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“Let’s do it just this one time, to give us some
breathing room to improve performance.”

“Don’t worry about it! Everyone else is doing it, so

why shouldn’t we?”

“The folks at the top, including the board of directors,
would want us to handle it this way.”

Whatever wording is used to justify an otherwise under-
handed action, the implication is that people behave uneth-
ically in the workplace not because they’re “bad people,”
but because they don't realize that what they’re doing is
unethical. Understanding why people make unethical deci-
sions might possibly help companies reduce the number of
these poor decisions in the future. For businesses, there are
a variety of explanations offered for unethical behavior,
including the attitudes at the top, ethical “blind spots,” and
rationalizations.

We set out to conduct a study of IMA® (Institute of Man-
agement Accountants) members to help explore this issue
further with funding from the IMA Research Foundation. In
particular, we sought to examine two specific aspects of
unethical behavior: tone at the top vs. tune in the middle
and the theory of self-concept maintenance. (See “What
Our Survey Asked.”)

Tones vs. Tunes

One often-cited explanation for unethical behavior is the
importance of the tone at the top, something that hasn’t
escaped the eyes of regulators. For example, the Sarbanes-
Oxley Act of 2002 (SOX) requires that external auditors
assess a company’s tone at the top as part of its audit of the
organization’s internal control over financial reporting. A
weak tone at the top is considered a material weakness
under SOX Section 404, as it could imply an increased likeli-
hood of fraudulent or misleading financial reporting. A sub-
stantial body of academic research supports this relationship.
The exclusive focus in past research on the tone at the
top, however, ignores the fact that not all employees have
direct interaction with the CEO, CFO, or board of direc-
tors. Many employees’ firsthand experience with manage-
ment is with their supervisor, not the CEO. There are
examples from the recent past sug-
gesting that the tune in the middle
plays an important role in the likeli-
hood of fraudulent or misleading
financial reporting. In 2019, PPG

The IMA® Committee on Ethics and Strategic Finance are proud
to announce that “Why Good People Do Bad Things at Work” by
Andrew J. Felo and Steven A. Solieri is the winner of the second
annual Curt Verschoor Ethics Feature of the Year award.

The award is named in memory of Curtis C. Verschoor, a long-
time member of the IMA Committee on Ethics, editor of the
Strategic Finance Ethics column for 20 years, and a significant con-
tributor to the development and revisions of the IMA Statement of
Ethical Professional Practice. Curt was a passionate, renowned
thought leader on ethics in accounting, having earned a Lifetime
Achievement Award from Trust Across America—Trust Around the
World for his leadership in and advocacy for trustworthy business
practices.

The Curt Verschoor Ethics Feature of the Year highlights an arti-
cle that focuses on the importance of ethics in business as a whole
and finance and accounting in particular—issues that Curt deeply
cared about.
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Industries, Inc., a global supplier of
paints and specialty coatings and
materials, reached a settlement with
the US. Securities & Exchange Com-
mission (SEC) over charges that it
intentionally manipulated its finan-
cial accounting multiple times to
improve reported performance. After
conducting an investigation, PPG
fired its controller. The interesting
part is that the SEC didn’t impose any
fine on the company or penalties on
higher-ranking officers. The U.S.
Attorney’s Office also failed to pursue
action against PPG or its executives.
The implication is that individuals at
“the top” didn’t participate in or
know about the scheme.

Also in 2019, food giant Kraft
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Heinz Company—after receiving a subpoena from the SEC
following its failure to file its 2018 annual report on time—
conducted an internal investigation into accounting irreg-
ularities related to its procurement practices. The SEC
concluded that while the company needed to restate its
earnings for 2016, 2017, and the first three quarters of
2018, no members of senior management committed any
wrongdoing.

Both of these examples point to the importance of prac-
ticing management accountants and other financial profes-
sionals, companies, auditors, and regulators focusing on the
tune in the middle and the tone at the top when assessing
the likelihood of unethical behavior.

What Is “Self-Concept
Maintenance”?

Another potential cause of unethical behavior relates to
individuals not fully appreciating the consequences of
their actions. Why would this influence the likelihood of
unethical behavior? The theory of self-concept mainte-
nance provides one possible explanation. According to this
theory, individuals faced with an ethical dilemma where
they need to choose whether to gain a benefit by behaving
unethically or to maintain a positive self-image by doing
the right thing will find a “balance” between these two
competing motivations. As long as they don’t behave “too
dishonestly,” they won’t be forced to update their self-
concept.

How do individuals determine what actions are “too dis-
honest”? Usually, it’s based on how consistent they are to
their own moral standards and their ability to rationalize an
action as honest. A person who recognizes that a decision
has an ethical component is more likely to make an ethical
decision under this theory since recognizing that a decision
has an unethical component makes an action more difficult
for the individual to rationalize as honest. In turn, corporate
decisions having serious consequences—such as providing
misleading financial data and concealing information about
an unsafe product—are more likely to be viewed as having
an ethical component.

Conducting Our Study

We used a web-based survey hosted by SurveyMonkey to
collect our data. In May 2018, IMA emailed a survey link to
professional members (those who aren’t students or aca-
demics) asking them to participate in our research. Survey-
Monkey randomly assigned respondents to one of four
categories, which we’ll discuss in a moment.

Assuming the role of controller for one of a company’s
product lines, participants were asked to read a scenario
and answer questions based on it. Subjects were told that
they report to a product line manager, who in turn reports
to the CEO. The company and product line both reported
first-quarter earnings below expectations, while competi-
tors reported earnings consistent with or above expecta-
tions. In a meeting discussing the results, the CEO states
that there’s still time for the company to meet its annual
earnings goals, but for this to happen, all product lines will
need to improve their results.

After this meeting, the product line manager discusses
with his direct reports ways to improve reported results.
Our survey respondents were told that depreciation
expense is one of the larger expenses on the income state-
ment. While the company currently depreciates equipment
over eight years, the case states that it could probably jus-
tify using 10 years. The case also describes how, although
the annual depreciation expense will be lower with an
increase in the years used, it will be difficult to detect that a
change has been made without closely reading the foot-
notes. We asked subjects what “most controllers” would
recommend be used for depreciation based on this infor-
mation. We chose this approach because a lot of ethics
research indicates that asking people what “most people”
would do yields results more consistent with an individual’s
beliefs than asking what “they” would do.

There are four different versions of the scenario. In two
versions (1 and 3), the CEO stresses that although it’s
important that the company improves its results, cutting
corners to do so is unacceptable. Rather, the product lines
need to be true to the company’s values of satisfying cus-
tomers, being accountable to all stakeholders, and being

WHAT OUR SURVEY ASKED

M To what degree did the decision you made have moral/ethical implications?

W How would you estimate the seriousness of the consequences of your decision?

W How likely is it that there is a general consensus among accountants that your decision is

moral/ethical?

B Inyouropinionyhowwouldimost people rate the fairness of your decision?
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TABLE 1: EXPERIMENT OVERVIEW

STRONG TONE:
Advocates transparency
and accountability

CEO
WEAK TONE:
Advocates cutting
corners to improve results
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STRONG TUNE:
Advocates
transparency

and accountability
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WEAK TUNE:
Advocates
cutting corners to
improve results

transparent in all its activities. We classify this as a strong
tone at the top. In the other two versions, the CEO states
that if product lines can’t boost results by improving opera-
tions, then it may be necessary to cut corners to improve
reported results (versions 2 and 4). We classify this as a
weak tone at the top. Similarly, the product line manager
states that cutting corners to improve reported results is
unacceptable in versions 1 and 2 (strong tune in the middle)
but that it’s acceptable in versions 3 and 4 (weak tune in
the middle). As Table 1 shows, we have a 2 x 2 experimental
design where the tone at the top and tune in the middle are
consistent in two versions (1 and 4) and in conflict in two
versions (2 and 3).

Of the 65 IMA members who completed our survey, 42
were men (64.6°%) and 23 were women (35.4%). More
than 50% of the subjects (34 of 65) were over 55 years old
and another 33.8% (22 of 65) were between 45 and 54.
Our subjects have significant experience, with 62 of 65
(95.4%) having 16 or more years of full-time work experi-
ence and 55 of 65 (84.6%) having 16 or more years of full-
time accounting experience. The highest accounting
degree earned by 30 subjects (46.2%) is a bachelor’s
degree, while 28 (43.1%) have a master’s degree in
accounting. Only five subjects (7.7% ) reported not having
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at least one accounting degree. Finally, 44 respondents
(67.7%) hold the CMA" (Certified Management Account-
ant) and 21 (32.3%) hold the CPA (Certified Public
Accountant). All of these factors indicate that our subjects
are highly knowledgeable about, and experienced in,
accounting. (See Table 2 for a more detailed breakdown of
these demographic variables.)

What the Results Revealed

Importantly, one of our “tests” was to measure the influ-
ence of the tone at the top or the tune in the middle on
extending a product’s recommended depreciable life in
order to boost reported income. We consider a longer
depreciable life to be less ethical since it increases reported
income without any improvement in the company’s real
economic performance.

Table 3 shows the average depreciable lives for all four
versions. One interesting finding is that the highest average
depreciable life is for version 4, when both the tone at the
top and the tune in the middle are weak. Overall, the aver-
age recommended life with a weak tone at the top is signif-
icantly higher than with a strong tone at the top (8.52 years
vs. 8.06 years). The results are similar, but less pronounced
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TABLE 2: SURVEY RESPONDENTS AT A GLANCE

FULL-TIME WORK FULL-TIME ACCOUNTING
VERSION GENDER AGE EXPERIENCE (YEARS) EXPERIENCE (YEARS) CMA
M F 25-34  35-44 45-54 55+ 6-10 1n-15 16+ 1-5 6-10 11-15 16+
1 14 5 0 1 5 13 0 1 18 0 0 3 16 15
2 8 6 0 5 5 4 0 0 14 0 1 0 13 9
3 Ll 4 0 0 7 8 0 0 15 0 1 2 12 Ll
4 9 8 1 2 5 9 2 0 15 1 2 0 14 9
Total |42 23 1 8 22 34 2 1 62 1 4 5 55 44

and not significant, with a weak vs. strong tune in the mid-
dle (8.37 vs. 8.18 years). When we analyze the two together,
our results indicate that when the CEO demonstrates a
strong tone at the top, respondents recommend lower
depreciable lives, but the tune in the middle doesn’t impact
the recommended depreciable life. Thus, our results indi-
cate that the tone at the top is stronger than the tune in the
middle.

We tested this another way by analyzing the differences
in recommended depreciable lives when one leader’s tone
changes while the other leader’s tone stays the same. That
is, we tested the impact of the tone at the top by comparing
version 1 to version 2 and version 3 to version 4. If the tone
at the top dominates, the recommended life should be
higher for version 2 relative to version 1 and higher for ver-
sion 4 relative to version 3. This is because while the tune in
the middle is strong in both versions 1 and 2, the tone at the
top is strong in version 1 but weak in version 2. Similarly,
the tune in the middle is weak in versions 3 and 4, while
the tone at the top changes from strong (version 3) to weak
(version 4). While the average in version 4 is significantly
higher than in version 3 (8.71 vs. 8.00 years), the average in
version 2 isn’t significantly higher than in version 1 (8.29 vs.
8.11 years). This indicates that the tone at the top is some-
times stronger than the tune in the middle.

Reading the Signals

In a similar way, we tested the relative strength of the
impact of the tune in the middle by comparing the recom-
mended average depreciable lives in version 3 to version 1
and version 4 to version 2. Neither the difference between
versions 4 and 2, nor the difference between versions 3 and
1, are statistically significant. This indicates that the tune in
the middle is never stronger than the tone at the top. As a fur-
ther test, we investigated whether having at least one per-
son (no matter who it is) demonstrate a strong ethical tone
affects decision making. We did this by comparing the aver-
age recommended depreciable life in version 4 (when both
demonstrate a weak ethical tone) to the combined average
for versions 1, 2, and 3. The difference (8.71 vs. 8.12 years) is
significant.

TABLE 3: PUSHING THE ENVELOPE

CEO
Overall

. Strong Tone | Weak Tone Averages
-
Sw& | StrongTune 8.1 8.29 818
oz<
e-Z Weak Tune 8.00 8.71 8.37
o

= 8.06 8.52 8.28

Figures are the average number of years that respondents would
extend depreciable lives under the conditions shown.

We also investigated whether having at least one person
(no matter who it is) demonstrate a weak ethical tone
affects decision making. We did this by comparing the aver-
age recommended depreciable life in version 1 (when both
demonstrate a strong ethical tone) to the combined average
for versions 2, 3, and 4. The difference (8.11 vs. 8.35 years)
isn’t significant. This supports the notion that rather than
the tone at a particular level in the leadership chain affect-
ing decision making, having at least one person in the lead-
ership chain (no matter who it is) demonstrate a strong
ethical tone is related to more ethical decision making,.

We then tested whether subjects view a situation as
having fewer ethical implications if one or both leaders
demonstrate a weak ethical tone. To do this, we compared
the average score on the four questions measuring the
extent to which subjects believe the scenario has ethical
implications for versions 2, 3, and 4 to the average score on
these questions for version 1 (see “What Our Survey
Asked”). The four questions address the extent to which the
decision has moral/ethical implications, the seriousness of
the consequences of the decision, the consensus among
accountants that the decision is moral/ethical, and how fair
most people would consider the decision. That comparison
wasn’t significantly different. We further tested each of
these four questions individually. None of those results
were statistically significant, either.
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WHAT WOULD YOU DO?

Here are three fictional scenarios that could one day become a reality in your
organization. Put yourself in the shoes of some of the people we describe here and ask
yourself, “What decision would | have made?”

SCENARIO 1: With fourth-quarter earnings likely to miss
expectations, John, who has been a middle manager at a
cosmetics company for 12 years, asks a newly hired
accountant, Ashley, to reduce the provision for bad debt
expense, which has the effect of boosting earnings. Ash-
ley is reluctant to go along as a downturn in the economy
has increased uncollectible accounts, but she feels she
has no other choice as the new person in the department.
Eventually, she does what John asks her to do. During the
first quarter of the next year, Ashley and John learn that
the provision needs to be significantly increased, causing
earnings to be well below expectations.

SCENARIO 2: Dana, the CFO of a manufacturing com-
pany, has just learned that sales of a new product aren’t
going well. Dana meets with Steve, the product manager,
to discuss the issue. Steve tells Dana that he thinks sales
can be increased if the sales staff is more aggressive with
touting the new product’s features to customers—even if
that means embellishing things a bit. Dana says no and
that the company shouldn’t take actions that could be
construed as questionable or unethical. During a meeting
with his sales staff, Steve encourages the salespeople to
more aggressively tout the product’s features. When
Dana learns of this, she fires Steve.

SCENARIO 3: Kevin, the CEO of an online retailer, has
just learned about a breach of the company’s payment
system, possibly affecting sensitive information for more
than 10,000 customers. Kevin meets with his executive
team to decide on a response. During the discussion, he
suggests that the breach be kept quiet until the company
knows the exact scale and scope of it, so as to avoid bad
publicity as well as the cost of providing identity protec-
tion to the 10,000 customers. Caroline, the company’s
chief counsel, advises Kevin that delaying disclosure
could be illegal and might result in higher costs than if
the company discloses it now. Kevin disagrees. Caroline,
in turn, resigns in protest. A month later, a whistleblower
informs the authorities of the breach, and the board of
directors responds by firing Kevin.
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Changing the Focus

Our final test posits that ethical behavior is directly related
to the extent to which a person believes a particular situa-
tion is ethical. To test this, we ran a regression analysis with
the recommended depreciable life as the dependent vari-
able and the average score on the four questions measuring
the extent to which subjects believe the scenario has ethical
implications as the independent variable. The results didn’'t
support our expectations, but the seriousness of the conse-
quences of the decision was marginally significant, indicat-
ing a person who judged the consequences of the
depreciable life decision to be relatively more serious rec-
ommended shorter depreciable lives.

To see whether this relationship differs based on ethical
tone, we looked at the recommended depreciable lives based
on how seriously subjects viewed the consequences of the
decision and whether the tone at the top and tune in the mid-
dle were both weak (version 4). As shown in Table 4, the aver-
age recommendation of nine years—for when both the CEO
and product line manager demonstrate weak tones and the
consequences are considered less than extremely serious—is
significantly greater than the average of eight years, when
both the tone at the top and tune in the middle are weak and
the consequences are considered to be extremely serious. The
average of 8.19 years—when at least one leader demonstrates
a strong ethical tone and the consequences are considered to
be less than extremely serious—is marginally significantly
higher than the average of eight years, when at least one
leader doesn’t demonstrate a strong ethical tone and the con-
sequences are considered to be extremely serious. These two
results indicate that the impact of whether someone consid-
ers the consequences of a decision to be extremely serious is
more pronounced when both the tone at the top and tune in
the middle are weak than when one or both are strong.

Implications for
Accountants

We set out to test whether the tone at the top or the tune in
the middle plays a larger role in the recommendations that
management accountants make about the depreciable life
to use for financial reporting purposes. Our results indicate
that the tone at the top generally plays a more significant
role than does the tune in the middle. There is some evi-
dence, however, that a more ethical tune in the middle par-
tially (but not completely) reduces the impact of a less
ethical tone at the top. There are two implications of this.
First, the CEO (“the top”) needs to be aware of the impact
his or her statements and actions have on subordinates.
Second, direct supervisors (“the middle”) also have an
impact on their subordinates, just not to the same extent as
the CEO has. This is particularly important when the CEO
demonstrates a weak ethical tone.

A second implication of our findings is that how serious
people believe the consequences of their decisions to be has
an impact on behavior, but only when a leader (the CEO,
direct manager, or both) demonstrates a weak ethical tone.
Specifically, those who believe the consequences of the
depreciable-life decision to be extremely serious recommend

TABLE 4: STARING DOWN AN ETHICAL DILEMMA

SERIOUSNESS OF CONSEQUENCES

Less than
Extremely Extremely Overall

« Serious Serious Averages
Sy | VYes (version 4) 8.00 9.00 871
225 [Noversons
I o (versions 1,
|5 i - 2 and 3 8.00 819 812
m

8.00 8.41 8.28

Figures are the average number of years that respondents would extend
depreciable lives and are based on seriousness of consequences and
acceptability to cut corners.

shorter lives than those who believe the consequences to be
less serious when one or both leaders demonstrate a weak
ethical tone. When both leaders demonstrate a strong ethical
tone, however, there’s no statistical difference in recom-
mended average depreciable lives based on the seriousness
of the consequences. This indicates that accountants could
be placing themselves in the greatest personal jeopardy by
behaving ethically when both of their supervisors seem to be
advocating unethical behavior and they view the conse-
quences of their decision to be extremely serious. This is
consistent with the IMA Statement of Ethical Professional Prac-
tice’s requirement that members “place integrity of the pro-
fession above personal interests” and that they demonstrate
integrity by contributing to a “positive ethical culture” in
their organizations. Most management accountants, we’ve
found, do act consistently in this regard.

A related implication is that it’s important to educate
management accountants about the seriousness of the con-
sequences of the decisions they make, especially when the
tone at the top and/or the tune in the middle are relatively
weak. It’s plausible to think that accountants will focus
more on a decision’s consequences when one or more lead-
ers seem to advocate unethical behavior because they real-
ize that their leaders aren’t setting a good example for
others to follow. And finally, this also demonstrates a com-
mitment by management accountants and other financial
professionals to create a positive ethical culture in their
organizations, especially when leadership demonstrates a
willingness to commit or condone unethical behavior. SF
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