Enron
Background: 
Energy Deregulation in late 1970’s



Lay former US Interior Dept energy economist



Houston Natural Gas Merges with InterNorth to form Enron 1985



Enron’s Debt was 75% of its market Capitalization in 1987



1989 Skilling Hired with Harvard MBA



1992 3.5 billion deal for Nat Gas with Sithe in New York



1990 Andrew Fastow Hired

1990 Volumetric Production Payments created  (p297)

1991 DEC granted exceptional basis permission for mark-to-market accntg

1990’s International activities grow under Rebecca Mark



1993 plant in Teesside England – Lord Wakeham, a UK energy minister



1993 Wendy Gramm US CFTC granted exemption for trading gas (p297)

Mark to Market Accounting

Off Balance Sheet Transactions: Multiple subsidiaries to take debt or loans while Enron posted profit

Rank or Yank policy: Put pressure on employees to make up deals

Wall street Expectations: put pressure on managers to fulfill the legend

Powers Committee Report Criticisms:

1. Board of Directors

2. Poor controls

3. Ceo failed to guide Enron

4. Auditor failed to be watchdog

5. Creative accounting with ill intent

6. inadequate disclosure (continued optimistic PR to the end)

7. Lack of understanding of transactions, consequences, and risks

Federal Sentencing Guidelines

1. Having Standards 

2. Assigned Responsibility - Adequate Resources 

3. Due diligence in Hiring 

4. Communications and Training 

5. Monitoring, Auditing, Reporting 

6. Promotion and Enforcement of Ethical Conduct 

7. Reasonable Steps to Prevent Misconduct—Punishment clear and enforced
