Topic A06: Ethical Issues in Accounting                               Student Worksheet p.10

BAFS Elective Part - Accounting Module – Financial Accounting 
Topic A06: Ethical Issues in Accounting 
The Case Study: Enron
Activity 1 – The Life of Enron

Students are required to complete the flow chart with reference to the “Enron time-line” and relevant web link given to you in Appendix 1.
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Activity 2 – Discussion
After finishing the Activity 1, students are requested to do the following reflections: 






Activity 3 – Discussion
What kind of ethical problems in accounting have been surfacing?                                           


Background information

· Lucky Ltd. Co. is a Hong Kong listed company.

· Mr. Lee is a director for Lucky Ltd. Co.

· Mr. Lee’s wife is a major shareholder of its customer, Rainbow Co.

· For bidding trading contracts, Mr. Lee brought a diamond ring for a sales manager in Lucky Ltd. Co.

· During the year, Lucky Ltd. Co. had $2 million sales transactions. However, in the accounting record, the amount was $2.5 million. 

These types of ethical problems in accounting (like manipulation of data, bribery and conflict of interest) are shown in the first column.  Please provide the explanations in the second column.  You may also suggest some other ethical problems in the space provided.

	Ethical issues
	Explanations

	1. Manipulation of data 


	

	2. Bribery


	

	3.  Conflict of interest


	

	4.


	

	5.


	


Activity 4 – Discussion

Are the Board of Directors performing their roles?
Read the following short article and fill in the following table:

The Wisa board meeting, a US listed credit card company, was going to be held in 10 minutes. This kind of board meeting is held twice per year. 

During the board meeting, both Mr. Andersen and Mr. Ball fell asleep …… 


Common reasons for the ineffectiveness (like lack of independence, insufficient attention etc.) of the board of directors are provided in the first column. Please give explanations in the second column by complete the following table.
	Common reasons of ineffectiveness of board of directors
	Explanations

	1. Lack of independence 


	· Employed by the company

	2. Insufficient attention


	

	3. Insufficient incentive


	

	4. Avoidance of conflict


	


Appendix 1

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.


(adapted from : http://news.bbc.co.uk/hi/english/static/in_depth/business/2002/enron/timeline/)
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Why did the Enron Case surface?








Who should bear the blame?





3. Should the accountants/ auditors be responsible for the Enron Case? If yes, in what aspects?





What can we learn from the Enron Case?








Mr. Adrian Andersen:


CEO of another US listed technology company IBN.


He came to the meeting in hurry.


He finished an urgent IBN meeting that morning.


He is employed as an outside director with Wisa for more than 5 years.


His main duty is a physical presence at the Wisa board meeting.


He openly confesses he never had time to “digest” any relevant documents before a board meeting

















Mr. Boris Ball


Non-executive director of Wisa since its launch.


He had close private business with Wisa.


He owns a consultancy firm which focuses on customer credit analysis and frequently provides consultancy services to Wisa.


His remuneration for the post of Wisa is nominally low and fixed whatever how good Wisa is operated.











Who?








Resign as the CEO in Aug 2001





5. What kind of precautionary measures do you suggest to prevent a similar event happening again?








6. What is corporate governance?





7. How would “Corporate Governance” work for Enron?
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