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Chapter 1: Unethical Behaviors in Organizations and Human Nature
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (CEO of Enron/Ken Lay), Irwin Jacobs, InterNorth and HNG shareholders, InterNorth and HNG employees, InterNorth CEO, Omaha, HNG executives, Houston


	2)	What option benefits me the most?
Mixed: If you merge you get $70 on stock worth $46. But you can lose your job because only one CEO needed.


	3)	What option does my social group support?
Merge (Option #2): CEO’s have duty to act in the best interests of shareholders. Shareholders can then decide to sell stock or remain a shareholder.


	4)	What option is legal?
Both.


	5)	What option is the greatest good for the greatest number of people affected?
Merge (#2): Shareholders immediately maximize wealth and HNG would now be part of the largest natural gas pipeline system in North America. This is a strategic advantage at a time of deregulation. Tremendous debt will be incurred and must be managed appropriately.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Mixed: Merging respects shareholders and they can sell stock immediately, but this can result in executive team members and other HNG employees losing jobs and harm Houston if company relocates to Omaha.


	7)	What option would a virtuous person do?
Mixed: Moral character can be strengthened by taking on the challenges and responsibilities of being part of the largest natural gas pipeline in North America. Other the other hand, if indeed the $4.3 billion debt is too large a burden, then moral character is strengthened by not being greedy.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Reject InterNorth Proposal
	Saves your job and that of other executives
HNG remains in Houston
	Missed financial windfall for you, and HNG executives and shareholders
Remain regional; a missed opportunity to be part of largest natural gas pipeline in U.S.

	#2: Merge with InterNorth
	Financial windfall for you and HNG executives and shareholders
Provides access to largest natural gas system in the U.S.
	You and other executives may lose jobs
Houston community loses HNG
Huge debt

	Option and Value Chosen
	#1: Reject Proposal: Stability
#2: Merge: Shareholder wealth

	Chosen Because

	#1: HNG is doing well as regional player, this opportunity is too risky
#2: Maximizes shareholder wealth and provides access to largest system

	How Will You Manage Chosen Option Weaknesses
	#1: Look for other opportunities that do not entail so much debt incurred.
#2: Hone political skills to come out on top in the merged organization and remain prominent in Houston; find new revenue streams to manage additional debt



AUTHOR RECOMMENDATION: Option #2: Merge—This is based on social group relativism, cultural relativism, and utilitarianism. Merging creates many benefits for HNG operations. A lot hinges on being able to manage the $4.3 billion debt (deontology and virtue ethics). Assuming that it can be managed, accept the merger opportunity and build into the agreement safeguards to limit the harms likely to be incurred by HNG employees losing their jobs and the city of Houston. Hone political skills to come out on top in the merged organization and remain prominent in Houston. Find new revenue streams to manage the additional debt.


Chapter 2: The Evolution of Business Ethics
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (CEO of Enron/Ken Lay), shareholders, employees, Jeff Skilling


	2)	What option benefits me the most?
Invest in the Gas Bank (#2): Enron is teetering on the verge of bankruptcy and traditional avenues for raising revenue are insufficient. The energy market is being deregulated. This is an optimal time to innovate because Enron would have first-mover advantages. Otherwise, new competitors are likely to invade the traditional gas pipeline market.


	3)	What option does my social group support?
Mixed: Enron’s executive team (social group) is steeped in the traditional pipeline business and probably feels most comfortable exploring new revenue opportunities that are more tradition. However, other CEOs (another social group) may take on the risk of investing in the Gas Bank due to the dire circumstances.


	4)	What option is legal?
Both.


	5)	What option is the greatest good for the greatest number of people affected?
Invest in the Gas Bank (#2): Enron is on the verge of bankruptcy. The Gas Bank, if successful, will establish Enron as an innovative market leader, create new sources of revenue, and ensure employee job security.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Invest in the Gas Bank (#2): Not taking some drastic action while on the verge of bankruptcy is disrespectful toward shareholders and other stakeholders.


	7)	What option would a virtuous person do?
Invest in the Gas Bank (#2): Moral character is strengthened by doing all that can be done to avoid bankruptcy.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Stay focused on pipelines
	Less risky
Will be doing what management team has skills to do
	Enron is on the verge of bankruptcy and this is not likely to save the company

	#2: Invest in Gas Bank
	If it succeeds Enron will be not only saved but become an innovative industry leader
	Very risky
Lack of management skills in this area

	Option and Value Chosen
	#1: Stay focused on pipeline. Maximize existing strengths.
#2: Invest in Gas Bank. Organizational survival, innovation

	Chosen Because

	#1: Stay focused on pipeline: Need to more fully explore existing strengths, reduce inefficiencies, and need more time to look for merger partner
#2: Invest in Gas Bank: Current methods are inadequate and need to take a huge risk

	How Will You Manage Chosen Option Weaknesses
	#1: Pull together a team of pipeline strategists to develop other recommendations
#2: Require that Jeff Skilling run the new division



AUTHOR RECOMMENDATION: Option #2: Invest in the Gas Bank—This is based on egoism, cultural relativism, utilitarianism, deontology, and virtue ethics. Current strategies are not working. Skilling works for a premier consulting company and the plan makes sense, despite the high risks. Only do so, however, with appropriate management expertise, which means making the investment contingent on Jeff Skilling becoming CEO of the Gas Bank and making his salary dependent on the new division’s success.


Chapter 3: Hiring Ethical People
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (CEO of Enron/Ken Lay), shareholders, Gas Bank division, Jeff Skilling


	2)	What option benefits me the most?
Appeal the SEC rejection (#2): Enron’s performance, for which you are accountable, is being undervalued. Mark-to-market will increase the valuation of the Gas Bank, and, by association, Enron. This also makes me look good and will attract other investors.


	3)	What option does my social group support?
Keep traditional accounting system (#1): Every business in the industry uses traditional accounting method.


	4)	What option is legal?
Both: You have the legal right to keep the current system and the legal right to appeal the SEC’s rejection.


	5)	What option is the greatest good for the greatest number of people affected?
Appeal the SEC rejection (#2): Mark-to-market accounting system will most likely result in a stock price increase, and thus enhance shareholder wealth. Questions about potential misuse are addressed by Arthur Andersen’s support of the appeal.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Mixed: On the one hand, Skilling has argued that mark-to-market will provide a more honest valuation of Gas Bank operations. However, there is some concern that mark-to-market accounting can be manipulated in a manner that misleads investors, though Arthur Andersen promises to closely monitor it.


	7)	What option would a virtuous person do?
Appeal the SEC rejection (#2): Moral character is strengthened by fighting for an accounting system that does a better job of honestly valuating Gas Bank operations.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Keep traditional accounting system
	This is the normal method used by everyone in the industry
SEC initial rejection stated that this is the best method
	May not adequately value Gas Bank performance

	#2: Appeal the SEC rejection
	Will more honestly value Gas Bank operations
Likely to increase stock price, thus improve shareholder wealth
Arthur Andersen supports appeal
	If Enron manipulates the valuation then disrespects shareholders and diverts attention away from key performance issues
Will cost resources to organize the appeal document

	Option and Value Chosen
	#1: Keep traditional system. Tradition
#2: Appeal rejection. Honest valuation

	Chosen Because

	#1: Keep traditional system. SEC already rejected mark-to-market, and this is a conservative approach
#2: Appeal rejection. Gas Bank’s performance is being undervalued because of a faculty accounting system

	How Will You Manage Chosen Option Weaknesses
	#1: Be more patient and continue to improve Gas Bank operations.
#2: Make sure that Arthur Andersen invests the necessary time and skills to monitor that the new accounting system is not being manipulated



AUTHOR RECOMMENDATION: Option #2: Appeal the rejection—This is based on egoism, cultural relativism, utilitarianism, and virtue ethics. Fighting for an accounting system that does a better job of honestly valuating Gas Bank operations is admirable, benefits the organization, and increases shareholder wealth. Arthur Andersen, one of the most renowned accounting firms in the world, agrees that a change to mark-to-market is appropriate for the Gas Bank. The idea may have been too radical for the SEC to initially understand. Appealing the rejection provides another opportunity to argue the case on behalf of shareholders. Some costs will be incurred, but they will be relatively minor compared to the financial benefits for shareholders if the appeal is accepted. Make sure that Arthur Andersen invests the necessary time and skills to monitor that the new accounting system is not being manipulated.


Chapter 4: Codes of Ethics and Codes of Conduct
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (Tier 1 Investment Banker), Andy Fastow, Enron Shareholders, Investment Bank, Arthur Anderson


	2)	What option benefits me the most?
Mixed: Yes, I earn money and future business for my Investment Bank which makes me look good. However, what Fastow is doing is illegal because he’s guaranteeing profits on the SPE investment. If caught, I can lose my license and go to jail.


	3)	What option does my social group support?
Reject the offer (#2): Investment bankers oppose violating the law.


	4)	What option is legal?
Reject the offer (#2) and notify Arthur Andersen (#3): It is illegal to guarantee profits on an investment. I don’t have a legal obligation to notify Arthur Andersen about a potential scam, though I do have the legal right to tell Arthur Andersen.


	5)	What option is the greatest good for the greatest number of people affected?
Notify Arthur Andersen (#3): Fastow’s actions will present a false revenue picture to the many shareholders. Fastow is proposing to break the law, which can put the entire company at risk. Arthur Andersen should be informed to make sure that shareholders are protected from such illegal activities.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Notify Arthur Andersen (#3): Fastow is planning to illegal manipulate Enron’s revenue calculations. Inform Fastow you will notify Arthur Andersen and then do so.


	7)	What option would a virtuous person do?
Notify Arthur Andersen (#3): Moral character can be strengthened by standing up against people who plan to violate the law, and by informing the auditors.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Accept the offer
	Short-term financial gain for myself
Long-term financial gain in terms of future business with Enron
	It is illegal
Can lose my license and go to jail.

	#2: Reject the offer
	Uphold the law
Protects my Investment Bank from legal problems
	I will lose current and future business with Enron


	#3: Notify Arthur Andersen
	Uphold the law
Protects Enron shareholders from Fastow’s illegal activities
	 Fastow may seek revenge

	Option and Value Chosen
	#1: Accept the offer: Short-term financial gain. Future deals with Fastow.
#2: Reject the offer: Uphold the law
#3: Notify Arthur Andersen: Protect Enron’s shareholders

	Chosen Because

	#1: Accept the offer: You think you can get away with it and it financially benefits you
#2: Reject the offer: It’s wrong to break the law, and you don’t want to lose your license
#3: Arthur Andersen, responsible for honest accounting to Enron shareholders, must be put on alert about Fastow’s strategies

	How Will You Manage Chosen Option Weaknesses
	#1: Trust Fastow and not share this plan with anyone
#2: Inform someone at Enron about why you are no longer its supplier
#3: Document your concerns and work closely with Arthur Andersen to ensure that Fastow is fired



AUTHOR’S RECOMMENDATION: Option #3: Notify Arthur Andersen—This is based on cultural relativism, utilitarianism, deontology, and virtue ethics. A Tier 1 investment banker should reject the offer and notify Arthur Andersen auditors about Fastow’s illegal side agreements. Document your concerns and present this evidence to your boss in case Enron eliminates your investment bank from future deals.


Chapter 5: Ethical Decision Making
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (CEO of Enron/Ken Lay), shareholders, job candidates, internal job candidate’s division


	2)	What option benefits me the most?
Promote Skilling (#2): The next COO is responsible for my legacy. All four candidates have strengths and weaknesses. But if Skilling is not promoted, he could quit the company and take his creative ideas and highly skilled loyalists with him. I would now have to replace Skilling and his loyalists, which would be very difficult.


	3)	What option does my social group support?
Promote Skilling (#2) or one of the other two internal candidates (#1, #3): Typically, if all else is equal, organizations prefer to promote highly qualified internal candidates. The person is a known entity and hiring from within is good for morale.


	4)	What option is legal?
All four options.


	5)	What option is the greatest good for the greatest number of people affected?
Promote Skilling (#2): Skilling has tremendous abilities; he just needs to be coached better. If Skilling leaves, he may take his division with him which could significantly damage organizational performance.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Promote Skilling (#2) or the Outsider (#4): Skilling has earned the promotion, but he has made enemies. If promoted, he needs to be trained how to manage people and given performance targets to improve his internal relationships. On the other hand, there is political bad blood between him and the other internal candidates. An outsider would provide new direction. If an outsider is hired, each internal candidate should be counseled so that as to not leave or seek revenge.


	7)	What option would a virtuous person do?
Promote an Outsider (#4): Moral character can be strengthened by resisting Skilling’s bullying attempts. He needs to improve his interpersonal relations. The traditional pipeline candidate and the international division candidate lack the understanding of how the Gas Bank operates and the new trading possibilities. A highly qualified outsider is needed to create a cohesive management team.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: CEO of traditional pipeline
	Supporting tradition
	Not well-knowledgeable in growth areas of Gas Bank and International expansion

	#2: Jeff Skilling
	Proven leader in major growth area
 
	Not a team player
Prone to high risk

	#3: CEO of international division
	Proven leader in major growth area
	Skilling and his loyalists will quit

	#4: Outsider
	Best chance of creating harmony and cohesiveness
New perspective
	Skilling and his loyalists may quit
Can damage morale among loyal employees who expect promotion from within

	Option and Value Chosen
	#1: Pipeline CEO: Tradition
#2: Skilling: Merit, growth, fear of losing him
#3: International CEO: Merit, growth
#4: Outsider: Unity

	Chosen Because

	#1: Pipeline CEO: Consistent with historical CEO career path
#2: Skilling: Expertise in growth area, revenue generation
#3: International CEO: Expertise in growth area, revenue generation, affirmative action
#4: Outsider: Fresh perspective to unite disharmonious team

	How Will You Manage Chosen Option Weaknesses
	#1: Pipeline CEO: Train in growth area, special perks for Skilling to stay
#2: Skilling: Training in interpersonal relations
#3: International CEO: Special perks for Skilling to stay
#4: Outsider: Special perks for Skilling to stay, and promote from within for any other key openings



AUTHOR RECOMMENDATION: Option 2: Promote Skilling, or Option 4: Promote Outsider —Promoting Skilling is based on egoism, social group relativism, cultural relativism, utilitarianism, and deontology. Promoting Skilling benefits you, the organization, and shareholders. Have a long conversation with Skilling and determine his willingness to improve his interpersonal management skills. If he agrees, then promote Skilling and hold him accountable for improving his interpersonal skills. If he refuses, then offer the job to the highly qualified outsider (#4) who can create harmony among the managers, and offer Skilling special perks to remain with Enron. Promote from within whenever possible for employee morale. There is a very high likelihood that Skilling is likely to quit if the international CEO or the traditional pipeline CEO are promoted, a loss that might be very difficult to recover from.


Chapter 6: Ethics Training
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (Fastow’s subordinate/Michael Kopper), shareholders, Andy Fastow, Andy Fastow’s wife, Michael Kopper’s domestic partner


	2)	What option benefits me the most?
Mixed. Yes, it would make my boss happy and can benefit me financially, but it is illegal (lying about funding and payoffs) and if caught I could get fired.


	3)	What option does my social group support?
Refuse to participate (#2): This action is being done secretively because other people would condemn the illegal activity.


	4)	What option is legal?
Refuse to participate (#2) and inform the CEO (#3) or Arthur Andersen (#4): Fastow’s plan violates the law as Fastow is providing the funds and profiting. If exposed, shareholders might litigate. I should notify the CEO who is accountable for all actions taken by employees. If the CEO fails to respond appropriately, then I have a legal obligation to inform the external auditors. If the external auditors fail to respond appropriately, I have a legal obligation to inform the SEC.


	5)	What option is the greatest good for the greatest number of people affected?
Refuse to participate (#2) and inform the CEO (#3): Fastow is not representing the best interests of shareholders. If the scheme is exposed, it can negatively impact stock price and future investments.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Refuse to participate (#2) and inform the CEO (#3): Fastow’s plan deceives the CEO, the external auditors, and Enron shareholders. Inform Fastow that he must abort this scheme and, if he fails to, then you will notify the CEO.


	7)	What option would a virtuous person do?
Refuse to participate (#2) and share intention to inform CEO if Fastow does not stop his plan.
Moral character can be strengthened by refusing to participate and telling Fastow not to break the law or profit illegally from the conflict-of-interest. If Fastow refuses to change, inform the CEO and, if necessary, the auditors and SEC if necessary.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Support the plan
	Financial benefits
	Fired if exposed

	#2: Refuse to participate
	Uphold law
	Upset Fastow and might get fired

	#3: Inform CEO
	Uphold law
	Upset Fastow and might get fired

	#4: Inform auditors
	Uphold law
	Upset Fastow and might get fired

	#5: Inform SEC
	Uphold law
	Upset Fastow and might get fired

	Option and Value Chosen
	#1: Support the plan: Money and loyalty to boss
#2: Refuse to participate: Honesty and Integrity, loyalty to law
#3: Inform CEO: Honesty and Integrity, Loyalty to CEO and law
#4: Inform auditors: Honesty and Integrity, Loyalty to Enron and law
#5: Inform SEC: Honesty and Integrity, loyalty to regulatory system

	Chosen Because

	#1: Support the plan: it financially benefits me
#2: Refuse to participate: it’s illegal and deceives shareholders
#3: Inform CEO: it’s illegal, deceives shareholders, and CEO is accountable for managing the business
#4: Inform auditors: it’s illegal, deceives shareholders, and auditors are responsible for ensuring proper accounting principles are adopted
#5: Inform SEC: it’s illegal, deceives shareholders, and government regulators are responsible for upholder market integrity

	How Will You Manage Chosen Option Weaknesses
	#1: Not inform anyone
#2: Document everything
#3: Document everything
#4: Document everything
#5: Document everything 



AUTHOR’S RECOMMENDATION: Begin with Option #2: Refuse to participate and continue with other options to prevent this from happening—This is based on social group relativism, cultural relativism, utilitarianism, deontology, and virtue ethics. Fastow is breaking the law by funding the SPE with his own money and funneling profits to his Family Foundation. Try to persuade Fastow not to do this. If he continues with this plan, inform CEO (#3), who can put an end to this immediately. Attempt to solve the problem internally. If Lay is not responsive, then inform Arthur Andersen who is responsible for auditing operations (#4). If Arthur Andersen is not responsive, then inform the SEC (#5). Document these activities in case of dismissal or a future lawsuit.


Chapter 7: Respecting Employee Diversity
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (David Duncan, lead Arthur Andersen auditor), Carl Bass, Arthur Andersen partners, Andy Fastow, Rick Causey, Enron shareholders


	2)	What option benefits me the most?
Mixed. Being more rigorous protects my accounting license. But it can result in losing my only client and bonus, so maybe give a “one last time warning.”


	3)	What option does my social group support?
Be more rigorous (#1). I am a professional accountant and must maintain my industry standards. My peers, including Carl Bass, are telling me not to sign off because of inappropriate accounting methods.


	4)	What option is legal?
Be more rigorous (#1). As an accounting professional I have a legal obligation to maintain the highest accounting standards. Enron’s aggressive methods are inappropriate.


	5)	What option is the greatest good for the greatest number of people affected?
Be more aggressive (#1). Enron’s aggressive accounting methods deceive current shareholders and future investors.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Be more aggressive (#1). External auditors have an obligation to shareholders and the accounting profession to certify truthful financial statements. An oversight partner has questioned Enron’s accounting and his opinion needs to be respected.


	7)	What option would a virtuous person do? Moral character can be strengthened by upholding accounting principles and standing up to Fastow and Causey’s bully behaviors.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Be more rigorous
	Upholds professional standards and the law
More truthful toward shareholders and financial markets

	May negatively impact bonus
May lose Enron as a client

	#2: Allow Enron’s aggressive accounting methods
	Positively impacts my bonus
Maintains Enron as client
	Can lose my license
Peers object
Violates law
Many shareholders and potential investors deceived
Not truthful


	Option and Value Chosen
	#1: Be more rigorous: Loyalty to profession, law, and shareholders
#2: Allow Enron’s aggressive accounting methods: Financial self-interest and loyalty to Fastow and Causey

	Chosen Because

	#1: Be more rigorous: Professional standards and the law demand it, and shareholders must be given a truthful accounting
#2: Allow Enron’s aggressive accounting methods: Don’t want to lose client or bonus

	How Will You Manage Chosen Option Weaknesses
	#1: Inform Fastow and Causey that all auditors will reach the same conclusion and if they object then you are obligated to inform Enron’s Board.
#2: Tell Fastow and Causey that you are very uncomfortable with the financial statements this quarter and that beginning next quarter more rigorous accounting standards will be used.



AUTHOR’S RECOMMENDATION: Option 1: Be more rigorous—This is based on egoism, social group relativism, cultural relativism, utilitarianism, deontology, and virtue ethics. A well-informed team member insists that Enron’s books are inappropriate and more rigorous accounting methods must be applied. Doing so protects your license, follows accounting standards, upholds the law, informs shareholders appropriately, is truthful, and courageously challenges unethical bullies. Inform Fastow and Causey that all auditors will reach the same conclusion and if they object then you are obligated to inform Enron’s Board


Chapter 8: Ethics Reporting Systems
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (Enron Board member), Andy Fastow, Enron shareholders, KPMG, Arthur Andersen


	2)	What option benefits me the most?
Exempt Fastow (#1): The safeguards seem reasonable as two accounting firms will verify transactions, it will financially benefit my Enron stock.


	3)	What option does my social group support?
Refuse to exempt Fastow (#2): Most boards refuse to allow executives to invest in companies that do business with their organization. That’s why it appears in the Code of Ethics.


	4)	What option is legal?
Refuse to exempt Fastow (#2): You have the legal right to allow a Code of Ethics exemption, but the exemption can’t violate GAAP standards that require independent managing partners.


	5)	What option is the greatest good for the greatest number of people affected?
Exempt Fastow (#1): Enron’s financial performance will benefit by granting the exemption, which benefits all of the shareholders. There are appropriate accounting safeguards established to prevent misuse of the exemption.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Refuse to exempt Fastow. Based on the safeguards, the exemption will provide an honest accounting, but it mischievously violates GAAP.
 

	7)	What option would a virtuous person do?
Refuse to exempt Fastow. Moral character can be strengthened by refusing to exempt Fastow, thus upholding the industry standard and GAAP.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Exempt Fastow
	Enriches the value of my stock and that of all shareholders
Legal
KPMG safeguard ensures a double check on transactions

	It is not common industry practice.
Violate GAAP
Fastow still has a conflict of interest.

	#2: Refuse to exempt Fastow
	Avoids any risk of misuse
Common industry standard
Maintains highest integrity by upholding GAAP

	Puts mine and other shareholders investments at unnecessary risk given the safeguards

	Option and Value Chosen
	#1: Exempt Fastow: With safeguard, it’s greatest good for shareholders
#2: Refuse to exempt Fastow: Loyalty to industry and upholds GAAP

	Chosen Because

	#1: Exempt Fastow: Generates wealth for all shareholders
#2: Refuse to exempt Fastow: Protects shareholders from potential conflict of interest and upholds GAAP

	How Will You Manage Chosen Option Weaknesses
	#1: Ensure that KPMG monitors every transaction very closely
#2: Continue to search for LJM1 investors who would invest without Fastow managing the SPE 



AUTHOR’S RECOMMENDATION: Option 2: Refuse to Exempt Fastow—This is based on cultural relativism, deontology, and virtue ethics. The company is following industry standards and taking a hard line that more legitimate means of managing LJM1 must be found. In the short-term, the decision is not to the greatest good of shareholders because the weak SPEs could collapse. But in the long-term, Enron is putting itself at risk because conflicts-of-interest will be inevitable. Even with stern oversight by KPMG, the company will be putting itself at risk and violating GAAP which maintains that an SPE must be managed by outside investors.


Chapter 9: Managers as Ethical Leaders and Performance Assessments
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (Senior Arthur Andersen partner), Carl Bass, David Duncan, Rick Causey, Enron shareholders, other Andersen partners


	2)	What option benefits me the most?
Replace Bass (#2): Maintains $50 million account and you receive the wisdom of a second opinion from a different PSG member on the Enron account


	3)	What option does my social group support?
Defend Bass (#1): Partners need to stand up for their employees against bully clients.


	4)	What option is legal?
Both.


	5)	What option is the greatest good for the greatest number of people affected?
Replace Bass (#2): It is not worth losing a $50 million account that profits many Andersen partners due to a personality conflict. There are other highly qualified experts at Andersen who can rule on this matter.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Defend Bass (#2): Bass is an expert on the Enron account. Enron does not like his latest ruling and is attempting to use its financial power to have him replaced. Auditing firms must act in the best interests of corporate shareholders. Enron’s shareholders depend on financial statements and should be informed about questionable accounting transactions.


	7)	What option would a virtuous person do?
Defend Bass (#2): Moral character is strengthened by not giving into the manipulative demands of a bully client.


	Option
	Option Strengths Based on Application of Ethical Theories
	Option Weaknesses Based on Application of Ethical Theories

	#1: Defend Bass
	Common industry practice to defend auditors against bully clients
Bass is an expert on Enron
	May lose the $50 million Enron account

	#2: Remove Bass
	Maintains $50 million client
Provides a second expert opinion

	Sets a bad precedent of letting client decide who reviews its audit

	Option and Value Chosen
	#1: Defend Bass: Loyalty to employees and industry
#2: Remove Bass: Financial interests for you and other partners

	Chosen Because

	#1: Defend Bass: Must stand up for employees and bully clients
#2: Remove Bass: Enron is too big a client to lose and a second opinion would be helpful

	How Will You Manage Chosen Option Weaknesses
	#1: Inform Causey that he must respond to Bass’s legitimate concerns and if let go the firm is obligated to share its concerns with Enron’s Board and the succeeding auditor. Changing auditors at this stage can signal accounting trouble to Wall Street investors. Improve Bass’ social skills with clients.
#2: Make sure that the new PSG member is informed about all of Bass’ concerns.



AUTHOR RECOMMENDATION: Option 1: Defend Bass—This is based on social group relativism, deontology, and virtue ethics. Accounting partners must defend their colleagues against a manipulative, bullying client, even if $50 million is at risk. Replacing Bass with another expert sets a bad precedent where partners will feel as though they are expendable if a client gets upset. Defend Bass in a manner that will not result in losing the Enron account. Firing the external auditors over this matter will likely result in negative publicity for Enron and a potential stock sell-off. Bass also needs to learn how to more professionally deal with Enron.


Chapter 10: Ethically Engaging and Empowering Employees
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (Sherron Watkins/Enron Vice President), Ken Lay, in-house lawyers, Andy Fastow, Enron shareholders


	2)	What option benefits me the most?
Cancel the meeting with Lay and wait (#1): You’ve already informed Lay by letter and the in-house lawyers. To go outside this chain of command could risk your job.


	3)	What option does my social group support?
Cancel the meeting with Lay and wait (#1): Most people in organizations prefer to follow chain-of-command and are unlikely to risk their jobs over this matter.


	4)	What option is legal?
Cancel the meeting with Lay and wait (#1): You are legally obligated to follow orders if they do not violate the law. The other methods risk exposing confidential information that can harm shareholders.
 

	5)	What option is the greatest good for the greatest number of people affected?
Continue your own investigation and meet with Lay as scheduled (#2): You don’t trust that managers and corporate lawyers are looking after shareholder interests. Gather as much evidence as you can before meeting with Lay.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Continue your own investigation and meet with Lay as scheduled (#2), and confidentially notify Arthur Andersen (#3): It is essential to investigate these concerns. Continue your investigation and keep the scheduled time for meeting Lay. Given that Lay did not address your concern at the all-employee meeting, you should also inform Arthur Andersen about your concerns.


	7)	What option would a virtuous person do?
Continue your own investigation and meet with Lay as scheduled (#2), and confidentially notify Arthur Andersen (#3): Moral character is strengthened by insisting on meeting with Lay as planned. You are already very sure about the reliability of your claims. Inform Arthur Andersen to gather additional support.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Cancel Lay meeting and wait to hear from lawyers
	You already informed responsible people
You are following chain-of-command

	You don’t trust the chain-of-command
Shareholders are at high risk without informed consent

	#2: Continue investigation and meet with Lay
	You are confident in your information
The CEO must be well-informed on the matter

	You are disobeying chain-of-command, which can cost you your job.

	#3: Confidentially notify Arthur Andersen
	Arthur Andersen has access to key information that can further support your evidence
	You are disobeying chain-of-command, which can cost you your job.


	#4: Confidentially notify SEC
	A fraud may be taking place and shareholders are at financial risk
	You are disobeying chain-of-command, which can cost you your job.


	#5: Confidentially notify Wall Street Journal
	A fraud may be taking place and shareholders are at financial risk
	You are disobeying chain-of-command, which can cost you your job.


	Option and Value Chosen
	#1: Cancel Lay meeting and wait to hear from lawyers: Loyalty to chain-of-command
#2: Continue investigation and meet with Lay: Loyalty to profession, truth, and shareholders
#3: Confidentially notify Arthur Andersen: Loyalty to profession, truth and shareholders
#4: Confidentially notify SEC: Loyalty to regulation and truth
#5: Confidentially notify Wall Street Journal: Loyalty to truth and public

	Chosen Because

	#1: Cancel Lay meeting and wait to hear from lawyers: You’ve been instructed to. You have informed all those you should.
#2: Continue investigation and meet with Lay: You want to make sure that the CEO fully understands the situation
#3: Confidentially notify Arthur Andersen: The auditors have access to potentially supportive documentation
#4: Confidentially notify SEC: You don’t know who you can trust in Enron or among the auditors
#5: Confidentially notify Wall Street Journal: The entire system—Enron, Arthur Andersen, and SEC—might be corrupt and the public needs to be informed 

	How Will You Manage Chosen Option Weaknesses
	#1: Document your efforts in case things worsen.
#2: Inform Lay that you’ve been told by in-house lawyers to cancel your meeting but didn’t agree with their direction; document everything
#3: Inform Arthur Andersen about your efforts to meet with Lay and your meeting with in-house lawyers; document everything
#4: Inform the SEC about your efforts to meet with Lay and your meeting with in-house lawyers; document everything
#5: Provide the journalists with leads that cannot be traced back to yourself as the key source of information.



AUTHOR’S RECOMMENDATION: Option 2: Continue your own investigation and meet with Lay as scheduled, and Option 3: Confidentially notify Arthur Andersen—This is based on deontology and virtue ethics. Continue your investigation and meet with Ken Lay as planned. The CEO must be fully informed on behalf of the shareholders. Also inform Arthur Andersen to see if they can provide you with additional support. Document as much information as you can, including your own performance reviews in case Fastow retaliates. If dissatisfied with the reaction of Lay and Arthur Andersen then you must blow the whistle to the SEC or the Wall Street Journal.


Chapter 11: Environmental Management
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (Lay/CEO of Enron), Enron employees, Enron shareholders, Houston, Arthur Andersen


	2)	What option benefits me the most?
Mixed. $7 billion (#1) to avoid going to jail or $1.2 billion (#3) to forestall bankruptcy, bide time to develop a solution that will protect my investment in the company.
 

	3)	What option does my social group support?
$1.2 billion noted by my executive team: These are my peers. Other CEOs are my peers, but they are not fully aware of the magnitude of the situation like the executive team.


	4)	What option is legal?
$7 billion: You have the legal obligation to convey the truth to shareholders.


	5)	What option is the greatest good for the greatest number of people affected?
$1.2 million noted by executive team: If you tell the truth, shareholders will sell the stock and probably incur large losses. About 20,000 employees could lose their jobs and their pension funds. Announcing $1.2 billion avoids all this and provides time to make necessary changes for the company’s financial well-being.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
$7 billion: The truth is that Enron has $7 billion in losses.


	7)	What option would a virtuous person do?
$7 billion: Moral character is strengthened by telling the truth and being held accountable for your actions.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: $7 billion
	Upholds the truth and the law

	Results in bankruptcy, lost jobs, lost shareholder wealth, and lost pension


	#2: $2 billion noted by Wall Street
	Avoids attention
Provides time to make changes

	Dishonest, illegal, and results in jail

	#3: $1.2 billion noted by team
	Supports executive team
Provides time to make changes
Attracts new investment

	Dishonest, illegal, and results in jail

	Option and Value Chosen
	#1: $7 billion: Honesty and accountability
#2: $2 billion noted by Wall Street: Company survival
#3: $1.2 billion noted by team: Company survival and new investments

	Chosen Because

	#1: $7 billion: Legal obligation that conveys truth to all shareholders
#2: $2 billion noted by Wall Street: Buys another quarter to make changes
#3: $1.2 billion noted by team: Most likely scenario to raise badly needed capital

	How Will You Manage Chosen Option Weaknesses
	#1: Quickly develop public relations campaign to minimize losses, major restructuring of executive team, including resignation of Lay and Board member
#2: Get buy-in from executive team
#3: Reaffirm buy-in from executive team



AUTHOR’S RECOMMENDATION: Option 3: $7 billion—This is based on cultural relativism, deontology, and virtue ethics. As CEO, you have a fiduciary duty to convey honest information to shareholders and be held accountable for your actions. First meet with the SEC and other regulators prior to the quarterly announcement and explain the problem. Obtain their advice on ways to protect against Enron’s total financial collapse following the announcement. Maybe the government would be willing to provide a loan if you and your board of directors resign and fully cooperate with the ensuing federal investigation into Fastow’s SPE schemes.


Chapter 12: Community Outreach and Respect
Analysis for “In the Real World—Enron”
	1)	Who are all the people affected by the action?
You (David Duncan/lead auditor), Arthur Andersen partners, SEC investigators, Enron shareholders


	2)	What option benefits me the most?
Legally destroy redundant and nonessential documents (#1): You are following orders and the redundant and nonessential documents makes you look bad


	3)	What option does my social group support?
Legally destroy redundant and nonessential documents (#1): A good lead external auditor engagement partner would obey company policy and legal recommendations.


	4)	What option is legal?
Both.


	5)	What option is the greatest good for the greatest number of people affected?
Preserve all Enron documents (#2): Enron shareholders will lose billions of dollars and want lawyers to investigate all documents to determine the source of the fraud.


	6)	What option is based on truthfulness and respect/integrity toward each stakeholder?
Preserve all Enron documents (#2): Destroying the documents so close to the highly anticipated announcement of a “formal” investigation makes it seem as if you are hiding something from the SEC and Enron shareholders.


	7)	What option would a virtuous person do?
Preserve all Enron documents (#2): Moral character can be strengthened by fully cooperating with the imminent SEC formal investigation.


	Option 
	Option Strengths Based on Application of Ethical Theories 
	Option Weaknesses Based on Application of Ethical Theories

	#1: Legally destroy redundant and nonessential documents
	Following orders
Makes your audit work appear more professional

	Suggests potential deception
SEC and Enron shareholders will want to review every document

	#2: Preserve all Enron documents
	Demonstrates willingness to fully cooperate with SEC and Enron shareholder lawsuits

	Disobeying orders
Documents may contain some incriminating information


	Option and Value Chosen
	#1: Legally destroy redundant and nonessential documents: Loyalty to legal office
#2: Preserve all Enron documents: Transparency and full cooperation

	Chosen Because

	#1: Legally destroy redundant and nonessential documents: You’ve been directed to do so and you have the legal right to do so
#2: Preserve all Enron documents: Demonstrate willingness to fully cooperate

	How Will You Manage Chosen Option Weaknesses
	#1: Ensure that only redundant and nonessential documents are destroyed
#2: Speak with legal office and explain why you believe that the policy should not be implemented under these circumstances; document your efforts in doing so



[bookmark: _GoBack]AUTHOR’S RECOMMENDATION: Option 2: Preserve all Enron documents—This is based on utilitarianism, deontology, and virtue ethics. Arthur Andersen is under a cease-and-desist order from the SEC. Destroying documents, even if redundant and nonessential, can lead some people to believe you are destroying evidence and participating in a cover-up. Speak with legal office and explain why you believe that the policy should not be implemented under these circumstances; document your efforts in doing so.

38

