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Abstract:  This study examines the accounting choices and change in profitability of firms in the electric services and natural gas industry before and after Enron’s corporate failure in December 2001.  The trading schemes of Enron and other firms created the illusion of a volatile market and caused multiple rolling energy blackouts in California.  Months later, widely publicized corporate scandals, such as Enron and WorldCom, created a crisis that captured the attention of regulators and politicians: a crisis that needed a solution.  Positive accounting theory suggests that the reactions of managers to a perceived crisis are predicated on the expected responses of regulators and politicians.  Watts and Zimmerman’s (1986) political cost explanation suggests that managers will select accounting procedures that lower reported earnings to minimize regulatory scrutiny post Enron corporate failure.  I test the political cost explanation by investigating whether the change profitability in the electric services and natural gas industry is isolated to the western region, particularly among SEC/FERC investigated firms.  I also investigate whether managers of western region firms, particularly those of SEC/FERC investigated firms, had systematically selected greater income reducing accounting procedures than firms not under regulatory investigation.  The final sample consists of observations from 1997 through 2003, representing 238 firms in the electricity services and natural gas industry, of which 20 firms are identified as being under regulatory investigation.
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The Enron Effect in the Electric Services and Natural Gas Industry on Profitability and Accounting Choices
I. Introduction.
This study extends the earnings management literature by examining managers’ specific accounting choices, changes in profitability, and associated market response to firms in the electric services and natural gas industry before and after Enron’s corporate failure in December 2001.  Academic research has shown limited evidence of earnings management although regulators and the financial press believe that earnings management is problematic and pervasive (Healy and Wahlen 1999; and Dechow and Skinner 2000).  Dechow and Skinner indicate that academic research has not demonstrated that earnings management has a large effect on average reported earnings.  The Securities and Exchange Commission (SEC) is concerned about earnings management because certain investors rely on earnings numbers reported on the face of the income statements (Levitt 1998).  For example, a few years ago investors relied upon reported profitability of companies in the electric services and natural gas industry, such as Duke, Reliant, and Enron Energy Corporations.  
The electric services and natural gas industry is subject to two regulatory bodies, the SEC and the Federal Energy Regulatory Commission (FERC).  The SEC’s mission is to protect investors and maintain the integrity of the securities markets.  The SEC is concerned about those firms that clearly crossed the line, abused the flexibility in accounting standards (overly aggressive accounting), and sometimes, committed outright fraud.  The FERC is responsible for overseeing key operations and ensuring that U.S. consumers receive adequate, low-price, reliable supplies of energy.  FERC divides the energy market into four regions: western, eastern, southern, and northern.  Enron operated in the western region when FERC deregulated California wholesale energy prices in 1998.  Many California business and individual consumers, and government officials complained to FERC about Enron’s overly aggressive energy trading price manipulations, which resulted in rolling blackouts during year 2000 and early 2001.  In May 2001, FERC responded by re-regulating California energy prices, which effectively placed a ceiling on revenues.
FERC was investigating the operations of Enron prior to Enron’s $1.1 billion non-recurring special item announcement in October 2001.  The magnitude of the special item immediately caught the SEC’s attention.  The SEC began their investigation of Enron the day following the announcement.  Subsequently, other prominent energy firms that traded energy with Enron in the western region also became subject to both SEC and FERC inquiries related to energy trades, inflated energy prices, and questionable accounting practices.  Hence, the post-Enron failure era provides an excellent condition where managers have incentive to manage earnings downward to avoid additional regulatory scrutiny of both the SEC and the FERC.  Did managers in the electric services and natural gas industry select specific accounting procedures to further reduce reported profitability beyond the expected decrease in revenues from energy price caps?
The positive accounting political cost explanation suggests that managers will select accounting procedures that lower reported earnings to minimize regulatory scrutiny post-Enron corporate failure (Watts and Zimmerman 1986).  This suggests that managers of SEC/FERC investigated firms, in the post-Enron era, have stronger incentives to choose income-decreasing special items compared to managers of non-SEC/FERC investigated firms.  However, since firms in the same industry tend to use the same accounting methods (Watts and Zimmerman 1986 p.177), the non-SEC/FERC investigated firms may follow their lead.  Did managers, on average, manage earnings downward in the post-Enron era across all four regions, or was income decreasing earnings management isolated to the western region, or simply to just the firms under regulatory investigation?  Healy and Wahlen (1999) suggest that researchers provide evidence as to which accounting methods are used to manage earnings.  This study extends the positive accounting and earnings management literature by examining whether political cost explains managers motivation to use specific income-decreasing accounting procedures to manage earnings downward.
Alternatively, managers are economically motivated to manage earnings upwards to please the stock market.  Prior research indicates that managers have incentives to meet simple earnings benchmarks and avoid earnings declines (Hayn 1995; Burgstahler and Dichev 1997; Degeorge, Patel and Zeckhauser 1999).  Studies have found evidence consistent with managers smoothing reported earnings to help their firms achieve consistent earnings growth as well as influence short-term price performance.  Thus, firms not under regulatory investigations and/or non-western regions may choose to use accounting procedures to smooth earnings and increase shareholders’ value.  Hence, the accounting choices and profitability of firms in the electric services and natural gas industry pre- and post-Enron’s corporate failure may vary across time and regions, and possibly within the western region.  
Furthermore, varying circumstances (i.e., SEC/FERC investigated firm or not; western region or not) may lead to varying market responses to similar accounting choices in the post-Enron era.  In relation to SEC enforcement actions, prior literature find negative stock price reaction, and that management firings, stockholder lawsuits, and costs of borrowing increased (Feroz Park and Pastena 1991; Dechow, Sloan and Sweeney 1996).  However, these studies do not address how the market responds to specific accounting choices during the SEC investigations.  
The purposes of this study are (a) to document the changes in profitability pre- versus post-Enron time periods across regions, (b) to explore whether certain managers are more likely to select income decreasing accounting procedures post-Enron, consistent with positive accounting theory, and (c) to examine whether changes in market value are associated with specific income decreasing accounting choice for firms in the electric and natural gas industry.  My objective is to provide evidence on whether the post-Enron era incentives for managers to manage earnings were contagious to other firms in the western region who were not under SEC/FERC investigation, and to firms in non-western regions, and if so, understand the market response to specific income-reducing accounting procedures.  The sample consists of 238 firms in the electric services and natural gas industry.  I employ a pre-post experimental research design to perform an industry analysis of the market response to accounting choices and changes in profitability before and after the demise of Enron. 
The remainder of this paper is organized as follows.  Section II discusses the background and hypothesis development.  Section III presents the research design and sample selection.  Section IV presents the empirical results and Section V summarizes and concludes.

II. Background and Hypotheses Development.

The Enron Effect in California and Changes in Profitability
California, the first state to deregulate energy prices, intended that consumers would pay lower energy prices.  The 1998 deregulation of the electricity market implemented in California caused rates to fall briefly, but later, spiraled higher than ever before.  California had deregulated the wholesale side of its energy market; kept prices capped on the retail side, and simultaneously barred its utility companies from signing long-term fix utility contracts.  This prevented the utility companies from passing their increasing costs on to their customers.  
Wholesale electricity prices increased so much that Pacific Gas and Electric (PG&E) and Southern California Edison announced in January 2001 that they were in danger of bankruptcy.
  PG&E, which serves one out of every three Californians, actually filed for bankruptcy on April 6, 2001.  Meanwhile, rolling blackouts swept through California in January and again in March 2001.  Wholesale electricity prices increased more than expected because Enron and its affiliates, traded with each other, engaged in transfer pricing and inflated the wholesale price of electricity in California.
  Interestingly, investigations from various governmental bodies found that Californians had actually used less energy in July of 2000 than in July 1999 and that the demand in January 2001 was nearly 10% lower than in previous years when there had been no blackouts (Swartz and Watkins 2003).  At California Governor Davis' request, the Federal Energy Regulation Commission finally imposed price caps on the rising energy prices for the western states in May of 2001.  
In April 2002, the California Public Utilities Commission President, Loretta Lynch, and California Power Authority Chairman, S.  David Freeman, charged that Enron Corporation's manipulation of the energy market was at the root of California's energy crisis by intentionally inflating prices in California's deregulated market.
  In October 2002, Enron executive Timothy Beldon pleaded guilty to scheming with others to inflate electricity prices during the California's power crisis.
  The FERC Staff Report found that Enron and other companies employed many highly lucrative trading strategies that violated the anti-gaming provisions of the FERC.
  Thus, the effects of Enron was closely tied to the rolling blackouts and energy prices in California and exposed the lack of integrity among companies supplying energy in the electric services and natural gas industry. 

The imposition of price caps on the rising energy prices for the western states effectively capped profits for Enron and other firms operating in California's deregulated energy market.  Prior to the October 2001 $1.1 billion after tax non-recurring charge announcement, Enron’s financial statements reflected a healthy and growing firm and was ranked number 7 among the Fortune 500 firms.  In November 2001, Enron announced that investors should not rely on its income statements from 1997 through 2000.  The SEC investigation led to the discovery that Enron had understated debt by $711 million in 1997 to a low of $628 million in 2000 and restated earnings for fiscal year 2000 (Chaney & Philipich 2002).  Not only did Enron employees witness the lack of integrity of Enron’s executive management, their jobs and retirement pensions disintegrated into thin air.  In addition, other prominent energy firms had become subject to SEC and FERC investigations due to their alleged involvement in the Enron trading schemes.  I expect re-regulation of energy prices to affect the profitability of prominent energy firms under SEC/FERC investigations.  However, not all companies in the western region or across the nation participated in Enron’s trading schemes.  Therefore, I expect changes in profitability to vary within the western region and non-western regions.
Earnings Management and Accounting Choices

Accounting principles allow managers flexibility in selecting reporting methods, and use of their judgment for estimates and disclosures to convey information on the firms’ performance to users of the financial statements.  Flexibility in accounting allows managers to keep pace with business innovations and adapt to changing circumstances (Levitt 1998).  However, this flexibility and judgment creates opportunities for managers to choose reporting methods and estimates that may not accurately reflect their firms’ underlying economic transactions and events (Healy and Wahlen 1999).  Former Chairman of the SEC, Levitt (1998) expressed concerns of certain earnings management techniques that threaten the integrity and credibility of financial reporting.  
Although regulators and the financial press believe that earnings management is problematic and pervasive, Academic research has shown limited evidence of earnings management (Healy and Wahlen 1999; and Dechow and Skinner 2000).  Reasons for researchers’ inability to document earnings management consistently include (1) statistical definitions of earnings management that may not be very powerful in identifying earnings management, (2) estimates of unexpected accruals inevitably have some degree of error, and (3) current research methodologies simply are not that good at identifying managers of firms that practice earnings management.
Healy and Wahlen (1999) and Dechow and Skinner(2000) both emphasize that fruitful areas for future research is to first, identify firms whose managers practice earnings management and focus on their managerial incentives.  Second, document the magnitude and frequency of specific accruals and accounting methods used to manage earnings.  I use a sample of firms that must comply with two separate regulatory authorities, the SEC and the FERC.  I focus on managerial incentives (regulatory scrutiny and stock market valuations) to use specific accounting methods and accruals to manage earnings downward in the electric services and natural gas industry pre- and post-Enron failure.  
Incentives to Manage Earnings Downward

I use the political cost explanation as an incentive for managers to manage earnings downward.  Watts and Zimmerman (1986 p.173) positive accounting theory suggests that managers’ reactions to a perceived crisis are predicated by the expected response of the regulators and politicians to a perceived crisis.  The perception of a “crisis” is easy to see given the intense media news coverage on corporate scandals of large firms, like the #7 Fortune 500 Enron Corporation for overstating revenues among other improprieties and subsequent failure in 2001.
Managers may believe that regulators pay particular attention to large reported earnings during a time of crisis who seek the opportunity to transfer wealth from firms with large reported earnings as part of their strategy to resolve the crisis.  Under these conditions, then it seems reasonable for managers, knowing they are under the public microscope, to manage reported earnings and minimize the opportunities for regulators to transfer wealth away from their firms.  The political cost explanation suggests that managers will respond by selecting accounting procedures that lower reported earnings to minimize regulatory scrutiny post Enron corporate failure.  

Incentive to Manage Earnings Upward

Managers have incentives to manage earnings upwards counter to the political cost explanation.  Under agency theory, managers have the responsibility to shareholders to increase shareholder’s value of the firm.  Managers are hired to make choices on the shareholders’ behalf that will maximize the value of the firm.  Bonus compensation and reputation provide incentives for managers to manage earnings that will maximize firm value.  Managers believe that missing an earnings target or reporting volatile earnings reduces the stock price and goes against maximizing shareholders value because investors prefer smooth increasing earnings.  As mentioned earlier, prior research indicates that managers have incentives to meet simple earnings benchmarks and avoid earnings declines (Hayn 1995; Burgstahler and Dichev 1997; Degeorge, Patel and Zeckhauser 1999).  Thus, managers tend to smooth reported earnings to help their firms achieve earnings growth as well as influence short-term price performance.   
Specific Accounting Methods and Accruals

The accounting literature says that firms within whole industries tend to use the same accounting methods.  However, I argue that accounting methods may vary within the industry.  My sample of firms consist of electric services and natural gas industry firms, during a recent time of management misconduct and corporate scandals of firms participating in Enron’s energy trading schemes and price manipulations.  Review of recent SEC enforcement actions indicates that certain utility firms (i.e., Enron, CMS, and Dynegy) used similar earnings management techniques to overstate revenues and hide off-balance sheet debt.  Not all companies in the western region or across the nation participated in Enron’s trading schemes.  Hence, managers of non-SEC/FERC investigated firms may be more concerned with providing users with reliable and credible financial statements.  
Since managers have flexibility and latitude to choose among various accounting methods, make estimates, and change assumptions underlying estimates, certain specific accounting methods are examined.  The discretionary accounting decisions regarding the timing and magnitude of asset write-offs, restructuring charges, and “in-process” research and development costs are examined in this study.  These special items provide managers with the ability to manage earnings upward or downward.  Charges become problematic when they are excessive in the current period and allow the picture of future profitability to appear much brighter (Levitt 1988).  The magnitude of bad debt expense, depreciation expense and losses from asset sales are also examined in this study.  If the political process has an impact on accounting procedures during the time of a “crisis,” then managers of energy firms have strong incentives to choose one or several income reducing accounting methods consistent with the big bath theory.  I hypothesize that managers are likely to choose one or a combination of specific income-decreasing accounting procedures to manage earnings downward post-Enron.  
Managers have an incentive to use special items if they believe that investors will look beyond large one-time loss or charge to income and focus only on future earnings.  Restructuring expenses are estimates that arise from management’s intent, not from an obligation.  “In-process” research and development cost is a one-time charge that occurs when firms merge and expense a portion of the acquisition price.  Managers use their judgment to determine whether an asset is deemed permanently impaired.  Then the timing and magnitude of the reported asset impairments are subject to the manager’s discretion.  Cookie jar reserves can be created when companies use aggressive assumptions to estimate depreciation and loan losses during good times and reach into the cookie jar when needed in the bad times.  The magnitude of some cookie jar reserves is not as transparent as the magnitude of one-time charges on the income statement and are, therefore, more difficult to detect.  These specific earnings management techniques decrease earnings in the current period, and remove future expenses from the balance sheet allowing future profitability to appear higher. 
Capital Consequences of Earnings Management
Whether the market perceives income-reducing accounting methods equally across firms in the electric services and natural gas industry is an empirical question.  There is some evidence on the capital market consequences of earnings management shows that investors do not completely see through earnings management (Healy and Wahlen 1999)
.  If the market did not react to earnings management then researchers would not have observed negative market reaction to the publicized SEC enforcement actions.  Whether the investors penalize managers under SEC/FERC investigations to a greater extent for selecting accounting procedures that lower reported earnings after the investigation has begun in order to minimize further regulatory scrutiny is unknown.  
Empirical analysis may find no association, a positive association, or a negative association between the average change in market values and specific income-reducing accounting estimates and accruals.  No association between the average changes in market value and income-reducing accounting methods could be viewed neutrally if perceived as little or no effect on the value of the firm.  Investors tend to view one-time charges as non-recurring items.  Analysts and investors give non-recurring items relatively little economic weight in the forecasting of future cash flows (Stickney & Weil p. 670).  This suggests that earnings management techniques taking larger-than-warranted one-time charges to income may be perceived of little economic consequence.  
A positive association between the average changes in market value and income-reducing accounting methods could be viewed favorably if specific earnings management techniques are seen as a cost savings strategy.  The strategic shareholder-manager goal alignment of increasing wealth by minimizing the transfer of wealth from corporations to politicians or regulators provides an incentive for shareholders to view favorably the management of earnings by their managers.

A negative association between the average changes in market value and income-reducing accounting methods could be viewed negatively if viewed as utilizing financial shenanigans for private gain.  Earnings management techniques that are perceived as further attempts to manipulate earnings and “fool” shareholders rather than provide reliable, relevant and credible financial information about the performance of the firm provides an incentive for shareholders to disapprove of earnings management techniques employed by their managers. 

Whether the market perceives income-reducing accounting methods equally across firms in the electric services and natural gas industry is an empirical question.  Therefore, I hypothesize that changes in market value are not associated with income-reducing accounting methods.  Evidence on the economic consequences of earnings management should help standard setters assess the extent of earnings management and to evaluate whether investors are deceived by it.  
III. Research Design and Sample Selection
Research Design

Although managers have strong market incentives to manage earnings upwards, this study investigates whether firms under regulatory investigations in the electric services and natural gas industry have greater incentives to use their flexibility and reduce reported income through specific accounting methods, even though they are already under the SEC/FERC microscope, consistent with the political cost explanation.  Then I investigate whether all firms in the industry tend to use similar accounting methods, although they are not under the same microscopic regulatory scrutiny.  Next, I examine the market association to those specific income decreasing accounting methods.  

I use a pre-post experimental design to examine the propensity of earnings management and market reaction to manage earnings.  First, I identify sample firms by its region and from two groups: western region and non-western region.  Second, I identify the firms under SEC or FERC investigations for misapplication of accounting procedures.  Third, I partition and code the sample data into three periods: (1) before Enron’s $1.1 billion non-recurring charge in October 2001, (2) after Enron’s bankruptcy in December 2001; and (3) the interim period - October through December 2001.  I make no predictions about the interim period although I present the results.  Post Enron, does the whole electric services and natural gas industry choose similar income-reducing accounting methods?  Is the change in profitability simply due to the re-regulation of energy prices?  Pre-Enron period consists of quarterly data for two-years from the third quarter of 1999 through the third quarter of 2001.  Post-Enron period consists of quarterly data for two-years from the first quarter of 2002 through the fourth quarter of 2003.  The table below demonstrates my 4x2 experimental research design and empirical expectations.
	Empirical Expectations
	   Pre – Enron

Q3 1999 – Q3 2001
	   Post - Enron

Q1 2002 – Q4 2003

	H1: Changes in Profitability 

SEC/FERC firms

Western region

Western region w/o SEC/FERC firms

Non-western region
	Strong

?

?

?
	Much Weaker
Weaker
?

?

	H2: Reducing EM Techniques

SEC/FERC firms

Western region

Western region w/o SEC/FERC firms

Non-western region
	?

?

?

?
	More

Some
?

?

	H3: Market Reaction

SEC/FERC firms

Western region

Western region w/o SEC/FERC firms

Non-western region
	More positive

Positive
?

?
	More negative

Negative

?

?


I examine whether the Enron effect is limited to the SEC/FERC investigated firms or whether the Enron effect is contagious to the western and non-western regions.  To do this, I compare the changes in profitability (EM reducing techniques, market reaction) of energy firms servicing the western region to energy firms servicing non-western regions.  Within the western region, I further examine whether the change in profitability of firms under SEC/FERC investigation is significantly less that non-SEC/FERC investigated firms.  I use T-tests and analysis of variance to assess differences across groups.
1. Changes in profitability

I use three measures to assess the change in profitability: (1) change in revenues, (2) change in income from operations, and (3) change in net income.  I use the same quarter last year measure as the benchmark to calculate the change in profitability.  Graham, Harvey and Rajgopal (2004) find that CFOs believe that same quarter last year’s EPS is the most important earnings benchmark.  I also calculate the change in profitability by using the previous quarter as a benchmark.  I statistically test for differences across firms and across regions, and across pre- and post-Enron time periods
2.  Magnitude and Frequency of Specific Accruals and Accounting Methods

Healy and Wahlen (1999) suggest that evidence on the magnitude and frequency of earnings management should help standard setters assess the extent of earnings management and its related incentives.  I provide descriptive statistics for the specific earnings management techniques.  As mentioned earlier, the accounting methods may vary within the industry.  I use logit analysis to determine the likelihood that earnings management techniques are systematically employed per group of firms.  The dependent variable equals one if the firm belongs to the specified group, else 0.
Model 1:  DV = α0 + α1AWO + α2GW + α3Restruct + α4R&D + α5ALoss + α6BadDebt + α7DEPR+ α8LEV + α9FA + α10LOSS + α11MVE + α12ΔSales + ε
Where the test variables are defined as: AWO = asset write-offs (AWO), GW = goodwill impairment, Restruct = restructuring charges, R&D = in-process research and development costs, ALoss = losses on asset sales, BadDebt = percentage change in bad debt expense, and DEPR = percentage change in depreciation expense.  Positive and significant coefficients on the test variables indicate systematic earnings management techniques per group of firms.  I also use the variables to control for firm size, capital intensity, financial risk, and change in revenues.  Control variables are defined as: LEV = long-term debt divided by total assets, FA = fixed assets divided by book value of total assets, LOSS = one if firm reported a loss during the period, MVE = market value of common shareholders’ equity, and ΔSales = change in sales based upon same quarter last year’s sales.  Finally, ε is the error term. 

3.  Market Reaction

Healy and Wahlen (1999) suggest that evidence on the magnitude and frequency of earnings management and its association with the change in market value should help standard setters assess the extent of that investors are deceived by earnings management.  I use ordinary least squares regression analysis to determine the association of changes in market value to earnings management techniques per group of firms.  The dependent variable, ΔMV, is defined as the change in market value of equity.  The change in market value is calculated in two ways.  First, the change in market value is calculated by using the same quarter last year’s market value as a benchmark.  Second, the change in market value is calculated using the prior quarter’s market value as a benchmark.  
Model 2:  ΔMV = δ0 + δ1AWO + δ2GW + δ3Restruct + δ4R&D + δ5ALoss + δ6BadDebt + δ7DEPR+ δ8LEV + δ9FA + δ10LOSS + δ11MVE + δ12ΔSales + ε 
Variables are as defined above.  In addition, ΔNI = the change in net income.  Both ΔNI and ΔSales are calculated the same way as the dependent variable.  
 Sample Selection
I used the Wharton Research Compustat Database annual industrial file to select firm observations used in this study.  To be included in the sample, each observation must have a standard industrial code from 4900 to 4940 and an identified independent Big Five auditor for years 2000 through 2002.  This process identified 821 observations.  Firm observations without data for all three years (59) or observations that did not have the same auditor for two consecutive years (48) were eliminated.  The final sample includes 714 observations or 238 firms in the electricity services and natural gas industry.  Of the 238 firms, twenty (20) firms were identified as being under regulatory investigation by using The Enron Watchdog Consumers and Investors for Corporate Responsibility website and The Federal Energy Regulatory Commissions website.
IV. Results

Descriptive Evidence and Analysis
Test on Accounting Choices
Test on Economic Effects
I evaluate and compare changes in market value for energy firms operating in the western region to those firms operating in non-western regions.  Since I expect the non-western region firms to be more profitable than the western region firms, I also expect the non-western region firms to experience less negative changes in market values on average.  Similarly, for firms in the western region, I expect energy firms subjected to SEC/FERC investigations to have significantly more negative changes in market than firms not subjected to SEC/FERC investigations.  

V. Summary and Conclusion.
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� Frontline provides a California Timeline of the blackout energy crisis.  I present a brief summary to illustrate that the collapse of Enron is closely related to the deregulation of energy prices in California.  It can be found online at � HYPERLINK "http://www.pbs.org/wgbh/pages/frontline/shows/blackout/california/timeline.html" ��http://www.pbs.org/wgbh/pages/frontline/shows/blackout/california/timeline.html�.  Public Broadcasting Service (PBS) Frontline publishes award winning documentary programming of critical issues. 


� According to Swartz and Watkins (2003 p.241-242), an Enron attorney, Stephen Hall, wrote an eight-page memo that detailed the tactics Enron's traders were using to take advantage of California's energy crisis.  With names like "Fat Boy," "Death Star," and "Get Shorty," Attorney Hall revealed how Enron created false congestion on power lines, transferred energy in and out of state to avoid price caps, and charged for services the company never actually provided.  Later, Enron executives internally argued about repaying California ISO (Independent System Operator) for money made on improper trades, but decided against it. 


� See testimonies commerce.senate.gov/hearings/041102lynch.pdf Testimony of Loretta Lynch, President of the California Public Utilities Commission before the U.S. Senate Commerce, Science and Transportation Committee on April 11, 2002 and commerce.senate.gov/hearings/041102freeman.pdf Testimony of S. David Freeman, California Power Authority Chairman. 


� Iwata, Edward, USA TODAY.  http://www.usatoday.com/money/industries/energy/2002-10-17-enron-belden_x.htm.


� 3-26-03 Docket No. PA02-2-000.  FERC Staff Report on Price Manipulation in Western Markets, Findings At A Glance.


� For examples, Dechow, Sloan and Sweeney (1999) report that firms subject to SEC investigation for earnings management showed an average decline of 9 percent when the earnings management announcement was first announced.  Chaney and Philipich (2002) find that the market reacted negatively to Enron’s earnings management announcement.  
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