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Ethical Audit: The Trigger

Enron was once the darling of stock market. In spite of having excellent performance metrics, independent directors with excellent credentials, Enron could not arrest its failure. The main reason is that the ethical bankruptcy cannot lead to an economic prosperity. In USA, in the recent times many companies have appointed a senior manager with a dedicated responsibility to promote ethical behaviour throughout the company.

It is not just enough to appoint an ethics officer. It is also necessary to measure the internal and external consistency of an organization’s value base. This is ensured by ethical auditing. 
Why an Ethical Audit?

The ethical audit enables the company to see itself through variety of lenses. The ethical profile of a company is assessed by ethical audit. It addresses all the factors that address a company’s value system.

Ethical Audit does the following:

· Clarify the actual values to which the company operates.

· Identify specific problem areas within the company.

· Learn the gap between societal expectations and company’s compliances towards the same.

· Understand stakeholder’s expectations currently not met by the company.

· Identify present and potential gray areas of vulnerability.

Many times companies do carry out things, simply because it is likely to bring business benefits. Ethical audit serves as an inner-self, enabling the companies to introspect their values and the current path pursued by them.

Ethical Audit and International Business:

In the globalization era, cross border business is inevitable. Such cross border business brings in cultural issues. Environmental regulations, attitude towards corruption and human rights vary from country to country. Companies cannot eradicate the evils of any society on their own. But companies have to test their values across all areas of operations beyond their borders through ethical audit so that potential areas of vulnerability can be identified. They should not pursue different set of values for different countries in the new globalized era. It may have seemed acceptable for Shell to apply differing environment standards to their drilling in Africa decades ago to those they applied for Europe or North America. But in an era of acute global consciousness and interdependence of the world’s eco-system, the same standards are rightly expected in every continent.   
Varieties of Ethical Audit:

There are several components of ethical audit.

· Review of values and codes of conduct.

· Audit of Policies and Procedures.

· Audit of Staff Perceptions Vs Realities

· Audit of Customer Perceptions Vs Realities

· Audit of Stakeholder expectations Vs Realities

· Audit of specific issues / Problem areas

· Audit of regulatory compliances

· Audit of comparisons with reference scales, peer or benchmarks

· Identification of Ethical gaps, Potential gray areas.

Ethical audit is value driven, unlike social audit which is environment driven or financial audit which is number driven. Ethical audit will result in identification of actual organizational values on one hand and how the company wants to develop its value system on the other.

Ethical Audit Process:
The ethical audit typically adopts the following approach:
· Establish the clarity of the scope of audit

· Determination of what topics to be included, whether to start with a small subset the first time.

· Establishment of clarity of context, whether the audit is triggered by external pressures, whether there is a commitment from top to act on the findings.

· Determination of the process of audit – questionnaires, interviews, technical or external assessments etc.

· Finalize the team, mainly comprising of specialists in ethics with adequate background.

· Scheduling series of sessions with both executives and staff in the same sessions.

· Analysis and Reporting.

· Follow-up on Action.

Requisite Qualities of an Ethical Auditor:

The Ethical Auditor should process the following capabilities:
· Identification of ethical issues and explain the underlying principle involved.

· Ability to use problem solving stages to arrive at a resolution to a problem.

· Ability to identify stakeholders involved in an ethical issue.

· Clarity of the approach being used (eg: justice, utilitarian etc.)

· Ability to explain how the ethical reasoning develops.

· Ability to describe how to promote development of an ethical organizational climate

· Ability to describe the impact of unethical behaviour in the organisation

· Ability to identify potential gray areas of ethical risks?

· Ability to suggest ways to minimize such issues.
· Ability to locate and know a code of ethics for their field or management specialty.

Ethical Audit is Comprehensive and Integral:

It is integral since it combines different approaches and methodologies. It is comprehensive because it provides the entire functional areas of the organization. The values and ethical policies are looked at from different angles, since the values that are not balanced with social, ethical and economic aspirations, will not endure for long.

Values – the Key:

To conclude, the values are the basis of all organizational behaviour. Ethical audit focuses on such values thereby measuring the internal and external consistency of a corporate’s value base. The results provide important information, which should be reported along with Annual Report or as a supplementary report.
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