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CAs and Professional Responsibility

CA Profession
The Institute of Chartered Accountants of India (ICAI) 
was established by an Act of the Parliament in July, 
1949 to regulate the accountancy profession in India. 
It will enter the 65th year of its existence in July this 
year. The CA professionals have achieved success in 
various fields as there is a strong base provided by 
this regulating body to which they are answerable. 
The system of education, training, examination 
and professional development established by ICAI 
is such that a member of this profession is able 
to command great respect and confidence of the  
society at large. ICAI is able to provide assurance  
that our members whose services are retained are (i) 
persons of character and integrity and (ii) competent 
and knowledgeable to render quality professional 
services.

The system of education, training, examination and professional development established by 
ICAI is such that a member of this profession is able to command great respect and confidence 
of the society at large.  ICAI has been able to provide assurance that its members, whose 
services are retained, are persons of character and integrity besides being competent and 
knowledgeable to render quality professional services. In this article, the author discusses the 
contours of Chartered Accountant’s Professional Responsibility towards nation and society 
at large that have emerged over the past few decades, particularly during 1983-84 when he 
served as the President of the ICAI. The ‘tax audit’, introduced in 1984 following persistent 
efforts of the ICAI, was on the initiatives that brought the efficacy of Chartered Accountant’s 
professional responsibility towards the nation in sharp focus. Read on to know more…

CA. P. N. Shah

(The author is Former 
President of the ICAI. 
He can be reached at 
pnshah@icai.org)
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In the ICAI publication on Code of Ethics, a CA 
Professional’s responsibility is explained in these 
words.
 “A distinguishing mark of the accountancy 

profession is its acceptance of the responsibility 
to act in the public interest. Therefore, a 
professional accountant’s responsibility is not 
exclusively to satisfy the needs of an individual 
client or employer. In acting in the public interest, 
a professional accountant should observe and 
comply with the ethical requirements.”

The seven fundamental principles of ethical 
requirements identified by ICAI are (i) integrity, (ii) 
objectivity, (iii) Independence, (iv) Confidentiality, 
(v) Technical standards, (vi) Professional Competence 
and (vii) Ethical Behaviour. The CA Profession is 
established on these strong ‘Principles of Ethical 
Behaviour’.

Strong Base of the ICAI
During the last 64 years, ICAI has built a strong  
base in India and in the International field. It started 
with the membership of about 1,700 members in 
1949 to reach over 2 lakh members at present. It  
had a student population of about 300 in 1949  
which is now over 10 lakh. With 5 Regional 
Councils, 133 Branches, decentralised offices and  
22 chapters abroad, it is able to regulate the  
activities of its members and the educational needs 
of its students. The CA examinations are regularly 
conducted twice in a year at various centres in  
India and abroad.

In the International field, ICAI has been playing 
a very useful role in International Federation of 
Accountants (IFAC), Confederation of Asian and 
Pacific Accountants (CAPA), South Asian Federation 
of Accountants (SAFA) etc. ICAI is a founder  
member of IFAC and our members have served on 
the Council and Committees of IFAC right from 
October 1977 when IFAC was established. ICAI 
also mooted the idea of forming a sub-regional  
body of accountancy institutes of Indian sub-continent 
in December, 1982. After consistent efforts put in  
by the Council members of ICAI, the South Asian 
Federation of Accountants (SAFA) was formed in 
August, 1984. Accounting Institutes (Chartered 
Accountants and Cost Accountants) from India, 
Sri Lanka, Pakistan, Bangladesh and Nepal are its 
members. The then President of ICAI was elected 
as the First President of SAFA for 1984 and 1985. 
Headquarters of SAFA is in India. 

In the Field of Audit
The ICAI has done a commendable work in the  
field of accounting and auditing. The efforts put in 
during the last 64 years are with a view to improve 
the quality of accounting through formation of 
accounting standards, to bring uniformity and 
consistency in the accounts. Similarly, ICAI has 
also laid down auditing standards for each aspect of  
auditing to ensure that uniformity is maintained in 
reporting the audit opinion. All these efforts have 
been made to ensure that members of our profession  
are able to meet their professional responsibility to  
the Society.

Audit of Accounts and certification in the  
corporate sector was made compulsory by the 
Companies Act, 1956 and other related legislations, 
for example Banking Regulation Act, 1949, Insurance 
Act, 1938, Electricity (Supply) Act, 1948, Co-operative 
Societies Act etc. In order to render better professional 
service to the Society, the idea of extending this  
concept to non-corporate sector was conceived by 
the Council of the ICAI in 1971. Accordingly, ICAI 
represented to the Government that audit of accounts 
of partnership firms should be made compulsory by 
amendment of the Partnership Act. This could not 
be achieved, but the Taxation Laws (Amendment) 
Bill, 1973, contained a proposal for audit of accounts 
of non-corporate assessees. However, this proposal 
was later on dropped on the suggestion of the select 
committee. Later on, the Income-tax Act, 1961 was 
amended in 1975 whereby section 44AA was inserted 
to provide that non-corporate assessees, having 
turnover exceeding specified limits, should maintain 
prescribed accounts and documents. Simultaneously, 
provision for Tax Audit, on a selective basis, was 

The tax audit provisions introduced in the 
Income-tax Act, 1961 in 1984 have assisted the 
IT Department in making assessments. These 

provisions have celebrated their Silver Jubilee and 
are being increasingly used by the IT Department. 

These provisions have been commended as a 
very significant measure of CAs’ professional 

responsibility through which they can very 
effectively help the nation. Even the DTC Bill, 2010, 

contains these provisions as the IT Department has 
benefited by them. 
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introduced in section 142(2A) w.e.f 1-4-1976. To  
assist the assessees who were required to comply 
with these provisions, ICAI published a monograph 
explaining the accounting concepts for maintaining 
accounts. A guidance note on the requirements of 
Tax Audit u/s 142(2A) of the Income tax was also  
issued by ICAI. 

In January, 1983, ICAI submitted a representation 
to the Finance Minister suggesting that an  
amendment of Section 139 of the Income-tax Act, 
1961 be made, to make it compulsory for persons 
carrying on business or profession, with total sales/
turnover/receipts exceeding specified limits, and to 
submit, along with their return of income, a report 
by a chartered accountant about the audit of accounts 
on which such return is based. This was followed up  
by another detailed representation dated 21st January , 
1983. This representation clarified that the ‘Tax Audit’ 
will assist the Income Tax Department in making 
proper assessment of income. The member giving 
his report will ensure that the financial statements 
give a true and fair view of the state of affairs of the  
taxable entity. Further, certain information required 
for taking a decision whether a particular item is 
admissible or not in the computation of income would 
be provided in the tax audit report. It would be for the 
assessing officer to take a view whether the amount 
is allowable or not. To the extent to which such 
information is made available in the auditors’ report, 
the assessing officers would be able to save their time 
in collecting and verifying the information and would 
be able to concentrate on other issues relating to the 
computation of income.

The above proposal of ICAI found favour 
with the Government, and the Finance Bill, 1984, 
contained a proposal to insert a new Section 44AB 
in the Income-tax Act, 1961 to provide for audit in 

all cases of assessees carrying on business where 
the annual turnover exceeded R20 lakh or where the 
gross receipts from a profession exceeded 10 lakh. 
This limit has been increased to 15 lakh in 2011 
and to 25 lakh from 1/4/2013. While presenting the  
Finance Bill, 1984, Hon’ble Shri Pranab Mukherjee, 
the then Finance Minister, stated in his Budget  
Speech that the provision for Compulsory Audit 
was intended to ensure that the books of accounts 
and other records were properly maintained and that  
they faithfully reflected the true income of the tax 
payer. The Memorandum explaining the provisions  
of the Finance Bill also underlined that such audit 
would also help in checking fraudulent practices. It 
would also facilitate the administration of tax laws 
by a proper presentation of the accounts before the 
tax authorities and save time of Assessing Officers 
considerably in carrying out routine verification 
like checking, correctness of totals and verifying 
the vouchers for purchases and sales. It was also  
stated that the time so saved could be utilised by the 
A.O. for attending to more important investigational 
aspects of a case.

The above proposal in the Finance Bill, 1984, 
was opposed by trade associations, tax advocates 
and others. Efforts were made to allay the  
fears expressed by trade associations about the 
difficulties in complying with the requirements 
of tax audit through press statements and other 
communications. A detailed note explaining the view 
point of the ICAI was also prepared and submitted 
to Members of Parliament and the authorities 
concerned. A separate representation prepared by 
the ICAI was submitted to the Finance Minister who 
was kind enough to personally discuss all the issues 
with the representatives of the ICAI. After detailed 
consideration, the Government decided to increase 
the turnover limit for business from R20 lakh to 
R40 lakh. This limit has been increased to 60 lakh 
in 2011 and to 100 lakh from 1/4/2013. After some 
discussions, the Parliament adopted the above concept  
of compulsory tax audit and the new Section 
44AB was inserted in the Income-tax Act, 1961 by 
the Finance Act, 1984. This provision was made  
effective from the assessment year 1985-86. On 
the request of CBDT, ICAI prepared a draft of the  
tax audit report for its consideration. CBDT finalised 
the tax audit report in consultation with the ICAI  
and notified the same. The ICAI, thereafter,  
published a guidance note explaining the scope of 
the tax audit provisions and the manner in which  

The Direct Tax Code (DTC) bill has been introduced 
in the Parliament in August, 2010. The objective of 

introducing this legislation is to replace the present 
Income tax Act and the Wealth tax Act by new Direct 
Tax Code. Section 87 of this bill provides that every 
person engaged in the specified profession or in 

any business shall maintain books of accounts and 
vouchers as listed in section 87 (4). This section is 
more or less on the same lines as section 44 AA of 

the Income tax Act, 1961.
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ICAI in the last 64 years of its existence has 
consistently laid emphasis on Professional Social 

Responsibility of our members. The Foundation of our 
profession is based on the Motto “Pride of Service in 

preference to personal Gain”. This Motto has inspired 
our members to discharge their professional social 
responsibilities in a better manner over the years.

the members should conduct this audit. This  
guidance is being revised by the ICAI from time to 
time.

Considering the success of this provision in the 
administration of Income tax Act, this concept of 
compulsory audit and certification was extended to 
other sections i.e. sections 80HH to 80HHF, 80-I to 
80IC etc. These sections required the assessee to 
obtain certificate from Chartered Accountants about 
certain specified items of income or expenditure. A 
Chartered Accountant who gives a tax audit report  
or a certificate under any section of the Income-
tax Act, 1961 has to keep the distinction between 
audit report and certificate in mind before giving 
a Tax Audit Report or a Certificate under the above  
sections. It may be noted that in an audit report he 
has to give his opinion as to whether the financial 
statements give a “True and Fair view” of the state 
of affairs. As against this, in a ‘certificate’ he has  
to state that the particulars given in the statement are 
“true and correct”.

This initiative taken by the ICAI of assisting the 
Government in administration of direct tax laws 
about 30 years back have been appreciated by all 
stakeholders. As stated above, this concept has been 
extended to certification by Chartered Accountants 
of claims made u/s 10(23C), 10A, 10B, 10BA, 12A, 
33AB, 33ABA, 35D, 35E, 44DA, 50B, 80-I to 80-ID, 
80-LA, 80JJA, 92E, 115JB, 115JC, 195(6) etc. From 
the above provisions it will be evident that various 
sections are inserted in the Income-tax Act, 1961 
after the introduction of section 44AB for compulsory  
audit of accounts. If we examine the relevant audit 
reports prescribed under various sections, it will be 
noticed that they require the auditors to state whether 
the financial statements give true and fair view of the 
state of affairs or whether a particular claim is correct. 
Therefore, there is the need to study the contents 
of requirements of various forms and consolidate  

them into one form. This is possible as the present 
Form 3CD prescribed for Tax Audit Report u/s 
44AB is very comprehensive and contains details 
classified in over 32 heads. This includes details of  
deductions claimed under different sections in Chapter 
VI A. 

Another initiative taken by ICAI in 1984 
relates to audit of accounts of non-corporate bank  
borrowers. ICAI represented to RBI that if non-
corporate borrowers enjoying credit limits of 10 lakhs 
and above are asked to get their accounts audited  
every year, the banks will be able to improve quality 
of their advances to this sector. This suggestion was 
accepted by RBI and necessary circular was issued  
to the Banks. ICAI prepared the format of accounts 
and audit report which was finalised in consultation 
with RBI. This requirement of audit was implemented 
by banks from Financial Year 1984-85. ICAI also 
issued guidance note explaining how this audit should 
be conducted by our members.

Similarly, a representation was made to Finance 
Ministry in 1984 for introduction of Audit of  
Accounts of Stock Brokers. After due consideration 
by the Ministry and Stock Exchanges, this concept 
was also accepted. ICAI drafted the format of 
Accounts and Audit Report which was finalised 
in consultation with Stock Exchanges. This new 
provision was implemented from Financial Year 1984-
85. After SEBI was established in 1992, the format of  
accounts and audit report has been modified. The  
audit report is now to be filed with SEBI. ICAI has 
issued guidance note for this audit also.

Audit Discipline
In order to improve quality of audits and  
certification under the Income-tax Act, 1961 the  
ICAI had issued a Guidance Note on Tax Audit  
u/s 44AB of the Income tax Act in 1985. This has  
been revised from time to time. ICAI has also 
issued, from time to time, Guidance Notes for  
Audits u/s 80HHB, 80HHC, 12A, 92E, 115JB etc. 
A book titled ‘Issues on Tax Audit’ is also issued by  
ICAI from time to time in order to clarify various 
practical issues which are raised by the members 
during various seminar and conferences. The  
purpose of this effort on the part of ICAI, is to 
ensure that Chartered Accountants undertaking tax 
audit assignments maintain and improve the quality  
of audit. The whole effort is to update the members of 
ICAI and provide quality service to the assessees and 
other stakeholders.
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Direct Tax Code
The Direct Tax Code (DTC) bill has been introduced 
in the Parliament in August, 2010. The objective of 
introducing this legislation is to replace the present 
Income tax Act and the Wealth tax Act by new  
Direct Tax Code. Section 87 of this bill provides that 
every person engaged in the specified profession or 
in any business shall maintain books of accounts and 
vouchers as listed in section 87 (4). This section is 
more or less on the same lines as section 44 AA of 
the Income tax Act, 1961. Section 87 (2) provides 
that a person who has entered into an international 
transaction as defined in section 124 (17) shall 
maintain such information and documents as may 
be prescribed by CBDT. This section is similar to  
section 92D of the Income-tax Act, 1961. Section 
88 provides for Tax Audit of books of accounts  
maintained by a person carrying on business or 
profession. This section is similar to section 44AB 
of the Income-tax Act, 1961. The CBDT has to  
prescribe the form of Audit Report to be obtained  
before the due date from a Chartered Accountant. 
In the case of a person entering into international 
transactions a separate audit report is to be obtained 
in the prescribed form. This provision is similar to 
section 92 E of the Income-tax Act, 1961.

To Sum up
The above discussion makes it evident that the  
tax audit provisions introduced in the Income-tax 
Act, 1961 in 1984 have assisted the IT Department  
in making assessments. These provisions have 
celebrated their Silver Jubilee and are being 
increasingly used by the IT Department. Even the 
DTC Bill, 2010, contains these provisions as the IT 
Department has benefited by them. One thing is 
certain, that these provisions have brought discipline  
in the maintenance of accounting records by non- 
corporate business entities. They are now required to 
prepare their yearly financial statements within the 
prescribed time-frame, get them audited and file with 
their returns of income. These statements are used by 
the banks and financial institutions granting financial 
assistance to them. Probably, India is the only country  
in the world to bring in this legislation about 
compulsory tax audit for corporate and non-
corporate business entities. Further, the Government 
in consultation with ICAI, has been successful, 
in spite of the initial opposition, in strengthening 
the requirements of tax audit and maintenance of 
accounts and records by the non-corporate entities. It 

may be noted that, taking a clue from the success of  
this provision, various state governments have also 
made provisions in the State VAT provisions for VAT 
Audit and certification by professional accountants. 
Taking an overall view of these provisions and 
the advantage that accrues to our economy, those  
connected with the accounting profession should try 
to support these provisions and, by their innovative 
ideas, try to strengthen the provisions dealing with 
accounting and auditing. This is one area in which 
our profession is able to discharge its professional 
responsibility to the Society.

With a view to enable our members to keep  
pace with the changing times, ICAI has taken an 
initiative to upgrade the system of education and 
training of students. This has enabled new entrants to 
the profession to stand in competition with members of 
the other professions. The introduction of Compulsory 
Computer Training and exposure to information 
technology has improved the knowledge base  
of the students. Compulsory attendance at CPE 
programmes has enabled our members to keep 
them up-to-date on professional matters. Formation 
of Study Circles at various places has helped our 
members to develop fellowship between them. 
Various conferences, seminars, workshops etc. held at  
regular intervals have enhanced the knowledge base 
of our members. Separate programmes organised 
at regional centres for members in Industry have  
brought such members in the mainstream of Institute 
activities. Today, our members are holding high  
posts in the government, industrial houses, financial 
sector, banks, insurance sector and various other fields 
in India and abroad. All this has been possible as  
ICAI in the last 64 years of its existence has  
consistently laid emphasis on Professional Social 
Responsibility of our members. The Foundation  
of our profession is based on the Motto “Pride 
of Service in preference to personal Gain”. This 
Motto has inspired our members to discharge 
their professional social responsibilities in a better  
manner over the years. 

72


