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Organizational Culture: Dream or 
Nightmare?
Ethical cultures are necessary to minimize fraud risks
By Perry Tomlinson

I
nternal auditors understand that the systems, policies 
and processes they assess are critical to reducing 
risks in their respective organizations. Internal 
auditors also understand that their activities have 

a place in the development of an ethical climate within 
their organizations. Nevertheless, a primary driver of audit 
incidents is the ethical culture created by the organization’s 
leadership.1,2

Tone at the top
The leader, CEO or owner sets the “tone from the top,” a 
critical and integral step in developing an ethical culture. 
In many cases, the leadership development and vetting 
process within organizations assures strong leadership in 
the C-suite.

Strong leaders are those who have demonstrated the 
appropriate character, judgment, decision-making and 
ethical behavior to put them in that exalted seat. In 
some cases, the lack of selection discipline will doom an 
organization if the leader they select turns out to be the 
wrong choice.

A strong, effective leader must also be concerned about 
the personal and professional ethics of each of their direct 
reports. That top leader is only as ethical as the ethical 
activity of each member of the team. For that reason, some 

1 Ramamoorti, S. & Siegfried, A.N. (2016). Promoting and Supporting Effective 
Organizational Governance: Internal Audit’s Role. Altamonte Springs, FL: IIA 
Research Foundation.

2 Ramamoorti, S., Siegfried, A.N., & White, P.A. (2017). Auditing Organizational 
Governance. Internal Auditor, http://iaonline.theiia.org/2017/Pages/Auditing-
Organizational-Governance.aspx (access may be restricted to IIA members).

organizations have in place a higher code of ethical conduct 
for the senior leadership team because of their greater 
impact on the rest of the organization.

Down the organization chart
The next layers of leadership must follow the same 
principles and behaviors. It must be an unbroken chain. As 
Deloitte’s Keith Darcy aptly observed during his Wall Street 
Journal interview, management needs to be concerned with 
the “tone at the top, the mood in the middle, and the buzz at 
the bottom.”3

If you report to a front-line supervisor, and no one reports to 
you, you characterize the culture based on your experience 
with your immediate supervisor. If they treat you fairly, 
comply with policies, support their own supervisor and the 
organization’s values, then you feel an ethical culture exists.

Your relationship with your supervisor will heavily influence 
your feelings towards your organization. For example, if 
your supervisor does not not treat you with respect, then 
you are likely to describe that organization as unethical. 
Even if you highly regard the CEO or owner as a strong and 
ethical leader, front line employees base their perception of 
ethical leadership on their experiences with their immediate 
supervisors.

Because associates believe that upper management 
monitors behavior throughout the organization, and 
is aware of everything that is going on—or should be 
aware of their subordinates’ activity—they begin to view 
3 http://deloitte.wsj.com/riskandcompliance/2014/04/22/keith-darcy-how-

boards-can-raise-the-bar-on-ethics-and-compliance/
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the whole organization by the way they are treated by 
their supervisor. The unhappy and disgruntled associate 
believes, “They know about my supervisor and choose to 
do nothing about it.”

You would probably become cynical and disengaged with 
the organization. Such organizational disengagement soon 
spreads, and ethical culture erosion is the result. In other 
words, all perception of organizational culture is local and 
immediate to a particular employee.

Organizational values
Another key component in building an ethical culture is 
the identification of the organization’s values. Do not be 
fooled into thinking that the number of posters and framed 
exhibits of your values defines how important they are. All of 
your organization’s constituents will “see” your values in your 
actions, behaviors and decisions. In some organizations, it 
is better not to post these values if you have no intent of 
“living your values.”

One of my associates was part of the initial investigation of 
Enron. Enron's values appeared to be exemplary: Respect, 
Integrity, Communication, and Excellence (RICE). Enron 
had advertised their values everywhere with posters, 
PowerPoint, videos and brochures.  A desk ornament was 
even on the CEO’s desk that had the stated values for all to 
see. Management simply did not “live up” to those values 
critical to creating their desired culture. That smacks of 
hypocrisy.

These espoused values need to define the “way we do 
things around here,” and should be articulated to define 
the organization’s understanding of those values. These 
values should also be incorporated into the dialogue of the 
organization’s mission and purpose. Values should be the 
test for all decisions and behaviors of the organization’s 
leaders and followers. You should evaluate performance by 
your values, reward employees based on your values, hire 
based on your values, and remove people from your team 
based on your values.

How many organizations tend to applaud someone who 
achieves some operational or financial performance 
metric? However, everyone around them knows that this 
person’s expense report is always challenging and should 
be considered a work of deceptive art? Can you imagine 
how that makes everyone feel about the importance of your 
values? Is your effectiveness as a leader diluted when you 
are seen to look the other way for financial gain?

Organizational ethics for healthcare
Much of this discussion of organizational ethics seems to 
apply only to business ethics in general. However, the same 
opportunities for unethical culture exist within all healthcare 
institutions. In the 1990s, healthcare organizational ethics 
began to be identified as separate from traditional clinical 
ethics. In 1995, The Joint Commission added requirements 
for organization ethics to its accreditation standards. The 
American Medical Association (AMA) has addressed the 
organizational issues for healthcare professionals, including 
healthcare administrators.

Unethical cultures lead to a higher level of fraud issues for the organization.

Do not be fooled into thinking 
that the number of posters and 

framed exhibits of your values 
defines how important they are.

The lack of selection discipline 
will doom an organization if 
the leader they select turns 
out to be the wrong choice.
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A question exists regarding how healthcare institutions 
can develop and promote ethical perspectives within 
their organizations. These organizations are evolving in 
developing processes to address organizational ethical 
issues. Unfortunately, many administrators fail to recognize 
their responsibility to lead and set the tone from the top on 
organizational culture, and instead expect the compliance 
department to administer these issues.

The healthcare industry apparently recognized the need for 
leadership emphasis on their ethical cultures. In a November 
2015 (revision) by the American College of Healthcare 
Executives, the policy statement of “Creating an Ethical 
Culture Within the Healthcare Organization” addresses 
many of the concepts previously described. The opening 
statement in the policy position, “The American College of 
Healthcare Executives believes all healthcare executives 
have a professional obligation to create an ethical culture,” 
supports the assertion that it must begin at the top. One of 
the specific leadership responsibilities is to communicate 
expectations that behaviors and actions should be based 
on the organization's values, and includes the need to 
communicate this message in the position description for 
the employee.

Ethics affect fraud risks
Each layer of leadership should ask themselves, “Are my 
actions, decisions and behaviors consistent with our 
values?” The consistency of these activities within the 
context of the organization’s values defines it as ethical or 
unethical. Unethical cultures lead to a higher level of fraud 
issues for the organization. As internal audit professionals, 
we should be asking ourselves, What is our culture? 
Moreover, is that culture leading to a higher probability of 
fraud concerns? 

Perry Tomlinson is the Executive 
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2969.
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