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Review of Part C of the Code— 

Preparation and Presentation of Information (Section 320) 

1. The matters included in the project proposal in respect of Part C are listed as issues A-D below. 

Issues E and F have arisen subsequently. The Task Force has rewritten Section 320 and a 

summary of the purpose of each paragraph is provided. 

A. Preparation and presentation of information 

Proposed ¶320.1 provides a preamble to the section, explaining that there is a diversity of stakeholders 

both inside and outside the organization, and that information prepared and presented by professional 

accountants in business may be either financial or non-financial. Examples of types of information are 

provided, including internal examples and external examples. Four examples of each are provided and 

internal information comes first, emphasizing that most professional accountants in business (PAIBs) 

work on analysis, decision support and management information rather than financial reporting.  

Proposed ¶320.2 is a key requirement of the section and states what a PAIB is required to do in respect 

of preparing and presenting information. 

Proposed ¶320.3 is a requirement. It provides more detail of the preparation and presentation of 

information. It is drafted broadly to include all types of information for which the PAIB is responsible. An 

additional sentence recognizes that a PAIB may become responsible for information produced by others. 

In this situation, there is a requirement for the PAIB to be satisfied with the work.       

2. The project proposal stated:  

Consideration should be given to whether more guidance should be provided to PAIBs on their 

responsibility with regard to the preparation or presentation of financial statements that present a 

faithful representation. The project could explore a revised principles-based section structured as 

follows: A more positive and fuller statement of the responsibility of PAIBs to prepare and report 

information that is a faithful representation of economic events and state of affairs. 

3. Although the current Section 320 includes explicit reference to management information in 

paragraph 320.1, the tone of the Section is focused on external reports and financial reporting 

standards. The Task Force considered whether Section 320 should reflect where most PAIBs spend 

most of their time, which is on internal information or whether Section 320 should focus on external 

reports, which is where the work of the PAIB is more likely to impact the public, and therefore the 

public interest. The Task Force is of the view that Section 320 should explicitly reflect both internal 

and external information and proposed ¶320.1 includes four examples of each.  Paragraphs 320.1, 

2 and 3 are currently generic and refer equally to both internal and external information. 

4. An IFAC PAIB Committee member noted that “reporting” is too narrow a description and does not 

adequately describe the work of the PAIB, e.g., management decision making. Preparation and 

Presentation of information is a broader description of the work of the PAIB. 

5. The project proposal stated:  

Consideration should be given to reviewing the wording in (current) paragraphs 320.1 and 320.2 and 

clarifying: The intent of the apparent dual requirement that information be prepared or presented fairly 
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and honestly and in accordance with relevant professional standards. It would be helpful to clarify 

whether PAIBs are required to do something more than present information in accordance with 

relevant professional standards if application of a standard would result in a portrayal of, for example, 

the financial position and results of operations that are not fair and honest in the circumstances. 

6. The Task Force has been unable to identify any relevant examples of professional standards other 

than financial reporting standards which are specifically referenced in ¶320.2, and the Code itself 

(which would be circular). It therefore proposes to delete a reference to relevant professional 

standards.   

7. The current ¶320.2 which relates to financial statements has, in effect, become ¶320.5 and 6. 

Proposed ¶320.2 is a new requirement and relates to all information for which the PAIB is 

responsible and requires the PAIB to prepare and present information in a way that “completely, 

fairly, honestly, without bias, and in a manner that faithfully represents what the information 

purports to represent.” The Task Force recognized that different standards apply to internal and 

external information, and that “having regard to the purpose for which the information is to be used, 

the context in which it is provided and the audience to whom it is addressed” provides some 

flexibility to the PAIB when preparing and presenting internal information. For example, an internal 

report may only include the information requested or necessary for the specific purpose while a 

report to non-executives may need to be full because they may be less familiar with the details. 

Secondly, some management information (e.g., budgets) intentionally contains some level of 

acceptable bias to encourage or discourage certain behaviors. The Task Force plans to give further 

consideration to whether ¶320.2 should become two separate statements, one for internal 

information (fairly and honestly) and one for external information (completely, fairly, honestly and 

without bias) in order to avoid understating the requirement for external information and overstating 

the requirement for internal information. 

8. The current ¶320.3 requires a PAIB to “take reasonable steps to maintain information for which the 

PAIB is responsible.” The Task Force proposes that this requirement be strengthened by 

eliminating “reasonable steps” because the PAIB should be responsible for his or her own area of 

responsibility and because “reasonable steps” does not have a clear meaning. 

Matters for Consideration 

1. Do IESBA members support the Task Force’s proposal to strengthen the requirement in ¶320.2 in 

respect to the information for which the PAIB is responsible? 

2. Do IESBA members support the Task Force’s proposal to strengthen the requirement in ¶320.3 in 

respect to the information for which the PAIB is responsible? 

B. Management Information and Financial Statements 

Proposed ¶320.4 is a requirement that sets the standard for management information. Financial 

reporting standards do not apply to management information but there should be a minimum standard 

that applies to the work of the professional accountant in preparing and presenting such information. The 

fundamental principles of the code are presented as that minimum standard.  In addition, management 

information is so diverse that recognizing that it is appropriate for its context is explicitly noted.  
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Proposed ¶320.5 is a requirement that sets the standard for general purpose financial statements. The 

applicable financial reporting framework is the standard.  

Proposed ¶320.6 is a requirement that sets the standard for special purpose financial statements. The 

standard is extended to include regulations and contractual obligations. 

9. The project proposal stated:  

Consideration should be given to reviewing the wording in paragraphs (current) 320.1 and 320.2 and 

clarifying: The intent of the apparent dual requirement that information be prepared or presented fairly 

and honestly and in accordance with relevant professional standards. It would be helpful to clarify 

whether PAIBs are required to do something more than present information in accordance with 

relevant professional standards if application of a standard would result in a portrayal of, for example, 

the financial position and results of operations that are not fair and honest in the circumstances. 

10. Current ¶320.2 requires that financial statements be presented in accordance with applicable 

financial reporting standards. It is unclear whether the relevant professional standards in the current 

¶320.1 are intended to be standards other than financial reporting standards, and if so what 

standards these would be. However, if the current ¶320.1 does not refer to financial reporting 

standards it is unclear why they are related to the “fairly and honestly” test. 

11. This lack of clarity in the current ¶320.1 may be the result of attempting to refer to management 

information and external information in the same sentence. External information is subject to 

financial reporting standards. Management information is not subject to professional standards, 

other than the Code itself. The Task Force proposes developing separate guidance within the 

proposed revised Section 320 for management information and external information, using sub-

headings to make the distinction clear. 

12. The Task Force considered how ¶320.5 and 320.6 would apply to different levels of seniority in a 

group. It is proposed that the phrase “has responsibility for” captures those at a senior level who 

may not prepare information but avoids capturing those at a junior level whose work may be altered 

at a higher level without their consent. It also recognizes that financial statements in some 

jurisdictions may be approved by those charged with governance (TCWG) and the PAIB may not 

have authority to override TCWG or the CEO.   

13. Consultation with an IFAC PAIB Committee member included the suggestion to clarify “appropriate 

for their context” in proposed ¶320.4 (Management Information). An internal report may only include 

the information requested or necessary for the specific purpose while a report to non-executives 

may need to be full because they may be less familiar with the details. Secondly, some 

management information, e.g. budgets, intentionally contains bias to encourage or discourage 

certain behaviors. 

14. Consultation with an IFAC PAIB Committee member included the suggestion to clarify “applicable 

reporting framework” in proposed ¶320.5 (Financial Statements) as this could also require 

compliance with regulations and corporate policies.  

Matter for Consideration 

3. The IESBA is asked to consider whether separating the requirements applicable to management 
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information and external information will clarify the Section.  

C. Misleading Information 

Proposed ¶320.7 is a key requirement in stating what a PAIB shall not do when preparing or presenting 

information. It is intended to incorporate unethical (i.e., misleading) earnings management without the 

need to describe or define this term. The second sentence recognizes that financial reporting 

frameworks allow discretion which could result in financial statements that comply with the applicable 

financial reporting framework but which are nevertheless misleading. This situation is to be prohibited.  

Proposed ¶320.8 is a cross reference to other parts of Part C which provide guidance on pressure. 

15. The project proposal stated:  

Consideration should also be given to exploring whether it is possible to describe or define earnings 

management in Section 320 to provide guidance to PAIBs. Earnings management is not currently 

mentioned in Section 320. 

16. The Task Force noted the advice of CAG representatives and Board members against attempting to 

describe or define earnings management, and proposes that the Section should include a 

statement of what a PAIB shall not do when preparing or reporting information, in addition to the 

requirements in proposed ¶320.1-3.  

17. In support of the reason for including a statement of what a PAIB shall not do when preparing or 

reporting information, an academic paper on Earnings Quality
1
 was discussed. The main results are 

the following: 

 CFOs of public companies
2
 overwhelmingly (168/169) feel that at least some other 

companies use discretion within generally accepted accounting principles (GAAP) to 

misrepresent the economic performance of the business.  

 Based on the CFOs’ impressions of companies in general, in any given period about 20% of 

firms use discretion within GAAP to manage earnings which misrepresent the economic 

performance of the business.  

 On average, they believe that the magnitude is about 10% of EPS.  

18. In relation to developing this section of the Code, the following observations can be drawn: 

 The public company CFOs believe that organizations often misrepresent their economic 

performance without violating an applicable financial reporting framework and, in spite of 

receiving a “clean” audit opinion for such firms, 10% of EPS is typically “managed.” 

 The paper focuses on external reporting of audited financial statements. Acting in accordance 

with GAAP and having a clean audit opinion are not guarantees that the financial statements 

                                                      
1
 Dichev, Ilia D. and Graham, John R. and Harvey, Campbell R. and Rajgopal, Shivaram, Earnings Quality: Evidence from the 

Field (May 7, 2013). Available at SSRN: http://ssrn.com/abstract=2103384 

2
 The survey appears to be of companies quoted on US stock markets. 
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do not contain misrepresentations that fall short of violating the legal standard of being 

misleading or fraudulent. 

19. The Task Force proposes that ¶320.7 creates such a requirement without reference to earnings 

management, thus avoiding the difficulties of defining earnings management or attempting to 

provide specific guidance as to when earnings management is and is not ethically appropriate. In 

addition, the first sentence of ¶320.7 refers to all types of information, as the Task Force believes 

that the Code should not provide any exceptions. The second sentence of ¶320.7 refers implicitly to 

earnings management that complies with financial reporting frameworks: 

In particular the professional accountant may be faced with situations where discretion may be 

applied when preparing or reporting information under the applicable reporting framework. In using 

such discretion the professional accountant shall not prepare or report information that misrepresents 

what it purports to represent, notwithstanding that the information is in accordance with the applicable 

reporting framework. 

20. Circumstances may exist where GAAP allows a presentation that does not reflect the economics of 

the transaction and may thus be misleading. The TF notes that a financial reporting framework can 

never be complete; in the sense that acting in accordance with it would guarantee that the financial 

statements are not misleading. International Financial Reporting Standards (IFRS) allow a 

management override and other frameworks may also allow an override.
3, 4 

However, the Task 

Force understands that some frameworks may not allow a management override.  

Matter for Consideration 

4. The IESBA is asked to consider whether the Code should prohibit misleading financial statements 

which are compliant with the applicable financial reporting framework. 

D. Dissociation 

Proposed ¶320.9 provides practical guidance to help a PAIB dissociate from misleading information. 

Dissociation presents practical difficulties for a PAIB and may differ depending on whether the 

information is management information or a financial statement. The guidance provides a series of 

steps, which in extreme circumstances could result in resignation. 

21. The project proposal stated:  

The Code addresses a PAIB's responsibility not to be associated with misleading reports in (current) 

paragraph 320.6. It is unclear how a PAIB should dissociate from misleading reports, either internal or 

external, other than by resigning. Consideration should therefore be given to providing guidance on 

how a PAIB can practically dissociate from misleading reports. 

                                                      
3 
 

Professor Steve Zeff’s statement to the PCAOB on Oct 18, 2012 included  “the Continental Vending Case is still valid law: the court said that conformity with 

GAAP does not ipso facto constitute fair representation in all instances.”
 
 

4 
 

AICPA rule 203 states: If, however, the statements or data contain such a departure and the member can demonstrate that due to unusual circumstances 

the financial statements or data would otherwise have been misleading, the member can comply with the rule by describing the departure, its approximate 

effects, if practicable, and the reasons why compliance with the principle would result in a misleading statement. 
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22. The Task Force noted that although a PAIB could dissociate internally by informing the next higher 

level of authority, to dissociate externally would involve either disclosing information to outside 

parties, which would be a breach of the fundamental principle of confidentiality (i.e., without 

permission from the employer), or resigning from the organization. The Task Force believes any 

required actions to dissociate should be no more onerous than the process used in the proposed 

Section 360.
5
  

23. The Task Force proposes paragraph 320.8 to provide guidance to the PAIB on how to dissociate 

from misleading information.  

24.  An IFAC PAIB Committee member recommends that the proposed steps be made even more 

detailed in order to be practical, and that the following sentence to be insufficient and cryptic: “If the 

professional accountant concludes that appropriate action was still not taken by the employing 

organization, then the professional accountant shall consider his or her continuing relationship with 

the employing organization.” The TF will address these comments. 

Matter for Consideration 

5. The IESBA is asked if it has any comments on Dissociation. 

E. Permits or Directs Others 

25. It has been suggested that Section 320 could include wording equivalent to that found in AICPA 

Interpretation 102-1 under Rule 102,
6
 which states: 

Knowing misrepresentations in the preparation of financial statements or records 

A member shall be considered to have knowingly misrepresented facts in violation of rule 102 when 

he or she knowingly—  

a. Makes, or permits or directs another to make, materially false and misleading entries in an 

entity’s financial statements or records; or  

b. Fails to correct an entity’s financial statements or records that are materially false and 

misleading when he or she has the authority to record an entry; or  

c. Signs, or permits or directs another to sign, a document containing materially false and 

misleading information.  

26. Proposed ¶320.2, 320.3 and 320.7 appear to address the situation in AICPA Interpretation 102-1. 

The Task Force plans to consider this matter. 

F. Relationship of Section 320 with Proposed Section 370 (Pressure) 

27. The Task Force proposed in September 2013, and IESBA members were supportive, that new 

Section 370 will apply to all situations in which pressure from a superior or colleague (or other 

party) to engage in an unethical or illegal act threatens compliance with the fundamental principles. 

                                                      
5
 Proposed Section 360, Responding to Non-Compliance with Laws and Regulations 

6
 AICPA Rule 102, Integrity and Objectivity 
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This includes situations specifically addressed by other sections of Part C in which pressure is an 

additional factor. The Task Force believes this is the simplest and most straightforward way of 

producing a section that focuses on pressure of all kinds from others, which was the major issue 

identified in the Part C Working Group’s surveys that ultimately led to the project proposal. In 

addition, this new section would fit with the other sections in Part C, in that it would provide 

guidance on all kinds of situations. 

28. The Task Force proposes to exclude detailed reference to pressure from others in the proposed 

revised Section 320 as this will be covered comprehensively in proposed Section 370. Although the 

IESBA has in the past preferred to avoid cross referencing as a drafting convention, it was 

suggested at the September 2013 Board meeting that the Part C project could experiment with 

improving the readability of the Code. Therefore, the Task Force proposes to cross reference 

pressure in ¶320.8 to proposed Sections 360 and 370 to avoid lengthy repetition in Part C. The 

proposed cross-references are part of this suggestion. 

Matter for Consideration 

6. The IESBA is asked to consider whether cross referencing other sections should be employed to 

avoid repetition and to make the Code more easily usable.  

  


