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The cost of unethical behavior
By Stuart McNeill, CCEP

Many will say that the fines, legal expenses, and loss of production due to a shutdown 
are the costs of non-compliance. I agree; if you do not comply with regulations and/or 
policies, and if you get caught and are punished, these are some of the costs of non-com-
pliance. Many will also say that the expenses related to complying with all the government 
regulations are the cost of compliance, or the cost of doing business. I disagree; they are 
the cost of unethical behavior. Let me explain. Well, let me give you a little background 
first, and then I will explain.

I spent 20 years in the military. There is no entity more regulated than the military. 
There are regulations from how to fold your underwear in boot camp all the way to rules 
of engagement, which tell you when you can load your weapon and when you can use 
it. There are no real decisions to make. You either comply, or you find another career (if 
you are lucky). Compliance is embedded in everything. However, if there is a hole in the 
rules and regulations, the service members will find it. It is at this point they have to make 
decisions based on their morals and ethics.

Morals are deeply embedded and we usually get them from our parents or other close 
family members and our teachers. To go against your morals means you are making a 
conscious decision to do what you feel is wrong. Ethical decisions, on the other hand, are 
more of a gray area for most. Ethics is not as personal. It can be considered the rules of 
our society. I like to think of a good ethical decision as one that would match what a group 
of my peers, let’s say twelve peers, would come up with after deliberation. This is under 
the assumption that the leadership is not breathing down their necks to “close the deal.”

During most of my time in the Navy, I was a crewman in helicopters that were based 
on aircraft carriers. The regulations that govern Naval Aviation are part of a program 
called the Naval Air Training and Operating Procedures Standardization (NATOPS). This 
program included specific manuals on the safe operation of each model of aircraft. They 
were very thorough operating manuals that were about three inches thick, and covered 
everything from flight planning to post-flight inspections, and included safe operating 
procedures and emergency procedures.

These manuals were not always three inches thick. They started out with the technical 
specifications and limitations, but left a lot up to the operators to decide. This meant that if 
a procedure or limitation was not in print on those pages, the crew decided whether they 
and the aircraft could handle the operation. Some crews were not as good as others, some 
aircrafts were not as good as others, and sometimes the crew just made bad decisions. 
Some of those decisions resulted in failed missions, damage to equipment, injuries, and 
sometimes death. Each time a decision that was not already defined in print led to some 
type of loss, or even a near loss, a new rule or regulation was developed to try and prevent 
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future occurrences. Some of these rules and regulations 
were absolutely necessary, but some were the result of bad 
decision-making. So, the manual grew to its current size 
of three inches. 

There are many additional costs as a result of these 
bad decisions. The accrued costs begin with updating the 
procedure, testing, printing the changes for each manual, 
following up with future crews to ensure they know and are 
following the new procedure, etc. Sound familiar? These 
costs are similar to those that organizations must face 
anytime a new regulation is imposed by the government. 
Many times these regulations are the result of a company 
making an unethical decision. That decision usually affects 
the public, then the public complains to the government, and 
the government’s reaction is to step in and tell the compa-
nies what they must do and how it should be done. If these 
hypothetical companies had behaved ethically, it might 
have prevented the government’s involvement in the issue, 
and prevented these additional costs of unethical behavior.

A perfect example of this is the alleged violations by 
a number of large banks related to mortgage loan origina-
tion, servicing, and foreclosure practices. Even if you do not 
consider the huge settlements they are paying, all banks have 
to increase their compliance budgets to comply with new 
regulations from the Consumer Financial Protection Bureau.

Another example: In 2010, a 30-inch-diameter steel 
natural gas pipeline, owned by a gas and electric company, 
exploded in flames in a residential neighborhood in Cali-
fornia. Eight people were killed, and 58 more were injured. 
The explosion, and the resulting fire, leveled 35 houses and 
damaged many more.1

It was later revealed that the gas and electric company 
had done replacement work along parts of the pipeline near 
this area. However, the replacement was stopped short of 
the area that failed in 2010. An independent audit from 

the California Public Utilities Commission issued a report 
stating that the company had illegally diverted over $100 
million from a fund used for safety operations, and instead 
used it for executive compensation and bonuses.2

As a result, the company’s stock fell on the Friday after 
the explosion, reducing the company’s market capital. Ad-
ditionally, the company has faced lawsuits and penalties 
that have brought it to the brink of bankruptcy.

In both of these cases, unethical behavior resulted in 
tremendous costs to the companies, costs that could have 
been avoided. While the monetary costs were great, let us 
not forget the cost of lost lives and homes—priceless.

One final example of how unethical behavior ends up 
costing businesses—conflict minerals. The SEC imposed 
Section 1502 of the Dodd-Frank Wall Street Reform and 
Consumer Protection Act.3 This rule results from reports that 
profits from the sale of certain metals mined in the Demo-
cratic Republic of the Congo (DRC) or adjoining countries 
have helped fuel war and human rights violations in the 
eastern Congo region. Companies are spending hundreds 
of thousands of dollars to comply with this regulation. The 
fact that these minerals come from that region, and that the 
profits from the sale of these minerals were being misused, 
was no secret. If companies had decided on their own to 
avoid these conflict minerals, then the government would 
not have had to get involved.

There are other benefits to a strong ethical culture in 
companies. Most of us would rather work for a company 
that does the right thing. It can increase your talent pool and 
greatly reduce turnover. It certainly reduces stress. Also, 
most customers would rather do business with a company 
that does the right thing. Nothing goes unnoticed any more. 
Reputational risk is a major concern and the best way to 
mitigate this risk is to always try to do the right thing.

The bottom line is this: Spend your resources on creating 
a proactive ethical culture in your company and in your life, 
and it will increase the bottom line of your financial reports. ❏

Endnotes
1 National Transportation and Safety Board, Pacific Gas and Electric 

Company Natural Gas Transmission Pipeline Rupture and Fire, San 
Bruno, California, 2012. http://1.usa.gov/1bz3joD

2 California Public Utilities Commission, San Bruno Incident Report, 
2013. http://bit.ly/1eC3zEo

3 Dodd-Frank Wall Street Reform and Consumer Protection Act. 
http://1.usa.gov/1c7BnVH

Most of us would rather work for 
a company that does the right 
thing.…most customers would 
rather do business with a company 
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