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EnronStory
A Glossary of Useful Terms
Glossary complementary to the article “EnronStory” published in Living Archives, new series #6 (October 2004).
•audit/auditors: the examination and verification — correction too, if need be — of the financial accounts of a company by an independent, outside accountant. Five companies dominated the field of corporate auditing until the demise of Arthur Andersen: the late, unlamented Andersen itself, Price Waterhouse Coopers, Deloitte and Touche, KPMG Peat Marwick and Ernst & Young.
•bear market: a bear market is a market where prices are falling and where an investor or fund manager is more likely to sell than to buy. Like a bear, they are hibernating as financial winter falls. For an amusing explanation of how the term came into being and evolved over time, see the short lead article “You beasts” (Economist 23 Nov. 2002, 14).
•bull market: a market where share prices are rising, encouraging investors to buy.
•CEO: Chief Executive Officer of a stockholder-owned company; not to be confused with the president of the Board of Directors.
•compensation committee (GB: remuneration committee): a committee composed of members of a company’s board of directors which approves executive salaries and severance agreements.
•FASB, Financial Accounting Standards Board: based in Norwalk, Connecticut, it is the body that sets (and, hopefully, maintains) the standards of the accounting industry in the US.
•golden parachute (also: golden handshake, golden bungee and other variations): a severance agreement negotiated between a newly-hired CEO and a company’s board of directors, approved by the “compensation committee*, which provides for either a large lump-sum payment, or stock, or various generous gifts in kind (apartment, use of the company’s private plane, stock options, retirement fund, etc.), should the executive be fired or forced to resign. Investors are coming to see that this practice does not encourage executives to do a good job…or any kind of job at all.
•governance: the new “in” word since Enron and Vivendi went down in flames. Although it really means management or method of governing, it is increasingly used to distinguish good corporate management from bad, or to express what the stockholders want as opposed to what they have.
•hedge funds: The verb “to hedge” means to buy a product or stock at current prices and to sell a “future” for the same quantity, gambling on the probability of what the price will be in X amount of time. An expert on the subject (Andy Kessler, Running Money (A Wall Street Education): Hedge Fund Honchos, Monster Markets and My Hunt for the Big Score, HarperBusiness, 2004) describes it as “simultaneously borrowing money to buy stocks with one hand and selling stocks [you don’t] actually own with the other hand.” Hedge funds deal in stocks and bonds rather than wheat or corn or other commodities (which constitutes the futures market). Unregulated, at least, at this writing, these private investment pools are unregistered with the SEC. Most are incorporated as limited partnerships. A few are managed conservatively but many operate just barely within the law. Although it is possible to turn a large profit with hedge funds, you are more likely to lose your shirt (and everything else). Only millionaires need apply.
•perks: slang for “perquisites,” which are gifts or other forms of bonus over and above fixed income or salary. An executive may be gifted with blocks of stock, a house, servants and/or a car and chauffeur paid by the company, free transportation, additional retirement income, membership in a club, etc.
•rating, rating company, credit rating company: rating companies (Standard & Poor is the best-known example) issue credit ratings for companies listed on stock exchanges, essentially telling investors how safe it is to invest in them. However, these companies have no investigatory powers and can only rate a company on the basis of the assets it says it has. When companies send up a financial smoke screen, as they did for Enron, Vivendi and Parmalat, the rating will be good even though the real state of the company is catastrophic.
•regulation, regulators: see also FASB and SEC. Oddly enough, American banks are not regulated as closely as the stock market (see SEC). Local banks are regulated by the Federal Deposit Insurance Corporation and state regulators, others by the local branches of the Federal Reserve and still others by the Comptroller of the Currency, which is an agency of the Treasury Department. The reason for this anarchy is the fact that national banks were illegal until relatively recently; banks were local or, at most, state-wide and were regulated locally. The laws were changed in the mid-1990s; banks began immediately to merge across state lines, but regulation did not mutate as quickly as the banking industry did. As a result, two banks of almost equal size may be regulated by two entirely different entities.
•SEC: Securities and Exchange Commission. This commission, created in 1933 as a result of the Wall Street Crash, polices American stock markets to stop unfair trading and oversees issues of new shares to prevent false information being given to potential shareholders. It can refuse to give a stock exchange quotation to a new share. It does not regulate all varieties of financial instruments; for example, it has no control over *hedge funds*. The British equivalent is the Financial Services Authority.
•stock option (GB: share options): stock options guarantee executives, as part of their salary or severance agreements, the right to purchase stock in their company at a pre-set price, whatever the market price might be. The practice is relatively recent and was developed from the theories of Michael C. Jensen of the Harvard Business School who began to publish papers in the 1970s arguing that those who make the business decisions should profit from the financial effects of their decisions. He did not foresee that executives might manipulate the annual report to make share prices rise, cash in their options and purchase the stock at the low pre-set price, sell it at the higher price, then take the money and run while the house of cards collapsed. This process is known as “pump and dump” in the US. 
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