[bookmark: _Toc8589597]A critical evaluation on the effectiveness of self-regulatory codes in the accounting profession
[bookmark: _GoBack]
2.0 Introduction
The purpose of this chapter within the dissertation is to carry out a review of available literature concerning the effectiveness of self-regulatory codes in minimising problems of malpractice or fraud in the accounting profession as this area has a paucity of academic research on the everyday ethical behaviour of professional accountants. The purpose of this literature review will be to achieve the first research objective of the dissertation: 
To critically analyse previous academic literature on the rationale of self-regulatory codes within the accounting profession. The premise of the dissertation is that major accounting scandals have had a negative impact on the accounting profession.
To meet the objective, this chapter will use several sources such as academic journals, relevant textbooks, government publications, accounting websites, professional accounting bodies and newspaper articles. Literature within this chapter will also be considered to enable and assist the researcher in the design of primary research and methodology for collecting data within chapter three.
The purpose of this literature review will be to identify the rationale of regulation, self-regulation and codes within current literature which is relevant within the accounting profession. Secondly, to analyse current theoretical concepts and frameworks available within the accounting profession. Lastly, the literature review seeks to evaluate limitations of current research and identify any gaps within the literature.
[bookmark: _Toc8589598]2.1 Government Regulation
Regulation has been identified to have a high relevance within the accounting profession and therefore, this dissertation must explore the rationale for regulation. The purpose of regulation is for the government to enforce rules to manage the behaviour of businesses (L'etang, 1992). There are two types of regulation there is hard regulation and soft regulation. Hard regulation refers to laws, acts, formal or informal rules, policies, goals, concepts and strategies that can impact, enable or encourage the behaviour of businesses (Crane & Matten, 2016). This type of regulation is also known as imperative regulation. The government form legislation and are backed up by Parliament, the police and courts who can grant penalties  (OECD, 2002). However, other forms of regulation such as soft regulation are not always enforced by the government but by private regulator bodies which are formally known as private regulation where rules are produced by business associations and civil society actors which tries to promote and encourage ethical behaviour in businesses. In the UK The Financial Reporting Council (FRC) is an independent regulator funded by the government who are responsible on behalf of the government for the monitoring and enforcing actuarial, accounting and audit standards which were founded in 1990. 
Carroll & Buchholtz (2009) suggest that It is important that accounting practices fully understand regulatory frameworks as it can help the development and implementation of strategies. Regulation is an important factor not only to businesses but for accountants as it has the following principles, to promote consistency, fairness, simplicity, to be transparent and efficient, provide clarity and accountability (BIS, 2011). However, Crane and Matten (2016) state that government regulation has not been widely accepted by companies. This is due to the government offering little persuasion or encouragement towards businesses and the government having a lack of funds. The lack of expertise in specific industries and how time consuming it can be to enforce rules and regulations. Therefore, professional accountants require professional bodies who are self-regulators and can propose further strategies and professional bodies are needed to impose higher ethical standards (Cise, 1966). According to Malhotra (2013) the lack of enforcement techniques within regulation can be ineffective within the accounting profession and suggests that self-regulators need to enforce better regulation. 
[bookmark: _Toc8589599]2.1.1 Self-Regulation in the accounting profession
As identified above self-regulation is an important factor within the accounting profession. Self-regulation differs from regulation and referred to as soft which is based on guidelines and set standards for codes of practice, conduct or ethics (Maitland, 1985). 
There has been an increase in self-regulation which is not enforced entirely by the government and is more industry focussed. OECD (2015) official definition of self-regulation is that;
 Many professions adopt self-regulation, i.e., develop and self-enforce rules commonly arrived at for the mutual benefit of members. Self-regulation may be adopted in order to maintain professional reputation, education and ethical standards. 
 Self-regulation negotiates and enforces codes within industries and have statutory backing or some government involvement (Bartle & Vass, 2005).
[bookmark: _Hlk7259894]Self-regulation aim to encourage financial industries with a proactive approach and encourage ethical behaviour to achieve objectives faster due to the major time constraint that government regulations face (Bartle & Vass, 2005) this is due to the commitment and professional knowledge that self-regulators have within professional sectors. Institutions of self-regulators can be the following; professional bodies, trade associations and public interest groups who usually are efficient and have expertise within different industries however, (Baldwin, et al., 2012) claim that there are concerns and worries from critics that self-regulators will have weaknesses in regards to who mandates the accountability and the fairness of procedures. According to the FRC’s website there are six Recognised Supervisory Bodies (RSB) who have been governed by FRC since 2003 (see appendix 1). A suitable model for professional self-regulation within accounting has been adapted and can be seen in figure 2.1, the [image: ]original can be found in appendix 2.
[bookmark: _Toc8395679][bookmark: _Toc8395721][bookmark: _Toc8402234]Figure 2.1 Self-regulation model in the accounting profession adapted from: (Johnson, 2016). 
However, Bartle and Vass (2005) identified in their study that several accountants were unsure of the meaning of self-regulation and negative about and noted that their perceptions on the topic claimed that self-regulation can result in anti-competitive behaviour by focussing on the private interest and not actually pursuing the public interest although concluded that there is a lack of understanding. Although (Thomas, 2018) identified that new research has suggested that regulation within the accounting profession by its members (otherwise known as self-regulation) has had a positive impact towards accountants and their professionalism. Payne et al (2018) reports that there is need for further development of a system of self-regulation that applies to all self-regulators, as this would help to maintain the reputation of accountants, education and ethical standards through having the same codes of ethics.  
[bookmark: _Toc8589600]2.1.2 General Codes
Regulation, self-regulation and codes are the rationale for an effective system of discipline in relation to ethics and the behaviour of professionals (Vaagan, 2002) however, for the purpose of this dissertation it will focus only on the accounting profession. L’etang (1992) has simply categorised codes into three sections: codes of ethics, conduct and practice which are all vital to professionals such as accountants. CIMA, ICAEW and ACCA all have codes of ethics and conduct which applies to all members who are associated with these professional accounting bodies.
Dean (1992) has suggested that the implementation of codes are methods to regulate professional ethics that is if the codes have been developed correctly and concluded that codes a widely needed within professions although notes that codes alone are not enough to have a consistency within ethical behaviour. However, in agreement (Higgs-Kleyn & Kapelianis, 1999, p. 365) suggest that “codes should only be viewed as one part of a larger system intended to promote ethical conduct and codes should provide a supported environment for such professionals”. 
 Codes, however, can be perceived differently between accountant’s and their opinions of what is acceptable behaviour can have a major difference according to (Payne, et al., 2018), while (Green & Weber, 1997) argues that codes are beneficial and have a huge effect on the ethical behaviour in the accounting profession due to professional bodies such as ACCA, CIMMA and ICAEW all adopting the same codes published by the IFAC. 
[bookmark: _Toc8589601]2.1.2.1 Professional Ethics
Ethics has become a major topic and concern for current issues for professional accountants. The perception of ethics can vary from cultures, individuals, society and professional moral values which can make it problematic to define (Malhotra, 2013). There are many definitions of ethics, but most of them conclude with what is right and what is wrong. One definition of ethics from (Onyebuchi, 2011) cited in (Payne, et al., 2018, p. 223) is “The systematic study of conduct based on moral principle, reflective choices, and standards or right and wrong”. Whereas (Johnson, et al., 2015) argued that ethics is based upon the behaviour and actions of people within an organisation. However, Crane and Matten (2016) explain that ethics is a study of morality and reasoning for rules and principles. 
Gill (2009) claims that in the accounting profession ethics has developed into a technical term for professional accountants whereas (Flanagan & Clarke, 2007) have some concerns that rules, regulations and ethics are simply not efficient enough. According to (Onyebuchi, 2011) cited in (Payne, et al., 2018, p. 216) “ethics in accounting is in one of the most important, yet most misunderstood, concerns in the world of business today”. Gill (2009) concluded in his research that the concept of ethics varied between accountants and they all had their own opinions on ethics and suggests that there is a need for further development on the concept of ethics. 
[bookmark: _Toc8589602]2.1.2.2 Professional codes of ethics
Codes of ethics are usually formed on a set of ethical principles defined by (L'etang, 1992), this is the same for all professions the only differences are the underpinning principles within the code. Codes of ethics within the accounting profession are based upon fundamental principles and guidelines in relation to improving professional ethics which its members must adopt and comply with (Higgs-Kleyn & Kapelianis, 1999). 
[bookmark: _Hlk1728568]Codes of ethics can vary slightly depending on the professional accounting body however, in the UK the six main professional accounting bodies adopt the same code of ethics (Payne, et al., 2018, p. 224) have identified that “codes of ethics provide a coherent articulation of the ideas, responsibilities, and limitations of the collective ethic of a profession’s members”. Flanagan and Clarke (2007) argue that codes of ethics will not solve the overall problem of malpractice, fraud or ethical and moral behaviour of individuals especially when it comes to the accounting profession as it would be hard to ensure all accountants are following the code of ethics correctly. 
[bookmark: _Toc8589603]2.1.2.3 Ethics for professional accountants
Originally accountants were perceived as ethical professionals due to the nature of their role however, academics, the public and news have all doubted the ethics of professional accountants (Caglio & Cameran, 2017). All professional accounting bodies/institutes such as ICAEW, ACCA and CIMMA promote that ethics is a huge part in the accounting profession and claims that all members are required to be ethical in behaviour and when making judgements. 
Adams et al (1995) have identified that Certified Public Accountants (CPA) have experienced several ethical conflicts between what CPA’s responsibility is to the public and the responsibility towards their clients due to the moral choices that the accountant needs to make on the bases of the rules within the code of ethics and conduct. Boylan (2011) has suggested that accountants are perceived to act as protectors when it comes to public trust due to the nature and sensitivity of the profession. According to (Payne, et al., 2018) accountants are under pressure and research concluded that due to a rise in ethical dilemmas it has forced accountants to act unethically. 
Griffith (1986) cited in Bora and Saha (2016) research claims that all accountants for companies are fiddling its profits and that the books have been cooked in some way or another because it lets accountants to adjust figures to make accounts look better than what they are although reports that this is seen as perfectly normal and legitimate as it is ‘creative accounting’ this then defeats the principle in accounting to give a true and fair view. According to (Malhotra, 2013) creative accounting is a perfectly legal way to abuse accounting rules, principles and standards, it allows accountants to adjust figures to give a better overall picture of the company although this promotes inconsistency (Remenaric, et al., 2018) claims that it is a way to bend the rules to keep up with competition or the economic environment this however, is not illegal nor is it ethical in any way. Gill (2009) identified that accountants had claimed “that their actions are strongly influenced by factors which they believed to be out of their hands” however, this could just be an excuse for poor ethical behaviour, lacking in moral values and bad decision making. 
[bookmark: _Toc8589604]2.1.2.4 Employee ethics in the accounting profession
Employee ethics differs from ethics as it refers to how individuals claim how their actions within the workplace are morally right or wrong (Gill, 2009). Trapp (2011) suggests that businesses must have codes of conduct in order to ensure that there is good ethical employee behaviour however, the question is that if superiors are unethical or do not comply with the code of conduct then this may impact the behaviour of employees within a business. 
There is a relationship between code of ethics and code of conduct. Code of ethics is for decision making whereas code of conduct governs actions these both represent two ways commonly that companies use to self-regulate (Global Alliance, 2018).
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[bookmark: _Toc8395680][bookmark: _Toc8395722][bookmark: _Toc8402235]Figure 2.2 The relationship of codes of ethics and codes of conduct source: (Global Alliance, 2018).
Gill (2009) Identified that lower-level staff in accountancy felt that they are told what to do by staff higher than them and considered it a relief at times as it meant someone else was responsible for any mistakes and concluded that there was a lack of morality among the interviewees, the literature outlines that if ethical principles and behaviour have not been applied throughout their accounting careers then they could face ethical dilemmas and lack socially responsible when the time comes to becoming a senior accountant. The term ethical dilemma occurs in situations where a tough decision needs to be made which goes beyond moral principle of what is right or wrong (Trapp, 2011). 
[bookmark: _Toc8589605]2.1.3 Ethical behaviour of individuals
The concept of ethical behaviour is perceived as what is good and what is right within the governing moral code, thus is usually driven by moral values. ICAEW (2019) suggest that all members should “demonstrate the highest of standards” and that “ethical behaviour plays a vital role in the reputation of the accounting profession” although Thomas (2018) notes that ethical behaviour of professional accountants cannot by any means be enforced based on ethical codes alone and claims that there is a demand for higher standards of behaviour from accountants and his research suggests that there should be more guidance available on ethical dilemmas through professional standards. 
There are several factors that can hinder ethical behaviour of individuals, employees and businesses however, a major factor is time pressure to meet deadlines which can result in cutting corners especially in the accounting profession according to (Koh, et al., 2018) and which studies have then raised concerns on how it can impact ethical decision making.
[bookmark: _Toc8589606]2.1.3.1 Ethical decision making
Ethical decision making can be a complex process and can be influenced by individual factors or situational factors Crane and Matten (2016) have produced a framework for understanding the ethical decision-making process. 
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[bookmark: _Toc8395681][bookmark: _Toc8395723][bookmark: _Toc8402236]Figure 2.3 Framework for understanding ethical decision-making source: (Crane & Matten, 2016).
According to Crane and Matten (2016) framework individual factors that influence the  ethical decision-making can be age, gender, experience or socialization whereas the situational factors such as reward systems, job role or the workplace culture are the most important to consider as it can result in making an unethical decision as in the accounting profession this may occur due to tight deadlines or pressure from clients. Although there seems to be a gap in current literature if there is any gender bias or if codes minimise bad practice. 
Various research has outlined that in the accounting profession the application of ethical decision making has become a major social issue which has had an impact on the reputation of accountants (Flanagan & Clarke, 2007) however, Hall et al (2005) argues and has indicated that accountants should not need any sort of approval from others when it comes to making ethical decisions within the workplace due to their commitment and nature of their job within profession. 
Although Payne et al (2018) pointed out that accountants are pressurised constantly because of the lack of time. Kannaiah and Kumar (2009) found that accountants tend to have two decisions the first being to keep their clients and the second is to face losing them. However, for accountants or anyone for that matter to make better ethical decisions then there must be an element for some sort or morality or moral reasoning (Ghoshal, 2005). Decision-making for accountants can be difficult when facing ethical dilemmas with clients and can result in either pleasing clients or abiding to the professional code of ethics (Adams, et al., 1995). Whereas West (2017) suggests that accountants are applying Aristotle’s approach on ethics which lacks ethics of self-interest and morality.  
[bookmark: _Toc8589607]2.1.4 Importance of morality for accountants
Morality and ethics are slightly different but are often perceived as the same thing however, this is not the case. According to Crane and Matten (2016, p. 8) “Morality is concerned with the norms, values, and beliefs embedded in social processes which define right and wrong for an individual or community”, whereas already identified that ethics is theory-based and focusses on rules and principles within professions.  
Flanagan and Clarke (2007) recognised from literature that morality is very important as ethics would not be possible without morality as ethics is usually a reflection on morality, (Bostan, et al., 2011) in agreement suggest that accounting has a close relationship with ethics and morality and blames a lack of morality for bad ethical judgement, behaviour and decision making as seen in figure 2.3. Accountants must make moral choices based on the professional code of ethics and conduct and not on pleasing their clients and thus can cause conflict and ethical dilemmas as (Adams, et al., 1995) identified that accountants do not always make the right moral choice. The concept morality is formed on integrity, honesty and acting in good faith which is one of the fundamental principles related to accounting profession and thus is the reason why ethics and morals are an important factor in accounting (Yurt & Elitas, 2013).
[bookmark: _Toc8589608]2.1.5 Law and legislation
A substantial amount of literature has referred to the law and legislation having little effect on the accounting profession and the literature has identified that accountants are becoming increasingly unethical in judgement, behaviour and morality and have suggested that accountants bend the rules, commit fraud or cook the books which raises questions on the effectiveness of discipline procedures and the law.
[image: Image result for ethics morality and law]Ethics, morality and the law are all connected but differ from one another. To be unethical or unmoral is not illegal however if someone was to break the law that is illegal and will result in consequences. The law is a system of rules and regulations which governs the whole society and can enforce penalties to anyone who breaks the law.




[bookmark: _Toc8395682][bookmark: _Toc8395724][bookmark: _Toc8402237]Figure 2.4 Model of the relationship of Ethics, Morality and Law source: (Jawad, 2018).
Flanagan and Clarke (2007) have identified that morality, ethics and the law cannot be separated when it comes to such studies on the behaviour of professional accountants. Literature indicates that without the law being present or connected to morality and ethics then it would encourage bad ethical decisions, behaviour and judgement (Bostan, et al., 2011). The law is a big part within the accounting profession, accountants can face serious fines, lose their qualifications and or even imprisonment when it comes to financial fraud and that is why there is a Fraud Act in place in England and Wales (David, et al., 2018). However, several studies such as  (Bora & Saha, 2016), (Caglio & Cameran, 2017), (Remenaric, et al., 2018) and  (Thomas, 2018) suggest that professional bodies need to tighten disciplinary actions and procedures when accountants break the rules. 
[bookmark: _Toc8589609]2.2 Accounting principles for professional accountants
The International Federation of Accountants (IFAC) report that they have “revamped” codes of ethics for professional accountants and became effective in December 2018 and further updates are effective in June 2019. The reason for doing this according to the IFAC is to serve the public interest and to promote high quality professional standards. There are five fundamental principles within the code of ethics for professional accountants and have a conceptual framework to ensure a better standard of ethical behaviour within the accounting profession (IFAC, 2018).
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[bookmark: _Toc8395683][bookmark: _Toc8395725][bookmark: _Toc8402238]Figure 2.5 The conceptual Framework for professional accountants’ source: (IFAC, 2018).
The framework is a set of five principles that applies to all professional accountants who are members of this professional body with the addition of independence. The code of ethics and conduct for professional accountants within ACCA, CIMA, and ICAEW are all based upon IFAC code of ethics (see appendix 3).
However important the five key principles are within the code of ethics for accountants there seems to be a limited understanding and a lack of clarity on the effectiveness of principles within the codes of ethics or if accountants know what those principles are.
Payne et al (2018) and (Gill, 2009) all claim that no code of ethics no matter how strong or serious the penalties are will ever remove the pressure an accountant can face or to act unethically, this could be pressure from clients or bosses, greed or immorality. Furthermore, Flanagan and Clarke (2007) propose that such changes to codes of ethics from professional accounting bodies will not fix the problem as they realised that some accountants do not even know the code and unfortunately this will always attract criticism especially when the next accounting scandal occurs.
However, there is also a three-step approach which all accountants are required to apply when it comes to dealing with ethics and independence issues, The IFAC suggests that this approach helps to identify, evaluate and address any threats they may face in compliance with the fundamental principles within the code of ethics (IFAC, 2018) although there is no mention of training or practical support and suggest that if a threat cannot be addressed using the three-step approach then the only option for an accountant would be to decline or end the activity or service. 
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Figure 2.6  source: (IFAC, 2018).
Professional accounting institutes such as ICAEW, IFAC and IFA are trying to improve the code of ethics, frameworks to overcome ethical dilemmas and the behaviour of their accountants (Kannaiah & Kumar, 2009) although whether it will have an impact or not as it is evident than in previous years the code of ethics or ethical behaviour has been abused by professional accountants. 
However, there seems to be no agreement on the effectiveness of codes between authors and researchers as (Flanagan & Clarke, 2007) argues that this implies that ethics is no longer seen as a positive but a negative hurdle to overcome especially when it comes to ethical decision making. Malhotra (2013) Indicates that it is more beneficial for accountants to be more ethically aware and claims this is “over and above” the rules, principles and regulation of accounting however many disagree with that (Thomas, 2018), (Payne, et al., 2018), (Bora & Saha, 2016) and (Adams, et al., 1995).

[bookmark: _Toc8589610]2.2.1 Accounting scandals
There have been many major accounting scandals, examples outlined in chapter 1 which have had a negative impression on the reputation of accountants and the profession itself (Gill, 2009). A large number of studies such as (Caglio & Cameran, 2017), (Gill, 2009), (Bora & Saha, 2016) and (Malhotra, 2013) have identified that accountants are facing huge ethical situations due to the number of accounting scandals that have risen in recent years and notes that the publics perceptions or trust of accountants have been majorly impacted. Gill (2009) suggests that accounting scandals are becoming the norm and that accountants who run the financial world cannot really be trusted. If such big companies can commit criminal and unethical activity it raises concerns on all accountants (Bora & Saha, 2016).  
Research suggests that a way to reduce accounting scandals and help to improve the ethical behaviour, morals and ethical decisions of accountants would be to remove the concept of creative accounting due to accountants abusing the system which has impacted the reputation of accountants and their integrity and accountability within the finance world (Remenaric, et al., 2018), (Yurt & Elitas, 2013) and (Higgs-Kleyn & Kapelianis, 1999). Limitations that have been discovered within the current literature has concluded with a question of, do accountants even realise the importance of their responsibility in the profession or if they are breaking the accounting rules, standards and the code of ethics daily.
[bookmark: _Toc8589611]2.3 Conclusion of the literature review
This chapter has now achieved objective one:
To critically analyse previous academic literature on the rationale of self-regulatory codes within the accounting profession. 
Also, in part of objective two: 
To analyse the importance of self-regulatory codes on the ethical behaviour within the accounting profession.
In conclusion to this literature review, it is evident that there is a substantial amount of research on regulation, ethics and major principles within the accounting profession although having little effect on the behaviour of accountants (Payne, et al., 2018). Many studies focus solely on how accountants are responsible within the profession (Adams, et al., 1995) but there seems to be a lack of literature and studies on how ethical lower-level employees are within the accounting profession regarding a small business compared to how ethical senior staff such as managers or owners who work within the business. 
[bookmark: _Hlk8051834]Furthermore, there is a limited amount of research on the pressure employees in the accounting profession are currently facing when it comes to following accounting principles and professional codes of ethics whilst trying to please their managers or clients (Malhotra, 2013). Many studies such as  (Caglio & Cameran, 2017), (Bora & Saha, 2016), (Malhotra, 2013) and (Gill, 2009) refer to major corporate accounting scandals and the lack of ethics for professional accountants whereas  this dissertation has identified that there is a lack of studies that focus on the effectiveness of codes of ethics and the importance of ethical behaviour for accountants in smaller accounting practices. The next chapter seeks to identify the most suitable methodology that will be used to conduct primary research in relation to the gaps that have been recognised in the literature review. 
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Appendix 2;   Self - regulation model in accounting adapted from:   (Johnson, 2016)    
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