash provided by operations to- -
" taled $4:8 billion. But” Mr, McCul- -
- lough pointed. out : that the total in- -
" cluded $5.5: billion in’ deposits that. ... ..

Enron required-of customers in Cali=
-f6rnia becauseof the spike in energy':
- prices there, ,money that the cotiipa-. .-

* ny had to repay later. That put E
-ron’s ¢ash flow at negative $700-mil-

" lion. Deduct the proceeds from asset

-sales — one-tine activities that' were

.negative $2.56 billion in 2000, -
‘In‘the first nine mionths of 2001, the
-company: did-a-bit better, producing
- positive cash- flow of *$853' million;
.- Even so;:that/is not a great showing

wheh oomparecl ‘with “Enron’s reve- -
-nue. “Against cumulative ‘sales: of
$101 billion in 2000 and $138:7. ‘bilkion -

to- COVEr any temporary cash sh
‘have accounting issues or wrth any;.
hat - fi

' ':tened abruptly. and in the'third g
 ter; revenue actually fell by $2.5.b
 lion. Operations .at’ the company

‘roi’s proﬁts were not nearlyi*

: -they were helps to. explaiil its quick"
‘demise; ‘But* plenty “of -uncertainty-
‘sales; were"also slowing Income
: that ‘it ‘had-to’

- borrow ‘almost ‘$6 billion in' the six .
- weeksafter ‘its: third- -quarter-earn=

'miilion n: the second quarter of 20
©ings bombshell'and leading up to itsi_ frin-the

'oas, one reaily does wonder Whethé

'debacle to use.

=where they are, Their financial p pro

‘riot part of the. .company’s core, busi- . ‘_V.lems might have been mtervening

. “ness -=.and Enron’ s'cash flow: was a-’

;nique known ‘as “mark 10 mark

falls
~.But, isolating -each p
' urg, Re

wholesale. group for the America
which accounted for most'of Enroj

{fore’ interest and. taxes'in thi§
ment of the company declined'to $5&§ :

0.

How nvestors can
putthe Enron -

“Enron Hay: have found & wa {
paper over its problems Mr McCF L

That: would have allowed it to. real Z

~in. the first three quarters of 2001, mi

‘this is-an amazingly sraall amount of -
- cash,” Mr. McCullough said. “When -
you ‘see one ‘of the fastest growing.

corperations ifi a'cash shortage, you

“have 16- ask Where did that cashﬁ‘-' ’

goP” .
With a ‘definitive answer to- this

question a long way . off, Mr. McCul--
‘Tough is willing:to make an informed: .

f‘speculatlon about why Enron unra
‘eled as:it did;- :

Based on Enron 8 financial state-‘_ﬁ-f
ments;. the. company -was: obvicusly -

presenting a very strong:picture-on
-extremely weak fundamentals. Once

-executives had promised profitabili-'
“ty, they had to worry about keeping '

up-the appearances of a moneymak-

"er, While ‘its revenue was growing: -
; '_quickiy, this -was manageable.’ But-
- when the growth tailed off; the piom-
.. ise of profltabihty became impossi-'

ble to de]iver

_ For the first three quarters of 2001 -j

. revenue_ at ‘the -company mcreased

_ -httle actual cash coming in.

Y.
-come less valuable than:the comp 4

- show: the ‘loss:could present. itsel
+ however, in .an‘even. bigger PO
“.contract at currenf pricés.

-explained, -.would" provide enoy
prices were higher. “With suific

- positive in each. year,. he s
“while cash flows continué to detel

: scheme oY

The inherent risk in such an a

ny.-had: forecast; creating a loss- [
the deal. -Salvation from having'

- 'The new contract, M. McCu]iouglg

mark-to- market earnings ‘to offs
the loss on the contract struck- ‘whe

growth in volume, earnings can

orate,” But such an’ approach faijsﬁ
when . saies growth faiis ,
“like- " “any othe




