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Introduction

There is a major problem in writing this book. To tell the story fairly,
a very large number of complexities must be explained. For example,
Chapter 2 discusses Enron’s Year 2000 Annual Report. It is difficult
to study that report and conclude that the firm is heading toward
collapse. On the other hand, it is not difficult to identify footnotes that
are vague and incomplete (of course, the author also has the benefit
of hindsight).

Why write a casebook describing and evaluating events about
which there have been criminal trials and extensive hearings?

First, we should review what a manager or financial analyst should
have known about Enron based on publicly available accounting
information. Second, the Powers Report (William Powers was the
Chairman of the Special Investigation Committee of the Enron Board
of Directors) provides us with a good foundation for understanding
the accounting and financial decisions that contributed to Enron’s col-
lapse. Third, the Skilling–Lay Trial enables us to determine the worst
aspects of Enron’s actions, and gives us a chance to evaluate the Gov-
ernment’s conduct of that trial.

To determine whether or not the Skilling–Lay trial was fair, it is
important that we understand why the seventh largest US Corpora-
tion collapsed in 2001. Why did a profitable corporation with an
apparently strong balance sheet go from a firm with profitable growth
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prospects to a bankrupt shell in a matter of less than 8 weeks (from
mid-October to mid-December 2001)?

Even after restarting the accounting incomes of 1997–2001 in
October 2001, Enron made over $2 billion of net income over that
four-year period. The accounting results of operations do not, by
themselves, lead to a forecast of financial insolvency.

I have tried to explain the accounting and financial complexities
of Enron and the Skilling–Lay trial as clearly as I could. But unfor-
tunately, considerable complexity and confusion still remain. You
should ask yourself — to what extent the accounting and financial
complexities were likely to have been understood by Enron’s senior
management, by financial analysts, and by the Skilling–Lay jury? Also,
were Skilling and Lay given a fair trial? Should the objective of the
US Attorneys be to gain convictions or to seek justice? Does it matter
to the society how a conviction is obtained?

One obvious conclusion to most readers would be that there
should have been more effective limits placed on the complexity and
opaqueness of the financial transactions and the accounting reports
by Enron’s top management. It would seem that by 1997, few if any
managers or members of the Board of Directors at Enron truly and
fully understood the financial transactions and the accounting impli-
cations as well as the legal aspects of those transactions. There should
have been better accounting disclosures, but equally important Enron
management should have made better financial decisions.

I hope this book will enlighten a wide range of readers including
those who are not accounting–finance experts. It is also designed to be
used in either an advanced accounting or finance college course as a
supplement or the core component of a course. Enron supplies many
useful lessons. The collapse need not have happened.
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