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Business Ethics in the
21st Century

By Norm Augustine
Prepared for the ERC/Demos Forum

| always feel somewhat uncomfortable when addressing
the topic of ethics-sort of, “Why am | standing up herein
front of you?’

It is much the same feeling | experienced my first day on
the faculty at Princeton University. | had of course spent my
career up until that timein government and industry, soit was
a new experience when the Dean asked me to deliver the
welcoming lecture to the freshmen engineers. As the Dean
wasintroducing me before the lecture | wasflipping through
my notes, not paying much attention to what he was saying.
Suddenly | heard him announce, “. . . and now we will hear
from Professor Augustine.” Now, for just an instant-and this
istrue-the thought went through my mind, “ Gee, what a coin-
cidence. They have some guy here by the same name as
mel”

One often hearsin businessthe expression that “what gets
measured gets done”. If that is the case, it would seem that
what business needs today is an Ethics Barometer...just like
the Dow Jones is a financial barometer. Every company’s
rating would be reported inthe Wall Street Journal each morn-
ing. You could“just look it up”.

If only it werethat ssmple. Actually, Lockheed Martin does
track the number of calls we get to our Ethics Hotline and
report it to the board of directors once each quarter. The only
problem is that, at least when | was CEO, if the number of
calls increased the board would criticize me for permitting
what was considered to be evidence of deteriorating ethical
comportment. On theother hand, if thetrend declined, | would
be upbraided for neglecting our ethics program. Somehow
that seemed unethical to me! (But | decided not to report the
board to the Hotline!)

There does seem to be a number of indicators as to the
current state of ethics in the business world: They include
Enron, Rite-Aid, Waste Management, Sunbeam, World-Com,
ImClone, Xerox, Tyco, Adelphia, Global Crossing, Computer

— Continued on Page 9 —



Students Building

Character

Lee Kaiser and Katie Sutliff
Reprinted with permission of the
ASCA School Counselor

Over the past few decades, a quiet
revolution hastaken placein education.
Trends like cooperative learning and
buzzwords such as “student-centered
instruction” have become part of the
lexicon of teaching. They are no longer
considered just theories or eveninnova
tions. Instead, they are the commonly
agreed-upon best practices of the edu-
cationa world. To borrow from an all-
too-frequently-used phrase, the para-
digm has shifted.

Now, learning is measured in terms
of student progress. Teaching happens
when students work together and form
partnerships. Classroom communities
areintentionally designed. Teachersact
asfacilitators as they guide students on
their educational journeys. Meaning is
discovered; ideas, creativity and critical
thinking are being nurtured just as the
traditional basics of reading, writing and
arithmetic always have been.

Character education programs, how-
ever, have been slower to tap into this
line of thinking. Administrators and
teachers, already overtaxed, are putting
in countless hours to create interesting
and relevant ways to teach character,
but faculty and staffs can beintimidated
by having one more thing to do and can
get frustrated when the processis slow,
difficult — and often draining. Despite
their best efforts, administrators, parents
and teachers can be left with a sense
that the character education initiative
isn’'t working and wondering, “What can
we do to move this process forward?”’

Kings Glen Elementary School
amended that question to, “What can our
students do to move this process for-
ward?” With 550 students in fourth
through sixth grades, Kings Glen's stu-
dent body comprises youngsters from
diverse economical and cultural back-
grounds. It isatight community where
uniquenessisvalued and celebrated, and
the school’s character education pro-
gramissuccessful becauseit is centered

A Word from the President

Ethics and Compliance: One World or Two?

By Patricia J. Harned, Ph.D.

In some cases, ethics and compliancein a business organization may seem like
two very different worlds, but they areinextricably linked. Whilein some organizations
ethics and compliance are different divisions with separate personned devoted to their
functions, afine line exists between the two. In fact, you can't ask why it'simportant
to comply with law and regulation without entering into adiscussion about ethics. Ad-
ditionally, reports of misconduct to an ethics helpline very often involve violations of
compliance standards. Finaly, examples in company codes of “valuesin action” are
usudly descriptions of compliance with regulation. Drawing a line between ethical
behavior and compliance, inredlity, isn’t al that easy to do.

Without question, we are experiencing a great shift when it comes to the focus
of organizational |eaders on ethics and compliance. For years discussion among
business ethics professionals has centered on the idea that company programs
mature from afocus on compliance to an emphasis on ethics. But in light of Sar-
banes-Oxley and other regulatory efforts, we are now observing more and more
organizations merging their ethicsand compliancefunctions. It'sharder to say that
one can exist wholly apart from the other.

Our issue this month reports on the effort by a group of leading professionals
and academiciansto consider therole of ethicsand compliancein business, among
other ethics topics that confront organizations on aregular basis. Last week, the
ERC Fellows, aunique forum of the nation’s leading thinkersin corporate ethics,
met in Washington, D.C., to discuss the complexity of ethics management in the
context of the new business ethics legislation and practice. The members of the
ERC Fellows Program include chief ethics and compliance executivesfrom some
of the largest manufacturing and services corporations, government and non-profit
organizations, as well as business ethics professors from several of the nation’s
leading universities. Their twice-yearly meetings allow the membersto participate
inintensive off-the-record discussions that focus on the cutting edge ethicsissues
of critical concern to America's corporate leaders.

This meeting focused on “Ethics in a Compliance World” and began with a
panel discussion featuring participants from business, government and academia.

— Continued on Page 3 —

Students Building Character

on, and evolved from, the most impor-
tant segment of the school’s population
— the students.

Students in the Lead

Kings Glen's philosophy about char-
acter education is simple: success lies
within the child. The strength of the
school’s character education programis
its student body. All concerned firmly
believed that any efforts made toward
ingtilling positive character traits needed
to come from the students. Thus, most
of the programs at Kings Glen that fo-
cus on character education were cre-
ated by the children, for the children.

Thisis key. Students are at the heart
of the program and have areal deciding
voice in developing policies and pro-
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grams. Jenny Nagy, a sixth-grader at
KingsGlen, says, “In other schoals, they
don’t havethiskind of aprogram. Usu-
aly adults do all the work. Sometimes
adults don’t know what kids want, but
kidsknow best.” Her classmate, Ashley
Beveridge, a Character Club member,
concurs. “Instead of being told what |
need to know, I’ m apart of creating and
deciding what isimportant to know and
do. Kidsusually respond better whenit's
their peers’ ideas rather than when it's
an adult’'sidea.”

The student character club at Kings
Glen consists of four teams— two fifth
grade and two sixth grade. Students in
the clubs are expected to model and

— Continued on Page 3 —



EEthics and Compliance: One World or TWo?, continued from Page 2

LewisH. Ferguson, Genera Counsel, Public Company Accounting Oversight Board;
Paula Desio, Deputy General Counsel of the U.S. Sentencing Commission; and
Michael Michael, an academic Invited Fellow from Harvard University, discussed
compliance and the role of rules in corporate ethics. All agreed that, despite the
new government regulation, morality cannot be legislated. As years of Fellows
and ERC research have shown, prevention of fraud and corporate crime relies on
creating arobust ethical culture and having leadership that communicates the im-
portance of ethics.

The Fellows engaged in discussions of how new regulations affect the ethics or
values aspects of corporate ethics programs and what they need from regulators
to advance the ethics/values dimension of these ethics programs. Additionally,
they discussed how recent regulatory developments can be leveraged within busi-
nesses to improve the ethics/values aspects of corporate ethics programs.

Theinsights and recommendations that come out of these twice yearly Fellows
meetings are always enlightening as we get a chance to hear candidly from those
in the trenches - individuals engaged daily with the issues of enforcing business
ethics. Further, becausethe Fellows are actively engaged in finding practical solu-
tionsto daily and long-range ethics challenges - and produce product deliverables
through their working groups that further the work of ethics officers nationwide -
we at the ERC gain valuable knowledge and information that we can apply in
pursuit of our mission.

Thislatest meeting gave usaleg up on the discussionsthat will surely evolve as
aresult of recent revisionsto the Federal Sentencing Guidelinesfor Organizations,
which blur the distinction even further. The Guidelines have long required an ef-
fective compliance program, but the latest draft includeslanguage about ethicsfor
thefirst time, stating that organizations must “ otherwise promote an organi zational
culture that encourages ethical conduct and acommitment to compliance with the
law.” Traditionally, compliance has meant, “What you can’t do” while ethics has
been defined as* What you should do”. Thelesson learned by organizational expe-
rience, however, and one that is reflected in the new regulations, is that when
ethics and compliance are effectively combined in a single program, they can
resultin atotal benefit - to employees, organizationsand society - that isfar greater
than the sum of the two parts. <

Students Building Character, continued from Page 2

Globalizing a Code
of Ethics

By Cheryl Raven

Effective codesof ethics, compliance
and business conduct flow from core
values which seek to articul ate the best
of the company’s culture. These values
also provide a strong base for applica-
tion of the organizational ethicsprogram
in a global context. Recently a large
number of companies have beguntofol-
low theleadersinthefieldin globalizing
their ethics program. There are an un-
told number of issues to be addressed
when a domestic or multinational cor-
poration seeksto maximizeitsethicsand
compliance program in its operations
abroad. Theseinclude:

e Trandation of the code

This is the most basic and common
stepin globalizing acode of conduct. The
Ethics Resource Center has had the op-
portunity to review some tranglations
with our international colleagues. This
experience has shown that apure/literal
tranglation of the code may not be suffi-
cient. Translating the code back to the
original language might reveal inconsis-
tencies. Tone and connotation are fun-
damental to thistechnical and sensitive
document. Thetranslation should bere-
viewed by individual(s) with a back-

— Continued on Page 4—

exemplify thetraitsat all times, and those
students are charged with representing
their classmates voices. Each week,
each team meetsto brainstormideas and
develop strategies to meet their goals.
The meetings are based on the premise
that students know students best, and
they are in tune with what will capture
their peers’ interest. Team members are
keenly aware of what will motivate stu-
dents to learn and live positive charac-
ter traits, and they always arrive with
energy and creativity. At each meeting,
team members are reminded of the
club’s vision and mission then begin
brainstorming ways to teach, promote
and recognize the desired key traits of
caring, honesty, respect and responsibil-

ity. During brainstorming, any and all
ideas are welcomed. Next, team mem-
bers evaluate the pros and cons of each
idea, with considerations such as time,
funding, available resources and, most
importantly, the extent to which theidea
furthersthe club’s mission.
Oncethelist of projectsiscreated, it's
prioritized, and respongibilitiesareassigned.
From there, club membersreturn to their
classrooms, friends and homes to share
ideas and assess reactions. Once the
membersare confident aparticular project
will meet theclub’svisonand mission, is
feasible and will be welcomed and sup-
ported by others, the project is readied to
be launched, when it is introduced to the
entireschool community.
—3—

Empowering Students

This system works well because the
students are motivated to successfully
put their ownideasin place, and every-
one benefits. As fourth-grade teacher
Kathie Smith explainsit, “ Children in-
spirechildren. Withingpiration fromtheir
peers, students adopt positive behavior
more readily.” First, the student body
benefits because more and more of their
number are recognized for doing the
right thing, and their families observe
more positive development, interactions
and decision-making qualities in their
children. The school staff hasless nega-
tive behavior to deal with, and visitors
to the school note its welcoming,

— Continued on Page 10 —



Why Small Organizations Need Our Help

By Ledlie Altizer

Today, there exists alarge gap in the
presence of formal ethics programs be-
tween largeand small organizations. The
gap may be attributed to a higher level
of public and media attention large or-
ganizationsarereceiving when it comes
to ethical responsibility. Because of their
public profile, large companies feel a
greater pressure than small organiza-
tionsto implement effective ethics pro-
grams. Conversely, the small organiza-
tionisprobably not feeling enough pres-
sure to begin building formal ethicsin-
frastructures because they have largely
avoided the public eye. Moreover,
smaller organizations have a lesser
amount of resources available to them
to build an effective ethics program.

Another potential cause for the lack
of formal ethics programs within small
organizationsisthat these organizations
have cultures that are more informal.
Thus, formal infrastructures are not as
prevalent and thisresultsin very strong
informal standards. Employees tend to
be more bound by these informal stan-
dards because they represent the cul-
ture of the organization.

A final reason for this gap is that
smaller organizations may feel they are
not populated enough to warrant a for-
mal ethics infrastructure. Is it really
worth having an Ethics Hotline or Eth-
ics Office when a company only em-
ploys 20 people? This is probably the
greatest argument for why small orga-
nizations don’t need formal programs.
It is not as feasible for smaller organi-
zationsto have the samelevel of formal
infrastructures but it ispossible for this
group to customize a formal structure
that fitstheir culture. A small company
can still have formal written standards
for employeestofollow. It can till have
a means for employees to make an
anonymous report of misconduct. It can
designate anindividual or Committeeto
respond to these reports in a confiden-
tial manner. It will just take more time
and energy for this group to discover
what will work.

The Federal Sentencing Guidelines

identifies seven requirementsthat orga-
nizations must follow in order to estab-
lish effective ethics programs. The 2003
National Business Ethics Survey
(NBES) focused on four of these ele-
mentsand how prevalent they areinthe
American workplace. Theresults of the
survey make visible the need for more
attention to be shifted onto smaller or-
ganizations, especialy in the for-profit
sector. The four elements examined

were: written standards of ethical con-
duct, training on standards of conduct,
an ethics office, and an ethics hotline or
means to anonymously report miscon-
duct.

A Code of Ethicsisan organization’s
first step in building an ethics program.
A good Code of Ethicsishow an organi-
zation begins to build an effective ethics
program. An effective Code of Ethics

— Continued on Page 13 —

Globalizing a Code of Ethics, continued from Page 3

groundin ethics, compliance and values
and signed off on by the executive re-
sponsible for each operating segment,
i.e. acountry or regional managing di-
rector.

= Examples, policies and proce-
dures relevant to the local busi-
ness climate
Effective codes include a number of
policies, procedures and examples. In
most cases these are initially written to
provide guidance to employees in the
home office and/or area of largest op-
erations. In addition to trandating the
code, policies, procedures and most of
all examples relevant to the local oper-
ating environment are necessary for the
code to be applicable abroad. For ex-
ample, labor standards may be an issue
in one country, bribery in another and
environmental concernsin athird.
Some companies havefound it effec-
tive to keep the code distinct from poli-
cies, providing references as appropri-
ate. Thisfacilitates the devel opment of
local policies, while alowing the com-
pany to be unified by one set of values,
one code, one way of doing business.
This approach benefits from keeping in
mind the global context when drafting
anorigina codein English. For example,
a reference to doughnuts might not
translate as well as pastries and convey
the same meaning in many languagesand
cultures.

= Adaptation of training and com-
munications
Similarly, ethicstraining needsto be
appropriately translated and made rel-
evant to the local context. In the best
—4—

case, training programs are devel oped
individually for each country/region, in
coordination with the central office.
Local experts not only in training, but
aso in ethics, compliance and values
should also deliver training aswell. Ex-
ternal ethics trainers can be found in
most areas of theworld. If trainersfrom
within the company are preferred, they
can receive additional training on eth-
ics, compliance and values from such
local experts.

Communications regarding the
company’s expectations of ethical be-
havior obviously must betranslated and
made relevant as well. The cartoon
character which might convey the mes-
sage innately in one country might not
work in another. Thelevel of literacy of
the workforce is an obvious concern as
well.

= L ocal access to anonymous hdp line

Reporting and help lines can be diffi-
cult to implement, particularly in coun-
trieswith ahistory of authoritarian gov-
ernment. Local concerns must be solic-
ited and taken into account. Greater
measures may be required to make em-
ployeestrust in assurances of confiden-
tiality and anonymity. Much of the lit-
erature addresses this as an intractable
problem, but the ERC isaware of anum-
ber of corporations which have devel-
oped very successful programs by ad-
dressing local concerns.

= |ncorporation of international per-
spectives in central ethics com-
mittee/taskforce

— Continued on Page 5 —



How Do You Deal with a Situation When Your Personal Values
Clash with the Legitimate Business of an Organization?

By Suart Gilman, Ph.D., and Jeff Salters

The nice thing about this question is
that itisasold asantiquity. The problem
with the question isthat it is not easily
addressed or resolved.

Conflicts often arise between ethical
obligations in the roles we play (job,
friend) and our personal values. The
question is how to best resolve these
questions within an ethics framework
that makes sense. In order to understand
what thisframework canlook like, let’'s
focuson different typesof ethical issues:

Black and white issues: Should |
lieto clientsabout our offshorefacilities
in order to win contracts? To lie to cli-
ents is to show disrespect for critical
stakeholders. Clients deserve to be told
the truth for anumber of reasons. First,
lyingiswrong. It seldom servestheends
intended by the person or organization
who lies. Second, it distorts arelation-
ship that needs to be founded on trust.
Third, your company’s inability to per-

Globalizing Codes, continued from Page 4

All of these efforts should, of course,
be coordinated through a central ethics
function. One strategy which will sup-
port the effectiveness of aglobal ethics
program is the inclusion of individuals
with international perspectives in the
office or on the ethics committee. Indi-
viduals of particular importance arerep-
resentatives of legal departments
abroad. This could be “virtual” partici-
pation viaphone, e-mail and teleconfer-
ences. It could also or in additioninclude
individuals at headquarters who spend
asignificant amount of timeinthefield.

Many of the issues may seem obvi-
ous, but our experience suggests that
they are only addressed by a minority
of leading-edge corporations. Asglobal-
ization continues, new legislation is
passed, both in the US and abroad, and
civil society isincreasingly skeptical of
corporate business practices, the global -
ization - and effectiveness - of a
corporation’sethicsprogramwill become
of greater importance. <

form will affect your personal reputa
tion as well as that of your company.
Finally, companiesthat ingtitutionalizely-
ing are at best short-term enterprises.
Black and white issues that look
more complex: Your company is a
major defense contractor that has agreed
to support a government “black ops’
program to create an undetectable poi-
son gasto useagainst terrorist cellswith
acceptable “collateral” damage. You
strongly believe that the use of poison
gasisimmoral and know that the U.S.
has signed many international treaties
outlawing the use of gas as a weapon.
The idea of acceptable collateral dam-
age is especialy disturbing. However,
you also find the recent terrorist activi-
tiesreprehensible. Thisisaclassic case
of conflicting endsand means. Certainly,
strong actions must be taken against ter-
rorismbut istherealimit? The question
of whether you can continue to work
for the organization depends on how re-
pugnant you feel it isto devel op poison
gas, regardless of itsintended use.
Gray on gray issues: My company
Ccreates computer security programs. A
federal agency has approached us to
hide a“key” inside the encryption sys-
tem so that law enforcement agencies
can get access for “legitimate law en-
forcement purposes.” You haverea pri-
vacy concerns surrounding the creation
of such akey. You also believe that ef-
fectivelaw enforcement isnecessary for
our society. It seemsto be easier just to
go aong, but you are torn about the re-
lationship between ends and means in
this case. You see no absolute right to
privacy, but should law enforcement
haveunlimited accessto al information?
One way to manage these types of
issuesisto avoid theminthefirst place.
Asamember of leadership, you canin-
fluence the types of business opportuni-
ties your company pursues. Encourage
your colleaguesto establish adecision-
making process that factors in your
company’s values. That way, the orga-
nization will avoid taking on projectsthat
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clash with its (and hopefully your) val-
ues.

Similarly, makeit clear to futurelead-
ers before they come on board, what
products and services your company
provides, a sense of the kinds of deci-
sionsthey will berequired to make, and
an ideaof thekinds of actionsthey may
be asked to take. This will allow them
todecideif your line of businessiscon-
sistent with their values.

That said, the question remains: what
to do next? The traditional response is
that you have a choice of exit, voice or
loyalty. Itisimportant to think about these
choices more extensively.

Exit: Do you resign? Do you raise
your concerns to your colleagues, ex-
plaining why the work is incompatible
with either your ethics or the company’s
ethical commitments?

Voice: Is there an ethical culture in
the company that would makeit reason-
able to raise these issues? If not, can
you use your influence to encourage
such aculture, or at least begin the dia-
logue? Do you raise these issues out-
side the organization? What are the le-
gal and personal consequences of doing
this?

Loyalty: What isthe cost of loyalty?
Can you live with the decisions? Is it
making you ethically numb so that al you
care about is your paycheck? Are there
ways of using your support for the
company’sdecision to begin adialogue
about ethical issuesin an ongoing way?

In summary, there are both frame-
works and choices to consider when
confronted with ethical issues. Our re-
search at the Ethics Resource Center
suggests that context also helps deter-
mine decisions and behaviors. In other
words, organizationswith astrong ethi-
cal culture encourage discussions about
their decisions so that they can take the
ethical concernsof their employeesinto
account. Asamember of leadership you
play amajor rolein shaping such acul-
ture, thereby helping to create your
organization’smoral compass. <



What to Do After Your Code of Conduct is Written

Fromthe ERC’'s “ Creating a Workable
Company Code of Conduct.”

Developing acode of ethics, whilea

significant task in and of itself, isreally
the start of the overall processfor meet-
ing the requirements for the effective
communication of organizational ethics
standards. A code cannot stand alone.
Too often this is not understood and
well-crafted codes end up having lim-
ited impact because of threefailings:

The failure to ensure that the con-
tent of the code is effectively com-
municated to itsintended audiences;
Thefailureto train employeeson both
the code's content and a process for
working through ethical challenges
not directly addressed by the code
(including those situationswhere el -
ements of the code appear to be
mutually exclusive);

The failure to keep the code aive -
to adapt its language and focus to
meet the changing needs of the or-
ganization.

Before your code committee declares

the project concluded, outlinethe begin-
ning of subsequent phasesto enculturate
your new standards into the company.

Communication Strategy
Intentionally announce the presence

of the code ... often! The communica-
tion strategy should have at least these
four objectives:

Ensurethat every employeereceives
a copy of, or has ready access to,
the code;

Ensure that every employee under-
stands his/her personal responsibility
to abide by the provisions and stan-
dardslaid out in the code;

Ensure that the organization's com-
mitment to the code is unambiguous
and clear to every employee; and
Ensure that employees are exposed
to abundant examples of the code's
utility, and how common questions
about itsintent and application have
been resolved.

Training Strategy

Help employees understand the code
and itsusefulness. Thetraining strat-

egy should ensure that all employees
havethe opportunity to:

Review the code's provisions with a
focus on how those provisions apply

= Practice applying the standards com-

municated by the code to “typical”
ethics challenges faced by employ-
ees, and

totheindividua’s specific job respon-
ghilities;

= Learn what the organization wants
employeesto do when:

= |earn what specific behaviors and - Facing ethical uncertainties;
decision making processes the orga- - Observing ethical misconduct;
ni zation wants him/her to apply when or
confronting ethics challenges; - Perceiving pressures being ap-

= Raise questions about ambiguities or plied (to one'sself or others) to
uncertaintiesresulting from the code’s commit ethical misconduct.
specific language and examples; — Continued on Page 7 —

The Role of Leadership in Organizational
Integrity and Five Modes of Ethical
Leadership

Ken Johnson

Reprinted with permission from the Ethics and Policy Integration Centre
Components of Ethical L eadership. Ethical |eadership begins with the way

leaders perceive and conceptualize the world around them. Ethical leadership,
organizational ethics, and social responsibility areinseparable concepts. They are
developing concepts, to be sure, but inseparable. How ethical leadersrelateto and
come to understand the world around them involves judgment and action. These
can be developed. In sum, the leader’srole is to guide the human potential of the
organization’s stakehol ders to achieve organizational aspirationsinwaysthat lib-
erate rather constrain their imaginations and judgment.

Ethical leadership must, then, be effective, efficient, and excellent if itisnot to
waste human potential. It is not enough to be ethical in one'sindividual actionsto
be an ethical leader. To be effective, efficient, and excellent, four components of
ethical leadership must be understood and devel oped: purpose, knowledge, author-
ity, and trust.

The relationship between these four components can be visualized as interre-
lated components, as described in the figure opposite. Attention to any one compo-
nent aloneisincomplete and misleading.

» Purpose — The ethical leader reasons and acts with organizational purposes
firmly in mind. This providesfocus and consistency.

» Knowledge — The ethical leader has the knowledge to judge and act pru-
dently. This knowledge is found throughout the organization and its environ-
ment, but must be shared by those who hold it.

« Authority — The ethical leader has the power to make decisions and act, but
aso recognizes that all those involved and affected must have the authority to
contribute what they have toward shared purposes.

» Trust— Theethical leader inspires— and isthe beneficiary of — trust throughout
the organization and its environment. Without trust and knowledge, people are
afraid to exercise their authority. *

Modes of Ethical Leadership. It is often thought that ethical |eadership must
be “soft” leadership. Nothing could be further from the truth. Being an ethical
leader means applying the right amount of authority in each situation. Sometimes
the situation requires leadership that is anything but gentle. Gratuitously tough

— Continued on Page 14 —
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Code of Conduct, continued from Page 6

Ultimately, thistraining effort should
do more than communicate a code’'s
content. It should result in employeeshav-
ing anincreased level of confidenceand
comfort when making businessdecisions
that address ethical challenges. Specifi-
caIIy an employeeshould fed:

= Confidence that the selected course of

action is consistent with the

organization'sethical sandardsand that
itwill besupported by the organi zation;

= Comfort that the selected course of
action is consistent with the
organization’s core values as well as
those of the decision maker, and that
the decision will generaly be recog-
nized asethical.

Updating Strategy

A code that is not current is not rel-
evant. Every organization needs a pro-
cess for ensuring that the code and its
supporting communicationsand training
strategies continue to reflect the
organization’s ethical priorities. Codes
need to evolve because issues and the
organization’'sstandardsfor dealing with
them evolve.

New issues emerge—the use of e-
mail, Internet access and access to
“adult” web siteswere not addressed in
the typical code 10-12 years ago. Now
nearly every contemporary code ad-
dresses these issues.

Existing issues changein their prior-
ity—for example, sexual harassment has
been addressed in codeslonger than the
issue has been a central matter of cor-
porate focus. But today’s codes feature
more information and description of
what constitutes sexual harassment, the
responsibilities of thosewitnessingit and
references very detailed policies.

Today, organizations are addressing
Sarbanes-Oxley, SEC and NY SE re-
quirements for their codes and making
the changes needed to ensure code cur-
rency with these new demands. Deter-
mine the next steps for your company.
We suggest that you establish an ethics
committee (either as an extension of
your code committee or asanew group
of representatives) to tend to the devel-
opment of a program and infrastructure
that will reinforce your code. <

Conflicts of Interest
By Brian Sears, Director, Ethics Awareness, Lockheed Martin Corporation

Consider the following three scenarios:

* Anemployeefor acomputer services company starts aside businessinstalling
and servicing personal computers.

* A supplier representative sends a client two tickets to the Superbowl in appre-
ciation for all the business they received from the client’s company.

* A U.S. government employee inquires about job openings at a company that
does business with the government employee’s agency.

Do any of these examples sound familiar? Do any constitute aconflict of inter-
est? The easy answer is...of coursel The computer services employee could be
taking business away from his or her employer. Accepting an expensive gift from
asupplier may influence the client. The government official might have an influ-
ence on contracts held by his future employer. But let’s take a closer [ook.

A conflict of interest can be defined as an action or relationship that might
impair an employee’'s ability to make objective and fair decisions relating to the
employee’s job performance. Many organizations add the words “even the ap-
pearance of aconflict” to the definition. With thisfoundation, we can examine the
above three examples:

An employee for a computer services company starts a side business
installing and servicing personal computers.

Questions that need to be asked include, “Are the customers served by the
employee the same customers served by the employer?’ “Does the employee
spend any company time on or use any company resources for his or her side
business?’ If the answer to either of these questionsis“yes,” then the employee
has a conflict of interest, since (a) the employee istaking business away from his
or her employer, and (b) the employer’s resources are being used for business
activitiesfor which the company does not benefit. If we assume that the employee
starting the side business has a different customer base, i.e. customersthat would
never use the employer’s services, such as family and friends of the employee,
AND the employee conducts the side business on his or her own time, away from
the office, then perhaps the side business does not constitute aconflict of interest.
Animportant element is full disclosure of the situation to the employer so that a
conflict of interest determination can be made.

A supplier representative sends a client two tickets to the Superbowl
in appreciation for all the business they received from the client’s com-
pany.

In this example the key factor isthe client’s policy regarding employee receipt
of giftsand business courtesies. These policiesare frequently driven by theclient’s
type of business or industry. Many industries, such as government contracting,
have strict policieslimiting the value of giftsemployees may accept, and ticketsto
the Superbowl may be viewed as extravagant and would exceed these limits.
Other industries, e.g. financial services, have a more relaxed attitude toward the
acceptance of gifts, and going to the Superbowl at a supplier’s expense is not
viewed as unusual. Employees of the executive branch of the U.S. government
have some of the most restrictive gift rules. Before accepting the gift, the client
needsto know the organization’s gift policy. Another factor might beif the offeror
of the gift represents a foreign business or government, where the rules and cus-
tomsin the foreign country are different than the receiver’s rules and customs. In
some cultures, gift givingisanormal part of businessrelationships, and torefusea
gift can be viewed as an insult to the individual offering the gift and can damage
future businessdealings. Similarly, when an employeeisconsidering offering agift
to aforeign official, the employee needs to be aware of the gift-giving rules that

— Continued on Page 13 —
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Ethics Effectiveness Quick Test Excerpt: Leadership

Thisinstrument was designed by Frank Navran to assess an organization’s ethical effectiveness. Responses to questionsin each of

twel ve ethics management areas help identify what isworking well within an organization and where improvement might be required.
The following excerpt deals with Ethical Leadership Practices.

Ethical L eader ship Practices: Ultimately the ethical effectiveness of an organization rests on the decisions and actions

of those in a leadership role. Leader behavior becomes the model for what the organization requires and expects from the
total employee body.

Indicate your response by circling the appropriate rating for each question, where 1 equals “ Disagree Fully” and

7 equals “ Agree Fully.”

1.

L eaders understand the organization’s ethical requirements and expectations.

1 2 3 4 5 6 7

. Leaders act in ways that are ethically consistent with what they require of those they lead.
1 2 3 4 5 6 7

. Leadersregard their ethical responsibilitiesto be as, or more important than, any other responsibility.
1 2 3 4 5 6 7

. Employees know that they can freely approach any leader to raise an ethics question.
1 2 3 4 5 6 7

. Leaderstaketheinitiativein resolving potential ethical conflictsin day-to-day business operations.
1 2 3 4 5 6 7

. Leaders know who within the organization they can turn to for guidance when facing unique ethics situations.
1 2 3 4 5 6 7

. Leaders freely accept accountability for the ethical content of the decisions and actions of those they lead.
1 2 3 4 5 6 7

. Leaders routinely recognize and reward the ethical decisions and actions of those they lead.
1 2 3 4 5 6 7

Scoring

< 4 = Leadership practices are ineffective as an ethics model.
4-6= Leadership practices are marginally effective as a model.
> 6 = Leadership practices are an effective ethics model.

Potential Impact
Leadership behavior shapes the organization’s ethics culture. When leadership practices are not aligned with the

organization’sethical standardsit canresultin:

Employeesignoring ethical standardsto pursue other, more traditional, operational results at any cost.

L oss of organization credibility when people see ethical standards disregarded.

Concerned employees not believing they can legitimately raise an ethical question encountered at work.
Ethics guidelines being viewed aswindow dressing rather than legitimate operating principles.

Increasing conflict as people are required to do things which violate their personal standards.

Decreasing productivity as people feel less committed to the the goals and objectives of their leaders.
Increased stress levels as the work environment becomes ethically incongruent.

Lossin overall organization effectiveness as ethical conflict undermines other aspects of the total operation.

S@roppooTw

— Continued on Page 9 —
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Business Ethics in the 21st Century, continued from Page 1

Associates, Cendant, Homestore, and
Microstrategy-for beginners. It would be
very tempting to dismiss this evidence
asmerely being theresult of afew “bad
apples,” however, therearefar too many
“bad apples’ to accommodate such a
dismissive explanation. The problem
appearsto be-and is-far more pervasive.

Thereare, of course, many highly ethi-
cal companies-or at least companies that
try very, very hard to be highly ethical. |
worked for one of those companies and
have served on the board of others. Infact,
| have even competed against a number
of such companies.

At Martin Marietta, one of Lockheed
Martin's predecessors, | recall asituation
when we were involved in a competition
with another company for alarge produc-
tion contract to be awarded by the gov-
ernment. Both firms were well qudified
to do the job so the award, arather large
one, was to go to the company that sub-
mitted thelower bid. It wassimply amat-
ter of opening the envelope, finding the
lower number, and awarding the contract.

The surprise, which came two days
before our bid was due, arrived in the
form of a plain-brown-envelope in the
mail at our plant that was engaged in
the competition. The envel ope contained
acopy of our competitor’s bid sheet ...
presumably courtesy of a disgruntled
employee. At the bottom of the page
was our competitor’sbid price...aprice
which was lower than the one we had
already decided to bid.

The people in charge of our effort
promptly turned the unwanted package
over to the government and tel ephoned
our competitor to alert it to what had
happened. We did not change our bid—
and welost. | might add that thisall took
place without coming to my attention until
after the matter was settled. In the
minds of our employees there was no
reason to elevate the matter. They sim-
ply solved it...the only way one could
solveit.

In another company on whose board
| serve, also a company that prides it-
self on maintaining high ethical stan-

Ethics Effectiveness Quick Test Excerpt: Leadership, continued from Page 8

Recommended Actions

Ethical leadership practices are a necessary prerequisite for organization ef-
fectiveness. Leaders ultimately fail if they settle for less than the highest ethics

standards.

To increase the consistency of your leaders’ ethical practices:

1. Publicize Your Sandards. Every leader in the organization should be fully
familiar with the ethical standardsthat are in place.

2. Train Leaders On Ethics Requirements. Leaders need formal training
on how they are expected to support the organization’s ethics standards.

3. Provide Support Systems. Ethics systems are needed to support the ethics

related actions of leaders. These systems should include: ethics policies, rewards,
measurements, selection and promotion systems that recognize the value of ethi-
cal leadership practices, aswell as structures that allow employeesto raise ethics
concerns without fear of reprisal.

4. Senior Management As The Ethics Models. Senior managers set the
standards for the organization through their decisions and actions. Their behavior
must conform to the organization’s strictest ethical standards.

5. React Ethically To Critical Events. Ethical standards are most vulnerable
in times of crisis. It is during a crisis that leaders must conform to the highest
ethical standards. It is also the time when there is the greatest temptation to cut
corners and when the impact of their decisions and actions on those they lead is
the greatest.

6. Demonstrate Concern. People care about what their leaders care about.
If leaders demonstrate concern for ethics, so will those they lead.

Take the Ethics Effectiveness Quick Test or download a PDF copy at
www.ethics.org/quicktest. <

—9—

dards, it was discovered that a few of
their employeeswere* dumpster-diving”
inthetrash outside acompetitor’splant,
seeking information about the
competitor’slatest products. Worse yet,
at least from the company’s CEO’s
standpoint, apersonal friend of hiswas
in charge of thefirm’scompetitor infor-
mation program ...a program intended
to survey trade magazines, patent appli-
cations and other public sources to as-
certain trends in the industry-but cer-
tainly not to engage in unethical activi-
ties.

The CEO’s response was immediate
and decisive: He promptly fired hisfriend,
aong with the other employeesinvolved
in the activity, and called the
competitor’s CEO to report the mischief
that had occurred. The papers that had
been garnered from the trash bin were
returned to the competitor and steps
taken to make certain that no one who
might have had access to any of thein-
formation would bein a position to use
it on behalf of the company.

Of coursethe public seldom becomes
aware of the handling of incidents such
as these. In fact, much of the public
seems to hold the view reflected in a
recent survey of four hundred college
seniors where fully fifty-six percent of
the respondents indicated that they be-
lieved the only real difference between
the executives at Enron and those of
other big companieswasthat the Enron
executives got caught. Indeed, other
surveyswhich purport to rate the confi-
dencethe public hasin various U.S. in-
stitutionsregularly rank business execu-
tives right down there with paliticians
and the media-dlightly above ax murder-
ers. And no wonder-these days one of -
ten wonders when reading the business
pages (or, | might add, the sports pages)
whether they might accidentally have
turned to the newspaper’s crime report.

Sois“businessethics’ really an oxy-
moron? In my experience it most cer-
tainly is not. In fact, | have personally
participated in multi-billion dollar trans-
actions that were put together on a
handshake...literally a handshake. No

— Continued on Page 10 —



Business Ethics in the 21st Century, continued from Page 9

lawyers. No bankers. No PR. firms. Not
until after the deal had been sealed with a
handshake were these experts engaged
to codify what had been agreed. Further,
the terms and conditions of the commit-
ments never wavered in the many months
that lay ahead as the deal moved toward
consummation as awritten contract.
One asks if human character is less
laudable today than it has been in the
past. Certainly there have been ethical
transgressionsthroughout history...prob-
ably tracing themselves back to the Gar-
den of Eden. Recently, in the field of
science, even such giants as Pasteur,
Darwin and Newton have come under
scrutiny for aspects of their work which
to some raise doubts. But it does seem
that in recent decades there has been a
gradual decaying of the standards to
which business and individuals hold

themselves. The prevailing attitude
seems to be along the lines that “If a
guy got 4,256 hits, that should be enough
to qualify for Cooperstown,” and, simi-
larly, “If a CEO gets double-digit total
shareholder returns, that should be
enough to qualify for the Big Bucks.”

Never mind that it was accomplished
by sponsoring highly corrosive entertain-
ment, such as that displayed at a Super
Bowl, or running degrading advertise-
ments, or smply cooking the books. With
regard to the Super Bowl “caper”, most
of those involved have steadfastly de-
nied possessing any knowledge that the
event would take the ugly turn that it
took. But it does seem that if one sleeps
with dogs, one shouldn’t act surprised
when one gets fleas.

The problem isthat doing the ethical
thing can be difficult. No one ever said

Students Building Character, continued from Page 3

that ethicsis easy. First of all, one may
not even recognize that they are tread-
ing into asituation which involves ethi-
cal considerations. | recently chaired a
commission on ethics for the National
Academy of Engineering and theinitial
reaction of many engineers was “What
does ethics have to do with engineer-
ing? Engineering is about the laws of
physics-laws which are absolute, not
subject to interpretation.” While it is
probably true that one of the things about
engineering that appeals to many engi-
neers, including myself, isthat Mother
Natureisareliably fair-albeit unforgiv-
ing-judge of one’'swork, it is quite easy
to persuade engineers, or anyone else
for that matter, that they often face ethi-
cal decisions.

When | was teaching at Princeton,

— Continued on Page 11 —

positive atmosphere. The community at
large benefits from the positive and in-
spiring character devel opment beingin-
stilled. Most directly, the character club
student participants enjoy meaningful
and rewarding experiences, because
they have suggested, planned and ac-
complished their goals and now recog-
nizethey actually can make adifference
intheir school. They successfully affect
their peers, their school and their future.
AtKingsGlen, studentsaren’t just taught
about character development and en-
couraged to make positive changes in
theworld, they are empowered to make
those changes actually happen.

This process has had a direct impact
in several areas at Kings Glen. Initia
enthusiasm was engendered with akick-
off pep rally and character education
assemblies. Staff development has been
affected in that, once the school’s core
valueswereidentified and defined, staff
training and brainstorming sessionshave
focused on these character traits. A
character climate survey was devel oped
and instituted, and data are routinely
collected from the quarterly citizenship
progress report marks.

Intheclassrooms, students participate
in class meetings and compliment

circles. The studentslovethecircles, and
they have had a positive affect on class
climate. “I’ve noticed a difference over
the years in how my students carry
themselves,” says Resa Valentine, a
sixth-grade teacher. “ They are learning
positive character development and do-
ing so moreeffectively becauseitiscom-
ing to them from their fellow students.”
Fifth-grade teacher Pete Cookson
agrees. “ You notice the students’ excite-
ment with each new program that the
Character Club introduces.”
Grade-level projects, quarterly citi-
zenship and study-skills awards, a caf-
eteria recognition program, a school
motto contest, the Random Actsof Kind-
ness board and the Hall of Character
are all ways in which positive efforts,
people and programs are recognized.
Theclubisparticularly proud of the Top
Gator Award,; its selection committeeis
made up of both students and teachers
and is a specific way to recognize stu-
dents who embody the school’s values.
Character education at Kings Glen
extends beyond the school’s walls and
includestheinfluences of morethan just
its students and staff. From the start,
parents and the community have been

included in the effort and on the school
— 10—

plan committee, with the acknowledg-
ment that good character doesn’'t end
when the dismissal bell rings. Aninitial
character education newsletter, bulletin
and certificate were sent home with stu-
dents, and the PTA and local commu-
nity have worked with school staff to
support character-education efforts
through after-school activities. Charac-
ter Clubmembersmarchedintheloca high
school’s homecoming parade, and club
members have coordinated efforts with
other schoolsintheir pyramid aswell.

Measuring Effectiveness

To acknowledgethe school’s commit-
ment to the community and to theworld
in general, the students assembled a
book of volunteer opportunitiesand cre-
ated a schoolwide volunteer program.
They’ ve also conducted a great deal of
servicework: carrying out aholiday food
drive, supporting aclothing drive, writ-
ing lettersfor the Military Mail Program,
collecting Penniesfor the Pentagon, sup-
porting Hoops for Heart and the Walk
for the Homeless. In turn, local busi-
nesses have demonstrated their support
by donating merchandise asrecognition
for those students who display good

character.
— Continued on Page 11 —



Business Ethics in the 21st Century, continued from Page 10

| used to pose aquestion to my students
as to whether they would be interested
in investing in a company that a young
businessman was promoting which
would produce aproduct that would un-
guestionably generate enormous de-
mand throughout the world; would cre-
atemillionsof jobs; and would improve
most peopl€e's lifestyles markedly. My
studentswould invariably...and nearly a-
ways unanimoudly...indicate interest in
making such an investment (abeit ahy-
pothetical one since these were, after al,
students subject to the oath of poverty!).

| would then proceed to advise the
class that | had overlooked one detail
that | needed to mention: the invention
would kill about 250,000 people each
year...and perhaps many moreindirectly.

“Now,” | would ask, “would you still
beinterested in making an investment?’

Students Building Character, continued

At this point the vote would suddenly
shift to unanimous opposition to such a
pursuit. Giventhisstrong fegling, | would
ask if we were to discover that such a
product had already been placed on the
market, should it be banned? Generally
speaking, the students would agree that
indeed it should be banned. | would then
casually mention that the name of the
inventor was Nicholas Cugnot-and the
invention wasthe automobile.

The second difficulty in comporting
oneself in an ethical fashionisthatitis
not always clear what isthe proper thing
to do. Supreme Court Justice Potter
Stewart said that ethicsis“knowing the
difference between what you have a
right to do, and what istheright thing to
do”. Perhaps the most demanding form
of ethical dilemma occurswhen two or
more of one’s dearly held principles

from Page 10

Kings Glen has devel oped some con-
crete strategies to measure the
program’s effectiveness. Over the
course of ayear, staff members admin-
ister and analyze the character climate
survey; collect and analyze detention
data, alternative instructional assign-
ments and suspension data; and care-
fully examine the citizenship portion of
progress report data. All of these fac-
tors hel p the committees recognize what
isworking, what needs to be improved
and what the tentative next steps should
be. Just as teachers do with their cur-
ricula, character committee members
recognize that all of those involved —
teachers, studentsand administrators—
must be reflective practitionerswho are
constantly refining the process, deter-
mining needs and finding ways to meet
them. Itisalsoimportant to keepinmind,
as well, that character education is an
ongoing process of development and
thuswill never really end.

Because the primary players in the
effort are a changing and growing —
literally — group of students, it follows
that the process does not remain static.
Students' creativity and motivation pro-
duces a constant flow of ideas in an
ongoing process. Club members are

learning life skills, and they cometo un-
derstand how organizations devel op and
executeaction plans. They learnto work
and care for others, respect and appre-
ciate differences and follow through on
their responsibilities. In turn, the staff
members benefit because they redlize
the Kings Glen students are doing the
work, not the teachers, school counse-
lors or administrator, who can too often
be overworked, overwhelmed and over-
committed.

"The children have internalized the
meaning of character education because
they are so involved in its development
and it is infused in all they encounter
here,” says Jim Baldwin, Kings Glen
principal. “Whether it isin the cafeteria
or in class, some element of the charac-
ter traits they helped us to focus upon
are in evidence.”

The current goals of the Kings Glen
character development participants in-
clude expansion of student involvement,
more parental assistance with the Char-
acter Club, increased participation by
community businessesand organizations
and — the ultimate goal — 100 percent
of the Kings Glen students demonstrat-
ing positive character traits. «¢

seemto collide...for example, loyalty to
afriend and abhorrence of something a
friend may have done. Thiswasan ele-
ment of the dilemmafaced by the CEO
of the firm which employed his
dumpster-diving friend.

But perhaps the largest impediment
to ethical behavior is that it often de-
mands a great deal of fortitude to actu-
ally do theright thing. One of my favor-
ite examplesconcernsarising mid-level
employee of amid-sized firm who one
day wastold by the company’s CEO that
the latter had been very impressed by
the young man’swork and, in fact, was
going to invite him to serve on the
company’sboard of directors. Needless
to say, the rising star was thrilled. But
the boss had one more thing to say:
“There is one condition,” he intoned,
“and that is you will vote exactly as |
tell you.” The young man, after a
moment’s thought, responded with two
words.

“1 quit,” he said.

The story has a happy ending since
the now unemployed young man and
several of his colleagues, who had also
resigned upon hearing of the incident,
proceeded to found a company of their
own...acompany which today isknown
asthe Inland Container Corporation.

Finally, and perhapsmost significantly,
isthat doing the right thing sometimes,
probably even oftentimes, does not pro-
duce the desired result...at least not in
the short term. In the case of the ex-
ample| cited wherein we did not lower
our bid given the knowledge that our
competitor’'sbid wasalready below ours,
we lost the competition and had to lay
off a number of our employees. In the
case of the CEO who called his com-
petitor to report the dumpster-diving in-
cident, the competitor promptly filed a
lawsuit against his company which was
eventually settled for a substantial sum
of money.

What is to be done regarding what
seems to be an epidemic of unethical
behavior in business and in many other
areas of our society? Are we simply to
gather at nice affairs such as this one

— Continued on Page 12 —
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and wring our hands? Or isthere some-
thing morewe might do?| believethere
is more that we can do-and it involves
both carrots and sticks. The stick is of
course needed to make clear that there
isapriceto be paid for ethical miscon-
duct. For example, many companieshave
recently taken their retirement funds
away from firms who have been in-
volvedinillegal trading practices.

But perhaps more important is the
carrot...the essence of which is the
matter of setting the proper tone at the
top; the matter of talking about ethics
and then proceeding to walk the talk.
Under such circumstances employees
tend to respond, “ Oh...so that’ s the way
you do it around here. Fine. That's the
way | will doit, too.”

And how does one makethis happen?
| believeitisnot all that difficult. Inthe
past, when boards of directors were se-
lecting CEOs, al too much attention was
placed on the candidate’s record in pro-
ducing favorable ROE’s, ROI’s, IRR’Ss,
NPV'’s and every other form of alpha-
bet soup. On the other hand, if boards
would simply makethefirst, uncompro-
mising threshold for promotion an as-
sessment of the candidate’s ethical stan-
dards, most of the businesstragedieswe
have observed in the past few years
could have been avoided. Happily, | can
report to you that this practice is evi-
dencing itself in more and more board-
rooms everyday.

When | was a student at Princeton
we had an honor code. During my six
years as an undergraduate and gradu-
ate student | never saw a single soul
cheat on an examination. Tests were
always administered without proctorsin
the classroom...and | can remember a
few occasions when | was permitted to
take a timed exam at a time and place
that was convenient to me during apre-
scribed week and my roommate was
taking the exact same exam at his con-
venience the same week.

It worked like this: The freshmen
were too frightened of being caught to
even entertain the notion of cheating...it
having been made very clear that the
consequences of cheating were straight-

forward: “One strike and you are out.”
By sophomoreyear, however, the honor
code had become a matter of pride...no
onewould consider undermining thefact
that we were being treated as trustwor-
thy individuals. But by junior and senior
years the situation was altogether dif-
ferent. We had simply become accus-
tomed to operating in an environment
where an honor code prevailed. No one
thought much about it; they just went
about their business since cheating was
simply not an option. This, | think, isthe
highest form of ethical comportment...
where one does the right thing because
it is second nature...there is no alterna-
tive that needs to be considered.

This is a critically important point.

Many of the people | have known who
got into serious ethical trouble did so
when making adecision under the pres-
sure of time. Had they stopped to think
for a moment of the consequences of
their actions, | am quite confident they
would have acted differently. And what
of the others who were also basically
good peopleyet got into serioustrouble?
They wereusually individualswho made
aseriesof decisionswhich gradually and
imperceptibly took them acrosstheline
from clearly-right to clearly-wrong.

The good newsisthat there are more
people in the business world thinking
about ethicstoday than at any other time
inmy career. That hasto beagood omen
for the future. <

Can You Distinguish a “Gift” from a “Bribe™?

And Who Is Responsible for Drawing This Line?

By Frank Navran

The difference between a gift and abribeissimple to define - it isin the intent

of the giver.

When onegivesagiftitisfor the purpose of “enriching” thelife of therecipient.
Whether the gift istangible or intangible, smple or elaborate, modest or extrava-
gant theintention of the giver isto in someway improve the recipient’s situation -
to allow them to have more of something they value than they had before the gift

was given.

When one proffers a bribe the intent is the direct opposite. While creating the

appearances of enriching the recipient - that enrichment is a means to an end -
that end being to enrich the giver. However much the recipient may receive it
diminishes that person. They are doing something wrong and the moral cost will
inevitably outweigh the material reward. Put the “ preaching” aside and the argu-
ment still holds. Therecipient of abribeisat risk. Obligations are created and the
payback to the giver will invariably exceed the benefit received. One can argue
that it may be the employer who pays the giver - not the recipient - but that does
not change the eguation.

Thetest of gift versusbribeissimple. Istherean explicit or implied expectation
of something (of value) in return and/or would a reasonable person, knowing the
details of the transaction presume such an expectation/obligation to exist. If so,
thenitisabribe.

In the corporate environment, the responsibility for drawing the line rests in
three places:

1. With the giver of the bribe - what are the intended consequences and
whom does that intent serve?

2. Within the organization employing the person being bribed - what are the
explicit rules and are they clear enough and restrictive enough to protect the em-
ployeefrom inadvertently being compromised? and

3. Withtherecipient him/her self - istheindividual exercising due care and
reasonabl e judgment to avoid being placed under an improper obligation or creat-
ing the appearances of same? +
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Why Small Organizations Need Our Help, continued from Page 4

will center on an organization's core
valuesand provide appropriate guidance
for employee decision-making. It will
also communicate these values to em-
ployeesand leaders, put an organization
in compliance with regulations, reduce
financial risks, reduce the chance of re-
ceiving high government fines and pro-
vide a benchmark with which perfor-
mance can be measured.
Seventy-three percent of participants
from the 2003 NBES responded that their
organizations had written standards of
business conduct. The presence of writ-
ten ethics standards was much higher
in larger (88%) versus smaller (58%)
organizations. When examining thework
sectors (government, non-profit and for-
profit) by organization size, only small,
for-profit organizations reported avery
low presence of written standards.
Thesefindings begin to demonstrate the
large gap that exists between large and

Conflicts of Interest, continued from Page 7

small organizations.

The next piece of evidence that
shows this difference is found in the
presence of ethicstraining related to an
organization’s written standards. The
Code is a means to make employees
aware of an organization’s values and
principles. Training isaway for leader-
ship to raise awareness of ethical issues,
to respond to questions and concerns
from employees and to reinforce the
commitment to behave in accordance
with the core values.

Though 73% of respondentssaid their
organi zations had written standards, only
54% of participants said their organiza-
tionsprovided ethicstraining. Thisques-
tionismore optimistic when only exam-
ining the organizationswith written stan-
dards. Further analysis in the NBES
showed that of those 73%, 67% actu-
ally said their organization provided eth-
ics training. So, organizations that had

apply intheforeign country. Not knowing the country-specific gift rules could put
the employee and the employer at risk of aviolation of U.S. and foreign laws.

A U.S. government employee inquires about job openings at a company
that does business with the government employee’s agency.

Thekey issuein this exampleiswhether or not the U.S. government employee

has recused himself or herself from mattersinvolving the company with which the
government employeeis seeking employment. The Federal government, and many
states, have so-called “revolving door” laws that restrict the activities of certain
employeeswhen they leave government employment. Theintention of these laws
isto prevent former government employees from using their previous position to
benefit themselves or others. In some cases, the employment restrictions on the
former government employee are in place for the life of the employee. In other
instances, the employeewill have no restrictions. Companiesthat hire government
employees need to be aware of the“revolving door” lawsthat apply to candidates.
When in doubt, consult with the legal department or human resources.

There are many other situations where an employee risks creating an actual or
perceived conflict of interest, where areasonable person might conclude that the
employeehasadivided loyalty:

* A manager hires afamily member for akey position

A family member functionally reports to another family member in the same

department

* Anemployee selects a supplier in which the empl oyee has an ownership inter-
est

* An employee takes a second job working for a competitor

* An employee uses the employer’s proprietary information for his or her own
business venture

Whilethese examples are not al-inclusive, they demonstrate the wide range of
situations employees and companies face. Steering clear of conflicts of interest
helps ensure fair treatment to all stakeholders of the organization. <
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written standards reported a higher per-
centage of training than did the sample
asawhole. Thisis acontinued step in
theright direction for the overal ethics
field but we cannot overlook the nega-
tivetrend with small organizations. The
smaller, for-profit organi zations had the
lowest reported level of ethics training
(35%).

To this point, the Code and training
are means for an organization to raise
employee awareness of how to behave
in an ethical manner, but awareness is
only half the battle. Leadership must
provide ameansto both enforce the eth-
ics standards and give employees the
ability to anonymously report ethics con-
cerns. Establishing an ethics office or
hotline, which provides employeeswith
the capability of anonymous reporting,
is an excellent way to address this re-
quirement.

Only 43% of respondents from the
NBES said their organizations had an
ethics office or telephone advice lineto
which they could turn for advice about
ethics issues or concerns. Once again,
smaller organizations were much less
likely to have an ethics office or advice
line (26%) than thelarger organizations
(58%). When broken down by sector,
the group that was least likely to have
these elementswas the small, for-profit
organizations.

Overall, 63% of participants in the
NBES claimed their organizations pro-
vided them with ameans to report ethi-
cal misconduct anonymoudly. When ana-
lyzed based on organization size, the
larger organizations were much more
likely (77%) to have a mechanism for
anonymous reporting thanthe smaller or-
ganizations (47%). To continue the ear-
lier trend, the smaller, for-profit organi-
zations were the least likely to possess
amechanism for anonymous reporting.

Thisarticle hasexamined ethical pro-
gram elements as stand-al one el ements.
In order for an ethics programto bevery
effective, it should contain at | east these
four components. An organi zation must
have employees who are aware and
knowledgeable about ethical behavior,

— Continued on Page 14 —



Are Unethical
Decisions More a
Function of the
Individual Decision
Maker or the Decision

Maker's Environment?

Isn’t it frue that although you can
teach ethics, it is really up to the
individual fo choose whether or not

they want fo use them?

By Frank Navran

L et us begin by accepting two open-
ing premises:

1. We can teach ethics, and

2. Decision makers operate within a

context — often an organizational

context.

Simply stated, decisions, irrespective
of context, are the responsibility of the
decision maker. The decision maker op-
erates in an environment that may be
more or |ess conduciveto making ethi-
cal decisions. Historically, we seem to
agreethat environment isno excusefro
making unethical choices. We each bear
the personal responsibility to know -
and then choose to do - theright thing.

On balance, we, collectively, as soci-
ety, arerequiring organizationsto do more
to facilitate the ethical conduct of their
employees. Organizationshave someob-
ligationto communicateethica sandards,
create systems that encourage and re-
ward ethical conduct and to monitor and
address unethical conduct.

That may shape the environment to
make ethical choices easier - but in the
end it is each of uswho remain respon-
siblefor our choices. If our organization
createsan untenabl e context withinwhich
ethical conduct isnot possible - we need
to make our choice - and sometimesthat
choiceisto moveon. It isoften easier to
choosethe unethical alternative, but that
doesnot makeit “right”. It isnot dways
easy to choose the ethical dternative -
but it isnever “wrong”.

I'n sum, no matter how or whereyou
learned ethics or the context in which
you find yourself - the ethical conse-
quences of your choices belong to
yOu. %*

Why Small Organizations Need Our Help, continued from Page 13

who are able to obtain advice and infor-
mation about ethical behavior and who
have the ability to report misconduct
anonymoudly.

Unfortunately, only 27% of all respon-
dents said their organizations had al four
of the program elements, though 44%
claimed they had at least two of the four.
To complete the earlier pattern, 42% of
larger organizations, ascomparedtoamere
12% of smaller organizations, had all four
componentsin their ethics programs.

The statistics from NBES clearly
show a large difference between small
and large organizations. What NBES did
not doistell uswhy. Why isit that smaller
organizations, specifically smaller, for-
profits, are not as current as larger orga-
nizations when it comes to their ethics
programs? Aswas mentioned earlier, this
issue might be attributed to the greater
amount of focus larger organizationsre-
ceive and thelack of resources available

to smaller organizations. The mediais
always focusing on the larger organi-
zations such as Enron or WorldCom.
Seeing Goliath fall ismuch more news-
worthy than seeing David fall. To add
tothisproblem, thelarger organizations
have more money to spend on building
an ethics program. Thereisnot alarge
enough market in the small business
sector for consultants to work in. Fi-
nally, smaller organizations tend to be
regulated by their informal standards
because they do not employ enough
peopleto warrant aformalized system.

Now is the time for the ethics com-
munity to focus on the needs of smaller
businessesbecausethey havebeenwiddy
neglected in the field of ethics. NBESis
only thefirs stepinhelping small organi-
zations. Thesurvey illustrated how much
of agap exists between large and smdll
organizations. Wemust direct moreof our
research effortstowardsthisproblem. «

The Role of Leadership in Organizational Integrity, continued from Page 6

leadership, however, cannot be maintained for long without devel oping resentment

and cynicism.

It is helpful to think of the ethical leader as exercising authority within five
modes or levels of intervention into the judgments and actions of followers:
» [nspiration — Setting the example so that other committed members will con-
tribute their fullest capabilities to achieve organizational purposes. (the lowest

degree of intervention)

= Facilitation— Supporting other committed members, and guiding them where
necessary, so that they are able to contribute their capabilities as fully as pos-

shle.

= Persuasion — Appealing to reason to convince other members to contribute
toward achieving organizational purposes.

= Manipulation — Offering incentives other than theintrinsic value of contribut-
ing to the achievement of organizational purposes, where commitment islack-

ing.

= Coercion — Forcing other members to contribute some degree of their capa-
bility where they have little or no commitment to do so on their own. (The

highest degree of intervention).

Itisalso helpful to consider the components of ethical leadership together with

the modes of intervention.

I ntegrating Components and M odes. The leader must employ the authority
granted him or her by the organization to achieve the purposes of the organization,
all the while recognizing that the knowledge needed to exercise this authority re-
sidesthroughout the organization and its environment.

He or she must ensure that the purposes of the organization are known and shared,
that it has the capacity to support its members exercising their capabilities, and that
communication between mangers and other employeesis open and honest.

The mode of intervention selected will depend upon the health of the

— Continued on Page 15 —



Values Word Search Puzzle

Forty words related to values and ethical concepts are concealed in the scrambled letters below. The words may appear
vertically, horizontally or diagonally. Thewords may appear in their normal form or in reverse order. For example, thoughtful -
ness could appear as THOUGHTFULNESS or SSENLUFTHGUOHT. Circle as many of the 40 words as you find.

Acceptance
Allegiance
Authentic
Citizenship
Commitment
Concern
Courage
Dedication
Duty
Empathy

Equality Liberty

Ethics Love

Fairness Loyalty

Faith Mercy
Forgiveness Peace
Genuine Perseverance
Goodness Prudence
Hope Reason

Joy Resourcefulness
Justice Respect

Sincerity
Stewardship
Tolerance
Trust

Truth
Understanding
Values
Virtue
Wisdom
Work

Thereis a41% bonus word related to values and ethics that does not appear on the list above.

OOCAEOMENOMIOMMIMESIw=—=0-M
O O=SMOIE"EFOCArOERXEMOMEunc ~
EOo- M- wn—AwnTOE<ME=n0o=Or—00w =
<M OoOCTODC=0Maown—E=0"=Z0" 0~ 0 =<
— NN EMOT MO RO ITOOTMm
—Tm=EFTmMmOoMmMOoOD "~ OONOEEFATnEDC D
=T TOoorpE=OMmMAd=Zo==MATMUCaT A4<<

Mzpg=<<cCc=<wuwn=<—-IMMur-Oo0=SM=<xDo-=

IMwmEOMTOTTDHAE=EMOoXxEONIOMEI—T =M=
CSECOHVESOIDRIEZ"IVMCETOTLwONTO

EH0F TEMOISFFOWr MO~ FD A~
S EEEM=<Muad— -~ C—ENOoO—NSOwncMm=
EOMIEEIOOMTMIOMEmMIE=ZOMTOO
FMcoDOoC-HE=oosNTo T mO—Hom—Amo——
oD T oMo O —-HO=<I=n—nNorp=r—
AVMOEIWTOoODO T O0RCSPEFOIPFEO"=MEE
Bwo=w=—Pn<ICEEZS=Z0o=SMO"=wnc=n

OM<XTErCHC<O<XEMuIOrmMOo—=com

MToEmMoO-er=E=r—-—-eaXx0oT—"=Msoxm
OMwDwmI<O——=EMI-ScCcENFEZ"—ED0—A=0
NOoOoDFE—TOROO T TEMmMOrOsSsmMES— =M=
ETNEODDNTDeDTNTNCwrOmMm—A—4—=wnw=<—IT=0
MM=MuT-AMpCEFr A <"=FNcCcM==<0O

MMEMOoO T oMo CIOMTMErEaEMunIE<s—cC0
::-cm:bgmg—mbzbmo-ﬁ-ﬁmﬁm'ﬂ—bzmb

The answer key for this puzzle is available at www.ethics.org/puzzle_answer.html

The Role of Leadership in Organizational Integrity and Five Modes of Organizational Leadership, continued from Page 14

organization and the pressuresinitsen-

vironment.

» Theided istoinspireothersasastew-
ard of the vision, values, and excel-
lence of the organization, asreflected
initsculture.

= Often persuasion and facilitation are
required of otherwise capable and
committed members, wherethey are
unsure of their own capability.

» Sometimes even manipulation and

coercion are appropriate, where the

organization is not healthy and the

pressures are intense.

The modes of ethical leadership in-
tervention depend in large part on the
organizational culture. If the cultureal-
lowsthe organization to learn and grow
within its environment, leadership may
belargely inspirational .

If the culture does not support orga-
nizational learning and growth within that

environment, then manipulative, even
coercive, leadership would be necessary.
Somewherein betweenisleadership that
isfacilitative or persuasive. In any event,
leaders must make their roles as integ-
rity champions larger than life. Other-
wisethey and their exampleswill belost
inthe pressures of day-to-day life. They
must speak in terms of vision, values,
and integrity. And, when the leader is

— Continued on Page 16 —



Modes of Leadership, Continued from Page 15

not involved in apart of the organization’sbusiness, he or she

must know who speaks for values and integrity.

Moreover, the style of ethical leadership will vary with the
degreeto whichit reflectsthe Organizational Culture and the
urgency of itssituation in the environment.

* |nitsleast demanding sense, ethical leadership is a stew-
ardship that preserves the aspirations and culture of the
organization.

* |nitsmost demanding sense, it scans the community and
developsand communi cates organizational aspirations: the
organization’s core purpose, core values, and vision of a
desired future and persuades, manipulates, and coercesits
stakeholders to comply until the culture has adapted.

* |n between these extremes, ethical |eadership balances (1)
achieving the organizational aspirations that are realisti-
cally attainable at thistimewith (2) devel oping the organi-
zational culture over time.

The table in the appendix (Styles of Ethical Leadership)
suggests that different styles of leadership are necessary to
maintain or implement change in the organizationa culture
that is optimal for it to survive and thrive within the
organization's context.

The specific culture required, and the challenges it must
face, will be suggested by the nature of its essential social
responsibility and dynamics of itslarger community.

*Seethisarticle on the ERC websitefor alist of worksthat contributed
to the devel opment of the Organizational Integrity approach. **

The Ethics Resource Center (ERC) is a non-
profit, nonpartisan organization whose vision is a
world whereindividualsand or ganizationsact with
integrity.

Established in 1922, the ERC works with busi-
nesses, nonprofit organizations, schools and gov-
ernments to create ethical work environments
through education, research, training and global
partnerships.

Ethics Today Online, an electronic newsletter,
isaforum for exploring a broad range of business
ethics, global ethics and character development

issues. It is published monthly by the ERC and
sent free to registered subscribers. Read current
and back issues of Ethics Today Online or add
your name to the email list at www.ethics.org/to-
day.

You can also contact us at:
Ethics Resource Center
1747 Pennsylvania Ave, NW, Suite 400
Washington, DC 20006
Phone: 202-737-2258
Email: ethics@ethics.org

Ethics Resource Center
1747 PennsylvaniaAve., NW, Suite 400
Washington, DC 20006

Building ethical leadership and integrity worldwide.



	
	Business Ethics in the 21st Century 
	Students Building Character 
	Ethics and Compliance: One World or Two? 
	Globalizing a Code of Ethics 
	Why Small Organizations Need Our Help 
	How Do You Deal with a Situation When Your  Personal Values Clash with the Legitimate  Business of an Organization? 
	What to Do After Your Code of Conduct is Written 
	The Role of Leadership in Organizational Integrity and  Five Modes of Ethical Leadership 
	Conflicts of Interest 
	Ethics Effectiveness Quick Test Excerpt: Leadership 
	Can You Distinguish a "Gift" from a "Bribe"?   And Who Is Responsible for Drawing This Line? 
	Are Unethical Decisions More a Function of the  Individual Decision Maker or the Decision  Maker's Environment?  

