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found that an Enfaxcement investigation into Allied was opened afte

the on but that there was nio specific violation.of any law; rule,

Chiefo OIG reopened the issues in that inquiry and broadened its investigatiorito

include. allegations Einhorn made in his book. Published in mid-2008, Einhoin’s bosk

recounted the muchi-publicized heated feid between Einhorn and Allied, which continues today:.

The feud began in May 2002 when Eifihom gave 4 negative speech at aconference about Allied

and described why Greenlight Capital had a short positioni in Allied. Binhom’s speach -

* . compelled many to also short and sell Affied’s stock the next.day, - Allied responded, according - -
to-Einhorn, in a “Washington, D.C :style spin job,” attacking Einhorn. - : '

. Einhom’s book included allegations of the SEC’s failure o take appropriate action

related to Allied’s wrongdoing. Einliotn wiote that hie sentabout a dozen letters with detailed -
information and-eviderice related to his allegations oFwrongdoing at Allied to several SEC -+ E
officials, butnever received a telephone call or written response. Einhorn stated that he did-not
have:any idea whethier anyone at the SEC followad up on the information he ptovided. Tn those
letters, and in his book, Finhorn claimed that Altied overvalued many ofits investments. .

- Einhorn also stated that he believed he was investigated by the SEC at the behiest of Allied, -

- noting the-unusual timing of receiving a subpoens for his testimony and documents after -

- Enforcement attoreys ealled him the same day he asked Allieda question on 4 conference call,

- TheOIG condueted a comprehensive investigation of the allegations in Einhorr®s book.,
- The investigation revealed that Allied stccessfully lobbied the SBC to begin investigating .
 Einhorn and his hedge fund Greenlight without specific evidence of wrongdoing, after -
Eijrhorn’s fiegative speech about Allied i 002. The OIG investigation found that _
' '- ge fund, ameng other heds

: The OIG investigation furihe: er revéaled that dugi '5.ﬂ'”ig;fhé‘. same time Allied was able to

., Corvince t - SEC to-diivestipaté Eiiihiorn, even withoiit afty evidence of wrongdoing, Einhorty © L

. Was subnitting specific and detailed lefiers to the SEC outlinirig evidénce of Allied’s overvalued .
investments and requesting the SEC to investigate Allied. . We found that although the SEC’s
Office of Compliance Inspections and Examinations (“OCTE”) had begun an examination of
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Allted based upan Einhom’s allegations, Enforcement staff was snaware ihat OCIE w was .
examining Allied.and thie lead Enforcement attorniey was prevented fiom contacting a Semm
Qfficial to learn that Emhom began. subm;tting letters Gntlmmg evidence: of Aﬂied’ :
wrougdomg

The OlG mvesugauon also found that very soon after Enforcemem begsn looking at %lhe
altegauons iinst Einhorn, they conciuded that there wasno credible evidenge to demonstrate

that: the activitiés of) “his hedge fund violated any federal securities laws, However; althouglr the
investigation against Einhorn was as-a practical matter completed by mid-2003, the investigation:
wids not fo‘rmally closed unitil December 2006 and Birhom Was aaver: anotified that he was no :
longer asubjectof i mVestxgatlon d&spxte his rgque:st er such notxﬁcaﬁon . . E

; .a§ked to leavé an : rce

3 OIG found no evidence i kany no’na
w:tth Ihim. when he [éft the'SEC. Nor blatri evidence
eoeived any non-public mfonnaﬁon from any SEC employee aﬁcr kmvmg the

N The OIG mvestlgatxonrevealed thaim March 2005’ Emhom;’-.;“ ed‘ L
Hly gained ¢ ohxstelcphonerecord& 2007, after & i

.‘ ﬁxe pretexting.

Mareovcr, aIthough Enforcemcnt found 1O evxdence of w;rongtdomg against Emhom L
based upon Allied’s unsupported allegations, Bin hortt’s clainis against Allied: were validated toa -
P great-extent by OCIE’s examiiation, However, the pecord shows that OCIE’s eXamnath, -
- prolonged by delays, was unusual in many ways. Specifically, it was conducted primiarily by
onily ‘one headquatt ers’ cxammer wxﬂ: very close: s;;perwsmn by the Assumate Director in OCIE.
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'Ihe examiner on the Allied examination testifi ed that she received cqnslderabie

pushbaek” from the Associate Director with regard to her findings against Allied. - Specxﬁcally,
the examiner expressed congerns.about the method that Allied uﬁhzed to raise cash to: pay
dividends, noting that Aliied had not had. sufficient cash from earnings to pay dividends since.
1999 withiout. the issuance afaddmanal stock. Ihe exa ;...}’L?ﬁ,_ErWas cmcemed that the manmer in
which Allied was firisnei
work papers from that exa
complter drive. '

"(m w;:re latcr mﬂxph@ably ddﬁted &am the QCEB shamd

In Apnl 2004, the record shows that OCIE referred thrés. ﬁndmgs fmm its:examiniation of

Allied to- Enforcement, including the:concern about how Allied financed its dividenids with.
L whlch the Associate Director disagreed. The OIG determined that the issue of how Allied

inanced its dividends was never investigated by Enforcement. T May 2004, Enforcement
finally began its investigation of the clain
that Enforeement determined by mid-2006 that more than a.dozen of Allied’s investmenis had
significant problems with the calculation of their value and that Allied had matertally overstated
itsnet-book incore. Lt SEC Forins “1 0-K” for scveral years.

However, after i mvesttgatmg the matter for three years, in June 2007 just aﬁer Allied: told
_ the SEC its.agent engaged in pretexting; the Commission entered intoa settlement. agreement

with Allied. In that agrecinent, Allied agreed to-continue to-employ a Chief Valua&mn Ofﬁeer to

overses its quarterly valuation process and third-party valuatibn -;consui' _:

'Enfe.l:xt not 1o bring
‘who Enfor@emant found fohave
“bedksand .

. bvervaltxed someanﬂmd’Smf“ teH
records” charge. 'We Tarther found that undér the séttlement with Alﬁ

: ﬁade By the Commission, or even pmvxsmns in the settlement ord!:r, to0. mamtor comphanee by
- Allied with that agreement. : «

Fmally, we found that affer the OIG mmatcd its in
Puhhshed about his expenences with Alhed and the §

is; raised by Einliotn in y-and June 2002, We found -
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Inall, the OIG*s findings during this investigation xdisé concerns about how decisions

-were made within the SEC with regard to the initiating and concluding of the examination.and

Inyestigations. While we did not find any evidence of specific wrongdoing on. the part of eurrent
SEC employees, we found that:serious and credible allegations against Allied were:not initially
investigated, and instead Allied was able to successfully lobby the SEC to look into allegations B
against jts rival Binhorn without any specific evidence of wrongdoing. - . -

Wealso found that there-wis 4 lack of commimnication bétweenr OCIE and Bnforosinent . R
with respect to'pending examinations and investigations. Moreover, a foriner Enforceiierit o
nianager (who had such significant performance problems he was asked 1o leave Enforcemént)

was able to-obtain a antamennt of sensitive information he may have disclosed to Alfied

when he became a for Allied a year after leaving the SEC. Further, we found

tion of Allied and the resnlting Enforcemient investigation,.

§'SEC connectiotis and

and beligve there are quiestions abouf the extent io which Allied:

. aggressive tactics may have influenced Enforeement’s and QCIE’s decisions in these maiters.

We are recommending that the Ditotors of OCIE.atid Enforcement carefully review this
et » . : fintition and investi igations that aredmnbed in -
this téport and give consideration to promulgating and/or clarifying procedures with régard to:

(1) how examinations and investigations are initiated where there are requests
’ from outside persons or entities, including whether speeific allegations of
wrongdoing have been provided, in determining whether to commence an; .

exartination or ifvestigation; -
@) ‘informing individuals and eritities under investigation that they are o
_ longersubjects of an investigation in'a timely manner, as required by the - s

G ‘ensutiing that other thian raditional Iis mieetings are-niot utilized by
aggressive counsel to influence decisions in Enforcement actions; .

(9 incorporating provisions in Enforcement settlement agieements that
. -ensure requiremients.are adequately menitored for compliange;

~ (3) _limifing the ability of OCIE personnel to delete examination work: apers
- fromr OCIE comp I e







