Singapore – MAS proposes guidelines on individual accountability and conduct

Summary
On 26 April 2018, the Monetary Authority of Singapore (“MAS”) issued a consultation paper (the “Consultation Paper”)
on proposed guidelines on individual accountability and conduct (the “Guidelines”). If implemented as proposed, these
Guidelines will enhance the regulatory scrutiny of senior managers and other individuals of financial institutions (“FIs”)
in Singapore and (in certain cases) their affiliates in Singapore and overseas. The Guidelines are aimed at enhancing
the accountability and conduct of key individuals at FIs, and as such, will have practical implications for the governance,
employment, and operational control arrangements of FIs.
The proposals also confirm that the MAS’ regulatory policy on individual accountability and conduct is broadly aligned
with that of regulators in other major jurisdictions where similar regimes have been introduced, such as the United
Kingdom and Hong Kong.
The consultation closes on 25 May 2018, and the Guidelines are targeted to be issued in Q4 2018.
This note provides an overview of the MAS’ proposals and their key implications for FIs.

Implications for your business
In preparation for the Guidelines, FIs may consider taking the following practical steps:
Participate in the public consultation process: If there are any aspects of the Guidelines which may pose concern
or appear unduly onerous, or (conversely) areas in which the MAS should introduce additional requirements,
corresponding feedback should be provided to the MAS.

Analyse practical implications: FIs may wish to consider identifying individuals in their organisations who are likely
to be within scope of the Guidelines. Additional policies and procedures may need to be adopted (e.g. management
responsibility maps and individual responsibility statements), and contractual documents may need to be amended
(e.g. senior management employment contracts may need to reflect responsibilities and undertakings arising from the
Guidelines). FIs should also consider whether achieving the outcomes in the Guidelines may be assisted by adopting a
general corporate governance framework signed off by the Board.

Conduct a gap analysis: FIs may wish to conduct a comparison between their existing governance and oversight
arrangements and the MAS’ proposals to identify gaps and consider whether pre-emptive remedial action is feasible.

Internal communication and training: FIs should communicate with and train employees to ensure they are aware of the
obligations imposed on the firm and the standards of conduct they must adhere to. The requirement for accountability
and sound conduct should be visibly propagated and endorsed by senior management.

The Guidelines provide detailed benchmarks for governance and senior
management accountability at FIs, and are a reminder of the importance the
MAS attaches to culture within FIs.”

Overview of Proposals
Rationale for the Guidelines

Scope and content of the Guidelines

The MAS has made clear its approach to fostering appropriate
culture and conduct in the financial services industry. In
particular, the MAS would take a three-pronged approach,
consisting of the following:

The Guidelines would apply to a wide range of FIs, including
(among others) banks, capital markets intermediaries, insurers
and financial advisers1. For locally-incorporated banks and
insurers, the Guidelines would apply on a group basis.

i.

working with industry players and stakeholders to promote a
culture of trust and ethical behaviour in the financial sector;

The purpose of the Guidelines is to:
i.

promote the responsibility of senior managers;

ii.

monitoring and assessing FIs’ culture and conduct as part of
the MAS’ supervisory process; and

ii.

strengthen the oversight of employees in material risk
functions (“MRFs”); and

iii. taking supervisory or enforcement actions against FIs and
individuals where lapses in risk management, misconduct,
regulatory breaches, or offences have occurred.
The proposed Guidelines fall within the first prong of the MAS’
approach. The Guidelines do not introduce a standalone
framework for senior management responsibility, but rather,
supplement existing rules in this area and focus on entrenching
the right mindset and behaviour within FIs.
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iii. embed standards of proper conduct among all employees.
To achieve these objectives, the Guidelines focus on five key
outcomes (summarised below), some of which formalise the
MAS’ existing regulatory expectations. FIs will have the flexibility
to achieve the outcomes in accordance with their organisational
structure, business model and context.

Outcome

FIs (incl. the Board and senior management as appropriate) should:

Further points to note

Outcome 1
Senior managers
with responsibility
for Core
Management
Functions are
identified.

>> clearly identify senior managers with decision-making authority
and oversight of each core function of the FI (including the Core
Management Functions set out in Annex B of the Consultation
Paper), whether based in or outside Singapore
>> require senior managers to report directly to the CEO, the Board or
Head Office as appropriate
>> clearly identify each senior manager’s scope of authority and
reporting lines, including where: (i) more than one senior manager
is responsible for a certain function; or (ii) a function is outsourced
>> subject all “material aspects” of the FI’s operations to appropriate
management oversight

For locally-incorporated banks and
insurers, “material aspects” of an
FI’s operations will normally include
significant subsidiaries and branches of
the group, both domestic and overseas.
Directors are considered senior
managers only to the extent they are
employed in an executive function.

Outcome 2
Senior managers
are fit and proper.

>> conduct due diligence prior to appointing senior managers
>> promote proper accountability and facilitate senior managers’
performance

The MAS Guidelines on Risk
Management set out additional
expectations for the Board.

Outcome 3
Governance
framework is
conducive to
senior manager
performance.
Clear and
transparent
management
structure.

>> robustly assess the fitness and propriety of each senior manager
>> clearly specify each senior manager’s roles, areas of responsibility
and reporting lines and require each senior manager to
acknowledge the same
>> delineate the FI’s overall management structure as appropriate
>> approve and document each senior manager’s roles and
responsibilities and the FI’s overall management structure
>> establish appropriate incentive, escalation and consequence
management frameworks
>> establish a succession plan that is regularly reviewed and updated
>> establish a formal mandate and set out the terms of reference and
reporting lines for all management committees

FIs will not need to submit information
regarding the roles and responsibilities
of senior managers to the MAS.
However, the MAS will evaluate FIs’
screening and hiring processes and
the effectiveness of FIs’ governance
framework as part of ongoing
supervision.

Outcome 4
Employees in
MRFs are fit and
proper.

>> identify employees performing MRFs according to an established
set of criteria
>> critically assess the fitness and propriety of employees in MRFs
prior to and on an ongoing basis after their appointment
>> facilitate effective risk governance, including subjecting employees
to the necessary oversight and ensuring that employees performing
specific functions have the necessary stature and authority
>> subject employees in MRFs to (i) standards of proper conduct;
(ii) ongoing relevant training and (iii) an incentive structure which
encourages behaviours consistent with the Outcomes

The MAS proposes to define employees
in MRFs as employees whose decisions
or activities could materially impact an
FI’s risk profile.

More particularly, the Guidelines will apply to (i) banks licensed under the Banking Act (Cap. 19); merchant banks approved under the Monetary Authority of Singapore
Act (Cap. 186); finance companies licensed under the Finance Companies Act (Cap. 108); insurers licensed under the Insurance Act (Cap. 142) (“IA”); foreign insurers
operating in Singapore under a foreign insurer scheme established under section 35B of the IA; approved exchanges under the Securities and Futures Act (Cap. 289)
(“SFA”); approved clearing houses under the SFA; approved holding companies under the SFA; holders of a capital markets services licence under the SFA; financial
advisers licensed under the Financial Advisers Act (Cap. 110); and trust companies licensed under the Trust Companies Act (Cap. 186).

Outcome

FIs (incl. the Board and senior management as appropriate) should:

Further points to note

Outcome 5
Having a
framework that
promotes desired
conduct among
all employees.

>> set out, communicate, and enforce the standards of conduct
expected of all employees by implementing:
a. monitoring, reporting and escalation processes;
b. an incentive structure;
c. a consequence management system; and
d. a formalised whistleblowing channel
>> articulate engagement strategies for timely and transparent
communication of relevant material to key stakeholders

The MAS should be notified:
>> as soon as the Board or senior
management becomes aware of any
material adverse developments; and
>> in a timely manner, of any information
that may have a material negative
impact on the fitness and propriety
of senior managers or employees in
MRFs.

Commentary
The above proposals represent a significant move by the MAS to clarify its expectations of the conduct of an FI’s key individuals. The
Guidelines provide detailed benchmarks for governance and senior management accountability at FIs, and are a reminder of the
importance the MAS attaches to culture within FIs.
While the MAS’ proposals partly reflect a desire for alignment with similar regimes in other jurisdictions, they are most likely also
prompted by events in Singapore itself. The MAS has in the past taken enforcement action against individuals and FIs in respect of
shortcomings in senior management conduct, with recent noteworthy examples of such action occurring during the MAS’ 1MDBrelated investigation. It is therefore unsurprising that the MAS confirms it will take enforcement action against FIs that fail to adhere to
the Guidelines.
For FIs, the Guidelines present an opportunity to adopt or enhance arrangements that are designed to ensure sound culture and
conduct. While this will give rise to an additional compliance burden for FIs, it will likely benefit the financial services industry, notably
by heightening customer confidence, future-proofing against misconduct within FIs, and strengthening effective risk management
within FIs.

Further information
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