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Enron Scandal (2001)
Introduction
Fraud can be defined as a deception caused intentionally by employees or an organization for individual benefits. It is an illegal act that is used to generate profits illegally (Wolfe et al. 2004). It only benefits the doer of the act but hurts the other involved parties. Accounting scandals are business-related frauds that occur as a result of intentionally manipulated financial statements. Enron organization was energy, services, and Commodities Company based in the United States of America, Texas. Enron was recognized as the leading and visionary company in the United States of America. The company lost millions of money during the scandal and its rating as the top company dropped.    
1. What was the fraud that took place?
In the Enron Corporation, there occurred an accounting scandal in 2001 whereby billions of dollars of debt were hidden using accounting loopholes while still escalating the earnings of the company. Huge debts were kept off-balance sheets.
2. Who were the individuals involved in the fraud?
The main players of the scandal included CEO Jeff Skilling and former CEO Ken Lay. The Securities and Exchange Commission found out that the CEO of the Company, Jeff Skilling, and the company’s former CEO, Ken Lay, had billions of dollars of debt kept off the balance sheet of the company. The auditor, Arthur Andersen was indirectly involved in the fraud since he was aware of it but was pressured by the CEO and the former CEO to overlook the issue. The former star of Enron, CFO Andrew Fastow was also involved in the fraud by facilitating bad business practices.
3. How is the fraud triangle evident in this fraud?
The fraud triangle is a structure that is used in auditing to examine what motivated a person to decide between committing fraud or scandal. The fraud triangle has three components that contribute to committing fraud. These are opportunity, rationalization, and incentive. Opportunity defines the circumstances that lead to the occurrence of fraud. Rationalization is how individuals justify themselves for having committed fraud. The incentive is the pressure or the mindset of an employee to commit fraud. In the Enron scandal, the opportunity of being a CEO gave a chance of committing the scandal. The CEO offers the overall control of the company’s activities and had personal incentives to earn more money. The auditor of the Enron Company took advantage of the fact that Enron was one of the top five large accounting firms in the United States and he had gained credit for quality management of risk and high standards (Nelson et al. 2008).
4. How did this fraud violate the AICPA Code of Professional Conduct?
The AICPA Code of Professional Conduct is a combination of statements that are coded and provided by the American Institute of Certified Public Accountants which provides professional and ethical responsibilities of Certified Public Accountants. The standards established in this code include integrity and objectivity, independence of auditors, responsibilities to colleagues and clients, and acts reprehensible to the profession of accounting. The Enron scandal violated the American Institute of Certified Public Accountants by the CEO not having integrity and by not being objective to his work. Instead of the CEO being objective to his duties in his position he decided to lower his integrity by engaging dishonestly. The AICPA Code of Professional conduct was also violated by interfering with the independence of the auditor. The auditor of Enron Corporation, Arthur Andersen, was used by the CEO and the former CEO to cover up the scandal.
5. What ethical principles were violated?
The International Code of Ethics for Professional Accountants provides the fundamental principles of ethical conduct of the Certified Public Accountants. The ethical principles provided in this Code include integrity, objectivity, confidentiality, professional behavior, and due care and professional competence (Davis & R. R, 1984). These principles define the standard behaviors required for all professional accountants. In the Enron Corporation scandal, several of these ethical principles were violated (Eaton & S.B, 2005). First, the principle of integrity was violated by the CEO.
The CEO never practiced integrity because he was filled with personal desires rather than projecting on the goals of the company. Secondly, the CEO was not objective and violated the principle of objectivity. The CEO acted in a dishonest manner instead of working towards achieving the objectives of the Corporation. Thirdly, the CEO demonstrated high levels of incompetence in his work. He never performed his duties professionally but acted as an incompetent person. Finally, the principle of confidentiality was broken. The CEO involved the former CEO in the current issues of the company.
6. Who was the whistle-blower and how was the fraud reported? What ramifications did the whistle-blower face?
The whistle-blower of the scandal was the Securities and Exchange Commission (SEC). The SEC investigated the Enron Company and revealed that the CEO and the former CEO had billions of dollars of debt kept off the balance sheet of the Company. The Securities and Exchange Commission then reported the fraud. The fraud was also witnessed by a former employee of the Company, Sherron Watkins. The employee acted as a witness of the fraud and therefore provided the required evidence to convict the main doers of the scandal. The main whistle-blower of the scandal was Sherron Watkins who suspected the high prices for stocked fuel.
7. Who were the company’s auditors? What was their role in the fraud?
The auditor of Enron Company was Arthur Andersen and David B. Duncan. Arthur Andersen and his partner David B. Duncan were also major players in the scandal since they were the accounting firms of the Enron Company. They managed the accounts of the Enron Company. He fudged the accounts of the Enron Company. The auditor participated in the fraud by interfering with the SEC investigations on the Company. Arthur Andersen tried to conceal the financial documents from access by the SEC. Arthur gave the stamp of approval and signed off on the annual reports of the Enron Corporation despite the substandard accounting practices (Nelson et al. 2008). . The auditor was also pressured by the CEO and the former CEO to keep the scandal a secret.
8. How could this fraud have been prevented?
Approximately $ 1.2 billion belonging to its employees is lost to the retirement plans of the company. If the employees had gained financial training, they would have limited the money that the Company held in stock for the retirement plans. Most of the employees had 80% to 90% of their retirement portfolio taken to the stock of Enron. The employees are left to plan for their own retirement. This might have contributed to the employees committing the scandal to gain more finances.
The employees of the Enron Company, including the CEO and the auditor, should have worked under the ethical principles of integrity; professional competence, objectivity, and confidentiality then the fraud would have unlikely happened. The CEO and the auditor should have been honest and work towards achieving the goals and objectives of the Company and avoid personal interests. The auditor too should have maintained his independence of work and expose the issue before it became a great scandal. The CEO should have maintained the confidentiality of the company by not involving the former CEO who was an outsider by then. If the employees had been allowed to sell their shares, then there is a likelihood that the fraud could not have occurred.
9. What consequences did the individual or company face?
The CEO, Jeff Skilling was sentenced to a jail term of 24 years based on the evidence provided by the former employee, Sherron Watkins. The CEO received the greatest sentence compared to the others involved in the scandal. The former star of Enron, CFO Andrew Fastow, was found guilty of facilitating business practices which are corrupt within Enron and was too charged to serve imprisonment for more than five years and was ordered to end the deals of cooperating with federal organizations. Arthur Andersen, the auditor, was also charged with fudging the accounts of Enron and he ceased being the auditor of the firm (Nelson et al.2008). The founder of Enron and the former CEO, Kenneth Lay, was too charged with bank fraud and conspiracy. However Lay died of a heart attack before serving his jail term. The Enron Company became bankrupt and most of the employees lost billions of their pension benefits. and this led to its collapse. Other executives of Enron were also charged with insider trading, frauds in security, and conspiracy.
10. What is the status of the company today?
The new board of directors in Enron changed its name to Enron Creditors Recovery Corporation intending to put back the company. The board of directors has become independent, evaluating audit companies and they have replaced the poor performing managers. New regulations and legislation were formed and oversight increased. The new mechanisms introduced are important in identifying and closing loopholes used by companies to run from accountability. The Enron Creditors Recovery Corporation exists up to date but as an inactive company.

Conclusion
[bookmark: _GoBack]Fraud is an illegal activity that is used to gain illegal profits. The Enron scandal is an example of such fraud. The fraud triangle is the structure that describes the source of motivation of a person to commit fraud. The triangle was evident in the Enron scandal whereby the involved persons used their positions as an opportunity to commit the crime. The actors of the fraud violated the principles of AICPA of integrity, objectivity, confidentiality, and professional competence. Committing fraud crimes is always punishable since those who were involved in the fraud were all charged.
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