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This case has been written by Francis R. Grabowski, Jr., Boston College under the supervision of Marc Le Menestrel and Oriol Amat, Universitat Pompeu Fabra. This case study is intended to be used as a basis for class discussion rather than to illustrate either effective of ineffective handling of an administrative situation.

Copyright ( 2002, Universitat Pompeu Fabra, Barcelona, Spain.

“Enron has transformed the wholesale natural gas business from an inefficient and highly regulated bureaucracy into an extraordinarily efficient market. Enron’s chief executive, Kenneth Lay, deserves much of the credit for Enron’s ability to innovate...he has helped create an organization where thousands of people see themselves as potential revolutionaries...

The essential elements of Enron’s innovation style are these:

-A passion to make markets of all kinds more efficient.

-A broad definition of business boundaries, based on core competencies such as trading and arbitrage, that encompasses a wide range of market opportunities, from gas electricity to bandwidth and beyond.

-A vibrant internal market for new, wealth creating ideas where new voices have the chance to get heard.

-An open market for talent that makes it easy for company’s most creative and energetic staff members to work on its most exciting new opportunities.

-Highly motivated entrepreneurs who get to share in the wealth they create.

-Fluid organizational boundaries that allow skills and resources to be creatively and endlessly recombined.”

Gary Hamel in “Leading the revolution” Harvard Business School Press, 2000

Enron Timeline

1. ENRON was incorporated in July 1985 as a “pipeline company”

In 1984,
`Houston Natural Gas´ a Texas energy company replaced its chairman and chief executive with Mr. Kenneth Lay, the 40-year-old president of `Transco´, a competitor. 
In May 3, 1985, `Houston Natural Gas´ agreed to be merged into `Internorth,´ the big U.S. natural gas pipeline group of Omaha, Neb. This merger between two natural gas companies formed the modern-day Enron, an interstate and intrastate natural gas pipeline company with approximately 37,000 miles of pipes.

In October 1985, a new energy law was issued. This requires pipelines to provide open access to transportation services allowing consumers to negotiate prices directly with producers and contract separately with the pipelines for transportation.

Just after the new law was issued, Enron's interstate pipelines worked to become open-access transporters to allow other entities to transport on their pipelines. Enron successfully transitioned to an open-access transportation company through favourable settlements with its customers and the resolution of approximately 5,000 gas purchase contracts.

In August 1997, Enron announces the first commodity transaction using a weather protection product. Enron Capital & Trade Resources (ECT), a subsidiary of Enron Corp., introduced a risk management product using weather as an index which is tied to the price of a commodity. As temperatures rise or fall, the energy price will be adjusted accordingly. "This transaction exemplifies Enron's ability to offer unique risk management solutions," said Kevin P. Hannon, president of ECT-Commodity & Trade Services. "We fully expect trading in weather-indexed commodity transactions to develop as markets consider alternative means of marketing natural gas and power." This is the first of a broad range of services developed by Enron (risk management / hedging services) with the explicit aim of helping reduce the risk of price swings for everything from gas to advertising space.
2. Enron lobbied for further deregulation of both the gas and electricity industries.
In the mid-1980s, oil prices fell precipitously. Buyers of natural gas switched to newly cheap alternatives such as fuel oil. Gas producers, led by Enron, lobbied energeticly for deregulation. Once-stable gas prices began to fluctuate. Enron began marketing futures contracts guaranteeing a price for delivery of gas sometime in the future. The government, lobbied by Enron and others, further deregulated electricity markets over the next several years, creating an opportunity for Enron to trade futures in electric power.

With virtually all regulation of the market gone, Enron could improve its independence over energy prices, especially in the state of California. By showing that it had already made contracts with its offshore ¨partnerships¨ it secured fixed prices and thereby made Enron´s Californian customers be “price-takers”. During that brief time alone, energy prices for Californian sectors like residential, commercial, and industrial nearly multiplied by three.

Enron and its officers were among the biggest donors to U.S. political campaigns over the past decade. According to a Center for Public Integrity investigation twenty-four top executives and board members at Enron contributed nearly $800,000 to national political parties, President Bush and members of Congress. In addition, Enron made $1.9 million in contributions during the same 1999-2001 period, for a total of $2,700,000.
  
 Chairman and CEO Kenneth Lay was invited to take part in Vice President Dick Cheney's task force on energy policy, which met behind closed doors. Enron executives, particularly Lay, are chummy with many in the administration, including President Bush himself, who refers to his friend Lay as "Kenny boy".

Much of the deregulation was headed by Wendy Gramm, who George H. Bush had appointed to head the Federal Energy Regulatory Commission. Her husband, Texas Senator Phil Gramm furthered Enron's deregulatory objectives by removing much of the regulatory oversight over Enron's trading.

Enron’s CEO Ken Lay gave a memo to Vice President Dick Cheney in April 2002. It spells out Enron's case for why federal authorities should refrain from imposing price caps or other measures sought by California officials to stabilize runaway electricity price and resembles many elements of the administration´s actual energy policy.

3. Enron moves forcefully into other markets, including e-trading.
In 1990, Lay hired Jeffrey Skilling, a consultant with McKinsey & Co., to lead a new division, Enron Finance Corp. Skilling was made president and chief operating officer of Enron on January 13, 1997. Skilling was the company's biggest proponent of the trading businesses. He took Enron into new markets, with the company sometimes creating markets itself. Besides energy contracts, Enron traded industrial commodities such as steel and wood fiber, financial derivatives such as default insurance, and such innovative items as broadcast time for advertising, futures to allow hedging against bad weather, and Internet bandwidth capacity.

It was in the last few years of the 90´s that Enron become most active. They made acquisitions worldwide and began their bandwidth trade.

EnronOnline: On 29 November 1999, EnronOnline was born, as "an internet-based global transaction system which allows Enron's customers to view real-time prices from Enron's traders and transact instantly online".

Enron bought and sold products online worth $880bn in just two years. Two years after its launch, the platform was averaging 6,000 transactions a day worth an average $2.5bn. 2,100 different financial products were on offer to traders, across four continents in 15 different currencies. Enron's pioneering internet trading platform saw it win the Financial Times' "Boldest Successful Investment Decision" award and gain the top ranking in Smart Business' list of companies that have successfully embraced the internet.       

Broadband gets Broader – January 20, 2000. An Enron press release outlines ambitious plans to work with Sun Microsystems Inc. to build a high-speed broadband telecommunications network and trade network capacity, or bandwidth, in the same way it trades electricity, or natural gas. ¨Sun will help Enron build out the footprint of its next-generation broadband infrastructure - the Enron Intelligent Network™(EIN™), which is based on fiber, servers, pooling points and Enron’s Broadband Operating System (BOS)¨.
"This alliance with Sun, along with Enron's initiatives in bandwidth trading and intermediation, will bring fundamental changes to the Internet" said Jeff Skilling, President and COO, Enron. "What this will mean for corporations is a new generation of mission-critical broadband applications that can be delivered to Internet customers in a secure, guaranteed quality-of-service manner. The alliance with Sun is about raising the bar on what enterprises can expect from the Internet and about providing the industry with the tools to meet those expectations."

July 2000 - Enron and Blockbuster announced 20-year deal to provide video-on-demand service to consumers over high-speed Internet lines.
July 12, 2000 - Enron goes global: Enron attempted to become a dominant "new economy" player by creating a fifth division called Enron Net Works, which also housed its electronic trading platform launched in November, Enron Online.

April 28, 2000 - Enron stock went up far more than other energy companies -- 75% since late 1999, from around $40 to the low $70s. That's when Enron really started talking up its home-grown efforts in online trading and broadband Internet services.
By 2000, Enron had become a giant, one of the world’s leading energy, commodities, and services companies.  Revenues were $101 billion in 2000.  Its business is divided into three core areas:

•Enron Wholesale Services 
Enron's worldwide wholesale businesses, including the marketing and delivery of physical commodities and financial and risk management services. 

•Enron Energy Services 

Enron's retail business, which provides integrated energy and facility management outsourcing solutions to commercial and industrial customers worldwide
•Enron Global Services 

Enron's asset-based businesses including pipelines, Portland General Electric, international power, pipeline and distribution operations, engineering businesses; Enron Wind; EOTT Energy Corp and Wessex Water.

4. Enron’s stock prices and ratings rise faster than all others do.

Throughout the late 1990s, just about everything observed by the Financial Analysts and the general public lead them to believe that Enron was one of the country's most innovative companies. It was perceived as a new-economy maverick that forsook musty, old industries with their cumbersome hard assets in favor of the freewheeling world of e-commerce.

The company continued to build power plants and operate gas lines, but it became better known for its unique trading businesses. Investors and analysts alike were exalted at many levels.

In 2000, Enron´s Stock grew almost 300% faster then the average S&P 500. In the following figure a comparison between Enron share evolution and S&P 500 is provided: 


Throughout fiscal year 2000, the price of Enron common stock substantially increased – rising from $43.4375 per share on January 3, 2000 to $83.125 per share on December 29, 2000.

Analysts attributed the price rise, to among other things, interest and expectations for Enron’s Broadband Services division (¨Broadband Services Division¨), which was to trade bandwidth, and as described by the Company to “deploy a global network for the delivery of comprehensive bandwidth solutions and high bandwidth applications,¨ and as a result of increasing earnings attributed to Enron’s financing and investing activities. 

August 2000 -  Enron's stock price hits all time highs, $90.00, both on August 17 and 23.  Press Releases reaffirm company’s success. Enron’s top officers use press releases to announce its financial results, the significant leaps and bounds the Company was achieving, to confirm the information provided by their financial statements, to reaffirm that it was succeeding in every way and that it would continue to do so for years to come. Two important reports by Bloomberg Business Press were used to do the same. 

On August 23, 2002, two weeks after Enron Chief Executive Jeffrey Skilling suddenly quit, Daniel Scotto an analyst from BNP Paribas told to his customers that “Enron seccurities should be sold at all costs and sold now”. He was the first analyst to downgrade Enron. Some days later Mr. Scotto was forced out of the French seccurities firm.

At the end of 2001 everything changed. Enron´s earnings per share went from $0.57 in the second financial quarter of 2001 (a 200% growth from the year before) to -$0.87 in the 3rd. Even after the SEC began to inquire about some of Enron´s transactions on October 22, 2001, many of the investors rating services still hesitated to downgrade the giant. Standard & Poor´s doing so on November 1, 2001, finally lowered Enron's ratings to BBB and placed the ratings on CreditWatch Negative. Moody's followed as late as January 17, 2002, when it cut Enron's senior unsecured debt ratings to "Baa3," its lowest investment grade, from "Baa2".  It also cut the company's commercial paper rating to "Not Prime" from "Prime-2." Finally, on December 3, 2001, Standard & Poor's lowered Enron's rating to D following Enron's December 2, 2001 filing for bankruptcy protection.            

5. Enron accounting and financing practices.
Enron created ¨off-balance sheet¨ transactions, utilizing two primary business structures, Joint Ventures and Special Purpose Entities (also known as Special Purpose Vehicles or SPEs), or in some cases both. The SPEs were authorized by Enron’s Board and the Audit Committee and were also reported in the accounts (see appendix). Andersen did not design them.

An SPE is a business interest formed solely in order to accomplish some specific business purpose. A business may utilize a special purpose entity for accounting purposes, but these transactions must adhere to certain regulations.  A company can qualify as an SPE if certain conditions are met:
1. An owner independent of the company must make a substantive equity investment of at least 3% of the SPE’s assets, and that 3% must remain at risk throughout the transaction.

2. The independent owner must exercise control of the SPE.

A company may record gains and losses on transactions with the SPE, however the assets and liabilities of the SPE are not included in the company’s balance sheet. Enron executives structured the deals so that losses would not show up as earning’s losses, but instead as reductions of shareholder equity that had no effect on the income and earnings statements. In this manner, they managed to keep more than 700 millions of dollars off its balance sheets.

There are several structures used by Enron for its accounting practices. One of them was to use SPEs to sell ¨financial assets¨ (a debt or equity owned by Enron) at the end of a financial accounting period in order to improve their financial ratios and standing. These practices were as follows: 
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The secret contracts between Enron and the SPEs gave Enron the right to buy shares of the SPEs. This ensured Enron control of the SPEs. The SPEs were managed by executives of Enron, some receiving more than 30 million dollars in return.  

According to the USA’s GAAP, the SPEs did not have to be consolidated into the accounts of Enron, however if the secret contracts were made public the consolidation of the accounts would have been compulsory. Andersen officials say that they were not informed about the existence of such contracts. A lot of analysts have criticised the American accounting model, which values the form of transactions over the substance. European accounting and International Accounting Standards (IAS) give more importance to the substance over the form. As an example, it can be said that according to IAS, Enron’s practices with the SPEs should have been merged into Enron’s accounts.

The second major way Enron used SPEs was for ¨hedging¨ transactions. The normal idea of a hedge is to contract with a creditworthy outside party that is prepared, for a price, to take on the economic risk of an investment. If the value of the investment goes down, that outside party will bear the loss. Instead, Enron funded these insurance-like transactions with its own stock, which allowed it to avoid recognizing losses. This strategy collapsed when both the investments they were hedging and their own stock went down simultaneously.

Through a combination of various financial structures and practices, and misleading statements and press releases that were made between 1997 and 2000, Enron executives managed not only to hide losses, but in effect, artificially inflate all of the financial statements, ratios, and ratings, which in turn pumped up stock prices. At the end of 2001, Enron sent a report to the SEC restating its accounts as follows: 


The restating practice has become common in the USA. For example, from 1997 to 2000, 380 American companies quoted in stock markets restated their accounts. During that period, 15% of the companies audited by Andersen restated their accounts. This percentage is similar in other auditing firms
. 

In December 2001, Deloitte & Touche presented a peer review report of the auditing Andersen did for Enron. The conclusions of this report were favourable to Andersen without exceptions. While in other countries the work done by auditors is supervised by public bodies, in the USA supervision is done by peers.

Between 1997 and the end of 2001, the price of Enron common stock substantially increased, particularly so throughout 2000 when it practically doubled from $43.4375 per share to $83.125. From March 2001 to November 2001, Enron’s share price fell dramatically, and before November 8th, Enron’s shares were worth less than $9.

6. Red flags.
From 1997 to 2001, all the industries in which Enron operated faced an increasing economic crisis. Many of Enron’s deals and projects begin to fail
. The following points show examples of the difficulties Enron was facing:

May 2001 - Maharashtra State Electricity Board, Dabhol power plant's sole customer, stops buying power in a dispute with Enron over pricing. Then Enron decided to withdraw from India after a dispute over unpaid bills that has overshadowed the country's biggest single foreign direct investment.
May 21, 2001 - Enron pulls out of the $10bn Dolphin gas export project in the Persian Gulf.
March 9, 2001 - Enron and Blockbuster cancel video-on-demand deal. “The exclusive relationship has not yielded the quantity and quality of movies needed to drive demand for this exciting new on-demand service” said Kenneth D. Rice, Enron Broadband Services chairman and CEO. “We validated our ability to deliver content on-demand through the trial, and now Enron wants to take our service to the next level by adding content and subscribers on an accelerated basis.”

June 4, 2001 - Saudi Arabia signed a series of multi-billion-dollar deals for international oil companies to develop three giant gas projects in the country. Eight major companies are involved and the total value of the deals is estimated at $25bn. The Shaybah development, or Core Venture 3, is based in Saudi's southeastern Empty Quarter desert. Enron had also been awarded 15 per cent, but pulled out.
Jul 26 2001 - Enron asked the Indian government to buy out its stake in the controversial $2.9bn Dabhol Power project near Bombay
August 14, 2001 - Jeffrey K. Skilling, President and Chief Executive Officer of Enron surprised financial markets by resigning after less than a year at the helm, citing personal reasons. Ken Lay returned to the position of Chief Executive, still holding his position as Chairman of Enron´s Board of Directors.
August 28, 2001- Enron appointed Greg Whalley as president and Chief Operations Officer
. Enron says it has bolstered its top management team following the abrupt departure of Jeff Skilling earlier this month.
Aug 15, 2001 - CEO Kenneth Lay received a letter from Sherron Watkins', then Vice President for Corporate Development exposing the various financial problems, homing in on two sets of transactions, one in particular called Condor, and argued that the accounting treatment was unsound, if not dishonest.  "I am incredibly nervous that we will implode in a wave of accounting scandals," Watkins wrote of Enron's financial health. "I have heard one manager-level employee from the principal investments group say, 'I know it would be devastating to all of us, but I wish we would get caught. We're such a crooked company.'"

7. Stock prices crash.
Enron Corp.'s executives and directors sold about $1.3 billion worth of stock between 1998 and 2000, with CEO Ken Lay booking $119 million in profit, according to CNN. Lay sold $201.6 million in stock since October 1998 with his profit -- at about $119 million -- less than various published reports suggest. Enron's former CEO, Jeff Skilling, sold about $190.4 million in stock and netted a profit of $112 million. Enron Chief Financial Officer Andrew Fastow sold nearly $32 million in Enron shares and received $18.5 million in profit, according to data from Thomson Financial.
But as the stock fell last fall, company employees were told that they would be unable to move any assets held in Enron stock into other securities in their pension plan while the company switched plan administrators. It is important to note that in many countries, excluding the USA, it is not allowed to invest the main part of a pension plan in just one company.

When companies change the administrator of a pension program, a temporary shutdown, typically lasting several weeks, is required to allow employee account information to be accurately and completely transferred to the new administrator. In February of 2001, in order to improve its pension plan, Enron requested proposals from third-party benefits firms to take over administration of its plan.

After selecting a new plan administrator, Enron notified all affected employees in a mailing to their homes on October 4, stating that a transition period would begin on October 29. Between the first notification and the first day of the transition period, the company sent several reminders to employees over the internal e-mail system.

The transition period during which employees were unable to change investments in their accounts lasted just 10 total trading days, beginning on October 29 and ending on November 12, 2001. The transition applied to all plan participants, including senior executives.

From October 29, the first day of the temporary shutdown, through November 13, the first day participants could transfer funds, the Enron share price went from $13.81 to $9.98, a drop of $3.83. On five of those trading days, Enron’s share price closed below $9.98.

In 2002, a lot of companies in the USA and Europe, like WorldCom, global Crossing, and Vicendi, started to restate their 2001 accounts. Loss in investor confidence is one of the strong reasons why the stock markets have not begun a recovery from this depression. Between March 2000 and August 2002 the markets crashed more than 50% in average all over the world.
8. December 2, 2001 - Enron files for Bankruptcy.
On October 16, 2001, Enron surprised the market by announcing that the Company was taking a non-recurring charge of $1.01 billion after tax in the third quarter.
“After a thorough review of our businesses, we have decided to take these charges to clear away issues that have clouded the performance and earnings potential of our core energy businesses,” said Lay. ¨Enron also reaffirmed today it is on track to continue strong earnings growth and achieve its previously stated targets of recurring earnings per diluted share of $0.45 for the fourth quarter 2001, $1.80 for 2001 and $2.15 for 2002.¨

The press release did not disclose that Enron also took a $1.2 billion writedown to shareholders´ equity as a result of the LJM hedging and investments. The $1.2 billion writedown was referred to only briefly in a morning conference call. 
Throughout the following days, articles in The Wall Street Journal attempted to explain just what was going on.
Starting on October 18, 2001, the price of Enron stock began dropping sharply. By the time investors services, like Moody´s began cutting Enron’s ratings, common stock had already fell to a seven-year low of $13.95.
On November 8, 2001 Enron filed documents with the SEC revising its financial statements for the past five years to account for losses and reducing their stockholder’s equity.  
Finally, on December 2, 2001 Enron filed for Bankruptcy, and sued Dynegy Energy Company for pulling out of a deal to buy Enron.

January 29, 2002 - Enron Corp. chose Stephen L. Cooper, 55, to take over as new Chief Executive Officer.  Cooper, a corporate turnaround specialist is a man known for fixing bankrupt companies by using humor and brutal honesty to reach agreements with contentious creditors.
Enron also promoted Jeff McMahon, chief financial officer, to chief operating officer, and named former treasurer Ray Bowen as CFO. Mr. Bowen and Mr. McMahon will join Mr. Cooper in a newly created office of the chief executive. Mr. McMahon, who was only named CFO last autumn following the departure of former CFO Andrew Fastow, is believed to have been one of the chief critics of Enron's questionable accounting practices.
Cooper said the team would immediately start working with Enron’s current management and the creditors’ committee on the company’s efforts to emerge from bankruptcy.
“Our focus is on the future of Enron” Cooper said in a statement. “We will work closely with the board of directors, management and the creditors committee to develop a reorganization plan to maximize value for the company’s stakeholders.”

The General Services Administration has suspended Enron Corp., related Enron corporate entities, several former Enron officials, Arthur Andersen, LLP, and a former Andersen official, from conducting new business with the Federal government.
The names of contractors debarred, suspended, proposed for debarment, or declared ineligible by any agency of the Federal Government. The suspension is effective throughout the executive branch of the Federal Government and applies to all new business with the Federal government. The suspended entities and individuals are: 

· Enron Corp. 

· Arthur Andersen, LLP 

· Enron North America Corp. 

· Portland General Electric Company 

· Williard, Inc. 

· Enron Energy Services Operations, Inc. 

· Clinton Energy Management Services, Inc. 

· Enron Energy Services, Inc. 

· The Bentley Company 

· Richard B. Buy, former Enron Senior Vice President and Chief Risk Officer 

· Richard A. Causey, former Enron Senior Vice President and Chief Accounting Officer 

· David B. Duncan, Arthur Andersen's Chief Auditor for the Enron engagement 

· Andrew S. Fastow, former Enron Chief Financial Officer 

· Ben F. Glisan, Jr., former Enron Treasurer 

· Michael J. Kopper, former Managing Director of Enron's Global Equity Markets Group 

· Kenneth L. Lay, former Enron President, Chief Executive Officer, and Chairman of the Board 

· Jeffrey K. Skilling, former Enron President, Chief Executive Officer, and Chief Operating Officer
9. On October 31, SEC begins an official external investigation. Enron board of directors launches an internal investigation at the same time.
October 22, 2001 - Enron disclosed that the Securities and Exchange Commission has requested it voluntarily provide information "regarding certain related party transactions" in the start of an informal inquiry.
October 24, 2001- Two days later, Enron replaced Andrew Fastow, Chief Financial Officer with Jeff McMahon. “In my continued discussions with the financial community, it became clear to me that restoring investor confidence would require us to replace Andy as CFO,” Lay said.
October 31, 2001, Enron elected William Powers, Jr. to its Board of Directors and established a special committee to examine the related party transactions.
October 31, 2001 -The SEC upgraded its inquiry to a formal investigation.
10.  Both Enron and Andersen, its primary auditor, are said to have shredded documents related to these issues.
For 16 years, up until it filed for bankruptcy in December 2001, Enron retained Arthur Andersen, to be its auditor. Enron was one of Andersen's largest clients worldwide, and became Andersen's largest client in Andersen's Gulf Coast region. Andersen provided both auditing and consulting services to its clients, including Enron. During 2000, the auditing and consulting fees that Enron paid to Andersen were 25 million $ and 27 million $ respectively.

On November 8, 2001, the SEC served Andersen with the anticipated subpoena relating to its work for Enron. In response, members of the Andersen team on the Enron audit were alerted finally that there could be "no more shredding" because the firm had been "officially served" for documents.

January 17, 2002 - Enron fires Aurther Andersen.  "As announced on Oct. 31, the Enron Board of Directors convened a Special Committee to look into accounting and other issues relating to certain transactions," said Kenneth L. Lay, Enron chairman and CEO. "While we had been willing to give Andersen the benefit of the doubt until the completion of that investigation, we can't afford to wait any longer in light of recent events, including the reported destruction of documents by Andersen personnel and the disciplinary actions taken against several of Andersen's partners working in its Houston office."
January 21, 2002 – Andersen makes an offer to Enron’s shareholders of 750 million $ to stop the legal processes.

March 7, 2002 - United States of America against Andersen. The United States District Court, Southern District of Texas, indighted Andersen, on the grounds ¨Obstruction of Justice¨. Andersen was accused of the wholesale destruction of documents at Andersen's offices in Houston, Texas and in other places.

April 9, 2002 - Duncan, Andersen's lead accountant on the Enron engagement, which had been fired by Andersen in January 2002 for destroying documents, plead guilty to one count of obstruction of justice in destroying Enron-related documents and instructing his colleagues to do so as well. Standing before U.S. District Judge Melinda Harmon, Duncan described how on Oct. 21, he ordered Andersen employees to comply with a policy to retain certain documents and destroy others. This took place just two days after he learned that the Securities and Exchange Commission was investigating Enron.
"I also personally destroyed such documents" Duncan told the judge. "I accept that my conduct violated federal law."

March 26, 2002 - Joe Berardino, managing partner and chief executive officer of Andersen Worldwide SC, steped down from his CEO position. Andersen starts selling subsidiaries all over the world to his competitors.

Andersen was accused and on June 15, 2002, found guilting of having knowingly intentionally persuaded Andersen employees, with intent to cause and induce such persons to (a) withhold records, documents and other objects from official proceedings, namely: regulatory and criminal proceedings and investigations, and (b) alter, destroy, mutilate and conceal objects with intent to impair the objects, integrity and availability for use in such official proceedings. 

The verdict means Andersen can no longer audit publicly traded companies without an SEC waiver, and could now face fines of up to twice the amount of the economic harm the judge determines its actions caused.

11.   Pushing for the deregulation of the Accounting Industry.
Last year, SEC Chairman Arthur Levitt, Jr. proposed a rule that would have restricted the amount of non-audit-related consulting work that companies like Andersen and other Big Five accounting firms could do for their audit clients.
Jeffrey Peck, a managing director for Andersen, said the rule would cut his firm's market potential by 40 percent.
Among those arguing against the proposed rule was Harvey L. Pitt, then an attorney with the firm of Fried, Frank, Harris, Shriver & Jacobson. Bush appointed Pitt chairman of the SEC; the Senate confirmed him in August 2001.
Big auditing firms spent large amounts of money to influence the Securities and Exchange Commission to allow large accounting and consulting firms to perform both services for their corporate clients.

In total, Andersen and associates recently spent over $8,101,352 in lobbying and by contributing to Bush campaigns to influence government.

12.  Calls for changes have spread in the Accounting Industry, Rating industry, and within US legislation and political circles. The main motto is to prevent further possible ¨Enrons¨.
June 18, 2002 U.S. Senate Banking Committee Passes Public Accounting Reform and Investor Protection Act. This is an original bill to improve quality and transparency in financial reporting and independent audits and accounting services for public companies, to create a Public Company Accounting Oversight Board, to enhance the standard setting process for accounting practices, to strengthen the independence of firms that audit public companies, to increase corporate responsibility and the usefulness of corporate financial disclosure, to protect the objectivity and independence of securities analysts, to improve Securities and Exchange Commission resources and oversight, and for other purposes. 
13. Civil trials, congressional and SEC investigations are underway against Enron and its then Chief Executives for violation of Federal Security Laws, breach of feduciary duty, and violation of Erisa (Employee Retirement Income Security Act of 1974) and for fraud.
Guilty verdicts in the class action civil suites means that Enron and many of its former executives will be paying out billions of dollars in retribution, court costs, and lawyers fees. 

Armed with a cache of Enron memos discussing tacticts used to manipulate California's energy market, state officials are gearing up for an effort to recoup billions of dollars in losses suffered during its power crisis. Gov. Gray Davis joined U.S. Sens. Dianne Feinstein and Barbara Boxer in asking U.S. Attorney General John Ashcroft to open a criminal investigation into the behavior outlined in the Enron memos. "Through its greed and possibly illegal manipulation, Enron did incalculable damage to California's economy — and thereby to the national economy," Davis wrote in a letter to the Federal Energy Regulatory Commission, the chief regulator of power wholesalers.
Federal prosecuters are looking at indictmenting Enron and its former executive officers. Securities fraud, insider trading, mail and wire fraud, and perjury are all potential charges
. Guilty vericts in these possible cases may lead heavy fines and jailtime for some of Enron´s former top executives. 

Possible conflicts of interests have been found for many Texan judges.  Enron, employees of Enron and its law firm gave $200,550 to the 22 civil state district judges elected in Harris County (Texas) since 1998. Just four civil district judges there have been elected without Enron money, and just one of these judges, Mark Davidson, took no money from Enron’s law firm, Vinson & Elkins. At a time when Houston courts could face explosive Enron litigation, this causes much concern. 

Questions for the discussion

1. What are the main reasons for Enron’s bankruptcy?

2. The majority of Enron’s workers have lost their job and their pension plan and Enron’s shareholders have lost billions of US dollars. Who has to pay for that?

3. Which measures would you recommend to avoid this situation in the future? 
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Claimed figures vs. Restated figures - November 8, 2001


(Figures in millions of $)





1997        1998        1999       2000    6 months   Acumulation


Net Profit             		105           703          893        979           829          	3509


Net Profit   (restated)       	  26           564          635        842           869         	2936 (-16%)


Debt           			6254         7357        8152     10229       12812


Debt    (restated)       	6965        7918         8837     10857       12812


SE (Stockholders Equity)	5618         7048        9570     11470       11740


SE 	(restated)        		5309         6600        8724     10289       10787
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