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	Topic Overview

	Topic
	BAFS Elective Part - Accounting Module – Financial Accounting
A06: Ethical Issues in Accounting

	Level
	S5 / S6

	Duration
	2 lessons (40 minutes per lesson) 


Learning Objectives:
1. To understand the background information of the Enron Case;
2. To conduct reflective thinking on the lessons learnt from the Enron Case;

3. To demonstrate ethical issues in accounting;
4. To understand the classical Corporate Governance (CG) model which consists of the Chief Executive Officer (CEO), Board of Directors (BOD) and Shareholders; and
5. To evaluate the effectiveness of BOD in performing their roles.
Overview of Contents:

Lesson 1
A Case Study: Enron 
Lesson 2
Ethical Issues in Accounting and Corporate Governance (CG)
Resources:

· Topic Overview, Teaching Plan and Answers to Student Worksheet
· PowerPoint Presentation

· Student Worksheet
Suggested Activities:
· Case Study
· Group Discussion
	Lesson 1

	Theme
	A Case Study: Enron

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:
1. Describe the background information of the Enron Case; and
2. Tell the lessons learnt from the Enron Case.
Teaching Sequence and Time Allocation:
	Activities
	Reference
	Time

Allocation

	Part I: Introduction

	· Teacher begins the lesson by asking students “Have you ever heard of the Enron Case?” 
	PPT #1-4

	2 minutes

	Part II: Content

	· Case Study
· Teacher briefs students on the background of Enron.
· Activity 1: The Life of Enron 
· Students form groups of 4-6 students and complete the flow chart in the student worksheet.  They are allowed to make reference to the “Enron timeline” and relevant web links (Appendix I).
· Before providing the suggested answers, teacher invites volunteers to give their suggestions.   
· Activity 2: Discussion 

· Students are divided into groups of 4-6 students.
· Students will discuss within their groups and conduct reflective thinking on the lessons learnt from the Enron Case by answering the questions.
· Students are required to present their answers in the next lesson.
	PPT #5-6
PPT #7-9
Student Worksheet pp.1-3
PPT #10-11
Student Worksheet pp.4-5
	5 minutes
20 minutes
10 minutes


	Part III: Conclusion

	· Teacher reviews the key points.
	PPT #12-13
	3 minutes


	Lesson 2

	Theme
	Ethical Issues in Accounting and Corporate Governance (CG)

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:
1. Describe some ethical issues in accounting;
2. Describe the classical corporate governance (CG) model which consists of CEO, BOD and Shareholders; and
3. Evaluate the effectiveness of board of directors in performing their roles. 

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time

Allocation

	Part I: Introduction

	· Teacher begins lesson by revisiting the Enron case and key points learnt in the last lesson.
· Students will present their findings from the discussion conducted in the last lesson.
	PPT #14-16
	5 minutes

	Part II: Content

	· Teacher elaborates on ethical issues in accounting, such as manipulation of data, bribery and conflict of interest, etc.
· Activity 3: Case Discussion

· Students are divided into groups of 4-6.
· Students are required to discuss within their groups and to identify impacts of ethical issues in accounting in terms of manipulation of data, bribery and conflict of interest in the case provided.
· Students are required to present their answers.
· Teacher explains the meaning of Corporate Governance and classical the CG Model.

· Teacher clarifies how the Enron Case provides insights to help strengthen Corporate Governance.
· Activity 4: Discussion

· Students are divided into groups of 4-6.
· Students will discuss the common reasons for the board of directors ineffectiveness.
· Teacher asks students to present their answers and reviews the key points with them.
	PPT #17-19
PPT #20-21
Student Worksheet pp.6-7
PPT #22-24
PPT #25

PPT #26-30
Student Worksheet pp.8-9

	7 minutes
10 minutes
4 minutes
4 minutes
6 minutes


	Part III: Conclusion

	· Teacher reviews the key points of Hong Kong Corporate Governance.
	PPT #31-34
	4 minutes


Extended Section (Optional):
	· Some Relevant Hong Kong Cases 
· Teacher shares some relevant Hong Kong Corporate Governance cases.
	PPT #35-40

	


Enron: Scandal Timeline Summary

	Time
	Events

	Early 2000

Enron invested in the dot.com boom.
	· As one of the first energy companies to trade through the Internet, Enron’s share price rose. 

· It transferred the losses from its books to a partnership, which was funded by Enron. 

	Late 2000

Enron continued to expand.
	· Enron's share price rose up to $90. Enron's annual report reported global revenues of US$100bn with income increasing 40% in three years. 

· Without the partnership, the real revenue would have dropped substantially.

· Enron used advanced accounting tools to keep the share price high and its growth by: 

· making investments; and

· transferring debts to the partnership for potential income

	Early 2001
Senior management becomes advisor to national energy policy.
	· Enron donated $100,000 to President Bush's inaugural committee fund. 

· In return, the president invited Enron’s senior management, Kenneth, to become an advisor for national energy policies. 

· As expected, the result of an energy policy review was favourable to the energy industry.

	August 2001 

Senior executives resigned.
	· A chief executive resigned and was replaced by Kenneth. 

· Investors reacted vigorously and sold millions of shares. The share price dropped below $40. 

· Another executive resigned. Previously, Enron’s senior management had disagreements over partnership transactions.

	October 2001

Auditors shred documents.
	· Enron’s auditor, Arthur Andersen, suggested to change the accounting method for the partnership. 

· A lawyer reminded Arthur Andersen not to retain unnecessary documents. 

· Arthur Andersen staff began shredding Enron documents.

	November 2001
Enron negotiated for a merger
	· Enron restated its profits for the past four years. 

· It inflated its profits by hiding debts in the complicated partnership arrangements. 

· Enron negotiated on a possible taken-over attempt by Dynegy.

	December 2001

Enron filed for bankruptcy protection.
	· Enron filed for bankruptcy protection and took legal action against Dynegy for withdrawal from the merger. 

· Its share price dropped from about $95 to below $1. 

	January 2002 
Investigation started.
	· The US Justice Department started a criminal investigation into Enron’s situation.

	February 2002 

Investigation report
	· Key points mentioned in the investigation report:

· a fundamental default of leadership and management.

· a systematic and pervasive attempt by Enron's management to misrepresent the company's financial position.


(Source from : http://news.bbc.co.uk/hi/english/static/in_depth/business/2002/enron/timeline/)
Activity 1 – The Life of Enron (Suggested answer)
Year 2000

(1) Keep high share price –use sophisticated accounting techniques
(2) Attract customers - by offering them a free trading through the Internet
     All time high share price – more than US$90

(3) Keep on growing 
      (i) accounting – by making investments and shifting debt off the books to the independent partnerships, in return for income that provided a buffer against future losses
      (ii) investor – buying futures in electricity supplies and passing them on at higher costs
(4) Remove losses – Pass the losses legally to an independent partnership
Year 2001
(1) What did Enron do to against the Potential Energy Policy?

Enron donated US$100,000 to incoming President Bush so that there was a review of planned energy policy which was favourable to the energy industry.

(2) Resign as the CEO in Aug 2001 – Jeff Skilling
Reaction of Investor – Investors were shocked and began to fear Enron’s business.  They sold millions of shares and drove down the share price.

Became the CEO – Kenneth Lay
(3) Became a tragic figure – Clifford Baxter
(4) (Oct 2001) Name of accounting firm -  Arthur Andersen

      Advice giving to Enron - Arthur Anderson told Enron that they had no other choice but to change the the accounting method for its special partnerships.
What did Arthur Anderson do?  The company began shedding key documents.
(5) (Nov 2001) An unusual move - Restated its profits for the past four years  
Implication - It effectively admitted that it had inflated its profits by concealing debt in the complicated partnership arrangements.
Collapsed
(1) Negotiation – Name - Enron’s rival, Dynegy

(2) Date of bankruptcy -  2 December 2001
Justice
(1) An announcement - In Jan 2002, the Justice Department announced criminal investigation proceedings into Arthur Andersen’s activities.
(2) Arthur Andersen admitted that employees had disposed of Enron documents.
(3) Conclusion:
(i) There was a fundamental default of Enron’s leadership and management.

(ii) Enron’s management attempted to misrepresent the company’s financial condition.
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