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Unit- 1. Introduction,  

What is ethics? 

At its simplest, ethics is a system of moral principles. They affect how people make 
decisions and lead their lives. 

Ethics is concerned with what is good for individuals and society and is also 
described as moral philosophy. 

The term is derived from the Greek word ethos which can mean custom, habit, 
character or disposition. 

Ethics covers the following dilemmas: 

 how to live a good life 

 our rights and responsibilities 

 the language of right and wrong 

 moral decisions - what is good and bad? 

 

Our concepts of ethics have been derived from religions, philosophies and cultures. 
They infuse debates on topics like abortion, human rights and professional 
conduct. 

Approaches to ethics 

Philosophers nowadays tend to divide ethical theories into three areas:  

I. Metaethics,  

II. Normative ethics and  

III. Applied ethics. 

 Meta-ethics deals with the nature of moral judgement. It looks at the origins and meaning 
of ethical principles. 

 Normative ethics is concerned with the content of moral judgements and the criteria for 
what is right or wrong. 

 Applied ethics looks at controversial topics like war, animal rights and capital punishment 
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Ethics-meaning & Concept,  

Ethics vs Morals 

 

Many people use the words Ethics and Morality interchangeably. However, 
there is a difference between Ethics and Morals. 

To put it in simple terms, Ethics = Morals + Reasoning. 

To have an ethical viewpoint, you should be able to give some reason for it. Yes, 

Ethics is Moral Philosophy, and Philosophy is all about reasoning  

For example, you might feel that it is morally wrong to steal, but if you have an 
ethical viewpoint on it, it should be based on some sets of arguments and 
analysis about why it would be wrong to steal. 
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To be moral is all about adhering to what is described (by society or religion). 
But to be ethical, you should figure out what is right – by applying some 
principles and considering all the complexities involved. Clearly, the ethical life 
is the harder path. 

Ethics and Morals – An Analogy with a Car Driver and an 
Automobile Engineer 

 

Let’s take the case of a car driver and an automobile engineer. The car driver 
knows how to drive a car, but he may not know the engine mechanism or design 
principles. However an automobile engineer is concerned with how the car 
works, and the principles involved. 

Connecting the above example with ethics and morals, you can see that 
following morals is just like driving the car without understanding the working 
principles of the engine. But if you follow ethical principles – you would be 
using reasoning and analysis (just like the automobile engineer in the above 
example) to understand the situation/case better. If the engine starts to create 
trouble, the engineer may be able to use the problem-solving approach as well. 
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DIFFERENT TYPES OF ETHICS 

We need to identify that there are different types of ethics and you may have been already exposed 
to them. 

PERSONAL 
COMMON 
PROFESSIONAL 

Personal Ethics 

 Includes your personal values and moral qualities. 

 Influenced by family, friends, culture, religion, education and many other factors. 

 Examples: I believe racism is morally wrong. I am in favor of abortion. 

 Personal ethics can change and are chosen by an individual. 

Common Ethics 

 Ethics that the majority of people agree on. 

 Many philosophers argue there is no such ethics. 

 Do we have the same ethics in the world? Do we have the same ethics in the U.S.? Does 
everyone in your family share the same ethics? 

 Examples: Murdering people for the sake of murder is wrong. 

 Notice how this would change in the context of self-defense. 

 Common ethics have to be very general to avoid disagreement. 

Professional Ethics 

 Rules imposed on an employee in a company, or as member of a profession. For instance, 
journalists, doctors, lawyers, etc. 

 Imposed when you are a part of a professional setting or when you are being trained or 
educated for working for a specific profession. 

 Examples: no gossiping, time management, punctuality, confidentiality, transparency. 

 Not adhering to these may harm your professional reputation. 

 

Conflict between self-interest & Morality Dilemmas. 
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Conflict of Interest 
A conflict of interest arises when what is in a person’s best interest is not in the best 
interest of another person or organization to which that individual owes loyalty. 

For example, an employee may simultaneously help himself but hurt his employer by 
taking a bribe to purchase inferior goods for his company’s use. 

A conflict of interest can also exist when a person must answer to two different 
individuals or groups whose needs are at odds with each other. In this case, serving 
one individual or group will injure the other. 

In business and law, having a “fiduciary responsibility” to someone is known as 
having a “duty of loyalty.” For example, auditors owe a duty of loyalty to investors 
who rely upon the financial reports that the auditors certify. But auditors are hired 
and paid directly by the companies whose reports they review. The duty of loyalty an 
auditor owes to investors can be at odds with the auditor’s need to keep the company 
– its client – happy, as well as with the company’s desire to look like a safe 
investment. 

So, those of us who wish to be ethical people must consciously avoid situations where 
we benefit ourselves by being disloyal to others. 

 

Conflicts of interest and ethical threats  

All employees should act ethically both at work and in their private life.  

Members of professional bodies, such as qualified accountants, often have codes of ethics to 

guide them when ethical dilemmas arise. A discussion of what is meant by "professional" and 

different codes of ethics can be found here. 

This page looks at specific conflicts of interest and ethical threats. 

Conflicts of interest and ethical threats  

 Conflicts of interest and their resolution are explained in the conceptual framework to the 

code of ethics. 
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A framework is needed because it is impossible to define every situation where threats to 

fundamental principles may occur or the mitigating action required.  

Different assignments may also create different threats and mitigating actions - again it is not 

possible to detail all the assignments an accountant undertakes.  

The framework helps to identify threats - using the fundamental principles as guidance.  

This approach is preferable to following a set of rules - which may not be applicable. (see later 

in this chapter).  

Once a material threat has been identified, mitigating activities will be performed to ensure 

that compliance with fundamental principles is not compromised.  

Where conflicts arise in the application of fundamental principles, the code of ethics provides 

guidance on how to resolve the conflict.  

Conflicts of interest  

There are potential threats which may lead to conflicts of interest and lack of independence. 

These are: 

self-interest  

self-review  

advocacy  
familiarity  
intimidation.  

A threat to independence is any matter, real or perceived, that implies the accountant is not 

providing an independent view or report in a specific situation. 

An accountant needs to be independent so others can place reliance on his/her work.  

Lack of independence implies bias, meaning less reliance would be placed.  
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Conceptual framework  

A conceptual framework can be explained as follows: 

It provides an initial set of assumptions values and definitions which are agreed upon and 

shared by all those subject to the framework.  

It is stated in relatively general terms so it is easy to understand and communicate.  

It recognises that ethical issues may have no 'correct' answer and therefore provides the 

generalised guidelines and principles to apply to any situation.  

Safeguards  

Safeguards seek to reduce or eliminate threats. They fall into three categories created by the: 

Profession  

These include: 

education and training including CPD requirements  

setting of corporate governance regulations and professional standards  

monitoring of professional work including disciplinary proceeding  

Work environment  
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There are many examples which include: 

internal control systems  
review procedures  
disciplinary procedures  
organisational codes of ethics  
separate review and reporting for key engagements.  
Individual  
These include: 
complying with professional standards  
maintaining records of contentious issues  
mentoring  
contacting professional bodies with queries.  

Ethical threats and safeguards  

An ethical threat is a situation where a person or corporation is tempted not to follow their 

code of ethics.  

An ethical safeguard provides guidance or a course of action which attempts to remove the 

ethical threat.  

Ethical threats apply to accountants - whether in practice or business.  

The safeguards to those threats vary depending on the specific threat.  

The professional accountant must always be aware that fundamental principles may be 

compromised and therefore look for methods of mitigating each threat as it is identified.   

Examples of ethical threats and safeguards  



Business Ethics    12 | P a g e  

 

 

 



Business Ethics    13 | P a g e  

 

 



Business Ethics    14 | P a g e  

 

  

Ethical dilemmas and conflict resolution  

Rules- and principles-based approaches  

Most professional institutes use a principles-based approach to resolving ethical dilemmas.  

Use of a rules-based approach is normally inappropriate as rules cannot cover every 

eventuality.  

 Rules- and principles-based approaches 
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Rules-based approach  

Benefits: 

Easy to check compliance as based on fact.  

Easy to amend rule set as required.  

Disadvantages: 

The list of rules may not be complete.  

There is no room for individual decision making.  

Principles-based approach  

Benefits: 

Recognises that every threat cannot simply be 'listed'.  

Allows for subjective judgement, so the member can apply the principles in accordance with 

their specific situation and nature of the threat.  

Disadvantages: 

In some situations it may be difficult to confirm that the compliance action was appropriate as 

two people may make different and valid decisions based on the same threat and 

circumstances.  


