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FOREWORD 

Governance has never been more visible — or more misunderstood. 

In the years that I have spent working with boards, executives and institutions on governance 

integrity, I have observed a persistent and troubling pattern. Organisations invest significantly 

in governance infrastructure: frameworks, policies, committees, compliance functions, risk 

registers. They satisfy regulatory requirements. They produce annual reports attesting to 

governance quality. And then, often without warning, they fail. 

The failures examined in this white paper — Enron, Volkswagen, Wirecard, Crown Resorts — 

were not failures of governance infrastructure. They were failures of the human dimensions 

that governance infrastructure is designed to support: the character to act with integrity under 

pressure, the judgement to reason clearly when clarity is professionally inconvenient, and the 

cultural courage to surface what organisations would prefer not to hear. 

The Osmic Governance Architecture™ was developed in response to this gap. It is a framework 

for making the behavioural dimensions of governance visible, measurable and developable. It 

does not replace structural governance — it completes it by addressing the human factors that 

structural frameworks cannot capture. 

This paper presents the framework and applies it to four of the most consequential governance 

failures of the past three decades. Its purpose is not retrospective criticism. The organisations 

examined here were, in most cases, led by capable and credentialled people operating within 

formally sound structures. Its purpose is prospective: to give boards, Chairs and executives a 

clearer lens for examining their own governance reality — before the pressure that reveals the 

gap arrives. 

The findings are consistent and instructive. In every case examined, the failure was visible 

before it became public. The information existed. The structures existed. What failed was the 

behavioural architecture — the character, judgement and cultural discipline through which 

governance decisions are actually made. 

That gap is closeable. This paper shows how. 

Sanela Osmic GAICD 

Founder & CEO, Ethical Governance 

Developer of the Osmic Governance Architecture™ 

ethicalgovernance.com.au 
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0 1

E X E CU TI V E SU M M A RY 

Governance failures are among the most consequential and most preventable risks facing 

organisations today. Yet despite decades of investment in governance frameworks, compliance 

systems and regulatory reform, failures continue — and the pattern is remarkably consistent. 

The organisations that collapse — Enron, Volkswagen, Wirecard, Crown Resorts — do not fail 

for lack of policies. They fail because the human drivers of decision-making: character, 

judgement and structural discipline, become misaligned. They fail because culture quietly 

corrodes the mechanisms designed to prevent harm. They fail because governance is treated as 

a documentation exercise rather than a behavioural system. 

This white paper introduces behavioural governance — a new discipline that examines how 

human behaviour, not structural documentation, determines governance outcomes. At its 

centre is the Osmic Governance Architecture™, a proprietary framework developed by Sanela 

Osmic that identifies three active drivers of governance integrity. 

Key Findings 

• Every major governance failure examined exhibits the same behavioural architecture:

character failure, judgement failure and structural failure operating simultaneously and

reinforcing each other.

• Traditional governance frameworks are structurally necessary but behaviourally

insufficient. They provide the conditions for good governance but cannot guarantee it.

• Culture and incentives are not peripheral governance concerns — they are the primary

amplifiers or corrosive agents of every governance system.

• The Osmic Governance Architecture™ provides boards with a practical, evidence-

grounded framework for diagnosing and strengthening the behavioural dimensions of

governance that determine whether decision integrity holds under pressure.

• Regulatory frameworks globally are moving toward behavioural expectations — the

question is whether boards will lead this transition or be compelled by it.
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0 2  

I NT R OD UC TIO N  

 

Governance has undergone significant evolution over the past several decades. Regulatory 

reform, institutional oversight and board practice have progressively strengthened the 

structural foundations of governance. Boards are more independent. Committees are more 

specialised. Risk management and compliance systems are more sophisticated than at any point 

in modern corporate history. 

And yet governance failures continue to occur — not at the margins, but at the centre of well-

resourced, highly regulated organisations. 

This persistent pattern suggests a limitation in how governance has been conceptualised. 

Traditional approaches have focused primarily on structure: the design of boards, the allocation 

of authority, and the formal mechanisms of oversight. These elements are necessary. They 

establish the conditions under which governance can function. But they do not, in themselves, 

determine whether it will. 

Governance does not operate in frameworks. It operates in decisions. 

This paper introduces Behavioural Governance as a necessary and distinct dimension through 

which governance can be understood, assessed and strengthened. Behavioural Governance 

examines how leadership behaviour, cognitive dynamics and organisational culture interact 

with formal governance structures to shape decision-making in practice — particularly under 

conditions of pressure, uncertainty and competing incentives. 

At the centre of this perspective is a simple but consequential shift: from viewing governance as 

a system of structures to understanding it as a system of behaviour. 

The paper advances this shift through the introduction of the Osmic Governance 

Architecture™, a framework that conceptualises governance integrity as the outcome of three 

interacting drivers — leadership character, strategic judgement and governance architecture — 

operating within the environmental conditions of culture and governance pressure. It provides 

a structured way of diagnosing where governance systems fail, and why those failures occur 

even when formal structures appear sound. 

To ground the framework in evidence, the paper applies it to four landmark governance 

failures — Enron, Volkswagen, Wirecard and Crown Resorts. These cases are not presented as 

isolated events, but as consistent expressions of a common underlying architecture of failure. 

Across industries and jurisdictions, the same patterns emerge: breakdowns in character, 
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distortions in judgement, and structural mechanisms that fail to function as intended under 

pressure. 

The contribution of this paper is threefold. 

First, it defines Behavioural Governance as a distinct and necessary dimension of governance 

practice. 

Second, it introduces a practical diagnostic framework for assessing governance integrity 

beyond structural compliance. 

Third, it identifies the governance dimensions that structural frameworks are least equipped to 

assess — and provides boards and regulators with a diagnostic approach for doing so. 

The question this paper addresses is not whether organisations have governance. It is whether 

governance holds when it is most needed. 

The answer depends not only on the structures that exist, but on the behaviour that operates 

within them. 

 

Governance does not fail in the policy manual. It fails in the boardroom, under 

pressure, when no one is watching. 
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0 3  

TH E G OV ER NA N CE PA R ADO X  

 

There is a paradox at the centre of modern governance. The organisations that have produced 

the most damaging governance failures of the past three decades were not ungoverned. They 

were, in many cases, extensively governed — with sophisticated board structures, articulate 

values statements, documented risk frameworks and teams of compliance professionals. 

Enron was named Fortune's Most Innovative Company six consecutive years before its collapse. 

Volkswagen had a globally respected sustainability report. Wirecard passed audits conducted 

by one of the world's largest professional services firms. 

 

The question is not whether organisations have governance. The question is whether 

governance works when it is most needed. 

 

The Structural Response and Its Limits 

The conventional response to governance failure is structural. Regulatory bodies introduce new 

requirements. Boards add committees. Compliance functions expand. Reporting obligations 

multiply. Risk registers are revised. The underlying assumption is that governance fails because 

something is missing from the structure — and that adding structure will prevent the failure 

from recurring. 

This assumption is incomplete. The structural response addresses the symptoms of governance 

failure without addressing its causes. It treats governance as a documentation problem when it 

is, in reality, a behavioural one. 

 

Traditional Governance vs. Behavioural Governance 

Traditional frameworks focus on structure, roles, reporting and compliance. They assume 

that the right people + right structures = good governance. What they miss: character 

under pressure, culture as a force, judgement quality, and incentive alignment. The 

consequence: governance that functions in documentation but fails in practice. 

 

Governance thinking has evolved significantly over the past several decades. Early reforms 

focused primarily on board structures and independence. This was followed by increasing 

emphasis on regulatory compliance, risk management, and organisational culture. More 

recently, attention has shifted toward the role of human judgement and leadership behaviour in 

shaping governance outcomes. This evolution is summarised below. 
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A New Diagnostic Framework 

Addressing the governance paradox requires a different diagnostic lens — one that examines 

not what governance frameworks contain, but how governance actually behaves under the 

conditions boards face in practice. 

Behavioural governance is this lens. It does not replace structural governance — it diagnoses 

the human dimensions that determine whether structural governance functions. The Osmic 

Governance Architecture™ operationalises this diagnostic lens. 

 

✗ 

Structural Governance 

Alone 

Policies, committees, 

frameworks — necessary but 

insufficient. Governs on paper. 

+ 

The Gap 

Character under pressure · 

Culture as force · Judgement 

quality · Incentive alignment 

✓ 

Behavioural Governance 

Diagnoses the human 

dimensions that determine 

whether structural governance 

actually functions. 

 

The governance paradox is resolved not by more policy, but by better alignment 

between the character, judgement and structure through which decisions are actually 

made. 
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0 4

B EH A V IO U RAL G OV E RN ANC E : D EF IN IT I ON

Behavioural Governance examines how leadership behaviour, cognitive dynamics and 

organisational culture interact with formal governance structures to determine decision 

integrity. Its central claim is direct: governance does not fail in the policy manual. It fails in 

the decisions that individuals make under pressure, within structures that were designed to 

prevent exactly that failure. 

Traditional governance frameworks have made a real and lasting contribution. Requirements for 

independent directors, audit committees, risk oversight and executive remuneration disclosure 

have created structural conditions that meaningfully reduce governance risk — when they 

function as intended. The limitation of these frameworks is not that they are wrong, but that they 

are incomplete. They are built on an implicit assumption that if the right structures are in place, 

and populated by competent individuals, governance will follow.  

This assumption breaks down under conditions that are, in practice, routine rather than 

exceptional.1 

01
Pressure Overrides 

Structure 

Governance structures are 

designed for normal 

conditions, but fail under the 

simultaneous pressures boards 

routinely face. 

02
Culture Operates Beneath 

Culture determines what 

actually gets rewarded and 

punished — and shapes 

whether structures function in 

practice. 

03
Judgement Quality Not 

Assessed 

Cognitive biases affect even the 

most qualified individuals 

when decision processes do not 

actively counteract them. 

1. Pressure Overrides Structure

Governance structures are designed for normal operating conditions. They are rarely tested 

against the conditions under which governance most frequently fails: intense time pressure, 

reputational exposure, competing stakeholder demands, regulatory scrutiny and strategic 

uncertainty occurring simultaneously. 

2. Culture Operates Beneath the Structure

Current frameworks pay insufficient attention to the cultural environment in which governance 

structures operate. Culture — the set of shared beliefs, incentives and behavioural norms that 

Each condition is observable across all four governance failures examined in this paper. 
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determine what actually gets rewarded and punished — operates beneath every governance 

structure and shapes whether it functions in practice. 

3. Judgement Quality Is Not Assessed 

Existing frameworks assume that placing qualified individuals into board and executive roles 

produces governance-quality decision-making. They assess qualification and experience, but 

not the quality of judgement applied to complex, uncertain, high-stakes decisions under 

pressure. 

 

Cognitive biases — authority deference, confirmation bias, optimism bias — are not 

functions of intelligence or experience. They are functions of psychology and process. 

Power dynamics affect whether individuals feel able to question decisions made by 

senior executives. Groupthink may emerge when maintaining consensus becomes 

more attractive than rigorous debate.2  

 

These behavioural forces rarely operate in isolation. Instead, they interact with governance 

structures and decision processes, shaping how boards frame and interpret risks, evaluate 

options, respond to warning signals and ultimately make strategic choices. Behavioural 

Governance therefore recognises that effective governance requires not only strong 

institutional architecture but also an awareness of the behavioural dynamics that influence 

how governance systems operate under real-world conditions. 

 

 

 

 
Bazerman, M.H. & Tenbrunsel, A.E. (2011). Blind Spots: Why We Fail to Do What’s Right and What to Do About It. 

Princeton University Press. Kahneman, D. (2011). Thinking, Fast and Slow. Farrar, Straus and Giroux. Osmic, S. 

(2023). Leading with Emotional Intelligence: A Guide for Board Directors. Ethical Governance Pty Ltd. 
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0 5  

DECISION INTEGRITY 

 

Decision integrity lies at the heart of effective governance. While governance frameworks 

provide structures for oversight, the quality of governance ultimately depends on the integrity 

of the decisions made within those structures.  

 

Decision integrity refers to the ability of organisations to make sound judgements 

under conditions of uncertainty, pressure, and competing incentives.  

 

In traditional structural governance models, decision integrity is largely assumed rather than 

examined, with governance frameworks focusing primarily on formal structures, policies, and 

oversight mechanisms rather than on the behavioural and cognitive dynamics that shape how 

decisions are actually made.  

 

The limitations of traditional governance are not arguments against structural oversight. They 

are arguments for a more complete governance model — one that treats human behaviour as a 

first-order governance variable rather than an assumed constant.3 

Behavioural Governance is that model. It draws on insights from behavioural economics, 

organisational psychology and decision theory to make visible the human dynamics that 

structural frameworks assume away. It asks not whether the escalation pathway exists, but 

whether leaders actually use it. Not whether accountability is assigned, but whether it is 

genuinely exercised. Not whether risk is documented, but whether the judgement applied to 

it is disciplined. The Osmic Governance Architecture™ operationalises this lens — 

providing boards with a structured framework for diagnosing and strengthening the 

behavioural drivers of governance integrity.  

 

 

 

 

 

 
Jensen, M.C. & Meckling, W.H. (1976). Theory of the firm: Managerial behavior, agency costs and ownership 

structure. Journal of Financial Economics, 3(4), 305–360. DiMaggio, P.J. & Powell, W.W. (1983). The iron cage 

revisited: Institutional isomorphism and collective rationality in organizational fields. American Sociological Review, 

48(2), 147–160. 
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TH E OSM IC GO V E RN ANC E A R CH I T EC T UR E™  

 

The Osmic Governance Architecture™ is the operational framework of behavioural governance. 

Developed by Sanela Osmic and informed by research and analysis of governance failure across 

multiple industries and jurisdictions, it provides boards, Chairs and executive leaders with a 

structured, evidence-grounded model for diagnosing and strengthening the human dimensions 

of governance integrity. 

 

The Osmic Governance Architecture™ conceptualises governance as the interaction 

of behavioural, cognitive and structural forces operating within two environmental 

layers: organisational culture and the governance pressure environment. These layers 

shape how governance systems function in practice — influencing how information 

flows, how challenge is expressed, and how decisions are ultimately made. 

 

The architecture is built around a central thesis: Decision Integrity — the capacity to make 

decisions that are defensible, ethically coherent, purpose-aligned and resilient under scrutiny — 

is the ultimate measure of governance quality. It is achieved when three core drivers are aligned 

and operating within a supportive environmental context. The interaction of these drivers and 

environmental layers is illustrated below. 

 

 
Figure 3: The Osmic Governance Architecture™ - behavioural, cognitive and structural drivers operating within culture, incentives, and governance pressure environments to shape decision 

integrity. 
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The Three Drivers 

 

The architecture identifies three mutually reinforcing drivers of governance integrity — 

character, judgement and governance architecture — each representing a distinct dimension of 

human behaviour within governance systems. A weakness in any one driver creates systemic risk 

— and the failure modes are predictable: 

 

◆ CHARACTER 

Leadership Character 

Behavioural Driver 

Failure Mode: Power Distortion 

◆ JUDGEMENT 

Strategic Judgement 

Cognitive Driver 

Failure Mode: Rationalised Harm 

◆ ARCHITECTURE 

Governance Architecture 

Structural Driver 

Failure Mode: Structural Chaos 

 

Leadership Character — The Behavioural Driver 

Character is the most foundational and most frequently underestimated driver of governance 

quality. It determines how leaders exercise power when they are not constrained by external 

oversight. The governance-relevant dimensions of character include: 

• Integrity — the consistent alignment between stated values and actual decisions, 

particularly when that alignment is costly or uncomfortable. 

• Courage — the willingness to challenge, dissent, escalate and act on concerns even when 

doing so creates personal or professional risk. 

• Accountability — the genuine ownership of decisions and their consequences, rather than 

deflection or redistribution of responsibility. 

• Emotional Intelligence — the capacity to recognise and regulate emotional dynamics that 

would otherwise compromise independent judgement. 

 

Strategic Judgement — The Cognitive Driver 

Strategic judgement is the cognitive capacity to reason well under uncertainty — to identify the 

relevant considerations, weigh competing interests, anticipate consequences and reach 

conclusions that are both analytically sound and ethically coherent. Key dimensions include: 

• Bias Awareness — recognising how cognitive biases systematically distort decision-

making in group settings. 

• Risk Framing — defining and interrogating risk in ways that reflect genuine uncertainty 

rather than institutional comfort. 

• Stakeholder Impact — evaluating decisions through the lens of those who will be affected 

before commitment. 
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• Ethical Reasoning — applying structured ethical analysis to high-stakes decisions under 

pressure. 

 

Governance Architecture — The Structural Driver 

Governance architecture is the deliberate design of oversight, authority and accountability. 

Architecture determines what governance makes possible. Character and judgement determine 

what governance actually does. Key dimensions include: 

• Board Oversight — how boards monitor, challenge and maintain independent judgement 

over executive decision-making. 

• Authority & Role Clarity — explicit boundaries around decision rights that eliminate 

governance gaps. 

• Information Flow — the quality and timeliness of information reaching decision-makers. 

• Escalation Pathways — structural mechanisms through which concerns can surface safely 

before they become crises. 

The Environmental Layers 

 

The three drivers function within two environmental layers that either reinforce or corrode their 

effectiveness. 

 

Environmental Layer What It Determines 

Culture & Incentives The shared norms, beliefs and incentive structures that determine what 

actually gets rewarded, tolerated and ignored. No governance system can 

outperform the culture surrounding it. 

Governance Pressure Time pressure, reputational exposure, regulatory scrutiny, stakeholder 

activism and strategic uncertainty. These pressures reveal governance 

reality — they expose whether character is genuine or performative. 

 

Decision Integrity – The Core Outcome  

 

Decision Integrity sits at the centre of the architecture. A decision has integrity when it is: 

• Defensible — capable of withstanding regulatory, stakeholder and media scrutiny 

without qualification or retrospective justification. 

• Ethically coherent — consistent with the stated values and purpose of the organisation in 

substance, not merely in appearance. 
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• Purpose-aligned — serving the long-term interests of the institution and its stakeholders, 

not the short-term pressures of the moment. 

• Resilient under review — able to be examined retrospectively, in full context, without 

revealing reasoning that was distorted, selective or rationalised. 

 

The Osmic Governance Architecture™ provides a diagnostic and development 

framework for strengthening all three drivers and for deliberately designing the 

environments — cultural and structural —that make governance integrity sustainable 

under pressure.  

 

The Decision Integrity Equation  

The Osmic Governance Architecture™ can be expressed as a governance equation — a way of 

understanding Decision Integrity as the product of the interaction between the three active 

drivers and the two environmental layers that shape them. 

 

D E CIS I ON INT E GR I TY  

Decision Integrity = f (Character × Judgement × Architecture) × Culture & 

Incentives ÷ Governance Pressure 

 

This expression is not a mathematical formula — it is a conceptual model of how the components 

of governance interact to produce (or fail to produce) decision integrity. Understanding the 

relationships between the components is the practical value of the equation. 

 

Interpreting the Equation 

The Multiplicative Relationship Between Drivers 

The three active drivers — Character, Judgement and Architecture — interact multiplicatively 

rather than additively. A serious weakness in any one driver does not merely reduce 

governance quality; it can undermine the entire governance system. A governance architecture 

that is perfectly designed cannot compensate for leaders who lack the character to operate it 

honestly. The multiplicative relationship explains why governance failures consistently exhibit 

the simultaneous breakdown of all three drivers. 

The Amplifying Effect of Culture 

Culture and incentives operate as an amplifier of the three drivers. When culture is aligned with 

governance values — rewarding integrity, challenge, accountability and long-term stewardship 
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— it amplifies the effectiveness of strong character, good judgement and sound architecture. 

When culture is misaligned, it multiplies the damage of governance weakness. 

The Stress of Governance Pressure 

The governance pressure environment represents the stress applied to the governance system. It 

does not in itself damage governance integrity — it reveals whether the governance system was, 

in practice, sound. 

 

Using the Equation Diagnostically  

The Decision Integrity Equation provides boards with a practical diagnostic framework. The 

question is not whether the equation produces a specific numerical score — it does not. The 

question is which component of the equation is weakest, and what the consequence of that 

weakness is for governance integrity under the pressure conditions the organisation faces. 

 

Condition Response 

If Character is weak... Address through targeted board development, leadership 

assessment and cultural redesign. Structural solutions will not 

compensate. 

If Judgement is weak... Address through cognitive process design, decision-making training 

and structured bias counteraction. Governance quality cannot exceed 

judgement quality. 

If Architecture is weak... Address through structural redesign of escalation, information flow 

and oversight processes. Test against real pressure conditions, not 

hypothetical ones. 

If Culture is misaligned... Address first — because misaligned culture corrodes every other 

component. Incentive redesign, leadership modelling and 

accountability systems are the tools. 

If Pressure is high... Increase investment in all components simultaneously. High-

pressure environments reveal governance weakness rather than 

create it. The preparation must precede the pressure. 

 

 

The governance question that matters is not whether your board has the right 

structures. It is whether your board — under the conditions of pressure, complexity 

and competing interest that governance systems are actually subjected to — produces 

decisions with integrity. 
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CASE STUDY 1 

Enron: The Architecture of Deceit 

 

 

Organisation Enron Corporation 

Sector Energy, commodities and services 

Jurisdiction United States 

Period 1996–2001 

Outcome Bankruptcy (2001). Criminal convictions. USD 74 billion in shareholder losses. 

Dissolution of Arthur Andersen. 

Regulatory 

Response 
Sarbanes-Oxley Act (2002) — the most significant US corporate governance reform in a 

generation. 

 

What Happened 

Enron Corporation was, at its peak, the seventh-largest company in the United States and 

widely regarded as one of the most innovative organisations of its era. Its collapse in December 

2001 was the largest corporate bankruptcy in US history at the time. The mechanism was a 

systematic program of financial fraud: the use of special purpose entities to conceal debt, mark-

to-market accounting of speculative contracts as realised profit, and repeated misrepresentation 

of financial performance. But the mechanism of the fraud was not its cause. Its cause was a 

comprehensive failure of governance across every dimension of the Osmic Governance 

Architecture™.4 

Governance Lessons: Enron 

 

⚠ 

Culture Eats Governance 

The "rank and yank" 

performance culture made 

integrity professionally costly 

and silence rational 

⚠ 

Board Capture 

Directors approved ethics code 

suspensions — the oversight 

function was captured by the 

very executives it was meant to 

monitor 

⚠ 

Auditor Conflict 

Arthur Andersen's consulting 

revenue created a structural 

conflict that made independent 

audit impossible in practice 

 
Powers Report (2002): Report of Investigation by the Special Investigative Committee of the Board of Directors of 

Enron Corp. United States v. Skilling, 554 F.3d 529 (5th Cir. 2009). 
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Analysis: Osmic Governance Architecture™ 

Driver What the Evidence Showed Verdict 

Leadership Character CEO Jeffrey Skilling and CFO Andrew Fastow 

constructed elaborate deceptive architectures 

deliberately. The Performance Review Committee 

('rank and yank') evaluated employees on 

financial performance and political alignment 

rather than integrity. Courage to challenge was 

punished. 

TOTAL COLLAPSE — 

Power distortion at 

institutional scale 

Strategic Judgement Board members approved the suspension of 

Enron's own ethics code to allow CFO Fastow to 

run special purpose entities concealing USD 30 

billion in debt. Optimism bias, authority 

deference and normalisation of complexity 

combined to produce catastrophic oversight 

failure. 

RATIONALISED HARM — 

Motivated reasoning 

overrode fiduciary duty 

Governance 

Architecture 
Audit committee received insufficient 

information. Arthur Andersen had a catastrophic 

conflict of interest generating significant 

consulting revenue from Enron. Escalation 

pathways were non-functional. Information flow 

was controlled by those with the greatest interest 

in its distortion. 

STRUCTURAL CHAOS — 

Architecture existed on 

paper, failed in practice 

Culture & Incentives 'Rank and yank' culture rewarded financial 

results above all else. Raising concerns was 

career-limiting. Loyalty to leadership overrode 

accountability throughout the organisation. 

Culture as the primary 

corrosive agent 

Governance Pressure Congressional, regulatory and market pressure to 

sustain double-digit growth intensified risk-

taking and compressed the governance 

environment. The expectation of perpetual 

outperformance made any internal constraint on 

aggressive accounting politically untenable. 

Pressure as permission for 

governance bypass 

 

Enron din not collapse because it lacked governance. It collapsed because governance 

— character, judgement and structure — had been systematically hollowed out by a 

culture designed to reward performance without accountability.   
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CASE STUDY 2 

Volkswagen: The Institutionalisation of Deception 

 

 

Organisation Volkswagen AG 

Sector Automotive manufacturing 

Jurisdiction Germany (global operations) 

Period Defeat device installed approximately 2005–2015 

Outcome Criminal convictions. USD 33 billion in fines and settlements. Market capitalisation 

loss exceeding EUR 20 billion. CEO resignation. 

Regulatory 

Response 
Global regulatory tightening of vehicle emissions testing; enhanced corporate liability 

frameworks across multiple jurisdictions. 

 

What Happened 

In September 2015, the US Environmental Protection Agency disclosed that Volkswagen AG 

had installed software — a defeat device — in approximately 11 million vehicles globally. The 

software detected when a vehicle was undergoing emissions testing and activated full controls 

only during tests. Under normal driving conditions, the vehicles emitted nitrogen oxides at up 

to 40 times the permitted regulatory limit. What Dieselgate revealed was not a sudden lapse in 

governance — it was the collapse of a governance system that had been comprehensively 

compromised for a decade.5 

Governance Lessons: Volkswagen 

 

⚠ 

Institutional Character 

Failure 

The decision to deceive was 

not rogue — it reflected a 

culture in which commercial 

objectives consistently 

overrode ethical constraints at 

every level 

⚠ 

Narrow Risk Framing 

Regulatory, reputational and 

human consequences were 

never adequately assessed — 

the risk frame was too narrow 

and commercially biased 

⚠ 

Structural Blind Spots 

Dual board architecture 

allowed technical decisions to 

escape supervisory scrutiny for 

an entire decade 

 
United States v. Volkswagen AG, Plea Agreement (2017). US Department of Justice Press Release, 11 January 2017. 



21 

 

Analysis: Osmic Governance Architecture™ 

Driver What the Evidence Showed Verdict 

Leadership Character The defeat device was not the decision of a 

single rogue engineer. Knowledge extended 

to senior levels of engineering and 

management. The character failure was 

institutional — a culture in which 

commercial objectives consistently overrode 

ethical constraints and principled challenge 

was professionally untenable. 

INSTITUTIONALISED 

DISHONESTY — Character 

failure normalised at 

organisational level 

Strategic Judgement The decision was framed narrowly around 

engineering and commercial problem-

solving. Risk framing and ethical reasoning 

were absent from the decision frame. The 

regulatory, reputational and stakeholder 

consequences were never adequately 

assessed. 

SEVERELY SHORT-TERM — 

Risk framing and ethical 

reasoning absent 

Governance 

Architecture 
The dual board structure limited technical 

oversight. Information flow was filtered 

through commercially motivated 

management structures. Escalation 

pathways did not reach the supervisory 

board level. 

STRUCTURAL BLIND SPOTS — 

Architecture permitted decade-

long concealment 

Culture & Incentives Commercial performance culture where 

meeting targets was paramount. Challenging 

technical decisions that served the 

commercial strategy was professionally 

risky. Compliance to commercial targets 

displaced compliance to legal standards. 

Culture of commercial 

compliance over legal compliance 

Governance Pressure The strategic imperative to become the 

world's largest automaker and capture the 

US diesel market created a governance 

environment in which engineering 

constraints became commercial obstacles. 

Competitive pressure institutionalised the 

logic that performance targets took 

precedence over regulatory compliance. 

Competitive pressure enabling 

ethical fading 

 

Dieselgate was not a single bad decision. It was a decade of daily decisions — by 

engineers, managers and executives — each of which reflected a governance culture in 

which commercial performance had displaced ethical accountability. 

 

 



22 

 

CASE STUDY 3 

Wirecard: Governance Failure in Plain Sight 

 

 

Organisation Wirecard AG 

Sector Financial technology / payment processing 

Jurisdiction Germany (global operations) 

Period Fraud identified as early as 2015; collapse June 2020 

Outcome Insolvency (2020). EUR 1.9 billion in purported cash reserves found not to exist. 

Criminal charges against senior executives. EY under sustained regulatory scrutiny. 

Regulatory 

Response 
Significant reform of financial services regulation in Germany; enhanced scrutiny of 

auditor independence and regulatory oversight globally. 

 

What Happened 

Wirecard was, for a brief period, one of the most celebrated technology companies in Europe — 

a German fintech success story that displaced Deutsche Bank in the DAX 30 index in 2018. Its 

collapse in June 2020 revealed that its financial statements had been fraudulent for years: EUR 

1.9 billion in cash held in trust accounts in the Philippines did not exist. What makes Wirecard 

extraordinary is not the scale of the fraud but its duration and visibility. Journalists at the 

Financial Times had been publishing detailed allegations of fraud since 2015. The Federal 

Financial Supervisory Authority (BaFin) responded by investigating the journalists rather than 

the company. EY signed off on Wirecard's accounts for nine years.6 

Governance Lessons: Wirecard 

 

⚠ 

Visible Fraud, Ignored 

Financial Times journalists 

published fraud allegations 

from 2015. BaFin investigated 

the journalists. Every external 

mechanism failed 

simultaneously 

⚠ 

Narrative Over Truth 

Wirecard national champion 

status: critical scrutiny was 

delegitimised, truth-seeking 

subordinated to narrative 

protection 

⚠ 

Auditor Failure 

EY signed fraudulent accounts 

for nine consecutive years — 

the information to identify 

fraud was publicly available 

throughout 

 
KPMG Special Investigation Report: Wirecard AG (2020). Langenbucher, K., Leuz, C., Krahnen, J.P. & Pelizzon, L. 

(2020). What are the wider supervisory implications of the Wirecard case? SAFE White Paper No. 74. 
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Analysis: Osmic Governance Architecture™ 

Driver What the Evidence Showed Verdict 

Leadership Character CEO Markus Braun and COO Jan Marsalek 

constructed and maintained a fraudulent financial 

presentation over years. The Wirecard leadership 

team did not drift into fraud; they chose it, 

maintained it and defended it publicly with 

considerable sophistication. Non-escalation was the 

rational career choice. 

FRAUD AS CONSCIOUS 

STRATEGY — Complete 

absence of accountability 

and integrity 

Strategic Judgement BaFin's decision to investigate journalists rather than 

fraud allegations represents a profound failure of 

regulatory judgement — confirmation bias in favour 

of a national champion, risk misframing, and 

prioritising reputation management over investor 

protection. 

REGULATORY AND 

BOARD COGNITIVE 

FAILURE — Bias and 

motivated reasoning at 

institutional scale 

Governance 

Architecture 
EY signed fraudulent accounts for nine years. Board 

oversight was non-functional. BaFin was captured by 

the national champion narrative. Every external 

check failed simultaneously. The information to 

identify the fraud was publicly available — the 

failure was one of processing, not availability. The 

treatment of the Financial Times investigation as a 

threat to be suppressed rather than a signal to be 

examined is the defining whistleblower failure of this 

paper: the only external mechanism that functioned 

was the one that the regulator sought to criminalise. 

ARCHITECTURE 

CAPTURED — Every 

external check failed 

simultaneously 

Culture & Incentives The success narrative was so dominant that critical 

scrutiny was professionally delegitimised. Non-

escalation was the rational career choice within the 

organisation. Truth-seeking was subordinated to 

narrative protection. 

Culture of narrative 

protection over truth-

seeking 

Governance Pressure DAX inclusion, aggressive valuation multiples and 

the fintech growth narrative created a governance 

environment in which challenge was commercially 

unwelcome. Pressure to sustain investor confidence 

and the company's national champion status 

suppressed every escalation pathway and 

weaponised regulatory machinery against critics. 

Market pressure as fraud 

enabler 

 

Wirecard is the governance case that should concern every board most. Not because 

the fraud was sophisticated — it was not — but because every mechanism designed 

to prevent it failed. The structure existed. The information existed. The failure was 

behavioural, cultural and systemic. 
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CASE STUDY 4 

Crown Resorts: When Culture Becomes the 

Governance Risk 

 

 

Organisation Crown Resorts Limited 

Sector Integrated resorts and gaming 

Jurisdiction Australia 

Period Conduct examined: approximately 2012–2021 

Outcome Found unsuitable to hold casino licence in NSW, Victoria and Western Australia. 

Forced governance restructure. Acquisition by Blackstone at significant discount to 

peak valuation. 

Regulatory 

Response 
Wholesale regulatory reform of Australian casino licensing regime; enhanced 

supervisory oversight; strengthened personal liability frameworks for directors. 

 

What Happened 

Crown Resorts was, for decades, one of Australia's most prominent and politically connected 

corporate institutions. The findings across three state inquiries are consistent and damning: 

Crown failed to prevent its VIP gaming operations from being used for money laundering. It 

exposed its own employees to serious physical harm in China. It maintained business 

associations with junket operators linked to organised crime. And it maintained a governance 

culture in which the dominant shareholder's interests consistently overrode the independent 

judgement of the board.7 

Governance Lessons: Crown Resorts 

 

⚠ 

Dominant Shareholder 

Capture 

The board had formal 

independence, but in practice 

defaulted to deference 

⚠ 

Risk Blindness 

Commercial opportunity 

consistently outweighed 

human rights, financial crime 

and regulatory risks 

⚠ 

Compliance Without 

Independence 

Three state inquiries reached 

the same conclusion: 

governance existed on paper, 

but not in practice. 

 
Bergin Inquiry: Report of the Inquiry into Crown Sydney (2021). Finkelstein Royal Commission into Crown 

Melbourne (2021). Langton Royal Commission into Crown Perth (2021). 
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Analysis: Osmic Governance Architecture™ 

Driver What the Evidence Showed Verdict 

Leadership Character The pervasive character failure was deference: 

the systematic subordination of independent 

judgement to the interests of the dominant 

shareholder, James Packer. The board operated 

as a ratification mechanism rather than an 

oversight body. The Bergin Inquiry found that 

board members failed to exercise the 

independence their fiduciary duties required. 

DEFERENCE CULTURE — 

Independence existed 

formally, not behaviourally 

Strategic Judgement The board approved the China VIP program 

without adequate assessment of regulatory, 

legal and human risks. The junket operator due 

diligence process was inadequate. The 

stakeholder impact dimension is stark: Crown's 

employees who were arrested and imprisoned 

in China were not subjects of adequate risk 

assessment. 

RISK BLINDNESS — Risk 

frame too narrow; stakeholder 

impact not considered 

Governance 

Architecture 
Information flow to the board was inadequate. 

Escalation pathways were not functioning. The 

governance relationship between the board, 

executive team and dominant shareholder was 

never adequately defined, creating structural 

ambiguity that pervaded every significant 

governance decision. 

INDEPENDENCE WITHOUT 

SUBSTANCE — Architecture 

present, function absent 

Culture & Incentives Board culture normalised deference to the 

dominant shareholder. Challenge was 

uncomfortable and rare. Compliance culture 

was subordinate to commercial culture. The 

culture of deference was itself the primary 

governance risk. 

Culture of deference as the 

primary governance risk 

Governance Pressure Dominant shareholder pressure from 

CPH/Packer systematically overrode legal, 

regulatory and community obligations. The 

Bergin Inquiry found this influence directly 

encouraged conduct that prioritised commercial 

returns. The governance environment made 

independent challenge structurally 

uncomfortable and reputationally costly. 

Shareholder dominance as 

structural governance 

pressure 

 

Crown demonstrates that governance failure is not confined to organisations with 

obviously weak structures. The most dangerous governance environments are those in 

which the structure appears sound but the behavioural reality is fundamentally 

different — and that difference is invisible until a crisis makes it undeniable.  
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0 7  

P A TT ER N A NA LY SIS :  W H AT  TH E F AI L UR ES  H A V E IN  

C OM M ON  

 

Four organisations. Four different industries. Three different jurisdictions. Four different 

regulatory environments. And four governance failures that are, through the lens of the Osmic 

Governance Architecture™, structurally identical. 

The pattern analysis that follows does not diminish the specific circumstances of each failure. It 

identifies the common architecture of governance failure — the consistent combination of 

behavioural, cognitive and structural breakdowns that, across all four cases, produced 

catastrophic outcomes despite formally adequate governance frameworks.  

 

1 

Character failure is never 

isolated 

Always institutional, not 

individual — reflected 

throughout the organisation at 

every level 

2 

Judgement failed before 

structure did 

Cognitive failures preceded 

and enabled structural failures 

in every case examined 

3 

Culture was the common 

enabler 

Made challenge professionally 

costly in every organisation 

studied 

 

4 

Complexity used as cover 

Financial, technical, 

jurisdictional and relationship 

complexity all used to evade 

scrutiny 

5 

Every failure was visible 

first 

Information revealing the 

failure was available before 

public disclosure in all four 

cases 

∑ 

Simultaneous triple failure 

Character, judgement and 

architecture always failed 

together — because failure is 

multiplicative 

 

Pattern 1: Character Failure Is Never Isolated 

In each of the four cases, the character failure of senior leaders was not isolated to one or two 

individuals. It was institutional. The implication: governance approaches that focus on the 

character of individual leaders are necessary but insufficient. Character under pressure is 

shaped by the environment in which leaders operate. Assessing character requires assessing the 

culture that either reinforces or corrodes it. 
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Pattern 2: Judgement Failed Before Structure Did 

The board members who approved the suspension of Enron's ethics code, who failed to 

interrogate Volkswagen's engineering decisions, who accepted Wirecard's unexplained third-

party acquirer model, who deferred to Crown's dominant shareholder — all operated within 

structures that could, with better judgement, have produced better outcomes. The structures 

were not the primary failure. Judgement was. 

Pattern 3: Culture Was the Common Enabler 

Across all four cases, the cultural environment is the common enabler of governance failure. 

Culture is not a soft governance variable. It is the primary determinant of whether every other 

governance mechanism functions in practice. 

Pattern 4: Complexity Was Used as Cover 

In each case, organisational complexity was used, consciously or unconsciously, as cover for 

inadequate scrutiny. The governance implication is direct: in environments of complexity, the 

burden of proof for adequate understanding should increase, not decrease. 

Pattern 5: Every Failure Was Visible Before It Was Public 

In each case, the evidence that a governance failure was occurring was available before the 

public disclosure that triggered consequences. What failed was not the availability of 

information — it was the willingness and capacity to receive, process and act on information 

that challenged the dominant narrative. 

 

The common architecture of governance failure is not structural inadequacy. It is the 

consistent breakdown of character, judgement and cultural discipline that determines 

whether structures, in practice, function — or merely exist. 

 

Cross-Case Comparison 

 

Organisation Primary Failure Pattern (Osmic Governance Architecture™) 

Enron (2001) Power distortion · Culture of performance without accountability · 

Auditor capture · Ethics code suspended by board 

Volkswagen (2015) Institutional dishonesty · Commercial culture displacing legal compliance 

· Decade-long structural concealment 

Wirecard (2020) Conscious fraud strategy · Narrative protection over truth · Every 

external check failed simultaneously 

Crown Resorts (2021) Dominant shareholder deference · Risk blindness · Independence formal 

not behavioural 
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Cross-Case Observations 

The Consequence Vacuum. In every case examined, the governance failure produced no meaningful 

personal accountability for the individuals responsible. Executives departed with financial protections 

intact. Boards were restructured. Regulatory responses were institutional rather than individual. The 

absence of personal consequence is not incidental — it is a structural feature of the governance 

environment that shapes the incentive architecture within which future governance decisions are 

made. 

Whistleblower Treatment. Across all four cases, the information needed to identify the failure 

existed before the failure became public. In the Wirecard case, credible external warnings were not 

merely ignored — they were actively suppressed, with criminal complaints filed against the journalists 

reporting them. The pattern suggests that how organisations respond to challenge and warning signals 

is itself a governance indicator of the first order. 

Purpose-Integrity Misalignment. Across all four cases, a consistent antecedent pattern precedes and 

enables driver-level failures: the progressive decoupling of board decision-making from 

organisational purpose, driven by the substitution of financial performance metrics as the primary — 

and ultimately sole — criterion of governance success. This is not a values problem. This is a 

governance variable — one that predicts Decision Integrity more reliably than structural compliance, 

and one the Osmic Governance Architecture™ is designed to make visible, measurable and 

addressable.  

 

Key Term: Purpose-Washing 

Purpose-washing is the outward expression of purpose-integrity misalignment — where 

purpose is communicated but does not meaningfully constrain decision-making. 

 

 

4 

Case Studies 

Enron · Volkswagen · Wirecard 

· Crown Resorts — four 

landmark governance failures 

examined through the Osmic 

lens 

3 

 Jurisdictions 

Australia – Germany – United 

States   

1 

Architecture 

The Osmic Governance 

Architecture™, 
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0 8  

A PP LYI NG TH E FR AM EW O R K:  A  P R ACT I CA L GU ID E 

F O R B OA RDS  

 

The Osmic Governance Architecture™ is not an analytical tool for examining past failures. It is 

a diagnostic and development framework for strengthening governance integrity in operating 

organisations — before failure occurs. This chapter sets out the practical application across four 

dimensions. 

 

Dimension Focus 

1. Diagnostic Assessment Honest assessment of how the three drivers are currently performing 

— not in theory, but in practice, under the conditions the board 

actually faces. 

2. Board Development Targeted development program designed to strengthen the specific 

drivers and dimensions where assessment reveals vulnerability. 

3. Structural Design Structural design principles that distinguish governance architecture 

that functions under pressure from governance architecture that 

merely complies with formal requirements. 

4. Cultural Alignment Ensuring the incentive environment actively reinforces the 

governance behaviours the board is trying to produce. 

 

1. Diagnostic Assessment 

The Governance Architecture Diagnostic™ provides a structured assessment of each driver, 

examining: How does the board exercise independent judgement under pressure? Are 

accountability and challenge genuinely practised or culturally uncomfortable? What is the 

quality of the board's risk framing? Do escalation pathways function in practice? Is information 

flow to the board complete and unfiltered? 

 

Illustrative Application 

Consider a board of a financial services organisation that has recently completed a 

governance self-assessment confirming full compliance with regulatory requirements. A 

Governance Architecture Diagnostic™ applied to the same organisation might reveal: 

extremely long board papers; director questions directed at clarifying management's 

recommendation rather than testing assumptions; not a single recorded dissent on a 

material credit decision in 12 months. Individually unremarkable. Collectively, three early 

warning signals: complexity without clarity, challenge avoidance, and judgement 

compression. 
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2. Board Development 

Development through the Osmic model operates across three levels: 

• Character Development — structured reflection on how leaders behave under specific 

pressure conditions, feedback on the gap between stated values and actual behaviour, 

cultivation of emotional intelligence. 

• Judgement Development — building cognitive processes including bias identification, 

structured risk framing, stakeholder mapping, ethical reasoning frameworks — under 

simulated governance pressure conditions. 

• Architecture Development — stress-testing escalation pathways, auditing information 

flow for distortion and omission, ensuring authority boundaries are sufficiently clear. 

 

3. Structural Design 

• Escalation Pathways — design escalation mechanisms that are psychologically safe, 

structurally accessible and regularly tested. An escalation pathway that has never been 

used is a governance risk, not a governance asset. 

• Information Architecture — ensure the board receives information that is complete, 

unfiltered and presented in formats that enable rather than impede independent 

assessment. 

• Authority Clarity — document and regularly review decision rights at every level of the 

organisation. 

• Board Oversight Discipline — design board meeting processes that allocate sufficient 

time to governance-quality deliberation and actively counteract dynamics that produce 

poor board-level judgement. 

 

4. Cultural Alignment 

Cultural alignment examines what the organisation actually rewards, what it tolerates, whether 

psychological safety exists in practice, and whether the culture treats governance as a 

compliance obligation or as a strategic capability. 

 

Illustrative Application — Cultural Alignment 

Consider a board that has adopted a values statement emphasising accountability, transparency and 

long-term stewardship. A cultural alignment assessment might reveal: a remuneration structure that 

rewards short-term financial performance without adjustment for risk or conduct; a board meeting 

culture in which senior management presentations are rarely challenged; and an escalation pathway 

that has not received a material concern in three years. The values statement governs communications. 

The incentive and behavioural environment governs decisions. Where the two diverge, culture wins 

— and governance fails. Cultural alignment requires that what the organisation rewards in practice 

matches what it claims to value in principle. 
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0 9  

E A R LY W ARNI NG :  BEH A VIO U R AL G OV ER N ANC E 

R IS K S IGN A LS  

 

One of the central contributions of the Osmic Governance Architecture™ is the identification of 

early warning signals — observable behavioural and structural indicators that governance 

integrity is at risk, before that risk crystallises into a governance failure. 

Governance failures are rarely sudden. They develop over time, through the accumulation of 

smaller failures — character compromises, judgement distortions and structural lapses — that 

are individually manageable but collectively catastrophic. 

 

Risk Signal What to Look For Driver at Risk 

Unanimous Board 

Decisions 
Consistent agreement without recorded debate; 

absence of challenge to management proposals; 

board meetings that run significantly under 

time allocation. 

Leadership Character — 

courage and 

independence 

Escalation Pathway 

Inactivity 
Compliance functions report no material 

escalations over extended periods; 

whistleblower mechanisms are untested or 

underutilised. 

Governance Architecture 

— escalation function 

Complexity Without 

Clarity 
Board members cannot explain significant 

business models or transactions in plain terms; 

management explanations consistently satisfy 

without generating further questions. 

Strategic Judgement — 

bias awareness 

Dominant Shareholder 

Deference 
Board decisions consistently align with 

significant shareholder preferences without 

recorded independent assessment; independent 

directors rarely record a dissenting view. 

Leadership Character — 

accountability and 

independence 

Culture-Values 

Misalignment 
High-performing individuals are exempted 

from conduct standards applied to others; 

complaints about senior leader conduct are 

handled without transparency or accountability. 

Culture & Incentives 

Information Asymmetry Management holds significantly more 

information about material decisions than the 

board; board papers are consistently long but 

low in specific information needed for 

independent assessment. 

Governance Architecture 

— information flow 

Incentive-Governance 

Misalignment 
Remuneration structures reward short-term 

financial performance without adjustment for 

risk, compliance or governance quality. 

Culture & Incentives 
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Risk Signal What to Look For Driver at Risk 

Regulatory Relationship 

Management 
Regulatory interactions are managed by the 

executive without board visibility; material 

regulatory concerns are not elevated to board 

level. 

Governance Architecture 

— board oversight 

Challenge Avoidance Board culture discourages prolonged 

questioning of management; directors who raise 

persistent concerns are marginalised or not 

renewed. 

Leadership Character — 

courage 

Judgement Compression Significant decisions are regularly approved 

under time pressure without adequate pre-

deliberation; board papers for high-stakes 

decisions are provided with insufficient time for 

independent assessment. 

Strategic Judgement — 

risk framing 

Purpose-Integrity 

Misalignment 
Stated organisational purpose and board values 

commitments are not reflected in actual 

decision criteria; commercial or financial 

metrics consistently override stated purpose 

when they conflict; purpose language is 

adopted in communications but absent from 

deliberation. 

Leadership Character — 

integrity; Culture & 

Incentives 

 

No single signal, in isolation, constitutes evidence of governance failure. Their significance lies in 

combination and in trend — a governance environment in which multiple signals are present 

simultaneously, or in which signals are intensifying over time, should prompt structured 

diagnostic assessment rather than continued reliance on the assumption that the formal 

framework is functioning as designed. 

 

Acting on Early Warning Signals 

 

① 

Identify 

Use the signal framework to 

systematically observe board 

dynamics, culture indicators 

and structural performance — 

before a crisis occurs 

② 

Diagnose 

Map each signal to its driver: 

Character · Judgement · 

Architecture · Culture. The 

driver tells you where the 

intervention must be targeted 

③ 

Intervene 

Address the root driver — not 

the surface symptom. A culture 

signal cannot be fixed with a 

structural intervention. The 

right diagnosis precedes 

effective intervention 
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1 0  

IM PL IC A TI ONS F O R B OA RDS  

 

Viewed through the lens of behavioural governance, the cases examined reveal several important 

implications for boards and governance practice. 

 

 Implications for Boards 

01 Structural compliance is not governance quality 

Every failure examined occurred in a structurally compliant organisation. Boards may benefit from 

looking beyond formal frameworks to the behavioural dynamics that determine whether those 

structures actually function. 

02 How decisions are reached matters as much as what is decided 

Failure was embedded in the decision process — how risk was framed, challenge suppressed, 

information filtered. Boards may benefit from assessing deliberative quality, not only outcomes. 

03 Culture is a governance variable, not a management concern 

In every case, culture shaped whether governance structures functioned. Boards may benefit from 

treating culture as a primary governance responsibility, not a matter delegated to management. 

04 Behavioural risk is a distinct dimension of governance vulnerability 

Failures are consistently preceded by observable patterns — unchallenged consensus, rationalised risk, 

suppressed escalation — well before any compliance breach. Boards may benefit from monitoring these 

signals explicitly. 

05 Purpose-integrity misalignment precedes governance failure 

06 Leadership behaviour is a board-level governance responsibility 

Leadership tone and decision discipline shaped the governance environment in every case. Boards may 

benefit from treating leadership character and judgement as explicit criteria in executive evaluation. 

07 Board effectiveness reviews should assess behaviour, not only structure 

Traditional reviews assess structure and compliance. The evidence suggests they may not capture the 

dimensions most implicated in failure: challenge quality, deliberative integrity, and performance under 

pressure. 
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IM PL IC A TI ONS F O R R E GU LA T O RS  

 

The evidence in this paper carries direct implications for the design of regulatory frameworks and 

supervisory approaches to governance. Behavioural governance does not replace supervision — it 

sharpens it by revealing where governance failure actually begins. 

 

 Implications for Regulators 

01 Structural compliance is not evidence of governance quality 

Every organisation examined was formally compliant at the moment of failure. Regulatory oversight 

may benefit from assessing the behavioural and cultural conditions that determine whether governance 

structures actually function. 

02 Culture warrants explicit supervisory attention 

Culture consistently shaped whether governance structures functioned in practice. Conduct and culture 

may warrant treatment alongside compliance as supervisory priorities, not secondary concerns. 

03 Behavioural risk warrants recognition as a distinct governance risk category 

Failures are consistently preceded by observable behavioural patterns before any compliance breach. 

Regulatory frameworks may benefit from incorporating behavioural indicators alongside structural 

measures as a standard assessment requirement. 

04 Purpose-integrity misalignment is a governance risk requiring supervisory attention 

Organisations may adopt purpose language and governance architecture as legitimacy signals without 

alignment to actual decision criteria — what this paper terms purpose-washing. Regulatory assessment 

should therefore extend beyond stated commitments to examine whether purpose meaningfully 

constrains board decision-making in practice. 

05 Leadership character and judgement are relevant supervisory considerations 

Leadership tone and decision discipline shaped governance environments in every case. Regulatory 

engagement may benefit from extending beyond technical compliance to consider leadership judgement 

and the quality of board decisions. 

06 Whistleblower treatment is itself a governance signal 

In the Wirecard case, credible warnings were actively suppressed. How organisations respond to 

challenge and warning signals may be an indicator of governance health warranting active supervisory 

assessment. 

07 The consequence vacuum undermines governance deterrence 

No meaningful personal accountability followed any of the four failures examined. Where enforcement 

produces no personal cost, the deterrent that accountability frameworks are designed to provide may be 

materially weakened. 
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TH E F U TU R E O F  GO V ERN AN C E  

 

The direction of travel is clear. Governance is becoming behavioural — not as a theoretical 

proposition, but as a practical reality already visible in regulatory expectations, board 

effectiveness standards, and the pattern of enforcement actions across multiple jurisdictions. 

The question for boards is not whether this transition will occur. It is whether they will lead it 

deliberately or be compelled by it reactively. 

 

The organisations that will lead governance excellence in the coming decade are not 

those that comply with the most requirements. They are those whose boards invest 

deliberately in the human dimensions of integrity — because they understand that 

governance quality is ultimately determined not by what structures exist, but by how 

people actually behave within them. 

 

Three shifts are already underway. Together, they define the governance landscape that boards 

and directors will navigate in the coming decade. 

 

Shift 1: From Structural Compliance to Behavioural Accountability 

The conventional response to governance failure is structural. Regulators introduce new 

requirements. Boards add committees. Compliance functions expand. And governance fails 

again — in organisations that were structurally compliant at the moment of failure. 

The regulatory record compounds this. Across four of the world's most institutionally 

sophisticated governance jurisdictions, external accountability mechanisms failed alongside the 

boards they were designed to oversee. Regulators suppressed the same signals boards ignored. 

Reform cycles produced new architecture without changing the upstream behavioural 

conditions that caused each failure. The ceremonial response — failure, structural reform, 

subsequent failure — is the empirical record of what happens when governance reform 

attempts to produce integrity from the outside in. 

 

The most dangerous governance assumption a board can make is the assumption that 

the absence of a visible crisis means governance is working. The cases in this paper 

demonstrate that the crisis was always preceded by signals that the governance 

system, properly examined, would have revealed. 
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The shift required is not more structure. It is a reorientation of governance investment toward 

the internalised dimensions of accountability that structural frameworks assume away: the 

character to act with integrity when no external mechanism is watching, the judgement to 

reason past institutional comfort, and the cultural discipline to sustain both under real 

pressure. Not a rejection of structural governance. The completion of it. 

Boards that fail to make this shift will continue to rely on systems that appear strong but fail 

under pressure. 

 

Shift 2: From Credential Assessment to Judgement Assessment 

For decades, board composition has been evaluated primarily through the lens of credential and 

sector experience: the right mix of financial, legal, operational and industry expertise arranged 

around a table. That model is insufficient, and governance thinking — including regulatory 

guidance and board effectiveness review practice — is beginning to reflect it. 

What the cases in this paper demonstrate is that credential did not prevent failure. Enron's 

board included experienced, credentialled directors. Wirecard's supervisory board was formally 

constituted. Crown's independent directors met the technical definition of independence. What 

was absent in each case was not qualification. It was judgement — the capacity to reason 

independently under pressure, to frame risk accurately, to challenge a dominant narrative and 

to act on concern when doing so was professionally uncomfortable. 

The governance standard of the next decade will place greater weight on how directors reason, 

not merely what they know. Board effectiveness reviews, director development programs and 

appointment processes are all moving in this direction. Boards that wait for this standard to be 

imposed will find themselves reassessing composition under pressure. Those that move 

proactively will build a durable governance capability that credential alone cannot replicate. 

 

The most powerful governance investment a board can make is the deliberate design 

of the cultural environment in which governance operates. Culture that reinforces 

accountability, rewards integrity and challenge, and treats escalation as a 

governance discipline, transforms the effectiveness of every other governance 

investment. 

 

Shift 3: From Governance as Infrastructure to Governance as Capability 

The dominant model of governance investment treats governance as infrastructure: something 

designed, installed, documented and periodically reviewed. Under this model, governance is 

complete when the framework is in place. The board has its charter. The committees have their 

terms of reference. The risk register is current. The compliance function is staffed. 
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The cases in this paper demonstrate that this model is not wrong — it is incomplete. 

Infrastructure creates the conditions for governance. It does not guarantee it. What determines 

whether governance integrity holds under pressure is not the quality of the documentation. It is 

the quality of the behavioural system operating within it — the character, judgement and 

cultural discipline that documentation cannot substitute for. 

The organisations that will lead governance excellence in the next decade are those that treat 

governance as a capability: something that is actively developed, tested under realistic pressure 

conditions, and deliberately strengthened when diagnostic assessment reveals vulnerability. 

They invest in the human dimensions of governance — not as a compliance obligation, but as a 

strategic asset. They understand that governance quality, ultimately, is determined not by what 

structures exist but by how people actually behave within them. 

 

The four cases examined share a single structural antecedent: the progressive 

substitution of financial performance for organisational purpose as the primary 

criterion of governance success. None of these organisations lacked governance 

frameworks. All of them had codes of ethics, board committees, audit processes, and 

regulatory oversight. What they lacked was the alignment between what they said 

they stood for and the criteria by which their boards actually made decisions. That 

gap is not a cultural problem. It is a behavioural governance failure — and it is the 

one that structural compliance frameworks are least equipped to detect. 

 

The future of governance is behavioural. The question is not whether boards will be 

held to behavioural standards — they already are. The question is whether they will 

lead that transition deliberately, or be shaped by it reactively. 

 

 

 

 

 

 

1 3  
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C O NC LUS I ON  

 

The central argument of this white paper is not a criticism of existing governance frameworks. It 

is a completion of them. 

The boards examined in this paper were not negligent. They were, in most cases, populated by 

experienced, credentialled, well-intentioned directors operating within formally sound 

governance structures. What they did not have — or did not exercise — was the behavioural 

alignment that governance integrity actually requires: the character to act with integrity when 

no one is watching, the judgement to see past comfortable narratives, and the structural 

discipline to ensure that accountability was real rather than performed. 

That gap is closeable. It requires honest diagnostic assessment of how the three drivers — 

character, judgement and architecture — are actually performing in your governance 

environment, not how they perform on paper. It requires deliberate investment in the cultural 

conditions that make governance integrity sustainable under the pressures your board will face. 

 

The Central Challenge for Every Board 

The boards that will define governance excellence in the coming decade are not those with 

the most comprehensive policy frameworks. They are those whose Chairs create the 

conditions for genuine challenge. Whose directors bring disciplined judgement, not just 

credentials, to high-stakes decisions. Whose cultures reward the courage to escalate over 

the comfort of consensus. And whose governance investment is directed at the human 

dimensions of integrity — not merely the structural ones. 

 

Enron, Volkswagen, Wirecard and Crown Resorts did not fail because governance 

was absent. They failed because governance was behavioural — and the behaviour 

failed. The same risk exists in every organisation whose governance investment is 

structural rather than behavioural. 
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ABOUT SANELA OSMIC & ETHICAL GOVERNANCE 

Sanela Osmic GAICD 

Founder & CEO, Ethical Governance 

Sanela Osmic is a governance advisor, non-executive director, author and the 

developer of the Behavioural Governance discipline and the Osmic Governance 

Architecture™ framework. Her work sits at the intersection of ethics, 
governance, emotional intelligence, behavioural science and decision theory. 

She works with boards, Chairs and executive leaders across sectors to 

strengthen governance effectiveness, decision integrity and board performance. 

Sanela focuses on the human dimensions of governance — how character, 

judgement and culture shape decision-making under pressure. She is the 

author of Leading with Emotional Intelligence: A Guide for Board Directors.  

Ethical Governance 

Ethical Governance is a boutique advisory firm redefining governance through behavioural 

insight. Ethical Governance specialises in board effectiveness, decision integrity and the 

behavioural dimensions of governance. The firm works with boards and executive teams to 

strengthen governance systems by integrating behavioural insight with governance architecture 

— addressing not only what governance frameworks contain, but how they perform under real-

world conditions. 

Governance systems rarely fail because rules are missing. They fail when behavioural 

dynamics reshape how those rules are used. Behavioural governance makes those 

dynamics visible — and therefore governable. 
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+61 493 688 605 
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