
Conflict of interest

Overview

A conflict of interest arises when an individual’s personal interests or those of their family or

close associates might compromise their professional decisions or actions. This situation occurs

when a person in a position of trust, such as an employee, manager, or board member, has

competing interests that could interfere with their duty to act in the best interest of the

organization. These conflicts can be financial, personal, or relational and can influence

decisions, leading to biased outcomes.

Conflicts of interest arise when an individual’s personal interests, relationships, or activities

could potentially interfere with their professional duties or decisions.

Different types of conflicts of interest can occur in various contexts. Here are some of the most

common types:

Self-Dealing
Self-dealing occurs when an individual in a position of authority or influence within an

organization uses their position to secure personal benefits. For example, if a manager awards

a contract to a company they own or have a financial interest in, they are engaging in

self-dealing.

Nepotism
Nepotism refers to favoritism shown to relatives or friends in professional situations, often in

hiring, promotions, or other employment-related decisions. This type of conflict can undermine

the merit-based processes of an organization and create a perception of unfairness.

Outside Employment or Moonlighting
This type of conflict arises when an employee holds a second job or engages in outside

business activities that could interfere with their duties or pose a direct competition with their

primary employer. The external job might also demand time and attention that detracts from the

employee’s performance in their primary role.



Financial Interest
A conflict of interest occurs when an individual has a financial interest in a business transaction,

investment, or contract that could be influenced by their professional role. For example, an

employee who has stock in a supplier company might be biased in favor of awarding contracts

to that supplier.

Gifts and Hospitality
Receiving gifts, entertainment, or other forms of hospitality from clients, vendors, or other

stakeholders can create a conflict of interest if it influences or appears to influence business

decisions. This type of conflict often involves concerns about bribery or favoritism.

Conflicting Roles
This occurs when an individual holds multiple roles or responsibilities within an organization or

between different organizations, leading to conflicting loyalties. For example, a board member

serving on two competing companies’ boards may face conflicts in making decisions that could

affect both companies.

Personal Relationships
Personal relationships, such as close friendships or romantic relationships between colleagues,

can create conflicts of interest, especially when one party has supervisory or decision-making

authority over the other. This can lead to biased decisions or perceptions of favoritism.

Confidential Information
A conflict of interest can occur if an individual has access to confidential information through

their role and uses that information for personal gain or to benefit another party. This type of

conflict is particularly common in industries where insider knowledge can have significant

financial implications.

Political or Charitable Activities
Involvement in political or charitable activities can lead to conflicts of interest if those activities

influence, or are perceived to influence, professional decisions. For instance, if a senior

executive is actively involved in a political campaign, their decisions within the company could

be questioned for bias.



Post-Employment Conflicts
Also known as “revolving door” conflicts, these occur when individuals leave a position in a

government or regulatory role and take up employment with an organization they previously

regulated or oversaw. This can create concerns about biased decision-making or undue

influence.

Family Interests
This occurs when the interests of an employee’s family members conflict with the interests of

the organization. For example, if a family member is employed by a competitor or a supplier, it

could influence the employee’s decisions or create a perception of bias.

Vendor or Supplier Relationships
If an employee or decision-maker has a personal or financial relationship with a vendor or

supplier, this can lead to conflicts of interest. The individual might favor that vendor or supplier,

even if it’s not in the best interest of the organization.

Understanding the different types of conflicts of interest is crucial for organizations to develop

effective policies and mechanisms to identify, disclose, and manage these conflicts. By doing

so, they can ensure transparency, maintain trust, and uphold ethical standards in all business

operations.

Recognizing conflicts

Recognizing and addressing conflicts of interest early is vital for maintaining the ethical, legal,

and financial health of an organization, ensuring its long-term success and steady growth.

Preserves Integrity and Trust
Addressing potential conflicts early on reinforces the integrity of decision-making processes.

When employees, management, and stakeholders know that conflicts are managed

transparently, it builds trust in the organization’s leadership and culture.

Prevents Biased Decision-Making



Early identification of conflicts helps prevent decisions driven by personal interests rather than

the organization’s objectives. This reduces the risk of favoritism or unethical practices that could

harm the company’s reputation.

Enhances Accountability
Recognizing conflicts of interest ensures that individuals are accountable for their actions and

choices. By promoting fairness and transparency, the organization creates a culture of

responsibility, which drives better performance.

Mitigates Legal and Financial Risks
Ignoring conflicts of interest can lead to serious legal, regulatory, or financial consequences.

Proactively addressing these conflicts helps the organization avoid penalties, lawsuits, and

reputational damage.

Improves Workplace Culture
When conflicts of interest are identified and managed early, it fosters an ethical work

environment where employees feel valued and motivated to work toward the company’s best

interests.

Supports Long-Term Growth
Companies that manage conflicts of interest effectively are better positioned to make decisions

that are aligned with their long-term goals. This contributes to sustainable, steady growth and

allows the organization to focus on innovation and expansion.

Policies on conflicts

A clear and transparent policies set the foundation for a fair and accountable workplace, while

positive, collaborative policies create an environment of trust, participation, and motivation.

Together, these approaches ensure a healthier, more productive organization.

Builds trust & integrity



Clear, transparent policies foster trust between employees and management. When policies are

well-defined and openly communicated, employees know what is expected of them and can

trust that decisions are made fairly and consistently.

Prevents misunderstandings
Transparent policies eliminate ambiguity, ensuring that all employees have a clear

understanding of procedures, rules, and expectations. This reduces the risk of misinterpretation

and ensures smooth operations.

Promotes accountability
Well-defined policies make it easier to hold individuals accountable for their actions, as there is

a shared understanding of what constitutes acceptable behavior. This strengthens the

organization’s ethical framework and promotes responsibility at every level.

Ensures Compliance
Clear policies provide guidelines that help the organization stay compliant with legal regulations

and industry standards. This reduces the risk of non-compliance, legal issues, and potential

fines.

Fosters positive work culture
Transparency in policy-making promotes a sense of fairness, leading to higher morale and job

satisfaction. Employees are more likely to feel valued when they see policies applied equally

and fairly.

Disclosure mechanism

While a one-time declaration at the start of employment or an annual disclosure can be a good

starting point, they are often insufficient to fully address conflicts of interest.

Here’s why a regular and robust mechanism is essential:

Dynamic situations
Conflicts of interest can arise at any time, not just at the beginning of employment or once a

year. Employees’ circumstances can change—such as new investments, relationships, or roles



that could lead to new conflicts. Regular monitoring and updates are necessary to capture these

changes.

Continuous vigilance
A robust mechanism ensures continuous vigilance, where conflicts are identified and addressed

as they arise, rather than being overlooked until the next annual review.

Proactive management
Regular checks and a proactive approach help the organization to manage conflicts in real-time,

reducing the risk of a conflict impacting the organization’s operations or decision-making.

Comprehensive oversight
A robust system includes regular training, reminders, and mechanisms for reporting conflicts as

they occur. This comprehensive approach ensures that all employees remain aware of potential

conflicts and understand the importance of disclosing them.

Building a culture of Compliance
Regular reinforcement of conflict-of-interest policies helps build a culture of compliance and

ethics within the organization. Employees are more likely to adhere to policies and act in the

organization’s best interests when they see that the organization takes these issues seriously.

Reducing Organizational Risk
By actively managing conflicts of interest, organizations can significantly reduce the risk of

unethical behavior, financial loss, and legal challenges, thereby protecting the organization’s

long-term success.

Reporting conflicts

Conflicts of interest can arise at any time, and situations that were not previously problematic

can quickly change. By putting the onus on employees to report conflicts as they occur,

organizations can address these issues in real-time.

Real-Time awareness and response



While frequent reminder or update is a good starting point, but to make it real and foster the

accountability, the employee should have mechanism to report any conflict of interest as per the

guidelines of the organization. This immediate reporting allows the organization to take swift

action to manage or mitigate the conflict before it escalates or causes harm.

Dynamic and unpredictable nature of conflicts
Conflicts of interest are often dynamic and can develop unexpectedly due to changes in an

employee’s personal circumstances, professional roles, or relationships. A defined regular

disclosure, such as an annual report, might not capture these emerging conflicts in a timely

manner. Employees are in the best position to recognize when their personal or professional

circumstances have changed, making them the first line of defense in identifying potential

conflicts.

Fosters a culture of accountability and ethics
When employees are required to report conflicts as they arise, it promotes a culture of

accountability and ethical behavior within the organization. This approach encourages

employees to actively consider how their actions and decisions align with the organization’s

values and policies. It also reinforces the idea that ethical behavior is a continuous

responsibility, not just something to be checked off during an annual review.

Minimizes risk of overlooking conflicts
Relying on periodic disclosures increases the risk that some conflicts might be overlooked or

forgotten by the time the next reporting period arrives. Continuous reporting ensures that all

conflicts are identified and addressed promptly, reducing the likelihood that a conflict will go

unnoticed and cause potential harm to the organization.

Empowers employees to act proactively
By placing the burden of reporting on employees, organizations empower them to take an active

role in maintaining the integrity of their work environment. Employees are more likely to stay

vigilant and proactive in identifying and disclosing conflicts when they know that they have a

personal responsibility to do so. This proactive approach helps prevent conflicts from developing

into more significant issues.



Enhanced flexibility and responsiveness
A system that relies solely on regular, scheduled disclosures can be inflexible and may not align

with the pace of business. By requiring employees to report conflicts as they arise, the

organization can respond more flexibly and effectively to the evolving business environment,

ensuring that any potential conflicts are managed in a way that is appropriate for the specific

situation.

Support for continuous compliance
Continuous reporting aligns with a broader strategy of ongoing compliance and risk

management. It ensures that the organization is consistently monitoring and managing conflicts

of interest, rather than relying on periodic checks that may not reflect the current reality. This

continuous approach helps to maintain compliance with both internal policies and external

regulations, reducing the risk of legal or regulatory issues.

Debacles

Several high-profile corporate conflict of interest cases have been reported in recent years,

leading to significant financial losses for promoters, organizations, and investors. These

incidents highlight the severe consequences that conflicts of interest can have on corporate

governance, investor confidence, and market integrity. Here are a few notable examples:

WeWork’s IPO Debacle (2019)

Background: WeWork, a co-working space company, faced significant backlash during its

attempted IPO in 2019. The company’s CEO, Adam Neumann, was found to have engaged in

several conflicts of interest. For example, Neumann personally owned properties that were

leased to WeWork, creating a direct conflict between his personal financial interests and the

company’s.

Impact: The revelations of these conflicts of interest, combined with concerns about the

company’s business model and governance practices, led to the postponement of the IPO. The

company’s valuation plummeted from $47 billion to less than $10 billion, causing massive losses

for investors and leading to Neumann’s resignation.



Wealth Erosion: SoftBank, one of the major investors in WeWork, suffered significant financial

losses, and the company had to undergo drastic restructuring to survive.

Yes Bank Crisis (2020)

Background: Yes Bank, one of India’s largest private sector banks, faced a severe financial

crisis due to a series of poor lending decisions, many of which were linked to conflicts of

interest. The bank’s founder and CEO, Rana Kapoor, was accused of extending loans to

companies in which he had a personal financial interest, compromising the bank’s lending

practices.

Impact: The bank’s financial health deteriorated rapidly, leading to a sharp decline in its share

price. The Reserve Bank of India (RBI) had to intervene with a bailout plan, and Kapoor was

subsequently arrested on charges of money laundering.

Wealth Erosion: Investors and shareholders saw significant losses, and the bank’s credibility

was severely damaged. The crisis also led to a broader loss of confidence in the Indian banking

sector.

Luckin Coffee Scandal (2020)

Background: Luckin Coffee, a Chinese coffee chain, was involved in a massive fraud where

the company’s executives fabricated sales figures to inflate the company’s revenues. The

scandal was linked to conflicts of interest among the company’s top executives, who were found

to have personal stakes in the financial success of the company, leading them to engage in

fraudulent activities.

Impact: The scandal led to the company’s delisting from the NASDAQ, and its stock price

collapsed, wiping out billions of dollars in investor wealth. Several top executives were fired, and

the company faced multiple lawsuits and regulatory investigations.

Wealth Erosion: Investors, including prominent global investment firms, suffered substantial

losses as the company’s market capitalization evaporated.



Wirecard AG Scandal (2020)

Background: Wirecard, a German payment processing company, became embroiled in one of

the biggest corporate frauds in European history. The company’s executives, including CEO

Markus Braun, were accused of inflating profits and falsifying accounts. Conflicts of interest

were evident, as some board members were found to have close ties with companies involved

in the fraud.

Impact: Wirecard filed for insolvency after it was revealed that €1.9 billion was missing from its

accounts. The scandal led to a major shakeup in Germany’s financial regulatory system, and

Braun was arrested.

Wealth Erosion: The scandal resulted in significant financial losses for investors, with the

company’s market value collapsing and leading to one of the most dramatic stock price declines

in recent memory.

IL&FS Crisis (2018)

Background: Infrastructure Leasing & Financial Services (IL&FS), a major infrastructure

financing company in India, defaulted on its debt obligations, leading to a liquidity crisis in the

Indian financial markets. The crisis was partly attributed to conflicts of interest within the

company’s management, where decisions were influenced by personal gains rather than the

company’s financial health.

Impact: The default triggered a panic in the Indian financial markets, leading to a credit crunch

that affected non-banking financial companies (NBFCs) and other sectors. The government had

to step in to restructure the company, which involved selling off assets and a complete overhaul

of the management.

Wealth Erosion: Investors, lenders, and other stakeholders suffered significant losses, and the

crisis had a ripple effect on the broader economy.
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