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CAG and Accountancy Profession

CAG's Global Presence
The Comptroller and Auditor General of India has 
wide experience of conducting international audits and 
plays a prominent role in the auditing profession, both 
at the regional level in Asia and at the international 
level.

The CAG has been an active member of 
International Organization of Supreme Audit 
Institutions (INTOSAI), an organisation which has a 
membership of 188 Supreme Audit Institutions (SAIs). 
He is a member of the Governing Board of INTOSAI. 
He chairs INTOSAl's Working Group on Information 
Technology (IT) Audit. He also chairs INTOSAI's 
Goal 3 - the Committee on Knowledge Sharing and 
Knowledge Services, under the INTOSAI Strategic 
Plan 2005-2010. Recently, the CAG has again taken 
over as Chairman of 'Asian Organization of Supreme 
Audit Institutions (ASOSAI)' on February 29, 2012 for 
the next three years. 

The CAG has played a vital role in all the nine (9) 
research projects undertaken so far by ASOSAI. These 
are projects on Accountability and Control of Public 

A democratic state has a “Social Contract” with the citizens and functions on behalf of 
the people. To ensure that this contract is respected, a democracy provides for several 
institutional mechanisms like the judiciary, vigilance bodies and an independent Supreme 
Audit Institution (SAI). The Comptroller and Auditor General of India (CAG) and the Indian 
Audit and Accounts Department (IAAD) functioning under him, constitute the Supreme 
Audit Institution (SAI) of India. The CAG, a creature of the Constitution of India, has been 
assigned a prominent role to act as the watch-dog to promote good governance, transparency 
and accountability in governmental functioning. Dr. Ambedkar describes CAG as a very 
"important functionary" in the Constitutional scheme of governance. Read on ...
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Enterprises, Financial Accountability and Management 
in Government, Audit of Public Works and Projects, 
Government Revenues - Accountability & Audit, 
Performance Audit Guidelines, IT Audit Guidelines, 
Audit Quality Management Systems, Guidelines on 
conducting Environmental Audit and ''Evaluation 
and Improvement of Internal Audit Systems and 
Relationship between the Internal Audit Units and 
SAIs''.

The CAG has signed Memorandum of 
Understandings (MOUs) with SAIs of 15 countries for 
enhancing audit capacity building and exchange of best 
practices. These countries are Russia, China, Poland, 
South Africa, Brazil, Iran, Kuwait, Oman, Venezuela, 
Bhutan, Maldives, Afghanistan, Cambodia, Vietnam 
and Mongolia.

The CAG has been appointed external auditor of 
several bodies of United Nations (UN) from time to 
time. He was a member of the Board of Auditors of 
UN for six years from July 1993 to June 1999. He was 
selected as Chairman of the 'UN Panel of External 
Auditors' in December 2011. Presently, he has been 
appointed external auditor of many UN bodies such 
as World Health Organization (WHO), International 
Maritime Organization (IMO) in London, International 
Organization for Migration (IOM), World Food 
Programme (WFP), World Tourism Organization 
(WTO) and World Intellectual Property Organization 
(WIPO).

CAG and Government Accounting in India
Article 150 of the Constitution of India stipulates 
that “The accounts of the Union and of the States 
shall be kept in such form as the President may, on 
the advice of the Comptroller and Auditor General of 
India, prescribe.” Accordingly, with the support of the 
Government of India, the Government Accounting 
Standards Advisory Board (GASAB) was constituted 
by the CAG on 12 August, 2002 for the Union and 
States. The mission of GASAB is to formulate and 
recommend Indian Government Accounting Standards 
(IGASs) with a view to improving standards of 
Governmental accounting and financial reporting 
which will enhance the quality of decision-making and 
public accountability.

Seven Indian Government Accounting Standards 
(IGASs) have been formulated so far, of which 
three IGASs on 'Guarantees given by Government: 
Disclosure requirements', 'Accounting and 
Classification of Grants-in-aids' and 'Loans and 
Advances made by Government' have since been 

notified by the Government for implementation. Four 
IGASs are under consideration of the Government 
of India for notification. Exposure draft of one IGAS 
has been published on GASAB's website for public 
comments.

Government accounting and its financial reporting 
in India derives its form and substance largely from the 
cash based accounting system. The current system has 
limitations on the dimensions of transparency and user 
friendliness. The cash based system cannot be used 
effectively to review and fix accountability for the 
performance. A transaction is recorded only as the cash 
is paid or received, irrespective of the time of receipt 
of value, incurring of a liability etc. The deficiencies 
in our cash system result in weak stewardship, 
lack of transparency and an impaired ability to 
accurately predict the future cost of a current financial  
commitment.

Report of the Twelfth Finance Commission (2004) 
recommended the introduction of an accrual-based 
system of accounting in Government of India. The 
Government of India has accepted this recommendation 
in principle and has asked GASAB to suggest reforms 
in the Government cash accounting system. The 
accrual basis standards will be issued under the title 
‘Indian Government Financial Reporting Standards 
(IGFRS)’. 

Two IGFRSs on 'Property, Plant & Equipment' 
and 'Contingent Liability (other than guarantees) 
and Contingent Assets: Disclosure Requirements' 
will become mandatory with effect from the date of 
notification as such, by the Government of India. 
Exposure drafts of two IGFRS on 'Revenue from 
Exchange Transactions' and 'Inventories' have been 
published on GASAB's website for public comments. 
IGFRSs are harmonised with International Public Sector 
Accounting Standards (IPSASs), the global standards 
for governments, prepared by the International Public 
Sector Accounting Standards Board of the International 
Federation of Accountants (IFAC).

Accounting Reforms in Corporate Sector
A reliable, consistent and uniform financial reporting 
is an important part of good corporate governance 
worldwide. Different countries have different sets of 
Accounting Standards to regulate financial reporting 
by their corporate sector. However, with the advent 
of globalisation, cross border investment and trading 
has increased. The investors, therefore, need a uniform 
globally accepted set of Accounting Standards followed 
by companies so that comparison across the companies, 

51



 WORLD VIEW AND VISION ON PROFESSION 

THE CHARTERED ACCOUNTANT  july  201252 www.icai .org

globally, is facilitated. Many countries including India 
have responded favorably to these requirements. 

The International Accounting Standards Board  
(IASB) has been recognised as global Accounting 
Standards setter. International Financial Reporting 
Standards (IFRSs) formulated by IASB has been 
adopted by more than 100 countries (including 
countries of European Unions, Australia, New 
Zealand, Russia). Many other countries are expected 
to either adopt IFRSs in toto or converge their 
own standards with the standards issued by IASB. 
There was commitment in G-20 summit held 
(September 2009) in Pittsburgh that G-20 Countries  
(of which 'India' is also a member country) would  
converge national Accounting Standards with IFRS by 
June 2011. 

The convergence process, however, has proved to 
be a great challenge for India and other large countries 
like China, USA and Japan. These countries had to 
defer the implementation of converged accounting 
standards. In recent past, 35 Indian Accounting 
Standards have been converged with IFRS but the date 
of implementation of the same is yet to be notified by 
the Government pending requisite changes in corporate 
laws, tax laws and other relevant regulations. These 
standards are called 'Converged Indian Accounting 
Standards' or 'Ind AS'. 

There are certain deviations in 'Ind AS' from IFRS.  
However, few deviations are unavoidable due to the 
regulatory and legal framework as well as business 
practices which are peculiar to economic environment 
in India. In order to minimise the deviations, there 
is a need to discuss the deviations with IASB to see 
if IFRSs could incorporate the Indian concerns and 
thereby reduce the deviations. 

Further, many IFRSs are undergoing revisions and 
few new IFRSs are under drafting stage, which are 
expected to become effective in the near future. Hence, 
the convergence with minimum deviations has to be a 
continuing process, if aimed to derive full benefits of 
the convergence. 

One important concern towards the convergence is 
the fact that IFRS uses fair value as a measurement base 

for valuing most of the items of financial statements. As 
such, there is need to ensure that there exists a reliable 
mechanism and infrastructure in India for determining 
and verifying the fair value of various assets and 
liabilities with due accuracy. The convergence can, 
otherwise, bring unwanted subjectivity and volatility to 
the financial statements.

Arrears of Accounts in PSUs
The preparation of annual accounts is fundamental 
to good corporate governance and the responsibility 
for enforcing the same rests with the Company and 
the States. Non preparation or delayed preparation of 
accounts is violative of the Companies Act 1956 and 
fraught with risk of misappropriation of assets of public 
sector undertakings (PSUs). Further, there is scope 
for intentional or unintentional errors and omissions 
in receipts and payments. The chances of detection of 
such errors, omission or misappropriation, if any, and 
enforcing accountability on those responsible becomes 
remote in case of delay in preparation of Accounts.

This serious issue of non-preparation of Annual 
Accounts by a large number of State PSUs and 
consequential absence of baseline accountability has 
been addressed by the CAG of India. He has persistently 
taken up the issue of huge arrears of accounts with the 
State Governments and The Ministry of Corporate 
Affairs, Government of India. Consequently, 
the Ministry has issued instructions to the State 
Governments in November 2011 for preparation of 
the Annual Accounts of these PSEs for the last two 
most recent years and that the Annual Accounts of 
all previous years might be prepared backwards in a 
time bound manner. It is hoped that Management of all 
companies would grab the concession and make their 
accounts up to date. 

As an institutional arrangement, the Government 
should provide punitive action for non preparation of 
the annual accounts even in cases where willful default 
could not be established. This is particularly necessary 
because value of timely financial reporting goes far 
beyond transparency as it is a tool for improving the 
management of business.

CAG and Auditing in India
Depending upon the objective of audit, CAG’s audit  
could broadly be classified into Performance Audit, 
Compliance Audit and Financial Audit. Apart from these 
traditional audits, a number of audits of Information 
Technology and on Environmental issues have been 
successfully carried out. 

The convergence process, however, has proved to be 
a great challenge for India and other large countries 

like China, USA and Japan. These countries had  
to defer the implementation of converged 

accounting standards.
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While appointing the chartered accountant firms, 
independence of the statutory (primary) auditors is 
ensured by by periodic rotation of the auditors and 

accountability through supplementary comments on 
the financial statements and the auditor's report. The 
CAG also audit and certify the annual accounts of the 

Central and State Governments.

Performance Audit seeks to assess whether a 
programme, scheme or activity deploys sound means 
and uses the resources in an economical, efficient and 
effective manner to achieve its intended socio-economic 
objectives. A performance Audit would, therefore, ask 
what should have been done to achieve the objectives; 
how things could be done better and how to do better 
things. Compliance audit is often called a transaction 
audit in which some selected transactions of an entity 
or themes for a particular financial year (s) are chosen 
for examination. 

Financial Statements are prepared by departmentally 
run undertakings, statutory corporations, government 
companies and other autonomous bodies and authorities. 
Our reports states how far the accounts are ''true and 
fair'' i.e. whether the financial statements (accounts) 
are properly prepared, complete in all respects and are 
presented with adequate disclosures. In some cases, 
our financial audit is a ''supplementary audit'' with the 
primary auditor usually being a chartered accountant 
firm. While appointing the chartered accountant firms, 
independence of the statutory (primary) auditors is 
ensured by by periodic rotation of the auditors and 
accountability through supplementary comments on 
the financial statements and the auditor's report. The 
CAG also audit and certify the annual accounts of the 
Central and State Governments. 

To take up audit of the computerised systems and 
e-Governance initiatives, IA&AD officers and staff are 
extensively trained in auditing information technology 
(IT) systems. SAI, India has been pointing out not just 
deficiencies in the software but overall service issues 
in IT enabled systems. The IT Audit initiate of SAI, 
India has been awarded with Prime Minister's Award 
for excellence in public administration in the year 
2008. 

Number of performance audits on various 
environmental issues in the past have been done 
by the CAG. This has been identified as an area of 
specialised auditing and an international centre is 

being established by the CAG which shall provide 
training on environment audit and conduct research on 
environmental issues and sustainable development.

Public Private Partnership
The Governments, both at the Centre and in States, 
are actively promoting Public Private Partnerships 
(PPPs) in the key infrastructure sectors. An important 
objective of such partnerships is to provide improved 
service delivery at optimum cost.  

In a PPP, a private player delivers public services for 
which he gets paid either by the Government through 
annuity payments or by users (citizens) through 
payment of user charges/tariff. There is immense risk 
of the PPPs being misused and exploited, causing 
significant loss to the government or poor delivery of 
services to the public. Any comprehensive audit of PPP 
Projects would therefore require access to the records 
of private partners for proper verification of their 
performance in delivery of services and adherence to 
the contract conditions.

Despite the fact that substantial public resources 
are being used in the PPP projects, most of the PPP 
contracts signed so far by various Ministries do not 
expressly provide for audit by CAG. This has created 
serious access rights problem in auditing records of 
private contractors in PPP projects, which needs to be 
addressed immediately. Limiting the scope of CAG’s 
audit in PPP projects would amount to restricting 
the scope of oversight by the Parliament over such 
projects, which is neither desirable nor seems to be 
intended by the Government. As such Government 
has to ensure that terms and conditions of model 
concession agreements of PPPs contain provisions for 
comprehensive audit by the CAG.

Given the objective, magnitude and importance 
of these partnerships in infrastructure development 
in the country, the PPPs ought to remain under the 
Parliamentary oversight through the CAG audit.

Changing Public Perception on Auditor's Role
Public audit was rule based and was concerned with 
probity and compliance alone. Recently, increasing 
demands from stakeholders to know more about 
performance and results has altered the perception of 
the role of the Auditors in most countries. The role 
of public auditors has extended to being a powerful 
'trustee of public good' from merely being an auditor of 
financial transactions. Audit has emerged as a powerful 
instrument to promote accountability and transparency 
in the democratic polity of India. ▪
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