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The issue of Public Sector
Accounting is one of the most
pressing one following the
global financial crisis and
sovereign debt crisis around
the world. The emphasis on
improved governmental
financial reporting and
popular demand of
accountability and
transparency is felt more than
ever before. Catering to the
needs of diverse stakeholder
groups, particularly the
citizenry of the concerned
states, it is necessary to bring
timely changes in robust
public sector financial
management ensuring high
quality financial reporting and
credible auditing systems.

The international conference
held on the theme of
"Strengthening Bangladesh
Public Sector Accounting and
Auditing- Global Reforms and
The Way Forward" few
months back was a
manifestation of the ICAB's
proactive initiatives and firm

commitment to serve the
public interest and adding
value to the economic growth
of the nation. The conference
envisaged ICAB to serve as an
effective forum of interaction
among Government planners
and decision makers, donor
agencies, regulators and
professional experts in the
accounting fraternity. Effective
Public Financial Management
can come through better
quality Accounting and Public
Auditing process. Adoption of
International Standards on
Auditing provides the basis for
financial reporting with greater
transparency.

It is at this backdrop that the
Editorial Board of ICAB
decided to focus on the theme
"Public Sector Accountability"
in the current issue of the
Journal. | believe the contents
of this issue will add to the
knowledge of our readers and
generate thoughts and address
the urgent issues in depth.

Lastly, I would expect
feedbacks from our esteemed
readers, their suggestions and
opinions would help us
bringing meaningful
improvement or any
shortcomings that the journal
might have.

E

M. Farhad Hussain FCA
Chairman, Editorial Board
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Bangladesh, despite having many
challenges still shows positive
trends to be an emerging
economy. The country is getting
prominence internationally for
many reasons and undoubtedly,
accounting professionals has many
opportunities with bigger
responsibilities. The Institute of
Chartered Accountants of
Bangladesh (ICAB) has been
playing significant role for capacity
building of the accounting
profession. The Institution is also
taking active part in many
development agendas, suggesting
measures against the impediments
for development, creating
awareness, promoting sustainable
growth and policy of the nation
through its activities. ICAB has
strengthened its institutional
capacity to provide confidence to
its stakeholders besides assisting
its members and students.

The present demand for services of
Chartered Accountants (CAs) in
Bangladesh far exceeds its supply
and ICAB is bringing reforms and
proactive action plans to increase
its membership by attracting more
quality students. The institute is
constantly focusing on the quality
professionals enriched with
highest state of ethics and
responsibility. To achieve those
standards, the institute has given

_____ PRESIDENT'SINERIY

INSTILL CONFIDENCE IN
ACCOUNTING PROFESSION OF

BANGLADESH

due importance on holding
adequate training, members
conferences, seminar including
sessions on ethics, etiquettes etc
regularly. Beside its own domain,
ICAB is also imparting training to
NGOs, power sector professionals
and other Government
organizations whenever requested.

ICAB has been working to ensure
that its curriculum and
examination processes are at par
with global standards. Since, ICAB
signed an MOU with the ICAEW
in 2009, new curriculum has been
introduced, and examination
procedures have been
standardized. Now, members of
ICAB can become ICAEW
members after passing only three
paper exams and completing
ICAEWs Structured Training in
Ethics. ICAB is also pursuing
reciprocity agreements for its
members with other renowned
Institutes of the world.

As a member of IFAC, ICAB is
obligated to adopt and disseminate
the knowledge and application of
Accounting Standards issued by
International Accounting
Standards Board (IASB).The
Institute is drawing much attention
to ensure the observance of
standard through its “Quality
Assurance Board” (QAB). ICAB

has taken the initiative to launch
the workshop in association with
IFRS Foundation UK and SAFA in
Bangladesh for the first time. The
presenters were the IFRS experts
Mr. Paul Pacter (Member, IASB,
UK and IFRS expert) and Mr.
Michael Wells (Director, IFRS
Education Initiative, and
International Accounting
Standards Board (IASB) and IFRS
trainer). With the recent
observance of SMEs contribution
to the world economy, the
workshop on IFRS for SMEs holds
great importance for Bangladesh. It
is tested that the Small and
medium-sized enterprises (SMEs)
play a critical role in innovation,
advancement, and sustainable
development of world economies.

The increasing demand on good
corporate reporting and disclosure
has broadened the role of the
accounting professionals more
than ever. Apart from specialized
traditional Accounting and
auditing services, the chartered
accountants now render many
more than they had been doing so
far. Now it stresses that that
traditional financial reporting
boundaries should also include
information on environmental
issues and corporate social
responsibility carried out by the
company. Accountants need to
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take the lead in managing risk of
maintaining sustainable reporting
besides their traditional role in
financial reporting. ICAB deeply
believe that sustainability
reporting is essential for moving
the nation forward. ICAB
manifested its commitment by
holding international conference
before and would like to do so in
its future endeavor.

Despite ICAB's contribution, the
CA profession was never without
problems, many are because of
misconception, and some are due
to lack of self awareness of the
professionals. Despite that,
accountancy profession in
Bangladesh has grown to support
the changed business and
economic climate where the noble
role of CAs is undeniable. The role

of ICAB members as
decision-makers, auditors and
consultants to ensure sustainable
reporting can bring the business
organization under scrutiny which
ultimately leads towards
sustainable development.
Therefore, ICAB is committed to
work towards transparency and
accountability in accounting,
auditing and reporting by adapting
international standards. We are
ready to work and collaborate
with accounting professionals,
government, non-government
agencies and business leaders
towards development and progress
of the nation.

ICAB, being one of the prime
institutions of the country, would
like to establish itself as think-tank

of the nation. ICAB responded to
the crises issues like share market,
its demutualization, good
corporate governance,
forthcoming national budget etc
along with its key professional
issues and never hesitated
suggestion, speeded thought
provoking ideas to the concerned
and the citizens as a whole.

=

Md. Syful Islam FCA
President, ICAB
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Executive Summary

As we stand on the threshold of the
second decade of the new Millennium, in
the wake of 9/11 (nine eleven) and the
West's so called “war on terror” on the
political front; the corporate frauds in the
last decade, and now confronting the
implications of the “global financial
crisis”, (the worst economic recession in
history), together with environmental
issues like global warming - Bangladesh
has demonstrated remarkable resilience
and proactive responses to these diverse
global challenges- warranting concerted
global actions in this progressively
evolving scenario, and provoking
well-focused and politically sensitized
debates, summits and conferences.

The events of the past three years have
highlighted the need for economies all
round the world to have access to reliable
financial information as a precondition for
the restoration of confidence in the global
marketplace. This is a need that
Accountants are uniquely prepared to
meet, whether as preparers or auditors of
financial statements, as business advisers
or indeed as regulators. The standard
setters and accounting professionals firmly
believe that well presented financial
reports act as a ‘sine-quo-non’ to the

proper functioning of a developing
economy like Bangladesh.

The first Ministerial meeting of the WTO
held in December 1996 had identified
Accountancy as the most internationalized
and the most important service sector for
promoting trans-border flow of funds.
Good financial reports promote investor
confidence, facilitate the flow of
investment funds and thereby encourage
economic growth. Financial Reporting is
the “lingua franca” of business. The
language of business has now taken a
specific dimension- that of the
International Accounting Standards /
International Financial Reporting
Standards (IAS/IFRS), promulgated by the
International Accounting Standards Board
(IASB), and by process of analogy for audit
purposes- that of the International
Standards on Auditing (ISA), issued by the
IAASB of the International Federation of
Accountants (IFAC). The application of
IAS/IFRS renders high quality financial
information that satisfies the “qualitative
characteristics” of understandability,
relevance, reliability and comparability.
By process of analogy, harmonization in
Government/ public sector accounting
and auditing through convergence onto
Accrual based IPSAS and ISSAI or ISA
respectively, would render high quality
reporting and credible audit of the
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Government departments and public
sector entities/ institutions.

CAPA'’s Policy Statement fully
supports the convergence towards
IPSAS by all member countries in the
Asia Pacific region to assist in the
improvement of public sector
financial management. From a public
interest perspective, effective
monitoring of financial performance
within public sector entities is critical.
CAPA supports accrual-based
financial reporting as the only means
to provide necessary high quality,
transparent reporting of public sector
activities and position.

The Global Financial Crisis and
recent Sovereign Debt Crisis around
the world, has warranted greater
emphasis on improved governmental
financial reporting and increased
levels of accountability and
transparency in public financial
management. Many countries initially
adopting cash-based accounting have
moved to sophisticated modified cash
or accrual basis. A recent Report by
the IPSAS Board indicated that over
80 countries have either adopted or
have processes in place to adopt
international accounting standards for
public sector financial management
reporting, including several Asian
countries.

The Office of CAG Bangladesh has
traditionally practiced a reliable
system of cash basis Government
Accounting, reportedly ensuring
adequate levels of transparency and
accountability. In recent years and in
line with global reforms, the OCAG
has consolidated its traditional
method through compliance with the
Cash Basis IPSAS (Financial Reporting
under the Cash Basis of Accounting)
for the country’s Public Sector
Accounting and Auditing. Given
adequate resources and technical
support, the OCAG is prepared to
implement Accrual based accounting
on a pilot basis and then move onto
Accrual based IPSAS. The CAG

Bangladesh is also reportedly
compliant with the INTOSAI Auditing
Standards. The CAG has also
committed to implement [FAC
endorsed ISSAIs within a feasibly
practicable timeframe for “audit” of
Government/ public sector
institutions.

The essential “objective” of this Paper
is to review the status of Public Sector
Accounting and Auditing in
Bangladesh — evaluate the present
Challenges and aim at formulating
Strategies (policy issues and
recommendations) for future
“strengthening of public sector
financial management reporting”, in
accordance with the best regional and
global practices. There are debatable,
futuristic and pluralistic connotations
in the subject and the field of
discussion is so vast that one can
hardly do justice to its magnanimity
in a limited page technical Paper,
endeavouring to synthesize the
Bangladesh Perspectives of Public
Sector Accounting and Auditing.

Preamble

The globalization of economies poses
“challenges” both for the developed
and developing world. Bangladesh
itself confronts a multitude of global
challenges (internal and external)
which need to be addressed by
concerned authorities - ranging from
such issues as corruption,
bureaucracy and governance on the
one hand to poverty alleviation and
employment generation on the other.
These “challenges” also encompass
Government responses to the impact
of such globalization forces as
unification of economies and
establishment of trading blocks;
acquisition and mergers of corporate
entities into conglomerates;
phenomenal advancement in
information, communication
technologies; innovative solutions for
electronic business transformation
and mobile wallet applications;
banking sector technological

WITH THE
INCREASED EMPHASIS
ON ACCOUNTABILITY
IN THE GOVERNMENT
ENVIRONMENT, THE
ROLE OF PUBLIC
SECTOR AUDITING
HAS BECOME
INCREASINGLY
IMPORTANT. THE
CONCEPT OF
ACCOUNTABILITY FOR
PUBLIC RESOURCES IS
KEY IN OUR NATION'S
GOVERNING PROCESS
AND A CRITICAL
ELEMENT FOR A
HEALTHY DEMOCRACY.
LEGISLATORS,
GOVERNMENT
OFFICIALS, AND THE
PUBLIC WANT TO
KNOW WHETHER
GOVERNMENT
SERVICES ARE BEING
PROVIDED
EFFICIENTLY,
EFFECTIVELY,
ECONOMICALLY, AND
IN COMPLIANCE WITH
LAWS, RULES AND
REGULATIONS.
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automation for
payments/settlement and electronic
funds transfer; financial inclusion
and digitalization of the country
(Vision 2021); harmonization of
financial reporting and audit
practices as a vehicle for economic
growth; capital market
development; changes in legal
regulatory frameworks for
implementation of corporate
governance and social reporting
practices; and ensuring improved
reporting, monitoring and
oversight of public sector financial
management aimed at better
governance through increased
levels of accountability and
transparency in Government
accounting and auditing.

The Global Financial Crisis (GFC)
2008-09 (triggered by the US
sub-prime mortgage market
collapse and imposing colossal
trillion dollar Government bailout
packages in the developed
economies), escalated by the
recent Eurozone Sovereign Debt
Crisis (with consequential
contraction of major European
economies), is precipitating the
entire global economy into a deep
recession. While Bangladesh and
the regional countries have
demonstrated remarkable

resilience earlier, our Governments
are now seriously concerned on
safeguarding our national
economies against the
repercussions of the deteriorating
global recession (negative
impaction on macro-economic
stability and economic growth).
The prevailing global economic
scenario has concurrently
accentuated the need for improved
Government financial reporting,
for ensuring enhanced levels
transparency and accountability. In
this backdrop, the Conference
theme of “Strengthening
Bangladesh Public Sector
Accounting and Auditing- Global
Reforms and The Way Forward” is
both timely and topical.

The Conference is a manifestation
of the ICAB and CAPA's proactive
initiatives and firm commitment to
serving the public interest and
adding value to the economic
growth of the region, It is
envisaged to serve as an effective
forum of interaction among
Government planners and decision
makers, donor agencies, regulators
and professional experts in the
accounting fraternity. The
Conference is envisaged to
catalyze Government recognition
to effect necessary changes for

implementing robust public sector
financial management, ensuring
high quality financial reporting and
credible auditing systems, catering
to the needs of diverse stakeholder
groups, particularly the citizenry of
the concerned states.

The simmering GFC has
highlighted the critical nature of
financial reporting for proper
functioning of markets and the
importance of achieving a single
set of high quality accounting/
reporting standards. The G-20
Summit in Pittsburg in November
'09, declared the GFC as a global
problem which required a
common, strategic approach for
devising a global solution. The
Summit leaders underscored the
need for convergence onto a
uniform set of high quality globally
harmonized financial reporting
standards, and accentuated on the
critical role of Accountants for
restoration of market confidence
and recovery of the global
economy. Albeit the reference was
to private sector financial reporting
and audit based on the IAS/IFRS
and the ISA respectively, the
substance of the statements is
equally significant for public sector
accounting and auditing. Hence,
this Conference imparts the added
dimension of deliberating on issues
of harmonization of public sector
accounting and audit practices
through implementation of IPSAS
and ISSAI.

The credit crisis has raised several
public sector accounting issues.
Governments have extended credit
to banks, guaranteed the liabilities
of banks, purchased impaired debt
instruments and in some instances
have assumed control of banks.
The unique nature of the credit
crisis and the unprecedented
response by Governments around
the world has reinforced the
importance of high-quality
standards for financial reporting by
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Governments. The credit crisis has
increased the need for
accountability in the public sector
and for transparency in its financial
dealings and thus the
implementation of IPSAS by the
economies.

This Conference will evaluate the
present "challenges" and aim at
devising "strategies" for the future
development of public sector
accounting and auditing in
Bangladesh. Speakers will explore
various topics including the global
scenario of public sector financial
management and developments in
the region, country experiences in
transition to accrual-based
accounting, and the future
directions of fiscal sustainability in
Bangladesh and the Asia Pacific
region.

Public Sector Management
And Accountability In
Bangladesh

Importance of Public Sector
Management in the Economy

The Public Sector emerged as the
driver of economic growth
consequent to the industrial
revolution in Europe. With the
advent of globalization, the public
sector faced new challenges in the
developed economies. Public
sector management is one of the
basic elements of Bangladesh’s
governance structure with the aim
at achieving greater efficiencies in
governmental operations, reduce
corruption and system losses.
However in practice, the public
sector has encountered governance
issues to prevent rampant
corruption, causing significant
wastage of national resources.
Public financial management is an
integral component of the overall
management process in the
country. It plays a significant role
in the economic, efficient and
effective use of public resources.

Therefore, high quality public
sector financial management,
incorporating high quality
accounting and auditing practices
is indispensable for national
economic growth. Public Sector
Accounting and Auditing are
necessary for proper procurement
of Government resources; supply
of goods and services through
formation of budgets; recording
and reporting of assets and
liabilities; and Keeping proper
records for preparation of accounts
and presentation of financial
information for decision making
purposes.

Bangladesh Economy- Recent
GDP Growth and
Macro-economic Stability

Bangladesh has made significant
strides in its economic sector
performance since 1971. It
recorded 6.7 % GDP growth fiscal
2010-11. Bangladesh is considered

as a developing economy, which
has recorded GDP growth above
5% during the last several years.
Microcredit has been a major
driver of economic development in
Bangladesh. Although over 60 %
of the population is employed in
the agriculture sector, about 70 %
of exports revenues are derived
from the readymade garments
industry. The biggest obstacles to
sustainable development in
Bangladesh are overpopulation,
poor infrastructure, corruption,
political instability and a slow
implementation of economic
reforms. GDP growth for the
current 2011-12 is expected to
exceed 6%, although inflation is
spiralling and investment
declining. At present, the country’s
foreign exchange reserves exceed
US $ 10 billion and inward
remittances amount to US $ 11
billion.

However, maintaining the enabling
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environment to allow a repeat of
the growth performance in FY12
will be a challenging task
considering the growing downside
risks. The capital (securities) market
is on a significant downward trend
with Dhaka Stock Exchange market
capitalization having declined
drastically from about US $ 47
billion in 2009 to US $ 24 billion
present. There is a credit crunch in
the economy and the Government
is borrowing heavily from the
banking sector to finance its public
expenditure and annual
development programmes. Foreign
and domestic investment in the
economy is also on a downward
trend. Despite the apparent
negativities, Bangladesh’s
macro-economic stability is
satisfactory and the country’s
economic management has been
applauded by the donor
communities. Bangladesh is
presently termed as one of the next
11 emerging economies
worldwide.

Accountability Overview

The concept of Public
Accountability in social form is as
old as human history, being
traceable to Babylonian civilization
around 2050 BC. ‘Accountability’
connotes an “obligation to give an
account or be answerable for a
duty or trust conferred”. Financial
accountability is indispensable for
achieving economic success. The
motives behind the establishment
of the public sector institutions are
economic growth, social welfare,
and promotion of distributive
justice. The public sector has
different primary objectives
compared to that of the private
sector. These encompass
socio-political and macroeconomic
objectives like poverty alleviation,
employment generation, economic
growth, ensuring good
governance, accountability and
transparency in decision-making

process through quality financial
reporting and credibility in
auditing process. Sound financial
management and reporting a
sine-quo-non for achieving
adequate levels of transparency,
accountability, fiscal sustainability
and thereby improved governance.

Public sector auditing is a key
element to ensuring the
government’s accountability to all
stakeholders in the public interest.
Public sector accounting and
auditing standards provide
frameworks for high quality
reporting and auditing, enabling
improved government
management, decision-making,
oversight and accountability. PPP
can strengthen these objectives.

Public Sector Accountability in
Bangladesh

The GOB must ensure that public
funds are expended in the
optimum manner, ensuring
economy, efficiency, and
effectiveness and reflecting
accountability of expenditure
decisions and transparency of
information. To ensure proper
financial management, there must
be an adequate system of
budgeting, accounting and
financial reporting, internal control
and Auditing of the Government
Ministries & Divisions, LGls, Sector
Corporations, Missions, SOEs and
SOBs. Accountability refers to
stewardship of resources and
individuals entrusted for their
utilization and management. The
essential components of
accountability include
Accountability for:

= financial resources;

= faithful compliance and
adherence to legal
requirements and
administrative policies;

= efficiency and economy in
operation;

= results of government
programmes, reflecting their
accomplishments and
effectiveness.

Accountability in the public sector
environment is a very complex
process. Public sector auditing is
regarded as an essential tool for
ensuring accountability. Financial
Accountability of the Government
departments and institutions has
become a well-publicized, widely
debated, somewhat sensitively
politicized issue, being frequently
discussed by the Donor
community, civil society and
professional groups. Bangladesh’s
development partners also favour
strengthening of the sectoral
development process, particularly
emphasizing LGls and the
SOEs/SOBs and foreign aided
projects.

With the increased emphasis on
accountability in the government
environment, the role of public
sector auditing has become
increasingly important. The
concept of accountability for
public resources is key in our
nation’s governing process and a
critical element for a healthy
democracy. Legislators,
government officials, and the
public want to know whether
government services are being
provided efficiently, effectively,
economically, and in compliance
with laws, rules and regulations.
They also want to know whether
government programs are
achieving their objectives and
desired outcomes, and at what
cost. Government officials are
accountable to legislative bodies
and the public for their activities
and related results.

Review Of Public Sector
Accounting And Auditing
Status In Bangladesh

Public Sector Accounting in
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Bangladesh - Office of the
Comptroller and Auditor General

Public Sector Accounting system
and maintenance of public
accounts in Bangladesh, dates back
to the mid-1800s, the days of
British-occupied India. Since its
independence in 1971, Bangladesh
has started a series of reforms in
the accounting and auditing fields
in association with donor agencies.
The Accounts Code was revised
and updated in 1996 with the UK
DFID funding. During 2000 and
2001, Government Audit Codes,
Audit Standards, Code of Ethics
and Manuals for Audit Directorates
were developed and updated with
technical assistance from UNDP,
DFID and Netherlands Govt.

The powers and functions of the
Auditor General in relation to
keeping of accounts of the
Government [Section 3(1)] are
incorporated through enactment of
the Comptroller and Auditor
General (CAG) Additional
Functions Act 1974 and CAG
amendment act 1975. It conferred
some additional functions
including the preparation of
appropriation and finance accounts
as well as the preparation of
commercial accounts and general
financial statements. The CAG’s
office prepares the annual
Appropriation Account of the
Government, which is submitted,
to the President who causes them
to be laid before Parliament under
Article 132 of the Constitution.
Section 5 of this Act gave legal
mandate to the audit responsibility
of the Auditor General in respect of
audit of accounts of local
authorities and statutory public
bodies. This section has
strengthened the position of the
Auditor General with regard to
audit of accounts of statutory
public authorities, public
enterprises, corporations, and local
authorities.

The Office of the Comptroller and
Auditor General (OCAGQ) is the
Supreme Audit Institution (SAI) of
Bangladesh, being a
constitutionally established office,
independent of the government for
discharge of its power and
functions. Article 128(4) of the
Constitution provides that OCAG
shall not be subject to the direction
and control of any person or
authority. The mandated
responsibility of the Constitution
ensures that the CAG plays the key
role in both public sectors
accounting and auditing for GOB.

In 1985, the Ministry of Finance,
by an Executive Order passed the
task of maintaining accounts to a
newly established office of
Controller General of Accounts
(CGA) but the legal framework
remained as before. The CGA is
still under the administrative
control of the CAG for his officers
and staff. Practical separation, from
a functional perspective, is now
being implemented.

Bangladesh, being a parliamentary
democratic form of Government,
the control of public finance is the
exclusive prerogative of the
Parliament. Article 83 of the
Constitution of the People’s
Republic of Bangladesh lays down
that no tax shall be levied or
collected except by or under the
authority of an Act of Parliament.
The financial procedures are laid
down in Articles 81-92 in Part V of
Chapter Il of the Constitution.
Article 87 of the Constitution
requires a statement in respect of
each financial year, known as the
Annual Financial Statement, of the
estimated receipts and
expenditures of the government for
the year be laid before the
Parliament. The final stage in the
process of disbursement and
appropriation in implementing the
budget is audit of the government
accounts to ensure that obligations

and outlays follow the provisions
of the authorizing and
appropriating legislation and
adherence to rules and regulations
in incurring expenditure of funds.

In the cycle of accountability,
under S. 131 of the Constitution,
the CAG is empowered and legally
responsible to prescribe forms and
determine the manner, for
preparation and maintenance of
Government accounts and
formulation of Government
Accounting Standards. The CAG
Accounts Code describes the forms
and manner for compilation and
disclosure Government Accounts,
as well as for the Audit of the
Government accounts. The Public
Accounts Committee, which
considers the reports along with
the principal accounting officers of
the departments and ministries,
constitute important links.

The Controller General of
Accounts (CGA) is entrusted with
matters related to Government
Accounts. The Government
Accounts comprise of
Appropriation Accounts and
Financial Accounts. Three are Four
Appropriation Accounts relating to
Civil, Defense, T&T and
Railways-which are compiled by 3
Accounting Circles under CAG.
The Finance Accounts comprise of
the Government’s Balance sheet
prepared under the cash basis,
incorporating cash and other
balances.

Government Accounts are kept on
Cash basis by single entry method,
as distinct from commercial
accounts prepared under Accrual
accounting double entry system
(involving “preparation” of
Manufacturing, Trading and Profit
and Loss Accounts and a Balance
Sheet for the purpose of
determining the profitability and
financial position of an entity at a
particular date.) However, the
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CAG Public Sector Accounts are now
purportedly prepared as compliant
with Cash Basis IPSAS (Financial
Reporting under the Cash Basis of
Accounting), showing detailed
particulars of cash flow movements.
Accounts compilation process in the
CGA has been recently computerized
and the Account Code updated
accordingly. Donor funded reform
initiatives for conversion of Railways
accounts to accrual basis are in
progress.

Government accounts are maintained
for accountability of the Government

Exhibit 1: OCAG Organogram

Bangladesh Railway Finance

and ensuring transparency and
good governance of the country,
and not for making profit.
Government transactions are
made in 35 or more Ministries,
Departments, Directorates, Law
Courts and other Agencies. The
Government accounts/ payments
are classified under numerous
heads for identifying the nature of
payments or receipts and the

department to which it may relate.

The CAG/Auditor General is the
head of the Government Audit
Department. The OCAG has

under him ten Directorates of
Audit including the Directorate
of Commercial Audit,
Directorate of Works Audit,
Directorate of Civil Audit,
Directorate of Mission Audit,
Directorate of Defence Audit,
Directorate of Posts, Telegraphs
and Telephone Audit,
Directorate of Railway Audit,
Directorate of Foreign Aided
Projects Audit and the Financial
Management Academy
(Exhibit-1).

; Defence Finance e -
~ CAG Office Department Department ‘ Audit Directorates Training Academy ‘
DCAG (Senior) ADG (Finance) Bangladesh N DG DG Financial
Gr. Il Railway (BR) Gr. Il Commercial Audit Directorate, Management
Gr. Il Academy, Gr. Il
ocrcpary 1| [ RCSGH  HIRSGIR o
Gr.l —  Local and Revenue Audit
— FA & CAO (East), BR SFC (Navy) Directorate, Gr. Il
Gr. Il Gr. Il
DCAG (Procedure) DG
Gr.li __ B - — Post, Telegraph & Telephone
Audit Directorate, Gr. IlI
| FA&CAO (Project), SFC (Defence
BRGr. lll —  Works) Gr. lll DG
—  Works Audit Directorate
| Addl. FA & CAO BR-3 - col
Gr. IV — DG
— Railway Audit Directorate
Gr. I
DG
g Civil Audit Directorate
Gr. I
DG

Foreign Aided Projects Audit
Directorate, Gr. Il

Defence Audit Directorate,

DG

Gr. Il

Mission Audit Directorate,

DG

Gr. Il

| Performance Audit Directorate,

DG

Gr. Il

THE BANGLADESH ACCOUNTANT B JANUARY - MARCH 2012

11



Public Sector Auditing in
Bangladesh

In addition to CAG (DG
Commercial Audit), an external,
independent audit by CA Firms is
conducted annually in respect of
autonomous bodies, sector
corporations, SOEs and SOBs. Two
independent Firms of Joint
Auditors are appointed to
undertake the audit of such public
sector entities (just like the audit of
private sector entities). The
Auditors (Chartered Accountants
Firms) submit their usual Audit
Report as well as a Confidential
Report addressed to the Secretary
of the concerned Ministry
(SOBs-Finance). These reports are
not addressed to the stakeholders
as is the practice in the case of
private sector audits. Government
Ministries, Divisions, Departments,
Subordinate Government offices,
and Local Government Institutions
are completely outside the purview
of any kind of external professional
audit by independent firms of
Chartered Accountants.

Exhibit 1: OCAG Organogram

Government Ministries
Divisions and Departments
Subordinate Offices
Foreign Aided Project
Local Government
Institutions

Autonomous Bodies
Statutory Corporations
Public Sector Enterprises
Public Sector Financial
Institutions

e Foreign Diplomatic
Missions,

While the OCAG has not defined
Auditing in its absolute context, the
Government Auditing Standards
issued by authority of CAG has
described Financial Statement
Audits as the examination of the

financial statements of an audited
entity with the primary objective of
expressing an opinion on whether
the financial statements truly
present the expenditures and
receipts in the case of accounts
prepared on cash basis
(government accounts). In the case
of accrual accounts, the opinion
shall be whether financial
statements present a true and fair
picture of the financial position
results of operations, and cash
flows. Financial statement audits
can be of government ministries
and government commercial
enterprises. The audit of
government commercial
enterprises involves reviewing,
commenting upon, or
supplementing, the audit report of
the statutory auditor of the
enterprise, and/or conducting
supplementary audit as considered
appropriate.

It is apparent that the Government
Audit makes a clear distinction
between Receipts & Payments
Audit (cash based accounts) and
True and Fair View Audit (accruals
based accounts), depending on the
accounting system used. The CAG
powers and responsibilities have
been established by Bangladesh
Constitution. In the performance of
his functions, the CAG is
independent of the Executive
Government. The CAG is
accountable to the Parliament, and
not to any Government Ministry.
The Constitution of the People’s of
Bangladesh places the OCAG and
CAG in a unique position of trust
which requires that all work of the
office be carried out in accordance
with the highest professional
standards. This entrusts the CAG
with a responsibility to ensure high
standards of quality, adopt best
practices and set benchmarks
against which to measure the
quality and audit work output. It is
therefore incumbent upon the
CAG to establish and codify

internationally acceptable and
modern professional standards to
govern CAG audit work efficiently
and effectively.

The CAG is empowered to conduct
audits of the financial
administration and performance
management processes of the
public sector. The legislation
requires that professional standards
and practices must be adopted in
the performance of audits. In doing
so, audits will not necessarily
detect fraud or waste in the use of
public funds. While auditors
should be alert to situations, which
may entail such occurrences,
audits are primarily directed to
forming opinions on:

e the completeness and accuracy
of recording and reporting
financial transactions

e compliances with the
Government’s internal
administrative control
procedures, and

® systems to manage the
achievement of required
performance outcomes.

The CAG has a responsibility to
report to the Parliament at least
once each year on any matters
arising from the exercise of these
auditing powers. In doing so, the
Auditor-General is providing an
independent and credible source
of information to the Parliament. It
can use this information to assist its
responsibility to have the
Government remain accountable
for the performance of the public
sector entities, which administer
the Government’s directives.
OCAG performs oversight
functions and should provide an
unbiased objective assessment
regarding the utilization of public
funds in economic, efficient, and
effective manner (value for money
audit).
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Rules regarding accounting and
auditing of public sector
corporations are outlined in the
ordinances for establishing the
organization. However, the
wordings of the various ordinances
are identical. Corporations
Nationalization Order (PO 27)
requests audit of corporations by
Chartered Accountants Firms: “is to

be audited by Chartered
Accountant firms”.

It is apparent that the government
audit aims at ensuring that the
financial transactions of the
government are executed properly
under sanctions and authorities,
are correctly recorded, and
conform to the rules of financial

Exhibit 3 - Legal Jurisdiction of Public Sector Audit

propriety. As such, it is an audit to
ensure that public funds are not
misused. It has been often argued
that government audit; with its
emphasis on compliance with rules
and procedures, tends to stifle the
initiative of executives and
adversely affects their performance.

Government / Public Sector Organisations Applicable Laws Audit authority/by
Ministries Constitution CAG
Departments/ Divi sions/Directorates Constitution CAG
Autonomous /Semi Autonomous Bodies CAG (AddI. Functions) Act. CAG CA firms
Local authorities Relevant laws CAG, CA Firms
State Owned Banks and DFls CAG (AddI. Functions) Act. CAG, CA firms
Govermnment Owned Ent ities (PLC) CAG (AddI| Func)/CA 1994 CAG, CA Firms
Nationalised industries Nationalisation Order,1972 CAG, CA Firms
Foreign Aided Projects CAG (AddIl Func Act), Donor | CAG, CA firms
Government Educational institutions/ Hospitals Constitution CAG

The Role of Public Sector
Accounting and Auditing
Standards

Role of International Public Sector
Accounting Standards (IPSAS) - An
Overview

The IPSAS represent international
best practice in financial reporting
by public sector entities. In many
jurisdictions, the application of the
requirements of IPSASs has
enhanced the accountability and
transparency of the financial
reports prepared by Governments
and their agencies.

IPSAS are developed by the
International Public Sector
Accounting Standards Board
(IPSASB), an independent standard
setting body under the auspices of
the IFAC. While the IPSASB has no
power to compel countries to
adopt IPSAS, the standards do play
an increasingly important role in
the development and revision of

national public sector accounting
standards. IPSAS has taken on this
important role because the
standards reflect an accrual-based
approach not found in most other
public sector frameworks and
provide universal standards that are
not based on individual national
laws. IFAC’s IPSASB has developed
Standards that apply to both the
accrual basis and the cash basis of
accounting. At present, there are
32 IPSAS on the accrual basis of
accounting and one standard on
the cash basis of accounting
(Appendix I1). Countries are
adopting the cash based standards
see this as a stepping-stone towards
the eventual adaption of the
accruals-based IPSAS. The IPSASB
has also developed guidance on
the transition from cash- to
accrual-based reporting. The
traditional emphasis on cash
accounting has been found
inadequate through failure to
recognize true costs, and all assets
and liabilities. Cash accounting can

too easily neglect asset
management, accumulating
arrears, future liabilities (e.g.
pensions), and contingent liabilities
(e.g., guarantees).

Global Adoption of IPSAS

Many countries initially adopting
cash based accounting have
moved to more sophisticated
modified cash or accrual based
accounting. A recent IPSASB report
stated that over 80 countries either
have adopted, or have processes in
place to adopt, international
accounting standards for public
sector financial management
reporting, including a number of
Asian countries.

Australia, New Zealand, and
Canada have chosen not to fully
adopt IPSAS and have developed
their own accounting standards for
the public sector. However, the UK
public sector has chosen to adopt
IFRS to be supplemented by IPSAS
as necessary. New Zealand was the
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first country to apply Accrual
accounting in the public sector
followed by Australia. Korea
dominates public sector accrual
accounting in Asia. South Africa
and Kenya have also started
implementing public sector accrual
accounting based on IPSAS.
Central Government accounts in
Germany, Ireland, and Spain are
based on cash basis accounting
method while other countries of
European Union like Finland,
Sweden and the United Kingdom
use full accrual accounting and
some (Belgium, Denmark, and
Italy) use hybrid systems
accounting that incorporate
elements of both methods.

IPSAS and the UN

The UN General Assembly
adopted IPSAS in 2006 for deriving
the following benefits:

e Improved internal control and
transparency with respect to
assets and liabilities generally;

e The alignment with best
accounting practices through
the application of credible ,
independent accounting
standards on a full accrual
basis;

e More comprehensive
information about costs that
will better support results based
management;

e The integration of non
expendable equipment in to

the accounting system, with
resulting improvements in the
accuracy and completeness of
non-expendable equipment
record;

e Improved consistency and
comparability of financial
statements as a result of the
detailed requirements and
guidance provided in each
standard.

e Improved allocation of
resources

Although in many developing
countries the cash based IPSAS are
seen as a transitional step towards
the future adoption of accrual
accounting, in reality this may take
many years to accomplish.

Exhibit 4 - Public Sector Accounting Implementation Status in SAARC Countries

India .

Union & State Government — Cash Accounting

e Local bodies moving to Accrual-Based Accounting

e ICAl technical assistance to local bodies for implementation of Accrual accounting
system and developed important guidelines towards Government Accounts.
Government Accounting Standards Advisory Board (GASAB) is developing Accrual-
based Government Accounting Standards

e World Bank funded Pilot Project are underway for Accrual accounting

e World Bank and Union Government are working together for adaptation of IPSAS

Pakistan .

Federal & Provincial Government — Cash based IPSA, moving to Accrual Accounting
e Local bodies moving to Modified Cash Accounting
e Accounting Model being implemented for conversion into Accrual Accounting
e CGA & AG are cognizant of IPSAS

e ICAP and ICMAP are cognizant of IPSAS

Sri Lanka °

Central Government & Provincial Councils - adopted Cash IPSAS and moving to
Accrual based Standards

e Local bodies applying Accrual Accounting partially.
e |CASL’s Public Sector Committee is developing Accrual-Based Accounting Standards for
use by PSEs based on IPSAS

Bangladesh | o

Central Government — Cash Based IPSAS

e Local Government Institution- Cash Accounting
e Autonomous Bodies, Sector Corporations and SOEs-Accrual Accounting
e Foreign Aided Project — IPSAS Compliant and Accrual Accounting

e [CAB set up a Committee on Government Accounting System

e |CAB members cognizant of IPSAS

Nepal .

Cash-Based Government Accounting System
e IPSAS are included in the curriculum of ICAN
e Plans for movement to Accrual-Based Accounting System
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IPSAS in Bangladesh

e In Bangladesh there is no
objective implementation of
IPSAS in Government
Accounts. Accrual accounting
has not been adopted or
implemented in any form or
manner by the CAG office in
Government Accounts. The
conversion on to accrual
accounting has encountered
serious impediments, especially
regarding valuation of assets.

e Even at the present time,
Bangladesh does not comply
with the Cash Basis IPSAS, Part
1, in its annual accounts. The
Government of Bangladesh
(GoB) needs to restructure the
present cash basis reporting to
conform fully to the Cash Basis
IPSAS.

Role of Public Sector Auditing
Standards

These standards are broad
statements of auditors’
responsibilities. They provide an
overall framework for ensuring that
auditors have the competence,
integrity, objectivity, and
independence in planning,
conducting, and reporting on their
work. Auditors will face many
situations in which they could best
serve the public by doing work
exceeding the standards’” minimum
requirements. As performance and
accountability professionals, public
sector auditors should not strive
just to comply with minimum
standards, which represent the
floor of acceptable behavior, but
they need to do the right thing
according to the facts and
circumstances of each audit
situation.

International and national
institutions worldwide have now
become concerned about the
auditing standards and practices of
public sector institutions. The

INTOSAI, IFAC and FEE have
issued many such standards. While
the national audit authorities in
different countries such as GAO in
the USA, NAO in the UK, ANAO
in Australia have also issued many
standard guidelines to be followed
in public sector auditing.

INTOSAI Public Sector Auditing
Standards and ISSAls

The International Organization of
Supreme Audit Institutions
(INTOSAI) is the professional
organization of Supreme Audit
Institutions (SAIls) in countries that
belong to the United Nations or its
specialized agencies. SAls plays a
major role in auditing government
accounts and operations, and in
promoting sound financial
management and accountability in
their governments. INTOSAI
supports its members by providing
opportunities to share information
and experiences about the auditing
and evaluation challenges facing
them in today's changing and
increasingly interdependent world.

INTOSAI has recently published a
Strategic Plan for 5 years Overview
2011-2016 covering its Mission,
Vision, Strategic Goals and
Strategic Priorities. INTOSAI’s
goals encompass (a) Accountability

and Professional Standards, (b)
Institutional Capacity Building, (c)
Knowledge sharing and
Knowledge Services, and (d) Model
International Organization. The
Core Values encompasses (a)
Interdependence, (b) Integrity, (c)
Professionalism (d) Credibility (e)
Inclusiveness (f) Cooperation, and
(g) Innovation. The INTOSAI based
Government Auditing Standards
are similar to the ISA issued by
IAASB and IFAC Public Sector
Auditing Guidelines. INTOSAI
experts participate in the
development of ISAs. The ISAs are
an integrated part of the ISSAIs of
INTOSAI on financial Audit.

The International Professional
Standards of Supreme Audit
institutions (ISSAI) framework,
formally established in 2007
reflects the ambition of the
INTOSAI to provide its
membership and other interested
parties with a framework of
professional high-quality auditing
standards. The first complete set of
ISSAls was presented and endorsed
by IFAC at the INTOSAI congress
in South Africa in 2010, through a
Memorandum of Understanding to
Strengthen Accountancy and
Improve Collaboration (MOSAIC).
INTOSALI’s ambition and aspiration
for the ISSAI framework were
expressed in the South Africa
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Declaration. Many new ISSAs have
been developed and presented
since the adoptation of the ISSAI
framework in 2007. The
framework now includes some 70
standards and guidelines.

The INTOSAI based Government
Auditing Standards are said to be
applied by OCAG Bangladesh.
IFAC issued Public Sector
Accounting and Auditing
Standards, are not adopted in the
preparation and presentation of
financial statements or in the
public sector audit of Government
departments and enterprises. The
exchange of knowledge among
INTOSAI members and the
resulting findings and insights is a
guarantee that public sector
auditing continuously improves.
The ISAs are developed, approved
and issued by the IAASB of IFAC.
INTOSAI experts participate in the
development of ISAs. INTOSAI
Guidelines on financial auditing
consist of an ISA together with an
INTOSAI Practice Note showing
modifications and elaborations that
needs to be considered in public
sector auditing. INTOSAI issues
two sets of professional standards:
1)The International Standards of
Supreme Audit Institutions (ISSAIls)
and; 2) the INTOSAI Guidance for
Good Governance (INTOSAI
Gov).All ISSAIs and INTOSAI Gov
convey the generally recognized
principles and shared professional
experiences of the international
community of Supreme Audit
Institutions. The INTOSAI based
Government Auditing standards
have been meant for application in
the conduct of audit, there are
significant limitations of technically
competent personnel for ensuring
their application.

In the absence of its own auditing
standards, the C&AG office has
taken guidance from a variety of
sources: basic principles and
guidelines pertaining to the Office

laid down in the Constitution,
Guidance contained in the existing
Audit Code and Audit Manuals,
standards recommended by
INTOSAI and those used by other
national audit officers, the
‘Government Auditing Standards’
have been formulated to cover
come fill an important the lacking
and fulfill the long-felt need to
have C&AG own standards, which
meet expected requirements and
are also consistent with
international norms. However,
Bangladesh took up the INTOSAI
standards in 2006-2007 in a pilot
basis and consequently it is now
applied in the national accounting
system.

Bangladesh Public Sector Auditing
Standards

The CAG (Bangladesh) consider
the INTOSAI standards in
2006-2007 in a pilot basis. OCAG
is contemplates to implement the
ISSAls within a foreseeable
timeframe in the public sector
audits in Bangladesh. In
Bangladesh, four INTOSAI certified
expert trainers are extending the
support to practice INTOSAI under
CAG. The CAG formulated
Government Auditing Standards
are aimed at modernizing the
Government Audit function and
has been developed as part of its
reform agenda. The practical
implementation of the standards is
expected to play a significant role
in the enhancement and

transparency of information,
accountability and good
governance of the public sector.

The Document on ‘Government
Auditing Standards’ lays down the
basic standards that auditors are
expected to meet in conducting
their audits. Although designed
primarily for the guidance of
auditors and officials of the Audit
Department of Bangladesh. These
standards are also beneficial for
internal auditors of public sector
organizations as well. OCAG
prepared Audit Code Manual
explains the methodologies and
approaches to various types of
audit applied in the Public Sector.
OCAG has also prepared
Performance Auditing Manual,
which serves as an effective tool
for assessing the Economy,
Efficiency and Effectiveness of
Public Sector operational activities
(value for money audit). (Exhibit 5).
Refer Appendix for Performance
Audit Directorate.

The evaluation of Public Sector
operations, functions and
responsibilities is assessed by
OCAG through a three-tier
modality comprising of (a)
Financial audit, (b) Compliance
audit, and (c) Performance audit.
OCAG is also taking initiatives to
develop expertise for conducting
Environmental, Social, IT, and
Public Debt Management audit on
a pilot basis.

Exhibit 5 - Performance Audit Process

Planned Planned Planned .
Inout P » Output (Policy
nputs rosress Objectives)

| !
Economy Efficiency Effectiveness
Actual Inputs Actual Output
(Resources > Process » (Output
Used) Achieved)
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Strengthening Public Sector
Accounting and Auditing
Practices

The Need for Reforms - Overview

Ever since the establishment of the
OCAG Bangladesh and the
additional functions conferred
upon it the organization has been
carrying out the task of audit of all
the public, autonomous and
semi-autonomous institutions.
Within a spell of 30 years, the
nature of Audit Methodology
remains traditional and orthodox.
Codes and manuals dates back to
1935. Therefore, Global
requirement to ensure effective
stewardship and enhancing good
governance make it imperative on
the part of the SAl of Bangladesh to
move along the way. Ensuring
accountability is another priority.
In doing so the justifiability behind
the expenditure needs to be
explored.

A change is required when existing
systems or practices cannot fully
serve the purpose for which they
have been established. This change
approach either termed as
‘reformation’, ‘renovation’,
‘restructuring’ or ‘improvement’
need a sea of change in the mind
set. To make the change approach
effective recognizing the past and
identifying the deficiencies of the
present day practice are primary
requirements for those who are
engaged in the task and those who
will be benefited. There is a strong
demand that good public sector
external audit is necessary for the
OCAG to have any material
impact. This requires willingness of
the executive branch to accept and
respond to external scrutiny over
its management of funds and
ensure that action is taken for
reform. It also requires public
presentation of the audit reports to
ensure public support for effective
action.

The Need for Reforms — IPSAS
Implementation

Adaptation and implementation of
IPSAS is not a requirement for the
Government or any of its entities, it
is a best practice issue, IPSASB or
even IFAC cannot enforce
compliance. The success of IPSAS
adaptation and implementation
depends on the efforts of various
stakeholders who support the
improvement of financial
management and reporting in the
public sector.

e Governments as the leading
user of IPSAS standards will
therefore require undertake
massive capacity building to
enlighten its accountants on
IPSAS.

e This would be a challenge both
in terms of capacity building
costs and in terms of the
required change management
issues from the traditional cash
accounts to a more business
like accounting under accrual
basis IPSAS.

e Capacity building will likewise
require to be undertaken to
ensure that it does not become
an implementation drawback

e The adaptation of new financial
reporting framework will herald
significant changes to the
systems and process of
financial reporting by the
government. People generally
resist change and therefore
change management processes
require to be incorporated to
the adoption and
implementation roadmap.

Limitations / Weaknesses

Interaction with OCAG reveals that
they are still focused on receipts
and payments transactions and
have not made tangible progress
since it establishment in 1985,
towards accrual accounting or
using globally acceptable

accounting and auditing standards
till 2010.

The reality is that the OCAG office
has many limitations, both internal
and external, that inhibit its’
capacity to carry out quality audits
in accordance with globally
acceptable auditing standards. The
constraints to audit effectiveness
are overwhelming, warranting the
need for comprehensive reforms
for urgent implementation. There
needs to be a more comprehensive
plan for Bangladesh to adopt the
Cash Basis IPSAS as part of a
longer-term program to adopt
accrual-based reporting for each
government entity in accordance
with the IPSAS. There should be a
plan for the CAG to adopt the ISA,
as well as more high-level
INTOSAI Auditing Standards in
routine auditing work.

The role of Audit as an integral part
of the country’s governance
structure was seriously limited and
the Auditor Generals’ image and
effectiveness were significantly
jeopardized.

e CAG audit aapproach has been
essentially conventional and
traditional, focused only on
review of transactions for
compliance with specified rules
and regulations.

e Bangladesh Accounting and
Auditing System are unable to
produce timely and
comprehensible reports.

e Materiality review tests are
limited

e Public Audit has failed to
achieve the desired objective
and credibility impact.

e The Information provided to
parliament through annual
Audit reports was of limited
use.

e There is no objective
implementation of IPSAS in
Government Accounts.
Bangladesh does not comply
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with the Cash Basis IPSAS, Part 1,
in its annual accounts.

e Accrual Accounting has not
been adopted or implemented
in any form or manner by the
CAG office in Government
Account. The conversion on to
accrual accounting has
encountered serious
impediments and is reportedly
being held up in abeyance.

e There is no objective
implementation of IPSAS in
Government Accounts.

e There has not been any
tangible development towards

PPP (Public Private Partnership)

for Government Auditing in
Bangladesh.

However, an assessment on CAG
of Bangladesh reveals the reality
that the offices effectiveness is far
below its potential in promoting
accountability, transparency, and
good management practices. This
is so because its reports are limited
in scope, do not raise the
important issues, are poorly
researched and are not timely.

The CAG have serious limitations
to carry out quality audits to
internationally accepted auditing
standards. Lack of professionalism,
emanating from deficiency in
knowledgeable, technical skill and
professional competence resulted
in rather mediocre performance of
the Auditor General’s Office.

e Lack freedom to hire suitably
qualified, trained staff to meet
the needs of his office.

e The Ministry of Finance has
control over the CAG Budget

e C&AG office is not outside the
ambit of the Government
bureaucracy.

e Responsibility for both Audit
and Accounts is a conflict of
Interest

e Audit Staff are not adequately
qualified and trained

e Training and Professional

development are not systematic.

e Audit Methodology is deficient
and yet to be modernized.

e Audit Planning, evidence and
quality control are weak.

e Audit Scope is limited as
performance audit is not
carried out.

e Audit reports have limited
usefulness to meet the user
needs: the number of reports is
too large, too detailed and
often late and report focuses on
trivial issues and there is no
systematic follow-up.

The CAG lacks the expertise and
resources to deal with the issues
and the volume of audits. Strategic
operational planning is lacking in
the financial management system.
Executive agencies ignore many
audit observations leaving them
unresolved indefinitely.

Challenges in Public Sector
Accounting and Auditing

The main Challenge entails
sophisticated implementation of
Cash based IPSAS and Transition to
Accrual accounting. This adoption
by the Government will lead to

wave of clear modernization of
financial reporting by the public
sector. It is definite that all public
sector organizations will follow
suit.

Transition to IPSAS as an
accounting framework will
improve the quality and
consistency of financial
management and good governance
in the entire public sector. The
CAG Auditors, in refocusing
management attention on the
parliamentary accountability, have
the capacity to play a significant
part in improving the status quo in
respect of public interest protection
and good governance. Particular
challenges include: (i) improving
the financial governance
arrangements for public
corporations; (ii) improving the
financial reporting of public
corporations; and (iii) improving
public expenditure management
practices. These Challenges all
involve redefining and relevant
modifications in accounting and
auditing arrangements/ modalities.

The institutional framework should
include adherence to International
Accounting Standards (IAS) and the
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use of qualified accounting staff to
provide timely, relevant, and
reliable financial information that
is needed to support all fiscal and
budget management, decision
making, and reporting processes. A
well designed set of diagnostic
questionnaires may be used in this
assessment to facilitate the
collection of information on the
current arrangements, and the
apparent gaps in the present
accounting laws and regulations of
Bangladesh; education and training
of public sector accountants;
application of a code of conduct;
and numbers and characteristics of
public sector accountants.

The Bangladesh Government
auditing and accounting rules and
procedures are still emergent and
inadequate for financial
management and reporting
requirements to reflect the
expected level of accountability of
the OCAG and transparency of the
public financial information. This
impedes satisfactory “oversight
function” of the Comptroller and
Audit General of Bangladesh CAG
office. In the absence of its own
standards, the CAG office has to
take guidance from a variety of
sources: basic principles and
guidelines pertaining to the Office
laid down in the Constitution,
Guidance contained in the existing
Audit Code and Audit Manuals,
Standards recommended by
INTOSAI etc.

Bangladesh Audit Department’s
approach to audit has been
essentially conventional, focusing
only on the review of transactions
for compliance with specified rules
and regulations. Materiality review
tests are also be limited. Public
Audit has failed to achieve the
desired objective and credibility
impact. The information provided
to Parliament through annual audit
reports was of limited use. The role
of audit as an integral part of the

country’s governance structure was
seriously limited and the Auditor
General’s image and effectiveness
were significantly jeopardized.

The executive agencies ignored
many of the audit observations
leaving them unresolved
indefinitely. The Public Accounts
Committee also fails to resolve
these voluminous observations for
years together, thereby greatly
undermining the value and impact
of audit output. Lack of
professionalism, emanating from
deficiency in knowledgeable,
technical skill and professional
competence resulted in rather
mediocre performance of OCAG.

The positive news is that C&AG
office recognizes the importance of
introducing modern auditing
techniques, reorienting staff skills,
undertaking intensive training and
making organizational changes. To
this end, the office has initiated
some reforms based on technical
assistance projects funded by
UNDP and DFID which are
currently under way to introduce
modern auditing standards,
develop audit manuals, train

trainer, conduct course and
strengthen the Financial
management Academy, FIMA.
CAG strongly supports the drive to
introduce performance audits in
the short term and does feel the
need for systematic human
resources development and better
communications and parliamentary
liaison.

Therefore, reforms of a policy and
legal nature are needed in
organizational structure and in
enhancing the financial and
administrative powers of the office.
The CAG needs to be independent
of the Government, particularly the
MoF and report administratively
and functionally only to
Parliament.

The shortcomings are many but the
potentials for improvement are
enormous. Real change will only
begin with an acceptance of the
prevailing situation. It will require
committed leadership and a clear
strategy for overcoming the barriers
to change: the departmental
rivalries, the hostility of unions, the
fears of individuals and the sheer
size of the contemplated changes.

THE BANGLADESH ACCOUNTANT B JANUARY - MARCH 2012

19



OCAG office has no choice but to
make a start and the time to make
it now.

The executive agencies ignored
many of the audit observations
leaving them unresolved
indefinitely. The Public Accounts
Committee also fails to resolve
these voluminous observations for
years together, thereby greatly
undermining the value and impact
of audit output. Lack of
professionalism, emanating from
deficiency in knowledgeable,
technical skill and professional
competence resulted in rather
mediocre performance of the
OCAG.

The major Challenges may be
summarized as follows:

e Inability to provide timely,
relevant, and reliable financial
information that is needed to
support all fiscal and budget
management, decision making,
and reporting processes;

e Improving the financial
governance arrangements for
public corporations;

e Improving the financial
reporting of public
corporations;

e Application of a code of
conduct and characteristics of
public sector accountants.

e Improving public expenditure
management practices;

e Formatting a strategic planning
for the Supreme Institution.

e Adaptation of Cash Basis IPSAS
and International Standards

e Transition from Cash basis
IPSAS to the Accrual based
IPSAS.

e Implementation of the
standards in public agencies

e Modernization of Public sector
Auditing

e Transparent and effective
Financial Reporting

e Timely and accurate

information to the stakeholders.

Parliamentary support over the
rules and regulations

Strong project management,
monitoring and review
procedures.

Capacity Building and Institutional
Development of CAG Bangladesh

To ensure the freedom to CAG
office in recruitment of
suitable staff

To enhance the tenure for the
CAG

To Separate the audit and
accounting functions of the
CAG office

Undertaking Professional
development of CAG Staff
Parliamentary voting to the
CAG budget.

Timely Preparation and
submission of Audit Reports
Enhancing Quality of Audit and
its effectiveness

Modernization of financial
Audit.

Shift of emphasis from
transaction based financial
audit to that based on
performance and results.
Update and modernize the
manuals

Introduce performance /value
for money Audit

Develop human resources
Management strategies to meet
newer and emerging needs
Improve the image of Audit
nationally and internationally
as a strong oversight institution
for good governance

Regional and international
cooperation for the benefits of
SAl Bangladesh.

Focus Areas for Strengthening
Public Sector Accounting and
Auditing

Financial accountability is
indispensable for achieving
economic success. To ensure
proper financial accountability,
there must be an adequate system

of budgeting, financial reporting,
internal control, and Auditing of
the Government Ministries &
Divisions, Local Government
Institutions, sector corporations,
SOEs and SOBs.

Any system of democratic
Government must have a robust
mechanism to ensure transparency
and accountability in public sector
financial management. The office
of the CAG, the Supreme Audit
Institution of the state, is one such
mechanism. Under its legislative
mandate, The C & AG audits the
income and expenditure of the
GOB and thereby subjects its
practical conduct and operations as
a whole to regular, independent
investigation and review. It acts as
a ‘Watchdog’ over the financial
integrity and credibility of reported
information. It focuses its work on
three main issues:

e s the government keeping
proper accounts and records
and presenting its financial
information accurately?

e Did the government collect or
spend the authorized amounts
and for the purposes intended
by the Parliament?

e Were programs and activities
run economically and
effectively?

Through its audit, it provides
parliament, its main client, with
assurance, comments, and analyses
on the information provided by
GOB departments and thus assists
Parliament in holding the
government to account for its
stewardship of government funds.
The C & AG has the constitutional
mandate to strengthen the
country’s democracy by enabling
oversight, accountability, and
governance in the public sector
through auditing, thereby building
public confidence.

The structured role of the
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professional organization, the
adaptation of the International
Public Sector Accounting Standard
(IPSAS), implementation of the
Public private partnership (PPP) in
cross transfer of skills, knowledge,
expertise and the accountability of
the government officials could play
a significant role in strengthening
the overall public sector
accounting and auditing practices.

Follow up the CAG Function

The environment for an effective
SAI (CAQG) requires a
comprehensive approach to public
financial management. They are
not stand-alone institutions, rather
part of over public financial
management architecture that also
includes budgeting, accounting,
internal control, audit and
legislative oversight and
government response.

The existence of the Supreme
Audit Institution in Parliamentary
Democracy serves as catalyst to
ensuring transparency and
achieving accountability in
Government operations. The basic
objective of CAG audit function is
to ensure stakeholders of the
fairness of the government entities
financial statement and compliance
with applicable laws and
regulations. The C&AG auditors, in
refocusing management attention
on the parliamentary
accountability, have the capacity to
play a significant part in improving
the status quo in respect of public
interest protection and good
governance.

The Reforms Agenda

ICAB Twinning Project with
ICAEW

The World Bank — CFAA Project
study on Public Sector Auditing in
Bangladesh (2000) had clearly
indicated the C & AG office needs

to professionalize its office staff
through adequate training &
professional development for
developing and enhancing skills
and competence for the attainment
of audit objectives. The study had
recommended a Public Private
Partnership in professional training
through collaboration with the
ICAB & ICMAB. Since both the
institutes entail a combination
academic course, job training, and
qualifying examinations for
attainment of professional degrees,
C & AG office was advised to liaise
with the institutes for professional
training & skill development of
their auditors. It was recommended
that the Auditor General Office
should consult the ICAB for
facilitating the conduct of their
academic training courses and
qualifying departmental
examinations.

SCOPE, SPEMP B and Railways
Projects

There are two technical assistance
projects presently under
implementation, which are
involved with capacity building
and institutional development of
the OCAG. The US $ 10 million
CIDA funded 5 year project
Strengthening Comptrollership and
Oversight of Public Expenditure
(SCOPE) Project is being
implemented since March 2008.
The SCOPE project entails:

e Enhancing CAG capacity for
conducting Performance
Audits.

e Enhancing CAG capacity for
Financial and Compliance
Audits as prescribed by ISSAIs.

e Enhancing capacity for IT Audit
and computerization
(application of IT solutions).

e Strengthening OCAG
Information System
infrastructure, including
development of Audit
Management and Monitoring

System [AMMS]

The Strengthening Public
Expenditure Management
Programme (SPEMP B) is a capacity
building, multi-donor funded
project lead by the WB. SPEMP-B
will operate in three functional
components:

e Strengthening of Institutional
Arrangements of OCAG

e Enhancement of Quality Audit
and Expansion of Audit Scope

e Strengthening the Financial
Management Academy [FIMA]

These two projects are not
concerned with Accrual
accounting or Convergence with
IPSAS, but are basically aimed at
capacity building of OCAG and
improving the governance,
budgetary control and oversight of
public expenditure.

An ADB funded project for
capacity building reforms in
Railways Division, has been
contemplating to implement
"accruals" accounting, for
improved financial management of
the Railways. The conversion onto
accrual accounting has
encountered serious impediments
(particularly with regard to
valuation of assets) and is
reportedly being held up in
abeyance now.

Role of Accounting Profession -
ICAB

The professional Accountancy
organization of a country, when
properly structured and supported
can have a powerful impact and
bring greater reform and
development for the benefit of the
public interest by acting as a centre
of professional excellence
(resource) for the Government,
regulators, and the private sector to
develop the overall economy of a
country.

THE BANGLADESH ACCOUNTANT B JANUARY - MARCH 2012

21



As a member of IFAC, ICAB is
committed to serving the public
interest. ICAB holds the
accountability to be responsive to
researches and practices on the
standards developed by the IPSAS
Board. ICAB should play a role to
incorporate the requirements of
IPSASs in to the national public
sector accounting systems for
financial reporting by the
Governments. ICAB should use its
best endeavours in playing the role
of communicator in compliance
with IPSAS by the supreme
accounting and auditing authority
of Bangladesh. ICAB could assist
with the implementation of IPSAS
or public sector accounting
standards that incorporate IPSAS.

The ICAB has a positive role in
educating and training its
members, developing awareness
and for proactively positioning
itself as a self-regulatory profession
to drive mandatory and voluntary
CG practices through
implementation of Best Code of
CG Practices and related
provisions for enabling the desired
levels of accountability and
transparency in the corporate
information and discussion.

The ICAB should contribute to CG
practices through ensuring “quality
financial reporting” and “audit
practices”. As the custodian of
accounting and auditing standards,
the ICAB is constantly engaged in
the adoption of International
Accounting Standard (IAS)
promulgated by the International
Accounting Standard Board as
Bangladesh Accounting Standards
(BAS) and the International
Standards on Auditing (BSA). The
ICAB Council, through its
Technical and Research Committee
exercises stringent vetting
procedures in the adoption process,
to overcome any inconsistencies
and ensure conformity with local
laws and regulations.

The ICAB had completed a project
titled “Development of Accounting
and Auditing Standards in
Bangladesh” in 2003, financed by
the World Bank’s Institutional
Development Fund. Under the
project a series of reports have
been prepared, including a Report
on Corporate Governance, one on
Professional Ethics, and survey
Report on Non-Financial
Companies. The project has also
supported the development of
extensive course materials on a
good number of IAS and ISA.
Workshops were organized to train
600 participants on these
Standards, including ICAB
members and SEC officials.

Private Sector Independent
Audit

Private Sector Accounting and
Financial Reporting

Accounting standards provide
definitions of the accounting
policies that should be adopted for
the treatment of specific categories
of transactions. The concept
derives from the commercial
accounting, where the need has
been recognized to prescribe
standards for commercial entities
in the presentation of their
accounts. In Bangladesh, the ICAB
has been adopting the standards -
IAS/IFRS as BAS/BFRS and the ISA
as BSA for over two decades.

Audit Objectives and Audit
Methodology

From the private sector perspective
Auditing (External/Independent
Audit) is defined as an
“independent” examination of the
Financial Statements and other
related information of an entity,
whether profit-oriented or not, and
irrespective of its size or legal form
whenever such an examination is
conducted with a view to
expressing an opinion thereon. The

“objective” of an audit of financial
statements, proposed within a
framework of recognized
accounting policies (generally
accepted accounting
principles-IAS/BAS) is to enable the
Auditor to form and express an
opinion on the truth and fairness”
of the Financial Statements of the
audited entity. Financial Statement
comprise of a Balance Sheet
(reflecting the financial position),
an Income Statement/Profit & Loss
Accounts (reflecting the results of
operations), Cash Flow Statement
and a Statement of Changes in
Equity. Audit enable the rendition
of an honest, unbiased objective,
independents expert “true and fair
view” professional opinion on the
financial information of the
auditee. Audit opinion lends
“credibility” of the financial
information to a wide range user
groups (shareholders, investors,
lenders, employees, tax authorities
etc.) and other stakeholders, which
may be relied upon for
decision-making purposes.

Audit administration is the entire
process of managing and
conducting an audit from the point
of initial discussion and
commencement of the audit to the
time of completion of the audit and
submission of the audit report. It
incorporates audit methodology or
the procedures for conducting the
audit and formulating the audit
opinion. Audit Methodology is
designed to enable an adequate
review of the accounting system
and related internal controls, and
ensuring that the audit is
adequately planned, controlled
and documented at each stage of
its progress from initiation to
completion, in order to ensure
quality, efficiency and effectiveness
and provide evidence of the work
done (i.e., that the audit was
carried out in accordance with the
basic principles).
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Exhibit 6 - Diagrammatic Representation of Audit Administration

—Initial Discussion

Knowledge of Business
Risk Assessment
Letter of Engagement

Planning

|

Controlling

Documentation

Evidencing

Review O;Financial
Statement

:

Accounting System & Internal Control

—— Commencement of Audit

Audit Methodology

—— Completion of Audit

Post Audit Review

——Submission of Audit Report

Harmonization of Audit Practices
An audit is an independent
examination of the Financial
Statements and other related
information of an entity, whether
profit oriented or not, irrespective
of size or legal form, whenever
such an examination is conducted
with a view to expressing an
opinion thereon. Under the
Stewardship System of Financial
Reporting, the shareholders who
represent the "ownership" of the
company are distinct from the
board of directors who represent
the "management” of the company.
The shareholders appoint the
directors at the company AGM to

run the company in the best
interest of the ownership. The
shareholders need an honest,
unbiased, objective, independent,
expert professional opinion on the
truth and fairness of financial
information presented by the
directors, alongwith an assessment
and evaluation of the performance
of responsibilities entrusted to
them. Management is unlikely to
render that opinion with any
degree of objectivity. Hence the
Auditor acts a bridge helping to
make management accountable to
the ownership and other users of
financial information through the
Audit Report.

Exhibit 7 - Accountability for Stewardship System for Financial Reporting

Shareholders

\] Directors

Auditor

Ownership

Management

Significance of ISA in Audit
Practices Harmonization

The International Standards on
Auditing (ISA) are issued by the
IAASB of the IFAC, to effect
world-wide, globalized
“harmonization” in the Generally
Accepted Auditing Standards
(GAAS), for application in the
conduct of audit and formulation
of audit opinion of reporting
entities. This renders increased
credibility on audited FS as bases
for investments, credit and similar
decisions.

The ISA normally represent the
formalization and codification of
existing best auditing practice
(nationally and internationally)
which professional members are
expected to observe in practice.
These standards therefore prescribe
the GAAS for conducting and
reporting on the audit of corporate
and other entities. The ISA are
intended to narrow down the areas
of differences and dissimilarities
and overcome inconsistencies and
incongruities in audit practices
world-wide. Each ISA is concerned
with specific subject matter (such
as audit planning, controlling,
documenting, evidencing
reviewing etc.) regarding the
conduct of audit and formulation
of audit opinion.

The ISA are promulgated by IAASB
of IFAC as “definitive” standards
(subject to local adaptation) which
are meant for mandatory
application wherever adopted. The
ISA are devised to overcome
deviations and achieve
improvement in the degree of
infirmity in auditing methodologies
and reporting, thereby effecting
harmonization in audit practices.

Benefits of Harmonization
through ISA

In order to arrive at a defensible
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opinion, the auditor must provide
evidence of a "state of the art" or
"first class audit". This should
ensure that the audit entailed an
adequate review of the accounting
and internal control systems and
had been planned, controlled and
documented at each stage of its
progress from initiation to
completion to ensure quality,
efficiency and effectiveness and
provide evidence of the work done
i.e. that the audit was carried out in
accordance with the
"standardized" Basic Principles
Governing an Audit of Financial
Statements (preferably in
accordance with the ISA).

Standardization of audit practices
through consistent application of
ISA would result in qualitative
improvement in the audit function.
Standardization overcomes
inconsistencies and narrows down
differences in the formulation of
audit plan, method of conducting
audit and arriving at the audit
opinion. This would lead to global
harmonization of auditing
practices, thereby rendering the
auditor's opinion more "credible"
and acceptable to user groups for
investment and other decisions.
Good quality audit and credibility
of audit opinion on Financial
Statements are vital for attracting
Foreign Direct Investments and for
Capital Markets Development in
Bangladesh.

Public Private Partnership in
Government / Public Sector
Auditing

Public Private Partnership in
Government Audit reflects a
mutually beneficial partnership
between the Government (CAG)
and private sector auditors (ICAB/
Chartered Accountants) intended
to derive synergy from sharing of
knowledge and expertise in
conducting the audit of public
sector institutions. Governments

across the world to work are
collaborating with the private
sector for effective public financial
management —accounting,
reporting and auditing. There has
been growing trend towards more
out sourcing of private sector
accounting and assurance service
and management consultancy even
within traditional government’s
service delivery channels. In a
performance based budged
framework, state governments
nowadays are more focused on the
actual service and outcomes rather
than mere delivery. Integration and
transfer of public and private sector
skills, knowledge and expertise
have become an increasing means
for efficient resource management
and enabling high quality
reporting, for financial inclusion
and sustainable development.

The involvement of Private Audit
Firms in the conduct of
Government Audit will ensure the
application of the ISA of IAASB
and IFAC public sector auditing
standards. This would impact
qualitative improvement in public
sector audit methodology and
reporting process. Pubic Private
Partnership in Government

Auditing would enable the
application of appropriate levels of
knowledgeability, technical skills
and professional competence for
the CAG auditors.

Public Sector versus Private
Sector Audit

It indicates that though the public
sector auditors under the Auditor
General’s office play a most
important role and engaged in the
core area of public sector activities,
the private sector auditors
(Chartered Accountants) are also
performing audit works in the
public sector. Government
ministries, departments, and
subordinate government bodies
under them are the absolute
domain of government auditors.
However, in case of public
corporations, enterprises,
nationalized banks and financial
institutions, or companies those
required to prepare their accounts
according to the double entry
system, and prepare the Balance
Sheet and Profit and Loss Accounts
are under the purview of both the
private and public sector auditors.

Exhibit 8- Differential Audit Approaches and Methodologies

Government / Public Sector Auditors

Provision of funds duly authorized by the competent authority;
Propriety of payments, duly acknowledged and recorded;
Proper classification of charges and expenses.

Expenditure is in pursuance of a recognized policy or custom.

Private Auditors (Professional Accountants)

Independent examination and report on FS
Compliance with the legal and statutory requirements
Compliance with uniform accounting policies
Compliance with the IAS / IFRS

Independent opinion on truth and fairness of FS.
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There are deficiencies of both
public and private sector auditors.
The public sector auditors give
attention in examining expenditure
incurred by the organization. Their
examination emphasizes on the
authorization, budget allocation,
and compliance with the
government rules and regulations.
The general feeling is that they do
not have in depth knowledge
about the double entry system and
commercial accounting
conventions, standards and
practices. On the other hand, the
private or professional accountants
limit their comments on the
accuracy of financial statements
without looking into the
government rules and
appropriateness of the expenditure.

Public Private Partnership — A
Strategic Alliance

Accounting profession and
government audit agencies are
working in close cooperation in
most of the developed countries. In
Bangladesh, in the public
enterprises both the public sector
auditors and private auditors are
working which might be deemed
as duplication of works.
Developing countries like
Bangladesh has inadequate
resources and require judicious
spending of resources. This
duplication can easily be avoided
considering the standard practices
in other countries. The objectives
of auditing in the public enterprises
be kept in mind.

PPP in Developed Countries

In UK, the National Audit Office is
looking after the government
institutions whereas the Audit
Commission is responsible for the
audit of local authorities and other
autonomous organizations. Audit
Commission appoints the chartered
accountant firms to conduct audit
of the organisations under their

jurisdiction. They scrutinize the
audit reports and submit it to the
concerned agencies. Public Audit
Forum has been formed
comprising the members of NAO,
Audit Commission, and private
audit firms to develop auditing
standards and issues related to
coordination among them.

In New Zealand, it is the common
practice to appoint the professional
accountants with private sector
audit experience in the higher
positions in government audit
office. In the USA, as a matter of
strategy, private sector firms as
agents to supplement C& AG'’s
own resources are appointed to
conduct audit of many public
sector bodies.

PPP in Bangladesh and the
emerging initiative

There has not been any tangible
development towards PPP for
Government Auditing in
Bangladesh. Under leadership of
incumbent president, ICAB has
enhanced the level interaction with
concerned authorities like the
C&AG and MoF, but true PPP in
Government auditing is still very
remote.

In Bangladesh, it is not provided
for in the Constitution on in any
Act of Parliament that the C&AG
should be professionally qualified
Chartered Accountants and/or the
C&AG official should be
professionally qualified /part
qualified accountants as deemed
appropriate.

The Private Sector Audit falls under
ambit of the “legal regulatory
framework” comprising essentially
of the Companies Act 1994, (for all
companies) Securities and
Exchange Rules 1987, (for listed
companies) and other relevant
statutes (Bank Company Act 1994),
quasi statutory provision, other

regulatory rules, directives &
circulars etc. According to the
Section 212 of the Companies Act
1994 no person shall be appointed
as Auditor of any Company unless
he is a Chartered Accountant
within the meaning of the
Bangladesh Chartered Accountants
Order 1973, (PO No 2 of 1973).
The terms of appointment and
removal, qualifications and
disqualifications, rights & powers
and duties & responsibilities, are
defined in the relevant provisions
of the Companies Act 1994
(Section 210-213).

However, case of government
audit and accounts, the officers
and staff of the Audit Department
are not required to be
professionally qualified as
Chartered Accountants or Cost
Accountants. Government Auditors
are required to be university
graduates, who after recruitment to
the Audit and Accounts Cadre
services, receive intensive on the
job training in various Directorates
of the Audit Department. They
have to qualify in rigorous
departmental examinations,
comprising of book keeping and
accounting functions — salaries,
stores, works accounts etc.
Government Auditors also undergo
regular training for upgrading their
knowledge and skills in the FIMA.

In Bangladesh, a Dialogue may be
initiated for materializing public
and private sector audit
partnership. The detailed
modalities may be developed and
streamlined between concerned
authorities in due course (Ministry
of Finance - C&AG Office: Ministry
of Commerce — ICAB).

e Work together for development
of public sector auditing
standards

e Exchange of knowledge
through different training
programs
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e Some audit works including
special investigation,
performance related audit, may
be outsourced to the private
audit firms

e Lateral entry of professional
accountants in the government
audit service

e Recruitment in the government
audit service should be treated
as a technical service and
preference to be given to the
graduates with accounts, audit,
and finance background.

e Government audit service till
now is clerical based which
should be upgraded.

As in the USA, Canada, Australia
and New Zealand, the South Asian
Countries, including Bangladesh,
may consider Constitutional and/or
legislative amendments
incorporating necessary provision
for mandatory appointment of a
professionally qualified Chartered
Accountants as the Auditor
General of the country. High-level
officials of the C&AG office
(including DG of the nine Audit
Directorates may also be appointed
from professionally qualified
members of the ICAB, rather than
conventionally from senior
members cadre services (PSC —
audit and accounts services).
Preference should also be given to
some kind of professional training
attainment in the recruitment of
other officials and staff of the
C&AG office. Such policies would
surely develop, improve and
enhance the quality of
Government Audit and the
credibility of the C&AG Audit
Reports.

Public Private Partnership — A
Strategic Alliance

Public Sector increasingly engages
in collaborating arrangements to
determine and deliver public
policy. Strengthening the system of
public financial accountability calls

for the accounting professions-
public and private — to work
together improving government
accounting policy, standards and
practices. As Governments face
increasingly complex and
challenging issues of our
inter-dependent world, a
harmonized approach is the
answer to these challenges.

The CAG Bangladesh in a recent
Statement explained that
“Collaboration with the Private
Sector Auditing Profession through
exchange of information and
expertise may help strengthen
Public Sector Auditing of
Comptroller and Auditor General.
Experience of the Private Sector
Enterprises with regard to Internal
Controls, Internal Audit,
Performance budgeting etc. may
also help CAG’s audit to
recommend improvements in the
Public Sector Enterprise
management in those important
area”.

A “strategic alliance” through
Public Private Partnership in
Government Auditing should also
be established through
involvement of Chartered
Accountants in conducting and
reporting on public sector audit of
government institutions —
including local authorities and
autonomous bodies. In the long
term, Government ministries,
divisions, and departments may
also be brought under the purview
of external independent audit by
professional firms of Chartered
Accountants. The “public private
alliance” may be effected by
involving professional CA Firms in
phases to audit the accounts of the
government institutions/public
sector entities — either on a
rotational basis or phase by phase
with the Audit Directorates of the
C&AG.

A realistic, plausible approach

would be to “outsource” a certain
percentage/volume of Government
Audits to well reputed professional
firms of Chartered Accountants on
a regular (yearly) basis, being
rotated phase by phase from audit
entities (government accounts).
This would enable application of
professional skills and competence
to public sector auditees. The
C&AG Auditors would also be
among team members of the
outsourced audits, thereby getting
relevant exposure to audit
methodologies, techniques and
approach as used by the
professional firms.

The World Bank reiterated in the
RIBEC project, explained
improving availability of resources,
and stressed the need for
separation of audit form
accounting function to establish
credibility of C&AG audit. It must
be appreciated that Government
accounts and audit are different
from commercial accounts and
audit. Accordingly, the C&AG,
besides being the SAl, also
required to keep the Government
accounts. Chartered Accountants
are generally not appointed for
auditing Government accounts.
Necessary legislative amendment
may be made for ensuring audit of
Government accounts by
professionally qualified Chartered
Accountants (having development
necessary skills for Government
accounts and audit through
adequate relevant training).

However, there has been long
standing collaboration between
Financial Reporting Councils,
Accounting and Auditing Standards
setting bodies and relevant
Government bodies (SAI &
Accountant General Office) in
formulation and adoption of IPSAS
that best suits the specific country
reporting requirements. Through
partnership agreements, the
professional bodies and the

26

JANUARY - MARCH 2012 B THE BANGLADESH ACCOUNTANT



accountancy profession in general
are increasingly engaged in
working with governments in
implementing IPSAS (Cash,
modified or accrual) as part of
enhanced financial reporting and
increased disclosure in the use and
accountability for resources of
government.

Based on the thoughts and
comments discussed above, it is
apparent that some kind of a
Strategic Alliance in the form of
PPP in Government Auditing may
be considered as a top priority
discussion agenda, warranting
immediate attention of concerned
legislative and Government
authorities, and particularly that of
the OCAG and ICAB.

Policy Issues, Strategies And
Recommendations

An effective prescription needs
sound diagnosis. Policy Issues and
Recommendations regarding
Public Sector Accounting and
Auditing should be adequately
broad based and well addressed to
cover the entire spectrum of the
Government agencies and Public
sector institutions, ensuring
appropriate levels of governance,
accountability and transparency.
The political will for adoption/
adaptation of IPSAS and ISSAI /ISA
for public sector accounting and
auditing respectively should be
considered on a top priority basis
and implemented through proper
legislative process.

Keeping the above background
and the Paper coverage in

perspective, may | propose that the

learned participants present in this
forum and readers of this Paper,
(particularly professionals from the
OCAG and accounting fraternity),
give careful consideration of the
following and take necessary
initiatives in their respective
capacities to help improve the

level of Public Sector Financial
reporting and Audit Practices..

Based on the above, the following
Policy Issues and
Recommendations may be
formulated:

e Bangladesh represents a low
income, developing country.
The pace of economic growth
depends largely on optimum
utilization of limited resources.
The national economy should
be dynamic, sustainable growth
oriented and free from
bureaucratic controls. Macro
economic fundamentals, such
as low rate of inflation and
current account deficit, stable
currency, comfortable foreign
exchange reserves, inward
remittances, exchange
convertibility and export
growth must be ensured.

e Government must exercise
strong political will,
commitment and a firm sense
of determination to forge ahead
with practical implementation
of the Reforms agenda for
implementation of desired
changes in the economy.

e Governments must take into
cognizance the value addition
rendered by accounting
professionals and provide them
with due recognition thereof.

e The Government/CAG must
acknowledge that in this era of
globalization, Accountancy has
emerged as the unified
language of business, enjoying
commonality world-wide and
that the IPSAS and ISSAI, just
as much as the IAS/IFRS
(Accounting) and ISA (Auditing)
will impact a positive
dimension towards the global
harmonization of Public Sector
Accounting and Auditing.

e The structured role of the CAG
as a professional institution, the
adaptation of the IPSAS,
implementation of Public

private partnership (PPP) in cross
transfer of skills, knowledge,
expertise and the accountability
of the government officials
could play a significant role in
strengthening the overall public
sector accounting and auditing
practices.

e Inducting/associating
professionally trained
manpower under one pool and
assigning them to the audit
directorates according to their
demand and compliance would
be a pragmatic step the right
direction for development of
audit quality.

e Additional training institutes
maybe established on a
regional basis professional with
qualified trainers. Local and
foreign experts could be
utilized to upgrade the training
standards.

e The CAG may be involved with
concerned authority to invoke
necessary judicial action for
affecting the auditee’
compliance with information
requirements.

e Value for Money/Performance
Audit should be properly
conducted by establishing and
enunciating public sector audit
criteria for conducting
Government auditor and
presenting audit reports
thereon. The office should have
its methodology specialists. The
C&AG should have staff
competent to comment on the
reliability and accuracy of work
measurement standards.

e The functions of audit
directorates may be rearranged
(rotated) so that more than one
audit team does not auditing
the same institute or
organization at the same time.

The objective of the audit report of
the CAG is to inform the
Parliament about activities of the
organizations audited. The citizens
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should also have access to the
activity reports of the Auditor
General. To facilitate the easy flow
of information and ensure
accessibility to the media the
Auditor General’s office may
establish a News and Reports cell.
Capacity Building and Institutional
Development of OCAG
Bangladesh

e To ensure the freedom to CAG
office in recruitment of
suitable staff

e To enhance the tenure for the
CAG

e To Separate the audit and
accounting functions of the
CAG office

e Undertaking Professional
development of CAG Staff

e Parliamentary voting to the
CAG budget.

e Timely Preparation and
submission of Audit Reports

e Enhancing Quality of Audit and
its effectiveness

e Modernization of financial
Audit.

e Update and modernize the
Financial, Compliance and
Performance Audit Manuals

e Introduce performance /value
for money Audit

e Develop IT, Social and
Environment Audit Guidelines.

e Regional and international
cooperation for the benefits of
SAIl Bangladesh.

The Way Forward

Measures for Addressing the
Challenges

To facilitate the Way Forward in
“devising strategies” for
development of Public Sector
Accounting and Auditing Practices
in Bangladesh, the following Issues
may be considered.

e CAG accounting laws and
regulations should focus on
IPSAS and ISSAI / ISA

implementation

e Better technology and an
integrated financial
management system are
needed for improved public
sector accounting and auditing

e All Government departments
should use full Cash basis
IPSAS and move toward
application of Accrual basis
IPSAS

e The GOB can be assisted in
moving in an appropriate
timeframe from the Cash Basis
IPSAS to the Accrual IPSAS by
utilizing an IFAC study on the
transitional path to Accrual
IPSAS

e Ensuring an effective selection

and training framework as the

current practices for selection
and training of government
accountants do not provide
accounting staff with
satisfactory skills

A more focused recruitment

process designed to meet the

separate knowledge needs of
the CAG and the CGA would
be more efficient and more
effective.

e A phased and progressive
education program combined
with practical experience is
needed

e A code of conduct for
accountants based on IFAC or
ICAB codes is needed

e The Chief Financial Officer
(CFO) functions need to be
upgraded

e Formalized arrangements are
needed for setting public
sector Standards.

Some Policy Issues for Addressing
The Challenges

1. The CAG should be
independent from civil service
rules governing recruitment
and transfers.

2. The CAG should be guaranteed
a fixed tenure at least five years
to pursue and implement

objectives according to his own
vision and mission.

3. The CAG budget should not
require the approval of the MoF
as is the case at present .The
Speaker should present the
CAG’s budget to Parliament for
approval.

4. A separate Performance
Auditing team should be
established.

5. A quality assurance Unit should
be set up to ensure that quality
benchmark, such as auditing
standards are being adhered to
review completed audits to
determine the quality of work

6. To set up a strategic planning
unit responsible to deal with
issues of strategy, planning and
policy for developing vision,
mission and achieving
corporate objectives.

Conclusion / Epilogue
Conclusion

Admittedly, the Adoptability of
IPSAS and/or Accrual-based
accounting, or for that matter the
application of ISSAl or ISA, in
Public Sector Accounting and
Audit practices, may not be a
"panacea" for overcoming all
economic ills (shortcomings)
prevailing in the public sector
financial reporting and auditing
systems in Bangladesh or the
SAFA/CAPA regions. However, it
would be a pragmatic step towards
restoration of financial discipline
and strengthening public sector
financial management - through
more objective financial reporting
and credible auditing. The
essential purpose for
standardization would be to set the
basic foundations of sound
governance, for ensuring higher
levels of transparency in financial
reporting and thereby greater
accountability in the Government/
public sector decisions.
Implementation of the Standards
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would positively help achieve the
qualitative characteristics that are
necessary to reflect a set of globally
comparable "true and fair view"
credible financial statements of the
Government departments and
public sector institutions and
entities.

It is apparent that the Government
must have the political will to
legislate and the CAG to
implement global best practices in
public sector accounting and
auditing. The CAG should consider
“recommending” the “strategies”
(Policy Issues) formulated from this
Conference deliberations and
forward these to the President after
obtaining necessary consent of the
Prime Minister, aimed at future
improvement in public sector
financial management and
development of public sector
accounting and auditing in line
with best global practices. The
Government should synergise a
strong, cohesive accounting
profession by encouraging
leadership on emerging issues like
Public Sector Financial
Management and ensure
coordination with national (ICAB),
regional (CAPA/SAFA) and
international (IFAC/INTOSAI)
professional bodies for achieving
the objectives of global
harmonization in public sector
accounting / financial reporting
and auditing practices.

Epilogue

Time has now come for
appropriate authorities, like the
CAG, to take cognizance of the
usefulness of adoptability and
practical implementation of the
international public sector
accounting and auditing standards
to ensure adequate levels of
transparency and credibility of
reported financial information and
of forming strategic partnership
with professional accountancy

bodies like the ICAB and ICMAB.
This would impart tremendous
synergy and quality assurance
through sharing of knowledge,
technical skills and professional
expertise. The CAG may consider
leveraging the professional services
of Chartered Accountants through
mutually beneficial, strategic
Public Private Partnerships in
Government/ Public Sector
accounting and Auditing.

A robust, burgeoning professional
community or the OCAG is not
imperative for its own sake.
Standardization of Public Sector
Accounting and Auditing for
improved Public Sector Financial
Management is indeed necessary
as a professional engine to propel
the requisite level of economic
growth for the regional countries.
May we accentuate on that, by
resolving here, at this appropriate
forum, that the Government, CAG
and Profession must work together
coherently, by pooling their
resources, sharing each other's
experiences, in responding to the
emerging Challenges and devising
Strategies for effective functioning
of SAI - as a means of ensuring the
well-being and emancipation of
our people and thereby contribute
towards the socio-economic
upliftment, leading to overall
development, peace progress and
prosperity of Bangladesh and the
region.

We must, however, keep pace with
the effluxion of time as otherwise
we would be answerable to
posterity for our actions and
attitudes. May ALLAH's Providence
be our Guide!!
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IAASB - International Auditing and Assurance Board

ASOSAIl - Asian Organization of Supreme Audit Institutions

BAS - Bangladesh Accounting Standards

C& AG - Comptroller and Audit General

CAG - Comptroller and Auditor General

CAPA - Confederation of Asian and Pacific Accounts

CFAA - Country Financial Accountability Assessment

CFO - Chief Financial Officer

CGA - Controller General of Accounts

DFID - Department for International Development

FEE - Federation European Encompatables

FIMA - Financial Management Academy

GAO - Government Accountability Office

GFC - Global Financial Crisis

IAS - International Accounting Standard

IASB - International Accounting Standard Board

ICAB - Institute of Chartered Accountants of Bangladesh
ICMAB - Institute of Cost and Management and Accountants of Bangladesh
IFAC - International Federation of Accountants

INTOSAI - International Organization of Supreme Audit Institute
IPSAS - International Public Sector Accounting Standards
IPSASB - International Public Sector Accounting Standards Board
ISA - International Standards on Auditing

ISAR - International Standards on Accounting and Reporting
ISSAI - The International Standards of Supreme Audit Institutions
LGls - Local Government Institutions

NAO - National Audit Office

NCBs - Nationalized Commercial Banks

NBFls - Non Banking Financial Institution

OCAG - Office of the Comptroller and Auditor General

PPP - Public Private Partnership

RIBEC - Review of Public Expenditure Control

SAFA - South Asian federation of Accountants

SAI - Supreme Audit Institutions

SEC - Securities and Exchange Commission

SOB - State Owned Banks

UN - United Nations

UNCTAD - United Nations Conference on Trade and Development
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Appendix | - International Public Sector Accounting Standards (IPSAS) 2011

Cash Basis IPSAS—Financial Reporting Under the Cash Basis of Accounting

IPSAS 1

IPSAS 2

IPSAS 3

IPSAS 4

IPSAS 5

IPSAS 6

IPSAS 7

IPSAS 8

IPSAS 9

IPSAS 10
IPSAS 11
IPSAS 12
IPSAS 13
IPSAS 14
IPSAS 15
IPSAS 16
IPSAS 17
IPSAS 18
IPSAS 19
IPSAS 20
IPSAS 21
IPSAS 22
IPSAS 23
IPSAS 24
IPSAS 25
IPSAS 26
IPSAS 27
IPSAS 28
IPSAS 29
IPSAS 30
IPSAS 31
IPSAS 32

Presentation of Financial Statements

Cash Flow Statements

Accounting Policies, Changes in Accounting Estimates and Errors
The Effects of Changes in Foreign Exchange Rates
Borrowing Costs

Consolidated and Separate Financial Statements
Investments in Associates

Interests in Joint Ventures

Revenue from Exchange Transactions

Financial Reporting in Hyperinflationary Economies
Construction Contracts

Inventories

Leases

Events after the Reporting Date

Financial Instruments: Disclosure and Presentation
Investment Property

Property, Plant, and Equipment

Segment Reporting

Provisions, Contingent Liabilities and Contingent Assets
Related Party Disclosures

Impairment of Non-Cash-Generating Assets

Disclosure of Financial Information about the General Government Sector
Revenue from Non-Exchange Transactions (Taxes and Transfers)
Presentation of Budget Information in Financial Statements
Employee Benefits

Impairment of Cash-Generating Assets

Agriculture

Financial Instruments: Presentation

Financial Instruments: Recognition and Measurement
Financial Instruments: Disclosures

Intangible Assets

Service Concession Arrangements - Guarantor
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Appendix Il - INTOSAI Financial Audit Guidelines representing the fourth level (Auditing
Guidelines) of the International Standards of Supreme Audit Institutions (ISSAI)

ISSAI 1000 — General Introduction to the INTOSAI Financial Audit Guidelines

ISSAI 1003 — Glossary of Terms to the INTOSAI Financial Audit Guidelines

ISSAI 1200 — Overall Objectives of the Independent Auditor and Conduct of Audit in Accordance with ISA
ISSAI 1210 — Agreeing the Terms of Audit Engagements

ISSAI 1220 — Quality Control for an Audit of Financial Statements

ISSAI 1230 — Audit Documentation

ISSAI 1240 - The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements

ISSAI 1250 — Consideration of Laws and Regulations in an Audit of Financial Statements

ISSAI 1260 — Communication with Those Charged with Governance

ISSAI 1265 — Communicating Deficiencies in Internal Control to Those with Governance and Management
ISSAI 1300 - Planning an Audit of Financial Statements

ISSAI 1315 — Identifying and Assessing Risks of Material Misstatements by Understanding Entity Environment
ISSAI 1320 — Materiality in Planning and Performing an Audit

ISSAI 1330 — The Auditor’s Responses to Assessed Risks

ISSAI 1402 — Audit Considerations Relating to an Entity Using a Service Organization

ISSAI 1450 — Evaluation of Misstatements Identified during the Audit

ISSAI 1500 — Audit Evidence

ISSAI 1501 — Audit Evidence — Specific Considerations for Selected Items

ISSAI 1505 — External Confirmations

ISSAI 1510 — Initial Audit Engagements — Opening Balances

ISSAI 1520 — Analytical Procedures

ISSAI 1530 — Audit Sampling

ISSAI 1540 — Auditing Accounting Estimates, Including Fair Value Accounting Estimates and Related Disclosures
ISSAI 1550 — Related Parties

ISSAI 1560 — Subsequent Events

ISSAI 1570 — Going Concern

ISSAI 1580 — Written Representations

ISSAI 1600 — Special Considerations — Audits of Group Financial Statements (Incl. Work of Component Auditors)
ISSAI 1610 — Using the Work of Internal Auditors

ISSAI 1620 — Using the Work of an Auditor’s Expert

ISSAI 1700 — Forming an Opinion and Reporting on Financial Statements

ISSAI 1705 — Modifications to the Opinion in the Independent Auditor’s Report

ISSAI 1706 — Emphasis of Matter Paragraphs and Other Matter Paragraphs in Independent Auditor’s Report
ISSAI 1710 — Comparative Information — Corresponding Figures and Comparative Financial Statements

ISSAI 1720 — The Auditor’s Responsibilities Relating to Other Information in Documents Containing Audited FS
ISSAI 1800 — Special Considerations — Audits of FS Prepared in Accordance with Special Purpose Frameworks
ISSAI 1805 — Special Considerations — Audits of Single FSt and Specific Elements, Accounts or ltems of FS
ISSAI 1810 — Engagements to Report on Summary Financial Statements
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Appendix 111 (A) - Adoption Status of International Accounting Standards (IAS)
by ICAB as Bangladesh Accounting Standards (BAS)

Effective Date-

IAS/ BAS  Title of Adopted IAS as BAS s freslale e
1 Presentation of Financial Statements 1 Jan 2007
2 Inventories 1 Jan 2007
7 Statement of Cash Flows 1 Jan 1999
8 Accounting Policies, Changes in Accounting Estimates and Errors 1 Jan 2007
10 Events After the Reporting Period 1Jan 1999
11 Construction Contracts 1 Jan 1999
12 Income Taxes 1 Jan 1999
16 Property, Plant and Equipment 1 Jan 2007
17 Leases 1 Jan 2007
18 Revenue 1 Jan 2007
19 Employee Benefits 1 Jan 2004
20 Accounting for Government Grants and Disclosure of Govt Assc 1 Jan 1999
21 The Effects of Changes in Foreign Exchange Rates 1 Jan 2007
23 Borrowing Costs 1 Jan 2010
24 Related Party Disclosures 1 Jan 2007
26 Accounting and Reporting by Retirement Benefit Plans 1 Jan 2007
27 Consolidated and Separate Financial Statements 1 Jan 2010
28 Investments in Associates 1 Jan 2007
29 Financial Reporting in Hyperinflationary Economics Not adopted
31 Interests in Joint Ventures 1 Jan 2007
32 Financial Instruments: Presentation 1 Jan 2010
33 Earnings per Share 1 Jan 2007
34 Interim Financial Reporting 1 Jan 1999
36 Impairment of Assets 1 Jan 2005
37 Provisions, Contingent Liabilities and Contingent Assets 1 Jan 2007
38 Intangible Assets 1 Jan 2005
39 Financial Instruments: Recognition and Measurement 1 Jan 2010
40 Investment Property 1 Jan 2007
41 Agriculture 1 Jan 2007

Appendix 11l (B) - Adoption Status of International Financial Reporting Standards (IFRS)
by ICAB as Bangladesh Accounting Standards (BAS)

Effective Date-

SL # IFRS / BFRS Title of Adopted IFRS as BFRS
Applicable on or after

1. BFRS 1 First-time Adoption of International 1 Jan 2009
Financial Reporting Standards

2. BFRS 2 Share-based Payment 1 Jan 2007

3. BFRS 3 Business Combinations 1Jan 2010

4. BFRS 4 Insurance Contracts 1 Jan 2010

5. BFRS 5 Non-current Assets Held for Sale and 1 Jan 2007
Discontinued Operations

6. BFRS 6 Exploration for and evaluation of Mineral 1 Jan 2007
Resources

7. BFRS 7 Financial Instruments: Disclosures 1 Jan 2010

8. BFRS 8 Operating Segments 1 Jan 2010

9. IFRS 9 Financial Instruments Adopted by ICAB and going to

10. IFRS 10 Consolidated Financial Statements publish in 2011

11. IFRS 11 Joint Arrangements

12. IFRS 12 Disclosure of Interests in Other Entities (Effective Date on or after 1 Jan 2013)

13. IFRS 13 Fair Value Measurement

IFRS for SMEs

BFRS for SMEs (Small Medium Size Entities)

1 Jan 2013
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Appendix- IV (A) - Adoption Status of International Standards on Auditing (ISA)
by ICAB as Bangladesh Accounting Standards (BAS)

SI. # ISA/BSA ISA/ BSA Title

1. 200 Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with
International Standards on Auditing

2. 210 Agreeing the Terms of Audit Engagements

3. 220 Quality Control for an Audit of Financial Statements

4. 230 Audit Documentation

5. 240  The Auditor's Responsibilities Relating to Fraud in an Audit of Financial Statements

6. 250 Consideration of Laws and Regulations in an Audit of Financial Statements

7. 260 Communication with Those Charged with Governance

8. 265 Communicating Deficiencies in Internal Control to Those Charged with Governance and Management

9. 300 Planning an Audit of Financial Statements

10. 315 Identifying and Assessing the Risks of Material Misstatement through Understanding the Entity and
Its Environment

11. 320 Materiality in Planning and Performing an Audit

12. 330 The Auditor’s Responses to Assessed Risks

13. 402 Audit Considerations Relating to Entities Using Service Organization

14. 450 Evaluation of Misstatements Identified during the Audit

15. 500 Audit Evidence

16. 501 Audit Evidence—Specific Considerations for Selected Items

17. 505 External Confirmations

18. 510 Initial Audit Engagements—Opening Balances

19. 520 Analytical Procedures

20. 530  Audit Sampling

21. 540  Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures

22. 550 Related Parties

23. 560 Subsequent Events

24. 570 Going Concern

25. 580 Written Representations

26. 600 Special Considerations-Audits of Group Financial Statements (Including the Work of Component Auditors)

27. 610 Using the Work of Internal Auditors

28. 620 Using the Work of an Auditor’s Expert

29. 700 Forming an Opinion and Reporting on Financial Statements

30. 705 Maodifications to the Opinion in the Independent Auditor’s Report

31. 706 Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent Auditor’s Report

32. 710 Comparative Information—Corresponding Figures and Comparative
Financial Statements

33. 720 The Auditor’s Responsibilities Relating to Other Information in Documents Containing Audited
Financial Statements

34. 800 Special Considerations—Audits of Financial Statements Prepared in Accordance with Special
Purpose Frameworks

35. 805 Special Considerations —Audits of Single Financial Statements and Specific Elements, Accounts
or Items of a Financial Statement

36. 810 Engagements to Report on Summary Financial Statements

_ Total BSA / Code of Ethics /BSQC 1 /Framework

Appendix IV (B) - Adoption Status of International Auditing Practice Statements (IAP)
by ICAB as Bangladesh Auditing Practice Statements (BAPS)

SI. # IAPS / BAPS BAPS Title
1. 1000 Inter-Bank Confirmation Procedures
2. 1004 The Relationship Between Banking Supervisors and Banks’ External Auditors
3. 1005 The Special Considerations in the Audit of Small Entities(withdrawn in 2010)
4. 1006 Audits of the Financial Statements of the Banks
5. 1010 The Consideration of Environmental Matters in Audit of Financial Statements
6. 1012 Auditing Derivative Financial Statements
7. 1013 Electronic Commerce-Effect on the Audit of Financial Statements
8. 1014 Reporting by Auditors on Compliance with IFRS (withdrawn in 2010)
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Accountability is a concept in ethics and
governance with several meanings. It is
often used synonymously with such
concepts as responsibility, answerability,
blameworthiness, liability, and other terms
associated with the expectation of
account-giving. Accountability cannot
exist without proper accounting practice.
In other words, an absence of accounting
means an absence of accountability. There
are various types of public enterprises in
Bangladesh. Some of them are providing
various services including utility service;
some are running as commercial
organizations with the objective of making
profit as well as providing social service
under the ownership of the Government
of Bangladesh. Bangladesh Power
Development Board, Dhaka Water Supply
and Sewerage Authority, Bangladesh Jute
Mills Corporation., Bangladesh Railway
etc are the examples of those enterprises.
It is pertinent to mention here that due to
loss incurred by those public enterprises a
substantial amount is spent as subsidy
every year from the government fund
which is collected from the people of the
country in the form of tax. So, to ensure
the proper accountability of public sector,
it is all the more essential to ensure the
proper accounting system. For each type
of public enterprises there are different
accounting systems. Accounting system of
each type of organizations is determined

by the respective law / order. For
example, there is separate accounting
code for Bangladesh Railway. Similarly
accounting system of each sector
corporation is determined by the
presidential order by which the
corporation was established. Almost all
the public enterprises prepare their
financial statements based on the
information determined by them which is
conformed to the accrual basis and double
entry system of accounting. However, in
the system there remain lack of accrual
basis, in brief, some of them are descried
below;

In most of the cases inventories are not
measured and valued in the systematic
manner. In the financial statements value
of inventories is taken from the general
ledger. This figure is not reconciled with
the store ledger. In most of the cases
obsolete, damage items are being carried
forward since long without any provision
or write off. In some cases store —in-transit
is brought forward year after year without
any adjustment.

In many cases receivable balance due to
sales and for other purposes is not
presented in the financial statements of the
public enterprises with correct
measurement. This incorrect measurement
takes place in way of non-reconciliation
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with the subsidiary ledger and some
times due to making no provision for
bad and doubtful debts.

In many cases amount of cash at bank
balance is not measured correctly.
This balance is presented incorrectly
by the way of non-reconciliation of
bank balance with the bank
statement, due to not receiving any
payment advice from the concerned
department by the accounting office
or department. Due to not making
provision or write off of unrealizable
fraud, forgery, emblazonment transit
loss from the bank account, the cash
at bank balance does not give the true
picture.

Payables for procurement of materials
and receiving services are not
properly measured and presented in
the financial statements by the
various public enterprises. This
inaccurate measurement and
presentation happen due to lack of
system of non-reconciliation between
general ledger balance and subsidiary
ledger balances. Sometimes this
happens due to not receiving the
material procurement documents by
the accounts department of the
concerned public organization. In
many organizations there is a system
of non-accepting the bills despite
taking, delivery of materials due to
not having sufficient budget for the
respective materials in respective
year. In many cases different payable
balances are being brought forward
since pre-liberation period which
have no scope of repayment.

Property, Plant & Equipment is the
most important asset items of the
Organization. Almost all the public
enterprises own property, plant &
equipment valued at a quite
significant amount. But in most of the
cases value of such property, plant &
equipment is not measured and
presented in the financial statements
correctly. Due to various reasons
such incorrect measurement of value
takes place. Some of them are

mentioned below:

i) Fixed Asset register is not
maintained by most of the public
enterprises properly.

ii) Values of general ledger balances
are not reconciled with the
register balance.

iii) Depreciation on property, plant &
equipment is not charged
regularly.

iv) Cost and accumulated
depreciation of many items which
have been physically declared
obsolete, damaged, is not
adjusted properly.

v) Physical inventory of property,
plant and equipment is not taken
by the management on regular
basis.

vi) Sometimes it also happens that
asset is purchased but due to
having no budget, bill cannot be
paid and therefore asset is not
valued and accounted for

properly.

Tax liability/ asset is not presented in
the financial statements properly.
Especially deferred tax liability / asset
is not calculated and accounted for in
the financial statement of public
enterprises. In the financial statements
of public enterprises especially in the
financial statement of various
industrial units of sector corporations
there are fixed assets valued at-huge
amount. Due to difference of
depreciation rates between
corporation and tax authority there
arise temporary gap of allowing
expenditure under the heading
depreciation. But most of the public
enterprises do not calculate and
account for the effect of those
temporary differences of fixed assets
in respect of tax accounting.

According to the Government service
Rule, which is applicable to the
public enterprise, all employees will
get gratuity/ pension after his
retirement equivalent to two months
basic salary for each service year. As
per accounting system this retirement

PROPERTY,
PLANT & EQUIPMENT
IS THE MOST
IMPORTANT ASSET
ITEMS OF THE
ORGANIZATION.
ALMOST ALL THE
PUBLIC ENTERPRISES
OWN PROPERTY,
PLANT & EQUIPMENT
VALUED AT A QUITE
SIGNIFICANT
AMOUNT. BUT IN
MOST OF THE CASES
VALUE OF SUCH
PROPERTY, PLANT &
EQUIPMENT IS NOT
MEASURED AND
PRESENTED IN THE
FINANCIAL
STATEMENTS
CORRECTLY.
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benefit should be provided in the
financial statement based on actual
calculation. But many of the public
enterprises do not follow the
system. Some organizations charge
retirement benefit on lump sum
basis and some organizations
charge based on actual payment in
a year.

Shortcomings in proper recognition
and measurement of revenue and
expenditure are another hurdle of
preparation of correct financial
statement of public enterprises.
The reason of incorrect recognition
and measurement of revenue and
expenditure is the corresponding
incorrect recognition and
measurement of receivable and
payable respectively which have
been elaborated earlier.

In case of almost every public
enterprise, current liabilities are
not presented in the balance sheet.
The part of long term liability
which is repayable within next
year should be presented under the
head current liability. But violating
the accounting norms most of the
public enterprises present that
liability under long term liability.

To present commitment and
contingent liability as on balance
sheet date is one of the
requirements of proper accounting.
In almost all the public enterprises
there remain commitment of
supply and or contingent liability.
But none of the public enterprises
measures the contingent liability
and commitment and presents it in
the financial statements.

Reasons of non compliances of
accounting system as described are
presented below:

Lack of proper knowledgeable
person is one of the hindrances to
prepare the financial statement.
Most of the public enterprises do
not have professional accountants
and even there remain personnel
who do not have accounting
background in the accounts
department. Due to not having
professional accountant in the
organization they are not in a
position to comply with all the
related accounting system and
standard.

Government bureaucratic system is
another obstacle to prepare the

financial statement correctly and
properly. For example, after
completion of a work or supply of
materials, the bill should be
accounted for on accrual basis. But
in the public enterprise that should
be checked with budget provision
first and if budget is available, in
that case this will be accepted for
approval and payment and, if
budget is not available, the bill will
not be accepted and it will be
deferred for next financial year.
After receiving the bill, this will be
checked by relevant department.
After having this approval, this bill
will be forwarded to accounts
department for payment and
accounting. This is a long drawn
time consuming process. Due to
this, proper accounts can not be
prepared.

For preparation of complete and
correct accounts lack of inter
departmental co-ordination is one
of the limitations which the public
enterprises are facing. For
example, on receiving a bill against
supply or completion of the work,
this will be scrutinized for payment
but according to accounting norms
this should be accounted for. To
resolve this situation there should
be a close co-ordination between
bill approving department and
accounts department to account
the pending bills which are waiting
for approval. This lack of
co-ordination creates hindrance to
prepare complete accounts.

Apathy to prepare complete
financial statements is another
shortcoming in case of public
enterprises. Due to want of proper
accounting knowledge and having
no accountability for non
preparation of correct accounts,
the management of public
enterprises is not resolute to
prepare complete and correct
accounts of the organization.

Due to not giving emphasis on
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accounts and accounting system by
the senior managements of the
organization, accounts are not
prepared properly. Most of the
public enterprises do not consider
the financial statements as the
decision making tools. From the
activity of public enterprises it
appears that they prepare financial
statement merely to comply with
the contents of rule, Act, ordinance
etc.

There remains serious lack of
accountability for preparing correct
and complete financial statements
of public enterprises. In most of the
cases they do not bear any
comment or feed back which is
necessary to improve the quality of
preparing financial statements.

Ignorance about benefits of
standard accounts and demerits of
incorrect, incomplete financial
statements of an organization is
one of the main factors for not
preparing correct, complete &
standard financial statements of a
public enterprise. The management
of most of the public enterprises is
not aware of the impact of correct
and incorrect financial statements
on the organization and therefore
they do not feel the necessity of
preparing financial statements

properly.

Lowering the deserving
professional fees, annual audit fees
is also one of the causes for
preparation of less quality financial
statements of the public
enterprises. No doubt, the
Chartered Accountants give
various guidelines / suggestions
which are helpful to improve the
quality of Financial Statements. But

due to less fees than deserving paid
by the entity, the auditor does not
feel due incentive to give any
valued suggestion. At present, fees
structure of the sector corporation
and other public enterprises is very
poor. Due to this poor audit fees
Chartered Accountants do not feel
comfortable to give any useful
suggestion through their audit
work which is helpful to improve
the quality of the presentation of
financial statements. This is one of
the vital issues for less quality
accounting system of the public
enterprises.

As mentioned earlier, every year
a substantial amount is spent as
subsidy from the government fund
due to loss incurred by the public
enterprises, but the reason of
incurring loss is not reflected in the

financial statements because of
their being prepared without the
following of all the standards of
accounting. It clearly indicates the
lack of accountability in public
sector. So, to make sure the
accountability and good
governance in the public sector
there is no other alternative but to
improve the accounting system
and to comply the International
Financial Reporting Standards as
adopted by the Institute of
Chartered Accountants of
Bangladesh at the time of
preparing financial statements .
Professional assistance also needs
to be taken during preparation of
financial statements.

The Author is a Council Member of ICAB
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Introduction

Experiences and experiments with growth
in twentieth century end up with an
unpleasant conclusion that growth could
not be made sustainable without following
the path of inclusive growth. This has
resulted in disparity in income at country
as well as global level. In a recent meeting
of the World Economic Forum (WEF) in
Davos, Switzerland it was raised that the
widening gap between the rich and poor
was going to be a threat for the sustainable
growth of the world economy.

The Organization for Economic
Cooperation and Development (OECD) in
a study found that the income of the 1.0
per cent super rich have doubled in less
than three decades in the US. The average
income of the mega rich 10 per cent of the
people of 34 nation of the OECD is nine
times more than the poorest ten per cent.

The major theme of protest is 99 per cent
of the poor are paying for the sins of 1.0
per cent. This issue is being debated in
areas where laissez faire capitalism was
taken for granted and where talk of
inequality used to be mocked as class
warfare. Europe is simmering with
discontent. So is the Arab world.

This together with global financial crisis

repeatedly pushing the global economy
into plunge almost every decade has
further raised the question whether the
banking system based on interest can at all
contribute to promote sustainable
development. It is sometimes argued that
the mainstream banking based on interest
itself accelerate cyclical fluctuation i.e,.
expedite recession.

Emergence of Islamic banking and its
rapid expansion in developing and
developed world raised hopes and
concern whether the world is getting a
suitable world economic order to face
frequent ups and downs in growth and
make the development sustainable.

In this article the above concerns have
been addressed from the perspective of
systemic capacity of the newly emerged
banking known as Islamic Banking.

Mainstream Perception of
Inclusive Growth and Sustainable
Development

Inclusive Growth

Inclusive Growth refers to the pace and
pattern of growth simultaneously, which
are interlinked and must be addressed
together. Rapid pace of growth is
unquestionably necessary for substantial
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