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Dear Colleagues,

The past month has been a very confusing one for the accoun-
tancy profession worldwide.  Decades old assumptions about the
way business is done have come tumbling down and, not to put
too fine a point on it, the so called gods have proved to have feet of clay.  Reports, largely unfavourable
to the profession, have appeared all over the world and even  in India,   and conflicting reports have
appeared in various newspapers about the continuing authority of the Institute and its pronounce-
ments.  These are facts and events from which one cannot run away.  But what we can certainly do is
to face these issues squarely and deal with them in the manner that your Institute has always done,
transparently, effectively, unambiguously, and with the courage of conviction to back it up.

I am aware that what is happening elsewhere in the world and to some extent in India has cre-
ated an atmosphere of gloom and despondency within the membership. People do not know
whether to hold on to all that they have been so far told is unshakeable and unchangeable. I keep
getting letters and references from members who suddenly find that their world has drastically
changed, and they look to the Institute as the mother body, for clarifying everything and restoring
order to their professional world. This is understandable and I in fact would have been consider-
ably surprised if it had been otherwise. 

It is fact that those involved in the publication of reports on corporates’ financial accounts have
admitted in the media that as far as the Indian corporates are concerned, not only has nothing ille-
gal been done, but the prescriptions of the technical standards of the ICAI have also not been vio-
lated.  Nevertheless, as far as the lay public is concerned, the damage has been done and we must
therefore, restore the confidence of the society at large and in the process, re-instill faith and belief
in all the tenets and precepts of our profession and our discipline. 

In response to the stated and unstated question of what to do, I have one thing to say : really,
nothing has changed. Let us look at it  this way. Has our discipline of accountancy changed? No.
Has the Chartered Accountants Act, which is the foundation of all that we do, changed? No. Has
the role of the Institute under the Act changed? No (In spite of all reports appearing in the media,
nothing has been said formally by the Government itself). Have the duties of the Auditors
changed? No .   The Auditors’ role remains  what is given in the various statutes, and there is no
question of going  beyond that, obviously.There are some problems with the way some people
abroad have discharged their role, but that does not change the basic structure of responsibilities (
I talk about this later in this letter to you). And finally, the most important question - have the other
expectations of what we as a profession should do, changed? The answer is again in the negative.
In fact, the expectations that are being talked about today are the same ones that our Institute has
been discussing and presenting before various authorities for quite a long time now. 
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If the answer to so many questions is a resounding No, then what are we really worrying about?
Let me try to answer that one. What we are suffering from, it seems to me, is a kind of undefined
anxiety. We are apprehensive without being very clear as to what it is exactly that we are apprehen-
sive of. Dear colleagues, this is precisely the kind of thing that detracts from our professionalism; it
is this that makes us perform in ways that are less than what is expected of us; and therefore this is
precisely the kind of thing that we must avoid. You may, of course, well ask how. And my answer
would be, go beyond your feelings to your rationality and see what exactly is wrong. If you do that,
you will find that nothing   is wrong. There would be black sheep in every profession; and some have
been revealed abroad. That does not mean that we should all feel generally sorry about ourselves.
The true professional rises above all this. And the reason that he can do so is because his faith in his
values is unshakeable. Integrity and excellence are not attributes that can be taken away by newspa-
per reports.   Your standing in society would not be affected unless you yourself are identified for
something. Since that is far from the case, my dear colleagues, I suggest that the only thing that we
all can do is go on with our professional lives in the way that we have been doing and trusting in our
own abilities and our sense of what is right, just, true and fair.

From the Institute’s side, certain decisions have already been taken and certain actions planned to
aid the general membership in replying to the questions that may be asked of them by the society at large. 

To begin with, the Council of the Institute has   decided   to constitute a Financial Report Review
Panel. The Panel would suo moto look into the published accounts of different organisations,
including Banks and Financial Institutions. In order to make the Panel more effective and to ensure
timely disposal, the Council of the Institute intends to seek powers as are vested in a Civil Court,
e.g., power for discovery and production of any document from the organisation concerned.  For
the purpose, the Institute has also decided to propose suitable amendment in the Chartered
Accountants Act, 1949.  Pending amendments in the Act, the FRRP would start discharging its
functions without the aforementioned special power.

The Council has also felt that there is a strong need to constitute a Strategic Review Task Force, for
which the President has been authorised. The Group will review of issues such as independence of
audit, upholding the credibility of the profession, matters to be taken up with the RBI, etc. In addition,
the Group will formulate a paper on the long-term and short term strategies for the profession. 

The above should help to assure the membership that there is no question of the Institute’s not
responding adequately to the general situation.  I would also like to assure all my colleagues that the
authority granted to the Institute in terms of the Chartered Accountants’ Act is in no way being
looked down upon by anybody. I had myself met the then Minister for Law, Justice and Company
Affairs and he confirmed me that there was no proposal with the government to take away any of
the functions of the Institute. The Institute has also been in touch with Regulators, Govt. officials,
parliamentarians and the Press to explain to them the true nature of the issues emerging from the
corporate failures in the US so that all the opinion makers as well as decision makers may under-
stand and appreciate these issues in the Indian context.

As a profession, and as the Institute representing the profession, we have weathered many
storms and have come out of each one of them stronger and more confident in our training, our
abilities and the values which sustain our professional lives.  The current situation is no different.
We had anticipated it and had started taking steps already to deal with it.  Therefore, what is hap-
pening has not come as a surprise at all and neither has it caught us unprepared.    
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Nevertheless, I personally felt that the current situation was important enough to demand the
attention of the wisest heads that our profession has ,i.e., the Past Presidents of the Institute. For that
reason, a meeting of the Past Presidents was convened on the 19th of July,2002 in Mumbai, where a
large proportion of the Past Presidents participated. You would be happy to know that the Past
Presidents all endorsed the actions which are being taken by the Council to deal with the   general
uncertainty that has entered our thoughts. The Past Presidents rightly felt that confusion and uncer-
tainty can only be battled with the weapon of clarity and urged the Institute to go on defining and clar-
ifying the situation for the membership at large. For the membership itself, the Past Presidents gave
the message that the framework of regulation of the accounting and auditing profession and the Code
of Ethics in India are far more comprehensive than what prevails elsewhere in the world and that these
are sufficient to address the shortcomings of the American system which the corporate failures in that
country have exposed. Many other valuable suggestions were also given in the meeting and the
Institute is dealing with those in the spirit of respect and seriousness that they deserve.

While on the subject let me also spend a few minutes to dispel the cloud of confusion that has gath-
ered over the Sarbanes Bill passed by the US Senate.  A number of misinformed reports have appeared
in the Indian Press regarding this bill and its implications for the corporate world in general.  I would like
to make it clear once and for all that the provisions of the Sarbanes Bill do not spell out anything new for
India.  It may be of interest to know that in the United States, Accounting Standards are issued by a pri-
vate body, known as Financial Accounting Standards Board (FASB) and American Institute of Certified
Public Accountants, a professional body, which is also a voluntary association.  United States does not
have a federal company law.  Each of the States has a separate law in this regard.  However, these do not
address the matters related to the accounts and audit of the financial statements of the companies.  Listed
companies are required to follow the requirements laid down by the Securities Exchange Commission
in regard to preparation and presentation of financial statements and their audit.

The position in India is different.  The Companies Act, 1956 extensively and intensively regulates
the companies.  It also provides, in detail, the books to be kept, format of the financial statements,
Accounting Standards to be followed, procedure to be followed for Notification of the Accounting
Standards, appointment and qualification of auditors, scope of audit, powers and duties of auditor,
and penal provisions as well.  The Central Government also has the power to carry out inspection,
investigation and also to conduct special audit.  The Act also provides for severe punishment, includ-
ing imprisonment in case of malfeasance, misfeasance and mismanagement on the part of Directors;
and in case the auditors is responsible, auditors as well.

Basically, the Sarbanes Bill seeks to provide a legislative framework for all those matters which are
not currently legislated upon centrally in the United States.  In India, the subjects which are covered
under the Sarbanes Bill have already been legislated upon.  For instance, the issue of corporate respon-
sibility and the enhancement of financial disclosures are already within the purview of Section 217
(2AA) of the Companies Act.  With regard to the suggestion of rotation  and independence of audi-
tors in the Bill, we should all note that the ICAI has already given a number of suggestions to the
Government of India on related issues.  These include introduction of the system of joint auditors,
fixation of auditors’ remuneration in terms of certain parameters to be stipulated in the Companies
Act itself, non-acceptance of qualified audit report by the regulators, modification of the scope of
audit to include diversion of funds, and giving effect to auditors’ qualification while determining the
distributable profit etc.
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In effect, the Sarbanes Bill is a move towards the Indian position as it exists today.  Additional pro-
visions in the Bill parallel the moves that have already been made by the ICAI through its various rep-
resentations to the Government of India.

Much has also been said about the US GAAP and its scope.  That very scope has been exposed for its
inadequacies in terms of the corporate failures in the US.  These inadequacies arise from the total depen-
dence on rules which the US system has.  As we well know, the tighter a knot is, the easier it slips.  It is easy
to find loopholes in rules when rules are all that one has to go by.  That is why in India we follow principle
based accounting rather than rule based accounting. This may give rise to questions of interpretation, but
what it can never do is prove to be inadequate to cover a given situation. With due respect to profession-
als elsewhere, that is what the ICAI through its Accounting Standard Board has always followed, and that
is what will, I firmly believe, in the final analysis, prove to be the inflexible pillar of our discipline.

Let me add some good news. The Institute has become the founder member of the International
Innovation Network (IIN). As your President I have signed the Charter in the first meeting of the IIN
which was held during July 22-24, 2002. The Institute had earlier actively participated in the drafting
of the Charter of IIN and also the Master License Agreement. 

The objective of the IIN is to promote the development of new products and services relating to the
accounting profession and to facilitate international marketing of those products and services through
its member accounting bodies. Products can include, for example, Webtrust, Systrust, different kinds of
softwares, etc. For us, the major advantage from participation in this Network is that our Institute would
now be able to project internationally many of the initiatives that we had taken in the past.

My dear colleagues, these are days which can put an individual into a depression.  That is not sur-
prising; when institutions collapse, when the basic validity of what one is doing is challenged, when
the society at large becomes sceptical, a feeling of being encircled, of being hemmed in by forces
beyond oneself, a feeling of being submerged, is perhaps inevitable.  It is at these times that one needs
to do two things – at an institutional level, to define the issues and expose uninformed comments for
what they are, and at an individual level, to introspect, to examine oneself and to demonstrate in overt
ways one’s consistency, capability and commitment towards excellence.  A professional is nothing if
he is not tough.  And now I think is the time for the tough to get going because the times are tough.
The hallmark of the professional is that at the end of the day, no matter what, he can always find the
strength within himself to go doing what he does, in the best way that he can do it.  Because for the
ultimate professional, there is just no other way; and for him, there are no excuses for failure to be the
best in his own eyes and in the eyes of his fellow professionals.

This has been a long letter; but I think the situation that we are in demands that I share with you all
that I feel as your President, and all that your Institute is doing.  If you agree with the things that I have
talked about here, then the profession and the Institute demands of you the answer to the question
that the Late John F. Kennedy so aptly put `Ask not what your profession/Institute (my substitution,

Kennedy had used the word country)can do for you, ask what you can do for your profession/Institution.’ 
And on a slightly  lighter vein, my reply to those who will continue to crib about the media reports

and how badly they are treating us, is another quotation from the redoubtable  J.F.K `Anybody who
thinks that life is fair, has been seriously misinformed.’

Ashok Chandak
President

New Delhi,
29 July, 2002
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