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HEARING ON
THE ENRON COLLAPSE AND

IT’S IMPLICATIONS FOR WORKER RETIREMENT SECURITY

Wednesday, February 6, 2002

Committee on Education and the Workforce
U.S. House of Representatives

Washington, D.C.

The Committee met, pursuant to notice, at 10:20 a.m., in Room 2175, Rayburn House
Office Building, Hon. John A. Boehner, Chairman of the Committee, presiding.

Present: Representatives Boehner, Petri, Ballenger, Hoekstra, McKeon, Castle, Johnson,
Greenwood, Souder, Upton, Hilleary, Ehlers, Fletcher, DeMint, Isakson, Goodlatte, Biggert, Platts,
Tiberi, Keller, Osborne, Culberson, Miller, Owens, Payne, Mink, Andrews, Roemer, Scott, Rivers,
McCarthy, Tierney, Kind, Sanchez, Ford, Kucinich, Wu, Holt, Solis, Davis, and McCollum.

Staff present: David Connolly, Jr., Professional Staff Member; Christine Roth, Professional
Staff Member; Dave Thomas, Legislative Assistant; Paula Nowakowski, Staff Director; George
Canty, Counselor to the Chairman; Ed Gilroy, Director of Workforce Policy; Victoria Lipnic,
Workforce Policy Counsel; Allison Dembeck, Executive Assistant; Stephen Settle, Professional
Staff Member; Molly McLaughlin Salmi, Professional Staff Member; Dave Schnittger,
Communications Director; Kevin Smith, Senior Communications Counselor; Heather Valentine,
Press Secretary; Maria Miller, Communications Coordinator; Jo-Marie St. Martin, General



Counsel; Linda Stevens, Chief Clerk/Assistant to the General Counsel; Patrick Lyden, Professional
Staff Member; Deborah L. Samantar, Committee Clerk/Intern Coordinator.

Mark Zuckerman, Minority General Counsel; Cheryl Johnson, Minority Counsel; Michele
Varnhagen, Minority Labor Counsel/Coordinator; Peter Rutledge, Minority Senior Legislative
Associate/Labor; Ann Owens, Minority Clerk; Camille Donald, Minority Legislative
Associate/Labor; Dan Rawlins, Minority Staff Assistant/Labor; and, Joe Novotny, Minority Staff
Assistant/Education.

Chairman Boehner. A quorum being present, the Committee on Education and the Workforce
will come to order. Good morning, everyone. We're meeting today to hear testimony on the
collapse of Enron and its implications for worker retirement security.

I would like to welcome our witness today, the Honorable Elaine Chao, Secretary of Labor.
It is an honor to have you with us once again. This is the second time that Ms. Chao has appeared
before our Committee since becoming Secretary, and I'd like to thank her for coming here today to
discuss this important and timely matter.

Let me also extend a warm welcome to my colleague and Ranking Member, Mr. Miller, and
to all my colleagues on the Committee. I want to thank Mr. Miller for his cooperation in helping to
put this hearing and tomorrow's hearing together, and thank all of my colleagues for what I thought
was a very successful first year under new management, if you will, on both sides of the aisle in the
Committee last year.

I think you all know that, under Committee Rule 12(b), opening statements are limited to
the Chairman and Ranking Minority Member of the Committee. Therefore, if other Members have
statements, they will be included in the record, and without objection, so ordered.

OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER,
COMMITTEE ON EDUCATION AND THE WORKFORCE

Late last year, thousands of working Americans employed by Enron Corporation watched
helplessly as their company collapsed, and tragically, their retirement savings were lost with it.
Longtime, loyal Enron workers who had saved for years and placed their trust in the company's
401(k) plan saw their dream of a safe, secure retirement vanish, almost overnight.

Across our country, millions of hard-working Americans are asking anxiously: “Could this
happen to me? What actions are the Bush Administration and Congress prepared to take to ensure
that it doesn't happen to me? Why did thousands of employees who had saved all their lives for a
safe and secure nest egg see their retirement savings evaporate as the company unraveled?” We
also have the responsibility of asking to what extent did outdated federal pension laws contribute to
Enron's fall and the fate of its workers' 401(k) plan?

Today we begin the process of asking all of those questions. As our Committee begins
hearings this week into the Enron collapse, we do so with a firm commitment to identify further



reforms that promote security, education, and freedom for employees who have saved all of their
lives for a secure retirement.

Last week, President Bush sent a clear message to Congress that he was committed to
addressing the Enron tragedy by calling for new safeguards to help workers preserve and enhance
their retirement savings. The President followed up his State of the Union speech on Friday by
announcing his proposal to restore Americans' confidence in the security of their pension plans.

The President’s recommendations include: providing workers greater freedom to diversify
and manage their own retirement funds; ensuring that senior corporate executives are held to the
same restrictions as average American workers during so-called blackout periods; giving workers
quarterly information about their investments; and expanding workers' access to investment advice.
We look forward to Secretary Chao telling us more today about the President's pension reform
proposal, as well as the Department of Labor's role in overseeing pension plans and its Enron
investigation.

While the ongoing investigations by the Bush administration and Congress will reveal the
extent to which Enron's employees may have been victims of criminal wrongdoing or neglect, it is
already evident that Enron's employees are the victims of an outdated federal law that continues to
needlessly deny the rank-and-file workers access to quality investment advice.

Media reports have indicated that there were several windows of opportunity before and
after the blackout of the Enron 401(k) plan that employees had to sell their company stock and
diversify their retirement savings. This tells us that some of Enron's employees could have
preserved their retirement savings if they had access to a professional advisor who would have
warned them in advance that they should diversify their portfolio.

Last November, the House took the first step toward giving rank-and-file workers the same
access to professional investment advice that wealthy employees and executives have by passing
the Retirement Security Advice Act. I'm very pleased that President Bush and other members of
the Administration have embraced this bipartisan bill. My hope is that the Senate will quickly
follow suit in the same bipartisan spirit so that President Bush can sign this legislation into law on
behalf of American workers.

Investment advice is likely only one part of a broader legislative exchange needed to
prevent another Enron tragedy. The Enron collapse has provided tragic confirmation of the need
for modernization of America's pension laws, a problem Congress must now confront with a new
urgency. American workers deserve the security of knowing there will be no more Enrons and the
freedom to continue to capitalize on the opportunities to save and invest. We need to ensure that
American workers are fully protected and fully prepared with the tools they need to protect and
enhance their retirement savings.

I would now like to yield to my friend and distinguished colleague from California, Mr.
Miller.



WRITTEN OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER, COMMITTEE ON
EDUCATION AND THE WORKFORCE - SEE APPENDIX A

OPENING STATEMENT OF RANKING MEMBER GEORGE MILLER,
COMMITTEE ON EDUCATION AND THE WORKFORCE

Thank you, Mr. Chairman, and thank you very much for convening this hearing. Madame
Secretary, thank you for joining us this morning, and we look forward to your testimony.

The story of Enron is a scandal and a tragedy of enormous proportions. It is a story of high-
ranking company officials whose arrogance and desire for personal aggrandizement overwhelmed
their sense of responsibility to their company, to their employees, to their shareholders, and to the
law. The Enron scheme did not simply result in the bankruptcy of what was once listed as the
seventh-largest corporation on the Fortune 500 list. It was a scheme that devoured the retirement
nest eggs of thousands of hard-working men and women.

The spectacle of company executives hiding the abysmal financial condition of Enron on
one hand, while cashing out company stock and exercising options on the other, is an audacious
assault on our pension plans and security laws. It offends our sense of fairness and clearly offends
our sense of justice.

When we dig a little deeper, we see that Enron used the expansion of the 1990s to trim
employees' pensions and benefits while increasing the benefits of their executives. Immediately,
they started a process of having a two-tier system within the company. Those same executives got
bailed out with golden parachutes and stock options while workers were locked into imploding,
worthless stock.

In addition to the employees who lost their 401(k) retirement, scores of rank-and-file
employees took permanent cuts in their pension plans because the company offset their benefits
based on inflated and now worthless stock contributions in the company's ESOP plan. We also
have learned how Enron had specific provisions that limited the employees' access to employer
contributions in stock, even though they had invested in their own retirement 401 (k) plan, until
they reached the age of 50.

As Enron demonstrates, a worker's retirement savings can quickly become vulnerable if
there are not adequate employee rights and protections. Clearly today, the outdated pension rules
are putting employee nest eggs at risk.

As we see from the chart over here to the right, Enron is not the only company that has
substantial financial assets of company stock vested in their employees' 401(k) plans. If you read
this chart that was produced by the Congressional Research Service, you'll see Procter & Gamble at
94 percent and Sherwin Williams at 91. These have all become too familiar for us. We also notice
that, in many instances, these plans have restrictions on the ability of vested employees to move



financial assets that have been contributed by the employer.

Enron is symptomatic of something larger than just the question of people's retirements and
the security of their retirement plans. It also indicates the vulnerability of workers in today's world.
As the minimum wage continues to fall behind the cost of living and as workers find themselves
losing their jobs, they become more and more vulnerable by not having health insurance, not being
able to afford the COBRA payments, and finding out that they now must invade their retirement
plans.

If their retirement plans are worth anything, they are invading them now to try to pay the
mortgage and save their house. They're paying a penalty if they do that. You’re given an incentive
if you make a savings plan to buy a house, but if you save a house, you pay a penalty. They're
invading their pension plans so they can make their COBRA payments. They're invading their
pension plans so they can save their cars so they can try and find work.

So pension plans are under assault because of workers' insecurity in the workplace overall.
I think that this Committee has an obligation to address the needs of the 38 million Americans
without health insurance, the needs of the hundreds of thousands of Americans that have exhausted
their unemployment benefits, and the needs of workers who, in many instances, were working at
the lower levels of the economy and have no other resources to address these concerns.

More importantly, this hearing is about fundamental change. It's about fundamental justice.
It's about fundamental fairness. It's about fundamental equity. The President said, and this nation
agreed, that on September 11th everything changed for America, certainly with respect to its
national security. On October 16th, when Enron changed its financial picture, everything changed
for retirees in America with respect to their financial security. We must be willing to investigate
each and every underlying law, underlying protection and relationship in this situation.

I'm sure that my colleagues, who have been visited by people on the street, or when
shopping in a store, if not asked about Enron, then were asked about 401(k)s. They're asking you
about the security of their retirement. We have a national crisis. We have a national crisis of
confidence. We have told small investors the miracle of the 401(k) plan was that if they invested
for the long term, if they had the faith in the markets, if they started early, they could end up with
$1 million or more as a retirement nest egg. They were told to be diligent: “Don't just buy a stock,
look at the 10-K statement, look at what the auditors say.” Now we find out that the auditors were
in on the gig. The auditors were in on the gig because they were financially compromised, and so
they were part of cooking the books.

So where does a small investor go now? The small investor goes to an investment advisor.
We now find out that the investment advisors are in on the gig, because the investment house was
looking for fees, looking for commissions, looking for partnerships with Enron and other
corporations. Where does a small investor go now with confidence about their retirement? Where
do the people who are 50 to 55 years old, who lost their entire nest egg at Enron go to rebuild their
financial security, their plans for the future, their retirement years? Where do they go? In the
current system, they have no place to turn, because the system is not on the level. The system is



dramatically compromised by financial conflicts of interest, by fraud, by deceit, by deception.

It is the role of government to once again level the playing field, protect the consumer,
make sure that people who engage in criminal activity go to jail, maybe and hopefully as an
example. Because as we have seen with the Andersen Company, they're fully prepared to settle for
hundreds of millions of dollars when they've been found doing wrong. They've been the subjects
of the largest fines in SEC history, and they continued the practice at Enron and God knows where
else. So apparently, it's time that people take responsibility and face the idea of the jail door
slamming behind them.

But at this moment, the small investor, the person protecting their retirement, has no place
to turn. Hopefully, this Congress, this Committee, this Administration will understand the nature
of this crisis that we're suffering across the country.

This isn't just coming from George Miller. This is coming from some of the most
conservative Wall Street analysts in this country, and we see it every day as it plays out, as
companies try to readjust the false images that they presented to the American public, to their
investors, to the shareholders, to their employees.

We now see people who were selling their stock a couple of weeks ago buying it back as an
act of faith. Give me a break. Give me a break. People two weeks ago sold $100 million worth of
stock and they bought back $17 million last week as an act of faith to show the investors that they
really had confidence in their company.

Now, we have a lot of work to do, ladies and gentlemen. This Administration has a lot of
work to do, and we cannot fail in this, because we have told millions of Americans that this is their
road to retirement security. We've just hit a huge, huge bump in the road that threatens each and
every one's retirement plans.

Chairman Boehner. Let me thank my colleague, and before the Secretary begins her testimony,
remind Members that we will allow five minutes for questions once the Secretary has finished her
testimony.

For the benefit of the Members and the Secretary, we do expect several votes at about
11 o'clock, and for the benefit of the Members, you should know the Secretary has given us a two-
hour time frame. At about 12:15, the Secretary is going to have to go. So I would encourage all
Members in their questioning to try to tighten it up and allow this process to move forward.

With that, we want to thank the Secretary for being here, welcome you back again, and
allow you to share your testimony with us.

STATEMENT OF THE HONORABLE ELAINE L. CHAO, SECRETARY,
UNITED STATES DEPARTMENT OF LABOR, WASHINGTON, D.C.



Good morning, Chairman Boehner, Ranking Member Miller, and Members of the
Committee. I appreciate very much the opportunity to appear before this Committee to discuss the
President's plan to protect workers' retirement security.

As you may have heard, 42 million Americans have 401(k) accounts through their
employers, owning a total of about $2 trillion in assets. These aren't just statistics. In fact, they
represent the hopes and the aspirations of millions of Americans for a secure and decent retirement.

In a few weeks' time, thanks to the work of the Members of this Committee, we will
convene the Saver Summit. This unique event is dedicated to the premise that Americans should
be encouraged to save and to plan for their own future. I think we all agree that the best incentive
to save that we can offer is to protect the security of these savings, whether they're held in a 401(k)
program or a company or a union pension plan.

The President's plan will help those who are saving for retirement by giving workers more
choice, confidence, and control over their retirement plans: choice, in terms of how they invest
their retirement savings in ways that work best for them and their families; confidence in their
investment that comes from investment decisions that are derived from getting reliable and
professional financial assistance; and the same degree of control over their investments that any
other worker in the organization receives, from the top floor to the shop floor.

The first principle of the President's plan is expanding Americans' freedom of choice over
their retirement investments. Over the last 20 years, there has been a revolution in the way that
people plan and save for retirement. The 401(k) plan has helped to make America a nation of
investors. Workers at every income level are being empowered to make their own decisions about
their financial futures based on their families' needs and goals. That increase in freedom has opened
up the potential for a better quality of life for millions of Americans, but like every other increase
in freedom, it has also introduced new risks.

Recent corporate bankruptcies have revealed the need for stronger safeguards to protect
workers. We believe that one important way to reduce these risks is to give workers even more
freedom, not less, more choice, not less. That is why the President's plan will give workers a right
that the employees of Enron did not have, and that is the right to sell company stock contributed by
an employer to their 401(k) after a three-year period.

For most individual investors, diversification is the key to reducing risk over the long term,
and the President's proposal will give workers the right to make that choice. We need to remember,
it is their money. They earned it. They sacrificed to save it. They should have the right to decide
how to invest it. For that same reason, freedom of choice also means that Washington should not
be allowed to set arbitrary limits on how much company stock a worker can hold. While it may be
tempting to go down this road in the wake of recent business failures, this would actually take away
from workers the right to choose, which they deserve. Arbitrary limits on workers' investment
choices would not be progress. It would be turning back the clock.

Our modern economy is far from being perfect, but one of the wonders of the American
system is that an administrative assistant from Microsoft or Home Depot or General Electric can



become a millionaire by working hard, sticking with their company and investing in it, and having
a good investment strategy.

Now, of course, we all know that Enron did not turn out like a Microsoft or a Home Depot
or General Electric, but one thing that our country stands for is the belief that individual Americans
should have the right and the freedom to make their own financial choices based on what's best for
them and their families. This is the core of what the entire world calls the American dream.
Restricting workers' choices won't necessarily make their investments safer. It will just reduce the
freedom that workers have to shape their own financial futures.

At the same time, choice, by itself, will not ensure the security of workers' retirement
savings, either. People need to have confidence in the decisions that they will make about their
investments, and that comes from getting reliable investment assistance and accurate financial
information. That's why our plan and the President's plan incorporates Chairman Boehner's
Retirement Security Advice Act, which passed the House with an overwhelming bipartisan
majority.

[Secretary Chao. Mr. Chairman, I hope that you won't mind that we borrowed your fine work in
this regard?
Chairman Boehner. You're more than welcome to use it all you'd like.]

As this Committee knows, these provisions would encourage employers to make investment
assistance available to their employees by giving them access to professional financial advisors. On
this point, I think we should also make several others, and let me make them. I think we need to
make two important reality checks.

First, the last year or so has been tough sledding for the average individual investor.
Second, most people simply don't have the time or the inclination to become experts on managing
financial portfolios, even their own. They have jobs to do, children to take care of, school activities
to support, and of course, bills to pay, among their very many other activities. Especially in these
less certain economic times, people are in desperate need of help as they chart a retirement strategy
that fits their unique circumstances and goals.

In the same way that we provide retirement benefits through employers, we believe that it is
possible to provide retirement financial assistance through employers in a way that safeguards the
workers who receive these benefits. Just as ERISA currently provides, we would require
investment advisors to act solely in the interest of the employees, their clients, and we will go after
anyone who violates this vital and sacred trust.

Advisors should also be required to disclose any conflicts of interest that they may have and
any fees that they may earn in recommending particular investments. Employers themselves would
be responsible for choosing an appropriate investment advisor and monitoring the program on
behalf of their employees.

Our department, the Department of Labor, is committed to expanding our outreach efforts
to let workers know what their rights are, what information they should be getting, and how to raise



concerns about self-dealing by financial advisors. With these safeguards, we can give workers the
confidence that they need to make good investment decisions and build a secure retirement. After
all, why should only the CEOs get good financial advice?

Finally, workers need to have the assurance of control over their retirement savings,
regardless whether they are a senior executive or a rank-and-file worker. They need to have ample
opportunity to make investment changes before a blackout period occurs. They must be guaranteed
that their employers will be held to the highest standards of conduct and that employers will
prudently act solely in their interest during a blackout period. Workers should be assured that
everyone in the organization, from the CEO on down, would have to abide by the same set of
restrictions.

The President's plan will achieve this, by requiring that workers be notified a full 30 days in
advance that a blackout period is going to occur. Our proposal will also prevent corporate officers
from selling or purchasing any company stock while workers are prohibited from trading in their
401(k) plans during a blackout period, so there would be pension parity. We will also amend
ERISA to clarify in no uncertain terms the fiduciary responsibilities and accountability of
employers during blackout periods.

Taken together, these measures proposed by the President will give workers the choice, the
confidence, and the control that they need, that they have a right to, to protect their savings and
plan for a decent retirement: the choice to make their own decisions; the confidence that comes
from good information and accountability; and a level playing field that gives workers control over
their retirement savings. As the President said in his State of the Union address, a good job should
lead to security in retirement. We know. At the Department of Labor, retirement security is our
specialty and our mission.

In the year 2001 alone, last year, we conducted nearly 4,000 employee benefit
investigations, obtained 76 indictments and 49 convictions, and recovered $662 million on behalf
of aggrieved beneficiaries, employees. We were on the ground investigating Enron before it even
declared bankruptcy, and we are doing everything we can to help these workers, and that is my
personal commitment.

Whatever kind of retirement plan an employee may have, whether it be a 401(k) or a
corporate or a union pension plan, our goal is to protect all hard-working Americans, from the
cubicles of Palo Alto to the shop floors of Detroit, so that employees and workers can look to their
retirement with confidence and with hope.

Thank you very much for giving me the opportunity to address this very important subject
today. We look forward to working with Chairman Boehner and this Committee to ensure greater

retirement security for all Americans.

I would be pleased now to answer any questions.
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WRITTEN STATEMENT OF THE HONORABLE ELAINE L. CHAO, SECRETARY, UNITED
STATES DEPARTMENT OF LABOR, WASHINGTON, D.C. — SEE APPENDIX B

Chairman Boehner. Thank you, Madame Secretary, for your willingness to come today, and for
sharing your testimony with us.

Mr. Ford. Mr. Chairman, can I ask for a point of personal privilege, sir? Obviously, the Chair is
able to recognize a former presidential candidate and great advocate, Rev. Jesse Jackson, who is in
the audience.

I appreciate the time, Mr. Chairman.
Chairman Boehner. Thank you, Mr. Ford.

We all know that when it comes to making changes in our retirement and pension laws, that
we have to tread carefully, that we want to do more good than harm. As we begin our discussions
on this subject, I was hoping that you might be able to share with us some areas that the President's
task force looked at, but decided not to proceed with, or decided to tread carefully with. Are there
issues such as this that the task force decided to proceed with care on?

Secretary Chao. As some of you may know, the President has appointed two Cabinet-level task
forces. The task force that I am on deals with pension reform. The Secretary of the Treasury and
the Secretary of Commerce are on it, as well. Our task is to deal with pension reform. This is an
issue that my department has been working on for quite a while. It is a personal commitment of
mine to look into pension retirement security.

So last fall, before any of this occurred, I had already asked my team to begin to review the
ERISA laws and rules and regulations to see how we can improve them, and also to review them
for efficacy, obviously, and for responsiveness. So when the Enron situation developed, we were
already on top of the situation, as I mentioned. We don't usually disclose the investigations, but
because of the intense media questions, we did confirm on December 5th that on November 16th
we opened up an investigation, and that was in advance of the company's bankruptcy.

There is a second task force that deals with governance and with accountability, and the
President has asked the Secretary of the Treasury, the Chairman of the Federal Reserve, and several
others to take a look at those issues.

We acted in a very, very prompt and responsive fashion, and there was agreement that
workers needed to have freedom and flexibility to decide their own financial futures. We had
considered some other issues of accountability and auditing, for example, but that rightly belongs
to the second task force. I understand they are coming up with their recommendations shortly.

I think everyone understands the need for speedy action to not only protect workers who
have already been hurt, but to think about future situations, so that we can ensure future retirement
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security, as well.

Chairman Boehner. There are a number of bills that have been introduced in response to the
Enron collapse, and one of the features of several of these bills would be to place a restriction on
the amount of company stock that was in a 401(k), either contributed by the company or purchased
by the employee. As I read through the President's proposal, there is no recommendation for a cap.

Ms. Chao, why isn't there a cap?
If Mr. Miller's chart could be put back up, we may want to reference it.

Secretary Chao. This goes back to your previous question, and actually, we did consider the cap.
We obviously wanted to protect workers, and we considered a lot of possibilities. The question of
the cap actually is that we wanted to give workers the freedom and the right to decide their own
financial futures, because this, after all, is their money. It's not the government's money.

Workers need and should have the right to determine how they want to invest their own
monies. Again, this is their money. They saved it. They made sacrifices along the way to make
those savings, and they should have the right to determine how they want to make their investment
decisions.

Chairman Boehner. Madame Secretary, let me just say that I applaud the task force and the
President for not putting a cap on the amount of company stock that can be in a 401(k) and thereby
limiting employees' ability to maximize their retirement security.

I would just point out on the chart as supplied by my good friend Mr. Miller, there are two
companies on this chart that I have very close knowledge of. Procter & Gamble and the Kroger
Company are both located and headquartered in Cincinnati, Ohio. I have literally thousands of
constituents employed in both of those companies that live in my district.

I can tell you that they're both on this list because, in Procter & Gamble's case, 94 percent
of the plan assets are in company stock. For the Kroger Company, the amount is about 65 percent
of the total assets of their plan in company stock. Generations of employees at Kroger, and
generations of employees at Procter & Gamble have done very well investing in their stock.

If I were their investment advisor, I might suggest to them that they not have as high a
percentage of company stock as a proportion of their overall portfolio. I think with the investment
advice bill that we've already passed, they would get the same kind of advice from the private
sector.

But how can we, the government, deny people the right to make that choice themselves,
especially when, in those two companies' cases, generations, not just over the last five or ten years,
but generations of workers have done very, very well?

Secretary Chao. [ think it goes back to your point Mr. Chairman that we do indeed want to ensure
a worker's right to make their own financial and investment decisions. Where we can be of help is
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to provide assistance with professional financial advice.

Your bill provides for employees to hire financial advisors that would be made available to
employees, with the caveat that these financial advisors must act in the best interests of the
employees, that they disclose any conflicts of interest, and that they disclose any fees that they will
receive from any such investments.

Chairman Boehner. | hate to correct the Secretary, but the financial advisors would be required to
act solely in the interest of the employee. Not just in the best interest, but solely in the interest of
the employee.

My time has more than expired. Let me yield to my colleague from California, Mr. Miller.
Mr. Miller. Thank you, Mr. Chairman.

Madame Secretary first, let me just welcome Rev. Jackson. Thank you very much for being
here at our hearing, and thank you for bringing the workers to Washington last week, and for your
participation in this effort. I understand there are a number of workers in the audience today.

Madame Secretary, I'm delighted to hear you say that it's the workers' money and you don't
think there should be a cap. In my bill, I do not have a cap, because I think workers ought to make
this determination. It's not the government's money.

Well, let me tell you something else. It's not the company's money.

Secretary Chao. [ totally agree with you on that.

Mr. Miller. Well, then, why do you let the company dictate what I can do with my money for three
years?

Secretary Chao. I think we did discuss other timetables as well, and we wanted to make sure that
there was a balance between employer and employee interests. We did not want to discourage
employers from making matching corporate contributions.
Mr. Miller. I appreciate that. Now, may I interrupt you?

That balance, I think, is very important.
Secretary Chao. Yes.
Mr. Miller. The President said the other day, “Good for the captain, good for the sailor.”

Secretary Chao. Yes.

Mr. Miller. But the fact of the matter is the executives were selling stock all this time. This talks
about stability. You need three years' control of people's money for stability. They were bailing
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out of this company. Even people with fiduciary responsibilities were bailing out of this company
because they had stock options, not retirement.

Secretary Chao. Right.

Mr. Miller. So they sold more stock than in the retirement plan, so it can't be about stability.
Secretary Chao. No, the three years is basically connected.

Mr. Miller. Let me finish.

Secretary Chao. Sorry.

Mr. Miller. Let me just finish.

Secretary Chao. Yes.

Mr. Miller. The fact of the matter is that that pension is part of the compensation package for that
employee. That contribution is made for services rendered by that employee. That is their money
at that moment.

I think when we talk about the freedom of the employee to make these investment decisions
the freedom must be real. If you were in a three-year restriction between 1998 and 2002, we saw
some of the stellar companies in this country lose 70, 80, 90, 95 percent of their capitalized value.
Why should I be stuck in that system if it's really about the freedom for me to maximize my
retirement potential?

In the Washington Post today, in the New York Times today, stories of Enron executives
bailing out all during this time, even those people who had a fiduciary relationship with the pension
plan. The employers didn't think that that was instability. So I raise that point about that.

The other point is that the President's plan doesn't address the so-called KSOP, the hybrid of
the ESOP and the defined benefit plan, and it doesn't provide them this kind of protection. I think
you have to take a look at that. Also, what do you do about the 401(k)s that are designed just for
the executives that require a payout to those executives even if the company fails? The sailor is last
in line in bankruptcy, the executive is first in line, because they have a guaranteed payout. “Good
for the sailor, good for the captain?” I don't think so. I don't think so.

So you can escape these regulations by going to a KSOP, and you can escape these
regulations if you're in an executive 401(k) plan. Obviously, the harm continues for a three-year
period, when markets move at the speed of light. That's one thing the American public learned.

Also, regarding the question on advisors. We've had some discussions in this Committee
back and forth on Mr. Boehner's bill. 1 continue to be concerned about the independence of the
advice, because now you have people coming from large investment banks, or large mutual funds
that hold positions or contracts with the companies they advise, and you say they must disclose.
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How is that different than the requirements between Arthur Andersen and Enron? The disclosure
didn't take place. People didn't disclose this to the employees.

I think we've got to talk about the penalties for the failure to do that, and I think the
disclosure has to go to the full financial basket, if you will. Even on CNBC, when one of these
smart investment advisors comes on, because they got in trouble, CNBC asks them: “Do you have
a position in this company? Are you long? Are you short? Do you have a relationship?”

Why? Because we now know the investment advisors are no longer independent
contractors, they have to worry about what's going on in the executive suites, and the relationships
between companies they give advise to.

I think you also need to make a provision. Can this investment advisor advise me about my
company stock, about my Procter & Gamble, my Kroger, my K-Mart, because they've been invited
in now, they have a relationship with this company. Are they going to tell them that they think
Enron is a basket case, way back in December, way back in October last year? Are they going to
do that? Are they going to be free to tell me? Because, again, we know that a lot of these
employees kept this stock out of loyalty to the company. Even when they could sell, they didn't
sell. We hope to educate them about the trap that that's part of.

So I would hope that you would look at those provisions of your legislation, because I think
it's very important. I mean, I don't believe, in a market that moves as fast as it does today, that we
can tell people that the employer can lock up their retirement funds. And you said it's their money.
I'm not so sure the government should be able to put a cap on employee’s investment decisions, but
the employer sure as hell should not be able to lock up these funds for three years. In three years,
we could be in a boom, out of a recession and hopefully in a recovery, and they would not have
access.

Secretary Chao. Mr. Miller, let me just say that I look forward to working with you on this. This
is a plan of great concern to the President, and to me personally. We are doing everything we can
at the Department to help Enron workers, and you have my commitment on that.

I might also just add, on the three-year vesting, the vesting is important, whether it's three
years or whatever. That was a compromise figure. Basically, we wanted to arrive at a period in
which, indeed, the money is theirs. When you say that you know whose money is it, if the money
in the retirement fund is not vested, it's not really the employee's.

Mr. Miller. Excuse me. I'm going to interrupt you.

The employee got that as part of their compensation with that paycheck or that contribution
or that distribution for services rendered. I appreciate the fiction that somehow this isn't a defined
benefit plan. That's in their 401(k) plan, in theory. Just like people think there's something in the
Social Security trust fund, these people thought there was an account with their name on it. It's
their money. It was put in their plan, “x” number of shares of Enron stock. That is their money at
that moment. The vesting rules I appreciate. They were from a different time without computers,
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with bookkeeping problems.

Secretary Chao. But that's what the three years was supposed to address, the vesting. So if that is
something that we can discuss, I will be more than glad to.

Mr. Miller. Because with that vesting rule, they're locked in, as I said, at a time in the last three
years when their companies lost 70, 80, and 90 percent of their capital value. That cannot be the
answer of this Administration to these workers; that they're going to be locked in through economic
cycles and they have to watch the diminishment of their plans.

Secretary Chao. I may have used the wrong word, for which, if I did, I apologize. But the issue
also is, if an employee leaves before, let's say, a three-year, or whatever is the vesting period, the
employee will not carry it with them.

Mr. Miller. Madame Secretary, that's why the vesting has to be changed. It's an old-time rule,
when you were trying to coerce employees to stay. Today employees are mobile. They get offers.
Why should they have to give back three years of compensation because they get a better job offer

for their families? Why are you punishing these employees?

Secretary Chao. Well, Mr. Miller, as I mentioned, I look forward to working with you on this, but
that is clearly not the intent.

Mr. Miller. I look forward to working with you, Madame Secretary, but that is the result, though.
We have to look at the results.

Chairman Boehner. The gentleman's time has expired.

Secretary Chao. There are several other points that you have made which I appreciate. Let me go
through them. It's not meant to be argumentative. 1 do want to work with you.

I believe I would take a look at the ESOP issue. Our plan does include ESOPs; so if there's
some misunderstanding about them, let's try to clear that up, as well. Regarding trustee disclosure,
we want very much to ensure that trustees are acting in the sole interest of the employees, and if it
is not happening, our Department and others will be investigating that. I've heard you about the
401(k) guarantee issue. Let's talk about that issue, as well, and the advisor independence issue.
Mr. Miller. Thank you.

Chairman Boehner. The Chair recognizes the gentleman from North Carolina, Mr. Ballenger.
Mr. Ballenger. I'll try to keep this less than 15 or 20 minutes.
Secretary Chao. Thank you.

Mr. Ballenger. First of all, I'd like to say that I agree with you.
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I have a company that's been in the manufacturing business since 1957, and we had a
pension plan until 1974, and then the government came in and decided to put in ERISA. That
meant the government was going to tell us what we could do with our money, in spite of what Mr.
Miller says. So we dropped our pension plan, and went to a profit-sharing plan, which didn't work
because some years we didn't make a profit. But these were still decisions that were made by
management, and what was given to the employee was a decision made by management. Then we
went to an ESOP. It was a privately owned company; the stock in the company was only valuable
to the company. There wasn't any way you could doctor it up.

I think if you looked at the largest firms on that list that Mr. Miller has, most of those
companies had ESOPs. ESOPs are where you give the company stock to the employee, and
somewhere along the line, if you don't have a vesting period, the idea that you're trying to attract
the workers to stay on the job is going to be lost. I don't care how he looks at it. It is of value to
the company to give this benefit to the employees if they'll stick around. That's a valuable thing.

What I'm really trying to say is the more the government involves itself in these things, the
more damage that can be done to future benefit plans. I just hope that somewhere, somehow, and I
read your statement or heard you say it, we don't throw the baby out with the bathwater.

The basic idea, as far as I'm concerned, is these are programs that companies
conscientiously put in to protect the employee as they retire, especially an ESOP. Because the only
way that you can get stock out of an ESOP is to either quit, die, or retire. The whole point s, it's
basically a retirement plan for the employee, and in a privately owned company like mine, nobody
wants to buy the stock except the company.

So somewhere along the line, I think people have to look from a small business viewpoint,
instead of from the viewpoint of a business listed on the New York Stock Exchange. That's a very
small minority of the companies that exist in this country today. I'd like to put my two cents in if
there is anything that I can do to defend ESOPs before we destroy them, as Mr. Miller would like
to do.

1'd just like to congratulate you, because your statement pretty well covered everything that
I think is worthwhile. If you have difficulty explaining to him some of the things that you wrote
down or if there are any questions you would like me to answer, if you give me a shot, I'll be glad
to help you answer those questions.
[Laughter.]
Secretary Chao. Thank you.

Mr. Ballenger. Thank you, ma'am. I don't need any further time.

Secretary Chao. Well, a worker's total compensation includes retirement, yes, but it includes not
only retirement. It includes other benefits and also current income, as well.
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Mr. Ballenger. Well we had a defined benefit plan to start with, and the government came in, so
we went to a defined contribution plan to get away from the government. Then the government
comes in again and we went to ESOPs, and then the government comes in again and we go to
401(k)s.

We are not trying to rob employees. We're trying to give them a benefit that will be good
for their retirement, but if the government is going to make it so difficult, we don't have our own
legal department. We don't have people that can draw these plans up. I do hope that you'll look at
the viewpoint of smaller industries that are trying to help their employees out.

Thank you, ma'am.
Chairman Boehner. Would the gentleman from North Carolina yield?
Mr. Ballenger. Yes, sir.

Chairman Boehner. Mr. Miller, my good friend and colleague, seemed somewhat concerned
about a three-year vesting period on company-given stock. I think we should clarify that what
we're talking about here is stock that's matched if you will, by a company for a 401(k) or other
similar savings program.

You know, today, under the rules, you could require stock be held in an account where you
couldn't touch it until age 55, or in some cases, 55 and 10 years of service. Arriving at a balance of
three years, I think has some merit. We have to understand that these systems that provide
pensions to over half of our workforce are voluntary systems provided by employers to their
employees. To the extent that we would change it, for an example, as in Mr. Miller's case, to
immediately allow stock to be divested, to be changed, or to be sold could have the impact of
employers providing less of a company match to 401(k) plans.

I think we've got to be very careful, as we go through this process, that we don't create
disincentives for employers to become less active in this process and to give less company stock.

With that, let me introduce and recognize the gentleman from Indiana, Mr. Roemer, for five
minutes.

Mr. Roemer. Thank you, Mr. Chairman.
Welcome, Madame Secretary.
Secretary Chao. Thank you.
Mr. Roemer. Happy to have you here.
We've all heard the term, particularly in the last few days, “axis of evil.” We've heard it on

more than one occasion. I actually think it's applicable here. We have corporate greed, number
one; two, we have faulty accounting practices; and three, we have unfair and unbalanced 401 (k)
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and pension systems, which equal an unmitigated disaster for the working people at Enron. Not
only were 401(k)s almost demolished, pensions were wiped out. We had plans across America, in
Florida losing $330 million in investments.

So what do we do? How do we try to fix this? How do we try to make sure another Enron
doesn't happen again and that we don’t expose working people to the problems and the pain and the
disaster that they're experiencing now?

We have a system, Madame Secretary, where the executives cashed out, to the tune of
millions of dollars. The workers were locked in, belted in, bolted into a system and couldn't get out
of it, as they saw the stock plummet further and further, and their lifetime savings evaporate and
disappear. We don't have a two-tiered system, we have a separate and unequal and unfair system
for executives and for workers here.

Now, I have two questions. One relates to diversification. I know Mr. Miller's bill does not
limit the amount of money that can be invested in a 401(k) in one particular company's stock. On
the one hand I want to ask you why when all advice, whether it's from my father, who occasionally
tries to give me some investment advice, or Charles Schwab, states, “Diversify. Don't put
everything in one basket," do we have companies putting 94, 81, 75, 87 percent of their 401(k)s
into one stock? Now, if you don't cap it, is there a way not to coerce workers into that kind of
unbalanced system? Maybe there are some other ways to work on this.

The second question I have for you regards your budget. I just saw the other day, with the
new budget in the Department of Labor, that we have cut Youth Opportunity Grants by $180
million. Now, in Indiana, we have a lot of unemployment and under-employment, and workers in a
great deal of pain because of this recession. Especially for young people, it doesn't seem to me to
be the fair or the appropriate time to be cutting back since we’re trying to retrain our workforce in a
global economy, whether they're going from a huge steel mill to smaller steel producing plant, or
trying to move from steel to Intel chip-producing plants.

So I would hope that you would restore the cuts to these worker-training programs. I throw
those two questions out to you.

Secretary Chao. The first question is about diversification. As I have said, the President's plan is
very much in support of diversification, but we don't believe that a cap would serve the workers
well, primarily because we're talking about 401(k)s, and this is their money. They have saved for
it.

There is a vesting period, which if an employee leaves before the vesting period, they will
not be able to take the money with them. Whether that will be changed, obviously, is legislative
intent, but as of now, a person's retirement program consists of three streams of income. One is
current income. One is non-cash items, such as benefits. Third is retirement.

So we want to make sure that people have the right information, because we believe that it
is their right to choose how they want to make their investment decisions, and what we need to do
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is to help equip them, empower them with the right information.

Mr. Roemer. Well, you said initially, Madame Secretary that there was discussion on whether or
not there should be a cap.

If there was discussion about a cap in the President's announcement of this plan, what other
things did you look at besides a cap to try to encourage diversification and not just limit it to
information or education?

Secretary Chao. I really can't remember, but we discussed the cap, because obviously, there is
existing legislation that's been introduced, and so we wanted to discuss that possibility, but I really
can't, I can't remember the rest. Let me go on to a second point, and I want to be responsible in
answering to you, which is why I want to be accurate.

On the second issue of the Youth Opportunity Grants, I think that's what you were talking
about. That basically was a pilot program, and we have consolidated that pilot program with the
rest of Workforce Investment Act programs, so that we have mainstreamed it. If a state determines
that there is a need for youth opportunity grant activities, then the state can make those decisions,
and the state has the money, because under the Workforce Investment Act, there are excess
carryover funds of about $1.7 billion. That was a pilot program. We're wrapping it into WIA
funding, and mainstreaming that program, so it will be up to the states.

Chairman Boehner. The gentleman's time has expired. The Chair recognizes the gentleman from
Michigan, Mr. Hoekstra, for five minutes.

Mr. Hoekstra. I thank the chair.
Madame Secretary, it's great to see you here.
Secretary Chao. Thank you.
Mr. Hoekstra. I really applaud this Administration's leadership on this issue.

I can only reflect back a few years ago when the largest private sector union in America, the
Teamsters, were wracked by a corrupt leadership, a leadership that took them to the verge of
bankruptcy, looted their treasury for over $160 million, and ran a corrupt election. The last
Administration did not stand up for worker rights.

This Administration is forthright. You're leading the way on protecting these and other
workers, and you're coming forward with proposals. Thank you very much. The same goes for the
Chairman of this Committee for standing up for worker rights and taking the lead on this issue.
There are a lot of people who have been “Johnny-come-lately” to stepping up for worker rights,
many people that were not around when the 1.4 million Teamsters were being abused by their
leadership.
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The question that I have deals with the level of accountability, whether it is at Enron,
whether it is corruption within the Teamsters, or within other large organizations. We now know
after almost five years with the Teamsters, that the number of people actually being held
accountable and serving jail time I believe is maybe one, but no one was held accountable.

Has the Administration talked about, in these types of white-collar crimes, the feasibility of
strengthening the punishments available for white-collar crime so, as our colleague from California
talked about, it's no longer fines but that some of these individuals actually will be held accountable
and will serve jail time?

Secretary Chao. I think “accountability” is a word that carries a lot of weight these days. Indeed,
there has to be accountability, and I think workers have to be protected. White-collar crime has
traditionally been an area that has not received very much of that. From this Department's point of
view, that's never been the case. We have always been vigilant. As mentioned, we were among the
very first agencies, if not the very first, to launch an investigation.

Let me also add, the issues with the Teamsters I think were in the past. There's a new
president, Mr. James Hoffa who has worked very hard to bring a new era of integrity to the union.

Mr. Hoekstra. That's exactly right, absolutely.

Secretary Chao. It does bring about another point, and that is some of the bills that are being
introduced to protect workers exclude union pension plans. I think that would be hard to justify,
because again, we are concerned about protecting all workers.

Let me also add, ERISA does have criminal sanctions.

Mr. Hoekstra. There are criminal sanctions. The question is whether they will be applied and to
what extent.

I just want to encourage you as you go through the process, and as you go through the
process with the Justice Department and Attorney General Ashcroft, that if there is criminal
behavior that is identified that it be prosecuted to the fullest extent.

I had a tough time going back to my constituents, as they watched the scandals within the
previous Teamsters regime and recognized that because of a lack of aggressive prosecution by the
previous Administration that people walked away. The perception is again that members of the
Teamsters or in this case, employees of Enron get hurt, whereas the executives or the leadership
seem to walk away scot-free. I hope that doesn't happen in this case.

I hope the leadership that this Administration has shown to date continues, and I hope it
continues through the prosecutorial stage. Thank you very much.

Secretary Chao. We are fully committed to bringing accountability.
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Mr. Hoekstra. That's right. Thank you.
Secretary Chao. Thank you.

Chairman Boehner. The chair recognizes the gentleman from New Jersey, Mr. Payne, for five
minutes.

Mr. Payne. Thank you very much, Madame Secretary. It's always good to see you here. I hope
one time you can come for something where it's just pleasant and we can have an amiable kind of
conversation.
Secretary Chao. I always try for that.
Mr. Payne. Well, you’ve got another three years.
[Laughter.]
Chairman Boehner. Madame Secretary, it sounds like you've been sentenced.
[Laughter.]

Mr. Payne. And I hope that happens to some other people.

Let me just indicate, too, that I appreciate the Chairman calling this hearing, and also I think
Mr. Miller certainly laid out many of the concerns that I have, and did it very well. In the old days,
there were the defined benefits. You know, that was the way it was done. You worked, you retired
at 65, and you knew what you were getting.

But along comes the defined contribution.
Secretary Chao. Right.
Mr. Payne. You work, and they say: “Put your money in here. You can walk away with a million
dollars.” However, the people who are now exposed to defined contributions, 401(k)s, and ESOPs,
are not people who have the counsel of high-powered lawyers or good accountants. They just go
along because they’ve heard it's the right thing to do.

So there's a big difference in the defined contributions, where you knew what you got.
When my father retired, he knew what was going to come in every month, sort of like Social
Security, which leads me into another concern with the new so-called privatization of Social
Security that's being pushed.

How are people supposed to invest their money into different, private investment plans?

Once again, poor people don't have good health care, they don't have good schools, they don't have
good housing, and they don't have good advice, because they can't afford it. It's just the way that
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our country is divided; those who have and those who have not.

I listened to Mr. Joseph Berardino yesterday, CEO of Arthur Andersen. Their firm is a
consultant to Enron; $25 million for this, $10 million for that. He said he didn't even know and
also the auditors didn't know. They were advising the company but didn't know there were
problems, even with their auditing employees going to golf tournaments wearing Enron shirts. It
just doesn't seem to add up. They're the auditors; they're the watchdogs with the company shirt,
just like the good old boys network. How can you audit someone if you're at their golf tournament
or at their reception? And so these things made no sense. I was very disappointed in Berardino’s
testimony yesterday, from Andersen.

However, let me just say since my friend has mentioned the Teamsters. I hope that we see
the same kind of zeal for the men in the suits and the suites, so they also have to pay. You know,
we have penalties where a kid who sells five grams of crack cocaine gets five years. That's the
minimum sentence. That's the law. And they shouldn't sell crack, it's bad, it destroys people. But 1
wonder, what's going to happen to people who have sold this bad information to all of these
workers, who are poor now, and who have no retirement?

I watched Mrs. Linda Lay with a lot of compassion, who said they were on the verge of
bankruptcy. She was really poor now. They're broke; luxury penthouse, $7 million; two homes in
Aspen, $15 million; $10 million, houses in Texas. So evidently, being poor or broke is relative.
It's according to where you are on the ladder.

Now, that has really nothing specifically to do with you, but this conversation bothers me to
no end. Some people who have lost their life savings are here now. I appreciate Reverend Jackson
and Reverend Sharpton bringing these people in and talking with them. I hope there are other
groups that are reaching out to help them.

1 do have one quick question, though, for you to respond to before my time expires. Let me
just ask this specific question. For a number of years, the GAO and the IG have raised serious
concerns specifically regarding the audit procedures for pension plans. They recommended that
limited scope audits be replaced with full audits, and that auditors be obligated to immediately
report possible misuse of funds or fraud of pension funds to the Department of Labor. Limited
scope audits depend on other state and federal regulators, such as state insurance and banking
agencies, to vouch for plan assets under their jurisdiction, rather than a full audit of such plan
assets. The current Administration vigorously sought to address these shortcomings through
legislation, but Congress failed to act on them.

Would you, or why hasn't the Department of Labor recommended such changes? I know
you've only been Secretary for a short time and maybe you will? What is your view on these
recommendations?

Secretary Chao. Let me answer your three points.

One, on what you just said about workers accessing financial advice, we totally agree with
you. The President's plan would, in fact, again, support the Chairman's bill and also empower
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workers with the right information so they can make the best decisions that they can about their
retirement security. That's in the President's plan. So we do support professional financial
advisors.

Second of all, in the criminal investigation, you will not see any slacking in this Department
in terms of pursuit of any criminal activities. As you all know, the Justice Department is also
involved with the criminal investigations, and they actually investigate the bulk of them. We work
with them and others. But you will not see any diminution at all, or any lack of intensity, let me
assure you.

Thirdly, on the limited audit question, that is the question that is addressed by the second
task force, the one on governance, accountability. So we did discuss it to some extent, but again,
that is going to be within the purview of the second task force that's coming up, but I appreciate
hearing your concerns.

Chairman Boehner. The gentleman's time has expired.
Mr. Payne. Thank you very much.

I, too, share the concern about the job training programs that have been cut. I understand
some youth employment programs may possibly be eliminated. That was also tried in '94, when
Pell Grants, which are not in your Department, were going to be slashed. I think that we're going in
the wrong direction on these domestic programs.

Secretary Chao. For Job Corps, we actually increased the budget an additional $73 million. The
Youth Opportunity Grants, as someone mentioned earlier, were a pilot program and were
consolidated with existing WIA funds. There's about $1.7 billion in excess Workforce Investment
Act funding at this point. The states can administer those programs, and they would have the
flexibility to do so.

Mr. Payne. Thank you very much.
Chairman Boehner. The gentleman's time has expired.
Mr. McKeon is recognized for five minutes.
Mr. McKeon. Thank you, Mr. Chairman, and thank you, Madame Secretary, for being here today.
It seems to me that what we're dealing with is a multi-faceted problem. We have the
collapse of Enron, the problem with their management, the lack of credible oversight from their
auditors, the lack of credibility from market advisors and conflicts of interest.
I would like to thank you for your personal commitment to help those workers and those

employees and do all you can for them. Also thank you for your commitment to pursue criminal
investigations and to, as Mr. Hoekstra said, make sure that everybody that has any criminal liability
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here is pursued to the fullest extent. I think that is the least that we can do.

There are many hearings and investigations moving forward, and I'm concerned that
sometimes we do assign guilt. Politicians tend to jump on these things quickly, and my concern is
that we sometimes move too quickly to fix a specific problem. Then we end up finding that
unintended consequences hurt a lot of other people that are not guilty, that are totally innocent. By
innuendo, we've kind of convicted several other companies that have been around for many, many
years and have been very successful. As the Chairman pointed out, their employees and their
generations of employees have benefited from their work with those companies. So I think we
have to be very careful that we don't indict many companies because of the problems of some.

There's been some talk about the blackout period of Enron, and I would like to use this
hearing to learn about that. Could you give us information about what the stock price of Enron was
prior to the blackout period, during the blackout period, and after it? Do you have information?

Secretary Chao. We have an investigation going on; so let me ask about what I'm allowed to say
and what I'm not allowed to say.

[Witness confers with staff.]

I just wanted to check. As you can imagine, if there's an ongoing investigation, I always
have to be careful about what I can say, but that is information that I can reveal.

During the lockdown period, which we are investigating, there seems to be some
disagreement. The lockdown period appears to have started when the stock was around $14, and at
the end of the lockdown period, it was about $10 per share, so most of the gains of the stock,
unfortunately, had already been dissipated by the time the lockdown period occurred.

Mr. McKeon. I appreciate you and the President coming forward quickly with a plan to address
some of the shortcomings we've already seen. I think it will be dealt with like other legislation
plans. We'll debate and we'll work on it.

I think the major thing that the President said, that I support, is that management and
workers should be treated the same. There should not be an advantage for management over
workers when dealing with their pension plans. I think management is paid more, generally, for
their work. They shouldn't be given the additional advantage in this area. I think that is a very
important principle, and I hope that we will hold with that as we work through this legislation.

Thank you for being here today.
Secretary Chao. I appreciate that. Indeed, the President felt very strongly that during a blackout
period, if an employee were not able to sell, then obviously the executives should not be allowed to

either.

Mr. McKeon. Nobody should be able to.
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Secretary Chao. Right.

Chairman Boehner. The Chair recognizes the gentleman from New Jersey, Mr. Holt.
Mr. Owens. Point of order, Mr. Chairman. Mr. Chairman, point of order.

Chairman Boehner. The Chair recognizes the gentleman from New York.

Mr. Owens. Do we still have to assume that the Secretary has to leave at 12:15? I think you said
that at the beginning.

Chairman Boehner. That is correct. I would expect that we will continue until there's about five
minutes left on the vote, and then we will be gone approximately 15 to 20 minutes. So when we
get back, we'll have time for several more questions.

The Chair recognizes the gentleman from New Jersey.
Mr. Holt. Thank you, Mr. Chairman, and thank you, Madame Secretary, for coming.

Enron robbed employees of $1 billion, and collusion between Enron executives and lawyers
and accountants harmed employees, their children, investors, stockholders, and millions of
families. New Jersey actually pays, because the New Jersey pension fund had $60 million tied up in
this.

But looking at the pension programs, clearly, investment advice to employees is part of
what's necessary to prevent future Enron-like debacles, and I was pleased to cross the aisle to join
our Chairman, Mr. Boehner, in passing the Retirement Security Advice Act. But that's only part of
what we need to do.

It's worth remembering, and I'm sure you are aware of this, that employers often chafe
under Department of Labor regulations and investigative threats. I think people are looking at it a
little bit differently now. They recognize that there really is a role for government regulations
regarding transparency and fiduciary responsibility and fairness. We simply can't count on the
good will of the executives and the pension managers.

Remember that Enron employees trusted their company.
Secretary Chao. Yes.

Mr. Holt. They were gung-ho about their company. They couldn't believe that their friends, who
were their executives, would rob them, but that's what happened.

Let me ask you, is your idea of a good pension plan one where all employees have complete
freedom to invest their own pension funds whenever and however they like?
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Secretary Chao. I think it's worthwhile to remember we're talking about 401(k)s. These plans,
ESOPs and 401(k)s in particular, are self-directed retirement plans, so they are usually held in
addition to a pension plan, or some other long-term retirement plan. Many times, they are not the
only leg.

Mr. Holt. Beyond the vesting requirement that you said that you did favor, three-year vesting or
something of that sort?

Secretary Chao. May I just interrupt for one second? I think that was a nod to reality, because we
wanted to be able to encourage employers to continue the corporate matching programs and we
don't want to discourage them. So it's a balance. Usually the vesting period is three to five years.

Mr. Holt. I understand the argument. I understand Mr. Ballenger's argument that you want the
allegiance of the employees. But this is a kind of artificial allegiance to keep them imprisoned with
a vesting requirement.

Beyond vesting, though, should the company dictate in other ways what employees do with
their funds?

Secretary Chao. What specifically do you have in mind?
Mr. Holt. I'm asking you.

Secretary Chao. 401(k)s are basically self-directed retirement plans, so employees usually take
over control as to how they want to invest.

You know, employees now will usually receive a brochure that tells them all the different
investment plans that they can go into, that they can slot either 100 percent of their 401(k) funds
into, 50 percent, 25 percent, or whatever.

I think the important principle is that we don't want to discourage them or take away that
right. Whether the worker decides to utilize that right is something else, but we don't want to take
away the right that he or she has to decide how they want to invest their funds.

Mr. Holt. Let me just make the point that company coercion can be overt or subtle. You know,
social psychologists have looked at this. I think years ago, Solomon Asch showed that a group can
make a person believe that one line is shorter than another when the fact is absolutely clear that it is
not shorter than the other. So I think it is important that we have independent oversight, and we
can't shortchange that.

Now, just very quickly, there's a short answer to this with regard to the training programs.
Can you say that with the consolidation and combining and cutting of worker training programs in

the President's budget, there will be no decrease in the number of workers served?

Secretary Chao. There will be no decrease or compromise.
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Mr. Holt. In the number of workers served?

Secretary Chao. In the quality of the services available or in the services that are available to the
number of clients that we have. That is not our purpose at all.

Chairman Boehner. The gentleman's time has expired.
Secretary Chao. There's excess funding of $1.7 billion in the pipeline.
Mr. Holt. Thank you, Madame Secretary.

Thank you, Mr. Chairman.

Chairman Boehner. The Chair recognizes the Chairman of the Subcommittee on Employer-
Employee Relations, Mr. Johnson of Texas, for five minutes.

Mr. Johnson. Thank you, Mr. Chairman. Ms. Chao, I appreciate you being here, and I want to
applaud the President for taking a constructive step in putting forth this proposal on pension issues.

I appreciate particularly his strong support for enactment of meaningful investment advice,
which you've been talking about, and Mr. Boehner has been talking about for plan participants, so
that they know about the risks and rewards of various investment decisions. I want you to know,
Secretary Chao, that constituents in my congressional district are not very excited about the United
States Congress trying to tell them how they must limit company stock in their 401(k)s, and I
applaud the President for avoiding placing arbitrary caps on investment in employer stock.

Speaking about elaboration on investment advice, I've received a note from a constituent in
Dallas. I got this from James Setliff, and he works for Texas Instruments, and he said: “I have
made my retirement possible by investing 100 percent of my 401(k) into my company, Texas
Instruments, stock at opportune times.” He knew when his company stock was a good investment,
and when it wasn't. He really does not feel that the United States Congress or anyone else in the
government should tell him that he doesn't know what he's doing.

The constituents I've heard from support shortening the period that the company match
must be held, and I want to hear from plan sponsors about what impact this will make on company
matches. I do have a few concerns that if Congress goes too far in legislating new rules for defined
contribution plans, we will regulate these plans to death, just as we put defined benefit plans on the
endangered species list. I disagree with Mr. Miller. This is a country of free enterprise and it's up
to this Congress and you to protect that.

Let me ask you this. I've heard that the National Savers' Summit is going to take place at
the end of this month. Can you tell me how those preparations are going and what topics are going
to be addressed?

Secretary Chao. We are convening a major summit on retirement security, and it's called the
Savers' Summit. It will be held February 28th through March 1st. Members of Congress are
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invited. We have a great roster of speakers. We've been planning for this for well over eight
months, and it's going to be a very exciting event. But more importantly, I think it will emphasize
how important it is to give information to working Americans about how they can save and
safeguard their retirement.

Mr. Johnson. Thank you. I also understand that Enron had a variety of employee benefit plans
meant to help with retirement security for employees. For instance, we know they had a 401(k)
plan, but I've heard they also had an ESOP, a defined benefit plan, a deferred compensation plan,
and executives had stock option incentives.

I wonder if you could provide the plan documents filed at the Department of Labor for any
of these benefit plans from that?

Secretary Chao. Of course we can.
Mr. Johnson. Thank you. I would appreciate that.

My understanding is that the Enron employees had 20 investment options, and many of
them chose to have the contributions invested in company stock, along with the company match.
That was invested in stock, and that's true, isn't it?

Secretary Chao. Yes, that is.

Mr. Johnson. Well, do you think that if the House- passed Investment Advice Act were enacted
into law, some of those 401(k) plan participants would have diversified their investments?

Secretary Chao. I think if they were empowered with the right information, they certainly would
have.

Mr. Johnson. Well, I thank you for your testimony today, and we appreciate you being here, and 1
yield back the balance of my time.

Secretary Chao. Thank you.
Chairman Boehner. Madame Secretary, we do have two votes on the House floor.
Secretary Chao. Okay.

Chairman Boehner. We will be gone for about 15 to 20 minutes, and we will try to hustle back as
soon as we can. The Committee will stand in recess.

[Recess.]

Chairman Boehner. If everyone could take their seats, we would like to resume.
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The Chair recognizes the gentleman from Virginia, Mr. Scott, for five minutes.
Mr. Scott. Thank you, Mr. Chairman, and welcome, Madame Secretary.

First, let me just say as a matter of reference that we have a safety net, Social Security, that
no matter what you do with your investments, you will have your safety net. You have your
private accounts outside, the pension funds and everything, where you can invest and win and lose
whatever you want.

And I guess unlike some others, I am not particularly offended if, for the tax-preferred
pension accounts for which people have expectations, we have some regulations that would
stabilize those accounts and make them safer. We even have government guarantees for some
pensions. So if we do something to make them safer, I am just not as offended as some other
people.

You had indicated your proposal has limits on lockouts. Is there any limit to the total length
of time for these lockouts?

Secretary Chao. Are you finished? Great. I wasn't sure with some of the other speakers.
[Laughter.]

The lockout period is a very important area, and we have looked very seriously at it. At the
present time we have decided not to have any lockout limit. But there is a very strong component
in there that actually will provide incentives for employers to make that lockout period very short.

That incentive is in a 401(k) plan. An employee has control over his or her investment, and
so they bear the liabilities. Now, the employer does not. So during the lockout period, the
employer bears the liability. And we want to clarify that within the ERISA law and codify it. So
that is a very powerful incentive, that if the employers are going to have liability for any investment
decisions during that blackout period, that they would try to make that blackout period as narrow,
or as short as possible.

Mr. Scott. Now, that is a limitation on executives selling stock during the lockout period?

Secretary Chao. That is a separate provision that we would be introducing.

Mr. Scott. Would that limitation prevent people who have 401(k)s from selling stock in their
private accounts?

Secretary Chao. The question was whether they can sell not in their 401(k), but in their private
accounts?

Mr. Scott. Right.
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Secretary Chao. Yes, because it is a transfer process, whereby you have a new administrator come
in.

Mr. Scott. No, I mean on your private, separate non-tax-deferred account. If you happen to own
company stock in that account, unrelated to your 401 (k).

Secretary Chao. If you hold it with another administrator, you can sell it, certainly. If you hold it
with an outside broker, yes. But if you held it within the company stock portfolio, and the
administrator is administering it for you, then because there is a changeover in administrator, there
probably would be some period in which there would have to be some transfer.

Mr. Scott. And this is when the captain and the sailor would be limited. Is the captain prevented
from selling stock outside of his pension fund?

Secretary Chao. If there is a blackout period, nobody sells. Or everybody sells, yes.

Mr. Scott. Well, I mean, you just said that the sailor could sell in a separate account during the
blackout period.

Secretary Chao. Well, the sailor may also have some outside accounts as well.
Mr. Scott. Right.
Secretary Chao. Right.
Mr. Scott. And can the captain sell in his outside accounts?
Secretary Chao. Let me get you expert advice on that.
Mr. Scott. Okay.
[Witness confers with staff.]

Secretary Chao. I have a clarification for that, and I am in error, I apologize. Under that pension
parity, the executive would not be able to sell any stock during that period.

Mr. Scott. Okay. Let me ask you another question before my time runs out. Some have suggested
we need new laws to prevent this from happening again. My sense is if we enforce the laws we
have now, we probably could prevent a lot of it.

Secretary Chao. Yes.
Mr. Scott. You have indicated that there have been 77 criminal indictments, 42 convictions, and 49

guilty pleas. Were these convictions just for straight embezzlement? Or was a gross violation of
fiduciary duty and fraud a part of any of these convictions?
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Secretary Chao. I think it was a whole series of each of them.

Mr. Scott. Could you provide the Committee with a list of the charges, a brief description of the
allegations, and what sentence was imposed?

Secretary Chao. Yes, of course. Yes, certainly.
Mr. Scott. Thank you.
Thank you, Mr. Chairman.

Chairman Boehner. The Chair recognizes the gentleman from Delaware, Mr. Castle, for five
minutes.

Mr. Castle. Thank you very much, Mr. Chairman. And thank you, Madame Secretary, for being
here. In fact, I wish you or anybody before you would have been here five or ten years ago to
address these plans.

You are absolutely right in what you said; all these pension plans started to shift about 20
years ago so individuals had to be involved in their decisions. And unfortunately, I don't think we
kept up as well as we should have, in terms of advice laws. But you have made some good
suggestions here. If it took Enron to energize it, then that is good, and we should congratulate you,
and not fault you for whatever may have happened many, many years ago.

I think there is serious wrongdoing here. I am also on the Banking Committee, and we have
looked at this. I believe totally there is serious wrongdoing. How far that goes, I don't know. 1
think there is a tremendous imbalance amongst individuals involved in this and any corporate
circumstance. You have the executives, the accounting firms, the board of directors, the law firms,
the credit rating agency, the stock analysts, a few other groups, and maybe a thousand or so people.
They are totally interested in driving that stock as high as they can and taking debt off the books,
and all the kinds of things that led to the manipulations that became the Enron problem in this
circumstance.

On the other hand, you have the employees, who may be Enron stockholders. Frankly I
suspect if you asked them, they probably would have said we are proud, we are happy to be Enron
stockholders, because the stock is going up and we are making money, or Proctor & Gamble or any
of the other examples used today. And all of a sudden, when it collapsed, everyone is saying, oh,
gee, this happened.

I don't think anybody manipulated all this so that the pension plans would collapse. That
wasn't the purpose. They did it to enrich themselves, and they have enriched themselves, at least
for a while, to a fare-thee-well. And unfortunately, there is the trailing effect of the pension plan,
or the 401(k)s and the other types of plans holding the Enron stock being in a state of collapse.

I think our retirement laws do need to be changed. I think you are aimed in the right
direction. I'm not sure if you are totally right. I don't know enough to say that. I don't know if Mr.
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Miller was right in some of the things that he said. Those are things that have to be looked at. I
just would beg you to keep an open mind with respect to what has to be done to protect people out
there.

Now, having said that, I have some concerns about it. I totally believe in some of things
that you are talking about. I totally believe in freedom of choice and that kind of thing. But I think
basically those of us who have to make decisions at this time should have the fullest information
we can possibly have. We should have notification of anything that is going on that impacts upon
what we are doing. There is some discussion about annual statements and quarterly statements and
monthly statements. Let people see what is happening to the extent that it can be done. I think all
this needs to be as open as possible in terms of trading. I will tell you, I believe simplification is
important.

Secretary Chao. Absolutely.

Mr. Castle. Have you called a big mutual fund firm and tried to make a transaction, and gone
through all that phone stuff? After about half an hour, you feel like slamming down the phone and
saying to heck with it, I will just lose money. It is easier than dealing with these operations.
Simplification, I think, is of vital importance in all of this.

I think we need to look at executive compensation; maybe not you or maybe you. You are
as good a person as [ know in this Administration to do it. But we really need to look at that, in
terms of what we are doing.

Obviously, I don't think we are going to change these laws. I don't think we are going to go
back to the defined benefits plans. I don't think we are going to go back to fixed circumstances. |
think to the extent that all of these funds are transportable, no matter what they are, that is an
important asset in terms of what we are doing. So we need to look at that as well. You are doing
the right thing, but there are serious questions that still need to be answered.

I would like to ask you if you have looked at all at stock options? I worry about stock
options a tremendous amount. It is incredible to see the compensation of chieftains of corporate
America today, versus the employees, and stock options have become such a major part of this.
There is such a thrust to push that up, in terms of the manipulations we saw at Enron, that I am
afraid it is happening in other corporations, and I am afraid we are going to have other problems
before all is said and done.

I am not for over-regulating, but I am, as I said, for notification and an open process. Is
anyone looking at this and its influence to try to make absolutely sure that stock manipulation is not
invited because of what we are doing?

Secretary Chao. On the stock options, let me just say a couple of things. One is it is not solely a
retirement tool; in many cases, it is also a retention tool.

Mr. Castle. Well, I understand that. I understand that completely. But my concern is that it helped
lead to the problems in Enron.
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Secretary Chao. Having said that, your important point is about the abuses, and perhaps over-
generous stock compensation through stock options. And that, again, is the work of the second
task force, about accountability and about governance. I think if anything, we have to emphasize
accountability more and more.

Mr. Castle. Let me go back to the point that I made earlier about the simplification process here,
and then my time will have run out. I can't stress simplification enough.

Secretary Chao. Yes. I totally agree.

Mr. Castle. I am a terrible investor myself. I don't have anyone to complain about except my own
stupid decisions, for the most part. And I think the average person is in that mode.

But I would hope you would look at that carefully, because I don't know if people truly
understand the advice they are getting. It is fine to talk about advice; I love Chairman Boehner's
bill, which you have supported. I think all that is good. But let's make sure that people understand.

I yield back the balance of my time.
Secretary Chao. It is a right to have that advice.

Chairman Boehner. The gentleman’s time has expired. The chair recognizes the gentleman from
New Jersey, Mr. Andrews, for five minutes.

Mr. Andrews. Thank you, Mr. Chairman. Madame Secretary, thank you for your appearance this
morning and your always-insightful testimony.

1 think you would agree that choice is only meaningful if it is informed and voluntary. I
have a very real concern that we have voluntary and informed choice by people in 401(k) plans. 1
think it is a staggering coincidence that in a plan that is part employer-driven and part employee-
driven, that 72 percent of the Home Depot 401(k)s are in Home Depot stock. That is not an
accident. I am not sure it is a voluntary choice, either.

You have embraced the bill that passed the House that the Chairman sponsored on
investment advice. And I want to ask you some questions about it.

What if Enron had retained a major financial services company to manage its 401(k) plan,
and if that financial services company, in another distant part of the company, was marketing
limited partnerships on behalf of Enron, there hawking them every day, and the employees of the
financial services company were regularly giving advice to Enron employees that buying Enron
stock was a great idea? Under your proposal that you have embraced here, that would be legal,
wouldn't it?

Secretary Chao. I think that brings into question the whole issue about accountability.
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Mr. Andrews. Well, is it legal, or isn't it? It is conflicted advice, and if they gave notice of'it, I
think under your proposal it would be legal. If they put it in the employee handbook on the first
day of work that by the way, our investment advisor is someone that also sells products for us, it
would be legal, wouldn't it?

Secretary Chao. But they do have to give notice as to how much all of this is going to cost.

Mr. Andrews. They have to give the notice, as I read the bill, only once, and it doesn't have to be
contemporaneously. It doesn't have to be exactly at the time that the question is asked.

Secretary Chao. But ERISA does require that they be. I see your point. ERISA does require that
they be responsible for their advice. But that is where we want to make sure that people are given
the information, and that all disclosure is made.

Mr. Andrews. I think the answer to the question is it would be legal under your proposal, and I
think that is a terrible idea. And I also will tell you that you could come back and say, well, if it
was a breach of fiduciary duty by the investment advisor, it is illegal under ERISA. There are two
problems with that.

One, proving it is very hard to do. You really couldn't prove a quid pro quo there; you
couldn't say that the reason the investment advisors were hawking Enron stock was because another
part of their company was making money by hawking Enron products on the street. There is no
quid pro quo, necessarily.

And the second problem is how do you get a lawyer? You know, in theory the individuals
who came to Washington who have been stolen from have a remedy today. They have a great
remedy. If they can put up $50,000 retainer for a law firm, and find a law firm who will take the
case, and go through three years of discovery, they have a right to get their money back. And never
mind the fact that maybe they had their house foreclosed on, or couldn't pay their health insurance
in the meantime, or couldn't pay their daughter's college tuition in the meantime. None of that is
compensated under the present law.

Do you think it should be?

Secretary Chao. Well, when a person is terminated, for example, if their company goes into
bankruptcy, the first line of defense is obviously any savings that they have. But they are also
eligible to go on unemployment insurance. And while that may not be enough, that is another
source of assistance as well.

Mr. Andrews. Yes, but the question is whether or not using the facts in this case, and I don't know
if they would, someone would justify a finding of breach of fiduciary duty by those who ran the

Enron pension plan.

Secretary Chao. Then those people will be held accountable for civil or criminal penalties.
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Mr. Andrews. Well sure they would be held accountable. If you could get a lawyer, if you could
afford one, and if you won, all you do is get your money back. You don't get all the things that
happened to you in the meantime.

If a toaster blows up in your face, you get your lost wages and your health care bills, and
your pain and suffering and all the rest. But if you get lucky, and get a lawyer, and go through
three years of discovery, and win your case, you get your money back. But you don't get any of the
other stuff. Do you think that is right, or do you think we should fix that, as we do in the Miller
bill?

Secretary Chao. We have a lot of assistance available for people who are concerned about
malfeasance or abuses of their plans. And if I may, I will just give the number. It is 1-866-275-
7922.

Mr. Andrews. Well, but if someone called that number and said, you know, my house just got
foreclosed on, because the people running my pension plan screwed up. The law is that they can't
get any remedy for that. They can't get the money to get their house back.

Secretary Chao. They can sue. As you mentioned, they can sue. They can get a lawyer.

Mr. Andrews. They can sue, but the remedy doesn't include getting the consequential damages for
the harm that they suffered. And it should.

1 yield back the balance of my time.
Secretary Chao. Thank you.

Chairman Boehner. The Chair will recognize the gentleman from Kentucky, Mr. Fletcher, for
three minutes. And then the Secretary really does have to go.

Mr. Fletcher. Well, thank you, Mr. Chairman. And Secretary Chao, it is always good to see you.
Thank you for the work that you are doing.

You know, as I look at this Administration, it is very encouraging, when you look at the
tough but measured response they had to the terrorist attack. And I see that same resolve here as
we look at the Enron collapse. It is very tough, but it is also very measured.

I know after 9/11 there were some that initially wanted to jump in very quickly and take
some immediate, radical action. And yet the President and the Administration proceeded with a
very thoughtful approach in response that has been extremely effective. I think that you all have
done the same here, and so I laud you for the work that you have done along with the President on
these pension plan reforms that you are advocating here today.

Particularly, one of the things that we have heard some comments on is the three-year
vesting requirement, and it was five years until we recently passed a bill to reduce it to three years.
The Ranking Member was very supportive of that three-year vesting period, regardless of what he
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comments about now. Additionally, at that time I believe it passed out of this Committee by voice
vote, and there was absolutely no objection, none, zilch, nada, to that three-year vesting period.

I think it is very reasonable. Having set up retirement plans myself in small businesses, as
well as with the larger corporation I was involved with, I think it is important that we have the
incentive. Companies will drop their 401(k) plans if they find that there is no loyalty associated
with that. You invest a tremendous amount in employees. You invest in training, and education.
So I laud you for that.

Let me ask a question about the enforcement mechanisms regarding the President's new bill.
Do you have the resources? And are we really able to oversee and enforce these pension rules? I
understand that some of that is outside your jurisdiction, but I wonder if you would comment on the
enforcement?

I know we are going to respond very tough to Enron, and I hope that we do certainly hold
them accountable for every element of the law there. And I just want to ask you to comment on the
enforcement provisions.

Secretary Chao. Yes. I want to reinforce that we have an investigation ongoing. We will push it
as far as it will go, and we will take it to whomever the investigation brings us to. We will spare no
effort in ensuring that justice is done, number one. And we will do everything we can to try to get
back as much as we can for employees.

On the enforcement side, I have great confidence in our enforcement abilities. I think we
do a very good job, and I don't think we need any additional resources at this time.

Mr. Fletcher. Well, thank you. And I want to laud, again, the response of the Administration and
the integrity with which they have responded to the requests even from Enron for special
privileges, which they refused to give.

Secretary Chao. Right.

Mr. Fletcher. So thank you.

Chairman Boehner. The gentleman's time has expired. Madame Secretary, we want to thank you
for your testimony, and your willingness to answer questions. Some of our Members did not have
the chance to ask questions today, and if you don't mind, we would like to keep the hearing record
open.

Secretary Chao. Of course.

Chairman Boehner. If Members do have written questions to submit to you, we will include their
questions and your responses in the hearing record.

And with that, the hearing stands adjourned.
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Secretary Chao. Thank you. I look forward to working with you.

Whereupon, at 12:28 p.m., the Committee was adjourned.
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Opening Statement of Rep. John Boehner (R-OH}, Chairman
Education & the Workforce Committee

February 6, 2002

Good morning. Let me start this morning by welcoming our distinguished guest
today, Secretary of Labor Elaine Chao. It’s an honor to have you with us. Let me
also extend a warm welcome to the ranking member, Mr. Miller, and to my other
colleagues.

Late last year, thousands of working Americans employed by the Enron
Corporation watched helplessly as their company collapsed — and, tragically, their
retirement savings were lost with it. Longtime, loyal Enron workers who had saved
for years and placed their trust in the company’s 401(k) plan saw their dream of a
safe, secure retirement vanish.

Across our country, millions of hardworking Americans are asking anxiously:
Could this happen to me? And what actions are the Bush Administration and
Congress prepared to take to ensure that it doesr 't happen to me? Why did
thousands of employees who had saved all their lives for a safe and secure nest egg
see their retirement savings evaporate as the company unraveled?

‘We also have the respousibility of asking to what extent did outdated federal
pension laws contribute to Enron’s fall and the fate of its workers’ 401(k) plan?
Today we begin the process of asking all of those questions.

As our committee begins hearings this week into the Enron collapse, we do so with
a firm commitment to identify further reforms that promote security, education, and
freedom for employees who've saved all their lives for a secure retirement.

Last week, President Bush sent a clear message to Congress that he was committed
to addressing the Enron tragedy by calling for new safeguards to help workers
preserve and enhance their retirement savings.

The President followed up his State of the Union speech on Friday by announcing
his proposal to restore Americans’ confidence in the security of their pension plans.
His recommendations include: (1) providing workers greater freedom to diversify
and manage their own retirement funds; (2) ensuring that senior corporate
executives are held to the same restrictions as average American workers during
"blackout periods"; (3) giving workers quarterly information about their
investments; and (4) expanding workers’ access to investment advice.

We look forward to Secretary Chao telling us more about the President’s pension
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reform proposal, as well as the Department of Labor’s role in overseeing pension
plans and its Enron investigation.

While the ongoing investigations by the Bush Administration and Congress will
reveal the extent to which Enron’s employees may have been the victims of
criminal wrongdoing or neglect, it is already evident that Enron’s employees are the
victims of an outdated federal law that continues to needlessly deny rank-and-file
workers access to quality investment advice.

Media reports have indicated that there were several windows of opportunity before
and after the blackout of the Enron 401(k) plan that employees had to sell their
company stock and diversify their retirement savings. This tells us that some of
Enron’s employees could have preserved their retirement savings if they had access
to a professional adviser who would have warned them in advance that they should
diversify their portfolio.

Last November, the House took the first step toward giving rank-and-file workers
the same access to professional investment advice that wealthy employees and
executives have by passing the Retirement Security Advice Act. I'm very pleased
President Bush and other members of the Administration have embraced this
bipartisan bill. My hope is that the Senate will follow suit quickly in the same
bipartisan spirit so that President Bush can sign this legislation into law for
America’s workers.

Investment advice may not be the only legislative change needed to prevent another
Enron tragedy, however. The Enron collapse has provided tragic confirmation of
the need for modernization of America’s pension laws -- a problem Congress must
now confront with a new urgency.

American workers deserve the security of knowing there will be no more Enrons --
and the freedom to continue to capitalize on opportunities to save and invest. We
need to ensure that Americans workers are fully protected and fully prepared with
the tools they need to protect and enhance their retirement savings.
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TESTIMONY OF ELAINE L. CHAO
SECRETARY OF LABOR
BEFORE THE COMMITTEE ON EDUCATION AND THE WORKFORCE

February 6, 2002
Introductory Remarks

Good morning Chairman Boehner, Ranking Member Miller, and Members of the
Committee. Thank you for inviting me here today to share information about the
Department’s role in enforcement and regulation under the Employee Retirement
Income Security Act (ERISA). Over the past 28 years, ERISA has fostered the
growth of a voluntary, employer-based benefits system that provides retirement
security to millions of Americans. I am proud to represent the Department, the
Pension and Welfare Benefits Administration (PWBA), and its employees, who
work diligently to protect the interests of plan participants and support the growth
of our private pension and health benefits system.

This Administration is very concerned about the impact of the Enron bankruptey on
its workers and retirees. On November 16, 2001, the Department of Labor began an
investigation to determine whether violations of ERISA may have taken place. The
Department also is assisting affected Enron workers, informing them of their rights
and options with respect to health and retirement benefits.

The Department also has been working diligently to evaluate current law and
regulations, and has consulted extensively with the President’s domestic and
economic policy teams on how to improve and strengthen the pension system.

Although some reforms are necessary, we should not presume that the private
pension system is irreparably "broken." In fact, the private pension system is a great
suceess story. Just two generations ago, a "comfortable retirement” was available to
just a privileged few; for many, old age was characterized by poverty and
insecurity. Today, thanks to the private pension system that has flourished under
ERISA, the majority of American workers and their families can look forward to
spending their retirement years in relative comfort. Today, more than 46 million
Americans are earning pension benefits on the job. More than $4 trillion is invested
in the private pension system. This is, by any measure, a remarkable achievement,

As employers move toward greater use of "defined contribution” retirement plans,
such as 401(k) plans, we must nurture and protect employee choice, confidence and
control over their investments. I welcome this opportunity to work with the
Education and Workforce Committee, and recognize the leadership you provide in
protecting workers’ pension assets, in raising necessary questions about the Enron
situation and similar cases, and formulating policy to strengthen this country’s
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retirement system.

My testimony will describe ERISA’s background and regulatory framework; the
trend towards greater use of "defined contribution” retirement plans and what that
means for employers and employees; the Department’s role in enforcing ERISA
and providing assistance to employees and their families; the Department’s actions
regarding the Enron bankruptcy; and the President’s Retirement Security Plan to
improve our current laws to ensure retirement security for all American workers,
retirees and their families.

ERISA

The fiduciary provisions of Title I of ERISA, which are administered by the Labor
Department, were enacted to address public concern that funding, vesting and
management of plan assets were inadequate. ERISA’s enactment was the
culmination of a long line of legislative proposals concerned with the labor and tax
aspects of employee benefit plans. Since its enactment in 1974, ERISA has been
strengthened and amended to meet the changing retirement and health care needs of
employees and their families. The Department’s Pension and Welfare Benefits
Administration is charged with interpreting and enforcing the statute. The Office of
the Inspector General also has some criminal enforcement responsibilities regarding
certain ERISA covered plans.

Under ERISA, the Department has enforcement and interpretative authority over
issues related to pension plan coverage, reporting, disclosure and fiduciary
responsibilities of those who handle plan funds. Additionally, the Labor Department
regularly works in coordination with other state and federal enforcement agencies
including the Internal Revenue Service, Federal Bureaun of Investigation, and the
Securities and Exchange Commission. Another agency with responsibility for
private pensions is the Pension Benefit Guaranty Corporation, which insures
defined-benefit pensions.

ERISA focuses on the conduct of persons (fiduciaries) who are responsible for
operating pension and welfare benefit plans. Such persons must operate the plans
solely in the interests of the participants and beneficiaries. If a fiduciary’s conduct
fails to meet ERISA’s standard, the fiduciary is personally liable for plan losses
attributable to such failure.

Trends in Pension Coverage

There are two basic categories of pension plans—defined benefit and defined
contribution. Defined benefit plans promise to make payments at retirement that are
determined by a specific formula, often based on average earnings, years of service,
or other factors. In contrast, defined contribution plans use individual accounts that
may be funded by employers, employees or both; the benefit level in retirement
depends on contribution levels and investment performance.
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Over the past 20 years, the employment-based private pension system has been
shifting toward defined contribution plans. The number of participants in these
plans has grown from nearly 12 million in 1975 to over 58 million in 1998. Over
three-fourths of all pension-covered workers are now enrolled in either a primary or
supplemental defined contribution plan. Assets held by these plans increased from
$74 billion in 1975 to over $2 trillion today.

Most of the new pension coverage has been in defined contribution plans. Nearly all
new businesses establishing pension plans are choosing to adopt defined
contribution plans, specifically 401(k} plans. In addition, many large employers
with existing defined benefit plans have adopted 401(k)s and other types of defined
contribution plans to provide supplemental benefits to their workers.

Most workers whose 401(k) plans are invested heavily in company stock have at
least one other pension plan sponsored by their employer. Just 10 percent of all
company stock held by large 401(k) plans (plans with 100 or more participants) was
held by stand-alone plans in 1996; the other 90 percent was held by 401(k) plans
that operate alongside other pension plans, such as defined benefit plans covering
the same workers.

Although there has been a shift to defined contribution plans, defined benefit plans
remain a vital component of our retirement system. Under defined benefit plans,
workers are assured of a predictable benefit upon retirement that does not vary with
investment results.

The trends in the pension system are a reflection of fundamental changes in the
cconomy as well as the current preferences of workers and employers. The
movement from a manufacturing-based to a service-based economy, the growth in
the number of families with two wage earners, the increase in the number of part-
time and temporary workers in the economy, and the increased mobility of workers
has led to the growing popularity of defined contribution plans.

Employers’ views have similarly changed. Increased competition and economic
volatility have made it much more difficult to undertake the long-term financial
commitment necessary for a defined benefit pension plan. Many employers
perceive defined contribution plans to be advantageous while workers have also
embraced the idea of having more direct control over the amount of contributions to
make and how to invest their pension accounts.

Emerging trends in defined contribution plans and workers” job mobility make it
increasingly important that participants receive timely and complete information
about employment-based pension and welfare benefit plans in order to make sound
retirement and health planning decisions.

Employer Securities Under ERISA

The investment of pension funds in the securities of a sponsoring employer is
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specifically addressed by ERISA. ERISA generally requires that pension plan assets
be managed prudently and that portfolios be diversified in order to limit the
possibility of large losses. Indeed, under ERISA, traditional "defined benefit”
pension plans are generally allowed to invest no more than 10 percent of their assets
in employer securities and real property. However, ERISA includes specific
provisions that permit individual account employer plans like 401(k) plans to hold
large investments in employer securities and real property, with few limitations.

As a separate matter, employee stock ownership plans (ESOPs) are eligible
individual account plans that are designed to invest primarily in qualifying
employer securities. Congress also has provided a number of tax advantages that
encourage employers to establish ESOPs. By statutory design, ESOPs are intended
to promote worker ownership of their employer with the goal of aligning worker
and employer interests. They are statutorily required to hold at least 50 percent of
their assets in employer stock. On average, ESOPs held approximately 60 percent in
employer securities in 1996.

The legislative history of ERISA provides us with some of the rationale behind
these exceptions to the rules regarding diversification. First, Congress viewed
individual account plans as having a different purpose from than defined benefit
plans. Also, Congress noted that these plans had traditionally invested in employer
securities.

In 1997, Congress amended ERISA to limit the extent to which a 401(k) plan can
require workers to invest their contributions in employer stock. The rule generally
limits the maximum that an employee can be required to invest in employer
securities to 10 percent. The rule, however, does not limit the ability of workers to
volantarily invest in employer stock. Furthermore, the rule does not apply to
employer matching contributions of employer stock or ESOPs.

Recent data indicates that 401(k) plans holding significant percentages of assets in
employer securities tend to be very large, though few in number. Currently, almost
19 percent of all 401(k) assets, or about $380 billion, is invested in company stock.
The distribution of holdings of employer securities is very uneven, however, with
most 401(k) plans holding very small amounts or no employer stock. Fewer than
300 large plans (those with 100 or more participants), or just one percent of all 401
(k) plans, invested 50 percent or more in company stock in 1996.

Because the plans heavily invested in company stock tend to be very large (with an
average of 21,000 participants), the number of workers affected and the amount of
money involved are substantial. In 1996, just 157 plans held $100 million or more
in company stock. Together, these plans covered 3.3 million participants, and held
$61 billion in company stock.

A great deal of the 401(k) money invested in company stock is under the control of
workers. When participants can choose how to invest their entire account and
company stock is an option, participants invest 22 percent of assets overall in
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company stock. However, when employers mandate 401(k) plan investments into
employer stock, workers choose to direct higher portions of the funds they control
into employer stock. In these plans, participants direct 33 percent of the assets they
control into company stock.

If a 401(k) plan provides workers with the right to direct their account investments,
and the plan is determined to have complied with section 404(c) of ERISA, then
plan fiduciaries are relieved of liability regarding the consequences of participants’
investment choices. The Department’s Section 404(c) regulations are designed to
ensure that workers have meaningful control of their investments. Among other
things, employees must be able to direct their investments among a broad range of
alternatives, with a reasonable frequency, and must receive information concerning
their investment alternatives.

PWBA Actions: Immediate Response to Enron

We are bringing to bear our full authority under the law to provide assistance to
workers affected by situations such as the recent Enron bankruptcy.

The Department of Labor has made a concerted effort to respond rapidly to
situations such as Enron. In these circumstances, there are two aspects to our
efforts: to help the workers whose benefits may be placed at risk and to conduct an
investigation to determine whether there has been any violation of the law.

On November 16, 2001, over two weeks before Enron declared bankruptcy, the
Department launched an investigation into the activities of Enron’s pension plans.
Our investigation is fact intensive with our investigators conducting document
searches and interviews. The investigation is examining the full range of relevant
issues to determine whether violations of ERISA occurred, including Enron’s
treatment of their recent blackout period.

Blackout periods routinely occur when plans change service providers or when
companies merge. Such periods are intended to ensure that account balances and
participant information are transferred accurately. Blackout periods will vary in
length depending on the condition of the records, the size of the plan, and number
of investment options. While there are no specific ERISA rules goveming blackout
periods, plan fiduciaries are obliged to be prudent in designing and implementing
blackout periods affecting plan investments.

In early December, it became apparent that Enron would enter bankruptcy. Because
the health and pension benefits of workers were at risk, we initiated our rapid
response participant assistance program to provide as much help as possible to
individual workers.

On December 6 and 7, 2001, the Department, working directly with the Texas
Workforce Commission, met on-site in Houston with 1200 laid-off employees from
Enron to provide information about unemployment insurance, job placement,
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retraining and employee benefits issues. PWBA’s staff was there to answer
questions about health care continuation coverage under COBRA, special
enrollment rights under HIPAA, pension plans, how to file claims for benefits, and
other questions posed by the employees. We also distributed 4500 booklets to the
workers and Enron personnel describing employee benefits rights after job loss, and
provided Enron employees with a direct line to our benefit advisors and to nearby
One-Stop reemployment centers. These services were made available nationwide to
other Enron locations.

PWBA regularly works throughout the country to assist employees facing plant
closings, job loss or a reduction in hours, and subsequent loss of employee benefits.
Our regional offices make it a top priority to offer timely assistance, education and
outreach to dislocated workers.

I am pleased to announce that we have just activated a new Toll Free Participant
and Compliance Assistance Number, 1-866-275-7922 for workers and employers to
make inquiries regarding their retirement and health plans and benefits. The Toll
Free Number is equipped to accommodate English, Spanish, and Mandarin
speaking individuals. Callers will be automatically linked to the PWBA Regional
Office servicing the geographic area from which they are calling. Benefits Advisors
will be available to respond to their questions, assist workers in understanding their
rights or obtaining a benefit, and assist employers or plan sponsors in understanding
their obligations and obtaining the necessary information to meet their legal
responsibilities under the law. Callers may also access our publications hotline
through this number or they may access them on the PWBA website. Some of the
publications available are: Pension and Health Care Coverage — Questions &
Answers for Dislocated Workers, Protect Your Pension, Health Benefits Under
COBRA, and many more. Workers and employers may also submit their questions
or requests for assistance electronically to PWBA through our website,
www.askpwba.dol.gov .

PWBA Benefits Advisors also provide onsite assistance in conjunction with
employers and state agencies to unemployed workers — conducting outreach
sessions, distributing publications, and answering specific questions related to
employee benefits from workers who are facing job loss. In FY 2001, we
participated in onsite outreach sessions for workers affected by 140 plan closings.
So far this year, we have participated in 106 rapid response events reaching nearly
40,000 workers.

The Rapid ERISA Action Team (REACT) enforcement program is designed to
assist vulnerable workers who are potentially exposed to the greatest risk of loss,
such as when their employer has filed for bankruptey. The new REACT initiative
enables PWBA to respond in an expedited manner to protect the rights and benefits
of plan participants. Since introduction of the REACT program in 2000, we have
initiated over 500 REACT investigations and recovered over $10 million dollars.

Under REACT, PWBA reviews the company’s benefit plans, the rules that govern
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them, and takes immediate action to ascertain whether the plan’s assets are
accounted for. We also advise all those affected by the bankruptey filing, and
provide rapid assistance in filing proofs of claim to protect the plans, the
participants, and the beneficiaries. PWBA investigates the conduct of the
responsible fiduciaries and evaluates whether a lawsuit should be filed to recover
plan losses and secure benefits.

Our investigation of Enron was begun under REACT. Because I do not want to
jeopardize our ongoing Enron investigation, I cannot discuss the details of the case.
Without drawing any conclusions about Enron activities, I will attempt to briefly
describe what constitutes a fiduciary duty under ERISA, how that duty impacts on
investment in employer securities, the duty to disclose, and the ability to impose
blackout periods.

Determining whether ERTSA has been violated often requires a finding of a breach
of fiduciary responsibility. Fiduciaries include the named fiduciary of a plan, as
well as those individuals who exercise discretionary authority in the management of
employee benefit plans, individuals who give investment advice for compensation,
and those who have discretionary responsibility for administration of the pension
plan,

ERISA holds fiduciaries to an extremely high standard of care, under which the
fiduciary must act in the sole interest of the plan, its participants and beneficiaries,
using the care, skill and diligence of an expert — the "prudent expert” rule. The
fiduciary also must follow plan documents to the extent consistent with the law.
Fiduciaries may be held personally liable for damages and equitable relief, such as
disgorgement of profits, for breaching their duties under ERISA.

‘While a participant or beneficiary can sue on their behalf of the plan, the Secretary
of Labor can also sue on behalf of the plan, and pursue civil penalties. We have 683
enforcement and compliance personnel and 65 attorneys who work on ERISA
matters. In calendar year 2001, the Department closed approximately 4,800 civil
cases and recovered over $662 million. There were also 77 criminal indictments
during the year, as well as 42 convictions and 49 guilty pleas.

President Bush’s Plan

Less than one month ago, President Bush formed a task force on retirement security
and asked me, Treasury Secretary O’Neill and Commerce Secretary Evans to
analyze our current pension rules and regulations and make recommendations to
ensure that people are not exposed to losing their life savings as a result of a
bankruptcy. In his State of the Union speech, the President reiterated his
commitment to improving the retirement security of all Americans.

The President’s Retirement Security Plan, announced on February 1, would
strengthen workers” ability to manage their retirement funds more effectively by
giving them freedom to diversify, better information, and access to professional
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investment advice. It would ensure that senior executives are held to the same
restrictions as American workers during temporary blackout periods and that
employers assume full fiduciary responsibility during such times.

Under current law, workers can be required to hold company stock in their 401(k)
plans for extended periods of time, often until they reach a specified age. Workers
lack the certainty of advance notice of blackout periods when they cannot control
their accounts, lack access to investment advice and lack useful information on the
status of their retirement savings. The President’ Retirement Security Plan will
provide workers with confidence, choice and control of their retirement future.

The President’s plan would increase workers’ ability to diversify their retirement
savings. The Administration believes employers should continue to have the option
to use company stock to make matching contributions, because it is important to
encourage employers to make generous contributions to workers’ 401(k) plans.
However, workers should also have the freedom to choose how they wish to invest
their retirement savings. The President’s Retirement Security Plan will ensure that
workers can sell company stock and diversify into other investment options after
they have participated in the 401(k) plan for three years.

The President is also very concerned about blackout periods, and the Retirement
Security plan suggests changes to make blackout periods fair, responsible and
transparent. Our proposal creates equity between senior executives and rank and file
workers, by imposing similar restrictions on senior executives’ ability to sell
employer stock while workers are unable to make 401(k) investment changes. Itis
unfair for workers to be denied the ability to sell company stock in their 401(k)
accounts during blackout periods while senior executives do not face similar
restrictions with regard to the sale of company stock not held in 401(k) accounts.
Because the oversight of stock transactions of senior executives may go beyond the
jurisdiction of the Department of Labor’s regulation of pension plans, I will work
with the appropriate agencies to develop equitable reform.

The President’s Retirement Security Plan ensures that workers will have ample
opportunity to make investiment changes before a blackout period is imposed by
requiring that they be given notice of the blackout period 30 days before it begins.
Although employers regularly give advance notice of pending blackout periods, an
explicit notice provision will give workers assurance that they will know when a
blackout period is expected.

As my testimony stated, ERISA may limit the liability of employers when workers
are given control of their individual account investments. The President’s
Retiremént Security Plan would amend ERISA to ensure that when a blackout
period is imposed and participants are not in control of their investments, fiduciaries
will be held accountable for treating their workers’ assets as carefully as they treat
their own. Of course, employees would still have to prove that the employer
breached a fiduciary duty in order to seek damages.
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The President’s plan calls on the Senate to pass H. R. 2269 — the Retirement
Security Advice Act —which passed the House with an overwhelming bipartisan
majority. This Committee and Chairman Boehner, the bill’s sponsor, are to be
commended for their dedication to promoting professional advice for workers. I am
proud that my Department has worked closely with many of you to pass the
legislation. The bill would encourage employers to make investment advice
available to workers and allow qualified financial advisers to offer advice if they
agree to act solely in the interests of the workers they advise. Partnered with the
proposed increased ability for workers to diversify out of employer stock,
investment advice services will be more critical than ever.

Finally, the Administration recognizes that workers deserve timely information
about their 401(k) plan investments. To enable workers to make informed decisions,
the President’s Retirement Security Plan will require employers to give workers
quarterly benefit statements that include information about their individual
accounts, including the value of their assets, their rights to diversify, and the
importance of maintaining a diversified portfolio. As Secretary of Labor, I would be
given authority to tailor this requirement to the needs of small plans. Again, in
combination with investment advice and the ability to diversify, quarterly,
educational benefit statements will give workers the tools they need to make sound
investment decisions.

Conclusion

The private pension system is essential to the security of American workers, retirees
and their families. While the current scrutiny is appropriate and welcome, we must
strengthen the confidence of the American workforce that their retirement savings
are secure. The challenge before us today is to strengthen the system in ways that
enhance its ability to deliver the retirement income American workers depend on.
We must accomplish this without unnecessarily limiting employers’ willingness to
establish and maintain plans for their workers or employees’ freedom to direct their
own savings. The President’s Retirement Security Plan strikes just such a balance.

We look forward to working with Chairman Boehner and members of this
Committee in continuing this discussion and in developing ways to achieve greater
retirement security for all Americans.
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Statement of Congresswoman Roukema
Committee on Education and the Workforce Hearing:
The Enron Collapse and its
Implications for Worker Retirement Security
Wednesday, February 6, 2002

Thank you Mr. Chairman for bringing this important issue before the Committee. Like you, I
am deeply concerned about Enron employees and retirees who invested a substantial portion of

their retirement assets in Enron stock and are now facing financial uncertainty.

By virtue of my service on two key Committees — the Committee on Bducation and
Workforce and the Committee on Financial Services - I wear more than one hat when it comes

to Enron.

As you know, the Financial Services Committee started a sertes of hearings this week
designed to determine if the regulatory system failed in the Enron case, and how reforms could
correct any obvious shortcomings. I have been active on the Financial Services Committee in
this area and am anxious to learn as much as 1 can about Enron’s corporate activities, their

accounting procedures and the auditing practices of Arthur Andersen.

In this Committee, our focus is retitement security. The issues raised by the Emron
bankruptcy have serious implications for millions of Americans who depend on their employers’
pension plans for their retirement. Our actions as a Committee have the potential to protect

nearly 50 percent of American households. We cannot take this charge lightly.
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Since the enactment of ERISA in 1974, almost half of American households have joined the
“shareholder society” by investing in the stock market, many through their emp}cyer—provided
defined contribution plans. Today, 42 million workers hold 401(k) accounts amounting to $2.0
trillion in retirement assets. Private pension plans - including 401(k)s -- are crucial to retirement
security for millions of Americans. These workers need to have full confidence in the security of

their pension plans.

We have spent considerable time over the years promoting expanded pension coverage and
portability. But we have also tried o ensure that American workers’ pensions and retirement
savings are protected. I have always argued that there are three necessary components of a
successful retirement system: (1) accessibility; (2) security; and (3) information. These are
exactly the issues that we are facing today. We need to provide our workers easier access to
pensions so that they have the ability to save for retirement. We must ensure that retirement
savings are secure. And we must ensure that workers have the information they need to make

wise choices to fully achieve their retirement goals,

The President is in full agreement on these points. His pension protection proposal includes
all three of these principles, plus an important lesson we have learned from the Enron fiasco. We

must hold employers to the same limitations faced by employees.
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The President’s plan will: (1) provide workers greater freedom to diversify and manage their
own retirement funds; (2) give workers quarterly information about their investments and rights
to diversify them; (3) expand workers’ access to investment advice; and (4) ensure that senior
corporate executives are held to the same restrictions as average American workers during

“blackout periods™ and that employers assume full fiduciary responsibility during these times.

In spite of the flaws exposed by the Enron debacle, we must be careful not to dissuade
employers from provfding such plans to their workers. Even while we make refonms to protect
retirement savings, we must continue to encourage employers to make generous contributions to

workers” 401(k) plans, including stock options.

Workers must also be free to choose how to invest their retirement savings. It is not our
role to tell employees how to manage their pension plans. However we can ensure that
employees have the ability to sell company stock and diversify into other investment options.
And we can also guarantee employees access to information and advice regarding their pensions
and investments. We have already recognized the importance equipping workers with the

knowledge to make wise decisions for their future, but we must now make this proposal a reality.

1 am commiitted to strengthening the retirement security of workers and their families. T
look forward to this hearing to thoroughly analyze whether employers are complying with

current federal standards and assess how well we currently protect plan participants.
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Opening Statement
Congressman Fred Upton
Member, House Education and the Workforce Committee
Hearing on “The Enron Collapse and its Implications for
Worker Retirement Security”
February 6, 2002

The collapse of Enron is the subject of a number of congressional inquiries
and investigations. From faulty accounting gimmicks and misleading
information to the disgraceful shredding of documents, Enron’s actions have
made it an eyesore and an embarrassment to businesses that play by the

rules.

1t is the duty of Congress to get to the bottom of these egregious acts.
However, of most importance to me is the effect of the Enron collapse and
ensuing scandal on worker's pensions. The real shame is the fact that Enron
executives made millions while company employees lost almost everything.
I come from the school of thought that employers should take care of and
protect their employees - not purposely mislcad them in the name of
corporate and individual profit. Some of these employees lost their entire
savings because of the possibly illegal acts of Enron executives. While
these altegations remain to be proven, it is clearly apparent to the average

person that Enron abused the trust and loyalty of its employees.



It is clear that Congress must act to create safeguards to protect the
retirement security of all Americans. However, we must do so decisively
without infringing on the rights of employees to invest their money as they
see fit. At the same time, we must continue to encourage businesses to
match eniployee contributions and stop short of any proposal that imposes

onerous prescriptives which will discourage these important contributions.

Secretary Chao, thank you for agreeing to come before this committee to
discuss the Administration's pension reform proposal. President Bush took
the initiative to establish an interagency task force to look at ways to protect
worker retirements, and I am eager to learn more about this proposal and the

Department of Labor’s investigation into Enron’s activities.

I was especially pleased to learn that the President’s pension reform
proposals would give employees the right to sell company stocks and
diversify into other investment options after they have participated in a
401(k) plan for three years. This is sure to give employees more control of

their retirement income.
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Chairman Johnson, Chairman Boehner, and Secretary Chao, I look forward

to furthering the President’s proposal.
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Congressman Donald M. Payne
Statement for “The Enron Collapse and Its Implications for Worker Retirement Security”
February 6, 2002

Thank you, Mr. Chairman for holding this bearing on what should be the most
important issue of the Enron scandal, protecting the American worker. We are here today
o deal with a very serious issue and apply the intellect, patriotism, and immense will

public service that is embodied in this committee fo assist those who need us the most.

What hurts many of my colleagues and I so much is the lack of integrity and
concern the managers, board members and accountants have had for the employees at
Enron. The cozy relationship between auditor and company cost the employees a
staggering $1 billion and unfortunately there is little assistance current law can offer
them. 12,000 dreams have vaporized, and 12,000 lives are suffering with the fall of
Enron’s stock. While this nuraber may be relatively small to some, the fact of the matter
is, this could happen again. The Enron collapse highlights the underlying weakness in a
pension system that is used by nearly 1in 5 American workers. About 2,000 companies,
covering 6 million of the nation's 40 million 401(k) participants, offer their own stock as
an option in the company's plan. A considerable number of these companies virtually
require their employees to invest in company stock by making their matching 401(k)
contributions in that form. Furthermore, many of the companies making company stock
contributions restrict employees from selling the stock until they are near retivement.
Ladies and gentlemen, it is time for the rules to change. We cannot and must not let this

catastrophe oceur again.
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This debacle draws attention to numerous despicable acts but most importantly highlights
the Jack of integrity this company possesses. What is integrity? Integrity is defined as a
steadfast adherence to a strict moral or ethical code. Enron tore away from the very
fabric of the word when they chose to gamble with people’s lives.

Allowing their workers to grip their futures to company stock is more than a minor
financial blunder; it’s a moral wrong.

The Bush Administration remedy to this mess does little to address the larger
issues of retiremeht security; workers could lose the protections if an emplover converted
a 401(k) plan into an employee stock ownership plan.

We can all agree we cannot let this occur again. When employees’ holdings
remain concentrated in their employers' stock, they run a higher risk of a major loss. The
Miller bill seeks to correct loopholes, shifting less risk on our workers and put control of
their money is their hands.

Thank you again for holding this hearing on an issue of such great importance to

the American workforce.
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APPENDIX F— SUBMITTED FOR THE RECORD, RESPONSE OF THE
HONORABLE ELAINE L. CHAO, SECRETARY OF LABOR TO
QUESTIONS SUBMITTED BY CONGRESSMAN JOHN TIERNEY,
COMMITTEE ON EDUCATION AND THE WORKFORCE
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Questions for Secretary Chao
Enron Hearing February 6, 2002

1.Investment Advice: The Administration’s proposed pension bill includes a
provision that requires employers to provide investment advice for the worker.
Investment advice was also included in H.R. 2269, which many of my colleagues
suggest (sic) that some people would not have lost their retirement security if
they had competent investment advice. I agree that advice is a crucial tool in
retirement planning. What I do not agree with is the notion that an investment
advisor, hired by the employer, would not have a conflict of interest, and provide
unbiased guidance.

1. Isn'tit true that the Administration’s bill does not provide
independent verification for the employee?

2. Does the worker have any outside resources, aside from the
employer-hired advisor?

3. Would the advisor be more likely to suggest purchasing the
company stock because it is cheaper for the company versus
compensating the employee with cash?

Answer: The President’s retirement security plan incorporates H.R. 3762, which
passed the House with a bi-partisan majority on April 9%, That legislation would
require investment advisors to accept full fiduciary responsibility to act solely in
the workers’ best interest and to disclose any fees or relationships. Workers are
in desperate need of professional investment advice. Their access to these
services would be greatly limited if employers had to employ totally separate
investment advisors rather than rely on financial institutions that offer other
services to the plan sponsors. Of course, individuals would still be free to obtain
advice from an outside source. It would be a violation of ERISA for a fiduciary
advisor to recommend company stock because it would be cheaper for the
company. The fiduciary advisor must make recommendations based solely on
what is in the workers’ best interests, not the company’s.

II._Government Oversight of Retirement Savings- The Department of Labor
recently announced that it had reached an agreement with Ernwon's
Administrative Committee to appoint an independent fiduciary to serve as
fiduciary of the company’s three retirement plans. As head of the Department of
Labor, you generally do not get involved with oversight of individual pension
plans, normally the Pension and Welfare Benefits Administration reviews these
retirement plans. While reviewing the Administration’s budget for fiscal year
2003, it came to my attention that the Department of Labor expects to investigate
1,000 Iess plans than they did in 2001. The Pension and Welfare Benefits
Administration estimates that in fiscal year 2003, it will conduct 6,398 plan
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reviews and investigations versus the 7,463 in 2001 (page 667 of the FY 2003
Budget Appendix)

4. Don't you think that the Department of Labor should review more
pension plans?
5. If there had been more oversight of pension plans, would the
" government have been able to minimize the mismanagement of
Enron’s retirement plans?
6. Will you support full funding for this legislation?

Answer: The Department’s ERISA compliance efforts cannot prevent business
failures or their potential impact on employee benefit plans. The recent
legislation passed by the House on April 11 contains many of the President’s
pension reform proposals from the Retirement Security Plan announced in
February. When enacted, these provisions will help mitigate the impact of
business failures on employees. This legislation mandates that employees have
more access to information about their benefits, allows workers to diversify their
accounts more frequently, requires notice prior to any blackout period, prevents
executives from selling stock while rank and file employees are in a black out
period and encourages the provision of investment advice.

Nene of our activities, by themselves, can guarantee the protection of all benefits
from economic and financial market conditions. Nevertheless, we believe that a
balanced, reasoned approach utilizing education and outreach, as well as
compliance assistance and enforcement, will enhance and improve the security
of retirement benefits, and will result in the American public having greater
confidence in the system,

To fully leverage its resources, PWBA - as well as most federal enforcement
agencies -- engages in “targeting.” The term “targeting" refers to the process
whereby specific individuals or entities are identified for investigation because of
some indication that an ERISA violation may have occurred or may be about to
occur. Through “targeting,” PWBA seeks to identify situations and apply its
enforcement resources to protect those employee benefit plan participants and
beneficiaries whose security and livelihood are in the greatest danger of being
harmed as a result of ERISA violations. Such methods focus on those situations
where participants and beneficiaries are most susceptible to actual loss of
benefits, or where “populations" of plan participants are potentially exposed to
the greatest risk of falling victim to unlawful conduct. To help ensure that our
limited resources go as far as possible, PWBA has also established programs,
such as the Voluntary Fiduciary Corrections Program, that complements after-
the-fact enforcement with compliance assistance and prevention, thereby
enhancing the security of workers’ retirement programs and benefits.
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The vast majority of the projected decrease in investigations can be atiributed to
an improvement in PWBA's compliance assistance efforts regarding Form 5500
reviews. As you know, plans sponsors are required to file annual Form 5500's
that are used by the Department of Labor, the Internal Revenue Service, and the
Pension Benefit Guaranty Corporation.

In the past, PWBA performed Form 5500 reviews after the receipt of filings, and
considered such reviews investigations. With the new EFAST system allowing
Form 5500's to be processed electronically, PWBA is able to shift its investigative
efforts to proactive “Help Desk” assistance in order to advise plan sponsors with
their filing questions.

Additionally, PWBA is developing a baseline to establish the quality of plan
audits. This baseline is constructed through the examination of a statistical
sample of plan filings. Neither these sample audits, nor the “Help Desk”
assistance, are counted as investigations, and therefore the number of
investigations is expected to decline. The funding provided in the President’s
FY03 budget request is sufficient to carry out our mission of protecting the
retirement benefits of working and retired Americans.

III: Executive Buyouts vs, Retiree Health Benefits - ERISA was enacted to
protect the retirement assets of the working person. Much has been said about
the importance of retirement security in the form of pension plans. I want to talk
about another form of retirement security, something else that an employer may
sponsor on behalf of their workforce in order to compensate them for years of
service and dedication: retiree health benefits. Retiree health benefits are not
covered by ERISA. While we are trying to make workers whole, we should
address this very important issue. I want to bridge the gap between the
executives who are left on the payroll of companies that are financially troubled,
while retiree health benefits are stripped.

7. Do you think we should close this loophole?

Answer: Please be assured that this Administration is concerned about
employer-provided retiree health coverage.

The principal statute that governs retiree health benefits is the Employee
Retirement Income Security Act of 1974 (ERISA). Under ERISA, employers are
free to provide health benefit programs, including coverage for retirees, on a
voluntary basis. ERISA requires that group health plans pay for the benefits
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that are promised, including retiree health benefits. However, the law does not
permit substantial advance funding of future retiree health benefits.

Most employers do reserve the right to adapt benefit programs to changing
circumstances in the terms of the plans that they sponsor, including modifying
benefits, adjusting premiums or terminating plans. Over the last decade, a
change in the corporate accounting rules (Financial Accounting Standard 106,
which requires companies to carry retiree health obligations as a liability on the
balance sheet) and rising health costs have led some employers to reduce or
eliminate benefits prospectively. In a few cases, plan sponsors have terminated
benefits completely.

Retiree health coverage poses numerous public policy challenges because it
involves not only private sector employers and limitations on advance funding,
but also the Medicare program and other factors such as the rising cost of
prescription drugs. 1believe we must address retiree health issues in a
comprehensive fashion, in conjunction with Medicare reform. Mandating retiree
coverage under private voluntary health plans, however, would have the
predictable result of discouraging employers from offering health benefits at all.
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APPENDIX G — SUBMITTED FOR THE RECORD, CRIMINAL
ENFORCEMENT ACCOMPLISHMENTS, CALENDAR YEAR 2001, U.S.
DEPARTMENT OF LABOR, WASHINGTON, D.C.
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APPENDIX H—- SUBMITTED FOR THE RECORD, STATEMENT OF THE
ERISA INDUSTRY COMMITTEE (ERIC), WASHINGTON, D.C.
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= THE ERISA INDUSTRY COMMITTEE
ER](; 1400 L. STREET, NW, SuITE 350 WaSHINGTON, D.C 20005-3509 TEL: (202) 789-1400 FAX: (202) 789-1120

THE ERISA INDUSTRY COMMITTEE

STATEMENT ON
INVESTMENTS IN EMPLOYER STOCK
BY
EN[PLO‘YER-SPONSORED DEFINED CONTRIBUTION PLANS
SUBMITTED TO
THE COMMITTEE ON EDUCATION AND THE WORKFORCE
OF THE UNITED STATES HOUSE OF REPRESENTATIVES

FEBRUARY 6, 2002

The ERISA Industry Committee (“ERIC”) is pleased to submit this statement
regarding investments in employer stock by employer-sponsored defined contribution plans.

ERIC is a nonprofit association committed to the advancement of the
employee retirement, health, and welfare benefit plans of America's largest employers.
ERIC's members provide comprehensive retirement, health care coverage, and other
economic security benefits directly to some 25 million active and retired workers and their
families. ERIC has a strong interest in proposals affecting its members' ability to deliver
those benefits, their costs and effectiveness, and the role of those benefits in the American
economny.

In addressing the many issues raised by the Enron matter, Congress is faced
with a difficult decision regarding the treatment of defined contribution plan investments in
employer stock. As recent events demonstrate, although employees whose retirement
benefits are based on the value of employer stock have the opportunity to enjoy substantial
gains and an increase in their retirement benefits if the stock price appreciates, they also are
exposed to the risk that the value of the stock will fall and a concomitant recuction in their
retireent benefits.
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On the other hand, voluntary employer-sponsored refirement plans, including
plans that invest in employer stock, have been enormously successful in providing retirement
benefits to employees. If Congress responds excessively to the risks associated with stock-
based plans by imposing restrictions that prevent these plans from meeting employers’
business needs, Congress will have addressed one risk by creating a different and more
dangerous risk: that millions of emiployees will be unable to share in their employers’
success. In addition, excessive legistative limits on investments in employer stock may canse
employers to reduce their commitments to their plans, resulting in significant reductions in
employees’ retirement savings.

The task facing Congress is made more difficult because the issues do not
relate solely to employer-sponsored retirement plans. Many of the issues relate to the
accuracy, adequacy, and timeliness of the disclosures made to shareholders generally,
including those who hold stock outside of an employer-sponsored plan. The way in which
such disclosure issues are resolved could affect, and to some extent may obviate, Congress’s
decisions regarding the stock held by an employer-sponsored plan.

Employee accounts in employer-sponsored § 401(k) and other defined
contribution plans are a major source of retirement savings for employees and their families.
As of the end of 2000, approximately 42 million employees had accounts in § 401(k) plan
accounts, representing $1.8 trillion in assets.!

At the same time, employer-sponsored retirement plans are voluntary
arrangements. Employers are not required to sponsor retirement plans for their employees;
they are nof required to contribute to their profit sharing and stock bonus plans; and they are
not required to make matching contributions to thelr § 401(k) plans. Total § 401(k) plan
contributions are clearly higher, however, in plans where the employer matches employee
contributions than in plans where there is no employer match.?

Employee stock ownership, stock bonus, and other stock-based plans are not
only permitted by ERISA, they are strongly and affirmatively promoted by numerous
provisions of law that have encouraged emplovers for nearly a cenuu;y -- since 1921-- to
maintain stock-based defined contribution plans for their employees.”

Employer stock plans serve the important purpose of aligning the interests of
ermployees with the interests of the employer’s business and encouraging employees to be
attentive to the interests of the business. The following simple anecdote illustrates this point.
After one company suffered losses because its delivery people regularly discarded expensive

! Sarah Holden & Jack VanDerhei, *401(k) Plan Asset Allocation, Account Balances, and Loan Activity in
2000,” Employee Benefit Research Institute Issue Brief at 3 (Nov. 2001).

2 Sarah Holden & Jack VanDerhei, “Contribution Behavior of 401¢k) Plan Participants,” Employee Benefit
Research Institute at 10 (Oct. 2001) “total contribution rates for participants in plans with employer
contributions were 2.8 percentage points higher than total contribution rates for participants in plans without
employer contributions” (footnotes omitted)).

-3 See, e.g., Revenue Act of 1921, § 219(f) {fax exemption); Tax Reduction Act of 1975, P.L. 94-12, § 301, Tax
Reform Actof 1976, P.L. 94-455, § 803 (1ax credit}, and Revenue Actof 1978, P.L. 95-600, § 141 {(tax credits)
(repealed); IRC §§ 401(a) & 501(a) {tax exemption), 404(k) (dividend deduction) and 1042 (tax-deferred sales).
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containers after they took the company’s merchandise out of the containers and placed the
merchandise on retailers’ shelves, the company responded by printing the logo of its stock
plan on the containers. The delivery people immediately got the point: they saw the
commection between their retarning the containers to the company for reuse and their own
benefits from the company’s stock plan. The company, and its employee-owners, saved
millions of dollars a year as a result of this program.

Employee benefit plans thus serve important business purposes in addition to
providing a safety net for retirement. A key business purpose is to attract and retain talented
employees. Employers compete with each other for talented employees by, among other
things, designing and offering benefit plans that respond affirmatively to current and
prospective employees” wishes and needs, which often include highly-valued access to the
employer’s stock.

Employer stock plans give employees the opportunity to purchase employer
stock economically, conveniently, and tax-efficiently. Employees highly value the
opportunity to invest in employer stock, the stock they know best.

Employees have benefitted enormously from participating in employer stock
plans. These plans have allowed employees to benefit from substantial appreciation in the
value of the companies that employ them.

Congress should allow employees to make their own decisions regarding the
diversification of their employee-directed accounts. Congress should not restrict an
employee’s right to allocate all or part of his employee-directed account to any investment
offered by the plan, including employer stock.

Employees place great value on the freedom to make their own investment
choices. Congress should not curtail their freedom.

Employees who participate in employer stock plans are protected by ERISA’s
fiduciary standards. ERISA requires the fiduciaries of these plans to act prudently and solely
in the interest of participants and beneficiaries, while taking into account the fact that
employer stock plans are, by their very nature, designed to invest in employer stock. ERISA
requires ;zlan fiduciaries to commmunicate truthfully with participants and beneficiaries about
the plan.

The vast majority of major employers sponsor both defined benefit plans and
defined contribution plans for their employees. In these circumstances, the employer’s
defined contribution plan is only one component of the employer’s comprehensive retirement
program; employees do not rely on the defined contribution plan alone for retirement
security. As a result, it can be quite misleading to measure the diversification of an
employee’s retirement savings by looking only at his § 401(k) account. A substantial portion
of many employees’ retirement savings is attributable to their benefits in the employer’s
defined benefit retirement plan under which benefits are determined by the plan’s formula
rather than the investment performance of the plan’s assets.

# See Varity Corp. v. Howe, 516 U.S. 489 (1996); see also 29 CFR. §§ 2550-404c-1(0)(2)({NB), -1{e)(2), -
&2 ED.
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The widely-reported losses suffered by participants in the plans of Enron
Corporation has been attributed to the alleged misconduct of Enron officials. If the
allegations are correct, the alleged misconduct goes well beyond a violation of ERISA's
fiduciary standards. If the allegations of corporate misconduct are correct, they also suggest
the posgibility that federal securities laws have been violated.

New fiduciary standards or new restrictions on holdings of employer stock under ERISA are
not well-suited foward curbing conduct of the kind that has been alleged.

ERIC favors vigorous enforcement of the federal securities laws and ERISA
to assure that employees, and investors in general, have the information they need to make
informed investment decisions.

ERIC supports efforts to help employees to make their investment choices
wisely. For example, ERIC supports changes in current law to make it more likely that
employers will make investment advice available to plan participants.

Employers’ willingness to contribute to their defined contribution plans is
directly linked to the plans” ability to meet the needs of employers and their employees. New
restrictions on defined contribution plans that prevent these plans from meeting the needs of
employers and employees will cause these plans to contract and will curtail employees’
retirernent savings.

Congress should preserve an employer’s freedom to require that its own
contributions to a defined contribution plan be invested in employer stock. If employers are
prohibited from requiring their contributions to defined contribution plans to be invested in
employer stock, they are likely to curtail their contributions, thereby reducing employees’
retirerment savings.

Moreover, new restrictions on investraents in employer stock by defined
contribution plans will encourage employers to replace these plans with stock plans that are
not subject to these restrictions, such as stock option and stock purchase plans. Stock option
and stock purchase plans are not retirement plans and are not designed to promote retirement
savings. They have quite different purposes and aims. Legislation that encourages
employers to replace defined contribution retirement plans with stock option and stock
purchase plans will reduce employees’ retirement savings.

In any event, plans’ existing investments in employer stock, which were made
inreliance on current law, should not be disrupted. Investrnents that have been made in
accordance with current law should not be up-ended by new legal requirements. If plans are
required to dispose of their existing stock holdings, or are subjected to new diversification
requirernents, the market for the employer’s stock is likely to be destabilized, harming the
interests of stockholders in general and plan participants in particular.

Temporary suspensions n trading activity (“blackout periods™) in participant-
directed plans are often necessary to accommodate changes in plan administration, such as a
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change in the plan’s record-keeper, a change in the plan’s administrative system, or a merger
with another plan. Blackout periods also occur for unanticipated reasons, such as a power
outage, a computer failure, or terrorist activity.

Although many employee- directed defined contribution plans permit
employees to change the way their accounts are invested on a daily basis, plans are not
required to permit daily changes in investments, and the vast majority of employees do not
make daily changes. Indeed, daily investment changes are often discouraged. Frequent
trading is inconsistent with the plan’s role a vehicle for Jong-term retirerent savings.

ERISA’s current fiduciary standards appropriately regulate plan
administrators’ decisions regarding {a) the need for a blackout period, (b} the duration of any
blackout period, (c) the need for, and timing and content of, a notice to plan participants
regarding the blackout period, and (d) the timing of the blackout period itself.

Imposing additional legislative restrictions on blackout periods will
discourage improvements in plan administration, to the detriment of plan participants.
ERISA’s fiduciary standards require that employers retain the discretion to change plan
record-keeper and computer systems even if such changes require the imposition of a brief
blackout period. Legislation that imposes excessive restrictions on blackout periods would
do serious damage to defined contributions plans and to the employees who participate in
them.

"The issues under consideration are difficult. They should not be resolved
without careful fact-finding and analysis. Hasty adoption of well-infentioned but il
considered legislation risks harming the very employees the legislation is designed to profect:
the employees who participate in voluntary employer-sponsored plans. We urge the
Committee to study the facts and the issues in depth before making recommendations.

For our part, we intend to continue to study the issues and develop additional
recommendations which we will communicate to you pronptly.
We very much appreciate the opportunity to submit this statement. We look forward to
working constructively with the Committee and its staff on these challenging and important
issues.
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HEARING ON THE ENRON COLLAPSE AND ITS

IMPLICATIONS FOR WORKER RETIREMENT SECURITY

Thursday, February 7, 2002

Committee on Education and the Workforce
U.S. House of Representatives

Washington, D.C.

The Committee met, pursuant to call, at 10:10 a.m., in Room 2175 Rayburn House Office
Building, Hon. John A. Boehner, Chairman of the Committee, presiding.

Present: Representatives Boehner, Ballenger, Hoekstra, McKeon, Castle, Johnson,
Hilleary, Ehlers, Fletcher, DeMint, Isakson, Biggert, Platts, Tiberi, Keller, Osborne, Culberson,
Miller, Kildee, Owens, Payne, Mink, Andrews, Roemer, Scott, Woolsey, Rivers, McCarthy,
Tierney, Kind, Sanchez, Ford, Kucinich, Wu, Holt, Solis, Davis, and McCollum.

Staff Present: Christine Roth, Professional Staff Member; David Connolly, Jr., Professional
Staftf Member; Dave Thomas, Legislative Assistant; Paula Nowakowski, Staff Director; Ed Gilroy,
Director of Workforce Policy; Allison Dembeck, Executive Assistant; Victoria Lipnic, Workforce
Policy Counsel; Jo-Marie St. Martin, General Counsel; Patrick Lyden, Professional Staff Member;
Molly McLaughlin Salmi, Professional Staff Member; Stephen Settle, Professional Staff Member;
Kevin Smith, Senior Communications Counselor; Heather Valentine, Press Secretary; Maria
Miller, Communications Coordinator; Deborah L. Samantar, Committee Clerk/Intern Coordinator.
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John Lawrence, Minority Staff Director; Mark Zuckerman, Minority General Counsel; Cheryl
Johnson, Counsel; Michele Varnhagen, Labor Counsel/Coordinator; Peter Rutledge, Senior
Legislative Associate/Labor; Camille Donald, Legislative Associate/Labor; Dan Rawlins, Staff
Assistant/Labor; Ann Owens, Clerk; Daniel Weiss, Special Assistant to the Ranking Member;
Joycelyn Johnson, Staff Assistant; Joe Novotny, Staff Assistant/Education.

Chairman Boehner. A quorum being present, the Committee on Education and the Workforce
will come to order.

I want to welcome everyone back for a second day of hearings on the collapse of Enron and
its implications for worker retirement security. Under Committee rule 12(b) opening statements
are limited to the Chairman or Ranking Member of the Committee. Therefore, if other Members
do have opening statements, they will be included in the hearing record.

Without objection, so ordered.

OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER,
COMMITTEE ON EDUCATION AND THE WORKFORCE

On December 2nd, 2001, the Enron Corporation filed the largest bankruptcy petition in U.S.
history. The next day the company announced that it would lay off 4,000 of its 7,500 employees as
part of a corporate restructuring program.

Devastating losses in the company's employee 401(k) plan left many loyal Enron employees
without their retirement security. The stories told by Enron's employees are heart wrenching. The
Enron collapse has sent chills down the spine of every American employee who has worked and
saved for a safe, secure retirement. About 42 million American workers own 401(k) accounts, with
a total of nearly $2 trillion in assets.

In the aftermath of Enron's fall, millions of workers across the country are now asking the
obvious question; why did this happen and could it happen to me? One of the tragic realities of the
situation is that it has rattled the confidence of American workers in this country's pension system,
a system that, by and large, has served employees and their families very well.

Even more tragic is the possibility that it could have been avoided. At least some of Enron's
workers might have been able to preserve their nest eggs if Washington had taken some basic steps
to update our pension laws. For example, many Enron employees might have had access to a
professional investment adviser who could have warned them that too many eggs in one basket
might be a bad thing. Current law enacted more than a quarter century ago before 401(k) accounts
were even envisioned denies workers this opportunity.

Congress has taken some positive steps in the recent past to update our Nation's pension
laws, and this Committee has been the focal point in those efforts. We passed the landmark
reforms authored by my friend and colleague, Congressman Rob Portman. The reforms gave
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workers portability, faster vesting and a host of other needed changes. We passed the Retirement
Security Advice Act to give rank and file workers the same access to professional investment
advice that wealthy executives have.

But in spite of these efforts a lot of work still lies ahead. In the aftermath of Enron, this
modernization effort is taking on a grim new urgency. In short, while investigations will reveal
whether Enron's employees are the victims of illegal actions, we already know that they are victims
of an outdated Federal law and unless Congress acts to update those laws, there may be more
victims. That is not acceptable to me. I know it is not acceptable to my colleague and friend, Mr.
Miller, and I don't think it is acceptable to the other Members of this Committee.

President Bush has asked Congress to take action to strengthen worker retirement security
and renew employee confidence in the pension system. He has put forth a serious plan to help
Congress meet those goals. Among other things, the President's plan would bar senior corporate
executives from selling company stock during times when workers are unable to trade in their own
401(k) accounts. This would require that employees be given notice 30 days before the beginning
of any blackout period. It would give employees greater freedom to sell company stock and
diversify into other investment options. In addition, it calls for the Senate to pass the Retirement
Security Advice Act that passed the House with broad bipartisan support.

While the Members of this Committee have wide-ranging views on this subject, we all
agree that we have a responsibility to act. Even before Enron's fall, Republicans and Democrats on
this panel had worked for many months in a continuing effort to identify portions of ERISA that
needed modernization. In light of that effort and in light of the testimony we heard yesterday from
the Secretary of Labor and what I expect we will hear today, I believe that the President's plan
provides an excellent starting point for legislative action in this Committee.

I know that the Chairman of the Employer-Employee Relations Subcommittee, Mr.
Johnson, shares my views, and together we will be introducing the President's proposal as the first
step toward a consensus product that can be signed into law on behalf of American workers. I look
forward to working with all of my colleagues on this Committee toward that goal.

I also want to thank all of our witnesses for being here and your willingness to testify. We
are all anxious to learn the facts of the Enron story related to retirement plans for employees, as we
go forward with the legislative process. I look forward to our witnesses helping us all to better learn
the lessons of Enron.

I now yield to my colleague and friend from California, Mr. Miller, for his opening
statement.

OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER, COMMITTEE ON
EDUCATION AND THE WORKFORCE — SEE APPENDIX A
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Mr. Miller. Thank you, Mr. Chairman. I do not have an opening statement.

I would like to yield to Mr. Kildee for a couple of brief remarks and then to Mr. Roemer for
the purpose of introducing of one of our witnesses.

Mr. Kildee. I thank the gentleman for yielding.

Mr. Chairman, yesterday during the first hearing on the Enron situation, I was in the
Resources Committee for a 6-hour hearing on the Indian Trust Funds. The Indian Trust Funds so
far have led to the Secretary of the Interior, Mrs. Norton, being held in contempt of court. I think
that all of us have certain contempt for what happened at Enron, and we're here to find out why it
happened and what we can do to prevent it from happening in the future.

And I yield back the balance of my time.

Chairman Boehner. Thank you.

Mr. Roemer?

Mr. Roemer. I want to thank my Ranking Member for yielding me time on this.

I am very proud to have one of my constituents here as a witness to testify before our
Committee today. Dr. Teresa Ghilarducci from the University of Notre Dame, an economics
professor, is here with us to testify about some possible solutions to prevent future problems with
our 401(k) pension systems. She gave eloquent and very articulate testimony last week at a meeting

that George Miller and I had in my District with both unemployed and underemployed workers.

So we very much look forward to your testimony and look forward to the opportunity to ask
you some questions about what lies ahead to prevent future fiascoes.

Thank you very much.
Mr. Kildee. Thank you, Mr. Chairman.
Chairman Boehner. It's now my pleasure to introduce our panel of witnesses.

Our first witness today is Mr. Tom Padgett. Mr. Padgett is a Senior Lab Analyst at EOTT,
an Enron subsidiary.

Our second witness is Ms. Cindy Olson, the Executive Vice President Human Resources,
Community Relations, and Building Services for the Enron Corporation.

Our third witness will be Ms. Mikie Rath. Ms. Rath is the Benefits Manager for Enron.
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Our fourth witness is Mr. Scott Peterson, Global Practice Leader for Defined Contribution
Services at Hewitt Associates.

And our fifth and final witness today is Professor Teresa Ghilarducci. She's Associate
Professor, Department of Economics, University of Notre Dame, as you've heard, and has been a
frequent witness here on this Committee. We welcome you back.

Before you begin your testimony, I will ask each of you to take an oath, and you should be
aware that it is unlawful to make a false statement to Congress while under oath. And in light of
that, if you'd all please stand and raise your right hand.

[Witnesses sworn. ]

Chairman Boehner. All the witnesses have indicated their willingness to do so.

There are two more items of business that we want to deal with quickly before we get to the
witnesses. We have many questions that we want answered today, and Mr. Miller and I have come
up with an agreement that allows each side to spend a little more time than is usual on questions.

Mr. Miller and I have agreed to equally divide 40 minutes, giving each side 20 minutes of
time. We will alternate from the majority to the minority in 10-minute increments until the time is
gone. After the 40 minutes is over, we'll return to regular order and the 5-minute rule for questions,
starting with Members who have not had a chance to ask questions.

With that said, I ask unanimous consent that 40 minutes be equally divided and controlled
by the Chairman and Ranking Minority Member, used in 10-minute increments. Without
objection, so ordered.

Our second item of business I'd like to note for the record is that I made a request for the
production of documents by the Enron Corporation. In compliance with my request, the
corporation produced a large number of documents for both the Democrat and Republican
Committee staff yesterday. I understand that the witnesses have not had an opportunity to review
all of the documents produced for the Committee. Many of these documents contain certain private
personal matters and proprietary interests. Hence, the Committee will release only certain
documents today until the Committee has had sufficient time to determine how best to handle the
releasing of information contained therein.

As a result and with the concurrence of the Democrat Members of the Committee, there are
several documents produced that I believe would be helpful to the Committee during the hearing
today. These documents are in each of your folders and I would appreciate everyone's cooperation.

At this time, I would like to ask unanimous consent to insert the following documents into
the hearing record: (1) a copy of the Enron Corporation's savings plan document, which we will
refer to as Exhibit 1, (2) copies of four e-mails sent to employees regarding the savings plan, which
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we will refer to as Exhibit 2, (3) a copy of my letter to the corporation requesting certain
documents, which we will refer to as Exhibit 3, and (4) a copy of the letter from Mr. Miller to the
corporation also requesting certain documents, which we will refer to as Exhibit 4. Without
objection, so ordered.

Having said that, Mr. Padgett, you may begin your testimony. If you are not familiar with
the lights in front of you, the green light will be on for 4 minutes. The amber light will be on for a
minute, and when the red light comes on, we hope that your testimony will be concluded.

STATEMENT OF THOMAS O. PADGETT, SENIOR LAB ANALYST, EOTT
(ENRON SUBSIDIARY), BAYTOWN, TX

Mr. Chairman, Congressman Miller, Members of this Committee, I appreciate the
opportunity to sit here before you today and state my situation, which I believe mirrors the situation
of many of my colleagues who work for Enron.

My name is Tom Padgett. I was an employee of the Enron Corporation with 30 years of
credited service at their Morgan’s Point Chemical Plant in LaPorte, Texas until August of 2001,
when Enron transferred our plant to EOTT Energy Corporation. My wife, Karen, is a registered
nurse whose work activity is limited now due to crippling rheumatoid arthritis. We have three
grown children and five grandchildren.

I turned 59 years old last December 10th, and I've worked in the chemical industry for 35
years. My job title is Senior Lab Analyst in the Quality Control Lab. My specific job functions
consist of running analysis on petroleum feed stock products coming into the plant, on-stream
analysis of products within the plant, and final product analysis to make sure our products meet
customer specifications. I work 12-hour shifts at the plant.

There are, or were, a lot of people like me at Enron. Not everyone at Enron is an energy
trader or an MBA. We're also chemical plant employees and managers, electrical utility workers
and pipeline employees, just to give a few examples. We live and work in places like LaPorte,
Texas, Port Barre, Louisiana, and Portland, Oregon.

I am a participant in the Enron Corp. 401(k) savings plan. Our retirement savings and our
retirement plans were based solely on my 401(k) savings plan with Enron. The value of our
savings account on December 31st, 2000 was $615,456. We still have not received our year-end
statement for 2001, but using the present value of Enron stock, we estimate our savings account is
now worth less than $15,000.

We have sacrificed over the years in order to contribute as much as we could to our 401(k)
plan account. I joined Enron from my previous job with Tenneco and rolled over our savings from
our Tenneco 401(k) plan into the Enron plan. I continued to participate in the Enron savings plan
after our plant was transferred to EOTT Energy. Over the last 10 years we were able to build up a
sizable sum of money in our Enron 401(k) plan. I made contributions to the plan by deductions
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from my paycheck every 2 weeks. Enron matched my contributions with the company's stock.
Under the Enron 401(k) plan, the company's matching contribution was made exclusively with
Enron stock, and participants were required to hold the matching stock until age 50. Nearly all of
our savings were invested in Enron stock.

I was a dedicated and loyal employee to Enron, and I worked with the others in my plant
and in the company to help make Enron one of the best companies in the Nation. Throughout my
time with Enron, the top management of the company constantly encouraged us to invest our
savings in Enron stock. I took the fact that the company matched our savings with only Enron
stock as a further endorsement of the stock as a safe retirement investment.

More recent statements made by Enron's top management, including e-mails from Ken Lay
about the company stock, also caused me to keep investing my savings into the stock. I remember
in the fall of 2000, Enron's top executives telling us at an employee's meeting and by company e-
mail that Enron's stock price was going to increase to at least $120 a share. When Mr. Skilling
resigned last August, Mr. Lay told us that the company was stronger than it had ever been.

Many people now ask why we and so many other Enron savings plan participants did not
diversify our savings accounts. My answer is that we were loyal Enron employees, proud to be
owners of what we were led to believe was a great company.

I would note that our decision to invest our retirement savings in our company appears,
from what I have seen in the newspapers and on television, to be the same as other employees in
many large companies in the United States like Procter & Gamble, General Electric and Coca-Cola.

Enron’s top management, who I now believe benefited handsomely from our commitment,
encouraged our stock ownership. Based on what we were told repeatedly by the men at the top, I
never dreamed that this disaster could have happened. We're not Wall Street analysts. I am sure
that most Enron employees manage their investments themselves like Karen and I did. The fact
remains, though, that good investment decisions require honest information. We all know now that
the information we were given was false.

We also have been asked about the lockdown of our savings account by the company in
October 2001. I received notification from the company approximately 10 days before the
lockdown that I would not be able to access my savings account for a period of about 4 weeks. I do
not know when the lockdown period actually began, but I do know at about the same time Enron
released some very damaging news about the condition of the company. By the time we were able
to access our account, our Enron stock was worth less than $10 a share.

The reason that Enron gave for the lockdown was to change plan administrators. What I
have still not heard explained was why the company proceeded with the lockdown at a time when
they had to know that this damaging information was going to come out and cause the stock price
to drop even more.

Karen and I had planned on retiring this coming June when I will be 59-1/2 years old. Our
plans were to move to the country and possibly start a small farm or ranch for disabled,
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handicapped or terminally ill children. Our idea was that this would allow these children's parents
to have some special time to themselves to strengthen their relationship, knowing their child would
be taken care of during this time.

We had planned on spending more time with our own family and grandchildren and caring
for our elderly parents. Karen and I had planned on spending more time together, fishing and
doing some traveling. We felt like we had enough money in our retirement savings to take care of
ourselves as we grew older so we would not be a burden on our children. Now that is all gone and
our children may need to take care of us.

I have lost nearly all of my retirement savings because of Enron's collapse. It appears I will
need to work for another 10 years or as long as my health holds out in order to support my family.
I just recently had surgery on my right hand so I can continue in my present capacity running
samples in the lab.

We're not alone in this, of course. The plant where I work has approximately 100
employees, and most of them had their 401(k) savings in Enron. There were five or six other
employees in my plant that also planned on retiring this year. Now they also will have to keep
working to support their families. I am sure our experience is the same as thousands of other Enron
employees. However, we are still more fortunate than some at Enron. We still have our jobs,
unlike many who worked for Enron. I have a strong faith in God, and I know that we will make it
through this.

You have been interested to hear about our experience and I appreciate your invitation to
appear before you today. As our lawmakers, I will tell you that I believe the law should protect
workers and their retirement savings from what happened at Enron. Companies must be
responsible for giving truthful information to their employees about their retirement investments.
Our loyalty and trust as Enron employees have been betrayed, and it does not look like we will be
able to recoup our losses from the company or others who are responsible. But we hope that our
experience and your work will prevent this from happening to others.

WRITTEN STATEMENT OF THOMAS O. PADGETT, SENIOR LAB ANALYST, EOTT
(ENRON SUBSIDIARY), BAYTOWN, TX — SEE APPENDIX B

Chairman Boehner. Thank you, Mr. Padgett.

Ms. Olson?
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STATEMENT OF CINDY K. OLSON, EXECUTIVE VICE PRESIDENT,
HUMAN RESOURCES AND COMMUNITY RELATIONS, ENRON
CORPORATION, HOUSTON, TX

Good morning. My name is Cindy Olson, and I am Executive Vice President responsible
for Human Resources and Community Relations for Enron. I am here to respond to questions
concerning the impact of recent events on the 20,000-plus participants in our benefit plans.

I don't feel, however, that I am able to address the bigger issue of how it came to pass that
our company fell so far so fast. One internal report has just been released and I know that this
Committee, other Congressional Committees, other government investigations, and ultimately the
courts will continue to investigate what went wrong at Enron.

I hope to help the Committee assess the consequences of Enron's demise for our employees
and retirees and their families. With me today is Mikie Rath, the Manager of Benefits. I hope we
can show you that the people who ran the benefits plans did the best they could with a very difficult
situation.

At Enron, we gave our plan participants many choices for their investment decisions. The
401(k) plan offered participants 20 different investment options for their retirement savings.

Mr. Chairman, I hope that my participation in this hearing and your investigation helps the
Congress as you consider legislation that can create better ways to protect the retirement plans of
workers. Such legislation perhaps could promote diversification, facilitate companies' ability to
provide better investment advice or include other appropriate steps that experts suggest. I will be
happy to answer any questions you have. Thank you.

WRITTEN STATEMENT OF CINDY K. OLSON, EXECUTIVE VICE PRESIDENT, HUMAN
RESOURCES AND COMMUNITY RELATIONS, ENRON CORPORATION, HOUSTON, TX —
SEE APPENDIX C

Chairman Boehner. Ms. Rath.

STATEMENT OF MIKIE RATH, BENEFITS MANAGER, ENRON
CORPORATION, HOUSTON, TX
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Good morning. My name is Mikie Rath and I'm the Benefits Manager at Enron. Like Ms.
Olson, I am appearing here this morning to answer your questions concerning Enron's tax qualified
retirement plans. As the person with the day-to-day responsibility for administering Enron's benefit
plans, I hope to explain the structure of our plan and the events surrounding Enron's transition from
Northern Trust to Hewitt.

As for the circumstances that led to Enron's downfall, my knowledge is limited to what I've
heard reported in the press.

Enron's 401(k) plan offers a menu of 20 investment options, including a diverse selection of
mutual funds, a Schwab account that functioned in many respects like a self-directed brokerage
account, as well as Enron stock. This benefit of company matching was added to our program in
1998. Participants are free to trade the investments they select in their 401(k) accounts on a daily
basis, including Enron stock. However, like many companies that provide these matching
contributions, Enron's plan design restricted participants from trading the company's matching
stock contributions until they had reached age 50.

Enron sought good service providers for its participants. After Enron outsourced its benefits
services in 2000, it became clear that Northern Trust had difficulty providing the level of service
that Enron employees demanded. In January 2001, Enron began searching for a new benefits
administrator, and after a Request for Proposal process, we selected Hewitt in May of 2001.

When large companies change 401(k) service providers, a temporary suspension of trading
in the plan is typically needed in order to allow account information to be reconciled by the old
administrator and accurately transferred to the new administrator's computer systems. This
temporary suspension, which is sometimes been referred to as a "lockdown" or a "transition
period," can take several weeks.

In Enron's case, Enron, Northern Trust and Hewitt worked together to shorten that time
period as much as possible without sacrificing the integrity of participants' accounts. Ultimately,
the trading suspension encompassed 11 trading days, from October 29th to November 13th, 2001.
Enron mailed a brochure to all participants some 3 weeks before the trading suspension, explaining
the transition and notifying participants of the temporary suspension. Enron employees with e-mail
accounts received additional reminders in the days leading up to the transition.

Unfortunately, as the Committee is no doubt aware, the commencement of the transition
coincided with certain bad news about the state of Enron's finances. We considered postponing the
transition, but found it was not feasible to notify more than 20,000 participants in a timely fashion.

As the Enron news continued to break, we on the plan's Administrative Committee again
considered stopping the transition. However, in addition to the problem of notifying participants,
we found it would actually take longer to reverse the transition than to finish it. Ultimately, we
worked with Hewitt to shave 1 week off the transition, and we implemented a process for notifying
participants of the early resumption of trading.
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I hope my testimony can be helpful to you, and I will be happy to answer any questions.
Thank you.

WRITTEN STATEMENT OF MIKIE RATH, BENEFITS MANAGER, ENRON
CORPORATION, HOUSTON, TX — SEE APPENDIX D

Chairman Boehner. We have a vote on the House floor and we have approximately 5 minutes
left. The Committee will stand in recess for approximately 15 minutes.

[Recess.]

Chairman Boehner. The Committee will come to order. We apologize to our witnesses for doing
our constitutional duty by going to the floor and voting.

With that, Mr. Peterson, you can begin your testimony.

STATEMENT OF SCOTT PETERSON, GLOBAL PRACTICE LEADER FOR
DEFINED CONTRIBUTION SERVICES, HEWITT ASSOCIATES,
LINCOLNSHIRE, IL

Mr. Chairman, Congressman Miller and Members of the Committee, I am Scott Peterson,
and I lead the Defined Contribution Services business of Hewitt Associates.

Let me say at the outset Mr. Chairman that we at Hewitt feel for those throughout the
country who have suffered these losses. Our team that serves Enron is based in the Houston area,
and some of the affected Enron employees and former employees are their friends, their family
members or their neighbors. We are therefore pleased to have the opportunity to assist this
Committee in its important responsibilities.

Hewitt is a leading provider of human resources outsourcing and consulting services.
Hewitt was selected by Enron to become the new record keeper for the Enron 401(k) plan in May
2001 after a competitive bidding process. The job of the record keeper includes maintaining the
plan's records and processing all transactions by plan participants, including contributions, changes
in investment elections and withdrawals.

Our role as record keeper of the Enron 401(k) plan is important but limited. For example,
we did not design Enron's 401(k) plan or determine the investment options to be offered. Those
and other discretionary decisions are matters for the plan's sponsor and its fiduciary to decide,
which in this case are Enron and its Administrative Committee. We also are not trustees of the
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plan.

Let me now turn, as the Committee has requested, to Enron's selection of Hewitt as the
record keeper for its 401(k) plan and the transfer of those responsibilities to Hewitt. Our team at
Hewitt had three basic jobs. First, we had to agree with Enron exactly what services we would
provide and how we would provide them. Second, we had to adapt Hewitt's record keeping
system, Internet and call center to the specific provisions of Enron's plan. Third, we had to receive
the participant data from the outgoing record keeper, place it on our system and verify its accuracy.

The date on which all of this work is completed is known in the human resources industry
as the "live" date. During the record keeper’s selection process in early 2001, Enron informed the
bidders that the live date would occur in October. After we had been selected, Enron designated
October 23 as the live date. As I will explain in a moment, this original live date was changed
twice as our work went forward.

Enron also designated a transition or blackout period that would begin on September 14th
and end on the live date of October 23rd. A blackout period has two elements. First, the outgoing
record keeper must complete final processing of participant activity and perform a final
reconciliation of accounts. Second, the new record keeper must receive the data, load it on its
system and verify its accuracy.

During a blackout period, participants have restricted access to their accounts. Under the
original timetable established by Enron, the blackout period had two phases. First, participants
would be subject to restrictions on certain paper-intensive activities, such as loans and withdrawals,
from the close of trading beginning on September 14th.

Second, changes in investment allocations would not be permitted during a shorter period
beginning with the close of trading on Friday, September 26th. Participants would again have full
access to their accounts and could change investments starting on October 23rd.

In mid-August, Enron informed us of certain plan changes. We told Enron that it would
take us an additional 2 to 3 weeks to accommodate these and other changes. Enron decided on a
new live date of November 20th. The blackout period was also rescheduled. Under the new
schedule, restrictions on loans and withdrawals would begin on October 19th. The blackout on
changes and investment allocations would begin at the close of trading on Friday, October 26th,
and end on November 20th.

On October 25th, almost a week into the first phase of the blackout period, Enron reached
out to their legal counsel, to us and to Northern Trust, the outgoing record keeper. They asked us
to consider and respond that afternoon to a few questions. These were primarily questions
involving the practical effects of shortening the blackout period. They also mentioned they could
bring the whole process to a halt and wait until the following February or March.

Later that day, based on the information we had, we responded to Enron's request for
information. We told Enron that we would, of course, assist them in implementing any decision
that they made. Later that same day, Enron informed us that there would be no scheduled changes.
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We have subsequently learned that Enron had been advised by its legal counsel that it should not
make any changes in the schedule. As a result, the restriction on changes in investment took effect
at the close of trading on the next day, October 26th.

Ultimately, we did accelerate the live date by a week to November 13th. We did so at the
direction of the Enron Administrative Committee at a meeting held the afternoon of November 1st,
after the plan's assets had been transferred to the new trustee that morning. We received the
necessary data to load on our system on Wednesday, November 7th, and we went live four business
days later on Tuesday, November 13th. Participants could make changes in their investment
allocations and request other transactions beginning on that day.

Thank you, Mr. Chairman. I would of course be pleased to respond to any questions that
you or other Members of the Committee have.

WRITTEN STATEMENT OF SCOTT PETERSON, GLOBAL PRACTICE LEADER FOR
DEFINED CONTRIBUTION SERVICES, HEWITT ASSOCIATES, LINCOLNSHIRE, IL
SEE APPENDIX E
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Chairman Boehner. Ms. Ghilarducci.

TESTIMONY OF DR. TERESA GHILARDUCCI, ASSOCIATE
PROFESSOR, DEPARTMENT OF ECONOMICS, UNIVERSITY OF NOTRE
DAME, NOTRE DAME, IN

Thank you for inviting me. I hope that I can help put the Enron situation in the context of
our Nation's pension policy and trends.

Employee benefits used to be a leveler. It used to be a part of pay that narrowed the gap
between the rich and the poor. Health insurance meant that the CEO and blue-collar worker had
the same access to a heart bypass surgery, and CEOs or the high-paid employees could not have a
pension unless that pension trickled down to blue-collar, or the rank and file workers.

But in the 1990s especially, that was reversed. The pension plans have actually contributed
to a widening gap between top earners and low-income earners. Pension coverage rates, and also
pension coverage rates for professionals like Mr. Padgett, have actually dropped. From 1978 to
1998, workers at the top, 78 percent, used to be covered by pensions, and now only 72 percent are
covered; and that is still the highest rate of all of the income quintiles. But in addition to pension
coverage falling, employer expenditures, which are a good proxy for pension quality, also fell. It
fell by a whopping 22 percent since 1978. So we have to ask ourselves, has pension policy failed?

Pension policy is tax policy. Pension plans exist because of their favorable tax-favored
status. The tax-favored status represents over $90 billion in taxes not collected. We all paid for
some of Enron's pension plan.

I want to add a footnote here. An under appreciated, under discussed and unintended
consequence of tax rate cuts is a reduction in incentives for employers to provide pensions and for
individuals to divert their earnings. In fact, it is estimated that a 1 percent drop in the income tax
rate, causes a 0.4 percent decline in pension coverage. In this context, Enron's 401(k) pension plan
collapse is not entirely idiosyncratic. It reveals the gradual erosion of the entire pension system,
and to us researchers and analysts this erosion is not very surprising.

The 1990s was the perfect storm for pensions to increase. We're all getting older, and 72
million baby boomers are getting older and presumably want more retirement security, rather than
cash. And times were flush in the 1990s, so the demographic and economic situation should have
predicted more pension coverage, not less. So what happened?

401(k)s happened. 401(k)-type plans have out shadowed the traditional defined benefit
plans. Enron used to have a traditional plan; long-term employees were bought out, and that
traditional coverage was folded into their 401(k) coverage.
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My research with my coauthors has shown that if a firm adopted a DC (defined
contribution) plan or the famous subset, 401(k) plan, in the '80s or '90s, it lowered its pension
contribution, its cost per participant, by 20 percent. In sum, though, there are several reasons for
the shift towards DC plans. I have concluded in my research that the primary reason is that they
are cheaper for employers.

Now that workers desire to have control over their own accounts certainly contributes to
this, but having control over your own account has some fatal flaws. One, Congress can't fix the
inherent flaw that workers chose the wrong year to be born. We could all turn sixty-five when the
financial markets are down for maybe a decade or so, like they were in the 1970s and perhaps the
way they are going to be now in the next ten years.

Congress also can't change our human nature that makes us bad investors, but also loyal
employees. We are overconfident and optimistic about our success and our employers' success.
We think that what just happened, like a healthy stock market, has a high probability of happening
more often than it really does. That's called the psychological state of saliency, and we usually
pick instant gratification over deferred. That's what it's called, deferred gratification.

In short, human nature is such that we buy high, we sell low and we trade too often. So
given this nature of ours, education can only go so far.

I'm going to emphasize just four pension reforms. I have two others that talk about
coverage, but today given the tone and subject of this hearing, I'll focus on two that increase the
transparency of how pension funds are administered and two that reduce the risks for workers who
have only 401(k)s as their pension.

First, I feel it's under appreciated that administrative fees have a very significant effect on
overall pension accumulations. Going to Hewitt, with no offense to my co-panelists, to have all of
the bells and whistles to manage the plans can actually cost an employee up to 20 to 40 percent of
their accumulated assets. If employers were required to pay for those administrative fees, because
401(k)s have been a structure in which those fees get passed on to employees and it's really hidden,
then I think employers would take more responsibility and be more accountable for the services
they provide.

In that vein, I also urge Congress to increase the transparency, or the way pensions are
administered, by requiring worker-employee representation on the pension and on the
administrative boards. I feel, and have for over fifteen years in my research, that if folks like Ms.
Olson and Ms. Rath had been regularly consulting employees' representatives, the scenario would
have been different. We are the only industrialized nation that does not require representation of
employees on pension boards.

My third recommendation, which refers to reducing risks, is that I urge Congress to restrict
the amount of sponsor equities or employer equities, in individual tax-favored retirement accounts.
I know it's controversial that there be such restrictions, but it is not controversial among academic
economists and academics in general. We all know it's unwise not to diversify, even workers know
that it's unwise not to diversify. But employees are loyal, and again their self-identity and self-
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esteem is tied up in how well they think their employers are going to do.

Fourth, as an advisory board member of the Pension Benefit Guarantee Corporation, I urge
Congress to require, require, because just urging probably won't matter, an investigation into ways
to reduce the risks of defined benefit plans.

In conclusion, I've argued that Congress should address that individual control of pension
accounts comes at a high probability of failure, and that pensions exist because employers and

employees want them and because taxpayers pay for them. Therefore, extending responsibility and
fiduciary responsibility to those folks who administer the plans makes sense.

WRITTEN STATEMENT OF DR. TERESA GHILARDUCCI, ASSOCIATE PROFESSOR,
DEPARTMENT OF ECONOMICS, UNIVERSITY OF NOTRE DAME, NOTRE DAME, IN —
SEE APPENDIX F
Chairman Boehner. Thank you all for your testimony.

Mr. Padgett, I really want to thank you for your willingness to come and tell the Committee
your story. How many years were you actually an employee? Or are you still an employee of the

Enron Corporation?

Mr. Padgett. I’ve been an actual employee for ten years. Enron took over the plant where I work
on January 1, 1992 and then they sold that plant to EOTT Energy on August 1, 2001.

Chairman Boehner. How long were you at that plant before Enron or its subsidiaries purchased
the plant?

Mr. Padgett. 1 was there about six months. I worked for Tenneco prior to that.
Chairman Boehner. And your age is?

Mr. Padgett. Fifty-nine.

Chairman Boehner. Fifty-nine.

Did you or any of your coworkers that you're aware of seek professional investment advice
for your 401(k) plan?

Mr. Padgett. No sir.

Chairman Boehner. Did you receive any information, or as I would describe it, investment
education from your employers or others talking about the need to diversify your account?
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Mr. Padgett. No sir.

Chairman Boehner. I certainly understand loyalty on behalf of employees and wanting to believe
in the company they work for and their desire to hold company stock.

I gave several examples yesterday of companies in my own area; and in many cases,
employees have done very well holding a vast majority of their 401(k) assets in their own accounts.
I think we have a situation here where not only the employees of Enron, but also the investors in
Enron were all led down a primrose path. I don't want to point fingers at what did or didn't happen.
I think time will tell. But I do appreciate your willingness to come.

What I'd like to do in this first ten minute segment that I have is to make sure that we have
all the facts on the table in terms of what the employee pension package, looked like. Then I’d
specifically like to get into the design and the options in the 401(k) plan. I'd like Ms. Rath to
answer most of these questions.

Could you give us a basic, broad-brush picture of what retirement plans and programs
Enron offers to its employees, such as defined benefit plans, ESOP, 401(k)?

Ms. Rath. Yes, sir. We actually have all three of those. We offer our employees a defined benefit
pension plan. We offer our defined contribution 401(k) plan, and for employees who were hired
prior to 1994, Enron had an ESOP plan.

Chairman Boehner. Can you describe briefly the defined benefit plan at Enron?

Ms. Rath. The defined benefit plan was changed to a cash balance formula beginning in 1996.
Prior to that, it was a traditional "final average pay" that rewarded years of service and was based
on age, years of service and salary.

We changed our formula to a cash balance formula. We grandfathered in everyone who
was in the final average pay to protect those benefits. Then, moving forward, we offered cash
balance formula, because our workforce was changing. A cash balance formula actually allows
people who work ten years to walk away with some benefits.

Chairman Boehner. What are the participation requirements for each of these plans?

Ms. Rath. We start vesting in each of these plans based on date of hire. The cash balance formula
requires a five year vesting, which is all or nothing. There is no partial vesting in that plan.

The 401(k) plan was changed in 1999 to require a one year vesting in the company
matching contributions.

Chairman Boehner. Can you outline the benefits of each of these programs?

Ms. Rath. For a participant? I want to make sure I understand.
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Chairman Boehner. Yes, for a participant.

Ms. Rath. The defined benefit plan is just one of many of the benefit programs that Enron offers.
It doesn't require the employee to participate. It's a company-provided benefit that the company
funds into a trust. Our defined contribution plan is the employees' option to protect their own
financial security. In other words, they can elect up to 15 percent of their salary to go into that
plan, either on a before-tax basis or an after-tax basis.

Chairman Boehner. On a percentage basis, what would be the overall size of the defined
contribution plan versus the defined benefit plan?

Ms. Rath. At the beginning of 2001, our 401(k) plan had assets in excess of $2 billion. Our
defined benefit plan had approximately $200 to $300 million in it.

Chairman Boehner. If we can turn to the 401(k) plan, where a lot of the attention has focused in
the last several months, can you outline the investment options available to employees in the 401(k)
plan?

Ms. Rath. Yes. We offer two stock funds, an Enron stock fund in a former company that we had
owned in 1999 as EOG. It used to be Enron Oil and Gas. We offered a stable value fund, which
was invested mostly in insurance contracts, which was the most stable investment fund. We had
ten different Fidelity funds, including some that were closed, like Magellan, in growth and income.

And in 1998, with the merger of Portland General's 401(k) plan with ours, Cowan
Investments had done an investment search, and we added six different funds that encompassed a
small cap growth fund and a bond fund and some of the Windsor funds, as well as a Vanguard S&P
that our employees wanted.

Chairman Boehner. And the company match was how much?

Ms. Rath. The company match began in 1998 in a tiered approach. In 1998, it was based on 2
percent of pay, so the company matched 50 cents on the dollar up to 2 percent of pay. It increased
in 1999 to 4 percent of pay. And then in 2000, to coincide with the merger of Portland General's

plan, it was 50 cents on the dollar up to 6 percent of base pay.

Chairman Boehner. So if an employee put 12 percent of their base salary into the plan, how
much would the company match?

Ms. Rath. Three percent.
Chairman Boehner. Three percent.

There have been a lot of discussions as to how much of the stock was in fact restricted. The
company didn't match before 1998, and you had a 401(k) prior to that; is that correct?
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Ms. Rath. We had the Enron 401(k) plan. When InterNorth and Houston Natural Gas merged in
1987, the plans became the Enron Corp. savings plan.

Chairman Boehner. Was there any match prior to 1998?

Ms. Rath. There was a match prior to 1997 in one of the companies, and I'm afraid I don't really
know all of the details of that, but yes, there was a match prior to 1987.

Chairman Boehner. But in a contemporary period, the real match began in 1988?
Ms. Rath. Yes.

Chairman Boehner. And we know the amount of that match, and that match was in Enron
company stock?

Ms. Rath. Yes.

Chairman Boehner. Can you outline the restrictions on that stock that was given by the company
to the employees?

Ms. Rath. Part of the plan design was that the company match would be invested and allowed to
be diversified at age fifty. That is fairly typical in ESOPs that are marginally invested in company
stock to allow diversification as an employee gets older and needs protection.

Chairman Boehner. Let's look at the total. How much company-provided stock, as a match,
existed in those 401(k) accounts on January Ist, 2001?

Ms. Rath. We had a total of about 60 percent, if I remember all of the numbers; and I would say
that probably a third of that was company match. The rest of that was employee contributions.

Chairman Boehner. All right. In terms of the match, how could the employees sell or diversify
the stock that was given by the company?

Ms. Rath. If they were over age fifty, we had an online system either through the Internet or a
voice response system that would enable employees to get on and just choose what funds they
wanted to move.

Chairman Boehner. I'm trying to determine with accuracy the amount of company stock that was
in fact restricted as a percent of the overall amount of company stock that employees owned.

Ms. Rath. I don't know that we have the statistics to know who was over age fifty, or who was
eligible to move that.

Chairman Boehner. All right. My time has just expired, and I recognize the gentleman from
California, Mr. Miller, for ten minutes.
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Mr. Miller. Thank you very much, Mr. Chairman, and thank you to all of the witnesses for being
with us this morning.

Ms. Olson, if I might ask you some questions, what is your educational background?
Ms. Olson. I have a bachelor's degree in accounting.
Mr. Miller. And you started with Enron when?
Ms. Olson. In 1979.
Mr. Miller. 1979. And your current title is what?
Ms. Olson. Executive Vice President of Human Resources and Community Relations.
Mr. Miller. And could you describe for us your job responsibilities?
Ms. Olson. Currently, I have responsibility for all of human resources, which includes benefits,
compensation payroll, and the business unit support of our HR generalists. I also have employee
communication, employee programs, community relations programs and also building
administration.
Mr. Miller. And you would report to whom in the corporation?
Ms. Olson. I report to the CEO and COO directly.
Mr. Miller. Directly?
Ms. Olson. Directly.
Mr. Miller. You were appointed to the Savings Plan Administrative Committee. When was that?
Ms. Olson. In January of 2001.
Mr. Miller. How was that determination made to appoint you?
Ms. Olson. I was actually asked by the Chairman, Jim Prentice, to join the Committee.

Mr. Miller. Isee. Okay.

When you joined that committee, were you apprised, I don't know if Enron has in-house
counsel, or others, of your fiduciary responsibilities as a member of that committee?

Ms. Olson. I don't recall being apprised by counsel. I know that Cynthia Barrow, the Director of
Benefits, indicated the responsibility, the fiduciary responsibility.
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Mr. Miller. And that was indicated as what? Did they describe that fiduciary responsibility?
Ms. Olson. To ensure the plan participants' investments were protected.

Mr. Miller. So it was explained to you that you’re responsibility was to the plan participants?
Ms. Olson. Yes.

Mr. Miller. And to the quality or the safety of their investments in that plan. Is that correct?
Ms. Olson. Yes.

Mr. Miller. Was that explained to you? Was it explained to you that that really is your sole
fiduciary responsibility?

Ms. Olson. Yes.
Mr. Miller. Is that your understanding?
Ms. Olson. That was my understanding.

Mr. Miller. It was reported information within the last couple of days, that in February and March
0f 2001, you sold some 20,000 shares of Enron stock. Is that correct?

Ms. Olson. Yes.
Mr. Miller. And you acquired those shares by what means?
Ms. Olson. That was part of my compensation.

Mr. Miller. So these were not stock options. This was stock that was given to you and you had
ownership of that stock?

Ms. Olson. No. They were stock options.
Mr. Miller. They were stock options?

Ms. Olson. They were stock options, and some were restricted stock. We received 50 percent
equity, 50 percent in restricted stock and 50 percent in stock options.

Mr. Miller. And those restrictions were what?
Ms. Olson. They had to vest based on the company's performance.

Mr. Miller. So sort of like a typical option, if the company did better, the price of the stock was
up. You had a chance to exercise whatever your option price was, but the company had to produce
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or perform?

Ms. Olson. Yes.

Mr. Miller. And then the other stock given to you was restricted in what manner?
Ms. Olson. That was based on company performance as well.

Mr. Miller. How were you able then to sell these 20,000 shares?

Ms. Olson. The restricted stock I could sell because the company had performed well. It was in
the top 10 percent of the S&P 500.

Mr. Miller. So it wasn't tied to stock performance? It was tied to the positioning of the company,
then? Is that what you're saying?

Have you read the Fortune Magazine article on Enron that was published in March of 2001?
Ms. Olson. I probably have.

Mr. Miller. Were you aware of some of the issues that were raised by reading that article, or prior
to that article?

Ms. Olson. Probably so.
Mr. Miller. Were you aware that the price of the stock was dropping during 2001?

Ms. Olson. Very aware. Everyone in the building was aware. We have a stock board in our
lobby.

Mr. Miller. Did you think about that in terms of your position on the advisory committee of the
plan?

Ms. Olson. | was aware of the stock dropping just like everyone else because of the stock board in
the lobby.

Mr. Miller. It is my understanding that in August, Sherron Watkins shared a memo with you
regarding her concerns with Enron. Is that correct?

Ms. Olson. Yes. She came to me and asked for my advice, if she should go to Mr. Lay.
Mr. Miller. Can I show you a copy of that memo and ask if that's what she shared with you?

Ms. Olson. She shared a one page memo with me.



117

Mr. Miller. Is this the document she shared with you?
Ms. Olson. The top page of this document, I believe, is the document she shared with me.
Mr. Miller. Do you have or are you in possession of a copy of this document?
Ms. Olson. The top page?
Mr. Miller. Yes.
Ms. Olson. I don't know that I kept the original document she gave me. About three weeks ago, 1
called Mr. Lay's office and asked to get a copy of the document, and I was sent this package with
the Vinson & Elkins report attached.
Mr. Miller. So you were sent the complete package? I don't know how many pages it is. What is
it, seven or eight pages? When you asked for a copy of the Watkins document, that's the document
that they sent you?

When was that?

Ms. Olson. That was a couple of weeks ago.

Mr. Miller. A couple of weeks ago. Were you aware of the issues raised in the additional pages to
the document?

Ms. Olson. No. I was not. When she brought me the document originally, it was the top page, and
I didn't have the capacity or the capabilities to determine if what she was saying in the memo was
accurate.

She also told me that she herself didn't know if these were technically right, and she wanted
to have someone else who had more knowledge of the financial situation look at her document.
That's why I sent her to Mr. Lay.

Mr. Miller. So your recommendation, I think this has been reported, was to forward this on to
Lay. Now, this document is unsigned, but you assumed that she was the author if she said she was
the author of this document?

Ms. Olson. I assumed so. She's the one that brought it to me in my office that day.

Mr. Miller. And do you know that it was forwarded to Mr. Lay?

Ms. Olson. Yes. I set the meeting up with Mr. Lay.

Mr. Miller. Okay. And what happened then?
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Ms. Olson. He met with her. I can't remember if she told me or Mr. Lay told me that he was
kicking off an investigation by Vinson & Elkins into her allegations.

Mr. Miller. And that document was when? In August, right?

Ms. Olson. The latter part of August.

Mr. Miller. Was the information in that document discussed in the advisory committee?
Ms. Olson. In the Administrative Committee?

Mr. Miller. Administrative Committee, excuse me.

Ms. Olson. No.

Mr. Miller. What was your reaction to the document?

Ms. Olson. I didn't know.

Mr. Miller. You didn't know what?

Ms. Olson. Ididn't know. I didn't know if what she was saying was true. She didn't either.
Mr. Miller. What was your reaction?

Ms. Olson. That she needed to go talk to Mr. Lay.

Mr. Miller. What would have been your reaction, if you thought it was true?

Ms. Olson. If1 had thought this was true, I would have asked counsel what my next move needed
to be.

Mr. Miller. But you didn't go to counsel?

Ms. Olson. I didn't know if it was true.

Mr. Miller. Did you raise it in the Administrative Committee?
Ms. Olson. No, I did not.

Mr. Miller. Why is that?

Ms. Olson. Because I didn't know if it was true. She herself told me she didn't know if it was true.
That's why she wanted an investigation.
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Mr. Miller. In the first page of the one page memo, she states, assuming she's the author of this,
that “she's incredibly nervous that we will implode on a wave of accounting scandals.” That has
been stated already on the public record.

She goes on later to describe the situation with Condor and Raptor deals in 1999 and 2000:
"we enjoyed a wonderfully high stock price, many executives sold the stock, we then try and
reverse or fix the deals in 2001, and it's a bit like robbing the bank in one year and trying to pay it
back 2 years later. Nice try, but investors were hurt, they bought $70 and $80/share looking for a
$120/share price and now they're at $38 or worse. We are under too much scrutiny and there are
probably one or two disgruntled 'redeployed' employees who know enough about the 'funny'
accounting to get us in trouble.”

Now, you're a fiduciary to the pension plan?
Ms. Olson. Yes, [ am.

Mr. Miller. And this doesn’t upset you? You're putting on your fiduciary hat in that part of your
job to raise these questions in the advisory committee, true or untrue?

Ms. Olson. She told me that she didn't know if her allegations were true.
Mr. Miller. I understand that, but the memo now exists in fact. It's been circulated in the
company in one fashion or another, either exclusively to you, or you don't know to whom else she
shared with this.
Ms. Olson. I am sorry what's your question?
Mr. Miller. My question is, now you have information that, if true, would directly, and obviously
did directly, impact on the value of the shares of stock in the pension plan. I guess what I'm asking
you is, in your fiduciary relationship whether or not you deemed it necessary to relay this
information and have some kind of discussion of this information in the advisory committee?

The next meeting would have been September, because these were monthly meetings?

Ms. Olson. Right. But she told me she didn't even know if the information was true.

Chairman Boehner. The Chair recognizes the gentleman from Texas, the Chairman of the
Subcommittee on Employer-Employee Relations, for ten minutes.

Mr. Johnson. Mr. Chairman, if I might ask unanimous consent that statements be made a part of
the record.

Chairman Boehner. Without objection, so ordered.
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Mr. Johnson. Ms. Olson, I'd like to continue with those questions if I might. You were a
fiduciary. As such, how often was the 401(k) plan audited, and by whom?

Ms. Olson. During the time when I was on the committee, I don't recall when the 401(k) plan was
audited.

Mr. Johnson. Was it ever audited?
Ms. Olson. I believe so, but I don't know that for a fact.
Mr. Johnson. The auditors didn't come through your office?

Ms. Rath do you know?
Ms. Rath. Yes, sir. I do know. The plans were audited every single year. The last two years we
were audited by Ernst & Young. The year prior to that we were audited by Arthur Andersen, and
the years prior to that, when I first joined Enron, we were audited by a minority firm called Mir,
Fox & Rodriguez.
Mr. Johnson. I see, and do those reports come to you after the audit is done?
Ms. Rath. Yes, sir. They do come to me and then they're filed with our 5500s.

Mr. Johnson. What was the date of the last audit?

Ms. Rath. We would have audited year 2000 plans in year 2001, to be filed with our 5500s that
we filed in October of 2001.

Mr. Johnson. October. And did they indicate any problems at that point?

Ms. Rath. The auditors would have probably not made a recommendation in their report as to the
status of the stock. They were just audited. Typically they don't order audit the investments. They
just order our processes and that were in place according to the laws.

Mr. Johnson. Ms. Olson, did you sell any stock after Mr. Skilling left the company?

Ms. Olson. No, I did not.

Mr. Johnson. Did that trigger anything as far as you were concerned? I mean, did you think about
making a recommendation?

Ms. Olson. Let me go back. I did convert my ESOP shares that I had held for several years in the
late part of November. I did sell those shares.
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Mr. Johnson. Were you doing that to protect yourself? Did you think about protecting the plan
for all of the employees at that time?

Ms. Olson. Actually, the reason I did it is because of the uncertainty of Enron at the time, which
everyone in the building knew. I just had remembered that I had forgotten to sell those ESOP
shares.

Mr. Johnson. But why was it important for you to sell them at that point?

Ms. Olson. It wasn't important. It was just something that I thought about doing when I saw all of
the uncertainty.

Mr. Johnson. You saw the uncertain what?

Ms. Olson. The uncertainty. We have televisions in the elevators and all over the floors. It was
clear in November that there were problems with Enron.

Mr. Johnson. Okay. So you knew there was a problem.
Well, as a fiduciary, why didn't you suggest?
Ms. Olson. In November we started meeting as an Administrative Committee in the beginning of
November on a weekly basis. We hired counsel, and we hired an independent financial adviser.
None of us knew for sure where the stock price was going. We felt like we needed someone
professional and independent to advise us.
Mr. Johnson. Okay. Do you know Robin Hosea?
Ms. Olson. I've heard of her.
Mr. Johnson. Did she work in your department?
Ms. Olson. She worked in the Benefits Department.
Mr. Johnson. Either one of you? Did she work in your department?
Ms. Rath. She was a member of the Benefits Department, yes, sir.
Mr. Johnson. That's under you?
Ms. Rath. She didn't report to me.

Mr. Johnson. But that department is under you.

Well, you know, according to the news reports, Enron's Senior Benefits Accountant has said
that $15 million was paid to friends of executives out of the 401(k) plan. That’s her. Can you
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comment on what those payments were and to whom they were made?
Ms. Rath. Any payment made from the 401(k) trust fund has to be reported on the 5500 filings,
and on those filings it requires us to list every single payment. There were no payments to

individuals on the 5500 audited financial statements.

Mr. Johnson. So no money, according to you, was diverted from the 401(k) plans, to your
knowledge?

Ms. Rath. No, sir. There was no money diverted.

Mr. Johnson. Okay. Do you know if any or can you estimate how many senior executives cashed
out during that period? Or do you have any idea?

Ms. Olson. No, I'm sorry I don't.
Mr. Johnson. Okay. I'm going to yield the rest of my time to Mr. Isakson.
Mr. Isakson. Thank you.

Ms. Olson and Ms. Rath, I'd be interested in the status of your individual 401(k)s. Have
you lost any money in your 401(k)s?

Ms. Rath. I haven't calculated what I've lost between any 401(k) and my stock options,
Congressman.

Mr. Isakson. Ms. Olson, do you know?

Ms. Olson. It's hard to calculate money. It depends on what point in time you're calculating that.
I have about 3,000 shares in the company match and the 401(k).

Mr. Isakson. What were the most shares you ever had?
Ms. Olson. Probably 6,000 or 7,000.
Mr. Isakson. Okay.

Mr. Padgett, other than your 401(k) experience, had you ever been an investor in the stock
market?

Mr. Padgett. No, sir, [ hadn't.

Mr. Isakson. Mr. Peterson, how many times have you been involved in your firm taking over the
administration of a plan?
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Mr. Peterson. Personally?

Mr. Isakson. Yes. Lots? A few?

Mr. Peterson. A few; probably seven or eight.

Mr. Isakson. Do you know of any case where a lockdown period was postponed?
Mr. Peterson. I can't think of a specific situation off the top of my mind.

Mr. Isakson. Do you know any company that cannot communicate with its workers within a
five day period of time?

Mr. Peterson. I'm not sure how to answer that, sir.

Mr. Isakson. In most corporations you've ever worked with, is the communication mechanism
between a company and their employees such that they can be communicated with in a few days?

Mr. Peterson. To active employees, I'd say yes.
Mr. Isakson. Okay.

Ms. Olson, on your written statement that you submitted, it says that you were removed
from the Executive Committee in early 2001, and it says in late January of 2002, you became
responsible for Human Resources again. All of the copies of minutes that we have from the
Administrative Committee from May 3rd through November 13th indicate you were not present.

I assume that's the period of time you were removed?

Ms. Olson. I was removed from the Executive Committee in late 2000, early 2001. And then just
two or three weeks ago, I've become a part of it again.

Mr. Isakson. Why were you removed?

Ms. Olson. Mr. Skilling and I didn't see eye to eye.
Mr. Isakson. Why were you reinstated?

Ms. Olson. I was asked by the current management.

Mr. Isakson. Mr. Peterson, Ms. Ghilarducci stated that your fees could constitute 20 to 40 percent
of a 401(k) plan. I believe that's what she said.

Am I correct, ma'am?
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Ms. Ghilarducci. No. If you have high fees, it can erode the accumulation by 20 to 40 percent. I
don't know what the Enron fees are.

Mr. Isakson. So your statement did not relate to Hewitt Associates?
Ms. Ghilarducci. Right.
Mr. Isakson. Okay.

Mr. Peterson, what percentage could your fees contribute in erosion?
Mr. Peterson. I'm sorry. Are you using the numbers that [ have? I'm going to answer the
question slightly differently. I don't intend to be changing it. Generally in a plan like this, our fees
are a function of the number of people we're serving, not the assets in the plan. So it can vary

depending on the average balance per person.

With that as background, I'd say for a mature 401(k) plan, often our fees run about ten basis
points of assets.

Mr. Isakson. Ten basis points?
Mr. Peterson. One-tenth of 1 percent.

Mr. Isakson. So the record should reflect that the distinguished Professor's statement was a
general statement, not relevant to Hewitt. Is that correct?

Ms. Ghilarducci. Hewitt or Enron, right.
Mr. Isakson. Mr. Padgett, what are your plans?

Mr. Padgett. My plans are to continue to work as long as my health holds out. Our plans for
retirement are no longer plans.

Mr. Isakson. Given what you've been through, how are you now planning for whatever that
retirement will be in the years that your health allows you to work?

Mr. Padgett. Well, we're continuing to put 15 percent every month in our 401(k) plan, but it's not
going in Enron stock.

Mr. Isakson. It's diversified?
Mr. Padgett. It's going into a mutual fund absolutely.

Mr. Isakson. Have you sought any advice?
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Mr. Padgett. From?

Mr. Isakson. On where to put that?

Mr. Padgett. No, sir.

Mr. Isakson. Mr. Chairman, I think my time is about to expire, and I yield back.

Chairman Boehner. The Committee will break. We have two votes on the House floor, and

considering that we may be here for some time this afternoon, you might want to grab something to
eat. The Committee will resume its deliberations and stand in recess until 12:30 p.m. today.

[Recess.]
Chairman Boehner. The Committee will come to order. It is 12:34 p.m. We will resume our
deliberations. The gentleman from California, Mr. Miller, is recognized for ten minutes.
Mr. Miller. Thank you, Mr. Chairman.

If I might continue, Mr. Chairman, Ms. Olson, you mentioned that you were well aware of
what happened to the Enron stock, and that everybody in the building was aware of it. It sounds
like there was a fair amount of tension in the building during the course of the slide of Enron, and
obviously with the flow of information.

Did you ever discuss this in the committee, in the Pension Administrative Committee?

Ms. Olson. Yes. That is why we retained counsel and started looking for a professional financial
adviser for the committee.

Mr. Miller. When was that?

Ms. Olson. In the first part of November.

Mr. Miller. You asked counsel for what purpose?

Ms. Olson. We wanted someone independent to advise us on what we needed to do.
Mr. Miller. What has their advice been?

Ms. Olson. They continue to look at this, and the corporate counsel is working with them right
now.

Mr. Miller. With all due respect, the advice would not be worth much today.
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I don't understand. I guess the term fiduciary relationship is a strict relationship. When you
went on the committee, you were advised that this was for the purposes of the employees, and the
relationship ran to the preservation and the protection of the assets of the fund.

During the entire course of events, was there ever a suggestion that maybe Enron stock
should be sold to preserve the assets of the fund?

Ms. Olson. That is why we hired the attorney for the committee and an investment adviser, to ask
their independent recommendations.

Mr. Miller. So every time you made a recommendation that is how you did it?

Ms. Olson. The situation was very tenuous. We wanted outside counsel and an outside
independent financial adviser to help us.

Mr. Miller. You haven't received any advice from that effort yet?
Ms. Olson. Not final advice, no.

Mr. Miller. Let me go back to the memo. You say you did not know whether it was true or not
true. Did you give the memo to this financial counsel?

Ms. Olson. No.

Mr. Miller. You know, in everyday life, whether you are the FBI or a Member of Congress,
people bring you facts. Again, in your fiduciary relationship, how did you make that determination
as a member of the Committee, not as an Enron employee, that you did by suggesting that the
author go to Mr. Lay. I am talking about your fiduciary relationship to the plan.

Ms. Olson. I didn't know whether the allegations in that memo were accurate or not.

Mr. Miller. I know that. I know that. But you now possess a piece of information that may or
may not be accurate. Should it be accurate, it would be devastating to the assets of the plan. You
are a fiduciary of that plan. Don’t you get a sense that you should have discussed this within the
plan because you would have to take some action?

Ms. Olson. No. Ididn't know if the memo was accurate or not.

Mr. Miller. I know you didn't know if the memo was accurate or not, but you had that
information.

Ms. Olson. It was information that was not substantiated.
Mr. Miller. I understand that. But if substantiated, it had an immediate and devastating impact on

the plan. I believe you have an obligation, and you may not agree with me, to investigate as a
fiduciary of the plan that information, independent of Mr. Lay. Mr. Lay was not a fiduciary to the
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plan; you were. It is a very difficult position you have.

Listen, I empathize here. You were wearing two hats, one of which is, I think, almost
impossible to wear in your position. You are a major corporate officer and you have a fiduciary
relationship to the plan, which is about the employees' assets. I am not sure that that is a situation
that people can function in.

So you felt there was no requirement under your fiduciary relationship to raise this?

Ms. Olson. No, not in this case. Like I said, I didn't know if the memo was substantiated.

Mr. Miller. You keep saying that. The next logical step of any person would be to find out rather
quickly if it was or was not substantiated if you were protecting a $1 billion fund.

Ms. Olson. It was in the hands of Mr. Lay and Vinson & Elkins.
Mr. Miller. It was in the hands of Mr. Lay. He had no fiduciary relationship to the fund. That is
the inconsistency in this position. But that was not the only piece of information you had. You had
whatever conversations you had with people in the building, in the company.

You were having a falling out with Mr. Skilling, was that correct?

Ms. Olson. Not at that time.

Mr. Miller. Not at that time. You had the information from the Fortune Magazine piece. What
were the discussions on the Advisory Committee?

Ms. Olson. We hired an investment advisor.

Mr. Miller. You hired an independent counsel in November?

Ms. Olson. The first part of November.

Mr. Miller. That was done where, at the September meeting?

Ms. Olson. At the November meeting, we hired independent counsel.

Mr. Miller. How many independent meetings were you present at?

Ms. Olson. I can't recall.

Mr. Miller. Do we have those documents? These were the same documents Mr. Isakson had.

In the May meeting, you are listed as not present. On the front page of those, the first one,
is that May?
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Ms. Olson. May.
Mr. Miller. Then the next one is what month?
Ms. Olson. August.
Mr. Miller. You were listed as not present?
Ms. Olson. Right.
Mr. Miller. What is the next one?
Ms. Olson. October.
Mr. Miller. You are listed as not present.
Ms. Olson. Right.
Mr. Miller. What was going on?
Ms. Olson. I can't recall. There were a lot of things going on.
Mr. Miller. And this is what was happening to the stock?
Ms. Olson. That was why there were a lot of things going on.
Mr. Miller. You were not at the Advisory Committee.
I would like to ask you a question of Ms. Ghilarducci.
I think it is virtually impossible that this committee could exercise a fiduciary relationship,
and I guess you can conclude that from our remarks. If this committee said, we want to sell the
pension plans' Enron stock that is a message so devastating to the company and on Wall Street that

it would be almost impossible for a major employee wearing a fiduciary hat to exercise that duty.

Ms. Ghilarducci. That's right. Those fiduciary responsibilities require that if you think something
will hurt the beneficiaries of the fund, the participants, they should have sold the stock.

So many pension funds have this dual-hat problem. A standard way that they deal with it is
to always have independent counsel or employee representatives, or there might be two
independent counsels, so they fight with each other. But Enron might be idiosyncratic in that they
did not really straightforwardly recognize the conflict problem and do something about it.

I am also a trustee and a fiduciary on a large pension fund, and we have independent
counsel.
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Mr. Miller. I just think that is the bottom line, here. The lockdown period and all the rest is
interesting, but you have a group of individuals who are Enron employees, and they give and take
of all of the politics of any big structure, either corporate or the Congress or what have you.

And to walk in and to suggest that they should sell the stock at 38 or 24 or 12 or at 9 is, I
think, threatening to their careers and to their livelihoods. That is why I say I don't envy the
position you were put in, but I think it is an impossible position. I think it runs against the interest
of the employees in the pension plan that is in that situation if you do not have employee
representation or you do not have independent counsel or you do not have independent members of
that board.

We have so-called independent members of the board of directors for that reason. Now we
find out that many of them were conflicted financially. But that is the theory, that somebody is
watching the store, because people have this crossed interest.

Ms. Ghilarducci. Right.
Mr. Miller. Ms. Olson, you talked to an attorney or somebody about your stock, and it is reported
that he said you were too emotionally wrapped up in this stock and you had to diversify and sell.

That is the reason; I believe you testified to that.

Ms. Olson. That, along with the fact that I had been taken off the Executive Committee and I was
looking at leaving Enron.

Mr. Miller. You were personally making a whole series of fiduciary relationships with respect to
yourself, but they were not exercised with respect to the fund.

Ms. Olson. It was my personal investment portfolio that was not diversified.

Mr. Miller. I think that would be the same relationship that the employees would like to think you
exercised on their behalf but did not. Thank you.

The Chairman. The gentleman's time has expired.

The Chair recognizes the gentleman from North Carolina, Mr. Ballenger, for five minutes.
Mr. Ballenger. Thank you, Mr. Chairman.

I would like to ask any members of the Enron employee group the following questions.
Enron used stock to fund you all, not necessarily with money, but with their own stock. They
backed up all these secret partnerships and so forth with stock. They used stock like it was water.

Was there any knowledge on your part that they were authorized by some vote of the

stockholders or anybody else to issue all this stock? What kind of stock was it? Where did it come
from?
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Ms. Rath. Congressman, the stock that funded the 401(k) match came from treasury shares.
Mr. Ballenger. Was there an authorization for a number of shares in that treasury?

Ms. Rath. I wouldn't know that. That would have to come from someone in our treasury
department.

Mr. Ballenger. You know, when the Condors got in trouble, they also pulled out 200,000 or
300,000 shares to cover the debt that was there. It is like they can issue any stock at any moment.

Unless I am mistaken, that is not the law. Generally speaking, the law states that in order to
have treasury stock to issue any time you want to, you have to have a vote of the stockholders to
permit this.

You all were all stockholders?
Ms. Rath. Yes.
Mr. Ballenger. Were you ever questioned about voting to allow the board of directors to do this?

Ms. Rath. All participants in the qualified plans that owned shares were sent proxy cards for each
annual board of directors meeting; depending on how many shares they were voting.

Mr. Ballenger. When they send you a proxy card they should legally send you the description of
what is going to come up at the directors meeting.

Ms. Rath. Yes, sir, they did.

Mr. Ballenger. Did they say we authorize another 5 billion shares of stock to be offered at any
time it becomes necessary?

Ms. Rath. Quite honestly, I would have read the summary card, but I don't know that I can
honestly tell you that I read through the entire thing.

Mr. Ballenger. All I am saying is if they issued the stock and offered the stock to you as
stockholders working with your 401(k), and they also used that same 300,000 or 400,000 shares to
back up these partnerships that were in financial trouble, at least that is what I read in the news
media, it would appear that not only the stockholders that worked at Enron were being misled and
maybe illegally used. But also, there is a possibility that every stockholder in the United States was
being misused. That is just me reading something into it that I hope is not there, but it sure appears
that way.

Ms. Olson, I hate to see you always have to be the one to answer questions, but you happen
to have been in the position for a long time. You were put on the committee in 2001 and taken off
again. When did you go on and when did you go off?



131

Ms. Olson. The Administrative Committee?
Mr. Ballenger. Yes.

Ms. Olson. I was on the Administrative Committee starting in January, 2001. I am still on the
committee.

Mr. Ballenger. But at one time you were taken off.

Ms. Olson. No, I was talking about the Executive Committee of Enron. I was put on the
Executive Committee of Enron in 1999 and removed from that committee in late 2000 early 2001.
I can't remember exactly. It was the end of the year.

Mr. Ballenger. How many members were on the Executive Committee of Enron?

Ms. Olson. Approximately twenty.

Mr. Ballenger. Each one of them had fiduciary responsibility of some sort?

Ms. Olson. The Executive Committee of Enron was the Executive Committee of the company.
The Administrative Committee is the committee for the plan participants.

Mr. Ballenger. Okay. Sherron Watkins was an accountant but had not been there a great length of
time like you had?

Ms. Olson. I don't believe she had been there as long as I had.

Mr. Ballenger. Was she in the line of command? She obviously was probably below you. Where
did she rank?

Ms. Olson. She was one of the 400 vice presidents that we had at Enron.
Mr. Ballenger. You were a vice president?

Ms. Olson. I was an executive vice president.

Mr. Ballenger. That made you the top vice president, I guess?

Ms. Olson. Not the top.

Mr. Ballenger. Could the Administrative Committee sell stock? Did you have the authority to do
that?

Ms. Olson. Yes. We didn't feel like we had the total responsibility to do that. That was one of the
reasons we went and got independent counsel.
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The Chairman. The gentleman's time has expired.

The Chair recognizes the gentleman from New York, Mr. Owens, for five minutes.
Mr. Owens. Thank you, Mr. Chairman.

I have been here for twenty years almost, and I was here when the savings and loan swindle
took place. Most Americans don't know that the taxpayers were out $500 billion. That fact has
been hidden from them. In the end, it cost more than $500 billion, and the taxpayers paid the bill.

Most of those transactions were dealt with in terms of civil wrongdoings, and civil penalties
were imposed. In some cases, they fined individuals, and due to technicalities in the law, | have
read recently that some of those individuals who had to pay financial penalties are suing now to get
some of their money back. But most of them did not go to jail.

Mr. Padgett, do you and the rest of your colleagues consider this situation that you find
yourself in, where you have been victimized, as the result of a series of unfortunate accidents, or do
you think there has been a racketeering swindle here?

Mr. Padgett. Well.

Mr. Owens. If that puts you on the spot, you don't have to answer.

Mr. Padgett. 1 won't say it puts me on the spot. I have my own personal opinions, but as far as
being able to answer that according to the law.

Mr. Owens. Let me phrase it another way: Are any of your colleagues who have been swindled,
demanding prosecutions of anybody at this time, do you know? I know there are some class action
suits going forward, but is anybody demanding some prosecutions?

Mr. Padgett. Not to my knowledge.

Mr. Owens. Thank you.

I would like to ask Ms. Rath, how many shutdowns has Enron had in the last ten years;
shutdowns of the pension fund?

Ms. Rath. We have had two blackout periods in the savings plan since I have been there.
Mr. Owens. Did any occur during the period when the price of stock was rising?
Ms. Rath. The one prior to this one was in July of 1999.

Mr. Owens. Both times the stock was going down? In July of 1999, it was already on the decline,
right?



133

Ms. Rath. [ don't remember, quite honestly, what the stock price was then.

Mr. Owens. It went up to 90 at one point, right? It was declining. We have charts here which
show it was declining at that time. So in both cases, the stock was going down. In periods where
the stock was going up there have been no shutdowns.

Ms. Ghilarducci, you have put your finger on something I would like to have explained in
more simple detail. You said that taxpayers subsidize pension funds. Can you explain that in
simple terms that we who are not economists and mathematicians can understand?

Ms. Ghilarducci. That is hard if you are an economist, but I will try.

If you get a dollar in pay, you have to pay tax on that dollar. If you divert that dollar into a
pension, you get an exemption from your income tax. It is deferred. You have to pay it when it
comes out. We pay for it by not collecting taxes on money diverted and the investments that they
earn on those funds.

Mr. Owens. We have had many debates on pension funds in the last ten years on this Committee.
At all times, the majority of Republicans have insisted that this is really the money of the
corporations. The Federal Government should not interfere. That has been the song over and over
again.

So we have a situation where we have retreated from regulation and involvement and
protection of the citizens because of this insistence that this is really the corporations' money, but
the taxpayers have a stake here?

Ms. Ghilarducci. Yes.
Mr. Owens. Let me ask one other question.

Ms. Ghilarducci. Yes.

Mr. Owens. You said that there is a high probability of 401(k) failures. When did that wisdom
come into being? How long have we known there is a high probability of failure?

Ms. Ghilarducci. From the very beginning.

Mr. Owens. From the very beginning?

Ms. Ghilarducci. Yes. Academic economists in pension policy knew they were much more risky
than defined benefit plans, but no one really talked that way because 401(k) balances were going up

along with the stock market. So the risk involved in those plans has been there from day one.

Mr. Owens. We all know they are more risky, but you said a high probability of failure?
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Ms. Ghilarducci. Right.

Mr. Owens. Has there been some information that substantiates that this has been in existence for
some time?

Ms. Ghilarducci. That is the analysis. They have higher fees. Human nature is such that people
will trade incorrectly. There is also a high probability that you retire at a time that the markets are

not doing as well. It is a matter of luck, as well.

Mr. Owens. Did I hear you also say that ours is the only industrialized nation that does not require
employee representation?

Ms. Ghilarducci. Yes. Yes.
Mr. Owens. In other industrialized nations, I suppose the corporations can out vote the employee
represented on the board, but at least the employee is there as an observer in most of the pension
plans in other nations. Is that what you are saying?
Ms. Ghilarducci. Yes. 1did a survey a couple of years back, and so has the World Bank. It is
surprising. In about half the countries, the employees represent half of the trustees, and in this
country, 8 percent of pension plans have joint trustees. Those are the ones that unions and
management negotiate jointly. So we have experience here.
Mr. Owens. Thank you.
Mr. Castle. [Presiding.] Thank you. I yield myself five minutes.

Let me offer my sympathy to you, Mr. Padgett, and to a lot of other Enron employees and
employees in other parts of the country who have had problems with things like this, too. Our goal

is both to find out what happened at Enron, and to find out how we can solve these problems.

Mr. Peterson, you indicated that in the management of Hewitt there is a ten basis point
charge, which would be one-tenth of 1 percent, is that correct?

Mr. Peterson. Excuse me. The point that I was trying to convey was the fee that Hewitt &
Associates charges for administration.

Mr. Castle. Are there other charges?
Mr. Peterson. There are typically fund management fees, as well, not part of Hewitt.
Mr. Castle. Are there funds within the pension plan that may have their own charges?

Mr. Peterson. Probably in the neighborhood of ten basis points.
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Mr. Castle. Ms. Ghilarducci, when you say that fees of 20 to 40 percent caught your attention, I
thought you were applying that to Enron, but you were not as it turned out later.

Ms. Ghilarducci. Right.

Mr. Castle. I assume the ten basis point fee is probably in the realm of reasonable. Can you
confirm that, or not?

Ms. Ghilarducci. Certainly. The Department of Labor, I have to refer you to them, has done
extensive research on what the fees are, what is common, and the fact that they are growing.

Mr. Castle. I'm just trying to find out if in your judgment ten basis points is a relatively fair fee.
Ms. Ghilarducci. That is a small fee. That is a small part of earning in a plan.

Mr. Castle. I understand that.

Ms. Ghilarducci. Enron would seem to have much higher fees.

Mr. Castle. Do you know of any fees they have besides mutual fees, and the administrative fees?
Are there other fees in Enron?

Ms. Ghilarducci. I don't know about Enron.
Mr. Castle. There might be other fees?

Ms. Ghilarducci. The lawyer they hired, the independent counsel, would probably be counted as a
fee on the form 5500. Practices vary.

Mr. Castle. Let me ask this question of either Ms. Rath or Ms. Olson, about the switch to Hewitt.
Why was the switch made?

Ms. Olson. The switch was made to Hewitt from Northern Trust because of the service level that
we were getting from Northern Trust.

Mr. Castle. Was it just a service question or an investment question?

Ms. Olson. There was also a consideration for the cost of the service, as well. Mikie was actually
the one that was on the ground working that. She probably can answer that in more detail.

Mr. Castle. Ms. Rath?
Ms. Rath. We were very concerned about our service level. It had deteriorated, and I was

working with Northern Trust pretty consistently to see if we could salvage that relationship over
the period of years that I have been there.
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When we realized that their technology would not support what we were requiring for
24,000 participants in a $2 billion plan, we started looking at other providers. We selected Hewitt,
and if you don't mind, I can tell you that we saved over $700,000 a year on our fees.

Mr. Castle. It was really an administrative decision? You were not too worried about the choices
of mutual funds or Enron stock or anything of that nature? Is that what you are saying here?

Ms. Rath. Absolutely true. Callan Associates, who was our investment adviser, helped us select
our funds, so we were pretty sure that our funds were in good order. We were looking for
administration and technology.

Mr. Castle. Okay. Let me go back to you, Ms. Olson. I get a little confused between Executive
Committees and Administrative Committees and some of the committees you have referenced.

You seem to have been in a position where you were talking to other people or helping run
aspects of the company, if not the company itself. I didn't really understand this when you were
answering questions. The page we are referring to is the first page that says, "Dear Mr. Lay" that
has other pages attached to it, but you only saw that first page, is that correct?

Ms. Olson. Initially when Sherron Watkins came to me she showed me the first page.

Mr. Castle. Right. It does bother me, frankly, that in reading that first page, it didn't raise a lot
more flags than it did. I know you have already testified to this, and I know I am going over old
ground. But the bottom line is that somebody in a position of authority, particularly with respect to
pension plans and even their own stock, who would see this would probably have asked more
questions or been pretty panicked.

You have indicated that she told you that she was not even sure if this was all true. I have
heard you say that several times. But I have to tell you that I am still surprised that you would not
have reacted to the point of talking to others. Did you speak to anybody else about this at that time
or any time thereafter?

Ms. Olson. Absolutely. I set up the meeting with Mr. Lay. I felt like it was serious enough.

Mr. Castle. Did you speak to any of the committees that you were on, the Executive or
Administrative Committees?

Ms. Olson. No.
Mr. Castle. Did you share it with anyone else other than Mr. Lay?
Ms. Olson. No. The only other person I spoke to about this was Mr. McMahon. Mr. McMahon

was running the Global Products Group at the time, and Sherron Watkins had gone to him, as well.
He had encouraged her to go to Mr. Lay.
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Mr. Castle. My time is up. I am going to ask you one question and that will be the end of my
time.

Did it occur to you, even though it was potentially unfounded information, but had the
ability to impact tremendously upon the value of Enron stock and even the future of the
corporation, to share it with anyone else other than the two individuals you have named, Mr. Lay
and Mr. McMahon, such as the full committee, or to call it to anyone's attention?

Ms. Olson. No, because Mr. Lay and Vinson & Elkins were looking into it. I felt it was in good
hands with them, and if there were something wrong, they would tell us.

Mr. Castle. I accept your answer. | am not sure I totally agree with it, but I accept your answer.
Mr. Kildee?
Mr. Kildee. Thank you, Mr. Chairman.

I am puzzled, too, by the fact that you did not follow through on this letter from Ms.
Watkins because it was unsubstantiated. If you were to receive a note saying that there was an
explosive under the front seat of your car, you would check that out, would you not?

Ms. Olson. More than likely, yes.
Mr. Kildee. I know I would. I think any prudent person would.

While this was not an explosive underneath the front seat of your car, which you would
have checked out, I'm sure, as you have indicated, the word "implode," that "this thing is going to
implode" is on the front page of this letter.

It seems to me that there was a certain dereliction of not following through on this. I get
mail and I have received mail through the years, and just with the first glance of it, I immediately
check out the issue raised. I think this was a responsibility of yours to share this with other people
on the Administrative Committee, as you would have checked out a report that there was a bomb or
explosive under the front seat of your car. It was your responsibility to those people.

Ms. Olson. I felt like by giving it to Mr. Lay and the Vinson & Elkins investigation, that was my
responsibility.

Mr. Kildee. That is one of the problems we have here. You, in your capacity at Enron
Corporation, are the fiduciary for the workers whose money is entrusted to you, and you are also an
employer of Enron Corporation.

In reporting to Mr. Lay, you only acted upon one of your responsibilities. You reported to
Mr. Lay. But your responsibility as fiduciary, to my mind, was not followed through on at all. The
Administrative Committee should have been alerted to the fact that you had received something
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unsubstantiated.

I have had threats on my life in my twenty-six years in Congress. I always turn those over
to somebody. I have a responsibility to myself. You had a responsibility to other people. I find it
baffling, and I can understand the conflict there, the inherent conflict of interest, but I cannot justify
that you get information and only discuss it with your employer, not those whom you are really
sworn to protect.

I find that very baftling, very disturbing. I want to trust my fiduciary, and not have my
fiduciary just report to her employer, but also report to those who trust her to carry out her
fiduciary responsibility.

May I ask Ms. Ghilarducci is there some way that we can craft legislation, first of all, to
make sure that this inherent conflict we have here does not take place? Can we change Federal law
on that, and does the President's proposal go far enough?

Ms. Ghilarducci. Other countries realize that corporate executives and pension trustees are often
the same person and they have an inherent conflict. The way other countries deal with that is to put

equal representation of employees on the board, in recognition that both have a stake.

The President's proposal does not talk about joint administration. We have experience in
this country where that two-hat problem is solved, and that experience has been good.

Mr. Kildee. Let me ask you this question, too, because you are an expert on this and you also
function this way.

I have the highest voting record of anyone in Congress, so I attend meetings. The only
reason | was not here yesterday was because I had two hearings scheduled at the same time. But if
the fiduciary in charge were to miss about half of the meetings of the Administrative Committee
within a year, is that malfeasance, misfeasance, nonfeasance, or what?

Ms. Ghilarducci. There is nothing in Federal law that says how many committee meetings you
have to go to, but the standard interpretation would be considered malfeasance and neglect.

The Chairman. Thank goodness there is no Federal law in having to attend a committee meeting.
Mr. Kildee. It would be considered malfeasance, by missing about half the meetings?

Ms. Ghilarducci. Oh, yes.

Mr. Kildee. Thank you, Mr. Chairman.

The Chairman. The Chair recognizes the gentleman from Texas, Mr. Culberson, for five minutes.
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Mr. Culberson. Thank you, Mr. Chairman. I represent west Houston and many hundreds if not
thousands of Enron employees who have lost their jobs, as well as their life's savings.

I wanted to ask if you could give me an estimate, in your opinion how many employees at
Enron lost their jobs and most, if not all, of their life's savings.

Ms. Olson. Are you asking me?
Mr. Culberson. Yes, just ballpark.

Ms. Olson. As you probably know, over 4,000 people walked out of that building on December
2nd or 3rd and lost their jobs.

Mr. Culberson. How many lost most or all of their life's savings or most of their 401(k)s?
Ms. Olson. I don't have an estimate for that. I don't know if Mikie does or not.

Ms. Rath. We don't have an estimate of how many people lost, because it is very difficult to tell
when people were actually buying stock. As of January, we still had 1,400 employees buying
Enron stock at 39 cents, so it is difficult to know because of the daily environment who actually
lost or who was just trading.

Mr. Culberson. Okay, thank you.

Could you also please tell us for the record who to your knowledge participated in the
decision to make the transition to Hewitt and begin that blackout period? Who participated in that
decision, and why was that decision made to transfer to Hewitt and trigger this blackout period
when employees could not trade or move their stock around in their 401(k)s? This question is for
both you and Ms. Rath, please.

Ms. Olson. The decision to not stop the transition was at a meeting including Mikie and myself,
the director of benefits, and also our corporate counsel. And that decision was made based on the
fact that we could not get information to all the plan participants that we were going to stop the
transition in time, partially because of the anthrax issue. We as a nation were looking at that. And
we had over half of the participants outside of the building all over the country, so that was the first
meeting where we considered stopping the transition.

The next meeting we considered stopping the transition was the Administrative Committee
meeting, where we had Hewitt present. We determined at that point that we could probably speed
up the transition and finish it faster than we could stop it.

Mr. Culberson. So the only people involved in that decision were who again?

Ms. Olson. Myself, Mikie, Cynthia Barrow, the Director of Benefits, and Pat Macken, who was
our Counsel.
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Mr. Culberson. The notification that went out to employees of the impending blackout period
included the e-mails which the Committee has been provided copies of. I believe there is one dated
September 27, 2001, and I am confident you have copies of these. Another is dated October 16th,
one is dated October 22nd, and one is dated October 26th.

Have you seen these e-mails? Are these accurate reproductions of those e-mails that were
sent out to company employees?

Ms. Rath. The e-mail from September 27th was not sent out from the Enron benefits department.
Our first e-mail went out in mid October, the 16th or 17th, and then we sent another e-mail out the
following week, and then two e-mails on that Friday, the 26th.

Mr. Culberson. These e-mails, though, are accurate copies, and you can verify the authenticity of
these to the best of your personal knowledge?

Ms. Rath. Yes.

Mr. Culberson. Did Enron use any other method of notifying employees of the pending blackout
period, other than the e-mails?

Ms. Rath. Oh, definitely.
Mr. Culberson. What were those?

Ms. Rath. We sent out a tricolor, trifold color brochure to all of our participants because we do not
have any way of notifying our 13,000 inactive participants of savings plan changes as we make
them. So our policy has always been to mail to employees' homes, or participants' homes using the
U.S. Postal Service. So we did that the first week of October.

Mr. Culberson. I understand that there were thousands, as you have already testified, of people
who lost their jobs and many who lost their life's savings as a result of the collapse of Enron.
During this time in which the 401(k) plan was locked down, I understand there was also a deferred
compensation plan known as a rabbi trust.

I wanted to ask if during this period of time in which the average employee was locked
down and unable to make any changes or withdrawals from the 401(k), did any of the senior
executives at Enron make any withdrawals from the deferred compensation plan known as the
rabbi trust, and if so, who were they and how much did they withdraw?

Ms. Rath. I am actually not an expert on the deferred compensation, but I can tell you that it was
linked to the 401(k) plan, and both of those plans were moving together from Northern Trust to
Hewitt. So for the particular blackout period and transition, it would have also been in transition
from Northern to Hewitt at the same time.

Mr. Culberson. Ms. Olson, could you answer that question, please?
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Ms. Olson. I am not aware of the deferral plan, either. That is in another area. That was in
another area. I am not sure of that particular time frame.

Mr. Culberson. Okay.

There is, I understand, under the securities code section 16(b) which designates that there
are certain executives of the company that are responsible for corporate policy issues and trading
activities, and if they do not fall under that classification, their trading activity is not reportable.

Do you know whether or not any of the most highly compensated traders at Enron were
classified as people whose trades would not be reportable, and do you know if any of those people

exercised options in 2001 to get out of their 401(k) plan?

Ms. Olson. I'm sorry, I was not responsible during that time frame for that. I don't have that
information.

The Chairman. The gentleman's time has expired.
The Chair recognizes the gentleman from New Jersey, Mr. Payne, for five minutes.
Mr. Payne. Thank you, Mr. Chairman.

Ms. Olson, I was just looking at your attendance results from May to December. Did you
get to the December 2nd meeting?

Ms. Olson. I can't remember.

Mr. Payne. It makes it either a 60 percent absence, and if you didn't make December, it is 70
percent since May. I guess it is easier to remember the meetings you went to.

Let me just say also during the time you missed 70 percent of those meetings the stock went
from $81.39 to $.40, if you were at the December 2 meeting. However, at the same time, you were
fortunate to get some expert advice, and you were able to sell, or I guess get $6 million on some of
your sales. Was that correct?

Ms. Olson. From 1996 through 2001, that is correct.

Mr. Payne. Okay. I thought I had something that said that much of this sale was done in 2001. I
have something that says that "she," meaning you, sold "$6.5 million in Enron stock in 2000 and
early 2001.”

Ms. Olson. That was from 1996 through 2001. That was the total for those years.

Mr. Payne. Okay, and your company does not have any sort of policy regarding the two meetings
that you missed? Miss and you are off? I mean were you ill then, or do you remember?
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Ms. Olson. I just don't remember.
Mr. Payne. Did you see Oliver North when he did the Iran Contra hearings?
Ms. Olson. No.

Mr. Payne. If you get a chance to review it on the History Channel, you ought to do that, because
he was something else, too. He didn't remember a thing.

Now, you had the Hewitt group come in. When did they come in as the auditors or
whatever?

Ms. Rath. We transferred assets and record keeping functions to Hewitt beginning November 1st.
Mr. Payne. Of2001?

Ms. Rath. 2001.

Mr. Payne. When did the Northern Trust become your auditors, or the plan executors?

Ms. Rath. They were our record keeper beginning in late 1993, early 1994, when our 401(k) plan
went from a monthly-valued plan to a daily-valued plan.

Mr. Payne. And the previous company you mentioned happened to be a minority firm, and they
were terminated in 19937

Ms. Rath. I'm sorry; I thought you were asking me about our record keeper.
Mr. Payne. No, I am talking about Northern Trust that was the overall administrator of your plans.
Ms. Rath. Yes.

Mr. Payne. They could not keep up, their computers were too slow, they were unsatisfactory, you
talked about how bad a job they were doing, and therefore you changed companies.

Ms. Rath. Yes.

Mr. Payne. [ was just wondering about the company that served previous to the Northern Trust.
Ms. Rath. It was before me. I have no idea who was before Northern Trust.

Mr. Payne. Okay. I just wanted to mention to the gentleman, Mr. Padgett, that I really am very
sorry and disturbed that your whole fortune was lost, especially because of the unintended

consequences you mention: that you were going to retire; you were going to get a little farm; you
were going to try to help handicapped children, to relieve parents of handicapped children. Your
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parents, I'm sure they are getting older, and you wanted to spend a little more time to care for them.

Mr. Padgett. Actually, Congressman, my mother passed away January 2nd, and my step dad
passed away January 19th.

Mr. Payne. I am really sorry to hear that.
The thing I am trying to bring out is that in this whole thrust for greed and this Midas touch-
kind of society we are living in today, not only are you injured, but also some children out there

that may have been helped by what you would have provided.

You were satisfied, you worked hard, you just wanted to have a little peace and quiet and
spend a little time with your wife and do a little fishing, just simple things.

Mr. Padgett. Absolutely.
Mr. Payne. But also to make a real difference in the lives of some other people who are stressed
and need a little break. So, you see, this downward spiral effect is almost like Dante's Inferno.
This is the seventh level of purgatory. What I have heard from some of these witnesses is
distasteful, it is disgusting; and the arrogance of "we cannot remember," or the flip way that we just
have no recall, and it was only $6 million in two years rather than four years. This is really what is
gnawing at this great country: greed; people's insensitivity; the whole question of "give me my
thing and let the rest go, wherever it might end up.”

Before my time expires, I want to say that once again, our hearts go out to you.

Mr. Padgett. Thank you, Congressman.

Chairman Boehner. The Chair recognizes the gentleman from Texas, Mr. Johnson, for five
minutes.

Mr. Johnson. Thank you, Mr. Chairman. Good to see you all back.

Ms. Rath, we talked about audits done each year. What was done with those audits? Were
they given to you and were they reviewed by you?

Ms. Rath. They were reviewed by me, yes, sir.
Mr. Johnson. What was the result of your review?

Ms. Rath. My review was just to make sure that everything was stated correctly from a textual
standpoint. I didn't review all the numbers.

Mr. Johnson. You indicated that the auditor made no recommendations is that true? Most of the
audits I have seen, they provide a recommendation with them.
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Ms. Rath. We had one year where our audit firm, I don't remember whether it was this past year
or the year before, didn't recommend that we change record keepers, but they strongly suggested
that there were problems with Northern Trust. I don't remember the exact words of the letter, but
there was definitely some caution in there.

Mr. Johnson. Do you recall what the problem was with Northern Trust?

Ms. Rath. The problem that was consistent was getting accurate data from their system. We had
problems with an IRS audit for the same reason, and problems with our plan audits. It was pulling
data out of that system that was inaccurate.

Mr. Johnson. Really? How do you account for that?

Ms. Rath. Northern Trust would have to account for that fact.

Mr. Johnson. They did it for you?

Ms. Rath. They did it for us. It was their computer systems.

Mr. Johnson. To your knowledge, did the Administrative Committee review those audits?

Ms. Rath. To my knowledge, the Administrative Committee did not review the audits.

Mr. Johnson. The buck stopped at your desk?

Ms. Rath. The buck stopped at my department, yes, sir.

Mr. Johnson. Okay. I ask about payments from the 401(k) plans to executives, and you indicated
you didn't know of any from the 401(k) plans. Were there any payments to the executives from
any of the other benefit plans such as health plans or other plans that you might have?

Ms. Rath. In my capacity, I reviewed the ESOP plan and the pension plan and the savings plan
only. Our health plans were audited, but I couldn't speak to what payments were made from those
plans.

Mr. Johnson. Out of the three you mentioned, there were no payments made. Is that true or false?

Ms. Rath. We followed the guidelines pretty carefully, sir. I am pretty sure there were no
payments made except those that were required to be made.

Mr. Johnson. Is it, in your opinion, possible that it could have happened without you knowing
about it?

Ms. Rath. I cosigned letters authorizing the trust to make payments, so I didn't authorize or sign
any letters to any individuals other than plan providers.
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Mr. Johnson. Thank you. I appreciate that.

Do you know, Ms. Olson, what the level of concern about the company's stock performance
was in the Administrative Committee, which you were on, I understand?

Ms. Olson. Yes, absolutely. That is why we went out and hired counsel and a financial adviser.
We did have a concern.

Mr. Johnson. But you hired counsel and an adviser. Was that to protect yourselves, or was it to
help the people in the plan?

Ms. Olson. It was to help the people in the plan, to advise us what we needed to do.
Mr. Johnson. What was their advice?

Ms. Olson. They haven't come back with specific advice yet.

Mr. Johnson. Come on.

Ms. Olson. They haven't.

Mr. Johnson. When did you ask for that counsel?

Ms. Olson. We started working with them the first part of November.
Mr. Johnson. They still haven't come back to you?

Ms. Olson. No.

Mr. Johnson. Are you paying them?

Ms. Olson. I think so.

Mr. Johnson. Can you tell us who your legal counsel was?

Ms. Olson. Cal Courtney.

Mr. Johnson. Okay. Did they ever give you any advice about Enron's performance, or did they
just walk off in the dark and say, we will see you later?

Ms. Olson. We hired FTI, and they are the financial adviser that is working on giving us advice at
this point.

Mr. Johnson. Okay. I see my time has expired, Mr. Chairman. Thank you for the questioning.
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Chairman Boehner. The Chair recognizes the gentleman from Indiana, Mr. Roemer, for five
minutes.

Mr. Roemer. Thank you, Mr. Chairman.

Mr. Padgett, how much money did you start out with in your 401(k) account?
Mr. Padgett. How much did I start out with?
Chairman Boehner. How much did you get up to, finally?

Mr. Padgett. At December 31, 2000, it was $615,000 approximately. At the highest point of the
stock, it was probably $675,000.

Mr. Roemer. When it was at $675,000 what was the stock worth?

Mr. Padgett. About $90.

Mr. Roemer. Today your 401(k) is worth how much?

Mr. Padgett. Probably less than $5,000; I have not calculated lately. It kind of makes me ill.
Mr. Roemer. I don't blame you.

Ms. Olson, what is your 401(k) account worth today? Or what was it worth at its high peak,
as Mr. Padgett's, and what is it worth today?

Ms. Olson. At the high peak it was worth around $800,000. It is worth around $400,000 today.

Mr. Roemer. You lost about half the value of your 401(k), and Mr. Padgett lost $600,000, almost
everything. How do you explain that?

Ms. Olson. Because I had some of my 401(k) in stable asset and not Enron stock.

Mr. Roemer. So you had stock outside of just purely the Enron stocks?

Ms. Olson. I took advantage of one of the other options.

Mr. Roemer. Did you sell stock, though, as you walked into the building? You mentioned
previously in your testimony that signs are flashing everywhere in the lobby that show what the

stock is worth and TVs are on everywhere.

Were you selling Enron stock all the way through, since you received the memo from
Sherron Watkins?
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Ms. Olson. No. The last options that I exercised were in March of 2001.
Mr. Roemer. When did you get the memo from Sherron Watkins? When did she walk in?
Ms. Olson. Sometime at the end of August of 2001.

Mr. Roemer. She gave you this memo, and you didn't do anything with your stock after you saw
this memo?

Ms. Olson. I did sell 3,000 shares of my ESOP, which I have had since 1992.

Mr. Roemer. Was that just a personal decision you made to do that? Did you discuss that with
friends or a stockbroker or personal advisers, or did you just decide to sell?

Ms. Olson. It was the few days before it was imminent, according to the media that we were going
to file bankruptcy, so I moved my 3,000 shares of ESOP to a stable asset in the 401(k).

Mr. Roemer. Yet Mr. Padgett, who was totally exposed with Enron stock, does not receive any
kind of advice. He is not seeing the Enron board flashing the demise of the company, he is off in
another part of the Enron Corporation, and he loses everything.

How did Mr. Lay react when you gave him the memo that Sherron Watkins had given you
saying that there was something seriously wrong with Enron?

Ms. Olson. Actually, she took the memo with her to meet with Mr. Lay. I had set up the meeting,
and she gave him the memo.

Mr. Roemer. So you called Mr. Lay and said, “Ms. Watkins has a serious concern, serious enough
to set up a meeting with you. I think you should meet with her”?

Ms. Olson. Yes. I said that I thought he should meet with her.

Mr. Roemer. It was serious enough to meet with Mr. Lay, but not serious enough to act on in your
role as a fiduciary for the rest of the people like Mr. Padgett?

Ms. Olson. The reason Ms. Watkins wanted to meet with Mr. Lay was for him to kick off an
investigation to determine if her allegations were accurate. That is what Mr. Lay did.

Mr. Roemer. But the allegations were serious enough for you to call the CEO of the company,
who you report directly to, and say, “You should sit down and meet with her,” yet you did not
attend meetings to do something about that serious concern and try to help the rest of the
employees?

Ms. Olson. I believed that it was in the hands of Mr. Lay and Vinson & Ellis and it would be
handled that way.
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Mr. Roemer. Did you follow up with Mr. Lay then, and ask, “How did the meeting go with Ms.
Watkins? Should we do anything, Mr. Lay? We have a lot of exposed employees here. What
should we do, Mr. Lay?” What did she say to you, and do you think there is some kind of veracity
and accuracy in this memo?

Ms. Olson. Mr. Lay or Ms. Watkins, one of the two, let me know they were kicking off an
investigation of Vinson & Elkins.

Chairman Boehner. The gentleman's time is expired. The Chair recognizes the gentleman from
Georgia.

Mr. Roemer. Mr. Chairman, I would hope that we could continue to pursue some rounds on this,
and again I appreciate the time.

Chairman Boehner. The Chair recognizes the gentleman from Georgia, Mr. Isakson.
Mr. Isakson. Thank you, Mr. Chairman.

Ms. Ghilarducci, I appreciated the four-point recommendations that you made. I wanted to
ask you about one of them. As I remember it, one of your recommendations was that there be
some type of legal limitation on the percentage of a 401(k) plan that could be in the company's
stock. Is that correct?

Ms. Ghilarducci. Absolutely.

Mr. Isakson. Let me tell you the foundation for my question so it does not appear to be a loaded
question. I'm always worried that we in Congress let the pendulum go too far the other way, and,
because of a terrible incident, end up prohibiting a lot of very positive things.

By way of example, yesterday in his testimony Mr. Miller's posted some 20 companies and
the percentage of their company stock that was in 401(k) s. One of them was Home Depot, which
happens to be a company founded in my district and a company that I know a lot about from its
founders. The chart is not here today, but I believe it showed that 74 percent or thereabouts of
Home Depot's 401(k) plans were in Home Depot stock.

Now, my recollection of the Home Depot success story was that in its early days it used
company stock contributions and encouraged investment in company stock in the 401(k) as an
incentive to build a company, because the workers actually had equity. The story, if I remember
correctly, is Home Depot made millionaires out of thousands of their employees because it was the
employee’s work that produced the great success story.

I completely understand forced diversification by a capitated corporate plan could have
possibly protected Mr. Padgett to the extent whatever that capitation was on Enron stock. I also
realize had he been an employee of Home Depot, it would have prohibited him from significant
earnings.
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So here's my two-part question. If the Congress got into that type of recommendation or it
was offered, do you think in your learned opinion that it ought to be a provision that employees
should be informed of and could opt out of instead of it being mandatory across-the-board? That
would cause the employee to be informed, and it would cause them to make conscious decisions.
Would you think that would serve the purpose of employee protection, while not preventing them
from benefiting from the honorable efforts that are true in this country?

Ms. Ghilarducci. Iappreciate the question. I've thought about it quite a bit, and in my testimony I
notice that that employee would be conflicted. So to put in less than they want would seem
disloyal and so they would be conflicted.

When the Studebaker workers lost their pension in a town I happen to live in now, Congress
saw fit to restrict the investments or mandate diversification in defined benefit plans to 10 percent.
I know there are celebrity companies that have a high percentage of their employee stock into
401(k)s, but on average it's about 15 percent. So I do think there should be a mandate, because the
employee with just education has too many other conflicting urges not to take good advice.

Mr. Isakson. I know you used some individual psychology in your explanation. So your response
is that to some of the employees the appearance of disloyalty in their minds would force them to

waive the 20 percent prohibition and go ahead and put more in. Is that correct?

Ms. Ghilarducci. Some employees, though, would realize they could be loyal to the company and
also be diversified in their fund.

Mr. Isakson. I want to ask this question. In the end, though, isn't the integrity of the management
of the company the ultimate decider in that factor? And by that, I mean if a company would make
an employee feel intimidated and not loyal because they didn't waive the mandatory diversification,
it might be the same type of a company that would have purported to be in far better shape than it
really was. Isn't that probably true?

Mr. Isakson. Oh, the Enron-type situation would be an exception?

Mr. Isakson. No. The point is the integrity of the management ultimately would be the decider.

Ms. Ghilarducci. I know you want yes or no, and I think it depends.

Mr. Isakson. We don't ever answer yes or no, so I can understand why you wouldn't. I yield back,
Mr. Chairman.

Chairman Boehner. The gentleman's time is expired.
The Chair recognizes the gentleman from New Jersey, Mr. Holt, for five minutes.

Mr. Holt. Thank you, Mr. Chairman.
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Ms. Olson, the Chairman and Mr. Roemer and others have made much of the fact that you
took this memo in August seriously, or at least seriously enough to set up a meeting with the CEO
of this corporation whose time I'm sure was precious. And yet you didn't take this to your advisory
committee that had a fiducial responsibility for looking at the assets of the employees.

You also said that you had, it sounded to me, at best, casual introduction to your fiducial
responsibilities. No one sat you down. No lawyer met with you. No official from an outside
agency presented you with a course or even a booklet on your fiducial responsibilities. Is that true?

Ms. Olson. Not that I can recall.

Mr. Holt. So it sounds like it was at best casual. At least it didn't make much of an impression, if
it existed at all.

Is there anything that would have helped you exercise your fiducial responsibilities if it had
existed earlier, perhaps in regulation?

Ms. Olson. Potentially more information.

Mr. Holt. Okay. Did your group ever talk about the need, the desire to provide investment advice
but you felt constrained because the ERISA regulations prohibited a provider offering investment
advice?

Ms. Olson. We didn't talk about that in the Administrative Committee, but the benefits department
spent a lot of time trying to push diversification within the company. A lot of the brochures and
materials were sent out to employees, and we also held a benefit fairs. Several years ago we had
some actual investment seminars, but in the benefits area, we always felt like there was a fine line
that we shouldn't cross with respect to providing independent investment advice to our employees.

Mr. Holt. Thank you.

Ms. Ghilarducci, is there anything in practice or theory that suggests there's a reason why
executives should have different rights to adjust their portfolios, just to buy or sell, or to have
different lockout periods than workers?

Ms. Ghilarducci. No.
Mr. Holt. And with regard to the percentage of company stock in a parent company, you said all
academic experts in the field would agree that there should be some limit. Could you say a bit

more about that?

Ms. Ghilarducci. Oh, yes. Despite Mr. Boehner saying that I've come here a lot, I only came here
once before, and there was a panel of academic experts.

Chairman Boehner. It must have been because you're so memorable.
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Ms. Ghilarducci. You were here, too. There was a whole panel of us on very different spectrums
of economic ideology and methodology, John Shoven from Stanford, and we all agreed that there
should be some diversification in retirement plans because those are tax deferred and they're for
long-term savings. The productivity issue that was raised is really produced by Congress through
the ESOP plans and that's different.

Mr. Holt. Okay. Mr. Peterson, I see the time is moving along, so, just quickly, who would have
the most motivation to provide genuine balanced investment advice to employees? And what
would give an advisor the appropriate motivation to provide it?

Mr. Peterson. Maybe I can answer with an example of what Hewitt & Associates does in our own
plan. We've made investment advice available to our associates through an independent provider.

Mr. Holt. And what provides the motivation to do that?

Mr. Peterson. That provider, they have no other relationship with us or with any of the investment
managers.

Mr. Holt. And who pays them to do it?
Mr. Peterson. Hewitt Associates does.
Mr. Holt. And why does Hewitt pay them to do that?
Mr. Peterson. I think it's just supporting the notions we've been talking about here this morning of
having this be something that Hewitt Associates has decided is appropriate for our people, for our
employees.
Chairman Boehner. The gentleman's time is expired.
The Chair recognizes the gentleman from Ohio, Mr. Tiberi, for five minutes.

Mr. Tiberi. Thank you, Mr. Chairman.

Mr. Padgett, we heard a little bit about your situation. You've been with Enron ten years, I
understand?

Mr. Padgett. Yes, sir. Ten years, but with thirty years credited service.

Mr. Tiberi. Thirty years credited service. And you lost, according to Mr. Roemer's question,
$600,000 in your 401(k) plan?

Mr. Padgett. I lost a little over $600,000.
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Mr. Tiberi. During your ten years with Enron, were you provided with stock options as Ms. Olson
was?

Mr. Padgett. Yes, we were. In 1994, 1 believe it was, Enron granted hourly paid employees some
stock options.

Mr. Tiberi. And so you were offered stock options?

Mr. Padgett. Yes.

Mr. Tiberi. Have you exercised those stock options?

Mr. Padgett. 1 exercised a portion of the first grant to buy my wife a new vehicle, and the rest of
them I left in there because I had until 2004 before they expired. So with all that management was
telling us as far as the price of the stock going up, I felt like I'd leave them there until it got even
higher.

Mr. Tiberi. When did you exercise the portion?

Mr. Padgett. The portion I exercised was in 2000, I believe.

Mr. Tiberi. What was the worth of the stock then? Do you recall?

Mr. Padgett. The stock was worth I want to say $80-something a share.

Mr. Tiberi. And how much did you cash out, how many shares?

Mr. Padgett. I cashed out about 800 shares.

Mr. Tiberi. And how much was that worth at the time?

Mr. Padgett. Oh, gosh, about $60,000.

Mr. Tiberi. And how much stock do you have remaining?

Mr. Padgett. I've got about 2,150 shares left of that first grant. They also gave us two other
grants. One, I don't remember the exact dates, was when the price of the stock was about $83 or
$86 a share. I believe that was in 2000. Then when the stock dropped to $36 a share, they gave us
another grant at $36 a share. So it probably gives me a total of around 3,000 shares of stock
options.

Mr. Tiberi. And what is the value of that today?

Mr. Padgett. Zero. Worthless.
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Mr. Tiberi. Ms. Olson, you were a member of the Administrative Committee for Enron. That's
been established today. What would you say your role was as a member of that committee?

Ms. Olson. We saw our role as threefold: to ensure that the 401(k) had adequate investment
options, to monitor the pension investments, and to take any grievances.

Mr. Tiberi. As a member of the committee, do you believe the committee had a role in designing
the plan, and, if not, who designed the plan?

Ms. Olson. The board of directors was in charge of plan design.

Mr. Tiberi. Could the committee add or subtract options?

Ms. Olson. The committee could recommend changes to the plan design.
Mr. Tiberi. And the final authority was with?

Ms. Olson. The final authority was with the board of directors.

Mr. Tiberi. How often did the committee, during your period of time with the committee,
recommend changes?

Ms. Olson. During that period of time, I didn't see any recommendations coming from the
committee.

Mr. Tiberi. Did the committee offer or recommend to the board any design with respect to Enron
stock?

Ms. Olson. No.

Mr. Tiberi. It never did while you were there. Did the committee, other than walking through the
building and watching the TV or in the elevators, have a formal role in monitoring Enron stock?

Ms. Olson. I don't believe so.
Mr. Tiberi. So you did not monitor Enron stock as a committee?
Ms. Olson. Not as a committee. Each individual, I'm sure, monitored Enron stock.

Mr. Tiberi. Did the committee ever discuss informing Enron employees about allocation of Enron
stock in their plan?

Ms. Olson. No. I don't recall us ever discussing that.
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Mr. Tiberi. And the committee then also never talked about providing information to Enron
employees about diversification in their plan?

Ms. Olson. I don't recall discussing that as a committee. We did as a benefits department.
Mr. Tiberi. But not the Administrative Committee?

My time is almost expired. Ms. Rath, as a benefits department, what did the committee
determine was the appropriate role for your office in providing information about diversification?

Ms. Rath. My office would monitor recent legislation. We would monitor employee requests, and
then we would either make recommendations to the Administrative Committee to consider, or we
would be asked by the Administrative Committee to do certain functions or to provide information
to them.

Mr. Tiberi. I have just one final question.

Chairman Boehner. The gentleman's time has expired. The Chair recognizes the gentleman from
Massachusetts, Mr. Tierney.

Mr. Tierney. Thank you, Mr. Chairman.

Ms. Olson, back in the period between the last month of the year 2000 and March of 2001,
you testified I think yesterday that you sold 83,000 shares of Enron stock for $6-1/2 million.
Correct?

Ms. Olson. No. Over those years I sold $6-1/2 million from 1996 through 2001.
Mr. Tierney. And was there a period of time when your sales were heavier than others?

Ms. Olson. Yes, in late 2000 and 2001.

Mr. Tierney. Now, did you get any advice from somebody as to whether or not to hold your
shares in Enron or to diversify or to sell?

Ms. Olson. Yes.

Mr. Tierney. Who did you go to for advice, somebody within the company or someone outside?
Ms. Olson. I went to someone outside the company.

Mr. Tierney. And who in particular would that be?

Ms. Olson. His name was Dean Lane with Compass Bank.
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Mr. Tierney. And is advising his business, or is he just a friend?
Ms. Olson. No. He's in the business of advising.
Mr. Tierney. Why did you go to such an individual outside the company?

Ms. Olson. I was thinking about leaving the company. I'm close to fifty. My husband and I were
looking at retiring, and we just felt like it was important to take a look at our financial position.

Mr. Tierney. What was going on in the company at that time that led you to think that you had to
worry about whether you held your stock in the fashion it had been held for some period of time or

change that plan?

Ms. Olson. It wasn't what was going on with the company. It was what was going on with me
personally in the company.

Mr. Tierney. When you met with your advisor, what did you share with him about the condition
of Enron at that time?

Ms. Olson. It was a great company. I thought the stock was going to go up.

Mr. Tierney. And yet, regardless of that comment, he still advised you to diversify?

Ms. Olson. Yes. He said [ was way too emotionally involved in my stock and he had had other
clients in similar positions with Compaq and Lucent stock. He highly advised me to think about

diversifying.

Mr. Tierney. Okay. Mr. Padgett, did you have anybody advising you as to whether or not to hold
your Enron stock or to diversify?

Mr. Padgett. No, sir. Not to my knowledge.

Mr. Tierney. You did have communications, however, from Mr. Lay and others within the
company about holding the stock or about investing in the stock?

Mr. Padgett. Yes, sir. We were constantly encouraged to invest in the stock.

Mr. Tierney. And how were you encouraged? Was it oral communication or written in some
form?

Mr. Padgett. It was usually through e-mail communications.
Mr. Tierney. I've read in the testimony and in comments that you made elsewhere that you

thought at some point in time the company may have changed or deleted some aspects of the
e-mail.
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Mr. Padgett. It appears so.

Mr. Tierney. How does it appear that the company altered the e-mails that led you to keep your
investments in Enron stock?

Mr. Padgett. 1 don't know if I understand the question or not.

Mr. Tierney. Well, the indications were that you thought the e-mails had been altered in some
regard.

Mr. Padgett. Some of the e-mails had been deleted.

Mr. Tierney. Entirely.

Mr. Padgett. From my e-mail computer, they were.

Mr. Tierney. From your memory, what were the contents of some of those e-mails?
Mr. Padgett. They were conditions or statements of the company.

Mr. Tierney. Such as?

Mr. Padgett. Such as the company was in great shape.

If I remember correctly, one of the e-mails was from Mr. Lay and stated that the company
was in the best shape it's been in years.

Mr. Tierney. And did other individuals within the company give that advice in addition to Mr.
Lay?

Mr. Padgett. Yes, sir.

Mr. Tierney. And who were they, if you remember?
Mr. Padgett. Mr. Horton.

Mr. Tierney. What's his position?

Mr. Padgett. 1 don't know exactly what his position was. I think at one time he was CEO of our
division, which was the clean fuels division.

Mr. Tierney. At any time, were you ever provided with access to a non-conflicted adviser,
somebody that could advise you with respect to your holdings that didn't have a simultaneous
interest in Enron?
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Mr. Padgett. No, sir, not to my knowledge.

Mr. Tierney. Do you think, Mr. Padgett that having a non-conflicted adviser would have been of
use to you with respect to how you maintained your retirement account?

Mr. Padgett. Yes, sir. I believe it would have. I believe it would have given me more
information to work with.

Mr. Tierney. And obviously I think from the circumstances you just indicated, that getting advice
from somebody that's conflicted with the company wasn't very useful to you at all, was it?

Mr. Padgett. No, sir it wasn't.

Mr. Tierney. And you relied on that conflicted advice, obviously, to your detriment.

Mr. Padgett. Absolutely. We trusted management. We trusted the company.

Mr. Tierney. Thank you. Well, point that out. My time is running out. The sole purpose of that is
the one individual here who had contact with a nonconflicted adviser managed to diversify her
portfolio and do substantially quite well. You, on the other hand, did not have anything except for
conflicted advice, and only you suffered from that.

Part of the legislation the Administration proposed would in fact support the Chairman's
bill, another bill that would allow for conflicted advice. Many of us, Mr. Padgett, have had to
believe that advice is great, it ought to be provided, but it ought not to be conflicted. There's no
reason at all for conflicted advice. I think that you're the poster child for that, unfortunately.

Mr. Padgett. Absolutely.
Mr. Tierney. Thank you.
Mr. Johnson. [Presiding] Thank you.
Ms. Woolsey, could I ask one question?
Ms. Woolsey. I suppose.
Mr. Johnson. Bless your heart. You're a sweetheart.

Mr. Peterson, a witness before the Senate committee complained that the blackout period

lasted longer than November the 13th for some plan participants. Do you know anything about

that? Can you discuss those difficulties?

Mr. Peterson. No, sir, I can't. The services we were providing were available starting on
November 13th.
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Mr. Johnson. Do you know, Ms.Rath?

Ms. Rath. No, sir. We had sent out a postcard to all of our participants telling them to either
watch the Internet or call a recorded line so that we could notify them of the early date.

Mr. Johnson. So, according to your information, there was no extension.
Ms. Rath. No extension. We went live the morning of November 13th.
Mr. Johnson. Thank you very much.

Ms. Woolsey, you're recognized.
Ms. Woolsey. Thank you very much.

This is so hard for me, because twenty years before I got here, I was a human resources
professional. From 1969 to 1980, I was part of a start-up company. I was the number six
employee, and when I left, we had over 700 employees. Now, 700 versus 23,000, there's a big
difference. But I keep thinking that when I first went into the business of human resources, it was
at the beginning of ERISA, and that was when ESOPs first came to the forefront. We did all that
because it was a telecom and actually has become a Fortune 300 company now.

So I keep thinking what I would have done if what happened to Enron was happening to my
company. And I can hear my voice. I would not have let up until the president of that company
paid attention to what was happening to the employees, their benefits, their futures and their
livelihoods. But I know there's a difference between 700 and 23,000 employees.

Ms. Olson, I want to know if you would tell us how far removed were you from Mr. Lay in
the reporting, in the hierarchy? Did you report directly to him?

Ms. Olson. I report directly to him.

Ms. Woolsey. Okay. So in your interactions with him in his “we'll put it off until tomorrow”
decisions, what was that doing to you? I mean, I don't see how you could live with yourself. I'd
have been frantic, because that was my job. I knew my job was to actually protect the people, and
also the reputation of my company. You're a vice president in community relations. What a
terrible thing for your company to be known for now.

I want to tell you, I can't bear the thought of you ending up being responsible for all of this.
Somebody else really is. Who do you think that is?

Ms. Olson. Ican't say. There are so many investigations. A report was just issued. The courts
will decide. I don't know.
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Ms. Woolsey. Do you think it was your responsibility? Are you going to end up holding the bag
on this?

Ms. Olson. No.

Ms. Woolsey. Does anybody else want to comment on who they think was responsible? No?
Well, when we're all through with this, if a vice president ends up holding the bag and the

people above end up going free, we really, really have a problem in this country. So I hope you

participate fully in the investigation so people know exactly what happened and who ultimately

made the decisions. Thank you.

Mr. Johnson. Mr. Andrews from New Jersey, the Ranking Member, Subcommittee for Employer-
Employee Relations.

Mr. Andrews. Thank you. I thank all the witnesses for what I'm sure has been a very difficult
process. We thank you for coming and testifying.

Truthfully, as you know, Ms. Olson, on June 25th of 2001, you were present for a meeting
of the Administrative Committee. As I read the minutes of the meeting, the purpose of it was to
choose among three candidates to be the large cap manager for, I assume, the cash balance plan.
Ms. Olson. It was for the pension fund.

Mr. Andrews. Okay, for the pension fund. And you made a motion to approve one of the three
applicants and the motion was approved. Without being real specific as to why you supported that
one applicant, what was your reasoning for choosing one of the applicants over the other two?
Why did you do it?

Ms. Olson. As I recall, Jim Neugard, who works in our Treasury Department and came to every
Administrative Committee meeting, provided us with information about these advisers. And we

were working with Cowan & Associates as well. I believe it was Swiss Bank.

Mr. Andrews. Yes. To be honest with you, it's sort of beside the point. I assume what you did is
make a choice among three people. What was the basis of that choice?

Ms. Olson. They just appeared to be better. Their returns were better.
Mr. Andrews. Right. Better for whom?

Ms. Olson. For the participants.

Mr. Andrews. For the participants in the plan.

Ms. Olson. Right.
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Mr. Andrews. And that's really the essence of fiduciary duty, and I know that you understand it. 1
know that that's something that has meaning to you as a professional. A lot of the questions today
have been about other circumstances over the last fifteen months or so. Where it's baffling to an
observer is why you didn't do some other things that would have been in the best interest of the
participants.

You know, in the beginning of this whole process, to look at a situation where participants
in a 401(k) plan have all of their assets in the company stock, as Mr. Padgett did, raises some
questions about education for investors. In March of 2001 when the Fortune magazine article
appeared about the company being in grave and dire straits, I think I understand from your
testimony that you didn't discuss that magazine article with any of the other members of the
Administrative Committee. Correct?

Ms. Olson. No. We didn't discuss it.

Mr. Andrews. And at the time that you sold many of your own shares of the stock, for whatever
reason, you didn't discuss any possible financial trouble Enron had with any other members of the
Administrative Committee. Right?

Ms. Olson. No. That was a personal decision.

Mr. Andrews. And when you received this now infamous memo from Ms. Watkins in August of
2001, as Mr. Roemer said, it was of such magnitude that this fairly mid-level employee, one of 400
people at her level, gets to see the boss of the company. It must have been a major, major deal.
But it's my understanding from your testimony that you didn't discuss that memo with other
members of the Administrative Committee. Correct?

Ms. Olson. Correct.

Mr. Andrews. And you didn't change the education program so that people like Mr. Padgett
would know that at least it was an issue that people thought the company might be in trouble. Is
that correct?

Ms. Olson. That's correct.

Mr. Andrews. Mr. Padgett, during that time, outside of any popular media, any mass media, did
the company tell you anything about any problems it might be having?

Mr. Padgett. No, sir, they did not.

Mr. Andrews. Okay. Now, Ms. Olson, it is obvious to me that you are an accomplished
professional, that you have earned your way to a very high position in your profession, and that you
are someone who knows what she is doing. I would like to follow up on Ms. Woolsey's line of
questioning, because it seems to me that there's another story behind why a person of such
outstanding achievement would make oversights or fail to do things that seem to be pretty
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obviously need to be done.

I think the reason might lie in this: What would have happened if in April of 2001, you had
gone to a meeting of the Administrative Committee and suggested that an e-mail be sent out,
suggesting that there were significant reportings that Enron stock was losing great value and the
company might be in some severe financial trouble? If you had made that recommendation to the
Administrative Committee, what would have happened to you in your position as an employee of
the company?

Ms. Olson. I honestly don't feel like I would have been at risk.

Mr. Andrews. You think that you wouldn't have been at risk? You think your career would have
been in any way compromised or jeopardized by making that kind of disclosure?

Ms. Olson. That's hard to say.
Mr. Andrews. Did anyone ever tell you not to make such a disclosure?
Ms. Olson. No.

Mr. Andrews. Did anyone ever suggest that it would be in your best interest not to make such a
disclosure?

Ms. Olson. No.

Mr. Andrews. Did you ever discuss the possibility of making such a disclosure with one of your
superiors at the company?

Ms. Olson. No.
Mr. Andrews. Thank you very much.
Chairman Boehner. Thank you, Mr. Andrews.

Mr. Scott of Virginia, you are recognized.
Mr. Scott. Thank you, Mr. Chairman.

Mr. Chairman, I said yesterday, and I'll say again today, that I'm not as offended as some
other people are about the idea of some regulation over these pension funds. We have Social
Security, which is a safety net, and private investing where you can do whatever you want. There's

an expectation from pension funds that's different from the ordinary investment accounts, even to
the point where the Federal Government guarantees some of the pension funds.
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So like I said if there's some limitation on investment options and on company stock, if in
the fullness of time most of the value is capital gains, I'm not offended. There are some
calculations that question whether or not you're better off outside of a taxable account, because
when you draw it out of a 401(k), you have to pay ordinary income tax, whereas if you just cash it
out, you're paying at the capital gains rate.

Having said that, Mr. Peterson, I notice that you called your function, I think, record keeper.

Mr. Peterson. Yes, sir.

Mr. Scott. Which is different from administrator and fiduciary, which will have other
implications. Did you have a fiduciary obligation?

Mr. Peterson. No, we did not. We did not exercise any discretion in the process.

Sir, if I may, just to clarify something that was said earlier and make sure that it's certain it's
clear; we are not trustee of the plan. We do not control the assets themselves.

Mr. Scott. You have a list up on the board that says investment options available under the 401(k)
plan. Who decides what the investment options are?

Mr. Peterson. Enron decides those.
Mr. Scott. Enron makes those decisions.

Who at Enron makes those decisions?
Mr. Peterson. I'll defer to the folks on my right.
Ms. Rath. Those investment options are determined by recommendation, either from an
investment adviser, such as Cowan & Associates, or through a recommendation from the Benefits
Department to the Admin Committee.
Mr. Scott. Who has the fiduciary responsibility to make sure that whatever the investment options
are, are in fact appropriate for pension funds? Does anybody have that fiduciary responsibility? I
mean you've got a limited list of options. Anybody? Is there any screening process to determine
whether or not the things that you can buy in the pension fund are in fact appropriate for pension
funds?
Ms. Olson. I believe the Administrative Committee does.

Mr. Scott. You believe?

Ms. Olson. Yes.
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Mr. Scott. You're saying that they do in fact have a fiduciary responsibility to ascertain whether or
not the investment options are appropriate for pension funds? They do?

Ms. Olson. To make sure that the investment options that we offer in our pension funds are good
options.

Mr. Scott. Okay.

Mr. Peterson, in your function as record keeper, you indicated that you're charging fees that
are in the ten basis points range. Some of the investment options of mutual funds charge annual
fees in the sixty to one hundred and fifty basis points range. Does anybody get a commission or
anything like that if people buy one of the funds that charge those kinds of fees?

Mr. Peterson. Hewitt Associates and other record keepers sometimes receive contributions toward
our fees, which are used to reduce the fees that are otherwise paid by the plan or by the plan
sponsor from the fund managers.

Mr. Scott. Does that create a conflict of interest if some are kicking back more than others; you'd
have an interest in getting those on the board?

Mr. Peterson. No, sir, because it reduces fees that are otherwise paid by the plan sponsor or by the
participants.

Mr. Scott. We're kind of fraught over what is happening, and nobody has taken responsibility. I'd
just like to say that somebody is going to have criminal or civil liability for this.

My time is running out. I wanted to ask a quick question on the blackout period. I notice
on our own Thrift Savings Plan we have a blackout period for 6 weeks. If we don't get in a request
to change allocation or something by the 15th of the month, it will be 6 weeks later before it
becomes effective. What are normal blackout periods in other thrift savings, 401(k)-type plans?

Mr. Peterson. Would you like me to respond to that?

Mr. Scott. Yes, please.

Mr. Peterson. It sounds to me like the period that you describe is something that's on a regular
ongoing basis. What we've been discussing in the context of the Enron situation that does occur
regularly has to do specifically with changing a record keeper or trustee or something like that. As
to your question about duration, very significantly depending on the circumstances we've seen,
blackout periods that are as short as a few days to a week and other times where it's several weeks,
over a month long.

Mr. Scott. Up to a month long?

Mr. Peterson. Even over a month long.
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Mr. Scott. Is 6 weeks unusual?

Mr. Peterson. I've seen situations where a blackout is 6 weeks. 1'd say today that's on the high
side.

Mr. Scott. Thank you, Mr. Chairman.
Chairman Boehner. Thank you.
Ms. Rivers, do you want to question?
Ms. Rivers. Thank you, Mr. Chair. And thank you to the panel.

One of the things that strikes me with such magnitude today is the seeming, and I use the
word “seeming”, indifference to what was going to happen to employees here. Ms. Olson, maybe I
do not understand exactly.

What it seems like I'm hearing is that a memo came through suggesting that there were big
problems. You passed that information on but didn't feel any responsibility to do anything about it.
Internal and external information was becoming available that there was a problem with Enron
stock. The company was continuing to push its stock with its employees, and you didn't feel any
responsibility to say anything about that. You at the same time were selling your own stocks for
personal reasons, but usually divesting yourself of the potential liability.

What strikes me is what seems to be total indifference on your part to the potential impact
of what was going on could have on people in the company. Can you explain that? I mean, weren't
you concerned about people?

Ms. Olson. Absolutely. I was concerned about people. That was one of the reasons why Sherron
Watkins came to me. I was an employee advocate, and I felt very comfortable that what she
wanted was to be heard by Mr. Lay and that she wanted an investigation kicked off by Vinson &
Elkins. She told me that her allegations were not substantiated.

Ms. Rivers. So you felt her needs were being met, but what about the needs of the other
employees?

Ms. Olson. I didn't even link the two.
Ms. Rivers. I see.

Are you familiar with the Triangle Shirtwaist Factory fire from 1911? The Triangle
Shirtwaist Factory went up in flames, and the floors above the first two were where all the workers
were and the doors were locked, and the workers couldn't leave, and they either perished in the
flames or they jumped to their death. They were all women. The first two floors were where the
executives were, and they walked out to safety.
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If someone came into your office and said there’s a fire downstairs, could you feel
comfortable sending them on to another office and doing nothing yourself?

Ms. Olson. No.

Ms. Rivers. Would you feel an obligation to warn people that there was a fire even though you
hadn't confirmed it yourself?

Ms. Olson. Probably.

Ms. Rivers. Probably. Would you feel that if the company was telling people there are sprinklers
all through this building and you don't have to worry and you knew there weren't any sprinklers and
there was a fire, would you tell people not to believe what the company is saying and that they
should get out?

Ms. Olson. If I knew that for sure, yes.

Ms. Rivers. And would you think it was right to keep the doors locked so that people couldn't get
out in the case of a fire?

Ms. Olson. No.

Ms. Rivers. Thank you.

Ms. Olson. Mr. Chairman, may I clarify a question that I answered earlier, please?
Chairman Boehner. You may proceed.

Ms. Olson. When asked if the Administrative Committee had ever discussed selling Enron stock, I
answered no. And we hadn't before November 1st. I just want to clarify my answer.

Chairman Boehner. All right. The Chair will recognize himself and we'll begin a second round
of questions.

For the benefit of my colleagues, we should understand that when it comes to the fiduciary
duty regarding a 401(k) plan, the duty revolves around the setting up of the plan, a broad enough
options of investment for employees, but there's no fiduciary duty assigned to how employees
invest in their own 401(k) plan. And to the extent that there was, at least in my view, a mixing of
apples and oranges, there's no fiduciary duty with regard to what employees would or wouldn't do
with their stock.

Now, we have a horrible situation at Enron, and I don't believe that the Enron employees
that we have before us are those responsible for whatever did happen. I do appreciate the concern
that many of my colleagues on both sides of the aisle have over whether Ms. Olson acted properly
or was with sufficient haste given an unsubstantiated memo. But at least from my view of it at this
point, there was no concrete data. And secondly, even if there had been with regard to the 401(k)
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accounts, I don't believe there was a fiduciary duty to have done anything with regards to how
those monies and those plans were investigated.

With that, let me yield to my colleague from Texas, Mr. Culberson, who has a district in
Houston and has, I know, additional questions.

Mr. Culberson. Thank you, Mr. Chairman. I wonder if I could follow up on some of the
questions I began to ask earlier, and ask if perhaps Mr. Peterson might be able to enlighten us.

I mentioned earlier there was a separate deferred compensation plan. I understand Ms.
Olson and Ms. Rath don't have any personal knowledge of the rabbi trust. I wanted to ask Mr.
Peterson or any other witnesses if you have any knowledge about that trust and whether or not
during the lockdown period, any of the executives at Enron made any withdrawals from that
deferred compensation plan known as the rabbi trust?

Mr. Peterson. Yes. As part of being engaged by Enron, we also are the record keeper for the
deferred compensation program. The timing of our taking responsibility for that was concurrent

with the other activities that we performed.

Mr. Culberson. Could you please tell us who made withdrawals from the deferred compensation
plan and approximately how much and when?

Mr. Peterson. I don't have that information.

Mr. Culberson. Would you provide that to me, please, and to the Committee?

Mr. Peterson. In terms of specific individuals, we have a confidentiality agreement with Enron, as
we do with all of our clients. Today we're here voluntarily, and we don't feel we can provide

information about that within that context.

Mr. Culberson. I understand. These things are important to establish for the record. I hope you
understand.

Mr. Peterson. Sure.

Mr. Culberson. Then is it your testimony that there were CEOs, executives at Enron, who
withdrew funds from the rabbi trust, the deferred compensation plan, during the blackout period in
which regular Enron employees could not withdraw money from their own 401(k). Is that your

testimony, sir?

Mr. Peterson. What I can tell you is that I know as part of the conversion process we were
informed about certain accounts that in fact had been paid out.

Mr. Culberson. Paid out during the blackout period?
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Mr. Peterson. We were informed that was during the blackout period. We don't know when the
payments themselves were made. They occurred before the time we began the record keeping
process.

Mr. Culberson. Okay, very good.

Would any of the witnesses here have any knowledge about which Enron employees have
been classified as section 16(b) executives under the Securities Code? Do any of you here have
any knowledge of that? Who would be classified as a 16(b) executive, whose trades would be
disclosed as a matter of public record?

Ms. Olson. Currently?

Mr. Culberson. Either currently or during 2001 and 2000.

Ms. Olson. I don't recall everyone that was.

Mr. Culberson. Do you know if during the year 2001 any options were exercised by any of the
executives who were not 16(b) employees? In other words, could you tell us the names of any
executives at Enron, who were not required to publish their trades publicly who were involved in
selling off significant portions of Enron stocks during 2001, but were not required to discuss that
publicly?

Ms. Olson. I don't have that information.

Chairman Boehner. The gentleman's time has expired. I offer the gentleman the three minutes
that I had left remaining on my time.

Mr. Culberson. Thank you.
Chairman Boehner. But my goal here is to satisfy the Members who are remaining.
The Chair recognizes the gentleman from Michigan, Mr. Kildee, for five minutes.

Mr. Kildee. Thank you again, Mr. Chairman, and thank you for having this hearing today. It's
been very, very helpful.

In response to one of my questions to Ms. Ghilarducci, we find that there is possible
malfeasance and neglect within the Enron Corporation, and if that be the case, that could be a basis
for a civil suit. But our job here is to hopefully update the law so that things like this will not occur
in the future. We have an obligation to protect people like you, Mr. Padgett, and I certainly hope
that from this hearing we will find how we can update the law that was passed many years ago and
protect people.

And with that, Mr. Chairman, I yield back the balance of my time.
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Chairman Boehner. Are there any Members seeking recognition?
The Chair recognizes the gentleman from Indiana, Mr. Roemer.

Mr. Roemer. Thank you, Mr. Chairman. Again, I want to thank you for holding two days' worth
of meetings, and again thank the witnesses for the many hours of helpful testimony this morning.

Ms. Olson, let me return to a question or two that I was asking you during the previous
round. With respect to the Watkins memo that was passed on to Mr. Lay on August the 15th, that's
a pretty explosive memo, a pretty interesting piece of information regarding a lot of serious
allegations within the company. Having seen it, I would think that would generate some talk and
interest on your part, to request not only Mr. Lay to sit down and meet with Ms. Watkins, as you
did, but also to possibly talk to other people about something with that kind of ramification.

Did you talk to other people within Human Resources or Community Affairs about that
particular memo?

Ms. Olson. I can't recall.

Mr. Roemer. You can't recall?

Ms. Olson. I can't recall if I talked to anyone else about that memo.

Mr. Roemer. So it's a memo that is sharp enough and vivid enough in your mind to call the CEO
up and get some time with him, but you can't recall if you mentioned it to anybody else within the

purview of your fiduciary responsibility within the pension system?

Ms. Olson. The reason I had her go to Mr. Lay was because she wanted to go to Mr. Lay and ask
him to have an investigation done.

Mr. Roemer. How about another vice president of the company? Did you have a discussion with
somebody in an elevator or in an executive meeting that, gee, I've got this memo from Sherron
Watkins. It's pretty explosive. What do you think about this?

Ms. Olson. I may have.

Mr. Roemer. So you may have talked about it to more vice presidents or more executive vice
presidents?

Ms. Olson. I can't recall.
Mr. Roemer. Do you know a senior lawyer at Enron by the name of Jordan Mintz?

Ms. Olson. Yes, I do.
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Mr. Roemer. There's a front-page article today showing that he issued warnings to Enron
employees a year before the explosion at Enron. So he was warning Enron employees even before
Ms. Watkins. Did you talk to him about these types of memos and warnings as well?

Ms. Olson. No, I didn't.

Mr. Roemer. What were your discussions with Mr. Jordan Mintz?

Ms. Olson. I don't recall. He's a friend and an acquaintance.

Mr. Roemer. So you have a meeting, a confluence here with two of the people in the company
that are sending the memos to the highest levels of Enron saying we've got a big problem, and
you're not discussing these problems with Mr. Mintz or with Ms. Watkins, or other people within

the company, other than to set up this meeting with Mr. Lay?

Ms. Olson. I don't have a financial background. I can't really discuss those memos with any kind
of correctness.

Mr. Roemer. Even though you're running the pension fund and the 401(k) fund?

Dr. Ghilarducci, let me ask you a question, and I don't mean to be facetious at all. There is
something called the errors and omissions or the fiduciary insurance for companies like Enron.

Ms. Ghilarducci. Right.
Mr. Roemer. What is the typical amount of insurance that a company like this takes out?
Ms. Ghilarducci. As I understand it, it's about $25 million.

Mr. Roemer. Do you understand Enron's commitment in this regard? How much did they take
out for insurance for errors and omissions?

Ms. Ghilarducci. I've heard it's much higher. It's about $85 million.
Mr. Roemer. And why would that be?

Ms. Ghilarducci. I don't know. Maybe they thought they were more at risk. That's why people
take out insurance. I just don't know.

Mr. Roemer. Ms. Olson, do you have any comment on the amount of errors and omissions
insurance that Enron has?

Ms. Olson. I have no knowledge of that. I'm not sure how much it is.

Mr. Roemer. But $25 million is standard, and $85 million is abnormally high?
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Ms. Ghilarducci. That's what I understand in the business.

Mr. Roemer. Would workers like Mr. Padgett get access to that money to get reimbursed?

Ms. Ghilarducci. Maybe through a court case, but it's for the fiduciaries if they are malfeasant. If
they're criminal, then that doesn't cover it, but if you just run the pension fund in a malfeasant

manner that would cover you.

Mr. Roemer. So that covers the executives that make the decisions rather than helping the
employees who lost all their money?

Ms. Ghilarducci. Yes. Whereas the PBGC will cover everybody in the cash balance plan.

Mr. Roemer. So the PBGC has no insurance over these kinds of 401(k) plans?

Ms. Ghilarducci. That's right.

Mr. Roemer. So the insurance doesn't cover them? The Pension Benefit Guarantee Corporation
does not cover the 401(k)s. Once again, the executives are off the hook, and the workers get stuck
with the pain and the problems.

Ms. Ghilarducci. Yes, the executives who run the plan for very specific behaviors.

Chairman Boehner. The gentleman's time has expired. Does any Member seek recognition?

Mr. Roemer. Mr. Chairman, I just forgot. Can I ask unanimous consent to have the following
materials placed into the record for Mr. Miller?

Chairman Boehner. Without objection, so ordered.
Mr. Roemer. Thank you, Mr. Chairman.
Mr. Johnson. Let me ask what the materials are.

Chairman Boehner. Would the gentleman from Indiana give us a brief description of the
document?

Mr. Roemer. Yes, Mr. Chairman. They are a description of the minutes of the Enron Corporation
employee stock ownership plan meetings. They have been referred to three or four times in our
conversation.

Mr. Johnson. Thank you.

Chairman Boehner. Without objection, so ordered.
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The Chair recognizes the gentlelady from Minnesota, Ms. McCollum.

Ms. McCollum. Thank you, Mr. Chair. I have a document that was provided by Hewitt. Is this
yours?

Mr. Peterson. Yes, ma'am.

Ms. McCollum. And in here I believe there is a printout of the Enron web site, “Money in
Motion”.

Mr. Peterson. Yes.

Ms. McCollum. Okay. The pages really aren't numbered, but there's a date of October 4th on the
top of it. I'm wondering if that is the date that this was pulled off the web site.

Mr. Peterson. Actually, I think what is included here is a copy of a communication that we
assisted Enron in sending to employees. It was described in one of the testimonies earlier. October
4th is the date it was mailed.

Ms. McCollum. October 4th is the date it was mailed. What was Enron stock doing around
October 4th when this was mailed? Was it stable? Was it falling? I'm sure Ms. Olson knows.

Ms. Olson. It was going down.

Ms. McCollum. It was going down. And here it says with no excuses, “the savings plan is a great
benefit”. It goes on to say a few more things about Pre-Tax including, “the company match is like
receiving free money”. Did anyone from the company, Ms. Olson, after Enron stock started
falling, discuss what was going to happen with all of this free money that the employees were
going to have during the blackout period as the stock was falling? Were you concerned as one of
the people who was involved in oversight of the plan that this kind of language was being delivered
to people's homes?

Ms. Olson. No. We didn't have a crystal ball. We didn't know where the stock was ultimately
going to go.

Ms. McCollum. Okay. Mr. Padgett you're representing thousands of employees. Thank you for
sitting here in public for what must be a very painful personal time for you. In your testimony, you
said, “the top management of the company constantly encouraged us to invest our stock in Enron”.
You received documents such as I mentioned printed by the company quite often, did you not?

Mr. Padgett. Yes, ma'am.
Ms. McCollum. And you took the fact that the company was matching your savings plan with

only Enron stock as further endorsement that the stock was safe as a retirement investment. In fact,
the company told you it was like receiving free money, did they not, sir?
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Mr. Padgett. Yes, ma'am.

Ms. McCollum. It might also be more of a comment, Mr. Chair, but I put it to our scholar here on
the panel. By providing tax breaks indirectly, as you point out, taxpayers are subsidizing
companies offering pension plans. And we do that so it's a win-win situation for everyone, win for
the company, and win for the employee.

But because we're endorsing that by having opportunities for companies to write off tax
breaks, as you point out, there's an implicit responsibility, that high ethical standards and that
looking at one another in the corporate community and employees, there's going to be care,
nurturing and understanding. And it appears in the case of Enron and with the people who have
testified here today that that was rather lacking. In fact, in my opinion, it was rather negligent.

Ms. Ghilarducci, I would like you to comment on what we need to do, or if we can legislate
responsibility when putting out brochures like that. I'm sure their marketing people knew, because
they wanted employees to retain stock. I've been a member of an employee stock program myself.
Could you just reiterate again what retaining stock means to people's psychology because I think
this is so important; having been a member of an employee pension plan myself, this is critical.
This goes to the heart of the matter because you want to be loyal. You want to be successful. You
want to believe. You're working hard, and you expect that there's high corporate ethics. So could
you once again summarize how this critically interplays?

Ms. Ghilarducci. Yes. The psychology is that employees are given a chance to show loyalty and
dedication to their firm by investing in stock in their 401(k), and so the psychology is to want to
give that signal to the employer.

I believe that it makes sense for Congress to encourage workers to have stakes in their
company through ESOPs, but it's also the responsibility of Congress to regulate retirement plans
differently and just to extend the logic you have for defined benefit plans to 401(k) plans. Restrict
how much employer stock is in the 401(k)s, and also prevent the employers from saying you can't
sell until you're age fifty.

If there was really true fiduciary responsibility just to the participants, I, if I were on that
Pension Administration Committee, would have advocated for those kinds of restrictions to be
lifted, and to advocate really pushing for the diversification requirement or standard.

Chairman Boehner. The time of the gentlewoman has expired.

Let me thank our witnesses for a very long day. Excuse our interruptions. Thankfully, we

finished voting several hours ago, so we didn't have to be interrupted again. The Members and |

appreciate your willingness to come and testify before our Committee.

This hearing is adjourned.
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Whereupon, at 2:32 p.m., the Committee was adjourned.
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Opening Statement of Rep. John Boehner (R-OH), Chairman
Education & the Workforce Committee

Thursday, February 7, 2002

On December 2, 2001, the Enron Corporation filed the largest bankruptcy petition
in U.8. history. The next day, the company announced that it would lay off 4,000 of
its 7,500 employees as part of a corporate restructuring program. Devastating losses
in the company’s employee 401(k) plan left many loyal Enron employees without
their retirement security.

The stories told by Enron’s employees are heart-wrenching. The Enron collapse has
sent chills down the spine of every American employee who has worked and saved
for a safe, secure retirement. About 42 million American workers own 401(k)
accounts with a total of $2.0 trillion in assets. In the aftermath of Enron’s fall,
millions of workers across our couniry are now asking the obvious question: why
did this happen, and could it happen to me?

One of the tragic realities of this situation is that it has rattled the confidence of
American workers in the country’s pension system — a system that by and large has
served employees and their families well. Even more tragic is the possibility that
much of it could have been avoided. At least some of Enron’s workers might have
been able to preserve their nest eggs if Washington had taken some basic steps to
update our nation’s pension laws. For example, many Enron workers might have
had access to a professional investment advisor who could have warned them they
had too many eggs in one basket. Current law, enacted more than a quarter-century
ago before the 401(k) account was even invented, denies workers this opportunity.

Congress has taken some positive steps in the recent past to update our nation’s
pension laws, and this committee has been a focal point in those efforts. We passed
the landmark reforms authored by my friend and colleague, Rep. Rob Portman (R-
OH), that gave workers portability, faster vesting and a host of other needed
changes. We passed the Retirement Security Advice Act to give rank-and-file
workers the same access to professional investment advice that wealthy executives
have. But in spite of these efforts, a lot of work still lies ahead. And in the aftermath
of Enron, this modernization effort has taken on a grim new urgency.

In short: while investigations will reveal whether Enron’s employees are the victims
of illegal-actions, we already know that they are the victims of outdated federal
laws, And unless Congress acts to update those laws, there may be more victims.
That’s not acceptable to me. I know it’s not acceptable to Mr. Miller. And I don’t
think it’s acceptable to any member of this committee.

President Bush has asked Congress to take action to strengthen worker retirement
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security and renew employee confidence in the pension system. He has put forth a
serious plan to help Congress meet those goals. Among other things, the President’s
plan would bar senior corporate executives from selling company stock during
times when workers are unable to trade in their 401(k) plans. It would require that
employees be given notice 30 days before the beginning of any blackout period. It
would give employees greater freedom to sell company stock and diversify into
other investment options. And it calls for the Senate to pass the Retirement Security
Advice Act, which passed the House with bipartisan support.

The members of this committee have wide-ranging views on this topic, but we all
agree we have a responsibility to act. Even before Enron’s fall, Republicans and
Democrats on this panel had worked for many months in a continuing effort to
identify portions of ERISA that needed modernization. In light of that effort — and
in light of the testimony we heard yesterday from the Secretary of Labor and will
hear today — I believe the President’s plan provides an excellent starting point for
legislative action in this committee. | know the chairman of the Employer-
Employee Relations subcommittee, Mr. Johnson, shares my view. Together, we’ll
be introducing the President’s proposal as the first step toward a consensus product
that can be signed into law on behalf of America’s workers. I look forward to
working with all of my colleagues toward that goal.
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Testimony of Mr. Thomas O. Padgett, Senior Lab Analyst
at EOTT (an Enron subsidiary)

February 7, 2002

My name is Tom Padgett. I was an employee of the Enron Corporation, with 30
years of accredited service at their Morgan’s Point chemical plant in La Porte,
Texas, until last August, 2001, when Enron transferred our plant to EOTT Energy
Corporation. My wife, Karen, is a registered nurse whose work activity is limited
now due to crippling rheumatoid arthritis. We have 3 grown children and §
grandchildren.

I turned 59 years old last December 10, and I have worked in the chemical industry
for 35 years. My job ftitle is Senior Lab Analyst in the Quality Control Lab. My
specific job functions consist of running analyses on petroleum feed stock produets
coming into the plant, on stream analysis of products within the plant, and final
product analysis to make sure our products meet customer specifications. I work 12
hour shifts at the plant.

There are -- or were -- a lot of people like me at Enron. Not everyone at Enron is an
energy trader or an MBA. We are also chemical plant employees and managers,
electrical utility workers, and pipeline employees, just to give a few examples. We
live and work in places like La Porte, Texas, Port Barre, Louisiana, and Portland,
Oregon.

I am a participant in the Enron Corp. 401(k) Savings Plan. Our retirement savings
and our retirement plans were based solely on my 401(k) Savings Plan with Enron.
The value of our savings account on December 31, 2000 was $615,456. We still
have not received our year-end statement for 2001, but, using the present value of
Enron stock, we estimate that our savings account is now worth less than $15,000
dollars.

We have sacrificed over the years in order to contribute as much as we could to our
401(k) Plan account. 1 joined Enron from my previous job with Tenneco, and rolled
our savings from my Tenneco 401(k) Plan into the Enron Plan. I continued to
participate in the Enron Savings Plan after our plant was transferred to EOTT
Energy. Over the last 10 years, we were able to build up a sizable sum of money in
our Enron 401(k) Plan. I made contributions to the plan by deductions from my
paycheck every two weeks. My contributions were matched by Enron with the
Company’s stock. Under the Enron 401(k) Plan, the Company’s matching
contribution was made exclusively with Enron stock, and participants were required
to hold the matching stock until age 50. Nearly all of our savings were invested in
Enron’s stock.
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I was a dedicated and loyal employee to Enron, and I worked with the others in my
plant and in the Company to help make Enron one of the best companies in the
nation. Throughout my time with Enron, the top management of the company
constantly encouraged us to invest our savings in Enron stock. I took the fact that
the Company matched our savings only with Enron stock as a further endorsement
of the stock as a safe retirement investment. More recent statements made by
Enron’s top management, including e-mails from Ken Lay, about the Company’s
stock also caused me to keep investing my savings into the stock. I remember, in
the Fall of 2000, Enron’s top executives telling us at an employee meeting and by
Company e-mail that Enron’s stock price was going to increase to at least $120 per
share. When Mr, Skilling resigned last August, Mr. Lay told us that the Company
was stronger than it had ever been.

Many people now ask why we and so many other Enron Savings Plan participants
did not diversify our savings accounts. My answer is that we were loyal Enron
employees, proud to be owners of what we were led to believe was a great
company. I would note that our decision to invest in our retirement savings in our
Company appears, from what I have seen in the newpapers and on television, to be
the same as other employees in many large companies in the United States, like
Procter & Gamble, General Electric and Coca-Cola.

Our stock ownership was encouraged by Enron’s top management, who I now
believe benefited handsomely from our commitment. Based on what we were told --
repeatedly by the men at the top -- I never dreamed that this disaster could have
happened. We are not Wall Street analysts. I am sure that most Enron employees
manage their investments themselves, like Karen and I did. The fact remains,
though, that good investment decisions require honest information. We all know
now that the information that we were given was false.

We also have been asked about the "lockdown" of our savings account by the
Company in October 2001. T received notification from the Company
approximately ten days before the lockdown that 1 would not be able to access my
savings account for a period of about four weeks. I do not know when the lockdown
period actually began. But I do know that, at about the same time, Enron released
some very damaging news about the condition of the Company. By the time we
were able to access our account, our Enron stock was worth less than $10 a share.
The reason that Enron gave for the lockdown was to change plan administrators.
What I still have not heard explained is why the Company proceeded with the
lockdown at a time when they had to know that this damaging information was
going to come out and cause the stock price to drop even more.

Karen and I had planned on retiring this coming June, when I will be 59 1/2 years
old. Our plans were to move to the country and possibly start a small farm or a
ranch for disabled, handicapped or terminally ill children. Our idea was that this
would allow these children’s parents 1o have some special time to themselves to
strengthen their relationship, knowing their child would be taken care of during this
time. We had planned on spending more time with our family and grandchildren
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and caring for our elderly parents. Karen and I had planned on spending more time
together, fishing and doing some traveling. We felt like we had enough money in
our retirement savings to take care of ourselves as we grew older so we would not
be a burden on our children.

Now that is all gone and our children may need to take care of us. I have lost nearly
all of my retirement savings because of Enron’s collapse. It appears that I will need
to work for another ten years or as long as my health holds out in order to support
my family. I just recently had surgery on my right hand so I can continue in my
present capacity running samples in the lab.

We are not alone in this, of course. The plant where I work has approximately 100
employees and most of them had most of their 401(k) savings in Enron. There are
five or six other employees in my plant that also had planned on retiring this year.
Now they also will have to keep working to support their families. I am sure our
experience is the same as thousands of other Enron employees. However, we are
still more fortunate than some at Enron. We still have our jobs, unlike many who
worked for Enron. I have a strong faith in God, and 1 know we will make it through
this.

You have been interested to hear about our experience and I appreciate your
invitation to appear before you today. As our lawmakers, I will tell you that 1
believe the law should protect workers and their retirement savings from what
happened at Enron. Companies must be responsible for giving truthful information
to their employees about their retirement investments. Our loyalty and trust as
Enron employees have been betrayed, and it does not look like we will be able to
recoup all of our losses from the Company or others who are responsible. But we
hope that our experience and your work will prevent this happening to others.
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Testimony of Cindy Olson, Executive Vice President
Human Resources and Community Relations for Enron Corp.

February 7,2002

Good morning. My name is Cindy Olson and I am Executive Vice President
responsible for Human Resources and Community Relations for Enron Corp.
I am here to respond to questions concerning the impact of recent events on
the 20,000 plus participants of our benefits plan. I do not feel, however, that I
am able to address the bigger issue of how it came to pass that our company
fell so far so fast. One internal report has just been released, and I know that
this Committee, other congressional committees, other government
investigations and, ultimately, the courts will continue to investigate what
went wrong at Enron.

I hope to help the Committee assess the consequences of Enron’s demise for
our employees and retirees, and their families. With me today is Mikie Rath,
the manager of benefits. I hope we can show you that the people who ran the
benefits plan did the best they could with a difficult situation.

At Enron, we gave our plan participants many choices for their investment
decisions. The 401(k) plan offered participants 20 different investment
options for their retirement savings.

Mr. Chairman, T hope that my participation in this hearing and your
investigation helps the Congress as you consider legislation that can create
better ways to protect the retirement plans of workers. Such legislation
perhaps could promote diversification, facilitate companies’ ability to provide
better investment advice, or include other appropriate steps that experts
suggest.



188



189

APPENDIX D - WRITTEN STATEMENT OF MIKIE RATH, BENEFITS
MANAGER, ENRON CORPORATION, HOUSTON, TX



190



191

Testimony of Mikie Rath, Benefits Manager
Enron Corp.

February 7, 2002

Good Morning. My name is Mikie Rath and | am the Benefits Manager at Enron.
Like Ms. Olson, I am appearing here this morning to answer your questions
concerning Enron’s tax-qualified retirement plans. As a person with day-to-day
responsibility for administering Enron’s benefit plans, I hope to explain the
structure of our plan and the events surrounding Enron’s transition from
Northern Trust to Hewitt. As for the circumstances that led to Enron’s downfall,
my knowledge is limited to what I have heard reported in the press.

Enron’s 401(k) plan offers a menu of 20 investment options, including a diverse
selection of mutual funds, a Schwab account that functioned in many respects
like a self-directed brokerage account, as well as Enron stock. Enron also
enhanced its employees’ contributions with a matching benefit in company
stock. This benefit was added to the program in 1998. Participants are free to
trade the investments they select in their 401(k) accounts on a daily basis,
including Enron stock. However, like many companies that provide matching
contributions, Enron’s plan design restricted participants from trading the
company’s matching stock contributions until they reached age 50.

Enron sought good service providers for its benefit plan participants. After
Enron outsourced its benefits services in 2000, it became clear that Northern
Trust had difficulty providing the level of service demanded by Enron’s
employees. In January 2001, Enron began searching for a new benefits
administrator, and afier a Request for Proposal process, we selected Hewitt in
May of 2001.

When large companies change 401(k) service providers, a temporary suspension
of trading in the plan is typically needed in order to allow account information to
be reconciled by the old administrator and accurately transferred to the new
administrator’s computer system. This temporary suspension, which has
sometimes been referred to as a "lockdown" or a "transition period,” can take
several weeks. In Enron’s case, Enron, Northern Trust, and Hewitt worked
together to shorten that time period as much as possible without sacrificing the
integrity of participants’ accounts. Ultimately, the trading suspension
encompassed eleven trading days from October 29 to November 13, 2001. Enron
mailed a brochure to all participants some three weeks before the trading
suspension, explaining the transition and notifying them of the temporary
suspension. Enron employees with email accounts received additional reminders
in the days leading up to the transition.
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Unfortunately, as the Committee is no doubt aware, the commencement of the
transition coincided with certain bad news about the state of Enron’s finances.
We considered postponing the transition but found it was not feasible to notify
more than 20,000 participants in a timely fashion. As the Enron news continued
to break, we and the plan’s Administrative Committee again considered stopping
the transition. However, in addition to the problem of notifying participants, it
would actually take longer to reverse the transition than to finish it. Ultimately,
we worked with Hewitt to shave one week off the transition and we implemented
a process for notifying participants of the early resumption of trading.
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Testimony of Mr. Scott Peterson
Global Practice Leader for Defined Contribution Services
on behalf of Hewitt Associates LLC

February 7, 2002

Mr. Chairman and Members of the Committee, my name is Scott Peterson and 1 am
the Practice Leader for the Defined Contribution Services business of Hewitt
Associates LLC ("Hewift"). I am based in Hewitt’s headquarters in Lincolnshire,
Ilinois, which' is located outside of Chicago. Hewitt Associates is a leading
provider of human resources outsourcing and consulting services. We employ about
13,000 associates who work in 37 countries. Our client roster includes more than
twao-thirds of the Forfurne 500 and more than a third of the Glebal 500.

1 appear before you today on behalf of Hewitt at the invitation of this Committee to
discuss Hewitt’s role as the record keeper for the Enron Corp. Savings Plan (the
"Enron 401(k) Plan™). Let me say at the outset that we at Hewitt feel for those at
Enron throughout the country who have suffered these losses. Our team that
services Enron is based in Houston and some of the affected Enron employees (and
former employees) are their friends, family members or neighbors. We are therefore
pleased to provide this testimony voluntarily to assist the Committee in the exercise
of its oversight responsibility.

Our role with respect to the Enron 401(k) Plan is limited to serving as its record
keeper. The record keeper’s role includes processing all transactions by plan
participants, including coniributions, changes in investments and withdrawals, loans
and distributions. As record keeper, we also operate a call-in center and web site to
respond to participant inquiries. Although our role as record keeper is important, it
is limited. For example, Hewitt did not design Enron’s 401(k) Plan nor did we
determine the investment options. Likewise, it was not our decision whether or
when to change record keepers. Those and other discretionary decisions are matters
for the plan’s sponsor and its fiduciary to decide, which in this case are Enron and
its Administrative Committee. Our responsibility as record keeper was and
continues 1o be providing Enron with record keeping services of the highest quality.

401(k) Plans Under ERISA

The Enron 401(k) Plan is governed by the Employee Retirement Income Security
Act of 1974, as amended ("ERISA"). As with all plans subject to ERISA, the Enron
401(k) Plan has an employer sponsor, Enron Corp. The sponsor of an ERISA
benefit plan is responsible for making decisions regarding the establishment and
design and possible termination of the plan,

Each ERISA benefit plan must be embodied in a written document. That document
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either names fiduciaries or specifies a procedure by which the plan sponsor
designates certain individuals or groups of individuals as plan fiduciaries. A plan
fiduciary is a person who (i) exercises discretionary authority or control over the
management of the plan or authority or control over management or disposition of
the plan’s assets, (11) renders investment advice for a fee or other compensation, or
(iil) has discretionary authority or control over the administration of the plan (such
as making determinations as to the eligibility for participation in the plan, benefit
claims determinations, and the retention of service providers to aid in the operation
of the plan). The actions of a plan fiduciary are subject to stringent rules of conduct
set forth in ERISA, including the requirement that the fiduciary act solely in the
interests of plan participants and their beneficiaries. Each plan has a named
fiduciary called a Plan Administrator charged with overall responsibility for the
plan. The Plan Administrator of the Enron 401(k) Plan is the Administrative
Committee, which is comprised of a group of Enron employees appointed to the
Committee by Enron.

Each ERISA 401(k) Plan must, by definition, have a trust in which the plan’s assets
are held. In the case of the Enron 401(k) Plan, the trustee holds the plan’s assets
consisting of both employee and employer contributions. In the 401(k) plan context,
each participant directs the investment of his or her plan account according to the
plan design as determined by the Plan Sponsor. The trustee holds, transfers and
disburses those assets pursuant to each participant’s individual direction, but has no
discretionary authority over the investment of those assets. The trustee of the Enron
401(k) Plan was the Northern Trust Company until November 2001, when the
Wilmington Trust Company became the trustee.

Finally, each ERISA 401(k) Plan has a record keeper whose responsibility is to
maintain the records of the plan and perform certain related services such as
providing reports to the plan participants. The record keeper in the case of the
401(k) Plan was Northern Trust Retirement Consulting Services ("NTRC") until
November 2001, when Hewitt assumed that position. As a general matter, the role
of the record keeper with respect to any plan is purely ministerial in nature. That is,
it is not intended to confer any discretionary authority upon the person or firm
providing that service.

Hewitt’s Administrative Services Agreement ("Agreement™) with Enron specifies
the mutual understanding of Hewitt and Enron that Hewitt is not a plan fiduciary
within the meaning of ERISA and that Hewitt has no discretion with respect to the
management or administration of the Enron 401(k) Plan or changes to or
interpretations of plan rules or policies pertaining to eligibility or entitlement of any
participant to benefits under the plan. Under the Agreement, Hewitt also has no
control or authority over any assets of the Enron 401(k) Plan, including the
investment of those assets. Finally, the Agreement provides that all discretion and
control with respect to the terms, administration or assets of the Enron 401(k) Plan
shall remain with Enron or with the plan’s fiduciaries.

Selection of Hewitt as Record Keeper,
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Let me now turn, as the Committee has requested, to the events relating to the
selection of Hewitt as the record keeper for the Enron 401{(k) Plan and the transfer
of those responsibilities to Hewitt. Prior to June 2001, Hewitt’s relationship with
Enron consisted primarily of providing actuarial services for Enron’s defined
benefit pension plan and data consolidation and production services for reports to
benefit plan participants. In early 2000, Enron retained the services of a third party
evaluator (Watson Wyatt) to manage the process by which other firms would be
selected fo provide services in connection with several of the Enron benefit plans,
including the record keeper for the Enron 401(k) Plan. This process began in March
2000. In May 2000, Hewitt submitted a bid to provide plan record keeping services
for Enron’s defined contribution plans (including the 401(k) Plan), non-qualified
benefit plans, defined benefit plan, and health and welfare plans. However, Enron
thereafter opted not to change the record keeper for its defined contribution and
non-qualified benefit plans at that time. Hewitt was not chosen to provide record
keeping services for the other Enron plans.

Enron renewed the bid process in February 2001 and Hewitt was asked to update its
earlier proposal. As Enron was seeking a "bundled solution", meaning Enron was
looking for both a record keeper and trustee, Hewitt obtained a quote from
Wilmington Trust Company. Hewitt and Wilmington Trust Company made
submissions in response to the Enron request. Enron selected Hewitt as the record
keeper in May 2001. After an independent review, Enron designated Wilmington
Trust Company as the new trustee. Hewitt and Enron signed a letter of intent in
June 2001. The team began work immediately.

Transfer of Record Keeping Responsibilities to Hewitt.

On June 28, 2001, representatives of Enron’s Benefits Department and the Hewitt
team met to review the "Delivery Model”. This is a document which describes the
services we would normally expect to provide as record keeper, additional services
we could provide and a list of the services we do not provide, such as legal, tax and
investment advice. In this meeting, we reviewed the Delivery Model in detail to
make a preliminary determination of what services would be provided by Hewitt
with respect to the Enron 401(k) Plan. On June 29, 2001, we held a similar meeting
to discuss nonqualified benefit plans for which Hewitt had also been selected as the
record keeper.

In July 2001, members of the Hewitt team began the "Requirements Process" with
respect to the Enron 410(k) Plan. This was a detailed and comprehensive process
intended to identify exactly what services and administrative processes we would in
fact provide as record keeper and how and when we would provide them. During
this time, we also discussed Enron’s desire to complete the transition process in
October 2001. The "live date” is the date on which participants in the 401(k} Plan
would be able to direct any transactions available to them under the terms of the
Plan (e.g. withdrawals, loans and changes in investments) with Hewitt as the record
keeper. At that time, Enron’s proposed "live date" was October 23, 2001. As I will
explain, this original live date was changed twice by Enron as our work went
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forward.

As part of the Requirements Process, the Hewitt team identified the tasks that
needed to be completed and established target dates for each of those tasks in light
of Enron’s proposed live date of October 23, 2001. These tasks involved Enron and
all of the affected service providers: Hewitt, Wilmington Trust Company (the new
trustee), Northern Trust (the old trustee), and NTRC (the old record keeper). In the
case of large plans such as the Enron 401(k) plan, a transition period, commonly
referred to as a blackout period, is standard. A blackout period is designed to ensure
accuracy of the data transferred by the old record keeper and to enable the new
record keeper to transfer the data to its system and confirm its operational integrity.
Trustees need to follow a similar process if trustees are changing. During all or
portions of this period, plan participants are restricted in their ability to deposit or
withdraw funds or to change their investments.

Department, following consultations with the service providers, established a
blackout period that would begin on September 14, 2001 and end on the live date of
October 23, 2001. The planned blackout period was two-tiered: {1) participants
were restricted from taking loans, withdrawals, rollover contributions and the like
from the close of trading on September 14, 2001 to October 23, 2001, and (2)
participants were restricted from changing investment allocations among the fund
options provided in accordance with the Plan, including the Enron Corp. stock fund,
from the close of trading on September 26, 2001 through October 23, 2001.

The Requirements Process continued through September 2001. The focus was not
only on the transition issues, but alsc on how the Plan would be administered
following the transition. We devoted the overwhelming majority of our time to the
post-transition administration issues. These issues included building an internet site
for the Plan; setting up a voice response system; establishing a benefits center and
training its personnel; establishing a communications system with the trustee and
fund managers; and other similar tasks.

transition issues with Enron, including the timing of the blackout period.
Specifically, we received a telephone call from the Enron Benefits Department
indicating that Enron notified us of their decision to make several plan changes.
Among other things, Enron had decided to convert three investment fund options
from Vanguard funds to Fidelity funds. In addition, the Enron 401(k) Plan provided
two investment fund options involving Enron-related stock, one for Enron Corp.
stock and one for the stock of its former subsidiary EOG Resources, Inc. Contrary
to our original expectations, Enron opted not to combine these two options. By
reason of these and other changes, Hewiit had to rework certain of its previously
completed programming.

We estimated that these and other changes by Enron would require two to three
weeks additional work. Enron’s Benefits Department informed us that the open
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enrollment period for Enron’s health benefit plan was scheduled for the period
November 1-19, 2001 and that the Benefits Department preferred that the live date
for the 401(k) plan occur after the expiration of open enrollment period for the
health benefit plan. As a result, Enron rescheduled the live date for the 401(k) plan
from October 23, 2001 to November 20, 2001. The asset transfer date to the new
trustee was set for November 1, 2001. The blackout period for loans, withdrawals,
rollover contributions, etc. was set to begin at the close of trading on October 19,
2001 and contimue through November 19, 2001. A participant’s ability to change his
or her investment allocations among the fund options as provided in the Enron 401
(k) Plan, including the Enron Corp. stock fund, would be limited for a shorter
period from close of trading October 26, 2001 through November 19, 2001.

‘We completed: the Requirements Process and in late September 2001 Enron
approved the final requirements documentation. This documentation spelled out in
great detail the way in which Hewitt would provide services as Enron’s new record
keeper and included such items as sample correspondence, proposed responses to
typical communications from plan participants, flow charts showing how work
would move through our record keeping system and so on. Thus, by the end of
September 2001, we had reached agreement with the Enron Benefits Department on
how we would handle the transition and how we would perform our services as
record keeper following the live date. On September 26, 2001, more or less
simultaneous with the completion of the Requirements Process, Enron and Hewitt
executed the Administrative Services Agreement, thus ending our work under the
letter of intent that had been executed some months earlier. This time sequence in
signing a final agreement was, in our experience, typical of the process that occurs
in cases where a large benefit plan changes record keepers.

As plan sponsor, Enron was responsible for notifying plan participants of the
changes in trustee, record keeper and certain investment options. At Enron’s
request, Hewitt drafted a communication for Enron’s review. Enron revised the
draft and Hewitt incorporated the changes directed by Enron, obtained Enron’s final
approval of the text and design and then had the communication mailed on October
4, 2001, using address lists provided by Enron and NTRC. At this point in time,
Hewitt had not received population data from which it could have prepared mailing
labels. A copy of that communication is attached to this testimony. I understand that
there were other communications by Enron, but Hewitt did not participate in the
preparation, review or distribution of those communications and, to my knowledge,
did not see any of them until after they had been distributed to participants.

As T indicated earlier, the blackout period for loans, withdrawals, etc. actually began
after the close of trading on October 19, 2001. The blackout period for changes in
investment options, including the Enron Corp. stock fund, was scheduled to begin
after the close of trading on October 26, 2001.

On October 25, 2001, almost a week into the first phase of the blackout period, a
member of the Enron Benefits Department contacted Hewitt and posed a few
questions. Specifically, we were asked about the systems issues and similar
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practical consequences of accelerating the live date by shortening the blackout
period. We were also informed that Enron’s counsel had concluded that Enron had
met its fiduciary obligations under ERISA with respect to the implementation of the
blackout period. We were asked to comment. Finally, Enron mentioned the
possibility that they could postpone the whole conversion and wait until the
following February or March.

Enron asked that we respond to these questions that same day and we did so. With
respect to accelerating the live date, we pointed out a series of risk considerations.
These risks included the adverse effects on plan participants of commencing our
record keeping activities with incorrect plan data due to a shortened review period
and the possible compromising of the quality of the services we could provide to
plan participants. In addition, we noted that similar data quality issues could arise
with respect to the new trustee’s reconciliation process.

With respect to Enron’s conclusions about compliance with ERISA’s fiduciary
responsibility principles, we said that, following a brief consultation, one of our
consultants concurred with Enron’s views. We cautioned, however, that Enron
needed to rely on its own legal counsel because Hewitt, as a consultant, does not
provide legal advice. Finally, we discussed some of the factors Enron would want to
consider in deciding whether to delay the transition period in its entirety. These
factors included extra cost, staffing implications, and the inability to predict
whether the Enron stock would be any less volatile. We also made clear that we
would work with Enron to accommodate any changes it might decide to make in the
schedule.

Later on October 25, 2001, a member of Enron’s Benefit Resources Department
called to notify us that a determination had been made that the transition would go
forward on the then current schedule. We subsequently learned that Enron had been
advised by its legal counsel that it should not alter the blackout schedule. As a
result, restrictions on changes in investment allocations took effect at the close of
business on the next day, October 26, 2001.

Final Blackout Period. On October 30, 2001, Enron’s Benefits Department
contacted Hewitt and requested that members of the Hewitt team attend a meeting
of the Administrative Committee on November 1, 2001. On that date,
representatives of the Hewitt team attended portions of a meeting of the Enron
Administrative Committee. We had been asked to be prepared to discuss whether it
would be feasible to shorten the blackout period by accelerating the live date to
November 13, 2001. We informed the Administrative Committee that Hewitt could
meet this more accelerated time table, but we indicated that our actual ability to do
so was obviously dependent on the receipt of the necessary data from NTRC, the
existing record keeper, in a timely fashion and in reliable and compatible form. We
received the data transfer from NTRC on November 7, 2001 and, four business days
later, Hewitt met the accelerated live date of November 13, 2001.

At the meeting on November 1, 2001, the Administrative Committee also asked
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Hewitt whether it would be feasible to halt the process in place and have Northern
Trust and NTRC simply reassume their respective duties as trustee and record
keeper until a later date. We responded that the asset transfer to Wilmington Trust
already had occurred that morning and that only Northemn Trust/NTRC could advise
Enron whether such a course of action was feasible. By the end of the meeting the
Administrative Committee instructed Hewitt to continue and to seek to have an
accelerated live date.

On November 8, 2001, at the request of Enron, a postcard was mailed by Hewitt to
participants indicating that an effort was underway to shorten the blackout period
and urging them to monitor the Enron web site for news as to live dates and other
pertinent information. A copy of that communication is attached to this testimony.
Again, Hewitt used the address lists provided by NTRC and Enron. Hewitt then
completed its work, as did Wilmington Trust, and the Enron 401(k) Plan went
"live", with Hewitt as record keeper, on November 13, 2001.

Let me conclude, Mr. Chairman, with the observation that for Enron, as with all out
clients, we provided professional services of the highest quality. Our associates
worked diligently and responsibly to implement the decisions the client made. In
our role as the record keeper, our associates could not and should not make those
decisions. We welcome this opportunity to assist the Committee in the exercise of
its important responsibilities.
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Testimony of Dr. Teresa Ghilarducci, Ph.D., Associate Professor
Department of Economics, University of Notre Dame

February 7, 2002

National Compensation Trends

It is a familiar narrative that unlike previous expansions, inequality between the
nation’s rich and poor families widened considerably in the 1990s — by the end of
the decade average incomes in the top one-fifth of families were ten times larger
than for the poorest families (Mishel et. al. 2001). Fortunately wages at the bottom
of the distribution grew in the last four years. However, wages are only a part of
workers’ total compensation. What is happening to health insurance and pensions is
bad news; coverage and quality in both types of insurance plans have fallen. The
erosion in health insurance has created much more disparity than earnings alone
(Medoff and Calabrese, 2001). In contrast, the pension coverage gap closed; but not
because the bottom was raised but because the top had fallen — pension coverage for
the top 40% of the wage distribution dropped significantly.

» Pension coverage rates for earners in the top 40% of the wage
distribution fell significantly between 1978 and 1998. Pension
coverage for the top 20% dropped from 78% in 1978 to 72% in
1998. For the next quintile the decline was a bit smaller, from
73% to 69%. The decline was all due to declines in male pension
coverage rates — which are nearly twice that of women. (Medoff
and Calabrese 2001: 117).

» Overall, employer expenditures for pensions, a good proxy for
quality, fell by a whopping 22% between 1978 and 1998 (Medoff
and Calabrese 2001: 134).

The Surprising and Unintended Effect of Tax Cuts Eroding Pensions

Pension policy is tax policy. Most pension plans exist because of the favorable tax
consequences. Tax favoritism for pensions, Keogh, and 401(k) plans etc. represents
the U.S8.’s largest tax expenditure (taxes not collected). That means the $87 billion
(in 1999) (Slemrod and Bakija 2000: 281) of tax expenditures for pension is larger
than that for health insurance and mortgage deductions.

Therefore, an unintended consequence of the tax cuts is a reduction in the incentives
for employers to provide pensions as a source of pay and reduce incentives for
individuals to divert their earnings into tax-favored pension accounts. It is estimated
that a 1% drop in the tax rate causes a .4% decline in pension coverage (Hinz and
Turner 1998).
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Below, 1 explore the connection between pension erosion and the expansion ot 401
(k)s. Enron’s 401(k) pension plan collapse is not idiosyncratic; it reveals the gradual
erosion of the entire private pension system. The decline is especially curious
because workers were aging and presumably wanting more retirement security and
flush times made pensions more affordable. Pensions did not improve in the roaring
1990s when both the economic and demographic environments were most favorable
for growth. If not in the 1990s, when would pensions improve?

Pension Erosion and 401(k)s

Pension erosion took the form of 401(k} — type retirement plans out-shadowing
traditional] defined benefit pensions. The new plans are worth less (especially on a
risk-adjusted basis) which will force people to stay longer in the work force.
Working longer is not compensated for in longer lives. To maintain the same
standard of living as retirees had in the late 1970s workers will have to work over 4
years longer. But, on average, we live only one year longer. The life expectancy
improvement for those who are 65 years old does not outweigh the decline in
private sector pension benefits.

401(k)s and Pension Erosion

Most analysts examine how many workers are covered by 401(k)s and, perhaps,
average account size. I, however, examine 401(k)s from the point of view of
employer costs. The stark and surprising finding was that the menu of plan types
offered by the firm did not explain the level of employers” pension contributions; it
was how their pension options changed over the 1980s and mid 1990s that
determined if employers improved pensions or not. We find that 401(k)s allowed
employers to reduce pension costs by almost one third. And, if a firm adopted a
DC or 401(k) plan between 1981 and 1995 lowered their pension costs per
person by about 20%.

(Statistical analysis shows that a firm’s pension contributions are lower than
average when it sponsors a 401(k) after controlling for other factors that would
affect pension costs [Ghilarducci, Nyce, and Sun, 2001]). The 827 firms in our
sample dramatically reduced their tendency to provide only a DB plan for their
workers over the 14-year period. See Appendix Table 1. In 1981, 45% of firms in
the sample sponsored only DB plans and that share dropped to 11% in 1995. The
share of firms that sponsored both DC and DB plans increased from 41% in 1981,
to a whopping 73%, in 1995. The share of firms that provide only DC plans
increased slightly from 14% to 16%. This is superficial evidence firms did not
substitute DCs for DBs.

Furthermore, it may be surprising that the overall percentage of firms that are just
offering 401(k)s plans has not changed much in recent years: firms with only 401(k}
plans in 1988 was 30.2% of the sample and, in 1996, was 35.7% (see Appendix
Table 2). However, firms that sponsored 401(k) plans as the sole pension plan had
the Jowest contribution per participant, $1,192 in 1996 compared to firms that never
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sponsored a 401(k) or sponsored a 401(k) and other plans (see Appendix Table 3).

In sum, there are many reasons for the shift in DC plans (though it is not the rapid
decline in job turnover — for minorities and women job tenure has actually
increased); however, I find support for the hypothesis that a primary and plausible
reason for the shift to individual based plans is that they are cheaper..

Workers’ desire for DC and 401(k) plans certainly contribute to their growth
especially in the face of job insecurity. The markets can look more secure than jobs.
Human psychology and spectacular equity growth work together to cause people to
"over value" the equity market and expect returns to keep growing. 401(k)s also
give employees desired some control. But, 401(k)-type plans have fatal flaws and
high costs; some Congress can fix, others Congress cannot.

Congress can’t fix the inherent flaw that in individual — based plans workers risk
they were born in the wrong year. Financial markets cycle and if the low cycle is
during your later working years you will do worse than if you were older or
younger. Employers smooth out payments over a large group and birth date effects
become irrelevant.

Congress also can’t change human nature. Good humans are notoriously bad
investors. Human charming traits include overconfidence (we rank our appearance
higher than those around us), saliency (to think what just happened with happen
with a higher probability) and we want instant gratification (Shiller 2000).
Increasingly, middle-class workers are using their so-called retirement accounts as
liquid savings to buy housings, finance periods of unemployment and fund
children’s education. In short, human nature is such that we buy high, sell low,
and trade too often.

Several Pension Reform Ideas

I emphasize four pension reforms below: The first two are designed to increase
transparency and accountability, as well as secure more pension adequacy. The
second two recommendations focus on reducing risks workers face in owning a 401
(k) and thereby increasing the risk-adjusted rate of return.

Increase Transparency which enhances the Ability to improve Benefits

o [ urge Congress to require employers to pay administrative fees
for 401(k)s so employers are induced to find the most the
efficient provider. At the very least Congress should require
employers to reveal the pension administrative costs borne by
workers in a uniform and understandable way.

Employers obtain a tax break for providing pensions (more later) and thereby a duty
to fiduciary principles and public interest are implied. Employers who serve as
quasi- fiduciaries should assess whether the "bells and whistles" of a high profile,
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high service 401(k) plan are worth the high fees. Also, of course, there could be a
great deal of self-dealing in the choice of vendors that would be mitigated if these
transactions were exposed.

Fees are terribly important — they are a hidden source of pension erosion in 401(k)s
because the 401(k) structure allows employers to shift administrative costs to
workers without detection. The Department of Labor, alarmed about the shift, has
stepped up efforts to prosecute employers who charge unreasonable fees and has a
proactive public education campaign -- the web site is impressive
(http:/fwww.dol.gov/dol/pwba/public/pubs/401kfe~1 him ). High service fees in
individual accounts can lower lifetime accumulations by 20 — 40%. The average
annual fee was over $144 per participant (retired and active) for the largest
companies that report fees in 1996 (see Appendix Table 4.)

o ﬁrge Congress to increase the transparency of 401(k) and
pension administration by requiring worker representation on
pension boards.

Employee representation and access to information can mitigate self-dealing
problems and conflict of interests inherent when a firm must both manage a trust
fund and maximize profit — sometimes the goals are not mutually compatible. The
over fifty years of snccessful joint labor-management administration of union-
negotiated multi-employer plans (covering 20% of defined benefit participants})
provides support for the proposal. In addition, the United States stands apart from
most industrialized nations by not requiring worker representation on pension
boards. There is also evidence that when trustees represent labor and management
constituencies they scrutinize each other, which results in the plans more likely
being actuarially balanced and for excess pension fund earnings to be paid in the
form of benefits, not in profits. (Ghilarducci 2000).

_ Reduce Risk

o [urge Congress to restrict the amount of sponsor equities in
individual, tax-favored retirement accounts. (This is a non-
controversial recommendation among academic pension
economists.)

Professional investors are already prohibited by professional standards to invest
more than two - ten percent of a plan’s assets in any one financial vehicle (EBRI,
2002). However, employees seem to have considerable loyalty or faith in their own
employer’s success. Even when employees are not required to invest in company
stock, they hold about 22% of their assets in their company’s stock (EBRI, 2002).
Also, among some of the largest U.S. company’s 401(k) plans, Enron’s was more
diversified than that of others, such as Coca-Cola, for instance, which holds about
85% of assets in company stock compared to 64% at Enron (Chen 2002). Also,
Appendix Table 5 displays the weighted average of sponsor holdings as a
percentage of a companies total pension assets for some of some companies in 1996
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* Asan Advisory Board Member of the PBGC I urge Congress to
in turn urge or require the PBGC to investigate ways to reduce
the risk in defined contribution plans.

How would the PBGC go about reducing risk? Currently, the Pension Benefit
Guaranty Corporation (PBGC) insures payment of defined benefit payments in the
case of employer bankruptcy. The derivative and underlying work of the PBGC is
that because they are exposed to the expense of having to pay pensions they do
monitor and minimize exposure just like sophisticated insurance companies do. In
1998, the PBGC began using a sophisticated (and award winning) model to assess
the probability a weak firm will present claims to the PBGC. The PBGC also has a
sophisticated staff of lawyers and financial analysts who identify corporate mergers,
acquisitions, borrowing, and other financial transactions that might put pension
funds at risk. The PBGC could use the same kind of early warning system for DC
plans.

Boosting Coverage
Other reforms to improve coverage for workers include:

¢ Require immediate vesting, or nearly immediate, for newly hired
employees to help them develop the habit of retirement saving
and to accumulate funds and require "reverse matching" —
employers contribute to all employees 401(k) plans regardless of
employees’ match behavior.

401(k)s have a fatal flaw that will prevent them from ever being a good retirement
income security device they require the employee to contribute before the
employer’s contribution is forthcoming. Research shows that lower income workers
do not participate in voluntary pension plans or they withdraw the funds before
retirement because their tax rates are lower and they are more often to perceive they
do not earn enough. (In surveys 30 - 60% of people underestimate how much they
need to save for retirement.) A full 20% of workers who could contribute to the DC
plan offered at work don’t and the median 401(k) balance is less than $5,000 for
women and less than $11,000 for men (EBRI1,1997). In fact, in 1998 for the first
time, the rate of increase in assets in DB plans was greater that in DC plans. Federal
Reserve officials suspect that workers are drawing down their DC accounts before
retirement (Anad, 1999).

e Mandate a defined contribution, individual account supplement
to Social Security and subsidize the supplement for low and
lower middle income workers with tax credits deposited directly
into their account.

Besides raising tax rates, an effective way to boost coverage would be to mandate
individual accounts and fund it with tax credits — e.g. the earned income tax credit —
for lower income workers. Mandating coverage with government seed money is
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analogous to the existing tax carrot though it is updated and more effective for low
and middle-income employees. Alse, to reiterate the point above, a different tax
carrot is needed when tax rates are low.

Conclusion

The idea of individual responsibility in all areas of social insurance has momentum
in the employer and employee relationship; therefore, new forms of regulation are
needed. Some fear that regulating 401(k)s will induce employers to not provide
pensions. However, pensions are not merely agreements between employers and
employees. Taxpayer subsidies are important reasons retirement plans exist and
government has a role in making them serve a public interest.

ERISA reform must address the coverage, protection, and adequacy gaps in the
growing voluntary individual pensions sectors. ERISA regulators should construct
clever and employer-responsive ways to reverse the erosion in pension coverage.
Individual control of pension accounts comes at a high probabitity of failure—
professionals make better investment decisions than individuals and the risk is
minimized when distributed over a large group plan. In addition, much of the
administrative expense for individual accounts are not subsidized by the employer
(as they are in traditional plans) and they are higher because workers lose
economies of scale, smoothing possibilities, and the advice of professionals.
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APPENDIX G — SUBMITTED FOR THE RECORD, ENRON
CORPORATION SAVINGS PLAN, AS AMENDED AND RESTATED,
EFFECTIVE JULY 1, 1999
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ENRON CORP. SAVINGS PLAN

As Amended and Restated
Effective Iuly 1, 1555
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ENRON CORF. SAVINGS PLAN
WHEREAS, Earon Cerp. hes heretéfore zdepred the ENRON CORP, SAVINGE
PLAN, hereinsfier referred 1o as the “Plan™ for the beneftt of its employees: and

WHEREAS, the Company desiras o restats the Plan and to smend the Plan in severil
Tespeots, intending Ciersby w provide so aninterrupted and contiouing program of bensfits;

NOW TEEREFORE, the Ple; is hersby restated in #s entirety av follows with nn
inteyruption in time, effective as of July 1, 1599, except a5 otherwiss indicated herein:

DOLO0G02
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Definitions angd Constructian

11 n;ﬁnm Where the following words and phrazes sppear in the Plan, they

shall have the respective meanings set forth below, unjess their context clewly indicates 1o (3e

coTtrary.

(1)  Asgsnunt(s: A Pericipant’s Befors-Tax Contibution Ascount, Company Contributiin
Account, After-Tax Contibution Account, and/or EOTT Contributdon Account.

(2) Azt The Employes Retirement Incoms Security Act of 1974, a5 smended.

() . After-Tax Contrihntion Account: An individust account for each Participant, whichlis
cradited with bis Afler-Tax Contribgtions, and which s credited with (or debited far)
such Account’s allocation of net inrome (or net loss) and chenges in value of the Trdse
Fund. B

4 After-Tex Contributions: Conkibutions made to the Plan by s Panicipant fn
accordarce with Section 3.2,

(%)  Baze Pay: With respect to any Participant, auch Participsat's basic rate of compensatibn

for a Contribution. Period based npon the howly pay rate, weekly salary, establishad
benefit rate, er similar unit of bass compeasation applicabls 1o such Participant pursu
1o the Compasy’s regular pzyroll accounting sod determiined as of the last day of

Centribution Pedod.  For purpotes of determining o Participant’s basic e of
compensation for 8 Contribution Peried, elective contributions made on & Participant’s
behalf by the Company that are not includgble in income wnder ection 125, i
402(e)(3), secdon 402(h), ar section 403(b) of the Code and any amounts that sr= not
inclndable in-the gross income of 2 Participant under & salxry reduction agreement by
veagon of the spplication of section 132(f) of the Code shall be ineluded. The Basz Paylof
axy Parricipant tsken into atcount for purposes of the Plin shall be Kmited w $150,000
for amy Plan Year with such limiraion to be:

(A)  Adjusted sutomatically to reflect sy smendments to section 401(a)(17) of e
Code and any cost-of-living intyesses authorized by section 4010a)17) of the
Code; and

(B)  Prorated for & Plan Year of less than twelve months and to the extent otherwise
required by applicable Jaw.

L1

DOY 00004



®

®

&)
ao
an

a2

an

14

(15)

217

The Committes may imposa the forsgoing Hmitation ratably on = Contriburien Period by
Contribution Perjod besis or @ such other reasonable basis as may be established by the
Committes. .

Cempansation continustiens past termminetion of a Partieipant’s employment shall not bl
ineluded as g Participant’s Base Pay.

Before.-Tax Countriburion Accnunt: An ipdividual sccount for each Participant, which
is credited with the Before-Tax Conmibudions made by the Compuny on such
Participatit’s behalf and credited with (or debited fior) such Account’s allocation of ndt
income {or net loss) and changes in value of the Trust Fund.

Before-Tax_Conribiotions: Contridutions made to the Plan by the Compmay on b
Pariisipmnt’s bebalf in aceordmnes with the Participant's elections to defer Base Fay umder
the Plan’s qualified cash cr deferred arrangemest as deseribed in Section 3.3,

£

Berefit Commencement Daix:  With respect to coch Participant or beoeficiary, the fin
day of the first period for which such Participant’s or beneficlary’s benefit is payable t
Lim from the Trust Fund determined in accordance with Section 10.1.

Cnde: The Intexnal Reverme Code of 1986, »s xmended,

Commencement Dare:r The dats on which an Employee first performs sn Houy ¢f
Sexvice.

LCommitiee: The administrative cammittee sppointed by Brxon Corp. to administer the
Plso.

Company: Ewron Corp. and any entity which has sdopted the Plan for the benefit of 3
EXgible Enployses, -

Company Contribution Aeconnt: An individual sceount for esch Paricipant, whick
creditcd with the sum of (A)Company Matching Contributions made an

Participant’s bekalf and (B) the Company Safe Harbor Contributions, if iy, made 4n
such Participsnt’s behalf, and which is credited with {or debited for) such Azeount's
allocation of net income (or net loss) and changes in valus of the Trost Fund,

ipny: Contributions made to the Plan pursuant to Sections 34,35,
222 and 22.3, '

Company Makching Conmihytions: Contributions made to the Plag by the Compaty
pursuant to Section 3.4 and Section 22.2.

12
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Company Safe Harher Contributione:  Coentibutions made to the Plan by mﬁ

Company pursyant to Section 3.5,

Contribation Perled: Eazh payroll pered or such other period as may be sstablished by
the Comminee for purpases of the timing of conwibutions w the Pl Cenribution
Periods may vary for different groups of smployzes.

Controfled ¥utity: Each corporation bat is 2 member of x controlled groum of
corporations, within the mesning of saction 1563(a) (detsrmined without rgmd
sections {563(a)(4) and 1563(e}(3YC)) of the Cade, of which Exvon Corp. is & member
each trades or business (whether or not incorporatcd) with which Enron Corp. is unde
common contrel, and esch member of su wffilisted service grovp, within the mésning of
seetion 414(m) of the Code, of which Enron Cerp. is & member.

Direct Ralloysr: A payment by the Plin to 2n Eligible Retirement Plen designased byt
Distributes,

Digtribates:  Each (A) Pacticipsnt entitfed 1 an Eligible Rollover Distribution, (zsi
Psnicipant's surviving spouse with respect o the interest of mch furviving spouss in

Eligible Rellover Disvibution, and (C) farmer spovse of 3 Participent wha is o slternazs
payes under » qualified domestin relationt arder, as cfiticd in section 414{p} of the Codd,
with regerd to the intecest of such former spouss in an Eligible Rollover Distibution,

Effecsive Date: July I, 1559, as to this rasatersent of tha Plan, eXsEPU (A) 83 cmcwfis?
indicated in specifie provisions of th Plan, and (8) that provisions of the Plag required

have an earlier effective data by spplicable stanqe and/or regulation shall be effactive a5
of the required effective date in such statute and/or regulation and shall spply, s afmqk
required effective date, W any plks merged into this Plan. %

. Each Employes other then (A) an Employes whowe terma
conditions of employment are governed by 2 eollective barguining spreement, unlees
ameemat provides for his coversge wder the Plan, (B) & nonresident alieq who racs
no earped income fom the Company that constitutes income from sourees within’
United States, a0d (C) m Employee who s & Leased Employee. Notwithsunding
provision of the Plan to the zontrary, 1o fndividual who is designuted, compensated,
otherwAse elassified orreared by the Company as ivdependent conwacior or other
common law employes shall be eligible 16 become 5 Prrticipant in the Plan,

Eltgible Retirement Plan: (A) With respect to 2 Dismibutes other than a purvi
sponse, an individual retirement sceount described in aection 408(s) of the Code,
individua] retirement tnnuity described in section 408(5) of the Code, & amity pl
described in seetdon 403(s) of the Code, or 3 qualified plan described in sexition 401023 &F
the Code, which under its provisions does, and under applicable law may, eceept
Disributec’s Eligible Rellover Distribution, and (B} with respeet fo a Distibuter who

3
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& surviving spouss, an individual retirement account deserbed in section 408(a) of fhe

Code oy an individual retirement znnuity deseribed in section 408(9) of the Cods,

Eligible Rollover Distribution: With respect to & Distributes, any distribution of alf

any portion of e Accounts of & Participant other than (A) & distibution that 35 one of &
‘series of substantially equal pericdic peyments (oot Jess frequently than zonfally) made
for the life . (or life expectancy) of the Dismibutee or the joint lives (or joint hfe

expectancies) of the Distbutee and the Distributec's designated bencficlary or foy

spesified petiod of ten years er mere, (B) a distribution 1o the extent such distibution 3

required under section 401(2)(8) of the Cede, (C) the porticn of a distribution that is §

pot
includable in gross income (determined without regard to the exclusion for net unrealiged

sppreciation with respect to employer aecurities), (D) & losn weated as a distibudon

tnder section Ti(p) of the Code and not excepted by section 72(pX2), (£} & loxa
default that is a deemed diswibution, (F) auy copeetive diswibution provided in Sectid
3.8 md 4.5(k), and (G) any other distribution so designated by the Internsl Revey|

Servics in Tovenne rulings, notices md other guidaace of general applizability, Funlfer,-

in
ns
ne

from and afler Jannary 1, 2000, a distibution from the Before-Tax Contribution Accopnt

of & Participant wha has not attained age 59% pursuant 1o Section 11.2 shall not constithte

an Eligiblc Rollover Distrivation,

Emalovee: Each (A} individual emplayed by the Company md (B) Leased Emplayse,

United States citizens or residents who are exployees of cortain foreipn affiliarcs
Enron Cerp. as may be designated from time to time by Enron Corp. and identified
such a foreign affliate comployer of such employees in s agreement under sectd

31210) of the Code filed en behnlf of Eoron Corp. with the Internsl Revenne Scrvik

skall be treated as Emplayecs m&ncmdiﬁcnlhncnnnﬂ:uﬁnmumknﬁmdadplm

deferted compensstion are not provided by any other persen or entity with respect 10 (he

remonsation paid by the forcign affiliate.

Hour of Seevice,
Earonm Stock: The common stock of Enron Caxp
ED&G Stock: The commeon stock of Errog Off & Gax Company.

.

“Determination Year™) and who:

(A) 1s ¢ fivcporoent owper of the Company (witkin the meaning of kzetipn
4160X 1A of the Cade) at any tims during the Determinagon Yenr or the
wwelve-month period fmmedistely preceding the Determination Yexr (the “Lodk-

Back Yexr T or

I-4

: Th.cdatecnwhichmhdiﬁdudﬁxstyurfomw

: Each Employes who parforms serviees during the
Pl Year for which the determination of who is highly compensated is being made (the

of

sShgE
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(8)  For the Lock-Back Year, recsivas gn;npcnsa:icn (within the meaning o.f seeti
414(q)(4) of the Code; “eompensation” for purposes ?f this Paragraph) in excdss
of §30,000 (with such amount to be adjusted autornatically to reflect any cost-gf~
living sdjusiments suthorized by sectiom 414(q)(1) of the Code) during the Lock-
Back Year and is a member of the top 20% of Employees for the Look-Back Year
{other than Employsss described in section 414(q)(5) of the Code) ranked on the
basix of compensation recetved during the year,

For purposes of the preceding sanence, (i) afl zoployers aggreguted with the Compay
under sestion 414(b), (<), (m), or (o) of tha Code chall be treated ¢ & single employer of
(f) 1 farmer Employes who had & separation year (generally, the Doermination Y4
sach Employes separates from service) prior to the Determination Year and who was
active Highly Compensated Employee for either suzh scpmrstion yewr or
Dercrmination Year ending on or afier such Employee's fifty-fifth birthday shall
deemed to be & Highly Compenssted Employee. To'rhemmnmcmim af 1
Pamsgraph sre incomsistzot or condlict with the definitien of a "highly compensat
employes™ szt forth in section 414(g) of the Cede snd the Tressury regulatio
thereunder, the relevant terms end provisions of secdon 414(g) of the Code and 4
Treasury regulsiicons thereander shall govem and control.

Huur of Servicar Each hour for which an individual is directly or indirectly paid, pr
catitled to prymeat, by the Company or & Cantrolled Entity for the performance of durids.,

bk hARE<E B ae

Investment ¥uud: Iovestment funde made available from time to Hime for the
investment of plas assetx xx described in Article V.

Involuntary Termingtion: Termination of & Participant's erplayment by the Compady
dumbwnmdmkyoﬁwmmmﬁmﬁmln&n&mnbt
limited to division or office closure or relocation), A Participant's eployrment with e
Company shall in no event constitute sn Involuntwy Terminstion if the Potic
voluntarily terminates such employment (whethier by reason of retiremem o oths
orif guch Participan’s crnployment is terminated by the Commpany due to the Partic
gross negligence or willful misconduct in parformance of the duties of hiy employment
bix commission of » felony or by ressen of conduct camsing infwry or Joss 1o

Compuny.

Leased Fmploves: Each person who is not sn employes of the Company or a Controll
Entity but who perfooms services for the Company or & Controlled Bntity pursumt w

agreement (aral or wrinten) between the Company or 3 Controlled Entity snd axy leasi
orgenization, provided thit such person has performe=d such services for the Company ¢r
2 Conwrolled Entity or for related persons (within the meaning of section 144(2)(3) of

Code} on & substantially full-time basis for 1 period of at l=ast one year and such servic
are performed rnder primary diztctiqn or control by the Company or a Controlled Entity.

L5
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Normal Retirement Date: The date 8 Participent 20zins the age of sixty-five,

Earticipant: Each individual wha (A) has met the cligibility requirements fpr
participation in the Plan and clected to participate in the Plan pursuant ta Artiele II or ®)
has made a Rellover Contribution in sccordance with Sectien 3.9, but only to the exteht
provided in Section 3.9. For putposes of Article V cnly, the beoeficiary of a deceastd
Participant and zoy altemate payee under a qualified domestic relations order (as dafingd
in Section 15.2) ghall have the righrs of 2 Participant.

Perod. of Servies: Each peried of zn individual's Service comumencing on

Employment Commencement Date or & Resmployment Commenicement Date,
applicable, and ending on a Severance from Servieas Dats. Notwithstanding 3
foregoing, a period duting which o individual is ahsent from Servies by resson of t]
individual's pregnancy, the birth of a child of the ‘ndividuxl, the placemnent of x ekl
with the individual in connectien with the adoption of such child by the individual, or f]
the purposes of caring for such child for the period fmmediately following such birth
.Placement shall not constituts @ Period of Servics between the first and secos
amiversery of the first date of such absence. A Period of Service shafl also inchide ad
period required ta be credited ax 2 Pexjod of Service by federal law other than the Ast
the Cede, but ealy under the conditions and 1o the extent 50 required by such feders! lasy

LS - G- v T e a4

Period of Severancs: Each period of time cammencing on ma individual's Seversnd
from Sexrvice Date od ending an a Reemployment Cotnencement Date,

Rlan: The Earan Corp. Savings Pln, a3 smepded from time to time.
‘Blan Yegr: The twelve-consecutive month period commencing Jaquary 1 of each yesr,

Resmploymens Cominencement Xintz:  The fist date upon which an individugl
peeforms an Hour of Service following 2 Severancs from Service Date,

Rollayer Account: An individual aceount for an Eligible Employes, which is credity
with the Rollever Conuriburions of such Employes, snd which is credited with (or debitqy
for) such Aceount’s allocation of net income (or net losa) and changes in valva of ty
Trost Fond,

0 2 R

Rallover Contrfbutlons: Contributions made by in Eligible Employee pursuant
Section 3.10.

Service: The period of an individusl's employrment with the Company or a Ccnrmllah
Entty. In sddition, Enron Corp. msy credit individualy with Vestng Serviee

zmployment with any other entity but only if and when such individuals becorne Eligib:
Employees timough a atoek or asset purchase or other coTporate wansaction but only

16
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such crediting of Vesting Service (A) docs not excesd S yeats of Service, (B) bhs 2
Legitmate businessreacan, (C) does ot by dsign o7 cperiion Gscriminae sgnifcntly
in favor of Highly Compensated Employees and (D) is spplied to all similarly situhted
individuals.

(44) Sgysrance from Servige Datz: The first date on which an individual terminates| his
Service following his Employment Comumencemem Date or a Resmployment
Commmencement Date, if spplicable. Notwithstanding the foregoing, the Severancs Rom
Service Date of xn individual who is sbsemt from Service by reason of the individub’s
pregoancy, the birth of a child of the individual, the plscement of a child with fthe
individual in commestion with the adopticn of such child by the individmal, or for purpdses
of emring for such child for the period jmmedistely following such birth er placemjent
shall be the second xnniversary of the first date of such absence.

(45) Trmk The trust established fmdemr the Trust Agresmoni(s) o bold and inviest
contributians made under the Plan md incoms thereon, and from which the Plan benefits

(45 Xrmat Agrsement: The agreement entersd into berween Enron Comp. and the Trus
establishing the Trusr, sa such agreement may be amended from time to time.

{47) Trmat¥upd: The finds eod properties held pursuant to the provisians of the Trist
Agresment for the use =nd benefit of the Participants, together with all income, profits,
and increments thereto,

(48) Trmatee: The mustes or tustecr qualified apd scting nunder the Trum Agreement a2 =
time,

{49) Yested Interest: The percentage of » Participant’s Accounts which, pursusnt to the Piad,
is ponforfeitable, ’

(50)  Yesting Service: The measure of yervice used in determining & Participant’s Vestell
Interest as determined in sccordance with Scstions 8.4 and 8.5,

12 Number and Gender. Wherever appropriste herein, words used in the singminf
shall be considered to incluge the plural, snd words used in the plural shall be considered b
include the singuler The masculine gendar, where sppearing in the Plan, shall be deemed t
include the feminine gender,

13  Hepdingy. The hesdings of Artcles and Sections heein are included aolely fod
canvenience, end if there is any conflict between yuch hesdings and the text of the Plan, the text

shall control,

I-7
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14  Congrostion. Itis intended that the Plan be qualified within the mesning c{
seetion 401{x) of the Code and that the Trost be tax exempt under section 501{2) of the Codd
1nd all provisions herein shall be construed in 2ccordance with such intent.

13
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first month coincident with or next following snch Eligible Employes's Commencement Dats br
the dere he becomes an Eligible Employes tkagqgh & Stock or asset purchase or other corparate
transaction. Notwithstanding the foregoing:.

Participation in the Plan ix volumry, Any Eligible Employes msy become a Participant wpén
the datz op which he first becomes eligible by making a2 Befors-Tax Contribution slection {and

224

IL
Participati

Each Eligible Employee shall be eligible to become a Farticipant upon the first day of the

(&) An Eligible Employes who was a Paricipant in the Plan on the day pribr
to the Effective Date shall remain a Participant in this restatement thersof 51 of the
Effective Datr;

(t)  An Eligible Employes who wes 3 Participsnt in the Plan, or who whs
eligible to become a Participant in the Plan, prior 1o & terminstion of employment shall
cligible 1o remxin or become a Pamicipnt immediately upen bis reemployment as
Eligible Eroployes; xad

-

() A Panicipat who ceases to be zn Eligible Proployes but remains dn
Employee shal] continue  be  Participant but, on and after the date he crases to be pn
Eligible Employre, hie shell no Jonger be entitled to defer Base Pay hrreunder, recef;
allocations of Coampany Matching Contributiors or contribute to the Plan unless and il
he shall again become an Eligible Employes.

related Base Pay reduction agreament) or After-Tax Contribution election in aconrdance with

procednres prescribed by the Committes.  Any Elighle Employez who does not becomel s

Partivipant vpon the date on which he first becomes eligible may become a Participamt

first day of any subsequent month by making & Before-Tax Contribution election (xnd

Basc Pay reducten sgreement) or Afier-Tax Conmibution election in accordance with

procedures prescribed by the Committes.

on the
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111,
¢ thuth
111  BeforsTax Contributions,

{s) A Paticipant may slect 10 defer an integral percaniage of from 1%  16%
(or such lesser pmcentage as may be prescribed from time to time by the Cotrmittec) of his Beee
Pay for 8 Cantribution Prriod by having the Comprny contibute the amount s¢ deferred to
Plan. Base Pay for a Connibution Perivd not 3o deferred by such election shall be received
such Participant in cash, A Participant's clection to defer an amount of his Base Pay pursusn
thin Section shall be made by authorizing his Company, in the manger prescribed by
Comumittce, to reduce his Base Pay in the clected amount and the Company, in idem!
thereof, agrees to contribute an equal amomt to the Flan. The Base Pay elected to be defared by

a Participent p to this Scction shall become 2 part of the Company’s Befors-Thx
Contribetions and shail be ailocated 'n;a:mrdmcqvith Section 4.2(a).. :

EFeg¥

(t) In restricton of the Participents” elections provided in Pampraph- ()
abovr, the Before-Tax Contributions aad the elective defermala (within the meaning of sectidn
A02(gX3) of 1he Code) under all other plans, contracts, and sang 3 of the Company dn

e
)

behalf of any Panticipant for any calsadar year shall not cxceed $10,000 (with such amount 1o ¥
adjusted automatically to reflect any cost-of-living 3djustments authorized by section 402(g)(3
of the Code),

(9 In further restriction of the Participants® elections provided in Peragraph
(2) sbove, it is specificaily provided that oo= of the “actunl deferral percentage™ teaty xet forth ¥
section 401(k)N3) of the Code and Treaswry repulations therwunder must be shet in cach P
Yexr. Such testing shall utilize the cument yeae testing method sx anch termn is defined in
Revepue Service Notice 98-1. If multiple use of the alternative limitation (within the mesning
sestion 401(mX9) of the Code and Treaxxry regulation § 1.401(m)-2()) ocours during a Plar
Year, such multiple usc shall be comected in seccndance with the provisions of Treasury
regulation §1.401(m)2(c); provided, however, that if such multiple wae is not eliminated by
making safe harbor contributions, then the “actual contiibudon percentages™ of all Highly
Comp d Bmployess participating in the Plan sball be reduced, and the excess conrsburionsl
distributed, in sccordanes with the provisions of Settion 3.8(c) and applicsble Treasury
regulations, so that thege is no such multiple use.

{d)  If the reswictions set forth in Paregraph (¢} sbove would not otherwise be
met for any Plan Yesr, the Base Pay deferral elestions made pursusnt 1o Paragraphs (x) abave of
affreted Participants may be redneed by the C iftee on & wmporary and prorpective basis in
such manner as the Committes xhall determine,
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() As scon a5 administratively feasible following the end of cakh
Conmibution Pesad, tut no later than the time required by applicable law, the Company shil
contribute to the Truet, a3 Before-Tax Contributions with respect to sach Participant, an amount
eque] o the amount of Base Fay clected to ba dcfmed: purzuast to Paragraph (n). shove fas
adjusted pursuant 10 Paragraph (d) abeve), by suth Participant during m;n:h Centribution Peri
Such comtributions, as well as the contrdbutions made pursuant to Sections 3.2 and 3.4, shall pe
msede without regard 1o current or accumulated profits of the Company. Nourwithstanding she
foregoing, the Plan is imended to qualify as » profit sharing plan for purposes of sections 401(k)
402, 412, 3ud 417 of the Code. .

L3 After-T3x Contributiony. A Participaat may ecomiribute to the Plan, as
After-Tax Contributions, an integral percentage of his Base Puy whick, when added to the
mtegral poreenzge of his Base Pay for such Cuontibution Period designated as Befors-Thx

to
123
8

Contributiens, does not exceed 15% (or such lesser percentage 28 may be preseribed from time|
tme by the Committes). ARcr-Tax Contributions ahall be made by sutherizing the Corapany
withbold such conuibutions from the Participant’s Base Pay. Ewh Participmt may elest

in such manmer as the Committee shall determine. As soon as adminimratively
following the ead of cach Contribution Period, but no later than the time required by sppli
law, the Company shall contribute to the Trust the After-Tax Contributiens withheld from
Panicipants” Base Pay during such Contribution Period. .

013 Bofore-Tax and After-Tax Contribution Chanees. A Panticipant mey
the smount of, suspend or resume hiv Before Tax Contibutions ar his Aftzr-Tax Coptribnt
(within the applicable percantage limits set forth in Sections 3.1 and 3.2 above) effective as
the first day of sy Conuibution Period. Such change shall be effected in accordance with
procedurey established by the Comminee. ’

T4  Compeny Matching Contributiony. For esch Contribmtion Periond the
shall contributs &s Company Matching Contributions on behalf of each Participant other than
Panicipent who is a fizld hourly construction worker or whese contribution rights are describy
in Artiele XXI1, 20 amount which equaly 50% of the Before-Tax Contribudons which were m
pursaxnt to Section 3.1 on behalf of such Parrisipant during such Contribution Period xnd whi
©were ot in excess of: for the 1999 Pl Year, 4% of such Participant's Baze Pay for
Contribution Peried and for the 2000 Plan Year and for Plan Years thereafter, 6% of
Participant’s Base Pxy for sich Contribution Petiod.

B
1™

LS Compagy Syfe Harkor Contribntioms. In eddition ts the Company
Contributions made purzuznt to Section 3.4 for & Plan Year, the Company, in it discredon, my
sontribute to the Trust as a “safe harbor contribution” for such Plan Year the amounts necesyy
ta canse the Plan to satisfy the restrictions set forth in Secron 3.1(¢) (with tespect c:min

nr-2
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restrictions on Befors-Tax Comributions) and Section 1.8 (jn'im respect w certain rutr':ctjc:s =<3
Company Maiching Contriburions and Afier-Tax Contritutions). Ameunts contibuted in order
to satisfy the resiricions set forth in Section 3.1(c) shall be considersd “qualified nonelective
contributions™ (within the meaning of Tressury regul.a'uan § !.401(15)4(5)(13)) for purposss (of
such Section, snd amounts contributed in order to satisfy the resrictions set forth in Section 3.6
shsll be considered Company Matching Contributions for purposes of such Section, Any
amenmts coptitited pursuant to this Secdon shall be allozated in accordance with Seetidns
4.2(d). For purposes of the Plen, such contributions shall be teated in the same munner fns
Before Tax Conxibutions under Scction 3.1 of the Plan, shall be ronforfeitable and fally vesged
when made, aod cannot be withdrawn for sny resson, including hardship untll terminadon fdm
ey Enren company.

s i _M;

Lontribytions.  In restriction of the Company Marching Contributions and Aﬁer-%
Contributions herminder. it i3 specifically provided that one of the “sctusl contributi
percentage” tests sct forth in section 401(m) of the Code and the Treasury regulstionr theyemng
raust be roet in sach Plan Year, Such testing chall utilize the commnt year tasting method 1< Ry
term ix defined jn Intamal Revenue Sevics Notize 93-1. The Committce may elect,

accordagce with applieable Tressury regulations, 1o treat Before-Tax Contributions to the Pl fas
Company Matching Contributiens for prrpeses of mesting this requirament.

17 Paymeaty fo Trustee  Contributions under the Flan shall be paid by 1
Company directly to the Trustee &y socn as practicable, On or zbont the dmte of oy s
payment, the Committee shall be informed a5 to the amount of such pryment,

Faegd Rkl

B

2

IIL8  Ratyrn of Copnributions. Anything to the contrary hermin notwithstanding, 1
Company's contributions to the Plag are contingent upon the deduetibility of such contributio]
under section 404 of the Code, To the extent that a deduction for contibutions is disallowy
such contributions shzil, vpon the written demand of the Compeny, be retumned to the Comp
by the Trustee within one yesr afler the date of dissllowance, reduced by xny ner losses of
Trust Pund amibutable thercto but not increased by oy net carnings of the Trust Fug
amribmtable therero, which net earnings shall be trexted as & forfeimre in accordance with Sectis
43. Moreover, if Company contributions are made wnder 2 mistake of fact, such conuibutiol
shali, upen the written demand of the Compsany, be retnmed 10 the Compuny by the Trust
within one year sfier the payment thereaf, reduced by any net losses of the Trust Fod
attributable therets but not jncreared by eny pet esmings of the Trust Fund stiributable theren
which net earnings shall be treated as a forfeiture in accordancs with Section 4.3,

BB eD bha< U R
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0.9 Disposition of Excese Deferrals samd Exeess Contribudons.

{3 Anything to the congary hercin petwithstanding, any Before.T:
Contribulions to the Plan for 2 calendsr year on behalf of a Participant in excess of
limitatioms sed forth in Sextion 3,1(%) and any “sxcess defergals™ from other plans allooaied 1o th
Plan by such Participsut no Ister than March 1 c:{ the next fellowing calendar year within i
meaning of, and pursuant 1o the provizions of, section 402(z)(2) of the Code, shall be disuih
10 such Participat not later than April 15 of the next following calendar yesr,

(b} Anything 1o the contrary herein notwithstanding, i) for any Plan Year,
aggregate Before-Tax Contritutions woade by the Company on bebalf of Highly Compensate
Employess exceeds tiz maximum zmount of Befors-Tax Conributions permitted on bebalf of
such Highly Compensated Employees pursuant to Section 3.1(s), such excess (determined b
redueing Befors-Tax Contributions on behalf of Highly Compensated Employees in arder of
bighest dollar amounts contributed on bebdlf of such Highly Compenssted Employees i
ccopdancs with zection 401{k}E)C) of the Code snd the Treanuy regulations Gereunder) shall
be distributed to the Highly Compensated Employess on whose behalf such excass
contributed before the end of the next following Plan Yerr.

() Anything to the contrwry hacein notwithstanding, if, for any Plan Yexr,
sam of the aggregate Company Matching Contributions and After-Tax Conmributions sliocaned
iz Accounts of Highly Compensated Employsss exceeds the mseimum smount of
Comparry Matching Contibutions and Afier-Tax Conmibutions permitted on behalf of
Highly Compensated Employees pursuant to Section 3.6, such excens (determined by
After-Tex Contributions made by, and Compsny Matching Coptributions made on behalf
Fighly Compensated Enployres in order of the highest dollar amounze contributed by xad
bebalf of xuch Highly Compenmated Employess in accordance with section A0T(za)(E}C) of 1Y
Cads aod Treaswry regulations therrunder) shall be distributed to the Highly
Ercpleyees on whote behalf such excess contributions were msde or who made such oxees
conuibutions, as appliesble, (or, if such sxcess contributions are forfeible, they shall ¥
forfeited) before the end of the next following Plan Year. Compuny Mutching Contibutieg
shall b forfeited pursuant 1o this Paragraph only if distribution of alf vested Company
Cantributions is insafficient o meet the requiremeots of this Pasgraph, If vesed
Matching Contritutiens sre diswibuled 30 & Prticipant md nonvested Compeny
Contrbutions remain credited tw such Partvipent’s Accounts, such nanvested
Matching Contributions shail vest at the smne rate as if such distribution had net been made,

okl

O W P

{d)  Incocrdinating the disposition of excess deferrals and sxcess contributicgs
pursnant o this Section, such excess deferrals and wxcess contributions shall be dirposed of {n
the following order:

{1}  First, Before-Tax Contributions that constimte extess deferrals
described I Pacagraph () above that are not considered in determining the smount &
Company Matching Contributions pursuant 1o Section 3.3 shall be distibutad;

it
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(2)  Next, cxessi Before-Tax- Contributions that consmitute exeags
deferrals described in Paragrzph (8) sbove that are considersd in determgning the amowt
of Campany Matching Contributions pursuant ta Section 3.3 shall be distributed, snd ti
Compeny Matching Contibutions with respect 1o such Bafore-Tax Contriburicns shall e
forfrited;

m

%)} Next, excess Before-Tax Conuibutions described in Paragraph (§
sbove that are not considered in determining the amount of Company Matchide
Contributions pursuant 1o Section 3.3 ehall be distributed;

[~

(#)  Next, excess Before-Tax Convibutions deseribed in Pamgraph ()
sbove thst sre congidered in determining the moount of Company Mat
Contributions purseast to Section 3.3 sball be distributed, and the Company 0
Contributions with respect to much Bsfore-Tax Conuributions shall be forfeited;
wd (5)  Next, excess After-Tax Connibutions described in Pamgraph ()
shove:

{5} Finally, excess 'Cnm@pany Muching Contributions described
Paragraph () ebove shall be distributed (or, if forfeitable, forfeited),

—t

(=) Any distribution ar farfeiture of excess defemala or excess contribution
pursuant to the provisions of thia Section shall be sdjusted for income or logs Allocated therets §
the manner determuined by the Comminee in sccordance with xny method penmjasible undt
spplicable Treasury reguiations. Any forfeiture pursoent to the provisions of this Section sh
be considered 10 baye occumed on the date which iz 2% months after the end of the Plan Yexr.

ITLI0 Rallaver Contribmtions.

=R = Y

(8) Qualified indirest Rallover Contributions may be made 10 the Plan by arf
Eligible Employes of smounts received by such Eligible Employes from an individual
account or ammuity o from another qualified plan, but only if such Rollover Contributions
made pursusm to and in sccordance with applicsble provisiona of the Code. Any Eligib
Employee degiring o cffect indireet Rollover Contibutions must exeonte and Slc with
Committee the form prescribed by the Committes for such purposs.  An indircet Rollev
Contribution xball be creditad to the Rollover Account of the Eligih)s Employse making s

* indirect Rollover Cantributian 4 of the day on which the Rollover Contribution is made.

13
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(®)  Qualified direct Rollover Contributions may be made to the Plan by shy
Eligible Employce of amounts received by such Eligible Employee from cenain individgal
retirement sesounts of aoonitics or from an employess’ trust described in section 401(a) of the
Code, which is exampt fram tax under sccton 501(a) of the Code, but only if any fuch dirder
Rollover Contribution is mads pursaant to and in accordancs with applisshle provisions of the
Code and Treasury regulstions promulgsted thereunder, s direct Rollover Contribution bf
smounts that ere “cligible rollover distributions” within the meaning of section 402(F(2)(s) bf
the Code may be mads 1o the Plan irrespective of ‘whether such eligible rmllover distiburkon
puid to the Eligible Emgloyes or paid to the Plan &5 2 “direct™ Rollover Contibution. A at
Rollover Contribution to the Plag must be in cash and may be effectuated only by wirs trans:
directed to the Trustee or by issuance of & cheek made payable to the Trustes, which s
negotishle only by the Trustes and which jdentifics the Eligible Employee for whose begefit
Rollover Contribution is being made, Notwithsranding the foregoing, an Eligible Employze w
ia entitled to & distibution from the Enron Cotp. Employee Stock Ownership Plan may
direct Rollover Contributions of such dismitnition to the Plan in whele shates of Enron Sto
Any Eligible Employee desiring to sffect 8 direet Rollover Contribulion @ the Plan most
and file with the Committas the form prescribed by the Committes for such purpose. T3
Commities sy require as x condition Yo accopting any direct Rollover Contribution thax su
Eligitle Fmployes fornish my svidemes that the Committes in its diseretion decms satisfactof
to establizh that the proposed Rollover Conmibution ia in fact eligible for rollover to the Plan
is made pursuant to and in sccordance with appleable provisions of the Code and T
regulations, A Rollaver Contritantion shall be credited to the Rollover Contribution Account #f
the Eligible Employes for whose benefit such Rollover Contribution is being made 53 of the Jayt
day of the month in which such Rolloyer Contribution fs made,

“Eoh

() An Eligible Ewployes who has meds a Rollover Connibution
accordance with this Scction, but who bas not othearwise become s Participant in the Plan
aceordence with Article I, shall become x Faxticipant coincident with such Rollow
Contribution; provided, bowever, that such Pardcipme shall not have 2 right to defer Bass Pay dr
have Comg . Centributd mude on his bobxlf wntil he has otherwise pavisfied
requirements imposed by Article IL

POLO0O1S



231

Iv.
lloegti i Limltati

1V.11 Susnended Amoynts. All contributions, forfeitures, and the nct jncome (or het
loss) of the Trust Fund shall be beld in suypense undl sllocated or applied as provided berein,

iv.lz Allocarlop of Cgntributions tq Accounty.

‘(z) . Before-Tax Contribntions rpade by the Company on a Paxticipant's b:nL.l.(
pursuans to Section 3.1 shall be allocated to such Participant’s Befors-Tax Contribution A

(®)  After-Tax Conuibutions made by & Panticipant pursumnt s Section 3.2
shall be aliceated to the After-Tax Commibution Account of such Participant.

(©) The Company Matchihg Contdbutions for each Comtrbution Paripd
pursangt to Secrion 3.4 shall be sliocated to the Company Contribution Accounts of the
Participants for whom such contibutions were made.

(d) The Company Safe Harbor Contribution, if amy, made porsmant jto
Seetion 3.5 for a Plan Year shall be eliocated as descriked in the Board resolution providing for
guch cenmibutions to a Participant’s Bafore-Tax Contribution Accounnt if made lo satisfy the
restrictions of Section 3.1(¢c) and to a Participant’s Company Contribution Accoust if made ko
satisfy the restrictions of Section 3.6.

(e)  All contributions to the Plan zhall be considerad alloested 1o Participants
Accountt oo later than the last day of the Plan Year for which they were meds, os & ined

pursuant 1o Artcle I, except that, for purposes of Section 4.4, contributions ahall be id
allocated 1o Participants’ Accounts wheg received by the Trustee

IV.13 Application of Forfeitures. Any smeunts that are forfrited under any provisidn
bereof diing & Plan Year shal] be spplied in the manner determined by the Committee w reda
Company Msiching Contributicas end/or to pay expenses incident to the administration of
Plin and Trust. Prior to sueh application, forfeited amounts shall be invested in the
Fund or Funds designated from time to time by the Committes. This scction will be applied as
the Plan is a single Plan for all Companics.

V.14 Yaluation of Acconuts. All smounts contributed to the Trust Fund shall He
invested 23 soon 21 administratively featible following their receipt by the Trustea acconding
Panticipant’s investment designation pursuant to Article V, snd the balmce of each Accomnt
reflect the result of esch business day’a pricing of the Investment Funds as determined by
Trustec. Esch Investment Fund reflects the allocation of net income (or net loss), separately

Iv-1
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respectvely in azcordance with normal investment accounting practicas from the tme of raczz.x
by the Trustee unti] the time of disnibution. With respect to each Member whose employment |
werminated for any reason, so long a8 there 5 any balance in any of his Accounts, such Accoun
ar Aceounts shill continue to reszive alloestions of nat fncome (or net loss) pursuant 1o thi
Section 4.4.

IV.18 Limitations and Corvections.

(1)  For purpoees of this Scetien, the following terms and phyases shall hav
thesz respective meanings:

(1) “Annual Additions” of a Patticipant for any Limitation Year ahal]
meen the towl of (a) the Company Matching Contributions and any other contributi
mads by the Company, Before Tax Comuibntions, and farfeitures, if xny, allocated 3
such Participant’s Accounts for sch yexr, (B) Pmticipant’s comtributions, if
{excluding any Rollover Contributizas) for such year, sad (C) amounts refemred 1o &
rections 415(1Y(1) xnd 419A(dX2) of the Code.

(&) “AlS Compensation™ shall mean the total of all amounts paid
the Company to or for the benefit of a Paxticipant for sarvices rendered or 1a
p«ﬁuzmcdfnr the Compxny which sre required 1o be reported on the Participant’s &
incoma X withholding statmment or statemants (Form W-2 ox its subsaquent equivalien:]
zubject to the following adjuxrments snd Hmitations:

(A} The Sollowing thall be incloded:

() Elective deferrals (as defined in ssetion 402(g)3) of
the Code) from compensation to be pid by the Company to the
Participaty

() Anycmount which is contritmted ar deferred by
Company st the clecdon of the Paticipant and which is not imhxdibkE
the gross incamne of the Purticipant by reason of section 125 or 437 of
Code; snd
(i)  Any smourms that are oot inzlodable in the grog
income of » Participant under & salary reduction agreement by reasom
the application of yection 132(f) of the Coda.

oW

{B) The 415 Compenmton of sny Panicipant tkem
sccoumt for purposet of the Plan shall be limited to $160,000 for any Plan Y,
with such liminsdon to be:

DOL.000620



Additions rredited to a Pamicipant’s Accounts for any Limitation Year exceed the Modmu
Anmsl Additions for such Participant for such year. If a¢ a result of & reasonable aror in
estimaring » Pasticipant’s compemsation, a reasonsble eror in determining the amount of slective
daferraly (within the meaning of section 402(x)(3) of the Codc) that muy be made with respest tg
any individual under the limits of séction 415 of the Code, or because of other Huzdted facts and
circumatanees, the Arnual Additions that wonld be credited to 2 Pasticipant’s Accounte for 4
Limitation Yexr would nonetheleas exceed the Maximum Armual Additions for sueh Participant
for such year, the exzess Anmusl Additions which, but for this Section, would bave becd

o
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G  Adjuxted amomaticslly 1© reflect any amendments|
w section 401(a)(17) of she Code and any cost-of-living increases autho-
rized by section 401(){17) ofthe Code; 2nd

(i)  Prorated for 2 Plan Year of less than twelve menths
and to the extent otherwise required by spplicable law.,

(3)  "Limitation Yex™ shall mean the Plan Yexr,

{5 "Maximum Annusl Additions” of & Panticipant far wny Limitation
Year shall mesn the Jesser of (a) §30,000 (with such amount i be adjusted automatically
1 reflect any cost-of-living adjusement authorized by section 415(d) of the Code) or (B)
25% of such Participant’s 415 Compensntion doring such Limittion Yesr, excopt that thy
limitation in this Clanss (B) shall not apply to any contribution for msdicsl beyicfid
(within the meaning of section 419A(D(2) of the Cade) afier saparation from service with
the Company or & Controlied Entity that is otherwise teated 2s an Annual Additien or tg
Ay smount otherwiss treated as an Anmual Addidon uader section 415(1)(]) of the Code.

{t) Contrary Plan provisions nobtwithstxnding, in no event sinn the Annmal

d to ruch Participant’s Ac ts shall be disposed of ax follows:

(1)  First, by retomning to yoch Participant his After-Tax Contributions]
sdjusted for income or Joas allocated thereto;

()  Next, any such excess Axmual Additions in the form of Before-Tax
Centributions on behalf of soch Participant that would not have been considered if
jeteoining the t of Company Matching Contributions pursuant 1o Section 3.4
shall be distibuted o such Participant, adjusted for income or loss allozated thersio; snd

(3)  Finally, auy such excess Anrmal Additicns in the form of Beforet
Tux Contributions on behalf of such Participant that would have been considered i
determining the amount of Company Mzu:hmg Contriburions purzuant 1o Section 3.4
shall be distributed 1 such Participant, usted for i or loss allocated therets,
the Company Matching Ccnm'huhmm that would bave becn allocated 10
Proielpant’s Accounts based upon such dxm’buted Befors-Tax Contrilutions ahall, to th
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exient such amounts would have otherwise been llocated 4o such Participant’s Accounty,
be eated as » forfeinure.

(<) For purposes of determining whether the Annual Additions under this Pla
=xcend the limitations herein provided, all defined contribution plans of the Company e © I
treated B3 one defined conwibution plan. In addition, 2l defined contribution plans of Controllel
Enfities shall be aggregated for this purpose. For purposes of this Secton anly, 2 “Controlied
Entity” (other than an affiliated service group mewber within the meaning of section 414(m) df
the Code) shall be determined by spplication of & more than 50% control standard in liey of ah
20% contro] standard.  If the Annual Additions eredited to 3 Pardcipant's Accounts for »
Limitation Year under this Plan plus the additions cradited on hiz behalf under other defing
contribution plany required to be aggregued pursuant to this Paragraph would cxeeed
Mximum Armmsl Addidons for such Participant for such Limitation Year, the Annusl Additiods
under this Flan and the xddidons usder such other plana shall be reduced on & pro rata basis s
allocated, realiocsted, or reosmed in sccordipes with applicable plan provisions regardi
Ammual Additions in excess of Mxcdmom Annos! Addidcns.

of the Company or & Controlled Entity (as defined in Paragraph (d) above), the Company st}
reduce the Armual Addidons credited to the Acscomnrs of such Panticipant upder this Pldn
pwrsaant 1o the provisions of Paragrsph (b) to the extent neeesssry to prevent the limittion s
forth in section 415(c) of the Code from being exceeded. Notwithstanding the foregoing, He
provisions of Yhis Paragraph shall apply only if such defined benefit plan does not provide forjz
reduction of benefits thereunder to envure thst the limitation xer forth in section 413(2) of e
Code s not cxpeeded.  Further, tis Paragraph shll not spply fir Limitation Years beginmirg
aftrr December 31, 1599,

() If the limitstions st forth in this Section would not otherwise be met 8
any Limitstion Year, the Base Pay defermal clections pursuant to Section 3.1 snd/or After-T:

Cartrnittee on 2 ternporary and prospective basis in such mumuner as the Commites s}
detrrenine.
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V.
Investment of Accqunts
V16 Investment of Company Contribution Accauuts
(a)  Subject to Parsgraph (b) below, the Company Contribution Accounts

the Faricipants shall be invested primuyily in shares of Ervon Stoek, provided, however, th
Compeny Contribution Accoonis for Participants who are employees of Eoron Ofl & G

f

EO&G Smck. From time to tims, in secordanee with procedures established by the Committes
an EO&G Panticipant may muke & new clestion whether 10 have his Company Coutributich
Accounts fyvested primarily in shares of Enren Stock or EO&Q Stock of in any combination
such investremts.

() Upon 'a FParicipant's studnment of zpe fifty, such Pwticipant may
designate, in d: with the procedores estublished from time to time by the Commitice,
snenner in which the amonnts allocated to the Participant’s Conpaty Contribution Actount as
to be invested among the Tavestment Frads mads available Som tims to time by the Committe
Such Paricipant may designatz one of soch Investment Funds for sll the soounts allocated to
the Participant’s Company Contibution Account or the Paticipart may split the investmert oF
such amounrs between such Investment Fuads in such increinents & procodurcs esmblished
the Conmmittes permit.

Y17 Invextpent Oudows for Purticipaats’ Contribgtions. Each Participent xh
designats, in accordsnee with the procedures essblished from time to time by the Committes, th
murmer in which the amounts allocated to his Before-Tax Conuibution Aecount and his
Tex Contribution Account shall be invested from among the Jovestment Funds made availsb)
from tirs to time by the Commines. Sucthﬁm'pmwy designate meox‘mchln

Comnittes may prescribe. A Participant may change his investment dmgmnmfag i
coptributions 1 e aliceated to his Before-Tax Contribution Account snd After-Tax Contributioh

the prospectuses relating to the Investment Funds. A Penitipant may elect to cogvert b
fnvesument designation with respact to the unts already allocated w0 his Before-
Contribution Account snd After-Tax Conkribution Account, Any mch conversion shall be madb
in accopdince with the procedures esmblished by the Commines, and the frequency of suc
conversions may be limited by the Commities ax specified in the prospectuses relxting to th
Investmeant Funds.
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V.18 Investment Options for Rallgver Contributlons. Each Participant shall desig-
nate, in gecordence with the procedures established from time to time by the Commines, the
marner in which the arnounts allocated to his Rellover Account shall be invested from smong
the lovesrment Funds made svailable from time to time by the Committes, Such Participant may
designate one of such Investyment Funds for all the amouats sllocsted to such Accounror he may
split the investment of the amounts silocated to such Account betwesn such Investment Fundyin
such inerernents as the Comrmines msy prescribe. A Participant msy elect to canvent bus
invesazment designation with respeet to the xmounts already allecated to hix Rollover Accowdt
Azy such conversian sball be made in accordance with the procedures established by the Cn*n-
miftes, and the frequency of such eonversions msy be limited by the Commities ax specified in
the progpectuses relating to the Investment Pands,

V.19 RBruriction od Acquisition of FEgron. Stock sod EOXG  Steck
Notwithstanding any other provision bereef, it in specifically provided that the Trustee shall hot
purchass Enyon Stock, EO&G Stock or otlier acowrities issued by Enron Corp. or Exon z
Gas Company during xny period in which such purchase is, in the opinion of cownsel, restri .
by any law or regulation spplicable thereto, During such period, smounts that would stherwpse
be invested in Enron Stock, EO&G Stock ar other securities issucd by Paron Corp, er Exron (il
& Gas Company porstant to an investment designation shall be invested in such other as
the Trustec may in its discretion dctermine, or the Trustwee may hold snch amoimts wninvested For
? reasonsble period pending the purchase of such xtack or secuities.

v2
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VI
Retirament Benefity

A Pardeipant whe tenminates his employment on or after his Normal Retieerndat Date or
sfter having satisfied the conditions for ey ratirsment bepefity under the Eoron Corp.
Retirrenent Flag shall be entitled to 2 retirement benefit from his Accounty, payable at the tins
and in the foro provided in Article X, Any coumibution sliceable 1o & Participant’s Accoubts
xftet his Benafit Commencament Date shall be distributed, if bis beoefit was paid in  tunp s,
or ueed to increase hix payments, if bis benefit is bulng paid on & periedic basis, as soonlas
administratively feasible after the date that such contribution is paid 10 the Trust Fand,

Vil
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v,

Disability Beneflny

VI1.20 Risskility Beoefity. In the event & Paricipant's employment is temfinated, s2d
such Participant is totally and permanently dissbled, »s determined pursuant 1o Section 72,
Participant shall be entitled to & disability benefit from his Accounts, paysble at the time and
the form provided in Article X. Any eontribaution allocable to » Participant’s Ascounts after
Benafit Commencement Daz shall be distributed, if his benefit was. paid in & lomp sum, or uséd
o incrsese his peyments, if his beneflt iz buing paid on a periodic basis, sy soom
administratvely feasible after the date that such contribution is paid to the Trmst Fond.

VIL21 Total and Prrmangnt Divability Determined. The Committee shall
whether » Purticipant has become totally and permanently dissbled and shall 50 notify
‘Participant within sixty, days thaeafter,  For purposes of this Article, “fotal and p
dissbility® shall mesn that cither the Participant has been determined 1o be eligible to reesive
long isrm Sisability benefits under the Enron Coxp. Long Term Disability Plan after the first 34
tnemths of an eligible dizability or that the Partieiprnt has incwrred 8 physical ar muental conditidn
of the Pariicipant resulting fom bodily iqjury, discase, or menml disorder rendesy him incapakie
of cominuing any guinfil cccupation aud which candition constitutes total disability under the
Tesieral Social Securiry Acts.

Vil-1
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VIIL22 NoBenefits Unless Herein St Forth. Except as set forth in tlis Article,
upen terminaden of employment of a Participant prier to his Normal Retirmment Date or after
satisfying the condidons for emly retirement under the Foron Corp. Retitement Plan for sy
reason other than toral amd pamenent dissbility (s defined in Section 7.2) or'death, such
Participant shell azquire oo right to any benefit from the Plin or the Trust Fund,

VL3 PreBefirement. Tormingtion Beaefit.  Each  Participant  whese
employment is terminsted prior to his Nonmal Ratirement Date for amy reassn other than total
and permanent disshility (as defined in Section 7.2) or death shall be entitled o a wermination
bepefit of Bis Vested Interest in his Ascounts, paysble a3 the fime and in the form provided in
Amicle X A Participant's Vested Intersst In sy contribution sllocable to hix Accounts after his
BmcﬁtCnmmenmentDnmshnnbgdixﬁhnmd.iEhhbmzﬁ:wupaidin:hxmpmormgd
to increass his paymenis, if ks benefitv is being pald ox x pajodic basiz, s soon as
administratively feasible after the dare that such contribution is paid to the Trust Fund,

VY24 Dstermication of Vested Intoreat.

@ A Pamcxpant shall have & I00% Vested Interest in hiz BeforsTex
Cantribution Account, Afier-Tax Contribinion Account, and Rollover Contribution Account af
all imes,

(4)  The Vested Imtermst in his Company Contribution Acsount of amy
Participant who was an Eligible Empioyes prior to July 1, 1599 shall be 100%. The Veated
Interest in the Compamy Contibution Account of an individusl who becomes xn Eligibly
Employee on or after July 1, 1599 shall be 0% prior to his comp!niuuofmywnf\«’utinﬁ
Service and 100% spen his eompletion of one year of Vesting Service,

()  Pamagraph (b) above notwithytmding, a Participant shall have & 100%
Vested Interest in his Company Countribution Account (1) upon the amaisunent of his Normal
Redrement Dare while anployed by the Coropay or & Controlled Entity, {2) upon the
termnination of hiv employment with the Company at a time when he is totally and permanently
dizshled (a3 defined in Section 7.2), (3) wpan the death of sueh Participant while an Employee, of
{4) upon his Involuntary Terminati

(&  Notwithstanding anything contrary in e Plan, if & tmmsaction eceurd
which is not approved, recommended of supported by a majority of the Basrd of Directors of
Earon Carp. in sctions tiken prior to, and with respect tn, such transaction in which sither @
Erren Corp. merges or consolidares with any other corporation (other than one of Euron Corp.
wholly ewned subsidiaries) and is ot the surviving corporation (or survives mmly aa thy
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subsidiary of another corporation), (1) Emon Corp. sells all or substantially s} ef iis assetel 1o

any other pexsan of entity, ot (i) Enton Corp. is giissulvcd, or if (iv) any third persen or enfity
{other than the trustes or commiftes of any quelified employse benefit plan of Enron Corp.)

together with its affiliates and associates shall be, directly or indirzetly, the Beneficial Ownet]of

at least 30% of the Voung Stock of Enron Corp., or (V) the individuals whe copatitute fhe
membess of Earon Corp.'s Board of Directars (the "Incumbent Board™) cease for any rrason|ts
onstinste &t least a majority theveof, provided hat any person becoming o director whdse
electon or nomingtion for election by Enma Corp.'s stockholders wat approved by & vote off ar
jeast B0% of the directers comprising the Incumbent Bowrd (rither by a specific vote o
spproval of the proxy statement of Enron Corp. in which such person is named as 1 nomines for
director, without cbjestion 0 such npomination) shall be, for purposes of this clause (),
considersd s through such p were & ber of the 1 bent Board, then within (3) §0
days of the approval by the sharchalders of Enron Corp. of such merger, consclidaton, sale of
assets or dissolution as described in clame {§), G) or (i) or (b) 30 deys of the cecirrence of sukh
change of Bemeficial Ownership or directors a8 describest in elease (iv) or (v) of this Pasagnath
{d), each Pxrticipsnt shall acquire a 100% Vested Interest in his Company Contribution A

For the purpose of this Paragrsph (d), the following tevms shall have the following meanings:

()]

@

&)

@

by

*Affliate” is used to indicsts a relationship to & specified person and shall mexd
perran who direetly or indirectly through vne or more intermediarics, controls, pr
is eemtrolled by, or is under comren contrel with, such specified person.

»

*Aggociate® 52 naed to indicats & relationship with a specified perenn and ahglf
mexn () sny corporstiom, parmership or other organization to which
specified person is an officer o7 partuer or is, directly or indirectly, the B
Owner of 10% of more of sy clasy aquity seenrities, (i) any wust or other e
in which such specified person has 2 substantiz] benefizial interest or 2s to which
such specified pmmnmwhnmilnﬁducim capacity, (1)
relative or spouss of sach specified porson, or any relative of such spousc,
has the same home as such specified perton or whe is a director or officer ¢F
Enren Corp. or any of its subsidisries, and (iv) any perzon whe is & director 97
officer of such specified persop or any of i parents or subsidiaties (other
Euron Corp, or any wholly cwned subgidiery of Eryon Cerp.),

*Beneficia] Owner” aball be defined by refersnce to Rule 13(d)-3 under
Scourities Exchangt Act of 1934; provided, however, and withomt limitation,
individual, corporstion, parmarship, group, associstion or other person or ent
which has the right to acquire any Veting Stoek st any thme in the faturs,
such right is contingent cr sbaohite, pursuamt to mry agresmient, mTangement
onderswnding of upon exercise of conversion rights, warmaots o options,
otherwise, ahall be the Beneficial Owaer of such Voting Stack.

"Voting Stock® shall meas all cotstanding shares of capital stock of Faron
entitled to vole geaerally in elections for directors, tontidered as one ol
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provided, however, that if Exron Corp. has shares of Voting Stock entitled [o
more or less tan one vote for any such share, esch refarsace te & propormon 6f
shares of Vating Stock shall be deemed to refer t0 such proportion of the voibs
entitied to be cast by such shares.

vIRas Crediting of Vesting Servics.

() For the period preceding the Effective Dete, subject to the provisicns 3
Section 8.5, an individual shall be credited with Vesting Servies in s amoum cqu:! o all servi

czedited to him for ve.nin,g purposes pnder ‘hel’hn 125 it existed on the day prior to the Effectivis
Dara.

()  On and sfter the Effective Date, subject to the remaining Paragraghs of
this Sectien and to the provisions of Section 2.5, sn individual shall be credited with Vesting
Service in an mmount equal to his sggregste Perinds of Service whether or not such Paicds of

Service sre commpleted consecutively,

(c)  Parugraph (b) above noththshadins. if an individeat terminates hig
Service (at & time other than duying # lesve of sb ) and b ly r iz Servies, if
his Reernployment Commencement Date is within twelve months ufhn Severance Ko Setvicd
Date, such Period of Scverance shall bo treated m « Peviod of Servies for purposes o
Paragrzph (b) abova.

()] megrnph ®) sbove notwithstending, if = mdm:!nal termmz:as tiy
Service during a leave of sb b ty his Servies, if his Reemployment!
Cmmm%uwmwdwmnfmwﬁsmhlmeofmmmﬂ
Period of Severance shall be treated as & Period of Service for purpases of Pangraph (b) shove.

vIi2e Eorfeitore of Yestine Servics.

{z) Ia the cass of & Pentisipant whe terminates cmployment with the Company
at 2 time when he bas a Vested Interest of less thad 100% and who then incurs a Period of
Severance of fve conscoutive years, such Participant’s years of Vesting Service completed gftes
suck Pesiod of Severance sball be disscgarded for purposss of detenmining such Panicipant's
Vested Interest in amy Plan benefiis derived from Company Contributons mads on his behalf
before such Perlod of Scvermss, but his years of Yesting Scrvice completed before such Period
of Severance shall not be disregarded in determining his Vested Interest in any Plan benefits
derived from Company Contributions made on his behulf afier such Pediod of Severance,

{(» A Paticipant who terminates employment with the Cempany &t & time
when he hag & 100% Vested Interest shall not forfait sny of his Vesting Service fur purposes of
Getermining such Participant’s Vested Interest $n any Plan benefity derived from Compamny
Contributicns made on his bekalf,
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() Inthe case of a Pariripent who tminates employment at a time when e
does not bave any Vested Interest in his Plan benefit dedved from Company Comiributions add
who then incuts a Period of Severance of five or mere years, such meclpam s Period of Servike
Completed befors much Pmnd of Severance shall be disregerded in detcrmining his yesrs bf
Vesting Service.

VIOL.27 Farfeitares of Nonvestad Account Balance.

{n} With respect to & Participmnt whe terminstes emplnymam with o
Company with & Vested Interest in his Company Contribution Account that is lexs than 100
aud cither is not entitled to a disgiburion fom the Plan of receives & distribution from the Plan
the balance of his Vested Interest in his Accounts in the form of a lump sum distribution by 1
close of the secomd Plan Yesr following the Plan Yesr in which his employment is terminatet
the nonvested portion of such terminated Participsnt’s Company Contribution Acconat
becomne a forfeiture as of his Benefit Commencement Date {or as of his dare of rerminstion
employment if ne amount is payable from the Tros Fund on behelf of such Participant with
Participant b:ing considered w0 have reccived a dismibution of zevo dollars on his date df
termination of employment).

Eadl B

()  With respeet to 8 Participant who temminates employment with
Campanymh qut:dInmenmhtComprunnibxmnn Account Jess than 100% and
is not gtherwise subject to the forfeiture provisionx of Paragraph (1) abova (or Section 8.
below), the nonvested portion of his Company Contribution Account shall be forfeited ag of
earlier of (1) the date the Participant campletes 8 Period of Severance of five consecutive yeans
(2) the date of the terminated Participant’s death.

VIILIB Restorstion of Forfolted Aceogut Balangz. In the even that thy
nenvested parton of = teppinated Parficipant’s Company Contribution Account becomes
forfeilure pursiant to  Section 8.6, the terminstsd Poarticipant shall, uvpon suba
reerpployment with the Company prior to incurriog & Period of Scv of five
yerey, have the forfeited amount resiorsd to yuch Participaat's Company Cmm‘bnnonAmmm
unadjusted by sy subsequent gaing or lomes of the Trust Fund; provided, however, that suel
resterstion shall be made oply if such Partdcipant repays in cash an amount equal to the amo:
30 diswrituted 10 him pursuant to Sectivn 8.6 within five yrars from: the date the Participant i
resmployed: provided, further; that soch Pacticipant's repayment of amounts diswibuted o hi
from ks Bafore-Tax Conmribution Account xnd bis AferTax Contibution Account shall b
limited to the pordon thereof that was atiributsble to contributions with respest to which
Company msde Company Matching Contributdons, A reemployed Participant who was no
entitled to & distibution from the Plan on his dats of termination of employment shall be
eonsidered to have repaid a distribution of zezo dollars on the date of his resmployment.
such restoration shall be made a5 scon as practicsble afier the dute of rspayment
Notwithstandiug anything to the contrary in the Plan, forfeited smounts to be restored by the
Company pursiznt te this Section shall be charged against mnd deducted from forfeinures for
Plan Year in which such amaunts zre restored that would otherwise be available 10 be applied
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pursuant w Section 4.3, X such furfeitares otharwise available are not sufficient to provide sugh
restoration, the porden of such restorstion not pvided by forfrinures shall be pravided by
addivicnal Company samwibudon.

VIIL2§ Spestal Formuis for Determaining Vested Ynterest for Partisl sccomun
With reapect to 8 Patsipant whose Vested Intevest in bis Company Contribution Account is leds
than 100% and whe makes 8 withdrawal frotn or receives s termination distribution from his
Company Contribution Aczount other tham & himp som distriburion by the closs of the &
Plas Year following the Plan Yesr in which Ms employment is terminated, sy omodt
renpining in ¥z Conpsny Contribution Acconnt shall continue 1o be maiotained 2z 2 separste
scooumt, At any relevant time, such Pardcipant’s nonforfeitable pardon of his separate accous
shall be determined in sccordance with the following formuls: ‘

t=1

X=P(AR+(RxD)) - (Rx D)

For purposes of applying the forranle: X is the nonfirfeitable portion of such separste account
1he relevant time; P is the Participant’s Vested T in his Company Contibution Account
the relevan time; AB iz the belsnes of such separats account at the ralevant time; XK is the mutio §f
the balanse of sush separsts 20eount 2t the relevant time to the balance of sech separstz
afier the withdrawal or distrdbudon; sod D s the amount of ths withdrawal or dimibuton, F
all atker purposes of the Plan, s Paricipant’s sep shall be weatsd as & Comp
Cantribution Accownt, Upen his inctoring a Peciod of Seve of fve :Tge—
ferfeitable portion of a Paticipant’s separate weeount snd Company Contribution Aceoum
be finefeited us of the wud of the Plan Year doring which the Participant completes soch Period 41
Severgmes if not forfuited exrlier pursoat to the provixions of Sextion §.6.

Vs
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x.

Reath Benefits

TX30 Death Eenefits. Upon the desth of a FParticipant while sn Employes,
Prrticipant's designated beaeficiary shall be cotiled o a death benefit from his Acto
payable at the time and in Yhe form provided in Amicls X. Any contribudon allocsble to
Fartitipant’s Accounts after his Benefit Commencement Date shall be distribured, if the &
beaefit was paid in a Jump sum, or used to increasc paymenty, if the death benefit is being p
on » poriedic basis, 28 soon as adminisustively feasible after the date that sueh contibution |a
paid ta the Trast Fund.

IX31 Deslfenation of Beneficlartes.

(=) Each Participant shal] have the right to designatn the beneSeiary
beneficigrias 1o reseive pryment of his bepafit in the event of his death. Each such designatidn
shall be made by execuring the benefcisry designadon form preseribed by the Cornmittee
filing such form with the Cemminee. Any such designation may be changed at any time by sush
Participent by exscution and filing of a new d:signaxiua in sctordsnce with this Sectiog
Notwithstzuding the faregoing, if a Participant whe is married on the dute of his desth b
desigosted sn individual or entity other than Hs smmng spousc as his beacfidary,
designation shall not be effective mmless (1) such surviving spousc has cansented thercto
writing and such topsear (A) ahwwlcdsuthcc&‘ectufmch;pnxﬁndmgmhm. (B) ity
conszuts to the specific designated bensficiary (which designation may not subseguemly
changed by the Participant without spoussl consent) or expressly parmits such designation by
Participant without the requirement of fixther consent by such spouae, snd (C) is witnesand
Flan represextative (other than the Participant) ot & notary public or (2) ths consent of
spouss canmet bt obteined b wuch be locatzd or becausc of otfer
circumstanees deseribed by applicable 'I‘reunry regulations. Aoy such consent by gxch
suryiving sponse shall be irrevocable

KII 8 bk

(&) If oo beneficiay designation is on file with the Cormnmittes at the timeiof
the degth of the Paricipant orif such designation iy not effective for xny reason ay determined by

the Coyunittes, the designated beneficiary or beneficiaries 1o receive such death bemefit shall{be
as follown:

(1) 1f s Paticipact leaves a qurviving spouse, his desigonted
beneficiary shall be such surviving sponss; and

(2) If » Pxticipsnt leaves po muviving spouse, his dest
beneficiary shall be () such Participsnt’s executor of administrater or (B) his hefrs ut hw
if there is no administration of such Participant’s estate,
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{c)  Notwithztanding the preceding provisions of this Saction and to the extint
rot pronibited by stats or federal law, if 8 Participant is divoread from his #pouse and &t the 1
of his death is not emarried (o the person from whom he was divorced, any designation of

unless the cantrary s exprassly stated in writing filed with the Comminee by the Participagt,
The interest of such divorced spouse filing hercunder ahall vest in the persons specifisd|in
Paragraph (b) above us if such diversed spouse did not survive the Participant.

{) Parsgraphs (=) and (b) zbove 1o the contrery potwithstunding, .
Participant who has elected to recsive his Plan benefit in the form of & rontransfersble smojty
eonract purreant to Secton 10.2(b) dies prior to bis Beuefit Cormmencement Date and Jex
surviving spouse, such Participant's bensficiary shall be such surviving spouse a3 1o 50% of
amounty credited to g Acmmumdmydmmhmofmyoﬁurpmmmnmlyby: b
Penticipant as his beneficiery with respact 1o sush smonnts shall be sull snd veid.
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X
Time and Form of Payment of Beneafits
X.32 Determinadoo of Bensfit Commencement Data,

()~ Subject 1o the provisions of the remaining Paragraphs of this Seetion, 3
Perticipant’s Beoefit Commenesment Date shall be the date that is a5 soon as adminisoatively
feasible after the date the Panicipant or his beneficiary becomes entitled 1o 2 benefit pursueant to
Article VI, VI, VIII, or IX,

(%)  Unless a Participan (1) bas attained age sixty-five or dicd or (2) consents
tw a distribution pursuant to Pmsraph (2) within the ninety-day period ending on the datk
payment of his bemefit hereundes is to commence pursuat to ngnph (8), hia Bmgﬁl
Commencement Date shall be defierred to the dete which is ar soon as sdmi! atively f
after the earlier of the date m:l’m:fpmmaim xg:sxxy—ﬁvcnn}xe?arﬁdpam s date of
of such eslier date 3 the Parficipant msy elect by written netice 1o the Comxmittes pricr to
datz, The Committes shall furnish information pm:n! o his consant to cach Pardcipent
less than thirty days (unless such ddrey-day peried is waived by xn affirmative election i
aecordanees with spplicable Trsasury regulations) and no more than ninety duyr before
Benefit Commencement Date, and the farnished information ahall include 3 general descriptio)
of the msterial feitures of, and an cxplanstion of the relative values of, the altermative forms d
benefit available mder the Plan and must jnform the Participact of his rght to defer his Benef
Commensement Date and of hu Direct Rollover right parsusnt to Section 10.5 below,
spplcable. ’

VR

(2} A Psticipant’s Bencfit Commenceroet Date shall in no event be
than the sixtieth day following the close of the Plan Year during which such Participant
or would bave sttained, kis Normal Retirement Date or, if later, terminates his ecnplayment
the Company or a Cantrolled Entity.

{9 A Pamicipaar's Benefit Commencement Date shall be in compliance srith
the provisions of section 401(a}(9) of the Code and applicable Treasury regularions thercundés
and shall in no-event be larer tham:

(1)  For Paricipants attaining age seventy md ane-half before I
1, 1999, April 1 of the calendar yesr foll g the calendar yesr in which
Participant attzing the age of seventy and one-half unless the Participant afirmmi
clects 10 defer his Benafit Commencement Datc to any later dare pamitted und:
Sextiom 4Q1{2)5) of the Code provided that such election shall be available only whdl
the Partictpant remains sctively coployed with the Comparry;

DOLO0034



247

()  For Putcipmis shaining sge seventy snd one-half aftdr
Decernber 31, 1998, April 1 of the calendar year following the later of the calendar yeqr
in which such Participant anains the age of savemy and ane-half unless the Participait
affirmatively elects to defer his Benefit Commencement Date 1o any later date permitid
under Section 401{a)(3) of the Code provided thst such election shall be svailable enly
while the Participant remains activaly employed with the Company mnd shall pot 1
available 1o ary Participant who is a “five perosnt owner” (a5 defined in Section 416 9f
the Code) with respect io the Plan Year ending in the ca!mdzr ycu in which guch
Partieipant attains the age of seventy srd one-helf; and

{33 In the case of x benefit paysble pursosmt m:&:nr,a} '

o other than rhe Pariicipsnt’s spouse, the Iast day of the ooeyesr peidd

following the death of such Partisipant or {B) if payabie to the Participsnt’s spouse, aité

the date upon which such Participzot would have attained the sge of sevesty sud onf

balf, unlcss such surviving spouse dies before payments commenics, in which case e
Bengfit Commencement Date may not be defiared beyond the last day of the anesyed

perisd follewing the dexth of such surviving spouse.

“The provisions of this Section sétwithstanding, # Participant may not slect w defer the veesipt b
his bensfit hereunder ty the cxtent that soch defarral arestes x death beaefit that is mare thin
tncldentsl within the meaning of secton AQLFHG) of the Code d mpplicable Trews

regulstions thereander,

() I (A) 2 Paticipent attrined age seventy sud une-half bt did not termine
employment with the Company prier to 1597, (B) such Psrticipant’s Benefit Commy ;
Date; orcurzed prior to s termination of employment purmant to.&:e provixions of Prragraph

Paticipant was not & “fve-peroent ownex™ (sx defined fu section 416 of the Code) with respect
the Plzn Year ending in the cslendar year in which xuch Participunt atained the xge of
mnd one-half, xuch Participans may affimyatively elict to conse the distribution of his
hereunder wntll the Sme described I Parsgraph (d)(2) above.

()  Subject 1o the providoms of Paragraph(d), s Partisipant's Benefi
CmmmmbmshﬂimtmmlmﬂmAmdeWﬂ%wD{wmmﬁumg ths
Participant (or his bepeficiary) 1o 8 benefit constitates & diswibutable rvent described in secti
401(KYIHB) of the Code mdshaﬁnatmwhi}:&e?x:ﬁépmtamhyﬂhyghgcwg
or xuy Controlled Entry (irespective of whether the Participant has become enthlsd ol s
‘dixritution of his benefit purynsat to Axticle VI, VIL VII, or IX).

() Pansgraphs (), (b) znd () shove norwithstanding, it sobject to
mvxnons of Pyragraph {{) sbove, s Pacticipant snd the beneficinry of » Participent whe
priar to his Benafit Cotmuencement Date, other than & Participant whose Vested Interest in i
Accounts s niot in exeess of §5,000, must £le x elaim for benefits in the manner preacribed by
the Committee before payment of ks beaefits will conunance,

X-2
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()  Benefis shall be paid (or vansferred pursuznt 10 Sestion 10.5) in efsh
except that a Participant (ot his dssignated bepefieiary or legal representative in the case of &
deczased Participant) may elect to have the portion of his Accounts mnvested in Enron Swoeldor
EO&G Stwock paid (or transferred pursuang to Section 10.9) in full shages of Envan Stoek|or
EO&G Stock with sy balanee (inchuding fractional shares of Enron Steck) to be paid|aor
ransferred in cash. Conversisns of Enron Stoek or EO&G Steck to cash end cash to Erdon
Stozk or EO&KG Stock shall be based vpon the value of Exron StoeX as zpplicable on the
Participsat’s Benefit Cormmenceynent Date.

X33 Altermative Formaof Besefit for Participynts.

(3)  Subjest to the provisions of Paragraph (b) below, the benefit of
Partizipant shall be paid {n & lotp swm.

&) In ad&ition and as @ elective allernative to the normal benefit
form pursusnt to Paragraph (x) above, & Paxticipant wha I cutitled to 2 disnitmtion fom the P
pursuant to Article VI, VI or YOI masy slect o recsive xuch dismibution fo the form of a
commerzial aonuity contract providing psymenis for the Life of the Participant if be is
mamied or & joint sud survivor annnity providing payments for his life aad = SRy pure
surviving spouse armmity for the life of his surviving spouse if be is mamied. In hew of
foregoing nommal fooms of wupuity contract pryments for his amnity undey this Parsgraph (b
Paxticipant may elect & commercial sunuity contact providiog altzmaze forms of gammity p
ments. The teres of any commertial xmuity contract distributed tw o Pagticipant shall
thit pryments wader foch mouity will commenca omedintely, sabject to the Pardeipant's o
o defer commencement of pryments in seeordance with applicabls provisions of the Plan.
procedure for & Participant to elect the commercial annxity contract form of distribution willibe
1 deliver 1o the Cormmittee s written notics of his interest In en annuity form of distribatich.
Said writtzn notification nust be received by the Committer not Tater then the dates apscified

3

below: )

1) In the casc of retifement, desth, termination of cmployment |or
determination of wisl end permanent disadility of the Panticipant, which occurs 5
the first 10 days of any [month] the written notifieation of interest In an acogity
distribution form must be recejved by the Commines by the end of that [month].

{2) In the case of retijement, death, termination of employment jor
determination of total sud permanent ty of the Participant, which occurs after the
10th day of say month, the written notifiction of interest in an anavity distribmion fubm

muast b received by the Commintes by the end of the following menth,

Upon receipt of such notice, the Committer will give the Participmt s wrinen explanstion]in
non-teshnical langusge of (i) the krms and conditions of the snouity contract dismibution form
in genersl xnd of the nermal anmuity contmst form of payment of the qualifed joint snd Sfty phe-

X3
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cant surviving spouse form of annuity or, as applicable, the single lif: form of annuity, (i) th
Partieipant's right to make, ‘:nd to revake, an tlection waiving the joint apd fifty peresny
surviving spouss forma of annuity or, as spplicakle, single life form of ammuity, (fii) the financia)
effect upon his benefit (in terms of dolian per benefit payment) of his making or revoking
election to waive the qualified joint 208 Hfty pereent surviving spouse form of annuity, or,
mppliceble, singls life form of annuity, (iv) the rights of his spouse with respect o his eloction
and (v) sufficient additions! informatden to explain the relative values of alwernative forms gf
payment under the armuity contrast distrbution option.  The Commines will cither m:iar
pessonally deliver the writizn explanation to the Participant by such time as to rzauongbly

that it will be received on or about the Iatex oft

(1) Nomore than ninety days prior 1o his ctry 'date into the sonuify
comract; xnd

(2)  No lew thag thixty days pricr to his entry date into the xnnuif
contract

s

If an additional written explanation it due becanss of the Participant's written request §
additionsl information, such explastion may be personally delivared or madled (5
class, pestage prepaid) within thiny dxys from the date of the Participaals writ)
request  The period within which fhe Participant must make bis election shall bo d
ninety-day peried ending on his annuity starting dxiz (as such term is defined in Tressy
Regulation § 1.401(8)-11(5X6)). The Partivipant may revoke sny elestion made (or maks
2 pew election) at any time during such elertion pericd. If, during such electinn perig
tbe Participant makes s written regoest to the Commitier for sdditional information, fhe
election pericd will be extended ta the t ¥, to inchide the ninety calendsy
days immedistely following the firnishing of all the sddjtional information o him. Onge
an insuranea company has iasued the form of ennuity contract clected, the elaction perged
shall ceqsa and the Participant's sunuity election shall be irrevocable. If & martied Pentki.
pant whose benefits, in the absence of an election otherwise, would be paid in the jein
- and fify percent surviving spowse form of srmrity elests 3 different anmmity form, »
election aust be in the fonm of & qualificd election. A qmlificd clection is a bensfit
tion accampanisd by a wiiiten waiver of the joint and £fty pereent surviving spouse form
of annuity which waiver along with, where applicable, the designation of & specific bey
ficary other than the spoute and his specific form of benefit ix consented tn by his spots
in a writing which is witnessed by a representative of the Plan, or x notary publie, wh
acknowledges the effect of the clegtion mud which maxy not be changed without

B H AN

B

Participint eles the annuity contract distribution form and the type of sunuity he dexires
to receive, his Accounts ahall be coxverted into exsh and used to purchsse 2 eomamertis
sonuity caniract providing the amnuity forod of payment selected by the Participant.
Participant whe i muricd and who has elected en aoneity contract form of distribation
pursuant to subitem (¢) sbove (regardiess of the form of payment he clested under siich
contract) dies prior to the purchase of such contract, $0% of his Accounts shalll be

X4
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distributed 1o his surviving spouss (and £ny beneficiary designation or ather elention i
{he contrary shall be null and void) in the form of an annuity contract providing s single
1ife annuity for the lifs of such spouss unlcss such spouse clecis & lump sum payment, 1
1 Perticipant whe is martied has elected an annuity centract form of distribution pursean
10 this Paragraph (b) (regardless of the form of payment he elected under such gontract)
any withdrawals from or Joans made fom his Accounts prior 16 the purchage of sueh
contrast shall be subject ta the election and spousal consent rules desexibed above in the
SaIue mannct 23 he Pmcrpxnt’a elections 1o take an xmuity fonn of payrment other thag
the joint and ffly percent surviving spouse annuity,

. {=0  Notwithgtapding any provision of the Plan to tho contrary that woal
atherwise Hmit & Distributes’s election under this Paragraph, s Distributes may clect, at the &
and in the mxmner preseribed by the Coxomittes, to bave sy portion of an Eligible Rollove
Dhmhﬁm(oﬁﬁ&wmypmﬁmmmhmhn&ddm stetanding losn bal !
such Parficipant pursnant to the Flan's loan procedure) paid du'act!y to zn Eligible Retiom
Plan specified hy the Disuibutee in a Direct Rollover. The provisions of this Paragraph
spply only if the Pmmpm:’: Eligiblc Rollover bmn'bxmun iz S:GO or more or, if Im thadh

Rollover is $500 or mere. Prior to any Direct Rollover pursoant to this Parsgraph, &
Distributee shall furmish the Corymittes with x statement that the plan, sccount or aonuity
which the benefit ia to be transferyed is, ar {3 imended to be, an Eligible Retirepnent Plan.

(380  Benefits shall be px.id or transferred in cash except (A) the portion of k-

Envon Corp. cummon finck (with any balmee of yuch portion 16 be paid or vansfarred o cash
snd the porrion of 2 Pardeipant’s Accounts which is invesed in EO&G Stock shall be distribute
tr wansfiqred in full shares EO&G Stock (with eny balanece of such portion to be pnzd ar
trapsforred ia cash) sa elecizd by a Participart and (B) any Participant who electa an s
form of distibution shal] have such distritution effected by the purchase and distribation o At
of a commercial xnnuity contract.

(0 Ifa Participsum, who terminated his employment under cireumastanses s
that he was entitled to 3 benefit purmeant te Article VI, VIO, or VIIL, dies prior to the tima that
fimds fom hiv Accounts have been paid, or ifrevocably committed o be paid, to provide|n
bentefit pursnant ta this Section, the amount af the bencfit 1o which he was entitled shall be pajd
pursusnt to Section 103 fust as if such Participant had died while ermployed by the Compay
except that his Vested Interest shall be determined purruant 1o Ardele VI, VI, or VIIL whi
i mpplicsble.

X34 Alternagive Forms of Death Henefit. For purposcs of Anicle IX, the degth

benefit for a decessed Participant shall be paid to his beneficiary designated in ascsrdancs v

the provisions of Sectien 9.2 in 2 Jump sum subject to the provisions of Parsgraph (d)

13
Secrion 9.2,
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R3IZ  Cagh-Outof Benafit. If » Participent tezminates his smplovment and his Vasted
Interest in his Accounts is not in excess of $5,000, sach Participant's benefit shall be paid in one
lump sam peyment in few of any othier form of benefit herein provided, Any such payment shall
bz made af the tdme speeified in Section 10.1{s) withowt regard to the consent restrictions of
Saction 10.1{b) and the election and spouss! capsemt oquirements of Paregreph (B) of
Sestiva 10.2, if spplicable, The pravisions af this Section shall not be applieabls to a Parsei;
fullowing hiz Benefit Coxmnmeemnent Date,

X36 QDirgst Rullaysr Flpstigy. Nowwithstanding any provision of the Plan to the
contrary that would otharwise lissit a Distdibutes's slection under this Scetios, & Disgibutze muy]
c}mat&eumandmm:mmumﬁadby&a&mmmmnrmypsmcnafm
Eligible Rollover Distrbution {other then any portion atributsble to the nffsct of an o
Josn balaoce of such Participant pursnant to the Plan's Joxn proceduwre) paid directly ®
Eligible Retirement Plan specified by the Distributes i a Direct Rollover, The
sentence notwithstanding, s Distributes may elect x Direct Rollover putmant ta this Seetion only]
if such Dismibutee’s Eligible Rollover Disributions during the Plun Year arc resaomablyl
expested to total $200 er more.  Furthermore, if less than 100% of the Parieipxat’s Eligihiy
Rollover Distzibution is w be 2 Direct Rollovar, the amount of the Direst Rollover mast be $50G
of mare, Prior ts any Divect Rollover pursaam to this Seetion, the O H may require the
Distridutee to furnisk the Committss with s statemeny from the plam, accown, or somuity o
which the benefit is to be wansforred verifying that such plan, scrount, or snmuity is, or is
fntended to be, an Eligihle Rc:immcm Plan.

Bencfits from Acconpt Balances. With respeet o sy bemefit payable in
fcxmyuzm:n:tntbe?lnn, wchbmcﬁtsbaﬂbnmﬁd&dﬁomthe.&mm balance(s) mwm
:i;: pariculsr Paticipant o beneSrinry is cutitled,

X38 Commercisl Annuitles. Atthe dirseion of the Committee, the Trustes may
sny form of benefir provided hereunder sther thum & lomp sum peyment or & Direct Ro
puzssant to Seetion 10.5 by the purchase of & carmercial annuity contract aad the distibuion o
such eontract to the Partisipant or beneficiary. Thermipon, the Pisn shall have no firther Hubili
Wmmmamowﬁmedmmbmwmmymmmdmrmw
bmﬁm:y:haﬂbokw}dymtbzmpmymgmcmmfotm:mmypm
All cortificates for commersial ammuity benefity shall be nontransfersbls, except for surrander
the {ssuing comnpany, and no benefit theseunder may be sold, serigned, discounted, or pledged
{other than s colistenal for & Joxn Som the company istuing zsme). Notwithstanding th
foregotng, the trms of smy ruch comamercial anmuty comtrct shall sonform with e time o
payment, form af psyment, and :mmxit provisions of Sectivas 10.1, 102, xad 10.3.

%39 lUnclnbmed Beneflts. In the case o8 a benefit payatle on bebalf of & Participant,
the Comesitne i1 unable to locate the Participant or beneficiary to whom such benefit is pzyahl
o the Committas’s detzemination thevesf, such benefit shall be forfeited. Notwi
the foropoing, if subsequent to any such forfeings the Participant or-beneficlary to whom

X6
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benefit is payeble mekes a val lid clam for such benefit, such forfeitzd bencfit shall be restoredt
the Plag in the manner provided in Sestion 8.7,

X.40 Clgims Review.

(a0 In ay cas {o which & claim Ior Plan benefis of a Participent ¢
beneficisry i desied or modified, the Commines shall fomish wrinen notice to the claitnsf
within ninsty days afier receipt of such cladm for Plan benefirs (or within 180 days if addig
information requestsd by the Commintee necassitates an extension of the ainety-day period
the elaimant is informed of such extention in writing within the eriginal pivety-day pert
which notice shall:

=

124

(1 St the specific reason of rexsons for the dasial or modification;)
[ed Frovide specific referencs to pertinent Plan provizions op whi
the denial ar modifieation is based:

e Meadnaiyﬁmdmyﬂdiﬁ@miﬂww
necessary for the Participant, ki beneficiary, or repressnmtive 1o perfict the claim and
explanagon of why such material or information is necessary; and

(4  Explin the Plw's claim review procedure descobed i
Bwrapraph (b) below,

(0 In the event & claim for Plan benefins is denied or modificd) if

Purticipant, bis boaeficiary, or a represemtative of yuch Participant or beonficiary desirsy fo
#uch dental or modification reviewsd, he must, within sixty days following receipt of the notic
of mich denial or modification, submit & wrilten request for seview by the Commmites of ity init
decisivn, In connoctian with such request, the Participan, Mis beneficiary, of the represantazive
'ofmchhm:xpmiWbmeﬁmxymynwwwpmmldmmm&npmwﬁchm:h b
ar modification was based and sy submit fsgues and comments in writing. Within sixry
ﬁnmmmmhmmcmmmmmmammmm
redder its fina) decisinn ih writing to the Prrricipant, hkis beneficiury or the representative of
Pmmpmwbmeﬁmmng:pedﬁcmtnrmzhdxwwndmnhnxtpdﬁ
wefoences to putinent Flan provisions upem which the decition is based. I
cireumstanses requine s extenxion of such sixty-day period, the Committess derision shall

* yeadered 53 300m ax possible, but not later than 120 duys after reesipt of the request for review.,
an extension of time for review is required, writtes notics of the =xtension shall be firnished
the Partisipant, beneficisry, or the representative of such Pazticipant or beweficiary prior to
sammencomens of the extension period.

X7
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b4 8

In-Bervice Withdrawals
1.1 InsServics Wichdrawal

{2} A Panticipant may withdmaw fom bis Afier-Tax Contribution Accounziany
amount not io excess of the then value of such Acconnt, ' {

i

) A Parricipant may withdraw from his Cern.;;axy Contribution Acmm}my
or all amounts held in such Account which are saributsble w contributiont altocated therow prine
to 1987,

(6) A Participznt who bas contributed A fter-Tax Contributions or had Befere-
Tex Costributions made on his behalf to the Plan for at least sixty cumulative months mhay
withdraw from his Company Coneribution Account xa amonnt oot excoeding his Vasted g
i1 the then vahie of the portion of such A which is arwibutable to contribuwions made S
prior w 1587, :

{@ A Partcipant may withdraw from his Rollover Aceount any or all amougts
held in woch Accoum,

(< A Panticipant who has arained ge fifty-nine and cne-balf may withdriw
ﬂnmhixB:fnrbTuCnnuﬂmﬁmAwmmmnquxmemmnh:olmfh
Account, : !

(0 Anywithdrawal parsusnt to this Section shall be madc as of the lust uxineha
day of 2 week by complying with procodures extablished by the Coniminee. In applying forja
withdrawal pursiant 1o this Sectiom, 2 Participant shall specify the dollar amount he wiaher
withdraw. A Pattisipant’s wiihduwﬂ:hzﬂbedim‘bmndhyﬁqxﬁdxﬁngﬁwdim‘kmleawmt
in his Azcounts in the following order: finst, the distributable smeunt pursuant to Paragreaph {4}
sbave; seeond, tha distribumbles amennt parmans to Paragraph (b) sbove; third, te di
amount pursuant to Paragreph (c) sbove; Kraith, the distributable amount pursuant ts Paragraph ()
above; and last, the distributable smount pursaant to Parzgraph (2) sbove. Notwithstanding this
provisions of thig Section, only one withdrawal pursusnt 12 ths Parsgraphs sbove may bs mude #h
any calenday quarier, No withdrawal shall be made fhom an Account to the extent such Aceount heg
becn pledped to sccure 2 Joas under Asticle XI1. I Participant’s Account from which x withdrawal
is made i$ nvested in moare than one Investment Fand, the withdrawsl shall be made pro rata frevs
each Investment Fund in which such Account is fnvested. ANl withdrawals under this Section
be paid in cash exeept that the portion of £ Participant’s Accow whick is 1o be withdruwn w)
is invested in Earon Stock shall be paid in full shares of Enren Stock (with my balance of
pertion 16 be paid in cash) and the partion of & Paeticipant's Accounts which is 1o be wi ;
Which i¢ inrvested in EQ&G Stock shall be paid i full shares of BO&G Stock (with srry balines of
such portian 1o be paid in cash), in either case tnless the Participent has elected in writing that su
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EQ&G Stock shall be paid in full shares of EO&G Stoek (with any balance of such portion to be
psid in eash), in sither ¢ase unlesy the Participant has elected in writing that such portion be paid
in cash. Any withdrawal bersunder shall be subject to the benefit transfer elacton deseribed in
Section 10,5,

X1.2 Hardship Withdrawsls.

APamCxpan: who has & finsneial hardxhip, as determined by the Ccm:mttm,
who has rmade alf availsble withdrawsls pursuant to Section 11. lmdpmumxrothgp oV
of any other plans of the Compeny and xrry Controlled Entities of which he is  member and wh
has obtingd all available logns pursuant to Article XII end pursuant 12 the provisions of sh
other plans of the Company sud suy Controlled Entities of which be is & member may withds
fom his Befors-Tax Contribution Account an amount net to excesd the amount determined by -
the Comitter a5 being availsble for withdrowal pursuent ta this Pamgraph. For purposss of B
Faragreph, fnancial bardship shall memn the immediste and heavy fnincial peeds of th
Participant, Amzhdnwdbuadnpmﬁnmmlhxdsbrppmumtmmmnmhm Lo
excend the srnount reqidred to preet the & st 4 by the hardship and o
reasanably svailsble Som other es of the Paticip 'rhemnm:t required 1o meet
mmedmmﬁnmcxﬂmdmnymdnﬁzmymnumnmuymmmyfm;m or 1o
income taxes or penalies reasanably apticipated to resaht from the distributien -
mmmofmammntarmcwmnwm&mmmnmmtmq\mw
distributed to tneet the need created by the hardship shall be made by the Commiges,
decixion of the Committes shall be final x0d binding, provided that all Participants xim
sitosted shall be treated in a wniform wnd nondiscriminatary manner. A withdrawal shal] b
dezmedmhem:denn:cconntcfmxmmnhmmdhmyﬁmnﬂnudaf;?mqpmlf th
withdrawal is forc

{t Expmﬁ:rmed::ﬂmmdaaibe&mmmﬁxd)nfﬁx o
mmmymmdwmmmmermtsmmgmmmmud
Farticipsnt (as defined in section 152 of the Code) or necessary for thase persons jto
obtain medical care deacribed in section 213(d) of the Code xod not reimbursed ko

imburyable by ix

(2 Costs directly relaied to the purchase of & principal residence of the
Partivipant (excluding mortgsge pryments);

e} Fayment of tuition snd related estucational fess, and mom ahd
board expenses, for the pext twalve months of post-sccapdery eduration for the
Participact or the Participant's spouze, children, or dependents (28 defined n seetion 152
of the Code);

4 Payments ocessary to prevent the eviction of the Participant frn
kis prineipal rosidence or foreclomure on the mortgage of the Partcipant’s princigal
residence; of
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(s Such other fnancial needs that the Commissioner of Intempl
Reyenue may desm to be immediate and heavy finaneial needs through the publication p
revenus rulings, notces, aod other documents of general applicability,

“The above notwithstanding, witbdrawals under thia Paragraph fom 2 Participant’s Before-Tix
Contribution Account shall be limited to the sum of the Paritipant’s Before-Tax Contributiohs
to the Plan, plus income allecable thereto sand credited to the Participant’'s Before-Thx
Contribution Ascount as of December 31, 1958, less any previous withdrawals of such amount
A Participant who makes 8 withdrawal from his Bafore-Tax Account under this Paragraph mpy
not make tlective conmributions ar employee contributions to the Plin or any other qualified
nonqualified plan of the Company ar sny Controlled Entity for' s period of twelve mant
following the Aste of such withdrawsl. Further, such Pordcipant may not make elects
congibutions under the Plan or any other plax mnintained by the Company or any Coptrol]
Entity for such Pardcipant’s taxable yesr immedistely following the taxable year of 1
withdrawal in excess of the spplcable limit set fortk in Section 3.1(8) for such next txable yy
Jess the amount of such Panticipant's eclective eanm'bnticxs for the taxable yesr of §
withdrawal,

L

FARAdRA

XL3 Ragmriction on In-Service Withdrawals. All withdrawals under this Arficls sy
be pxid in cash. This Asticle shall not bo applicsblc to a Participant following tarmination
employmen: and the amounts in such Participant’s Accounts shall be distribntahie anly
aceordsmce with the pravicdons of Artizle X. A Pxrticipant may not prior to terminarion
employment or retrement withdrew any portion of his Accounts whish is efuibutable
contributions which are based spon Base Pry eamed by such Participant for services randered
the United Kingdom under circumstances pursuant to which such Base Pay would be subjecy
taxstion uuder the Inland Revenue laws of the Usited Kingdom; pravided, however, that
foregoing limitation chall be xpplicable only with respect to contributions made by or for
benefit of such Participant to the Pl from mnd after Moy 7, 1982,

EB¥AEER

DOL00043



256

XiL

Loans

X101 Eligibility for Loga.  Upon applicaton by (1) sny Participant who is xa
Employee or (2) auy Patticipant {A) who is & party-in-interest as that term is defined in section
3(14) of the Act, as to the Plan, (H) who is uo Jonge employed by the Company, who is &
beneficiary of 2 deceased Participant, ox who is xa sltemate payes under & qualified damestil
relations arder, a8 defined in section 414(p)(3) of the Code, and (C) who retaine an A
balsnee under the Plan (an individua! who is eligible 1o spply for ¢ loan under this Anicle being
bereinafter referred ta s a “Paxticipant™ for purposes of this Article), the Cammittes may in iy
dizcreticn direet the Trustee o maks a loan to such Pardeipant.  Such losrs shall be msd
pursuatt to the provirions of the Committes's written loau procedure, which procedure ix hereby
incorpocated by reference a8 & put of the Flsn. Netwithsianding the foregoing, » Participant may
Tot prict to terminatiom of amployment of retirement borow any partion of his Accounts which
is euiributable w contributions which are based upen Base Fay exmed by such Prricipany fof
services readered in the United Kingdom under efrramstances pursuant to which such Base Pay
would be subject to taxaticn under the Inland Revente laws of the United Kingdom,

XIX2 Maximyrs Loan.

A loxn to a Pardcipant may not exceed 50% of the then value of yuch Partcipant’y
Vested Interest i his Accounts.

XIL3 Resirictions. Any loxn spplication shall be subject to the time of pay
reguiraments of Seeton 101 and to the clestion and spowsal consent’ requirements o
Paragraph (b) of Section 102 respecting repayrsent fom the pledged Accounts of the Pardes
tpon defauit of the loan if st the tme of the low, the Participant has in effect an election for
agnuity distibution pursaant to Patagraph (b) of Section 102 and has not electzd with
qualified eleetion nat to reseive a joiat xod $0% marviving spouse anmuity form of sxymity, S
requiremerns shall be contained in the loan applicaion andd muat he made and cbtained within,
ninety-day period prior o making the losn,
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XII.1 Appaintment of Commities, The gaeral administation of the Plah shall b
vested in the Committes which ahall be appointed by Enron Carp. #od shall consist of one
roore persont. Any individual, whether or not an Employee, is eligible to become a member df
the Commities. Each member of the Committas ahall, before eotering vpon the pecformance 4f
his duties, gualify by signing » consent to szrve st & member of the Committee undar
pursuant w the Plan and by filing such conkent with the records of tie Commintes. For purp
of the Act, the Comumittze shall be the Plun “administrater” sod shall be the “named fdusiznt™
with respect to the general administration of the Plan (sxcep: 52 1o the investment of the asyets §
the Trust Fund),

T

XIL2 Term, Vacancies, Redenation, and Removal. Each member of the Committée
ahall eerve mtl he resigns, dies, or is remeved by Enton Corp.. At any time during bis tenn 8f
office, 3 ber of the C itzae paay rexign by giving written natice to Enren Corp. =nd
Cammittee, such resipnation to become effective upon the sppointauent of & substitme
or, if earlier, the lapye of thinty dys afier such notice is given 5 berein provided, Atany &
during hix term of offics, xad for suy T, & ber of the C dwes mry be removed Yy
Enron Corp. with or without esuse, and Enren Corp, mymmnrdixcrmonﬁumvam:y
may realt therefrom.  Any mauber of the Committee who is s Erployes shall
cease to be a member of the Commintes as of the duts he cesses to be: exoployed by Enron
or x Controlled Entity of Erron Corp.

XIIL3 Qfficers, Recordy, and Prosedoures. The Comminee may select officers
mey sppoint & secretary who need oot be 8 member of the Commines, The Coramittes
keep appropriate records of its proceedings and the administration of the Plan and shall
wvailebie for examinafion during business hoory to any Partivipant or begeficiny ruch reconds
pertain to that individoal's interest in the Plan.  The Committee shall designate the person
persons who ahall be suthorized to sign for the Coxminees and, vpon such desigastion,
signature of such person or pexzons skl bind the Committee,

XTL4 Meettngs. The Committee shall hold meetings upon such notics and of snch 4
and place as it may from tme to tme determine. Notice 1o & member shall not be required i
wuived in writing by thar member, Amngmofﬂmm:mbmcttbchmdn@nppciqu
£hall constitute & quarum for the transaction of business.  All resolutions ar other actions. taldn
by the Committre at any meeting where & quorum is present shall be by-vots of & mujority of
those present at such meeting and entitled to vote, Resolutions ruay be adopted or other actim
taken without 8 meeting vpon written consent xigned by all of the metmbery of the Committre,

XI5 Seitintersst o Membexs. No member of the Commines shall have any xﬁm
vatn or decide wpom any maner relsting solely to bimeelf under the Plan or to vote in any

Xm-1

DOL004S



258

which his individoal right to claim any benefit under the Plan is parficularly invelved, In u:}
cage in which & Comminss member is so disqualified o azt and the remaining members canpds
agree, Exgon Corp. shall sppoint & teroporary substitite member to exereise all the powars of t
disqualified member sencerning the mansr in whish he is disgualified.

XII1.6 Compensation znd Banding. The membes of the Committze shall not eseive
compensation with respect to their sarvices for the Commintes, To the extent requited by the Akt
or other applicable lxw, or required by the Company, members of the Comrmittes shal] futnish
bend or security for the performances of their duties hersunder,

XIL7 Commites Powers and Doties.  The Commintee shall spervise o
adminixration end enforcement of the Flan accordizng to the terms and provisions hersof ad
shall have all powers pecessary to sccomplish these purposes, including, but net by way
ligrtation the right, power, sutherity, sod duty:

o 0

(10 To make rules, regulstions, xod bylaws for the administration of the P
that xre not incouistent with the t=tms and provisions herzof, provided such
regulations, and bylaws are evidenced in writing and to enforee the terms of the Plan
the rules and regulaions prommigated theremder by the Committes;

(0 To construc in it discretion. all terms, provisions, condisons,
limitxtions of the Flan, and, iu all cases, the construction necessary for the Plan to g
under the spplicable provisions uftbecmmwmox;

(0 To correct agy defeet or to supply sny omimtion or 1o reconciie af
incomsistemicy that may appesr in the Plen in such manner and o such extent as it xb
decm expedient in jts discretion to affectuate the purpoaes of the Plan;

(30 To employ and compensate such sccountants, abomeye, fmvestm
advisars, and other agenis, smployess, and independent contrectors xs the Committhy
may deem necessary or advisable for the proper and efficient administration of the Plan

(20 " To determrine in ity discretion all qrestions relating to eligibiliey;

(R Tomake 2 demmination In frs discretion s to the right of @y person tq 2

beoefit uader the Plan and o prescribe procedures w be followed by diswibutees
- obtaining benefits hexsunders

(g0 To prepare, file, and digpribute, in such manner 1 the Commminth
determinegs to be appropriste, such information and material & is required by th
reporting and disclosnre requirements of the Act

XT-2
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(80 To requirs and obmdn fom the Company sad the Participsnrs asd deir
beneficiaries any information o dats that the Comrmines dotermines is necessary for the
proper administrarion of the Plan:

G0 To instroct the Trustee a8 to the loans w Participants pursuapt to the
provisions of Ardele XIT;

(0 'To direet the Trustee s 1o the investment of the Trust Fund in Furo
Stexk or EQ&G Siock a¢ the Committes may destm 1o be sppropriate and to be iy
xecordance with the provisions of e Play;

&0 Tosppoint investment managery pursuant to Section 15.5; snd

o Exch!uspmﬁnﬁymdcdhmmdxmxﬁz%umﬁi

mmnofnxhn or privileges t sequirs, Gouvert, of cxchangy Prron Swek or EO&QG
Btock.

XIIB Comgany o Supply Information. The Company shall supply fall and thm
information to the Commities, including, but not Imited to, infarnation relating to esch
 Pericipsnt’s Base Pay, age, retirement, death, or other causs of Immination of craployment xngl
such other pertitent facts as the Committes may reguire. The Company shall sdvize the Trueth
of such of the foregoing facts a5 we deamed necessary for the Trastee © catey out the Trustesh
duties under the Plan, When making a detzengination ia connestion with the Plan, the Commith
shall be extitied to rely upon the aforesaid nforgation Ranished by the Campny,

i L] The Compuny shall § ify xnd hold erzless each menb
ofmcmumdanhimyﬂnyaemu;dﬂegmaf&mmxmmym 1y
expenses and labilites a&mgcu:ofhnsdmmmvvfuncumcrﬁdudzryww
including mny sxpenses and Habilifies that are eanged By oy result fiom a0 ast or ommissid
eonstituting the negligeare of sweh individesl in the perfonnames of -such functions
W&h&m@wﬂﬁ%ﬁa&mmhmmm

setlement of judgment, cochy, counsel®fees, xnd related charges ressonsbly incoyred n
conpection with 2 elim asserted or & proceeding brought or seitiement thereof,

X-3

DOLO0047



260

XIv.
Trustes and Administration of Trust Fund
XIv.1 Appolntment, Reslepation, Removal, gud Replscement of Trytgs.

(0 Thbe Trustes shall be appeinted, rmoved, and replaced by and in the sole
discrotion of Enron Carp. The Trustee shall be the “named fiducizry™ with respect to investment]
of the Trust Fund’s asets.

(b0 Any Trustes may resign at my time by giving at least thinty days” wrinen
natics of mch rexigoation to Enten Corp.  Azy Trustse may be ramoved, with or without exuse
by Enron Cotp. on written notice of such removal to such Trustee. Eoron Corp. may appoint o
sucsessor Trustee by written designation, 2 copy of which shall be deliveredt to the Commi
xud the former Trustee. If there would be no other Trustee then acting, the actusl sppointm
and gualification of & suecewsor Trustee 1o whom the Trust Fund may be tansfored
conditions which must be falfilled before the resipnation or removal of x Trustee shall hecom
effective.

XIV2 Trpat Agrszment. As & of administering the xsets of the Plan,
Company bas entered into a Trust Agreernent with the Trustee. The sdministration of the axss
of the Plan wnd the dutics, obligstions, snd responwibilities of the Trustec shall be govarned b
the Trast Agreement. The Trust Agresment may be ded from time 10 Gme s Exron Cory
déems advisadble in order to cffectusce the purposes of the Plan.  The Trost Agresmest
mw;uxmdhmbymmmdthn&ymm&pmofﬁwﬁm

md’l‘nw,mdudmzbmmthmmdm,hxﬂ, umnnnng.'tm?zefce:.dmctupmsnf
cmmmmammmmmmcfmmmdmmnormm ..
bemd ar security reqired of the Committes shall be paid by the Trustee from the Trust Fanil
ud,xmﬁlpnd.xhanecmm:dam:gnnsttbATmstFxmdwwchupmmwtbc Tohs
ofPun:xpmtxmdbmeﬁcimw pmwdzd.hawm tha!(a)th:cbhmnnofthe'fmsmem =

fmmthnl‘xmxrmd.mymdmdulammxnmwhcalma.dymmmn-umepay fromg &
Compauy of an mssociation ofmuwmmplwmmm:mmm&m
employee orgenizatim whose members aro Penticipants, shall not receive any additioda
compenswion for serving as Trusiee. This Section shall be dcqmzdmbcapm-tnfsnywmm
provide for expenses of Plan and Trast administation, whether or not the signmory w wach
contract is, a& a mater of convenience, the Company.

XIV.4 Tryst Fund Property. All income, profits, recoverics, contibutions, forfeinmes,
and guy and All monies, secuzities, and propextics of any kind st any time received or held by the

XIv-1
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Trostee hermunder shall be held for investment purposes &3 a commingled Traet Fund. TfuJ
Committes shall maintain Accounts in the name of each Participent, but the maintenanes of s
Account designated Bs the Account of a Pardcipant shall not mean that such Participant shal
heve g gremter or lesser interest than that due him by operation of the Plan and shall not b
considered a1 segregating any fimds or preperty from any other finds or property coprained i
the commingled fird No Participant shell have any title to any specific asset in the Trust Fund,

XIV.$ Distributions from Participants® Accopnts. Distributions from 2 Pardcipant’
Accounts shall be made by the Trustze anly if, when, and in the amomnt and marner divected
writing by the Committez, Any distribution msde to a Participant or for his benefit shall b
debited to such Participant’s Account or Accounts. All distributions hareunder shall be made |
cash exeept as otherwisz specifically provided hersin.

XIV.6 Pavmenis Solely from Trust Fund, Al benefits paysbla umder the Plan shall e
paid or ovided for solely from the Trust Fund, sod ncither the Company nor the
asswmies auy lisbility or reaponsibility for the adequacy thereof The Comumirtse or the Trost
may require execytion and delivery of such instruments as we deemed necessary to assure prop
payment of sy benefits,

XIV.7 Na Benefits to the Company. No part of the corpus or incotne of the Trast
shall be used for any purpose other than the exclusive purpose of providing bepefirs fix
Pmticipants and their beoeficiaries and of defraying reasonoble expenses of sdministering
Plan and Trust. Anything to the conrsry herein notwithstanding, the Plan shall not be
m vest apy rights in the Cornpany other than those specifically given betaunder,
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Xv.
Fidusiary Provisi

KV Artlsls Controls. This Artels shall connol over any convary, inconsisment oy
ambiguous providons contained in the Plan.

XV General Allocstion of Fidugiary Duvies. Each fiduciary with respect 1o tha Play
shall have only those specific powery, dutics, responcibilities and obligations as are specifically
given him uoder the Plan, Mn%.mmmem!nwmmmmmm
Trustes and bars of the i Except as otherwisa specifically provided herdn, the
Ccm:umthhwathzsnhrespnnn‘bﬂuy&xtﬁe admiriszation of ‘e Plan, which
yesporaibility is specifically described herein, Except ss otherwise specifically provided hersin
and in the Tras Agresment, the Truntes shall hyve tha sale respensibility for the adminienation,
investment, end mansgecment of the xscets held under the Plan. However, If the Cormmittec, as a
mﬁdmw,dx&umempﬂwgmmnmymm&mmmmby
written notice to the Trustee, to direct ths Trustee jp the managernenz, investmens, and]
rdnvmmaf&a?m?md,mmhm:mmzmmmmmb;wmmm
directions of ths Commirtes that sre made in sceordenee with the terms of the Plan and the Act,
It ia intended under tha Plan that exch Sduaicry shall be responsible for the proper exercise of ki
own powem, dities, responsibilities, and obligations hermundey and shall not be sesporsible
amy act or fhae o act of apother fiduciary exccpl 1o ths extent provided by law or ay
speeifieslly providad herein, .

XV.3 Fidgglsry Duty. Euch fdnciary onder the Plan, incloding, but not limited 1o, the
Commintes snd ths Trustes as “samed fiducisres,” shall discharge his dutfes und respomaibilitics
with respect to the Plan:

(a0  Solaly in the & 2 of the Pwisip ﬁrthamlunWPmPW‘n‘
mdmgbmﬁmm?nﬁmymﬂan&thmhm:ﬁdmmdufdzﬁmgmnﬁh”
expenses of admindsteriog the Plan and Trost;

(b0 With the care, skill, prudence, 2od diligenca under the circumstances they
provailing that » prudent mum scting in s like cxpacity and familiar with such marverk
would nee in the conduct of an enterpriss of 2 Iike character and with ke sims;

(c0 By diversifying the investments of the Plan so #s to minfmize the risk §f
largs Josses, unless under the circwanstanees it is prodem not 1o do so; and

(30 In actordancs with the dpcuments and instriments goverming the Plan
insofar a8 puch dec and instrament are consistent with xpplicable law.
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No fiduciary shall cause the Flan or Trust Fund to enter into a “prohidited wamssation” ae
provided in section 4575 of the Code or section 406 of the Act.

XV.4 Delegstion of Fiduelary Daties. The Comymintes may appoint subcommittass,
individuals, or ey other sgenis ua it deems advisable and may deleget= ta any of such sppointess
any or all of the powers and duties of the Commintee. Such appointment and delegarion mund
specify in writing the powers o duties being delegated, and must be scoepted in writing by the
delegatec. Upen sich appointment, delegation, and acceptance, the delegating Comrnimes
members shall have no Hability for the acts or omirsions of xy such delegates, ax Joug ax th
d:}:gxﬂng Camminumanhmdnmm}umyﬁdudnympm’bm:ymmgm
contimiing such delegation.

XV.5 Investment Managzer The Commines may, mmaale.dumuun.appmt o
“yvestiment tnankger,” with powsr {0 manage, sequirs or dsposs of any xsaet of the Plan and td
direct the Trustes in this regard, 5o long as:

(a0 mmwwa)mdsmhvmm
the Invesuncot Advisers Act of 1940, {2) not yegi 3 33 = d
ndaﬁbyrwmefpmmhﬁ)cfmw&mhmumu
mwummmlwsofmemmedmmmhpmmm)m b
i:mmumnsynmpﬂnﬁundphczotbnmmd,umcmnhnﬂed

regisumtion wnder the laws of such stats, also Bled s copy of snch form with the Secyetn
of Laber, G);Mnmmmmmmﬁ]m.aw
insovance company gqualificd to do business under the laws of more than one stxe; and

[ smmmmwmmmgmmis.
with respect to the Plan,

Upon such appointment, the Cormmittee shall not be Bsble for fie acts of the investmed
mmgs.shngnm&mmmmdnmmwwﬂméuymmv &
making’ or cominving such appointment. The Trustee sholl follow the directions of wueh
fnvesnneot roanager and shall not be Hable for the acts or omissions of such Investment manse
nommmmumwwcmummcmm
Committes's saly discretion.

XV.6 Thicd Party Admintstrator Notwithsaading amy provislen of the Pl ar te

'Mwwmmm the Company may, mxtsmhdimnn,mgngmy.mg
provider which 5 not an eployse or 2 subsidinry of the Compmy .

Adminixtnative Services, shen notwithstanding ay provision of the Plan o ux:conm, o
prmﬂﬂhuﬂﬂymwnmble:ﬁmmuh!eﬁr:dm&a&dwmﬂm&mg ad
monitcaing much service provider, boluding without lmitstion, evaluming the quality ¢

XV
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performanes, determining whether the fees charged ars reasonable, and removing or replacing
such service provider, s 1he Compsay deems to be necessary of appropriate in its discrorion,
Upen engeging a service provider to perform Thi_rd—l’:rty Administrative Servicss, the Company
aball adviss the Comunitee in writing regarding such engsgement identifying the scrvice
provider and tha Third-Party Admizismatve Scrvices which are 1o be performed by such service
provider, Thermafter the Commitee chall have ne power, duty or responsibility with tispect to |
such Third-Paty AdminismatiVe Services xad shall have no power, duty or respousibility 1o
monitor the parformance of such service pravider,

XV-3
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XVI.
Amsndments

XV11 Right to Amend, Subject ro Section 162 and any other lmitstions confained
‘the At or the Code, Earon Corp. may from tms to time amend, iu whole oz in part, any or all ¢f
the provisions of the Plan on behalf of the Company and all Cormpruies, Specifieally, but nat
wayofhmmﬂan,samn&zp.mxym&amymmdmnwumymu@mmdm
qualified status for the Plan under the Code, whether or not rolrouctiva, hnddm:m.
smendments to the Flan that do not have 3 significanr cost impact en the
smendmests necessary to acquire sod maintain a gualified status for the Plan under the
whether or not rewoactive, may bs made by the Cammittae, 'Ihepruadnnfcrﬂmm%p
eﬂ'ectmamcndmmtmtherhnshanbnum

(;o mmwmmmwﬁcrmmmu
by the Compensation, Committze of the Boand of Directers of Envon Corp. which shall have
solnpewu‘happmv:mdr:cammmduﬂusccdofnmnm of Erxron Corp. that
mndmmmmerlmhezdnpmd,m

o™ UponmﬁptoflmommdzﬁonbymeCumpensaﬁmComimufﬂ;e
Board of Directors of Emron Cerp. that & smendment be made fo the Plan, the Bowrd 4f
Directors of Eoron Carp. shall determing whether to adopt such amendment in accordanse wi
s gencral rules snd procedures of operation and wpon adoption by e Board of Directors gf
Enron Corp, of & resolution adopting such amendment, the propasex] amendment shall b
adopted xnd spproved by Exron Corp,

The procedure for amending the Plan by the Corpmintes shall be ax follows:

[0} mc@mmasunmmde;nmwal
rmm:wmanmmhpmweamammnm
mmnmdmamnameeﬂngunadbymcmmuaoﬁmuwmhugﬂumhs
procedures;

(2  The Committes shall spprove and adopt such amegdment i
with i reguler procedures regarding acdons taken by the Commitics and upon such

“Following pproval and adoption of an amendment by the Board of Directors of Enron Corp.

by the Committes, as applicable, the appropriate officers of Enron Corp. shall prepare
execute on behalf of Enron Corp. an instrument svidancing the zmendment 5o adopied sod
takas such other actions 2 may be appropriats sr necassary to implement such amendmen =i
smmmmmmyqukﬁmmdmmwmhw:ppmvﬂdmed
oF nacyssary by such officers,

XVi-i
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XVi2 Limitation an Ameudnents, No ammdment of the Plan chall ba made that
would vest in the Company, directly or indivectly, zuy intwr=st in o contol of the Trust Fund,
No amendment shaill be mads thar would vary the Plan's exelusive purposs of providing beaefits | -
to Participants and their beneFcluries aud of defrsying reasontbla axpenses of sdminisizring the
Flan or thar would permit the diversion of asy parnt of the Trust Fund Som that exclusdve
porpase. No amendment shell be made that would redoes any then nonforfeinzble interest of u
Participant. No amendment shall ineresss the duﬂun:mpam‘bﬂmu of the Trastaa unless the
‘kusmwmmutkmmwnhng.

XVt
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XVL.

Discogtinuance of Comtributions, Termination,

Partial Termination, und Marger or Covsolidation

XVIL1Righi ta Discontinne Contributons, Terminate, or. Partiatly Terminaee. The
Company has established the Plan with the bona fde intention sod expectation that from yeart
year jt will be abis to, xnd will dexm  sdviasble to, make its contributions o5 kerels provided,
However, Eoron Corp, ahall have the right and the power to discontinge contributions to thy
Plan, terminare tha Plan, or partially texminate the Plan st any tims hereafier. Each member of
tha Committse and the Trustee ghall he patified of sach discomtimsncs, termiration, ot pacds]
terminston. .

*

{30 I b Plan it smendad so a3 1o pormmently discominoe Company
Contributions, or i Cranpmy Contibutions are i foct perhanently dlseontinned, the Vested
Trrerest of each affecred Paticipant shall be 100%, cffective 25 of the date of divcontinnangn,
case of such discominmance, the Committes shall rewain in sxistence mid all other a‘
the Plan that are necessry, bn the opfeion of the Conmminee, for equitablr opomtion of the P
shall rersain in fres

(60 IiboPlen s terminaisd vr prrtially terpinated, the Vesred Intecest of
affeered Participant shail be 100%, efftetive ax of the lermvinxion dare or partial tecroingtion
s applicsble. Valess the Plan i otherwise rmended prior to dizsolyion of the Company,
Plan shall termingte s of the dste of Aissoltion of the Comnpany

(0 Upos discontinnance of contributions, terarinaticn, or partial termdnat)

- =ty previously nmillocared contrbutions, forfeitures, mmd net incowe (or neg loxs) shall
allocated mmong the Accounts of the Pardeipants on soch dae of discontinmance, terminavion,

partial terninaion according o the provisions of Anicle IV, Thearafier, the nzt incoma (or

losr) shall continoe 1o he llszsted 19 the Acconnts of the Parkicipants snti] the balapces of

Assconts sre dixtributad, . :

{©) In the ease of x terminaton or partial teymination of the Pizn, wnd in
shsence of a Pl smsodment 1o the contrary, the Trmates shsll pay the balance of the
of a Pardcipe for whom the Plin i3 1o twminated, or whe i affccted by snch
termination, to sach Pacticipant, fubject to tha fime of payment, form of payzment, und &
provisions nf Anicle X,

XVT13Merser, Congalidation, ar Tranafer. This Plan snd Trust Fund may st
or consalidate with, or wansfer v assets or Habilivies to, any other plan, unless mam

XVl
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thereafter each Pavricipant would, jn the event such other plan tepninared, be entitled to 2 bmefit ;
which is equal to or greater than the benefit to which be would have been eptitled if the Play
weze termipated impmediately bafore the merger, consolidation, ar wansfer.
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Xvin
Particinating C i
XVTILL Adoption by Other Companjes. *

() It is contmmpiated that ether corperations, associstions, parmerhips, or
pmwmywwmmmmmwhmcmmm By
appropriate sction of its Board of Direstors or nemcorporats countarpart, any such eatity, wheter
or not presently xeisting, may becrrns, upon appraval of Emron Corp., & panty hersto, Any astion)
taken in conmection with an adoption of the Plsa by an entity or dixcontinvation of an adoption of
‘ uymwmmwmdmmmawmmmmummm
prozeduras shall be mll and void,

(¢}  'The provisions of the Plan and the Trast shall xpply separately mnd eque
wmhmpmyndmﬁmﬂommﬁemmmanwwfw ol
Company and jts Employees, sxcept that the power to appoint or utherwiss alfect the d
or the Trustes and the power 1o snend or texminate the Plan shall be sxcreised by Enron Corp
slone pursuamt v Section 16,1, 'With the spproval of Enrex Corp,, myCampmyrhumm
Conteniled Eotity may, by sppropriate seticn of ity Boaxd of Ditectors or ponsorporen
countzepact, erminate its panicipation in te Fan and Trust. Termination of p lnx:qm:aaby
Controlled Entity iouit be pursuant 1o the providony of Section 15.1 of the Plan. Mareovey
Ergont Cetp. roty, in fis discrction, wemine & Comprny’s Plan and Trust participarion at an
Hme, .

(©)  ‘Transfer of employment among Companios shall not be considersd b
‘rnination of employment herounder, and Sorvies with one Company shall be convidered 2
Scrvice with ol othess,

Xviy2 Single Plan. Fapmpmafthzﬁcd:mdtktﬁ:’.the?hnu
mempndﬁMmmamﬂcylmmmmuepmp}mdu&Campw
- assets in the Trast Fund shall be availible to pay beoafis to all Participzats and
‘beneficisries

XVIIL3 Separae Agplicadon. In the casc of an entity which has
Plan and which ix not 8 Contralied Entity of Exron Conp., Section 1.01(15) of the Plen shall
sppled by subsitning such entity. for Enren Comp, mmd e e “Company’™ a3 used in the Pl
shaﬂ::farwthxmmystﬁhsmmwmawcpn:t:y?mfnrﬂxcﬁhgﬂ:kﬁmployauof
entity except as specifically provided otherwiss in the Plan,
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XIX,
Miscellaneoys Provisions

XIX.1 Not Conyract of Employment. The adoption and maistezence of the Plan shall
Tiot be deemed w be eithar a contract between the Company and any person or consideration fdr
the emplayment of any person. Nasbing hereln contained shall be deemed to give eny pérson 1
#ight 10 be retained in the cnploy of the Company ef to yestrict the right of the Company
discharge any person At guy time nor shal] the Plan be decmed 10 give the Campany the right §

0y perion to remain in the ewmploy of the Company or o restrict any peryon’s right 4
tecpminate his employment at eny time. '

. 'XIX2 Aliengoicn of Interest Forhidden, Except as otherwise provided with reapect
“qualified domesric relations ordory™ and cevtain judgments and settloments pursnent 1o s=ctia
205(d) of the Act and sscrions 401(3)(13) snd 414(p) of the Cods, and, except a3 otherw
provided undes other xpplicable faw, no xight or fnterest of any kind in any benafit shall b
munsfirshls or 2esigmble by any Participant or any bencficisry or be subject to anticipation
adjustment, alienation, encumbrance, garnishment, atachument, exeoution, or lavy of sy kind
Flan provisions to the contrary norwithstnding, the Committee shall comply with tha ternms and
provisions of sy “gualificd domestic reladoos order,” incloding am order that requirss.
disibutions to an tlternate payes priar 1o & Participant's “eariiest retirement sge™ as such termi
defined in section J06(AEXENH) of the Act aad section $14{p)4)(B) of the Crde, xod sy
establish appropriats procedures to cifect the same. -

Nowwithstanding any provision of the Plan to-the contrary, contributions, beaefits and servi
eredit with respect to qualified military sexvice will be provided in aceoxrdanee with
414(n) of the Code.

XIX.A Payments 3o Minors and fncompetents. If s Panticipant or beneficiary catitle}
1o eceive s beanfit under the Plau is » minar or is determoined by the Committer in jus discretiof;
o be incompetent or is adjudged by » count of eompetent ijsdiction o be legully incapable of
giving valid reesipt and discharge for 2 banefit provided vndiy the Plan, the Conmittse may pas
such bemafit to the duly sppoisied goardian of conssrvator of such Participant er beneficiary fiy
. the sccount of such Participsnt or beveficinty. I no guardian or conservaror bas been appointed
for such Patticipant or bensficiary, the Committes may pay such benefit to sny third party whe
‘determnined by the Committee, in its sols diseration, to be asthorized 1o receive rach beoefit fy.
the account of such Participant or beneficiary. Sueh payment shall operate ax & full discharge o

231 Habilities sod obligations of the Committes, the Trustes, the Company, and sny 64
the Plan with regpect to such bepefit .

X1
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XIX.5 Arquisition_and Holdive of CQompany Stoek. The Plen is spezifically
authorized to equire apd hold up to 100% of its assats in “qualifying employer semmities,” as
such termm is dafinad in Section 407(d)(5) of the Act. )

XIX.6 Participant’s sod Benefleiary’s Addresses. It shall bs the affrmative duty of
each Participant 1o inform the Committee of, and 1o kesp on file with the Comminee, kis current
mafling address and e cument meiling address of his designated beneficiary. If 2 Participare
fails 1o keep the Committes informed of his current mailing addresy and the cumrent mailing
address of his desiznated benaficizy, either the Conmmites, the Trustes, the Company, nor xny
fiduciary under the Play shall be responsible for smy late or Jost payment of & henefit or for
failure of any notice to be provided Hmely undes the terns of the Plan.

: XTX7 Yusorrsct Information, Fraud. Concealment, or Frror. Any eonumry
provisions of the Plan notwithsumding, if, becaude of a Bwnan or systems errot, or becanse of
incorect informatien provided by or comert Information failed 1o be provided by, fiaud,
migreprasentation, er concealment of sy relevart fact (ax determined by the Conmnirtee) by say
person the Plan eorolls any individual, pays beoefits under the Plan, incurs » Hability or malkes
any ovepsyment ar eensous payment, e Plau shall be endiled 1o recover from swch psen
the benafit paid or the lisbility incurred, together with all expenses incidental to or necaasary fir
mach recovery.

XIX.8 Severahillty. If any provision af this Plun shall be held illezal or invalid for sy
Tessem, said {flegality or fovelidity shall oot affect the remainieg provisions hersof In puch casc
each provision shall be fully seversble xnd the Plan shall be conytrued and enfireed a5 i said
illegal or invalid pravision had never heen inchided herein,

XIX.9 Appendices. Any sppendix to this document shall be & part of the Play for
purposes.

XIx1o durisdigtion. The sims of the Plan hersby created i Texas. Al
provisions of the Flan shall be construed in aceoydance with the laws of Texas mxoept w the
- extent preempted by fedeia] aw. .

XiX-2
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XX
ian_ﬁcan'.&m
XX.1 Article Controfs. Any Flan provisions to the contrary netwithatsgling, :b,a

provisions of this Anticle shall cortral to the extent required 10 cause the Flan ta comply with the
requirsnents hmposed under guction 416 of the Code.

XX2 Defipitions. For purposes of thia Anicle, the following teras and phyases shall
Bave these respactive meanings:

@  Account Balance: . As of any Valustion Date, the aggregate sencum |
creditad to an individual’s acest or acconmts wider 2 qualified defined congibution plan
smatutained by the Cornpany or a Controlled Entity (excluding employes contributions
thar were dedoetible within the mesning of section 219 of the Code and rollover ot
ransfer contitntdons made after December 31, 1943, by or on behalf of such individoal
mmhym&cmmaqummp!m:penmdbymmmrnmnmmcmm
or a Controlled Entity), inereased by (1) the aggregste distributions mads to such
individnal from such plen during & five-year pexiod ending an the Derminstion Date
m@)&mofmymﬂﬁwm“‘d&sbmnmw
following such Valustion Dats,

&) AssrusdRepchit As of any Valuation Date, the present value (compuied
on the basls of the Assmptions) of the cumulative sscrusd benefit (excluding the portion
thereof that is attihutble to smployss ibutions that wire deduetible prmsusnt o
section 219 of the Code, 1o rollover ar contributions made afisr Decanber 31,
1983, by or en bebalf of such individual w such pln frem emother qualified plan
spamsored by an entiry other tun the Company or 3 Conlrolled Entity, to proporticnal
subsidies or to anciflay bensfits) of xn individual under  qualified defined benefit plan
sxintaired by the Company or a Conuolled Eatlty increased by (1) the aggregae
dismributions made to such individual fom sach plen during & ive-year pariod suding oo
fhe Detcimination Date a0d (2) the éstinated henefit acamed by such individual between
gock 'Valustion Date and the Determinstion Dats immmediniely following such Valuation
Date. Solely for the purpose of detcrmining top-heavy status, the Actmed Benefit of xn
indivicual shall be determined under (1) the method, if may, that nniformly spplics for
accrual purposes under al} qualified defined benefit plans malntained by the Compuny
and the Controlled Entities or (2) if there is no such method, as if such banefit scerued not
mmnﬁﬂy&mmﬂaﬁeﬂwﬂmﬂmepmmwamﬁm611(5)(1)(6:);:!‘ ’
the Code. 8

(&)  Aggregation Group: The growp of qualified plaus maintained by the
Ccmpmymdu:hmmaﬂedﬁnﬁtyemﬁsﬁagnf{l)enbplmhwbkhnm
Employss participates and sach other plan that ensbles x plan in which 2 Key Employee

XX-1
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partic;pata ¢ mest the reqm*aments of secdon 401{2)(4) or 410 of the Code or (2) each
plas in which 1 Key Employee pardcipates, sach other plin that enables 2 plan in which a
Key Employer participates to mest the requirements of section 401(z){4) or 410 of the
Code and any other plan that the Compsny elects 1o include 2 a part of such group;
provided, howevez, that the Company may slect 1o include 2 plan ip such group only if)
the group will continue $¢ nect the requirements of sections 401(a)(4) md 410 of the)
Code with such plan being takes into account,

()  Assmmptiong The jpbacst rae mdmmuhtyassm:pnnns specified fog
top-heavy status determination purposes in any defined bemeft plan focluded in the
Agzregation Group that mcludn the Fla.

() m:mmmn.nnm For the first Plan Yew of sny plan, the fast day of
such Plan Yesr and for coch aubsequent Plan Year of such plan, the last dsy of
preceding Plan Year.

(9  Kry Fmployes: A"kaynnployaa nd:ﬁnedm:cmma,m()gf h
Cods and the Treasury regulations thersundar.

(=) Plag Yenrs mebuypmmmmmgpm o
bymnhphnfotmmlchmﬁﬁgpm‘pﬂs.

@ Remunimtion: 415 Compensation as defined in Section 4.5(s2).

)  Yalustion Tate: With respect fo gy Plan Year of my defindd
mnp&.mmmmmmwdmonﬁpmcdmgma
Detzrmination Dste as of which the trost fimnd established under such plan was valued o
" the net income {or loss) thareof allocated 1g participants’ accounts, With respect to 2hy
Plan Year of sty defined benafit plan, the most reeant date within » twalve-mnanth peripd
eading on a Determivution Date as of which tha plim sssets were valued for purposes
W&gph'mmhpwd&mhpmdmdﬂsﬁmﬂZcf

"mA;g::gzﬁmelmthbgmﬂmismtwphmym&)mAggmgaﬁmGmnpin

the Plan is top-hoavy. An Aggregation Gronp shall be desmed o be top-heavy =8 of &
Determination Dats if the sum {compnred in pecordance with rection 416(g)2XB) of the T4
and the Treasmy regulations promulgated thereander) of (1) the Account Balances of X=
Employees woder all defined conhibutich plang fncluded in the Aggregaion Grotp and {2) fhe
Atcmued BeneS of Koy Employees under all defined benefit plany included in the Ageregstion
Group exceeds 0% of e sum of the Acconnt Palsnccs and the Accrued Bensfits offall
{ndividuals under such plins. Notwithstanding the foregofng, the Account Balancey and Accriied

X2
DOLO00S1



274

Bevefits of individnals who ars not Koy Employees in any Plan Yeur but who were X,
Employsss in any prior Plan Year shall not be considerad in determining the vop-heavy matus
tha Plam for such Plan Year. Further, notwithgianding the fa:cgaing, the Arcouns Balanees a3
Accrued Benefits of individuals who have not performed services for the Company or
Cootrolled Emdty at any dme duzing the Svasyear period ending on the applieable Detcrminar
Date slal] not be considered.

XXA Top-Heavy Congribution.

() If the Plan ix datermined 1o be topdieavy for 1 Phan Vese, the y
shall coniribute to the Plan rcrmrlm‘fmmmufcfm?mcxmwhnmmg
Employee aod who has pot terminaed bix employment s of the Jast day of such Plan ¥
supount equal to:

x=~< By & e

(13 The lasser of (A) 3% of such Participart’s Remunerstion S
g 'Vear ar (B) & pereent of such Wskmmumhmmm?mqm
s prestest pactent Ww@mmmmmlmmmm
1 such Rey Buployee’s BeforeYax Conxibution Asconnt snd Compsny Contribusio
Azcormt for such Plan Year by such Xay Employes's Remuneration; reduced by

() The asount of Company contibutions othey tha
Muching Centributions allocated 1o such Prrticipant's Accounts for such Pha Year,

() The minfmum eanmibution required ta be made for 5 Phm Yesr pursuad
hthsSmﬁrlepmmm}cyedmthehudxynfsuhleYmeg ad)
regardiess of whether such Participant §s exherwise facligible to recefve ax allocation of the
Compary's contibutions for sach Plan Year, The mindmira sontribution yoeguired to be mhad)
punsuant to this Parsgraph shell also be made for an Elgible Employes who is not a X
Exnployee md who is excluded from participation in the Pl aolely becanse of falling 1o zaeld
rumdstory After-Tex Contributicns or Bafars-Twx Conttibutions.

© NommdmgmmﬁdzleuamﬁwhWk
Plan Year, the Compnay's contribution for such Plan Year porynant to this Section shall bb
ineressed by substitering “4%4” i Hen of *3% iy Clause (I) hereof 1o the extent that Furo
Corp. determine 1w sp incresse such contribution to comply with the provisions of sectiod:
» A16(R)Q) of the Code. Nmmm:&xtsammmm‘buummbemmm b
_thin Section for 2 Plan Year with respect to a Participyt wha is a participant in snother define
eemuibution plan spansored by the Company ar a Controlled Entity if such Panicipaat reced
wader sach other dcfined contribution plan {for the plan year of such plan ending with orv
the Plan Yewr of the Plan) a contribution which is equal Io or mester than the miv
contritmtion required by secting 416(c)(2) of the Cods.

{4 Notwithstanding e foregoing, no canx:ibunon shall be made pursnant 14
fals Section for 2 Plan Year with respect to 2 Partiefpant who is & pardleipant Ina defined b

XX-3
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plan sponsered by the Company or & Controlled Eudty if such Participamt sceques upder such
defined benefit plan (for the plan yeer of such plan ending with or within the Plag Year of thi
Plan) & benefit that is at east equal 1o the benefit descdbed in pection 416(aX1) of the Code. I
the preceding sentence is mot applisabls, the raquivemsnts of this Section ahall be mat by
providing & minizwm benefit under such defined benefit plan which, when considered with thi
bexaft provided under the Plan as xn offsct, 38 #t Jeast =qunl tes the bepafir described § in section
416(z)(1) of the Code.

- XXS$ Termination of Top-Heavy Statns. 1fthe Plag hus been deemed to be top-heavy
ﬁrmwmmman‘rwsmdmmmbemp-hzxvy,th:pmwmm of this Atic
shall ceass to wpply to the Plan effsctive as of the Determinaton Date on which it is &
no loager 1o be top-hesvy,

XX Rifectaf Ansicie. Nowﬁhmﬁngmmhingmmnedhmmmmm
provisions of this Article sball sutomaricaily become inoperative and of no effect o the
not vequived by the Code or the Act.

DOLO0063
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XX1
EOTT Disereti Contributi

XX1.1 Defipltions. For purpeses of this Aricle, the following terms and pb:’as:s shal
have the respective meanings:

()  Divestiurs: A sale by Erwon Corp. of mors than 80% of the stork of
assets of EOTT to an wrrelated third party. :

()  EQT: EOTT Energy Corp.

(&  EQTT Conmibution Account: An indlvidual acconnt for each Participan|
whe is cmployed by EOTT which it eredited with the EOTT Discretivnary-Contribmrions made
on such Prrticipant's bebalf and which ix credited (or debited) with such aseem¥s allodstion of
net inzome (ot net loss) of the Trast Fund, '

(&  EOTY Disqefionary Conbribufions: Conibutiont mads 1o the Pl by
EOTT prrwusnt to Section 21.2,

(e} ° Month of Secvics: Wtﬁ:mtumy?mmwhuhmpkyedb;
EOTT, » calendar manth during whick he is comtinuonaly sod actively employed by EGTT.

20012 EQTY Dherstignary Capribotions. For auy Plan Year, EOTT may connibu
to the Trust, out of its corrent’or accumnwlared exmings and profits, ag the BOTT Discretiopa:
Coutribution for such Plan Yesr, 20 xmount a3 determined in its sole dixaetion. The EO'
Discretionnry Contribution, if sy, for 4 Flan Year shall be denominsted as 2 apeeific and
uniform amennt to be costribhted for cach Month of Service compileted by a Panicipant during
such Plan Year who is entitled to m allocation of mich EOTT Discrstionary Contribution or shal
ba denceninated as a single Flan contribation amount which shall bs allocated ty Pasioian
exitiad to shave in such contribution based upon their Mouths of Scrview during sach Pl Yea
in either case ax destribed in Section 21,3 below.

XNL3 Allgcation of EOTT Dixerstipnary Conrribotions. A portion of an EO
. Disererionaty Contribution for » Plan Year shall be allocated to each individusl who js
" Elighl= Empleyce snd wha i cmployed by EOTT on the st day of sueh Pl Yewr of
“terminated employment with EOTT during such Plan Year by resson of an event or reascn
ray ba designated by the Board of Dizectors of BOTT. I the BOTT Diseretionary Camributing
forzlequhasbemdaimﬂedmbeapedﬁeddoﬂm'mmmibrcuhPuﬁdpm eg
wupon such Participaat's Months of Service during such Plan Year, exch Participanr will reee]
an EOTT Discretionxry Contribution allocation equal to mich specified doliar amount multiplied
by such Participants Momhs of Service completed durlng such Plan Year ¥ the EOTE
Dku:ﬁw&mhuﬁmfara?hn?whdmm;ﬂu;mgkwmm par}

-1
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Pardeipant who is entitied to 2n allocation of 4 pertion of such EOTT Discretjonsry Cantribuzicr
shali be alloested & postion thereof based upon the rasio of such Participant's completed Moty
of Serviee during such Plan Year to sll such Panjeipants' completed Months of Servies durde
such Ply Year. A Fanicipants allocations of BOTT Discretionary Contributions shall b
2llocated to his EOTT Conmridution Account, ' .
XX14 Withdrawsls. A Participant shall not be estitled 1o maks in-service withdraw:
A Participant’s Vested Iuterest in

.
EOTT Conmibution Account shall be determined hy such Participant’s years of Vestin,
in aceordance with the followiog schodule: Y % Se

Yearsof Vestine Sevvice Yented Inteyent
Lessthen 1 yewr (73

1 yesr 25%

2 ymars S0%

3 yearx R ) 75%

4  yesex ormore 100%

XX1.6 Geveral Treatment. Except as specifically set forth in Yds Arte
Puﬁcipxnfgﬁmmnﬂsﬁunammmnbamcdumaddﬁanﬂl:
Contdbution Account S all purposes of the Plan.

¥Xi-2
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xxa.
Certain TREW Unjon Benefits

XX Eligikility, Tixc provisions of thix Amicle XX apply to any Eligibie" Employ pd
("Union Participant”) who is covaed by the 1958-2001 agreement by and berween Portland
Genenal Eleckric Company and the International Brotherhood of Electrical Workars Local Uniog
No. 125 AFL-CIO (the “Agreemnent™), mmm“kmm!mmnrmqpm:”m‘m
any Union Participant who tatisfics any of the following requircmeants; (A) he was barm om o
after January 2, 1957; (B) he first becsme sn Employes or is rohired as an Employee ou or
January 1, 1999; or {C) he is eligible 1o make and affinmarively ‘electz 1o be treated as
Retiremen Program B Panticipant as dessyibed below, For purposes of the foregoing irem (i
mxm!mmdmwbeamﬂmmtmnrmymdwmumw h
Agrezment; (B) was bom on' or befors Imuatyl. 1957 and (C) became an Employes b
Janoury 3, 1999, 1f an Eligible Employes satistics requimmnefmepruedm; h
mmwwmmmmmmmwwwwao b
treated As & Retirement Programn B Panticipant for paoposes of eligihility for Unian Mytching
Conuibutiens and Union Profit Sharing Contributions described in Sections 222 and 22.3 belo
Suchdacﬁmmybeeﬁecnwuofﬂmﬁmdzyofmymnuth.ude::edbyzheEmplayee.
Employea whe makes such an clection shall e treated as « “Cash Ralace Participaat™ under th
Portland General Holdings, Inc, Penuion Flan for Collectively Bargsined Employers and shall ng
longer accrue *Benefit Service™ under such Pension Plan effective at the same time 33 &
clection 1o be treated a3 3 Retirement Program B Paxticipant, No Bligible Employee may slect 1
tmake gu election to be trested 25 & Retirement Progrom B Participant after Dacember 31, 2003,

XXUnign Matehing Contributions. For each Contribution Pexiod, the Coznpan
sbhall contribute:

() mbdﬂfdu&%ﬁ?ﬂmmwhsmamhm
. Partizipant 3n ameunt squal to 100% of the Before Tax Contributions made o the Plan for nuch
. Cenmibutivn Period whish are not in excess of 6% of such Unien Pardcipant’s Basc Pay.

)] on behalf of cach Retiremens Program B Participant an amonnt oqual o
100% of the Before-Tax Contrdbutious made o the Plan for such Coptribution Period by suc
. Retirement Progsam B Paxticipant whish we in excess of 5% and not in excess of 10% of s
Retircment Program B Participant’s Base Pay for such Contibution Period.  Such conniibution
-ahzl} be allocated to the Union Participant’s Company Contribution Accounts and shel] b
Whumﬁmﬂﬁaﬁnwbﬁcﬁmt&ﬁcﬁu%my&mﬂm{mm
all purposes exzept that a Union Participant may not make sny withdrawal from such subaces
whﬂcmmcimpbyumdnvm?mﬁﬁpmtahuhanumxvmlmmm
subaccount gt all hmes if such Union Participant was hired prior to July 1, 1959,

X1
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: §

XXTL.3Unign Profit Sharine Conrributions. As of the last day of each Conuibudo
Perivd, the Campany shall conuibutz on behalfl of each Retirement Program B Partieipant
amount equal v 5% eof such Participant's Base Pay for such Comtribution Perod  Su
conxibution shall be allocsted to such Partiejpant's Company Connribution Account and hald
2 speeial subsccoum: thereunder. The Panticipant’s Company Contribution subaceount shall b
treated a5 2 Company Centriburion Account for &i] purposes sxcept that a Rettrement Program
Participsat may not make any withdrzwal fom such subaccount pursuant 1o Aricle XTI 2nd the
Retirement Progrmm B Purtieipsnt’s Vested Interest in suck mbaccount shall be 0% mmil the
earlier of his completion of ons Year of Service or the sttainment of age €5 whils an Bxyployes
of the Company and shall be 100% s3 of the eavlier of the date he compleres one Yeur of Sarvies
ordwdnmhnmmeagcefﬁswi_ﬁhmhphyg
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EXECUTED this_M_dayof {Yam, 1999,

EI‘}RON CORP.

PARTICIPATING COMPANIES: -

DOLO0DGS
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APPENDIX H- SUBMITTED FOR THE RECORD, E-MAIL FROM ID FOR
HUMAN RESOURCES NEWS, TO ALL PGE EMPLOYEES, 9/27/01, E-
MAIL FROM ENRON ANNOUNCEMENTS TO ALL ENRON EMPLOYEES,
10/16/01, E-MAIL FROM ENRON ANNOUNCEMENTS TO ALL ENRON
EMPLOYEES, 10/22/01, AND E-MAIL FROM ENRON ANNOUNCEMENTS
TO ALL ENRON EMPLOYEES, 10/26/01



282



283

1D for Human Rescurces News - Enron 401(k) Savings Plan

From: - 1ID for Human Resources Naws
o ALl PGE EMPLOYEES
.Date: - 09/27/2001 5104 PM
“sutject: Enron 401(k) Savings Plan

lews Online

Toi Al Employees, . e T T
“From: Human Resaitees’ ) : . R :
_ Date: September 17, 200%

Re' Enron 4nl(k) savlnus Plan

n Corp, has ccntracted with Hewltt Associstes to be the new tmstee 2t record keeper Far ths N
“Efron 201 (k) Savings: Pian {replacing Northérn Trust), ) ) 5
To ensure that records and individual accounts are conveh‘.ed accurate!y, a transitlon "
_Périod of approximately ane-month will begin Oct 18, Enron Corp Is malling a packet o
detalled Information to all Enron Savings Plan participants the week of October 1st.

A
There are po_chanqes being made in the lnvestment electioris, plan features or plan design.
transmon pertod Is necessary whenever a company changes 401(!() adminfstratom.

Durmg the transltion per!od, partictpants can contxnue to meke mntnbuuom and lpan deducuzms,

bat gre not able to transfer funds ameong investment options, request 3 loan, request 3 wttndrawal
“orclose an accoumt, ¢ .

w‘e ree%lze yeu may have questzons. FMost of them will be addressed in the Information Earon Corp
ls sendmg pamdpants sp-please read carefuliy the materials you receive.

Thank you,
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Rath, Mikie
From: Enren Announcements/Corp/Enron@ENRON on behall of Corporate Benefits@ENRON
Sent: Tuesday, Odober 18, 2001 11:10 PM
A All Enron Emplayees Uned States Group@ENRON .
/:/jec!: To: All Domestic Employess whe Participate in the Enron Corp. Savings Plan
Mark your calendar— -

the Enron Corp. Savings Plan is moving 1o @ new administrator! -
In preparation, here are a few things you need to remember.

For All Savings Plan participants, Friday, October 19 at 3:00pm CST will be the last day to;
Request a loan or a loan payoff so that funds ean be aliocated or distributed in time.
Regquest a withdrawal (In-service or Hardship).

For SDA Participants, Friday, October 19 at 3:00pm CSTwill be your last day to;

. Make trades In your Schwab SDA brokerage account 5o thet we can move your holdings in-

kind.

' Re-invest any Schwab mutual funds Into your cholce of funds - the default will be your money
market fund.

Other ransactions, suth as Contribution Rate Changes and Investment Fund Transfers, will
_continue untit 3:00pm CST on October 26. .

ErronBenefits... keepihg pace with your lifestyle.
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Rath, Mikia
Sroms Enmn Mmunumenwcérwﬁnmn@ENRON on behal! of Corporate Benafis@ENRON
jont Monday, October 22, 2001 10:28FM -
£ Al Enron Employees United States Goup@ENRON R
. Te: A D in Employ who Partic in the Enron Corp Savings Plan

netober 286 is fast approaching!
"Mark your calendar— ™
yas e Ervon Comp. Savings Plan moves to @ new administrator!

As a Savinas Plan Participant, Friday, October 28 at 3:00pm CST will be your last day ;.

Teansfer investment Fund Balances and make Centribution Allocation Ghanges
Change your Contribution Rete for the November 15th payrolt deductions
Ervoll if you were hired before Qotober 1

TWO impottant reminders:

Vanguars Uifestateqy investment options are being replaced with Fidelity Freedom funds and;
“Your funds witl ramain invested in the funds chosen as of 300pm C8T unfil 8:00 am
Novernber 20,

At B:.00 am CST, November 20 the Savings Plan system re-apens with great new features,

I dyouneed assistance during the ransition period, call ext. 3-7979 and press Option 8. This
Sprion Will be available from B:00am CST October 29 until 5:00pm CST Neavember 19,

Enron Benetits, . keepning pace with your lifestyle.
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Rath, Mikie
From: . Enron Annauncements/Corp/Enran@ENRON on betialf of Corporate Benefts@ENRO|
Sent: Friday, Oclober 26, 2001 11:58 AM e N
To: All Enron Employees United States Group@ENRON i

e E'RAF'T- FINAL REMINDER- To Al US Emplayees who Participate In the Enron Savings
— an

Final Reminder

If you are a participant in the Enron Carp. Savings Plan, all trades among your
investment funds must be completed by 3:00 PM CST Friday, October 26.

The makeup of your investment funds in the Savings Plan a}p:Oo p.m., October 26, will
eflect your investment decision for the duration of the transition period,

v
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APPENDIX | -SUBMITTED FOR THE RECORD, LETTER FROM
CHAIRMAN JOHN A. BOEHNER, COMMITTEE ON EDUCATION AND
THE WORKFORCE, TO STEPHEN F. COOPER, INTERIM CEO AND
CHIEF, ENRON CORPORATION, FEBRUARY 1, 2002
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MAJORITY MEMBERS:
JOHN A, BOEHNER, GHIO, Craimhiary
THOMAS E. PETRI, WISCONSIN, Vice Cramman

MARGE BOUKEMA, NEW JERSEY
CASS BALLENGER, NORTH CAROLINA

FLORIDA
BORNE, NEBRASKA
JOHN ABNEY CULBERSON, TEXAS

289

COMMITTEE ON EDUCATION
AND THE WORKFORCE

U.S. HOUSE OF REPRESENTATIVES
2181 RAYBURN HOUSE OFFICE BULDING

WASHINGTON, DC 20515-6100

February 1, 2002

Mr. Stephen F. Cooper
Interim CEO and Chief
Enron Corporation
1400 Smith Street
Houston, Texas 77002

Dear Mr. Cooper:

MINCRITY MEMBERS:

GEORGE MLLER, CALFORNIA, Sevion
DemocRamC Mem

DALE E-XRDEE, MCHIGAN
WENS, NEW YORK
DORALD M, PAYNE, Nt JERSEY
PATSY T, MINK, HAWAR
ROBERT E. ANDREWYS, NEW JERSEY
TIM ROEMER, INDIANA
ROBERT C. "BOBEY" SCOTT VinGiA
LYAN C.WOOLSEY, CA!
L NS, MGG
RUBEN HNOJOSA, TS,
Y M

1Y, N
SO & TAANEY. MASRACHSETTS
RON KIND, WISCONSIN
LORETTA SANCHEZ. CALIFORNIA
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BETTY HeCOVLOM, MINESOTA

MAJORITY —{202) 2254627
- (202) 221
MINORITY —(202) 275-3725
PTY)~(202) 2262116

Pursuant to the constitutional authority of the House of Representatives and the
authority provided by Rules X and X1 of the House of Representatives, the Committee on
Education and the Workforce (herein “Committee”) is investigating matters within its

legislative and oversight jurisdiction arising from the bankruptcy of the Enron

corporation and the resulting effect on its pension plans. The Committee hereby requests

the production of the following documents, records or other materials:

Please produce a complete copy of the current Enron Savings Plan and, if
different, a complete copy of the Enron Savings Plan in effect in 2001.
The Minutes of the Enron Savings Plan Administrative Conumittee

Meetings in 2000 and 2001.

Any correspondence, including emails or other electronic communication,
from Enron Corporation to Enron Savings Plan participants regarding the

transfer in record keepers in 2001.

Enron’s request for a proposal for a new Plan record keeper in 2001.
The Protocol or any documents regarding the procedure for transferring

the Plan record keeper in 2001.

Any documents regarding why Enron changed record keepers in 2001.

Enron’s contract with Hewitt Associates.

Please produce any documents and/or materials responsive to this request in

accordance with the attached “General Instructions.”

Thank you in advance for your

assistance and cooperation. The Committee requests your response by noon on
‘Wednesday February 6, 2002.
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In addition to the above documents, records, or other materials, the Comrmittee
hereby requests the production of the following documents:

1. Please produce any and all documents, including emails or other electronic
communication, sent to the Enron Savings Plan (the “Plan”) participants
regarding the Plan and the administration of the Plan during 2001, excluding
individual participant’s benefits statements.

2. Please produce any and all documents, including emails or other electronic
communication, sent to the Enron employees regarding Enron stock during
the years 2000 and 2001, excluding individual employees’ stock balances.

3. Please produce any and all documents, including internal reports, regarding
Enron employee holdings of Enron company stock and any existing statistics
regarding Enron employee holding of Enron stock.

4. Please produce any and all documents, including emails or other electronic
communication, regarding Enron’s request for a proposal for a new Plan
record keeper in 2001,

5. Please produce any and all documents, including emails or other electronic

communication, regarding the transfer in record keeper from Northern Trust
to Hewitt Associates including documents relating to why the record keeper
was changed and the timing of the “Jockdown” or “blackout” period.

Please produce any documents and/or materials responsive to this request in
accordance with the attached “General Instructions.” Thank you in advance for your
assistance and cooperation. The Committee requests your response by 5:00 p.m. on
‘Wednesday February 20, 2002. Please contact Christine Roth or Jo-Marie St. Martin of

- the Committee staff at (202) 225-7101 or (202) 225-4527 if you have any questions or

require additional information.
Sincerely%
JOHN'BOEHNER
Chairman

[ Robert Bennett, Esq.
Gary Slaiman, Esq.
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GENERAL INSTRUCTIONS

In complying with this request, you are requested 1o produce all responsive
documents that are in your possession, custody, or control, whether held by you or
your past or present agents, employees, and representatives acting on your behalf.
You are also requested to produce documents that you have a Tegal right to obtain,
documents that you have a right fo copy or have access (o, and documents that you
have placed in the temporary possession, custody, or control of any third party. No
records, documents, data or information called for by this request shall be destroyed,
modified, removed or otherwise made inaccessible to the Committee.

In the event that any extity, organization or individual denoted in this reguest has
heen, or is also known by any other name than that herein denoted, the request shall
be read to also include thern under that alternative identification.

Each document produced shall be produced in a form that renders the document
susceptible of copying.

Documents produced in response to this request shall be produced together with
copies of file labels, dividers or identifying markers with which they were associated
when this request was made. Also identify to which paragraph from the request such
documents are responsive.

1t shall not be a basis for refusal to produce documents that any other person or entity
also possesses non-identical or identical copies of the same document.

If any of the requested information is available in machine-readable form (such as
punch cards, paper or magnetic tapes, drums, disks, or core storage), state the form in
which it is available and provide sufficient detail to allow the mformation to be
copied to areadable format. If the information requested is stored in a computer,
indicate whether you have an existing program that will print the records in a readable
form. )

If the request cannot be complied with in full, it shall be complied with to the extent
possible, which shall include an explanation of why full compliance is not possible.

In the event that a document is withheld on the basis of privilege, provide the
following information concemning any such decument: (a) the privilege asserted; ()]
the type of document; (c) the general subject matter; (d) the date, author and
addressee; and (e) the relationship of the author and addressee to each other.

1f any document responsive to this request was, but no longer is, in your possession,
custody, or control, identify the document (stating its date, author, subject and
recipients) and explain the circumstances by which the document ceased to be in your
possession, custody, or confrel.
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. If a date set forth in this request referring to a communication, meeting, or other event

is inaccurate, but the actual date is known to you or is otherwise apparent from the
context of the request, you should produce all documents, which would be responsive
as if the date were correct.

. This request is continuing in nature. Any record, document, compilation of data or

information, not produced because it has not been located or discovered by the return
date shall be produced immediately upon location or discovery subsequent thereto.

. All documents shall be Bates stamped sequentially and produced sequentially.

. Two sets of documents shall be delivered, one set for the Majority Staff and one set

for the Minority Staff.
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APPENDIX J - SUBMITTED FOR THE RECORD, LETTER FROM
RANKING MEMBER GEORGE MILLER, COMMITTEE ON EDUCATION
AND THE WORKFORCE, TO STEPHEN F. COOPER, INTERIM CEO AND
CHIEF, ENRON CORPORATION, JANUARY 31, 2002
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MASORITY MEMBERS:

JOHN A BOGHNER, OHI0, Chamuss
THOMAS € PEYN, WISCONSIN, Vice Criaimmart
HARGE ROUKEMA, NEW JERSEY

TOM OSBOANE, NEBRASKA
JOHN ABNEY CULBERSON, TEXAS

Mr. Stephen F. Cooper
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COMMITTEE ON EDUCATION

AND THE WORKFORCE
U.S. HOUSE OF REPRESENTATIVES
2181 RAYBURN HOUSE QFFICE BULDING
WASHINGTON, DC 20515-6100

January 31, 2002

Interim CEOQ and Chief

Enron Corporation
1400 Smith St.
Houston, TX 77002

Dear Mr. Cooper:

MINORITY MEMBERS:

GEORGE MILLER, CAUFORNIA, Senion,
Democaanc Meuoen

DALE € KILDEE, MICHIGAN
MAJOR R, OWENS, NEW YORK

HVIE, NEW SERSEY
PATSY T MINK HAWAI
ROBERT E. ANDREWS, NEW JERSEY
THtA ROEMER, INDIANA
ROBEAT C. “BOBEY~ SCOTT, VIRGILA
LY C. WOOLSEY, CALFORNIA
YNNI RIVERS, MICHIGAN
RUBEN HINOJOSA, TEXAS
CAROLYN McCARTHY, NEW YORK.

MAIORI

(2021 2254577
26Tz

ar-
MINORTY —{202) 225-3725
{TTY}-(2021 2263116

The House Education and Workforce Committee is holding hearings on February 6 and 7
regarding the financial failure of the Enron Corporation, with a special focus on Enron’s
pension and savings plans. I would very much appreciate receiving a copy of all of
Enron correspondence {including correspondence sent through Enron's agents) to
employees (including e-mails) directly or indirectly related to Enron’s pension and
savings plans for all of 2001 and January of 2002. Please exclude correspondence that
related to an individual’s personal plan or savings account.

I would appreciate your sending this information to me prior to our hearing in care of
John Lawrence, Democratic Staff Director, 2101 Raybum House Office Building,
Washington D.C, 20515 (202.225.3725).

Sincerely,

W 'er

Senior Democratic'Member

Copy hand delivered to Chairman Boehner:



296



297

APPENDIX K - SUBMITTED FOR THE RECORD, MEMORANDUM FROM
SHERRON WATKINS TO MR. LAY
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-Dear Mr. Lay,

Has Enron become 3 risky place 1o work? Forthose of us who didn't get ach over the last feu
yeats, can we afford 1o stay? .

Skilling's abrupt departure will raise suspicions of accounting improprigties and valuation 1ssues.
Enron has been very aggressive in its accounting - most notably the Raptor transactions and the
Condor vehicle. We do have valuation issues with our international assets and possibly somie of
our EES MTM positions, i

The spotlight will be on us, the market just can't accept thas Skilling is leaving his dream job, |
think that the valuation issues ¢an be fixed and reported with other goodwill write-downs to oceur
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will
have to pony up Enron stock and that won't go unncticed.

To the layman on the street, it will look like we recognized funds flow of $800 mm from merchant
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with 2 promise of Enron
stock in Jater years. [s that really funds flow or is it cash from cquity issvance?

We have recognized over $550 million of fair value gains on stocks viz our swaps with Rapor,
much of that stock has declined significantly ~ Avici by 98%. from S178 mm t0 85 mm, The New
Fower Co by 70%, from 520/share to S6/share. The value in the swaps won't b there for Ragior,
0 once again Encon will issue stock to offset these Josses. Raptor is an LIM emity. [t sure looks
to the layman on the street that we are hiding Josses i 2 related company and will ¢ 1 that
company with Enron stock in the future,

T amincredibly nervous that we will implode in 8 wave of accounting scandals. My § years of

Enron work history will be worth nothing on my the b world Will consider the past

successes s nothing but an elaborate azcounting hoax. Skilling is resigning now for ‘personal

reasans’ but 1 think he wasn't having fun, looked down the road and knew this stuff was unfixable
aud would rather abandon ship now than resign in shame in 2 yews. -

Is there 2 way oux accounting guru's can unwind these deals now? Ihave thought and thought
about how 1o do this, but L keap bumping into one big problem - we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wondefully high stock pnce, many executives sold
stack, we then try and reverse or fix the deals in 2001 and it’s 2'bit like robbing the bank in one
year and trying to pay back it back 2 years later. Nice try, but investors were hurt, they bought at
370 and S80/share looking for $120/share and now they're 2t $38 or worse. We arg under too
much scrutiny and there are probably one or two disgruntled "redeployed” emplovees who know
enough about the "funny” accounting to get us in trouble.

What do we do? [ know this question cannet be addressed in the all employee meeting, but can
you give some assurances that you and Causey will sit down and take a good hard objective jook
at what is going to happen to Conder and Rapor in 2002 and 20037
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Summary of alleged issues:

Rapior

Entity was capitalized with LIM equity. That equity is af risk: however, the investment was
completely offset by 2 cash fee paid to LIM. If the Raptor entities go bankrupt LIM is not
affected, there is ne commitment 10 contribut more equity.

The majonty of the capitalization of the Raptor entities i5 some form of Enron NP, restncied
stock and stock rights.

Enron entered into several equity dedvative transactions with the Rapior entities locking in our
values for various equity invesiments we hold.

As disclosed, in 2000, we recognized $500 million of yevenue from the equity derivatives ofiset
by market value changes in the underlying secunities.

This year. with the value of our stock declining. the undzedying capitalization of the Rapior entities
is declining and Crcdn is pushing for reserves against cur MTM positions.

To avoid such 2 write-down or reserve in QF 2001, we “enhanced” the ca;ma! structure of the
Raptor vehicles, committing more ENE shares.

My understanding.of the Q3 problem is that we must *enhance” the vehicles by 5250 miltion.

1 realize that we have had a jot of smant people looking at this and a Jot of accountants including

AA&Co. have blessed the accounting treatment. None of that will protect Enron if these

transactions are ever disclosed in the bright light of day. (Please review the late $0's problems of

Waste Management — where AA paid $130+ mum in litigation re: questionable accounting
practices).

The overriding basic principle of accounting is that if you explain the *accounting treatment’
to a man on the street, would you influence his investing decisions? Would he sell or bay the
stock based on & thorough understanding of the facts? If so, you best present it correctly
and/or change the accounting.

My concemn is that the footnotes don’t adequately explain the transactions. I adequately
explained, the investor would know that the “Entities” described in our related panty footnote are
thinly capitalized, the equity holders have no skin in the game, and all the value in the entities
comes from the underying value of the derivatives (unfortunately in this case, a big loss} AND
Enron stork and N/P.  Looking at the stock we swapped,  also don't belicve any other company
would have emered inte the equity derivative transactions with us at the same prices or withouy
substantial premioms from Enron. In other words, the $500 mailion in revenue in 2000 would
have been much lower. How much lower?
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Raptor Jooks to be a big bet, if the underlying stocks did well, then no one would be the viser. 1
Enron stock did well, the stock issuance to these entiies would deeling and the transacuons would
be less nouceable. All has gone against us. The stocks, most notably Hanover, The New Power
Co., and Avict are underwater to great of lesser degrees

[ firmnly believe that executive management of the company must have a ¢lear and precise
knowledge of these transactions and they must have the fransactions reviewed by ebjective expens
in the fields of secunines law and accounting. Ibeheve Ken Lay deserves the right to judgs for
himself what he believes the probabilities of discovery to be and the estimated damages to the
company from those discovenes and decide one of two courses of action:

1. ‘The probability of discavery is low cnough and the estimated damsge too great; therefore
wi find 2 way to quictly and quickly reverse, unwind, write down these.
positionsftransactions.

2. The probability of discovery is too great. the esti d damage 1o the pany oo great;
therefore, we must quantify, develop damage containment plans and disclose.

[ firmiy believe that the probability of discovery significanily increased with Skilling’s shocking
depanure, Too many people are looking for 2 smoking gun.
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Summary of Raptor odduties:

1. The accounting treatment 100ks questionable.

2. Esron booked a $300 mm sam from equity denvatves from a related party.

b. That refated panty is thinfy capitalized. with no party atsisk except Enron.

¢. It appears Enron has supporied an income staiement gain by & contnbution of
its own shares.

One basic question: The related party enuty has fost S500 mun an its equity
denvauve transachions with Enron. Who bears that loss? Tean'tfind an equity or
debt holder that bears that foss.  Find out who will tose this money, Who will
pay for this ioss at the related panty entty?

If it’s Enron, from our shares, then { think we do not have a fact pattem that
would Jook good 1o the SEC or investors.

2. The 'cquity derivative transactions o not appear 1o be 21 arms length.

a. Enron hedged New Power, Hanover, and-Avic) with the related pany at what
noW appears 10 be the peak of the market. New Power and Avici have fallen
away significantly since.  The related party was unable (0 lay off this risk.
Ttus fact patiern is once again very neganve for Enron.

b. §don'tihink any other unrelated company would have entered into these
transactions ac these pricss. What else is going on here? What was the
compensation to the related party 10 induce it 10 enter into such transactions?

3 There 1s 2 vert of secrecy around LIM ang Raptor. Employees question our
ac ing propriety tyandc ty. This alone is cause for concern.

3 Jeff McMahon was highly vexed over the inherent conflicts of LIM. He
complaned mightily to Jeff Skilling and laid out § steps he thought should
be taken if he was 1o rermain a5 Treasurer, 3 days later, Skilling offered
him the CEO spot at Encon Industrial Markets and never addressed the §
steps with him. .

b. CHff Baxter complained mightily to Skilling and all who would listen
about the inoppropristentss of cur transactions with LIM.

[ { have heard one manager level employes from the principle invesunents
group say " know it would be devastating 1o 21l of us. but T wish we
would get caught, We're such a crooked company.” The principle
wvestments group hedged a large number of their investments with
Raptor. These people know and se¢ 2 Jot. Many simular comments are
made when you ask about these deals. Employees quote our CFO 25
saying that he has 2 handshake deal with Skilling that LIM will ozver lose

money.



303

4. Can the General Counsel of Enton audit the deal trail and the muney eal betw cen
Enton and L/M/Rapior and its pnnoipals? Canhe fook ar LIM? At Raptor? {f the CFO
says na, 130t that 2 problem?
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Condor and Raptor work:
1 Postpone decision on filling office of the chatr, if the current decision includes
CFO andfor CAO.

2 Invelve Jim Derrick and Rex Rogers to bire a law firm to investigate the
Condor and Raptor transactions to give Enron attomey client privilege on the
work product. {Can‘tuse V&E due to conflict - they provided some true sale
opinions on some of the deals).

3. Law firm to hire one of the big 6, but not Asthue Andersen or
PricewaterhouseCoopers due to their conflicts of interest: AA&Co (Enron);

PWC AIM).

4. Invcsu;au: the transactions, our accounting treatment and our future
to thege vehicles in the form of stock, N/P, eic..
For instance: In Q3 we have a $250 mrn problem with Raptor 3 (NPW) if we
don't "enh * the capital ¢ of Raptor.3 to commit more ENE shares.
By the way: in Q1 we enhanced the Raptor 3 deal, committing more ENE
shares 10 avoid a write down.

S. Develop clean up plan:
2. Bestcase: Clean up quietly if possible.

b. Worst case: Quantify, develop PR and IR éampu‘gns. cusiomer assurance
plans {(don"t want 1o go the way of Salomon’s trading shop), legal actions,
severance actions, disclosure.

6. Personnel to quiz confidentially to determine if I'm all wet:
a. Jeff McMahon
b. Mark Koenig —
c. Rick Buy
d. Greg Whalley
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To put the accounting trcatment in prrspective T offer the following:

We've contributed contingent Enron equity to the Raptor entities. Since it's
centingent, we have the consideration given and received at zerp. Wa do, as Causey
points out, include the shares in our fully diluted computations of shares outstanding if
the current economics of the deal imply that Enton will have to issue the shares in the
future. This irmpacts 2002 — 2004 EPS projections only.

We Jost value in several equity iovestments in 2000 $500 million of lost value. These
were fair valie investments, we wrote them down. However, we also booked gains
from our price risk management transactions with Rapior, recording & corresponding
PRM account reccivable from the Raptor entitics. That's 2 $500 million relatcd pasty
transaction ~ it"s 20% of 2000 IBIT, 51% of NI pre tax, 33% of NI after tax,

Credit reviews the underiying capitalizstion of Rapior, reviews the contingent shares
and determines whethes the Raptor entities will have enough capital to pay Enron its
$500 million when the equity detivatives expire.

The Raptor entities are technically bankrupt; the value of the contingent Enron shares
equals o7 is just below the PRM sccount peyable that Raptorowes Enm;m Raptor's
inception 1o dare i is 2 3500 million loss,

‘Where arc the equity and debt investors that lost owt? LIM is whole on 3 cash on cash
basis. Where did the $500 million in value come from? It came from Enron shares;
Why haven't we booked the trensaction as 3500 million ina promise of shares to the
Raptor entity and $500 million of valuc in our “Economic Interests” in these entitins?
Then we would have a write down of our value in the Raptor entitics. We have nof
booked the latter, because we do not have 10 yet. Technically, we can wait and face the
music in 2002 - 2004,

The related pasty footnote tries to explain these transactions. Don't you think that
several interested companics, be they stock analysts, journalists, hedge fund managers,
ete., are busy irying to discover the reason Skilling left? Don't you think their smarntest
people are pouring over that § discl right now? [ can just hear the

. discussions — "It Tooks like they booked 2 $500 million gain from this related party

company and I think, from all the undecipherable % page on Enron's contingent
contiibutions 10 this related party entity, { think the related panty entity is capitalized
with Enrop stock.” ... "No, ne, o, you must have it all wrong, itcan’t be that,
that's just too bad, 100 fraudulent, surely AA&Co wouldn't It them get away with
that?" ... “Go back to the drawing board, it's got to be something clse. But find
W “Hey, Justin case you might be right, try and find some insiders or
‘redeployed’ former employees to validate your theory.”
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APPENDIX L — SUBMITTED FOR THE RECORD, ENRON CORP. CASH
BALANCE PLAN, ENRON CORP. SAVINGS PLAN, ENRON CORP.
EMPLOYEE STOCK OWNERSHIP PLAN, MAY 3, 2001
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Enron Corp. Cash Balance Plan
Enron Corp. Savings Plan
Enmn Corp. Employee Stock Ownership Plan
May 3, 2001

L N

Minutes of the meeting of the Administrative Committee held in EB3371.

Members Present Others Present

Panla H. Riecker Cynthia Barrow, Secretary
Sheila Knudsen Mikie Rath

James S. Prentice, Chairman Jim Newgard

Members Not Present
Rod Haystett
/ Cindy Olson

Mr. Preatice, Chairman, called the meeting to order at 3:15 pm. The Agenda (Attachment I} is made a part of
these minutes. Refated materials were delivered to the committee members prior to the meeting,

The minutes from the meeting held on February 8, 2001 were approved as written by vote of the Committee.
{Attachment I}

The Chairman recognized Mikie Rath who reviewed the reasons for and status of the Enron Corp Savings Plan
recordkeeper and trustee vendor search (Attachment III).  During the discussion Ms. Rath presented the
decision for the move to Hewitt Associates as Recordkeeper and Wilmington Trust as trustee. Ms. Rath also
recommended that the Commiltee approve the elimination of the EQGR Stock Fund and the switch from
Vanguard Lifestrategy Funds to Fidelity Freedom Funds. The Committee requested that Ms. Rath work with Jim
Newgard to determine whether the Fidelity Funds are a comparable class and optimal fee structure. These items
will be brought back to the Committee during the August 15® meeting for Comumittee vote.

‘The Chairman then recognized Jim Newgard who informed the Committee that Callan Associates would identify
and narrow the selection for Large Cap Fund Managers. Jim reviewed his detailed update of the search which is
outlined in his April 30, 2001 report (Attachment IV). The meeting was scheduled for June 25 for the
manager presentations and Committee Vote. During these discussions, Ms. Riecker ask for the review to include
a discussion regarding the approach for performance reviews when a fund of fund manager is utilized.

Mr. Newgard then presented the financial results of the first quarter of year 2001, Mr. Newgard highlighted the
results of the investrment manager performance as follows (Attachment V)
US Stocks continued to lose ground in the first quarter. Bonds enjoyed their ﬁﬁh positive quarter against
a favorable backdrop of falling interest rates.

Enron’s Cash Balance Plan earned quarterly and 1-year returns of ~7.45% and ~12.15% respectively.
Both results are trailing the plan’s benchmark.

At the end of the year, the plan held assets totaling 3230 million,

EC 000001561
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Enron Corp. Cash Balance Plan
= Enron Corp. Savings Plan
Enron Corp. Employee Stock Ownership Plan
Augujt/l 35,2001

Minutes of the meeting of the Administrative Committee held in EB49C3.

Members Present Others Present
Rod Hayslett Cynthia Barrow, Secretary
Sheila Knudsen Mikie Rath
James S. Prentice, Chairman Jim Newgard
Tod Lindholm (by phone)
\/Mgmbers Not Present
Cindy Olson

Paula H. Rieker

Mr. Prentice, Chairman, called the meeting to order at 3:15 p.m. The Agenda (Attackment I) is made 2 part of
these minutes, Related materials were delivered to the committee members prior to the meeting. -

The minutes from the meeting held on May 3 and June 25%, 2001 were approved as written by vote of the
Commitiee. {(Attachment IT)

The Chairman recognized Mikie Rath who brought back for vote the removal of the EOG Stock Fund
{Attachment [I1) from the Enron Corp. Savings Plan Investment Portfolio. Ms. Rath reminded the Committee of
the previous discussion during the May 3% meeting. After a brief discussion regarding number of participants,
Sheila Knudsen rotioned in favor of removing the EOG fund and Rod Hayslett seconded the moticn. The
remaining Committee members voted unanimously in support of the motion.

Ms. Rath proceeded to revisit with the Committee the request to replace the Vanguard Life Strategy Funds with
Fidelity Freedom Funds. Jim Newgard spoke to the Commitiee’s questions regarding fees and rebate from these
funds as compared to the Vanguard Funds. Mikie Rath provided answers to the Committee regarding the
participation levels of the Life Strategy Funds as well as the process of providing all rebates to ali participants of
the plan. Rod Hayslett mationed to approve the request to replace the Vanguard Life Strategy Funds with
Fidelity Freedom Funds and Sheila Knudsen seconded the motion. The remaining Committee members voted
unanimously in support of the motion.

Mikie Rath then informed the Committee of the plans to move the Enron Corp. Fraployee Stock Ownership Plan

to a daily transaction versus monthly fransaction basis. Ms. Rath let the Commitiee know that a letter advising all
participants of this improved service level will be forthcoming.

EC 600001783
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Enron Corp. Cash Balance Plan
Enron Corp. Savings Plan
Enron Corp. Employee Stock Ownership Plan
September 18, 2001
=

Minutes to the Meeting of the Administrative Comumitiee held in EB49C1.

Members Present Others Present
Jim Prentice, Chairman Paul Sailor (PWC)
Sheila Knudsen David Brown (PWC)
Rad Hayslett Norman Parrish (Hewitt)
Tod Lindholm Jim Newgard
Paula Rieker Chris Rahaim
Mikie Rath
Cynthia Barrow, Secretary

\/Members Not Present
Cindy Olson

Purpose: Special Administrative Committee Meeting to present PriceWaterhouseCooper’s
proposal to Committee.

Mr. Prentice, Chairmian, called the meeting to order at 3:15 pom.

Cynthia Barrow introduced Norman Parrish of Hewitt, Paul Sailor and David Brown of
PriceWaterhouse and gave an overview of the steps taken thus far as well as a high level review
of the timeline of the remaining approval processes. It was explained to the Committee that the
decision regarding the new plan was not a Comumittee responsibility. The purpose of the meeting
was to inform the Committee of the impact of the plan on their investment management
responsibility, should it be approved.

The floor was then turned over to David Brown who provided the Committee with an overview of
the plan design and highlighted all of the varicus areas of Enron that had been involved in the
design, modeling and assumption creation process. David then tumed the meeting over to Paul
Sailor who went through the details of the plan design features and explained the benefits of the
plan to the employees and the company, as well as a discussion on the Investment impact to the

plan’s success.
Upon completion of the discussion, the meeting was adjourned at 4:30 p.m.

Respectfully submitted,

Cynthia Barrow
Committee Secretary

EC 000001856
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Enron Corp. Cash Balance Plan
Enron Corp. Savings Plan
Enron Corp. Employee Stock Ownership Plan
November 13, 2001

S

Minutes of the meeting of the Administrative Committee held in EB 49C3

Members Present Others Present

Tod Lindbolm (by phone) Cynthia Barrow, Secretary

Sheila Knudsen Mikie Rath

James S. Prentice, Chairman Jim Newgard

Rod Hayslett Sharon Butcher
Pat Mackin (by phone)
Hewitt Associates (by phone)
Cathy Graham

Scott Letendre
Norman Parrish

Courtney & Associates ’

gembers Not Present Cal Courtney
indy Olson .

Mr. Prentice, Chairman, called the meeting to order at 2:35 p.m. The Agenda (Attachment 1) is made a part of
these minutes.

Mr. Prentice recognized Mikie Rath who gave an update to the Committee on the status of the Hewitt transition
process. Ms. Rath, reported, that the Savings Plan was live as of 8:00 am November 13,2001, 5 days ahead of
schedule. Ms. Rath informed the committee that the Transition Update website and phone line reflected the live
date. Ms. Rath reminded the Committee that these were created for the purpose of getting immediate notification
to all participants as soon as the Savings Plan Transition was complete. It was reported that the plan website
experienced 200 — 250 hits prior to today’s meeting and that the plan had not seen large movements in accounts.
Mr. Prentice asked that another e-mail be sent to employees to remind them that the Transition Period had been
completed. Hewitt was then dismissed from the meeting.

The Chairman then recognized Jim Newgard who provided an update on his search for an investment advisor to
the Committee. Jim reported that Morgan Stanley was the leading candidate and that he was in the final stages of
negotiations, which included the finalization of the advisor’s compensation. Mr. Newgard indicated that he
would have the selection process finalized by Friday, November 16, 2001.

The Chairman then recognized Sharon Butcher who reported the number of total suits against Enron. Ms.
Butcher confirmed that suits do exist that are on behalf of all shareholders of Enron Stock. It was agreed that no
action is required of the Administrative Comumittee at this time. Mikie Rath, advised the Committee that as of
today no notifications of any class actions have been provided to the Trustee. At the prior request of the
Committee, Sharon Butcher confirmed that a Form S8 has been filed and that no new filing would be required
should the Committee determine that an asset disposition, of Enron Stock held in the plan, be made.
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Statement of Congresswoman Hilda L. Solis
House Education and Workforce Committee Hearing on
The Enron Collapse and Its Implication for Worker Retirement Security
February 7, 2002

Good morning to all our witnesses and thank you all for testifying today. Thank you also to
Chairman Boehner and Ranking Member Miller for holding this hearing on pension reform,
which is so important in the wake of the collapse of Enron.

Mr. Padgett, I can only imagine what you and your family are going through. You and thousands
of employees that invested in Enron are now faced with rebuilding your financial lives. I thank
you for coming here to share your story and hope that what you have to say can help other
workers in the future.

Tt must be disheartening to know that the executives that ran this company, the people you put
your faith in, were able to cash in and make encrinous profits. I wonder what the Enron
executives would offer to you, the typical worker who lost their life’s savings, when they
apparently had the insight to sell millions of dollars worth of stock prior to November 2001,
What lessons can we learn about pension reform when you just can’t legislate integrity?

This breakdown in accountability and trust has rippled far beyond the employees of Enron and
their subsidiaries. The people of California have suffered as well, thought not as directly as Mr.
Padgett. First the energy companies, including Enron, made enormous profits by charging
Californians exorbitant prices for energy. Now we learn that not only were the employees of
Enron duped into buying and holding stocks in a company that was on the verge of financial
collapse, six of California’s largest public pension funds lost almost a quarter of a billion dollars
when Enron’s stocks crashed.

I am eager to hear the testimony «f our s itnesses. Thank you.
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