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Foreword 
In fulfilling its mission to protect the public interest, strengthen the accountancy profession and 
contribute to the development of strong international economies, IFAC promotes strong 
corporate governance. In the 2003 report, Rebuilding Public Confidence in Financial Reporting : 
An International Perspective, commissioned by IFAC and developed under the leadership of 
John Crow, former Governor of the Bank of Canada, it was emphasized that actions must be 
taken to strengthen corporate governance. For example, the report's authors stressed that 
corporate management must place greater emphasis on the effectiveness of financial 
management and controls and that corporate ethics codes must be in place and effectively 
monitored. The findings of this report provided significant direction to IFAC's Professional 
Accountants in Business (PAIB) Committee. 

Focusing on governance issues, the PAIB Committee, in conjunction with the Chartered Institute 
of Management Accountants in the UK, published a document in 2004 entitled Enterprise 
Governance - Getting the Balance Right. The document pointed out that enterprise governance 
includes two dimensions: conformance with rules and organizational performance. At the center 
of both of these activities is the need to adhere to high standards of ethical conduct. 

Ethical conduct lies at the core of all business. We do business with those we trust; we get 
business from those who trust us. It is at the root of generating confidence in both individuals 
and entities. Ethics, therefore, is a driver of business growth which demands attention from 
boards and investors alike. 

This exposure draft (ED) is designed to draw greater attention to the need for corporate codes of 
conduct, to provide practical guidance on the scope and implementation of such codes, and to 
support sound corporate governance practices. Its focus is to help professional accountants in 
profit, not-for-profit and government organizations to address issues relating to the development, 
monitoring, reinforcement and reporting of a code of conduct. 

This ED also explains IFAC's core values of integrity, transparency and expertise. These values 
are reflected in and supported by IFAC's Code of Ethics for Professional Accountants, which 
applies to all professional accountants, including those working in business and industry. 
Adherence to these values, both by accountants and by all those in the financial reporting supply 
chain, is fundamental to building credibility in financial systems and to the development of 
sound economies. Both IFAC and our PAIB Committee recognize that to build credibility in 
financial systems and to contribute to sound economic systems it is vital that these values are 
promoted in a relevant and meaningful manner to and by all professional accountants. It is, 
indeed, these ethical values, that unite us as a profession. 

I encourage you to read this ED and to provide comments on it by April 15, 2006. Your input 
will help the PAIB Committee to develop a final guidance document on how to develop a code 
of corporate conduct.  

Graham Ward CBE MA FCA 

President, IFAC 
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Introduction 
Every organization has a standard of conduct, whether it knows it or not. One way or another, 
explicitly or implicitly, every organization communicates its values, acceptable criteria for 
decision-making, and its ground rules for behavior. An increasing number of organizations now 
realize the importance and value of explicitly communicating their values and guiding principles 
in a published code of conduct.  

Failure to establish (or follow) standards of proper conduct has become an increasingly 
important concern. This heightened concern results from corporate scandals and their impact on 
the capital markets and investors. Many individuals and groups are demanding more from their 
leaders than profit maximization and transparency. Governments, both through increased 
attention to corruption within their own ranks and through incentive schemes such as the U.S. 
Federal Sentencing Guidelines, have encouraged businesses, governmental agencies and not-for-
profit organizations to establish and enforce standards of conduct.  

Today, business people connect proper conduct and business integrity to success in the 
marketplace and profitability. Management theorists assert that clear core values are essential to 
high-performing organizations. Increasing numbers of business and government executives 
conclude that “good conduct is good business”.  

Questionable business practices and even individual incidents of improper conduct reflect, to 
some degree, the values, attitudes, beliefs and systems of the organization in which they occur. 
Managers and executives are now judged inadequate when they fail to provide leadership to their 
organizations or individual business units by failing to institute systems that encourage and 
facilitate proper conduct.  

Furthermore, modern management techniques designed to improve organizational efficiency 
could produce undesirable side effects when applied in the absence of a code of conduct. For 
example the decentralization, dispersion and globalization of operations mean that managers and 
other employees often act at distant sites with little day-to-day formal supervision.  

A well-designed code of conduct can provide the context for programs designed to improve the 
bottom line. Organizations that fail to establish and enforce a code of conduct effectively will 
suffer lost productivity, higher turnover, increased transaction and agency costs, and increased 
exposure to legal action and fraud. This failure ultimately will increase the cost of capital. Thus, 
successfully implementing a code of conduct within an organization is seen increasingly as a 
competitive asset.  

Benefits of Developing a Code of Conduct 
There are many significant reasons to implement a code of conduct, including a requirement to 
adhere to legal and regulatory standards. For example: 

• Violations of legal and regulatory standards result in large corporate fines, whether the 
organization as a whole or a single employee is at fault.  
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• Employees are particularly sensitive to fair treatment by an organization; unions and ad hoc 
employee groups are more actively monitoring the adherence of the organization to its own 
standards for employee treatment.  

• The cost of compliance with government regulations is rising steadily; more organizations 
are finding cost advantages in negotiating with governments an agreement for self-
regulation – the creation of an organization-wide enforcement program for government-
regulated behavior. 

• Governments now frequently monitor not only behavior required by legal and regulatory 
standards, but also an organization’s efforts to educate its employees about such standards, 
and monitor their adherence to them.  

• Consumers prefer to buy from organizations with strong records of adhering to standards of 
conduct and behaving in a socially sensitive way.  

• “Green” shareholders (including institutional investors) now use codes of conduct, as well 
as the traditional financial screening criteria, to select their investments.  

• Supervisors are now more likely to be held responsible for the criminal or quasi-criminal 
acts of those they supervise. 

• Directors and officers have increased responsibility for the acts of the organization. 

• A small but increasing number of organizations audit the standards of conduct of their 
suppliers, particularly with respect to human rights and the environment. 

• Organizations that are caught in significant scandals pay a real price in the form of 
consumer avoidance, weakened employee morale, and lack of community trust.  

The Role of the Professional Accountant  
The assurance of accurate records, the stewardship of assets, and the mitigation of risk, are all 
elements within the professional accountant’s mandate. An effective code of conduct, a critical 
component of an organization’s control systems, supports the professional accountant in 
fulfilling that mandate. Expressed in another way, codes of conduct supplement traditional forms 
of internal control, addressing in a more comprehensive way concerns that have long occupied 
accountants in business – the control, direction and evaluation of the organization’s performance. 
The role of accountants in developing a code of conduct needs to be clear. As a CEO or a CFO, 
an accountant may be directly involved in developing and approving a code (see IFAC Survey of 
Diverse Roles of Professional Accountants). On the other hand, an accountant working in 
internal audit may be involved in assessing whether the code is an effective tool in minimizing 
the risk of improper conduct.  
Professional accountants should be able to: 

• Recognize potential ethical problems within the organizations they support.  

• Apply a framework or a decision-making process for resolving conflicts. 

• Articulate the reasons for making particular decisions from the perspective of a code of 
conduct.  
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Exhibit 1 - Stakeholders 

• Identify, monitor, and communicate the expectations of stakeholders, as well as the costs, 
benefits and risks related to meeting those expectations.  

• Monitor and report on compliance with their organization’s code of conduct.  

• Assess whether the proposed action on current and future initiatives effectively manages 
the risks faced by the organization.  

Whilst organizations may have their own codes of conduct, accountants are also required to 
comply with the code of ethics of their professional body. Professional bodies which are 
members of IFAC will be required to comply with the principles and standards in the  
IFAC Code of Ethics. A member body of IFAC may not apply less stringent standards than 
those stated in the IFAC Code of Ethics. Thus, an accountant who is a member of a professional 
body which is a member of IFAC will, in effect, be required to comply with principles of the 
IFAC Code of Ethics as well an the organization's code of conduct. 

Defining Conduct for Organizations 
There are many types of codes of conduct. Codes of conduct usually include: (a) statements of 
moral principles, standards of conduct or practice, business guidelines, or corporate values, (b) 
goals such as “the greatest good for the greatest number,” “respect for the rights of others,” and 
“a fair distribution of costs and benefits”, and (c) virtues such as honesty, compassion, fairness 
and accountability.  

A suggested definition of a code of conduct is: 

The principles, standards, and rules of behavior that guide the decisions, procedures 
and systems of an organization, that contribute to the welfare of its key stakeholders, 
and that respect the rights of all constituents affected by its operations.  

A graphic representation of these stakeholders and their primary areas of concern is presented in 
Exhibit 1. 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

http://www.ifac.org/Members/DownLoads/2005_Code_of_Ethics.pdf
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The content of a typical code of conduct would contain the following elements: 
Typical Content for a Code of Conduct  

1. The Organization 
1.1 Mission, Philosophy 
1.2 Adherence to Applicable Laws and Regulations  
1.3 Commitment to Professional Conduct 
1.4 Use of Corporate Assets 
1.4.1 Integrity of Books, Records 
1.4.2 Goodwill 
1.4.3 Internal Communications 
1.4.4 Proprietary Knowledge 
1.4.5 Company Time 
1.4.6 Physical Assets 
1.5 Communication and Education 
1.6 Compliance Procedures, Monitoring and Enforcement 
 
2. Public Stakeholders 
2.1 Government Relations 
2.1.1 Relations with Government Representatives 
2.1.2 Political Activities and Contributions 
2.2 Foreign Business Practices 
2.2.1 General 
2.2.2 Host vs. Domestic Country’s Laws, etc. 
2.2.3 “Facilitating” Payments 
2.2.4 International Trade Boycott 
2.3 Community, Public Relations 
2.3.1 General 
2.3.2 Charitable Contributions 
2.3.3 Profit from Non-Public Information 
2.4 Environmental Protection 
2.4.1 General Statement, Policy 
2.4.2 Specific Environmental Issues 
 
3. Employees 
3.1 General 
3.2 Conflicts of Interest 
3.2.1 Gifts, Favors, Entertainment and Bribes 
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3.2.2 Hiring of Relatives/Associates 
3.2.3 Self-Dealing 
3.2.4 Membership on Boards of Directors 
3.3 Non-discrimination 
3.4 Personal, Professional Conduct, Harassment 
3.5 Employee Privacy 
3.5.1 General; Confidentiality of Employee Records 
3.5.2 Health Screening 
3.6 Worker Health and Safety 
 
4. Investors 
4.1 General 
4.2 Disclosure Process 
4.3 Rights and Remedies 
 
5. Customers 
5.1 General 
5.2 Conflicts of Interest 
5.3 Confidentiality of Customer Information 
5.4 Product, Service Quality 
5.5 Product, Service Safety 
5.6 Truth of Advertising Statements 
5.7 Third Party Relations (Agents, Representatives, Distributors) 
5.8 Fair Dealing 
 
6. Suppliers 
6.1 General  
6.2 Conflicts of Interest 
 
7. Competitors 
7.1 General 
7.2 Conflicts of Interest 
7.3 Information Gathering 
7.4 Disparagement and Sabotage 
7.5 Fair Dealing 
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Approaches to Developing a Code of Conduct 
The choice of an approach to a code of conduct depends largely on the objectives of 
management. Any one or more of the following motives is common: 

• To avoid any legal or other behavior that violates an organization’s policy and/or negatively 
affects its interests (managing for compliance). 

• To satisfy the concerns of its stakeholders, thereby capturing benefits derived from a 
reputation with stakeholders for proper conduct (managing stakeholder relations). 

• To create a culture in which each employee and manager follows prescribed standards of 
conduct and social values to which the organization is firmly committed (creating a values-
based organization). 

Although these three objectives and approaches are relatively easy to separate in concept, they 
are often hard to differentiate when applied to a particular organization and its activities. Some 
organizations develop a code of conduct with all three objectives in mind, although one may be 
primary.  

Here are the three approaches for developing a code of conduct that correspond to the three 
objectives, shown here as progressive stages.  

Stage 1 – Managing for Compliance 
Organizations see the tremendous damage that can be done to an organization’s reputation and 
momentum by illegal or otherwise improper conduct. To prevent such occurrences, the 
organization establishes a code of conduct to ensure compliance with both the law and standards 
of conduct the public demands. Such codes include prohibitions against conflicts of interest, theft 
of company property, and revealing trade secrets. 

Stage 2 – Managing Stakeholder Relations 
Increasingly sophisticated organizations may see long-term value in maintaining good relations 
with key stakeholders. Self-interest drives the organization to monitor its reputation with these 
stakeholders and to establish comprehensive codes of conduct to address the concerns of the 
various stakeholder groups. 

Stage 3: Creating a Values-Based Organization 
Many organizations have found it difficult to manage compliance or stakeholder relations 
without creating a genuine change in organizational culture. Without such a change, the various 
conduct issues held important by stakeholders are met with instinctive rather than strategic 
responses. Those who do create that change define their values and invest considerable effort and 
expense in making those values permeate all aspects of their operations. They find it productive 
to make decisions consistent with those values, even when short-term payoffs are not apparent. 

Frequently, organizations evolve sequentially from Stage 1 to Stage 3. In some cases, 
organizations can move directly from Stage 1 to Stage 3 if they are faced with fewer organized 
stakeholder groups to manage. This situation is becoming increasingly rare, however, as 
stakeholder groups become more prominent and active in pressing their demands. 
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The three stages for developing a code of conduct are illustrated below.  
Stages Primary  

Objective 
Standard for 
Judging Behavior 

Strengths of 
Approach 

Weaknesses of 
Approach 

Stage 1 –  
Managing for 
Compliance 

Prevent 
lawbreaking 
and scandals. 

Law, regulation, 
rights of the 
corporation, rights 
of employees. 

Clear standards. 
Clear penalties for 
violations. 

Few issues 
addressed. 
May conflict 
with 
empowerment.  
May imply 
organization 
wants minimal 
behavior. 

Stage 2 –  
Managing 
Stakeholder 
Relations 

Create value by 
meeting 
stakeholder 
expectations. 

Stakeholder 
demands and 
expectations. 

Clear payoff to 
firm. 
Can survey 
stakeholders for 
expectations and 
attitudes. 

Stakeholder 
views change 
over time and 
location. 
Some 
expectations 
cannot be met. 
No guidance 
given on many 
issues. 
No clear values 
behind 
behaviors. 

Stage 3 –  
Creating a 
Values-Based 
Organization 

Create an 
organization 
that has 
enduring 
values. 

Organization’s 
own values and 
beliefs. 

Helps create 
strong corporate 
culture. 
Behavior becomes 
instinctive. 

Payoff is longer 
term. 
More costly to 
implement in 
short run. 
Empowered 
employees may 
interpret values 
incorrectly. 
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The typical actions included in these three stages, and their limitations, are 
more fully described below: 
Stage 1 – Managing for Compliance 
Stage 1 typically includes the following actions: 

• Adopting a code of conduct to address specific behaviors 

• Ensuring board-level and senior management support. 

• Assigning responsibility for the code of conduct and compliance program to an appropriate 
function in the organization. 

• Identifying standards and what constitutes compliance.  

• Training people to adhere to standards. 

• Establishing clear channels of communication. 

• Ensuring supervision of compliance.  

• Reporting regularly to senior management and the board of directors. 

Limitations 
The primary limitations of the compliance approach, used alone, are: 

• A compliance program can address only a limited set of organizational situations and 
behaviors, namely, those that can be reduced to simple standards of right and wrong. The 
most difficult issues faced by employees often involve dilemmas brought on by new 
technologies, new business arrangements, or cases in which two or more obligations of the 
standard conflict;  

• A compliance program that sets minimum standards for organizational behavior does 
nothing to define types of behavior that the organization wishes to encourage. It can direct 
employees not to mistreat customers, but it cannot help them see how to treat customers 
well;  

• A compliance program may indicate to employees that the program is designed to control 
their behavior because they are not trusted. This runs directly counter to efforts to empower 
employees to use their personal judgment in handling the many situations they face daily; 
and 

• A compliance program may inadvertently give the impression that the organization wants 
only minimum behavior, and that employees will not be rewarded for substantial attention 
to conduct issues.  

Organizations recognizing these limitations who want to establish a code of conduct that goes 
beyond the minimum can choose between two other approaches: meeting the expectations and 
demands of certain stakeholders (Stage 2), or meeting the imperatives of the organization’s own 
values and mission (Stage 3).  
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Stage 2 – Managing Stakeholder Relations 
Stage 2 companies set policies responding to stakeholders’ concerns or expectations. 
Implementation typically involves the following actions: 

• Defining stakeholders. 

• Evaluating the attitudes and opinions of stakeholder groups. 

• Designing programs to address stakeholder concerns. 

• Auditing the effectiveness of stakeholder policies. 

Limitations 
Organizations that only seek to satisfy all the demands of stakeholders are faced continually with 
the need to separate legitimate and illegitimate expectations, and to explain why policies respond 
to some, but not others.  

Stage 3 – Creating a Values-Based Organization 
Sometimes, the limited effectiveness of the compliance approach leads an organization to 
manage by a set of positive values, while being sensitive to the needs and demands of 
stakeholders. In other cases, the limitations of the Stage 2 approach lead to the decision to create 
a values-based organization.  

In time of crisis, when facing a scandal or embarrassing incident, some organizations migrate 
quickly to a Stage 3 values-based organization from a Stage 1 compliance-based program.  

Values an organization chooses in the Stage 3 approach may be shaped (a) by the expectations 
and demands of stakeholders, (b) by management’s beliefs about what is proper conduct, (c) by 
values of the organization’s founders (present from the beginning), or (d) by a set of long-
standing values established by professional managers.  

The implementation of a Stage 3 code of conduct program often includes: 

• Defining the organization’s values by answering questions about the organization’s 
purpose, its accountabilities, its authority, and its obligations and duties. 

• Communicating the organization’s values. 

• Creating systems that support the code of conduct that reflects its values.  

• Establishing a function that monitors whether values are followed. 

• Checking to see if the chosen values need adjusting. 

• Assigning responsibility for interpreting the code.  

• Recruiting and promoting people of strong moral character. 

• Training people in decision-making and applying the code. 

• Encouraging employees to report behavior inconsistent with the code. 

• Rewarding conduct of managers and other employees that is consistent with the code.  
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• Renewing and revising the code where necessary. 

• Conducting policy and practices reviews. 

Defining the Organization’s Values 
As with most changes in organizational culture, the establishment of a values-based organization 
needs to begin at the top. The CEO must be willing to commit the required time and personal 
effort to the process, as well as to visibly demonstrate an ongoing commitment to the values 
effort. Companies known for their proper conduct and social responsibility are led by such 
CEOs. 

The preparation of values statements, variously called credos, principles or codes of conduct, 
requires the involvement of a broad group of managers and other employees. Typically, the best 
credos are statements developed through consultation and collective commitment rather than by 
imposition from the top.  

Non-management employees must also have confidence that the code’s values are shared by 
senior management. If the values defined even in a Stage 1 “Managing for Compliance” code of 
conduct are thought to be binding on employees but not on senior executives, the initiative will 
fail. Management must trust employees to implement the code, and employees must trust 
management to adhere to the same principles. 

The most effective codes are generally short, stating clearly and succinctly the obligations it has 
to each of its stakeholder groups. 

An example of a values-based code of conduct for private sector organizations 
is found in Appendix A. Appendix B sets out an example of values-based 
principles for public sector organizations appropriate for inclusion in their 
codes of conduct. Codes of Conduct in Global Operations 
Managing compliance with codes of conduct is more complex and difficult for global 
organizations. Some difficult questions regarding ethics and values abroad that arise include the 
following: 

• How does an organization deal with local standards of conduct that differ from those in the 
country of its head office?  

• Which (if not all) values and standards of conduct are to be observed?  

• How does an organization operate when imposed standards of conduct are similar to those 
of the home country but local business practices are very different?  

• Can an organization have an effective single, worldwide code of conduct? 

Organizations answer these questions in different ways, but the three-stage implementation 
model introduced in this guideline can also be applied to organizations expanding their 
boundaries internationally, as illustrated in the Table below, and as more fully described in the 
text following the Table.  
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International Application of Codes of Conduct 
Stage 1 – Managing for 
Compliance 

Organization seeks to meet legal and regulatory standards of 
each local jurisdiction. For example, standards prohibiting 
theft from the organization are consistent internationally.  

Stage 2 – Managing 
Stakeholder Relations 

Organization seeks to meet the expectations and demands of 
stakeholders, some of whom are internationally based, or 
expect the organization to have worldwide standards of 
behavior. 
 
The organization often pays more attention to stakeholders in 
its home country.  

Stage 3 – Creating a Values-
Based Organization 

Organization seeks to establish a single set of values and 
behavior standards for its worldwide operations. Some minor 
variations are accepted to meet local conditions and 
conflicting local laws. 

Stage 1 – Managing for Compliance  
The organization believes it has an obligation to observe the laws and regulations of the 
individual countries in which it operates. It hopes to limit its exposure to prosecution and major 
fraud by doing so. It sees little or no responsibility or need to develop a standard of conduct that 
would apply in all countries of operation. 

The code of conduct in the home country may, however, be undermined if compliance with 
local law abroad makes the organization seem to embrace a double standard. This 
possibility arises where the laws of the two jurisdictions differ. Stage 2 – Managing 
Stakeholder Relations 
An organization in Stage 2 lets its stakeholders define what constitutes appropriate behavior. The 
result is usually a compromise between a global and a domestic approach to standards of 
conduct. The danger is that an organization that operates internationally and seeks to respond to 
all stakeholders through such a compromise can be caught between diverse cultural 
environments that make conflicting demands on the corporation. Without a fundamental code of 
conduct on which to base decisions, managers in different countries may have difficulty 
resolving this conflict. 

Stage 3 – Creating a Values-Based Organization 
Organizations in Stage 3 are typically global in their approach to conduct. In general, 
organizations believe their interests are best served by having a single, worldwide code of 
conduct, that is, a single, worldwide standard of acceptable behavior. For some, this is a matter 
of principle. Human rights and environmental values are universal, they would argue. For others, 
this standardization is a matter of good management.  

Nevertheless, organizations in Stage 3 often find ways to tailor their standards to particular 
settings. One high-tech organization presents its worldwide code to the local management team 
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in each country, and informs them that they must follow the worldwide standards or apply to a 
committee of senior management for exceptions/modifications based on local conditions.  

Toward Best Practices in Global Business Operations 
Before establishing a code that is to apply abroad, a number of organization-specific 
considerations must be addressed: 

1. What is the type of organization? Is it one that attracts substantial attention from the public 
and government? Is the organization heavily or lightly regulated? Is it in an 
environmentally sensitive industry? 

2. What is the organizational structure? Is there central control, or do overseas operations 
have a high degree of local autonomy? Is the structure a simple hierarchy or does it involve 
a complex matrix? 

3. What is the organization’s cultural history and direction? These elements, as well as its 
experiences with conduct violations both at home and overseas, must be examined. Is this 
organization considered controversial? Does it have an international or local reputation for 
benevolence, or for being an outlaw? 

4. Does the organization establish other worldwide policies and practices? What will be the 
likely reaction to an attempt to impose a single, worldwide code of conduct? Can the 
organization follow procedures similar to those developed for implementing other policies 
and practices, to make implementing this code easier? 

5. To what extent should the code be adapted to foreign cultures? To make the code apply 
uniformly and to make compliance with domestic laws and regulations possible 
everywhere, local adaptation is encouraged. Two stipulations apply. First, any adaptation 
must not stray from the overall corporate vision and values, and second, adaptations require 
prior approval from management to ensure consistency. 

6. Should conduct training be provided in overseas units? Clearly, yes. The organization 
should focus on its own culture rather than the local national culture. For example, a firm 
may state as an organizational principle that all employees will be given equal opportunity 
and will be treated fairly at work, despite any different local pre-existing traditions. In 
addition, the organization should look for commonalities and similarities between values 
and local characteristics. 

Observations on the Presentation and Content of Specific Codes 
This section assesses the approach, content, structure and probable effectiveness of codes. The 
evaluation is based on a comparison with current best practice, which can be described as a 
values-based conduct program centered on a clear and credible code that integrates ethics, 
practice, and conduct. The intention is to highlight issues that have been raised repeatedly, and 
that should be considered in developing an effective code of conduct.  

Introductory Letter from the CEO 
The importance of an introductory letter from the CEO unambiguously endorsing the code and 
conveying top-management support should not be underestimated. Such a letter, which could 
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include an overview of the contents of the code as well as a statement of the organization’s 
commitment to the proper conduct of its managers and employees, plays a critical role in 
determining how well the code will be received and interpreted.  

“Organization-Centeredness” 
Codes are often “organization-centered”, with an emphasis on the responsibilities owed to the 
organization, whereas the responsibilities owed by the organization to other stakeholders are 
given much less attention. This is somewhat natural, given that codes are often drafted 
exclusively by management without stakeholder input. Such codes could expand upon the scope 
of the conduct issues they address. For example, analysis of one code revealed that several 
important issues received inadequate coverage (environmental protection, harassment in the 
workplace, discrimination, worker health and safety, customer product/service quality and safety, 
employee privacy, community and public relations, relations with government representatives, 
and fair dealing with competitors, suppliers and customers).  

Organization-centeredness extends to individual stakeholder issues as well. A typical example is 
the possession and use of confidential information. Recognizing that acquiring and storing 
confidential stakeholder information in certain circumstances may intrude on a stakeholder’s 
right to privacy, successful codes have balanced these two competing concerns.  

The absence of employee confidentiality protection in a code tacitly suggests that the code 
obligates employees to a greater extent than it obligates the organization (management) on this 
issue.  

Precision and Clarity 
Credibility and commitment are enhanced when a code precisely defines key concepts and 
clearly and adequately treats important issues. In many of the analyzed codes, for example, the 
organization makes a general commitment to preserving the environment. If environmental 
concerns pose significant risks for an organization, however, the code should provide more 
detailed guidance and should define and support specific initiatives (e.g., whistle-blower 
protection programs). 

The Law and the Organization’s Code of Conduct  
Almost all codes contain a section stipulating adherence to the letter and spirit of laws and 
regulations. A companion section could be included imposing the duty to act honestly, fairly, and 
with integrity – guiding principles that are not necessarily captured in the requirement to abide 
by the letter and spirit of the law. 

The difference between an organization’s conduct and its obligations under the law could also be 
clarified, since behavior can be legal without considered to be proper conduct. Exemplary codes 
convey the belief that although the law may require a certain level of behavior, any higher 
standard of conduct established by the organization continues to be the guideline for employees, 
managers, and officers. 
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Use of Plain, Positive Language 
Codes need to be easily understood by all employees; however negative phrasing should be 
avoided. For example, individual rights are addressed in such statements as, “We do not tolerate 
discrimination in A, B or C”. Instead, the principle can be stated positively and discrimination 
addressed more effectively through corporate and individual direction to “treat people fairly”.  
Codes that promote proper conduct effectively use guiding principles and explanations in plain, 
positive language that included the logical positive outcomes of rule-oriented statements, rather 
than as mere demands.  

Competition Law 
Competition law tends to be explained in an excessively technical fashion. A brief explanation of 
restricted behaviors and the principles underlying the law is more appropriate. For example, 
given the subtleties involved in anti-competitive behaviors (such as bid-rigging), an explanation 
of the principle of fair-dealing would assist employees to identify problems, seek advice, and 
accept the provisions of this section of the code.  

Conflicts of Interest 
Conflicts of interest should be defined with greater precision, and the concept applied to 
examples of specific instances with supporting reasons. Direction in this area should first focus 
on educating employees as to how conflicts can develop. In addition, employees should be 
helped to recognize situations that have the potential to create conflicts of interest.  

Compliance Provisions 
A well-drafted and effective code simplifies compliance. Communication programs, education 
sessions and compliance procedures provide effective means of guiding employees, monitoring 
behavior, and enforcing the code’s provisions. 

Mechanisms to monitor compliance and measure performance include annual compliance sign-
offs, periodic internal audits, and regular performance reviews. Adherence to the letter and spirit 
of the code could also function as a condition of initial and continued employment, as well as a 
component of compensation and a condition of further promotion. 

Organizational and Management Challenges 
There are many barriers to effective implementation of a code of conduct. These include (a) 
existing management and employee attitudes, (b) the difficulty of communicating values and 
standards, (c) possible conflicts with other corporate objectives, (d) pressures to meet other 
corporate goals, and (e) the real cost of resources and management time to develop, implement 
and enforce the code.  

Conduct standards can conflict with profit-maximization goals, particularly in the short term. For 
example, an organization that has set a particular profitability or sales growth goal may find it 
difficult to withdraw a product that has significant safety or environmental problems, or to forego 
a contract with a customer whose conduct is inconsistent with the organization’s code.  
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Ensuring compliance with the code of conduct is one of the next great challenges for 
professional accounts in business. Customers, investors, the community at large, and government 
stakeholders will demand information and measures to evaluate both external and internal 
organizational behavior, including adherence to legal standards, fulfillment of stakeholder 
expectations, and consistency with stated organizational values. Accordingly, measures related to 
the operation of a code of conduct must be developed, a task particularly suited to the 
professional accountant. 

In considering such measures, questions of deviation need to be addressed. For example, when 
does behavior so deviate from the standards that the professional accountant is warranted in 
reporting the behavior to management? If it is, how should the organization account for and 
report on the identified risks and exposures?  

The professional accountant must also address questions related to code development and 
management, questions such as the following. How should the code be incorporated into the 
management control systems? To what extent might the code influence strategy, control and 
change processes, resource deployment, or allocation decisions? Should the management 
accountant in business be the person responsible for monitoring and enforcing compliance, as 
well as adjusting the code where necessary, subject to Board approval of material changes? And 
how does the management accountant assure his/her input to establishing this function? How 
should conflicts between the organization’s code of conduct and the accountant’s professional 
code of conduct be resolved?  

Conclusion 
Expressing an organization’s culture in a code of conduct is essential to achieving an 
organization’s goals and managing key risks in its environment. Major scandals have dramatized 
this reality, but management itself has to become convinced of the importance of a code of 
conduct to bottom-line success. 

Over time, as organizations gain experience with codes, managers will recognize the need to 
move beyond merely having a code, to identifying its effectiveness and actively managing it to 
achieve the desired outcomes. This step will require more focus on issues of compensation, 
accountability, compliance, and controls. The professional accountant in business can meet this 
need. 
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Draft Appendix A 

Illustration of a Value-Based Code of Conduct For The ABC Organization 
The first page would contain a letter from the President of The ABC Organization 

The following pages would present the code of conduct such as that found below:  

THE ABC ORGANIZATION 

Code of Conduct 
This document clarifies the responsibilities that The ABC Organization and its employees have 
to each other, to our partners, and to our communities. It helps us understand the responsibilities 
we share, and alerts us to important legal and conduct issues that may arise. You will not find 
every organization rule, policy or standard here. You may also not find every answer you seek. 
You will, however, find the basic values The ABC Organization has chosen to govern itself.  

Accountability and Actions 
Compliance with local laws and The ABC Organization policies, procedures and values is not 
optional. To protect employees, customers, suppliers and the organization from improper 
conduct, they must be followed. 

Every employee should raise any questions or concerns about workplace behavior. If doubts exist 
– ask. Many improper actions are taken not because of poor character or dishonest intentions, but 
because someone did not have the proper information, did not understand the information they 
did have, or acted prompted by a desire to “just get things done”.  

An employee, who in good faith seeks advice, raises a concern or reports improper behavior, is 
doing the right thing. 

The ABC Organization will not accept actions against an individual, taken by anyone at any level 
in the organization, for doing the right thing. The ABC Organization prohibits all personnel from 
taking any form of action against an employee who reports a concern. 

Disciplinary action, up to and including termination of employment, may be taken against any 
employee who does not adhere to The ABC Organization’s code of conduct or who knowingly 
makes a false report.  

Overview of Business Conduct 
Every organization depends on its good name to succeed. The ABC Organization relies on its 
employees, business partners, and processes to consistently do the right thing in the right way, to 
maintain our good name. The vision of the organization and every employee is to be the best in 
everything we do, individually and collectively. As a foundation, we live by a set of values in 
every operation with every action we take.  
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The ABC Organization Corporate Code of Conduct 
Overview of Business Conduct (continued) 
Do the Right Thing 
• Put values and standards into practice. 

• Comply with all applicable laws. 

Do the Right Thing in the Right Way 
• Work within organizational policies and established systems and processes.  

• Speak up when faced with doubtful actions. 

• Direct others to work according to organizational values, standards and the law. 

All employees and business partners must take a personal interest and responsibility for 
protecting the organization’s good name in the following manner: 

• Understand correct work behavior 

° Each employee must know the organization’s values, policies, procedures, and 
legal requirements that guide their conduct. If a person does not know, he or she 
should ask for help before taking action. 

° Respect people and the law in the workplace 

° Each employee, supplier, customer, representative and contractor is expected to 
behave in a lawful, respectful way when doing business on behalf of the 
organization. 

• Question and/or report activities that appear to violate organization values 

° Each employee should ask questions, raise concerns, and report dishonest or 
improper conduct by employees, representatives, contractors, customers and 
suppliers when they are dealing with The ABC Organization. 

The ABC Organization Values 
The ABC Organization is a values-based organization. Values provide the common framework 
for decisions, actions and behaviors. Living our values requires us to meet the highest standards 
of corporate behavior in all aspects of business.  

Integrity  
The foundation of The ABC Organization is our integrity. We are open, honest and trustworthy in 
dealing with customers, suppliers, contractors, representatives, co-workers, shareholders and the 
communities we affect.  
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The ABC Organization Corporate Code of Conduct 
The ABC Organization Values (continued) 

Environmental, Health and Safety 
We work safely in a manner that protects and promotes the health and well-being of the 
individual and the environment. 

Customer 
We support our customers’ success by creating exceptional value through innovative product and 
service solutions. 

Excellence 
We relentlessly pursue excellence in everything we do. 

People 
We work in an inclusive environment that embraces change, new ideas, respect for the 
individual, and equal opportunity to succeed.  

Profitability 
We earn sustainable financial results that enable profitable growth and superior shareholder 
value. 

Accountability 
We are accountable – individually and collectively – for our behaviors, actions, and results. 

Guide to Business Conduct 
Conduct Involving Ourselves and Our Co-workers 
The basis of our values is dignity and mutual respect. These values drive our business.  

Management Responsibility 
All organizational leaders must show a commitment to the organization’s values through their 
actions. They must also promote an environment where compliance is expected and valued. All 
employees must comply with the organization’s values and principles. No one may ask any ABC 
Organization employee to break the law or go against organization policy and values.  

Health and Safety 
The ABC Organization will not compromise health or safety in the workplace for production or 
profit. It is the goal at every ABC Organization location to have and maintain a safe workplace. 
Health and Safety policies and procedures are published for all our plants, offices and work sites, 
and must be followed. All employees must perform their duties while following the published 
health and safety rules, and must promptly report any concerns, safety violations or incidents.  
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The ABC Organization Corporate Code of Conduct 
the published health and safety rules, and must promptly report any concerns, safety violations or 
incidents. 

Employees are not allowed to work under the influence of drugs or alcohol. Employees may not 
act violently or threaten violence while at work, and are prohibited from bringing weapons and 
illegal drugs onto the work site.  

Respect and Fair Treatment 
The ABC Organization gives all individuals regardless of their race, religion, colour, national 
origin, age, sex, sexual orientation or disability equal opportunity for employment. This fair 
treatment policy applies to all phases of the employment relationship, including: 

• Hiring, assigning, promoting, and dismissing employees. 

• Providing opportunities for growth and development. 

• Recognizing success. 

• Selecting employees for training programs. 

• Determining wages and benefits.We will establish an environment of clear, honest, 
and timely communication. We will strive to understand all views. 

Diversity is a strength in The ABC Organization. Every employee must respect the people and 
cultures with whom or which they work. As an organization, we seek diversity at all levels and 
expect a work environment in which all employees can develop and contribute to their full 
potential.  

Harassment 
The ABC Organization does not tolerate any form of harassment. Harassment may take many 
forms, all of which are unacceptable. Examples of unacceptable harassment are: 

• Jokes, insults, threats and other unwelcome actions about a person’s race, color, gender, 
age, religion, national origin, ancestry, citizenship, disability, sexual orientation, social 
and economic status or educational background.  

• Sexual advances, requests for sexual favors, other unwelcome verbal or physical 
conduct of a sexual nature, or the display of sexually suggestive pictures.  

• Verbal or physical conduct that upsets another’s work performance or creates a 
fearful or hostile work environment. 
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The ABC Organization Corporate Code of Conduct 
Guide to Business Conduct (continued) 

Human Rights 

The ABC Organization honors and respects all who choose to work for the organization. The 
ABC Organization does not use child labor or forced labor. The ABC Organization respects the 
freedom of individual employees to join or refrain from joining legally authorized associations or 
organizations. 

Personal Relationships 

The ABC Organization recognizes that all individuals have the right to work for the organization. 
In some cases, family members or close personal friends of employees may also work for The 
ABC Organization. In these situations, ABC Organization will avoid, where possible, work 
situations that create a direct reporting relationship between family members or individuals with 
a close personal relationship. 

If you have questions about this code of conduct or concern about a co-worker’s conduct, 
first contact your manager. If you do not feel comfortable doing that, contact one of these 
other organization resources: 
• Human Resources Department 
• Compliance Department 

• Legal Department 
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Draft Appendix B 

THE NOLAN PRINCIPLES OF PUBLIC LIFE 

An example of how a values-based code of conduct can be developed for the public sector is 
found in the UK. Here they have developed a code known as ”The Nolan Principles of Public 
Life” Readers are encouraged to visit the web site identified below to learn more about the 
continuing evolution of this important activity. 

The Committee on Standards in Public Life was established in the United Kingdom on October 
25, 1994 by the then Prime Minister, the Rt. Hon. John Major. The terms of reference for this 
committee are as follows: 

“To examine current concerns about standards of conduct of all holders of public office, 
including arrangements relating to financial and commercial activities, and make 
recommendations as to any changes in present arrangements which might be required to ensure 
the highest standards of propriety in public life.” 

“For these purposes, public office should include: Ministers, civil servants and advisers; 
Members of Parliament and UK Members of the European Parliament; Members and senior 
officers of all non-departmental public bodies and of national health service bodies; non-
ministerial office holders; members and other senior officers of other bodies discharging 
publicly-funded functions; and elected members and senior officers of local authorities.” 
Hansard (HC) 25 October 1994, col 758 

On 12 November 1997 the terms of reference were extended by the Prime Minister, the Rt. Hon. 
Tony Blair MP: "To review issues in relation to the funding of political parties, and to make 
recommendations as to any changes in present arrangements". Hansard (HC) 12 November 
1997, col 899  

The Committee made recommendations "designed to maintain, and where necessary restore the 
standards of conduct in public life". The First Report made it very clear, however, that some of 
its conclusions and recommendations had general application across the entire public service. 
Those general recommendations included the drawing up of codes of conduct, establishing 
systems of independent scrutiny and the provision of more guidance and training, all within the 
overarching framework of a restatement of "the general principles of conduct which underpin 
public life".  

The Committee's restatement took the form of identifying and defining `The Seven Principles of 
Public Life' in the following  
terms.http://www.ncl.ac.uk/nuls/research/wpapers/bridge1.html - fn50#fn50  

Selflessness: Holders of public office should take decisions solely in terms of the public interest. 
They should not do so in order to gain financial or other material benefits for themselves, their 
family, or their friends.  
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Integrity: Holders of public office should not place themselves under any financial or other 
obligation to outside individuals or organizations that might influence them in the performance 
of their official duties.  

Objectivity: In carrying out public business, including making public appointments, awarding 
contracts, or recommending individuals for rewards and benefits, holders of public office should 
make choices on merit.  

Accountability: Holders of public office are accountable for their decisions and actions to the 
public and must submit themselves to whatever scrutiny is appropriate to their office.  

Openness: Holders of public office should be as open as possible about all the decisions and 
actions that they take. They should give reasons for their decisions and restrict information only 
when the wider public interest clearly demands.  

Honesty: Holders of public office have a duty to declare any private interests relating to their 
public duties and to take steps to resolve any conflicts arising in a way that protects the public 
interest.  

Leadership: Holders of public office should promote and support these principles by leadership 
and example."  
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