Parmalat - The Enron of Europe

Ninth arrest in Parmalat probe

The former head of Parmalat Venezuela has become the ninth person to be arrested in the probe into the scandal hit food giant. 

Giovanni Bonici was jailed in Parma after flying to Italy from Venezuela. 

He will be quizzed about his time as head of Bonlat, a Cayman Islands unit, which is suspected of siphoning funds out of Parmalat. 

In a letter sent to reporters in Caracas, Mr Bonici said he was temporarily leaving his post to "confront the annoying situation related to irregularities committed overseas by officials in the transnational company". He denied any wrongdoing on his part. 

Scandal spreads 

The news came hours after Italian police raided the Milan offices of Bank of America as part of their continuing investigations into fraud allegations surrounding the company. 

Investigators in Italy and beyond are trying to piece together the background to the collapse of Parmalat, until recently one of Europe's most admired food companies. 

The company's founder, Calisto Tanzi, is currently in jail, accused of having falsified the company's accounts for many years. 

No one has yet been charged over Parmalat's missing money. The food and dairy group filed for bankruptcy protection in December 2003 after declaring at least $10bn missing from its accounts. 

Police issued a list of half a dozen top Parmalat executives, including Mr Bonici, whom they wanted to hold for questioning. 

The scandal has broadened in recent days, however, with some 25 individuals now named as suspects. 

Banks in the spotlight 

The scandal is now spreading to Parmalat's auditors and advisers as prosecutors and financial regulators demand to know how the complex web of fraud that siphoned off money and hid debts was put together. 

Parmalat's collapse began when Bank of America denied any knowledge of a Caymans bank account that Parmalat's books said contained more than $3.9bn euros. 

Italian police on Thursday named Luca Sala, an ex-BoA executive who last year joined Parmalat as a consultant, as someone they wished to question. 

The roles of BoA and Citigroup as Parmalat's financial advisers are also under scrutiny. 

Mr Bonici can expect close questioning over events at Caymans-based Bonlat, a financial subsidiary which issued documents for the mystery bank account at the heart of the scandal. 

Two partners at the local arm of accountants Deloitte & Touche were reportedly questioned by investigators on Thursday. 

Accountancy firm Grant Thornton International has sought to protect itself from the scandal by severing ties with its Italian affiliate, which audited some of Parmalat's businesses. 

Staying alive 

Parmalat's management, meanwhile, is struggling to salvage as much as possible from the insolvent firm. 

Parmalat's core business, which is anchored on dairy products, where it leads the Italian market, is reckoned to be fairly sound. 

But management is believed likely to have to break up the firm in order to stabilise its core finances. 

The administration process, which now covers the entire firm, allows it considerable protection from creditors. 

Q&A: Parmalat's troubles

What is going to become of Parmalat? 

The company has said it will go into what is termed "extraordinary administration". 

The process - dubbed the "Prodi law" after former prime minister and current European Commission President Romano Prodi - puts the company under state-appointed administrators who work out whether the company can be rescued, or assets sold off to satisfy creditors. 

The latter is by far the more common result. 

With heavy repayments on obligations like bonds constantly falling due, Parmalat was unable to stay solvent without either time or money. 

The Italian government agreed on Tuesday to ease the Prodi law's rules for large companies, and Parmalat said it will follow the new fast-track process, which will mean its new boss, Enrico Bondi, will stay in charge. 

So what went wrong at Parmalat? 

The immediate cause of the past couple of weeks' troubles was a stray 4bn euros (£2.8bn; $5bn). 

Parmalat said it had the money temporarily marooned in the Cayman Islands, and the delay was causing problems with meeting some routine payments. 

But some creditors and investors - notably Bank of America - have questioned whether that Cayman money really exists, leading to a collapse in market confidence. 

Indeed, Bank of America said a key document sent by Parmalat to its auditors on BoA letterheaded stationery confirming the 4bn euros is a forgery. 

Missing payments on important obligations such as bonds could have pitched Parmalat into insolvency: going into administration is a relatively respectable way of avoiding that. 

Is this just a cash-flow problem? 

Far from it, apparently. 

Investors might have been more forgiving if the company did not have a track record of murky finances, the legacy of rapid international expansion and creative tax-planning. 

	


Investigators are particularly keen to probe the activities of two Cayman subsidiaries, Bonlat and Epicurum. 

And they would like to know why the firm has been so heavy a user of complicated off-balance sheet financial transactions known as derivatives - swaps, options and the like. 

Listed on half-a-dozen stock exchanges around the world, Parmalat produces regular audited accounts. 

But its global structure is so complicated that analysts wonder whether its published results in any way reflect the facts. 

That sounds a bit like Enron. 

Indeed it does: in many ways, Parmalat is the nearest thing Europe has produced to the failed Texan energy firm. 

Europe has, to be sure, suffered some serious financial scandals in the two years since Enron went belly-up - notably a black hole in the accounts of Dutch retailer Ahold, and the disintegration of the French media conglomerate Vivendi. 

But only Parmalat has the same sort of fondness for mind-blowing financial wizardry as Enron - a propensity that has seriously worried many European investors. 

Does that mean Europe will suffer the same fall-out as the US did post-Enron? 

The parallels with Enron should not be taken too far - and not just because Enron was notionally at least 11 times bigger than the Italian firm. 

As the past two years have proved, Enron did not have much to salvage from its expensive wreckage: Parmalat, by contrast, is a wholly sound global dairy, drinks and food business which no-one thinks is worthless. 

More to the point, Enron was so shocking because it epitomised everything that American capitalism had been taught to admire - glamour, nerve, rapid growth and revolutionary thinking. Its failure was - perhaps rightly - seen as a failure of corporate America, and so shook the very foundations of Wall Street. 

Parmalat, meanwhile, although in some ways a respected firm and certainly within Italy a well-known one, is not exactly central to the European economy. 

Who is going to get the blame? 

It's much too early to pre-judge the outcome of probes into Parmalat's finances, and the criminal investigations into former executives such as Calisto Tanzi, the firm's founder. 

But it is certainly worth pointing out that Grant Thornton, the company's auditor, is unlikely to suffer the same contagion that destroyed Andersen, the company that approved Enron's cooked books. 

Under laxer Italian rules, it is much easier to mislead an auditor than it is in the US: while no-one could believe that Andersen was not wise to what was going on at Enron, defences based around ignorance are likely to make far more sense on this side of the Atlantic. 

Italian law is fairly relaxed in regard to corporate ethics, and has become more so since Silvio Berlusconi became prime minister in 2001. 

This attitude may now come in for scrutiny, both inside Italy and more widely. 

It may also be worth looking at the role of the banks, many of which were happy to earn money by arranging Parmalat's derivatives transactions, without regard to the longer-term consequences. 

The same was said after the collapse of Enron, however - and little has been done.

