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Shielding Cross-border Operation from
Corruption Risks

Though boasting the advantages of simple structures and high adaptability, SMEs sometimes
overlook corporate governance due to limited resources. The absence of codes, policies and
controls on governance may breed malpractice. In particular, cross-border operators can be
more susceptible to corruption risks arising from regional differences in laws and regulations.

any SME operators whose

businesses are expanding have
to delegate duties to their staff. This
is especially the case for Hong Kong
companies with manufacturing operation
in the Mainland. Such circumstances
may however expose employees to
potential risks of corruption. To safeguard
themselves against financial losses and
reputation damage, companies need a
monitoring and control system, as well
as clearly defined codes of conduct for
their employees.

Stepping up Control

SME operators are recommended
to regularly assess the company’s
conditions, review its internal operation
and put in place systemic control over
various aspects of their operation. Equally
important is checks and balances on
daily operation with special attention on
the following areas:

* Procurement

A list of approved suppliers can
help prevent procurement staff’s
malpractice of selecting suppliers
run by their friends and relatives, or
purchasing non-compliant goods in
return for advantages from suppliers.
Codes should be set out to forbid
staff from accepting suppliers’
advantages, and arrangement be
made so that different procedures
(e.g. negotiation and purchasing,
procurement decisions and
inspection of delivered goods) are
handled by different staff.

° Sales and Marketing
In the highly competitive environment
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of a sales department, staff may be
tempted to take shortcuts for higher
business turnover. They may offer
entertainment, or even rebates, to
please customers and secure orders.
Therefore, codes on the acceptance
and offer of advantages and
entertainment should be laid down.
In order to spot any malpractice
in the earliest instance, employers
may have regular meetings with key
customers and establish channels for
their complaint.

* Accounting

A loosely controlled accounting
system may encourage employees to
claim reimbursement for entertainment
with false invoices. Guidelines on
expenditure reimbursement should be
drawn up to minimize the risks of false
invoices or false claim of business
expenses. For example, caps should
be set for reimbursement by staff
of different ranks; entertainment
expenses be pre-approved; invoices
be audited by the applicant’s line
manager; and payments be made by
corporate credit cards.

Taking Precautions

Socializing is very common in
the business world. Having said
that, if an employee has too much
interaction with his customers (for
example, frequently entertaining with or
accepting entertainment from them, or
even gambling together), he may form
pecuniary relationship with them, which
could affect his impartiality in business
dealing. Employers or line managers are

thus advised to stay vigilant to staff’s
business socializing activities.

Many staff malpractices are indeed
traceable. It is necessary for employers
to keep a close eye on staff’s daily
work and ethics, especially any signs of
corruption and bribery. Areas deserve
attention include: how employees
handle suppliers’ or customers’ offer
of favors; whether they are engaged
in unnecessary socializing activities;
whether they have pecuniary connections
with particular suppliers or customers; or
whether they have personal debts being
pursued frequently by their lenders.
Meanwhile, any irregularities in operation
(e.g. frequent yet unjustified alteration to
company papers, loss of documents and
illogical filing) can all be signs of frauds.

Integrity Management

As a long-term step, the company
should work on its management culture,
adopting a management model based
on integrity and formalized procedures
that facilitate honest and clean practice.
Following are four principles of integrity
management:

¢ Code of Conduct

The company can formulate
codes of conduct for staff’s
compliance. Included in the codes
should be, among others, rules
on the acceptance and offer of
advantages and entertainment,
guidelines on handling conflict of
interests, strict prohibitions on
disclosure of company information,
guidelines on part-time work,
the company’s stance on staff’'s



participation in activities with
corruption and bribery risks (e.g.
gambling and money-lending),
punitive measures against non-
compliance of the codes, channels
for complaints against misconduct
and relevant handling procedures,
as well as actions against
employees accepting or soliciting
bribery.

SMEs with cross-border
business operations are advised to
adjust the codes to local legislations
and circumstances. They should
also make clear to their local or
offshore partners, as well as their
staff, the importance to obey the
law, reminding them not to violate
the codes under the pretext of local
practices or cultural differences.

Systemic Control

Systemic control can help
SMEs reduce potential corruption
risks in their cross-border operation.
Simply speaking, it involves devising

L —

-
[

a system with working procedures,
division of roles and responsibilities,
as well as checks and balances.
Employees in different locations are
expected to carry out the working
procedures and their responsibilities
honestly.

Specific actions in devising the
system may include: clear definition
of roles and responsibilities; proper
maintenance of records for the
management’s information on the
operation of branch offices or
departments in different locations;
protection of sensitive information;
specification of working procedures;
establishment of control mechanisms
(e.g. countersigning and spot check)
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and complaint channels; as well
as regular review on supervisory
measures.

Staff Conduct

Besides paying attention to
staff’s practice and potential conflict
of interests, efforts should be made
to enhance their ethical standards.
For example, a code of conduct
can be incorporated as part of the
criteria for recruitment, appraisal and
promotion. In addition, the company
can formulate a set of personnel
management processes, which
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Qualities such as loyalty
and honesty can also
be included as items in
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performance appraisal. b

Culture of Integrity

To create a culture of integrity,
the management is recommended
to serve as a role model to make
the company’s policies well
known to its staff. When handling
complaints on internal practice, the
management should encourage its
staff or business partners to report
the truth, and put a mechanism in
place to protect complainants. In
case any illegal practice is found,
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the employer should adopt a zero
tolerance approach and immediately
take necessary action according
to corporate codes or report the
case to law enforcement authorities.
Appeasement to misconduct would
not only breed further evils but
compromise corporate goodwill. €3
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