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[bookmark: _Toc152865254]Executive Summary 
The report analyses the case of Enron from the perspectives of the ethical assessment of leadership theories. The report has four major sections. The first part of the report introduces Enron, a US-based energy firm started in 1985 by Kenneth Lay. Enron, however, collapsed in 2001 due to unethical practices of the leaders such as manipulating company books of accounts to present a different image to the investors. Section two of the report critiques mainstream and critical management theories. Unlike mainstream leadership theories that advocates for status quo, critical management theories offer a range of alternatives to leadership. The section also discusses the role of the manager and the effects of autocratic leadership in the failure of Enron. This section underscores that irrespective of the leadership style of management theory adopted in an organisation, there is need for leaders and managers to stick to business ethics in their management practices. The section also notes that failure to stick to business ethics may lead to organisation failure. Business ethics offer guiding principles to leaders and managers. The report notes that the top executives amongst others forced employees to invest their retirement plans in Enron stock, limited the junior employees from withdrawing their retirement plans, and manipulated company books to create unrealistic impression to the investors. These led to the failure of the company in 2001. Section three of the report presents a summary of major issues discussed in the report. Finally, section four of the report suggests that no single leadership or management style in itself integrates ethical business practice. The leaders therefore need to integrate these practices in their management of the organisation. Similarly, the report recommends that leaders need to integrate ethics and CSR in organisational strategies to improve firm performance. 
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[bookmark: _Toc152865255]1.0 Introduction  
The 2001 bankruptcy declaration marked the beginning of corporate scandals. Later one, the executives at Worldcon, Tyco, and Adelphia amongst others became the interest of probe on corporate scandals (Babalola et al., 2019). However, despite the rise in the level and number of corporate scandals in the recent past, these should not diminish the importance of Enron (A US-based energy, commodities, and services company based in Houston, Texas) as a case study on the moral failure of leaders of organisations (Rashid, 2021). Examining the ethical failure of the leaders at Enron may give insights into the importance of ethical leadership in the corporate world. The collapse of Enron was occasioned by failed investments in overseas ventures and dubious limited partnerships christened Special Purpose Entities (SPEs) that were sanctioned by the top leadership of the company (Kabeyi, 2020). The SPEs were backed by Enron’s stock and supported by the insiders of the company were designed to keep the debts of the company off its balance sheet. This helped to prop the company’s share price. However, Enron failed to back its guarantees when the firm’s stock price began to slide (Edwards et al., 2019). Apart from these shady partnerships, Enron also borrowed from subsidies with the intention not to repay, avoided Federal taxes in subsidiaries such as Portland General Electric, manipulated electricity prices thereby contributing to electricity crisis in California, and bribed foreign officials to secure partnership deals in India and Ghana amongst other countries (Pulapa, 2020). On the same note, Enron officials immediately claimed profits of long-term projects that ultimately lost money, switched account balances prior to quarterly reports to boost company earnings, and colluded with analysists to project a false image of the company (Rashid, 2021). Much of what happened in the company may be attributed to the actions of the founder Kenneth Lay, Jeffrey Skilling (his successor), Andre Fastow (the Chief Finance Officer), and Michael Kopper (who was Fastow’s top assistant (Rashid, 2021). These failures included abuse of power, excess privilege, deceit, inconsistent stakeholder treatment, and irresponsible behaviour. Appendix 1 gives a summary of key events in the company. This report analyses the leadership failure at Enron from an ethical leadership perspective. The report has four sections that include introduction, report findings, conclusion, and finally recommendations. 
[bookmark: _Toc152865256]2.0 Report Findings 
[bookmark: _Toc152865257]2.1 Distinction between Mainstream and Critical Theories of Management
The mainstream theories of management refers to the normal way of doing things. The managers organise their talents in a centralised and standardised manner. The manager’s role is to motivate the employees to achieve the goals of the organisation and control each division in the organisation through constant monitoring of employee performance (Dyke et al., 2009). However, according to Alder et al. (2008), the critical theories of management offer a wide range of leadership and management alternatives to the mainstream theories of management. 
The case of Enron may be looked into from the lens of critical and mainstream management theories, and it demonstrates that flows of the mainstream management system. For instance, the managers at Enron were used to the normal way of doing things. Both Skilling and Lay could wield power ruthlessly as was the normal way of operations in the company. For instance, normally, the position of vice-chair in the company was nicknamed the ‘ejector seat’ since any occupant of the position would be ejected from the company if they held different views to Lay. The board members were also used to the normal way of doing things and failed to effectively exercise their oversight authority (Pulapa, 2020). Furthermore, from the lens of mainstream management, there was little protection of the interests of the stakeholders by the top officials of the company. Enron officials manipulated company data. Both the board members and top officials claimed that they were not aware of the off-the-book partnerships in the company that were operated by Kopper and Fastow (Rashid, 2021). 
The drawbacks of mainstream management theories as presented in this case exemplifies the limitations of these theories as suggested in Alvesson and Willmott (2012). The researchers note that mainstream management theories have been called out for decreasing the societal legitimacy of businesses. However, mainstream management theorists suggest that the role of managers is to manage people, monitor the performance of the organisation, and managers play a role in getting a firm back on track (Visser, 2010). To address this, managers should adopt critical management theories. Critical theories of management are concerned with critiquing the impacts of managerial practice on the employee relationships in an organisation, the structure of the organisation, and offers a framework to guide the managers and the policy makers as well as other organisational stakeholders understand and manage organised work (Visser, 2010). The main aims of critical management theories is therefore to reform the process of management, formulate new ideas to improve the internal process, let managers know their shortcomings,  critique the established management practices (Alvesson and Willmott, 2012). However, critical management theories also present a non-economic life of an organisation and hijacks the concept of critique of management (Alvesson and Willmott, 2012). 
[bookmark: _Toc152865258]2.2 Ethical Assessment of the various Management Theories 
[bookmark: _Toc152865259]2.2.1 The role of the manager (Fayol vs Mintzberg theories of leadership) 
According to Fayol (an early management theorist), management consists of five major functions (to forecast, to plan, organise, coordinate, and control) (Ramakrishna, 2019). However, Mintzberg argues that apart from these functions, managers may also find themselves resolving conflicts, negotiating new contracts, attending board meetings, and making request approvals. Mintzberg further suggests that managers play interpersonal, informational, and decision making roles (Mintzberg and Laasch, 2020). A leaders’ interpersonal roles also encompasses creating a link between an organisation and its stakeholders while controls ensure that managers ensure that rules, plans, and processes work as planned. 
Managers are therefore responsible for ensuring that a firm operates ethically. In the context of Enron, Skilling and Lay were the major proprietors of manipulation of company documents in order to present a wrong image of the company. The leaders failed to take effective control of the diminishing returns from the company. Similarly, the board of management as the management of Enron removed the conflict of interest flaws. This allowed Enron to establish the special partnerships that later troubled the company. Employees at Enron were quick to follow the actions of the top company officials. For instance, they hid expenses, claimed non-existent profits, and deceived the federal energy regulators (Rashid, 2021). From an ethical perspective, while Henry Fayol’s theory clearly define managerial roles, the theory over-emphasise profits above everything else (Hussain et al., 2019). As witnessed at Enron, this pushes the management to manipulate company books in order to present a false image of a firm. Similarly, like Fayol, Mintzberg also fails to give the role of managers in ensuring that firms operate ethically. 
[bookmark: _Toc152865260]2.2.2 Management/leadership styles 
The management at Enron may also be analysed from the perspective of leadership styles. A number of leadership theories have been used to describe the management practices of top officials of organisations. These include autocratic or authoritarian leadership, bureaucratic leadership, democratic leadership, Laissez-faire, and paternalistic leadership style.
An authoritarian, dictatorial, or totalitarianism describes where power lies in the hands of one person. The leadership style leads to faster decision making, clear direction, maintenance of order, effective use of expertise, and consistency. However, autocratic leadership leads to employee demotivation, limited innovation, communication barriers, and high staff turnover (Rivers, 2019). Further, democratic leadership style engages employees in decision making and has the advantage of employee engagement, team building, innovation, effective communication, and reduced resistance to change. However, democratic leadership may lead to time wastage, increased inefficiency, and lack of managerial control (Sacavém et al., 2019). In addition, bureaucratic leadership style is characterised by strict hierarchy of authority, and clearly defined roles and responsibilities. This leadership styles has the advantage of clarity in structure, efficiency, consistency, and accountability. However, bureaucracy may lead to rigidity, bureaucratic red tape, communication challenges, high costs, and employee disengagement (Yunarsih et al., 2020). Moreover, a paternalistic leadership style refers to where the leaders is a paternal figure who makes decisions on worker’s well-being and provides support and guidance. Paternalistic leadership style has the advantage of improved employee well-being, higher employee morale, enhanced stability, mentorship, and reduced conflict. However, paternalistic leadership style has the limitations of higher inefficiency, lack of individualism, creates room for favouritism, and leadership dependency (Lau et al., 2019). Finally, Laissez-faire leadership style refers to where the leader takes a minimum direct role and provide the workers with a high degree of autonomy and freedom to make decisions. The leadership style has the advantage of employee autonomy, creativity and innovation, increased job satisfaction, expertise utilisation, and flexible work environment. However, the leadership style may also lead to lack of direction, accountability issues, and inconsistent results (Ahsan and Khalid, 2023).  
In view of these leadership styles, the report notes that Enron’s leadership may be conceptualised as autocratic leadership style. 
According to Pulapa (2020), the vice-president seat at Enron was nicknamed the ejector seat since Lay organised for ejection of any occupant of the seat who held different views from his. Similarly, Skilling not only eliminated corporate rivals but also intimidated subordinates. On the same note, the top officials of Enron forced the employees of the company to invest their retirement plans on Enron stock. The employees were then blocked from selling their shares (Rashid, 2021). Furthermore, communication in the company was top-down (from the founder Kenneth Lay and Jeffrey Skilling - his successor). These top executives were also responsible for decision making in the company (Rashid, 2021). These leadership attributes are synonymous to autocratic leadership style. 
From an ethical point of view, autocratic leadership may lead to employee demotivation and high staff turnover rates (Zheng et al., 2021). For instance, employee treatment at Enron led to higher levels of employee demotivation (Pulapa, 2020). Business ethics dictates that firms should do what is right to all the stakeholders including its employees (Adda et al., 2016). By forcing employees to buy company shares (Rashid, 2021), Enron’s autocratic leadership advanced unethical business practice in the company. Similarly, autocratic leadership may lead to risk of poor decisions. Relying solely on the judgement of one person may lead to poor decisions. Autocratic leaders such as Lay and Skilling may lack wider perspectives that may result into poor decisions. This reflects in the unethical decisions such as manipulation of company records that led to the collapse of Enron (Kotb et al., 2020). However, while this leadership style lead to adverse consequences at Enron, it is evident that it also led to faster decision making due to lower rates of consultation. It also helped Lay and Skilling to maintain order in the company, which agree to the theoretical assessment of autocratic leadership by Rivers (2019). 
[bookmark: _Toc152865261]2.2.3 Ethics and CSR
Business ethics refers to the study of business situations where the issues or wrongs and rights are discussed (Goel and Ramanathan, 2014). Business ethics therefore defines how a firm treats its stakeholders. Furthermore, the key ethical standards that guide the operations of firms include accountability, fairness, compliance, professional relationships, environment, sustainability, responsibility, equal opportunities, health and safety, and social aspects (Bowie, 2020). The concept of business ethics is closely related to the concept of CSR. CSR refers to the practices and activities that define how a firm needs to meet its corporate and social responsivities (Ferrell et al., 2019). Carroll’s CSR pyramid categorises firm responsibilities into four categories; economic, legal, ethical, and philanthropic (Kusyk, 2021). Ethics and CSR helps firms to achieve sustainable development goals such as reduction in greenhouse gas emissions (Lu et al., 2021). Furthermore, ethics and CSR relates to how firms treat their stakeholders, those who are affected by the activities of an organisation (Harrison et al., 2019). Stakeholder theory holds that firms owe a responsibility to those who are affected by its operations (Harrison et al., 2019). 
From an ethics and CSR perspective, the management of Enron failed to abide by ethical standards. For instance, forcing employees to invest their retirement plans on Enron stock as well as blocking only junior employees from selling their shares (Rashid, 2021) failed the test of fairness on the part of the management of the company. Similarly, the leadership of the company including Lay and Skilling failed to remain accountable to the investors in the company by manipulating Enron’s books. On the same note, the management of Enron failed to comply with the Sarbanes-Oxley Act of 2002 that demands auditing of a company’s books (James and Lirely, 2022). Enron therefore failed to take into account the interests of the employees (unfair stock purchase), the government and regulators (auditing failure), the board of management (regulation failure), and investors (manipulation of company books) amongst others. The management of Enron therefore promoted unethical business practice. According to Constantinescu and Kaptein (2020) and Auliyah and Basuki (2021), failure to abide by business ethics and taking social responsibility may negatively affect a company’s image, reduce stakeholder attraction, and reduce the purchase intention of the buyers. This may partly explain the fall of Enron. 
[bookmark: _Toc152865262]3.0 Conclusion  
Enron’s case demonstrates a failure of ethical applications of leadership. As demonstrated in the report, the major role of leaders is to forecast, to plan, organise, coordinate, and control. However, while undertaking these roles, leaders need to remain ethical and undertake activities that take into account the interests of the stakeholders of the organisation. Furthermore, unlike the case of Enron, leaders need to avoid authoritarianism that leads to high staff turnover, demotivated employees, and wrong decisions. Finally, leaders need to ensure that key decisions and activities within the organisation are guided by business ethics and corporate social responsibility. Leaders at Enron acted in their self-interest and engaged in activities such as forcing employees to invest their retirement savings in Enron stock, limiting junior employees from withdrawing their retirement investments, and manipulating company books.  These unethical business practices led to company failure. In view of these, the report recommends the following; 
[bookmark: _Toc152865263]4.0 Recommendations 
Firstly, irrespective of the leadership/management style adopted in an organisation, the top executives of an organisation need to integrate ethics into its practices. The case of Enron represents a perfect case in which ethics was decoupled from the operations of the company. Despite having a long code of ethics, these ethical values did not guide how top leadership of the company such as Lay, Skilling, and other executives managed the organisation (Kotb et al., 2021). By the time the company collapsed in 2001, the leaders had been manipulating the books thereby giving false impression to the investors for a long time (Rashid, 2021). Secondly, the role of managers in any organisation should not be confined to the traditional roles defined by Henry Fayol and Mintzberg. In addition to the traditional roles of a manager such as forecasting, to planning, organising, coordinating, and controlling (Ramakrishna, 2019), managers need to take into consideration the ethical implications of each of these roles. For example, the report recommends that a manager’s control roles should not adversely impact fair treatment of the employees at witnessed in the context of Enron. Similarly, in developing company plans, managers need to incorporate business ethics to make the activities and outcomes appealing to the stakeholders. Finally, business ethics and CSR is a core aspect of company operations. Apart from ensuring that a firm’s activities are aligned to the core guiding principles, ethical operations and corporate social responsibility will ensure success through attraction of more customers and attraction and retention of more qualified employees (Auliyah and Basuki, 2021; Constantinescu and Kaptein, 2020). As noted in the case study of Enron, unethical business practice leads to potential organisational failure (Rashid, 2021). Ethics and CSR should therefore be core to a firm’s strategies.  
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Table 1: Chronology of events at Enron
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Timeli ne  Key events  

1985   Houston Natural Gas merges with InterNorth to form Enron, HNG CEO Kenneth Lay  becomes CEO of combined company the following year  

1989   Enron begins trading natural gas commodities.  

1990   Lay hires Jeffrey Skilling to lead the company's effort to focus on commodities tradin g  in the deregulated markets. Andrew S. Fastow is one of Skilling's first hires later that  year.  

1991  Richard Causey leaves Arthur Andersen LLP to join Enron as assistant controller.  

1997  Skilling named president and chief operating officer o f Enron. Fastow creates Chewco,  a partnership, to buy the University of California pension fund's stake in another joint  venture dubbed JEDI, but Chewco doesn't meet requirements to be kept off Enron's  balance sheet. First step toward similar financial mov es to hide debt and inflate profits  that fuel Enron's downfall  

1998  Fastow named finance chief  

1999  Causey named chief accounting officer. Fastow creates the first of two partnerships,  LJM, purported to "buy" poorly performing Enron assets and hedge risky investments  but really helps the company hide debt and inflate profits. Enron directors approve  Fast ow's plan that he run the partnerships that do deals with Enron while continuing as  Enron's finance chief. Causey and former chief risk officer Rick Buy assigned to  monitor such deals to protect Enron's interests  

2000   (Aug)  Enron s hares reach high of $90  

2000 (Dec)  Enron announces that Skilling, then pre sident and chief operating officer, will succeed  Kenneth Lay as CEO in February 2001. Lay will remain as chairman. Stock hits 52 - week high of $84.87  

2001 (Aug ,  14 )  Skilling resigns; Lay named CEO again  

2001 (Aug,  22)  Finance executive Sherron Watkins meets privately with Lay to discuss concerns of  murky finance and accounting that could ruin the company  

2001 (Oct, 16)  Enron announces $638 million in third - quarter losses and a $1.2 billion reduction in  shareholder equity stemming f rom writeoffs related to failed broadband and water  trading ventures as well as unwinding of so - called Raptors, or fragile entities backed  by falling Enron stock created to hedge inflated asset values and keep hundreds of  millions of dollars in debt off th e energy company's books.  

2001 (O c t,   19)   Securities and Exchange Commission launches inquiry into Enron finances  

2001 (O c t,   22)   Enron acknowledges SEC inquiry into a possible conflict of interest  related to the  company's dealings with Fastow's partnerships. Lay says, "We will cooperate fully  with the SEC and look forward to the opportunity to put any concern about these  transactions to rest."  

2001 (O c t,   23)   Lay professes confidence in Fastow to analysts.  

2001 (Oct, 24)   Fastow ousted.  

2001 (Nov, 5)   Enron treasurer Ben Glisan Jr. and in - house attorney   Kristina Mordaunt fired for  investing in Fastow - run partnership.   Each invested $5,800 in 2001 and received a $1  million return a few weeks later.  

2001 (Nov, 8)  Enron files documents with SEC revising its financial statements for previous five  years to account for $586 million in losses.  

2001 (Nov, 9)   Dynegy Inc. announces an agreement to buy Enron for more than $8 billion in stock.  
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2001 (Nov,  19)   Enron restate s its third - quarter earnings and discloses a $690 million debt is due Nov.  27.  

2001 (Nov,  28)   Enron stock plunges below $1 as Dynegy Inc. aborts its plan to buy its former rival  

2001 (Dec, 2)   Enron goes bankrupt, thousands of workers laid off  

2002 (Jan, 23)   Ken lay resigns as Enron's chairman and CEO  

2002 (Feb, 7)   Skilling testifies before about the Enron collapse before a congressional committee;  Fastow invokes his 5th Amendment protection and refuses to testify.  

2002 (Jun, 15)   Enron's auditing firm, Arthur Andersen, is convicted of obstruction of justice in  connection with its shredding of Enron d ocuments.  

2002 (Jul, 30)   President George W. Bush signs the Sarbanes - Oxley Act imposing new accounting and  reporting obligations on America n businesses.  

2002 (Aug,  31)   Enron accounting firm Arthur Andersen surrenders its CPA license and its 85,000  employees lose their jobs.  

2002 (Oct, 31)   Andy Fastow is indicted on 78 counts of fraudulent conduct.  

2003 (May, 1)   Lea Fastow, the wife of Andy Fastow, is charged with conspiracy and tax evasion.  

2004 (Jan, 14)   Andy Fastow enters into a plea agreement and promises to c ooperate in the prosecution  of other Enron executives.  

2004 (Feb,  18)   A grand jury in Houston indicts Jeff Skilling on 35 counts, including charge s of fraud,  insider trading, and conspiracy.  

2004 (Jul, 7)   A grand jury indicts Ken Lay on 11 counts, i ncluding charges of wire fraud, securities  fraud, bank fraud, and conspiracy. The next day, Lay surrenders to the FBI.  

2005 (Dec, 28)   Richard Causey enters into a plea bargain agreement with the   government.  

2006 (Jan, 30)   Jury selection begins in the trial of Lay and Skilling.  

2006  (May,  26)  The jury convicts Skilling of 19 of 28 counts of wire fraud and securities fraud. Lay is  convicted on all six counts of fraud.  

2006 (Sep, 26)  Andy Fatow is sentenced to six years in prison.  

2006 (O c t,   23)  Judge Lakes sentences Skilling to 24 years in prison and sets a fine of $45 million.  

2006 (Dec, 13)  Jeff Skilling begi ns serving his sentence in a low - security prison in Waseca,  Minnesota.  

2011 (Dec,  16)  Andy Fastow is released from prison.  

2013 (Jun, 21)  Judge Lake reduces Skilling's sentence to 14 years (and, with good - time credits, he  could be released by 2017).  

 


