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Enron Case Study
Chapter 1: Unethical Behaviors in Organizations and Human Nature
In the Real World—ENRON
Merger Opportunity—1985
In 1985, corporate raider Irwin “The Liquidator” Jacobs proposed a hostile takeover of the financially troubled InterNorth, an Omaha, Nebraska firm that operated the largest national gas pipeline in North America. InterNorth’s CEO contacted Ken Lay, the CEO of a regional company called Houston Natural Gas (HNG), about a potential merger. InterNorth proposed purchasing HNG’s $47 stock at $70 a share, for a total price tag of $2.4 billion, much of it borrowed money. Jacob’s hostile takeover of InterNorth would be prevented because, even if he sold all the newly combined company’s corporate assets, Jacobs could not profitably pay off its huge debt.
The merger proposal made strategic sense for the regional HNG. The federal government was in the process of deregulating the energy industry and the combined entity would be a dominant force in the natural gas market. In addition, Lay and other executives could sell their HNG stock options at the premium price being offered by InterNorth.
But there were some potential negative merger ramifications for Lay to consider. The InterNorth/HNG entity would have to manage a daunting $4.3 billion debt. Also, it would be a merger of unequal partners. InterNorth, with $7.5 billion in revenue, was three times larger than HNG. Such a size disparity typically resulted in the smaller firm being taken over by the larger one. Bureaucratic redundancies would be eliminated to achieve cost reductions. Only one CEO would be needed, not two, and corporate control would transfer from Houston to Omaha.
DECISION CHOICE. If you were the CEO of HNG, would you
1.	Reject InterNorth’s proposal to protect your job and keep HNG headquartered in Houston?
2.	Merge with North America’s largest natural gas pipeline company, although it meant the risk of managing a large debt, relocating corporate headquarters to Nebraska, and losing jobs due to redundancies?
Why?

Chapter 2: The Evolution of Business Ethics
In the Real World—ENRON
Skilling’s Innovative Gas Bank Idea—1990
Ken Lay accepted InterNorth’s merger proposal. Following six months of astute political maneuvering, Lay became CEO, renamed the company Enron, and kept its headquarters in Houston.
In 1986, Enron reported $14 million in losses. The $4.3 billion debt nearly bankrupted Enron in 1987, and credit-rating agencies downgraded Enron’s bonds to “junk” status. Lay hired McKinsey and Company, the world’s most prestigious consulting firm, to develop innovative ideas for generating desperately needed revenue. One of the consultants, Jeff Skilling, proposed that Enron create a new type of business called a Gas Bank.
The natural gas market consisted of public utilities signing short-term contracts, due to unpredictable price fluctuations, from natural gas suppliers. These short-term contracts made it impossible for either customers or suppliers to perform reliable long-term budgetary planning.
Skilling proposed a radically new business model. Enron could purchase natural gas from other suppliers by offering them long-term contracts at a premium price, and then sell the natural gas to customers by offering them long-term contracts at a premium price. This would be appealing because both suppliers and customers would have predictable long-term cash flows.
However, the Gas Bank would need a tremendous amount of capital investment, something Enron did not have, to start purchasing natural gas from competitors. Many long-time Enron managers opposed Skilling’s proposal, preferring that all new investments be directed toward traditional business operations, such as drilling for new sources of natural gas.
DECISION CHOICE. If you were the CEO of Enron, would you
1.	Stay focused on what Enron already excels in, distributing natural gas through its own pipelines, and continue to search for more traditional solutions to Enron’s growing debt problems?
2.	Make a huge investment in creating a Gas Bank, a very risky financial endeavor never undertaken before?
Why?

CHAPTER 3: Hiring Ethical People
In the Real World—ENRON
Mark-to-Market Accounting—1991
Ken Lay approved Jeff Skilling’s innovative proposal, created a Gas Bank Division, and hired Skilling to be the new division’s CEO. The Gas Bank was immediately successful. By the end of 1990, Enron’s annual revenue rocketed up to $13.2 billion, a 40% increase from the previous year. But the value of Enron’s stock did not reflect this change.
The Gas Bank division operated more like a financial institution than a traditional gas pipeline company. Skilling maintained that stock market investors failed to realize the Gas Bank’s true economic value because the division had to use the traditional oil-and-gas accounting system. Instead, he wanted to use the financial industry’s mark-to-market accounting system. Mark-to-market would allow the Gas Bank to immediately claim anticipated long-term revenue when a contract was signed, rather than waiting until the revenue was actually received during the length of the contract. The financial difference would be huge.
Changing the accounting system required approval from the Securities and Exchange Commission (SEC). The SEC rejected Enron’s initial proposal because of potential pricing manipulations. Skilling countered that diligent auditor oversight would prevent price manipulations. Enron’s auditor was Arthur Andersen, one of the most prestigious accounting firms in the world. Arthur Andersen agreed to write a letter to the SEC supporting the Gas Bank’s use of a mark-to-market accounting system. The final decision to appeal the SEC ruling was up to Ken Lay.
DECISION CHOICE. If you were the CEO of Enron, would you
1.	Keep the traditional oil-and-gas accounting system for Skilling’s Gas Bank division?
2.	Appeal the SEC rejection and resubmit a proposal for adopting a mark-to-market accounting system for the Gas Bank division?
Why?

Chapter 4: Codes of Ethics and Codes of Conduct
In the Real World—ENRON
The SPE Revenue Solution—1993
Ken Lay chose to appeal the SEC’s decision to reject the Gas Bank Division’s use of mark-to-market accounting techniques. The appeal was successful. Unfortunately, beginning in 1993, this new accounting technique contributed to a cash flow problem for the Gas Bank, because reported revenue was mostly projected, not actual. In addition, Wall Street analysts increased Enron’s revenue expectations based on the previous years reported revenue, which created a need for bigger revenue deals.
Jeff Skilling hired Andy Fastow, a finance expert, to help Enron manage this revenue problem. One of Fastow’s revenue ideas was to bundle the Gas Bank’s loans and sell them at a discounted price to third parties. This had two benefits: it reduced Enron’s debt and increased reported revenue.
[bookmark: _GoBack]Fastow targeted special purpose entities (SPEs) as potential purchasers of the Gas Bank’s bundled loans. In the energy industry, SPEs are created to reduce risk associated with natural gas exploration. SPEs have two very important accounting regulations: first, at least 3% of an SPE’s funding must come from an external partner, and second, the SPE must be managed by an independent management team.
Fastow planned to finance these SPEs primarily with Enron stock and, when needed, meet Enron’s financial targets by selling Gas Bank loans to the SPE. Enron’s stock would become more attractive to investors because revenue targets were met and the company’s debt-to-equity ratio improved. An increase in Enron’s stock price would also directly increase the SPE’s economic value, because the SPE owned substantial amounts of Enron stock. Fastow would promise to repurchase the loans from the SPE at a guaranteed profit if the SPE could not resell the loans to other parties. All Fastow needed were some compliant outside SPE investors and managers.
Many investment banks profited from funding Enron’s Gas Bank activities and planned on funding Enron’s future acquisitions. Fastow ranked investment banks according to Tier 1, Tier 2, and Tier 3 status, with Tier 1 being the banks that received the largest fees from doing business with the Gas Bank. Fastow told Tier 1 investment bankers that they had to invest in and manage his SPEs or they would no longer be considered when the Gas Bank needed more capital.
DECISION CHOICE. If you were a Tier 1 investment banker earning large fees by doing business with Enron’s Gas Bank, and Andy Fastow asked you to invest in an SPE that would purchase bundled Gas Banks loans at a guaranteed profit, would you
1.	Accept the offer?
2.	Reject the offer and lose future fees from Enron?
3.	Notify Arthur Andersen auditors about these secret side agreements?
Why?

Chapter 5: Ethical Decision Making
In the Real World—ENRON
Transferring Managerial Power—1996
Investment bankers participated in Andy Fastow’s SPE arrangements, and Enron reported record revenue and profit levels. With the help of mergers and acquisitions, Enron became the world’s largest natural gas company, and its stock price continued to perform well. In 1996, Fortune magazine named Enron “America’s Most Innovative Company.”
Ken Lay, having saved the company, was now ready to train his successor. Enron’s future CEO would first have to learn how to manage the Fortune 100 firm’s day-to-day operations as Chief Operating Officer (COO). Lay’s plan called for the COO to be promoted to CEO by 2001.
The three internal candidates for COO were the CEO of Enron’s traditional natural gas pipeline division, the CEO of the highly successful Gas Bank division (Jeff Skilling), and the CEO of the growing international business division. A fourth possibility was to hire a highly qualified outsider.
Skilling strongly advocated for the position and threatened to quit if not promoted to COO. Skilling accused the international division’s CEO of mismanagement and incompetence. He also opposed the natural gas pipeline division CEO, arguing that the new economy valued intellectual skills and market transactions more highly than traditional brick-and-mortar assets. Only he, Skilling argued, possessed the appropriate vision for Enron.
Meanwhile, Skilling’s weaknesses included a lack of hands-on cash management experience, taking extreme risks, impatience with those who did not quickly grasp his intellectual and visionary insights, competitiveness with other executives, and arrogance.
DECISION CHOICE. If you were the CEO of Enron, who would you promote to COO?
1.	CEO of the traditional natural gas pipeline division?
2.	Jeff Skilling, the CEO of the highly successful Gas Bank division?
3.	CEO of the growing international division?
4.	A highly qualified outsider?
Why?

Chapter 6: Ethics Training
In the Real World—ENRON
SPE Investments—1997
Ken Lay decided to promote Jeff Skilling to COO, beginning in March 1997. Skilling quickly began planning to succeed Lay as CEO in 2001. With his power extended to other divisions, Skilling inserted loyalists in key executive positions throughout Enron.
Skilling promoted Andy Fastow to Vice President of Treasury and Business Funding, with a goal of raising $20 billion a year in capital. Everyone needing capital would have to cooperate with Fastow’s group. If they didn’t, Fastow reminded them, he could ruin their careers.
During 1997, Enron still had too much debt on its books and needed cash. Fastow created a new SPE called RADR. The SPE would borrow money to pay Enron $17 million cash for an ownership stake in one of Enron’s wind farms. This sale would remove the wind farm’s debt from Enron’s balance sheet.
Outside investors had profited nicely in Fastow-structured SPEs. Fastow now wanted to invest in the RADR SPE so he could profit too. Enron’s Code of Conduct, however, prohibited senior executives from having a financial stake in any organization doing business with Enron. Such business transactions would create a major conflict of interest—would the executive be more concerned about Enron’s economic interests or the other business’s economic interest?
Fastow approached Michael Kopper, his assistant and protégé, with a way to get around this legally binding stipulation. Fastow’s wife could loan Kopper $419,000 and he could give this money to his domestic partner to create an investment group called “Friends of Enron,” which could then invest in RADR as the independent outside third party. Kopper, in turn, could pay back the loan, and distribute RADR profits, to the Fastows. Kopper could write multiple “gift” checks to Fastow family members below the minimum amount required to be reported to the IRS for tax purposes, and to the Fastow Foundation, a tax-exempt Houston charitable organization created by Andy.
DECISION CHOICE. If your boss, an Enron Vice President, instructed you to participate in this plan, would you
1.	Support the plan?
2.	Risk getting fired for refusing to participate in the plan?
3.	Inform CEO Ken Lay about the plan?
4.	Notify Arthur Andersen auditors about the plan?
5.	Notify the SEC about the plan?
Why?

Chapter 7: Respecting Employee Diversity
In the Real World—ENRON
Checks and Balances—1997
Michael Kopper agreed to Andy Fastow’s plan for funding the RADR SPE, and everyone involved profited.
In early 1997, David Duncan, a relatively young rising star and Arthur Andersen partner at age 38, became Andersen’s lead auditor on the Enron account. He would be reviewing the work of his former boss at Andersen, Rick Causey, now Enron’s chief accounting officer (CAO). Duncan was a strong client advocate, someone who helped clients achieve desired accounting objectives. His annual bonus and advancement within Andersen depended on increasing client fees by 20%. Enron was Duncan’s only customer. Critically questioning Enron’s accounting transactions and financial arrangements could mean career suicide, something Fastow and Skilling pointed out to Duncan and his subordinates.
Fastow’s creative SPE schemes saved Enron’s fourth-quarter 1997 financial performance. Cash flow went from a negative $588 million at the end of September to a positive $501 million at the end of December, a $1 billion change for a company not dependent on Christmas sales.
Carl Bass, a senior Andersen accountant on Duncan’s audit team, objected to Enron’s aggressive accounting methods. Bass, having worked on the Enron account for two years, had developed a low regard for both Fastow and Causey. Bass concluded that Enron was inappropriately booking income and that Duncan should not sign off on the 1997 fourth quarter audited statements until the company applied more rigorous accounting methods. This action would be interpreted negatively by Wall Street investors.
Fastow threatened to change accounting firms if Duncan did not sign the audited statements. Duncan, as the lead engagement partner, has the final say in the matter.
DECISION CHOICE. If you were lead external auditor engagement partner on the Enron account, would you
1.	Risk losing the Enron account, which is the basis for your career path within Andersen, by demanding that Fastow and Causey follow more rigorous accounting methods?
2.	Risk your professional license by allowing Fastow and Causey to use aggressive accounting methods?
Why?

Chapter 8: Ethics Reporting Systems
In the Real World—ENRON
Code of Ethics Exemption Request—June 1999
David Duncan, the lead Arthur Andersen auditor on the Enron account, ignored his colleague’s concerns and supported Andy Fastow’s and CAO Rick Causey’s aggressive interpretation of accounting rules. As a result, Enron nearly doubled its annual profits for 1997, from $54 million to $105 million.
Beginning in 1999, with Wall Street experiencing a bull market and Enron’s stock continually rising, Lay and Skilling expanded into new trading markets, including minerals, by acquiring an average of two companies a month. Under Skilling’s direction, Enron evolved from a natural gas pipeline company to a trading company, with traders accounting for a third of its 15,000 employees.
Ken Lay and Jeff Skilling were now on center stage in a global economy, providing for people’s heating, electricity, and water needs across the Earth. Revenue shot up accordingly, from $13.3 billion in 1996 to $31 billion in 1998.
Skilling promoted Fastow to CFO of Enron. Fastow structured an SPE named LJM1 to support a network of financially troubled SPEs doing business with, or on behalf of, Enron. If this network of SPEs failed, Enron would experience tremendous financial strain.
Fastow told Skilling that outsiders would only invest in the risky LJM1 if Fastow was its managing partner. Enron’s Code of Ethics prohibited executives from participating in a company doing business with Enron, so Fastow would need to be exempted from this policy. Skilling approved the exemption and Lay did likewise. The final step in the exemption approval process required approval by Enron’s Board of Directors.
Lay, Skilling, and Duncan attended the June 28, 1999 Board of Directors meeting. Fastow explained why it was essential for him to serve as a managing partner of LJM1 and, thus, exempted from the relevant Code of Ethics policy. To safeguard against any potential conflict of interest, every deal between Enron and LJM1 would be presented to the Board of Directors for final approval. As an additional safeguard, LJM1’s financial statements would be audited by the public accounting firm KPMG, rather than Arthur Andersen, so two accounting firms would be reviewing the fairness of all LJM1 transactions with Enron.
DECISION CHOICE. If you were on Enron’s Board of Directors would you
1.	Exempt Fastow from Enron’s Code of Ethics, given the established accounting safeguards?
2.	Refuse to exempt Fastow and cause the financial failure of an entire set of SPEs heavily invested in by Enron?
Why?

Chapter 9: Managers as Ethical Leaders and Performance Assessments
In the Real World—ENRON
Auditor Oversight Problems—Spring 2001
Enron’s Board of Directors decided to exempt Andy Fastow from the Code of Ethics policy. LJM1, however, violated Generally Accepted Accounting Principles because the SPE’s management team was not independent of Enron. This technicality was lost amongst the flurry of mergers and acquisitions demanding the Board’s attention. Fastow’s management of LJM1, and its well-hidden purchases of Enron’s assets, enabled Enron to meet quarterly financial targets.
Fastow’s creative financing efforts were widely acclaimed in the business media, earning him CFO Magazine’s 1999 CFO Excellence Award. Enron’s 1999 revenue reached $40 billion, a very impressive 28% increase from the previous year, and $100 billion for 2000. Enron climbed to #7 on the Fortune 500 list and was now the nation’s largest supplier of electricity, as well as natural gas.
Enron became the hottest stock on Wall Street. Stock purchased in March 1997 for $40, when Jeff Skilling became COO, achieved a stock-split adjusted value of $181 a share in August 2000. In 2000, Enron won Fortune magazine’s most innovative company award for the fifth consecutive year, was ranked #25 for “Most Admired Company in the World.”
In the midst of these accolades, Ken Lay triumphantly retired as Enron’s CEO in February 2001, passing the reins on to Skilling, his protégé. The succession plan included Skilling taking over for Lay as Enron’s Chairman of the Board of Directors at the end of 2001.
Meanwhile, within Arthur Andersen, Carl Bass was promoted to the company’s Professional Standards Group (PSG), an oversight team composed of experienced senior partners who provide independent rulings on contentious accounting issues for audit teams. The Enron account fell under Bass’s jurisdiction. In the spring of 2001, Bass refused to sign off on a questionable financial structure for a series of Fastow-created SPEs. Bass instructed David Duncan, the Andersen audit team’s lead accountant, to inform Enron’s Board of Directors about the SPE accounting problem.
Duncan ignored Bass’s order and shared the problem with Rick Causey, Enron’s CAO and former Andersen partner. Causey, incensed by what he considered to be Bass’s unfair treatment, complained bitterly to senior Arthur Andersen partners. Causey and other Enron executives threatened to change audit companies if Bass was not removed from the Enron account and replaced by a different PSG member. The Enron account earned a remarkable $50 million in fees for Arthur Andersen’s Houston office.
DECISION CHOICE. If you were a senior Arthur Andersen partner, and Enron strongly requested that Carl Bass be replaced by a different Professional Standards Group (PSG) member to review Duncan’s audit team’s work, would you
1.	Defend Bass and risk losing the $50 million Enron account?
2.	Remove Bass from the Enron account and replace him with another highly qualified PSG member?
Why?

Chapter 10: Ethically Engaging and Empowering Employees
In the Real World—ENRON
Informing Ken Lay—August 2001
At Enron’s request, Arthur Andersen’s senior partners removed Carl Bass from reviewing the Enron account and reassigned him to SEC relations. Unfortunately, in 2000, the Internet economic bubble burst, the nation entered into a recession, and the stock market declined. For Enron, this meant losing many Internet customers and being financially overextended when the credit markets tightened. Negative publicity associated with Enron traders manipulating the California electricity trading market didn’t help.
Nonetheless, Enron claimed $100 billion in revenue for the first half of 2001 and stock analysts estimated that at this pace Enron would end the year as #1 on the Fortune 500 list.
But then a subset of Andy Fastow’s network of SPEs began to collapse because they were funded primarily with Enron stock, which was declining in value with the rest of the stock market. Fastow’s conflict of interest became more apparent. Skilling ordered Fastow to resign either from Enron or as LJM’s managing partner. Fastow decided to remain as Enron’s CFO. Instead, Michael Kopper, Fastow’s assistant and protégé, resigned from Enron and took over as LJM’s managing partner.
The pressure was getting to Skilling as his dream job started to turn into a financial nightmare. If Enron’s stock continued to decline in price, more Fastow-created SPEs would collapse. He struggled with depression, alcohol consumption, and insomnia. On August 13, 2001, Skilling shocked the Board of Directors by submitting his resignation as Enron’s CEO, due to family reasons. The public announcement resulted in a massive sell-off of Enron stock, and its price plummeted.
Ken Lay agreed to come out of semi-retirement to serve as Enron’s CEO again and reestablish stock market confidence. He announced an all-employee meeting to address a whirlwind of rumors surrounding Skilling’s resignation. Sherron Watkins, a vice president who worked for Fastow, submitted an anonymous one-page letter that highlighted some of Fastow’s SPE accounting manipulations for Lay to comment on at the all-employee meeting. Lay chose not to address Watkins’ letter.
Watkins then claimed authorship of the letter, shared it with Enron’s in-house lawyers, and scheduled a meeting with Lay for the following week to discuss the matter. The in-house lawyer strongly recommended that Watkins cancel her meeting with Lay until after Enron’s chief legal counsel investigated her accusations about Fastow. After all, transactions between LJM and Enron had been approved by external auditors, external lawyers, and the Board of Directors.
DECISION CHOICE. If you were an Enron vice president, would you
1.	Cancel your meeting with Lay and wait until hearing back from Enron’s in-house lawyers?
2.	Continue your own investigation and meet with Lay at the already scheduled time?
3.	Confidentially notify Arthur Andersen about your suspicions?
4.	Confidentially notify the SEC about your suspicions?
5.	Confidentially notify Wall Street Journal reporters about your suspicions?
Why?

Chapter 11: Environmental Management
In the Real World—ENRON
Announcing Third-Quarter Results—October 2001
Sherron Watkins, refusing to be bullied by corporate lawyers, met with Ken Lay in late August to discuss Fastow’s accounting manipulations. Lay did not seem to fully grasp the depth of the accounting problems Watkins described, though he promised to look more deeply into the matter. Watkins also informed a contact at Arthur Andersen, who then sent a memo summarizing his conversation with Watkins to David Duncan, Andersen’s lead auditor on the Enron account.
In late August 2001, Enron’s Chief Accounting Officer Richard Causey informed Lay that he and Fastow, with Skilling’s knowledge, had hidden losses totaling nearly $7 billion the past few years. As CEO, Lay was responsible for these numbers, but he simply hadn’t been paying close attention. Lay had always let others he trusted, such as Skilling, Causey, and Fastow, manage the details while he lobbied politicians and potential customers around the world.
On September 11, 2001, shortly after Lay found out about the hidden losses, terrorists hijacked two airplanes and crashed them into the World Trade Center towers, brutally killing more than 3,000 innocent people. When the stock market reopened, many stocks nosedived, including Enron’s.
Causey was responsible for preparing Enron’s third-quarter financial statements, scheduled for release on October 16. Lay now faced a decision that would directly impact 20,000 Enron employees—how honest should he be with investors about Enron’s hidden losses? CEOs have a fiduciary duty to honestly convey financial information to shareholders. But Enron’s accounting books were a mess, and nobody was absolutely sure as to the exact amount of financial losses Enron had sustained the past few years.
Wall Street analysts predicted that Enron had third-quarter losses totaling $2 billion due to the nationwide recession, Internet business collapse, and terrorist attack.
Lay met with several trusted Enron executives to brainstorm his options. They recommended that Lay report only $1.2 billion of the estimated $7 billion in losses, because that amount could be reasonably explained without damaging Enron’s already falling stock price too much. In addition, beating Wall Street expectations might attract new investors.
The executives also pointed out that if Lay reported all $7 billion in losses on October 16, Enron’s stock price would collapse from a massive stock sell off, causing Enron to default on its loans. A resultant government investigation could quickly bankrupt the company. Many Enron employees, who had loaded their pension funds with Enron’s soaring stock the last few years despite being told to diversify, would lose their entire life savings.
DECISION CHOICE. If you were the CEO of Enron, how much of the hidden losses would you report to the public when announcing third quarter results on October 16?
1.	All $7 billion in losses, and risk financial collapse?
2.	$2 billion in losses, to match Wall Street expectations?
3.	$1.2 billion in losses, as recommended by some Enron executives?
Why?

Chapter 12: Community Outreach and Respect
In the Real World—ENRON
Arthur Andersen’s Document Retention Policy—October 2001
On October 16, 2001, Ken Lay violated federal law by lying to shareholders. He announced that Enron had third-quarter operating losses of $618 million and $1.01 billion in nonrecurring write-offs. He failed to report an additional $5 billion in hidden losses. The nonrecurring write-offs attracted public attention. The SEC began an “informal” investigation, and The Wall Street Journal’s investigative journalists began publishing articles describing how CFO Andy Fastow profited from managing SPEs that did business with Enron.
Arthur Andersen found itself in a bind. Andersen was already under a cease–and–desist order from the SEC for its role in an accounting fraud at Waste Management, the giant trash-removal firm. The SEC threatened to disbar Andersen from practicing public accounting if it did not cease and desist from other fraudulent activities. Now it was becoming obvious that, a mere four months later, Andersen had been fraudulently certifying the books of another client—Enron.
Nancy Temple, Andersen’s in-house lawyer, was among those creating a paper trail documenting Andersen’s concerns about the Enron audit. Four days prior to Lay’s October 16 financial statement announcement, Temple sent an email to Andersen’s Houston office reminding them about Andersen’s “documentation retention and destruction policy.”
According to the policy, all nonessential audit materials could be destroyed prior to the initiation of a formal SEC investigation. Nothing could be destroyed after the SEC announced a formal investigation. The email was forwarded to David Duncan, the lead auditor on the Enron account, for his consideration.
Duncan’s engagement team had been very lax. The team failed to remove redundant and nonessential documents after completing its two most recent quarterly audits. A formal SEC investigation seemed imminent, but it had not yet been declared. Duncan still had the legal right to destroy redundant and nonessential documents.
DECISION CHOICE. If you were the lead external auditor engagement partner, would you
1.	Implement Andersen’s document retention and destruction policy and destroy redundant and nonessential documents?
2.	Preserve all Enron documents to assist any future SEC investigation?
Why?
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