FRAUD AT WORLDCOM
LDDS began operations in 1984 offering services to local retail and commercial customers in he southern states. It was initially a loss making enterprise, and thus hired Bernie J. (Bernie) Ebbers to run things. It took him less than a year to make the comoany profitable. By the end of 1993, LDDS was the fourth largest long distance carrier in the United States. After a shareholder vote in May 1995, the company officially came to be known as Worldcom.

Corporate Culture
Worldcom had an autocratic style of management and followed a top down approach. Each department had its own rules and management style. There was no outlet for employees to express their concerns. Top hierarchy granted compensation and bonus beyond the company guidelines to a select group of individuals based on their loyalty to them.

Expense to Revenue Ratio (E/R) Ratio  
Ebbers was obsessed with revenue growth and insisted on a 42% E/R ratio. He encouraged managers to push for revenue, even if it meant that long term costs would out weigh the short term gains. As business operations declined post the 1st quarter in 2000, CFO Sullivan used the following accounting tactics to achieve targeted performance:

1. Accrual releases: Accounting principles require companies to estimate expected payments from line costs and match them with revenues in the income statement. Throughout 1999 and 2000, Sullivan told staff to release accruals which too high compared to the relative cash payments. Over a 7 quarter period between 1999 and 2000, Worldcom released $3.3 billion worth of accruals.

2. Expense capitalization: The above tactic could not be used by the end of 1st quarter of 2001 as few accruals were left to release. Sullivan devised a creative solution which started identifying costs of excess network capacity as capital expenditure rather than as an operating cost. Further, managers were asked to capitalize $771 million of non-revenue generating line expenses into an asset account, “construction in progress”. In the 10th quarterly report filed with the US SEC, Worldcom reported $4.1 billion of line costs and capital expenditure.
General Accounting Department    
Betty Vinson and Troy Normand, managers in the accounting department, were asked to release $828 million of line accruals in the income statement in October, 2000. They were assures by CFO Sullivan that they were doing nothing illegal and he would take complete responsibility for their actions. In April 2001, they were again asked to transfer $771 million of line costs in capital expenditure. They were handsomely rewarded with a raise and promotion for these actions.
Internal Audit
Headed by Cynthia Copper, this department reported directly to Sullivan. It was responsible for primary operational audits to measure business unit performances and enforces spending controls. Efforts by Cooper to seek further information regarding Worldcom’s $2.3 billion capital expenditure and $400 million accruals in the wireless business failed. An independent financial audit carried by Cooper helped her to discover the ambiguity in the reports for capital expenditure and line cost accruals.     
External Auditor: Arthur Andersen
Andersen considered Worldcom as its coveted client and wanted to be a committed member of its team. Although Andersen’s risk management software rated Worldcom as a “high risk” client, its audit team at Worldcom continued to rank it as a “moderate risk’ client.  Andersen’s auditors were given limited access to the accounting information. Worldcom withheld information, altered documents, omitted information from requested materials and transferred millions of dollars in account balances to mislead Andersen.      

The Board of Directors
The board members were former owners, officers, or directors of companies acquired by Worldcom. CEO Ebbers presided over board meetings and determined their agendas. Sullivan manipulated the information related to capital expenditures and line costs presented to the board. The board played a small role in the life, direction and culture of the company.
The End Game
By the beginning of 2002, Cooper’s audit team discovered $3 billion in questionable expenses, including $500 million in undocumented computer expenses. After all attempts to receive satisfactory answers from the accounting department failed, these findings were disclosed to the Audit Committee. When Sullivan could not provide an explanation for inappropriate capital expenses, he was asked to resign. 
On June 25, 2002, Worldcom announced that its profits had been inflated by $3.8 billion over the previous 5 quarters. Nasdaq immediately halted trading of Worldcom’s stock and S&P lowered long term corporate credit rating of Worldcom bonds from B+ to CCC-.          
