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ABSTRACT 
The judicious use of a human mind to escape the situation of crisis, fear, or its ability to forage for wide possibilities of gratifying the 
limitless greed or its dominating effect on the behavior, decisions, modus operandi, or its subjugation by the power of position one 
holds is worth to ponder upon as all this may anytime prove to be a reason for a deed worth praise to the cause behind shocking scams. 
The contingency theories try to explain the pattern of behavior influenced by the mental faculties in different types of situations one is 
subjected to. The biggest problem is to answer the reasons behind such great corporate scams even when laws and acts regulate the 
corporate structure, the board committees and the heads of different departments invest best of their efforts, despite unfolding the 
cause of scams in the past and respective measures taken, why still such scams continue to happen? There definitely lies a reason 
beyond what we see, which can be explained by this fourth dimension and need of the hour is to consider it while evaluating measures 
and methods for a safe and flourishing business.  

Therefore this paper with the help of three major corporate scams presents to you the fourth dimension of reasons behind the great 
scams leading to the fall of corporate structures, the plight of the stakeholders and the shredding of trust of innocent shareholders. 
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1. INTRODUCTION 
Corporate Scams are as termites that undermine the 
internal workings of a corporate structure until it 
collapses from within. The legal bodies regulate the 
economy and corporate structure with their laws and 
reforms, the financial institutions are there to aid for a 
good set up and its execution, the stakeholders believe in 
the owner’s idea, the CEO’s management strategies, 
function of the board committees and hard work of every 
individual working in an organization, the shareholders 
with all their expectations invest their trust and money 
but just one human error driven by any selfish motive, 
greed and desire to be powerful, motivating to play with 
the very core rules and principle of corporate governance 
promoting business ethics, can put all of this on stake and 
may result to a corporate scam.  

“The market crashed”, “The Corporation went bankrupt”, 
these statements can prove to be the most dreadful ones 
as they indirectly announce the loss of job for thousands 
of people, billions of dollars get submerged in scandalous 
downfall of any corporation, hopes are deteriorated and 
trust is shredded. There are several reasons behind these 
scams and have been discussed by great industrialists, 
writers, etc., this paper puts forward the summarized 
version of great scams and the reasons behind it but 

explaining how can be these psychology driven. 
Irrespective of immense research on these scams, they 
still happen and are always awful. The understanding of 
psychology, smart ways adopted to take care of this and 
effective corporate governance can manage to discourage 
the scandalous scams. 

2. LITERATURE REVIEW 
Corporate scams: the unfortunate events in the corporate 
world as a result of dishonest, illegal, fraudulent activities 
which cause fall of the whole corporate structure. Money 
laundering, security frauds, insolvency and bankruptcy 
related frauds, etc. may result from astute use of 
loopholes or grey areas in business. This happens in cases 
when one is aware of the fact of the limited knowledge or 
lack of knowledge of public in ways of operations. 
Everything is described in books, in business meetings, it 
is there in existence but not much is known by everyone, 
thus it is inadequacy of knowledge that is circumvented 
to the profit of the person taking advantage of this 
loophole. 

Whenever any of the principles or functions of corporate 
governance fails to happen in the correct way, a loophole 
is created. Selfish greed leads to the act of disobeying to 
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abide by the rules of corporate governance. Here comes 
the fourth dimension of corporate scams: the role of 
psychology. Every person irrespective of any amount of 
strength he possesses gets weak in front of the source of 
fuel to earn his needs. When he sees that fuel can get him 
fulfill his wants and luxuries too, he desires to get that 
fuel in surplus amount. His mind forces him to take the 
quick way by which maximum benefit is entitled to one’s 
own self. May be this is the easiest thing to understand 
but it’s a thought to ponder upon that this has proved to 
be the base of any corporate scam. In no time it turns to 
an addiction and this is when any possible method can be 
applied to earn money irrespective of the harmful 
consequences over everyone concerned to that business. 

Secondly, the psychology of risk taking behavior plays an 
important role as if we consider all of the great scams in 
corporate world then the people involved in were aware 
of the illegitimacy of their actions but the end results of 
earning gargantuan amount of money still made them 
commit those actions and further to cover up them they 
bribed the legal bodies, used their power to keep others in 
terror so as not to reveal the truth or to destroy the 
evidences , each and every action involved a colossal 
risk. Everyone wants to be rich, there are millions of 
people in corporate world who want to be big shots but 
why isn’t so, why not everyone earns a billion dollars or 
why not everyone has those guts to think about the way 
these scams happened, there might be some difference, 
and this is what we call as influence of the factors 
affecting psychology of risk taking behavior. In judging 
the riskiness of a situation or action, a wide variety of 
verdicts is reached by different individuals, as well as the 
same individuals in different situations (Trimpop, 1994).  

Parker et al. (1992), listed the following list of factors 
influencing risk taking behavior: Contingency judgment 
deficiencies (e.g. some people believe in casual 
relationships of astrological patterns and success) or 
Value biases (e.g. people overestimate their likelihood of 
success if they desire the outcome, such as winning 
$1,000,000 in a lottery) or Personal role biases 
(Rheinberg et al. 1986) leads people to underestimate the 
riskiness of actions) or Perceptually based biases (e.g. 
large objects (locomotives) are perceived as slower than 
smaller ones) or Mood and individual difference effects. 
Johnson & Tversky (1983), showed that people in a 
depressive mood estimate the probability of failure to be 
higher) or Level effects; Fischhoff and MacGregor (1991) 
showed that the wording of the question led to different 
risk estimates.  

People who love risky sports such as high speed car 
racing, sky diving, etc. tend to underestimate the risk 
involved in taking their decisions and can gamble more 
freely than anyone else. Need of an individual, need of 
money, need to prove one’s worth, intrinsic motivation to 
achieve pleasure or to experience adrenaline rushing 
through veins and extrinsic motivation to receive the 

rewards of actions and to live a life beyond luxury did 
drive the doers to commit such scams. But at last, the 
path taken is a bell-shaped curve which makes them 
descends down back again after enjoying success; the 
loophole proves to be tricky, it makes you adopt a 
particular wrong way to success and finally makes that 
way lead to failure. Again something to ponder upon that 
the reckless behavior, risk taking attitude, sharp mind, use 
of power or whatsoever reason was behind achieving 
success proved to be the reason behind taking a forbidden 
step towards failure . 

3. THE SCAMS 
ENRON SCANDAL  
A merger between Houston Natural Gas and Inter North 
gave birth to an American energy, commodities, Services 
Company based in Houston, Texas, named Enron 
Corporation in 1985. Fortune named Enron "America's 
Most Innovative Company" for six consecutive years and 
was ranked #7 on Fortune 500. It took Enron just 16 years 
to go from about 10 billion of assets to about 65 billion of 
assets. It achieved a high stock value of US $90.75 in 
2001 (Bratton, 2002).  

Enron used mark-to-market accounting, allowing the 
company to record potential profits on certain projects 
immediately after the contracts was signed, regardless of 
the actual profits the deal would generate. Mark-to-
market (or fair value accounting refers to accounting for 
the "fair value" of an asset or liability based on the 
current market price, or for similar assets and liabilities, 
or based on another objectively assessed "fair" value) 
(Amadeo, 2015). Mark-to-market accounting can change 
values on the balance sheet as market conditions change 
(Healy & Krishna, 2003). Enron shares that were worth 
$90.75 at their peak in August 2000 dropped to $0.67 in 
January 2002. It took Enron24 days to go bankrupt. 
Enron's $63.4 billion in assets made it one of the largest 
corporate bankruptcies in U.S. history. 20,000 employees 
lost their jobs and medical insurance. Employees lost $1.2 
billion in retirement funds and $2 billion in pension 
funds. The Enron scandal, revealed in October 2001, 
eventually led to the bankruptcy of the Enron 
Corporation, an American energy company based in 
Houston, Texas (Benston, 2003).  

Three main people held responsible for the downfall were 
Lay, Skilling and Fastow. Kenneth Lay who formed 
Enron in 1985 after merging Houston Natural Gas and 
Inter North. Secondly it was Jeffery Skilling who 
developed a staff of executives that, by the use of 
accounting loopholes, special purpose entities, and poor 
financial reporting, were able to hide billions of dollars in 
debt from failed deals and projects and then Andrew 
Fastow who was the Chief Financial Officer. He with the 
other executives misled Enron's board of directors and 
audit committee on high-risk accounting practices. In the 
trials of Enron, Fastow was charged with 98 counts of 
fraud, money laundering, insider trading, and conspiracy, 
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among other crimes. Fastow pleaded guilty to two 
charges of conspiracy and was sentenced to 10 years with 
no parole in a plea bargain to testify against Lay, Skilling, 
and Causey. Lea was sentenced to one year for helping 
her husband hide income from the government (Davis, 
2008; DeBare, 2008). Arthur Andersen was charged with 
and found guilty of obstruction of justice for shredding 
the thousands of documents and deleting e-mails and 
company files that tied the firm to its audit of Enron 
(Murphy, 2008). Enron's shareholders lost $74 billion in 
the four years before the company's bankruptcy ($40 to 
$45 billion was attributed to fraud). In May 2004, more 
than 20,000 of Enron's former employees won a suit of 
$85 million for compensation of $2 billion that was lost 
from their pensions. From the settlement, the employees 
each received about $3,100 (Davis, 2008; DeBare, 2008). 

PSYCHOLOGICAL EVALUATION 
A case of synergistic corruption led by strong, smart and 
clever minds intoxicated by greed, and the very powerful 
status that made them reach so far. “Power tends to 
corrupt and absolute power corrupts absolutely” (Lord 
Acton, 18870. This quote describes best the action of 
former CEO of Enron: ‘Mr. Jeffrey Keith Skilling’ and 
former CFO of Enron: ‘Mr. Andrew Stuart Fastow’. 
Overwhelmed by knowledge Skilling used his sharp mind 
to develop skills in which he really mastered which is 
very well manifested by the growth of his success. 
Skilling was famous for his harsh attitude and aggressive 
investment strategies. His work impressed Kenneth Lay, 
the founder of Enron and later he became chairman 
turned to CEO to COO of Enron. Knowledge, Power, 
Appreciation, Greed, Challenge to continuously prove his 
worth dominated the psychology of his mind and made 
him a over confident person. He was so filled with pride 
of his power and overconfident harsh attitude that he 
violated prosecutors and even scolded U.S. Senators. All 
this can be very well proved by the following points as 
Skilling joked about the California energy crisis at one 
meeting of Enron employees by asking, "What is the 
difference between California and the Titanic? At least 
when the Titanic went down, the lights were on" 
(Barrionuevo, 2006). Skilling later attributed the remark 
to frayed relations between Enron and California. His 
employees, meanwhile, plotted to keep the price of 
energy high in California. Skilling’s philosophy 
dominated his psychology. Richard Dawkins' book The 
Selfish Gene was his favorite book (McLean & Elkind, 
2003) and served as the foundation of his managerial 
philosophy. Skilling held, by his own interpretation 
believed that money and fear were the only things that 
motivated people. He set up the performance review 
system (PRC) in which employees were graded from 1 to 
5, 5 being lowest. Fifteen percent of people had to be 
graded five, regardless of absolute performance. Those 
were given two weeks to try to find another job at Enron 
or be fired. The scheme came to be known as "rank and 
yank". Dawkins has distanced himself from Enron and 
Skilling, saying that Skilling misunderstood his book 

(Conniff, 2006). Ultimately his psychology paid off. On 
May 25, 2006, the jury returned with the following 
findings regarding Skilling (Barrionuevob, 2006): guilty 
on one count of conspiracy, one count of insider trading, 
five counts of making false statements to auditors, twelve 
counts of securities fraud. 

Considering the smart mind of Andrew Fastow, his 
actions proved that he wanted to be good in his boss’ eyes 
but since where great money is involved greed can’t be 
abstained from taking over the faculties of mind. LJM 
and SPE if would have worked according to Fastow 
would have earned him more than $45 billion just for 
himself (Mc Lean & Elkind, 2003), manifesting his 
selfish side. His mind was dominated by his greed and 
power in his hands as the CFO of Enron, or the power 
rendered to him by the great amount of money he owned 
part of which when offered as bribe could bring anyone 
down to his knees, he dared to fool the board and audit 
committee. Fastow pressured some of the largest 
investment banks in the United States, such as Merrill 
Lynch, Citibank, and others to invest in his funds, 
threatening to cause them to lose Enron's future business 
if they did not. Fastow also reportedly got these firms to 
fire their analysts who dared to report Enron with 
negative ratings (Mc Lean & Elkind, 2003) manifesting 
his dominating side and pride of power. Fastow's 
approach to hiding losses was so effective that the year 
before Enron actually declared bankruptcy, a year in 
which the company was already well on its way to 
financial collapse, the Enron stock was at an all-time high 
of $90. Ultimately it would drop down to 40 cents per 
share, but not before many employees had been told to 
invest their retirement savings in Enron stock, this depicts 
about the smart use of mind to selfishly achieve his 
motive. A number of books have been written about 
Enron and Fastow depicting his negative image. Fastow 
was powerful and any obstruction in his way to achieve 
something resulted his power to turn to arrogance It is 
said, the worst is the collapse of ethics, and it all began 
with arrogant leaders, officials and legislators, of a low 
moral and ethical fiber, without honor. As inevitable as 
weeds from rain, it’s never long before this attitude filters 
into the rest of the society, its institutions, business and 
military. The collapse of financial institutions is further 
testimony, being a natural and predictable consequence 
(Kim and Yang, 2008). 

SAHARA SCAM 
In 2010, two Sahara Group Companies Sahara India Real 
Estate Corporation (SIREC) and Sahara Housing 
Investment Corporation (SHIC) were raising large sums 
of money from investors by issuing Optionally Fully 
Convertible Debentures to the public. An Optionally 
Fully Convertible Debenture is just a kind of Bond that 
can be converted into Equity Shares by the investors if 
they want to. So, this is a kind of hybrid market 
instrument that would come under the jurisdiction of the 
Securities and Exchanges Board of India (SEBI). The 
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company does not have to service the debt until it is 
converted into equity; this arrangement protects the 
annual cash flows. So, when SEBI found out that two 
Sahara Group Co. were raising thousands of crores by 
issuing OFCDS which they were not aware of, they 
started digging to find out what exactly is happening. In 
2009, SEBI receives reports against Sahara alleging the 
company for raising funds through OFCD’s by violating 
rules. Rule says: One has to take permission from SEBI 
for any issuance of securities to 50 or more investors. In 
2010, SEBI receives another similar complaint. SEBI 
seeks clarification from the Company, and later in the 
year passes an interim order to Sahara to refund the 
money to the investors. In 2011, SEBI passes final order 
and Sahara challenges the decision before the Securities 
Appellate Tribunal. The Tribunal upholds the SEBI 
decision and orders Sahara to refund the 24,000 crores to 
its three crores investors. In 2012, Supreme Court of 
India directs Sahara to refund money with an immediate 
payment of Rs. 5,120 crores. Supreme Court, after 
finding irregularities in refunding of money by Sahara, 
bars Subrata Roy from leaving the country and in 2014, 
Supreme Court directs Subrata Roy to appear personally. 
SC issues non-bail warrant after he fails to make 
appearance citing mother’s illness. Subrata Roy is later 
arrested. 

PSYCHOLOGY EVALUATION 
Mr. Subrata Roy was named among the 10 Most 
Powerful People of India in 2012 by India Today. In 
2004, the group was termed by the Time magazine as ‘the 
second largest employer in India' after the Indian 
Railways. He has been in Tihar Jail since 2014.He proved 
to do a great business and all of his adventures earned 
him good money, name, fame and status. The psychology 
of risk taking attitude and behavior over took his mind 
when the greed to earn more so as to make success soar 
high in the sky urged him to make public invest in 
OFCDs and that too in an unregulated, illegitimate way 
against SEBI. In 2013, Sahara contributed to the relief 
efforts in flood hit Uttarakhand region. He received many 
awards like an honorary doctorate in business leadership 
from the University of East London (2013), Business 
Icon of the Year award at the Power brands Hall of Fame 
Awards in London (2011). He received Businessmen of 
the Year Award in 2002, the Best Industrialist Award in 
2002, Vishisht Rashtriya Udaan Samman (2010) by a 
daily from India’s top most publication house and the 
National Citizen Award in 2001.Moreover, he has been 
featured regularly in the India Today list of 50 Most 
Powerful People of India, since 2003.In 2012, Roy was 
named among the 10 most influential businessmen in 
India by the news magazine India Today.  

Roy has propounded the corporate philosophy of 
‘Collective Materialism’ that advocate’s collective 
growth through collective sharing and caring. He has 
written three books: "Shanti, Sukh: Santushti" (1994), 
Essays on peace of mind and happy living (Jacob, 2014), 

"Life Mantras" (Subrata Roy’s Life Mantras unveiled, 
2006. With all of this, Mr. Roy may seem as a man of 
virtues, humanity, care, concern, nationalism, 
spiritualism. But then how come he fooled people, what 
made him do so, a man with such a wonderful 
psychology wanted to earn fame, money and success and 
the fear of losing his power made him launder money, 
challenge SEBI, the reckless behavior in sending 127 
trucks containing 31,669 cartons full of over three crore 
application forms and two crore redemption vouchers to 
SEBI office when asked to submit the details of 
transactions. This was considered as an insane act, which 
disturbed the SEBI officers and made them work against 
Sahara in even a more harsh way. Mr. Subrata Roy 
played great tactics to escape from conviction; the way 
his mind worked proves to be an excellent example of 
psychology during risk period, bringing a quirky smile on 
faces and indulging the mind in thoughts of how cans one 
is so daring to take risks for a negative cause. He dared to 
disobey the biggest corporate regulation body of India. 
The Sahara group had sought money from nearly 30 
million investors. To be safe, Sahara group companies 
collected money they did not have proper records of the 
identity of its investors. How and to whom would they 
then return the money? Even professional agencies were 
unable to locate the investors. This depicts his haphazard 
state of mind because he somewhere knew he was doing 
wrong and secondly he was afraid to be convicted on the 
grounds of money laundering. 

According to Matthew Hinton in his journal ‘When 
Power is risky’ (Matthew, 2010): It turns out that certain 
combinations of having power and feeling unstable drive 
risk-taking; neither the level of power nor the sense of 
stability were alone enough. Rather, it was the unstable-
powerful and the stable-powerless who took bigger bets, 
who are the “risk-takers”. Here un-stability differs from 
person to person depending upon the goal they set to 
achieve which is to be defined as stability. In Mr. Roy’s 
case his power was a great tool to achieve his goal of 
earning limitless, which motivated him to take risk of 
issuing OFCDs illegally. 

STRATTON OAKMONT SCAM 
This scandal is all about the journey of the founder of 
Stratton Oakmont Over-The-Counter Brokerage House, 
Mr. Jordan Belfort who founded the firm of Stratton 
Oakmont in 1989 with Danny Porush (Milord, 2013). 
Earlier, Belfort opened a franchise of Stratton Securities, 
a minor league broker-dealer, and then bought out the 
entire firm (Haglund, 2013). Stratton Oakmont was the 
largest OTC firm in the country during the late 1980s and 
1990s (Park, 2014). The firm was responsible for the 
initial public offering of 35 companies; including Steve 
Madden Ltd. Stratton Oakmont did not have a product 
control function to verify prices of its positions and 
monitor trading activity (Schwartz, 1991). Stratton 
Oakmont participated in pump and dump schemes, a form 
of microcap stock fraud that involves artificially inflating 
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the price of an owned stock through false and misleading 
positive statements, in order to sell the cheaply purchased 
stock at a higher price. Once the operators of the scheme 
"dump" their overvalued shares, the price falls and 
investors lose their money. Stratton Oakmont would also 
try to maintain the price of a stock by refusing to accept 
or process orders to sell the stock (Mulligan, 1997). 
Stocks that are the subject of pump and dump schemes 
are sometimes called "chop stocks". A chop stock is an 
equity, usually trading on the Nasdaq Stock Market, OTC 
Bulletin Board or Pink Sheets listing services, that is 
purchased at pennies per share and sold by unscrupulous 
stock brokers to unsuspecting retail customers at several 
dollars per share. In 1995, the firm sued Prodigy Services 
Co. for libel in a New York court, in a case that had wide 
legal implications. The firm was shut down in December 
1996, and in 1999 Belfort and Porush were indicted for 
securities fraud and money laundering (Bianchi & 
Habboush, 2014). Belfort and Porush later pleaded guilty 
to ten counts of securities fraud and money laundering, 
admitting that for seven years they operated a scheme in 
which they manipulated the stock of at least 34 
companies. As part of their plea deal, they received less 
prison time, and cooperated with prosecutors in their 
investigations of other brokerage houses (Wyatt, 1999). 

PSYCHOLOGICAL EVALUATION 
Mr. Jordan Belfort , the man who lived a bizarre life, a 
life with no discipline, no rules but to earn and relish the 
profits savoring the addictions of all the dark sides of life 
money can get to buy. The astute use of his abilities to 
motivate people to buy shares of a company at a good 
rate marked his great ability to SELL anything, and really 
he did sell ANYTHING to ANYONE. He is extremely 
famous for his motivational speeches due to which he is 
invited to different parts of world for the dissemination of 
his speeches.  

He used to build trust in his clients by showing he cared, 
he used smart words to influence his client, never showed 
his weakness as a salesman or broker by keeping the 
money aside in his talks, he never believed on wasting 
time of his clients, he listened to them carefully 
responding them to assure that they are heard and then as 
soon as he realized their problems he logically, correctly 
and smartly used to turn his deal as a benefit to the client. 
This made him sell shares many small firms, big 
companies, and even of those companies which were not 
into existence as a profit earning firms. He hired his 
friends to work with him, he trained them, he prepared a 
script for everyone working with him to persuade their 
clients to buy shares as he believed that ‘Persuading is 
empowering people’. He motivated them; he used to say, 
“I want you to back yourself into a corner. Give yourself 
no choice but to succeed. Let the consequences of failure 
become so dire and so unthinkable that you’ll have no 
choice but to do whatever it takes to succeed.” 

He wanted his friends to live a life like him, he was 

addicted to drugs to unsophisticated darker sides of life 
and his favorite addiction was to the money. One of the 
most bizarre things to be noted is the immense quantity of 
alcohol and drugs consumed by Belfort and his team 
before discussion for business to let their ideas flow 
freely. This addiction and his endless desire to become 
more rich persuaded him to indulge in deeds which later 
turned his entire working to a scam. He had a lavish 
lifestyle, bungalows, luxurious cars, luxury yacht named 
Nadine after his second wife (which sank off the east 
coast of Sardinia, because of his decision against that of 
captain’s to sail against high speed winds in order to save 
one of his business operations from FBI), he owned a 
helicopter and several assets worth billions of dollars. He 
wanted to be rich, according to his mindset he would 
always choose to be rich and that too very quick. He was 
a reckless man with no limitations or discipline. He loved 
taking risks to earn money, to satisfy his addiction and 
needs. He believed, “THERE IS NO NOBILITY IN 
POVERTY”. This wasn’t greed, it was something beyond 
greed, it was the addiction to money, it was the fear of 
poverty, the desire to be successful, self motivation to be 
a great billionaire resulting into devil-may-care risk 
taking attitude. This is how his psychology worked and 
made him do anything to succeed. He did sell shares of 
companies at the higher market rates, converted them to 
be put on pink sheets and earned 50% profit which else 
would have been just 2-5% if it was done in the usual 
Wall Street way. He used pump and dump scheme. 
Stratton Oakmont at one point employed over 1,000 stock 
brokers and was involved in stock issues totaling more 
than US$1 billion, including being behind the initial 
public offering for footwear company Steve Madden Ltd. 
While doing this work he knew that his way was illegal 
but he never cared. He manipulated SEC members so as 
to ensure smooth security frauds (SEC, 2013). 

He even did dare to bribe FBI officer which proved to be 
very dangerous in the later run making him go for 
restitution which required him to pay 50% of his income 
towards restitution to the 1,513 clients whom he 
defrauded until 2009, with a total of $110 million in 
restitution further. He spent 22 months in federal prison 
making him realize about his bad deeds.  

4. CONCLUSION 
The scams lead to the suffering of investors, shareholders, 
innocent corporate members, as whenever any of the 
principle or functions of corporate governance is 
hampered, the shareholders bear the loss. All the 
stakeholders and shareholders, society, government 
expect the corporate firm to be honest in its dealings, 
transparent about financial status, balance sheets, etc., to 
be accountable for their actions, prevent any conflicts of 
interest, respond to the internal and external auditing in 
fair manner, to manage the functions and motives in favor 
of all, but the scams shred the trust and cause downfall of 
all the stakeholders.  
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