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WorldCom Scandal and Wrongdoing 
Introduction
WorldCom is one of the companies that engaged in corporate wrongdoing resulting in a scandal that saw the company becoming bankrupt. WorldCom provided phone services to individuals and businesses (Ashraf 1). From a humble beginning, the company initiated its operations by a name Long Distance Discount Services. The company, however, grew to become amongst the largest telecommunications firm in the U.S (Ashraf 1). From the outside, the company seemed to be performing profitably. However, in reality, the company’s performance was mere appearance than a reality where the top executives and the board neglected the DUTY OF CARE to shareholders. In the year 2002, it was discovered that the company had fraudulently reported it profits by reporting a profit of $3 billion opposed to a loss of $0.5 billion (Ashraf 1). Further, scrutiny revealed that the company had been engaged on a misstatement of $11 billion (Ashraf 1). This article explores WorldCom scandal by giving a deeper insight into what caused the scandal considering the ethical conduct of corporations to the stakeholders and users of accounting information. 


Causes of Wrongdoing 
Internal Environment 
The strategic decisions of a company have consequences that could either impact positively on its performance or adversely affect the performance. WorldCom strategic decision on aggressive expansion through acquisitions is cited to be the primary cause of the company’s declaration of bankruptcy. The company focused on growth with mergers with 60 companies that amounted to a massive capital investment of more than $70 billion (Ashraf 3). The company was motivated to the expansion strategy by rising stock prices and low-interest rates in the 1990s (Ashraf 3).  The growth strategy made the company engage in aggressive corporate actions such as ‘creative accounting practices’ by manipulating the accounting reports to create a positive perception of the users of such information such as investors. 
A scrutiny on the company established that WorldCom failed in strategic planning that was characterized by lack of proper protocols on corporate governance. The company’s documents revealed lack of realistic strategic plans and lack of a strategic committee where the company’s decisions were solely made by the Chief Executive Officer, Chief Financial Officer and Chief Operations Officer by the name Ebbers, Scott Sullivan and John Sidgmore respectively (Ashraf 3). The decisions made by the three individuals lacked quality. For instance, the decisions on acquisitions of firms failed to adequately integrate with the company’s policies and systems hat resulted to weak internal control business environment. The company incurred high levels of overheads relative to the revenues earned by the company. The fast-paced acquisitions resulted in management neglect in the accounting system that failed to keep up with efficiency and integration (Ashraf 4). Further, lack of effective internal controls facilitated manual adjustments that hindered red flags and minimizing detection chances and promoting the vice of FRAUDULENT MISREPRESENTATION. 
Fast paced acquisitions made the company have huge debt load (Sidak 240). Higher levels of debts made the company incur huge interests despite the slow growth that consisted of fewer turnovers and lower margins. WorldCom scandal came into limelight when it attempted to form a merger with Sprint Corporation which was the second largest telecommunication firm (Ashraf 4). The attempt was, however, intercepted by U.S Department of justice with a primary opinion that such a merger would create unhealthy competition in the telecommunications industry. A competitive strategy of forming a merger is aimed at creating synergy between the parties of a merger and placing such companies’ into a competitive advantage over the rivals in a sector. However, such mergers are regulated by governments to prevent anti-competitiveness in a sector (Ashraf 4) WorldCom was highly determined to grow in the industry but failed to develop competitive strategy and engaged with fast-paced acquisitions that affected the company’s financial performance. 
Company’s Culture 
Various studies have established that prevention of fraud is significantly determined by the opportunity to commit fraud implying that such opportunities should be nonexistent or minimal. Further, developing a working culture that promotes openness, honesty and assistance significantly reduce the incidence of fraud activities (Ashraf 5). Therefore, it is of paramount importance for a business to hire honest people as well as training them in fraud to avoid FRAUDULENT MISREPRENTATION. Further, developing a code of ethics and conduct that should be compiled by both employees and the management also plays a crucial role in fraud prevention.
WorldCom expansion strategy through acquisition was crafted and executed by the top management a responsibility EXPRESSLY IMPLIED by the principals who are the shareholders in this case. The top management pressure developed a culture of competitiveness that lacked communication on the relevance of truthfulness or honesty or a concern on the company’s corporate.    The top management pressurized workers to work on extra workers up to 15 hours which were leveled by higher compensation as claimed by the company’s employee (Ashraf 5). When the company’s stock priced dropped the company dropped the compensation package on overtime work. This is a clear indication of the company’s failure in having a desired corporate culture of honesty, assistance, and openness. Corporate culture significantly influences the behaviors of the employees and the management (Ashraf 5). However, lack of a clearly defined and followed corporate culture by the company significantly contributed to the fail of the company. Both the top management and the employees engaged in fraudulent manipulation of accounting systems (Breeden 4). This facilitated reporting of manipulated revenues and the company’s employees rewarded themselves with extra commissions from the manipulated revenues. 
The top management of the company also rewarded employees who were loyal to them in engaging in fraudulent activities and those employees who were uncomfortable with the conduct of the top management left the company. 


Board of Directors 
Corporate governance major responsibility lies with the shareholders’ protection where the boards are the agents while the shareholders are the principals in an AGENCY RELATIONSHIP. The board oversees the operations of a company on behalf of shareholders (Sidak 231). However, the board of directors lacked independence and thus, failed to perform the oversight role effectively resulting to development and execution of uninformed decisions. According to various researches, a board of directors plays a crucial role in an organization in promoting internal control of the company. WorldCom directors comprised of members from diverse backgrounds. However, some directors were appointed on the basis of the company’s CEO connections. The close ties by the members of the board with the company’s CEO created an avenue for fraudulent activities and minimized the chances of fraud detection and thus, neglecting the DUTY OF CARE vested upon them by the shareholders of the company. Some board members with no connection to the CEO lacked awareness of the company’s issues. Further, the board rarely met (about four times) and thus, it was ineffective in comprehending issues of fast-paced acquisitions. 
The board compensation strategy on stock performance also contributed to the fall of the business. Acquisitions made the company’s stock price to rise and thus became a driving force for the board members to make decisions on more acquisitions. However, the board failed to make strategic plans on such acquisitions and thus, resulted in high debts and over investments (Breeden 3). Growth is a critical strategic plan for a business expansion. However, such growth should align with the company’s resources. Further, an assessment of such growth on the overall performance of the business should have been considered by the board. Therefore lack of the board’s active participation and lack of independence among the board members hindered awareness concerning WorldCom matters. 
CEO’s Loans 
The collapse of the company can also be attributed to the company’s CEO hefty loans (Ashraf 11). The CEO secured huge loans through collateralizing the loans with WorldCom stock share that belonged to him (Ashraf 11). The decline in the company’s stock value made the banks to request for a compensation to match the value of the loans (Ashraf 12). Rather than selling his stock, the CEO used his affiliation to the board members in approving personal loans to compensate on the margins, a vice of SELF-DEALING which results to VIOLATION OF THE DUTY OF LOYALTY.  Lack of independence among the board members made the company’s loans to rise to more than $400 million (Ashraf 12). Despite, the surge in the company’s loans, the directors failed to take any step and thus, facilitated further growth on loans while they have FIDUCIARY DUTIES of protecting shareholders’ investments. 
The compensation committee also contributed to the approval of the CEO’s loans. Although the company’s proxy statement indicated that the compensation committee had the EXPRESS AUTHORITY to establish the benefits, salaries, and bonuses of the company’s executives (Ashraf 12). The committee failed to confirm with the board on loans approval and only did so after the loans have already been paid out (Ashraf 11). Therefore, the compensation committee also contributed to the collapse of the company by approving a loan that significantly increased the company’s debt. 


Consequences 
The FRAUDULENT MISREPRESENTATION of facts resulted to investors believing on the company’s financial performance and thus, they continued investing in the company’s stock. However, reality came as a surprise to investors upon a declaration on bankruptcy. The company laid off 17,000 employees, and accounting manipulators were also arrested.  The Securities and Exchange     Commission of the U.S filed a suit against WorldCom after the company admitted overstating its earnings by over $3.8 billion (Ashraf 1). The company was under supervision following the case to prevent dissipation of assets, destruction of documents or inappropriate behavior. The CEO, CFO, and COO were also held accountable for the distortion of accounting information and thus resulted in AGENCY TERMINATION (Ashraf 3). In the quest to restore the public image, a new board of directors, CEO, CFO  and COO were recruited. Further, the company was obliged to consent to the corporate monitoring program that governed the management activity. Further, new accounting and finance personnel were hired (more than 400) ((Sadka 11)
WorldCom scandal eroded the investors’ confidence significantly as well as hurting the company's shareholder value (Sidak 231). Accounting practices and standards advocates for transparent and true representation of the financial performance of a company. The users of financial information rely on the reported information in the process of making decisions. Investors evaluate the performance of an organization through financial reports. Therefore, financial reports are supposed to reflect true and transparent information. 


Conclusion
Financial scandals that surfaced such as WorldCom scandal made SEC make stringent regulations to prevent investors from making losses attributable to untrue financial performance reporting. WorldCom scandal emanated from poor governance and lack of a code of ethics or conduct. The CEO did not only fail in developing a culture of honesty to be emulated by employees but also collaborated with some board members in the untrue representation of the financial information. Further, the board failed to adhere to independence principal on relating to issues of a company. A board is expected to supervise the affairs of a company on behalf of shareholders. However, WorldCom corporation board failed in the oversight role but rather contributed to the wrongdoing resulting in the company being declared bankrupt.
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