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1.
HKICPA Code of Ethics
1.1
Introduction
1.1.1
The Code of Ethics for Professional Accountants (COE), first introduced on 30 June 2006, was revised in 2012 and a fifth section added covering professional ethics in liquidation and insolvency.
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1.2
Fundamental principles of the Code
1.2.1
The following are the five fundamental principles for members within the ethical code:
	Principles
	Explanation

	Integrity
	Members shall be straightforward and honest in all professional and business relationships.

	Objectivity
	Members shall not allow bias, conflicts of interest or undue influence of others to override professional or business judgements.

	Professional competence and due care
	Members have a continuing duty to maintain professional knowledge and skill at the level required to ensure that a client or employer receives competent professional services based on current developments in practice, legislation and techniques. Members shall act diligently and in accordance with applicable technical and professional standards.

	Confidentiality
	Members shall respect the confidentiality of information acquired as a result of professional and business relationships and, therefore, not disclose any such information to third parties without proper and specific authority, or unless there is a legal or professional right or duty to disclose. Confidential information acquired as a result of professional and business relationships must not be used for the personal advantage of members or third parties.

	Professional behavior
	Members shall comply with relevant laws and regulations and avoid any action that discredits the profession.


1.3
Threats to independence and objectivity
1.3.1
Compliance with the fundamental principles may potentially be threatened by a broad range of circumstances. Many threats fall into the following categories:

	Threats
	Explanation

	Self-interest threats
	Self interest threats may arise as a result of the financial or other interests of members or of immediate or close family

	Self-review threats
	Self-review threats when a member reviews his or her own work or advice as part of an assurance engagement.
The key area in which there is likely to be a self-review threat is where a firm provides services other than assurance services to an audit client (providing multiple services).

	Advocacy threats
	Advocacy threats arise in those situations where the audit firm promotes a position or opinion to the point that subsequent objectivity is compromised.
Examples include commenting publicly on future events in particular circumstances, having made assertions without detailing the assumptions, or acting as an advocate on behalf of an audit client in litigation or disputes with third parties. Advocacy threats might also arise if the firm promoted shares in a listed audit client.

	Familiarity threats
	Having an audit client for a long period of time may create a familiarity threat to independence.

	Intimidation threats
	An intimidation threat arises when members of the audit team may be deterred from acting objectively by threats, actual or perceived. These could arise from family and personal relationships, litigation, or close business relationships.
The most obvious example is when the client threatens to sue, or does sue, the audit firm for work that has been done previously. The firm is then faced with the risk of losing the client, bad publicity and the possibility that it will be found to have been negligent. This could lead to the firm being under pressure to produce an unmodified audit opinion in the auditor’s report.


1.3.2
Examples of self-interest threats:
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1.3.3
Examples of self-review threats
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1.4
Safeguards
1.4.1
To comply with the Code, professional accountants are required to evaluate the significance of any threats arising as a result of their actions or relationships, and where these are significant to apply safeguards to eliminate or reduce them to an acceptable level.
	Threats
	Suggested safeguards

	Self-interest threats
	· Removing the member from the audit team.
· Having the team member’s work reviewed by a professional accountant.
· Using professionals who are not part of the audit team for the non-assurance service.

· Reducing the dependency on the client;

· External quality control reviews; or

· Consulting a third party, such as a professional regulatory body or a professional accountant, on key audit judgments.

	Self-review threats
	· Using staff members other than audit team members to carry out work.
· If non-audit services are performed by a member of the audit team, using an independent partner or senior staff member (not part of the audit team) to review the work performed.

	Advocacy threats
	· using different departments to carry out the work and making disclosures to the audit committee.
· Remember, the audit firm has the option to withdraw from an engagement if the risk to independence is too high.

	Familiarity threats
	· Rotating the senior personnel off the audit team.
· Having a professional accountant who was not a member of the audit team review the work of the senior personnel.
· Regular independent internal or external quality reviews of the engagement.

	Intimidation threats
	· Disclosing to the audit committee the nature and extent of the litigation.
· Removing specific affected individuals from the engagement team.

· Involving an additional professional accountant on the team to review work.
· However, if the litigation is at all serious, it may be necessary to resign from the engagement, as the threat to independence may be too great.


2.
Solving Ethical Dilemmas

2.1
A three-step strategy may be applied to solve ethical dilemmas:

	Steps
	Comments

	Step 1: Analyse the consequences
	· List the full range of alternative courses of action available to you.

	Step 2: Analyse the actions
	· Think carefully about the range of positive and negative consequences associated with each of the  different paths of action before you.
· Who/what will be helped by what you do? 

· Who/what will be hurt? 

· What kinds of benefits and harms are involved and what are their relative values? Some things (e.g. healthy bodies and beaches) are more valuable than others (e.g. new cars). Some harms (e.g. a violation of trust) are more significant than others (e.g. lying in a public meeting to  protect a seal colony).

· What are the short-term and long-term implications?
· Now, on the basis of your answers to these questions, which of your options produces the best  combination of benefits-maximisation and harm-minimisation?

	Step 3: Analyse the consequences
	· You now have to consider each of your options from a completely different perspective. Disregard the consequences, concentrating instead on the actions and looking for that option which seems problematic.
· How do the options measure up against moral principles like honesty, fairness, equality, and recognition of social and environmental vulnerability? In the case you are considering, is there a way to see one principle as more important than the others?


3.
The American Accounting Association Model
3.1
In 1990, the American Accounting Association (AAA) published a casebook, Ethics in the Accounting Curriculum – Cases and Readings. The seven-step decision-making model was adapted.

	Steps
	Comments

	Step 1: Determine the facts
	· What? Who? Where? When? How?
· What do we know or need to know if possible, that will help define the problem>

	Step 2: Define the ethical issue
	· List the significant stakeholders.

· Define the ethical issues. Make sure what precisely the ethical issue is (conflict involving rights, question over limits of an obligation, etc.)

	Step 3: Identify the major principles, rules and values
	· Integrity, quality, respect for persons, profit.

	Step 4: Specify the alternatives
	· List the major alternative course of action, including those that represent some form of compromise or point to a choice between simply doing or not doing something.

	Step 5: Compare values and alternatives – see if the decision is clear
	· Determine if there is one principle or value, or combination which is so compelling that the proper alternative is clear (e.g. correcting a defect that is almost certain to cause loss of life).

	Step 6: Assess the consequences
	· Identify the short and long, positive and negative consequences for the major alternatives. The common short-run focus on gain or loss needs to be measured against the long-run considerations. This step will often reveal an unanticipated result of major importance.

	Step 7: Make your decision
	· Balance the consequences against your primary principles or values and select the alternative that best fits.


	3.2
	Example 1

	
	John CPA was appointed as managing director of Huge Profits Ltd on 31 May 20X9. Huge Profits Ltd is a publicly listed company that has reported regular profits for the last five years. 20X9 has been an exceptionally profitable year with the company winning a number of overseas contracts. While the future for Huge Profits Ltd still appears favourable, some of these contracts were “one-offs”, and so reported profits for future years may not be as high as 20X9.
One of John's first tasks as managing director is to facilitate the completion of the company's financial statements for the year ended 30 June 20X9. While John is pleased with the exceptional profit recorded in the company's draft financial accounts, he is aware that the non-recurring nature of some of the contracts may result in a reduced profit for 20Y0. As this will be his first year at the helm of the company, a drop in profits may reflect poorly on his performance and his 20Y0 bonus. With that in mind, John is considering the possibility of raising a number of large provisions in 20X9 which would have the effect of “smoothing out” the profits over 20X9 and 20Y0.
These provisions are causing John some concern because the company has a profit incentive scheme for middle and top level managers. Any reduction in profit will directly correlate to a reduction in their bonuses.
Required:

Using the AAA model, work through this situation to determine what John should do.
Solution:
(1)
Determine the facts
· John, a chartered accountant, has recently been appointed managing director of Huge Profits.
· John's appointment is just prior to the end of the financial year.

· The company has historically reported profit, however, this year it is likely to report large profits due to some one-off contracts.

· John has reviewed the preliminary profit figures and is considering raising a number of significant provisions.

· John is concerned that if profits fall in the following year, his performance as a managing director may be questioned. His bonus in 20Y0 will also be affected.

· Any reduction in profits will result in a reduction in bonuses paid to middle and top level management in 20X9 and their potential postponement until 20Y0.
(2)
Define the ethical issue – Stakeholders
· John

· The employees of the company (particularly middle level and top level managers)

· Shareholders of the company

· Potential investors

· The Hong Kong Institute of Certified Public Accountants

· John's integrity in the reporting of financial results versus personal self-interest (objectivity) in the evaluation of his own future performance and 20Y0 bonus

· John's obligation to employees, shareholders and potential investors versus maintenance of technical standards and competence and, accordingly, John's responsibility to conduct himself in a manner consistent with the good reputation of his profession

· John's obligation to employees, shareholders and potential investors versus personal self-interest
(3)
Identify the major principles, rules and values
· Objectivity

· John must not allow the judgment of his own performance to impact the preparation of the current year financial statements.

· Integrity

· John has a responsibility to shareholders, employees and future investors to provide them with honest information concerning the performance of the company.

· Technical standards/competence

· Preparation of the company’s financial accounts must be complete in accordance with technical and professional standards.
(4)
Specify the alternatives
· The major alternatives are as follows:
· John can report the figures as they are.

· John can book the provisions.

· John can look for alternative means of disclosure.

(5)
Compare values and alternatives
· By reporting the figures as they are, John will maintain his integrity and objectivity. However, this course of action may result in a personal cost.
· John can book the provisions which may impair his integrity, objectivity and result in a possible breach of technical standards/competence. Booking the provisions also raises moral and ethical considerations in relation to the payment of bonuses.

· By the use of alternative disclosures, e.g. Notes to the Accounts, John may be able to report the true result thereby maintaining his integrity, objectivity and technical standards; fulfil his moral obligations with respect to the payment of bonuses; and not detract from his own performance in the future.
(6)
Assess the consequences
· By reporting the actual figures, John will ensure shareholder and employee satisfaction. A drop in future profits may not only have an adverse effect on him personally, but on potential investors who invest in the company based on the current year's results. If these profits are not sustainable, then the reporting of lower profits in the future may result in losses to investors.

· Booking provisions and effectively “smoothing out” profits may prove to be more palatable to John personally, and possibly potential investors. Current shareholders and certainly employees who will receive reduced bonuses/dividends in the current financial year will be disadvantaged.

· Adopting alternative means of disclosure may result in a win/win situation. Detailed disclosure may provide an opportunity to report actual results for the current financial year and, therefore, benefit the relevant stakeholders. In addition, by disclosing that profits were the result of one-off contracts, any future profit reductions may not be judged adversely against John. Further potential investors may consider the current year in isolation when forming their investment strategies. This is based on the assumption that markets are efficient.
(7)
Make your decision
· Balance the consequences against your primary principles or values and select the alternative that best suits.


4.
Sustainability and Corporate Social Responsibility
4.1
Introduction
4.1.1
Business for Social Responsibility, a global, non-profit organisation, defines corporate responsibility (CSR) as “operating a business in a manner that meets or exceeds the ethical, legal, commercial and public expectations that society has of business”.
4.1.2
There is growing awareness of social and environmental issues in business, particularly among large international investors as well as the general public, but also among the board of directors of some major companies.
4.1.3
Environmental concerns are mainly about pollution, global warming and unsustainable use of the world's natural resources. Social concerns relate to employees of companies and also to communities in which companies operate: safety at work is a particular issue.
4.2
Benefits of CSR
4.2.1
Potential benefits of pursuing CSR include:

(a)
Opportunities to attract ethical customers and investors. Customers may be attracted by “green” products whose production and use do not cause damage to the environment. Some investors may choose to invest in companies with sustainable business development policies.

(b)
Increased staff loyalty and morale. Employees may demonstrate greater loyalty to an employer that has enlightened social and environmental policies and practices.

(c)
Protection or enhancement of reputation. Companies that demonstrate enlightened social and environmental policies are more likely to benefit from a favourable reputation with the general public and government, as well as customers, investors and employees.
4.2.2
For many companies, the potential commercial benefits are the main reason for CSR policies.
(a)
As energy, water and other resources become more expensive and more scarce, there are commercial opportunities for new products and production methods that use less energy and less water. The ability to exploit new product opportunities or new environmentally-friendly technology may help to give a company competitive advantage over its rivals.

(b)
Lower costs from water efficiency and energy efficiency. Companies must pay for the disposal of waste that they produce. Production methods that consume less energy, produce less waste or that recycle the waste may help to reduce costs.
4.3
Reporting on CSR policies and content
4.3.1
Most companies with CSR strategies choose to publish reports (at least annually) about their strategies and on their progress towards achieving the strategic objectives.
(a)
It is important to recognise that currently CSR reporting is voluntary in most countries.

(b)
Some countries have laws or regulations that require the disclosure of some aspects of environmental performance, such as carbon dioxide (CO2) emissions, but they do not require companies to publish CSR reports.

(c)
CSR reporting is currently more common in countries where institutional investors are major shareholders. It is less common in countries where many large companies are family-owned or family-controlled, so that shareholder pressure for CSR reporting is much less.
4.3.2
Corporate social responsibility reports are voluntary and there are no rules about what they should contain or what their format should be.
(a)
CSR reports may contain quantified measures of social and environmental performance, but many reports are mainly narrative with a few quantified measurements.

(b)
Companies may choose to report the favourable aspects of their social and environmental performance, but exclude the unfavourable aspects of performance. For example, a company may report on its success in reducing its emissions of carbon dioxide (CO2) but fail to report a large increase in accidents and deaths among employees at work.

(c)
Without external auditing, there is no way of judging whether the performance figures in a CSR report are true or false. For this reason, many companies now arrange for an independent external organisation to carry out an audit of their social and environmental performance figures and provide a certification of their reliability in the CSR report.
4.4
CSR performance measures

4.4.1
When targets can be quantified for CSR policies, it should also be possible to quantify actual performance and compare this with the target. Users of a CSR report/sustainability report can then assess the success of the company in achieving progress over time towards its policy targets.
4.4.2
Many companies that produce sustainability reports state their policy targets for a year in the future (say, 2020) and report each year on progress towards the target.
4.4.3
Quantified environmental performance measures may therefore include figures for:

(a)
CO2 emissions (compared with target or previous year)

(b)
emissions of other toxic gases and chemicals

(c)
the amount of waste produced in operations (toxic and non-toxic waste) and the amount of waste recycled

(d)
the amount of water used/water recycled.
4.4.4
Social performance measures relating to employment may include:

(a)
the number of accidents at work and the number of fatalities

(b)
training days

(c)
employee numbers
4.5
Sustainability (可持續發展) reporting: global initiatives
4.5.1
The Global Reporting Initiative (GRI), founded in 1997, is the world-wide standard-setter in sustainability reporting. Its mission is “to make sustainability reporting standard practice for all organisations”. It defines sustainability reporting as “the practice of measuring, disclosing, and being accountable to internal and external stakeholders for organisational performance towards the goal of sustainable development”.
4.5.2
The GRI's reporting guidelines are a global voluntary code which provide a standard framework for organisations to report on sustainability. The GRI format for sustainability reporting is a “triple bottom line” approach to reporting on economic, environmental and social performance:
(a)
Economic – concerns the organisation's impacts on the economic conditions of its stakeholders and on economic systems at local, national, and global levels.

(b)
Environmental – concerns an organisation's impacts on living and non-living natural systems, including ecosystems, land, air, and water.

(c)
Social – concerns the impacts an organisation has on the social systems within which it operates.
4.5.3
The two leading global Socially Responsible Investment (SRI) indices are the Dow Jones Sustainability Index World (DJSI World) and the FTSE4Good Global.
4.5.4
The Hang Seng Corporate Sustainability Index Series, launched in 2010, measures the share price performance of large listed companies in Hong Kong and Mainland-listed A shares, for companies that perform well with respect to in corporate sustainability. This relatively new index series is intended to meet growing interest in sustainability investment, provide more transparent information to investors and contribute to the development of corporate sustainability in the region.
4.5.5
Companies listed on the DJSI, the FTSE4 Good Global Index and the Hang Seng Corporate Sustainability Index include Hang Seng Bank, HSBC, Hysan Development Company and MTR Corporation.
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