ETHICS AND ACCOUNTABILITY

The greatest
governance need
The restoration of trust requires a renewal of ethical standards in corporate America.
Directors need to be out in front on this — doing what is right, not just what is legal or possible.
B Y RICHARD H . K O P P E S

I

N A SPEECH LAST YEAR to tbe graduating

class at St. Anselm's College in New Hampsbire, Dennis Kozlowski, tben-CEO of Tyco
International, said: "You will be confronted
witb questions every day tbat test your
morals. Tbink carefully, and for your sake, do tbe
rigbt tbing, not tbe easy tbing." Ob, if only be bad
listened to bis own words and done tbe rigbt tbing.
Unfortunately, too many of corporate America's
leaders in tbe last year seemed shockingly out of
toucb. Enron opened tbe Pandora's box of tbis corporate crisis, exposing all sorts of evils. A seemingly endless stream of bad news alleging widespread management negligence and malfeasance bas
cbipped away at tbe trust vital to our free-market
system.
Tbe sbock of tbese events on investors and tbe
public at large bas been unprecedented. All tbese
beadlines, and unfolding drama, certainly got tbe
attention of everyone in America, even George
Busb. I knew my specialty bad "arrived" wben the
President of tbe United States bimself started talking about corporate governance! Fifteen seconds
into bis July speecb before Wall Street last summer, tbe President said: "At tbis moment,
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forced by strict laws and upbeld by responsible business leaders." He called on businesspeople to upbold
"tbe value of our country" more tban a dozen times
before be finisbed tbat speecb.
Kirk Hanson, executive director of tbe Markulla
Center for Applied Etbics at Santa Clara University in California, recently boiled down tbe Enron
scandal to tbis: "Enron was tbe collapse of a large
company tbat was touted as tbe company of tbe future! Tbere was massive fraud, greed on an unparalleled scale, and unrestrained conflicts of interest.
Tbe board and audit committee were asleep as executives escaped witb tbeir wallets intact. And tbe
employees — tbe buman assets — suffered tremendously."

Lots of blame to go around
So wbo is to blame for tbis lack of corporate etbics?
I'll offer a few observations.
Eirst, far too many executives in tbe go-go economy of tbe '90s were much too greedy and ricbly rewarded to tbe excess. And many of tbese CEOs didn't put tbeir money where tbeir moutbs were. Tbey
cbampioned a new capitalism in wbicb tbe rapid exploitation ofthe Internet and other technological
breakthroughs would soon enricb executives. Main
Street investors and workers were encouraged to
plow tbeir retirement savings into tbeir employers' stock. But tbe zeal of tbose CEO champions,
many of whom benefited from intimate knowledge
of industry and company conditions, did not stifle
tbeir instincts for self-preservation. Tbey made tbeir
stock-market killings not long before tbe revelry
ended, confirming tbe age-old truism — to parapbrase Leona Helmsley — "only tbe little people
take losses."
Second, supine boards are also to blame. Tbey sat
by, deafened by the sound ofthe closing bell, and
rubber-stamped management's every wisb. Boards
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repriced or swapped stock options that fell out ofthe
money. They approved overly generous severance
packages for CEOs going into a job — and out of it!
Third, accountants, the people we trusted to
protect us from lying corporate executives, turned
out to be liars too. The nation's top accounting
firms violated the prime directive of their profession — namely, to make sure the numbers add up
and reflect financial reality. As Mo«ey magazine recently put it: "Ear from their traditional role of corporate conscience, Arthur Andersen and others became short-order cooks of financial legerdemain.
Off-balance sheet special entities? No problem,
boss. Treat debts like assets? You got it. Incorporate
in an offshore tax haven? Coming right up! Surreal pro forma numbers? Sure, and would you like
fries with that?" The best you can say for accountants is that they had only a supporting role in the
ripoffsofthe 1990s.
Fourth, too-helpful attorneys are also to blame for
turning their backs and covering their ears when
faced with management's greedy tactics and wishes.
Eifth is Congress, which was bought by all the
above. Could there be a connection between all that
money and Washington's see-no-evil mood during the 1990s? As long as stock prices were going up.
Congress looked the other way. And of course, there
remains the chronic underfunding ofthe Securities
and Exchange Commission, as well as the Telecom
Deregulation Act of 1996, which helped to set the
stage for that sector's meltdown.
Sixth, business schools (at least some) are to
blame for ignoring ethics. Eewer than 2% of MBA
programs offer a concentration in ethics, according
to the Association to Advance Collegiate Schools of
Business, which accredits bachelor's, master's, and
doctoral business programs. Ethics ranked 23rd
on a list of 28 concentrations. Larry Penley, dean of
the business school at Arizona State University and
past chairman ofthe association, was quoted as saying in relation to the crisis in corporate ethics: "Business schools deserve a great deal of scrutiny after
what has happened."
Seventh (and last but not least), institutional investors cannot be left on" the hook for sharing some
of the blame and a degree of responsibility to correct the problem. You may find that to be an odd
statement coming from a veteran institutional investor activist like myself. It is clear that a few institutional investors have done a lot in this area,
being quite vocal and active, even resorting to legal
action and running their own board candidates to
enforce good governance and ethics. But in my
opinion, too many have sat on their hands, and all
of them — not just an active few — must do a lot

more. Long-term institutional investors — again,
all of them — must act and react as real owners:
quickly, professionally, and in concert (where appropriate) with each other. Personal opinions, political agendas, and conflicts of interest must be put
aside. The focus must remain on the interests ofthe
shareholders, whom they serve as fiduciaries.

What ethics is not
It might be helpful at this point if we examine the
definition of ethics.
Let me start with what ethics is not. According to
Santa Clara's Markulla Center for Applied Ethics:
• Ethics are not feelings. Some people have highly developed habits that make them feel bad when
they do something wrong, but many do not. And
often our feelings will tell us it's uncomfortable to
do the right thing, if it's especially hard.
• Ethics is also not religion. Many people are not
religious, yet ethics applies to
everyone. Most religions do
advocate high ethical stan- A good system of law does
dards but sometimes do not
address all types of problems incorporate many ethical
we face.
• Ethics is not following law. standards, but law can
A good system of law does incorporate many ethical stan- deviate from what is ethical.
dards, but law can deviate
from what is ethical. Law can
become ethically corrupt, as some totalitarian
regimes have made it. Law can be designed to serve
the interests of narrow groups. Law may have a difficult time designing or enforcing standards in some
important areas.
• Ethics is not following socially accepted norms.
Some societies are quote "ethical," but others become corrupt — or blind to certain ethical concerns
(as the United States was to slavery before the Civil
War). "When in Rome, do as Romans do" is not a
satisfactory ethical standard.
According to the dictionary, ethics comes from
the Greek word ethos, or "character." It's the systematic study of the nature of value concepts —
"good," "bad," "ought," "right," "wrong," etc. — and
ofthe general principles that justify us in applying
them to anything. Simply stated, ethics are standards of behavior that tell us what human beings
ought to do in the many situations in which they
find themselves — as friends, parents, children, citizens, businesspeople, teachers, and professionals.

Meeting the problems head-on
The problems of corporate America that I have
identified will not go away unless we step up and
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meet them head-on. If we are to avoid a potential
flood that threatens to wash away the trust that is
most essential to our free markets, all involved must
lead the way to change. I would like to offer eight of
my own ideas on how this might be done:
1. Boards of directors must become more independent and much more diverse beyond the old
boys' network and the executive management club
that has too long dominated America's corporate
boards.
In addition, boards need to voluntarily adopt
comprehensive and vigorous corporate governance
guidelines and begin to take steps to act and be
more fully independent. Virtually all the checks and
___^^^^^^^^
balances designed to prevent
an Enron disaster failed.
Enron's board wasn't lacking
Leaders must remember
the skill, corporate experience, and diverse perspectives
that they are not monarchs
that are important to guide a
company. Rather, they were
hut rather servants.
shy of the one factor espoused
by institutional investors and
governance advocates in recent years — a clear lack
of independence from management.
Also, directors need to be out in front, doing what
is right, not just what's legal or possible. A start
would be to begin saying the word "no" to executives who ask for outlandish requests for millions in
options, unjustified bonuses, personal loans, and retirement packages. Directors: Just say no!
Corporate America (as well as lawmakers and
regulators) must learn that true independence of the
board of directors is one of our more important
safeguards, and the cornerstone to the success of financial markets.
2. We need more cops on the beat. Resources and
funding must be increased at the Securities and Exchange Commission and the Justice Department.
Politics must be brushed aside so as to not block
substantive reforms.

tive and communicate with their shareowners. People believe in people. There must be more disclosure, more information, and more communication
among the three sides — boards, management,
shareholders — of the corporate governance paradigm.
5. The accounting profession needs to be reformed.
Auditors' and accountants' first duty is to work for
and serve the shareholders, not help managers fudge
the numbers. The creation of the Public Company
Accounting Oversight Board is a first step in the
right direction, but it needs adequate funding, good
directors, and our support to do its job.
6. The legal profession also must be nudged. The
Sarbanes-Oxley Act that created minimum standards of professional conduct for attorneys is a good
first move. Nevertheless, the American Bar Association and its members must take steps to help move
my profession to better ethics.
7. Ethics courses must become mandatory in business schools. They must shape the U.S. business conscience. As President Bush has said: "Our schools of
business must be principled teachers of right and
wrong, and not surrender to moral confusion and
relativism."
8. Last, but certainly not least, we must end the culture of the imperial CEO. A value shift is needed in
the corner office, with modesty replacing celebrity, teamwork replacing ego, longevity replacing
brevity of office, and fair compensation replacing
getting rich quickly. CEOs need to exhibit restraint,
commitment, and fortitude. Their vision must be
broad, not a "win at all costs" philosophy. Leaders
must remember that they are not monarchs but
rather servants.

Embrace the agenda for change

The best chance for us to restore ethics in corporate
America is for our leaders to get behind the agenda for change. No one can legislate honesty and
3. We need to jail a lot more of the problem-mak- competence. But the system cannot afford a busiers. We have seen a few executives led off in hand- ness community that is unwilling to speak out
cuffs. With the luck of good lawyering (and proof, against dishonesty or incompetence, or business
of course), other corporate con artists will also get leaders determined to fight intelligent and legiticarted off to the big house and their ill-begotten mate reform. Ultimately, it is corporate America's
wealth taken away.
business leaders — CEOs and board members —
who must lead the way to change and restore busi4. A culture of transparency must be established and ness ethics in our country, which will then help in
•
promoted. Companies need to become more proac- turn to restore investor confidence.
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