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Shares of U.S.-based Enron Corp. plunge

Unclear transactions by the company’s CFO evoke investors’ distrust

SEC begins investigation

(By Ken Chiba)

CHICAGO – The shares of Enron Corp., a U.S. general energy company, are falling sharply.  Investors are developing a distrust of the company after they knew about its involvement in opaque transactions with an investment company established by its CFO.  Regarding the transactions, some investors have filed class action suits against Enron, and the Securities and Exchange Commission has begun investigation.  The issue may damage the company’s business.

The point at issue is derivatives transactions between Enron and an investment company launched by [Andrew] Fastow, CFO of the energy giant.  Regarding the transactions, Enron posted a non-recurring loss of $35 million for the third quarter.  Later, the company made public another fact – it was forced to buy back 55 million shares of its stock from the investment company for $1.2 billion when it dissolved the partnership between them.

Investors and analysts question Enron’s attitude toward information disclosure and the investment by the CFO, which can be viewed as a breach of duty.  They also suspect that there might have been more such derivative transactions.  The share price of Enron has plummeted since late last week, when people knew about the investment company’s huge profit.  On October 23, Enron shares closed at $19.79, down $0.86 from a day before.  The price dropped about 40% during the week after the company reported its financial results.

Law firms in New York and Boston have filed class action suits in the federal district court of Texas, arguing that Enron failed to provide appropriate information to investors. The Securities and Exchange Commission requests the company to submit documents related to the transactions in question.  Enron says, “The transactions with the investment company were fair, we provide information appropriately, and we will fully cooperate with SEC in its investigation.”
According to the U.S. daily Wall Street Journal, the investment company made $7 million a year in revenue from commission charges, as well as a profit of $4 million.  Mr. Fastow, who established the investment company in December 1999, left the company in July this year.  He has been holding the position of CFO at Enron since 1998.

