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Enron trader guilty of rigging prices

HE CONFIRMS ROLE OF FRAUD IN CALIFORNIA POWER CRISIS

By Howard Mintz and Brandon Bailey

Mercury News

Enron's top West Coast energy trader pleaded guilty Thursday to manipulating wholesale prices during California's electricity crisis, becoming the first energy executive to admit that criminal fraud played a major role in the state's power woes.

The plea could lay the groundwork for other top executives and power companies to be charged with the same conduct, and could bolster efforts to recover billions of dollars the state claims it overpaid in inflated energy costs.

In a hearing in San Francisco federal court, the trader, Timothy Belden, 35, admitted conspiring to rig the state's newly deregulated power market between 1999 and 2001, boosting the annual revenues in Enron's energy trading unit from $50 million to $800 million. The company's profits rocketed as Californians endured rolling blackouts and the state's major utilities struggled to keep up with soaring wholesale energy prices.

Belden, under a deal with prosecutors, has agreed to cooperate with the ongoing federal criminal investigation into the manipulation of California's energy market. His cooperation is the most important development in multiple state and federal efforts to establish that Enron and other power companies illegally profited by taking advantage of flaws in a deregulation plan that Enron had helped to design.

According to court papers, Belden and other Enron employees misrepresented how much electricity Enron would supply to the state; created false congestion and falsely ``relieved'' congestion on California power lines; and lied about energy being imported from out of state, when, in fact, it was from California.

Knew inner workings

Belden is almost certain to implicate other executives, both at now-bankrupt Enron and other energy companies, according to state officials and lawyers who have been conducting their own investigations into the collapse of California's market. Belden, who directed Enron's Western power division from Portland, Ore., was uniquely positioned to know the inner workings of the complex power markets that influenced California's electricity supply and prices.

``I firmly believe that Mr. Belden is only the first of many dominoes to fall,'' said state Sen. Joe Dunn, D-Garden Grove, chairman of a legislative committee that has shared its investigative findings with federal authorities.

Federal prosecutors and FBI officials, while declining to specify the nature of Belden's cooperation, strongly hinted that more charges are on the way. ``This is by no means the end,'' said Bruce Gebhardt, deputy director of the FBI.

A number of state and federal investigations have shown that Enron developed sophisticated tactics to manipulate the energy market. This spring, Enron turned over internal company memos written by Enron attorneys describing the schemes under catchy names such as ``Death Star,'' ``Get Shorty'' and ``Ricochet,'' all designed to rig electricity supply and pricing.

But until now, officials, including California Attorney General Bill Lockyer, had been unable to establish that the conduct was criminal. The federal charges against Belden, unsealed Thursday, formally unlocked the door to the way Enron and other companies may have cooked up methods to illegally manipulate the market.

In fact, Belden admitted criminal conduct that is very similar to the internal Enron memos.

``I did it because I was trying to maximize profit for Enron,'' Belden told U.S. District Judge Martin Jenkins as Belden's parents watched from the courtroom gallery.

Gov. Gray Davis, among others, claimed vindication from Belden's admissions. Early in the state's power crisis, critics blamed the problems on a poorly designed deregulation plan, and Davis was criticized for not responding quickly enough.

But the governor has long insisted that energy suppliers conspired to drive up the prices. State officials and others said Belden will point the finger at other power companies, a number of which have been sued for allegedly engaging in conduct similar to Enron's.

Among others, the state and numerous ratepayer groups have sued Duke Energy, Dynegy Corp and Mirant Corp. for manipulating the energy markets. California also has asked the Federal Energy Regulatory Commission to order some $9 billion in refunds for electricity purchases, on the grounds Enron and others defrauded the market.

``This opens up the whole ballgame,'' said Burlingame attorney Joe Cotchett, one of the lead attorneys for California ratepayers.

Belden has yet to disclose anything about other power companies and declined to comment after the hearing.

He faces a maximum five-year prison term under the plea deal, but is likely to get far less punishment once he's done cooperating. Belden also has agreed to pay $2.1 million in restitution, the amount prosecutors say he profited from his illegal conduct.

Paid with bonuses

Enron richly rewarded Belden for his profitable unit -- he was paid more than $5 million in bonuses in the 12 months preceding the Houston giant's bankruptcy, according to documents filed in the bankruptcy proceedings.

Cristina Arguedas, Belden's lawyer, disputed claims that Belden was the ``mastermind'' of Enron's illegal trading strategy, insisting that he was pursuing tactics devised and endorsed by the company's top executives.

``Tim Belden was not a high ranking Enron executive lining his pockets for his own greed,'' Arguedas said. ``He was an employee who was trained how to do his job by Enron. He now recognizes that what he was taught to do was wrong, and he is going to make amends as well as he can.''

A spokesman for Enron had no comment on Belden's plea agreement, saying the company is cooperating with federal investigators. A federal grand jury in Houston has been separately probing former top Enron executives, including former CEO Kenneth Lay, who have been accused of defrauding investors out of billions of dollars.

Lawyers familiar with the energy case say the market manipulation charges could eventually be rolled into a racketeering indictment against those former top executives to show a pattern of conduct at Enron.

Chris Schreiber, an attorney on Dunn's staff, said Belden reported to two Enron executives who were directly under former Enron CEO Jeffrey Skilling, a chief target of the Enron fraud probe who blamed California's energy troubles on politicians during the power crisis. Schreiber predicted Belden will lead prosecutors to ``bigger fish'' at Enron.

In California, state officials, regulators and lawyers say the revelations in the Belden case should not only lead to more criminal charges but also bolster efforts to get money back for ratepayers.

``I believe Tim Belden was the tip of the iceberg,'' said Loretta Lynch, president of the state's Public Utilities Commission. ``There was a systematic plan to drive prices up on the backs of Californians. I do think Enron was the leader, but it was not the only wrongdoer.''
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