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The Anatomy of Misconduct

A Chartered Accountant’s Strategic Guide to Upholding the Code of Ethics

Insights curated from The Institute of Chartered Accountants of India, Code of Ethics (Vol. Ill) - Case Laws Referencer. & NotebookLM



This is not a list of rules, but a framework for
ethical judgment.

S .
The Chartered Accountants Act, 1949, and its Schedules Z %% i
provide the “what” of misconduct. This guide explores the ]
“why” and the “"how.” dili
We will move beyond the legalistic order of the code to dissect HisE I
real-world cases, organizing them into four key arenas of L
professional risk. ;

.

The goal is to move from mere compliance to professional |
mastery, equipping you with a mental model for navigating the i |
ethical complexities of your practice. S !
The cases presented are drawn directly from ICAl's disciplinary | %ﬁ*

records, offering unfiltered lessons from the profession’s history. SR
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The Four Arenas of Professional Risk

Theme 1: Guarding the Gates of
the Profession

Focus: How work is secured and professional
transitions are managed. Covers solicitation,
advertising, and communication.

Theme 3: The Crucible of
Technical Diligence
Focus: The integrity of the core

professional work. Covers negligence,
verification, and reporting.

Theme 2: Preserving Professional 8

T
Independence é é
Focus: Avoiding confiicts that compromise

objectivity. Covers inappropriate partnerships,
fee structures, and external business interests.

Theme 4: Conduct Beyond the /\

Engagement
Focus: Actions that impact the reputation H ]:[ ]:[

of the entire profession. Covers "Other C L
Misconduct” and acts bringing disrepute.
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Theme 1: Guarding
the Gates of the
Profession

The profession’s reputation is built
on trust and fair dealing, not
aggressive marketing or improper
succession. How we secure work and
transition from a previous auditor
sets the ethical tone for the entire
engagement.

Key Clauses Covered:

First Schedule, Part |, Clause (6): Prohibits
soliciting clients or professional work directly or
indirectly.

First Schedule, Part |, Clause (7): Prohibits
advertising professional attainments or services.

First Schedule, Part |, Clause (8): Mandates
written communication with a previous auditor
before accepting an appointment.
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Case in Point: Breaches at the Gate

Improper Solicitation

The Action: A member's firm used signboards
“hanged on various electric poles and shutters of
shop.” (Case 1.1.6(65))

The Breach: Clause (6) of Part |, First Schedule -
Soliciting professional work.

Guilty of Professional Misconduct.

The Principle: Public advertising that resembles
retail marketing fundamentally undermines the
dignity and professional standing of a CA.

Failure in Auditor Transition
The Action: An incoming auditor sent a
communication letter to the previous auditor via

registered post, but without an “Acknowledgement
Due” slip. (Case 1.1.8(87))

The Breach: Clause (8) of Part |, First Schedule -
Failure to communicate.

Guilty of Professional Misconduct. The High
Court has observed that there must be positive
evidence that the communication reached the
outgoing auditor.

The Principle: The burden of proof for
communication lies with the incoming auditor. A
mere “Certificate of Posting” is insufficient.
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Theme 2: Preserving
Professional
Independence

A Chartered Accountant's judgment
must be, and must be seen to be,
uncompromised. Entanglements
through inappropriate business
partnerships, conflicts of interest, or
unpermitted occupations erode the
foundation of professional objectivity.

Key Clauses Covered:

e First Schedule, Part |, Clause (4): Entering into
partnership with non-members.

e First Schedule, Part |, Clause (11): Engaging in
any business or occupation other than the
profession of chartered accountancy without
Council permission.

e Second Schedule, Part |, Clause (4): Opining on
financial statements where the auditor has a
substantial interest.
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Case in Point: Compromised Independence

Case Study 1: Unpermitted Business
Engagement

The Action: A practicing CA was found to be
working as a Recovery Agent for a housing finance
company, using harsh and coercive methods. (Case
7))

The Breach: Clause (11) of Part |, First Schedule -
Engaging in another occupation without permission.

Guilty of Professional Misconduct.

The Principle: Occupations that conflict with the
professional duties or public image of a CA are
Impermissible without express consent from the
Council.

Case Study 2: Direct Conflict of
Interest

The Action: A member was a Director in a company
and simultaneously acted as its Auditor. (Case on
page 124, under Second Schedule, Part |, Clause

(4))

The Breach: Second Schedule, Part |, Clause (4) -
Opining on financial statements where substantial
interest is involved.

Guilty of Professional Misconduct.

The Principle: One cannot audit oneself. The roles
of management and auditor are fundamentally
separate and must remain so.
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“This is where trust is truly forged or broken.
Gross negligence, failure to verify, or
certifying information without sufficient
evidence are not mere errors; they are
fundamental failures of professional duty with
severe consequences for the public, clients,
and the profession.”

Key Clauses Covered:

Garamond Premier Pro - - |
Clause (2): Certifying or submitting a report without
I heme 3: I he examining the related records.

Clause (5) & (6): Failing to disclose a material fact or

C]_‘UCible Of Technical report a material misstatement.

Clause (7): Performing duties without due diligence or

Diligence being grossly negligent.

Clause (8): Failing to obtain sufficient information to
form an opinion.
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Case in Point: A Complete Failure of Diligence

A Case of Gross Negligence

. . o Director Unauthorized
In the Digital Age . Party

The Action: An auditor “Handed over
password of Dig. Signature of Director,”
enabling potential misuse and fraud.
(Case on page 175, under Second
Schedule, Part |, Clause (7))

The Breach: Clause (7) of Part |, Second Qe
Schedule — Gross negligence in the e |
conduct of professional duties.

Guilty of Professional Misconduct. [ i

The Principle: Professional responsibility extends to the safeguarding of digital credentials. Ceding control
of a client’s digital signature is an abdication of duty and a catastrophic failure of diligence.
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Case in Point: The Forgery of Truth

A Case of Certifying
Conflicting Realities

The Action

A CA prepared and certified two different
Balance Sheets for the same company from
the same data — one for the bank and
another for the Income Tax Department.
(Case 1.4.2(255))

The Breach

Clause (/) of Part |, Second Schedule (Gross
Negligence) and Clause (2) of Part IV, First
Schedule (Bringing disrepute).

Guilty of Professional Misconduct.

Balance Sheet

Revenue: $10M
Assets: $5M
Assets: $5M
Revenue/ Inrealiance
Assets: $5M

Revenue: $15M
L— Revenues: $10M

Assets: $5M

Assets: $8M

Other lisets: $5M
Other mretinges: $10M

Other Inets: $7M

Balance Sheet l S

Revenue/ Inrearance

Other loaws: $8M

The Principle

A Chartered Accountant's role is to certify a single, true, and fair view of financial

reality. Creating multiple versions for different audiences constitutes fraud and

and is an unforgivable breach of public trust.
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A Chartered Accountant is a professional 24/7.
Actions that, in the opinion of the Council, bring
disrepute to the profession are treated as
misconduct, regardless of whether they are
directly related to professional work. This includes
| acts of dishonesty, fraud, or those that undermine
- NN _T the profession’s esteemed public image.”

Key Clauses Covered:

Theme 4: Conduct » Section 22: “Other Misconduct”: A broad
power to address acts not specified in the

Beyond the Schedules, such as issuing false certificates,
bribery, or forgery.

the En gagement e First Schedule, Part IV, Clause (2): Bringing

disrepute to the profession or the Institute as a
result of his action.
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Case in Point: Bringing the Profession into Disrepute

The “Black Money” Book

The Action: A member authored and published a
book titled ‘Tax Planning for Secret Income (Black

Money)", which explained methods for creating and

converting black money. (Case S 22.1(16))
The Breach: “Other Misconduct” under Section 22.

Guilty. The High Court upheld a five-year removal
from membership, noting the “serious nature of the
misconduct.”

The Principle: A CA must never be seen as an
enabler of illegal financial activity. Even academic
exploration can cross the line if it brings the
profession's integrity into question.

Defrauding the Exchequer

The Action: A member fabricated and forged
advance tax challans for clients, then filed returns
to fraudulently claim refunds, defrauding the
exchequer of Rs. 15 lakhs. (Case S 22.1(17))

The Breach: “"Other Misconduct” under Section 22.

Guilty. Recommended for permanent removal
from the Register of Members.

The Principle: Using professional knowledge to
perpetrate fraud against the government is a
fundamental betrayal that warrants the
profession's ultimate sanction.
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The Common Thread: A Framework for Ethical Judgment

Four Core Principles from the Case Law:

1. Perception Defines Reality. 2. Process is Your Primary Defense.
Your actions are judged not only by your intent, Adhering to procedural requirements, such as

but by how they appear to the public. Conduct written communication with a previous auditor via
that lowers the profession's image, like improper RPATD, is not a mere technicality. It is a critical
advertising or authoring a book on black money, safeguard that provides a clear, defensible record
is itself a form of misconduct. of ethical conduct.

3. Diligence is Non-Negotiable. 4. Your Signature is Your Bond.

The foundation of your work is professional A CA's signature is the ultimate mark of trust. It
skepticism and rigorous verification. Relying on cannot be sold for monetary consideration,
others' work without diligence, failing to examine delegated to an unauthorized person, or affixed to
records, or taking shortcuts is the most common a statement you have not thoroughly verified. It is
path to gross negligence. is the currency of your professional reputation.
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Understanding the Anatomy of
Misconduct is the First Step to Building
a Practice of Enduring Value.

The Code of Ethics is not a list of constraints designed to limit your
practice. It is the blueprint for a career built on public trust, professional
integrity, and unimpeachable judgment. By studying these failures, we

reinforce the foundations of our collective success.
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