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HUMAN FAILINGS BEHIND CORPORATE COLLAPSES: 

ACCOUNTANTS AND BUSINESS EXECUTIVES REPEATING HISTORY

ABSTRACT

The business world and the accounting profession have experienced several high profile scandals during recent years, where “responsible” accountants and other executives could have saved many investors and others much personal and financial loss.  This concept is not new.  Throughout history, people have taken actions that cost them their freedom, their money, and most importantly, their good names.  Upon reflection, many of these people are astounded at the seriousness of their action given what little they had to gain from continued involvement.  The purpose of this paper is to review some such examples in order to derive lessons that should be learned.  We view examples throughout history and then show how many current accounting scandals are extensions of recurrent themes.  We develop a summary and some observations from these findings.  We conclude that the best internal control in a business structure remains the hiring and training of morally upstanding employees and managers, who recognize the values of their good names before temptations for adverse decisions arise.  We also emphasize to practitioners that they must fully consider the potential consequences of their actions no matter how small the perceived probability of a bad outcome.

HUMAN FAILINGS BEHIND CORPORATE COLLAPSES: 

ACCOUNTANTS AND BUSINESS EXECUTIVES REPEATING HISTORY

“A good name is better than precious ointment,” Ecclesiastes 7:1


As moral agents, we all have the ability to choose to act properly or improperly, with resultant rewards or punishments in this world or the next.  Sadly, from the beginning humankind has too often acted inappropriately to achieve short-term gains.  In so doing, men and women put their reputation, integrity, and “good names” at risk.  When their actions are uncovered and retribution results, the sinner realizes that the personal and societal cost of the potential gain far outweighed the benefits derived.  This general truth is clearly illustrated in the fields of accounting and business, where many people have recently lost their good names and sacrificed their long-term financial health and that of their organization for short-term gains.  This financial problem is the artifact of an ethical problem.

This paper first reviews some ancient examples of people relinquishing their good names and what lessons we can learn from these examples.  We focus on examples from the three major religions arising from Abraham—Judaism, Christianity and Islam.  We then move into current business practices and see once more in current cases of fraud and embezzlement, business leaders selling-out their good names, but often not realizing it until their actions cause them and others much damage.  We focus on the large, high profile scandals in this paper.  However, the major thesis of the paper is equally relevant to common inappropriate activities such as falsifying work in audit work papers.  The firm simply cannot retain untrustworthy employees.  Such employees would most likely realize, albeit too late, that they sacrificed years of training and an implied good name merely to save a few hours in a time budget.  If only they recognized the ramifications before these actions.  

BIBLICAL EXAMPLES

As shown in Table 1, we find many Biblical instances of people whose desire for trivial things to which they had no right—either truly inconsequential objects, or minor in comparison to the negative result—eventually cost them much more than what they coveted.

[PLEASE INSERT TABLE 1 HERE]

Adam and Eve

In Genesis 2:18 – 3:17, G-d told Adam and Eve that they could partake of all of the bounty from the Garden of Eden, except for the fruits of the Tree of Knowledge of Good and Evil.  However, even this was not enough for them, as they wanted what they could not have.  They acted upon the desire, causing G-d’s anger, making them toil and eventually face death, rather than live perpetually in the paradise of the Garden of Eden.  Adam and Eve realized, too late, that they sacrificed the good names that G-d gives to us all for some “forbidden fruits.”  Those who are caught sinning often recognize the folly of their actions.  

Esau
 
In Genesis 25:29-34, Esau came home very hungry from working hard in the fields.  He wanted a pot of lentils that his younger twin brother Jacob was cooking and he acted upon this desire.  Ultimately, he agreed to relinquish his birthright for the lentils.  Esau’s quest for immediate gratification cost him and his descendants their birthright, which precluded his receiving a double portion of his father’s inheritance and his descendants from serving as priests in the holy temple.  Esau later regretted this trade, as he sought a futile revenge against Jacob.  We see that a failure to curb one’s desires can cost much more than we realize.
Brothers of Joseph
 
In Genesis 37, Jacob had 12 sons, but favored Joseph above the others—viewing him as his spiritual and temporal heir.  He demonstrated this favoritism by giving Joseph a multicolored cloak worth two pieces of silver, which caused much resentment among the other 11 brothers.  Oblivious to the other sons’ jealousy, Jacob asked Joseph to visit them unescorted and report on their welfare to him.  When his brothers saw Joseph in this coat, their outrage led them to sell Joseph into slavery, smear an animal’s blood on the coat, and tell Jacob that a wild animal devoured Joseph.  This course of events caused Jacob to not see Joseph for 22 years, regretting throughout his decision to give Joseph the coat.  Trying to bring out the best in one son brought out the anger and jealousy of his other sons.  Thus, Jacob’s potential good intentions in training a future leader led to harmful actions, symbolized largely by the coat’s trivial value (Talmud, Shabbat 10b).

Korah 

In Numbers, Chapter 16, Korah, Moses’ and Aaron’s first cousin, had the most important responsibility for the supervision of the Ark of the Covenant, making him among the highest spiritual leaders.  But—encouraged by his wife—he desired to replace Aaron as the High Priest and become the second highest spiritual leader.  Acting upon desire, he convinced another 250 Jewish leaders to join him in a revolt against Aaron and Moses.  This improper behavior led to the ultimate cost as the earth swallowed up the rebels.  However, the wife of On Ben Peleth, Korah’s key lieutenant, convinced her husband that this was not his fight, which saved his life.  From this, we learn that a trusted rational counterpart can help to cool improper passions and divert the tragedy that can result when we do not recognize the risky nature of our improper activities.  

Achan

In Joshua, Chapters 6:17 and 7, when the Israelites conquered Jericho, Joshua cautioned the conquering Israelites that “the city—it and all that is in it—shall be consecrated property for G-d.”  One Jew, Achan—one of the wealthiest men in Israel—desired a garment and other consecrated items.  Achan acted upon this desire, he ignored the warning and stole a Babylonian garment, 200 pieces of silver and a bar of gold, causing horrific results.  The Jews lost their next battle against the sparsely populated city of Ai.  Achan was executed when prophesy revealed that he unleashed the Divine fury upon Israel.  As too often occurs throughout history, despite his vast wealth and a good name, Achan’s seeking a bit more wealth through improper means caused his demise.  
Samson
 
In Judges, Chapter 16, Samson, a Nazirite who drank no wine, did not cut his hair and led a moral life, was a major leader of the Jewish people for 22 years.  The great forefather Jacob even prophesied that Samson could well become the Messiah.  But Samson met and desired a beautiful Philistine harlot, which was not allowed under the law.  Samson acted upon this desire and consorted with her, eventually causing the end of his supernatural strength and leading the Philistines to blind him.  Samson regained his inner sight, as he died a gruesome death together with many Philistines.  Thus, he paid a very high price to reclaim his good name.  From this, we are reminded that a good name is very hard to acquire, very easy to lose, and very expensive (perhaps impossibly expensive) to regain.  

Absalom and Adonijah

In II Samuel, Chapters 15-18 and I Kings, King David and his wife Beth-Sheba agreed that their son Solomon would succeed him as king.  But two of David’s other sons, Absalom and Adonijah, strongly desired the throne.  They acted upon their desire and vied to usurp Solomon’s inheritance, although, in their hearts they knew that such efforts were futile.  Their unsuccessful rebellions against their father led to their untimely demise.  Obviously, given the hopeless nature of their efforts to acquire the throne, the brothers should have accepted their good fortunes and good names as royal princes, rather than seek what did not belong to them.

Jeroboam
 
After King Solomon’s death, the Jewish people divided into two independent kingdoms.  Situated in southern Israel, Judah was ruled by the Davidic dynasty.  To the north, Jeroboam of the tribe of Ephraim ruled the separatist state, Israel, which included the other 10 tribes.  Jeroboam refused to allow his subjects to travel to the Holy Temple in Jerusalem, fearing the degradation he would suffer when the Judean king would sit in the Temple.  Only Judean monarchs were permitted to sit in the Temple courtyard while he would stand (Babylonian Talmud, Tractate Sanhedrin 101b).  Jeroboam was greatly respected, but desired the slightly higher respect afforded the Judean king.  Jeroboam acted upon this desire, and started worshiping idols and encouraging his subjects to violate a principal Torah commandment.  These actions caused Jeroboam to be one of an infamous few who had no portion in the World to Come, as he is considered to be one of the greatest sinners and worst influences in Jewish history.  Had he appreciated fully his wealth and power, he surely would not have acted so foolishly. 

Gehazi

In II Kings, Naaman, commander of the army of Aram (in present day Syria), was afflicted with a skin disease of tzoraas (leprosy).  According to Torah law, this disease relates to spiritual impurity, requiring its victims to live in seclusion outside the city (Leviticus 13:46).  The prophet Elisha advised him to immerse in the Jordan River, where he was miraculously cured.  Naaman wanted to reward Elisha, but he refused to accept any compensation.  Gehazi, Elisha’s chief of staff, desired the compensation that Naaman rightfully refused.  Gehazi acted upon his desire and pursued Naaman and requested a talent of silver and two suits of clothing, falsely claiming that he did this at Elisha’s request.  Upon realizing Gehazi’s actions, Elisha told him, “Naaman’s tzoraas shall therefore cleave to you and to your children forever!  And he went away from before him, stricken with tzoraas, [white] as snow.”  Thus, Gehazi sacrificed his association with a great leader and, along with his children, endured tzoraas for temporal gains.
Haman
 
In Esther Chapters 3-9, Haman was the Prime Minister and second in command of the Persian Empire under Xerxes II.  As Prime Minister, Haman’s subjects were required to bow down before him.  However, one Jew—Mordechai—refused to do so, since it would violate a Torah rule, as Haman wore an idol on his chest.  Haman desired Mordechai’s respect and acted upon his desire.  When Mordechai continued to refuse to bow, Haman’s resentment led him to attempt to kill all of the millions of Jews in Persia.  However, when the King realized that this plan would also lead to the death of his Jewish wife Esther, he ordered Haman and his ten sons hanged.  Again, Haman’s prideful desire for a bit more glory led to his demise.

Other Examples of the Importance of a Good Name

 
Other examples from Jewish law consider the importance of keeping a good name.  For example, Leviticus 25:6-7 considers all produce of the (seventh) Sabbatical year as “ownerless” and free for everyone to take, banning its use for commercial purposes.  The Talmud (Kiddushin 20a, Sukkah 40b) warns that those aspiring for money causing them to do business with produce of the Sabbatical year, “will lose all their chattel and fields, until they are forced to sell their homes and themselves [into slavery].”  Similarly, the Be’er Hagolah, Commentary on the Code of Jewish Law, prohibits Jews from seeking wealth by deceiving gentiles.  The smallest theft or swindle demonstrates a substantial lack of faith in G-d, which vastly diminishes any, perceived ill-begotten gain.  These ideals show that people should willingly act properly, if only to retain their good names.  By the same logic, custodians of stakeholder-provided money in business should act properly.  This emphasis on acting properly resembles the ideal stated in the opening section of the American Institute of CPA’s (AICPA) Code of Professional Conduct, which quotes Marcus Aurelius, former Emperor of Rome, “A man should be upright, not kept upright.”

EXAMPLES FROM THE NEW TESTAMENT AND KORAN
The ideals from the Jewish Bible (Old Testament) reappear in the New Testament and Koran.  However, since the Old Testament covers longer periods of time and contains many more characters than the other holy books, fewer such examples of the benefits of maintaining a good name are found in the New Testament and Koran.   

The Money Changers

In John 2:15, Jesus entered the Holy Temple courts and is angered by money changers who are short-changing customers (on Blessed ground, no less).  The money changers desired gain from deception and acted upon their desire.  They had only the amount of undetected excess taken in the exchange to gain.  Jesus scattered their money, which likely caused them to lose a considerable sum at that moment.  More importantly, in a business demanding a reputation for honesty, their reputation was stained.  Worse yet, they were condemned as sinners.  

Judas Iscariot

In Matthew 26:15, Judas Iscariot was fortunate enough to be one of Jesus Christ’s 12 Apostles, which should have brought him much honor and contentment.  However, inexplicably Judas accepted 30 silver coins from the chief priests of Israel in exchange for betraying his Lord, Savior, and friend Jesus by delivering him into the hands of the Pharisees.  Judas soon became so consumed with remorse for his actions that he returned the money and committed suicide.  He gave up a good name and long-term glory for a trifling sum.

Pontius Pilate

In Mathew 27, Pontius Pilate was the Roman Governor of Judea during the time of Jesus. But, rather than his name being associated with the history of Rome and Israel, he is most closely associated with Jesus’ crucifixion.  In fact, Pilate actually saw no legal reason to hold Jesus and wanted to use his authority to save Jesus from crucifixion.  Not considering all the consequences of his actions, he allowed Jesus to be crucified.  Like so many other people, he too quickly ignored his internal moral feelings for misplaced gains.

Ananias and Sapphira

In Acts 5, Ananias and his wife Sapphira were property merchants at a time when all believers agreed that they should be loyal stewards of their Father’s riches and share their wealth, so that they all would be blessed and there would be no needy persons among them.  According to the believers’ Agreement, Ananias and Sapphira should have brought the proceeds of their property sale to the apostles for distribution to the needy.  But their greed led them to hold back part of their proceeds.  When Ananias laid the portion of the proceeds at the Apostles’ feet, Peter pointed out to him that he has stolen from not only men, but G-d as well.  Upon receiving this harsh truth, Ananias died.  Later, Peter asked Sapphira if the proceeds were the entire amount received upon sale of the land.  Sapphira replied that it was, and she also died.  

Other Examples

The New Testament also draws upon many Old Testament characters and lessons.  Combining the impact of money and greed on judgment, Jesus said, “It is easier for a camel to go through the eye of a needle than for a rich man to enter the kingdom of God” (Matthew 19:24).  Paul added that “people who want to get rich fall into temptation and a trap and into many foolish and harmful desires that plunge men into ruin and destruction” (1Timothy 6:9).  Thus, wealthy people, who often face many moral issues, should especially guard their good names.

Similarly, in Sura 114 (Humoza the scandal-monger) of the Koran, those thinking that their wealth will last forever face G-d’s wrath if they obtained such wealth immorally.  Moreover, if they attack the character of their adversaries—even if true—in order to gain worldly goods, their efforts will lead to naught, or possibly worse, in the next world.

The capital markets and commerce have often produced cases that show that the lure of money corrupts.  As highlighted below accountants and other business executives’ avarice led to their breaking moral and civil codes in order to reap, in many cases, relatively modest gains.  Again, they too often do not realize the prices they pay, until their actions get exposed.

CASES OF BUSINESS EXECUTIVES RELINQUISHING THEIR NAMES


As summarized in Table 2, the following examples of fraud and embezzlement in modern times echo the age-old theme of people “selling out” their good names. 

[PLEASE INSERT TABLE 2 HERE]

Continental Vending Machine Corporation


Harold Roth was president of Continental Vending (Continental) and owned about a fourth of its shares.  Roth also owned about a fourth of the shares of Valley Commercial Corporation (Valley), a lender to firms in the vending business.  Roth managed and operated Valley from a single office on Continental’s premises.  Valley used notes receivable as collateral to establish two $1 million lines of credit from banks.  

From 1956 to 1962, Valley borrowed money from Continental at Roth’s behest, in the form of negotiable notes payable.  Roth then borrowed money from Valley to finance his personal investments.  Valley’s borrowings totaled $3.9 million in 1963.  To secure Roth’s debt to Valley and Valley’s debt to Continental, Roth posted collateral comprised primarily of Continental stock and convertible debentures.  Continental’s financial statements did not disclose fully the circumstances of these loans.  They were technically in compliance with Generally Accepted Accounting Principles (GAAP), but grossly misrepresented the substance of the risks generated from the transactions between Valley and Continental and between Roth and Valley.  

 
Lybrand, Ross Brothers and Montgomery (Lybrand) audited Continental.  As Roth ran both Valley and Continental on the same premises, their status as related entities was not difficult to uncover.  His borrowings kept escalating, which should have drawn the auditor’s attention and financial statement disclosures.  Neither happened and losses resulted.  Focusing on the Continental’s ongoing revenue streams, Lybrand continued to allow the non-reporting of these events in Continental’s financial statements.  As a result, two Lybrand partners and an associate were convicted of violating the Securities and Exchange (SEC) Act of 1934 and the Federal Mail Fraud Statute and received jail time (President Nixon pardoned them) and a $2.1 million fine.  
1136 Tenants

For many years, Jerome Riker was a successful real estate investor with many high-level friends and a strong reputation in the New York business community.  However, in the mid 1960s, greed and some business reversals caused him to embezzle about $1 million from trust funds that his firm managed, including 1136 Tenants Corporation (Tenants).  Tenants hired Max Rothenberg & Co, CPAs.  Rothenberg detected some suspicious accounting transactions, but failed to follow up on them, as he believed he was “only” engaged to perform write-up services.  During the trial, he admitted that had he followed up on these suspicions, he would have detected the fraud, which led to his legal culpability.  Earning only a $600 fee, Rothenberg sacrificed his professional reputation and a $230,000 legal judgment because he disregarded others’ expectations about diligence even when they are not necessarily consistent with the scope of the agreed upon services.  In retrospect, he certainly would have invested the time required to investigate the questionable item.

Equity Funding Corporation of America


Equity Funding Corporation (Equity) had an intriguing financial concept: offer mutual funds to customers and service customer life insurance policies with mutual fund profits.  At the end of the required payment terms on the life insurance policies, investors could redeem their mutual fund shares or cash values from their paid up life insurance policies to pay off their mutual fund loans.  The investors then kept appreciation of the investment in excess of amounts paid on the insurance loans.  This type of leveraging is perfectly legitimate, albeit risky.


In the mid-1960s, Equity’s Chair and CEO, Stanley Goldblum sought to acquire other companies.  Because he used Equity stock to complete the acquisitions he needed its stock price to remain strong.  When its earnings fell short of those of the prior year, he ordered the recording of fictitious commissions to help achieve earnings growth targets.  Soon, Equity began to issue fictitious policies and then sell them to reinsurance companies for cash, and then originated and sold other fictitious policies to help pay subsequent premiums to the reinsurance partners.  They even reported deaths on past fake policies to collect on the reinsurance firms’ death benefits.  
This scam lasted for several years and involved many employees.  A computer programmer even generated a program to produce fake policies, and a team of employees would scramble to document bogus policies when auditors requested policy detail files.  A participant in these activities commented, “It takes a long time and you have to be careful about date stamps and other details.  But I had fun being the doctor and giving the guy’s blood pressure and all that” (Hancox, 1997).  Many employees participated in this scam merely to maintain continuing employment in reasonably well-paid jobs.  They could have taken their talents to other, more honest entities, likely at comparable salaries.  Goldblum and 18 other conspirators ultimately pled guilty to participating in the fraud, and investors lost hundreds of millions of dollars.  

ESM Government Securities


ESM Government Securities bought and sold federal government debt securities for resale to moderate-sized banks and municipalities for “repo” and “reverse-repo” (financial hedging and window-dressing) purposes (e.g., to minimize potential risks and to improve their financial statements’ appearance).  Its auditors, Grant Thornton (GT), knew of the potential risks of ESM simultaneously selling such securities to more than one customer, especially when customers did not take physical possession of the purchased debt instruments.  

Soon after ESM lead auditor Jose Gomez became a GT partner in 1987, Alan Novick, a high-level ESM executive, told him that ESM committed illegal acts and falsified its financial statements.  Novick stressed that if Gomez disclosed the schemes, GT would lose a major account, and Gomez might lose his new position.  He asked Gomez to work with him to help clean up these problems for everyone’s benefit.  Gomez accepted this arrangement and received about $200,000 from ESM officials through 1985, when the fraud was discovered.  These events led to Gomez receiving a 12-year prison term (he served four and a half years), GT paying $175 million in civil court settlements, and ESM’s dissolution.  While Gomez may have had some good intentions, his continuing involvement in this wrongdoing impugned his and his firm’s good reputation and led to significant financial losses for all those associated with ESM.

PTL Club

James and Tammy Faye Bakker founded the PTL Club in 1974 to promote national Christian broadcasting.  By the mid 1980s, PTL paid the Bakkers nearly $2 million annually, while their “charity” continued to struggle financially.  A new retirement community, theme park and other operations further strapped the organization.  When its donors demanded an independent audit, PTL hired Deloitte, Haskins and Sells but soon replaced them with Laventhol & Horwath (L & H).  Apparently ignoring the Bakkers’ lavish life styles (e.g., owning several large homes and a fleet of Rolls-Royces), L & H’s partner in charge of the engagement operated some of PTL’s secret bank accounts.  L & H also ignored such audit problems as phantom employees, missing documents, and missing services from many large consulting contracts.  Repercussions from these events led L & H to go from the county’s sixth largest CPA firm to bankruptcy.  L &H apparently not only sold-out its own reputation, but ignored the special responsibilities when auditing a company whose major investors trusted in G-d and the Bakkers.  

CUC International (Cendant)


Cosmo Corigliano, Chief Financial Officer of CUC International, which ultimately became Cendant Corporation, was prosecuted along with E. Kirk Shelton and Walter Forbes for their roles in a massive accounting scandal.  Corigliano testified that in 1995, he was promised an $80,000 bonus if Cendant earnings reports met specified target levels.  With this incentive, he worked closely with Forbes and Shelton to continually misstate financial reports to meet earnings targets.  Cendant used such schemes as not reversing revenues related to membership payments by credit cards that the credit card company rejected and recording membership payments as revenue currently rather than over the appropriate annual period to inflate revenues when revenue shortfalls arose.  In all, Cendant reported tens of millions of dollars in fraudulent revenues “to hit the number the financial community was expecting” (Bloomberg News, 2004).  Corigliano made about $170,000 per year in salary and earned the additional $80,000 bonus.  Given his experience level, Corigliano most likely could have easily gotten a job at another company for at least $100,000.  Thus, for $150,000 or less, he participated in the fraud.  In 2000, he pled guilty to criminal fraud charges and is now serving a 5-year prison sentence.  In 2004, he agreed to pay $14 million to settle regulatory charges related to the fraud (Milford 2002). 

Bank of Commerce and Credit International


Agha Hasan Abedi and Swaleh Naqvi led Bank of Commerce and Credit International (BCCI) as a vast web of companies designed to evade governmental regulation and control.  While appearing as a bank, it actually contained ever-increasing numbers and layers of affiliated entities assembled as holding companies, subsidiaries and insider arrangements that masked many, large fraudulent transactions in such areas as money laundering, bribery of public officials, support of terrorism, arms trafficking, sale of nuclear technologies, management of prostitution, income tax evasion, smuggling, illegal immigration and other financial crimes (Senate Foreign Relations Committee, 1992).  Despite receiving unqualified opinions from Price Waterhouse, BCCI’s depositors and shareholders lost billions of dollars; while the Bank of England’s investigation tarried, these problems mushroomed.  Apparently BCCI’s size led many well-respected institutions to defer acting properly to the detriment of their own reputations.

Alfred Taubman (Sotheby’s)


Alfred Taubman once had had an excellent reputation as President of a massive shopping center enterprise.  Forbes magazine estimated his wealth to exceed $600 million, and he gave millions of dollars to many charities.  He also served as Chair and majority owner of Sotheby’s auction house.  Despite this wealth, he served a year in prison, was fined $7.5 million and paid out $186 million to plaintiffs in civil lawsuits for conspiring to fix commissions from sellers of fine art (Dixon, 2002).  From 1993 to 1999, Taubman and executives from competing auction houses conspired to inflate selling prices on certain high value art and to set inflated commission rates in the industry, exempting only a small, agreed upon list of preferred customers from such high commissions.  Prosecutors estimated that Sotheby’s and rival Christie’s auction houses netted about $44 million in additional commissions as a result of the scheme, but spent about $500 million in fines and settlement.  Taubman probably later realized that he sacrificed his very good name for a very small portion of his vast wealth.  

HIH Insurance


Australian accounting rules require financial statements to provide a true and fair view of the company.  The financial statements of HIH Insurance Group, a large Australian insurance concern, did not provide this true and fair view of its financial position prior to its collapse.  The misstatement was very straightforward – the reserves for future claims were grossly understated, thus grossly overstating its net assets.  Ultimately, HIH could not pay for these claims incurred and became insolvent.  HIH also had entered into other dubious transactions and business relationships, which further drained cash from the Company.  As a result, capital providers lost their investments and insured customers were left without warranted claims payments.  The losses will eventually exceed $5 billion (Commonwealth of Australia 2003). 


HIH’s dominant personality was long-time CEO Raymond Williams, who, with Michael Payne, co-founded the business in 1968.  Williams oversaw several transactions and business arrangements fraught with risk, as well as grossly misleading financial reports.  For example, at December 31, 2000, HIH reported a reserve for future claims totaling $3.1 billion, which an independent actuary later estimated should have been at least $5 billion, or more than 60% higher.  Williams could not have believed that the financial statements were a true and fair depiction of the company’s financial condition.  As a long-time principal with HIH, he risked a sizeable investment and salary, which likely totaled millions of dollars.  Of course, Williams ultimately lost these fortunes as well as his good name.

Enron


Just before its famous collapse, Enron had an $80 billion market capitalization as one of the world’s most admired companies.  Today, it is bankrupt, with its investors and employees losing billions of dollars.  The collapse arose from bad investments, over-leveraging, and the revelation of huge obligations that were not adequately reported in Enron’s financial statements.  


Key figures in the Enron debacle include Chair and former CEO Ken Lay, President Jeffery Skilling, CFO Andrew Fastow, Chief Accounting Officer Richard Causey, Chief Risk Officer Richard Buy, Assistant to the CFO Michael Kopper, and Arthur Andersen Partner David Duncan.  While much information exists regarding each of these characters, we will limit our discussion to the acts of lead Arthur Andersen partner David Duncan.  Andersen partners debated dropping Enron as a client several months before the collapse.  Ultimately, the firm retained Enron as a client, noting that it was then the firm’s second biggest client and could soon become its largest and produce revenues as high as $100 million, including large amounts for non-audit services (Guardian Newspapers, 2001).  Duncan earned $700,000 annually to manage this account, plus part of Andersen’s partnership profit pool.  To appease Enron, he apparently did not require many large audit adjustments for several years, and often signed off on financial statements that were, by any reasonable standards, unclear and misleading (Fisher 2002).  This shoddy work and attempts to eliminate key evidence, led to Andersen’s felony conviction and demise—apparently ignoring its founder’s key slogan of, “think straight and talk straight.”

WorldCom


The WorldCom accounting scandal involves many people including CEO Bernard Ebbers, CFO Scott Sullivan, Chief Accounting Officer David Myers, Accounting Director Buford Yates, and accountants Troy Norman and Betty Vinson.  The accounting misstatement was simple.  WorldCom often capitalized costs paid to lease communications line capacity from local phone networks.  Benefiting only the current period, such costs should have been expensed.  This accounting treatment allowed WorldCom to delay expenses and, more importantly, to report the costs as investing outflows on the Statement of Cash Flows.  Thus, two key performance measures, operating cash flows and earnings before interest, taxes, depreciation and amortization (EBITDA) were grossly overstated.  WorldCom also conspired to misstate the reserve for uncollectible accounts and used that reserve to manage earnings.  Its bankruptcy cost its investors and creditors billions of dollars, and its employees their jobs


Ebbers and Sullivan repeatedly asked the accountants, Myers, Yates, Norman and Vinson (MYN & V), to misstate accounts, making them important parts of the scandal.  Risking only their salaries (including bonuses for Myers and Yates) by this complicity, they all remained with WorldCom, as they became increasingly troubled.  Given the relatively low unemployment rate at the time of the fraud and given the quality of their experience as corporate accountants, they most likely could have gone to other companies for at least 80% of their WorldCom salaries.  After the discovery of the fraud, MYN & V reported the problems to the SEC; but, the principals are charged with fraud and face 15 years in prison.  

Parmalat


Parmalat, Italy’s largest dairy company, remains under investigation as authorities seek to unravel a web of fraudulent transactions and shell companies used to cover financial losses and raise capital.  Details of this fraud continue to emerge as the investigation proceeds.  The fraud became public when Bank of America revealed that a $4 billion US deposit that Parmalat reported did not exist.  This deposit was among the assets that Bonlat, a Parmalat subsidiary (based in the Cayman Islands) reported.  The fraud will harm Italian dairy farmers, who are due a collective 120 million euros, and world-wide equity and debt investors who stand to lose billions.  

Parmalat’s CEO Calisto Tanzi and others were arrested for “promoting, directing and organising the operation (BBC News 2003),” as were company accountants accused of issuing false information about its finances, hiding losses and debt in special purpose entities under company control, and fabricating assets and deposits as a basis to raise capital.  Its independent auditors, GT, were also arrested, accused of “suggesting ways for the company to commit fraud” (Guardian Newspapers, 2003).  GT’s and lower management level accountants’ involvement is especially puzzling since they face large civil and criminal penalties, and seem to have had relatively little to gain, e.g., their respective shares of Parmalat profits, some human capital, their continuing salary and potential bonuses.  

Adelphia Communications


John J. Rigas, founder and CEO of cable television company Adelphia Communications, bought a small cable franchise for $300, which became very large mostly through aggressive acquisitions of existing companies.  Ultimately, he took Adelphia public, garnering countless millions in the initial public offering of his shares.  In 2002, Rigas and his son Timothy were arrested for seeking to defraud its shareholders.  Both were convicted in 2004 and face up to 30 years in Federal prison.  The Rigas took money from Adelphia to finance their extravagant personal lives, which prosecutors estimated exceeded $100 million.  The investor deceptions involved making unreported liabilities totaling over $2 billion that they shifted to unreported affiliate subsidiaries and overstated statistics about their growth of cable customers (SEC 2002).  


While the amounts involved of the fraud may seem large, the Rigases didn’t need the money as they made millions when Adelphia went public.  However, the family lived a famously extravagant lifestyle including owning luxurious homes across North America and a personal jet, and constructing a personal golf course.  To finance their lifestyle, the family treated Adelphia like a personal bank account and covered up the activity by producing misleading financial reporting.  John Rigas is 79 years old.  He was in his 70’s when the worst of the company looting occurred.  These actions will almost certainly cause him to spend the rest of his life in prison.  

Health South

Richard Scrushy took HealthSouth (HRS) public in 1986 to soon become the nation's largest provider of outpatient surgery, diagnostic and rehabilitative healthcare services.  The SEC (2003) claims that at CEO Scrushy's instructions, HRS inflated its earnings by 4,700%, i.e., over $2.5 billion, to meet Wall Street analysts' expectations and maintain its stock’s market price.  Scrushy used many methods to perpetuate these schemes.  He threatened to fire chief internal auditor Rebecca Amick if she delved to deeply into HRS’s corporate records, and to fire the top management team of Treasurer (Malcolm McVay), CFO (Michael Martin), Chief Information Officer (Kenneth Livesay), corporate Vice Presidents (Angela Ayers and Rebecca Kay Morgan) and Assistant Vice President (Virginia Valentine) if they didn’t remain complicit in his activities.  These officers would, for example, manipulate the deductibles from its patient’s insurance companies, and charge patients for individual counseling sessions, when they actually went to group counseling.  

HRS’s team continued to lie in order to cover-up this scheme.  In 2002, Scrushy and Martin swore that HRC's 2001 Form 10-K contained no "untrue statement of material fact."  The SEC also questioned HRS’s auditors (Ernst & Young’s) competence, given the many years and massive amounts of this fraud, including not detecting a $300 million overstatement of cash.  While these frauds brought Scrushy over $170 million and a few top officers some wealth, they all fell deeper into the morass and knew that they would face severe penalties for their duplicity.  In fact, all of the accounting officers pled guilty to the fraud, and some are even now aiding in Scrushy’s prosecution.  As in many other cases, had they earlier acted properly—especially given HRS’s poor moral environment—they would have avoided these problems.

Martha Stewart

Recently, Martha Stewart was convicted of conspiracy, obstructing justice and making false statements to investigators.  Her conviction arose from an investigation of an ImClone Systems stock sale that she ordered, after learning that her friend, ImClone Chair Sam Waksal, had sold shares with foreknowledge of a pending Federal Drug Administration (FDA) decision not to approve an experimental drug for which the company had optimistic expectations.  

Selling the stock saved Ms. Stewart about $42,000.  The stock has since recovered and, at the time of this writing, trades above the price at which Stewart sold it.  Both she and her broker, Peter Bacanovic were convicted and sentenced to five months in Federal prison.  Bacanovic, incidentally, had only the stock commission and a potentially enhanced brokerage relationship with Stewart to gain from his role in the scandal.  Shareholders of Stewart’s company, Martha Stewart Omnimedia, lost hundreds of millions of dollars due to her damaged reputation and absence from the business’ operations.  As its principal shareholder, Stewart lost millions herself arising from the precipitous drop in the value of her stock—and all this for about $42,000.  

CONCLUSION


The above examples show that persons from ancient and recent history, from the bible and the business world, and from countries across the globe have lost their reputations and more, and often too late, realize that they achieved relatively little gain.  In short, they knew of their questionable actions and often realized the benefits of the actions.  However, they grossly underestimated the probability of getting caught, the total cost of getting caught, or both.  Only upon getting caught did they fully reflect upon the actual cost of their action both in dollars and in damage to their former good name.  In these examples, some individuals gained earthly riches while others gained little.  Some designed horrible schemes to steal and defraud.  Others simply didn’t stop the activities or played a small part by remaining silent.  All have some culpability.  The consistent theme is realizing ex post that the activity was not worthwhile.  Proverb 22:1 says “a name is to be chosen rather than abandon riches:  favor is better than even silver and gold.”

Hopefully, we can learn from lessons such as those contained in this paper and refuse to become involved in malfeasance regardless of any potential monetary gain.  When considering such actions, we should step back and resist.  In resisting temptation, tempted persons should focus on the value of their good names and remember those who lost this most precious asset.  Indeed, a business’ best internal control is its employees’ and managers’ morality and ethics. 
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TABLE 1

BIBLICAL EXAMPLES OF “SELLING OUT”

Panel A:  Examples in the Old Testament

	Moral Agent – Old Testament
	Agent’s Potential Gain
	Action taken by Agent
	Result of Agent’s Action

	Adam and Eve
	Eating (very quickly) the fruits from the forbidden tree.
	They ate the fruits from the Tree of Knowledge of Good and Evil. 
	They were banished from the Garden of Eden, made to toil throughout their lives and to face suffering and death.

	Esau, brother of Jacob
	A bowl of stew to satisfy his hunger from a day’s work.
	Esau sold his birthright to his brother, Jacob, for the bowl of stew.
	Esau lost his birthright for himself and his descendents.

	Brothers of Joseph
	An opportunity to alleviate the jealousy over Joseph’s multi-colored coat, worth 2 pieces of silver.
	The brothers sold Joseph into slavery and falsely reported him killed to their father Jacob.
	The brothers and their father Jacob suffered for 20 years without Joseph and their actions ultimately led to the Egyptian exile.

	Korah, cousin of Moses and Aaron
	An opportunity to replace Aaron as the High Priest.
	Korah led an uprising against Moses and Aaron.
	The rebels were swallowed up into the earth.

	Achan, a wealthy Israelite who participated in the Battle of Jericho
	Goods seized in the overthrow of Jericho included a Babylonian garment, 200 pieces of silver and a bar of gold.
	Achan kept these items, despite Joshua’s warning that no man should keep anything for himself.
	The Jews lost their next battle.  Achan was executed for ignoring Joshua’s warning, and Devine fury was unleashing upon Israel.

	Samson, leader of the Jewish people
	The affections of a harlot, who secretly sought to render him powerless.
	Samson became drunk and while asleep, the harlot cut his hair.
	Without his hair, Sampson no longer had super-natural strength, and the Philistines could blind him.  Only a brutal death could restore his good name.

	Absalom and Adonijah, brothers of Solomon
	An opportunity to usurp brother Solomon’s inheritance.
	They mounted unsuccessful rebellions against their father.
	The brothers lost their good fortunes as royal princes; one lost his life

	Jeroboam, King of 10 tribes of  Israel
	Avoid the perceived insult of having the Judean King receive more glory than him at the Holy Temple in Jerusalem.
	Jeroboam refused to allow his subjects to travel to the Holy Temple in Jerusalem, and instead, began worshiping idols.
	Jeroboam lost his standing in the World to Come and is considered one of the greatest sinners.

	Gehazi, chief of staff of Naaman
	A talent of silver and two suits of clothing.
	Gehazi sought these items for himself but represented that the request came from his master, Naaman.
	Gehazi and his children were stricken with leprosy as a result of his actions.

	Haman, Prime Minister under Cyrus the Great
	A desire to have everyone, even Jews, bow to him as Prime Minister.
	Haman ordered the death of all Jews in Persia because one Jew-Mordechai- refused to bow to him.
	Haman and his 10 sons were executed after the King realized that these plans would cause the death of his Jewish wife Esther.


Panel B:  Examples in the New Testament and Koran

	Moral Agent – New Testament 
	Agent’s Potential Gain
	Action taken by Agent
	Result of Agent’s Action

	Money Changers in the Holy Temple
	An opportunity to extract excess fees from trusting customers.
	The Money Changers intentionally over-charged their customers.
	Jesus destroyed all of their money and their reputations were destroyed.

	Judas, one of Jesus’ Apostles
	30 pieces of Silver.
	Judas led authorities to Jesus.
	Judas committed suicide after realizing that he was instrumental in Jesus’ crucifixion.

	Pontius Pilate
	An increase in political standing in the eyes of Rome.
	Pontius Pilate freed a known criminal and ordered the execution of Jesus, with whom he found no fault, to please his constituents.
	Jesus was crucified and Pilate knew that he had sentenced an innocent man to death for personal gain.

	Ananias and Sapphira, early Christian church members
	A small amount of the proceeds from a property sale that was to be given to the Church.
	Ananias held back a small amount, with Sapphira’s knowledge and both lied when confronted about the holdout.
	Both were struck down dead on the spot.

	Humoza the scandal-monger
	Obtaining wealth in this world.
	Obtaining such wealth immorally, e.g., impugn their adversaries’ characters.
	Face severe punishment in the next world, even if the statements were true.


TABLE 2 

EXAMPLES OF BUSINESS LEADERS AND CPAs “SELLING OUT

	Moral Agent - Recent
	Agent’s Potential Gain
	Action taken by Agent
	Result of Agent’s Action

	Harold Roth, president of Continental Vending and 3 of its independent CPAs 
	Roth desired inappropriate loans and the auditors wanted to keep Continental as a client.
	The auditors did not require Roth to disclose the borrowings sufficiently to financial statement users.
	The 3 auditors were fined individually and sentenced to prison (but later pardoned); the auditing firm was fined $2.1 million.

	Max Rothenberg, CPA for 1136 Tenants Corp.
	A $600 fee.
	Rothenberg failed to follow up on red flags that would have uncovered a $1million fraud.
	Rothenberg lost his reputation and was fined $230,000.

	Stanley Goldblum and other key Equity Funding executives/employees 
	Goldblum sought some wealth and the employees sought to maintain their salaries and company positions.
	Employees fabricated insurance policies to collect commissions and death claim payments from reinsurers.
	18 employees and Goldblum pled guilty, and investors lost millions of dollars.

	Gomez, lead Auditor for Grant Thornton for ESM
	$200,000 and remain as a Grant Thornton Partner.
	He let ESM continue issuing fraudulent financial statements for several years.
	Gomez served 4.5 years in prison; the firm spent about $175 million in civil payments.

	Laventhol & Horwath, auditors of  the PTL Club
	Audit fees.
	L&H participated in some of the fraudulent activities of Jim and Tammy Faye Bakker.
	Loss of reputation, clients and eventual bankruptcy.

	Cosmo Corigliano, Cendant Employee
	$80,000 bonus.
	Corigliano manipulated records to misstate financial results and meet earnings targets.
	He faces 10 years in prison for criminal fraud and has paid $14 million in fines.

	BCCI executives and affiliates
	Opportunities for personal gain pervaded the organization and contracts.
	An organization designed to evade regulations and controls.
	Depositors lost billions of dollars and investigations continue.

	Alfred Taubman, co-owner of Sotheby’s
	Incremental profits on auctioned items.
	Taubman orchestrated a price fixing scheme with executives of Christie’s.
	He spent a year in prison, fined $7.5 million and paid $186 million for civil lawsuits.

	Raymond Williams, CEO of HIH Insurance Group
	HIH holdings and salary.
	Williams orchestrated financial statement misstatements that misled investors.
	Williams lost his fortune and investors lost approximately $5 billion.

	David Duncan, Andersen partner for Enron
	Total professional fees of about $52 million; salary of $700,000 for Duncan.
	Duncan improperly oversaw the Enron audit; Andersen destroyed key documents.
	Ultimate dissolution of Arthur Andersen.

	Four of WorldCom’s internal accountants
	Desire to keep a current job/salary.
	They obeyed executives’ orders to misstate earnings, but later reported events to the SEC.
	They face 10 - 15 years in prison and may no longer be officers of public companies.  

	Parmalat’s CEO Tanzi; its accountants and auditors 
	Tanzi desired to maintain profitability, auditors wanted to keep the client.
	Conspirators issued false investor information; auditors are accused of aiding the fraud.
	Bankruptcy, whose ultimate penalty to those involved is yet undetermined.

	John and Timothy Rigas, Adelphia Communication
	Approximately $100 million for a family that already had extraordinary wealth.
	Paid personal expenses from company funds, which they masked by fraudulent reports.
	John Rigas will almost certainly spend the rest of his life in Federal prison.

	Richard Scrushy and other HealthSouth leaders
	$170 million for CEO Scrushy; maintain jobs for most other company officers.
	Corporate officers overstated financial income by $2.5 billion; CPAs “missed” the fraud.
	Officers plead guilty; Scrushy is under investigation.

	Martha Stewart and Peter Bacanovic
	Avoid a $42,000 loss on ImClone stock.
	Stewart ordered selling ImClone stock the day before public information led to a price drop.
	They received 5 month prison sentences, and her shareholders lost millions of dollars.
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