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The Future Is Here

Establishing and maintaining an ethical business environment starts when a new employee

joins the firm at the start of his or her career.

By Tony Powell

Whether it is within your own firm or at clients” firms,
an ethical firm is far more likely to be well-run, efficient,
and profitable. But the environment within a firm can
work against this in ways partners might not be aware
of, including differences in motivation and psychology
between different generations and how this affects the
risk of some people cutting corners or not adhering to
procedures and professional standards.

We had the opportunity to talk with Edi Osborne,
the CEO of Mentor Plus, based in California, about
this. In her work, Edi focuses primarily on helping the
accounting profession develop and deliver business
advisory services. With respect to ethics, her firm al-
so performs assessments to
find out people’s values and
look at who the rule-bend-
ers might be. There are cer-
tain behavioral styles that
are more likely to bend the
rules than others, she told
us, which also shows up in employment assessments
that can be performed.

Q: Who within a firm is most likely to bend the
rules, look the other way, or worse?

A: In any business situation, when an employee doesn’t
perform up to par you have to ask, “Is this a people or
process issue?” The good news is that more often than
not, when people underperform (or don't follow the
rules) it is a process issue, and processes can be fixed.
Process can be anything from how we hire, orient, ac-
culturate, train, or manage an employee. However, when
it comes to ethics, the process begins long before new
employees join the firm reaching all the way back to
how they were raised and influenced by society. There
is a raging debate about the question of ethics across all
strata—business and personal. Some argue that values are
changing (not for the better). Some argue that unethi-
cal behavior has not increased, just our awareness via the
media has. I believe it is a bit of both. Media prolifera-
tion may be shining a brighter light on the ever-present
dark side of society, but in doing so, we have become
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desensitized to unethical behavior. What may have easily
appeared black and white 20 years ago may now appear
in shades of gray. In either case, the greater question is
who is more likely to step outside the lines (or look the
other way when others do), what motivates them to do
so, and what can be done to address the trend?

I don’t have statistics that point to one type of firm
member being more likely to step outside the lines,
but I can tell you what I have observed about the cir-
cumstances that predispose it to happen and how to
prevent it.

I read recently that the IRS paid a whistleblower $4.5
million for reporting a client’s illegal practices to avoid
paying $20 million in taxes.
My reaction was, “It’s about
time.” The good news is
that professional ethics are
as strong, or maybe even
stronger, than ever because
of Enron-like situations
coming to light. I believe that the underlying cause of
rule-bending is more about the health of a firm’s cul-
ture and the effect of a dysfunctional culture on young
people, who don’t have as much life experience to grasp
the implications of poor choices or the political will to
deal with the dysfunction in the firm.

Q: I imagine a practitioner at a fork in the road and
considering a decision on whether to bend the rules,
to go one way or the other. It’s interesting that you
identify younger people as being at risk when faced
with ethical choices.

A: When you look at the Gen Y demographic, these
are the young people coming out of college who are in
the first three to five years of their professional devel-
opment. Gen Y’ers have come to be known as “Gen
Why?” They are always asking why, they challenge ev-
ery assumption, every authority, every bit of conven-
tion and standard practices. They look at their peers,
perhaps someone like Mark Zuckerberg, who founded
Facebook, or the iconic renegade, Steve Jobs, of Apple
who have become wildly successful by breaking the
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rules and not following conventions. Gen Y’ers have
grown up with the idea that challenging everything is
not only healthy, it is a shortcut to success. Let’s face
it, we are bombarded daily with messaging that affirms
rule-breaking as a positive practice. However, there is
a difference between shifting paradigms and marginal-
izing truth and transparency.

So, how do you temper enthusiasm for change with
stepping over the lines? There are two key elements that
influence the choices we all make:

1. Do I matter?
2. Does my work matter?

The connections (or allegiances) that young people
have made at this point in their career may not be strong
enough to overcome temptations at the fork in the road
as compared with someone who has made stronger con-
nections. By connections, I mean to their team, their
fellow firm members, the firm’s clients, their peers, and
the profession as a whole. Do they feel like they’re part
of the team? Are they part of something bigger than
themselves? Do they see a future with the firm? If in-
dividuals already lean toward rogue behavior and they
feel isolated, that they don’t fit in, or if they can’t envi-
sion a future for themselves with that firm, the fork in
the road can be more problematic. If they feel like they
don’t matter to others, it’s not a great leap to adopt the
self-belief that what they do doesn’t matter either.

It is imperative that firms help young people under-
stand where they fit in the bigger picture and how im-
portant they are to the wellbeing of the firm. When we
help young people make the connection between what
they want for their future with their ability to attain
it by making choices that are good for the firm, they
are far more likely to address difficult questions with a
“we” vs. “me” perspective.

I believe firms are creating some of their own
worst nightmares and potential liability by continu-
ing to bring today’s generation into the firm fol-
lowing the old model (7.e., keep your head down,
do as you are told, and eventually, you will have
an important role in the firm). The Y generation,
by and large, is more educated and more confident
than any previous generation. They are not content
to just hang out until they are given something im-
portant to do. Nor are they willing to follow di-
rections blindly. It is not long before they start to
look at the systems they are working within and ask
questions: “Why are we doing it this way?” “This
seems so inefficient or ineffective” or “It’s a waste
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of my time.” That’s when they might start to do
what we call random acts of reengineering.

These random acts of reengineering are their way of
dealing with what feels to them like a waste of their
time. For Gen 'Y, their time is their most precious com-
modity; even if they want to spend it playing video
games, it’s their time. The Y generation sees their time
as sacred. If theyre involved in engagements where
the reasons for having to do something a certain way
have not been made explicit, they might not make the
connection that taking a shortcut in one area ends up
hurting the engagement in another. It’s about connect-
ing the dots between their behavior and the risks as-
sociated with a weak work product. If they dont care
about the firm or they perceive that the firm doesnt
care about them, if that connection is missing, they
may be tempted to cut corners.

In some cases, reengineering a given process may be
long overdue. It may be that the firm’s established way
of doing something is inefficient. Rather than risking
random reengineering or shortcuts being taken that re-
write rules on a unilateral basis, the firm needs to have
a kaizen process, a constant reengineering process, that
allows people to raise their hand and say, “You know
this doesn’t feel very efficient to me. Is there a reason we
do it this way?” Instead of a partner or manager saying,
“That’s the way we do it here,” they need to stop and
recognize that this generation needs to understand the
why behind everything they are asked to do—or they
start “coloring outside the lines,” which can open the
door to unforeseen liability.

Q: There are two sides of the coin. A young person
can come into a company and see that it’s doing
things that are boneheaded, or at least appear inef-
ficient. When I saw things like that, they wouldn’t
listen to me, because I was young and insignificant.
But it might be that the question I asked was a kind
of emperor’s-new-clothes moment.

A: Yes, and these are bright kids. They’ve got a tech-
nology background, and they might look at something
and say, “Why are we using this tool or that to tool?
Isn’t there a better way to do this?” They are wired to
ask paradigm-shifting and game-changing questions.
The key is whether the firm is giving them an avenue
to ask the questions and get a response. Is the firm get-
ting young people involved in reengineering the sys-
tem? Are we looking at the processes and encouraging
questions such as, “Why do we do it this way?” and
“How could we do it better?” The more these younger
employees are engaged in the “How we can do it bet-
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ter” aspect, the more ownership they’ll take
of processes and the more they’ll adhere to
the standards that have been set. You're go-
ing to find young people are more likely to
follow the rules if they are part of the rule-
making team.

A firm can tell people what to do, but if
it doesn’t tell them why it needs to be done
a particular way or allow them to question,
they end up feeling like robots, turning off
their brains, and when the time comes that
it matters, they won’t have any allegiance to
the standard practices. They have allegiance
to themselves to get the work done by what
feels to be the most efficient way possible.

Q: At the start of their career, it seems
there’s a lot less at stake.

A: There are a lot of young people who
have no interest in becoming a partner. They
don’t want the liability, they don’t want the
work hours, and they dont want the pressure.
It used to be a firm could hold that carrot
out and say, “If you play by the rules, you'll
become a partner.” Nowadays, a lot of peo-
ple say “No, thank you, ’'m okay with mak-
ing $60,000 a year and having time for my
family and time for myself "—or getting an
offer to go work in another industry.

Even if a young person wants to be a
partner, sometimes a compelling future
is no match for dysfunctional messaging
in the present. I read an interesting article
not too long ago about a situation where
a young industry CPA was asked to pro-
duce what he called “dodgy invoices.” The
reason he didn't raise his hand about being
asked such a thing was he was afraid that
if he did, he would be fired and it would
leave a big hole in his resume, or if he said
anything about what was going on or re-
signed from his job and became a whistle-
blower, he would be sued for defamation.
In general, CPA firms have been hesitant
to raise their hand against their clients or
employers. There’s an attitude of “if some-
thing’s not right, we fix things internally.”
So this young person may have perceived
that when things are sketchy or dodgy, we
look the other way and just deal with it the
way it is because we don’t want to raise any
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red flags. Our sensitivity to slides in ethics has declined.
We have watched people cheat and steal and get away
with it and become superstars in the media, leaving
young people with the perception that breaking a few
rules here or there is no big deal. But in a profession
that is solely based on ethics and trust, knowing when
and where the rules can be bent is a critical issue.

Q: If something fishy is going on, what can a prac-
titioner do short of resigning the engagement?

A: There are avenues via the IRS and other regula-
tory bodies for whistleblowers to turn in clients who
are breaking the law. More often than not, good firms
disengage these clients long before a regulator gets in-
volved. The more a firm walks away from questionable
clients, the stronger the message becomes for the team
that the firm does not tolerate unethical behavior. The
message needs to be very clear: “Even when they’re pay-
ing us big bucks, we don't tolerate it, because it puts
all of us at risk.”

Q: Where do firms go wrong with their younger
employees?

A: Firms need a consistent acculturation process that
instills the firm’s values from the very start.

You've first got to create an awareness, and second,
a safety net, for those young people who do see ques-
tionable behaviors, so they will not be afraid to raise a
question or be labeled a tattletale. There needs to be a
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strong message that says, “Guys, we all make mistakes.
It’s absolutely critical that we identify them and fix them
here. And if you're unsure, please, please, please come to
us, raise your hand, and let us look at it.” This becomes
a standard practice, to question the way things are being
done, instead of people being seen as tattletales.

Q: What sorts of best practices can help?

A: In the medical field, they have morbidity and mortal-
ity conferences. These are post-discussions of what went
wrong in a particular case: Why did the patient die? What
was missed? These discussions are kept confidential, and
they’re learning exercises. Somebody has to stand up in
the room and say what happened, say what the judgment
call was that they made, good or bad, and then talk about
what they would do differently. I think accounting firms
need to set aside, even one hour a month, a time when
people can come together to review ethical questions. The
activity would go something like this: “The client comes
to you and asks you to ignore [fill in the blank]. Within
teams talk about how you would respond to that situa-
tion. And then we'll discuss it.” The more practice young
people have in a mock situation, the more knowledge and
confidence they’ll have to deal with a real scenario when
they come to a fork in the road. Doing this in a group set-
ting is valuable because young people benefit from hear-
ing how their peers respond to the question. Positive peer
pressure may be the turning point for someone to make
the right choice when it is needed most.

First Whistleblower Office Reward

Whistleblower attorney Eric. L. Young, of Egan Young
Attorneys at Law, announced on April 8, 2011, that
the IRS Whistleblower Office had paid its first whis-
tleblower reward, more than $4.5 million, in the first
U.S. tax whistleblower case settled since rewards were
mandated by Congress four and a half years ago.

A CPA in-house accountant and auditor who dis-
covered a $20 million-plus tax liability at a large na-
tional financial services firm, which the FORTUNE 500
company then declined to report, was given the third
highest category of IRS whistleblower reward under
the new law, 22 percent, according to Young.

“This groundbreaking IRS $4.5 million reward
originated like many of our government fraud whis-
tleblower cases in health care, defense contracting,
pharmaceutical sales and marketing, and other sec-
tors,” Young explained.

“Our client discovered that the financial services
firm was failing to pay taxes, but after speaking up
was simply ignored. As such, the right thing was done
in deciding to report this employer’s tax misconduct
to the IRS,” Young said.

For tax and gui ram whistleblowers, this case
clearly underscores the importance of work-
ing with an experienced whistleblower lawyer,
Young explained.

Why? Young revealed that his client originally had
filed an IRS “Form 211” with the new Whistleblow-
er Office without counsel, known legally as “pro se.”
When more than two years had elapsed since the
original filing and no IRS response had been received
after numerous client inquiries, the client reached
out to Young, an experienced whistleblower attor-
ney in state and federal courts.
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After assessing the client’s case and concluding that
it indeed appeared to be in limbo, Young immediately
contacted the IRS Whistleblower Office. He determined
that his client had never received a “Claims Number”
after the original Form 211 filing. Assigning this num-
ber is only the first step in IRS whistleblower procedure,
Young explained.

“In our subsequent contacts with the Whistle-
blower Office, we provided the original case docu-
ments and information that fully exposed the finan-
cial services firm’s tax misconduct. We also clearly
and convincingly demonstrated to the IRS Whistle-
blower Office how effective our client’s efforts were
in advancing this case,” Young said.

“As a result, we believe our efforts enabled our
client to earn this enhanced, 22-percent reward in
America’s first IRS Whistleblower case under the new
program,” Young said.

In fiscal years 2007 through 2009, when re-
wards under Section 7623 were mandated, the IRS
Whistleblower Office reported receiving more than
12,000 new cases. Earlier in 2011, the Whistleblower
Office modified its award criteria to allow whistle-
blower rewards based not just on taxes and penalties
received, but also when improper refunds or credits
have helped to offset taxpayer liability.

“It may last only for a short time, but it’s nice to
know that at this moment Egan Young is the only
law firm in the U.S. to help a client win a manda-
tory IRS Whistleblower reward,” joked Young, who
for years has represented whistleblowers in qui tam
cases under federal and state false claims acts.

“Since Egan Young will always be the first law firm
to help a client win a substantial reward under the
IRS Whistleblower program, we've developed a ref-
erence microsite for this historic case. Potential whis-
tleblowers and their attorneys can now visit www.
First-Tax-Fraud-Reward.com to learn more about this
first-ever case,” Young said.

The Tax Relief and Health Care Act of 2006 required
the IRS to set up a Whistleblower Office by December
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2006 and then pay rewards to tax whistleblowers. Pri-
or to this legislation, now Section 7623 of the Internal
Revenue Code, the IRS had the option to pay rewards
to individuals it previously referred to as “informants.”

“The IRS and its Whistleblower Office have re-
strictive confidentiality standards,” said Brandon ].
Lauria, an Egan Young attorney who also represent-
ed the whistleblower, “and our client welcomes this
cloak of anonymity.” Young and Lauria explained
that the client continues work as an in-house CPA
and never wants to be known as the source of de-
tailed information that cost the employer more than
$20 million, nor will the law firm disclose the tax-
payer’s identity.

Throughout the years-long investigation of the
whistleblower’s allegations, IRS Large Case Exami-
nation never officially revealed to the taxpayer that
a whistleblower had provided tax liability informa-
tion, nor did the company officially learn the client’s
name, Young explained.

Somewhere today in the United States an anony-
mous CPA who helped the IRS Whistleblower Office
return millions to taxpayers can rest easier knowing
that the first-ever mandatory IRS Whistleblower re-
ward was paid because an employer failed to pay its
fair share of taxes.

Young thanked Stephen Whitlock, Director of
the IRS Whistleblower Office, office analysts, and
other professional staff for their outstanding help in
working with him and Lauria to bring this first-ever
IRS tax whistleblower case under the new program
to settlement.

“I don’t envy the daunting challenges Mr.
Whitlock faced in starting the IRS Whistleblower
Office from scratch and then being inundated with
12,000 Forms 211 filings,” Young said. “The IRS
whistleblower floodgates have opened a tiny bit
with our groundbreaking case. Egan Young looks
forward to more tax whistleblower rewards for our
clients, as are whistleblower attorneys across the
United States.” +
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