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ABSTRACT. This paper describes and discusses the
Enron Corporation debacle. The paper presents the
business ethics background and leadership mechanisms
affecting Enron’s collapse and evencudl bankruptey
Tarough & systemaric analysis of the organizagonal
cultare ar Envon {following Schein’s frame of refer-
ence) the paper demonstrates how the company’s
cuiture had profound effecss on the ethics of s
emplovess,

New, when most people hear the word “Enron”
they think of corruption on & colossal scale ~ a
company where 3 handful of highty paid execu-
tives were able to pocket millions of dollars while
carelessly eroding the life-savings of thousands
of unwiting employees. Not long ago, the same
company had been heralded as a paragon of cor-
porate responsibilicy and ethics — successiul,
driven, focused, philanthropic and environmen-
tally responsible. Enron appeared to represen:
the best a 2lst century orgamzadon had to
offer, econonucally and echically. The questions
become, how did Enron lose both it5 econom-
ical and ethical starus? Is it because of its very size
and effecs? Iy it the divect harm to primary and
secondary stakeholders? Or, is it the worldwide
media coverage thar the Enron dernse has
drawn? These guestions make the Enren case
mteresting to s 25 business ethicises.

At Brst sight, Enron looks Bke 2 mega-size
ilinstration of the bad apple and/or the bad barrel
disease and, hence, looks like good marketing for
the business ethics business (which almost has a
vestad interest in such scandals and other bad
examples). The problem is, however, that Enron
looked like an excellent corporate civzen, with
all the corporate sovial responsibilicy (TSR} and
business ethics tool: and satus symbols in place.

Enron Efhics (ap iromic expression which is
used now and then, sce e the headings of
Tracinski, 2002 or Rerepbeim in Bxeoutive action
no. i3, Feb. 2002) reads Lke the new catchword
for the ultimare conmadiction between words and
deads, berween a deceiving ghossy facade and a
rotten structurg behind, Hke o defindte good-bye
to natve business ethics. Znron ethics meags {sill
ironically} thar business sthics i 2 question of
organtzational “deep” culture rather than of
cultural artifaees like ethice codes, ethics officers
and the like. With thig as a backdrop, the pape:
will describe and discuss how executives at Enron
in practice created an organizadonal culture that
put the bottom line shead of ethical behavior and
doing what’ right. More specifically, the paper
first provides a brief background on Enron and
its rise and fall. WNext, the paper svstemasocally
uses Schein’s {1983) five primary mechanisms
available to leaders to creare and reinforce aspects
of cultute (i.e.. attention focusing, reaction 1o
crises, role modeling, rewards allocation and
criteria for hiring and fring) to analyze the
company’s culture and leadership thar con-
rributed to it’s ethical demise and filing for bank-
ruptcy. It is oar contention, that with such a
point of departure one will be better prepared
for a necessary discussion in our field of how o
prevent an “instrumentalization” of ethics and
CSR. for mere facade purpeses {this theme

" deserves and requires a paper on it own, at Jeast).

The culture history of BEmron

The Enron case is not Jeast & good illustration
of continuously updared caze presenmtion and
case discossion in the Interner age {which could
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deserve a paper on 15 own, too). Busines
schoo! researchers, teachers and students alike can
casily keep themselves busy for days just with
sorting, ssructuring, checking and summarizing
all the ingredients and pieces of the Enron story
found on the Interner. One possible way of
organizing and Iminng such a task is departing
from or even staying with the websites of
traditonal tmass mediz such as CNN {see 2g,
enn.com/SPECIALS/2002/enron/), the Wall
Street Journal, Financial Times, or of the main sske-
helders such as the vicums' enrongate.com or
the remainders” enron.com. Most tempting for
business ethicists is of course a closer look
at the websites of the business ethics business (see
e.g hupy//wwwmsnbe.com/modules/enron/,
businessethics.ca/enron/, caseplace.org, enron-
guide.com, all with lots of further links) and as
the up-dated and earliess of all the academnic
articles and papers we can expect in the furore
Tonge et al., 2003; Petrick and Quinn, 2002;
Cohan, 2002}, In spite of {or because of) such
an abundance of available information' we
choose to tell the story once mote, as a culture
history in our own prose, as a background for the
following illustration of how Schein’s organiza-
tion culture approach can lead to a berter under-
standing of the Enron case,

Background

A company with humble beginnings, Enron
began as a merger of two Houston pipeline
companies in 1985, Although Enron faced a
number of financially difficult years, the company
managed o survive, In 1988, the deregulation
of the clectrical power markets took effect, and
the company redefined its business from “energy
delivery™ to “energy broker” and Enron quickly
changed from 3 surviving company to a thriving
one. Deregulation allowed Enron to become a
“marchmaker” in the power industry, bringing
buyers and sellers ragether. Enron profited from
the exchanges, generating revenue from the dif-
ferences berween the buying and selling prices.
Deregulation allowed Enron to be creative - for
the first timie, a company that had been roquired
to “operate within the lines” ¢could inpovare and

test limats. Over time, Enren’s contraces became
increasingly  diverse and  sigmificanty more
complex. As Enron’s products and services
evolved, so did the company’s culture,

in this newly dercgulated and innovative
forum, Enron embraced o culrare dhat rewarded
“cleverness”, Deregulation opened the industry
up o expernimentation and the culture ar Enren
was one that expected employees to explore this
new plaving field to the uunoest. Pushing the
limits was considered a survival skill.

Enren's former President and Chief Executive
Ofhicer (CEQO) Jeffry Skilling actively cultivared
a culture that would push mits - “Do it right,
de it now and do it betrer” was his motto. He
encouraged employees 10 be independent, inno-
vative and aggressive. The Harvard Business
Review Case Swudy: Ewronls  Transformation
{Bartlers and Glinska, 2001} contains employee
guotations such as . ., you were expected o
perform to a standard that was continually being
maised . . ", "the oaly thing that mattered was
adding value”, or . . . it was all shout 1 atmos-
phere of deliberately breaking the rules . 7
{Bartlett and Glinska, 2001}, A culture that
admires innovation and unchecked ambition and
publicly punishes poor performance can produce
tremendous requrns in the short run, However,
in the long run, achieving additional value by
constantly “upping the ante” becomes harder and
harder. Emnployees are forced o srreech the rules
further and further until the limins of ethical
conduct are easily overlooked in the pursuit of
the next big suceess {Josephson, 1999 ef. also
similarities found in the eulture ar Salomon
Brothers in the early 19905, sce Sims, 2000; Sims
and Brinkmann, 2002).

A lof of smoke and mirrors

Enron's spectacular success, and the positive
scrupny the company was receiving from the
business press and the financial analysts, only
added fuel to the company’s competitive cultare,
The business community rewarded Earon for its
cleverness {and even lts ethicalness) and Fnrons
exccutives felt driven by this reputation to sustain
the explosive growth of the late 19905, cven
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when they logically kaew thar it was not possible,
A negative rarnings outlook would have been a
red tlag to investors, tndicating Enron was na
as successful as 3t appeared. If investors concerns
drove down the stock price due to oxcessive
selling, credie sgencies would be forced ro down-
grade Enrens credit rating. Trading partners
wouid lose faith in che company, trade elsewhere,
and Enron’s ability to generate quality earnings
and cash flows would suffer. In order to avoid
siich 2 seenarto at Al costs, Enron entered into a
decerving web of parmerships and emploved
increasingly questionable accounting methods
to maintain s investment-grade status. Enron
executrves probably felr that they were doing the
right thing for their organieation.

Partnerships

Parmerships can be an casy and efficient way ro
riise moncy. However, in an effort to continue
to push the value envelope Enron took partoer-
ships to a new level by creating “special purpose
wvehicles”  (3PVsl,  pscudo-partnerships  that
allowed the company to sell assets and “create”
earpings that artificially enhanced i botowm line.
Buron exagperated  sarmings by recognizing
gains on the sale of assets o SPVs. In soine cases,
the cempany booked revenues prior to a part-
nership generating significant revepues. Projeet
Bravehears, 2 parmership Enron developed wath
Blockbuster was intended to provide movics to
homes directly over phone lines. Just months
after the partnership was formed, Enron recorded
811¢.9 million 1 profits premazurely, thesc
profits were never realized as the parmership
failed atter ondy a 1.000-home pilot.

bn a success culture ke Buron's such behavior
represented a way of least resistanice, Enron
employees with a self-image of beiag the best and
the brigheast and belug extremely dever do not
make business deals thar fail. Theretfore booking
earpings before they are realized weve rather
“eatly™ than wrang, The culture at Enron was
quickly croding the ethical boundaries of s
employees.

1
I
n

Keoeping debr off the balaoce sheet

The SPVs nor only atllowed Erron to buoost
earnings, but the SPVS abso allowed the company
to keep debt off its balance sheet. A highly lever-
aged balance sheet would ivopardize i credit
raring as 1t debt-equity ratio would rise and
merease its cost of capitzl, To svord rthis, Eoron
patked some of 15 debt on the balunce sheet of
its SPVs and kept it hudden from analysis and
mvestors, When the extent of its debe burden
came o hght, Enron’s credit rating fell and
fenders demanded immediate pavinent in the
sumt of hundreds of millions of doliars i debt.

This can be read as snother example of ethical
croston. Euron’s decision muakers saw the shut-
ting of debr rother as 2 timung ssoe wud nec ay
an ethical one, Clever people would eventuaily
make evervthing right, because the Jdeak would
all be succewful in the long run. Moving debe
was as easy a5 pre-danng o check, and would
harm no one, and rherefore was not an ethica
issue.

Partnerships at “arm’c fengih?

Each quesdonable partnership decision carricd
additional cleverness burdens. In order to keep
information from the public, Encen had w guar-
antee that the Securites Exchange Conmusion
(SEC) did not consider its pastnerships as Eoron
subsidiaries. If the partoerships had been ¢lasa-
fied ws such. iw-depth disclosure and sricter
accountmy wiethods would have boen roquired.
In erder to prevent porennal SEC skeprcizm,
Enron enlisted heip from s ocuwide sccountant
and ire artorneys (Arthur Andersen. and Vinson
& Eikinsi The accountans and artornevs ol
referenced the Financiad Accountng Standards
Board {FASB) rule that holds that parimershups
are not considered subsidiarics ss long as 3%
of their cquity comes from outside rmestors
and they are managed mdependently of therr
sponsers, This is commuonly known as betag at
“army’s lengrh”. Enron crafied relationships tha
looked (legally) like parinerships, although they
were {in practice) subsicliaries, A closer look at
the paru;c;si’n?g would frave revealed char the
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outside mvestments came from companies (like
SE Thunderbird LLCY chat were owned by
Enron.

Conflivts of Inreres

Although rhe partnerships were classified a pare-
netships according to the FASTE rules, Enron offi-
cials obviously had c¢lose ties with thom. This
raised the question about conflicrs of interest.
Andrew Fastow, Bnrou’s former Chief Financial
Officer {CFO), ran or was partial owner of
two of the most important partnerships: LJM
Cayman LP and LiIM2 Co-luvestuent LB
Michael Kopper, a former managing director at
Enron, managed a third partnership, Cheweo
Irvestments LP

The culture of cleverness at Enron started as
1 pursiir of oxcellence that devolved into the
appeanance of excellenve g executives worked
develop clever ways of preserving Enran’s infal-
fible facade of success. Although Emron main-
tained that top officials in the company reviewed
the dealines with potentisl conflicts of interest,
Egron later claimed thar Fastow earned over $30
mitllion from Enron with his companies, At some
peint in the bending of ethical guidelines for
the good of the company, Enron’s exccutives
also began to bend the rules for personal gain.
Once a cudrure’s ethiical boundaries are hreached
thresholds of more extreme ethical compromises
beecome lower,

The scif-reinforsing decline of Euron

In the long 1un, Enron’s executives could not
“rob Peter to pay Paul”. Bven if the Enren
oulrure perantted acts of insignificant rule
bending, 11 was che sum of moremeneal ethical
transgressions that produced the business cara-
serophic. Although  EBuoren’s  executives  had
believed that everything would work sueccessfully
in the long run, the questionable partnerships left
the company extrewely vulnerable when finan-
ciai troubles came to light. As partnernsliips began
ta fail with increasing regularity, Exron was liable
for milttons of dellars it had sor anticipated

losing. Promises began ro come due and Enron
did not have the ability o follow through on i
- . . B il
financial obligations

The financial implosion

The partnerships that owee boosted cornings and
allowed Enron to prosper becaine the misplaged
caed that caused the Enron house 1o collapse. The
stabiliey of Bnrons house of cards had been
eroded by the very culture thar had allowed i
to be builr. Enven wax forced to renounce over
8390 million in earnings from dealings with
Cheweo Investumnents and JEDI, another parter-
ship. The company was alse forced o reseate
earnings back to 1997 and rthe revated earnings
rotaled only 3380 wullion, & mere 20% of the un-
taaliy reported figures. The very renin Enron had
souglt to prevenr — falling stock prices, fack of
comunter and firancial market confidence ~
vane about as a direcy sesult of decisions thut had
been driven by Enron’s culwire,

The Enron case of echical failure consists of
moce than a series of questionable business
dealings. When strong company leadership would
have been needed the most, Enron’s leader lett
the company. In Angust of 2001, Jeffery Skalling
resignied as President and CEO of Evron and sold
shares of bis company stock totaling $66 mitlion
dollars. Only two moenths lacer, Euron restaged
earnings, stock prices dropped and the company
froze shares io an attempt to help stabilize the
company. Enron cowployees, who had been
encoutaged to invesr heavily in the company
found thomselves amable o romove aud salvage
their mvestments. The company culture of mdi-
vidualism, innovanen, and aggressive cleverness
Ieft Erron withour compassionate, responsible
Ieadership, Enren’ Board of Direcrors was show
to step in o Al the void and individual Enren
employees for the fist tine realized all of the
ramifications of a culrure with leaders that
eschew the boundaries of ethical behavior,

Whar did the Enren excoutives de to mold 3
carporate culture that resulted o voethica
behavior and the collapse of the company? The
remainder of rhis paper deafts some answers o
this guestion.
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Leadership mechanisms and
organizational culture at Enron

If corporate leaders encoirage rule-hreaking and
foster an intimidating, aggressive cnvironment,
it is not surprising that the echical boundarics at
Enron eroded awav o nothing. Schein {1985) has
focused on leadership as the critical component
of the orgamzation’s cultute becavse leaders can
create, reinforce, or change the organization’s
cubture, This applies nor the least to an organi-
zation’s ethical clinate {Sims, 20005 Treviao
er al,, 2000; Sums and Brinkmann, 2002
According to Schein (1985} there are five
primary mechanisms that a leader can use w
influence an organization’s culture: attention,
reaction to crises, role modeling, allocarion of
rewards, and criteria for selection and dismissal,
Schein's sssumption is dhat these five criretia rein-
force and encourage behavieral and culwural
norms within an orgagizagon, Our paper can he
read as an {llustration of Schein’s assumptions.
The Enten executives used the five mechanisms
to reinforce a colrure that was montbly flexible
opewing the door to ethics degeneration, lying,
clrearing, and stealing,

Agtention

The first of rthe mechanisms mentioned by
Schein (1985} s arrention. The isues that canoure
the attention of the leader {i.e. what iz criticized.
prajsed or asked abous) will also capture the
attention of the geoater organization and will
become the focus of the employees. If the
leaders of the organization focus on the borrom
line, employees believe thar financial success is
the leading valuie 1o comuder. D0 M. Wolfe,
author of “Executive Inregriry” cven supgests
that a focus on profit, “promotes an unrealisng
belief that everything boils down ta a monerary
game” (1988). In such a contexr, rules or
morality are merely obsacles, impediments along
the way to botrom-line Gnancial success (i,
2000).

Onpe former execurive of Enron has described
Jeffeey Skilling as a leader driven by the almighey
dollar. “. . . Skilling would say all that matrers s

meney. You huy lovalty with money”™ {Zellner
2002). Epron exgcutives attention was clearly
focosed on profis, power, greod and miuence,
They wanted their cmployees 1o tocus on tadav’
botrom line, Skilling cowmunicared his priori-
ties to his emplovees overtly, hoth in word and
deed. Consistentdy clear signais told emplovees
what was imporrnt o leadership — *Profirs ac all
eosts”™ (Tracinski, 20023, Or with anether quote
from a former Bnron employee: “. L L there were
no rules far people, even in out personal hees,
Everveliing was about the company and every-
thing was supposed to be on the odge — sex,
money, i of w7 (Broughren, 2002}, In her
testimony  before the Howse Subcommirtee,
Sherron Watkins deseribed Envor as o 700 very
arrogant place, with a fecling of invingibiliny”.
Still snother Enron cmployer nered abour rthe
company s environment that . i was alf shout
creating an atmosphere of debiberarely breaking
the rules. For example, our official vacanon
policy way thar you could ke a5 much as you
wanted whenever you wanted as long as vou
delivered vour results. It drove the human
resouree deparoment crazy” (Bartderr and Glinska,
20013

Another example of rodavs borrom hne gan
mentzlity 18 Andrew Fastaw’s, former Enron
CFO, network of questionable parrnerships.
These parmerships provided profiv for Fastow
personaily, as well a5 for somw of his more favored
emplovers., who were aware of lis actions.
Fastow demanded thar Enton perir him to
invest in and ro personally profit from the part-
newshups (some of by carmngs were passed to
associates who xded himy). Suach acuons sent 2
clear message that management’s atrenton was
focused on the borronm hne for the company as
well as personal gain, regardiess of the means o
ger there, When i came w Fascow’s special
interest dealings the Board of Direcrors sus-
nended the companys Code of Frhics ar least
rwice, Tlus made Fastow a wealthy sun ar the
expense of Enron (Landers, 2002}

As stern (1992) has suggested, if the organ-
zanons leaders seem to cuve only about the
short-termt bortom line, emplovecs quickly wet
the message too, How ebe could cmployvees
read the FEnren culture than being focused on



2

short-teem when their CEO {Ken Lay) both
blessed the telaxation of conflict-of-interest rules
designed to protect Enron from the very self-
dealings that brought the company down and
parttapated in board meeongs allowing the
creatton of the off-balance sheet partnerships that
were part of those transactons. By late summer
20441 he was reassuring investors and cmployees
that all was well {(when he already had been
informed that the company had problems with
some investment vehicles that could cost it
hundreds of millions of dellars, see Grulev and
Smuith, 2002},

Reaction to rrises

The second leadership method mentioned by
Schein (1985) refers ra a leader’s reacton to a
crisis situation, Schein asserts, that 4 crisis tests
what the leader values and brings these values
tn the surface. Wuh esch umpending crisis,
feaders have an opportunity (o communicate
throughour the srganization what the company’
values are. Bnron was facing a crisis of how o
sustain a2 phenomenal growth rate. Leaders
reacted by defending a culture thar valued prof-
itabiliry, even when it was at the expense of
everyehing else. The off-halance sheot partner-
ships were tremendonsly risky. However, since
normal growth 6f the stock price would have
fallen short of expectations anyway, the only
rhing ro do was to try to meet the unrealistic
target profitability expectadons. In such a case,
an accident was waiting to happen,

Onee the Enron shruation came to light, dhe
reaction from the Enron execurives was relling.
The exeontives were busy shifting the blanwe and
puinting fingers. Jeffery Skilling sven went as far
as telling an incredulous Congress that despite his
Harvard Business School degree and business
experience he neither knew of, nor would
understand  the  inwicacics of the  Enron
accouuting deals. {On the other hand, Skilling
also was guoted on CNN saving =, . . if he knew
then what he knows now - he STILL would sot
do anyrhing differently™) Even before the issues
came to light it appears thar Skilling was willing
o abandon the company w save his own skin us
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cvidenced by his myszetious resignation o
August 2001 and giving ounly the “personal
reasons” explanaton for his sudden departure
(and he sl sold significans amounaes of company
stock at a premaum). Both Kenneth Lay and
Sherrun Watkins also sold stock before prices
began to dramatically plnmer {(Kenneth Lay
claiming chae he had some peronal debirs ro pay
off, Sherron Watkins referring to the September
1ich terrorise atracks. Warkins also sold stock at
the same tme when she was making aliegadon
of deceptive sccoundng practices).

Enron began systematically firing those it
could Tay blame oo before it declared bankruptey
{Brown and Scoder, 2002}, A sclf-serving oxon-
cration commitiee was employed to explain {or
excuse?) the current situation  {Etchenwald,
2002). After Skilling resigned from his post,
Kenneth Lay returned as CEQ, promusing that
there were no “accounting isues, trading issues,
or reserve msues’ at Enron (MeClean, 200105
Congressional testimony, news accountss and
foderal investigations have told us otherwise,
Throughoutr Ceroher 2001, Lay insisted that
Enron had access to cash and that <he company
was “performing very well” while he failed wo
disclose thar Enron had written down share-
holders’ cquity by $1.2 billion. or that Moody’s
was  considering  downgrading Goronks debe
{“Explaining the Enron Bankruptey”, 2002).
Company insiders also referved to Tovetra Lynch
as Man idiot” {the Yale-educared litigator who
was among the first to question Enrons prac-
rices), Bethany McoLean, the Foriwie Magazing
journabist who first broke the story, was called
“a fooker who doesn’t know anvehing” (Prowd.
2002).

Another orists comisn in having o adont
accownting irreguiarites. Ac first, the leaders of
the company ried ro deny there was 2 problem.
They next wied o cover up any evidence of a
problem or any wrongzdoing, They oven tried w
seize computers of auvone they thought was
rrying to expose them ws well as to destroy many
files thoughr to be guilt-inducing (Datly Press,
2002, Tr rransivioned inro a blame ganie as many
executives tried blaming cach other, saying they
didn't know what was going an, or ir was
someone else’s responsibtelity to know abour the
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problems and do something abour iz Both
Kenneth Lav amd hix wife proclained his inno-
cence. Lay ¢lnmed ro kave heen nnaware of the
sweetheart deals, which were entitely the brain-
child of $killing and Fastow, Watkins also blamed
them for the debaele, while shifting any blame
from herselfl

“1 take the Fitth” {US Congressional
Hearing, 2002 ~ this was the response Kenneth
Lay gave ro the Senate Commerce Committee
when asked to explain Enton’s failure. Although
zll but one of Enron’y officers {curiously Skilling)
invoked the 5th Amendment nght o not selfs
incrininate, the seory has played our much like
that of the dalomon Brothers and Jolm Gutfreund
fiasco in the early 19905 Document shredding
ang lies, both overr and those of omission, have
become the preferred strateuy for Enron’s man-
agement (Brown and Sender, 2002}, These hold
acts from Enren leadership show 4 poor reaction
t0 OIS,

From anonvmous whistleblowing to bank-
ruptey to docament shredding, 1o suicide (ChHEF
Baxter) ro hiding hehind the Sth Amendment,
the leaders at Enron have run cthe gamur of
extremes in their reaction to the company's crisis.
Willet and Always {2002) noted that “the mantra
at Enron seems to he thar ethical wrongdomg
to be hidden at any cost; deny, play rhe dupe,
clim ignerance (“rhe ostrich instruction™) lie,
gwr” It appears’ that the wuth and it conse-
guences have never been a part of the Enson
cilure.

Rate modeling thow leaders bhebave

Schein’s thid miechanism is the example leadens
set for the accepability of unethical behavior
within an organization. Actions speak lauder
than words - thercfore role-modeling behavior is
a very powerful rool that leaders have to develop
and mfluence corporate culrure. Through role
modehng, teaching, and coaching, leaders rein-
force the valies that supporc the organizations
culture.  Employees  often emulare  Jeaders’
behavior and look o the leaders for cues to
sppropriate behavior, Many  compamics  are
encouraging employees to be more entrepre-

neueizl — chat is, to ke more idarive and boe
more imovative in thewr joby, The Scienubic
Foundation teporre a wudy thar showed s
managers who want o change the ergantzation’
culeure te 2 more entreprevicurial one must “walk
the wadk”, In other woreds, they must demoastrare
the entreprencnrial bebiviors themselves (Pearce
et al, 1997), Tlis s the case wirk any euleurad
valoe. Employees observe the behavior of leaders
to finid sut what 1s valued i the organization,
Perhaps, this was the most sigmificant shaore-
coming of Enron exeovtives,

According o the values satcment in Epron
Code of Ethics and ws annual repori, the
company maintaing soong ComnInnNCns {o conl-
munication, respect, inicgrity, and excellence.
However, there is Hnde evidence that support
mamgement modeling of these wvalues. For
imstance, while the frent pillar of the values state-
ment addresses an obbgztion to communicare,
Sherron Watking <laims  {quoted  from  che
Hearing tronscriprs):

| continued 1o ask quesdens and seek answers,
primanily from former coworkers 1 che Global
Finanee Group or in the business umss char had
hedged assers with Faptor. [never heand reasurimg
explanations, 1 was not comfortble confronting
esther Mro Skilhing or Mr. Fastow with my
concerns. Tor do so. T hehiove, would have been
a job-terminating move {(US. Congressonal
Hearings, 2002%

Enron’s leaders” primary message about their
valucs was sent through their own actions. They
broke rhe law as they concentrared on financial
measures and wsed of the creative partnerships
described eartier in this paper. For example,
Kenneth Lay ammounced oo analysrs on Qcrober
16, 2001 thar Enron had eliminared $1.2 billien
i1t shareholder equiry by twominating a pariver-
ship creared by former CFO Andrew FPastow,
This argangement allowed Enron to buy and sell
assets withour carrving rhe debr onits books. 1e.
keeping Enrony credit clean and the zock pruce
high. Such actions cleatly show a self-serving
arritnde of Enron leadership, The escourves not
only condoned such vnerhical behavior, they ini-
tiated it and were rewarded for it. The partner-
ships were used to deceve investors zbour the
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enormous debt Envon was incurring. It also sent
a message to employees that full and complere
disclosure {8 not a requirement, Or even recom-
mended. 1 the company achieved shortterm
benefits by hiding information, it was accepuble,

Enron’s leaders also ignored, then deniad
serions problems with their business eansacrions
and were more concerned abour rtheir personal
financial rewards than those of the compony. For
cxample, when the compuany’s stock price began
to drop as the problens were becoming pubiic,
the company was transirioning from one invest-
ment program to anather, While the employees
werg unable o sell their srock, the axecutves
were quickly selling off many of thetr shares.
Another example 15 the executives” lack of
Integrity in communicacing ro the employees and
investors, They maineained that the company was
financially stable and that many of their emerging
problems really were not too scricus, oven
though they knew the truch and were making
financial decisions to protect their personal
gains.

In retrospect, the leadership of Bnron almost
cermainly  dictated the companys  oucome
through their own actions by providing perfect
conditons  for unethical behavior. Michael
Josephson, President of the Joseplhson Institute of
Brhics, aptly described these conditions as they
relate to the character of leadership: “People may
produce spectacular vesults for a while, but it &
incvitable thar technigues depending so heavily
on fear as a motivator generate survival strate-
gies thar include cheating, distortion, and an
internal competitive ethos chatacterized by 2
look-cut-for-number-one arcirude. . ., Just
the destiny of individuals 3 determined by
personal characeer, the destiny of an organization
is determined by the character of its Isadership,
And when individuals are derailed because of a
lack of character. the organization will ako be
harened” {Josephson, 19993,

Allocation of vewards
The behavior of people rewarded with pav

increaes or promonons signdls ro athers what
necessary to suceeed in an organizaton — this s

whar Schein calls the “allocation of rowards™-
nechanism. To ensure that values are accepred,
leaders should reward behavior that s comswstent
with the values (and actuad rewards count obvi-
cusly more than promised rewards, cf. Sime and
Brinkmann, 20023

The reward system creared by o leader indi-
cares whar is prized and expeered in the organi-
zation. This view v i line with @ hasie
mamagement doctrine. When an insnce of
ethical achiovenment oceurs — tor fnstanee, when
semwone scrs with inregriry and honer — che
otganszation’ leaders muse reward 1, Such an
etfore sends as clear a message to the rest of the
arganizanon as when an orgaiuzation rewards an
emploves who acts unethically {see ¢z, Larnuer
19971, Envon's reward system established o Ui
at-all-costs” focus. The companys leadership
promoted and rewined only those emplovees that
produced conststently, with ictle ogard o ethics.
Skilling singled out one of his vice presidents,
Louise Kitchen, for her result-oricnted approach
to Enron’s online business. Kitvhen had smatted
the company Internec-bazed rading business
even though Skilling repearedly rurned down her
requests ro begin such o prograny. Kitchen
ignored the formee CEOS decision and nwmstead
used aireadv-allocated tunds to pull the now
neework together, Or, as a former Enron vive
president who attended the meetng described
it best. "The moead of this story 5 break the
ruales, you can cheat, you can lie, but as Jong as
you make money, it all aght” {quoted after
Schwartz, 2000,

The company’s cOmMpenRsanion Sructare Lon-
rributed o an unethical work culnire, roo - by
promoting seif-interest above any other mtorest
As a consequence, the ream approach once used
by Enron associates deteriorated. Performance
l".:v%ifﬁ‘.’ﬁ Wore publif VLS Rﬁd PO()I' F’.{Q?{{X‘ﬂ!ﬁﬂfﬂ
was ndiculed for emplovecs were fired throngh
a “rank amd vank” process). The strongest per-
forming units even went as far as to “ignore”
company policy — granting uzlimited vacation
time a5 noted earher as long as the work got
doue, ignoring Hunian Resources” cormplaints
{Bartlete and Glinska, 20013,

Exrremely high bonuses were doled owt o
executives who behaved in desivable wavs, c.p in
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the form of stock options) which in turn incited
executives to keep the stock price up at any cost
{Lardner, 2002}, Annual bonuses were as hogh as
%1 mullion for traders, and for execuaves they
were even higher). Enron developed u reputation
for both internal and exterual ruthlessness where
employees arrempted to crush any compettion
and was considered extremely aggressive for 2
non-inwvestment bank (McClean ot al., 20013
Additonally, the executives at Enron played
favarires, inviting top performers to spend
weekend vacations with the execuave staff. The
best workers {determined through day-to-day
botam line resulrs) received staggering incentives
and exorbignt bonuses. One example of this was
Car Day. On chis day, an array of favish sporss
cars artived for the most suceessful employess
{Broughton, 2002},

Retention bonuses thar were paid shortly
brefore the company declared bankruprey o
ahoue 500 executives ranged in value from $1,000
to 5 matlion (possibly as a reward for help with
setting up the problematc financral partmerships
that led ro the company’s downfally, Overall,
Enron’s reward system rewarded individuals whao
embraced Enron’s aggressive,  individualisric
calture and were based on short-tenn profics and
financial measuies.

Criteria of selecrion and dlamissal (how feaders hive
and fire employees)

Schein’s (1983) last mechanism by which a leader
shapes a corperate culture, describes how a
feaders ¢lecisions abeur whom to recruit or
dismmiss signals a leader’s values to all of his
employees. The selection of pewcomers re an
organization is » powerful way of how a leader
remforees culesre, Leaders often unconsciously
loek for individuals who are similar to current
organizational members in terms of valoes and
assumptions. Some campanies hire individuals on
the recommendation of a current employee, This
tends o perpetuate the culture because the
new employees typically hold similar values.
Promotton-frame-within policies also serve to
reinforce crganizanonal culture,

Ken Lay pliced an mmediare focus on hinng

{nd
3

the best and smartest people, those whe would
thrive In o competitive envirmunent. Skilling
shared Lays philosophy. Skilling hired only Jvy-
league graduates with a hunger for money tha
matched his. He hired people who considercd
themselves the besr and the brightest and were
out o forward thelr own causes. Stanford and
Harvard graduates, who would bave otherwize
warked oo Wall Steet, these peuple were pind
well ro work in Texas and to buidd the Eoron
culrure. Ther reward for guving up the ailure ot
Sihicon Valley armd Wall Soeet was o lugh salary
and a large bonus opportunity.

Skitling perperuared a focus on shore-term
rransactional endeavors from the very begimung
by hiring employees that embodicd the beliefs
that he was trving ro instll: aggressiveness, greed,
3 will o win at all costs, and an eppreciation
for circumventing the rules. This was rhe aume
culture of greed thar brought turmo) o Salommon
Brothers on Wall Sereet in the carly 1990s
Divorce rares among senior excounves were sky-
racketing as well, Tastanr graoheazion, both pee-
sonally and professionally, was part of the Hnron
culrure and Skilling did everething he could o
surround  himself with individuals who had
sinufar values and assampeons and Hrted inre the
Enron culroce.

The way 2 company fires an employes and the
rationsle beliind the firing also communicates dhe
culture, Some companics deal with poor per-
formers by tryviog o find them a place within
the vrganiaatton where they can perfonm bertter
and nmke a contribution. Other companics
seem to aperare under the philosophy thae those
who cannot perform are oot quickly (Sims and
Brinkmant, 2002),

Enmon carsied out an annual “rank and yank”
policy where the bortom Hfteen to twenty
percent of producers were let go or tived after 4
forwal evaluaton process cach vear. Associates
graded their peers, which caused a great amount
of distrusr aud paragoia among  employees,
Enxron’s employee reviews added to the compe-
tiion by reviewing job performance in a public
forumy and sending the bottom 3% o the rede-
ploviment offrce — dubbed the “ofice of shame”
{Frey and Rosin, 2002), What borrer way to
develap a diserustfinl work evviromnent than to
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pit employees against one another and as Larey
Bassidy, former CEO of Allied Signal recently
noted “forced ranking pramaotes bad employvee
worale” (2002}, 4 win-at-all costs mentality, and
a willingness to cross the ethical line (Wolfe,
1988; Sims and Brinkman, 2002}

The occurrence and bandling of interaal
whistle-blowing also tells 3 lot abour a corpo-
rate culture. At Enron, employees who uied o
How the whistle were punished, c.g. by carcer
setbacks and hostility {ef. e.g. notleast the enron-
gate websise), The most well-known whistle-
blower, Sherron Watkins, recounted how her
fears shout being fired for speaking our {ed her
o reach out to Wen Lay throngh anonymaous
warzings. She even publicly stated that Andrew
Fastow tried to have her fired once he found o
that she was the suthaor of the anogymous memo
to Lay (Mamburger, 2003), Watkins reported
that her compurer was confiscated and she was
moved to another office after she submitted her
fetter to Kenneth Loy, Another employee, Jeff
McMahon, alse spoke up against the conflicts of
interest seen in the off book partsesships. As a
reward for his acuions, he was reassigned to a new
job.

On rhe other hand, those who closed their
eves to the wrang doings were rewarded. Or with
the words of a former Enron employee: "It was
very olear what the measures were and how you
got promomed at Enron. That absolutely drives
behavior . . . getting the deal was paramount at
Enron” (Hansell, 20025, A Houston headhunter
deseribed the freedom given by Skilling when he
way Enron’s CEO o loyal employees metapbor-
ically: “Once you pained Jeff's trust, rhe lcash
became really long™ (Zellner, 2002},

The selection and rewards systen was consis-
tent with the culture ar Eoron. It promoted
greed, selfishness, and jealousy within the
organization. Enron’s executives sclected those
cmployees who shared their aggressive, win-at-
all-costs mentaliry. Thelr short-term view may
have prevented them from seeing what the fong-
rerm costs of this kind of personality could be
un the organizaton as a whole.

Final comments and suggestions for
future work

The story of Enron sounds smart and stupid at
the same titme. Deeply defecrve leadership from
Lay and Skilling plaved 2 significant role
creaging the company's caliure thar led o o
undoing, and we nay never know wherher it was
hubris, greed, psycholagical shock or just plamn
stupidity that led them to beluve in the way they
did (Eavis, 2001}, "Censequences of unethical or
illegal sotions are not wsually realized wondl much
later than when rhe aer s commired™ (Sims,
2000},

Enron’s house of cards collapsed as a resuly of
interacting decision processes. The culroer at
Enron eroded livde by little, by the erespasing
of cthical boundaries, allowing wore ad more
questionable behavior o stip throngh the cracks.
This deterioration did vot go entirely annoticed.
Individual cmplovees at Eoron, auditers ¢
Anderson and even some analysts who watch the
Anancial markets, noticed aspects aboue the
Enron situation that did not seem right, long
before the public became aware of Enron’ trans-
gressions. There were whistle-blowers but the
Enron leaders did noc bisten.

What oxisted 1 Enron’ enlture that kepr indi-
vidual emplovees fronm exposing the exvcutive
wrongdaers? And what about the Enron way
permiiticd the execurives to behave thie wav that
they did? Enron’ culrure s @ good example of
groupthink (cf. eg. Janis, 1889 Meorchead,
1984) where individuals foel extreme pressure not
ta express any real strony arguments against aov
co-workers” actions. Although vervy mdividual-
istie, the culrure at Enron was at the sang ome
conformst, or quoting Glenn [ickson, o former
Earon Risk Manager: “The pressure was — vou
Just didn’t have & chowce but o approve rhe deals
once everyvbody had their hearr ser on that deal
closing” (ABC News, 2002} Emplovess wore
loyal in @ ambignous sense of rhe term, Lo,
they wanted to be seen as part of the star team
and to partake in the bencfits thar that honor
entailed. Some former Enron cmplovees come
mented that: “lovaley required 4 sort of group-
think. You had 1o ‘keep drinking the Enron

Ay
Water’ . . 7 (Srephens and Behy, 20025, John
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Alarial, a former midlevel manager at Enron
noted that: “"Enron’s aggressive busmess tacocs
were embraced by the rank and file, . . . even if
(authors addition) . . . many suspected it was a
house of cards” (ABC News, 2002). Employees
were focused on the bottom line and “promoted
short term solutions that were irmmediately finan-
clally sound despite the fact that they would
canse problews for the organization as a whole

. rules of ethical conduct were merely barriers
to success” (Sims, 1992).

Enron’s top executives set the tone tor this
culture. Personal ambirion and greed seemed to
overshadow much of their corporate and indi-
vidual lives. They strove to maximize their indi-
vidual wealth hy initiating and participating ia
scandalous behaviors. Enron’s culture created an
atmosphere ripe for the unethical and illegal
behavier that occutred.

Two of the most important lessons to learn
from the Enron culture history is that bad wop
management morality can be a sufficient cond:-
tion for creating a self-destructive cthical climate
and that a well-filled CSR and business ethics
toolbox can neither stop nor compensate for such
processes.”
Enron’s new CEQ,
Stephen Cooper could vse (or sheuld one rather
say needs to use) the same five leader’ influence
mechanisms (Schein, 1985) used above for a
turnaround of Enron’s culture and ethical climate:

Attention — Cooper needs to focus attention

tur naround-specialisr

on improving the inoral chmate of the organi-
zation hy locking at the long-term implications
of cuiployee’s actions instead of only the most
recent botrom line profits.

Reaction to Crises — Cooper should swifty
react to the crisis facing the company by com-
plying with authorities and firing ethical wrong-
doers. The company must stop the lying,
covering np ethical and legal transgressions, and
trying to preserve those ethical wrongdoers at
dI1V COSsI,

Role Modeling — Cooper must convey the
image of the moral manager (Trevino et al,,
2002). He nmst set the example of hotesty and
integrity for the rest of the organizatiou.

Allocation of Rewards — Using rewards and
discipline effectively may be the most powerful

way for Cooper to send signals about desirable
and undesirable conduct. That means rewarding
thosc who accomplish their goals by behaving
im ways that are consistent with stated values and
1t must be assumed that a lack of commitment
to ethical principles will ensure that cmployees
will nat be promoted.

Criteria for Selection and Disnnssal — Cooper
must bring einployees into Enron who are com-
mitted to ethical principles and usher ouc all old
cmplovees connected to ethical misconduct. The
company must have clear policies on the criteria
for selection and dismissal thac cinployees under-
stand.

In other words, Enron’s new CLEQO, Stephen
Cooper, must take a proactive stance to proumots
an ethical climate and mwuse be the Chief
Lthics Officer of the organizavon (Trevino ct al,,
2000), creaung a strong cthics message that
sets employees” attention and influences their
thoughts and behaviors. Executive commiuncnt
to ethical behavior is an mmportant way of sus-
taining an ethical otganizational culture (Weaver
ct al., 1999}, Cooper must find ways to focus the
organization’s artention on cthics and values and
to infuse the organization with principles that
will guide the actions of all employees. New (and
first of all credible) values could be the glue that
holds things together at Enron, and these values
must be communicated (by deeds) from the top
of the otganization. Employees must understand
thar any single employee who operates outside of
the organizational value systein can cost the orga-
nization dearly 1n legal fees and can have a
tremendous, sometimes irreversible impact on the
organization’s image and culture. Emplovees niust
rrust thar whistleblowers will be protected, that
procedures used to investigare cthical problems
will be fair, and that management will take action
to solve problems that are uncovered.

Qur skeptical view regarding any compen-
satory use of the CSR and business cthics
toolbox (l.e. as long as morally disputable lead-
ership creates a bad moral climate) does not
imply any radical rejection of CSR and cthics
tools as such {Schein would bave called such tools
“secondary articulagon and remnforcement mech-
amsms”, such as “orgamzatonal systems and pro-
cedures” and “fornal statements of organizational
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philosoply, creeds and charters”. see Schetn,
L1985, pp. 237-242). Once tools are understood
a5 {Msecondary™) catalyss for (Mprimary”) lead-
ership influence, it is mowe fruitful o ask for con-
ditiens under which cthical tools such as codes
contld further and reinforce o given orgamzatont
erhical climate {¢f, Urinkmann and fms, 2003,
esp. table #3) and how Schein’s five mechanisms
could be operationalized in terms of available
tools,

In our tntreduction we mentionad briefly
Enron’ image of heing an excellens corporare
citizen, with all the corporate social responubtliny
{CRRY and business ethics tools and srarus
symbols in place. It wis suggested thar this was
1 key aspect or dimension of the Enron case, as
a case of deceiving corporate citizenship and of
surface or facade cthies (which also has con-
tributed to the creation of a new word, Esron
Etlics). As an academic fiehd we owe the general
public and the business public a thorough doc-
umentation, analysis and dscussion of bow Enron
and uvther companies with a amilar record and
reputation could “instromentalize”™ {pod chus dis-
eredit) ethics and CSR for mere facade purposes.

It has also been mentianed that such a focus
deserves and requires a paper on its own, at least.
As an open end to this paper we should hike to
draft bricfly a typolagy with moral culrure types
and mransitans which such a paper could address,
as 2 prolongation of the present paper and as g
bridge-building towards a more selforiucal
bsiness echics business and husiness ethics disci-
pline. The vpology & mwade up of two dimen-
stons, ethicalness of an organtzation culture or
what has been ealled cthical o1 moral climate,
and presence of business echical tools or arafacts,
such as echics officers, codes of echics, value state-

ments and the like, [f one for practical purposes
distinguishes dichoromously berween low and
Ingh one ends up with g four-fold wble 2 shown
in Table 1 °

Ag menuoned above, Enron looks ar finse sigitt
like “rype 17, sunddar o what Kohlberg might
have called moral “pre-conventionalism ™, hike a
classical business cthics case, wueh a typical
mix of “amorality”™ and “hmmeraliey” (cf) for
the dusunction Carvoll and Mecks, 198993 For
headline-journabsm 2ad public opinion Enron
and Word com are simply bad and rouren, one

just dido'e know hefore i was ton Late, and thig

shuws once more an wrgeni need {or wore leg-
idation and ethics. Our thesis 15 thar Emen {and
probably guire 2 number of ather companies
waiting 1o be discovered) 13 an at least av good
tlustration of “rype 117, of window-dressing
ethics, with walking Insread of walking. ethics a3
rhetoric. While “tvpe 17 looks madern or at
least fwslionable. “tvpe 117 loaks like the old-
fastnoned tvpe of moral husiness, from the davs
before the disciplines of business cthies, Sk,
marketing and public relations were wmvented,
with collective moral conscience (barrowing E.
Prarkheims term) as comsstent labe!l and contens,
perhaps additionally communicating moral hum-
bleness, with a touch of Bricsh understarement.
The final “type IV refers o a woral wle-model
hisiness cultire in the age of markeung and
public relations, wich walking dhe wlk, with
showing and confessing openly it colective
maral corscicnce {call it self-reassurance, or more
US-style selfbmarketiug, o put it stereoomi-
cully). I ocher words, o future paper should pri-
marily deal with a docusmenmrtion and criticisin
of “window-dresing cthics™, of how to furcher
processes towards collecuve moral canscience,

TABLE |
Typalogy of moral culture types and transitiens

Prosence and marketing
of business ethical sools

Ethicalness of 3 given organizadon culture

Low High
High [I: Window-Dressing Ethics IV: Moral Role-Modeling
Low [: Moral Preconventionalism 111 Collective Moral €onscience

{Without Disguise]
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with more o less markenng of the good
examples, and of how to prevent degeneration
rowards "window-dressing ethics™. Wo often
wonder i we would prefer honest amorality and
immocabry o dishonsest morality. But stll, we
choose to read the paper title of Tonge et al.
(2003) optumistically: “The Enron story: you
can fool some of the people some of the

3

e ..

Nates
' Cf. i oaddition rhe Euren-siory hooks for sale
a3 of today by Amazon, see bookbttp://www.amazon.
com/exre/obides/ASIN/OGT 1265748 /millerriskady-
207002- 33871635027 230,

* For example, Brron had promsed CIBC World
Markets tho mmaiority of the profiss from Project
Bravehears for ten years, or in the event of falore
Enron woukd be obligared o repay CIBC i ennre
$115.2 million investment. Nec only did Enron book
the earnings prematurely, but 1t was also forced to
repay CIBC ey Full investment.

* For a drafi of possible “latent, negative functions™
of ethical codes of, Brmkmann and Tms, 2003, esp.
table #2.

Y Thastks o colleague Knor Ims from the Norwegian
School of Business Adminlstration for a discussion
ahout this typology
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