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Review of Part C of the Code – Phase 2 
Applicability of the Provisions in Part C to Professional Accountants in Public Practice  

Introduction  

1. As noted in Agenda Item 7 and 7-A, the IESBA approved the close-off document for Phase 1 of the 
Part C1 project at its November/December 2015 meeting.  

2. As part of Phase 2, the Task Force is considering issues related to the applicability of the provisions 
in Part C, in particular whether certain provisions in Part C should explicitly apply to professional 
accountants in public practice (PAPPs). 

References to Applicability of the Provisions in Part C of the Code2  

3. The following statements could be interpreted, at least implicitly, as if the Code contains two distinct 
parts (i.e., Part B3 and Part C) directed at two different categories of public accountants (PAs), with 
provisions in each part to address the ethical issues that each category of PA might encounter.  

• Paragraph of Section 200.1 of the Code, states that “This part [Part B] of the Code describes 
how the conceptual framework contained in Part A applies in certain situations to professional 
accountants in public practice”.4  

• Paragraph 300.1 of the Code states that “This part [Part C] of the Code describes how the 
conceptual framework contained in Part A applies in certain situations to professional 
accountants in business”. 5 

4. However, the Code notes that in certain circumstances the provisions for PAIBs may be relevant to 
PAPPs. Paragraphs 100.3 and 100.12 of the Code each contain a sentence that states 
“…professional accountants in public practice may also find Part C relevant to their particular 
circumstances”.  

5. There are questions about the intended meaning of the statement in paragraphs 100.3 and 100.12, 
and how a PA should apply it. For example, the use of the word “may” rather than “shall” in the 

                                                           
1  Part C, Professional Accountants in Business (PAIBs) 
2  References to the Code, including paragraphs, sections or parts of the Code hereinafter are to the extant Code as amended 

(i.e., including the November/ December 2015 IESBA approved revisions under Phase 1 of the Part C project). This paper 
does not include references to the proposed restructured Code. 

3  Part B, Professional Accountants in Public Practice 
4  In the definitions of the Code, a PAPP is defined as “a PA irrespective of functional classification (for example, audit, tax or 

consulting) in a firm that provides professional services. This term is also used to refer to a firm of professional accountants in 
public practice”. 

5  In the definitions of the Code, a PAIB is defined as “a PA employed or engaged in an executive or non-executive capacity in such 
areas as commerce, industry, service, the public sector, education, the not for profit sector, regulatory bodies or professional 
bodies, or a professional accountant contracted by such entities. Paragraph 300.2 of the Code further notes that “Investors, 
creditors, employers and other sectors of the business community, as well as governments and the public at large, all may rely 
on the work of PAIBs. PAIBs may be solely or jointly responsible for the preparation and reporting of financial and other 
information, which both their employing organizations and third parties may rely on. They may also be responsible for providing 
effective financial management and competent advice on a variety of business-related matters”. 
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sentence might lead a PAPP to conclude that compliance with the provisions in Part C of the Code, 
is optional. This is exacerbated by the location of the statement – at paragraphs 100.3 and 100.12, 
they are not prominent in the Code.  

6. Part C of the Code focuses on issues relating to PAs as employees or contractors of organizations 
and addresses both internal issues within the employing organization and also business relationships 
with external parties. Part B addresses issues pertaining to the relationships between PAPPs and 
their clients. However, it is possible that PAPPs may find themselves in ethically problematic 
circumstances that do not involve clients, such as intra-firm conflicts or situations involving external 
parties that are not clients.  

The Structure of the Code Project 

7. The IESBA did not deal with issues related to the applicability of Part C to PAPPs in its December 
2015 Exposure Draft, Improving the Structure of the Code of Ethics for Professional Accountants – 
Phase 16 (ED-1). However, the following proposals are relevant to the issue: 

• The sentence in paragraph 100.3 of the extant Code has been repositioned to the Guide.7  

• The Explanatory Memorandum to ED-1 notes that the order of Parts B and Part C of the extant 
Code will be reversed. Accordingly, “Part C” has been retitled to be proposed “Part B”.  

8. The Task Force plans to liaise with the Structure Task Force as it considers the feedback from 
respondents to ED-1 and potential revisions the proposals above.  

Matters Addressed in This Paper  

9. This paper describes: 

• The issues identified by the Task Force;  

• Possible options for a way forward, including the pros and cons; and  

• The Task Force’s proposal.  

Issues Identified 

10. The Task Force is of the view that PAPPs might come across the same issues and ethical dilemmas 
as PAIBs, especially those relating to ethical issues within the employing organization. Accordingly, 
the Task Force is of the view that it would be useful for the IESBA to consider clarifying whether or 
when PAPPs should apply the provisions in Part C. Otherwise, a reader of the Code may 
inadvertently conclude that the provisions for PAIBs regarding certain ethical dilemmas are more 
robust than for PAPPs.  

                                                           
6  http://www.ifac.org//publications-resources/exposure-draft-improving-structure-code-ethics-professional-accountants-phase 
7  Paragraph 100.12 of the extant Code forms part of the Safeguards project scope as described in the project January 2015 

project proposal. The Safeguards Task Force did not deal with this sentence Phase 1 of its work.  

http://www.ifac.org/publications-resources/exposure-draft-improving-structure-code-ethics-professional-accountants-phase
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Application of the Provisions in Part C to PAPPs 

11. The Task Force is considering whether the provisions in Part C might be relevant to PAPPs and has 
focused its work to-date on three specific areas:  

(a) Conflicts of Interest; 

(b) Pressure; and  

(c) Inducements.  

Conflict of Interest 

12. The Code includes provisions for conflicts of interest in both Parts B and C. In Part B, the provisions 
in Section 220 pertain to potential conflicts a PA may have with clients. In Part C the provisions in 
Section 310 pertain to potential conflicts a PA may have when performing work for an employing 
organization. The Task Force is of the view that that the provisions in Part C of the Code might be 
relevant to PAPPs as they are also susceptible to a conflict of interest situations within their employing 
organizations (i.e., the accounting firm) or with external parties, other than their clients. 

Pressure 

13. Threats to compliance with the fundamental principles may arise as a result of “undue pressure” from 
a variety of situations. Section 370 deals explicitly with this issue and there are also provisions 
included in sections 320 and 340 of the Code for PAIBs to deal with such pressure. Corresponding 
guidance does not exist in Part B. Accordingly, the only guidance within the Code that addresses 
undue pressure, the threats it poses to compliance with the fundamental principles and how such 
threats can be addressed, is in Part C. 

14. The following are examples of situations where provisions in Part C might be applicable to PAPPs: 

• PAPPs may be inappropriately pressured by superiors to compromise audit quality by working 
within unrealistic time budgets.  

• A division of a firm is pressured by another division of the firm to retain an untrustworthy client, 
solely to protect the larger fee income of the latter division.  

• A firm’s internal accounting staff might be pressured to massage the firm’s results so that profit 
shares for partners are distorted towards one individual or group of partners.  

Inducements 

15. Inducements may take various forms, including gifts, hospitality, preferential treatment, and 
inappropriate appeals to friendship or loyalty. The Code includes provisions regarding inducements 
in both Parts B and C. However, in Part B8 the Code only addresses inducements that a PAPP may 
receive from a client.  

16. Part C9 deals with the topic of inducements more broadly and address not only the receipt of offers 
from external parties, but also internal pressure from within the employing organization to offer 

                                                           
8  Section 260, Gifts and Hospitality 
9  Section 350, Inducements. The Task Force plans to consider revisions to the provisions in Section 350 as part of its Phase 2 

work. 
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inducements to external stakeholders that are not clients. 

17. The Task Force is of the view that in certain situations, the inducement provisions in Part C, in 
particular those dealing with internal pressure from within the employing organization might be 
relevant to PAPPs. Accordingly, The Task Force believes that it is important to clarify the Code in 
this regard.  

Possible Options for A Way Forward 

18. The Task Force has explored the pros and cons of the following three possible options for a way 
forward: 

(a) Duplicate relevant Part C provisions in Part B for PAPPs;  

(b) Amend or clarify the definition of PAIB; and  

(c) Holistic Approach to the Code  

Duplicate Relevant Part C Provisions in Part B for PAPPs  

19. The Task Force is of the view that certain provisions in Part C of the Code, should also be applicable 
to PAPPs. One way of achieving this might be to repeat those provisions into Part B of the Code. 
While this approach would eliminate any doubt over the relevance of those provisions to PAPPs, the 
Task Force considered the practical implications of, as well as how, this approach would be perceived 
by the users of the Code.  

20. The Task Force noted that this approach would likely involve a significant amount of time and 
resources to determine: 

(a) Which provisions in Part C is relevant to PAPPs; and  

(b) To which particular Section of Part B, if any, the relevant provisions corresponds to.  

21. While certain provisions within Part C, (e.g., those pertaining to conflicts of interest) may be easily 
transferable to facts and circumstances in the context of PAPPs and Part B, other provisions, in Part 
C, may require more analysis and judgment, e.g. provisions pertaining to inducements in Section 350 
may be linked to Part B provisions pertaining to both Section 250, Marketing Professional Services 
and Section 260, Gifts and Hospitality. Further, certain guidance in Part C, e.g., the new Section 370, 
Pressure to Breach the Fundamental Principles has no direct corresponding guidance in Part B, and 
would thus require an entirely new Section in Part B. 

22. In addition, the repetition of guidance could be perceived as making the Code unwieldy and difficult 
to use and therefore less effective and would contradict a key objective of the IESBA’s Structure of 
the Code project. A key tenant in the restructuring process was to rely on cross referencing to avoid 
duplication and to streamline the Code, making it more manageable.  

23. The Task Force also considered the timing of this option. Given the IESBA’s ongoing work on 
restructuring the Code, the Task Force rejected this option because of the significant and pervasive 
changes that would likely be in direct conflict with the objective of the Structure of the Code project.  

Amend or Clarify the Definition of PAIB 

24. Accounting firms are commercial businesses. PAs working in them, as partners or staff, could be 
interpreted as falling within the Code’s definition of a PAIB. The Task Force considered whether 
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revising the current definition of a PAIB to clearly encompass PAPPs and professional accounting 
firms would clarify that PAPPs need to consider Part C of the Code.  

25. The Task Force is of the view that redrafting the definition of a PAIB to include PAPPs would require 
minimal time and resources and only a minor change in the Code, and might be a practical and 
relatively easy solution to address questions about the applicability of Part C provisions. 

26. However, the Task Force noted that there might be concerns relating to this option, as it could blur 
the public perception of the distinction between a PAPP and a PAIB. The Task Force plans on further 
understanding those concerns in determining their way forward.  

27. Also, since the Code has headlined Part B, Professional Accountants in Public practice and Part C, 
Professional Accountants in Business, the Task Force believes that a PA using the Code would likely 
consult the guidance in the Code focusing on the category of PA that the accountant identify himself 
with and not give consideration to whether other guidance in the Code could be applicable. The 
change in the definition of a PAIB might not actually result in PAPP considering provisions in Part C 
when faced with ethical issues, as would be intended. 

Holistic Approach to the Code  

28. As noted in the previous paragraph, the titles of Part B and Part C of the Code contribute to the issues 
regarding applicability and would likely lead a PA to approach the Code from a categorized 
perspective rather than from a holistic one. To balance this approach, it is the Task Force’s view that 
guidance needs to be added in the Code to direct PAPPs, when facing an ethical dilemma, to also 
consider the context within which the ethical issue has occurred (e.g. not only in relation to clients, 
but also within the employing organization or in relation to external parties other than clients). A more 
holistic approach could be achieved if the Code would guide the PAPP to first consider in which 
context the ethical issue arose and then to consult relevant guidance, irrespective of which part of 
the Code that this falls within.  

Task Force’s Proposal  

29. Devising a holistic approach to the Code is the Task Force’s preference as it:  

• Would ensure that PAPPs consider the provisions in Part C to determine whether they are 
applicable; 

• Would not involve an excessive amount of time and resources to implement, as the PA would 
be tasked with deciding which sections of the Code need to be referred to; and  

• Not create an unwieldy Code due to the duplication of guidance and thus deviate from the 
objectives of the Structure of the Code project. 

Proposed Revisions to the Code 

30. The Task Force believes that in order to achieve this, an introductory paragraph could be added into 
Part A of the Code to clarify the need to consider the circumstances in which the accountant is facing 
the ethical issue and from there consult and comply with the appropriate guidance.  

31. In considering potential wording for such a paragraph, the Task Force reviewed the guidance in other 
ethical codes where a similar approach has been adopted and proposes the following wording:  
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Where a professional accountant in public practice is performing professional 
activities pursuant to the accountant’s employment or ownership relationship with 
the employing organization, for example a firm, there might be guidance in Part C 
that is applicable to those circumstances. If so, the accountant shall consult those 
provisions and comply with them.  

32. The Task Force also considered how to ensure that PAPPs are aware of the additional guidance. 
The Task Force is of the view that the proposed requirement in Part A could be highlighted at the 
beginning of Parts B and C, either by adding cross references to Part A or by explicitly repeating the 
requirement at the start of each part. 

33. Alternatively, or as a complement to the proposal mentioned in paragraph 30, the wording could be 
represented diagrammatically in the form of a flow chart, similar to that used on page 19 of the ED-
1. The Task Force believes that the visual guidance would direct the PA to consider the context of 
their ethical dilemma first, regardless of whether they are a PAPP or PAIB, and then the appropriate 
section or sections of the Code where relevant guidance may be found. 

Matters for IESBA Consideration  
1. IESBA members are asked for their views about whether guidance in Part C, in certain 

circumstances, should be applicable to PAPPs. 

2. If IESBA members feel that certain provisions in Part C should be applicable to PAPPs, do IESBA 
members agree with the Task Force’s planned approach for moving forward? If not, why? Is there 
an alternate approach that the Task Force should consider? 

3. If the IESBA members agree with the Task Force’s planned approach for moving forward, IESBA 
members are asked for their views on: 

(a) The Task Force’s suggested introductory paragraph; and 

(b) Where to position the introductory paragraph within the Code. 

 


