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April 12, 2002

Mr. William B. Harrison, Jr.
President and Chief Executive Officer
JPMorgan Chase

270 Park Avenue

New York, N.Y. 10017

Dear Mr. Harrison:

I am writing to ask for information about certain transactions that JPMorgan Chase
conducted with Enron Corp. that may have allowed Enron to covertly borrow money without the
loan appearing on its balance sheet as a loan. These transactions involved a number of special-

purpose entities (SPEs), principal among them an Enron subsidiary named Sequoia Financial
Assets.

I would appreciate your responding to the questions I have posed below.

JPMorgan Chase’s Transactions with Enron

In recent months, questions have been raised about JPMorgan Chase’s close relationship
to Enron. Indeed, earlier this week, JPMorgan Chase was named as a co-defendant in two
consolidated class-action lawsuits that have been filed on behalf of Enron employees and
shareholders.! Both lawsuits cite JPMorgan Chase’s participation in LJM2, an Enron SPE that
allegedly allowed Enron to inflate its reported profits while enriching investors at the company’s
expense.”

'Pamela M. Tittle, et al., v. Enron Corp., et al., Civil Action No. H-01-3913
(consolidated) (S.D. Tex.); Mark Newby, et al., v. Enron Corp., et al., Civil Action No. H-01-
3624 (consolidated) (S.D. Tex.).

*“The transactions between Enron and the LIM partnerships resulted in Enron increasing
its reported financial results by more than a billion dollars, and enriching [CFO Andrew] Fastow
and his co-investors by tens of millions of dollars at Enron’s expense.” Report of Investigation
by the Special Investigative Committee of the Board of Directors of Enron Corp., 8-9 (Feb. 1,
2002).
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The lawsuits also cite JPMorgan Chase’s role in allegedly helping Enron to disguise loans
as energy sales through transactions conducted with Mahonia Ltd., an offshore company set up
by JPMorgan Chase. JPMorgan Chase reportedly received as much as $100 million in revenues
from Mahonia.” The Mahonia transactions are the subject of a separate lawsuit filed by
JPMorgan Chase against several insurance companies.* The defendants in that case have alleged
that the energy trades were shams and the federal judge hearing the case recently agreed that
“these arrangements now appear to be nothing but a disguised loan -- or at least have sufficient
indicia thereof that the Court could not possibly grant judgment” to JPMorgan Chase. The
Federal Reserve Bank of New York is also reportedly investigating the Mahonia transactions.’

The Sequoia Transactions

While the Mahonia and LIM2 transactions have attracted public attention and scrutiny,
little attention has been paid to a similar series of Enron-JPMorgan Chase transactions involving
SPEs named Sequoia, Choctaw, Cherokee, Zephyrus, and Enron Finance Partners. Those
transactions are detailed in another JPMorgan Chase lawsuit that seeks to force Enron to turn
over more than $2.1 billion that Enron is allegedly holding on behalf of JPMorgan Chase.® As
described by JPMorgan Chase in its court filings, the Sequoia transactions do not appear to have
served a legitimate economic purpose. Rather, on their face, they appear to have been designed
to allow Enron to covertly borrow hundreds of millions of dollars in undisclosed loans.

In one set of transactions, summarized in an attachment to this letter, a group of lenders
including JPMorgan Chase loaned $485 million to an SPE named Choctaw Investors.” Choctaw
also received $15 million from certain unidentified investors. Choctaw then invested the $500
million in an SPE named Cherokee Finance. Cherokee in turn loaned the $500 million, plus
another $750 million from an entity named Cheyenne Finance, to Sequoia Financial Assets,

*Trading Charges: Lawsuit Spotlights J.P. Morgan’s Ties to the Enron Debacle, Wall
Street Journal (Jan. 25, 2002). Chase Manhattan Bank set up Mahonia before Chase’s merger
with JP Morgan & Co.

*JPMorgan Chase Bank v. Liberty Mutual Insurance Co., et al., Case No. 01-11523
(S.D.N.Y.).

°New York Fed Probes Trade Accounting of J.P. Morgan Chase in Enron Dealings, Wall
Street Journal (Feb. 22, 2002).

8JPMorgan Chase Bank v. Enron Corp., et al. (In re. Enron Corp., et al.), Case No. 01-
16034 (Bankr. SD.N.Y.).

"The attached diagram was part of JPMorgan Chase’s court filings.
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another Enron subsidiary and SPE. The loan was apparently structured so that, on the first day of
each month, Cherokee would loan Sequoia $1.25 billion. This amount would then be treated as
repaid in full on the last day of the month, only to be loaned again the next day. Since balance
sheets are generally prepared as of the end of the month, this series of transactions allowed
Sequoia (and Enron) to avoid reporting the debt. However, it appears that the repayment never
actually occurred. Instead, Enron was allowed to hold the “repayment” overnight at the end of
each month on behalf of the recipient, Cherokee. Thus, it appears that Enron was able to keep
the money until it was loaned again the next day.

A similar set of transactions involved an Enron subsidiary named Enron Finance Partners
(EFP) and another SPE named Zephyrus Investments. This series of transactions is summarized
in a diagram attached to this letter that JPMorgan Chase filed in court. Lenders including
JPMorgan Chase loaned $482 million to Zephyrus, while an unidentified equity investor put
another $18 million into Zephyrus. Zephyrus invested the $500 million in EFP, which took the
money -- plus another $125 million from various Enron entities -- and loaned it to Sequoia. As
with the Cherokee transactions, the EFP loan was structured so that repayment would appear to
occur at the end of each month, though no money would actually change hands.

These transactions raise a number of troubling questions:

1. Were the Sequoia transactions designed, in whole or in part, to allow Enron to borrow
money without the loans showing up on the company’s balance sheet as loans? In your
answer, please specify the purpose (or purposes) of the Sequoia transactions and describe
the interactions between Enron and JPMorgan Chase that led to the structuring of the
Sequoia transactions.

2. Why were the Sequoia transactions structured so that Enron was able to avoid repaying
the loan when it came due at the end of each month?

3. How did Enron account for the Sequoia transactions? Was Enron’s actual accounting for
the transactions different from what JPMorgan Chase expected?

4. How much money did JPMorgan Chase and its fellow lenders receive from their
involvement in these transactions? How much money did the unidentified equity
investors in Choctaw and Zephyrus receive from their involvement in these transactions?
In your answers, please identify all the lenders and investors and the amount of money
each invested or loaned.

5. Were any of the SPEs identified above -- Sequoia, Choctaw, Cherokee, Zephyrus, and
Enron Finance Partners -- consolidated subsidiaries of Enron? In your response, please
identify the officers of each SPE. In addition, please identify any investors or partners in
each SPE not identified in your response to question (4).
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6. Is JPMorgan Chase aware of any other transaction(s) involving SPEs that may have
allowed Enron to effectively obtain loans without disclosing the loans’ existence or to
inflate Enron’s revenues? If so, please identify and describe the transaction(s) and
SPE(s).

7. Were any JPMorgan Chase research analysts aware of the Sequoia transactions? If so,
please identify those analysts and specify how they became aware of the transactions.

In addition to your answering these questions, I would appreciate your providing me with
any documentation in the possession of JPMorgan Chase that explains or discusses the creation,

nature, purpose, terms, or accounting of the Sequoia transactions.

I'request that you respond to this letter by April 30, 2002. Thank you for your assistance
in this matter.

Sincerely,

L&m@*f*

Ranking Minority Member

Attachments



1puay
Iouog

snun
..... S, ponaJalg

NINOOS$

159193u] A31IN03S
D11 ‘siuotugsoau]
snikydoz
>
ueo] US|, WINT8HS
Kby
pauajard ININSIS

10)S0AU]

Aunbg

D71 ‘s1ossy
[eroueur, eronbog

WINSTI$

WIN00S$

O ‘sieumed
dourul] uoIUL

18o10ju] paLIgald

jsazayu]
uowruIo)) WINSTIS

sannus Uo

1dd"£58089



1dd068089/(NIFH/ 10AN

NSNS SN NN ENAAN AN SENARSEANEERNN Sjup) poLIdjdId DT s1988Y
1sa103u] A31moag NINOOSS jerousul EOSWOW

WNOST' 1S

SIOPUDT JOTUOG

(SPUBLIION) oo (spuelieyIaN)

1O’ A odueul
‘A’g SI01SAU] dOA tg
200D
ueo ] uLS L, WINSSYS MEOD

siup) pawisjeld

spufy

WINOSLS uowwon

(Smoquoxn-)
TIeg doueur]

uudkay)
L]
-
L]
L]
L]
L ]

(s
"d10) uorug

$101S3AU]
Ayabg




