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WHO WAS ENRON CORPORATION?

+ Enran was established in 1985 by Kenneth Lay and Jeffray

Wihefid the Earon scandal effect? y Skilling.
= The Enron company was the 7th largest
corporation in Amarica.

« Thisy wers nammed “America’s most innovative
COMpanTy” 6 years in a8 now.

- Cine of the largest companies to produce
elactricity, natural gases, and other communication
initiatives such as internet bandwidth, risk
rranagement, weather derivathes (weather

insurancel, pie,
« Created markets where people could frade energy, gas futures, et~
. .
— = = The Enron scandal surfaced in the October of 200, leading ta
the bankruptcy of the Enron Corparation. -
« Enran's net worth valued at ovar 74 billion dollars A
befors the bankruptey.
But haw did they manage 1o get
away with it for s0 leng?
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WHO WAS ENRGN CORPORATION?

- Enron was established in 1985 by Kenneth Lay and Jeffrey
Skilling.

- The Enron company was the 7th largest
corporatioh in America.

MUTUAL
- They were named "America's most innovative e oo R’

company" 6 years in a row. ExerTe

Joll 8

- One of the largest companies to produce
electricity, natural gases, and other communication
initiatives such as internet bandwidth, risk
management, weather derivatives (weather
insurance), etc.

- Created markets where people could trade energy, gas futures, etc.

« The Enron scandal surfaced in the October of 2001, leading to
. the bankruptcy of the Enron Corporation.

« Enron's net worth valued at over 70 billion dollars
before the bankruptcy.



Parties Involved

‘ d
Kermethdayenron Jeffery

from 1985 to 2002 | Skillings was the

CEO a few month

- Lay was convicted of 6 béforetha seardal

accounts of fraud .He
faced 45 years in jail

) - Skillings was
maximum.

convicted of 19

accounts of federal
\Lay passed away.JuIy felonies related to
5th 2002, of an heart the financial

attack_. Thgre are many oroblems at Enron
conspiracies about his
death, many believe

AN - He faced 24 years in
that he is still alive

prison

Sizllings Andrew Fastow

- Chief financial

officer of Enron

- Fastow plead

guilty and got a
lighter sentence
than the others
with 6 years in
prison

- He was the chief

strategy officer at Enron

- He committed suicide

on Jan 25 2002, a year
after he resigned from
Enron.

- Before his death he said

to skillings "They are
calling us child
molesters, that will
never wash off."



Revenue recognition

+ To make Enron look like they had a LOT of money accountants
falsified mark to market accounting for long term projects.

So What is Mark to Market Accounting?

- S bes pretanc... Eneon siared 3 contraet
ihat lasts twenty e years

. They need ta escimate haw much money
they will make out of this contract

+ 5o they calculate ihe highest
@ punt of reverue they (n
nozsibly make, and minimize the
=speres amount it will cost them
i

el 1 gl

+ Ervon calculates the total profi of 25 years to be $50 milkon

- Every year Ervon shauld have gone Back to ihe cantract and adjust the Smount 52 what thay
really made

- Enron didn't deduct the losses making them laok & lot more profitsble

el e

Auditors

# The job of Auditors is to make sure
the company accurately records all
the accounts.

Enron hired Arthur Anderson to audit their work and also

hired them for consulting work.

Special Purpose Entities

+ Enron used deception to manipulate its balance sheets to
pose as a growing prafitable and well financed company.

« Special purpose entities are company's that have one job and It

5 ta hold assets which would not be shown in Enron’s balance
sheet,

» Enron sold their assets to special
purpase entities, these assets were
not showm in there balance sheet .
cavering up their debi

+ Enron ewned other businesses but
did mot run them, just profited
(partnerships)

- By net elaiming seme their assets
they were able to create 3 batter
balance sheet making their stock
prices higher

1
Arthur Anderson ignored all the accounting problems
because they did not want to lose the muti million dollar
consulting work.






Revenue recognition

- To make Enron look like they had a LOT of money accountants
falsified mark to market accounting for long term projects.

S0 What is Mark to Market Accounting?

350 Million

- So lets pretend... Enron signed a contract

that lasts twenty five years —
340 Million e
= They need to estimate how much money -
they will make out of this contract 3§30 bilion
- So they calculate the highest F T
amount of revenue they can
possibly make, and minimize the $10 Millon|

expenses amount it will cost them

to do 5th yearl 10th yearl 15th year | 20th yearl 25th rearl
« Enron calculates the total profit of 25 years to be $50 million

- Every year Enron should have gone back to the contract and adjust the amount to what they
really made

- Enron didn't deduct the losses making them look a lot more profitable




