CHAPTER

AN OVERVIEW OF ETHICS
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Parent Company of Philip Morris Strives for Integrity
“Nothing is more important than our commitment to integrity—no financial objective, no marketing target,

no effort to outdo the competition. Our commitment to integrity must always come first,” said Louis C.

Camilleri. Coming from the CEO of Altria Group, the parent company of Ph

p Morris of tobacco fame,
such a statement might give pause to many Americans. Yet, Camilleri was referring to a massive initiative

to establish a corporate code of conduct among Altria enterprises.

Led by Camilleri, the board of directors, and senior officers, the Altria Compliance and Integrity
program has searched for ways to ensure that the code filters down to its employees at all levels.
Employees receive customized handbooks that are translated into their native languages and cover
information they need to know. Managers receive much more information about the code than their
workers. Online courses focus on specific risks and on-the-job scenarios. Employees also walch skits

staged with professional actors, answer questions, and engage in discussions with managers and othe

waorkers.




Chapter 1

. Not only can

i f the cod
At the same time, Altria encourages employees to report violations o

they cancalla 24-hour
riment and other depariments,
h the Human Resources Depa

smployees approac

Intsgﬂty Helpline nd voice concern anon II'IOuSly. The helpllne pl'OVldeS ranslation
¢l erns Y services [or r ore
a

3 g
than 100 lar Uages Altria’s pO‘le states that e Ilp\oyees canbe ¢|5c|p||led and even fired for 'eta."at“
thai g

against anyone who has made a compiaint in good faith.

rig conauc N { e N v d lﬂ{egl ltv
Altria co ducts annual @ 1dits etermin d review bast practtces. Compllance ary
i to det { risk a

t of their cade, which
s to help shape the conten

{ with mare than 150 employes:

managers have atso me

ch oal 0 . B
g s as produdllg accurate records, DrOlem g company assets, and dealir [ with
includes su g (g} |
customers hqnasﬂy Altria ars co mplementin code. Yet one goa eS| ndlng to
appe: mmitted to impiel ] g this ©. a PO
ety {e1p] of r 1{ nc i hallengin to a company whose products
|y challe gqng comp:
Altria—may p ove increasing
$0C s Bxpectall

deaths in the United

cause approximately 87 pércent of all lung cancer

include a carcinogen known to

States.’*?

read chapter, consld
1. Whats ethics

WHAT IS ETHICS?

Each society forms a set of rules that establishes the boundaries of generally accepted
behavior. These rules are often expressed in statements about how people should behave,
and they fit together to form the moral code by which a society lives. Unfortunately, the
different rules often have contradictions, and you can be uncertain about which rule to
follow. For instance, if you witness a friend copy someone else’s answetrs while taking an
exam, you might be caught in a conflict between loyalty to your friend and the value of tell-
ing the truth. Sometimes, the rules do not seem to cover new sitnations, and yoy must
determine how to apply the existing rules or develop new ones. You may strongly support
personal privacy, but in a time when employers track employee e-mail and Internet usage,
what rules do you think are acceptable ro govern the appropriate use of company resources?

The term morality refers to social conventions about right and wrong that are so widely
shared that they become the basis for an established consensus. However, one's view of
what is moral may vary by age, cultural group, ethnic background, religion, and gender.
There is widespread agreement on the immorality of murder, theft, and arson, hut other
behaviors that are accepted in one culture might be unacceptable in another. For example,
in the United States it is perfectly acceptable to place one's elderly parents in a managed
care facility in their declining years. In most Middle Eastern countries, however, elderly
parents would never be placed in such a facility; they remain at home and are cared for by
other family members.

Another example concerns attiwsdes toward the illegal copying of software (piracy),
which range from strong opposition to aceeptance as a standard approach to business. In
2003, 36 percent of all software in ¢irculation worldwide was pirated, at a cost of $29 bil-
lon to software vendors. The highest piracy rates were in Vietnam and China, where 92 per-
cent of the software was pirated. In the United States, the piracy rate was 22 percent.?

Even within the same society, people can have strong disagreements over important
moral issues—in the United States, for example, issues such as abortion, the death pen-
alty, and gun control are continuously debated, and both sides feel their arguments are on
solid moral ground. ’

Definition of Ethics

Ethics is a set of beliefs about right and wrong behavior. Ethical behavior conforms to

generally accepted social norms, many of which are almost universal. However, although

nearly everyone would agree that lying and cheacing are unethical, what constitutes ethi-

cal behavior on many other issues is a matter of opinion. For example, most people would
not steal an umbrella from someone’s home, but a person who finds an umbrella in a the-
ater might be tempted to keep it. A person’s opinion of what represents ethical behav-

lor is strongly influenced by a combination of family influences, Iife experiences, education,
religious beliefs, personal values, and peer influences.

As children grow, they learn complicated tasks—walking, riding a bike, writing the

alphabet—thar they perform out of habit for the rest of their lives. People also develop hab-
its that make it easier to choose between what society considers good or bad. Virtues are
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IN THE BUSINESS WORLD

Risk is the product of multiplying the likelihood of an event by the impact of |
oceurrence. Thus, if the likelihood of an event is high and its potential negative impac
large, the risk is considered great. Ethics has risen to the top of business agendas becau
the risks associated with inappropriate behavior have increased, both in their likelihood
their potential negative impact
Several corporate trends have increased the
greater globalization has created a much more complex work environment that spa
diverse societies and cultures, making it much more difficult to apply principles and
cades of ethics consistently. For example, numerous U.S, companies have garnered uc,
publicity for moving operations to third-world countries where employees work i)
conditions that would not be accepeable in most developed parts of the world,
shareholders, and regulatory agencies are increasingly sensitive to viol;
" standards, failures to disclose substantial changes in business con
buua o anvestors, nonconformance with required health and safety practices, and
production of unsafe or substandard products. Such heightened vigilance raises th
financial loss for businesses that do not foster ethical practices or run afoul of re

standards. For example, Enron’s accounting practices hid the real value of the fi
late 2001 the energy company was forced to fi

but many other recent scandals have occurre

likelihood of unethical behavior, Firs

e risk
quired
rm, and
le for bankruptecy. The case was notorious
d in IT companies in spite of safeguards th:

were enacted as a result of the Enron debacle:

The U.S’ Securities and Exchange Commission (SEC) fi
against WorldCom in June 2002 for inflating its earnings
stock peaked at 864.50 in June 1999 and dropped to le
three years later. WorldCom eventually became the largest bankruptey in U.S.
hice~=-after Chairman Bernard Ebbers resigned and the extent of the fraud wa
" (It since has emerged from bankruptcy under the name MCI Ine. to
become the object of an acquisition war between Qwest and Verizon Com-
munications, which Verizon eventually won.} Under a judgment released in
May 2003 by a U.S. District Court in New York, MCI was required to pay a civi
penalty of 81.51 billion to defrauded shareholders and bondholders, although
the amount was reduced to $500 million utder terms of a bankruptey
snstlom-=- 5 Ebbers was convicted in March 2005 of helping to orchestrate the
massive accounting fraud.® In addition, 10 members of the WorldCom board
of directors avoided trial by agreeing to pay a total of $18 million on top of the
$250 million they lost when the stock collapsed.”
Qwest Communications Intemational Inc., the primary local phone provider in
14 western states, had been under investigation by the SEC since 2002. On the
same day that Ebbers was convicted, the SEC charged former Qwest CEO Joseph
Nacchio and six other executives with orchestrating massive financial fraud from
April 1999 to March 2002, In 2000, the company allegedly misstated that $3
billion from a one-time sale was a recurring revenue in order to ensure a merger

with US West. Qwest executives allegedly reaped tens of millions of dollars in

profit while hiding the scheme from investors and the public.?

led fraud charges
by 211 billion. The
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An Overvie



Chapter 1

e In 2004, Adelphia Communications Corp. founder John Rigas and his son
Timothy were convicted in federal court on charges of conspiracy, bank fraud,
and securities fraud. They were charged with hiding $2.3 billion in debt at the
cable company, deceiving investors, and stealing company eash to line their
own pockets. Although most of the fraud took the form of hidden debt, the trial
provided examples of excessive extravagance that has marked other white-
collar trials. The prosecutor alleged that Rigas ordered 17 company cars and
the company purchase of 3600 acres of timberland for $26 million to pre-
serve the pristine view outside his Coudersport home.?

e  Several former Computer Associates (CA) executives pleaded guilty to civil and
criminal fraud and obstruction of justice for systematically recording sales rev-
enue before contracts were finalized, inflating CA’s financial results by about
$2.2 billion during 2000 and 2001. The scandal eventually led to the resig-
nation of Sanjay Kumar, the company’s CEO, in April 2004.*® In May 2005, the
company said that a continuing review of its accounting practices turned up
more improperly recorded transactions from 1998 through 2001. This required
CA 1o restate its financial reports again, reducing revenue in prior periods by
up to $110 million in aggregate.’' (For more on the CA scandal, see the
Cases section at the end of the chapter.}

These cases have led to an increased focus on business ethics. Read the following Legal
Qverview to find out more about one attempt by the U.S. Congress to improve business ethics.

3

,The Sarbanes-Oxley Act . ... i gif” b s bl el blinre tat ol
#The U.S. Public Company Accounting Reform and Investor Protection Act of 2002—better
‘known as the Sarbanes-Oxley Act or simply SOX—was enacted in response to public out-

© rage over several major accounting seandals, Including those at Enron, WorldCom, Tyco,
. Adelphia, Global Crossing, and Qwest, plus numerous restated financial reports that clearly
demonstrated a lack of oversight within corporate America. The sponsors, Senator Paul
 Sarbanes (D-Maryland) and Representative Michael Oxley (R-Ohio), wanted to renew
 Investors' trust in corporate exccutives and their financial reports. =~
- Sarbanes-Oxley Act Section 404, Management Report on Internal Control over Finan-
“cial Reporting, states that annual reports must contain a signed statement by the CEO and
“'CFO attesting that the information in any SEC filing is accurate. The'éompany must also
“ submit t an andit toprove that it has controls in place to ensure accurate information. The
* penalties for false attestation ¢an include up to 20 years in jail and significant monetary
_* Bnes for senior executives. As a result, CEQs and GFQs, their staff,'and others spend sig- -
| nificant time and eriergy to document and test internal control processes. The average
| company spends an estimated 0.1 percent of annual revenues to canform to SOX; for -
. example, a company with annual sales of £10 billlon will spend about $10 million, =
- ingluding employee time, fees for outside resources, and software: [ i
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Creating an Organization That Operates Consistently

Organizations develop and abide by values to create a consistent approach that meets the
needs of their stakeholders—shareholders, employees, customers, suppliers, and the
commuaity. They need to emphasize workplace issues that affect their corporate strengths,
weaknesses, opportunities, and threats. Although each company’s value system is differ-
ent, many share the following values:

*  Operate with honesty and integrity, staying true to corporate principles.
*  Operate according to standards of ethical conduct, in words and action.
Treat colleagues, customers, and consumers with respect.

*  Strive to be the best at what matters most to the company.

®  Accept personal responsibility for actions.

¢ Value diversity.

* Make decisions based on facts and principles.

Good Ethics Can Mean Good Business

In many cases, good ethics can mean good business and improved profits. Companies that
produce safe and effective products avoid costly recalls and lawsuits. Companies that pro-
vide excellent service maintain their customers instead of losing them to competitors.
Companies that develop and maintain strong employee relations suffer less turnover and
enjoy better employee morale. Suppliers and other business partners often prefer to work
with companies that operate in a fair and ethica] manner.

Likewise, bad ethics can lead to bad business results. For example, many employees
can develop negative attitudes if they perceive a difference between their own values and the
values stated or implied by an organization’s actions. In such environments, employees
often act to defend themselves against anticipated punishment or retaliate against poor
treatment. A bad ethical environment destroys employee commitment to organiza-
tional goals and objectives, creates low morale, fosters poor performance, erodes employee

Involvement in corporate improvement initiatives, and builds indifference to the organi-
zation’s needs.

Protecting the Corporation and Its Employees from Legal Actions

In 1991, the U.S. Justice Department published sentencing guidelines that suggested more
lenient treatment for convicted executives if their companies had ethics programs. Fines
for criminal violations can be lowered by up to 80 percent if the organization has imple-
mented an ethics management program and cooperates with authorities. These mea-
Sures are covered in Chapter Eight of the Federal Sentencing Guidelines for
Organizations.'?

The following list briefly describes the key features an organization must implement
to show it has an effective program of compliance and ethics.

°  Identify its core beliefs, which need to include a commitment to complying

with the letter and spirit of the law and ethical conduct.

Understand the strengths and weaknesses of its culture and organizational
capacities.
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e Scan its business environment, presumably on an enterprise-wide basis, to
determine what pressures the organization faces, especially the risk of erimi-
nal conduct and violating other applicable laws, and more broadly, to gather
benchmarking data to compare to industry standards and best practices.
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Determine, relative to its goals and objectives and baseline data of its prior per-

formance, what outcomes should be expected of the program.

e Identify targets and measurable indjcators of expected program outcomes.

¢ Design, implement, and enforce a program that will “exercise due diligence to
prevent, detect, and report criminal conduct and otherwise promote an orga-
nizational culture that encourages ethical conduct and a commitment to
compliance with all applicable law.”

e  Regularly evaluate its program to determine if it is

the organization learns along the way.®
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Avoiding Unfavarable Publicity

The public reputation of a company s
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d cooperation it receives from business partners.
Thus, some companies are motivated to build a strong ethics program to avoid negative

publicity. If an organization is perceived as operating ethically, customers, business part-

financial institutions, and regulatory bodies will Adelphia Communications G
ations Group

ners, shareholders, consumer advocates,
regard it more favorably. - . Intel
Companies that operate unethically often suffer negative tonsequences and bad publicity. AOL Time Warner s
A recent example involves the Federal National Mortgage Association (Fannie Mae), which AT&T
helps low-income and middle-income Americans finance home mortgages. The Office of Fed- e Microsoft
eral Housing Enterprise Oversight (OFHEO) began investigating Fannie Mae in September Systems Oracle
2004 and found serious accounting problems, including earnings manipulation and poor inter- British Telecom
nal controls. The SEC ordered Fannie Mae in December 2004 to restate its earnings back to Cingulac Wirel QUALCOMM
2001, a correction estimated at 89 billions. In February 2003, the OFHEO reported additional reless Qwest
ies and loans and improper practices to spread the Computer Associates, International Sprin
t

problems with accounting for securit
impact of income and expenses over time. As a result, several Fannie Mae executives were 4
|

forced out by the board of directors and changes were made in its staff of 1400 information
systems and services workers. 2! Fannie Mae stock dropped below $58 per share on the New
York Stock Exchange (NYSE) by March 2003, their lowest level in more than four years and 30
percent below a high of nearly 880 in March 2004.% { .
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Improving Corporate Ethics

The risks of unethical behavior are increasing,
becoming more important. The following sectioi
tions can take to improve business ethics.

so the improvement of business ethics is
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as explain some of the actions corpora- Standards Set by Board of Directors
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Appointing a Corporate Ethics Officer
Corporate ethics can be broadly defined to include ethical conduct, legal compliance, and
corporate social responsibility. The primary functions of a corporate ethics policy include

setting standards, building awareness, and handling internal reports—tasks that are either
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The board fulfills some of its responsibilities directly and assigns others to various

committees. The board is not normally responsible for day-to-day management and
operations; these responsibilities are delegated to the organization’s management team.
However, the board is responsible for supervising the management team.

Directors of the company are expected to conduct themselves according to the highest
standards of personal and professional integrity. Directors are also expected to set the stan-
dard for company-wide ethical conduct and ensure compliance with laws and regulations.

As you learned earlier in this chapter, the passage of Sarbanes-Oxley led to signifi-
cant reforms in the content and preparation of disclosure documents by public companies.
Section 406 of the act requires public comparies to disclose whether they have codes of

ethics and to disclose any waivers of those codes for certain members of senior
management. The SEC also approved significant reforms by the NYSE and NASDAQ that,
among other things, require companies listed on these exchanges to have codes of ethics

that apply to all employees, senior management, and directors.

Establishing a Corporate Code of Ethics

A code of ethics highlights an organization’s ke

ing values and principles that are important to t

The code frequently includes a set of formal, wr

organization, its values, and the princip

y ethical issues and identifies the overarch-
he organization and its decision making.
itten statements about the purpose of the
les that guide its employees’ actions. An organiza-

tion’s code of ethics applies to its directors, officers, and employees. The code of ethics

should focus employees on areas of ethical risk relating to their role in the organization,
and deal with ethical issues, and provide mecha-

provide guidance to help them recognize
d fostering a culture of honesty and accountabil-

nisms for reporting unethical conduct an
ity in an organization. The code of ethics helps ensure that employees abide by the law,

follow necessary regulations, and behave in an ethical manner.

A code of ethies cannot gain company-wide acceptance unless it is developed with
employee participation and fully endorsed by the organization’s leadership. It must also be
easily accessible by employees, shareholders, business partaers, and the public. The code
of ethics must continually be applied to a company's decision making and emphasized
as an important part of its culture. Breaches in the code of ethics must be identified and
treated appropriately so that its relevance is not undermined.

Establishing a code of ethics is an important step for any company, and a growing num-
ber have done so. Figure 1-2 shows that almost 80 percent of surveyed companies have

developed a code of ethics and are very satisfied with it.
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responsibility goals and tracks results against those goals. Intel’s annual report on its social

hares the information with employees, shareholders, investors, ana-

responsibility efforts s
hich Intel

lysts, customers, suppliers, government officials, and the communities in w
operates. Here are a few highlights from its 2003 report:

Intel contributed more than $£100 million in cash gifts worldwide.

Global waste recycling teams exceeded their goals by recycling more than 66
percent of chemical waste and 74 percent of solid waste worldwide. These
totals represented 40,000 tons of materials recycled.

Intel has trained more than 1.5 million teachers in 33 countries to use tech-

nology effectively and improve student learning.
o Intel remained at world-class levels of health and safety performance.®®

Requiring Employees to Take Ethics Training
The ancient Greek philosophers believed that personal
behavior could be improved through education. Today, most psychologists agree with them.
Lawrence Kohlberg, the late Harvard psychologist, found that many factors stimulate a per-
son’s moral development, but one of the most crucial is education. Other researchers have
repeatedly supported these findings—people can continue their moral development through
further education that involves critical thinking and examining contemporary issues.

Thus, a company’s code of ethics must be promoted and continually communicated
within the organization, from top to bottom. Organizations should show employees
examples of how to apply the code of ethics in real life. One approach is through a com-

ducation program that encourages employees to act responsibly and
d in small workshop formats in which employ-

hypothetical but realistic case studies. For
vees to take a workshop on the topic of
les in the corporate code of ethics. Work-
problems, such as

convictions about right and wrong

prehensive ethics e
ethically. Such programs are often presente
ees apply the organization’s code of ethics to
example, Procter & Gamble requires all its emplo
principle-based decision making, based on principi
shop participants must decide how to best respond to real-life ethical
giving honest and constructive feedback to an employee who is not meeting expectations.
Employees are also given examples of recent company decisions made using principle-
based decision making. Not only do these courses make employees more aware of a com-
pany’s code of ethics and how to apply it, the courses demonstrate that the company
intends to operate in an ethical manner. The existence of formal training programs can also

reduce a company’s liability in the event of legal action.

including Ethical Criteria in Employee Appraisals
Employees are increasingly evaluated on their demonstration of qualities and characteris-
tics that are stated in the corporate code of ethics. For example, many companies base a
portion of their employee performance evaluations on treating others fairly and with
respect, operating effectively in a multicultural environment, accepting personal account-
ability to meet business needs, continually developing themselves and others, and operat-
ing openly and honestly with suppliers, customers, and other employees. These factors are
considered along with more traditional criteria used in performance appmisafs, such as an
emplovee’s overall contribution to moving the business ahead, successful completion of

projects, and maintenance of good customer relations.
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When Good Ethics Result in Short-Term Losses
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t always guarantee business
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Creating an Ethical Work Environment
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T o
ABLE 1-1 How management can affect employees’ ethical behavior
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Ethical Decision Making

Often in business, the ethically correct course of action is clear and easy to follow.
Exceptions occur, however, when ethical considerations come into conflict with the prac-
tical demands of business. Dealing with these situations is challenging and can even be
risky to one’s career. How, exactly, should you think through an ethical issue? What ques-
tions should you ask, and what factors should you consider? This section lays out a seven-
step approach that can help guide your ethical decision making; however, the process is
not a simple, linear activity. Keep in mind that information you gain or a decision you make

. L SR 3 : in one step may cause you to go back and revisit previous steps.
it when you have - ke i The seven steps are summarized in the following list and explained in the following
 form that says you sections:
Nl ®  Get the facts.
e Identify stakeholders and their positions.
¢  Consider the consequences of your decision.
L

Weigh various guidelines and principles.
Develop and evaluate options.

Review your decision.

Evaluate the results of your decision.

: t biay
level it !

Is the corporate code of ethics 'c_aondse_md easy to understand, 'm:_d dr it ldfn
the values you need to operate consistently and meet the needs of your o

Getting the Facts

Innocent situations can often become unnecessary controversies because no one bothers
to check the facts. For example, you might see your boss receive what appears to be an
employment application from a job applicant and then throw the application in the trash
after the applicant leaves. This would violate your company’s policy to treat each appli-
cant with respect and to maintain a record of all applications for one year. You could report
your boss for failure to follow the policy or you could take a moment to speak directly to
your boss. You might be pleasantly surprised to find out that the situation was not as it
appeared. Perhaps the “applicant” was actually a salesperson promoting a product for
which your company had no use, and the “application” was marketing literature.

Do employees participate in annual training to reinforce the vnlues i
that make up the corporate ; 0 '-I'-~.r-.._-.. ¥

Do you :

vide feedback t0 employees on how they operate with i
principles in your corporate code of ethics? | 4 54!

Pt ™

Identifying the Stakeholders and Their Positions

A stakeholder is someone who stands to gain or lose from how a situation is resolved. Stake-
holders often include others besides people who are directly involved in an issue. Identi-
fying the stakeholders helps you better understand the impact of your decision and could
help you make a better decision. Unfortunately, it may also cause you to lose sleep from
wondering how you may affect the lives of others. You may recognize the need to involve
stakeholders in the decision and thus gain their support for the recommended course of

. oreaching the i & action. What is at stake for each stakeholder? What does each stakeholder value, and what
e ' ) outcome does the stakeholder want? Do some stakeholders have a greater stake because

they have special needs or because the company has special obligations to them? To what
degree should they be involved in the decision?®

Do employees believe that you are fair, and do d:eyfeeg‘wafﬂu
coworkers violating the wmpfny‘g“c?d? of c{hics? 4R
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ideri ' Your Decision
Considering the Consequences of ' By
You can view the consequences of a decision from several perspectives. Often, youfr dec‘lSlogn
directly affects you, although you must guard against thin[]:l;iftuolo n:x;:wl}'i .T:‘de f(f):cu:;iur
i ider the and benefici

hat is best for you, Another perspective is to consi ‘ ts your
:ive;silon might k}l’ave on the stakeholders. A third perspective is to ask whether your d;cls:;)n i\znll
help the organization meet its goals and objectives. Finally, you dshou.ld c_onsxd;x; : :bﬁszd

i i ity of other organizations and institutions, )

ion's impact on the broader community ol . i
:he envi:mment. As you view problems and proposed solu.u'ons from each of these perspec
tives, you may gain additional insights that affect your decision.

. } - incioles
Weighing Various Guidelines and Princip ' '
Do any laws apply to your decision? You certainly don’t want to ‘;nolate a}llaw t:l:gtaﬁ; :;?d
i i hers. If the decision does not have -
to a fine or imprisonment for yourself or ot r !
cations, what corporate policies or guidelines apply? What guidance (;oe.s .theacorpora e
code of ethics offer? Will any of your personal principles alffecthyour le‘c::;:. four of the
hes to deal with moral i i
Philosophers have developed many approac ; | o
i ized in Table 1-3 and discussed later in
most common approaches, which are summarize e
i isi kers to reflect on the acceptability
tion, provide a framework for decision mai : i
:::i(l)ns’aid evaluate moral judgments. People must find the appropriate balant;e l:iet\wf':;)r:l .
all applicable laws, corporate principles, and moral guidelines to help t}:it'emAma e deci .
(For a more in-depth discussion of ethics and moral codes, see Appendix A.)

TABLE 1-3 Philosophical thearies for ethical decision making ~ °!

Principle

Approach to dealing with moral

The ethical choice best reflects moral virtuels in
yourself and your community

i\’l;ﬁug ethics approach

Virtue ethics approach. Virtue ethics focuses on how you should b;ahml/: ;n:s t:::l:l :fli::::t
i ips i i daily life in a community. It do
relationships if you are concerned with your . e
i isi i hat when faced with a complex
a formula for ethical decision making, but suggests t omplex eth
i fortable doing or what they thinl
cal dilemma, people either do what they are most com o ey
. The assumption is that people are guided by .
P ey e o A i thics believes that a disposition to do the
e “right” decision. A proponent of virtue ethics bell

l:;kf? tixhing isglxlnore effective than following a set of principles and rules and that people
should perform moral acts out of habit, not introspection.

I

Virtue ethics can be applied to the business world by equating the virtues of a good busi-
nessperson with those of a good person. However, businesspeople face situations that are
peculiar to business, so they may need to tailor their ethics accordingly. For example, hon-
esty and openness when dealing with others is generally considered virtuous; however, a
corporate purchasing manager who negotiates a multimillion dollar deal might need to be
vague in discussions with competing suppliers.

A problem with the virtue ethics approach is that it doesn’t provide much of a guide
for action. The definition of virtue cannot be worked our objectively; it depends on the
circumstances—you work it out as you go. For example, bravery is a great virtue in many
circumstances, but in others it may be foolish. The right thing to do in a situation depends
on which cuiture you're in and what the cultural norm dictates.

Utilitarian approach. This approach to ethical decision making states that you should
choose the action or policy that has the best overall consequences for all people who are
directly or indirectly affected. The goal is to find the single greatest good by balancing
the interests of all affected parties.

Utilitarianism fits easily with the concept of value in economics and the use of cost-
benefit analysis in business. Business managers, legislators, and scientists weigh the ben-
efits and harm of policies when deciding whether to invest resources in building a new
plant in a foreign country, to enact a new law, or to approve a new prescription drug,
respectively.

A complication of this approach is that measuring and comparing the values of cer-
tain benefits and costs is often difficult, if not impossible. How do you assign a value to
human life or to a pristine wildlife environment? It can also be difficult to predict the full
benefits and harmi that result from a decision.

Faimess approach.  This approach focuses on how fairly actions and policies distribute
benefits and burdens among people affected by the decision. The guiding principle of this
approach is to treat all people the same. However, decisions made with this approach can
be influenced by personal biases toward a particular group, and the decision makers may
not even realize their bias. If the intended goal of an action or policy is to provide ben-
efits to a target group, other affected groups may consider the decision unfair.

Common good approach.  This approach to decision making is based on a vision of soci-
ety as a community whose members work together to achieve a common set of values and
goals. Decisions and policies that use this approach attempt to implement social systems,
institutions, and environments that everyone depends on and that benefit all people.
Examples include an effective education system, a safe and efficient transportation sys-
tem, and accessible and affordable health care.

As with the other approaches to ethical decision making, there are complications.
People clearly have different ideas about what constitutes the common good, which makes
consensus difficult. In addition, maintaining the common good often requires some groups
10 bear greater costs than others—for instance, homeownérs pay property taxes to sup-
port public schools, but apartment dwellers do not. S
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Developing and Evaluating Options

In many cases, you can identify several answers to a complex ethical question. By listing
the key principles that apply to the decision, you can usually focus on the two or three best
options. What benefits and harm will each course of action produce, and which alterna-

tive will lead to the best overall consequences? The option you choose should be ethi-

cally defensible and should meet the legitimate needs of economic performance and the
company’s legal obligations.

Reviewing Your Decision

Is the decision consistent with your personal values as well as those of the organization?
How would coworkers, stakeholders, business partners, friends, and family regard your deci-
sion if they knew the facts of the situation and the basis for your decision? Would they see
it as right, fair, and good? If you belonged to any of the other stakeholder groups, would
you be able to accept the decision as fair?

Evaluating the Results of Your Decision

After the orpanization implements the decision, monitor the results to see if it achieved the
desired effect and observe its impact on employees and other affected parties. This evalu-
ation will allow you to adjust and improve the process for future decisions.

ETHICS IN INFORMATION TECHNOLOGY

The growth of the Internet, the ability to capture and store vast amounts of personal data
online, and greater reliance on information systems in all aspects of life have increased
the risk of using information technology unethically. In the midst of the many IT break-
throughs in recent years, the importance of ethics and human values has been
underemphasized—i.vith a range of consequences. Here are some examples that raise pub-
lic concern about the ethical use of information technology:

e Today's workers might have their e-mail and Internet access monitored while
at work, as employers struggle to balance their need to manage important com-
pany assets and work time with employees’ desire for privacy and seli-
direction.

¢ Millions of people have used peer-to-peer networks to download music and
movies at no charge and in apparent violation of copyright laws.

e  Organizations contact millions of people worldwide through unsolicited e-mail
(spam) at an extremely low cost.

e Hackers break into databases of financial institutions and steal customer infor-
mation, ther use it to commit identity theft, opening new accounts and charg-
ing purchases to unsuspecting victims.

e Students around the world have been caught downloading material from the
Internet and plagiarizing content for their term papers. . 5

o  Web sites plant cookies or spyware on visitors’ hard drives to track their inter-

net activity.

ized’l;:ls bt?ok l: based on two fund.amenml tenets. First, the general public has not real-

- e critical imp.orta.nce of ethics as they apply to IT; too much emphasis has been
facd on the tech{ucal issues. However, unlike most conventional tools, IT has a pro-
oun: d effect on society. IT professionals need to recognize this fact when' they formulat
policies that will affect the well-being of millions of cons d ¢ -
polees et umers and have legal
niealsi;:?:;:n Gt:; :;:pgrafe world, important technical decisions are often left to the tech-
el § : usiness managers must assume greater responsibility for these

: isions, but to do so they must be able to make broad-minded objective, ethical deci
sions based on technical savvy, business know-how, and a sense of, ethies Th’e must al. .
try_ to create a working environment in which ethical dilemmas ean be ;liscuy d et
objectively, and constructively. e openty
. i;I‘hus, -thehgoals of this text are to educate people about the tremendous impact of ethi-

sues in the successful and secure use of information technology; to motivate peopl

to recognize these issues when making business decisions: and to provi'de tools . 1;9
and useful insights for making ethical decisions. v e

An Overview of This Text

\ g p n 1S k -
The remaining cha ters in th bOO cover a range of topics that relate to ethics in lll‘ol
g P! late

*  Chapter 2 discusses how ethics is important to IT professionals and IT users

Chapter 3 addresses com, i

puter crime, an area of growin, -
worked IT users. : o o ne
Chapter 4 covers the im i :

1 portant issues of personal d i
S P! ata privacy and employee
Chapter 5 deals with the ethical is i
sues raised by Internet com i
freedom of expression. ! remeations and
Chapter 6 covers the protection
of intellectual property rights throu
t-

ents, copyrights, and trade secrets. . e
g:apter 7 addresses ethical issues raised by the software development process.
) apter 8 covers the use of nontraditional employees, the ethical dilemmas
tt can cause, and the implications of whistle-blowing.
*  Chapter 9 addresses the impact of IT on society.
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Summary

1. What is ethics, and why is it important to act according to a code of principles?

Ethics Is a set of beliefs about right and wrong behavior. A person who acts with integrity
acts in accordance with a personal code of principles. Integrity is one of the comerstones
of ethical behavior. ; 1

2. Why is business ethics becoming increasingly important?

Ethics in business is becoming more important because the risks associated with inappro-
priate behavior have grown in number, complexity, likelihood, and significance.

3. What are corporations doing to improve business ethics? :
Corporations can appoint a corporate ethics officer, set ethical standards at a high organi-
zational level, establish a corporate code of ethics, conduct social audits, require employ-
ees to take ethics training, and include ethical criteria in employee appraisals.

4. Why are corporations interested in fostering good business ethics?

Corporations want to protect themselves and their employees from legal action, to create
an organization that operates consistently (because good ethics can be good business), to
avoid negative publicity, and to gain the goodwill of the community. Being ethical, how-
ever, does not always guarantee business success.

5. What approach can you take to ensure ethical decision making?

One approach involves seven steps: get the facts of the issue, identify the stakeholders and
their positions, cansider the consequences of the decision, weigh various guidelines and
principles, develop and evaluate various options, review the decision, and evaluate the
results. This is not a linear process; some backtracking and repeating of previous steps
may be required.

6. What trends have Increased the fisk of using information technology unethically?

The growth of the Internet, the ability to capture and store vast amounts of personal data
online, and greater reliance on information systems In all aspects of life have increased the
risk of using information technology unethically. In the midst of the many IT break-
throughs in recent years, the importance of ethics and human values has been
underemphasized—with a range of consequences.

Self-Assessment Questions

The answaers to the seli-assessment questions are listed at the back of the book.

Habits that incline people to do what is acceptable are called
2. Integrity is a comerstone of ethical behavior and is the practice of acting in accordance with
one’s own code of principles. True or False?
3. Increased corporate globalization is one of several trends that have made it more difficuit
to apply principles and codes of ethics consistently. True or False?

" The

Which of the following companies has not been charged with serious accounting l

- Irregularities? 1
a. Qwest
b. MCI
c. Adelphia

- d. Intel

Corporations need to operate consistently so that they can promote an ethical work envi-
ranment by encouraging employees to act ethically when making business decisions and
by supporting them when they do. True or False?

The sentencing of organizations for violating federal law changes periodically and is now
covered in Chapter Eight of the Federal Sentencing Guidelines for Organizations, which pro-
vides for lesser punishment if the organization can demonstrate that it had an “effective
compliance and ethics program.” True or False?

e — hi_ghlighls an organization's key ethical issues and identifies the
ove;.archmg values and principles that are important to the organization and its decision
making.

Ina , companies set goals for social responsibility, define imbroue-
ment programs, and track progress toward meeting their goals.

Review Questions

Dbl

o

Define the word ethics and the term value system.
What trends have increased the need for organizations to foster an ethical environment?
In what ways do good ethics engender good business?

Pﬁeﬂy surmmarize the key provisions of Section 404 of the Sarbanes-Oxley Act. How might
it affect the accounting practices of an organization?

What are the key reasons that corporations need to promote an ethical work environment?

The goodwill that socially responsible activities create can make it easier for corporations
to conduct their business. Explain what this means, and provide an example.

Identify specific actions that corporations can take to improve business ethics.
What is the purpose of a corporate code of ethics?
What Is meant by principle-based decision making?

Wh.at pressures might be placed on employees that make it difficult for them to perform
othically?

Outiine and briefly discuss a seven-step approach for ethical decision making.
Identify several areas in which the increased Use of IT has raised ethical concerns.
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Discussion Questions
', Can you recall a situation in which you had to dea Wm‘% a conflict In values? What was it7,
How did you resalve this issue?

2. s every action that is legal also ethical? Can you describe an a.ch'on that is lega] but ethi-
cally wrong? Is every ethical action also legal? Is the Ia\v. not ethics, the only guide that busi- !
ness managers need to consider? Explain. {7 :

. What is the role of the board of directors in establishing an ethical workplace?

4. Do you think it is easier to establish an ethical work am.:lronment in a nonprofit organization?
Why or yuhy not? = e 5 : . ;
.5."", This chapter discusses four approaches to dealing with moral issues. Identity and briefly
*" summarize each one. Do you beiieve one perspective is the most nmportay:rt? Wr}y or

Al

- why not? - : ol e e
6. s it possible for an emplayee to be ;ucoéssful in the {workplace without agtmg gtﬁrgally?
7. What are the key elements of an effective corporate #thics_ training program?
.» 8. 1dentify and briefly discuss a recent example that llustrates the negative impact of using IT.
o unethically. A i = . o A
What Would You Do? )

Use the seven-step approach to ethical decision making td ana}yze the following situatlgns and
answer the questions. . - . . - I

1. You and your 10 project team membars are working on a‘new information 'system.lor your
firm. You have heard a rumor that when the project is completed, the system’s ongo_mg main-
tenance and support will be outsourced to ancther fﬂrm. The original impiementation pian
called for at least three team membars to work full time on system support and maintenance.

. Should you break this news to your team? What should you do?

2. You are the customer service manager for a small software manufacturer. The newest addi-
tion o your 10-person team is Aubrey, a recent c-#llege 'graduate.‘She is a fitle over-
whelmed by the volume of calls, but is learning fast Tnd doing her best to keep up. Today, as
you performed your monthly review of employee e-mail, you were sumﬂfed to se'e that
Aubrey is corresponding with employment agenciesﬁ One message says, “Aubrey, I'm sorry
you don't like your new job. We have lots of oppo%mlﬁes that | think would much better

match your interests. Please call me and let's talk further.” You'ra shocked and alarmed. You
had no idea she was unhappy, and your team desperately needs her help to handle the

i ind a replacement quickly. You know !
. :10: Isl-r::i: :)u? yz: caFr)\'t ignore v?ha?(ylzu saw. Should you confront Au§wy ang'de'mand to
" know her intentions? Should you avoid any confrontation and simply begin seeking her
*replacement? Could you be misinierpreting the e-mail? What should you do? .
Whilé mingling with friends ata party, you | Jn’ a recent promotion that has put you in
charge of evaluating bids for a large computer hardware contract. A few days later, you

onslaught of calls generated by the newest raleas%of software. ff you're going ta lose her, :

I

at Aubrey did notintend foryoutosee - .

=

e receive a dinner invitation at the,hbnjlq ofan acquaiFtance who also attended the party. Over ;" j

cocktails, the conversation turns to the contract you're managing. Your host seems remark-
ably well-informed about the bidding process and likely bidders. You volunteer information
about the potential \.I-alue of the contract and briefly outline the criteria your firm will use to
select the winner. At the end of the evening, the host surprises you by revealing that he is
a consultant for several companies in the computer hardware market. Later that night your
mind is racing. Did you reveal information that could provide a supplier with a competitive
advantage? What are the potential business risks and ethical Issues in this situation?
Should you report the conversation to someone? If s0, who should you talk to and what
would you say?

4. You have just comp!eted interviewing three candidates for an entry-level position in your
organization. One candidate is the friend of a coworker who has implored you to “give his
friend a chance.” The candidate is the weakest of the three but has sufficient skills and knowl-
edge to adequately /ﬁ" the position. Would you hire this candidate?

5. A coworker calls you at 9 a.m. at work and asks for a favor. He is having trouble this morn-
ing and will be an hour late for work. He explains that he has already been late for work twice
. this month and that a third time will cost him four hours pay. He asks you to stop by his
. ‘cublcle, trn his computer on, and place some papers on the desk:so that it sppeers be Js
- "I Youi have worked on some small projects with this coworker and' gona 16 furich
together. He seemslnice enough and does his share of the wark, but you are not sure what
to tell him. What would you do? :

Cases '

1.Is There a Place for Ethics In IT?

On March 15, 2005, Michael Schrage published an article in C/O magazine entitied “Ethics,
Schmethics” that stirred jp a great deal of controversy in the IT community. In the article, Schrage
proposed that “ClOs should stop trying to do the ‘right thing' when implementing IT and focus
instead on getting their implementations right” Ethics, Schrage argued, had become a buzzword
much like guality in the 1980s, and that the damand for ethical behavior interferes with busi-
ness efficiency. |

Schrage gave a fewlscenarfos. For example, a company is developing a customer relation-
ship management (CRM) system, and the staff is waorking very hard to meet the deadline. The
company plans to outsource the maintenance and support of the CRM ance the system Is
developed. There is a gqod chance that two-thirds of the IT staff will be laid off. Would you dis-
close this information? Schrage answered, | don't think so”

Schrage asked readers in another scenario, “How about deliberately withholding important
information from your boss because you know that its disclosure would provoke his immediate

tions from becoming paralyzed. .
Schrage was hit with a barrage of responses accusing him of being dishonorable, short-
sighted, and lazy. Other feedback provided new perspectives on his scenarios that Schrage hadn't

considéred. For exampli,) Kathleen Dewey, an IT manager at Boise State University, argued that
doing the right thing is good for business. Not disclosing layoffs, she argued, is a trick that only
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works once. Remaining employees will no longer trust the company and pursue ]ubs‘where they
can feel more secure. New job applicants will think twice before joining a company with a repu-
tation for exploiting IT staff. Other readers responded to the scenario by suggesting that the com-
pany maintain loyalty by offering incentives for thosa who slayed or providing job placement
services for departing employees. £

Addressing the second scenario, Dewey suggested lhat not giving the boss important infor-
mation could backfire on the employee. “What if your boss finds out the truth? What if you were
wrong, and the boss could have helped? Once your boss knows lhat you lied once, will he believe
you the next time?" '

Another reader, Gautam Gupta, had actually worked under an unproductive, reactive, med-
dling boss. He suggested confronting the boss about the probiam at an appropriate time and
place. In addition, as situations arose that required Gupta to convey important information that
might elicit interference, he developed action plans and then made r rm presentatrons to his
7 boss. The boss, he assured Schrage, will adapt. , g e
""" Gupta, Dewsy, and others argued that C|Os must oonsider a company's Iong-term ‘needs
rather than just the current needs of a specrﬁc project. Others argued that engaging In unethical
- behavior, even for the best of purposes crosses a line that eventually leads to more serious

transgressions. Some readers suspected that Schrage had published the article to provoke
outrage. Another reader, Maikel Marrero, agreed with Schrage, arguing that ethics has to “ake’
a back seat to budgets and schedules” in a large organization. Marrero explained, "At the end of
the day, IT is business.”

Questions:

1. Discuss how a CIO might handle Schrage's scenarios using the virtue ethics approach, the
fairness approach, the utilitarian approach, and the common good approach.

2. Computer Associates Is Forced to Clean up its Act

On July 5, 2000, Erika Miller of the Nightly Business Report announced, “While most of the nation
was preparing for Fourth of July fireworks, Computer Associates quietly released a bombshell of
its own.” The company had issued a warning that its first quarter earnings for fiscal year 2001
would fall short of expectations. The forecast had been for a $0.55 profit per spara. but the com-
pany said it expected an actual profit of no more than $0.16 per share. Stock prices dropped 43
percent, from $51 to $29.50, in a single day.

Miller reported, “T he company blames the shartfall on weak European sales, a slowc_lowrr in
its mainframe business, and delays in several large contracts,” but the real reason was quite dif-
ferent and would plague the company for years to come.

According to the Securities and Exchange Commission (SEC), executives at Computer Assc-
ciates (CA) practiced a fraudulent accounting method between January 1998 and September
2000. CA would keep the books open after the quarter ended and report revenue 4rom con-

. tracts that had not yet been signed. This method, called the “35-day month,” allowed them to

meet quarterly earnings expectations and artificially raise stack prices. The SEC maintains that
first, second, third, and fourth quarter earnings for fiscal year 2000 were inflated by 25 percent, 53
percent, 46 percent, and 22 percant, respectively. When CA changed auditors and came under
increasing scrutiny, they altered their accounting methods, precipitating the July 2000 crash.

The conspiracy involved an array of CA employees from the Finance and Sales depart— _
ments to top executives. As news of the scandal leaked, CA was pummeled with class actions, the
Standard and Poor's Rating Service placed the company on its CreditWatch list, and the SEC
indicted CA executives. What seems difficult to understand is why one of the world's largest soft-
ware companies would sink to criminal practices. :

The answer may lie in an earlier scandal. According to a 1995 agreement, founder Charles
Wang, cofounder Russel Artzt, and former CEO Sanjay Kumar were to receive 20.25 million
shares if stock prices closed at or above $53.30 for 60 days within a 12-manth period—by the end
of the year 2000. The lure of this reward may have motivated the executives to conspire to main-
tain artificially high stock prices. Not only did CA institute a “35-day month” it engaged in other

quarterly after the stock
sharehold-
lion.

accounting practices under

Walter Schuetze, former SEC
Chief Accountant, to the Board of Directors. He led an independent investigation that initially con-
cluded in September 2002 that CA had not violated accepted accounting principles. By 2003,
however, the Sarbanes-Oxley Act (passed in July 2002) and increased media scrutiny aroused
by the Enron scandal was affecting companies across the nation. Chief financial officers (CFOs)
had to answer to the CEO and to stronger boards composed of independent directors. Compa-
nies were instituting more oversight and better controls. In October 2003, Schuetze revealed
that—upon further investigation—his committee had discovered irregularities. CA's CFO was
forced to step down, and Kumar himself later resigned. The board also asked other senior execu-
tives

In the meantime, the SEC and the federal government are looking to prevent accounting fraud
in the future by imposing the harshest measures possible on violators. In June 2005, the SEC
expanded its charges against Kumar, accusing him of paying hush money in the form of a $3.7 mil-
lion contract to a CA client who had learned of CA's fraudulent accounting practices. The
Sarbanes-Oxley Act provides for stiffer punishment—Ilonger prison sentences and higher fines. CA
may not see the end of the scandal for years to come, which could serve as a considerable dis-
incentive for other companies to follow in CA’s footsteps.

Questions:

1. Why do you think Walter Schuetze reversed his initial finding that Computer Associates com-
mitted no accounting irregularities?

2. Research the Web to identify other accounting irregularities employed by Computer Asso-
ciates beyond the use of a “35-day month."’

3. Do you think a company can commit widespread accounting fraud without the knowledga
ot lower-level managers in the Accounting and Finance departments?
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3. McKesson HBOC Accused of Accountlng Improprletles

HBO (named for founders Huff, Barrington, and Owens) & Company was formed in November
1974. The company quickly made a name for itself by delivering cost-effective patient informa-
tion and hospital data collection systems. Its premiere product, MEDPRO, was designed to be
the most cost-effective system in the industry. MEDPRO helped hospital administrators track
patient admissions, discharges, emergency rcom raglstrauuns. order communications and
results reporting, scheduling, and data collection. :

The company went public in June 1981 under the NASDAO stock symbol HBOC. Its fast
growth in sales and profits made it a favorite of investors throughout the 1990s, and its stock rose
more than a hundredfold between October 1990 and Octobsr 1998. Much of ns growth came
through acquisitions of other companies.

On January 12, 1999, McKesson Corporation, one of the largest distributors of prescription
drugs in the United States, completed a merger with HBO & Company by exchanging shares of
common stock. At the time, the two companies had a combined markst value of more than $23
billion.

Just three months after the merger, McKesson HBOC, Inc. announced that its auditors had
discovered accounting irregularities at HBOG during a routine annual review. The problems were
uncovered when McKesson's accounting firm, Deloitte & Touche, mailed a survey to several cll-
ents and asked them to report the actual amount of goods and services they had purchased from
the company. Several of the amounts returned by clients did not match what HBOC had recorded.
As a result, McKesson HBOC, Inc. had to restate earnings for the last four quarters. When the
restatement of earnings was announced in April 1999, shares of the company plunged from $65
to $34 in a single day. The restated results were as follows: |

REVENUE (IN MILLIONS) NET INCOME (IN MILLIONS)

% Overstated € I 4 ated ™ d

As Restaned

Some believed that certain HBOC managers, seeking to ensure that the company would meet
or beat analysts’ expectations for sales and profits, had used several innovative approaches to
. raport financial results. Throughout 1998, it was alleged that HBOC allowed more than a dozen
" hospitals to buy HBOC software or services with.conditional “side jetters” that enabied the hos-
pitals to back out of the sales. It was further alleged that these side letters were not shared mth
the auditors and that the associated sales were reported as complete, violating accounting rules.
In at least one cass, a hospital canceled a purchase HBOC had booked.

bl

Additional allegations were made that, to bolster its results, HBOC agreed to questionable
sales with two other large computer companies. In September 1998, two days before the end of
HBOC's quarter and just weeks before HBOC and McKesson agreed to merge, HBOC signed to
buy $74 million in software from Computer Associates (CA), supposedly for resale. CA, a soft-
ware manufacturer for large companies, bought $30 million in HBOC software in return, also sup-
posedly for resale. The deals were split into separate contracts, neither of which made reference
to the other. In the two years following its purchase of HBOC's software, CA neither used nor dis-
tributed any of the $30 million in HBOC software products, according to a court indictment.
Similarly, HBOC had sold only a fraction of the $74 million in CA software it bought.

It was also alleged that McKesson HBOC, Inc. and Data General, a computer hardware maker
based in Massachusetts, had agreed to a similar deal in March 1999. Data General disclosed to
auditors that what appeared to be a simple $20 million purchase of HBOC software had a side
agreement that essentially ensured Data General would never have to pay for it.

Investors and analysts had no idea these problems would be so costly. McKesson first said
it had found $42 million in sales from its HBOC unit that had been improperly booked. Eventu-
ally, however, $327 million in overstated revenue and $191 million in overstated income were
uncovered from 1997 to 1999.

In one of the drug industry’s largest corporate shakeups, the board of McKesson HBOC, Inc.
ousted some of its top executives over the accounting irregularities. In July 1999, the U.S. Attor-
ney's Office for the Northern District of California and the SEC started investigations. In addi-
tion, 53 class actions, three derivative actions, and two individual actions were filed against the
company and its current or former officers and directors. Two former top executives of HBOC were
indicted in July 2000 and accused of costing investors more than $9 billion, one of the largest
financial frauds in American history.

In October 2003, former HBOC president Albert Bergonzi pleaded guilty to two counts of
securities fraud charges. In a plea agreement, prosecutors dropped nine other charges and Ber-
gonzi agreed to cooperate in the government's case against another McKesson executive, Rich-
ard Hawkins. Bergonzi was the fourth former senior HBOC executive to plead guilty to charges
stemming from the scandal. In January 2005, McKesson agreed to pay $960 million to settle a fed-
eral class action, but numerous other suits remain.

Questions:

1. Make a list of the parties that were hurt by the use of nonstandard accounting practices at
HBOC. Identify the harm suffered by each party.

2. As you read this case, was there a clear point at which ethical wrongdoings became legal
wrongdoings? If so, when?

3. What would motivate HBOC managers to use nonstandard accounting procedures to report
increased revenues and earnings?
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A professional is &' man who can do his best at a time twhen he doesn t particularly feel &

likeir. . A or ! : 4l
. —Alistair Cooke, English-U.S. broadcast journalist -

VIGNETTE

Cleveland State University Accuses PeopleSoft of Selling Vaporware
As the computer age reached universities, their admissions, financial aid, human resources, and other

offices adopted new technologies that increased efficiency. By the mid-1990s, university information
systems were a mess, a collection of disconnected systems that couldn't communicate with each other.
So when PeopleSoft announced that it had developed an enterprise resource planning system (ERP), the

universities jumped—and none higher than Cleveland State University.

In 1997, Cleveland State hired Klaudis Consulting Group to install PeopleSoft's ERP within a year.
Then-president Claire Van Ummersen admits that she approved of the decision to hire Klaudis despite the
fact that it had no prior experience installing PeopleSoft applications. Cleveland State thus became the

first school to implement the student administration modules, and the results were disastrous.






