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Reinforcing Ethics: Need of the hour

Historical perspective
Ethics is the most valued attribute of an individual 
and cornerstone of any profession. Entrusted with the 
responsibility to act in public interest, the profession 
of chartered accountancy requires compliance with 
highest benchmark of ethics. Recognising this 
need, the Institute of Chartered Accountants of 

In the present era of ever rising societal and business expectations, ethics have come to be regarded 
as cornerstone of any profession. The Indian accountancy profession, which is entrusted with the 
responsibility of acting in public interest, is no exception to this phenomenon and is guided by a 
Code of Ethics since 1963, which has undergone several changes in line with changing times and 
needs. 

In this special write-up, the author emphasizes on the need to keep the ICAI Code of Ethics 
updated on the ongoing basis, particularly in the backdrop of changing times, increasing complexities 
and multiple regulatory changes impacting the accounting and auditing profession. Among other 
aspects of professional ethics, he also talks about important triggers/elements to be considered for 
revising ICAI Code of Ethics. Here it is pertinent to note that the Ethical Standards Board (ESB) of 
the ICAI and the ICAI Council are already on the job in this regard. The ESB has started the process 
of revision and the Central Council, in its May 2018 meeting, has given in principle approval to ESB 
to start the process of revision. Read on to know more…

CA. Sanjiv Choudhary
(The author is a member of the 
Institute. He can be reached at 
casanjivkchaudhary@gmail.com.)
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India (‘ICAI’) had established the Code of Ethics 
(‘Code’) for its members since 1963. It is essentially 
a set of professional ethical standards, regulating the 
relationship of Chartered Accountants with their 
clients, employers, employees, fellow members of 
the group and the public generally. 

The purpose of a Code of Ethics is to communicate 
the ethical viewpoint of the profession to others. It 
serves as a guideline for professionalism and quality 
of service. The ICAI Code of Ethics recognises that 
the objectives of the accountancy profession are to 
work to the highest standards of professionalism, 
to attain the highest levels of performance and 
generally to meet the public interest requirement. 
The fundamental principles of the ICAI Code 
of Ethics are Integrity, Objectivity, Professional 
Competence and Due Care, Confidentiality and 
Professional Behaviour. 

Since its issuance in 1963, the ICAI Code of 
Ethics has undergone several changes over a period 
of time to address various developments and societal 
expectations. The existing version of ICAI Code 
of Ethics, which is effective since January 2009, is 
based on provisions of The Chartered Accountants 
Act, 1949, Chartered Accountants Regulations, 
1988, Council Guidelines issued from time to time, 
and also on the provisions of International Code 
of Ethics for Professional Accountants, issued 
by The International Ethics Standards Board for 
Accountants (IESBA).

ICAI Code of Ethics: Need for revision
With the changing times, increasing complexities 
and multiple regulatory changes impacting the 
accounting and auditing profession, there is a need 
to keep the Code of Ethics updated on an ongoing 
basis and the Ethical Standards Board (ESB) of the 
ICAI and the Council of the ICAI are already on the 
job in this regard. The ESB has started the process 
of revision and the Central Council, in its May 2018 
meeting, has given in principle approval to ESB to 
start the process of revision. The following are some 
of the important triggers/elements to be considered 
in this context:
• Synchronisation with various regulations
 Since the last updation of the ICAI Code, various 

laws/regulations have been promulgated. In 
some cases, the requirements laid down in these 
laws/regulations are not fully synchronised with 
the requirements of the Code. One of the most 
important developments is the promulgation of 

Companies Act, 2013 (‘Act’). The Act provides 
various requirements relating to independence 
of auditors – both personal and professional. It 
also lays down certain requirements to address 
potential conflict of interests of auditors with 
their clients, such as business relationships. It 
may be noted that some of the requirements 
of the Companies Act, 2013 are different as 
compared to ICAI Code, e.g.:
- Under the Act, any form of business 

relationship is prohibited (other than 
commercial transactions which are in the 
ordinary course of business and at arm’s 
length). However, under the Code, business 
relationships with an audit client which are 
immaterial and insignificant are considered 
to be permissible. 

- Similarly, under the Act, a person who, or 
whose relative or partner is indebted to a 
company, or its subsidiary, or its holding or 
associate company or a subsidiary of such 
holding company in excess of rupees five 
lakh shall not be eligible for appointment as 
an auditor of company. The ICAI Code does 
not include any such restriction on auditor’s 
indebtedness to the audit client.

- Under the Act, an auditor is prohibited 
from rendering services like design/ 
implementation of a financial information 
systems. However, the ICAI Code follows a 
threats and safeguards approach and permits 
the service, if adequate safeguards are in place.
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 Similarly, there are changes in other Acts/ 
Regulations, which may necessitate review of 
existing ICAI Code, e.g.:
- New requirements with regard to partner 

rotation on audit clients to mitigate any 
potential long association risk under various 
regulations such as National Housing Bank 
Act, 1987, revised regulatory framework for 
Non-Banking Financial Companies (NBFCs)

- The matter relating to long overdue fee 
and potential self-interest threat after 
implementation of Insolvency and Bankruptcy 
Code (IBC)

In view of the above developments, the ICAI 
Code may be reviewed to synchronise with various 
regulations.

• Revision of International Code of Ethics for 
professional accountants issued by IESBA

 As mentioned above, the ICAI Code of Ethics is 
based on the Code issued by IESBA. The IESBA 
Code has recently been revised in April 2018. 
The revised IESBA Code includes significant and 
new/substantially revised requirements, such 
as, those relating to non-compliance with laws 
and regulations (NOCLAR), long association 

of personnel (including partner rotation) with 
an audit client, safeguards and issues relating 
to professional accountants in business (PAIBs) 
(such as pressure to breach the fundamental 
principles). 
In view of the above, there is need to review 

the ICAI Code in the context of new or enhanced 
requirements under IESBA Code. 

Increased Societal Expectations: A 
Balancing Act
In recent times, the role of auditors is one of the 
most frequently discussed areas amongst public, 
media, regulators and even among auditors. 
Among other things, independence of auditors and 
perceived conflict of interests of the auditors with 
the entities being audited by them have come in 
sharp focus. Considering this, there is even a bigger 
need for the chartered accountancy professionals 
to demonstrate that they follow the Code in spirit 
and in appearance, so as to ensure public trust and 
confidence. To address the overall public perception, 
it is important to follow a balanced approach, 
whereby, on one hand, it needs to be evaluated 
whether certain additional safeguards or other 
stringent requirements need to be built in the Code; 
and, at the same time, there is a need to generate 
awareness among various stakeholders to set the 
expectations right with regard to role of auditors.

Besides the above, the ICAI has various other 
guidelines, e.g., networking guidelines and FAQs etc. 
over a period of time dealing with various matters 
relating to ethics. The relevant aspects of these 
pronouncements/guidance may be considered to be 
included in the revision of ICAI Code of Ethics. 
•  Artificial Restrictions 
 In arriving at the relevant Code, any artificial 

restrictions are required to be eliminated for an 
effective implementation. Enablers like multi-
disciplinary firms which are allowed under the 

One of the most important elements of Code of Ethics 
is to ensure independence of auditors. This is an 

area of prime importance; which helps ensure that 
the auditors can work without any influence and 

hence lend credibility to the financial statements. 
Since auditor independence directly impacts 

public interest, upholding and maintaining it is an 
important area. 

In recent times, the role of auditors is one of the 
most frequently discussed areas amongst public, 

media, regulators and even among auditors. 
Among other things, independence of auditors and 
perceived conflict of interests of the auditors with 

the entities being audited by them have come in 
sharp focus. Considering this, there is even a bigger 
need for the chartered accountancy professionals 
to demonstrate that they follow the Code in spirit 

and in appearance, so as to ensure public trust and 
confidence. 
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Companies Act, 2013 [proviso to sub section 
141(1)] may be given a serious thought. This is 
important in today’s era of business complexity, 
rapidly evolving technology, and increasing 
local and global regulations, which necessitate 
involvement of varied skill-sets and expertise in 
areas such as information technology, valuation, 
forensic etc., for carrying out an effective and 
qualitative audit. Similarly, a fresh thinking 
towards usage of firm’s name by its partners 
while expressing professional views at a public 
forum, may be worthwhile. 

Independence of Auditors: Non-Audit 
Services
One of the most important elements of Code of 
Ethics is to ensure independence of auditors. This 
is an area of prime importance; which helps ensure 
that the auditors can work without any influence and 
hence lend credibility to the financial statements. 
Since auditor independence directly impacts 
public interest, upholding and maintaining it is an 
important area. 

One of the important areas of public scrutiny, in 
relation to auditor independence has been rendering 
of non-audit services. A number of important 
provisions in this regard have been built into almost 
all the leading jurisdictions in the world, such as the 
USA’s Sarbanes Oxley Act 2002, the IESBA Code 
of Ethics, or ICAI’s Code of Ethics, etc. By applying 
adequate safeguards and segregating services that 
could indeed impair independence from those 
that would not, auditors should be in a position to 
render several non-conflicted services for their audit 
clients without violating basic principles of trust and 
independence. While there are various regulations 
surrounding provision of non-audit services, it is 
again important that these regulations are followed 
in substance, so that there is no independence 
conflict or self-review threat for an auditor.

Practical Implementation and Enforcement
For successful implementation of any regulation, 
two essential elements are practicality and effective 
enforcement. The requirements of the current 
Code should be evaluated to ensure that these are 
practically implementable and work as an enabler 
to the profession. Further, the best regulation is 
of no use without effective implementation and 
enforcement thereof. There should be more in-built 
checks and balances, and guidance for relevant 

regulations for robust monitoring thereof and the 
cases of non-compliance should be dealt with in an 
expeditious manner. 

Education and Trainings
It is also imperative that the members are educated 
about the new concepts and application thereof and 
the importance of the Code is reiterated through 
continuing professional education programs and 
specific trainings. Issuance of timely guidance in the 
form of frequently asked questions and checklists 
would also be helpful for an effective implementation. 

Conclusion 
The overall economic environment, ever-increasing 
stake-holders' expectations and regulatory and 
public perception put together have brought ethics 
in a sharp focus as never before. While professional 
bodies and regulators like ICAI would continue to 
codify and update the best practices, ultimately, it 
is the responsibility of each professional to ensure 
compliance in letter and spirit. This is the only way to 
uphold professional values and build creditably with 
the clients and public at large on a long-term and 
sustainable basis. On the other hand, it is desirable 
that the regulations are conducive, current, and 
implementable with an objectivity and enforcement. 
Synchronisation of relevant elements with global 
experience will help in achieving the objective. 

The overall economic environment, ever-increasing 
stake-holders' expectations and regulatory and 

public perception put together have brought ethics 
in a sharp focus as never before. While professional 

bodies and regulators like ICAI would continue to 
codify and update the best practices, ultimately, it 

is the responsibility of each professional to ensure 
compliance in letter and spirit. 
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The fools neither forgive nor forget; the naive forgive and forget; the wise forgive but do not forget. - Thomas Szasz
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