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Diligence Under Companies Act: Public
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Introduction

In Public Prosecutor v Zheng Jia [2025] SGHC 76 ("Zheng Jia"), the Singapore High Court
fundamentally revised the sentencing framework for offences involving a breach of a director's
statutory duty to act honestly and use reasonable diligence in the discharge of his duties. The decision
marks a decisive shift towards custodial sentences in such cases, reflecting the seriousness with
which the courts view the protection of Singapore's financial and corporate integrity.

This Update briefly discusses this case and its implications.

Facts

The respondent was a chartered accountant who operated a business of incorporating companies in
Singapore, primarily on behalf of foreign clients. As part of his services, the respondent would register
himself as a locally resident director of those companies and assist in opening bank accounts for
them. However, the respondent exercised no control or supervision of the affairs of those companies
and did not monitor or review the transactions in those bank accounts.

The respondent also engaged the co-accused to act as a nominee director on behalf of the
respondent's clients. The respondent told the co-accused that he did not need to do anything other
than to sign the relevant incorporation documents and account opening documents. The co-accused
was also informed that he did not need to manage or run the company and did not need to check the
banking transactions of the companies.

The bank accounts of two of the companies serviced by the respondent, Ocean Wave Shela Pte Ltd

("Ocean Wave") and of Rui Qi Trading Pte Ltd ("Rui Qi"), were subsequently used to receive and
transmit the proceeds of scams perpetrated against foreign companies.

The respondent was convicted of two charges under section 157(1) of the Companies Act 1967 for
failing to exercise reasonable diligence in the discharge of his duties as a director of Ocean Wave ("1
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Charge"), and for abetting his co-accused's omission to exercise reasonable diligence in the
discharge of his duties as a director of Rui Qi ("2" Charge").

Issues

The previous sentencing approach, as set out in Abdul Ghani bin Tahir v Public Prosecutor [2017] 4
SLR 1153 ("Abdul Ghani"), placed primary emphasis on the director's culpability—reserving custodial
sentences for intentional, knowing, or reckless breaches, and generally imposing fines for negligent
breaches.

In Zheng Jia, Chief Justice Sundaresh Menon, delivering the judgement on behalf of a panel of three
judges, observed that the approach in Abdul Ghani was inadequate, especially in cases involving
professional directors whose business models are predicated on providing little or no oversight over
companies, thereby enabling abuse of corporate structures for illicit purposes. Such conduct goes
beyond mere negligence and often involves a knowing or intentional abdication of duty.

The High Court held that the appropriate sentencing exercise should proceed in three steps ("Revised
Framework"):

1. The first step is to identify all the relevant offence-specific factors. Some examples of such factors
are: (i) the nature and extent of harm caused; (ii) the extent of due diligence undertaken in
relation to the company; (iii) the efforts made to monitor or review transactions; (iv) whether the
offending conduct was a one-off breach or part of a wider pattern; (v) whether the offending
conduct was pursued as part of a business or other profit-driven scheme; and (vi) whether there
was a transnational element to the offence. The Court stressed that these factors are not
intended to be exhaustive and that the sentencing judge must remain sensitive to the particular
facts of each case in identifying the relevant offence-specific factors.

2. The second step involves placing the offence within the appropriate sentencing band to arrive at
an indicative sentence. The table below sets out the sentencing bands that the Court considered
appropriate for the offences of the type with which this appeal was concerned:

Number of Offence-Specific Indicative Starting Sentence
Factors
Band 1 1to3 Up to four months' imprisonment
Band 2 4t05 Five to eight months' imprisonment
Band 3 6 or more Nine to twelve months' imprisonment

The facts of the present case would presumptively warrant a custodial sentence, and the onus
would be on the director to explain why that should not operate in his or her case.

3. At the third step, the Court will adjust the indicative sentence arrived at based on the offender-
specific factors relevant to the case. These would include: (i) offences taken into consideration;
(ii) the offender's relevant antecedents; (iii) the remorse or lack thereof on the offender's part; (iv)
whether the offender entered into a timeous plea of guilt; (v) the extent of voluntary restitution
made by the offender; and (vi) whether the offender voluntarily cooperated with the authorities in
the course of investigations into the offence.
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The Revised Framework is equally applicable to the sentencing of persons who assist or aid in a
breach of section 157(1) of the Companies Act 1967. The key difference lies in the type of offence-
specific factors accounted for at the first step, and a commonsensical approach should be taken in
every case to identifying such factors.

Applying the Revised Framework to this case:

1. Considering the number and gravity of the offence-specific factors, the 15t Charge fell within Band
2 of the Revised Framework and attracted an indicative sentence of five months' imprisonment.
The 2" Charge fell within Band 3 and warranted an indicative sentence of at least ten months'
imprisonment.

2. For the purposes of the third step, some credit was given for the respondent's plea of guilt. Some
moderation was also called for given that consecutive sentences were to be imposed.

3. The respondent was sentenced to three months' imprisonment for the 1t Charge and seven
months' imprisonment for the 2" Charge.

Our Comments

This case signals a clear warning to corporate service providers and nominee directors that the courts
will no longer tolerate the practice of "hands-off* nominee directorship, where the business model is
predicated on exercising no control or supervision over the affairs of the company.

The High Court underscored that directors who intentionally abdicate their duties, especially in high-
volume, low-oversight business models, pose a serious risk to the integrity of Singapore's corporate
and financial ecosystem. The decision makes clear that the rationale of avoiding "overcriminalisation
to preserve commercial vibrancy does not apply to such cases. Instead, deterrence and protection of
the public and the financial system are paramount.

The responsibility lies with the directors to ensure that nominee directorships are not merely taken up
"in name only". Nominee directors must be actively engaged in overseeing the affairs of the
companies to which they are appointed. Failure to do so exposes both the director and the corporate
service provider to criminal liability and custodial sentences.

This case serves as a reminder to all directors that, as part of their duty of care, skill and diligence to
their company, they must be sufficiently appraised of their company's business and affairs to
discharge their supervisory functions. The duty to monitor and supervise a company's affairs is a
minimum and non-delegable obligation that applies to all directors (whether an executive, non-
executive or nominee director) and cannot be disapplied or excused on the basis of ignorance or non-
involvement in the business of the company.

This case also underscores the importance for directors to ensure they are up-to-date with their legal
obligations and best practices in corporate governance, so that they are equipped to identify and

respond appropriately to potential risks and to discharge their duties effectively.

If you have any queries on the above, please reach out to our Team members set out on the Contact page.
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Please feel free to also contact Knowledge Management at RTApublications@rajahtann.com.
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Malaysia
Christopher & Lee Ong

T +603 2273 1919
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Rajah & Tann Asia is a network of legal practices based in Asia.
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Singapore
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T +65 6535 3600
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Thailand
Rajah & Tann (Thailand) Limited
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Vietnam
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Ho Chi Minh City Office
T +84 28 3821 2382
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Hanoi Office
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Member firms are independently constituted and regulated in accordance with relevant local legal requirements. Services provided by a member firm are
governed by the terms of engagement between the member firm and the client.

This update is solely intended to provide general information and does not provide any advice or create any relationship, whether legally binding or otherwise.

Rajah & Tann Asia and its member firms do not accept, and fully disclaim, responsibility for any loss or damage which may result from accessing or relying on
this update.

5 ©RAJAH & TANN SINGAPORE LLP LAWYERS WHO KNOW ASIA


https://protect.checkpoint.com/v2/___http:/www.cagatlaw.com___.YzJ1OnJhamFoYW5kdGFubjpjOm86ZTVkNmFiYTZjMjI3MDExNzgyZmYyYmUzMzU5YmU4ODM6NjpiODM2OjMxN2RmYjIzMjMzMmZjNjdhMDU4M2M0MmZjNjA1ZjZhNzVmY2FiNGJjNTYxYTY3NjE1YmJjZmUzZGRmNWU3YmI6cDpUOk4

SINGAPORE CLIENT UPDATE MAY 2025 Rajah &Tann

Singapore

Our Regional Presence

CHINA
Rajah & Tann Singapore LLP
LAO PDR Shanghai Representative Office
Rajah & Tann (Laos) Co., Ltd. Shenzhen Representative Office

VIETNAM
MYANMAR Rajah & Tann LCT Lawyers

Rajah & Tann Myanmar Company Limited
PHILIPPINES
THAILAND Gatmaytan Yap Patacsil

Rajah & Tann (Thailand) Limited o & Gutierez & Protacio (C&G Law)

MALAYSIA CAMBODIA
Christopher & Lee Ong 4‘ Rajah & Tann Sok & Heng

SINGAPORE — ¢ Regional Desks in:
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INDONESIA ﬁl__’ SOUTH ASIA

Assegaf Hamzah & Partners

Rajah & Tann Singapore LLP is one of the largest full-service law firms in Singapore, providing high quality advice to an impressive list of clients. We place strong
emphasis on promptness, accessibility and reliability in dealing with clients. At the same time, the firm strives towards a practical yet creative approach in dealing with
business and commercial problems. As the Singapore member firm of the Lex Mundi Network, we are able to offer access to excellent legal expertise in more than
100 countries.

Rajah & Tann Singapore LLP is part of Rajah & Tann Asia, a network of local law firms in Cambodia, China, Indonesia, Lao PDR, Malaysia, Myanmar, the Philippines,
Singapore, Thailand and Vietnam. Our Asian network also includes regional desks focused on Brunei, Japan and South Asia.

The contents of this Update are owned by Rajah & Tann Singapore LLP and subject to copyright protection under the laws of Singapore and, through international
treaties, other countries. No part of this Update may be reproduced, licensed, sold, published, transmitted, modified, adapted, publicly displayed, broadcast (including
storage in any medium by electronic means whether or not transiently for any purpose save as permitted herein) without the prior written permission of Rajah & Tann
Singapore LLP.

Please note also that whilst the information in this Update is correct to the best of our knowledge and belief at the time of writing, it is only intended to provide a general
guide to the subject matter and should not be treated as a substitute for specific professional advice for any particular course of action as such information may not
suit your specific business and operational requirements. It is to your advantage to seek legal advice for your specific situation. In this regard, you may contact the
lawyer you normally deal with in Rajah & Tann Singapore LLP or email Knowledge Management at RTApublications@rajahtann.com.
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