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Toe the Line
High-profile scandals involving charity organisations. Fradulent
corporate practices. Collapse of previously rock-solid financial
institutions. The last two decades have been characterised by a
series of financial crises and accounting scandals. And more often
than not, the finger is pointed at weaknesses in corporate
governance and ethics which in turn result in corporate failures.
The trend these days is for corporate governance standards and
ethical conduct to come under public scrutiny and criticism after
the events; these would then pave the way for refinements in the
corporate governance framework to address the weaknesses.

In particular, high-profile charity scandals and the collapse of
financial institutions in the last five years have ignited a new
interest in ethics and corporate governance. Not only have they
reduced public confidence to an all-time low, they have raised the
public’s heckles over the board and management’s conduct, and
raised questions about the extent of companies’ compliance with
corporate governance “best practices”.

What is Ethics?

Ethics refer to a system of principles and the rules of conduct set,
recognised and accepted by a particular group of persons. These
principles and rules govern actions, that is, the behaviour or activity,
with key emphasis on what is right, equitable and appropriate.

A survey conducted by Deloitte revealed that the behaviours of
management and direct supervisors are the main factors which
contribute to an ethical environment at the workplace. When
making choices in a possible ethical dilemma, employees are often
influenced by how their bosses behave as this sets the tone for
them in their own decision-making process. Employees’ actions in
turn contribute to the ethical culture of the entity as a whole.

What is Corporate Governance?

According to the Report of the Committee and Code of Corporate
Governance by the Singapore Corporate Governance Committee
(CGC), corporate governance is defined as “the processes and
structure by which the business and affairs of the company are
directed and managed, in order to enhance long-term shareholders’
value through enhancing corporate performance and
accountability, whilst taking into account the interests of other
stakeholders”. Business leaders advocate good corporate
governance practice as their companies’ critical success factor in
riding out the economic downturn. Some of the advantages cited
include attracting capital from investors at low cost, attracting
professional and independent directors, building stakeholders’
confidence, and recruiting and retaining talent.
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The Link between Ethics and Corporate
Governance

Business leaders advocate that positive ethical conduct and strong
corporate governance are the keys to a company’s success. There
is a close relationship among ethics, corporate governance and
the people in the company, and these factors can be likened to
the ingredients that go into the preparation of a good meal. To
prepare a tasty meal, one would require a good and reliable chef,
which is akin to having a group of ethical employees and top
management; the freshest ingredients, which can be compared to
a company’s strong ethical values, and a trusted recipe, which is
similar to having a sound corporate governance structure in place
to steer the company’s processes and people’s actions along an
ethical path. Every element is of pivotal importance. The co-
existence of all three factors goes into concocting and achieving
sustainable long-term success for the company.

For illustration, a good chef may be able to produce a good dish
out of average quality ingredients and recipes. Similarly, people
with strong ethical values may still behave in an ethical manner in
an environment of moderate ethical and corporate governance
culture. However, its sustainability is questionable. Due to
divergence in values, people with good ethical values may
ultimately be compelled to leave the company to join rival firms
that support behaviours and values that align with them.

On the other hand, if a terrible chef is given the freshest ingredients
and the “‘best”’ recipe, he may not, or probably will never, be able
to create a satisfying meal. Likewise in the corporate context, a
change in management or replacement of employees with less-
than-desirable ethical values can possibly lead to the downfall of
a company, even if it has a stellar history of positive ethical and
corporate governance culture. Recalcitrant employees can cause
irreparable damage when they abuse their authority and exploit
accounting or operating loopholes – despite a comprehensive and
effective internal controls system and a stringent code of ethics to
adhere to.

The “human” factor is often the most challenging area in preventing
fraudulent activities. It is of great importance that employees and
management undergo proper education and continuous learning
in order to understand and appreciate the purpose and principles
of ethics and corporate governance; this will help instil such values
and uphold the principles in their daily work activities. Encouraging
employees and management to act in good faith serves to minimise
the risk of “human” issues, and prevent the onset of corporate
failures.

In a nutshell, a company with employees and management with
strong ethical values is assured of a sturdy corporate governance
structure as this forms the pillars that support the company’s
success. Effective corporate governance will further reinforce the
tone set by the company and encourage employees to adopt
positive ethical values. Education is also a significant factor to
encourage employees to behave ethically. The result would be the
fortification of a strong culture of sustainable corporate governance
and desirable ethical values throughout the company.

Current Frameworks in Singapore

A company’s ethical environment and its corporate governance
structure are also influenced by the external regulatory framework.
The regulatory bodies promulgate the “best practices” and practical
guidance is sometimes provided to help users tackle real-life
situations. In summary, the general frameworks for ethics and
corporate governance in Singapore are set out in the following
table:



 1 Financial institutions that are listed under the SGX will also have to comply with the Code of Corporate Governance 2005 in accordance with the SGX Listing Manual.

Who Has to Comply Codes
Effective

 Year
Approach Regulatory Body

Public accountants,

accounting firms,

accounting

corporations and

accounting LLPs

(public accountants

and accounting

entities)

Code of Professional

Conduct and Ethics

for Public

Accountants and

Accounting Entities

(ACRA Ethics Code)

August

2009

(revised)

Mandatory Accounting and

Corporate

Regulatory

Authority

Singapore

(ACRA)

ICPAS members Code of Professional

Conduct and Ethics

(ICPAS Ethics Code)

Mandatory Institute of

Certified Public

Accountants of

Singapore (ICPAS)

Public listed

companies

Code of Corporate

Governance 2005

(CG Code 2005)

January

2007

(revised)

“Comply

or

explain”

Singapore

Exchange

Ltd (SGX)

Banks, financial

holding companies

and significant

insurers 1 (Financial

institutions)

Banking (Corporate

Governance)

Regulations 2005

(CG Regulations for

Banks)

Insurance (Corporate

Governance)

Regulations 2005

(CG Regulations for

Insurance)

Guidelines on

Corporate Governance

for Banks, Financial

Holding Companies

and Direct Insurers

which are

Incorporated in

Singapore

(CG Guidelines)

January
2007

January
 2007

January
 2007

Mandatory

Mandatory

“Comply or

explain”

Monetary

Authority of

Singapore

(MAS)

Brief Description

The ACRA Ethics Code provides a
framework for public accountants and
accounting entities to identify and evaluate
threats to compliance with the
fundamental principles, and respond to
threats by applying appropriate
safeguards to eliminate or reduce them
to an acceptable level.

The ACRA Ethics Code is divided into
two sections – Part A provides general
application guidance and Part B provides
more explicit application guidance to help
public accountants and accounting entities
to apply the framework in specific
situations.

The framework for the ICPAS Ethics
Code is similar to the ACRA Ethics Code,
except that it applies to all ICPAS
members. The ICPAS Ethics Code also
includes an additional section, Part C,
which provides practical guidance to
accountants in business.

The Code of Corporate Governance 2001
was issued by the CGC. It was later
reviewed and updated by the Council on
Corporate Disclosure and Governance
in 2005. Under the SGX Listing Manual
Section 710, listed companies have to
adopt the CG Code 2005 on a “comply
or explain” approach, i.e. listed companies
are allowed to depart from the best
practices, subject to appropriate
disclosures.

The CG Regulations for Banks, CG
Regulations for Insurance and CG
Guidelines, collectively known as the
“MAS CG Framework”, were issued in
2005. The purpose is to enhance the
existing corporate governance
requirements of financial institutions
incorporated in Singapore and provide
a customised framework that is unique
to the financial institutional context in the
global capital market.

August

2009

(revised)



2 Guide to best practices for IPCs 2005, Code of Governance and Management for VWOs in Singapore 2003, Code of Governance for National Sports Associations 2003 and Minimum
Operating Rules (MORs) for IPCs.

Charity

organisations

and institutions

of a public

character (IPCs)

Code of

Governance for

Charities & IPCs

(Charities Code)

Issued in

ovember

 2007

“Comply

or

explain”

Charity Council The NKF controversy in 2005 inaugurated
changes to the regulatory environment
and practices in the charity sector over the
last five years. Malpractices by the former
board and management, and the lack of
transparency in the charity’s operations
caused public confidence in the local
charities to plummet and donors to stop
contributing.

In response, the Charity Council was set
up to enhance public confidence in the
charity sector, build the corporate
governance capabilities of charities and
advise on key regulatory issues that impact
the charity sector. The Charity Council also
introduced the Charities Code in 2007,
which streamlined previous governance
guidelines 2 into a single code.

In February 2008, all charities and IPCs are
also required to submit their extent of
compliance with the Charities Code via the
online Charity Portal Evaluation Checklist.

explainGovernance for

Banks, Financial

Holding

Companies and

Direct Insurers

which are

Incorporated in

Singapore

(CG Guidelines)

Who Has to Comply Codes
Effective

 Year
Approach Regulatory Body Brief Description



Upcoming Changes

The corporate governance and ethical climate in Singapore is
generally healthy one. According to the 2004 IMF Article IV
Consultation Report, Singapore has proactively aligned itself with
international best practices and kept up-to-date with the dynamic
business landscape. Over the next five years, we are likely to see
changes to the ethics and corporate governance standards in
response to the changing regulatory needs, as well as updates
to the international best practices.

According to a study conducted by National University of
Singapore Business School, most Singapore businesses strive to
operate ethically and have implemented internal codes of conduct
to govern employees’ actions. Over the years, there have been
no major changes to the code of ethics as they have been
comprehensive in addressing ethical issues in the accountancy
sector. The International Federation of Accountants (IFAC) released
the 2010 Handbook of the Code of Ethics for Professional
Accountants (IFAC Ethics Code) which features improvements
such as clarity and strengthened independence requirements.
The IFAC Ethics Code will become effective in 2011. In view of
the revision to the IFAC Ethics code, ICPAS and ACRA are currently
reviewing the IFAC Ethics Code and its Code of Professional
Conduct and Ethics for consideration of local adoption and
revision.

The Corporate Governance Council was established early this
year. Its key task is to review the CG Code 2005, with focus on the
lessons learnt from the recent financial crisis. Already, SGX has
issued a consultation paper to seek the public’s views and
feedback on its proposal to amend the Listing Manual to enhance
corporate governance of listed companies in Singapore. The
changes will strengthen companies’ internal controls system and
risk management framework, introduce slight enhancements to
the roles of the board, management and auditors, augment
safeguarding of shareholders’ interests and increase greater
disclosure and transparency. (Please refer to www.sgx.com for
the consultation paper press release.)

MAS has also announced plans to update and revise the MAS CG
Framework in March 2010. This would be the first revision to the
framework since it was first introduced in Singapore. Revisions
to the MAS CG Framework has been drafted and proposed for
public consultation. The recent financial crisis emphasised the
importance of effective risk management oversight at the board
level and the need to develop proper governance over
remuneration policies and practices to prevent excessive risk
taking. The enhancements proposed focus on enterprise risk
management, board oversight competency and effectiveness of
compensation principles and standards. (Please refer
/www.mas.gov.sg for the consultation paper press release.)

The Charity Council is also in the process of reviewing the Charities
Code. Over the last few years, we have seen improvements in the
charity sector. The NVPC Individual Giving Survey 2008 showed
that public confidence in the charities has improved since 2006,
and that charities have taken self responsibility to enhance their
corporate governance and management capabilities. Thus, the
Charities Code is satisfactory and adequate in serving its purpose.
Going forward, the key focus in reviewing the Charities Code will
be to provide greater clarity and flexibility by refining the code
and providing clearer guidelines.

Conclusion

Despite the uncertain economic outlook, Singapore has been
able to attract foreign investors due to its attractive business
environment. One of the key contributing factors is its robust
regulatory framework and its stable and transparent business
environment. Singapore is generally in line and effectively
benchmarked against international standards in terms of its



corporate governance and ethics practices. In wake of the recent
financial crisis, which devastated major capital markets like the US
and UK, Singapore has generally been resilient to the global
economic recession. Our robust ethics and corporate governance
climate has served us well in weathering the storm, minimising
the impact of the global crisis on companies in Singapore.

Adopting the ethics and corporate governance codes, regulations
and guidelines is not an overnight task. Given the robust regulatory
framework in place, the onus is on companies to adopt the best
practices and apply them appropriately in their processes and
daily work activities. The latest Governance and Transparency Index

(GTI) revealed that the majority of companies scored below 50
per cent in the corporate governance area. Hence, it is imperative
that companies step up and take the initiative to adopt these
standards. This will give Singapore a competitive advantage over
other burgeoning Asian markets and further boost Singapore’s
reputation as a strategic business centre.



About the Institute of Certified Public
Accountants of Singapore

Established in June 1963, the Institute of Certified Public Accountants
of Singapore (ICPAS) is the national accountancy body that develops,
supports and enhances the integrity, status and interests of the
accountancy profession in Singapore.

The Certified Public Accountant Singapore (CPA Singapore) is a
professional in accountancy, finance and business who has the
relevant work experience in addition to a recognised accountancy
qualification. They are highly versatile and well sought after as business
leaders beyond the accountancy, banking and finance industries.

Today, ICPAS has over 22,000 members and/or CPAs Singapore working
and making their mark worldwide, which makes the CPA Singapore
a designation with international recognition.

About ICPAS Technical

ICPAS Technical identifies, features and analyses topical financial
reporting, auditing, taxation and other relevant issues that affect the
accounting profession today. Drawing on the invaluable expertise
of its various Technical Committees, ICPAS Technical aims to provide
high-quality thought and practice leadership publications in order
to support the strategic thrusts of ICPAS.

Please send your comments and suggestions to technical@icpas.org.sg

Disclaimer Statement

1. This document contains general information only and ICPAS is not,
by means of this document, rendering any professional advice or
services. This document is not a substitute for such professional advice
or services, nor should it be used as a basis for any decision or action
that may affect your business. Before making any decision or taking
any action that may affect your business, you should consult a
professional advisor.

2. Whilst every care has been taken in compiling this publication,
ICPAS makes no representations or warranty (expressed or implied)
about the accuracy, suitability, reliability or completeness of the
information for any purpose.

3. ICPAS, its employees or agents accept no liability to any party for
any loss, damage or costs howsoever arising, whether directly or
indirectly from any action or decision taken (or not taken) as a result
of any person relying on or otherwise using this publication or arising
from any omission from it.
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