The Enron Perpetual Money Machine

“The bigger they are, the harder they fall” 

Less than a year ago Enron was widely recognized as one of the most successful companies in the world. Now the name “Enron” is bitterly used as an analogy of abject failure. To understand why the fall of Enron had such an impact on so many people it is essential to first realize the breadth of their business dealings. How Enron grew, the innovation and aggression with which they revolutionized their industry, is important to understanding how Enron could go from unparalleled success to unparalleled catastrophe. 

The primary element of Enron’s success was in developing new markets.  They didn’t only fill existing markets like other industries, by developing new products to solve the latest need of the consumer. They specialized in bringing old services to the new markets created by government deregulation and newly developed business technology; and not just on American soil, but around the entire globe.  Instead of being the best player in the middle of the game, they played where the boundaries were expanding, where they could define how the new game was played.

Enron built much of its success where government deregulation was implemented.  It didn’t enter and overrun already established industries as they were, it entered where there was change, where the government was lifting and changing regulations. They also ventured across the world where markets had not been fully established. There they would implement their innovation and lead the market into the newly opening fields of opportunity.


Leaving alone the opportunities opened to Enron through new ideas and changing regulations, they still developed an impeccable record for good solid business.  They took opportunities for acquisitions of other companies that could be managed better, or that held unlocked potential in markets Enron wanted to expand into. Within their fields of competition they rose to the top, and ranked among the premier companies across the world.

Beginnings

The roots of Enron begin in July 1985 with the merger of Omaha based energy company Inter North and Houston Natural Gas. The originator and driving force of Enron began with Chairman and Chief Executive Kenneth Lay. As a Harvard Business School Graduate, and an energy economist who held academic and government positions throughout his career, Lay had ambitions to progress beyond the current industry of merely piping natural gas.  He wanted to see a revolution in the energy industry, and he wanted Enron to be at the head of it. Another one of the primary players with the company from the beginning was Jeff Skilling. An innovative thinker from Mckinsey consultancy firm, Skilling originated the idea of trading futures in natural gas. He believed there was a totally new way to compete in the energy market using techniques already developed in other industries.

From the beginning of their existence, Enron, among other energy companies, lobbied Washington for increasing deregulation of the energy market. They argued that the free competition would benefit both companies and consumers.  As regulations were lifted and competition began in the changing market, prices became more volatile.  Enron made their profit in the fluctuating market by guaranteeing stable prices.  They would sell energy and other related commodities in the future at a fixed price today.  Companies could hedge their operations against the fluctuating prices, and Enron could hedge against its future income.  As the middleman, Enron would take their cut off the top.

1. Growth and Progress

Innovation

In January 2000, for the fifth consecutive year, Fortune survey named Enron “The Most Innovative Company in America.” Taking a look at the diversity of the achievements and bold steps made throughout their growth, it becomes apparent why Enron was repeatedly given such a title.

Right from the start, in October of their rookie year, Enron began changing the way in which fuel was traditionally traded by making their pipelines available to other entities as open-access transporters.  By April 1992 they had made a complete separation of the merchant and transportation functions. Their pipelines were no longer used for buying and selling gas, they were now only transportation lines. Five years later they continued their emphasis in providing services by forming Enron Energy Services (EES). Since then, EES has become the only nationwide provider of energy outsourcing to commercial and light industrial customers, and has been expanding its capabilities internationally. By July 2000 the company would negotiate outsourcing contracts totaling nearly $20 billion (June 98 milestone).

Moving beyond the old boundaries and into the markets of the future, Enron became one of the first among energy companies to begin trading on the Internet (BBC). In January of 1999, Enron Broadband Services opened an Internet application delivery system known as Enron Intelligent Network (EIN). In just a few months EIN entered the virtual world and launched “Enron Online”, the first global web-based commodity trading site.  Through this revolutionary trading system Enron became the world’s largest e-commerce company (milestone).  

Expanding still to other markets, Jeff Skilling stepped forth in July 1996 and launched ECT Investments, an internal hedge fund using borrowed money to boost the size of its investments. ECT Investments was incredibly successful.  Beginning with an initial backing of $25 million, it took advantage of the deregulation occurring in the utility and telecom industries, grew rapidly, and even doubled its money in 1999. (Zuckerman, April 11, C4)

Enron was using their innovation to expand into a broad base of markets, and becoming very successful through it. Because of the high volume flowing through the company they were dubbed throughout industry as “Energy Alley.” 

Government Deregulation


Enron was innovative and aggressive in the energy markets, but this alone doesn’t account for all the opportunity they capitalized upon. A large factor in their success was policy changes made by government leaders.  Taking action on the deregulation in the US natural gas industry, in 1989 Enron launched Gas Bank, a company that allows producers and wholesale buyers to purchase gas supplies at pre-arranged prices and thereby hedge the price risk.  This became very important as the energy industry in California became so volatile. This was the forerunner to today’s wholesale trading business in North America and Europe, leading to Enron becoming the largest natural gas merchant in North America and the UK (milestone).

It wasn’t only on America’s own shores that Enron was working with governments concerning energy policy. In 1988 when the UK electric industry was privatized, Enron was the first company to begin construction on a new power plant.  And they didn’t settle for a small piece of the pie. The project they had undertaken was the second largest ever financed in the UK (milestones).  They continued to keep their sights on the horizon, and their success in the past gave them first pick as other European countries opened.  Enron was granted the first power marketing licenses in Spain and Germany with the passage of national electricity regulations allowing new market participants in July 1998.  

Worldwide

Enron was ranked the 6th largest energy company in the world by the Energy Financial Group in March 2000. Not only had they permeated much of the world, but they did so with bold ambition, initiating some of the largest projects ever undertaken. Enron completed the Teeside power plant in the UK in April 1993, land-marking the worlds largest gas-fired heat and power facility (milestone). Shortly after this success, Enron Europe opend a trading center in London. This base established the path for them to become the largest merchant of natural gas and power in the UK. Extending to the mainland, Enron became the largest power merchant in the Nordic region, and a leader in electricity throughout Continental Europe. 

Enron also spread to the developing countries of the world. In India, construction began on the Dabhol Power Project in December 1996. A project valued at nearly $3 billion (Slater, April 5), and claiming its place as the largest foreign investment in the country. Upon completion in 2001 it was to become the largest natural gas powered facility in the world (milestone may 99). Beginning July 1999,in South America they embarked on one of the largest projects ever undertaken there, the Bolivia to Brazil natural gas pipeline (milestone).

At it’s height Enron Employed over 31,000 people (Pacelle, April 2, A2), and was spread over more than 40 countries (BBC II).

Acquisitions


In conjunction with standard business practices, big fish eat little fish and become bigger.  Enron is no exception.  When they saw a market with a smaller company holding profitable potential, they would acquire the company and infiltrate the industry. Enron gained their initial presence in South America with the acquisition of Transpordata de Gas Del Sur in December 1992. Later they expanded to all major energy commodities. In January 1997, with increasing encouragement for using renewable energy sources, Enron Renewable Energy Corp. was formed with the acquisition of leading wind energy company, Zond Corporation (milestone). Later in that same year Enron acquired Portland General Electric (milestone). Again in the following July they acquired Wessex Water in the UK, and formed the global water company Azurix.

Company Achievements


In a mere 15 years Enron grew from the merger of two little known energy companies, into one of the most recognized powerhouses across the world.  Any American that’s a fan of baseball was familiar with “Enron Field”, home of the Houston Astros. In January 2000, Fortune Survey ranked the nations seventh-largest corporation (Hitt, February 27, A3) No. 24 among “The 100 best Companies to Work for in America”. Sales and Marketing magazine rated EES as the No. 1 sales force in America in June 1999 (milestone). At it’s height, Enron had become the largest marketer of electricity, and controlled a quarter of all gas business in the US (BBC).

2. Prosperity Declines

Extending Beyond Their Core Business

Enron was doing superb all across the globe in the energy industry.  Their stock had steadily climbed reaching $90 a share in 2000.  Because of the solid foundation in Energy, and their successful history of bold innovation, investor confidence was unshakable. Where Enron began to go wrong was in all their departures from the core energy business they began with. They had extended themselves over too broad a range with sporadic branches into financial markets.  These departures weren’t an instantaneous change in company policy, rather they grew gradually with the company.

One of these extensions is shown in ECT Investments launched in July 1996 by Jeff Skilling. ECT was an internal hedge fund (considered one of the riskiest forms of financial trading) using borrowed money to boost the size of its investments). This wasn’t totally abnormal according to Journalist NAME: “Enron, of course, isn’t the first company to use investments and hedging to buff up its balance sheet.  Many companies, from banks to technology giants such as Microsoft Corp., invest in start-ups or even established businesses, often in their own field.” (Zuckerman, April 11, C1). However, this hedge fund was different from typical funds in that it was more of an investment bank. Instead of making investments to protect the company, it actively traded stocks and exploited leverage to amplify the returns.  In addition, it strayed far from it’s core energy business, with 40% if its stocks in companies such as Microsoft and Sun Microsystems Inc. ECT Investments was trading about $145 million of Enron’s money before bankruptcy, at times exposure even increased to $600 million(Zuckerman, April 11, C1:C4). Through this fund, Enron continued running tens of millions of dollars in stocks right up through the months before they filed for bankruptcy(Zuckerman, April 11, C1).
Other investment funds and financial operations followed. In February 1999 Enron began managing equity funds with Enron Investment Partners.  One year later they went further into the financial business, launching the first real-time credit department for corporations, EnronCredit.com. Many of these investment groups proved profitable, but it was sometime along the year 2000 that Enron began to create and use other questionable partnerships to keep its share price high, and raise investment against its own assets and stock.

Most of the knowledge of Enron’s internal failure has come about through hindsight. Enron continued growing nearly up to the month that they filed under chapter 11.  They were financially depleted internally but continued expanding externally.  Very little could be seen from the outside at the time they were imploding.  If it would have been more apparent, investors would have begun bailing out earlier, and Enron may have been forced to make some changes that would have saved the company.  It can be argued that the fuel to Enron’s success was their growth and high level of investor confidence.  Even if they were aware of their dwindling stability, their only option to recover from the problems they had created for themselves was to maintain investor confidence while they gradually cleaned up their debts where nobody could see them.  Even if that was the case, the investor is left to wonder if Enron would have re-stabilized had they been able to acquire the opportunity.

Financial instability begins

In the middle of 1999 Enron made a change from their rapid pace of acquisitions, and began selling ownership and interests in companies to recover funds.  Among these were Portland General Electric, acquired only 2 years earlier, and Enron Oil & Gas (excluding its China and India assets).  In addition they announced the initial public offering of Azurix in the UK, the global water company formed only 1 year earlier (milestone). These actions in and of themselves were no reason for alarm, but hindsight shows they began just before other specially established partnerships were becoming heavily used to hide other losses Enron was incurring.  

The Raptor Partnerships

In the beginning of 2000, the financial statements were not going to be looking as good as they had in the past. To solve this problem, Enron set up four partnerships, referred to as “Raptors” intended to help hedge company assets against any potential drop in value.  These partnerships, controlled by former CFO Andrew Fastow, were primarily capitalized by Enron’s own stock.  They also owned other speculative holdings, which were heavily tied to tech stocks. At the end of 2000 and beginning of 2001, Enron made agreements to deliver 30 million shares to these entities. In some complex accounting, These transactions were recorded on the books in such a way that provided roughly half the company’s reported income (Wilke, February 27, A8). 

Using these arrangements, Enron could remove losses from its books by selling future agreements on devalued stock as “assets” to independent partnerships. However, these “independent” partnerships were simultaneously run by Enron executives.  Multiplying the affect, the payments for these “assets” ended up on Enron’s books as profits.  Hereby Enron had developed a perpetual money machine that never needed to take a loss. Everything put in came back out with an increase.  The idea was to keep credit ratings and stocks high during a slump, and then refill the holes when the master company was back on the uphill.  Legal regulations have been established against such practices, but with creative accountants they were able to run these deals in such a complex system that following them was extremely difficult, even by those trained in accounting practices. Hundreds of millions of dollars were tied up between these companies in over 20 intricate contracts (BBC).

The paradox created in this perpetual money machine becomes apparent when you analyze how the partnerships function under the two possible circumstances: rising stock, and falling stock.  These “separate” partnerships were funded with Enron stock instead of outside investors.  When Enron stock temporarily went down, these partnerships would buy it up.  When the stock rose again, they would sell it off to outsiders for a profit, which profits went right back into Enron. This had a two fold affect: it artificially inflated Enron’s stock price, and it paid an increasing return as the stock price continued rising.  In essence, they were merely a multiplier of how Enron’s own stock was performing.  

The danger in system is that this multiplier remains equally potent in the case of a loss.  In the event that Enron stock went down, the partnerships were to pay up using Enron’s own assets.  This clearly could never happen because the assets they intended to use to pay their debts were the very assets that were disappearing before them.  (Use a graphic to illustrate this) A black hole had been created and was lying dormant, waiting for the stock price to fall. Once Enron became dependent on this machine, the only way for them to stay afloat was to maintain a high stock price.  Enron had created partnerships that were mutually reinforcing, both toward success and toward failure.

LJM Partnership

One of these arrangements, run solely by Enron Executives, is referred to as the LJM partnership. The first entity is a company called Chewco, launched in 1997 by former Chief Financial Officer Andrew 
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· Enron uses their own stock 

         to sell losses to a partnership 

         as an “asset.”

- Enron records a profit

- Enron avoids a loss

· The partnership holds the loss as Enron stock, waiting for the value of the stock to rise.

· Rising Stock

· When the value of Enron stock is back up, the partnership sells the loss they had been holding. This compensates for their cost on purchasing and holding the “asset.”

· The partnership and Enron have made a profit on the transaction.

· Falling Stock

· As Enron stock declines and stays down, the “assets” held by the partnership have decreased in value magnifying the loss they were holding. 

· Partnerships collapse, unable to continue holding the negative asset without outside investors.

· Enron falls as the foundation it has built for itself crumbles.
Figure 2: The method by which Enron was able to hide losses from their accounting books. Enron took a $1.01 billion charge due to contracts with partnerships when they posted their new accounting records in October 2001.
Fastow.  They bought part of an interest in JEDI, another Enron related company, that allowed Enron to keep over $700 million of debt off its books in 1997. Chewco had been kept secret form the public for four years, and top Enron officials say they were told little or nothing about the partnership (Wilke, February 27, A8). In 2001 Enron admitted that they had been improperly accounting for these entities.  When they reissued their financial results, their net income from 1997 to 2000 had decreased nearly $400 million, more than 10% (Wilke, February 27, A8). These and other entities are under current investigation to determine who knew how much about what they were used for.

Blockbuster

 In addition to making a profit on their losses, Enron was counting their chickens before they were hatched.  Investment money acquired from partnerships for new ventures was prematurely recorded as profits, even before the upstarts were established and running.  A major venture Enron was running with Blockbuster video was to distribute full length feature films across Enron Broadband Services.  This deal fell through early in 2001 causing losses to all those involved, but Enron had already listed $110 million as profits (BBC). 

Internal Concerns


With all this money shuffleing through these partnerships, it would seem somebody had to be in charge of directing it to happen.  There had to be some people aware that what they were doing was financially dangerous, and possibly illegal.  Yet Enron Executives at the top claim to have been unaware of what was taking place.  The affects of these partnerships were never made public before Enron collapsed, but there are records that at least a few Enron officials were aware and made vain attempts to warn those at the top.

Dr. Vince Kaminski, a top Enron risk-management official expressed concerns about the partnerships as early as October 2000, nearly a year before any action was taken by other executives concerning the matters.  In a meeting with the board, he described the partnership arrangements as “terminally stupid” and “improper.” (Emshwiller, March 18, A6).  Dr Kaminski resigned as an Enron managing director early in 2002. 

Enron Executive Clifford Baxter also apparently knew of the partnerships. Mr. Baxter left the company in May on uncontroversial circumstances, but before leaving he had disagreed with Skilling on issues of the partnership transactions. Tragically, Mr. Baxter took his life following the final collapse of the company.  

Records also show that Arthur Anderson, Enron’s auditing agency, were aware and concerned about the partnerships as early as February 2001. On the 5th of the month, Anderson auditors held a confidential meeting regarding the special partnerships.  They held concerns about the incredibly complicated deals moving money, stock, and assets back and forth between the companies.  It was becoming apparent that for the partnerships to legally continue to work, they had to be sufficiently independent from Enron.  

Stock Slopes Down

In February 2001, Kenneth Lay turned over his position as CEO to Jeff Skilling. During this time, Enron’s stock price that had steadily climbed over the last 15 years now began to decrease as the dot.com bubble burst and energy price instability remained. The share price continued dropping, and by March had reached $50. During this time, the Blockbuster deal fell through causing not only losses, but eliminating funds that had already been reported as profits. Adding a third blow to the confidence of investors still reeling from the entire economic downturn, Enron lost its only customer for the Dabhol power plant in India.  All of this could be written off a simple bad luck, but when Jeff Skilling resigned as chief executive on August 14, only 7 months after taking the position, questions began to rise.

Figure w/ stock and events

Dilemma Acknowledged

When Skilling resigned for personal reasons, Lay resumed the position of CEO.  With Mr. Lay picking back up the reigns of the company, he was made aware of some of the compounding issues with the partnerhsips.

Sherron Watkins, an Enron vice-president has come forth as the public heroin of the Enron debacle.  In August when Lay settled back in as CEO, Ms. Watkins wrote him an anonymous letter delineating concerns about the state of the company and possible scandal.  She had become aware of the “special purpose entities” and the nature of the deals that were running through them.  She also contacted James Hecker with her concerns, one of her former colleagues from Arthur Anderson (BBC).  He recognized the potential problem and brought the issue to Anderson executives, including chief Enron auditor David Duncan.  They consulted lawyers concerning the legality of these partnerships.

Soon after these external correspondences, Ms. Watkins met directly with Kenneth lay and went through the content of the letter she’d previously written.  Following this meeting Lay ordered Enron’s Lawyers to begin an investigation into the partnerships.  During this process Lay continued to reassure staff and investors, although he himself appears to have already begun jumping ship by selling off $70.1 million in stocks between february and October of that year (WSJ 26 February). 

When contacted, Anderson accountants on the job had already been concerned about these partnerships and how to keep them legal.  The Wall Street Journal reported that “Arthur Anderson LLP accountants knew of the growing losses there. But they continued to bend to the wishes of Enron executives who didn’t want to recognize the losses and make them public.” (Weil, April 3, C1).  The Raptor partnerships Ms. Watkins had been concerned about had been approved by Anderson. This time though, the weight of the problem had become too much to balance.  On 12 October, Anderson told Enron they had no choice but to begin accounting for these special partnerships on their regular books (BBC). When they revised their accounting for that years third quarter, Enron posted a $544 million charge related to these Raptor partnerships (Weil, April 3, C12).

3. The Fall

Have you ever watched a little kid running so fast that suddenly his feet can’t keep up with the rest of his body?

October Decline

Beginning 16 October 2001, Enron made the announcement that sealed its inevitable demise. Previously, Enron’s 2000 annual report gave numbers showing that income had risen by 40% over the last 3 years (BBC).  Then on Tuesday, Enron announced a quarterly loss of  $618 million. The following day they cut their quoted assets by $1.01 billion (WSJ 3 April says on 16th), causing the value of their shares to decrease by $1.2 billion (BBC). As investors began selling out for whatever they could get, Enron blocked their employees from selling stock in their pension plans. Because Enron had hedged against its own stock, with its share price having fallen to $33 and continuing down, they had no way of recovering their assets.

That next Monday, with shares trading at $26, Enron announced that the Securities and Exchange Commission (SEC) had opened inquiries into the company and its partnerships.  Immediately another 20% fell from the share price. By the end of the week they were trading at a mere $15.  

Attempts to Stabilize

As things were deteriorating, many changes were being made within the company to re-stabilize and restore investor confidence.  Primary changes occurred in management, placing an emphasis on returning to their core business. At this time Kenneth Lay let go of Enron Chief Financial Officer Andrew Fastow who was primarily responsible for setting up the partnerships through which Enron had been hiding its debts.  Some assets were modified for immediate liquidity to meet short-term obligations to creditors and repair the balance sheets.  Long term financial stability was sought through a merger with Dynegy, an energy competitor. Over the next couple weeks, Lay made contacts to find help to salvage his flailing company, but little was there to be given.

November Decline
On 8 November Enron restated its profits for the past 4 years, this time including the debt that had been concealed through the partnerships.  Although investor confidence had vaporized, Enron still had relatively good credit ratings and used this as leverage to renegotiate payments on $690 million that was immediately due to its creditors.  Even with successful renegotiations, stock continued falling. By 26 November, it had dropped to $4.01 a share.  At this point they could no longer maintain a reasonable credit rating, and the major credit agencies reduced Enron to junk bond status.

During this progression Enron had entered negotiations to be taken over by their smaller competitor Dynegy.  An agreement had been reached and contracts had been signed, but when Enron was given junk-bond status, Dynegy pulled out of the merger. As Dynegy backed out, Enron’s stock reached the floor at $1, and the collapse of the energy giant was complete. 

Bankruptcy

On 2 December 2001, Enron filed for chapter 11 bankruptcy protection.  4000 of Enron’s 31,000 employees (Pacelle, April 12, A2) immediately lost their jobs, in addition to 1,100 recently laid off in England (BBC).  In just three months Enron had gone from a company claiming nearly $100 billion in assets (Pacelle, April 12, A2) all the way down to bankruptcy.  The largest corporate bankruptcy in US history.

Although bankruptcy is the bottom of the fall, it’s not the end of the road.  Chapter 11 bankruptcy protection allows a company such as Enron, that has been overwhelmed because of excessive debt or lack of liquidity, to reorganize themselves without creditors taking immediate action on debts they are owed.  The idea is that the business is more valuable to its creditors if it can get up and running again, than if they were to liquidate all its assets and divide up the leftovers. The filing allows the company to continue necessary operations while developing a plan for reconstruction.  The company leaves chapter 11 when a plan is approved by the court.

Enron’s own statement says: “The purpose for Chapter 11 is to preserve and strengthen our business so that we can best meet our financial obligations to our creditors.  We expect to do just that.  As part of this process, however, certain businesses and operations will be sold or wound down in an orderly fashion.” (PressRoom, FAQ’s about chapter 11). While Enron is winding down and selling off operations that are not part of their core business, they are still dedicated to servicing their customers and have stated: “We do not anticipate any disruptions to customer service or quality control to happen as a result of the filing . . . . We expect that customers of our pipelines and utilities businesses should continue to experience uninterrupted service.” (PressRoom FAQ’s). 

4. Picking up the Pieces and Deciphering What Happened

After filing for bankruptcy protection, much of Enron’s proceedings became the work of Lawyers. Creditors began lining up to get their share of what was left. Enron filed a lawsuit against Dynegy for backing out of the merger.  Dynegy counter-filed against Enron. Multiple investors began organizing their suits against Enron. On January 9 the Justice Dept officially announced a criminal investigation. The New York Stock Exchange suspended trading on Enron stock on 15 January 2002. On January 24, after loosing 80% of his net worth, most of it tied up in Enron stock, Kenneth Lay resigned as CEO (Lublin, February 26, B4).

Who’s Responsible?

Disclaimer

No attempt will be made herein to incriminate or exonerate any of the individuals mentioned in this report.  Although information included may appear as evidence regarding actions taken, it should be realized that a full legal representation of the circumstances has not been treated.  The facts used herein are intended for the readers understanding of what happened.  Legal investigations are underway and should be independently searched regarding such issues.  

Early in February, William Powers published the report on the company’s own internal investigation of the crash, pinning blame on the executives who benefited most from the partnerships. “We found a systematic and pervasive attempt by Enron’s management to misrepresent the company’s financial condition.” (BBC II)

Kenneth Lay claims to have been ignorant of the partnerships and their use until he resumed his position as CEO in August 2001, when things were exposed and the company came crashing down. In recent years Mr. Lay was increasingly turning responsibility over to Skilling, and focusing on public diplomacy. A spokeswomen in his defense said “Mr. Lay was chairman and chief executive of a 25,000-person corporation with $100 billion in revenues.  It’s not unusual that a person in his position doesn’t know every detail of every transaction in 30 countries around the world.” (Emshwiller, February 25, A6) 

Among the executives there appear to be differences of opinion as to who knew how much.  Sherron Watkins testified that CFO Andrew Fastow, and CEO Jeff Skilling had misled Kenneth Lay and the board (Emshwiller, February 27, A6).  

Jeff Skilling claims to have been misled by the company’s accountants, and to have been unaware of the risks involved in the hedges; that he relied on the advice of his advisors, including those from Arthur Anderson who had approved of the partnerships.  “Did I believe this was appropriate? Yes I did. And if the accountants had at any time suggested this was inappropriate we would not have gone ahead.” (Hitt, February 27, A8).  Skilling’s claimed reliance on his advisors may have been genuine according to a statement made by John Green who ran trading at ECT Investing, another successful brainchild of Skilling launched in 1996. “Skilling would come by to see what’s going on, and get our view of the market, but he wasn’t involved much day to day.” (Zuckerman, April 11, C4)


Former CFO Andrew Fastow has claimed his fifth-amendment right to not testify.

Arthur Anderson

Previously one of the highly respected “Big Five” accounting firms, Arthur Anderson Worldwide vaporized over the course of a couple weeks.  When indictments began filing in against the firm for alleged obstruction of justice by shredding important Enron related documents, the Anderson partnerships across the world immediately began filing out. David Duncan, Anderson chief partner on the Enron Account, called a meeting on October 23 “to organize an expedited effort” of document destruction (BBC).  This action was made in response to a 12 October email reminding him of the firms’ policy on destroying documents that are no longer needed (BBC). Mr. Duncan was fired on January 15 from his position with Anderson. Many of Andersen’s largest customers immediately broke ties with the accounting firm to avoid being tainted by the repercussions that may come from the Enron debacle.  Since then, Arthur Anderson LLP has been sorting out legal agreements for their actions and trying to stay afloat here in the states. Legal conclusions are still in process.

Wider Repercussions

Because of the breadth of Enron’s operations and the number of people and companies their bankruptcy has impacted, repercussions are being felt indirectly in many different areas.  Most notably in the corporate world are the ensuing debates over the potential conflict of interest in hiring the same agency that for both auditing and consulting services. Some companies have made recent policy changes, deciding on their own to keep auditing and consulting separate. 

On the political spectrum, the federal government has made revisions of pension regulations due the enormous loss to employees and others in their pension funds. In March President Bush unveiled a plan designed to strengthen accountability for corporations. For those at the top of the corporations, the White House is considering increasing penalties for corporate officers and directors accused of misleading shareholders from recklessness to negligence, even if an officer doesn’t commit outright fraud (Schlesinger, February 25, A3).

Restructuring


Enron has hired restructuring specialist Stephen Cooper to act as an interim CEO to rebuild the company and deal with their Creditors.  His plans are to reorganize the company as a much smaller producer and distributor of energy.  If creditors agree to his plan, the company will reach from Canada to South America, while focusing on markets in California, Florida, and Brazil. Included in his plans are hopes to repurchase the Northern Natural Gas pipeline from Dynegy, and Portland General Electric utility from Northwest Natural Gas (Pacelle, April 12, A2).

Enron has been able to sell off many of its non-essential assets and entities around the world to maintain its operations and pay it’s creditors. Enron’s European retail branch was bought by Centrica in the UK for nearly $140 million (BBC II). Negotiations for a $2.9 billion deal on the Dabhol Power plant in India are underway (Slater, April 5). The manufacturing assets of Enron Wind Corp. have been sold to General Electric Company  (Enron Newsroom). The naming contract on Enron Field was released with the Houston Astros (WSJ, and Enron newsroom). Enron still has plans to sell Azurix in the UK, their emerging markets business, and other non-core entities. 

When Enron returns back out of chapter 11, it will not be the same bold energy company that once flew its flag above the Houston Astros baseball field.  The new Enron will be a much smaller company, focused as a producer and distributor of energy.

