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	Before the misdeeds that would shatter Enron Corp. came fully into focus, then-Chief Executive Kenneth Lay was asked in August 2001 about a suspicious-looking arrangement: two partnerships run and partly owned by then-Chief Financial Officer Andrew Fastow that did significant business with Enron itself. 

Wasn't there a glaring conflict of interest in Mr. Fastow acting on behalf of the huge energy concern and his own partnership in business deals totalling hundreds of millions of dollars? 


	"Almost all big companies have related-party transactions," Mr. Lay said. He was right about that. Consider: 

-- At Lear Corp., a large Southfield, Mich.-based auto-parts supplier, 17 relatives of senior officials are employed by or have business ties to the company, a group of family ties that the company failed to report until late last year despite a federal requirement to do so. 

-- Apple Computer Inc. paid Chief Executive Steven Jobs nearly $1.2 million to reimburse him for costs he incurred using his personal Gulfstream V jet on company business in 2001 and 2002. Apple is one of many companies with side deals involving the private planes of their executives. 

-- Ford Motor Co. paid two of its directors, William Clay Ford and Edsel B. Ford II, hundreds of thousands of dollars in consulting fees. The two members of the auto giant's founding family also receive directors' pay and millions of dollars of dividends on their Ford stock. 

-- Sam Nunn has served on the board of seven public companies since he left the Senate in 1996. All those companies have done business with his law firm, King & Spalding, while he was serving on the boards. 

In the wake of Enron and other corporate scandals, these types of transactions -- generally defined as a business deal involving an outside director, senior executive, significant shareholder or a relative of one of those people -- are attracting new attention from government officials and business and labor leaders. New legislation curtails certain deals. Other rules are in the works aimed at increasing the independence and accountability of corporate officers and directors. But related-party transactions remain legal and deeply entwined in the corporate culture. 

To get a better handle on the extent of related-party transactions, The Wall Street Journal examined filings made with the Securities and Exchange Commission by more than 400 of the nation's biggest public companies over the past two years. The survey found that some 300 of those companies reported one or more related-party transactions. Major corporations, from Wal-Mart Stores Inc. to Walt Disney Co. reported multiple related-party transactions. Many of the deals involved millions of dollars. 

All these deals present the risk of conflicts between a company official's two roles: representative of the shareholder and individual seeking to get the best deal for himself. Some argue that the risks outweigh any potential benefits of such arrangements. "I think we should just have a blanket prohibition on any significant related-party transactions," says Charles Elson, director of the Weinberg Center for Corporate Governance at the University of Delaware. Only minor deals would escape Mr. Elson's ban, such as the director of a bank having a checking account at the institution. 

But others counter that the related-party question isn't so clear-cut. For one thing, many public companies began as family enterprises and employment and business relationships involving family members arose as a natural part of the company's growth. Likewise, a company might want the head of a key supplier as a director in order to get that person's business insights. As more and more women have been employed at all levels of corporations, the workplace has become a much more common place to meet one's spouse. 

All in all, some argue, a ban on related-party dealings could deprive a company of talented employees or beneficial business arrangements. Given the current post-Enron environment, "we would rather not have related-party transactions. But in some places it's impossible not to," says Leonard Riggio, the founder, chairman and largest individual shareholder of Barnes & Noble Inc. Mr. Riggio, who has been involved in a number of related-party transactions with the New York-based bookseller, argues that shareholders can be protected if the board ensures that any related-party deal is in the best interests of the company. 

As with many aspects of corporate affairs, federal regulators have viewed disclosure as a powerful protector against related-party abuses. The SEC has long required public companies to make disclosures concerning related-party transactions. For example, Enron's dealings with the Fastow partnerships first became public through company SEC filings. 

In light of the recent scandals, the SEC is reviewing its related-party transaction rules, but it hasn't yet taken any action, says a commission spokesman. One possible area of reform: extending disclosure rules to more corporate officials than just executive officers and directors. Enron used that loophole to keep secret for years another major employee-run partnership, called Chewco, whose eventual disclosure played a large role in the company's collapse. The Journal survey also found that companies have a variety of ways of complying with current disclosure rules. 

The New York Stock Exchange has received SEC approval for new rules aimed at increasing the independence of boards. The rules, which exchange-listed companies must comply with by Oct. 31, limit the number of directors who could have any "material" outside relationship with the company. Only independent directors could serve on certain committees, such as the panel that reviews top executive compensation. The Nasdaq has also adopted a similar rule revision that has been approved by the SEC. 

The Sarbanes-Oxley Act, passed last year to improve corporate governance and financial reporting, sharply curtailed one popular form of related-party transaction: corporate loans to officers and directors. The Journal survey found that about 100 companies had such loan arrangements, often to help officials buy stock in the company or pay for relocation expenses. Under Sarbanes-Oxley, companies are largely blocked from making any new loans to officers or directors. 

Here are some other highlights of the Journal's findings. All legal and often typical of many other corporations, they offer a snapshot of related-party deals today as they come under new scrutiny: 

Inside Consultants 

William Clay Ford, the 78-year-old majority owner of the Detroit Lions football team, wouldn't seem to need a part-time job. He has been a director of Ford Motor Co. since 1948 and is the father of the company's current chairman and chief executive, William Clay Ford Jr. The elder Mr. Ford is Ford's largest individual shareholder and his dividend income from company stock in 2002 was more than $12.5 million, according to the auto maker's most recent proxy. 

But since 1993, Mr. Ford has had a consulting arrangement with Ford that last year provided him with $100,000, an office, an administrative assistant and "security arrangements," according to the company's most recent proxy. 

The company declines to comment on Mr. Ford's consulting contract or a similar one with his nephew, Edsel B. Ford II. 

Edsel Ford, whose dividend income from company stock was about $3.8 million in 2002, gets a consulting fee of $500,000 a year, paid in Ford stock. He also gets an office, an assistant and security. Additionally, Edsel Ford has majority ownership in a firm that last year received $37.1 million from Ford "for marketing and related services provided in the ordinary course of business," states the proxy. The proxy adds that Edsel Ford's firm obtained that business by acquiring an entity that already had a supplier relationship with Ford. 

Last year, Ford reached an agreement with the Detroit Lions, where Mr. Ford Jr. is vice chairman and a minority owner, to pay $50 million for the right to have the team's new stadium named "Ford Field." Ford also built a $36 million practice facility for the Lions, which began leasing it last year at an annual rent of $4.1 million. The lease terms were comparable to those of other tenants in the area, according to Ford's proxy. 

Deluxe Airfare 

A traditional perk of the executive suite, corporate jets also figure frequently in related-party deals. In some cases, the companies say they pay the executives at or below commercial rates for the use of their private jets when flying on company time. Executives with aircraft deals reported in company proxies include: Apple's Mr. Jobs, Nike Inc.'s Philip Knight, InterActiveCorp.'s Barry Diller and Gateway Inc.'s Theodore Waitt. The companies generally say that the arrangements are on terms that are as good or better than could be gotten elsewhere and are in the best interests of shareholders. 

An Apple spokesman had no comment on its jet deal with Mr. Jobs beyond what was in its most recent proxy statement. It merely related that the computer maker had a reimbursement agreement with Mr. Jobs for business-related use of his private jet. Apple's board gave Mr. Jobs the jet in 1999 for "outstanding performance," the proxy said. Mr. Jobs takes only $1 a year in salary, the proxy added. 

Gateway in 2002 paid more than a 100% increase in the per-hour price for one of two aircraft it leased from entities owned by Mr. Waitt. The company says that the market price for the Gulfstream is still about $1,800 an hour more than the $5,440 charged. "These arrangements are in Gateway's interest," says a company spokesman. 

Last year, Time Warner Inc. paid its then-chief operating officer, Robert Pittman, $694,941 to use his private plane on company business. In late 2001, Mr. Pittman sold a Dassault Breguet Mystere Falcon 20-F5 aircraft for $6.5 million to Cendant Corp., a New York-based travel and real-estate services company, where he is a director. 

A Time Warner spokeswoman says Mr. Pittman held two executive positions and had to travel frequently between company sites. Cendant's proxy said that the aircraft purchase price was "determined by averaging the fair market values" from independent airplane brokers and consultants. Mr. Pittman didn't respond to interview requests. 

Lear Corp.'s Family Affairs 

In the case of Lear Corp., the issue until recently wasn't murky disclosure -- it was no disclosure. Late last year, the company, which makes seats and interiors for major auto makers, amended its SEC filings to note the 17 relatives of top corporate officials working at Lear or connected to its business deals. It is the highest number of family ties at any company included in the survey. Three brothers-in-law, two brothers, a son and a daughter of Lear Chief Executive Robert Rossiter had ties to the company, some earning annual salaries and bonuses that ranged from $62,562 to $114,336. A brother of Mr. Rossiter received commissions on nearly $3 million of parts sales to Lear. 

While the SEC requires that related-party transactions be reported annually, Lear hadn't done so. "Certainly, looking in hindsight we should have done that earlier," said Joseph McCarthy, a Lear vice president, earlier this year. The recent corporate scandals and controversies over corporate governance had prompted Lear to look more closely at its own related-party situation, said Mr. McCarthy, who retired earlier this month. In the past, he said, the company had been more focused on transactions than the employment aspects of related-party dealings. In recent years, for instance, Lear had regularly reported a joint venture business deal involving a company director. Lear officials added that all the family members held their positions based on merit. 

More Family Ties 

Though no company comes close to the 17 family members connected to Lear, eight relatives of top insiders were employed by Nordstrom Inc. A spokeswoman said the individuals hold their jobs because of their talents and achievements. 

At HCA Inc., the giant Nashville-based hospital company, the son-in-law of the company's former chairman and chief executive, Thomas Frist Jr., landed a multimillion-dollar real-estate deal. Charles Elcan was working at HCA when he was chosen to head a new entity called Medcap Properties LLC, which bought 116 medical office buildings from HCA for $250 million in December 2000. HCA kept a 48% ownership interest in Medcap while Mr. Elcan kicked in about $16.5 million for a 17% stake, according to HCA's SEC filings. As part of the sale, HCA agreed to guarantee a certain level of net operating income to Medcap. 

Since HCA retained an ownership stake, "we wanted to ensure that Medcap was successful," says a company spokesman. Mr. Elcan was tapped to head Medcap because he had helped set up the venture while at HCA and "knew more about medical office buildings than anyone else," the spokesman says. In 2002, Mr. Elcan's Medcap affiliation brought him $2.7 million in ownership distributions, plus $941,000 in salary and bonus, according to HCA's proxy statement. 

Mr. Elcan says he used his "personal money" for his initial stake in MedCap. He also says that he believes he got the chance to head MedCap because of the work he did at HCA and not because of family connections. 

MedCap was recently sold to a joint venture of the GE Commercial Finance unit of General Electric Co. and Health Care Property Investors Inc., a Newport Beach, Calif.-based real estate investment trust in a deal valued at $575 million. Mr. Elcan declined to disclose his profit from the sale. 

The HCA spokesman said it was an economically opportune time to sell medical office buildings. Plus, he added, "we are mindful of the attention that related-party transactions are getting." 

Sweet Deal 

At Hershey Foods Corp., one related-party deal last year involved the value of a thrill ride. 

The Hershey, Pa.-based chocolate maker wanted to shed a 9.4-acre factory site. Hershey Entertainment & Resorts Co., wholly owned by Hershey Foods' controlling shareholder, the Milton Hershey School Trust, wanted to turn the factory into a laundry facility. 

So Hershey Foods sold Hershey Entertainment the factory for $1.45 million. Of that amount, $750,000 was in cash and the rest was in the form of 13,000 two-day passes for Hershey Foods employees to the HersheyPark amusement park complex. The park's attractions include the Granny Bugs kids ride and the Claw, described on the park's Web site as a swinging pendulum ride that will "take you on a thrilling ride 64 feet in the air." 

A Hershey spokeswoman said the tickets were for use over a two-year period for employee days at the amusement park. The company's proxy said that the 13,000 two-day tickets had a "market value" of $700,000, or about $53 a ticket -- which is the full advertised price for a two-day ticket at HersheyPark. 

However, the HersheyPark Web site advertises discounts of more than 45% for corporate outings. Asked about the discount offered to groups, a spokeswoman said that the company did, in fact, get a discount when calculated on the cost of buying two one-day tickets to the park. She said the deal also included a food voucher for each employee. She declined to provide financial details. 

Bottling Deals 

Coca-Cola Enterprises Inc., an Atlanta-based bottling company that is 38%-owned by Coca-Cola Co., reported three business deals with Summerfield Johnston Jr., a company director, former chief executive and second biggest shareholder (with over 7% of the stock). A company partly owned by Mr. Johnston adapted one of Coca-Cola Enterprise's delivery trucks to run as a zero-emission vehicle -- at a conversion cost of $229,000. "This vehicle is currently being tested to determine reliability and operating costs," according to the company's most recent proxy. 

The company also reported paying Mr. Johnston $600,000 last year under a consulting agreement in which he helps, among other things, with "maintaining and enhancing the company's strategic alignment" with Coca-Cola. Coca-Cola Enterprises also paid another director, Olympic skiing gold medalist Jean-Claude Killy, $159,000 in consulting fees last year to provide "general information . . . with respect to the business conditions surrounding the beverage industry" in Europe, Latin America and Southeast Asia. 

In a written response to questions, the bottling company said that the consulting agreement with Mr. Killy, which also calls upon him at times to travel on behalf of the bottler, was inherited as part of an acquisition of a European bottler. The company added that "we value Mr. Killy's business knowledge and relationships, as he is highly regarded throughout France, Europe, and the world." 

The statement said the dealings with Mr. Johnston were fairly priced. Mr. Johnston didn't return phone calls seeking comment. Mr. Killy couldn't be reached for comment. 

Price Protection at Oracle 

Some companies are voluntarily making changes. One novel reform is the "Price Protection Agreement" by Oracle Corp.'s Lawrence J. Ellison. The 59-year-old is co-founder and chief executive of the Redwood City, Calif.-based software giant. In its last fiscal year, Oracle was involved in several million dollars of software and other business deals with Ellison-controlled entities. Oracle spent about $577,000 leasing aircraft from an Ellison-owned company called Wing & a Prayer Inc. 

A company spokesman says Oracle wants to encourage him to visit its customers, and that Mr. Elison "probably would not be willing to travel" in a craft other than his customized jet. The company's proxy statement says the expense is at or lower than what would be charged by an independent party for a comparable plane. 

Last year, at the suggestion of a board committee that reviews related-party transactions, Mr. Ellison agreed to an unusual guarantee. If, after doing a deal with an Ellison company, Oracle finds it could have gotten a better price elsewhere, Mr. Ellison will refund the difference. Mr. Ellison hasn't been asked to open his wallet. A company spokeswoman says Mr. Ellison doesn't have a comment on the arrangement. 

A Board Seat and a Deal 

Coca-Cola Co.'s proxy statement reveals a full menu of related party deals. The soft-drink giant in 2002 paid $8.8 million for legal services to the Atlanta law firm of King & Spalding, whose partnership ranks include former Sen. Nunn, a Coke director. Coke paid more than $2.7 million in fees for "financial advisory services" to two entities that are run or partly owned by Wall Street financier Herbert Allen, another director. In turn, one of the Allen-related entities paid $2.7 million to lease office space from Coca-Cola. The company also paid $787,000 to two Berkshire Hathaway subsidiaries to train personnel and provide other services related to Coca-Cola's use of private jets. Berkshire Hathaway Chairman Warren Buffett is a Coke director. 

A spokeswoman for Mr. Nunn says that he doesn't feel that his independence as a director for any of the boards on which he serves is compromised by his position at the law firm. Mr. Allen declined to comment through a spokeswoman. The proxy notes that the advisory deal with Mr. Allen's companies expired last year, though Coca-Cola left open the possibility that the work might resume in the future. An aide to Mr. Buffett says that he isn't giving press interviews. 

Coca-Cola said in a statement that all of the related-party dealings "exist as the result of the normal course of business." Some, such as the relationship with King & Spalding, go back decades. The company said that a board committee reviews the deals to ensure that they are "fair to the company and are in the best interests of share owners. This process has been in place for nearly 20 years." 
One member of that committee is Donald McHenry, the former U.S. Ambassador to the United Nations. Until recently, Mr. McHenry had his own related-party arrangement with the company. Last year, Coca-Cola paid $153,000 to the IRC Group, of which Mr. McHenry is president and part owner, for consulting services "on international affairs and business activities," according to Coca-Cola's proxy statement. Mr. McHenry received annual director's fees of about $125,000. 

After the flood of corporate scandals, Mr. McHenry decided to stop doing paid consulting for Coca-Cola. "Obviously, the times have changed," he says. His firm's consulting work for Coca-Cola never compromised his independence as a director, says Mr. McHenry. Nowadays there is a "certain taint" to such an arrangement, he adds, "So I ended it." 

Lawyers on Board 

Legal ethicists have long debated whether a company's outside lawyer is a good candidate for the board. Over the years there have been suggestions that the practice be banned, according to a 1998 paper by the American Bar Association's ethics committee. While the committee didn't take that step, its report did warn of the possible pitfalls for attorneys in such a dual relationship. For instance, traditional attorney-client privilege might be lost if a court decided that the lawyer was acting mostly in his or her role as a director. The lawyer, or the attorney's law firm, could also be put in the position of being asked to evaluate a prior action of the board on which the lawyer sits. Or the board might have to make a decision that could affect the amount of business going to the lawyer-director's firm. 

All in all, "I haven't figured out a reason why a Fortune 500 company needs its lawyer as a director," says Lawrence Fox, a Philadelphia lawyer, who helped write the ethics committee report. 

Dozens of big companies do have representatives from their outside law firms on their boards. Besides Coca-Cola, former Sen. Nunn's list of directorships includes General Electric Co., ChevronTexaco Corp. and Dell Computer Corp. Walter Driver Jr., King & Spalding's chairman, says his firm's relationships with those companies almost all predated Mr. Nunn's arrival, sometimes by decades. The former senator doesn't do any legal work for the corporations, Mr. Driver says. "We are very careful not to run into any conflicts," he adds. 

Some companies are tightening their definitions of independence. GE, for instance, has moved Mr. Nunn off its executive compensation committee because of its relationship with King & Spalding. 

How the Courts Jumped Clear of a Fast-Moving Business Train 

The current corporate-governance movement is not the first attempt to crack down on related-party transactions. In the years after the Civil War, courts gave shareholders wide power to retroactively void related-party transactions -- prompted, in part, by corporate abuses of the time. In 1880, the Supreme Court concluded that the Union Pacific Railroad had agreed to buy coal, at excessively high prices, from a company partly owned by some of the railroad's directors. The court upheld the voiding of the contract. 

"It is among the rudiments of law that the same person cannot act for himself and at the same time, with respect to the same matter, as agent for another, whose interests are conflicting," the court ruled. 

Courts of that era were also dubious about the notion that a related-party deal could pass muster even if it were approved by directors not involved in the transaction -- a safeguard relied upon by companies today. The problem, according to an 1875 Maryland appellate court decision, is that "the remaining directors are placed in the embarrassing and invidious position of having to pass upon . . . the transactions and accounts of one of their own body." The Maryland court concluded that it wasn't necessary to show fraud or other misdeeds in order to void a related-party transaction. 

While judges frowned upon related-party transactions when the issue was brought to court, such dealings continued to be popular in an increasingly national economy populated by large companies. By the early 20th Century, court opposition began to wane in the face of this continued popularity of related-party transactions. 

"One searches in vain in the decided cases for a reasoned defense of this change in legal philosophy," writes University of California at Berkeley law professor Melvin Eisenberg in his book, Corporations and Other Business Organizations. "Some courts seem simply to admit that the practice has grown too widespread for them to cope with." 

Dow Jones Reported Three Deals in Proxy 

Dow Jones & Co., publisher of The Wall Street Journal, reported three related-party dealings in its proxy statement for 2002. 

It reported a continuing business relationship with a company headed by Dow Jones Director Dieter von Holtzbrinck. Since 1999, Mr. von Holtzbrinck's company has owned 49% of The Wall Street Journal Europe and Dow Jones has owned 22% of his firm's German business daily, Handelsblatt. 

The companies have agreed to lower their cross-shareholding relationship. After the deal is finalized, Dow Jones will own 10% of Handelsblatt and Holtzbrinck will own 10% of the Journal Europe. 

Dow Jones also said that it sometimes uses the legal services of Akin, Gump, Strauss, Hauer & Feld. Washington power broker Vernon Jordan, a Dow Jones director, is of counsel to that law firm. The Dow Jones proxy said the company didn't use Akin Gump in 2002. 

Dow Jones also noted that Karen Elliott House, a senior vice president and publisher of the Journal, is married to company Chief Executive Peter Kann. 

"We believe that no favoritism has ever been shown in any of our business dealings," said a Dow Jones spokeswoman. "And, of course, we disclose all relevant related party relationships and transactions to our shareholders in accordance with applicable laws and regulations." 

Hints to Hunting Down Company Disclosures 

While federal rules require public companies to make related-party disclosures, a Wall Street Journal survey of more than 400 major companies found a range of methods for complying with that requirement. 

Most often details of the related-party dealings are found in a company's proxy statement for the annual meeting. But rarely does the term "related party" actually show up in the proxy. These dealings, which involve such things as a business transaction between the company and a director or senior officer, sometimes appear under the term "Certain Transactions" or "Additional Information" or "Relationships with Outside Firms." 

The most common heading is "Certain Relationships and Related Transactions." This is the same phrase found in the company's annual report, known as Form 10K, which is filed with the Securities & Exchange Commission. 

Indeed, for a reader having difficulty finding information about related-party transactions in a proxy, the 10K can be a helpful place to go. Company filings, including 10Ks and proxies, are accessible at no cost at the SEC's Web site, www.sec.gov. Filings can be accessed through a heading called "EDGAR." There are also various online services that, for a fee, allow a user to access and more easily search the EDGAR database. 

In the 10K is an Item 13, titled "Certain Relationships and Related Transactions." While that item usually refers the reader to the company's proxy statement, it often gives specific pages or headings to look under. Some refer to individual paragraphs or footnotes in the proxy. 

Some Item 13s merely give a general reference to the proxy without any specific citations. In such cases, it's sometimes worth looking in the section of the proxy about directors' compensation. For instance, if an outside director has a separate consulting contract with the company, some companies will put the information in this section. 

 Close Calls 

 Companies reporting related-party transactions involving: 

Business deals     200 

Lawyers               117 

Loans                   100 

Family members   77 

Consultants           56 

Bankers                 38 

Aircraft deals        33 

Source: Based on the findings of a Wall Street Journal survey of the SEC filings of over 400 major companies. While some companies reported having no related-party transactions, others reported having multiple ones. 

   


