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Good morning Mr. Chairman and Members of the Subcommittee. My nameis Bruce Calvert and | am
the Chairman and Chief Executive Officer of the invesment management firm Alliance Capitd
Management (“Alliance Capitd”). | have been with the firm for nearly thirty years, during which time |
served as Chief Investment Officer, Director of Equity Research and an active equity portfolio manager.
| would like to thank the Subcommittee for the opportunity to appear before you to discuss Alliance
Capitd’ sinvetmentsin Enron Corporation (“Enron’).
| am appearing with Alfred Harrison, a Vice Chairman of Alliance Capitd and its most senior portfolio
manager. Mr. Harrison is not only one of Alliance Capitd’ s best managers, he is among the mogt highly
regarded and well-respected managersin the entireindustry. Over the last thirty years, he has
developed one of the most successful investment track records, and aso a well-deserved reputation for
honesty and integrity. Asmany of you know, Mr. Harrison purchased Enron stock on behaf of a
number of Alliance Capitd’ s clients, and he can address some of the reasons why he made those
investments, including his reliance on the statements made to him by Enron' s management — statements
that we now know to have been untrue.

Alliance Capitd is one of the world's largest investment managers. Investment management and

research is our only business. Alliance Capitd provides awide range of invesment management

sarvicesto adiverse group of investors worldwide, including U.S. pension plans, indtitutiond investors
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and high-net-worth individuals. For example, Alliance Capitd has been sdlected to manage money for
45 of the Fortune 100 companies, public retirement systems in forty-three of the fifty States, aswell as
by foundations, endowments, central banks and other globd ingtitutions. Alliance Capitd is dso one of
the largest mutud fund sponsors, with a diverse family of globdly distributed mutua fund portfolios. As
of March 31, 2001, Alliance Capitd’ s total assets under management were approximately $452 billion.

Sgnificantly, Alliance Capitd’ s revenue is directly tied to achieving pogitive performance for its
clients. For itsinvestment management services, Alliance Capita is paid advisory fees based ona
percentage of the net assetsit manages for each account. This fee structure isimportant in looking at
Alliance Capitd’ s incentives with respect to the invesments it made in Enron on behdf of itsdients.
Because its investment management revenue is based on a percentage of assets under management, if
Alliance Capita invests in a company whaose stock dropsin value, its advisory feeswill drop
proportionately.

Y ou should dso know that Alliance Capitd offersits clients multiple products. Our clients have
greatly varying needs, and in response to those needs, we offer afull range of investment disciplines. In
broad terms, we offer growth equities, vaue equities and fixed income. Within these broad categories,
we offer more specific services. In growth equity, we offer such products as large-cap growth, mid and
amall-cap growth, internationa growth and others. A product whed identifying these many offeringsis
attached to my statement as Exhibit A.

Of the broad spectrum of investment disciplines Alliance Capitd offers, | am going to talk today
about our Large Capitalization Growth product. Alliance Cepitd’ s large cap growth team is headed by

Alfred Harrison. The team conssts of portfolio managers and investment professonds based in
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Minnegpoalis, Chicago and Cleveland, dl of whom are responsible for managing accounts pursuant to a
large capitdization growth investment drategy. Coallectivey, these managers use their independent
knowledge and experience to research potentia investment candidates. These portfolio managers work
as ateam, and very often, but by no means aways, invest in the same securities. Although there will
typicaly be abroad degree of overlap in the holdings of the large cap growth portfolio managers, each
portfolio manager does have ameaningful degree of individua discretion with respect to portfolio
composition, and it would be unusua to see two portfolio managers have identica holdingsin their
portfolios.

It is critically important to understand that Alliance Capital is a research-driven organization.
We have more than 320 andysts covering a broad universe of companies throughout the world
organized into growth, vaue and fixed income teams. The number of analysts isimportant because it
permits us to assgn each analyst to a specific industry sector with alimited number of companiesto
follow so that the andysts can develop a depth of knowledge about the companies they follow. We
often assgn multiple andysts to cover asingle company from different viewpoints, such as equity and
fixed income. The sole purpose of these andystsisto assst inimproving performance of client
accounts. That is how we grow our revenues. We do not earn investment banking fees, nor do we
engage in trading for our own account.

With that background, | would like to turn to Alliance Capitd’ s invesmentsin Enron. The
decison to invest in Enron was based on extensive research by the Alliance Capital research and
portfolio management team into Enron’ s business, its growth prospects, and the company’s

fundamentasin relaion to the price of its shares. Without question, | believe that the judgment of
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Alliance Capitd’ s investment professionas with respect to Enron was entirely reasonable based on the
information avallable to them at thetime. We at Alliance Capita deeply regret having invested in Enron,
but the root of the problem rests not with the judgment of our portfolio managers, but with Enron itself.
That is, | believe the blame for the collapse of Enron and the resulting loss to countless investors lay with
Enron’' s management and its auditors, who now appear to have been on a course to ddiberately midead
investors, anayds, rating agencies and others.

| understand that Alliance Capitd’ s research and portfolio management team had many
mesetings and conversations with Enron management to discuss Enron’ s business. Based on my years of
experience, | believe that meetings with management are a very important part of the invesment
decison-making process. These meetings tend to be serious and substantive.

In the course of Alliance Capitd’ s meetings with Enron, senior members of Enron management
misrepresented numerous materid facts. Mr. Harrison can eaborate on some of those
misrepresentations, and | will leave that subject matter to him. But we do know, based at least in part
on the testimony before this Subcommittee and other Senate Committees, that many others were
amilarly deceived by Enron and its management.

For example, arepresentative from Standard & Poor’ stestified that Enron failed to disclose
that certain Enron indders had afinancid stake in Enron' s off-ba ance-sheet partnerships and failed to
disclose the nature of compensation that was paid to Enron's CFO in connection with these
partnerships. Specificaly, he testified that “far from providing anything like complete, timely and rdigble
information to Standard & Poor’s, [Enron] committed multiple acts of deceit and fraud on Standard &

Poor’s, just asit did to many others with whom Enron dedlt.” Significantly, under federd securities
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laws, Standard & Poor’ s enjoyed preferred access to Enron’ s books, records and financia condition
— access that investment advisors such as Alliance Capita do not enjoy. Despite this preferred
access, Standard & Poor’swas still unaware of Enron' s fraud and continued to rate Enron's credit as
investment grade until November 28, 2001, dmost two weeks after Alliance Capitd’ slast purchase of
Enron stock.

Smilarly, an andyd for Credit Suisse First Boston stated that the “inaccuracies and lack of
information in Enron sfinancid reporting affected [his] conclusons and ratings on Enron.” He explained
that “[i]f the information a company provides is incomplete, incorrect or mideading, [hig] anaysswill be
undermined.” Obvioudy, we concur with this statement.

Asl havesad, it is plain that many indtitutions and private investors relied on the statements of
Enron management and the company's audited financids. At this point, it isnot clear which ingtitutions
were investing in Enron in the fourth quarter of 2001, but certainly many firms bought Enron stock
during thistime. Pressreports have confirmed that a number of money managersinvested in Enronin
October and November on behdf of public pension funds. Moreover, there were many millions of
shares being traded each day in October and November, and in some cases, hundreds of millions of
shares. AsAlliance Capitd’ s purchases represented only aminor fraction of these trades, it is clear that
many others were buying Enron in large quantities at what they believed to be bargain prices. And
many investors who did not buy Enron during this time period still owned substantial quantities they
previoudy purchased, but did not sell. 1t has been reported in the press that, excluding Forida, at least
five gate pension funds each lost more than $100 million in Enron stock. (Alliance Capita did not make

the Enron investments for those funds.)
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These large and widespread | osses underscore one unfortunate fact — that as a generd matter,
if management of a corporation is bent on decelving the investing public, and they are abetted by a
magor auditing firm, it is very difficult for invesment professonasto discern the truth. Thisisthe case
even where those investment professondss perform extensive research into the company’ s business, as
Alliance Capitd did with Enron.
| would aso like to take the opportunity to address one find issue relating to Frank Savage, a director
of Alliance Capitd Management Corporation, the generd partner of Alliance Capital.  Until the end of
July of 2001, Mr. Savage was an employee of Alliance Capitd, with responghbility for sdes and
marketing in the Middle East and Africa
Mr. Savage also served on the board of directors of Enron beginning in mid-October 1999. Mr.
Savage joined the Enron board at Enron's request, and his service was persona to him. Alliance
Capital did not ask Mr. Savage to serve on the Enron board, nor did he do so as a representative of
Alliance Capitd. Alliance Capitd permitted him to join the Enron board only after he had agreed in
writing to comply with Alliance' s policies governing employee service on unaffiliated boards, which
among things required that he be "wdled off" from any discussion with Alliance Capitd personnel
concerning investmentsin Enron. Mr. Savage re-certified his compliance with those policies annudly
thereafter. To be perfectly clear, Mr. Savage never participated directly or indirectly in any decisons
by Alliance to buy, hold or sl Enron stock, and his membership on the Enron board had nothing to do
with those investments.

Thank you, Mr. Chairman. | appreciate the opportunity to answer any questions the

Subcommittee might have.
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