Chapter 3 — Organizational Ethics
3.1 Defining Organizational Ethics:: &)l LMY Cayal
3.1.1 Organizational Culture (2! EEIEA]

Organizational Culture can be defined as the values, beliefs, and norms shared by all the employees of that
organization. The culture represents the sum of all the policies and procedures—both written and informal—from
each of the functional departments in the organization.
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In addition to the policies and procedures that are established for the organization, in this chapter, we can begin to
examine individual departments within an organization and the ethical dilemmas that members of those
departments face each day. To simplify this examination, we consider an organization in terms of its functional
areas within a value chain.
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A value chain is composed of the key functional inputs that an organization provides in the transformation of raw
materials into a delivered product or service.
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Traditionally, these key functions are identified as:
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- Research and development (R&D), which develops and creates new product designs.
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- Manufacturing, which sources the components and builds the product.
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- Marketing (and advertising), Sales, and Customer service also form part of these key functions.
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*Supporting each of these functional areas are the line functions:

- Human resource management (HRM), which coordinates the recruitment, training, and development.
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- Of personnel for all aspects of the organization.
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- Finance, which can include internal accounting personnel, external accounting personnel, and external auditors
who are called upon to certify the accuracy of a company’s financial statements

agie alla) ol s JA G yall 5 cma Al Aol Ak ge s cGulalal) Al il se Jadi o oSy S L) ¢ 55l -

Sl Al bl A8 e gl

-Information systems (IS or IT), which maintain the technology backbone of the organization—data transfer and
security, e-mail communications, internal and external Web sites, as well as the individual hardware and software
needs that are specific to the organization and its line of business.
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Business ethics is separate from the general subject of ethics because:
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-Stakeholders have a vested interest in the ethical performance of an organization.
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-In a work environment, one may be in a situation where one’s personal value system may clash with the ethical
standards of the organization’s operating culture.
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-Value chain, Key functional inputs that an organization provides in the transformation of raw materials into a
delivered product or service.
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In this chapter, we can begin to examine individual departments within an organization and the

ethical
dilemmas that members of those departments face each day. To simplify this examination, we

consider an organization in terms of its functional areas within a value chain (see Figure 3.1)
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Sources: Adapted with permission of the Free Press, a division of Simon & Schuster Adult Publishing Group, from Competitive Advantage: Creating and Sustaining
Superior Performance, by Michael Porter. Copyright © 1995, 1998 by Michael E. Porter. All rights reserved. And from A. A. Thompson Jr. and A. |. Strickland I1,
Crafting & Executing Strategy: The Quest for Competitive Advantage: Concepts and Cases, 14th ed. (New York: Irwin McGraw-Hill, 2005), p. 99.

3.1.2 Ethics in Research and Development:
3.1.2 pglailly Exdl ‘3 LAY

R&D professionals carry the responsibility for the future growth of the organization. Without new products to sell,
organizations can lose their customers to competitors who are offering better, faster, and/or cheaper products.
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R&D teams incorporate customer feedback from market research and competitive feedback from closely

monitoring their competition. They also use strategic input from management to develop a product design that
allows the organization to capture a leading position in its market.
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Critical commitment to the consumer in the provision of product quality, safety, and reliability. Noncompliance can

lead to negative press coverage, expensive lawsuits, and risk of bankruptcy.
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Ethical dilemmas can arise when delivery of a design does not match the manufacturing cost.
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Should the best materials be used or second best to save money?
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Should a full battery of tests be run or just computer simulations?
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3.1.3 Ethics in Manufacturing:3 gruail § OLEISYI:

The relationship between R&D and manufacturing is often a challenging one. Managers complain about designs
being thrown “over the wall” to manufacturing with the implication that the product design may meet all the
required specifications, but now it falls to the manufacturing team to get the thing built
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The pressures here are very similar to those in the R&D function as manufacturers face the ethical question,
“Do you want it built fast, or do you want it built right?”
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Obviously, from an organizational perspective, you want both, especially if you know that your biggest
competitor also is racing to put a new product on the market. If it gets there before you do, all your sales
projections for your product will be worthless.
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Here again, you face the ethical challenges inherent in arriving at a compromise—which corners can be cut
and by how much. You want to build the product to the precise design specifications, but what if there is a
supply problem?
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Do you wait and hold up delivery, or do you go with an alternative (and less reliable) supplier? Can you be
sure of the quality that the alternative supplier will give you?
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3.1.4 Ethics in Marketing: &g« § SLENSY:

Once the manufacturing department delivers a finished product, it must be sold. The marketing process
(Which includes advertising, public relations, and sales) is responsible for ensuring that the product
reaches the hands of a satisfied customer.

(ilagaall s Aalad) Bl 5 DY) Jaski Sill) By pmil e 5y Amy oy ¢ iledl) geiiall wpinail and ol o 3 yaas

w2l diee 3 gl Jpea s Gl A g 5use

If the marketers did their research correctly and communicated the data to the R&D team accurately,
and assuming the finished product meets the original design specifications and the competition hasn’t
beaten you to market with their new product, this should be a slam dunk.
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But with all these assumptions ,a great deal can go wrong.

Opinions on the marketing process vary greatly in relation to how close you are to the process itself.
Marketers see themselves as providing products (or services) to customers who have already expressed
a need for and a desire to purchase those products.
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In this respect, marketers are simply communicating information to their customers about the
functionality and availability of the product, and then communicating back to the organization the
feedback they receive from those customers.
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Critics of marketing tend to see it as a more manipulative process whereby unsuspecting customers are
induced by slick and entertaining commercials and advertisements in several different media—
magazines, radio, television, the Internet, and so forth—to buy products they don’t really need and

could quite easily live without .
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From an ethical standpoint, these opposing arguments can be seen to line up with distinct ethical
theories.
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Marketers emphasize customer service and argue that since their customers are satisfied, the good
outcome justifies the methods used to achieve that outcome no matter how misleading the message or
how unnecessary the product sold.
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Ethical challenges inherent in arriving at a compromise Supply problem while building a product based
on design specifications.



araaill clical so e 3Ly e oLy Uil 2y ) 5l AGe dasy da ) doa sl 8 A5alS AENAY) Cilanl)

Should the delivery be delayed, or an alternative and less reliable supplier be used?
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Will there be assurance of quality from the new supplier?
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Marketers provide products or services to customers who have already expressed a need for and a
desire to purchase those products.
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Unsuspecting customers are induced to buy products they don’t really need by commercials and
advertisements.
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Marketers emphasize customer service.
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Argue that customer satisfaction justifies the methods used to achieve the outcome despite the
misleading message.

Alloadl Al e il o il (3atl desdted) bl eDaall Limy o Jils

3.1.5 Ethics in Marketing: Utilitarianism versus Universal Ethics

Utilitarianism Ethical choices that offer the greatest good for the greatest number of people.
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Universal Ethics Actions that are taken out of duty and obligation to a purely moral ideal, rather than
based on the needs of the situation, since the universal principles are seen to apply to everyone,
everywhere, all the time.
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Code of ethics by American Marketing Association (AMA) recommends the following:

® Donohram o9 )Y

®  Foster trust 4adl 525
@ |mprove customer confidence sdlaall 445 5525

® Establish clear ethical values of honesty ,responsibility ,fairness,respect,openness and citizenship.
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3.1.6 Ethics in Human Resource (HR):

The human resources function within an organization should ideally be directly involved in the
relationship between the company and the employee throughout that employee’s contract with the
company:
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. the creation of the job description for the position.
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. The recruitment and selection of the right candidate for the position.
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. The orientation of the newly hired employee.
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. The efficient management of payroll and benefits for the (hopefully) happy and productive

employee.
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. The documentation of periodic performance reviews.
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. The documentation of disciplinary behavior and remedial training, if needed.
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. The creation of a career development program for the employee.
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Finally, if the employee and the company eventually part ways, the HR department should coordinate
the final paperwork, including any severance benefits, and should host an exit interview to ensure that
anything that the organization can learn from the departure of this employee is fed back into the
company’s strategic plan for future growth and development.
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Every step of the life cycle of that company- employee contract has the potential for ethical
transgressions.
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Most HR professionals see their direct involvement in this contract as acting as the conscience of the
organization in many ways. If the right people are hired in the first place, it is believed, many other
problems are avoided down the road. It's when organizations fail to plan for vacancies and promotions
that the pressure to hire someone who was needed yesterday can lead to the gradual relaxation of what
may be clearly established codes of ethics.
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As a legally responsible function to prevent unethical conduct, HR should:

. Ensure that ethics is a top organizational priority.
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. Ensure that the leadership selection and development processes include an ethics component.
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. Ensure that the right programs and policies are in place.
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o Stay abreast of ethics issues.
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3.1.7 Ethics in Finance:dJWJ! § &LAMSYI

The finance function of an organization can be divided into three distinct areas: financial transactions,
accounting, and auditing:
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1. The financial transactions—the process by which the flow of money through an organization is
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handled—involve receiving money from customers and using that money to pay employees, suppliers.
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and all other creditors (taxes and the like), with hopefully enough left over to create a profit that can be
either reinvested back into the business or paid out to owners/shareholders. Part of this function may
be outsourced to specialists such as Paychex or ADP, for example.
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2. The accounting function keeps track of all those financial transactions by documenting the money
coming in (credits) and money going out (debits) and balancing the accounts at the end of the

period (daily, weekly, monthly, quarterly, annually).
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The accounting function can be handled by accounting professionals that are hired by the



company, outside accounting firms that are contracted by the company, or usually a combination of the
two.
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3.When an organization’s financial statements, or books, have been balanced, they must then be

reported to numerous interested parties.
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For small businesses, the most important customers are government agencies—state income and sales
taxes and federal taxes the IRS collects on the profits generated by the business. In addition, lenders,

and creditors will want to see financial statements that have been certified as accurate by an impartial
third-party professional .
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That certification is offered by a auditing function—typically handled by certified professional

accountants and/or auditing specialists .
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The finance function of an organization can be divided into three distinct areas: financial transactions,
accounting, and auditing:
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Financial transactions - Handling flow of money through an organization.
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Accounting function: Keeps track of all financial transactions By documenting the credits and debits and
balancing the accounts at the end of the period .
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Auditing function: Certification of an organization’s financial statements as being accurate by an
impartial third-party professional. An organization can be large enough to have internal auditors on staff
as well as using external professionals—typically certified professional accountants and/or auditing
specialists.
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Internal auditors should:

1. Be grounded in professionalism, integrity, and efficiency.

2. Make objective assessments of operations and share ideas for best practices.
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3. Provide counsel for improving controls, processes and procedures, performance, and risk
management.
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4. Suggest ways of reducing costs, enhancing revenues, and improving profits.
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5. Deliver competent consulting, assurance, and facilitation services.
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3.2 Ethical Challenges:



For internal employees in the finance, accounting, and auditing departments, the ethical obligations are
no different from those of any other employee of the organization. As such, they are expected to
maintain the reputation of the organization and abide by the code of ethics. Within their specific job
tasks, this would include not falsifying documents, stealing money from the organization, or undertaking

any other form of fraudulent activity related to the management of the organization’s finances.
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However, once we involve third-party professionals who are contracted to work for the
company, the potential for ethical challenges and dilemmas increases dramatically.
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Employees in the finance, accounting, and auditing departments are expected to maintain the
reputation of the organization and abide by the code of ethics.
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Within their specific job tasks, this would include:

- not falsifying documents.
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- stealing money from the organization.
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undertaking any other form of fraudulent activity related to the management of the

organization’s finance .
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3.3 (GAAP): Generally accepted accounting principles:
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Set of standard operating procedures that govern the accounting profession.
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These principles are accepted as standard operating procedures within the industry, but, like
any operating standard, they are open to interpretation and abuse .
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3.3.1 Creative Bookkeeping Techniques :
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Legal to defer receipts from one quarter to the next to manage the tax liability.
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Accountants face ethical challenges when requests are made for:
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Falsifying accounts <bluall g 5
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Taking questionable deductions L & jSe Cilalivi

Other ethical challenges faced by accountants:
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-Unrealistic delivery deadlines 485 né alud 2el g

-Reduced fees da2swin pgw)

-Fees that are contingent on providing numbers that are satisfactory to the client
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Pressure is added due to competitive tension among accounting firms.
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3.4 Conflicts of Interest:gladl o i

The obligation that an auditing firm has to a paying client while owing an objective, third-party
assessment of that client’s financial stability to stakeholders and potential investors represents
a potentially significant, we examine the government’s response to this conflict of interest in
more detail in Chapter 6 when we review the Sarbanes-Oxley Act of 2002 and the impact that
legislation has attempted to have on the legal enforcement of ethical business practices.
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However, as the value chain model we reviewed at the beginning of this chapter shows us, the
potential for conflicts of interest within an organization can go far beyond the finance
department:
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-At the most basic level, simply meeting the needs of your organization’s
stakeholders can present conflicts of interest when you consider the possibility of
what is best for your shareholders.
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-(increased profits) may not be best for your employees and the community if the
most efficient means to achieve those increased profits is to close your factory and
move production overseas.
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-Selling a product that has the potential to be harmful to your customers represents
an equally significant conflict of interest.
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-The convenience of fast-food carries with it the negative consequences .
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-of far more calories than you need to consume on an average day .
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McDonald’s, for example, has responded with increased menu choices to include salads and
alternatives to French fries and soda— but the Big Mac continues to be one of its bestselling
items.
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Selling a product that has the potential to be harmful to the environment also
carries a conflict of interest. Computer manufacturers such as Dell and Hewlett-
Packard now offer plans to recycle your old computer equipment rather than
throwing it into a landfill.
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Fast-food companies like McDonald’s have changed their packaging to move away from
clamshell boxes for their burgers.
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Beverage companies such as Nestlé are producing bottles for their bottled water that use less
plastic to minimize the impact on landfills.
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These attempts to address conflicts of interest all have one thing in common. Whether they
were prompted by internal strategic policy decisions or aggressive campaigns by customers and
special interest groups, the decisions had to come from the top of the organization.
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Changing the way an organization does business can sometimes begin with a groundswell of
support from the front line of the organization (where employees interact with customers), but
eventually the key decisions on corporate policy and (where appropriate) capital expenditure
have to come from the senior leadership of the organization. Without that endorsement, any
attempts to make significant changes tend to remain as departmental projects rather than
organization wide initiatives.
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Conflicts of Interest: @lasl ©ylas

Situations where one relationship or obligation places one in direct conflict with an existing
relationship or obligation:
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-Meeting the needs of an organizations stakeholders.
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-Selling a product that has the potential to be harmful to customers.
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-selling a product that has the potential to be harmful to the environment.
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Thank you
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