
Cynthia Cooper recounts some
of her experiences during the
scandal at WorldCom.
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E
thical dilemmas, corporate scandals and the resulting Sarbanes-Oxley legislation
have become commonplace in recent years.

The impact on companies and corporate leaders is widespread. How does
it impact those in charge of the finances? That was the focus of a recent seminar
titled Corporate Governance: Managing Expectations in the Accounting Profession.
The event was coordinated by Beta Alpha Psi, the honorary accounting fraternity at

the Indiana University Kelley School of Business, and the Indiana CPA Society.
Students secured an impressive panel of speakers, including:

• Cynthia Cooper, prominent in uncovering the corporate fraud at WorldCom
• Philip Cochran, associate director of the Randall L. Tobias Center for Leadership Excellence

and a professor of management and philanthropic studies at the Kelley School of Business in
Indianapolis

• Sharon Allen, chair of the U.S. board of directors for Big 4 accounting firm Deloitte & Touche
Here are some of the thoughts they shared with the audience of accountants and students.

Blowing the whistle
Cooper currently spends most of her time on the speaking circuit, as well as teaching a course

at Louisiana State University. She admits to a much lower public profile before her internal auditing
team at WorldCom discovered $3.8 billion in corporate fraud in June 2002.

As the only Fortune 500 company based in Mississippi, WorldCom had acquired more than
60 companies in an approximate 20-year period. All employees, not just management, were granted
stock options. The company was valued as high as $38 billion at one point.

Cooper doesn’t blame just the fraud or its discovery for the company downfall – a spiral that
resulted in CEO Bernie Ebbers declaring that color copies were off limits because they were too
expensive and removing coffee machines from the office.

“The company should have gone into bankruptcy earlier. The acquisitions were never fully
stable or integrated,” she recalls. “The implosion of the telecommunications industry left WorldCom
with unpaid debt and the huge overcapacity of fiber drove down rates.”

The fraud involved capitalization of operating expenses. There were no “automatic red flags”
that indicated the actions were illegal. Instinct – seeing “people acting odd” – more than cold, hard facts

told Cooper and her team that something was wrong.
When the internal investigation advanced to the

next level, Cooper saw her life change dramatically.
There were visits from the FBI, Securities and
Exchange Commission and the Department of Justice;
officials copying all documents in her office, taking
her computer hard drive and removing all office
shredders; 40 hours of interviews and depositions;
and testimony before Congress.

“We were not sure who we could trust (including
in-house counsel),” Cooper recalls. “It was the most
difficult thing I’ve ever been through in my life (weight
loss, lack of sleep, depression). Asked why she didn’t
look the other way, she added, “My decision to come
forward was easy. Turning my back on it would
have been complicit with the fraud.”

Cooper cites five reasons why employees at various
levels might participate in fraudulent activities –
pressure from superiors, rationalization of decisions,
fear, pride/ego and greed. She saw some of each in
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the WorldCom scandal that ended with Ebbers being sentenced
to 25 years in prison and a variety of others receiving shorter
penalties.

Identifying the causes
Cochran spent 25 years teaching at Penn State University

before coming to Indiana three years ago. The constant stream
of negative stories revolving around corporate scandals has, in
public opinion polls, placed business people near the bottom of
the prestige rankings with used car salespeople, journalists and
politicians.

In reality, Cochran points
out that ethics have improved
over time, but that public
expectations have increased
more rapidly. Another major
change is the media frenzy –
“once they get hold of a story,
they really like to run with it.
Then it just takes off.”

Twenty years of good
economic times (what Cochran
calls “one of the largest periods
of economic growth in American
history”) preceded the recession
and the complications brought
on by 9/11. Business has become
more complex, he adds, with
employees, stockholders and
customers being the primary
stakeholders 25 years ago. Now,
you must add governments,
local communities, media and
activist groups to the mix.

Among the lessons to be learned, according to Cochran:
• Follow “best practices” in board composition and procedures
• Stock options, a terrific theory, have contributed to public

cynicism and perhaps to corporate crises
• Corporate reputation is critical. Cochran: “You must be sensitive

to not only eliminating actual ethical problems but also to
eliminating the appearance of ethical problems.” Investor
Warren Buffet: “If you lose dollars for the firm, I will be
understanding. If you lose reputation for the firm, I will be
ruthless.”

Board role changes
Allen chairs the board of directors for a company that does

$8 billion of business each year in the United States. While
she finds Sarbanes-Oxley an over-reaction in many ways, she
says there are positives.

The compliance costs, once projected as high as $40 billion,
are now thought to be closer to $10 billion, and “there’s a clear
expectation that costs will come down as improvements are
made.” In addition, a CEO of a major company who has been
a vocal critic of the legislation admitted to Allen that he has
learned a great deal about the “systems and controls in his

organization … identifying 1,500 deficiencies and duplications.”
Boards of directors are increasingly under the spotlight, with

45% of the participants in a recent poll identifying boards as the
first line of defense for company problems. (Fewer than 25% in
the same survey listed the CEO as the initial defense mechanism).

“Separating the role of chairman of the board and CEO is a
very important part of the independence and effectiveness of the
board,” Allen offers. “More and more executives are taking on fewer
boards. That’s good. We have to look farther, throw a broader net.”

Of the Fortune 100 companies, females comprise fewer than
17% of board members. When
she was elected in 1994, Allen was
the first woman on the board of
directors of any of what was then
the Big 8 accounting firms. As
board chair at Deloitte, she reports
to the board and is evaluated and
paid by the board. 

Although all Deloitte board
members are “technically inside
directors” (or members of the
private firm), they have instituted
reforms that Allen thinks many
companies will find useful.

“We have executive sessions
every board meeting. We have a
robust committee structure so
that issues get meaty attention
before coming to the board as a
whole,” she explains. “We hold
ourselves accountable to goals.
We have individual evaluations
of board members.

“Something we (all of us)
must do is have the widest possible array of experience on boards.
The more expertise you have, the better chance of identifying
problems early.”

Panelists tackle the subject of accountants’ role in helping avoid (or
if necessary, report on) fraud and other illicit corporate activities.

New Chamber Publication Assists Employers
Companies of all types throughout

Indiana are impacted by the federal
legislation that emerged early this decade.
Help is available in the form of a new
Indiana Chamber publication titled, The
Sarbanes-Oxley Act: A Practical Guide for
Private Companies.

Among the topics covered are: principles
of good corporate governance, provisions of the Sarbanes-
Oxley Act that directly apply to private companies, provisions
that could be adopted as best practices, preparing to take
a company public and more. Sample policies, timelines
and implementation advice are included.
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