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Whether you're new to ethics requirements or looking for a solid refresher, this course covers the essentials.
You'll  explore the philosophical underpinnings of ethical decision-making and then move into the practical
framework CPAs rely on every day — the AICPA Code of Professional Conduct. By the end, you'll have a clearer
understanding of why ethical standards exist and how they shape the responsibilities and behaviors expected of
accounting professionals in practice. 
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Chapter 1: INTRODUCTION TO THE STUDY OF ETHICS

Ethics has a number of functions or goals. The primary function is to develop formulas or logical
constructs that can be used in choosing between various courses of action. The “moral” or “ethical”
thing to do is considered the right thing to do. But it is not always easy to know what the moral
course of action is. Ethical constructs and theories, such as utilitarianism, are designed to be used
as tools of thought in selecting an appropriate, ethical course of action. It does not matter if your
goal is to be the best CPA or the best spouse or friend; the principles that guide one’s actions will
theoretically be the same.

Webster’s Dictionary defines “ethics” as “the discipline dealing with what is good and bad and with
moral duty and obligation” and as “a set of moral principles or values.” The word “moral” is defined
as “of or relating to principles of right and wrong in behavior.” Ethics has also been defined as the
“science of conduct.” First and foremost, ethics is a philosophy. The study of ethics has a long and
rich history in Western civilization, beginning with the early Greek philosophers such as Plato and
Aristotle, emerging along with early Christian thought in the medieval period and continuing into
modern European scholarship. Throughout the centuries, the great philosophers have attempted to
develop normative constructs to use in defining behavior. Many schools of thought have developed
that have been used not only to define conduct, but to establish norms. These theories have been
used variously to justify different courses of conduct as ethical and to promote different modes of
behavior.

The modern professional rules of conduct that govern CPAs – like those governing attorneys and
other professionals – have developed out of those schools of thought with an eye toward establishing
a set  of  norms that  benefit  and promote the profession while  protecting consumers.  A general
understanding of some of the background of this field of study is helpful to more fully understand
the goal of the rules of professional conduct governing CPAs. This type of understanding is also
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Chapter Objective

After completing this chapter, you should be able to:

• Recognize the history and function of ethics.

Observation

Nowhere in the dictionary will you find the definition of ethics as doing that which one is legally
obligated to do. Ethical responsibilities exceed legal obligations.
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useful in analyzing situations that may arise that do not fall squarely within the parameters of one
of  the specific professional  rules.  The ethical  CPA should be able to  determine the appropriate
course of action regardless of the circumstances in which he or she finds himself or herself. We will
begin our discussion with a brief overview of a few of the major philosophical ethical constructs
and then examine how those constructs can be used as models in guiding the behavior of CPAs.

Most societies attempt to compel ethical behavior by requiring adherence to a series of laws (in this
way, the rules of professional conduct governing CPAs can be viewed as laws designed to ensure that
CPAs act  ethically).  English philosopher John Austin wrote that  “a law, in the most general  and
comprehensive acceptation in which the term, in its literal meaning, is employed, may be said to be
a rule laid down for the guidance of an intelligent being by an intelligent being having power over
him.” This definition is taken from Austin’s “The Providence of Jurisprudence Determined,” first
published in 1832. Austin defines several types of laws. First, according to Austin, are laws laid down
by God to govern the behavior of man. These are referred to as “natural laws.”

Next are laws established by men, which are termed “positive laws,” or laws that exist by position.
Every law, according to Austin, is a “command”:

Summary: Philosopher John Austin believed there are 2 types of laws:

1) Natural Laws – Laws laid down by God to govern the behavior of man;

2) Positive Laws – Laws that are established by men.

Viewed according to this philosophical model, the AICPA’s  Code of Professional Conduct is most
properly characterized as a set of commands. As they are commands laid down by man to govern
the  conduct  of  man,  philosopher  John  Austin  would  classify  the  AICPA’s  Code  of  Professional
Conduct as a “positive law.” And as the result of a failure to follow or abide by a rule of professional
conduct can lead to the imposition of a punishment or a sanction, that rule of professional conduct
can again, according to Austin’s philosophical model, properly be referred to as a positive law. Even
though the purpose of the rule is to achieve a certain good, the rule is defined by the sanction that is
threatened when there is non-compliance:

I  am  determined  or  inclined  to  comply  with  the  wish  of  another,  by  the  fear  of
disadvantage or evil. I am also determined or inclined to comply with the wish of another,
by the hope of advantage or good. But it is only by the chance of incurring evil, that I am
bound or obliged to compliance. It is only by conditional evil, that duties are sanctioned
or enforced. It is the power and purpose of inflicting eventual evil, and not the power and
purpose of imparting eventual good, which gives to the expression of a wish the name of
a command.

Thus,  the  AICPA  Code  requirement  that  CPAs  “maintain  objectivity  and  be  free  of  conflicts  of
interest in discharging professional responsibilities” (Article IV) takes the form of a “command”
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over CPAs through the risk that a CPA who fails to act with objectivity in discharging his or her
obligations could be sanctioned by the AICPA. It is through knowledge that a sanction is possible
that the CPA follows the “commands” of the rules of professional conduct.

It  is  through the fact  that  the members of  the group, in this  case CPAs,  follow the same set  of
commands, that a “society” is established: “In order that a given society may form a society political,
the  generality  or  bulk  of  its  members  must  habitually  obey  a  superior  determinate  as  well  as
common.” Thus, accountants, while they do not form a “society” within the traditional meaning of
the term, defined as a political entity, do form a society in the broader definition as a group of
individuals who voluntarily submit themselves to the same set of rules under the threat that non-
compliance with any particular positive law can lead to the imposition of a sanction.

THE VALUE OF PROFESSIONAL CODES OF ETHICS

It is easy to say that professional ethical codes have been developed to protect consumers and to
promote the business whose ethics are being regulated. Stated in the abstract, however, this is of
limited value. To truly understand the ethical rules governing CPAs, it is important to have a better
understanding of the value that the rules provide. The field of ethics is involved in defining behavior
as good or bad. People in business generally have as their primary motivation increasing profits. If
we assume, contrary to some philosophical theories, that people will not behave ethically simply
because it is the right thing to do, then there must be some additional incentive or motivation for
people to act in an ethical manner. One obvious motivation is the fear of sanction or punishment
that can come with non-compliance. No CPA would reasonably do something that he knew could
result  in  the  loss  of  his  license  to  practice  because  such  action  would  threaten  the  person’s
livelihood. But there are other reasons that the CPA should be concerned about following ethical
rules. First, being ethical is the right thing to do. Second, being ethical will often lead to greater
professional success.

Ethical rules governing CPAs and other professionals therefore have a joint purpose. On the one
hand, as we said earlier, the rules protect consumers. This is true regardless of what motivates the
individual  CPA  to  follow  them.  The  rules  also  help  to  promote  the  profession  by  providing  a
consistency in the way that problems are approached. But since not all problems or predicaments
are  predictable,  and therefore  there  is  no rule  to  govern every  potential  contingency,  the  truly
ethical accountant is one who understands the value of the rules and the basis behind them. That
accountant is therefore better situated to determine the ethical course of action when faced with a
difficult situation. The most important reason for CPAs to follow professional ethics is simply to
behave in the most ethical manner.

Chapter 1: Introduction To The Study Of Ethics
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Chapter 1: TEST YOUR KNOWLEDGE

The following  questions  are  designed to  ensure  that  you  have  a  complete  understanding  of  the
information  presented  in  the  chapter  (assignment).  They  are  included  as  an  additional  tool  to
enhance your learning experience and do not need to be submitted in order to receive CPE credit.

We recommend that you answer each question and then compare your response to the suggested
solutions on the following page(s) before answering the final exam questions related to this chapter
(assignment).

1. Which of the following were the earliest to study the philosophy of ethics in Western
civilization:

A. the Founding Fathers of the United States

B. medieval Christians

C. Greek philosophers such as Plato and Aristotle

D. the Roman Empire

2. What is the primary reason Austin believed that people follow rules or laws:

A. fear of sanction

B. a desire to do the moral thing

C. fear of stigmatism

D. a desire to conform to societal norms
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Review Question Responses

1. Which of the following were the earliest to study the philosophy of ethics in Western
civilization: 

A. the Founding Fathers of the United States 
Incorrect. The study of ethics goes back much further than the founding of the
United States. 

B. medieval Christians 
Incorrect. Although medieval Christians did study the philosophy of ethics, they
were far from the first to do so in the West. 

C. Greek philosophers such as Plato and Aristotle 
CORRECT.  The study of the philosophy of ethics in Western civilization has its

roots in the classical Greek philosophers of Plato and Aristotle. 

D. the Roman Empire 
Incorrect. The Roman empire debated the philosophy of ethics, but were not the
earliest to do so. 

2. What is the primary reason Austin believed that people follow rules or laws: 

A. fear of sanction 
CORRECT.  Austin believed that people are motivated most by fear of sanction for

non-compliance. 

B. a desire to do the moral thing 
Incorrect. Austin believed that more people act out of fear than out of a desire to
do the right thing. 

C. fear of stigmatism 
Incorrect. A stigmatism can be a type of sanction. However,  it  is  not nearly as
broad as a sanction. 

D. a desire to conform to societal norms 
Incorrect. According to Austin, many people act in order to conform to societal
norms. However, more act in order to avoid being punished. 
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Chapter 2: THE AICPA CODE OF PROFESSIONAL CONDUCT

INTRODUCTION

The Code of Professional Conduct provides guidelines for accounting practitioners in the conduct of
their professional affairs. A member of the AICPA must observe all the Rules of Conduct unless an
exception applies. The need to observe the Rules of Conduct also extends to individuals who carry
out tasks on behalf of an AICPA member. A member may be held responsible for a violation of the
rules committed by fellow partners, shareholders, or any other person associated with him who is
engaged  in  the  practice  of  public  accounting.  The  bylaws  of  the  AICPA  provide  the  basis  for
determining whether a member has violated the Rules of Conduct. If a member is found guilty of a
violation, he or she may be admonished, suspended or expelled.

A member of the AICPA also must be aware of Interpretations of the AICPA Rules of Conduct. After
public  exposure,  Interpretations of  the AICPA Rules  of  Conduct  are  published by the Executive
Committee of the Professional Ethics Division. Interpretations are not intended to limit the scope or
application of  the  Rules  of  Conduct.  A  member of  the  AICPA who departs  from the guidelines
provided in the Interpretations has the burden of justifying such departure.

RULES

The following definitions are used in the Rules of the Code of Professional Conduct:

Professional  Services  - .  Include  all  services  requiring  accountancy  or  related  skills  that  are
performed by a member for a client, an employer, or on a volunteer basis. These services include,
but are not limited to accounting, audit and other attest services, tax, bookkeeping, management
consulting,  financial  management,  corporate  governance,  personal  financial  planning,  business
valuation, litigation support, educational, and those services for which standards are promulgated
by bodies designated by Council.

Public practice - Consists of the performance of professional services for a client by a member or
member’s firm.

Chapter
2:
The
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Chapter Objective

After completing this chapter, you should be able to:

• Recognize the rules of the Code of Professional Conduct.
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