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Debate

Is the CEO Responsible and Accountable for the Firm’s
Ethical Performance and the Conduct of Its
Employees?
ISSUE: To what degree are CEOs Ken Lay and Jeff Skilling responsible for not preventing
ethical misconduct and illegal activities within the organization?
Enron was a large energy corporation that was once considered one of the most innovative companies in America.
Today, Enron is the ultimate symbol of corporate wrongdoing, associated with greed, corporate malfeasance,
dishonesty, accounting fraud, and corporate governance failure. As a result of Enron’s failure, thousands of people
lost their jobs, and investors and banks lost billions of dollars.
Enron CEO and Chairman Ken Lay once said that he felt that one of the great successes at Enron was the creation
of a corporate culture in which people could reach their full potential. He said that he wanted it to be a highly
moral and ethical culture and that he tried to ensure that people honored the values of respect, integrity, and
excellence. On his desk was an Enron paperweight with the slogan “Vision and Values.” Despite these intentions,
ethical behavior was not put into practice.
Enron was operating in an intense business environment that focused on financial results. Enron used complex
computer trading models, exotic derivative products, and extreme risk-taking without considering the ethical
dimensions of decision-making or the ramifications of high-risk financial instruments on stakeholders. In addition,
many Enron employees were young, aggressive, and highly-educated; these managers were inventing new rules
related to energy trading and distribution. Enron also did not have an effective ethics and compliance program.
Top management and the board of directors were only looking at the numbers and trying to achieve earnings.
Enron collapsed in late 2001 after declaring massive financial losses. The company had inflated income for over
four years, largely through off-the-balance-sheet partnerships run by Enron executives (including CFO Andrew
Fastow), which kept millions of dollars of debt off of Enron’s official books. Although the partnerships were legal at
the time, the way Fastow created them based on Enron stock resulted in fraud. Furthermore, employees at Arthur
Andersen, Enron’s accounting firm, received a memo ordering them to destroy all audit materials except for basic
work papers. Enron executives (including Ken Lay and former CEO Jeff Skilling) sold over $1.1 billion of Enron stock
while continuing to encourage investors to continue purchasing the stock. Ken Lay said he had no control over the
sales of stock because they were triggered by bank decisions due to the decreasing price of Enron stock.
The government argued that Ken Lay, Jeff Skilling, and other employees purposely misrepresented the company’s
financial conditions to stakeholders to enrich themselves. Only 22 former Enron employees were indicted or
convicted, most of whom were top managers close to Lay and Skilling. During the Enron trial, the judge informed
the jury that they could find Lay and Skilling guilty of consciously avoiding knowledge about wrongdoing at the
company. While the legal theories and facts behind Enron’s failure are complex, it really came down to one issue:
“Lay should have known what was going on and was responsible for the complete disaster.” This was emphasized
by Jill Ford, a member of the Enron jury, who we interviewed in February, 2007. Jill Ford seemed to like Ken Lay as
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a person, although she and the rest of the jury convicted him on what he should have known about Enron. She
indicated that there was no direct evidence that he either participated in or knew about illegal acts that occurred
at Enron. She said that when the judge stated that they could convict Lay for what he should have known, then the
jury had no alternative but to convict him.
According to Lay, he was largely unaware of the ethical situation within the firm. He had relied on lawyers,
accountants, and senior executives to inform him of issues such as misconduct. He felt that he had been protected
from certain knowledge that would have been beneficial and would have enabled him to engage in early
correction of the misconduct. Lay claims that all decisions he made related to financial transactions were approved
by his law firm, Vincent & Elkins, and the Enron board of directors. Lynn Brewer, a former Enron executive, states
that Ken Lay was not informed about alleged misconduct in her division. Additionally, Mike Ramsey, the lead
attorney for Ken Lay’s defense, claimed that Lay was not aware of most things in the indictment. The defense was
informed that 130 of Enron’s top management, who could have served as defense witnesses, were unindicted
coconspirators with Lay and Skilling. Therefore, the defense could not obtain witnesses from Enron’s top
management teams under fear that witnesses would be indicted.
Lay and Skilling were convicted of “honest services fraud” for behavior that included conspiracy, securities fraud,
insider trading, and lying to auditors but did not involve bribes or kickbacks. The honest services law is used for
alleged transgressions such as making false statements or depriving another person of the intangible right of
honest service. Jeff Skilling was sentenced to 24 years in prison, which he has been serving in Colorado (Ken Lay
died in 2006 and his conviction has been vacated). However, in June 2010 the United States Supreme Court ruled
that the honest services law could not be used for convicting Jeff Skilling because the honest services law could
only be used for bribes and kickbacks, not for conduct that is ambiguous or vague. The Supreme Court decision did
not confirm that there was no misconduct, but that the conduct was not in violation of a criminal fraud law. The
court’s decision did not overturn the conviction and sent the case back to a lower court for evaluation.
Ungagged.net (The Other Side of the Enron Story) attempts to provide interviews that question the ethics of the
prosecution of the Enron case. Most of those interviewed feel that it was almost impossible to obtain a fair trial for
Lay and Skilling. It appears that society needs someone to blame when things go wrong in a corporate
environment. Enron was clearly the biggest business scandal of its time. Officials swore that such a disaster would
never occur again and passed legislation like the Sarbanes-Oxley Act to prevent future business fraud. Yet, did the
business world truly learn its lesson from Enron’s collapse? The answer would be a resounding no, as the 20082009
financial crisis attested. The crisis made the Enron scandal look small in comparison and was the worst financial
crisis since the Great Depression. Like the Enron scandal, the financial crisis largely stemmed from corporate
misconduct.
For additional information about this topic, please refer to Ungagged.net (The Other Side of the Enron Story), which
provides interviews about the way the U.S. Department of Justice prosecuted the Enron case, especially the
interview with Ken Lay’s lead attorney, Mike Ramsey (http://ungagged.net/whatitwaslike-03.php).

There are two sides to every issue:
1. The CEO should be held accountable and responsible for any misconduct because of
the duty to develop effective ethics and compliance programs.

2. It is impossible for the CEO to be aware of all illegal and unethical behavior within
the firm, and he or she should not be held accountable and responsible when
unaware of misconduct.
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