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The Challenge

 People don’t view themselves as unethical

 Boards & Management don’t know what they need
to do

* Incentives are skewed
o Effectiveness requires courage and hard work
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The Challenge

Ethics:
* Perception: Most of us are ethical
* Reality:
— Cheating
* high school
e college

« MBA

— Resumes
— Workplace
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The Challenge

CEO Whole Foods
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The Challenge
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Brocade CEO first
convicted In stock
option backdating
scandal

June 16, 2008
sentenced to
21months in prison
and ordered to pay
$15 million fine.



The Challenge

— “What's one man's
kickback is another man's
marketing approach.*

"Title firm settles over kickbacks, Neil Roland, Bloomberg News,
appearing in Aug. 29, 2007 San Ramon Valley Times".
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The Challenge

— “It's tough to deal with
someone who has their
hand held out."

"Title firm settles over kickbacks, Neil Roland, Bloomberg News,
appearing in Aug. 29, 2007 San Ramon Valley Times".
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Aligning Incentives - Who

Boards
e Define scope of the program
* Approve key policies & procedures

* Require periodic, substantive reporting
by management and ethics &
compliance officer

 Align incentives

e Tip: Add expertise to board or appropriate committ ee
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Aligning Incentives - Who

Management

* Actively support program

* Execute ethics & compliance program
 Insist on compliance

 Be a role model

Tip: It's management’s job to implement the progra m and
ensure compliance. The role of the compliance
officer is to ensure management has the tools &

resources.
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Aligning Incentives — Who

Compliance & Ethics Officer

e Give the board tools
« Make the case
1. Clarity/Simplicity
2. Balance
3. Protection
Board
Management
 Share the burden
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Aligning Incentives: What

Organizational Sentencing Guidelines
Policies & Procedure

Oversight

Screening

Education

Reporting
Monitoring/Auditing/Investigation

N O Ok owbdRE

Remediation
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Aligning Incentives: What

Key Substantive Risks

1.
2.

o 01 B W

False Claims

Physician Transaction (Stark, anti-
kickback, etc.)

Quality/Medical Necessity
HIPAA Privacy & Security

Tax-Exemption
27?7
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Aligning Incentives: How

Specific, measurable and fair
objectives

Participants must:

Know what needs to be done
How to get “it” done

How they will be evaluated
Who will get the results
Consequence of failure
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Aligning Incentives: How

Transparency Drives Behavior
o Competitiveness

e Reputation

e Competence

e Dedication
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Aligning Incentives: How

Compensation

« Compliance & ethics objectives must
reasonably balance other objectives

e Material (20% or more)

 Threshold (Is compliance & ethics really
fundamental to the way we work?)

« Conseqguences for failure
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Compliance & Ethics Officer

Courage

 Practice difficult/crucial conversations
* Think before you speak

» Attack the problem, not the person
 Listen carefully

Admit mistakes — the two most disarming
words in the English language are
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Compliance & Ethics Officer

Hard work

o Skepticism

« Memory lapses
e Other priorities

Tip: Help yourself. Create structures
which simplify your job.
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Aligning Incentives

Questions & Discussion
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