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Introduction:

The saga of the ENRON Corporation has been unfolding in the media for well over a year. In the span of only three years, ENRON has gone from public and professional acclaim of the company and its senior executives to scorn, infamy and bankruptcy. Its public auditing firm, Arthur Andersen, has basically been destroyed, as well as publicly disgraced. Tens of thousands of employees and investors have been emotionally and financially affected. Major financial services firms in banking, securities brokerage and insurance have been, and may yet be, drawn into the legal battles regarding who is to blame for the ENRON failure.

Overview of ENRON:

The following timeline for ENRON is presented to set the major milestones for the company:

July 1985- Houston Natural Gas merges with InterNorth to form ENRON, as an interstate natural gas pipeline company. Kenneth Lay is CEO.

1989- ENRON starts trading natural gas commodities and commodity derivative financial contracts.

1994- ENRON begins trading electricity as a commodity and related financial derivative contracts. Jeffrey Skilling is executive in charge of this new business venture.

Nov. 1999- EnronOnline is launched as a web site for the global trading of energy commodities and derivative contracts. Jeffrey Skilling leads this continued transformation from a natural gas pipeline company to a global marketer and trader of oil, gas and electric energy. Stock price trades at $45 per share.

2000- Stock price trades at high during year of $91 per share.

Feb. 2001- Jeffrey Skilling takes position as CEO, and Ken Lay remains as Chairman of the Board.  Stock price is trading at high range of $84 per share.

Aug. 2001- Jeffrey Skilling resigns as CEO, and Ken Lay returns to position as CEO and Chairman.  ENRON vice president, Sherron Watkins, writes anonymous letter to Ken Lay about severe problems with partnerships known as LJM and Raptor, the accounting for those partnerships, the role of the ENRON CFO in the partnerships, and the possible adverse effect of these partnerships and their accounting if the information were ever revealed to the investment markets.

Jan.-Aug. 2001- Lay and Skilling sell $41 million of ENRON stock. Other corporate insiders sell $71 million of stock. Employees are restricted from selling stock from 401(k) retirement accounts unless retiring or leaving employment.

Sep. 2001- Stock price trades around $28 per share, after 9/11 terrorist attacks.

Oct. 2001- ENRON reports a $618 million loss for the third quarter, and restates past financial statements that results in $1.2 billion writedown of ENRON's stockholder equity. Loss and writedowns result from Special Purpose Entities (partnerships) created under the direction of Chief Financial Officer (CFO) Andrew Fastow. The Securities and Exchange Commission (SEC), requests further explanation and information on the reported losses and financial restatements. CFO Andrew Fastow is relieved of his position. ENRON's problems largely related to "aggressive" accounting related to reporting of indebtedness on balance sheet, reporting of profits from asset sales and reporting of earnings and cashflow from on-going operations.

Nov. 2001- SEC upgrades inquiry into ENRON to a "formal investigation".  ENRON states that its profits over last five years have been "overstated" by $586 million. Public auditing firm, Arthur Andersen, receives request from SEC for its records on the ENRON audits. ENRON attempts to raise cash by delaying loan repayments and seeking new sources of short term capital. Merger attempt with Dynegy Corp. is cancelled.

Dec. 2001- ENRON files for Chapter 11 bankruptcy protection. CEO of Arthur Andersen tells Congress that ENRON might have violated securities laws.

Jan. 2002- Justice Department begins criminal investigation of ENRON's failure. Reports are received about document destruction at ENRON and Arthur Andersen after SEC investigation was announced. ENRON stock trades at prices between $0.20 and $0.50 per share.

Feb.-Aug. 2002- Ongoing investigations by SEC, U.S. Justice Department, U.S. House of Representatives, U.S. Senate, et al. Companies such as Merrill Lynch, Citicorp and J.P. Morgan Chase are called to testify about their dealings with ENRON. Role of ENRON in the California energy crisis is investigated. ENRON employees sustain massive losses in 401(k) retirement accounts and employee layoffs continue. Federal government evaluates need for new laws related to employee pension accounts, regulation and oversight of public auditing firms, and corporate fraud and governance issues. 

ENRON Failure:  Who's to Blame?

At first glance, it would appear that ENRON's senior executives, notably Lay, Skilling and Fastow, are the primary suspects. However, they claim that they were operating with the consent and approval of the ENRON Board of Directors. The Auditing Committee of the Board of Directors continued to rely on its public auditing firm, Arthur Andersen, who continued to write favorable opinion letters that ENRON's accounting was "adequate to provide reasonable assurance as to the reliability of financial statements" for the years 1998, 1999 and 2000. Arthur Andersen public auditors were using the accounting system that was developed by ENRON in conjunction with the advice and counsel of the consulting arm of Arthur Andersen. The accounting system was developed also to conform to Generally Accepted Accounting Principles (GAAP), as interpreted by joint agreement of Arthur Anderson auditors and the consulting unit, ENRON accounting personnel and, to some extent, by the legal firms passing favorable opinions on accounting and tax treatments of the ENRON related partnerships (SPE's).

Throughout ENRON's history, up to the October-November, 2001, restatement of the income statement and balance sheet due to the LJM and Raptor partnerships, all of the  players indicated above were giving each other confirmation and approval for the accounting and business practices that suddenly were being undone in October.  In the previous year, ENRON paid over $50 million to Arthur Andersen for their consulting and auditing services. The law firms, providing services and opinions to ENRON, received about $50 million in fees. As a result, the various ENRON players were all confident that they were operating in a system where each was being covered by the actions and confirmations of others in the system. Nobody did anything wrong, because the actions were all blessed by the other players in the system!

But who else was involved in ENRON debacle? Lets us not forget the various members of the financial community, i.e., the banks, credit rating agencies and the securities brokerage firms. Recent hearings in the U.S. Senate explored the activities of J.P. Morgan Chase and Citibank (the banking side of Citigroup) with ENRON. Apparently both of these banks were involved in what are called "prepay" energy transactions. Employees of the banks were dealing with ENRON and ENRON partnerships to provide cash to ENRON for its day-to-day financial operations, in ways that could be reported as "operating activities" versus "debt financing" activities. The banks were finding ways, supported by legal and accounting opinions, that enabled ENRON to engage in practices that had the effect of hiding its debt obligations off-the-balance sheet, while appearing to report positive profits and flow of funds from operations. 

Merrill Lynch dealt with an ENRON partnership (the Nigerian Barge Project) in a transaction that allowed ENRON to report a $12 million addition to profits just before the end of fiscal year 1999. Merrill Lynch claimed that the transaction was a $7 million purchase of equity, with attendant equity risks, but even Merrill's own company newsletter and executive e-mails were indiscriminant in referring to the deal as "equity" in some documents, and a "loan" in other documents. In essence, Merrill's "equity " investment was guaranteed to be repaid in 6 months at a stated 15 % rate of return, in addition to ENRON paying a $225,000 fee when the documents were signed, and agreeing to compensate Merrill for all its expenses of drawing up the legal papers for the transaction. (As a professor of finance and investments, this "deal" sounds a lot to me like a guaranteed "loan" at a fixed rate of interest, and not a real "equity" position with price risk to the investor.)

But where were the various credit agencies that were supposed to provide independent advice about ENRON's financial ability to repay its indebtedness? Moody's and Standard and Poor's credit ratings indicated that ENRON was an "investment grade" credit risk until well into the year 2001, although the rating was softening. The massive restatement of financial statements in October, 2001, and further insights into the "off balance sheet" financing methods of ENRON led to ratings downgrades to "junk" or high risk status of ENRON as a creditor. However, even the credit rating agencies, with their supposed accounting and analytical expertise, failed to fully understand the condition of ENRON and to give early warning of the potential failure to the investing public and financial institutions.

Where were the government's regulatory agencies? The Securities and Exchange Commission, our federal government oversight of publicly traded companies and the securities markets, were apparently caught flat-footed with the ENRON October, 2001, revelations. The State of California deregulated electric energy with a plan that established the rules for energy trading and pricing, but the rules were apparently so complex that there was an incentive for energy producers and trading companies to "game the system" in order to make profits by finding loopholes in the system. The California energy deregulation also had some interesting characteristics, such as, the energy prices to consumers were fixed in price, but the firms transmitting energy to consumers would have to pay an energy price which was deregulated and adjusted to prevailing market conditions. Could the politicians have also been unwitting partners in the ENRON failure?

And lets not fail to identify the role of ENRON rank-and-file employees and the general investing public. ENRON employees were seeing the day-to-day company operations up close and personal. The accounting department had hundreds of professionally trained accountants working on the reporting of company transactions. Many of the accountants were also prior employees of the auditing firm, Arthur Andersen, trained to look at the transactions with an "independent" auditor's perspective. Finally, one employee, Sherron Watkins, did attempt to blow the whistle on suspected accounting problems, but only in an anonymous communication to the CEO of ENRON. And what was driving the executives of ENRON to do the things that are now linked to the failure of the company? The obvious answer was a desire to satisfy the profit and stock price expectations of the investing public, in an effort to fulfill the corporate objective, as stated in the financial management texts, to "maximize the value of the firm to the shareholders". In the 1990's, investors in equity securities became enamored with the expectation of 25-30% annual rates of returns, and rewarded companies with fast growing earnings with very rich stock prices, but also severely punished company stocks which failed to meet the "Wall Street's" expected next period earnings numbers. Can you say investor "greed"? As a result, ENRON executives and employees were caught up in the desire to report ever increasing earnings in order to keep stock prices rising, and to protect their jobs and wealth in their retirement plans.

In summary, who caused the ENRON failure? Answer: a lot of individual and institutional players! While it may be comforting to just fix blame on a few "rotten apples" in the company, there are a lot more cooks who contributed to the terrible stew served by ENRON. We will see later who is "legally" to blame, once the legal process works its way through the court system.

ENRON Failure: How did it happen?

The precipitous public event that really led to the ENRON failure was most likely the announcement of the financial and profit restatements in October, 2001. But this was just the "tip of the iceberg". The real explanation lies in the operations and activities of ENRON for many years leading up to October, 2001. Pivotal to this was the nature of the change in ENRON's business activities, from that of a producer and transporter of energy, to a global marketer and trader of energy, with production and trading of energy, energy financial derivatives products, and telecommunications systems and other derivative products trading. ENRON was even developing new financial products on weather and corporate credit enhancement, i.e., financial contracts that would make payments based on outcomes of weather and changes in the credit worthiness of businesses. However, the issue of accounting and auditing for these new activities, and the increasing use of off-balance-sheet partnerships and financing activities are intricately entwined with the issue of how the failure occurred. And finally, the corporate, economic and political environment impact should be included as contributing factors.

It is likely that books and learned tomes will be written on this topic for years to come, so I will only raise the issues I see as key to how ENRON descended so quickly into bankruptcy. 

The birth of ENRON in 1985 was as a company that transmitted natural gas to customers through its physical pipeline system. It built pipelines with long physical lifetimes, and used debt capital to raise money for the construction of the facilities. Government regulation, at the state and federal level, of energy companies and prices was very comprehensive. But there was a trend in government and economic policy to deregulate the industry and let market forces prevail, which would also change the risk and reward characteristics of the companies in this industry. The move toward deregulation also opened up new possibilities for company activities and products. ENRON embarked on the development of financial products and commodities trading platforms (EnronOnline) that moved the company toward becoming a financial services and information technology based business enterprise. Producing energy and transporting it to the end user was the boring, old line of business, with limited growth potential and investor appeal. ENRON's new focus on becoming a global marketer and trader of energy and other financial products was the new wave that would offer prospects of rapidly growing earnings and stock prices for the shareholders.

But, the new operational environment involved the need to finance development of entirely new business activities, and changed the characteristics of funds flowing into and out of the company. Risks to ENRON from this new corporate strategy would include variability of funds needed to finance the new activities, the variability of economic profits caused by new market factors, and complexity of implementing accounting systems to handle the new products/businesses. So ENRON needed new capital sources with which to invest in its new corporate direction. This would change in the future the ability of the company to meet its financial obligations to those providing the new capital. Banks and bondholders would be providing loans with interest and principal repayment obligations fixed by legal contract, with well-defined risks and penalties if repayment was not made. Equity investors buying newly issued shares of ENRON stock were making decisions based on future expected profits and risks quite different from that of an energy production and transportation company. Future returns to purchasers of these new ENRON shares would be dependent on the success of the new corporate strategic investments.

With this background, Lay and Skilling, with the advice and consent of the members of the Board of Directors (elected, in theory, by and for the interests of the stockholders) proceeded to implement the new corporate strategy. A new employee, Fastow, was brought to the firm from the banking industry and rose to become the Chief Financial Officer. Together, Lay, Skilling and Fastow had the responsibility to conduct the financing, accounting and operating activities of the company as it transformed itself in the corporate future. The pressure on this management team was to bring about the transformation of the company, to produce growing profits from old and new operations, and to grow the value of the firm, as indicated by the market price of its common stock. 

The stage was set. ENRON's business transformation was firmly set in place in the middle and late 1990's. However, new markets and new products bring new risks and new competitors. Forecasts of how much new financing is needed to fund the new activities may prove to be too low. More new capital must be raised from external capital sources. Lenders want assurance that loans can and will be repaid, determined partly by the credit agency ratings on the company, which are based on the company's reported financial statements which are given the seal of approval by the public auditors. Investors purchasing new shares of ENRON stock will only be rewarded if the stock price continues to rise, but that largely depends on the company continuing to produce ever higher reported after tax accounting profits. 

So reality sets in. The company discovers that the new investments are not as profitable as forecasted or desired. The financial officer is responsible for raising continuously increasing amounts of new capital to fund the growing investments required to fulfill the new corporate strategy. Wall Street securities analysts expect to see growing assets and growing corporate revenues being reflected in the after tax reported profits and earnings per share (EPS). The management team must deliver new capital to meet needs, must continue to pay and meet its past loan repayments, and must deliver the bottom line income numbers on the profit statement. How do you accomplish this when the underlying economics of the business is short of expectations? One answer is to adjust the corporate operations to reflect the changed economic environment (potentially disappointing the shareholders of the company and having the senior management team replaced by the Board of Directors). The other answer is to find ways to raise the new capital without it appearing adversely on the firm's financial statements, and to find accounting methodologies that will allow stated profit reports to investors to be inflated beyond the true level of what would be called "economic" profits for the firm. The information and legal accusations regarding ENRON seem to indicate that management took the latter course of action.

The results of the Lay-Skilling-Fastow leadership decisions embarked ENRON on a path of using available accounting devices to both understate the amount of borrowed capital actually being used by the company, and to "manufacture" higher after tax reported profits and EPS to shareholders. The issue of whether these were legal or illegal actions awaits the outcome of future court trials, but the fact that ENRON is now in the legal condition of Chapter 11 bankruptcy, with the massive losses in stock value and uncertainty about lenders being repaid, is the result of the course of action set in place by ENRON's executive officers ( who were aided and abetted to some extent by members of the Board of Directors, Arthur Andersen and various outside law firms).

The story of HOW this occurred is very complex. I will attempt to explain several of the techniques used by ENRON  to under-report the debt required to keep the company operations running and to overstate the profits of the firm. Both goals were achieved with the creation of Special Purpose Entities (SPE's or partnerships). A company can enter into a partnership with outside investors and lenders, and not have to consolidate that entity into the company's financial statements reported to the investing public. So, ENRON establishes a partnership with outside equity investors who buy as little as 3 percent of the partnership's total capital, with ENRON investing the rest of the capital. Next, the partnership buys assets from ENRON, using the equity capital from the partners and loans from a financial institution or bank.

As a simplified illustration, assume that ENRON sells electric generating equipment to a SPE for a price of $50 million. Banks lend the SPE $45 million for the purchase with a fixed maturity and interest rate. ENRON invests $0.5 million in equity of the SPE and sells shares for $4.5 million (over 3 percent of total capital) to outside investors. Because the bank loan is not directly to ENRON, but to the SPE, it does not get reported as a debt obligation on the balance sheet. Further, if the asset’s book value on ENRON’s balance sheet for this equipment was $28 million at the time of the sale to the SPE, then ENRON now can report in this fiscal year a profit on the sale of $50-$28=$22 million of profits. ENRON’s cash receipt from the SPE is $50 million minus its equity investment in the SPE equity ($49.5 million net new cash to ENRON). If the SPE successfully uses the asset to generate future cash inflows to repay the loan to the bank and have remaining profits for the SPE partners, then ENRON will book future profits.

But what happens if the assets are overpriced and do not generate sufficient future revenues to repay the bank loan? Does this mean that the banks might not get repaid the principal of the loan? The answer lies in what might have been a separate agreement, oral or written, that ENRON promised to the banks that loaned money to the SPE. The agreement might look like the following. ENRON will agree to give to the SPE (or directly to the banks) additional shares of ENRON stock in sufficient market value for the SPE to sell the stock and repay the bank loan principal. This action might also be required in the case where ENRON either has a downgrade of its own credit rating below investment grade, or when the ENRON stock price falls to a lower boundary level. Therefore, when the market price reaches $28 per share, ENRON must give the SPE enough shares of stock to enable the SPE to repay all of the outstanding bank loan principal.  However, if ENRON fails to inform its stockholders about these future obligations, the massive amounts of new shares that ENRON would have to issue would cause high equity dilution, immediately lower the EPS of the stock, and further put downward pressure on the market price of ENRON stock. Since ENRON by year 2000 had created approximately 2000 SPE’s, any major reversal of the company’s operations would be cataclysmic. 

The above illustration shows how ENRON was able to use the SPE’s to enter into debt obligations with lenders, and still not report the debt on its own financial balance sheet. Further, the company could use the sales of its assets and operations to the SPE to generate an immediate profit to add to its current income statement. 

Now, in keeping with the classic type of Ponzie scheme, you start with small deals to boost profits and hide small amounts of debt off-balance sheet. To grow next year’s earnings, support investment in additional assets and new businesses and repay the old lenders, you need to create more and bigger SPE’s in the second year, then the third year, etc. As long as increasing stock prices continue, everything is fine. When lenders don’t get repaid or stock trigger points are reached in the loan agreements, then things start to unravel quickly and in the full glare of the investors, security analysts and credit rating agencies. For ENRON, activities undertaken over many years came to public attention in October, 2001, and the company was taken into bankruptcy by December of that year.

In addition to the creation of the SPE’s, ENRON seemed to be equally busy creating the appearance of corporate profits from other “aggressive” uses of accounting. One method of boosting reported earnings after taxes to shareholders is to find ways to lower the corporate tax bill on reported profits. Because GAAP and tax accounting rules can be quite different, it might be possible for a creative company to raise reported after-tax profits using GAAP accounting, but using different rules to report zero profits for government tax purposes. To the shareholders in the annual report, following GAAP rules, the company would report its higher pre-tax profits, while reporting the taxes payable at a much lower amount. One report suggests that of ENRON’s year 2000 earnings after-tax  reported to shareholders, about $296 million or 30 % of earnings were the result of one-time tax saving strategies created by the tax accountants. Clearly, companies can follow rules that allow them to minimize taxes payable to government. And, with the complexity of US corporate tax codes and the added factor that ENRON was a global company facing many different country taxes, bright tax accountants can contribute significantly to lowering the company’s total tax bill. By September of 2001, reports indicate that lowered operating profits in many of ENRON’s divisions resulted in pressure on the tax department to generate up to $600 million of new tax savings for fiscal year 2001. Accountants know that strategies to “avoid” excess tax payments are legal, but that attempts to “evade” taxes by fraudulent means is illegal. Here again, ENRON's internal staff likely made use of legal opinions from internal and external legal advisors that their techniques were "appropriate".

These several examples indicate the potential methods by which “aggressive” application of accounting can hide debt off-balance sheet and create the appearance of increasing profits. The result can have the effect of convincing investors that the company stock is more valuable than it might truly be worth. But these methods, when learned about by the investing public and the creditors, can lead to rapid deterioration of the company and the value of its common stock shares.  Reports in the media about ENRON suggest that the reliability of the company balance sheet and income statements in the annual reports to the SEC and the shareholders over the previous 3 to 4 years were highly dependent on the “aggressive” and creative skills of ENRON’s accounting staff, aided by the acquiescence of the Arthur Andersen auditors, and the counsel of legal firms hired by ENRON. 

ENRON Failure: Why did it happen?

I think that the answer to why it happened is relatively straightforward. The Lay-Skilling-Fastow executive team was trying to create a business enterprise that would deliver increasing wealth for their shareholders. However, when the cold light of dawn showed that the “real” economics of the firm was less than that desired or necessary to support a growing stock price, it became necessary for the firm to apply aggressive accounting methods to achieve the desired effect. To the extent that the new business ventures undertaken required continuously increasing amounts of new capital, the executive team relied on other creative mechanisms and accounting to bring in new debt capital, but to do it in a way that would not make the firm look to be more risky to the new capital investors. Once started down a slippery slope, the need to continue these types of activities simply increased in each succeeding year. They wanted to keep their jobs, personal wealth and public acclaim, which meant keeping ENRON moving forward by any means. But where were the ethical checks and balances that should have been recognized by management?

Which brings me to the ENRON Board of Directors. Where was the corporate governance process that should have been exercised by the members of the Board? Certainly the Audit Committee of the Board should have been more critical of the auditors and their work. But, with the stock price and earnings rising, they were perhaps lulled into a false sense of security about ENRON’s internal accounting, and the favorable opinion letters signed by Arthur Andersen. The Board members enjoyed their status at ENRON and the remuneration paid by ENRON. They seemed willing to accept information from the Lay-Skilling-Fastow team at face value, without critical analysis. They failed to live up to their role as overseers of management on behalf of the stockholders who elected them to the Board.

ENRON employees also facilitated the failure of their own company, and have suffered accordingly. ENRON had an inside legal staff of over 100 lawyers, and an accounting staff of several hundred trained accountants. All seemed to be operating in a way that supported the executive management team. There seemed to be little incentive or willingness to question the methods being employed to boost reported profits and hide corporate debt. As employees were being paid good salaries, provided with full benefits, and investing their pension contributions in rising company stock, rocking the boat about questionable activities would be a supreme act of courage, with high risk penalties. So they remained supportive, until Sherron Watkins finally tried to raise awareness of potential problems.

ENRON executives were further aided and supported by the Arthur Andersen auditors and scores of outside legal firms working for the company. ENRON was a very good client for Arthur Andersen, collecting over $50 million in revenues in year 2000. The legal firms were paid about $50 million in fees for their services that supported and justified the activities of ENRON. Remaining in good standing with the executive team at ENRON meant future business for their firms, and perhaps added bonuses for individual executives at the auditing and the legal firms. Executives probably do not look favorably on outside firms who give contrary advice to that which the executives desire. So ENRON may not have been receiving the negative responses that would have cut short the activities that ultimately brought ENRON down. Whether illegal activities occurred is the subject of future investigations involving the auditing and legal firms hired by ENRON.

The government also bears some responsibility. The federal budget for the SEC has been reduced in past years, while the number and complexity of companies to be overseen by the SEC has increased. Politicians have reversed SEC enforcement rules through the legislative process, as seen in the debate over the rule of having companies expense options grants to employees in the income statement. Legislative activities have reduced regulatory oversight of energy companies, and replaced old regulations with new sets of rules and procedures that are only tested later in the real world, and sometimes found not to achieve the intended economic consequences. I won’t even raise the issue of campaign contributions to the politicians by individuals and corporations!

And finally, how the ENRON failure resulted must be viewed in relation to the desires of investors and financial institutions. Investors in the markets created conditions that meant companies which appeared to be “winners” saw rapid stock price increases, while “poor performers” had plunging stock prices. Pressure on company management was intense to continue to be seen as a “winner” to drive prices higher for their stockholders. Risk evaluation of stocks seemed to be secondary to investors relative to higher reported

earnings per share. In addition, the banks and security brokerage firms wanted to do business with ENRON to generate profits (and perhaps individual annual bonuses for the employees doing the ENRON deals) for their own shareholders. It seems evident, based on information concerning ENRON’s SPE activities, that the financial institutions benefited from the relationship, while they took steps to reduce the risks of dealing with ENRON through separate side deals and guarantees that were not fully understood by or revealed to the investing public.

In summary, the ENRON failure has not been the result of just questionable activities by ENRON’s executive management team. The cast of contributors to the failure and bankruptcy are both inside and outside the company. It’s the total system that resulted in failure that needs to be further understood and investigated.

A Proposal for the Academic Community

If you the reader are still with me, I will now endeavor to explain my proposal for a systematic study of ENRON. In an academic community, containing the “business types” and the “liberal studies”, the ENRON story need not be just  of interest to the “business” side. Yes, the faculty of management, finance, accounting and management information systems can study ENRON for insights and lessons about how corporate value can be destroyed, and what can be learned to prevent similar situations. But I see a bridge in the ENRON story with links to the liberal studies in the areas of economics, government, human psychology and legal studies, at a minimum. My proposal is simply to establish a series of defined workshops to explore all the dimensions of the ENRON failure, in order to focus on the relevant issues and understand the system in which an ENRON-type situation can occur. The benefits can be:

1.) to bring the two sides of the faculty together to explore a common fascinating story,

2.)  to provide a mechanism for showing the students the multi-faceted operation of 

business management and liberal studies disciplines in our society,

3.) as a means to potentially reach the wider members of the academic and business communities interested in learning more about this fascinating and disturbing failure of a business enterprise.

Possible topics for the seminars/research are as follows:

1. Accounting for SPE’s and use of off-balance sheet financing. Faculty leaders from Accounting and Finance departments.

2. Analysis of common stock valuation and determination of debt credit ratings after the ENRON experience. Faculty leaders from Finance department.

3. Evaluation of corporate strategy changes at ENRON and its lessons. Faculty leaders from Management and Business Policy.

4. Arthur Andersen: Management Shills or Investor Guardians?  Faculty leaders from Accounting/Auditing and Finance departments.

5. Evaluation of Corporate Governance failures at ENRON and possible improvements. Faculty leaders from Management and Organization Theory.

6. Exploration of human factors, employee responsibility and individual ethics in business. Faculty leaders from Management and Psychology departments.

7. Government regulation of business and corporate tax policies after the ENRON experience.  Faculty leaders from Economics and Tax Accounting departments.

8. The role of the legal system in the post-ENRON era.  Faculty leaders from the Legal Studies department.

I hope that this endeavor might pique your interest and support. 
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