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Quarhum of fmnhuﬂwnla.wnqa NHJQ to various Enron audits. In eaﬂy Janh(rj 2002, \
Andersen officials informed federal inv estigators thal personnel in the Houston \

office had "dest r'(‘\y@fl a significant but unde
to the company [Enron] and its finane
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ducting a formal invest ,
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was altempting to prevenl law entorcement

nined number of documents refating
al large-scale effort began in September
- after the SEC revealed it was con-
fHairs. The report of the shrediding
st that Andersen’s Houston olfice

authorilies from obtaining potentially
mg Andersen’s role in Enron’s demise, Senator Joseph
Lieberman, chairman of the LS. Senate Governmental Affairs Committee that would
be investigating the Enron debacie, warned that the effort 1o dispose of the Erron-
refated documents might be particularly problematic for Andersen,

mcriminating evidence reg

It [the document-shredding] came at a time when people inside, inclucling the execu-
ties of Avthur Andersen and Envon, kaew that Envon was in real trouble and that the
roof was about (o collapse on them, and there was about (o be & corporate scandl.

[ This] raises very serious questions about whether obsiruction of justice occurred
hP’C The folks at Arthur Andersen could be on the other end of an indictment before
this is over This Enron episode may end this company’s history™

G

The barrage of criticism directed at Andersen continued unabated during the early
months of 2002. lronically, some of that criticism was directed at Andersen by Enron’s
top management. On January 17, 2002, Kenneth Lay issued a press release reporting
that his company had decided to discharge Andersen as its independent au(iit firm.*!
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Ridicule and Retrospection

. As 2001 came to a close, The New York Times reported that the year bad

L the worst ever for Andersen,“the accounting firm that once deserved ihe ! of the
! conscience of the industry’® The following year would prove to he an aven darke
: ~ time for the firm. During the early months of 2002, Andersen faced scathing criticism

z:mfrom Congressional investigators, enormous class-action lawsuits filed by apgry
s §§§Fnron stockholders and creditors, and a federal criminal indictment stemming frop,

e the shleddlng of Enron-related documents.

’g §§§ ] ln*law March 2002, Joseph Berardino unexpectedly resigned as Andersen’s CEQ

s after failing to negotiate a merger of Andersen with one of the other Big Five firms,
L During the following few weeks, dozens of Andersen clients dropped the firm as their

indépehdent auditor out of concern that the firm might not survive if it was found
“guilty of the pending criminal indictment. The staggering loss of clients forced An-
di to lay off more than 25 percent of its workforce in mid-April. Shortly after that
off was announced, US. Department of Justice officials revealed that David
"H’lﬁiﬁn the former Enron audit engagement partner had ptedded gmlly to obstruc-

ce. That conv;cuon forced the- ﬁrm to terminate its relationship
publlc clients, effectively ending Andersen’s long and proud his-
accountmg profession.

e U.S. Supreme Court unanimously overturned the felony con-
gainst Andersen. In an opinion written by Chief Justice
‘high court ruled that federal prosecutors did not prove that
o interfere with a federal investigation when the firm shred-
rkpapers. The Supreme Court’s decision was little consolation
000 Andersen partners and employees who had lost their jobs

‘was forced out of business by the felony conviction.

als faced criminal indictments for their roles in the Enron
_l;w'Fastow Jeffrey Skilling, and Kenneth Lay. Fastow pleaded
to commit securities fraud as well as to other charges. The for-
prison term, which was reduced to 6 years after he testi-
.Fdstow was also required to forfeit nearly $25 million of
accumu}ated during his tenure at Enron. Largely as a
them, Skl]hng and Lay were convicted on multi-
in May 2006. In’ September 2006, Skilling was
eth Lay, who was to be sentenced at the same
m 1 lly_ 200() Three months later, a federal judge
1S N0 longer able to pursue his appeal of
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The FASB imposed stricter accounting and financial reporting guidelines on SPEs
as a direct result of the Enron case. Those new rules require many companies to
include the financial data for those entities—now referred to as VIEs (variable inter-
est entities)—in their consolidated financial statemnents. In 2002, Congress passed
the Sarbanes-Oxley Act to strengthen financial reporting [or public companies,
principally by improving the rigor and quality of independent audits. Among other
requirements, the Sarbanes-Oxley Act limits the types of consulting services that
independent auditors can provide to their clients and requires public companies (o
prepare annual reports on the quality of their internal controls. The most sweeping
change in the profession resulting from the Envon fiasco was the creation of a new
federal agency, the Public Company Accounting Oversight Board, to oversee the rule-
making process for the independent audit function.

Among the prominent individuals who commented on the challenges and prob-
lems facing the accounting profession was former SEC Chairman Richard Breeden
when he testified before Congress in early 2002. Chairman Breeden observed that
there was a simple solution to the quagmire facing the profession. He called on
accountants and auditors to adopt a simple rule of thumb when analyzing, record-
ing, and reporting on business transactions, regardless of whether those transac-
tions involved “New Economy” or “Old Economy” business ventures. “When you're
all done, the result had better faitly reflect what you see in reality’*

In retrospect, Commissioner Breeden’s recommendation seems to be a restate-
ment of the “Think straight, talk straight” motto of Arthur E. Andersen. Andersen and
his colleagues insisted that their audit clients adhere to a high standard of integrity
when preparing their financial statements. An interview with Joseph Berardino by
The New York Times in December 2001 suggests that Mr. Berardino and his contem-
poraries may have had a different attitude when it came to dealing with cantanker-
ous clients such as Enron:“In an interview yesterday, Mr. Berardino said Andersen
had no power to force a company to disclose that it had hidden risks and losses in
special-purpose entities. ‘A client says: “There is no requirement to disclose this.
You can't hold me to a higher standard ™"

Rerardino is certainly correctin his assertion.An audit firm cannot force a client to
adhere to a higher standard. In fact, even Arthur Edward Andersen did not have that
power. But Mr. Andersen did have the resolve to tell such clients to immediately

begin searching for another audit firm.
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