!ithical Dilemima: A BANKER SHOULDN'T ALLOW

THNA-LIISA SEXTON

PROMOTION PROSPECTS TO CLOUD HIS JUDGEMENT, SAYS

Ditemma: You have been empioyed
by a merchant bank for a number of
years and are eager to secure &
prometion. You have a long-stand-
ing fricndship with the chair of the
finance commiliee of a city councll
and you become aware that the
council has substantial surplus
cash o invest. You are also aware
that your bank has in its inventory
certain “esoteric financial lnstru-
ments™ that it would like to dispose

of. You see 1his as a perfect oppor-
tunity to gain a promotion and pro~
ceed to contact the fimance commit-
tee chair to discuss a passible
investment, The chair makes you
aware of the city council's palicy
ol only (nvesting in “safe* financial
Instruments that would protect the
clty's principal. The chair, who has
complete faith in your competence
in advising on invesiments, pro-
vides you with authority to procsed.
What are the ethical isswes to be
considered if you propose to recom-
mend fimancial products from your
bank's mventory?

Thers are a oumibian of issues that need
10 be aresaad and resolved before
rwesting the city councl's surphus
funds:

1, Recommending appropeiate
investments

It 18 Impedant 1a fuly undarstand the
city councll's investment stiategy in

Helping clients make
an informed decision

ralation fo its Surplus cast. You Fave
already been made geare of tha nead
for “sale” investments. Theredore n
rpcoemmanding ong financial product n
peefersece o another, it i necessary
that the recommenciition clgarly
cxplaing $w appropriatenass of the
Twistrnent in achigving e city
oouncil’s identified neecs ang
onectives ms raqured by APS 12
Stargrment of Fnancin’ Advisory Sernce
Stangvels, g impartant to assess tha
compexity ad any aseotiated sk
nssockated with the propazed
Imvestment and whether § Is suitabin
for tha oy councll Francial products
fram your bank’s inverdtey mdy not
peonte e ooresnative, principal-
protected investiment raquirad by the
city coancil.

2. Conflict of interest

As a mamber gf the socounting
profession you arg regured o identity
and marsge real and posantia conflicls
of Interest. APS 12 1equires at the
oonfict & disciosad to the councl
together with a detaled explanation of
the circumstances and Oetals of any
safoguards 1t wil be adoptad
controt the conflict,

This SHows the council to make an
informed decision 2s % whether %
continue with your sendog, If e con-
fict cannot be acequately managed
throegh controls and (BSCDsue, you
must avold e contlict by dactining ta
provide the firanclal serwce of by

72

retening he oty councll In anciher
Nrancial stviser i this stustion, you
may argue thet thore is no conflict of
mterast ag therg is 00 guaranies that
you wil gain a proenafion from the sale
of your Bark’s Nioancial instrumants
This argument may hold in terms of
any real conthcts of inferest ut does
not rascive the issue of 8 pokenlist
ponfict which s1il remalng. Theeelors,
1L i necessary W disckee the issue,
legether wien the fact st the financal
Inginumenis being considered are
owned by your bank ind esnpliopes

As a member of

the accounting
profession you have
a responsibility to
increase community
confidence in
financial advice

-

Paragraph 9.5 ot A5 12 lurther
rends hase prowicing tinarclal adw
sory s2vices 1o recognEe the putential
threats created by passonal and busi
ness relationships; the dooxptace of
commissian or other benefits; and
francial krohements, which by reason
of their nature or degree, might shreat-
en their objctivity.

3. Public interest

As a menibie ol the aocounting
professinn you Feve a responsitiity to
Feremse commenity confidence In
Ninancal advice. Advice must be of a
high quality, cbjective, ethical and In
the hast imferests of Ihe cliend, Tha aim
Is confidkert and véonned dacison
making by chents. It i therefors
Incumbent on members that ssrvives
are executed & the highest level of
performancs and In acoondiance wim
etnical standards that ensore that
putric confidenca is timaly founded
& impoctant that 31 stakehoiders ae
sifigtiad that members e acting
nonestly and in good faith. m
Tilea-Litsa Sexctan ks CIA Aurelrair's

rthical sdwiser.
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Ethical dilemma: A cFo BECOMES CENTRAL TO
A COVERT MANAGEMENT BUY-0UT,

Personal gain

Vs integrity

Ditemmna: You have recently

been appointed interim CFO for

an organisation. A few months into
the contract you are approached
by a group of senior managess to
discuss a cover! management
buyout (MBO), They explain that
the MBO must be covert at this
stage to allow information to be
gathered before approaching
private equity companies. In
exchange for your assistance,

you will be offered & position on the
board of the new MBO organisation.
The current chairman and CEO of
the business are unaware of these
develapments, so o this stage it
Is mot clear if this will turn into 3
friendly or hostile MBO. You seek
guidance on any possible ethical
Issues in relation to the proposed
MBO,

MECs that oocur when Ineston
by incumbent mansgers, ramoy
organization from pubic Yrading by
nequiring 2 lssued shares 00 rajse
ethical issues. B congidenng e rarge
of gthical s, It & ingortan! 10 note
that athicat desisn-making 8 not
limitad to sasuring that no laws havs
beon contravenad. The ethcal
requirsmonts for members ol the
A00UNNG pr N R containgd

n APES 110 ( of Enies kx
Professional Accountants The man
prcipias that reed 10 be consoerad
ire a3 lnkows

1. Ohjectivity
Parhaps the mast ditficu® ¢inice e
15 that af conflic? of merest, wiich
contamad in he pnncime of pbjsctvity
This prirciple imposes an obfigation an
ol members oot 1o compromise thor
professional or besiness juagment
because of bies, conflict of Ivenest,
of the undoe influsnce of others

Theeofore, as CFO of the organisation
targetd for an MBO, @ with the cffa:
10 become & desctor of Me now MEC
O1Canisation In redum 10r your conpea-
tion, there 15 &t & a pervaved, and
maore Wkaly, a raat confict of intereat

% intarim CFO you have acquired a
reat amount of knowledge ndormation
and understanding of the organisation’s
currentt value and, of course, (18
potentiz: valuz, Tha perception, mere
fore, may be that whis actng as
imerim CFO this paid “empicymant”
15 being used %o advance personal
reecests. perhaps o the disacdvaniape
of Ihe arganizalion ad Its
stakahokders

Further. 1l 5 expectsr that memdens
who hold senor positions promota
el behaviour, Paragraph 300.5 of
APES 110 52005 that 0 “mesmder in
businzss often holds 2 senior position
wetmin an cegassation. The more sseior
T poshon, the greats wil be the
abilty and opportunity %o intlieace
overts, practices and attitudes. A
memDar In Dusingss 15 Hpocing
treceloe. 10 encourage an #thics-
basad oulture o an smploying

organiisation that eemgmasizes the

IMportarse that senior nsanaguiment
miaces on gtrecal beninanue”, So
moXtact to manag:s real 400 e
sorficty of intsrast as they anse.

e

2. Tntegrity
The prircipie of Integrity impates
&n obiganon on 8F memners o be
straightiorwnrd and honast in
professional and busingss reatonships
indegrity a'so implies {ar dealing and
mthiuiness

This imples that pamcipation in the
MED 8 wan the rdrmes consent of
tha Ce0 and board of directons It i
assamed What I (1 was 3 hostie MBO0
!hase proposing the MBO woulo not be
allownd 1o continue 1o bave aicess 0
company ntomasion and racords

3. Conflidentinlity
The principle of confidertality epeses
#n otligation on members to refran
from disclosing rdormation dcquited
25 & ragult of professongl and business
refationships WImows proper End
spacific authonty. Uaing such
information for personz advantage,
of the advantage of Brd parties. &
prodibiled

The princigia of contidantisity doas
oot r&ly on & sgnad conficentiality
syreman!. Uniass thera s ponsant o
anhonsaton 1o (e or dizclse this
wiormation, e lundamental princple
of confidantiaity would b2 breached. m

Oderrenz meweredt by Tiiea-Liise Season,
CPA Austrata's sthics adviser,
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Ethical dilemma: TINA-LISA SEXTON EXAMINES

HOW TO DEAL WITH INCENTIVES AND INDUCEMENTS OffE!IED

A gift list

Dilemma: As state manager of a
professional member organisation
you are chargoed with improving the
professional #ves of your members,

&5 well a8 promating the organisation's

value to members. Having ultemate
controd of the state budget you are
persuaded to enter into a preferential
agroement with a suppler of services,
This decision is not only based on the
leved of seevice providad but the added
incentive of you personally receiving
pifts in axchange for using the
preforred supper services. The size
of the gifl is directly linked 1o

the amount of services purchased.
You are in the process of finalising &
member event and realise that if yoa
diract your staff to wxchusively use the
services of the preferred supplier, you
will personally *qualify™ Tor the latest
high-definitson television, You have
recelved gifts In the past and see no
reason why you shoukl not receive

& new telovision which you have
oarmarked 25 @ gift for your son

ril &e prmanky

CONOMC
i ap
ed supplier is oflenng the

Y » i Wve B secure thal
Service rmather man
Oty e
ng choke Butisa
i

RNd

e in the

on e 03

BY SUPPLIERS OF GOODS AND SERVICES.

af APES 110 Codle of Effecs for

Profossovn Acc arotully

COnEGUr whethir >
cre 1%
cbjactivity whers Ine noucement Is
mane i an atismpt to unculy influonce
actlons or deosions, Paragraph 350 3
stal J
Yveat

=4 A sell-interest theas

nat the significance of such

Wil cepeng On the nature

behing the offer

e and Infee
2 reasonatie sl Informsd thard party
g knowledge of 3 ralevant
tinn, woukd consider the

raucement insgnificant and nol

ded 10 eecourage unsthica

vena ik, then the managsr may
&
the normal cowrse of busress and
conclude 2
threat to

offer 1§ mace n

BtenmEne tht ¥

there is no sighificand
comaRance with the

funtamental snical principles

It is prudent to
maintain a register
to record receipt of
any meal, gift or
entertainment by

any employee

NTHRBLALK

Howar, 25 the real or apoarent

hieats % complance wih e
tal principles do not mersly

&1z Irom socepeance of un

fundaman

wocement bot, sometimes, fram e

ha offar hiawing tean made

wger shoukd assess the rak

ociated with ol sueh offess and

orgidec enmpdiately Informing highar

abilainmg quotat

gRacing

Orcders b ersture tHol thay OCt hone

ang are acg

WOLAL Tequilre

Interast o the purchasrg ransaction

® dedfing with al

QIS 10 an
Ponest, Rer ang syen-handed manner
ang oot o prejudice fair and open
competition, aw

® not scoapling purchasing Incentives,

Ly

r prapedond dooourts

DCTOREN 200y

grucsnt o maerdsn a8
ipt of any manl
oy any amployes

D recovd re
gift or entartminm
of the organisation. Such o registes

i be open 10 mepeston ly

NCUCEMONLS have baan raceive
In the case of By gift or

av=tainment, astrame

02 taken to ensure i
@ i5 n Ihe Dot Ny

afion

o
@ wil not nfieance decision making
and

® Wil rot ha percetved by othnrs

oG unothucyl

N R

and meet your grgansational needs
gotumirtati 25009 fox

enlening ¥ coniracts other han

Ihess resulting from a campeatitive
yunting or
be advsable. &

Dilerwma resabeed by Tiira-Lisa Sexien
CPA Austratia's sthiics mdviver.
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Ethical dilemma: CONFICTS OF INTEREST ARISE

WHEN PERSONAL OR PROFESSIONAL RELATIONSHIPS OR

CONCERNS POTENTIALLY INFLUENCE PROFESSIONAL JUDGEMENT

Family ties (and conflicts)

Dilemma: As a member of a not-
for-profit board you, along with
the other board members, are
required to make a decision on
the awarding of a contract for the
provision of legal services. One of
the submissions received is from
your daughter. Can you as a board
member be objective when decid-
ing to whom the contract shouald
be awarded? Is it unethical to
award he contract to 3 member
of your tamily?

Answer: Not-for-profit prganisations
aro heavily scrufinised, and board
members shoukd bo aware of any
polentis condicts of mierest when
many decisang. Conflicts gareilly
arise when memdars' persoral of
professional refationsnips or concams
potentially influence ther cbective
prolessiony! judpement. Factors such
03 private and personal inforests
it gither interiere o sppar iksly
1o intarfers with objectiity &e 8
legitimata concam 10 those wha rely
on professional accountants for their
Judgement

11 i8 therator) important 1o aved
appareet and potenlls a5 well a3
actual conficts of inerest An apparent
confict of interast is ana that &
(EAS0NE person would think is tkaly
1o compromise the professional’s
| Judgement. A potentiol conflics of
| iereat involves & sitaation that mary

dvukop into an schua! confict of

Interest. Thera is an actual contlict of
Imurest where, lur esample, a person
has & pecuniary intorest i the matter
a1 hand, ur 3 member of thel
immagdiste family has a peconiary
rtarest in the matiar at hand

The principle for defining conflicss
of intarest s otyectivity, Section 120
of APES 110: Code of Ethics ko
Professional Accountants, states that
ihe peinciple of abjectivity imposes
an oblgaticn on ak members not
%0 compromese their professiona! o
business judgement because of blas,
confiict of inerest or $he undue
Inflyence of oihers, Reltiveships
that blas or unduly néence the
peofessional judgemant of the mamter
should be avaided. Howevar, APES
110 cortaing no further guidance for
mesnbers |n busiess on how to daal
with confiicts of Interest thal arice
as a resdt of privite and parsonal
intorests.

S0 how should the board member
deal with this current suation?
Fst, It b achvisable for all
organgations %0 hive o confiict-of
intarest palicy requinng board and key
staff members D dischose Interasts,
relationships and financial hoidings
that could resift in a conflict of
derest, Such polcies usially require
that board o stalt members who have
a possibe contict of Interest atistan
from any dscussion and decigton
making regardng that sss= I no
Such policy easts, the member should

An apparent conflict
of interest is one

that a reasonable
person would think is
likely to compromise
the professional’s
judgement

nevertheless Gisciose nny conticty
of miorest ana not be party to the
gecision t wward the consmct for
provision of legy services. Alter all,
the appearance of & contict of intersst
an be just 33 davaging a8 the sciual
existance of one

Secondly, apnropeiate pokries and
procedunes o address potantial
conficts ave recomenended In this
c2se, an estahished policy and
nrocadure for procuring professional
s6Tvioes helpe ansure thal decisions
& mace i an imdanmed and soective
manner. The awarting of 2 cortrant to
2 hoard) mdsrinde's daugivier s not
unsthical per g6

However, ! Is recommended it (he
memider abstan from paricipating in
¥ procurement process and that
estabished contract awarding
PrOCESSES are appied

It I8 also mpoctant 1o conbnuoush
ecucala board and staf! membary
about condlcts of infarest. Such an
approach emphasises a culture of
Open dscussion dboul potential
contlicts. Finally, tecognising situations
wherg conflikas of interast exist
requres skill and good juooement
because privite and personal Inferasts
can choud objectivity. As soch, It s
often easier 10 recogrese when others
& n conlict, i is theredom usefud 10
talk tn & trustsd colengu or frignd
when you & in doutt.

Dilomma resoived by Tiisa-Liisa Sexan,
O Aaxtralis's ettics adviser,

INTHURLACK APRIL 2007
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~ TO INFLUENCE OPERATIONS, MEMBERS MUST ALWAYS KEEP IN

MIND INTEGRITY, DUE CARE AND PROFESSIONAL BEHAVIOUR

An election in the wind

Dilemma: You are in the process of
fmalising end-of-year accounts for
your state department of health,

You become aware that some work
that has been commissioned from a

Normal accounting traatment woukd
teouite the consultant's foes to be
rcluged in the accouns. Addilionaly,
the achsl cost of the possntish haspital
closures may need 1o be inchaded s 4
proaion and contingent kabilty. As
he cost woultt be materlsl, the
accounts may also need o includy
rarriive mpiining the policy decsion
You would IKe %0 highhohe hess issues
% the axtarnal audioe, whe 8 wawire
of this mather, as the [tam may need 1o
be wcluded in the acosame How
5houkd you deal with this diemma?

Answer: Mambis of OPA Austala
ara raguirad to comply witn APES 110:
Cada ol Ethics for Prodassionsl
Accountants, In particular. mambera
are required 1o comply with th
followng huncamental principles, which
are applicaliic I thig cise: nogrily,

professiony competence ad due care,
and professional behaviour

Itegrity imphies far dealing ang
buthfuiress. and this principls requires
members (o be stralghtforward and
honest In pealessional ang business
rerationsnips, This means that 4
member shoukd nof be assocated wilh
reports, returma, commenications of
other inloemation when thay beteve
thie information containg i maserindy
false or mislasding statement, containg
swatements of information lumished
recklessly; of omits of obacures
Wiarmation required to bs included
where such omssion or obscurity
wouki by misksaing

As such, !e member should discuss
the matier with ter Snance drackr
and sugest that the ncoounts be
amerded and the axernal auditor be
atvssd of Ihe omisson This may give
5@ 10 0 potentied corfict # the
member CONtinUES 10 remait Lndes
pressure to sct or banave In wayy had
cuulki directly or indractly treaten

Integrity implies fair
dealing and
truthfulness, and this
principle requires
members to be
straightforward

comgilance with the fundamental
princigées contained in APES 110,
Parvgraph 310.3 stales that the
significance of threats angng hom
such prassures, such as intimidation
Wreats, should be evateated and, if
ity are other San chearly insigrdficant,
sategquards ahould be considernd and
appied a8 necessary o eminate o
radues them 1o an acceptable loval,
Such safeguards may Induce
® Oblaining advioe whera appeopnats
from within the employing organisation,
an incepencent prolssonal adviser or
1 relaant protessional body
® Accessing a formal dspute-
rasolution process within the ampioying
frgaresation
©® Seing gal advice.

Furthermore, the priacipie of
profassongl competence and due can
requiras the member % act ciigantly In
accordance with appiicates techncal
v protessions standands when
providng thek senioes. The current
dacisen 0 exclude e consullants'
fnas maans thit the ooounts could be
matatially mesststad and may nat
comply with apicatile accoonting
standards. The: k502 of professional
competence i another reason for the

meEne ) formally rase concens
over the sgnificant omission of the
consutant's faes with tha director
of inange. Fee this mason also, tha
member should request thal the
extenal auiton be informed

Finally, the principde of pratessions!
behaviour Imposes an anligation on
mambers to comply with relevant s
and regulations, and avoid any action
Of omiggion that may bring discredt to
the profession, This includes actions o
omissins that o reasonadle and
rfurmed third party, having snawiecos
of all relsvant information, woukd
oorclude regatvesy affects e good
1Eputstion of the profession

By ralging the issue of the omissin
of tha consuitant’ feey with the
linace diracior, the member s
demonstrating concem over a mattar
thad could refloct badly not only on the
degartmant of health but o the
member and hisher profession =

Adapted from a case study in s
and Yo 4 Guide fo the SFFA Standant
of Prodessionnl Pragtice on Efics, CIPFA
June 2006,

Dtberema resoived by Thna-Lisa Sexten,
CPA Apstralla's oihics adviser
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