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The Unprecedented Business Ethical Dilemma
in the World Financial Markets
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Absiract- The purpose of this article is to explore the
importance of business ethics in the corporate business world.
Good ethical practices and behaviors are critical to the
success of organizations. The first code of professional
conduct (as cited in Messier, Glover, and Prawitt, 2008) was
introduced and written in 400 BC(Hippocratic Oath). The
Sarbanes Oxley Act of 2002 brought financial transparency
among corporate management and auditors in order to
prevent white collar crime. Clement (2006) found in his study
that in top 100 Fortune corporations, only forty engaged on
unethical behavior. The Foreign Corrupt Practices Act (FCPA)
is one of the fastest changing acts in the criminal law arena. It
attempts to curb bribery of foreign officials that give business
advantages to those paying the bribe. The Securities and
Exchange Commission (SEC) has collected over $1.4 billion in
fines (Turk, 2013) due to both illegal and unethical acts. In
today's global economy, corporate scandals are increasing at
a rapid pace.

Keywords.: business ethics, code of conauct, fcpa,
sarbanes oxley act of 2002, white collar crime, auditing,
white collar crime.

[. INTRODUCTION

ethics and its purpose. In 1977, Congress passed,

The Foreign Corrupt Practices Act (FCPA) in
response numerous incidents of bribery and the ethical
misconduct by 300 publicly traded companies in the
United States (US). In 1988, The Foreign Corrupt
Practices Act (FCPA) was further codified as an
amendment under the Securities and Exchange Act of
1934,

This article will introduce the importance of business

Business ethics is critical to the accounting
profession, because auditors in the public corporate
sector need to abide by the principles of the code of
professional ethics. There are four major parts to the
code. The four important sections under the code of
professional ethics as written by Al Momani and Obeidat
(2013) are: "(1) principles, (2) rules of conduct, (3)
interpretations of the rules of conduct, and (4) ethical
ruling"(p.121). Panwar, Paul, Nybakk, Hansen, and
Thompson (2014) recommended that incorporating
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Corporate  Social  Responsibility (CSR) to the
organization is crucial for its success. Moreno and
Capiriotti (2009) defined Corporate Social Responsibility
(CSR) as the organizations' foundation to seek a better
economic, social and environmental aspect by
expanding the conceptuality of corporate citizenship
and sustainable development. For example, Margolis
and Walsh (2003) reviewed 122 research studies and
concluded that companies that adopt Corporate Social
Responsibility (CSR) have a better relationship between
ethics and financial reporting. KPMG (as cited in
Thomas and Lamm, 2012) conducted a survey on 250
global companies. KPMG survey concluded that 83% of
published financial results were in actual compliance
with the principles of Corporate Social Responsibility
(CSR). They also found 25% of the companies treat
Corporate Social Responsibility (CSR) as a social
relationship in the corporate business world (Panwar,
Paul, Nybakk, Hansen, & Thompson, 2014).
[I. LITERATURE REVIEW

Business ethics it's defined as the existing
relationship between ethical judgment and people's
ethical choices. Professional accountants consider
business ethics synonymous with corporate ethics.
Business ethics can be applicable to any existing
corporate ethical dilemma that arises across the
business environment. Therefore, unethical act is also
attributed to the violation of the rule, code and norm of
the law (Sparks, & Pan, 2010).

Royaee, Ahmadi, and Jari (2013) mentioned
that accountants and auditors in the auditing profession
should have a high degree of ethical principle and
standard. Ethics can help accountants, auditors and the
organization (as cited in Massey et al. 2006) to succeed
by preventing fraud. The accounting discipline
sustainability is supported by business ethics. Empirical
studies (as cited in Merphy and Josephine, 2011)
demonstrate that stockholder and shareholder theories
always present a great deal of ethical differences
debate. Also, organizational scandals have guided the
government to increase compliance level requirement in
the financial market (Royaee, Ahmadi, & Jari, 2013).

Business ethics is critical to the accounting
profession, because auditors in the public corporate
sector need to abide by the principles of the code of
professional ethics that is supported by four important
sections. The four important sections under the code of
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professional ethics as written by Al Momani and Obeidat
(2013) are: "(1) Principles, (2) rules of conduct, (3)
interpretations of the rules of conduct, and (4) ethical
ruling"(p.121). Auditing is an important function of the
profession. In terms of practicality the auditor is required
under Generally Accepted Accounting Principles

(GAAP), to audit the company's financial statement and
up to the best of their knowledge express a fair opinion
with enough objectivity and faithfulness. Therefore, in
the accounting profession auditors are affected by
different accounting principles and audit ethics (Al
Momani, & Obeidat, 2013).

The Ethical Business Leader’s Decision Tree

=D MRRR RSN BN The Ethical Business Leader’s Declsion Tree

Yes
Is it ethical?
Yes
No -
Dor't do it.
Does it maximize
shareholder value?
Yes _Don'“t doit.
Mo /

Is the
proposed
action legal?

Would it be ethical to refrain from I

taking this action?
Nk

Don't do it.

Take the action but, if
material, disclose the
effect of the action to

shareholders.

(Bagley, 2013, p. 23)
According to Bagley (2013) the above exhibit
2.1 “provides a tool business leaders and their counsel

EXHIBIT 2 Accounting and Business Frauds

can use to evaluate the legal and ethical aspects of their
strategy and its implementation” (p.23).
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Company
Computer Associates

International, Inc.

Enron

HealthSouth

Qwest Communications
International, Inc.

Xerox Corporation

Warren, Reeve, and Duchac, 2014, p.4)
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Nature of Accounting
or Business Fraud

Fraudulently inflated its financial results.

Fraudulently inflated its financial results.

Overstated performance by $4 billion in false
entries.

Improperly recognized $3 billion in false receipts.

Recognized $3 billion in revenue prior to when it
should have been recorded.

Result

CEO and senior executives indicted.
Five executives pled guilty. $225 million
fine.

Bankrupcty. Senior executives criminally
convicted. Over $60 billion in stock market
losses.

Senior executives criminally convicted.
CEO and six other executives criminally
convicted of "massive financial fraud”

$250 million SEC fine.

$10 million fine to SEC. Six executives forced
to pay $22 million.
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I1I. ENRON CORPORATION SCANDAL

The scandal of Enron Corporation (as cited by
Lemus, 2014) was the most out landed case of ethical
violation in the United States (US) by exercising
accounting creativity. The accounting creation of Enron
Corporation was supported by three major accounting
violations They were The Off-Balance Sheet Method,
Mark-to-Market Method and Derivatives Manipulation.
The Off-Balance Sheet Method (as cited in Kahn, 2002;
Henry, 2002) permitted Enron Corporation to hide losses
and restate $586 million in earnings. The Mark-to-Market
Method (as cited in Thomas, 2002) allowed Enron
Corporation to report pretax profit by hiding $1.41 billion.
Enron's Derivatives Manipulation (as cited in Albrecht,
Albrecht, Dolan, & Malagueno, 2008) increased from
$1.8 billion to $10.5 billion and also reporting more than
$16 billion in gain for derivatives. Therefore, Enron
Corporation by December 2, 2001, determined to file
bankruptcy (Lemus, 2014).

IV. THE PURPOSE OF SARBANES-OXLEY ACT OF
2002

The Sarbanes Oxley Act of 2002 was introduced
by Congress on July 25, 2002, and signed by former
President George W. Bush in response to the corporate
scandals in the United States (US). The purpose of the
Sarbanes Oxley Act of 2002 was to restore investors
trust and financial confidence (Miller, 2010). Braun, Tietz
and Harrison (2008) indicate that Sarbanes Oxley Act of
2002 strive to enhance the internal accounting control
system of publicly traded corporations by aligning
management, company's financial reports and auditors
reliability when expressing a fair opinion over the
financial statements. Publicly traded companies have
invested millions of dollars in upgrading the internal
accounting control system. Chief Executive Officer
(CEQ) and Chief Financial Officer (CFO) are responsible
for the materiality of the information presented in the
financial statements. Williams, Haka, Bettner, and
Carcello, (2010) wrote that Sarbanes Oxley Act of 2002
since its enactment has affected the managerial
accounting aspect of an organization, because of the
high compliance cost. Therefore, the main goal of
Sarbanes Oxley Act of 2002 is to bring financial
transparency among corporate management and
auditors by preventing white collar crime.

V. COMPARISON AND CONTRAST OF
CURRENT PRACTICES

The code of professional conduct (as cited in
Messier, Glover, and Prawitt, 2008) was introduced and
written in 400 BC under the Hippocratic Oath. In 1962,
the American Institute of Certified Public Accountants
(AICPA) established the code of professional ethics. By
1973, the American |Institute of Certified Public

Accountants (AICPA) revisited and revised the same. In
1988, the American Institute of Certified Public
Accountants (AICPA) incorporated six principles to the
accounting profession (Neill, Stovall, & Jinkerson, 2005).

The code of professional conduct s
promulgated by the American Institute of Certify Public
Accountants (AICPA). Under the code of professional
conduct their exist six principles that provide a complete
framework of the professional ethical of accountants.
The first two principles from the code of professional
conduct regulate the moral judgment and responsibility
of the profession. The third and fourth principle
highlights ethical integrity, objectivity, honesty and the
quality of independence. The fifth principle deal with the
professional integrity competence level. The sixth
principle indicates that accounting professionals should
maintain an adequate internal control of activities among
clients (Messier, Glover, & Prawitt, 2008).

VI. ETHICAL DILEMMA

Example No. 1.

In today's business world, the major ethical
dilemma that exists is between ethics and profits. A
thorough analysis of this dilemma will lead one to
understand what is unethical conduct. Since 1980,
illegal acts have force some of the largest publicly
traded companies to file for bankruptcy. Arthur
Andersen, one of the world top accounting firms, "look
the other way" as several other publicly traded
companies including Enron, WorldCom committed
accounting fraud. They permitted this conduct in the
violation of the Code of Professional Conduct in order to
appease their clients and maintain their own profitability.

The U.S. Department of Justice indicted Arthur
Andersen for criminal behavior and fostering unethical
behavior by publicly traded companies. Arthur Andersen
then went out of business. Years later they were
acquitted of the criminal charges but their reputation
was severely damage by their unethical behavior. One
of the main purposes of the code of professional
conduct is to establish ethical responsibility in the
accounting industry by protecting organizations and
employees from financial accounting scandals
(Brigham, & Ehrhardt, 2014).

Example No. 2:

In the last two decades of the twentieth century
the auditing profession faces major costly lawsuits. As a
result of their auditing process Ernst & Young (EY) was
sued for $400 million, due to misleading financial
information reported in the auditor’'s opinions. Once
Sarbanes Oxley Act of 2002 was enacted, the Securities
and Exchange Commission (SEC) focused their
investigation efforts on auditor’s ethical performance.
The Securities and Exchange Commission (SEC)
scrutiny the auditing performance in their reporting of
financial results by strict review of the financial reporting
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results and held the auditors liable for any
misrepresentation. Enron and WorldCom's massive
fraud spurred numerous litigation across the United
States (US) in the accounting profession. Messier,
Glover and Prawitt (2008) indicated that "Emst & Young
(EY) client Cendant paid in settlement amount $335
million, Deloitte client Adelphia $210 million, Deloitte
client Parmalat $149 million, KPMG client Rite Aid paid
$125 million and PricewaterhouseCoopers (PwC) client
Barings Bank $94 million"(p.688). Furthermore, the top
four auditing firms mentioned previously were fined by
the U.S. Justice Department; because they were
aggressively selling tax shelter to American companies
by helping them to avoid taxes. Thus auditors were held
liable for their actions and professional performance
(Messier, Glover, & Prawitt, 2008).

Watson Water Technologies (WWT) Violation of
The Foreign Corrupt Practices Act (FCPA)

Watson Water Technologies (WWT) is a
prominent multinational corporation that purifies water at
large scale for the government and other private
institution around the globe. The Securities and
Exchange Commission (SEC) fine Watson Water
Technologies (WWT) the amount of $250 million,
because the company failed to comply with The Foreign
Corrupt Practices Act (FCPA). Messier, Glover, and
Prawitt (2008) reveal that in 1977, Congress passed,
The Foreign Corrupt Practices Act (FCPA) in response
to the high number of bribery and the ethical
misconduct by 300 American publicly traded companies
in the United States (US). In 1988, The Foreign Corrupt
Practices Act (FCPA) was codified as an amendment
under the Securities and Exchange Act of 1934. For
instance, companies under The Foreign Corrupt
Practices Act (FCPA) are required to maintain an
adequate internal accounting control system.

The Foreign Corrupt Practices Act (FCPA) is
one of the fastest changing acts in the criminal law
arena and at the same time the Securities and
Exchange Commission (SEC) has collected over $1.4
billion in fines (Turk, 2013). Watson Water Technologies
(WWT) was paying foreign officials to obtain business
contracts. Such behaviors are illegal under The Foreign
Corrupt Practices Act (FCPA). As an additional penalty,
Watson Water Technologies (WWT) has been force for
the past three years to report earnings under the
eXtensible Business Reporting Language (XBRL) by
meeting the Securities and Exchange Commission
(SEC) corporate filing requirement (Bargerstock, & Shi,
2014).

Five Publicly Traded Companies in Different
Industries

In 2010, five publicly traded companies were
involved in unethical act by violating The Foreign
Corrupt Practices Act (FCPA). The five publicly traded
companies that violated The Foreign Corrupt Practices
Act (FCPA) were (1). KBR Corporation, (2). Goldman

© 2015 Global Journals Inc. (US)

Sachs, (3). Dell, Inc., (4).General Electric, and (5).
Citigroup (Verschoor, 2010).

KBR acting as a defense contractor for
Halliburton Company and its subsidiary Snamprogetti;
Technip, bribed the government of Nigeria in the amount
of $18 million. It was fined $240 million by the Securities
and Exchange Commission (SEC) for such behavior.
Goldman Sachs was fined $550 million for misleading
investors.

Dell,  Inc. manipulated the company's
accounting records by indicating that they were
consistently meeting their projected earnings on Wall
Street. They paid $100 million to settle the accounting
disclosure violation.

General Electric was charged with bribery in
Irag during the United Nations Oil for Food Program.
According to Verschoor (2010) the Securities and
Exchange Commission (SEC) alleged that General
Electric (GE), "made illegal kickback payments in the
form of cash, computer equipment, medical supplies,
and services to the Iragi Health Ministry and the Iraqgi Oil
Ministry" (p.20).

Citigroup one of the largest and stable financial
banks around the world was also charged by the
Securities and Exchange Commission (SEC). Citigroup
was accused of under reporting their exposure during
the subprime financial market crisis. Citigroup indicated
that their exposure was in the amount of $13 billion,
when indeed the real bank's exposure was $50 billion.
Citigroup paid the Securities and Exchange Commission
(SEC) a fine of $75 million (Verschoor, 2010).

Example No. 3:

In today's global economy, corporate scandals
are increasing at a rapid pace. Panwar, Paul, Nybakk,
Hansen, and Thompson (2014) recommended that
incorporating Corporate Social Responsibility (CSR) to
the organization is crucial for its success. Moreno and
Capriotti (2009) defined Corporate Social Responsibility
(CSR) as the organizations' foundation to seek better
economic, social and environmental aspect by
expanding the conceptuality of corporate citizenship
and sustainable development. Corporate citizenship
focuses on addressing the needs and demand of all
stakeholders. Sustainable development focuses on
three dimensions, human rights, worker's rights and
technology. An example of companies in the technology
sector that had demonstrated great corporate
citizenship image both corporate are Apple and Google
(Seetharaman, 2013).

Margolis and Walsh (2003) reviewed 122
research studies and concluded that companies that
adopt Corporate Social Responsibility (CSR) have a
better relationship between ethics and financial
reporting. The Securities and Exchange Commission
(SEC) (as cited in Adamy and Thurwo, 2007) has given
recognition to Starbucks for their Corporate Social



Responsibility (CSR) policies. The research study of
Giannarakis and Theotokas (2011) compared and
contrasted organizations that adopted Corporate Social
Responsibility (CSR) part of the 2008 financial crisis
versus organizations that adopted Corporate Social
Responsibility (CSR) after the 2008 financial crisis. They
found that there was a large difference in their financial
reporting. They also concluded that two thirds of the
companies that had not establish Corporate Social
Responsibility (CSR) in their accounting reporting
system had committed unethical act. According to
(Mohr et al. 2001; Handy 2002) most American
companies have little confidence on Corporate Social
Responsibility (CSR) policies. Clement (2006) found in
his study that 100 Fortune corporations only forty
engaged on unethical behavior. KPMG (as cited in
Thomas and Lamm, 2012) conducted a survey on 250
global companies. KPMG survey concluded results that
83% published financial results in compliance with
Corporate Social Responsibility (CSR). They also found
25% of the companies treat Corporate Social
Responsibility (CSR) as a social relationship in the
corporate business world (Panwar, Paul, Nybakk,
Hansen, & Thompson, 2014).

VII. CONCLUSION

In conclusion, it is inevitable that ethical
practices and behaviors are critical to the accounting
profession, because the information presented in the
financial statements must be accurate and free of error.
The profession has adopted the Code of Professional
Conduct. Although, the code of conduct did not prevent
the fraudulent behavior of such as Enron and
WorldCom, it did provide guidance to the majority of the
CPAs' in the United States (US) that continuously act in
an ethical manner. The Sarbanes Oxley Act of 2002 was
enacted not only in response to the corporate scandal
but to raise ethical standard to a legal requirement.

VIII. RECOMMENDATION FOR FUTURE STUDIES

The authors of this article suggests that the
following aspects should be considered for future
studies when exploring business ethics for any
professional organization:

1. Auditors and organizations (as cited in Messier,
Glover, and Prawitt, 2008) need to understand the
theoretical relevance  that exist  between
"(1).utilitarianism, (2). a rights-based approach, and
(3). a justice-based approach'(p.643) to ethics.
Elements in each theory will help prevent ethical
lapses and inappropriate behaviors in the accounting
profession.

2. Companies should communicate in the company's
website the importance of (1) Corporate Social
Responsibility, (2). Corporate Citizenship and (3).
Sustainable development and how these three

10.

11,

. Professional

concepts support the accuracy and transparency of
the organization's financial reporting system.

The Securities and Exchange Commission (SEC)
should evaluate the ethical issues in external auditing
and examine corporate governance guidelines when
adopting International Financial Reporting Standard
(IFRS) in the United States (US).

accountants and regulators are
encourage to study the auditing issues that presently
exist under the 11 chapters of Sarbanes-Oxley Act of
2002.
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