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EDITORIAI,
In this issue ofthe journal, there are several interesting articles

covering awide range ofissues that are very important andreGvantfor
governance. In our regular feafure Auditor's Notebook shri Dharamvir discusses two subjects of current interest: (i) cAG and the
l^egislatures a1d (ii) the. cAG's audit of private entiiies. According toShriDharam vir, the old compact that has tradi;i;ily e"r"Lro trr.relationship between the pAC and the cAG with 

"""h 
t;; ;;wed as

. a source of strength to the other came under severe strain in the wake ofpresentation of a few high profile audit reports like the one on 2G
Spectrum for which the then cAG shri vrlod nui *ur l""riioned by
the 

PAC.' although not as a witness. As simila*itoutionl *uv'arise infuture also when audij rengr-ts.wittingly or unwittingly get'invested
with political implications, shri nnarimvir suggestsih"atirr. r.r.rrun,
rules should unambiguously prohibit summonirig of the cAG or any
other officer ofthe CAG's orginization as witness]

The second subject in the Auditor's Notebook relates to theimplications of a recent Supreme court .Iudgment which makes thecAG a truly national auditor-authorizing hiin 'to follow th" *p".,
irrespective of the instrumentality invohe? in the raising o."f*oirrg
ofwhat goes into the consolidated Fund oflndiu o. oJu.iut.. io r".-,
gf the judgment, CAG's right to audit. privat" ;ii";,'*h",h",
Government assisted or controlled or otheiwise, i, 

"" 
r,o"g;subject to

the discretion of govemment. The judgment also gives to"the CAc the
lght o,f access to books of accounti and recoris of such .outi"r.
According to the authorthe judgment equalryposes a,h;GU; to theauditors to develop afflo.nyati capacilies including u"quis'iiioo or
domain knowledge t9 futnt tne expaisiye mandate in order to meet the
expectations of stakeholders.

Incidentally in og January-Jun e 20lL and July December
201 I issues shri Dharam vir had diicussed some ofthe issues with the
concept of Effective.l:I"-nl" Deficit (which was introduceJ ly *
amendment to the FRBU Act) and tire moral haznd of creative
accounting/ budgeting associated therewith. tt is heartening to note
that his views have found resonance in the Report of the ro:urteentn

-

*"
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FinanceCommissionwhichhasrecommendedthedeletionofwhatit
calls this artificial construct fromthe law'

From the beginning, CAG's dual role in the preparation of

accountsandalsointrreiraudithasbeenasubjeclo_f-debatewhjchhave
,roi u""r, muted uv tn. department alization of 197 6 or the bifurcation

oflg84.Ithasbeenaccompaniedbythelackofclarityonthesubject
ofownershipofaccount,,*dtt'.roleoftheAccountantsGeneral
fAccounts; *ith r"rp"rt to the state government' Shri V' Ravindran in

hisarticle..CAG'sDualRoleinAccountsandAudit-Challengesand
Prospects" expresses his concerns that comments of the Accountant^G;;h 

(Accounts) in the accounts are limited to information

u"uii"ur" in the budget, accounts and explanations of the executive.

The mandate of the fccountant General (Audit) is far more pervasive,

since he can personally inspect records and offices' Therefore'

u.rorAmgtohim,tft"n.pottonStateFinancesshouldlimititselfto
auditcommentsbasedonsubstantivetesting,withoutreplicatingthe
.o--.tt, made by the Accountant General (Accounts) or attempting

uny ..ono-ic analysis. The Finance Accounts should be made less

voluminousandmorereadabletothecommoncitizen,withdetailed
mror-u,lon providJon the cAG's website for customized analysis as

required.

For the public sector covering all ^Union 
and State

governments, their Public Sector Enterprises' l*?, ^and 
non-

StatutoryAutonomousBodiesincludingurbanandrurallocalbodies,
the,annualprocurementbudget'isover30percent.of^GDP.Inhis
article "Reforming the Publii Procurement System" Shri Subhash

ChandraPandeyextensivelydiscussestheinstitutionalizationof
publicprorrrr.-"rr,-pro""tt"ttttoughmanualsandrulebooksand
highlights ,o-. otltfi. common piobl"-r and shortcomings in the

present procurement system'The *tttt examines the salient features

of the publi" pro.rri.-ent 8i11, 2012 which was introduced in the Lok

iuUfru m f,rfu', 201) andhas since lapsed, whiie the issues it brought to

focus remain outstanding. with hifh+take auctions such as telecom

;;il; and coal block allocation, and enhanced level of planned

Jupi uf acquisitions for Defence Services, the importance of having a

robust procurement system that can withstand audit and judicial

I
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scrutiny on the touchstones of public interest, integrity, transparency
and fair competition can hardly be over-emphasized.

The only mechanism provided in the Constitution for
devolution of resources from the Centre to the states is through the
Finance Commission under article 275. But the spirit of fiscal
federalism in the Constitution was defeated by the creation of
Planning Commission and atthonzing it to transfer huge amount of
central resources to states as plan transfers without any constifutional
backing, while limiting the scope of the Finance Commission only to
recommend non-plan transfers. The plan transfers which are

discretionary in nature are made under article 282 which is meant to
deal with exceptional situations; these transfers are also
discriminatory being influenced more by political rather than
economic considerations. Shri G. Bhattachadee in his article "Social
Welfare through Centrally Sponsored Schemes" has questioned the
role of the Planning Commission as an extra-Constitutional allocator
of plan resources in a discretionary manner. When the Gadgil formula
attempted to limit the arbitrary discretion of the Cenhe over these plan
transfers, it devised another way of exercising this discretion through
the mechanism of Cenhally Sponsored Schemes, whose numbers
have since proliferated on political considerations, creating further
aberrations in our public finances. Even though the Planning
Commission has now been wound up and replaced by the NitiAayog,
many ofthese schemes still continue to operate. The author argues that
it is high time this 'Centralised welfare' is stopped and the Finance
commission be made the sole agency for transfer of resources, plan as

wellasnon-plan.

INTOSAI prepares Standards, guidelines and best practices
for dissemination among the auditing community. INTOSAI
conceptualized the model of a comprehensive set of International
Standards of SupremeAudit Institutions (ISSAIs) for SAIs and called
member SAIs to use the ISSAIs as a common frame of reference in
public sector auditing. In her article "An introduction to International
Standards of Supreme Audit Institutions (ISSAIs), Ms. K. Mani
discusses the advantages of implementing ISSAIs which can bring
increased uniformity in audit from an international perspective,

3*"
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enhanced credibility and professionalism' As an active participant of

the INTOS4T "o**r1nil,'iei 
r"Oi" had committed itself to ISSA1

implementati"" ""d 
#;":a;;;;; fool of tacilitators as a first step

iotiutOt alignment with IS SAIs'

The increasing demand-. for greater transParencY and

accountability i" p'iuu?" J"i-p"uri" '"tio'management 
across the

world has promp"i?'iat-'^igi"g tnuqges in iudit process and

reporting during'ntT"* Ottug"' fftl'Li1'u"g"* u"O legislatures in the

national governments and internationai'igalitxions exp^ect the

p,"r*,i"i.LTi',n'.""f1'J:if jf Hilf tliffijffi :?ffi?":Ji::

xlii::.Til$ll:?ffi ffi 'd;ft;;-::*:,:T,11,'"f 
,"'rireria'

Condition, Cause, ffi;;q*""J"lg iorection' Auditors today are

faced with un ou"tu'it'itti o"-*a t3.add value in govenrance' The

professionaf uuOito" 't'oitJ "tpond 
to this demand by focusing on

the roots, notjust the trees'

In the Document Section' 1e have included "The National

Judicial App ointme;;; Commis sion A' 
"t-'L0 

1 4" which we hop e would

Ue veryr"ievantto the readers'

- We hope to get respons:' ToT 
our esteemed readers on the

articres in this irr"l.?rri, uJrrrg the-rast issue being brought-out by the

current Edit",i"lB";;;;ilffi;;:t trt"nt ull otttd"ut ttuders for the

excellent support provided to us durrnf tftt futt three years and wish

themalltheverybest'

Editor-in-Chief

,\1.1ti,l $ Slt{'ttii, I'i' { ttr



AUDITOR'S NOTEBOOK

Dharam Vir

(i) CAG and the legislature: some tentative thoughts on
rules of engagement

"In the briefing to explain the 2G Report to the PAC" writes
Vinod Rai' "...R P Singh who had prepared the report made a
PotuerPoint presentation and explained all its myridial aspects.
Then members sought clarifications. The process thatfollowed has

been best described by newspapers the next morning:'PAC grills the
CAG'. Members of the treasuty benches spared no efforts to punch
holes in the CAG findings. I have attended PAC meetings both in thb
state and the centre, but never have I seen the accountant general or
tlie CAG being.farilted.for his findings and that too with the kind o.f
virulence thatwas observed in the meeting".

"Meetings aJ the JPC" continues Vinod Ftai "were oroih",
revelation. I had written to the chairman offering assistance of the
department in the deliberations of the JPp. Our offer was accepted
andwe were invited to the first meeting. We reached the Prtrliament
annexe where the meeting was to be held, before the appointed
time....We were asked to wait. .. We waited. And w9 waited. We wgr.e

ushered in about ctn hour and half later. It was only the next day that
we learnt from the media that there was heated deliberation about
whether the CAG was to be seatedwith no 'witness' board infront of

'ShriDharamVir is a formerDeputy Comptroller &Auditor General oflndia

'N ot Just an Accountant; MnodRai fbrmer Comptroller and Auditor General of India

the
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us or otherwise. Thanffilly when we walked in there was no
'witness' board infront of us. We made a presentation. There was no
interest in it. Members were out to disprove every word we had
written in the report. The discussions, ironically, were on party
lines. The questions and the observations made were so hilarious at
times and on occasion, so full of insinuation that it was dfficult to
maintain one's composure. Whatwas remarkable that the members
were happier believing what R P Singh' had stated in the media,
rather than what the CAG and his team of fficers from the
departmenthadto say".

Although the fraught nature of relationship betrveen the
CAG's organization and certain sections of the PAC and the JPC
belonging to the then ruling combination has been common
knowledge, it is the first time that the extent of the vehemence of
antagonism has been made public. That the then CAG has
personally chosen to bring it out in the open only adds to the
seriousness of the matter.

The sittings of the Parliamentary committees are held in
private and while a verbatim record of the proceedings and evidence
tendered by the witnesses is kept it is not put in the public domain
but only laid on the table of the House when the committee's report
is tabled unless decided otherwise by the Committee. The report of
the PAC could not be finalized and presented having been held
hostage to an elusive unanimity; the JPC tabled its report in the
Parliament and also the minutes of its meetings but did not print
copies ofthe latter for easy access and availability. Nevertheless the
excerpts from Vinod Rai's book give a flavour of the approach of
certain sections of the two Cornmittees to audit that warrants an
examination of what may be described as the rules of engagement
between the CAG and the Parliamentary committees or even the
Parliament

CAG's Audit Reports on the accounts of the Union are
submitted to the President who causes them to be laid before both
Houses of Parliament whereafter these stand automaticallv

'LateSbriR P Singh had since retired.
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transmitted to the PAC. In terms of the Rules of Procedure and
Conduct ofBusiness inthe Lok Sabhathe PAC is taskedinteraliato
examine the accounts and the Report of the CAG thereon and
satisff(a) that the moneys shown in the accounts as having been
disbursedwere legally available for, and applicable to, the service or
purpose to.which they have been applied or charged; (b) the
expenditure conforms to the authority which governs it; and that (c)
every re-appropriation has been made in accordance with the
provisions made in this behalf under rules framed by competent
authority. In a way the starting point of the work of the PAC is the
CAG's Audit Report though this does not preclude suomoto
examination of any sutject at the discretion of the PAC. The PAC is
assisted by the CAG in its deliberations; the CAG's organization
supplies a Memorandum of Important Points suggesting possible
lines of inquiry which may be pursued by the PAC; the CAG or his
representative briefs the PAC in advance when a subject is taken up
for detailed examination by the PAC'; and the CAG or his
representative is invariably invitedforthe sittings ofthe PAC when
he is seated with the Chairman on his right side. The role of the
CAG has been encapsulated in the classical expression as that of
'the acting hand of the PAC' and the 'friend, philosopher and guide'
of the PAC. The CAG may with the permission of the Chairman
even intervene duringthe examination ofwitnesses to clariffpoints
and to elicit information material to the PAC work. The CAG may
intervene if a witness tries to obfuscate the issues. The second
Comptroller and Auditor General of India A K Chanda had
described himself as the lord protector of official witresses who
wouldcome to the rescue of awitness if aPAC memberwere to put
an unfair question imputing bad faith to the ivitness.

The Apex Court has on several occasions considered and
pronounced on the position of the Audit Reports yis a vis the
Parliament and the PAC. In Arvind Guota vs Union of India the
Apex Courto clearly held that the Audit Reports which are mandated

$
'The PAC was seized of the issue of telecom licences much before the presentation of the Audit
Report.
'Order dated December 1, 20 I 2 in Writ Petition (C) No.393 of 20 I 2.
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to be laid before the legislatures are subject to scrutiny by the

Parliament or legislatures ofthe States as the case may be. In a more

comprehensive exposition on the subject the Apex Court in Arun

Kumar Agrawal vi. Union of India and Others' observed that the

CAG indisputably is an independent constitutional authority and

"onr"q,r.tttiy 
the Audit Report commands respect and cannot be

brushed aside as such but it is always subject to Parliamentary

debate and it is possible that the PAC can accept the Government's

objection to thtCAG Report or reject the report of the CAG. This

wis also reaffirmed in Pathan Mohammed Suleman Rehmatkhanvs.

State ofGujarat'

The aforesaidpronouncements oftheApex court simply lend

judicial authority to the long standing accepted position^in the

matter. The then CAGS Ranganathan had in his evidence before the

Joint committee' on the cAG's DPC Act described the PAC as a

'great corrective force'.

The PAC follow up of the Audit Reports ordinarily results in

considerable value addition to audit findings because of the wider

exposure of the parliamentarians to public affairs. To be sure there

have also been instances when the PAC has not agreed with the

observations in theAudit Repoft, sometime in the light of replies or

clarifications furnished by the executive after the report has been

submitted to the Parliament. In such cases, the PAC discreetly

refrains from following up the Audit Report. In one State the PAC

did not agree with the comments of the cAG and actually

complimerited the Government for executing a uniq-ue project". On

the Audit Report on Disinvestment of Government Shareholding in
lggl-g2 in selected public sector ehterprises the PAC agreed with
the CAG's findingi about the various acts of omission and

'Writ Petition ( C) No. 69 of 20 I 2 decided on May 9, 20 I 3
uspecial 

Leave Petition (C )No.32507 of2013.
tlok 

Subhu Joint Committee on the Comptroller and Auditor General' (Duties, Powers and

Conditions ofService) bill 1 969--- Evidence
tR K Chandersekharan The comptroller and Auditor General of India: An Analytical History'

e
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commission of Government but diti not endorse the amount of
under-realization in the sale of shares which had been assessed as
P.s' 3442-crore by audit, and merery concluded that the exercise had"entailed loss of sizeable mugnitud" to the .*.t.qu.r; while
observing that the exact amount of loss ,,could 

be unybody,, g,r.*;;.
Even in the r,ratter of some of the recentAudit Reports lileire ones
on the Adarsh Housing^ S.ociety, privatization o*he Delhi Airport
and the Performance of civil uuiation sector, the pAC endorsementof the audit findings aird recommendations has not been full-
throated.

It also bears to be resalled in this connection that the Joint
committee which inquired into irregularities in securities and
banking transactions (popularly knownls the Harshad Mehta scam)in the nineties had niade' criticar observations about the
methodology of cAG's audit ofpubric sector cornpanies but only aspart of its overall scrutiny of the oversight mechanism of the
financial sector.'n

cAG's Audit Reports are pl'epared in a irighly transparent
manner and full oppofiunit), is gi-ren to Go'ernil.nt to ofl'er its
response at each and c'ery stage ofprocessing. cAG also shares theaudit evidence with covernrneni" Government is specificalry
invited to confirm thr: facts and figures mentioned in the Audit
Report and offer its conlnenrs on the Audit findings as well asrecommendations" The reasons for n.t accepting tte repries 

'fGovernment are also recorded in the Audit Reportslceclrlnt.r,'ut
proce.dures are designed.to ensuic high quality output. rrr. g"ioing
principle is that each antr every rtutri.ni made in ihe AudiiReport
is backed by documenlary evihe'ce and each and every conclusion
or finding flows from the facts and figures mentioned therein. TheAudit Reports are, so t9 

9ay, -speaking documents that orJinarily
leave little scope f'r seeking frx.ther c"i-ariflcation eveu ur-th*r" ur.
written in aprofessionaI manrrer.

.\.n9.19l1tt9comprroller andAudiror Gencral ciinciia ibr the year e'ded 3l Mar.ch 1992 No.14 of 1993 union Govenri'ent (Civii) unri seuerrty-'r:rlth Report of the public AccountsConimitteel 993-1 994 Tenth L.okSabha.
"'Report of the Joint Cornr.fransactio,rsrnnr,.",,u"on,,ttlli?rl?,Inor"r" inrc lregurarities in securities and Banking
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.. The question of the appearance of the cAG befbre theParliamentary committees as i *itn.r, as distinguished from as anadvisorneeds to be considered in thealove background.
CAG as witness

under Rule 270 0f the Rules of procedure and conduct ofBusiness in Lok Sabha a commitie. oitrt" parliameni;, ;" powerto send for persons, papers and records. However, under Rule 269 awitness may be summoned by an order signeil^;;ifi; by theSecretary General ofthe Lok S"Ufr". 
- -

"rn,, 
*Ll,?rTlp;3irl"'h 

summons were issued to the cAG or any

From the availabre information it appears that while the cAGinteracted with the pAC as per the normar practice oitri.n.rg tlr.PAc, he had volunteered io offer assistance to the Jpc in itsdeliberations and the Jpc invited trre cec to appearbefore the Jpc.Although the Jpc Report lolnally ii.t. 'n p singh former Direcror
9:j:t" Audit (Posti and Telecommunications), as one of thewltnesses who tendered evidence before it, the ,:.p.;;;;ives ofthe cAG are merelvmentioned in the tntroductory chapter amongstthose from whom it had'b.i"fiG;^;;; oral evidence,,.This has left
1T.,-ni::,t"1 

of appearance of thJCAG before rhe pAC or the JpC asawrtness wide open.

.. According to 1 survey carried out by the CommonwealthParliamentaryAssociation-in zoor, irr. u.ua orirr. s,r;^i^"I; AuditInstitution appears before the pAC urriin"r, in79 per cent of the 70countries covered by.thg survey". But this has to be viewed in thecontext of the constitutional ind,legal framew;;-r;i;r.g to theSupreme Audit Institution in .u.rt.-*ntry. For example, in theunited Kingdom, the cAG *tto rs an om..t or,rr. pu.r^iu-ent maybe summoned to sive evidence u.rorrirr. pAC as a witness but healso attends the 
-meetings 

of trr. paC as an advisor when the:--- -
;?ffi1*"ffi?",",t'H:"ffIllil,"tX?'" Accounts committees and pubric Spending
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evidence is taken by the PAC and he does not sit next to the
Chairman, but sits at the other end of the table,opposite to Treasury
officials, (and not on the right hand side of the Chairman as in India),
and intervenes in the discussions only when the Chairman asks him
to clari8z a point or when some information is required from him. Of
course as in India the CAG in the United Kingdom before the
commencement of each meeting a conference is held in the room of
the Chairman of the PAC when the CAG and the clerk of the
Commiffee are present and the important points to be raised with the
witnesses are discussed. In Canada the relationship between the
Auditor general and the PAC is more at arms length; while all Audit
Reports stand referred to the PAC, at the PAC meetings theAuditor
General appears and gives evidence as a witness only''.

Be as that it may, the PAC is an instrument of securing the
accountabilify of the executive on behalf of the Parliament and as
already averred above, it ordinarily takes off from and follows on
the CAG's Audit Reports. The Audit Report provides the staple
input for the PAC for holding the Government to account and the
PAC is entitled to be satisfied about the veracity of the observations
in the Audit Report before these can be used for taking on the
executive. Joint Parliamentary Committees are ad hoc committees
of the Parliament tasked with in-depth examination of matters of
public concern involving acts of omission and commission, if any,
of the executive only. The terms of reference of the JPC set up by a
motion adopted in the Lok Sabha in February 201 1 were as under.:

(1) To examine policy prescriptions and their interpretations
thereafter by successive Governments, including
decisions of the Union Cabinet and the consequences
thereof in the allocation and pricing of telecom licenses
and spectrum from 1998 to 2009;

(ii) To examine irregularities and aberations, if anyl and the
consequences thereof in the implementation of
Government decisions and policy prescriptions from
1998to 2009;and

-

"For example during 2000 the Auditor Generalattended 22of the 3 1 sittings of the pAC ; in all
cases as awltness.
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(iii) To make fecofftffendarions t0 ensure forrnulation of
appropriate procedu.res Ibr implementation of the laid

down poiicy in flre allocation and pricing of teiecom

licences.

In the light of the a.irorre. a refcrenue to thc CAG's Audit

Report r,vould only i:e incictreritai aird thr: "iF{- wruld be liee to ignore

the observations in the Aud,it fts:por1 if' atier seeking sucl't

clarifications as it rnight reqi:ire from the CA{-l's organization it was

not in agreementr,vith the same .

The qr,restion of intelaction between the state legisla.ture and

ihe CAG's organization came up for consideration earlier rvhen the

Bihar legisiature resolvecl in 200t) tc constitgte a Joint Committee of
memberi of both its houses to prohe the role ai.id responsibilities of
the Accountant General in the Animal Husbandry Scam on which a

Report hacl already been presented in Assembly'. on a reference

made to the Attotney General, the Ministr,v of l.arv had held that tire

Joint Committee couid not issue sulllm()ris to the CAG or his

officers since the CAG is an in,lependent Constitutional Authority
and is not answerable and therefore the CAG or his officers are not

bound to cornpiy with the surnmolls and appear before the Joint

Committee.

A related question concerns the calling the officers of the

cAG to appear before a Parliamentary commtttee in their

individual cipacity andnot onbehaifof the CAG. The answerto this

is providecl in the words of the first Comptroller and Auditor
General of India Shri Narahari Rao "For all that is included in the

Audit Reporis" averred shri Narhari Rao before the PAC in 195 l.
"the ultimate responsibility is that cif the Auditor-General who

countersigns the iudit report but he holds the Accountant General

,espottsible to himself."'' A subordinate offrcer does not enjoy the

protection to act without fear or favour that is avallable to the CAG.

''Vijay Kumar The Csml.6"slig1 alcl ALrditor ilcir.eraI of l;rcli:r A 'firema"tic History 1990-20ti7

VbL.rmeI
''statement Made b-,-' the f3111pi11ils1 ;1r:ilArtciilor Ceuerai of Jndia before the Public Accounts

Committee on 22 lvlay i C:' r . , , . yl .:r. r,',.,i:. . 1-oliorverl ior picparation and subrnission olAudit

ReDorts to Pariialnen:
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Also, pitting the word of a subordinate officerbefore the averments
of the CAG and asking the latter to clarify his position or to
comment upon the former is not the best manner in which
proceedings can be conducted. It is totally inconsistent with the
dignity of the of{ice of the CAG that a constitutional authority
should be called upon to defend himself against the word of a junior
officer of his own organization and the CAG would be well within
his right to refuse to answer any such question. Given the multiple
levels through which an audit comment is developed beginning in
some cases at the level of the auditor or the section officer' the
implications of summoning subordinate officers to depose before
the committee need to be carefully thought through.

The CAG is a high constitutional authoriry the persons who
occupy this position are seasoned Government servants and to quote
from the testimony of S Ranganathan before the Joint Committee
"the CAG cannot function with any sense of lack ofresponsibility"'.
On the other hand an open attack on the Supreme Audit Institution
has the inevitable consequence of demoralizing the large army of
auditors who duly and diligentlyperform their duties and it may also
indirectly encourage the law breakers to flout the law The ultimate
consequence may be the diminution of public accountability, good
governance and probity in public life with insidious erosion of
public trust inthe very institution ofdemocracy.

The conclusion that emerges from the foregoing is that a
Parliamentary Committee may seek clarifications from the CAG on
what is included in the Audit Report. It is not authorized to summon
the CAG as a witness. Also that officers subordinate to the CAG
whether serving or retired should not be asked to give evidence
beforethe Committee.

An unwritten compact has generally governed the
relationship between the PAC and the CAG, with each being a
source of strength to the other;while the PAC depends on high
quality audit reporting to be effective, the CAG in turn depends on
an effective PAC to ensure that the departments take audit outcomes

''Report of the Joint Committee ibid

!
&



1O / INDIAN JOT.]RNAL OF PUBLIC AIJDIT AND ACCOUNTABILITY

seriousiy.In the United Kingdom the legislative reforml that

resultedin the creation of the institution oftheAuditor General were

accompanied by procedural reforms that led to the establishment of
the PAb; these ieiorms were seen as part of one package and this has

historicaliy reinforced the interdependence of the trvo entities' This

*u, p".r.ived to have resolved the dilemma that had baffled the

Parliament for years "whether expenditure should be controlled by

inexpert parliamentarians or expert non-parliamentarians". Critical

to this is ihe non-partisan functioning of the PAC with the members

being conscious of their quasi judicial role and obligation

irrespective of th eir political affi liations or loyalties'

The aforesaid compact between the cAG and the PAC came

under severe strain in the wake of submission of high profile Audit

Reports like the one on 2G. Since similar situations may arise in

future when the CAG's Audit Reports get invested with political

overtones, wittingly or unwittingly, it is time that the rules of
engagement between the CAG and the PAC (or any other
pailiimentary committee) are unambiguously defi ned'

A template is available in the Rules and Procedure and

Conduct of Iiusiness in the LokSabha and the Directions Issued by

the Speaker. In terms of Direction No. 99 a Minster cannot be

summoned to appear as a witness before PAC, but the Chaitman can

have a separate talk with the Minister. The underlying logic is that a

Minister is answerabie oniy on the floor of the House,Also, under

Rule 270 of the Rules of Procedure if a question arises whether the

evidence of a particular person is relevant for the purposes of the

committee the maffer shall be referred to the Speaker whose

decision shall be finai. Some similar safeguards need to be provided

in respect of the CAG who is accountabie to Parliament in terms of
Article 148 of the constitution read with Article I2a$). The ruies

should also unambiguously forbid the summoning of a subordinate

offrcer of the cAG to appear before the PAC unless the latter has

been associated with the decision making plocess in a particular

case while on secondment with the executive'

Voi. VIII No. 1 Janut'r ltuiarch 2014

Vol. VIII No. 2 Ap;'ri - itne 20i4
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(ii) CAG's Audit of private Entities: Apex Court,s
Tran s form ative J u d gm ent

cAG's authority to audit private entities is enshrined inArticle r49 of the constitution in terms of which the cAG shallperform such duties and exercise such powers in relation to the
accounts of the union and the States and, of any otlru, oiiiority orbody as may be prescribed by or under uny .lu* *uJ. Uy tt.Parliaraent. In a recent randmark iudgmerit'o tt 

"--Hono.rruut"supreme couri has observed that the power vested in the cAGunderArticle 149 is part of the basic structure of the constitution,
like Parliam entury demccracy, independence or luciciary" rule oflaw, secuiar and f'ederal chaiacter or tn. constitution and, so on
which cannotbe taken awayby parliament.

In line with Articre r49, the cAG's (Duties, powers andconditions of Service ) Act, 1977 contains a slew'oiprourrron,
relating to cAG's audit of private entities incr"cint-rioimerery
entities that recei'e Government assistance in some form but also
unassisted entities as will be mentioned later.

In the aforesaid judgment, the Apex Court has also
unequivocally clarified that the expression'tody'used in ihe saidArlicle does not exclude private 

^entities. 
The petitioner frivatecompanies. had argued that the expression 'Lody, shoild be

g_9n9trued in conjunction with and in tire light of continuinj t..-,
'union', 'States' and 'authority' mentioned in Artict e r49 r"h-i.t ur"indicative of some form of State control and hence should exclude
non-Government entities like private companies. In this connection
the petitioners had also invited reference to ttre c";;;t?.uur.,
and argued that according to the founding fathers "the 

said
expression 'body'was intended to cover only Jntitie, tttut p..ror,o
the State functions or entities financed or conirolled by the State.

The Apex court has described this as the 'prime question'.

Recalling that the constitution'is a riving organic thing and

_$Tffi;l? "rUnifietl 
Tete Servicesprovirlers andOthers vs Union oflndiaCivilAppealNo.
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must be applied to meet the current needs and requirements', the

Honourable Court has held that it is not bound to be understood or
accepted to the original understanding of the constitutional
economics and that the legislative debates may not be the sole

criteria to be adopted by a court while examining the meaning and

content of Article I49 as the content and significance has to vary
from age to age. Since (i) the telecom companies are required to

share a part of revenue receipts with the Government, and (ii) the

Government share is credited to the Consolidated Fund of India,

which (iii) the CAG is required to audit by law, the Honourable

Court chose to give what it called 'purposive interpretation' to

Article 149 and held that the expression 'body' used in the said

Article includes not merely Government owned or assisted entities

but also private bodies.

Interestingly, the Honourable High Court of Delhi, before

which the private telecom companies had initially agitated the

matter, had left the question open't. However, the Honourable High
Court had nevertheless come to the conclusion that the CAG has the

power to audit the revenue receipts of private entities as these are

receipts of the Union by virtue of having accrued from the alienation
of spectrum which is a natural resource exclusively vested in the

State within the meaning ofArticle 39 (b) ofthe Constitution.

It also bears to be recalled that a similar issue had been raised

when the CAG's (Duties, Powers and Conditions of Service) Act,
1971 (Act) was on the anvil. Government had then refused to gi're a

categorical assurance that the expression lbody' used in Section 20

of the Act would not be construed to include a private entity.l8 Thus

the expression 'body' as used in Section 20 of the Act has always

been understood to mean not merely Government owned and/or
assisted entities but also private entities.

Under Section 20 oftheAct, the President/Governor is vested

with the power to entrust the audit of any'body' or'authority' to the

CAG if it is expedient to do so in public interest and after giving a

"Association ofUnified Telecom Service Providers and Others vs. Union oflndia and Others

WP(O No.3673120i0
"Report of the Select Committee

| __
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reasonable opporhrnity to the affected party to make representation
against such entrustment. In such cases the cAG is authorized to
audit the totality of the accounts of the entity i.e. both the receipts
and expenditure and has the right to examine iis books and accounts.

There are two sub-sections of Section 20 of the Act. Section
20(1) of the Act authorizes the president/Governor acting suomotu
to arrange for cAG's audit even if Government has no financial
stake in the 'body' or 'authority'. Under Section 20(2) the cAG is
authorized to propose that the audit of any'body'or;authority'may
be entrusted to him because a substantial amount has been invested
in or advanced to such an entity. In either case the frnal decision rests
withGovernment.

^ The judgment of the Apex court takes away such discretion
from Government and extends the jurisdiction of th. cAG to the
audit of private entities in so far as these have a nexus with
Government finances.

Incidentally, it is well settled that the expression'authority'means a
person or body exercising power or command vested in ii by virtue
of the constitution or any law made by the legislatuie. The
expression 'body' means an aggregate of persons whether
incorporated or unincorporated. Thus an ordinaryindividual would
automatically stand excluded from the auditjurisdiction ofthe cAG
unless vested with Constitutional or statutory powers.

^ . ^ The third aspect of the judgment relates to the powers of the
cAG to examine the records of private entities. Under the Act, the
CAG is authorized to have access to any accounts, books, papers
and other documents which form the basis of or are otGrwise
relevant to transactions to which his duties in respect of audit
extend. According to the Apex court the cAG wili not be in a
position to perform his duties in relation to private entities, which
impact the Government receipts and expenditures, unless the
underlying records which are in the excrusivi custody of the private
entities are also made available to him for his examination.

Vol. VIII No. I January -March2}l4
Vol. VIII No. 2 April - June 2014
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Significantly, in coming to this conclusion the Apex Co-u{ did not

."iti"itty reier to an enabling rule ! the rules notified by the

TeiecomRegularity Authority which obligates the service providers

to make u,rui-lubl" iheir records to the cAG. Separately however the

Apex Court dismissed the challenge mounted by the service

providers to the saidrule.

Thus the judgment not merely extends the jurisdiction cAG
to the audit of privite entities in so far as these impact Government

receipts or expenditures but also authorizes him to call for the

rele.rant u."o.-tr, books and other records from the private entities

for the discharge of his duties. In a way, the judgment also.blesses

the relevant Regulations'n issued by the CAG under the Act in terms

of which CAG has the powers to call for not merely the Govemment

records, not merely ihe records relied upon by Government in

p"rforman"e of its functions but also such other third party records

which the auditor may require for the conduct of audit'

Pivotal to the judgment are the Apex court's enunciation of
the scope of cAG's audit and the reference to Article 151 of the

constitution in terms of which the Audit Reports of the cAG are

submitted to the President/Governor who shall cause them to be laid

before the appropriate legislature. As regards the formgr, setting all

doubts at rest the Apex court has repeatedly held that it is the duty of

the cAG to examine the economy, efficiency and effectiveness with

which the nation's resources are used including the propriety of
decision making. Referring to Article 151 the Apex court has held

that the legisla-ture has i right to know whether the nation's

resources are so used. Thus all entities that impact the Government

receipts and expenditures will attract CAG's audit, CAG has the

po*.r. to call for all relevant records belonging to these entities and

ire has a duty to report to the legislature whether the nation's

resoufces have been used economically, efficiently and effectively

irrespective of the instrumentality involved but the extent of his

examination in relation to private entities would be restricted to the

amounts that impact the Government receipts and expenditure.

'n Regulation 169 ofThe Regulations onAudit andAccounts

t_
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The landmark judgment opens the doors for CAG,s audit of
public-private parbrerships with concomitant powers to examine
their books and accounts. It should also remove the black box and
secure cAG's right of access to and examination of records of
private entities to which the private partner may oursource some of
its functions''. Likewise it opens the doors for-cAc's audit of sub-
grantees to whom some time the original recipient of Government
grant rnay pass on a part or whole of Government funds.

It also opens the possibility of cAG's audit of Governmenr
expenditure through several stafutory corporations which are
currently outside the auditjurisdiction since the relevant laws by or
under which these comorations have been established prescribe
their audit by CharteredAccountants.

The ratio of the judgment will have a bearing on another case
pending in the SupremJ court relating to audi-t of service tax
receipts wheiein the cAG's authority to access and scrutinize the
relevant books ofaccounts and records ofthe assessee has been
disputed'.

The tansformative judgment which in a way seeks to make
the cAG a truly national-auditor, authorizing rrim to "io[ow the
rupee" also poses challenges to the cAG's orginization and calls for
appropriate capacity augmentation for fulfrlling the expansive
mandate and the expectations of stake-holders.

'osuch a situation has arisen in the case ofthe Delhi International Airport Ltd; which has
outsourced severil services to a number ofjoint v€nture companies.

'In sKP securities vs DeputyDirector (RA-IDT) a single benchjudgment ofthe High court of
Calcutta had held that the CAG 's audit team deputed to audit the service tax receiptJrehting to
a pi*ate parly ia. SKP Securities Ltd. did-not have the authority to call for the books and the
accounts of the assessee



CAG'S DUAL ROLE IN ACCOUNTS AND AUDIT'

CHALLENGES AND PROSPECTS

V. Ravindran

Government accounts are kept in such form as prescribed by the

PresidentoflndiaontheadviceoftheComptrollerlndAuditor^C.".i"f 
(CAG) of InJia. The prescription of the form of accounts is

all pervasive,encompassing the.scgqe and structure of the accounts

undtft" rules and reasottitt[ underlying them' The Executive of the

U"io" (including Union Territories) and State Governments are

iesponsible for 'teeping'.the -ac3gunts 
in the prescribed form and

;;6;;i"g the initial aid subsidiary accounts of the respective
'coir.*ri.ots. prior to the enactment of the cAG's Duties, Powers

anJ ConOltions of Service (DPC) Act in l97l' the CAG was

,..p""riUf. for the compilation of ihe accounts rendered to him by

treasuries and fay and Accounts Offices of the respective

Government. Conctmitant with such compilation' the.CAG was

responsibleforthe'keeping'ofsuchaccountsrenderedtohim.

Prior to the enactment of the DPC Act' the verb 'kept' as

applicabletotheCAGwasusedinArticlel50andreferredtothe
maintenanceofaccountsofGovernmenttransactions.TheDPC
e"i, irrtt"ud, uses 'keeping' in two contexts:one' in relation to the

roleoftheExecutlveln"maintainingtheinitialandsubsidiary
accounts, and two, in relation to the role of the CAG in compiling

.TheauthorisamemberofthelndianAuditandAccountsServiceandispresentlyDirector

c"*r"itcort.eccounts;inthe offrce ofthe comptroller &Auditor General oflndia
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the accounts from the initial and subsidiary accounts rendered to
him by the Executive, and the process of compiling such accounts
and the preparation of the annual Finance and Appropriation
Accounts. Though the DPC Act assigns distinct and separate roles
for the three tasks of (i) compiling from the initial accounts, (ii)
keeping of compiled accounts, and (iii) preparing the Finance and
Appropriation Accounts, these three tasks have always gone
together in the Indian context. Consequently, for ease of usage,

these can be addressed by the collective term 'preparing the
accounts'.

Tgday, the CAG is responsible forpreparing the accounts of
only 28'State Governments. The accounts of the Union
Governmentand Union Territories without Legislature are prepared
by the Controller General of Accounts under the Secretary
Department of Expenditure, while the accounts of the National
Capital Territory NCT) of Delhi, Goa and Union Territories with
Legislature are prepared by the concerned Director of Treasuries
andAccounts under the respective Finance Departments.

Ownership of the accounts follows from the task of
preparing the accounts.Consequently, ownership of accounts of
NCT Delhi, Goa, the Union Territories, and the Union Government
vests entirely with the concerned Finance Departments
(Department of Expenditure in the case of the Union
Government)that prepare the accounts. The situation in the 28
States whose accounts are prepared by the CAG is a little more
complicated. While the concerned State Governments are clearly
the owners of the initial and subsidiary accounts since these are

processed and signed by subordinate authorities under them, no
State Government has come forward to accept ownership of the
Finance and Appropriation Accounts. Consequently, there is no
option presently, but for the CAG to have the status of ownerof the
Finance and Appropriation Accounts of these 28 States thrust upon
him.

However, even ownership merits definition. Governments

'The accounts ofone state (Goa) are notpreparedby theAccountant General.
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are only proxies for the ultimate owners, viz.,the citizens. while it
could bb argued that the State Govemment owes primary

responsibiliry only to the people living within the boundaries of the

State, the same cannot be said of the preparation of its accounts. A
hint of this can be seen in the portion of Section 10 of the DPC Act

dealing with the relieving of the CAG of the role of preparing the

u""o.rit, of State Governments. This section, by mandating the

previous approval of the President, firmly locks in the role of the
'Gorr.*-.ttt 

of India and by further reduction, of the people of the

federation of States that is India, as the ultimate stakeholder of
Government accounts in India irrespective of whether they pertain

to the Union or the States.

It is the role of accounts to provide disciosure. There are,

however, constraints. Accounts follow the Budget. That is, after the

Budget (which is prepared by the Executive) is approved by the

Legiilature, the aicounts will necessarily have to u9l*-t to the

buiget provisions and booking of transactions, even if the heads of
ur.Jrrttt are at variance with those prescribed by the President as

advised by the CAG under Article 150 of the Constitution.For

instance, while under the norms prescribed by the President, grants

in aid are to be booked under the revenue section irrespective of end

utilisation, State Governments often budget for and book some of
such expenditure under the capital section. where the preparation of
u.corrnir is entirely with the Executive, and the transactions are

faithful to budgetary provisions, the accounts, including Finance

Accounts, will, in turn, faithfully depict the transactions without

any further disclosure. Any deviations from budgetary intent,

however, will be depicted in the Appropriation Accounts. Against

such constraints on the accounting adthority, the CAG, as auditor of
the accounts, will need to provide necessary disciosure where the

FinanceAccounts are prepared by the Executive'

The situation is different when the Finance Accounts are

prepared by the CAG, as is the case in 28 States' Here, the

Aciountanf General (Accounts) of the State perforrns a dual role.

Vol. Vil No. I JanuarY - March 2014

Vol. VIII No. 2 APril - June 2014



I

INDIAN JOURNAL OF PUBLIC AUDIT AND ACCOUNTABILITY / 19

First, as compiler and keeper of the initial and subsidiary accounts,
he needs to depict the transactions as they are booked, provided such
classifications for booking have been provided in the budget of the
State Government (any deviations from budgetary intent will be
depicted in the Appropriation Accounts). Such faithfulness in
booking according to the State budget should exist even if the
expenditure has been partially or fully funded by the Government of
India by way of conditional grants or loans, and provides for a
different accounting treatment.

Second, since no State Government has yet assumed
ownership of the Finance Accounts, the Accountant General
(Accounts) needs to provide disclosure to the ultimate stakeholdef
viz., thepeople of India, represented primarily by the President of
India. Such disclosure is provided by the Notes to Accounts
appearing in the Finance Accounts, and is based on the Financial
Rules and Regulations issued or endorsed by the Governmeirt of
India. Where the financial rules and regulations of the State
Government are at variance with those issued under the authority of
the President, these will also need to be disclosed, except where
these have been issued by way of an Act by the concerned State
Legislature. Disclosuresare restricted to deviations and financial
implications without passing opinions by way ofjudgement, which
is the role oftheAccountant General (Audit).

Initially, the Notes to Accounts in the State Finance
Accounts (introduced in the Finance Accounts of 2009-10) were
limited to summaries of significant accounting policies, with
comments on the quality of accounts mainly dealing with adverse
balances, operation of the omnibus minor head 800, Abstract
Contingent Bills, Personal Deposit accounts, non-reconciliation of
accounts, outstanding Utilisation Certificates etc. From the Finance
Accounts of 2012-11, however, the Notes to Accounts contained
additional observations on the estimation of revenue and fiscal
surpluses and deficits ofthe State Government. Such estimation had
gained importance with the enactment of the Fiscal Responsibility

Vol. VItr No. 1 January - March 2014
Vol. VIII ,No. 2 April - June 2014
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and Budget Management (FRBM) Acts by the Government of India
and State Governments over the past decade. Governments have
made considerable efforts to maintain revenue surplus and fiscal
deficit targets, especially since, in the case of State Governments,
achievement and maintenance of these targets has beenlinked to
substantial financial incentives from Government of India. Such
self-interest, indubitably, leads to situations where the State

Governments on occasion opt for unwarranted manipulation of the
underlying parameters. Even otherwise, ignorance or oversight of
appropriate classification procedure in the budget and accounts may
result in overstatement or undelstatement of revenue and of fiscal
surpluses and deficits. Appropriate disclosures in the Finance
Accounts will be absent u,hen the Executive is entirely responsible
for preparing the accounts, and it is lett to Audit to provide such
disclosure. On the other hand, \A,hen the Finance Accounts are
prepared by the CAG, as is the case in 28 States, the Accountant
General (Accounts) will necessarily have to provide disclosure. The
estimation of revenue and fiscal surpluses and def,rcits from the
accounting data and the estimation that it is overstated or
understated in terms of norms is a rudimentary exercise not
requiring auditing oq in fact, of even higher accounting skills.
However, such disclosures should necessarily be made, and they
should preferably appear in the Finance Accounts.

Aparl from the preparation of accounts, the CAG is
empowered with the audit of accounts of the Union, the States, and
Union Territories. To this end, and in respect of the audit of the
Finance and Appropriation Accounts, the CAG prepares separate

Reports onAccounts ofthe Union Govemment and Reports on State

Finances of individual States.Since the CAG does not prepare the
Finance andAppropriationAccounts of the Union Go.vernment, the
formats of the Report on Union Finances and of the State Finances
are different.

In addition to the Reports on Union and State Finances, the
CAG also issues various other reports containing detailed audit

Vol. Vil No. I January - March 2014
Vol. VIII No. 2 April - June 2014
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comments on transactions of different Ministries/ Departments and
State Government bodies, authorities and undertakings in various
other audit reports. It therefore follows that the Reports on Union
and State Finances, by providing an overiew of govemment
transactions, are necessarily more sweeping in scope than the other
audit reports ofthe CAG.

CAG's comments on accounts in the Reports on Union and
State Finances tend to follow the beaten path, like depicting trends
in revenue and expendihre or excesses and savings and rnaking the
'audit' comment that these were indicative of deficient budgeting,
inadequate financial control, and shorlfalls in perfonnance due to
substantial savings.Attempts at drawing inter-State comparisons
primarily on the basis on their belonging to either the General or
Special Category (a formulation introduced nearly five decades ago
for an entirely different purpose),often result in facile conclusions in
Reports on State Finances. While the introduction of Notes to
Accounts in the Finance Accounts of State Governments led to
greater understanding on what the figures in the Finance and
Appropriation Accounts actually meant, this also resulted in many
of the comments in the Notes to Accounts being repeated or
elaborated upon in the Reports on State Finances under the
nomenclature of 'audit' comments. The transition of the Notes to
Accounts to the realm of giving ihe'exact'revenue and fiscal surplus
and deficits as distinct from the surpluses and deficits calculated
from the booking in the accounts, an approach not earlier present
even in the Report on State Finances, has led to debates on whether
such comments are rightly in the nature.of audit comments and
should not appear in the Notes to Accounts.But as earlier
mentioned, such analysis does not require auditing skills and should
more appropriately appear in the Notes to Accounts.. Yet another
venture of the Report on State F-inances is in the area of either
template driven or fi"ee-wheeling economic analysis. To this end,
the Reporls now contain references to purely economic issues such
as absorptive capacities, buoyancy ratios, debt sustainability and

Vol. VIII No. 1 January - March 2014
Voi. VIII No. 2 April - June 2014
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stabilisation, gini-coefficients etc., which, strictly speaking' are

"*t 
urr.or^ to ludit. While these are doubtless part of the legitimate

skillsetoftrainedeconomists,theyarelikelytoleadtocircular
i"uronirrg, and unsustainable and superfrcial conclusions when

wieldedbY others.

It would appear evident that the Finance Accounts'

Appropriation Accounts and the attendant Reports on State

Finances ,r".0 gr.uier rationalisation and complete ov-erhaul'

f[..n fy, the iinance and Appropriation Accounts of State

Government, "".".J 
t,000 pages. The size of the Appropriation

Accounts can be ,.tUrtu*lutty tiA"""O by securing the approval of

the state public Accounts committeei to raise the limits for

.o-*.nt'.esig"incantpartofthesizeoftheFinanceAccountsis
attributable to the l".otpotutlon of the recommendations of the

U;;" Finance Commissions regarding engendering greater

ounrpur"""y. The incorporation of such information has also' on

".."Ji"", 
changed the'character of the Finance Accounts' For

.""*pf", the Finance Accounts traditionally and' 
--even 

now

g"n.*11y depict transactions at the minor head level' However' at

ihe irrstanc" or*r. Finance commission, the FinanceAccounts now

containastatemento,tsala'ies,containinginformationatdetailed
head level. Similarl', il*u. d."ided some years ago to capture from

the website of the"tlontroller Generai oiAccounts details of all

central transfers that were directly transfered to implementing

ug.*i.t instead of being routed through the Stale Govemment'

i-ven though these transfe-rs and expenditure therefrom are not part

of the revenue and expenditure transactions approved in the State

Government budiet, ihit infot-atioir now appears in the Finance

Accounts of State bovernments andinthe Reporlon StateFinances'

which is not ideal. instead these should appear o{V 
1n 

the other

audit reports ortrre'cnc dealing with the transfer of such funds and

their utilisation.'rr* p"ritioi will undergo change once the

Government of lndia's dbcision to route all such transfers directly to

the State Co".**."t instead of to the agencies is fully

implemented.

Vol. VIII No. 1 JanuarY - March 2014
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The powers of the CAG to submit the accounts of the 28
States are derived from the Article 149 of the Constitution and
explicitly stated in Section 11 of the DPC Act. This power is
inseparable from his power to prepare the Finance Accounts, and
does not exist where the Finance Accounts are prepared by the
Executive, like in the case ofthe Union, NCT Delhi, Goa, and Union
Territories.

As the preparer of the accounts of the State Governmenrs,
the CAG caters to a multiplicity of stakeholders with varied
requirements. It is not easy for the Finance Accounts to cater to all
these stakeholders equally. Consequently, the Finance Accounts
need to revert to their requirement of catering to their primary
stakeholder, the 'people'. To achieve this, the CAG should host the
accounts of all State Governments on his website with facility for
customised extraction and analysis. Presently the CAG stores
accounting data of State Governments on independent and
dissimilar Voucher Level Computerisation (VLC) databases in the
respective offices of the Accountant General (Accounts). Were
these data to be integrated on a platform of VLCs, then, wide and
customised access by all stakeholders is possible. If this platform
can also integrate with it data relating to the UnionAccounts, which
is presently provided in a limited manner by the CAG in the annual
Combined Finance and Revenue Accounts (CFRA), the access
would be even more wide ranging and meaningful. If this were to
happen, the accounts portion of the Finance Accounts could revert
to containing minimum pertinent information. All this is possible in
the immediate future.

As the Supreme Audit Authority of the Union and State
Governments, the CAG enjoys a unique Constitutional mandate.
This mandate should not be frittered away in replicating or ad4pting
comments from the Notes to Accounts or venturing into domains
that are presently better occupied by various trained professional
analysts and opinionators. Nor should the exercise of the mandate
be limited to reproducing the explanations of the Executive without

Vol. VIII No. I January - March 2014
Vol. Vil No.2 April -Jtne20l4
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detailed examination of the facts underlying the deviations from the
nonn or anticipated outcomes. Accountants General (Accounts) are
constrained by the fact that their analysis is a.lmost entirely based on
the accounts rendered to them and compliance to financial norms.
They lack the wherewithal to examine the rationale underlying
transactions or the aecuracy, completeness or truth of the
explanations offered by the Executive. The task of inspection of
treasuries entrusted to the Aceountants General (Accounts) is too
limited in scerpe to veri$' the reasoning behind the budgeting
processes and irnplernentation of financial transactions. Such
exhaustive verification is possible only through personal
inspectionof records and offices, a prerogative extended to the
Accountant General (Audit) and not to the Accountant General
(Accounts) or other analysts and opinionators. The Report on State
Finances should therefore embody the CAG's awareness of this
unique position accorded to him by the Constitution and the DPC
Act, and provide true audit examination and opinion.

Over the past two years, Accountants General (Audit) have,
for the purpose of financial attest audit, initiated, on pilot basis,
statistical sampling for selectionof the transaction vouchers of the
State Government, that are in the custody of the Accountants
General (Accounts). The purpose behind this exereise is not to audit
the Accountant Generai (Accounts) but to verif-v the completeness
and accuracy of transaetions reported by the various accounts
rendering units to the Accountant General (Accounts), and the
reliability of the controls exercised by the Accountant General
(Accounts) in compiling and keeping these accounts. It is especially
important for the Accountants General (Audit) to realise that any
difference of opinion with the Accountant General (Accounts)
should be resolved internally. Qualifying the accounts is not an
option.

Rather than iimiting the finaneial attest audit to the above
mentioned outcome, it is necessary forAccountants General (Audit)
to substantially test the transactions arising from the statistical
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sampling exercise, by deputing field audit parties, and incorporating
findings, as applicable, in the Report on State Finances. In addition,
Accountants General (Audit) should verif' areas where the

disclosures in the Notes to Accounts state that information is

incomplete. The Finance Accounts are also products of the CAG
and it is incumbent on Audit to provide Such information as will
make the Finance Accounts complete and reliable documents.

Ultimately a decision is to be taken whether the CAG is

obliged to provide information that has not emanated from the

accounts, legislations, financial rules or regulations and audit' If it is
decided that the CAG should also provide some level of trend
analysis, economic analysis, management analysis, graphical
representation of data etc., then, this information is more
appropriately placed in the Finance Accounts than in the Report on

State Finances. The Report on State Finances should entomb the

gravitas and professionalism befitting the Constitutional role of the

CAG and limit itself to purely audit findings. In the event that such

reduction results in only a report of a few pages, this audit report can

also be incorporated along with audit certificate in the Finance

Accounts instead of appearing as a standalone document.
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covering may be less than 2Yo of GDP though lack of data in public
domain remains an issue.

Clearly, public procurement level is rather high and thus the
governments and government controlled entities have a very high
leverage on the economy in generating demand, consumptioln,
investment, jobs and growth. Government, by virtue of its
purchasing power can steer the market in a particular direction.
Public procurement also serves as an instrument to attain social
outcomes. By way of preferential treatment in procurement, it may
be used to promote indigenization of foreign technology,
development of backward regions or protection of small sciie
industry. Of late, procurement is also being leveraged especially by
some foreign countries to promote the causes of environment,
human rights, protection of children and gender equality. Study of
public procurement system is important because of the high stakes
involvedinit.

Taxpayers look for value for money, transparency and non-
discrimination, quality of goods, responsiveness / efficiency of
service providers while vendors look for a level playing field.
Infrastructure development and modemization of defence/police
involve very high value contracts with liabilities spanning several
years. Governments also try to use public procurement to influence
enforcement of labour laws like provision of minimum wages and
health/social security benefits to workers. Major governance
challenges are involved because the image of any Government is
largely influenced by the quality ofpublic procurement.

Existing Regulatory Framework

The regulatory framework for this massive 'public
procurement expenditure' is provided by the General Financial
Rules promulgated by the Union Ministry of Finance, guidelines
issued by the Central Vigilance Commission, a statutory anti-
comrption watchdog institution. In2006, the Ministry of Finance
also promulgated two Manuals, one on procurement of goods and
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another on procurement of consultancy Services aS a Standard

reference point for various government agencies. The Manual of
Director General Supplies and Disposal, a government agency

created to handle centralised procurement and conclude rate

contracts is another reference. These Sources provide a general

framework and do not go into many procedural aspects. Many
govemment departments handling specialised functions like
Railways, Defence, Telecommunication, many CPSEs and State

governments have their own procurement manuals/rules/
guidelines. Many of these entities do not have formally
promulgated public procurement manuals and polices

Presently, there is no law passed by the Parliament or any

State Legislature to regulate public procurements, though these

have always been controversial with allegations of favouritism,
inefficiency, quantitative and qualitative compromises and

consequent comrption and kickbacks. Procurement related

comrption formed one of the action points for the high powered

Group of Ministers on whose recommendation a draft legislation
was prepared. The Public Procurement Bill, 2012 was introduced by
the Ministry of Finance in the Lok Sabha on May 14,2012- The Bill
seeks to regulate and ensure transparency in the procurement
process. Salient features ofthe Bill are as follows:-

. Aprocuring entity could be a Ministry or Department of the

central government, any Central Public Sector Undertaking,
any company in which the government has a stake of more

than50o/o.

. This Bill shall not apply to procurements which are less than
Rs.50 lakh, emergency procurements made for disaster

management, and pfocurement for the purpose of national
security.

. The basic norms that the procuring entity shall adhere to

include: (a) ensuring efficiency,economy and transparency;
(b) provide fair and equitable treatment to bidders; (c)
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promote competitiveness; (d) ensure the quality is
consistent with the price of the bid; and (e) prevent
comrption.

The Bill also defines_ a Code of Integrity for the procuring
entity or central Purchase organization 1-cro; as well as th;
bidders. It prohibits acceptance of bribe, collusion,
misrepresentation, coercion oithreat, and obstruction in the
auditing process ofthe procurement made.

The procuring entity shall first determine the need for the
procurement and estimate the cost of the procurement
based on certain specified matters. It may publish
information regarding planned procurements.

The CPO shall not limit participation of bidders or
discriminate against or amongst bidders except for the
protection ofpublic order and morarity, animal oiplant life,
intellectual, national security. The central gorr.**.n t may
make procurement mandatory from certairibidd.r, only on
the grounds of promotion of domestic industrv. socio
economic policy, or other considerations inpublic inierest.

The pro-curing entity may specify certain requirements for
the qualification of bidders. It may also engage in a pre
qualification process.prior to inviting bids. - The pre_
qualification shall ordinarily be for a single procu..-.ni

lhe Cf O may maintain a panel of registered bidders to help
identify reliable bidders for certain cliss ofprocurements.

The procuring entity may make modifications to the bidding
document or issue clarifrcations before the last date oT
submission of bids. It may allot extension of time
for submitting the bids if the clarifications need to be taken
into accountwhile submitting the bids. .

The evaluation criteria ofthe procurement bids shall include
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among other factors the price; cost of operating'

maintaining'and"p"Jti"gTrtt"g""d;;1-lefordeliveryand
completion; terms "ilffitF?u ry:f"e; 

and qualities

rirtt'u* t"fiability, and functional competence'

The Bill provides tbr exclusiot:f a bid if the procuring

entitv determines ;;;; btuggt tt^.not qualified; bid

contiins rut." info#lii""t t"tnt:t of interest involved; a

iiit 
"igt"trfication 

givenby abidder; etc'

The six methods of procuremgnt.lisPd in the Bill are (a)

op en competitive oiO"J''t*lO j fi -it"d 
-"o*oetitive 

biddin g'

(c) single source p;;;t"#;t' (d) trvo-stage bidding' (e)

elecffonic reverse """ii""' ""4($ 
iequest for quotation and

stockPurchase'

The Bill provides tbr a Central?ublic Procurement Portal to

ensure transpa'e-n"y i" the procurement process'

Information such ;t tt tfuintflt document and details

"iiiJo"tt 
trt"u ue aispraied on the Portal'

The central government shall constitute one or more

independent p'"i#"-"*"i9$reryar committees' Any

prospective btdd"i;;t:yJ9v ltlaecision 
of the CPo

may file an apprrcatioi-wittr suctr a committee'

The Bilt states different degree of penalties for offences

such as taking gt"tiiit"ti"i io. tttptct of procurement'

interferenct *itltiit;;tile+' makilq vexation' frivolous or

*"ri"i"* .omplainti and abetment of offences'

The central government shall debar a bidder if he has been

convicted of u" o11"o"" under Prerrention of ComrptionAct'

1998 and tn" rpC'T;il&; trtuU.ut debarred from the

procuremeot p'oi" iirt" Ut*trtes the code of integrity for

a Period not exceeding two Years'

3
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Objectives in public procurements

. The basic guiding principles of public procurement include

thefollowing:

. Maximising economy, efficiency and effectiveness in

procurement. This would mean purchasing of- goods /

services of required specifications for the intended purpose

in a required time frame at the most economical price'

. Fairness i.e. providing fair and equitable treatment to all

prospective suPPliers / bidders.

. competition among suppliers for supply of goods / services

to be procured so thar efficiency can be rewarded and

proourement canbe made atthe most economicalprice'

. Achieving transparency in the procedures relating to

procurement.

The 3 Es - economy, efficiency and effectiveness - and

principle of non-discrimination form the core values of the system.

ilollowing are some of the representative objectives in public

procurement:

. Getthe bestvalue formoneY.

. Provide access to all eligiblebidders'

. Promote comPetition.

. Ensure transparency and openness.

. BuildinaccountabilitY.

. Reduce scope for comrption and abuse'

. Develop domestic economY.

. Compliment otherpublic policies.

. Be amodel purchaser and employer'

Vol. VIII No. I JanuarY - March 2014

Vol. VIII No. 2 APril - June 2014



32 / INDIAN JOT]RNAL OF PUBLIC AUDIT AND ACCOUNTABILITY

Broad parameters of existing system

Purchuse Preference and Price Preference Policy.: Such

policies giving prefer|nce to Public Sector Enterprises were in force

under which a PSE could be awarded a contract if its revised offered

prl." *"r matching or at most within 10% of the lowest technically
'u.r.ptuUf. offer. the Union government has abandoned such

;;;i;t;;t. policies in 2008. Some departments' States' agencies

follow the system of 'nomination' i.e., awarding the contracts/works

to another government agency but overall trend is to move away

from prefeience and ,roirirrutiotrs and let government agencies

"o-p"tt 
with others. Micro, small and medium enterprises

iVfsftngl, Khadi and Village industries (KVIs),. and certain

govemment sponsored co-operative 
. 
societies continue to have

ii-it.d preferences. However, certain items have for long been

'reservei' for exclusive production in and/or procurement from

small scale industrial uniti. 1.ne list of items reserved for production

fy SSft has been lradually pruned $own.Now 
under an Act of

parliament, a broad"percentage share in total procurement is sought

to be earmarked forprocurement from MSMEs'

Offsets Policy The government has been pursuing a policy

of seeking 'offsets'in u.ry high value contracts with overseas

suppliers irltr, u view to prornot. indigenization- an$ domestic

ita"ttty. Typically, it involves licensed production andlor

proi"riion.r"off tr'ansfer of technology agreements b.uj the offsets

;"i- for defence procurement^s prwides a very 
919-^-T""" 

ot

ipilo'r* including FdI, sourcing from India, exports or investment

in tino. so far civit Rviation and Defence are the two major sectors

having active offset agreements'

Encouraging Centralised procurement to leverage

economies of scile ind enhance bargaining pouyr At one point'

the belief in demand aggregation as a prudent policy ledus to the

establishment of OCS&b, itttittt made procurements on behalf of

almost all Central Government ministries and deparlments' Too
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much centralisation of procurement often leads to generation of
very large demands, indifferent approach particularly towards

qr.tutity, associated delays and unhealthy practices' Hence,
pCS&O,, role is now redefined with focus on providing

procurement related services to the user Departments like market

iesearch, rate contracts, operating e-procurement web portal etc.

Encouraging e-pfocurementThis has been on the reforms

asenda for at leait list i years with Ministry of Finance issuing its

first circular on 10* January 2005 but its implementation has been

slow due to certain e-pfocurement portal related outsourcing

contracts themselves getting into controversies' general resistance

to change and logistical problems in networking such

geographically disperied network of production, distribution and

ioniumption.- Statis have done better. In fact, Andhra Pradesh

pioneered the web portal initiative. Of late, this process has picked

up momentum and DGS&D's web portal is now gaining increased

.brr.rug". Mandatory public of all government tenders on a

common web portal has been made compulsory.

standard modes of procurement include single vendor,

limited vendor, open domestic competition and open global

competition. For complex procurements, Notices inviting
Expression oflnterest (Eot) are sought from potential bidders and

after consulting them a formal tender orRFP- requestforProposal is

issued, typically inviting bids in two parts, technical bid and price

bid in separate iealed covefs. The technical bids are evaluated by a

specialisi committee who select the vendors whose offers are

technically acceptable. The price bids of only such vendors are

opened und ttt. iontract is awarded to L1- the lowest bidder after

factoring all costs to the purchaser including taxes and delivery

costs uito specified destination. Negotiations are_ not allowed

except with Ll in special circumstances of limited competition.

iAfter the successfuf auction of 3G spectrum based'on multi-stage

fidditrg, it is contemplated to extend the same methodology in

awardi-ng all high value, complex proj ects/acquisitions. I Splitting
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the contract for awarding to multiple vendors is allowed if so

;;";ffi i; the RFP foradiance information ofpotential bidders'

Major concerns in the procurement regime

Some of the representative concerns in the procurement

system are discussed below:

a) Existence of multiple procurement guidelines &

procedures I A major problem expressed by the

procurernJnt'otricials is tire confusion created by the

existence of multiple procurement guidelines and

procedures ottUfi*ftta by multiple agencies' There is

neither 
"- 

ti"gf" to*pt"htnsive public pro'curement

standard;;;;d1t t;dal agencvlo d*l lvith 
public

pro"*"-"it pffi rLgtt u5' the Federal Acquisition

Regulatiii-ir' in."poulic procurement standard which

codifies;;lf;ioficyfbracquisitionofsuppliesand
,.*ir", tio"*tii" ug6ttti"t' The procedures issued by

the vari# otn.totguttirations are on$ sup- plementaryto

these ree;lations' bffi"t of the Federal Procurement

ffi;rffi#""pt*ttt these regulatigng is 
.centrally

,"rporrriUi"-lot uff po]icy.matte'-rs relating to public

pro"*",itot' fftit offttt- is headed by a committee

consistin! 
- 

"r^lrt" 
heads of the major procuring

orguniruiions' There is an urgent need to pr1',11r place a

(ri*il"t)";;;p'"tt*ti""p-ublicprg:ur"*:ntstandardin
rrraia witr, a si"gi" u"trrority to tranate public procurement

issues. iil;#; of the DGS&D canbe reconfigured to

serve as the nodal agency for all p"U!" procurement

issues. It should also'operate a help d9:k.t9 provide

"f 
*ift"uJio"t u"d guide the procurement offrcials'

b) Overt emphasis- on procurement procedures and

goidelines : Another anomaly in dur plblit procurement

regime is ttratthere is an attempt to.applv.|ry pl-::*"*t"'
pr"o""O*"*=""J gttaetnes in the letter without an
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appreciation of the spirit behind these stipulations. These
procedures and guidelines have been framedtoupholdthe
values_ of competition, transparency, fair play, integrity
and value for money while undertaking pro"urlment."The
ultimate test of any procedure is its?bility to pro-oi.
these values and adapting to the situation at hand. 

^

c) Poor_quality of manpower : The quality of manpower
yhich operates the procurement systlm is equally cruclai.
In India, public procurement has never been treated as a
specialized activity requiring specialized knowledge and
skills. There is a need to eiiher have qualirt.i ,turr
handling procurement or to provide adequate professionat
training to convert the procrremerrt officials into
procurementmanagers.

d) The.fear of vigilance : The lurking fear of landing in
vigilance cases, 

-even amongst 
-honest 

a*ptoy"a"r,
withholds them from giving off their best'to the
organisation. This fear arises out of the uncertainties
about the view that would be taken by vigilance
organisation in case ofan inadvertent mistake with6ut any
mala-fide intention. The numerous and ever changini
rules also give rise to such fear.

e) Frequent updates of manuals : In some cases,
overemphasis on swift updates of manuals also creates a
problem. Those responsible for procurements are not
aware of immediate changes and thus are atvariance with
latest guidelines or instructions.

0 Multiple interpretations ofmanuals : There has been cases
wherlthg same procurement manual has been subjecteJ
to multiple interpretations by different- set of p.opt.. A
gl1"n-g example would be the issue of 'negotiaiion'; with
L1'where notwithstanding the clarificatioi. uy tt 

" 
cvC,

different officers have been making sub;ectiveinterPretations' 
vor.vuffi

Vol. VIII No. 2 April _ June 2014
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g) Frequent inter-change wlth other assignments.: One can

always pi"t"p itt" tireads-of the job providel-h:i* th"t"

for a stable rlti"A' The bureautratic system in India'

however, ;;, il allow for this leeway. As_ a result,

incumbents face frequent transfers due to which they

cannot d; ;;piete iustice to their professional

exp..,u,tt"t-ittit iendency discourages job

sPecialization'

h)Lackofavenues/interestinknowledgebuilding:While
procurement managers aJ top level do take interest in

knowledge u"iiJi"g'and keep themselves updated about

various facets of piocurement including mar-ket trends'

the same is not'true for all levels' In fact' many

procurement managers are not even aware about the basic

tenets 
"f 

;;;;;Ent -uottuts applicable to their domain

area.

i) Lack of centralised data sharing 
-faci.li.tV: 

Broadly

speaking, #;h"tt"g is the practicJof making data used

for schoiffi ,"r"ur"i'availrable' to other investigators.

The rot. *i utility of data sharing is quite well known'

Whether it is decision making, crisis management'

operutionuii;; negotiations or training and capacity

building exercises, dre availability of- updated data

induces .1.,,'.,,t, of rationality and objectivity into

a"cisiorr.lt aiare likely to be effective and sustainable. In

ttre organised sectors such as Government' the role of data

sharing^;;; be undermined since it brings a lot of

uniformiW and cost-effectiveness into the hitherto vast

urrO ro-dfo U*"u""tutic organisatiol Hgleyer' while

the GovJrim#il workingin a natioql| 'data sharing

policy',--iack of data iharing facility obstructs

procurement managers to take inJormed and enlightened

decisions.
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Absence of a central authority to oversee procurement

related issues : Presently, there is no central authority that

is exclusively responsible for defining procuremext

policies and for overseeing compliance with the

Lstablished procedures' The ministries or departments

have been delegated full powers to make their own

arrangements foiprocurement of goods' In case however'

u *iiittty or department does not have the required

expertise, it may procure goods through the Central

Purchase Or gan\zation (D G S &D).

Absence of an exclusive law governing public

procurement : In the absence of an exclusive law

gorr"r.ring public procurement, the conditions governing

itre cotttri"i contain provisions for sefflement of disputes

and differences binding on both parties' Thus, there may

U. problems related to uniformity of contractual

.onditionr, or the interpretation i implementation of the

same.

Public procurement and competition concerns

Mostofthetime,publicprocurementiscarriedoutthrough
competitive bidding or-tendering process with the intention of

achieving ma"imuil economic ifft"iettcy through competitive

process. Any anti competitive p-ractices in a procurement process'

such as colllsion, bid-iigging, fraud and comrption, could lead to

artificially raised ptic.s]-oriompromise on the parameters and

"orrr"qn"ntly 
adveisely impact public expenditure and the precious

national resources. Ensuring effective functioning of public

f.o.*"-.nt markets is also parr of good governance and

necessitates two distinct but inter-relatedchallenges: (i) ensuring

integrity in the procurement process (i'e' preventing comrption on

it" ffi of puUtlc officiais) ; and (ii) promoting effective

competition i-ong suppliers, including preventing collusion

among potential bidders.

i)

k)

L

it
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The Competition Commission of India ' that has been

striving to uAO'""'"tftt competition concerns in the public

procurements., has"'toOitO tG i"t" in detail and identified

following ant,-to"'p"iitl"ebehaviour in the procurement process :

a) Collusive bidding '-Coffyiy;,Uidding 
cantake form of an

ugr."*.ot-u'nott!-ftt-s to divide the market' setprtces' or

limit production' [t can involve 'wage f:1itg.\t^*backs'

o, -i"tffi;;;;;ht -dependenJe of the relationship

betweenthecolludingparttes' 
g firms

b) Bid rotation : In bid-rotation schemes' consprmt

continue to bid' but they agree 19 'tuk:'to*" !'e;ne 
the

winning (i't'i;;t; q""rirvFg; bidder' Jhe 
wav rnwhich

bid-rotattnagreements are implemented can vary'

c) Cover bidding : Cover (alry 9a]led 
complementary'

courtesy, token "i"tvilultii"; 
uiaoitts occurs when

individuals "' 
t';; #re"t"o::tmit bids that involve at

least one or tnr'iJlo?ing: (1) .a gomngti-tor.agrees,to

submit a bid that it 
'ttigfttt 

'ttan 
the bid of the designated

winner, tzl u 
"o*p"iii3t 

t"Uttrts a bid that is known to be

too high to be acclpLg' ot (3) acomoetitor submits a bid

that contains sf,-e.ciuf terms that are known to be

unaccePtable to the Purchaser'

d) Bid suppression: Bid suppression schemes involve

agreements *o"g to*ptfiiots. in which one or more

companies ug"li3 *it"i" from biddins or to withdraw a

previously '"d;;J;lJto 
trtut the de-signated winner's

bia*ittu. accePted'

e) Market allocat'ron: Co1netltll:jl1t up the market and

agree not to compete mi ::n:tiSstomers 
or in certarn

geographic u"u'' Competing firms may' for example'

allocate 'ptt'l* 
customers or tyoes of customers to

different r,*', 
"'o"i'ui 

cb-mpetltois will not bid (or will
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submit only a cover bid) on contracts offered by a certain

class of potential customers which are allocated to a

specific firm.

Procurement reforms: initiatives by the Government

Union Government has launched a series of initiatives to

streamline the public procurement system. Some of them ale as

follows:

a) Formation of Group of Ministers on corruption: The

GoM, in its meeting on 14th February 2Al1 decided to

recommend among others, discretionary quota of
ministers that will have monetary impact (38 out of 84

ministries have accepted to have discretionary quotas),

petmission for prosecution to be given within three

months, and fast track procedure for processing

comrption cases against guilty bureaucrats'

b) The cabinet Secretary set up a special committee headed

by former Competition Commission of India (CCI)

Chairman Vinod Dhall to give recommendations on a
comprehensive public procurement law The Public

Procurement Bill 2012 referred above stems from this

committee's report and subsequent inter-ministerial
consultations.

c) Public procurement policy in offing : The Government is

also working towards a central public procurement policy
to bring transparency, curb irregularities and comtption'

d) Single web portal to streamline procurement has been

started. All government procurements are being

streamlined and every vital information related to such

procurements would be posted on a 'single procurement

portal'.

e) A national institute dedicated to public procurement is

under consideration.

Vol. VIII No. I JanuarY - March 2014
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0 Compulsory course on public procurement : Pending the

formation Jf a Jedicated cadrebn procurement, all public

procurement officers are being encour.aged to have a

minimum level ofunderstanding on public procurement'

g) Institutionalisation of dedicated financial advisers for

various pto."tt-t"t authorities with substantial

delegatiori oi po*"r. is also under consideration on the

lines of practice followed in Defence'

h) Strengthening of audit : Concurrent audit for.all high-
' 

value procurements as well as involve independent team

from outside the purchasing department ^is under

consideration so as leave little space for'pos!-!cto scam

reporting'. Presently, the Ministries app-oint'Independent

Mtnitors, in consti'ltation with the central Vigilance

Commission to oversee/vet the procurement process rn

very high value procurements so as to pre-empt any

irreversible damage ex Post'

D Facilities for data sharing : Non-sensitive data sharing

related to comrnodity pricis, market trends' base pricing'

and Ll rates codd be made available for better and

enlightened decision making by procurement managers'

j) Frequent sharing of expgrigng.tt .; Despite- very highJ/ 
\oolrr*., ofprocirements in India, there is little space for

.*.h*g, oiviews either amongst various departmegts /

ministries of the Government or with the private seltor'

fft" Cot"petition Commission of India has been

organising regular seminars on procurement since last

.olopt" ofy"urr, but the mandate is lyselv^focused 11
ittrtitotiotrut izing' anti-monopoly practices'' Government

procurement syit"* is being fine tuned based on the
".*poi"""., of th. private.Gctor as well as from the

experiences of other countnes'

Vol. VIII No. L January - March 2014
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There is an ongoing effort to sanitise the procurement

system from the ill-effecti of Jxcessive reliance on "L1 syndrome".

iwo alternatives being sporadically practiced in select contracts are

giving weight age to rlnkittg/t"orei in technical evaluationroundto

frrice"bids-and multi-stagi uidoing like in the auction of 3G

spectrum.

Two other important methodological issues connected

with the "Ll syndrome" having substantive implications are

treatment of taxes and the lifecycle cost of an asset in bid evaluation

as elaboratedbelow.

To offset the cost disadvantage of some particular type of

production units, the govemment typically :f:i: -t:1" 
tu"

i*L*ptio"t and when ,nJh ft",'t compete against firms not having

such iax exemptions, or where firms subjected to differentiai tax

i.gi*" competl in procurement, there are demands of level playing

n.-f,l UV 
"*.t,rOinj 

taxesiduties in-reckoning the I-1' Presently'

;ifl;;1"g of certain taxes is allowedwhen domestic firms compete

;;;;r, i";.ign firms in a tender. However, where the competition is

oily b.,*"ei domestic firms, the general rule continues to be to

reckon Ll based on all costs to be paid by the purchaser which

means including any taxes/duties payable' This sometimes seem to

favour the firms l,ocated in iower tax states or enjoytng tax

.*.rnptiorr..Untilthetaxationsystemisharmonisedonpanlndia
basisandtaxexemptionsarephasedoutorsubstitutedwithcash
subsidies, there are bound to be issues about irrational taxation

pro,riO*g questionable protection to inefficient units'

Lifecyclecostingofanassetinbidevaluationisanextremely
complicateA irr.t.. F"or high value equipment' there may be

scenarios where competin! equipment have widely different

equipment cost and maintenance cost' Ll determined purely based

on"pno"t equipment cost ignoring the O&M cost over its lifecycle

-uy to* orritob. imprudent purchase later on' Attempts to assess

the O&M .ort ou.rliiicycle oi at least for a few initial years and add

Vol. VIII No' 1 January - March 2014
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it to the tendered cost of equipment is being tried on a case_by case

basis butthewhole exercise is fraughtwithrisky imponderables and

subjective judgment. So long ar ihete is no credible contractual

,".-it-""t ti adhere to the projected O&M costs and the actual

toitiotr of underlying a$,t-piions, this will remain a contentious

issue. One can rif.t! draw a parallel with the benefits and risks

associated with accrual accounting. It has distinct theoretical

advantages over cash accounting but carries the risk of arriving at

numbers based on subjective judgment and therefore questionable'

We are experimenting and grappling with the issue'

Finally, there are some concerns - some legitimate and others

exaggerated, as in any reform process that too mugh transparency

tooi[on unmindful of what the competitors are doing or can do is

bad. Protection of commercial secrets, proprietary technological

information, and sensitive price information are all legitimate

concerns. In a fair system oi Uia challenge, winning bid can be

provided to the losei on request but is it really necessary to put

;;;rytilg in public domain We have to guard against the risk of

uninformJa etititit* and uninformed or vexatious litigation

stalling public Procurement.

Though not exhaustive in its coverage and deficient in Parts,

the public 
-pro"rrr"*.nt Bill marked an improvemgnt over the

.*itti"g ,yrir*. Getting the legislation passed is only part of the

t"fo.to"pt6cess. The Oeiit lies in details, which are left to be filled

up through the subordinate legislation and in the institutional

implementation mechanism.

UnfortunatelytheBillwhichwasintroducedinLokSabhaon
May 14, 2012 lapsid on the dissolution of the House in May2014'

No sutstitute is in sight. With high-stake auctions such as telecom

;p;;;; and coal biock allocation and enhanced level of planned

capital acquisitions forDefence Services, thb importance of having

a robust procurement system that can withstand Audit and judicial

scrutiny bn the touchstone ofpublic interest, integrtty, transparency

and faii competition can hardly be over-emphasized'

Vol. VIII No. I January - March 2014
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SOCIAL WELFARE THROUGH CENTRALLY
SPONSORED SCHEMES

Govinda Bhattacharjee

The constitutional mechanism of the Finance commission and
extra-constitutional mechanism of the now-defunct planning
commission, which was created by a resolution of the Government
of India in March 1950, were both created to address the problem of
striking an equitable balance between the socio-economii srowth of
individual states and the disparity that exists between tiem. The
Finance commission strives to achieve this by transferring
resources from the richer to the poorer states through the agency of
the central Government, u'hile the Planning commission sought to
address this problem by allocating central resources through its
Five Year Plans to meet the growth needs ofthe individual statei - by
ensuring higher per caprtaallocation to the poorer states. During th-e
1950s and 1960s, about two thirds ofthe central resources thus used
to be transferred to the states through the pranning commission,
which share was subsequently reduced to little.less than half before
the Planning commission was itself disbanded earlierthis year.

Finance Commission recommendations cover both the
vertical transfer from the centre to the states as well as horizontal
transfers among the states, from the richer to the poorer states, hence
these are equalization transfers. Rangarajan and Srivastava(2011)

The author is a Director General at the Office of the Comptroller & Auditor General of India.
New Delhi. The opinions expressed are strictly personal.
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pointed out that in the vertical transfer of resources from the centre

to the states, there has been a long term stability. While the relevant

shares and ratios have undergone changes, the relative shares ofthe
centre and the States have more or less remained stable, especially

since the Seventh Finance Commission (1979-84). They fuither
pointed out that prior to the transfers, the Centre collected about 63-

e+y" ofthe combined revenue receipts, while after transfers states

get about 64o/o of the combined revenue receipts. The states spend

nearly 5lo/o of the combined revenue expenditure of the Centre and

the states, while the centre spends only 43Yo of the combined

revenue expenditure by retaining only 36"/o of the revenues'

Finance Commissions are constituted once in every five
years under article 280 of the Constitution of India to recommend

iransfer of central resoulces to states by two mechanisms: transfer

through devolution of taxes and transfer through grants, keeping in

mindihe redistributive considerations as well as fiscal needs of the

states, while giving adequate importance to the consideration for
incentives to be given to the states that perform better in terms of
fiscal and financial management. The transfers are determined by
the three guiding principles of ensuring equalisation, equity and

effrciency- Mechanism for automatic devolution of high yielding

union taxes to the states has been provided in the Constitution itself
in the taxing powers of the union and the states as defined in the

articles 270 and|J2' ,whlle grants are to be given to the states under

article 275 of the Constitution. While the devolution of taxes is

made to reduce both the vertical imbalance between the Centre and

the states in terms of availability of resources for development, as

well as the horizontal imbalance between the rich and the poor

states, the central grants-in-aid to.the states afe recommended for
bridging their non-plan revenue' deficits, for local bodies and

Panchayati Raj institutions, for disaster relief, management of
environment and sustainable development, upgradation of
standards of services and outcomes, for special purposes like health,

education etc. as well as for state specific purposes. These are all
non-plan transfers, while the transfers made at the behest of the

'Art272 has since been repealed by 80"'Amendment to the Constitution enacted for giving

effect to the recommendations of the l0'n Finance Commission.
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Planning Commission are referred to as plan transfers. Constitution
does not distinguish between plan and non-plan expenditure, it only
provides for yearly transfers to the States in aid of their revenues
from the Consolidated Fund of India in articie 275 andrecognises
the need for different states requiring different amounts in respect of
such transfers; plan transfers do not have any such statutory
authority and are often discretionary in nature. These are made
under article 282 of the Constitution which only enables grants to be
given for any public purpose by the Union or the States, even if that
pulpose may not be within the legislative jurisdiction of the Centre
orthe States.

It has remained a matter of debate whether the-plan grants

are covered under arlicle 27 5 mentioned earlier or 282.' As pointed
out by Paranajape (1988), arlicle 282 derived from section 150 of
the Govemment of India Act 1935 that was mainly used to enable
the special Central assistance to Bengal in the wake of the famine of
1943 later ad-hoc grants were also made under this section to
provide for special contingencies and to meet unforeseen
expenditure needs. This is further supported by the fact that while
arlicle 27 5 is included under part XII of the constitution under the
sub-title "Distribution of Revenues between the Union and the
S tate s" indic ating the re gular nature of such di stributio n, article 282
is included under the sub-title "Miscellaneous Financial
Provisions", indicating the non-regular nature of transfers under
this provision. Legally, therefore, a plan transfer that includes
transfer of revenue from the Union on a regular basis should be
covered under article 275 in keeping with the spirit of the
constitution, and not under article 282'whrch gives unfettered
discretion to the Centre, and a number of legal and constitutional
experts have opined from time to time that it was not intended by the
Constitution to be a channel of regular transfers a.nd hence was
illegal (Paranajape 1988), Vithal&Sastry (2001).But generally the
accepted practice institutionalized by the successive Central
Governments has been that while the Finance Commissions looked

'Ninth Finance Commission took legal opinion and expressed the view that the plan transfers

were very much within the puwiew ofthe Finance Commission and coveredunder article275.



46 / INDIAN JOURNAL OF PUBLIC AUDIT AND ACCOUNTABILITY

at the non-plan side of the revenue expenditure and made
recommendations for grants to bridge the non-plan revenue deficits
of the states, plan grants, revenue as well as capital, are
recommended by the Planning Commission. While plan revenue
expenditure pertains to revenue component of the different plan
projects under execution, capital expenditure is overwhelmingly
plan expenditure. The Central Government has also largely limited
the role of the Finance Commission only to the examination ofnon-
plan part of the revenue expenditure as indicated in the Terms of
Reference ofthe Finance Commissions.

Distinction of expenditure into plan and non-plan
components has again been a subject of debate during the last few
decades and to resolve it the Planning Commission had appointed a
"High Level Expert Committee on Efficient Management of Public
Expenditure" headed by Dr. C Rangarajan which had submitted its
report in July 2}IIinwhich they had recommended for removal of
the distinction between plan and non-plan expenditure, leaving the
Planning Commission only with the task of formulating the five
year plans.' The Govemment is yet to accept this report.

It must be pointed out that states were more dependent on
the Planning-Commission-allocated non-statutory transfers of a
discretionary nature outside of the constitutional machinery for
resource transfers through the Finance Commission because such
non-statutory transfers used to constitute the bulk of total transfers
to the states. George and Gulati (1985), in their study for the period
from 1956-84, had pointed out that states' dependence on the Centre
had increased over time as a major part of the total devolution of
fiscal resources was dependent on Centre's discretion, further the
nature of such dependence was also undergoing a change which was
not in keeping with the spirit of constitutional devolution. About 60
percent of the gross transfers to the states were effected by the
Planning Commission during I95I-84, and the increase in the
discretionary component was leading to increasing inequality in
such transfersf(George & Gulati (1985)]. As shown by Khemani

'Report of the Rangarajan Committee (2011), pp.6-7
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(2003) in his studies of inter-governmental transfers during 1972-
95, allocation of resources by the Planning Commission was often
influenced by political rather than rational economic
considerations, with the result that the states ruled by the same
political party at the Centre was often favoured by higher
allocations. In the statutory transfers by Finance commissions,
however, no such discriminations were noticed. Unlike the statutory
transfers by Finance Commissions under article 275 mentioned
earlier, Planning Commission transfers are discretionary by nature,
and hence more r,ulnerable to political considerations. Singh and
Vashishta (2004) also echoed similar observation in their study of
the inter-governmental transfers during 1983-93, where they
noticed states with more political relevance to the ruling
dispensations at the Centre wielding greater bargaining powers with
the Central Government.Paranjape (198S) rightly argued that the
role of the Planning Commission as the most important extra-
Constitutional allocator of resources was jeopardizing the Centre
State relations in the matter of development planning and financing.
Garg (2006) pointed out that Central assistance for the state plans
have been used as the principal instrument of control of the states by
the Centre for influencing them and for interfering with the states'
autonomy.

In 1968, the Fifth Finance Commission was constituted by
the Government of India to recommend the devolution of taxes and
grants to the states for the period 1969-7 4, It submitted its report in
1969, where it noted huge disparities existing among the IT Indian
states. The richest state had a per capita income of Rs 619 and the
poorest Rs 292 only; the largest had a population of 9 crore and the
smallest only 4 lakh. It expressed concern that the need for
equalization among the states demanded a more positive
redistributive policy than simply dividing the grants on the basis of
population - by taking the reality of the rich and poor states into
account. In this context it corectly observed,

The transfer of funds recommended by the Finance

Vol. VIII No. I January - March 2014
Vol. VIII No. 2 Aoril - June 2014
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Commission can only partially fulfrll the objective of

equalizatio" #;;;itni aivision of tunctions which now

exists U"t*""" tftt pf"""i"g Commission and the Finance

Commissionwherebyttreformerlooksafterdevelopmental
needs and gives plan grants for this purpose' As the

language "ri'ti"rl 
i75-stands' itt"tt it nottring toexclude

from its p"*;;ants for meetinq r'eyenul:l:^:"-1ty" o"

Plan schemes nor is there u"y t*plTtitbar against grants for

caPitalPurPoses'

We are not, however' able to agree with this view as it would

blur the ;,tt;';;tti"" 61 ru"915 between this

Commission and the Planning Commrssron '

Thus for the first time' it considered the Planning

commission transferJtoroor. ut the totalitv of funds at the disposal

of the states Uefore making its recommendations' though it was

asked to recomroe-n;;;#t under-article 275"other than the

requirement. "r#t;it??"L 
pi""lrt" ttt-t of reference of the

next financ. to'oloi"Lo -uOt it abundantly cleal'jhat the

Commissio" *ut'io- loo[ onty into the non-plan marntenance

expenditurc o" pl#';;;;;*pleted earlier and into the non-

plan capital gup "i:iit 
*t-utt'' tt"pi"g ttte ptan expenditure out of its

reach.

Central PlanAssistance and Gadgil Formula

States now are given Central Assistance

Plans and Five Year Plans under:

(a) Normal Plan Assistance

StatePlans;

for their Anmral

NCA) for Central Ptans and

@) Additional Central ll*lTi:tance 
for implementation

(c)

of externallY assisted Proj ects ;

Additional Central PlanAssistance (ACA) for Centrally

Sponsored Schemes;and

'Report of the Fifth Finance Commission' P ara 2'9' 1969'
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(d) Special Plan Assistance (SCA) that includes Special

Centrai Assistance for ttill and Border Areas' North

Eastern Council etc'

The Normal Central PlanAssistance (NCA) is given as per a

formulawhichisknownasGadgilFormulasincelg6g,afterDr.
DR. Gadgil, the then Depuly Chairman of the Planning

Commission.Theoriginoftheformulacanbetracedbacktol965,
when the need for a sei of principles was emphasized by some Chief

Ministers for allocation oiCential assistance to states for the Fourth

fi r. y"u, Plan. The Gadgil formula was adopted to introduce into

the discretionary ,rator. 5f tnt plan assistance some semblance of

,uiio"ufity that effectively curbed the absolute discretion the Centre

*tt.J over such transiers' This formula has been revised from

time to time and is now called the rnodified Gadgil Formlla or the

C"Jglf i Mukherjee formula for determining the gq"tt""t Assistance

toaState(afterDrGadgilandShriPranabMukherkee'thethen
D eputy Chairman of the ilanning C ommi s sion)' Under this formula
-"a*,.J4 

since 1991 , the Central Plan assistance is given to the States

based on a combination of criteria having differentweightages.,

BeforetheGadgilformulawasapplied,thestatesusedtoget
more resourees tiom ttr"e Centre as loans and less as grants' plan and

lo"_pr"n 
"ombined, 

leading to increasing indebtedness of the states.

This situation was t,rUttuittiutly changed since. the .Fourth 
Plan

onwards, after the central assisiance started getting distributed as

p"r ift"' Gadgil formula [Goswami (2007)]'But the major

contribution ortne cadgil formula has been to bring in discipline,

iru^pui.rr.y and oU3""il"ity in-the plan transfers that severely

attempted to limit itti utUitr"aw discrelion the Centre had hitheto

,300% of total Central Assistance is reserved for the 1 1 special category states' The rest 7070 ts

distributed among the f Z g.t.t"it"itg"" ttlt:t u-1":tdt"s to the following criteria with their

respective weightages: ttl i'"pti"""?" (oltlt aov"; (ii] per capita Income:25% (20%

accordingtodeviationmethodonlyforstates'withpercapitaincomebelowthenational
ayerageand5ohaccordrng tothe distance method covering alistates); (iii)Iiscal and Financial

performance: 1.5ok (Tax effoi.:2.5%;Fiscal Managem Jnt:2"/':National objectives: 3%' of

which l% each will u" u'o""ut iio, poprfuto" coitrol and elimination of female illiteracy;

0.5% each will b" utto.ut"o olr-o]r-,i*i-J"-pr",i"n_ofexternally aided projectsand success in

landreforms); (iv; nestZ's aiio*iio"*iff be onthebasis of special problems ofthe states'
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enjoyed over these transfers. Of course the Centre would devise

un-oth.r way of exercising its discretion through the mechanism of
the so called Centrally Sponsored Schemes.

Centrally Sponsored Schemes (CSS)

The CSS followed from the Directive Principles in the

Constitution that enjoins upon the state to "secure a social order for

the promotion of welfare of the people" (article 38), or, to provide

for;early childhood care and education to children below the age of
six yeari" (article 45), or the "right to work, to education and to

pubiic assistance in certain cases" (article 41). in fact, the
'Gorr"*-.ttt 

of India Resolution of 1950 establishing the Planning

Commission mentioned the Fundamental Rights as well as the

Directive Principles of State policy in the Constitution that'the State

shalltry to promote the welfare of the people' and asserted that the

objective UetrinO setting up of the Commission was to further the

'declared objective of the Government to promote a rapid rise in the

living standards of the people by efficient exploitation of the

,"ro.r.""r of the country increasing production and offering

employment opportunities'.uHowever, no transfer of resources

from the centre to meet the needs of above is envisaged in the

Constitution; besides, the ad-hoc manner in which these schemes

have been allowed to proliferate without any rhyme of reason, or the

way many of these have been and are being run raises legitimate

doubts about the sincerity of their purpose and in their actual and

potential use mofe for meeting the political ends of the powers that

te than for the stated purpose of improving standards of public

services to the citizens ofthe country.

The centrally Sponsored schemes which are initiatedbythe
Centre de facto constitute a ploy by the Centre to indulge in

exercising its discretion to make grants to states * a discretion that

the Gadgil Formula apparently took away. As at the end of 201 I - 12,

there were as many as 147 CSS operating in the country, despite

transferring a large number exceeding this to the states during many

uResolution No. I.P(C) /50 dated March 15, 1950 constituting the Planning Commission

Paragaphs 3 and4.
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previous times.t

Till the Fourth Five year plan, central assistance was givento states.for implementation of the pian schemes within the state,sjurisdiction' Funds were allocated scheme-wise 
";Jlh; systeml1c^ked. the.requisite flexibility and efficiency f;;ffi;;.nt ande.ffeqtjve. implementation of th.r. schemes. A separateclassification for cSS was introduced in the Fourth plan. Beforethat, most schemes for which funds were given in the central plan

but which were implemented by the states were later transferred tothe states as part of the state plans. at tn, end of the trriro fiuo, trr"r"were 92 zuch plan schemei which were, so to say, ,assisted, or'sponsored' by the centre. A sub-committee of the NDC hadconsidered the need for harmonizing their structure uno n noingpatterns with the 
. 
schemes run by the states in rgil andrecommended a reduction in their number. But insteaJlhe draftFourth Plan includg{ as.ryanv as r4i such schemes which werefinally cut down to 90, w_r$.vaving funding putt"*, uy'thJcentreand the S tate s (b etwe e n 5 Tyo to- fi 6% o r c e""iJ rurrai"rigj. irrotlre.N?9 C"-mittee appointed in l96g ,"commended for the CSS aceiling of r/6'n oftotal central ptunesrttance to states, which werenever heeded by the central ministries which -..rily- *"nt onincreasing their numbers and bypassed this recommendation

cleverly by trealing them as 'centrait.rt"l Schemes,though theywere very much in the nature of cSS. This committee af,o hiddown the criteria for selection of a cis, ."niJ -"i"rv ,riprr".athat they should relate to pilot pro.le"ts, su.ueys and research; shouldhave regional and inter-state ihiracter and an 
"r;;;il ;igrid.un".from the all India angle. From time totime, a large number of theseschemes were transferred to the states and the rEsultani rurrirrg, ,othe centre were also transferred to the ,tut., as ,.Additional 

BlockAssistance" based on the "Income Adjusted r"r"ilp"p"i"ti""Formula".

During the 4" and 5'n plan periods, the administrative

'Till March 1977, centrar assistances for centralry sponsored schemes were released by theMinistry of Finance in 8 installmentr; rin." tt 
"., 

c"i*ui vinirol., have been releasingthese funds directly to the State Govemments o. 
";";;;;g agencies.
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ministries went on introducing one css after another, ignoring the

adviceoftheNocCommitte-eandthecriteriaforCsSlaiddown
earlierandoftenwltr'*t""v:"stification.Statesdidnotobjectasall
these were 100%-fi;";;"id by the Centre' When after the

Ern.rg"rrry, the Congress Government was replac-ed by tle^l anala

Government 
"t 

th. d;;;., itt"y terminated the Fifth Pl an (197 4-79)

prematurely in f qZS ;hii" p"putittg to launch the 'Rolling Plan"

;;ffi;;il"J-ocommittee to re-examine the running of the cSS.

At that time there *.r" iio cSS, besides 74 0ther schemes of the

same nature but caileJ the central Sector schemes in order to bypass

the 1/6" limit ror csi-(vitrral&Sastry Q002),p59)' The Committee

consulted the state] ;hi"h u.gu.d that a proliferation of these

schemes run by ,h. ;|,. hai effectively ihrunk the amount of

central assistance "r"il"6r. 
ior state plans while the centre argued

that but for these innovative schemes' the state-s'-d;vefgnment

would not be uniform' The Comnnittee recommended that the CSS

shouldbefinancedl00%bythecentreinrespectofcertainhealth,
family planning schemes u"d po*"' projecti'-while in respect of

CSS for rural and "giit"ftu*f 
development and for weaker section'

the cost should b.";;;J fy the bentre and the states' These

recommendatlorrs wer" uaopt6o in the Sixth Plan (1973-83) where

70 CSS were transferred to the State Plans'

The Sixth Plan was reformulated by the lewly elected

Congress Government for 1980-85' treating the previous two plans

as annual plans. g"iih.;-Uer of CSS coritinued to proliferate and

bytheendofthesi*thPlun,theirnumbershadrisento20t.Their
allocation which;;;-n; i2:g 

"'ott 
in 1980-81' was also increased

to Rs g31g .ror. iJ",rr. rwiseo Sixth plan (1980-85) representing

35% of the totuf 
".rlt 

uiessistance for state plans, far exceeding the

1/6'n limit that was laid down earligr'

It was also seen that the developed states gained from CSS in

terms of per .upitu piu" assistance *hilt' the backward states like

Bihar, Rajasthan, UP and Orissa received much lesser per capita

assistance ,nut mJy ";;;i"" 
would have got under the Gadgil
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formula due to the large number of CSS eating up a substantial

chunk of the total Plan funds. Since most schemes required a

matching grant from the States, states that were in a position to

afford these grants reaped the benefits; some states of course gave

its own paft olcontribution so as to attract the funds which they later

diverted tor,r,ards meeting their non-p1an expenditure, mainly on

account ofsalaries oftheir staff'

The NDC formed another Committee headed by Shri P V
Narsimha Rao, the then Minister for I{RD, in 1985 which added to

the exiting criteria the condition that any CSS selected for

implernentation must fulfil an important national obiective like

poverty alleviation or prrtviding the minimum standards of
education, besides i:etaining L4g ;f the 262 schemes from the 5'n

plan period and removing any limit for outlay on the CSS. But the

criteria recommended were so broad that it rather facilitated the

continued proliferation of the CSS wtiich went on as shown in

Table 1:

Table tr: Centrally Sponsorerl Schemes

No. of CSS at
the end ofthe
plan

5th Pian (I914-79j
Annaul Plan (1q79-80

-?"Plarr(1%o-8t
r98s-90)

2
<J

8'" Flan(1992-97)
'Plan1]r997-2A02\ 360

iBtPbnQAA2-}]) 229762

2007 -12) 660506

l

i

6
;z

2

i
9900i

(Source:4'n to 8'n Plan: Vithal&Sastry (2002), p. 19: 9"'Pla' onwards: B K Chaturve<1i

dor,mittee Report on thcRestructuring of CSS, Planning Commissio' (201 1), p. I 8)

Vo1. VIII Ncr

Vol. VIII
1 Januar;r - March 2014

No. 2 April - June 2014

TotalAllocation of
Central funds (Rs

Cnore)

Plan Period

4'n Plan {t959-74}
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As Vithal&Sastry observed,

The original exercise at the time of the Gadgil formula first
set a limit of 116 of total central assistance for State Sector

Plan and then specified what type of schemes could be

formulated within this limit. What all needed is now to
reiterate their limit and ask some groups to decide schemes

within that limit. . ...(2002,p. 7 6).

But the resistance to this came mainly from the Central
Ministries dealing with State List, Ministries that had grown in size

because ofthese schemes.And there lies the crux of the problem.

These Ministries do not want to see any shrinking of their turfs;
these are mainly the ministries of Agriculture, Health and Rural

Development etc. These are the Ministries that handle thousands of
crores of rupees of allocations under the CSS that they can dole out

to the rural electorates, creating and using a niche for their political
masters. During 2012-13, these 3 ministries alone consumed Rs

1.91 lakh crore, or l3ohof the total expenditure budget ofthe Union.
These Ministries have grown in size essentially on the CSS

implemented by the States, and they are the ones that most strongly
resist the scrapping of these schemes. No Govemment irrespective

of the political dispensation that is in power would be likely to give

up such easy privileges for buying votes. Besides, many of the

flagship schemes run by the Central Government were also used as

failsafe conduits to divert public money to party or private funds.

The system was also playing havoc with state budgets since almost

60-70% of the total grants received by the States from the Centre

passed outside their budgets directly to the executing agencies of the

CSS, which could be autonomous Government organizations or

NGOs or a combination of the two, and in the process the normal

budgetary and accounting controls that regulate any Govemment

expenditure were done away with, since aqy expenditure that is not

passing through the treasuries would not be captured in the accounts

compiled by the Accountants General of a state. In fact till today,

there is no database in existence which would give up-to-date
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Vol. VIII No. 2 April - June 2014



INDIAN JOURNAL OF PUBLIC AUDIT AND ACCOUNTABILITY / 55

information about all the CSS running within a State - their number,
the money spent on these or the benefits from them that have
accrued to the people. It is a typical case where public money is
spent ostensibly on public purposes but outside the machinery of
public accountability system ensured and enforced by the State
government budget, accounts and Legislative or Parliamentary
Committees - and all this in the name of economic and social
welfare ofthe weaker sections of our society!

The 360 CSS at the end of 9'n Plan consumed about 600/o of
total Central Assistance provided to the states. For the 10'n Plan, the
Planning Commission under a zero-base budgeting exercise had
weeded out 48 schemes, besides merging 161 schemes into 53 and
retaining the remaining 135 schemes, making a total of 188. For the
11'" Plan, of the total allocation of Rs 6.6 lakh crore for 147 schemes,
the 9 flagship schemes (IAY, MNREGA, PMGSY, TSC, NRDWM,
NRHM, ICDS, SSA and MDM) alone consumed Rs 5.24 lakh
crores or 79.4o/o of the total allocation. Consequently, as a result of
much higher allocation to CSS, and also due to the fact that after the
Twelfth Finance Commission recommendations, the Centre was
only giving grants and not grants as well as loans as it used to give to
the States earlier, the NCAto the States came down to 6.74oA of the
Centre's Gross Budgetary Support (GBS). The pattern of Central
assistance also varied from 100% to 90o/o for NE States, 650/o in
SSA, 75% in IAY and a number of other schemes. One Expert
Group headed by Shri Arvind Varma appointed in October 2005
recommended that all CSS funds should be routed through the State
budget and hence subjected to the usual checks exercised by the
Accountants General (Audit). This was of course found
unacceptable by the Planning Commission which recommended
establishment of a scheme-wise reliable inforriration system with
the help of the Chief Controller of Accounts attached to the
Ministries. What was not mentioned was that the Ministries would
not accept any independent authority exercising oversight functions
over what they considered their exclusive turf.

Vol. VIII No. 1 January - March 2014
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A committee headed by Shri B K Chaturvedi was set up in
April 2011 - it submitted its report in September 2011. Its major
recommendations are:

(i) CSS with outlays less than Rs 100 crore made no national
impact and hence should be weeded out or merged with
other schemes;

(ii) Theirnumbershouldbereducedto 59,categorizedinto:

(a) 17 flagship schemes to address major gaps in health,
education, irrigation, rural and urban development etc.
including the existing 9;

(b) 39 CSS classified into major sub-sectoral schemes to
address sub-sectors of the major sectors like
agriculture, education etc and sector umbrella schemes
to improve the effectiveness ofplan expenditure; and

(c) 11 ACN CSS schemes including 8 flagship schemes
(AIBP, NSAP, JNNURM, RKVX R-APDRP, RGGVY,
BRGF), besides the existing 9;

(iii) NCA should not fall below 10% of GBS; except in case of
new flagship schemes, all CSS would be 100% Centrally
funded;and

(iv) "Efforts must be made to gradually move over to transfers
through the State budgets.....Transfer mechanism should
be worked out, so that over a period of TWelfth Plan all
transfers are routed through State Governments and not
directly to the independent societies at the State or district
level." The 2014-15 now had adopted this approach.

Like the Rangarajan Commiffee report as mentioned earlier, the
Chaturvedi Committee Report is also yet to be accepted by the
Government. Till 20 I 3 - 1 4, there were only I 3 7 centrally sponsored
schemes. Some semblance of reason was sought to be brought in
later by restructuring these into 66 schemes, including the 17

Vol. VIII No. 1 January - Iv{arch 2014
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Flagship programmes r,vith significant outrays, for the remaining
v.ea1s 9f the ongoing r2th plan (20r2-r7).Ii was also decided toabolish the direct transfer of funds for centrally ,pooror.d schemesto agencies that were implementing these ,.h.,o., in the stateswithout routing the fundJthrough tieir budgets. nrrrm.rct mo.e
needs to be done, in.terms of_integratittg urid str.umti-ning theseprogrammes further by co-ordinating, monitoring and directingtheir deliveries towards specific, tarieroriented and time-bound
outcomes. A suitable accountability architecture which i, *irri";
also needs to be created

As pointed out earlier, article 2g2hasoften been misused bythe centre to make discretionary transfers .rri.r, -.r. uguinrt trr.spirit of the constitution. The centre has often used?e plan
transfers as a means of exercising contror over the states. The
transfers under this article often lacfed transparency. The intrusion
of an extra constitutional authority rike the irtunniog Corn-irrion
into the working of Finance commission in respect"of transfer ofresources from the centre to the states thiough the means"discretionary transfers" 

_as opposed to "statuiory transfers,,violates the principles of reaeratism implicit in tire irnanciat
relations between the union and the States as defined in theconstitution of India. The situation is made murkier by theimplementation of numerous centrally Sponsored Schemes (csS)
which include the flagship schemes oitttf central Government onwhich astronomical sums are spent each year, often withquestionable justifications. Alr th.s" constitute 

-a 
politically

maneuvered aberration in the Indian financial system and^in Lct, anassault on the fiscal federarism principles. This abenation was
further.eroded by the direct fiscal triansfei, fv trr" c."1. 

"",rio.,rr.!t_ates'budgets and accounts, bypassing the internal controlsihat areinherent in budget execution und u..ointing. They 
"oi 

o"iy r.na.,
the process illegal and unconstitutional, ttrey aituie and uniermine
the authority ofthe States. These direct tiansfers under the cSS have
been burgeoning since the last few decades and now *nrtrtot.
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between one-half and t'wo-thirds of the total Central grants coming

to the States.

Table 2 shows such transfers during the last 5 years, from

which it is seen that the total amount of Gadgil Formula transfers

form a miniscule part of the total Central plan transfers to States,

barely amounting io 10% ofthe total transfers during the last 4 years

and the current year (budget estimates). Direct transfers far exceed

the Central assistances for State plans and the total amount of
transfers in respect of Central Plan and Centrally Sponsored Plan

Schemes that ii routed through the State budgets is a small part,

barely 30%o, of the total. transfers under the Plans. It makes a

*o.i.ry of the principles of federalism in fiscal and financial

relationi between the Union and the States; and not simply that'

There seems to be a pattem in systematically and deliberately

increasing the extra-budgetary transfers at the cost of budgetary

transfers. The transfers undei Gadgil formula have suffered the

most; their share in total transfers over the last 3 plans (ninth to

eleventh) has gradually fallen ftom35o/o during ninth plan to only

l0% during Il* plan, while the share of direct transfers has

increased iom206/oto 52o/o over the same period. It was a way of
*uti"g sure that the Gadgil transfers that limited the discretion of
the Centre were renderedineffective, and to remind the States of
their dependence upon the Centre. The plan fund9 routed through

the state budgets constituted only 29o/o of the total transfers of the

State, anotheiglaring example of disregarding the autonomy of the

States.
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2008-09 2009-10 2010-11 20tt-12 2012-t3

CentralAssistance for State Plans. of
which

acluaN
73.611

ACIUAls

79,157

AclUA|s

89,747

t(.!,

l0l,t05
DE

124,249

NCA as per Gadgil formula 15948 r7442 20,00E 21,831 25,5E9
Additional Central Plan Assistance t<

States for Central and Centrally Sponsored
Schemes passed through State Budgets

50,319 49,604 55,163 61,275 78,s07

3pecial Plan Assistance including Specia
3enh4l Assistance for Hill and Border
qrcasetc.

7,344 l2,lll 14,576 17,999 20,153

Direct Transfer of Central Plan Assistanct
to State/ District Level Autonomour
Bodies / Implementing Agencies outsidt
budget

83224 90,520 118.740 ll2,803 133,3s8

Percentage of Direct Transfers in Total
Transfers

51.92 51.72 56.06 51.74 50.&

Percentage ofGadgil Formula Transfers ir
Total Transfers

9.95 9.97 9.45 10.01 9.72
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Table 2: central Plan Assistance to states @xcludes urs with/without Legislature
RsCrore

(Source: Union Budget 20ll-12 and20l2-13: Expenditure Budget, Vol. I, Statements 16
to 18.)

Some interesting trends are noticed in this. First, the
statutory transfers under Finance Commissions' recommendations
initially constituted only one third of the total transfers during the
first plan period, this proportion has gradually increased to 53o/o
during the 10* and ll* plan periods. Still about half the total
transfers take place through non-statutory mechanism of the
Planning Commission. Second, the non-discretionary Plan
assistance to states (under Gadgil Formula and other transfers tied to
specific projects) use to dominate the total plan transfers, but the
proportion of such transfers in the total transfers have declined
progressively, with the result that now the discretionary transfers,
most of which are extra-budgetary account for the bulk of such
transfers.
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on account of huge funds allocated under the ill-conceived,
ill-designed andpoorly implemented centrally Sponsored schemes
in the name of social welfare, union budgets are increasingly
becoming statements of subsidies doled out in the name of the poor
andpassed on to the states as grants, without appropriate monitoring
and control mechanisms. In 200g, Mr^chidambaram
magnanimously granted the Agricultural Debt waiver and Debt
Relief Scheme 2008 under which Rs 60000 crore of debt owed by
the marginal/ small farmers were waived. Arecent cAG report on
the implementation ofthis scheme pointed out how the funds meant
for debt relief to farmers were diverted to benefit the private micro-
financing institutions'. Inefficient designs and inadequate controls
in respect of most flagship welfare schimes like MNi{EGAwould
result in similar leakages and large scare misappropriation ofpublic
funds.

. .Thankfully the first step has been taken to stop all these
aberrations that have long plagued our fiscal and financLl systems
by disbanding the anachronism called planning commission that
enjoyed unrestrained and illegitimate authoiity to play with
taxpayers' money. The next logicar step would be to tiansfer all
centrally Sponsored Schemes to the states along with all resources
meant for them. The State would then decide wtrlctr ones they would
need to implement and how That would also signal the end of
existence of all central Ministries dealing with stite sublects that
consume a substantial portion of the taxpayers funds and dole these
out in the name of centralized welfare to buy votes, money that
otherwise could create productive capacities in the economy to
serve the cause of social and economic welfare much better.

_ The newly constituted NitiAAyog must devise an efficient
mechanism for monitoring and evaluating the implementation of
these programmes by the States. on this primarily will depend
yhethel it truly becomes what its name suggests - the National
Institution for Transformine India.

'http://sa iind ia.gov. inlenglis h/home/ou r_prod ucts/Aud it_Report/Govern ment_wise/u n ion

-audit/recent-reports/union _pqfonrrance/2013/cM/Report==j/Exe:Summ.od]
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AN INTRODUCTION TO INTERNATIONAL
STANDARDS OF SUPREME AUDIT INSTITUTIONS
(ISSAIS)

Ms. K. Mani

The International Organisation of Supreme Audit Institutions
(INTOSAI) is the association for government audit community
worldwide. Established in 1953 as an autonomous independent and
non-political organisation, it collaborates with its 195 member SAIs
to enhance professional capacities,share knowledge and thereby
improve public sector auditing. Thus, it helps in having strong
public administration by encouraging value based governance.

Genesis ofISSAI

INTOSAI prepares Standards, guidelines and best practices
for dissemination among the auditing community. These are
developed under the auspices of three standing committees of
INTOSAI, i.e., the Professional Standards Committee (PSC), the
Knowledge Sharing Committee (KSC) and the Capacity Building
Committee (CBC). INTOSAI conceptualised the model of a
comprehensive set of International Standards of Supreme Audit
Institutions (ISSAIs) for SAIs. In the XX INCOSAI congress at
Johannesburg in 2010,INTOSAI called members to use the ISSAI
framework as a common frame of reference and to implement

'Ms. K. Mani, IA&AS is presently posted as Director in the office of the Director General of
Audit,Central Expenditure, New Delhi.She is also a certified ISSAI facilitator in Financial
Audit, trained by IDI as part of ISSAI implementation initiative.
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ISSAIs in accordance with their mandate and national legislation.
Thus' the introduction of ISSAIs are set to give INTOSAI membersa new framework on international standaids, guiderines ana uestpractices for public sector auditing.

Obj ectives of ISSAI implementation

The main advantage of implementing ISSAI will beincreased uniformityii audit from an international
perspective,enhanced 

.credibility and professionatisrn--rn thecoming years,substantial efforts will be made to spread "*;";;of the ISSAIs in *: fNTOSAI regions by encouragirr! Saf, toimplement the ISSAI framework." tssat cover the core auditdisciplines of financial, performance and compliance u.raitr. rn.adoption of the ISSAI will act as milestone in tile ,t .rgtrr."ing ofthe global public sector audit profession.The benefits and values ofusing the ISSAIs are considered to-be profound and far-fetching. It
has become a necessity in modern day ior the SAIs to introduce andsustain professional audit techniques in line with the internationat
standards. However' Imprementation of the ISSAI is not astraightforward process. Adoption of uniform ,tunauro, i, uchallenging process since there aie different practices in each sAI interms of their national legislation, audit mandut.,lnriitotional
structure etc. It needs a whole lot of planning *i 

"riruiishingsystems andprocedures. It takes a centraiised ugEn.y io oversee tt eprocess' preparation, adoption and codificatioriof siandards- Then,
there needs a system to diiseminate them worldwide and encourage
SAIs to adopt them and subsequently peer review it to stay on trapt.

Before anv SAI takes on the time_consuming task ofimplementingthe issAtr, u qu.rythut would come to mind is .what
possible benefit can the SAI get from taking on r.r.t f-;".,'r t, i,important to be convinced abo=ut the advantages and needs of ISSAIimplementation. The draft guidance on implementing tiset, urt,
the following three benents oftSSRI implementation.

' Quality - carrying out audits in accordance with eloballv

Vol. Vil No. 1 January - March 2014
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accepted standards will ensure a certain level of quality and

consistency;;dit-';ir se'rt ttti"t to tu* the trust of

citizens ""d?il;;iit"-.urrkt 

"ipprv*g' 
lnternationallv

accepted .;#i;;';;;it' i' ooJ'i'i'p:1*L'lXp^ in the

direction "ttffi;;;it-" 
t1tt a rtigt' qualitv standard will

reduce *ai'"r' iitt' Tht 
';;;?iuitltv-or all audit

organizatiois i' U"ift on the q"uft'V achieved in its'audits'

Using'i*il"t ;;it' "t"tffui-tn 
different countnes can

inspire o'gu;'u'ions to conti;"; improvement in their

' 
tJffiin'o 

- using globallv accepted standards will

strengtherJth..,".aiuiri.ioiuoit,tr'"ul,di'-o'gu.nizationand
it, p'oootillB*tl*J-tek"h"lJ*s will gain increased

confrdence";;l; in the work of auditors who uses

elob al|y ":"#; 
il;4"'.' jH"T T'jilTff :iiltH.".XTi

In ut'ait conducted in accoro

,tuoou'o'''"?i"ti"ia-t-t"rnalscrutiny'Thetransparency
provided ;;' ;;* standards 

-;;ii'k":*1 
'to 

audited

o,guni, utio,* ;; "".il 
J"t.r'" ro"'. al s o le a ds to incre as e d

credibility of the audit results' These will help SAIs engage

with ttreir stakeholde". f";' i-proved institutional

frame*ol'k and stronger audit mandates'

' Professionalism -- Sta'ndards form -'the 
basis of

p'or""ioiuri'"ii"" "r ""d*;;tk 
and audit organizations

uy p,ouffi;;ffif!9 ffi;;;qi:-fldit work

common siandards .uo l*prove. onnqlllities for

exchange of professignal. views and experiences across

nationai borders' l"* q1i"G activities' and sharing

.*p.ri.irJ.ffillb";;ri-:.ii."iiorr 
upptv the same set of

p'or" 
"ii"'iul 

;;"d"'d'' Gl";;ld ;" t tpit a standards al s o

p'oulO""u^"ommon iungt'ug""Gt*ttn publig and private

* t tto' uot'iJJi;;;; "i s iirilar re sponsib ilitie s'
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ISSAIframework

Prior to the adoption of the ISSAIs, INTOSAI had separate
Auditing Standards since 1998 and updated in 2001. when
INTOSAI decided to keep pace with changing timesby "providing
an up-to-date framework of professional standardsi', rNTosAl
Professional Standards committee decided to merge the existing
and new INTOSAI standards and guidelines into ISSAIs.

ISSAIs form a hierarchy of official pronouncements with four
levels. They explains the founding principles from Level I to actual
standards at Level 4progressively. At Lever 4, it explains the detailed
standards to be followed forFinancialAudit, performance audit and
Compliance audit.

L 4 -Auditing
guidelinles

L 3 -Fundamental
auditing principles

L 1-Founding
principles

Vol. VIII No. I January -March2}l4
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Inside ISSAI levels

Level 1 : Founding PrinciPles

Level 1 of the ISSAI framework contains the founding

principles of rSSer, nimtttta "t 
iSsAI 1 

' 
'The Lima Declaration''

This declaruuo' ol^Tq?i-."ur f9r an independent. government

auditing. A Supreme A"Att lnstitution which cannot live up to this

tundamental ot*uiti*i;;;-;"1 tulfiI the standard' A well-

functioning institutions of democracylnd rule of law are the pillars

on which the necfaiatl* "iii*ui. 
f*na.d.The concepts of this

Declaration are ti;les; and ut" at the coie ofpublic sector auditing'

Level2:Pre-requisitesforthefunctioningofSAIs-(ISSAIsL0-
ee)

The Prerequisites for the Functioning contain INTOSAI's

pronouncemt"" o" the necessary -preconditions 
for the proper

tunctioning t"o p'"i:t";;;i tonaoti-of SAls' These include

principles una gui5ui'.-. oo ina.p.no.".". rransparency' ethics and

quality contror' i[i- ptttgoulslte.s *"v u" influenced by the

institution's -u"au* J"J f"gi'futiot uJ well as the established

procedures ""dd;fi;;tii""t"of 
tht orsan i zati on' U nder thi s' 7 pre-

requisites h"tt o#Jt*-*"tJto far'-as mentioned below'

' ISSAI 1O-MEXICODeclaration on SAI Independence

.ISSAI11-INTosAlguidelinesandgoodPractices
Related to SAI IndePendence

' ISSAI 12- Value and Benefits of SAls - making a

difference to the life of citizens

' ISSAI 20- Principles of Transparency and

AccountabilitY

' ISSAI 21 - Principles of Transparency - Good Practices

' ISSAI30- Code ofEthics

' ISSAI40- Quality Control for SAIs

Vol. Vil No. 1 January - March 2014
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While the Itun &daln is rhe foundation for the
standards, Level 2 IssAk cbcid*es the bases on which public
audit is condu6c rrkfoo &crration highlights the need for
independence of sAr h* md me,mbers (of-coli-egial institutions),
and sufficientl5l bnoad nnndat md full discretion-in the discharge
of SAI functiom- Thc need for the right& obligation to report on
their work and th fteedom to decide th1 content-and timing of auait
reports are eryhasid in Mexico declaration. Finarrcial and
manageriauadminishative autonomy and the availability of
appropriate human, material, and monetary resources are other
factors which determine the objective nature of audit by SAIs.
These are substantiated by examples of good practices worldwide in
ISSAI 1l- Guidelines and good practiies Related to sAI
Independence. ISSAI 12, varue and Benefits of sArs - making a
difference to the life of citizens was endorsed in 2013. It stresses
upon the need for strengthening the accountability, transparency
and integrity of government and public sector entities. SAIs are
encouraged to demonstrate its relevance to citizens, parliament and
other stakeholders andJg-!e a model organisation ihrough leading
by example. Accountability and transparency are two-important
9leqents ofgood governance which are-drawn attention to in tsset
20. Transparency is apowerful force that can help fight comrption,
rmprove governance and promote accountability. The purpose of
this standard is to internalise the principles ofttun.pu."n'.y *o
accountability for sAIs who are also responsible for planning and
conducting their work. code of Eihics (ISSAI 30) 1s a
comprehensive statement ofthe values which shouldguide the daily
work of auditors. A code of ethics for auditors in thJpublic sector
should considerthe ethical requirements of civil r"*uit, in general
and the particular requirements of auditors, including the"latter's
professional obligations. code of Ethics is directed at tfr'e individual
auditor, the head of the SAI, executive officers and all individuals
working for or on behalf of the SAI. Due to differences in culture,
language, and legal and social systems, it is the responsibility of
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ea€h SAI to develop its own Code of Ethics. SAI is looked upon
with trust, confidence and credibility. The auditor promotes thii by
adoptingand applying the ethical requirements. ISSAI40, euality
control for SAIs will assist sAIs to establish proper systems of
quality controlwhich covers all theirwork.

Level 3 : FundamentalAuditing Principles(ISSAls 100-999)
. ISSAI 100- fundamental principles of public sector

auditing.

. ISSAI 200 - fundamental principles of Financial
auditing

. ISSAI 300- fundamental principles ofperformance
auditing

. ISSAI 400 -fundamental principles of Compliance
auditing.

Level 3 ISSAIs are the fundamental principles for public
sector auditing which provide a conceptual basis for public sector
auditing and ensure consistency with the ISSAI framework. These
ISSAIs have recently been revised (2013) through a harmonisation
project and establishes the basic concepts andprinciples in the three
types of auditing. The specific principles ofthe three audit types are
elaborated in the ISSAI200, 300 and 400. At ISSAI 100, mandate
for audit like scope, objectives and types of audit, materiality are
discussed. General outlines relating to planning, conducting and
reporting and follow-up of audit are explained further. At ISSAI
200-400, standards elaborate the governing principles of specific
types ofaudit.

Level 4: Auditing Guidelines(IssAl f 000-4999)

These Auditing Guidelines translate the fundamental
auditing principles at Level 3 into more spebific, detailed and
operational guidelines that can be used on a daily basis in the
conduct of auditing tasks. The purpose of the guidelines is to
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provide a basis futft d mmuars on public sectorauditing q/hin 

- t +d ty fu individual members ofINrosAI- rH uilk tftd"ri,,", rrsser, iotjii _ ses)contain the ra+--r.lrogrrd""t, of n*"i+ p"ri*ur""
and. corylire + --d pno"iJ" turther g"iairr"^to theauditor' TtE 

- Sqpea as general guidelines covering threeforms of arftdi*ift 
"oi, *J;ffi#;;.i"i?rii r, 

",give,nbelov-

GenenalAffi ing Guidelines
. 'ISSAI 1000._2999 Implementation guidelines onFinancialAudit
. ISSAI 3000_3999 Implementation guidelines onperformanceAudit

. ISSAI4000_499.9 Implementation guidelines onComplianceAudit

SpecificAuditing Guidelines (ISSAI 5000_8999)

' ISSAI 5000-5099 guiderines on International institutions
' ISSAI 5 I 00-5 r 99 guidelines on EnvironmentalAudit
. ISSAI 52 00_5299 gaidelines on privatization
. ISSAI5300_5399 guidelines on IT audit

' ISSAI5400-54gg guidelines on audit ofpublic Debts
' ISSAI 5500-5599 guidelines on audit of Disaster-RelatedAid
. ISSAI 5600_56ggguidelinesonpeerReviews

' ISSAI 5700-5799 Guidelines on Audit of comrption
Prevention (planned for endorsement in 201 6) 

- -- -r

' ISSAI 5900-5ggg Guiderines on cooperative Auditberween Supreme Audit Institutions-(pi;;; forendorsement in 201 6)
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Financial audit guidelines focus on determining whether an

entity's financial information is presented in accordance with the

applicable financial reporting and regulatory framework. The scope

of frnancial audits in the public sector may be defined by the SAI's
mandate as a range of audit objectives in addition to the objectives
of an audit of financial statements prepared in accordance with a
fi nancial reporting framework.

ISSAIs on Financial audit are adopted from International
Standards on Audit (ISAs), which are developed, approved and

issued by the Intemational Auditing and Assurance Standards
Board (IAASB) of IFAC. The ISAs form an integlated part of the

INTOSAI Financial Audit Guidelines in accordance with the dual
approach. These ISSAIs are accompanied by Practice Notes (PN).

The Practice Notes are developed by the Financial Audit
Subcommittee (FAS) of Professional Standards Committee to
provide relevant guidance on applying the ISAs in audits of
financial statements under the audit jurisdiction of SAIs. The ISA
and corresponding Practice Note together constitute one guideline,
or ISSAI on financial audit. Guidelines on Financial Audit are the

most comprehensive of all the standards, containing 38 standards. It
covers the general practices foilowed in financial audit worldwide,
starling with planning, sampling, field audit, evidence gathering,
reporting, documentation and the opinion to be given.

Standards on performance audit(ISSAI 3000-3999)
describes the extension of govefiIment auditing principles to
performance audit and the standards to be followed in initiating,
planning and conducting Performance. Audit. There are two
standards under this, viz, lmplementation Guidelines for
Performance Auditing (ISSAI 3000) and Performance Audit

Guidelines: Key Principles (3 100).

Standards on Compliance audit 0SSAI 4000,4100,4200)
deal with the responsibility ofthe SAI to audit whether the activities
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of public sector enrities are in accordance with the relevant laws,regulations and 
.a;th.orrties..thai g;vem such entities.INTosAlrecognise the fact that compliun..iucit.i, rr,. -"ri;i;;;;" amongthe three forms ofauditpra"ii."J. irt" objective, scope andnature ofa compliance audit depends on a numbir 

"r 
aJ".I,-iliiuoing trremandate and constitutional rorr or il. SAI, as well as laws andregurations that are rerevant to the *ai,"a entity. In general, theo,bjective of compliance auditingiriJ"nuur. the SAI to report to theappropriate bodies on the uuiit.i .*iry'r'."-p;;;i with aparticular set of critefia. su.rt .rit"rra may be aeriveJfro- tu*r,regulations, parliamentary decisions etc. compliance audit is alsocarried out as part of the uuOit of nnun-"iul ,,ur.*ents or as part of aperformance audit.Some SAIs 

'uu. 
ri..iur compriance audit tasksand responsib'ities rike sarr *rri.i are organised as courts ofAccounts, activities...tut.a-lo fficted frlud una-.o.r.,ptron,assessment of the 

lTll _Td. ""mp 
leteness of informarion submittedby ministers to narriament etc. The standards recognise diversify

fff"?:?ffi;dates 
the "".il;;. ;; i,o,,iaing 

" 
r."?J?"Lework

ISSAI Implementation initiatives by INTOSAI
The INToSAI Strategic plan and the ISSAI Rollout Modelapproved by INT'.AI G-overninj Board in october 20rrmandated Intosai Development rnitiitiue (IDI) to supporr ISSAIImplementation. IDI has dr.*i; comprehensive capacitydevelopment proqramme called the ISSAI ImplementationInitiative (3i prosr;xT*I!" p;;g;;;_e activiries started in thefive English ip.it ing n.roseri.gi"r, n ," 20t2.The firstphase

lll5,1l Programme covers reveritsiars and rever 4 ISSATs inrtnanclal. performanc: 
Tg compliance audit and aims toassessneeds at regionar and SAI r.t.i.ii *"itr fbr capacity creation forimplemenration of rever 2 ";J i;;;i 4 ISSAIs in financial,performance and compliance uuCit ltrorgh dissemination ofdocumenrs and bv trarning; q;;r#;siet a.inrutors. It also aimsat handholding it sai t!u.i uy'p"rJii"g support for assessins
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implementation needs and other start-up activities. This will create

an active knowledge community for iSSAt implementation and

wideroutreach.

ISSAI imPlementation in India

As an active participant of the INTOSAI community' India

has committed itselfio ISSAI implementation. As part of this, SAI

India agreed to create a pool of facilitators and systematically

imptem'ent ISSAIs. To adoit the fgur levels of ISSAIs in SAI India,

a bbttom to top approach(ie, Level I to 4) is mgre.nlaltical than top

iobottom "pptd.h. 
We are de-factocomplied with Lt".l I.ISSAI

on SAI independence through our constitution. At Level 2, the pre-

,."q,rlsiter tite Set indepe-ndenc€ are also complied with to the

maximumab-initio. The logical next step here is to check the

.o-pri*r" with level 3 ISSAI's since they set the foundation for

levei 4ISSAIs. Level 3 is the stage to do a gap analysis in SAI India

with respect to our manuals, procedures, instructions and

opeiationat practices. Since we have one of the most diverse

ud-irri.t utive structures, thus various forms of audits, this must be

the area where we spent maximum time and efforts on' To

appreciate this, let us look in to the types of financial audits we

undertake.

.CertificationofFinanceandAppropriationaccountsof
Unionoflndia

.CertificationofFinanceandAppropriationaccountsof
States andUT's

. certification of Financial statement of government

comPanies and corPorations'

' CertificationofaccountsofAutonomousBodies'

.CertificationofAccountsofagenciesreceivingGovt.
Grants.

' Account ofthe Externally Aided Proj ects'
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Thc ii :'.
format"r,..;"ill,xii..x1l1.":ttH:,hT?J*:iif#:::.,T;il:
abo'e cases' For example, Govt. accounts are kept on cash basis,accoulrrs of Autonomous bodies are kept i' a different fbrmatprescribed showing. balance sheet, Receipts and payments &Income & Expenditu.r u..ounir.' 

^aor.&lr,;'t,5",# manvscenarios in Level 4 we ma], not use at all in cerlain ;r:rJ:t,financial audit rike uring til;;m of predecessor auditor orexpressing a negati'e audiiopinion in government accounts. Thus,there can't be onc-size-fits-ail ,..nur'io and for these reasons,wecannot adopt ISSAI level 4 off-the-shelf, which hal neavityborrowed from rhe Internationur iiuncu.os on Auditing (ISA). Theideal steps which SAI Incria r"ri"r"irg;hould be, in the wake of ourdiverse practices and recent revision of lever 3 lai;il;serf, isadoption at revel 3 ISSAI ano arignment with lever 4ISSAI on abroad-brush basis.

Thus, SAI trndia has to make their Level 3 ISSAI adoptions,ch that the stand,ards can Ur rppii.O to all types of accounrcertification listed above. The benefit is that we havemanuars/instructions for at the six types of financial audit. ourcurrent manual cn financiar artesr uuoit rr dig;;J*iil.rr.r :ISSAIs' A one-fo-one comparison shows that alr requirements as
lli -Fuil"*ental 

principles of prnu".iur Audit gssar 300) areadequately addressed in our Financial Attest Audit Manual. It dealssutficiently in detair ar issues ,o t*^.onridered v,zh'e u,roirirrgfinancial statements. It 
4.ro 

to,r"lr., irion ,uU,.cts. like subsequente'ents, and use of speciarists. It expiains brouily ub"rt rrur"qu"n,er.ents (rssAl 1s60), gglng .on..* .ssAi i!zoj"""i ,rr"i.applicability' scenarios-like"govt. o"pu*-"nts as arways goingconcerns and non-appricability of disclaim., to-'go;.L-.ntaccounts are also incotporated. Apart from this, we have manualsfor cerlification of uipr"p.iutiori'"u".ountr, Finance accounts,Autonomous Bodies etc. Our current ,rr"rt, Jrr"riJ, iirrr]i". _o..towards revision of manuals and checking of practices actuallv in

Vol VIII No. i January _March2}I4
Vol. VfiI No. 2 April - Iune 2Ol4



74 / INDIAN JOURNAL OF PUBLIC AUDIT AND ACCOUNTABILITY

the fieldto identify gaps andtake corrective actionfor deviations'

In case of performance audit' there are just two ISSAI

standards. ISSAI';'ii-"r*ni:**tuti*g"idelines 
and ISSAI

3 1 00_ pertbrmanc. a."i, c,rriJi".., key frinciprlS, Th111 araws

it,. 
"ooto 

u,s o r th e ;; I t ; J t ii" 
""lf :l* :::X1.',' ff lJil.l'Bti

p t *1" * ::' "- T9:t*':':li:l?,T:iJ 
.,"ui"o 

P erro rm an c e A ud i t

3$,T"tnJi;ill]ri;1' it explicitly p.ono""""' that'the revision or

the original g,tia"r;;'i' ;; ;iav aligned to the new ISSAIs and to

contextualise it to tle- SAI India-pattern'. This new guidelines

elucidate the same;;t*;t ?' ltt 
issart' i'e' selection of topics'

evidence collectiorimethods' documentation and reporting' As part

of SAI India commffiil; nqfOSAt on ISSAI irnplementation'

the ISSAI facilitators are in the process of ICAT assessment i'e'' a

sap analysi. orouip'Jtitt' u"d procedures followed vis-a-visour

ilunual. and that of ISSAI standaros'

Compliance audit varies 11dely 
in different S{lt' ISSAIS

differentiate two 
"iypt' 

"i tompliunJt audit' Compliance audit

separately no* urrdif"iei"""r*i Statements and compliance audit

euidelines,.rut"a*to"u.,al.oiFinanciaistatements.Compliance
audit separ"ttfy f'""--u"iit "f Financial statements' which is

followed in our sei'*i"rv-aeuts rol.ittt rrr. compliance with ruIes

and regulatl""', Ji't"*l"i"i'io"' q"uttty control' understanding the

audited entity, ;;k-;;;;t*ment 
^and'materiality' In SAI India'

principles for ;*nliance. audit are spread across many

manuals/guidelines- 
'ihe basic manuscrip! in thf reBard is the

Manuar orstuooiig o.a.rrirr,rsol -C"ait, Reeu-latp.ns onAudit &

Account-2002 urrO"rn"u"]rJin e"ilti"n Standards. The current gap

analysis to, *u""li' *Jpi*tite s i1 
" {pgrlt': :.119it]s 

b eing done

onMSo(AuditiGulationsonAudit&Accounts,andAuditing
ii"tJ"tO.-2002 by th-e ISSAI facilitators'

Steps torvards adoption/alignment

' Opencommitmentininternationalforumwith 
goals and
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time lines at SAI level. As an active participant of the
INTOSAI community, SAI India had alreadv
committed itself to IS SAI implementation.

Intense training at middle management level to get the
ideas and practices trickle down. As part of thG, SAI
India is creating a pool of ISSAI facilitators, who will
spearhead the process. Through the training initiatives
of IDI, a group of Certified ISSAI facilitators are being
groomed in SAI India for the three forms of audit, who
will assist in adoption ofISSAI atvarious levels.

Standards, Manuals and instructions to be checked for
compliance with ISSAIs. SAI India has already started
treading towards this path. The recently revised
Financial Attest Audit Manual and performance Audit
Manual exemplifiesthat. The ISSAI facilitators are
being deployed for the work of gap analysis in manuals
and standards. Apart from these, on a test check basis,
practices followed in different offices and wings of SAI
India area also being scrutinised for deviations.

Human resource training and awareness creation: These
can be achieved by familiarisation of the topic through
structured training programme to internalise the concept
in the department. We have already started the proceis
of training at all levels of IA&AD hierarchy. This will
facilitate the procedures and process becoming ISSAI
compliant.

Encouraging and incorporating ISSAI compliant
practice. E.g.; In flrnancial audit, we are moving towards
certification of consolidated financial statements. Till
now, we have been doing only the stand alone accounts
ofthe main companies. Under the new lawsn we need to
refer the provisions under ISSAI to recognise the work
of component auditors and accept the audit certificate
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given by them if the government company has a JV,
subsidiaries which are not government companies as per
share holding pattern.Such events will prompt us to
change practice or adopt international standards.

. Outputmonitoring. ISSAI is moreprocess orientedthan
product. There will not be any conspicuous changes in
the auditreportbecause ofISSAI adoption. Butthere is a
need for self-evaluation for the process we follow
INTOSAI does not bound SAIs to agree for peer review
in ISSAI adoption, but is open to the format. SAI India
could do peer review or agree for measurement against
benchmarks laidout for adoption levels.

Significance of ISSAI implementation

The current thinking in SAI India is for adoption at level 3 and
adaption at level 4. For this, we need to create a facilitating
environment and active intervention. World over, there is enhanced
accountability, transparency and stakeholder interest in
governance. In this era of peer review and public scrutiny, it is a
good idea to adopt international standards. It gives acommon
platform to understand each other's practices and adopt the best
practices.These are mostly self-complied and mostly self-assessed
practices. By non-adoption, SAI may notbe losing anything, but
adoption is definitely a welcome step forward. By proper and
systematic adoption, SAIs can improve their quality, credibility and
professionalism as envisaged by INTOSAI.
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Foreword

Audit process for both intemal and extemal auditors has
under-qone a paradigm shift in the last decade. The globalization of
business and advances in technology led to increasing demands for
'' alue added audits that prompted changes in all aspects of audit
processes and its reports. Additionally, the organizational and
technological complexity of the modern business and public sector
inana-qement across the world raised public demand for
transparency in governance. The audit profession has responded to
lhis demand as much by improving the quality of its audit work as its
rer"re65. The standard setting bodies in the private sector (The IIA'
cr intemai Auditors and IAASB' of IFA' for the External Auditors)

:n,J also in respect of government audit (INTOSAI' in particular)
snearheaded the change by revamping existing standards to
-ircourage high quality auditwork and reporting.

So, gone are the days when auditors'reports would only list
-rlit their findings and lecommend the management to follow up.
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The demands for transparency and accountability prompted the
public sector auditors to switch to reports ttrai aao value by
analyzing the causes and by suggesting ways to improving
governance and delivery of services. with such reporting, the users
of the Report can get a better understanding of the audiior's work
ald the significance and consequence of the auditor's findings.
Additionally, the Auditors Report would be a key tool for
establishing accountability and taking corrective action.

Audit in the intemationar organrzations like the united
Nations have also adopted these changes. Managers and legislatures
in the national governments and internation al organization"s are now
increasingly wanting to know from their audiiors how to fix the
problems in their respective organisations as pointed out by audit.
The auditors are now expected to interpret the maladies, diagnose
the cause and discuss the impact on the health of the entity and'only
then recommend corrective action.

What are 5Cs?

The change in the end product of the auditors' work has
influenced the entire audit process. The professional auditors in
their work today focus on the roots, not just the trees. while
reporting on their findings, the auditors tell about the criteria and
look at the conditions and seek to understand the cause of the
unusual circumstances and report on them to help the management
and legislators to improve governance and transparency. Th"e audit
process has to expand to inciude recording the deviations and
unusual events and then explaining and documenting the reasons
that led to the unusual events and deviations. The audit evidence
now needed greater depth and spread to supirort the analysis of the
causes of deviations for which the audit procedures tr."d.d to b.
more varied. The reports thus have a logical and cause-and-effect
{11ctu1e while using the five attributes (the 5cs) as shown in the
following diagram:
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Crite4a
What should r+ ?tli":

Cause-
r) wnl,tne conaunn

Consequence
The impacl coused by the gap
berween what is and what should be

Tt
CORBEqNVfi AGTIOIV

Actions needed to cnrrect the cause

I
a

I ,'rl
I

Howdoes 5C work?

While planning and executing an assignment, auditors start
with deciding the criteria (Cl) against which the performance or
compliance is measured. It is the benchmark that is easily
understood and accepted by the auditee or the client. Having set up
the benchmark, the auditor proceeds to look at what is the condition
(C2) as against the benchmark (criteria).They note the gap between
the two and document it in their working papers. But while the gaps
may be evident and known to the management, they need the
professional auditor to analyze the cause (C3) of the unusual
circumstances and deviation- it may be weak control, unmitigated
risk, fraud or failure in planning and execution or human failures. A
major drive to know the cause is the need of the auditee to be
accountable and to pinpoint why something went wrong so that the
accountability can be established. Only the auditor can explain the
causes in a convincing and balanced manner in many
circumstances. So the auditee expects to hear from the auditor why
something went wrong and who could be accountable for this. They
also need to know from the specialist what would be the
consequence (C4) if the weakness and the risks are not addressed. In
this background the auditor as the specialist makes his
recommendations for corrective action (C5). Now we can look at
the more formal explanation ofthe 5Cs.
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Criteria , .^^ri^ies nrocedtf.s,

Criteria are the standards' t"-?:*"t'policies' 
proce

rules,r.s"r"tir*=Hf"Htl'trjirul(}tf*,fii*i::T',.:tf
ilffir.'"',yor.p..'roq?l:^"::H:f:ffiiJil;i'".rhevshourd
ii*i" .rttutd be credible' convinctng:t:il"-ililes o'f crittria

be designeo to rn .t'iirioug.-.ot goal. The attributes or

are:

*utout*,p-oii"its' directives' etc')' 
^:,.

'oou'ofr .:""911";;;fx"T$ jtr:";Hlfi liij"ifliitt:
the results of audit (''

ild;;;i i'r" 
ding orthe

matter(s)beingrePc

; WhatisnotcomPliedwith?
; WhatisnotdonecorrecttYt
; Whatisdefective?
; whatisdeficient?

Practices'
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actual conditions. (why the difference exists?). The cause should be

complete and go to the heart of the problem; not just the symptom.
The athibutes ofcause are:

Consequence (Effect)

The risk or exposure the organization and./or others

encounter because the condition is not consistent with the criteria
(the impact ofthe difference). The effect shouldbe logical and likely
to occur. The attributes ofconsequence are:

as it couldbe).

oraccurate.
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Corrective action (Recommendation)

Correctiveactionsarebasedontheauditor'sobservations
and conclusions. They call for action to correct existing conditions

*i-prou. operations' Corrective actions may suggest general or

.ptcifc apprbaches to correcting or enhancing performance as a

guideformanagementinachievingdesiredresults.Theyshould
address the cause of the finding, be implementable and capable of

being monitored' The attributes of corrective actions are:

criteria and correct the underlying problem'

manage.

Global PersPective on 5C

The US Government Accountability Office (GAO) was

amongthepioneersinpromulgatingtheauditingstandardsand
offerJd guidance on the tey elements of audit finding in its Yellow

Book. In the current Yellow Book, the GAO offers the following

luidance on identiffing the cause associated with the observed

condition:
..Thecauseidentifiesthereason.orexplanationforthe

condition or the factor or factors responsible for the difference

between the situation that exists (condition) and the required or

desired state (criteria), which may also selve as' a basis for

recommendations for corrective actions. Common factors include

p;;rlt designed policies, procedures or criteria; inconsistent,
'incomplete,lr inconect irnplementation; or factors beyond the

"orrtti 
olp.ogtu- -u"ugement' Auditors may assess whether the
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evidence provides a reasonable or convincing argument for why the
stated cause is the key factor or factors contributing to the difference
between the condition and the criteria." The INTOSAI in its
standards (ISSAI 100-400, 4100 etc.) also emphasized the need of
Reporting with the five elements.

The professional practice of internal auditing promulgated
by the Institute of Internal Auditors required a traditional audit
finding to include the five elements namely the criteria, condition,
cause, effect and recommendation. The Internal Audit Division,
Offrce of Internal Oversight Services of the United Nations had
adopted the International Standards for the Professional Practice of
Internal Auditing (Standards) developed and maintained by the
Institute of Internal Auditors (IIA) and required a reportable audit
finding on the similar lines.

The 5C reporting has added to the credibility for the
auditor's work and standardized the reports despite diversity of
engagementprocesses. Thanks to the 5C reporting, the auditee now
understands how the auditor performed his/her work and what is the
value addition in the process. It has demystified the audit process.
They are no more left to guess why the unusual events happened and
what needs to be done. Scope of dispute over the audit findings has
decreased due to openness of the auditors' reports. The value
addition by the auditors' work is now a reality.

Another noticeable change influenced by the 5C Reporting
is the improved accountability. With the audit report written in 5C
format, the oversight bodies like the Audit Committee in the
corporate sector and the Public Accounts committees in the
governments and public sector have now greater flexibility to
understand and act upon the auditor's frndings. They need to spend
less time to understand the cause of the adverse findirrgs and focus
more on the corrective action and accountability issues. The
oversight process is thus strengthened consistent with public
expectation for greater transparency and accountability.

Vol. VIII No. I January -March2}l4
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Case StudY

The office of the Intemal' Oversight Services in the United

Nations """a""itJ* ""aii"rait 
o;;"*"t in the Peacekeeping

Missions. rh' ;;H#et;;:: dbil"h;i"h' 
olos website and is

nowapublic;;;;;'rrti"tiotttit"iauttthowtheaudit
findings*""tiiitlJootntli"tiitittic'"oaddvaluetothe
operationsfVi"l*l"gattentiontottt"-tu"tesandimpactofthe
weakness noticed in audit'

Background

The Air Transport Section in Department of Field Support

(DFS) -u"ug;''t;"-i"ited ryutont 
aviation pro'{lmme within

DFS, the o"purtrl"nt oip.u""t d;;g cfi;tations @prol andthe

DePartment of Political Affairs'

At Headquarters of the uI'4: Sectionprovides advice and

technical .r#TJ;;;;;"r r.uo"tsttip and enlures that adequate

planning, ";:"'Ji;# "J t*:t- u"tt'utt"" capacitv exists to

i"...rri.if iV impliment the aviation pf o gf amme'

At the mission level' the Section is responsible for: (a)

providing ;;;'" ;t:;td*::^' *d overall guidance on aff

operations; (b). providi"g T:::;t 
*itr'. "ii -1':* 

*d related

airfield and aviation ground 
'uppon 

equipment and services; (c)

oerforming ;t;;il'ouei'i ght'iJ.,- ir'; 
" 

ou t' l::tion Qualitv

^Arr,"ut""Programmetot""""tontractedservicescompliedwith

the require#ri#;il"-U"i"a i",."t and the Intemational Civil

Aviation organization Standards ffi il;;mended Practices; and

(d)planninfandexecutingtrainffi;;;;;;;;"dworkshopsforstaff
develoPment'

During z0 r,z - 13 * 1l i I i ;;ti,#ffi"H?jil""ffi1,7
;:?"llTTilffit''rrffiTlt.?;' # ;ffi /;reements with the

troop-contributing cou11riel'1o pt*iOt' 
"tairitain 

and operate 70

aircrafts and c orre sp onding *i, ;r";; ul" J in trt. implementation of

Vol. VIII No' I January - March 2014
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the mandates of field missions. The air operations in DFS and
missions in these two years cost $75g miliion and $g0g million
respectively.

AuditFinding#1

Adequate aviation quality management systemwas required
Criteria:

The DPKO/DFS Aviation Manual required the Air
Transport Section to ensure services provided by contracted air
carriers complied with the united Nitions aviation policy. To
impleme't this requirement, the Manual required freld missions to
monitor and evaluate vendor's performance and conduct quality
inspections/audits. The sectioll was required to: (a) implement
procedures to ensure field missions compli"d with the iequiiements
for_vendor performance evaluation und quality inspeciion/audit;
and (b) conduct independent monitoring and quality
inspections/audits through fieid visits; and, (cl document and
analyze the results of inspections/audits and evaluations to ensure
corrective actions were taken by DFS senior management to
eliminate the causes of unsatisfactory performance.

Condition:

Field missions had, except as indicated berow, compried
with the requirement to monitor and evaluate the performance of
vendors, conduct quality inspections/audits and submit the required
reports to the Air Transport Section. A review of the DFS carriers'
evaluation report database and related supporting documents
indicated that field rnissions had completed and submiltted to theAir
Transport Section 88 percent of the r,561 required performance
evaluations for the audit period. These performance evaluation
reports included information on all aspecti of contracts including
aircraft, management, aircrew, missions, and safety maintenance
standards.

Vol. VIII No. 1 January - March 2014
Vol. VIII No. 2 April - June 2014
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Condition:

However, the Air Transport Section had not implemented

comprehenriu. uuiition quafitY management programme' For

example, the Sectron was not ionductiie field visits to perform

independent *onit-irg ".,i"iii.r "ra 
qoul-ity itttpections/audits'

Cause:

This resulted due to lack of resources andMissions' inaction

to prioritize ana affocate existing resources suffi cient to monitor the

performanc. o, u."Oo" and conlduct quality inspections'

Consequence @ffect):

This had impacted on the effectiveness of the aviation

qualrty manageme'it p'og'u-""t pJ increased the risk of

noncompliance by ;;"i'uitA air carriers with the United Nations

aviationPolicY'

Condition:

Furthermore, the Air Transport Se'ctio1^;as not

documenting ""i'*"iv'i"g 
t9tfrt bf vendor pertbrmance

evaluations *O 
*q**iffffiections/audits. This Section was

preparing periodic perfonlance^, rePorts for some of the larger

airiraft; butnot all mission atrcran'

Cause:

This was due to lack of adequate information technology

tools that wourd serve as u i"poritory .of all* airctaft

inspections/"*d#*"J^ *nn:l toliable aviation performance

management u"j t"fo*i"g io ors senior management'

Consequence @ffect):

As a result the DFS

necessary corrective actions

performance.

Vol. VIII No. 1 January - March 2014
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senior management could not take

to address cause of unsatisfactory

i
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DFS. should expedite the implementation of a comprehensive aviationquality management programme that includes adequate procedures in theAviation Manual for inde-pendent .nooitoring"it"ra activities, analysis ofresults of vendor performance evaluations ind quality inspections/auditsconducted as well as corrective actions tut* to'"nrure that air operationsare effectively and efficientty managed.

Management Response; DFS accepted the recommendation and stated that,i.,yi:,.n 
: !!o " 

r t ffi c t ive imp t 
"mnnt 

o,iio,, 7f " c o mpre hens ive av iat io nquattty management programme system to benefit L"irri", ,"i"i""incontract management. DFS was aiso considerrng procuring web_based
Ii:! :? :::"nm ent s oftw are to i-p ro, 

"' *li, ogn * 
"rt oJ. air op erat ions

:1ir::,:: : :: :,i ! !* x :: :" t o 
! 

h e lt a n d a d s a, i R e i o ; ; 
" 
; ; 

" 
;'p, ;; ;:; ",
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CorrectiveAction(Recommendation) 
:

of thelnternationatCivitAvarn"orirritrii;;':;;;;:'{;i:"Tfr:,i::;

Vol. VIII No. 1 January _March2014
Vol. Vil No. 2 April _ June 2014

AuditFinding#2

Air Transport Section,s review and documentation o/ air
?!--::?rio"t planning conducted by fietd *irriorr'"r"quiredtmprovement

Criteria:

. According l" the Secretary_General,s Bulletin on theorganization of DFS, the Air frunrpo,t,section ,u, ,.quir.a toprovide air assets and related ulrneliuno uu,ut,on ground supportservices of the rieht type and number to facilitate th?.r""uti", Uyfield operations olmandated tasks. ro uoor.r, this, the Section wasreqlTgd to: (a) review fierd missions; planning for at aviationactivities; (b) review specifications, statements of work andinvitations to bid prep.ared by field mi.rion.; and (c) collaborate withthe Procurement Division *Jn"r,r;i;;"r, on the administrationand management of aviation contraJs.
Condition:

The Air Transport Section had implemented adequate
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procedures relating to t!" .pluTi"g of aviation activities'

procurement oi arr alsets and administration of the related contracts.

;;;;;;le. the Se"ctio"' iurt"pporte^d thg p,lanning of l].':'*uj"'
projects and the ,.r-i,i"g 

".quirliiLn 
of critical air assets, such as the

unmanned aerial systems, for missions as well as aircraft equipped

withinformationtechnologytoolstoprovideflexibilitytomissions
and rower the cost oi urr%p.rutio"r; (u) reviewed specifications,

statements of work in respeci of 3 5 procurement actions in 201 3 ; and

(c) collaborated wlttr ihe iro..rr.-"ttt Division and field missions on

ihe administration of aviation conffacts'

Condition:

However, the Air Transport Section was not providing

sufficient ou.rrigtt oln"ta *trlons'planning of air operations. For

example, a review "i""l"ti* 
plaas of three piace-keeping missions

indicatedthattheyhad''ota.u.topedtherequired.aviationsupport
plans. In another p;"k"6*g mission' the aviation support plan

i"". 
""iri*ed 

to iis culrent concept of operations'

Cause:

ThisresultedastheAirTransportSectiondidnotidentify
those field missions that had not prepared aviation support plans due

to lack of adequate oversight'

Consequence (Effect):

As a result' the air operations were not done in cost-effective

manner.

Condition:

Moreover, the Air Transport. Section lacked standardized

operational procedures for some of its new air assets such as the

unmanned aerial systems that were acquired and being operated on

an experimental basis in three missions'

Cause:

ThisresultedastheTransportSectionhadnotestablished

Vol. VIII No. 1 JanuarY - March 2014
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ir.fl#:?: Jr:[: 
t. r and srandard op eratin g pro c e dure s for op eraring

Consequence (Effect):

As a resurt the missions could not adequatery ensure that thecrew operating the aerial vehicles met the requiied qualificaiions anoexperience; the aircrafh were airworthy andop.ru,"a in.o-piiun..with the regulations ofthe respe.tiu" nuiional authorities.
Corrective Action(Recommendation) :

DFS should implement adequate procedures to ensure that the Air Transport
*:*l::*lcts adequate. oversight 

"ilt " 
pf"*ing of field missions, airoperatrons and that the results are properly documented.

Manage,ment Response: DFS accepted the recommendation and stated thatit would establish a comprehensivi turii"rr-pro"ess that would support thedev,elop.ment/review of concept of operati'onts. budgering, procurement,utilization and performance mcmagemenr reporting with benchmarksdev e I op e dfor acq u ii it ion, brdg"ting iii'riii i, 
",i 

on.
Corrective Action(Recommendation) :

DFS should establish appropriate policy and standards in the AviationManual to govem the uie of n"* uir utr"t, .u.h as the unmanned aerialsystems.

M.anaglment Response; DFS accepted the recommendation andstqted that it wourd estabrish appiopriate poricy and standardsto sSyern the use of new techiorogies, sich is the unmtatn|nedaerial systems.

Indian SAI context

Factors that exist in auditee orga.nization,s internal andexternal environment and other factors that are specific to aparticularbusiness process of an organizationaffect the audit pro.J*.. ro,example, in Indian lAI, ,.!:^ au,ilit processes for tt 
" 

gou.*_.nt
owned railway operations differ from that for the ie[nrllilrution,
andprogrammes.

There is a great diversity of o.*unir@
Vol. VIII No. I January _March2}l4
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scientific organizations to autonomous bodies and public
commercial enterprises to government organizations) the audit of
which falls under the purview of the Comptroller and Auditor
General of India. Further the audit organrzattons vary from small to

very large. The diverse nature of otganrzations and engagement type

in the Indian Audit and Accounts Department led to differences in
audit objective and procedures of auditing. Despite such divergence,

audit reports have traditionally followed a uniform reporting

structure. h:respective of engagement type, auditors compare

circumstances observed against relevant criteria and determine the

possible financial and operational implications. Till recently, audit

reports of many SAIs that contained exceptional audit frndings

foiused on o'what went wrong" without explaining "why it went

wrong?" its consequence and the corrective actions required. Thus

despite their brilliance, the audit findings fall short of adding value to

auditee's operations.

Like many other SAIs, the Reports of the SAI India, till a

decade ago, focused less on the causes and impact of adverse

conditions. It was more concerned with the so called results of audit

in the form of cost savings, cost avoidance, recovery of amounts

overpaid or incorrectly paid, and potential of income/revenue

generation. It has since moved with time to formally state the

elements of criteria, condition, cause, consequence and corrective

action.

it has often been said that internal auditors cannot see the

forest for the trees. Richard Chambers, the president and CEO of the

Institute of Intemal Auditors counted on his experience to

contemplate that the auditors often cannot see the roots for trees.

After all, given the impressive advancement in the audit profession

over the last decade, stakeholder's expectations from audit are not

restricted to know "what went wrong". But the auditor can now stand

up to stakeholder's expectations by showing them "why" of the

tliings and how a "corrective action" can add rebl value to the

organrzation.

Vol. VIII No. 1 January ' .'-'[arch 2014
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DOCUMENT

THE NATIONAL JUDICIAL APPOINTMENTS
COMMISSION ACT. 2OI4

(NO. 40 oF 2014)

f31"'December 2014.1

An Act to re.gulate the procedure to be followed by theNational Judicial Appointments Commission forrecommending persons for appointment as the chief Justiceof India and other Judges oi ine supreme court and chiefJustices and other Judges of High courts and- for tneirtransfers and for matters connecte-d therewith or incidental
thereto.

Be it enact"g by parriament in the sixty-fifth year of theRepublic of India as foltows:-
t::;t*"::1k,. and l(1) This Act may be called the National Judicial

Appointments Commissi on Act, 201 4.

(2) It shall come into force on such date as the
Central Government may, by notification in
the Official G azette,appoint.

Definitions. 2. In this Act, unless .the 
context otherwise

requires,-

(a) *Chairperson,' 
means the Chairperson of theCommission: -

(b) "Commission,, means the National Judicial
Appointments Commission referred to in
article I 24A ofthe Constitution:
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(c)

(f)

Headquarters of 3'
Commission

Re{erence rc 4(l )
Commission for filling
up ofvacanctes '

(2)

(d)

(e)

"High Court" means the High Court inresp.Tt

of which recommenaalion ior appointTt"t-,:f

a Judge is proposecl to be made by the

Commission;
,.Member" means a Member of the

c;;;;;i"" and includes its chairPerson;

"prescribed" means prescribed by the rules

made under this Act;

"resulations" means the regulations made by

the?ommission under this Act'

The Headquarters of the Commission shall be

atDelhi'

The Central Government shall' within a

il"i;i;hirty davs from the date of coming

il;;; or trris Act' intimate the vacancies

.*irtiog in the posts of Judges.in ft ll!::T:
;;;;"J * u Higtt Court to the Commrssron

for making its recommendations to frll up

suchvacancies'

The Central Government shall' six months

F';:t:*::'**:i""1"Jfi i:tH:#3U:
bv reason ot compt

;iffi$;eme'court 9' ol u Hi9l,:o"t'
make a reference to the Commission for

making its recommendation to fill up such

vacancy.

The Central Government shall' within aperiod

ofthirty auy' f'o- tttt dale ofoccurrence of

any vacancy by reason ofdeath or resignation

;i;;;d;;itt" i"P'"'e court or ora High

Court, make a 
"ieitn"t'to 

the Commission

for making its tecommendations to fili up

suchvacancY'

(3)

Vol. Vil No. I JanuarY - March 2014
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I'"n,,Jtttetor"<l,.tiutt 5t I t
ol Jtila, ,,J .\,111tn tnL.

Coltrt.

(2)

(3)

Ptt'.,J111, 1," w1,,tion ft 1 | 1

n1.l11,lgy p1 llrqfi 1,,111.1.

(2)

The commission shall recommend for
appointment the senior most judge of the
suilreme court as the chiefjustice of India ifhe
is considered frt to hold the office:

Provided lhat a member of the commisston
whose name is being considered for
recommendation shall not participate in the
meeting

The Comraission shall, on the basis of abilitv.
merit and any other criteria of suitabilitv ;s
may be specified by regulations, recommend
the name lor appointment as a Judse of the
Supreme Courl from amongst pers"ons who
are eiigible to be appointed as such under
clause (3) ofarticle 124 ofthe Constitution:

Frovided that while making recommendation
for appointment of a High Courl Judge, aparl
fiom seniority, the ability and meriiof such
Judge shall be considered:

Provided further that the Commission shall
not l'ecommend a person for appointment if
any two members of the Commission do not
agree for such recommendation.

The Commission may, by regulations, specify
such other procedure and conditions for
selection and appointment of a Judee of the
Supreme Court as it may consider nec-essary.

The Commission shali recommend for
appointment a Judge of a t{igh Court to bethe
Chief Justice of a High Courl on the lasis of
mter se seniority of High Courl Judges
andability, merit and any other criteria of
suitability as may be specified by regulations.

Thc Commission shall seek nomination from
the Chief Justice of the concemed High Court

%

Vol VIII No. I January _March2014
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(s)

(4)

for the purpose of recommending for
appointment a person to be a Judge of that
HighCourt.

The Commission shall also on the basis of
ability, merit and any other criteria of
suitability as maybe specifiedby regulations,
nominate name for appointrnent as a Judge of
a High Court from amongst persons who are

eligible to be appointed as such under clause
(2) of article 217 of the Constitution and
forward such names to the ChiefJustice ofthe
concerned High Court for its views.

Before making any nomination under sub-

section (2) or giving its views under sub-

section (3), the ChiefJustice ofthe concerned
High Court shall consult two senior-most
Judges of that High Court and such other
Judgds and eminent advocates of that High
Court as may be specified by regulations .

After receiving views and nomination under
sub-sections (2) and(3), the Commissionmay
recommend for appointment the person who
is found suitable on the basis of abiliry merit
and any other criteria of suitability as may be

specified by regulations.

(6) The Commission shall not recommend a
penion for appointment under this section if
any two members. of the Commission do not
agree for such recommendation.

The Commission shall elicit in writing the
views of the Governor and the Chief Minister
of the State concerned befoie making such

recommendation in such manner as may be
specifi ed by regulations.

The Commission may, by regulations, speciff

(s)

(7)

(8)

I

i
1.
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Potter of presitlent to
require
reconsidera/i0n.

Olfic.r.s,n,/ entplol,eet g( I )t)lLoutnti,rsit)n.

(J)

(3)

P_rocedur.e Jbr transfet t)
al.til.1ge:r.

::,:l,,:lh* ,procedure and condirions ibrselection and appointment of a Chiei.lusticeofa r{igh Couit and ll ruog; 
"iJ*r-,ri, t"r. *it may coilsider necessary.

7 The president shall, oir the recommendations
made by the Commis.ion, ffiini'rfr. arri.fJustice of India or a Judge.,if tf* irio..,o.Courl or, as the case may be, the Chief Justiceofa High Courr orrhe irte 

";:""r_r]*i?,o",.,Provided that the president may, if considers
leces:Ty, require the Co*ri.rion roreconsider, either generally s. otfr*r*iJ", tfr"recommendation made by it:
Provided fi;rther that if the Commissionmakes a rec
reconsidera,i or, ;*#"'":dXill " Tr,,,f, 

,i,i 
Jprovisions contained in ,*.iion."s or'?, tircPre siclent shall

accordingly. make the appointment

The Centrai Goven
*'tr',r'" c 

","",; ; ;1ffi1,T1?.,.l"iL:Iji:,]l?
officers and other empr,jv.* r". #il;ilrr"of functions of the 

-Coir_i.rion" 
rii".',,frluAct.

The tenns and other conditions of service ofofficers and other. employees of theCommissjon appointed r"d;; ;;b_;rrion 1r;shall bc' such as may be prescribed.
The Convenor of the Cornmission sball be theSecretary to rhe Gor
n.purt n.ni";;;;::-ment of India in the

The 
^Cornmission shall recommenC feir

I?n.ri:r of Chief jusiices ancl orher Judses ot.

[l:l l:::' fyy^one H ieh c;;; ;;:;:,High cour1, una ror ir.ffi"ol;;?Jd:1,*11
I January - March 2014
No. 2 Aprii -.lune 2C1zt
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Procedure to

followed
Commission
discharge of
functions.

Powertomakedes'

Power to
regulations.

regulations, the procedure for such transfer'

be I}(t) The Commission shall have the power to

;! --\^/ 
specifi, tyt"gurmoos, the procedurefor the

';, discharge ofits functions'

(2) The Commission shall meet at such time and

place as the Chairperson 
- 
may directand

observe such rules of procedure in regard to

the transaction oi business at its
meetings(including the- quorum at its
meeting), as it may speciff by regulations'

ll.(1) The Central Government may' by notification
- -'\-/ 

inthe Offrci alGazette'makerules to carry out

the Provisions of this Act'

(2) In particular and without prejudice to the\-/ 
len"rutity oith" fot"going power' such rules

may provide for all ot utty of the following

matters, namelY:-

(t) the fees and allowances payable to the eminent

persons nominated "ndei 
sub-clause (d) of

.lu.rr" ( / )of article 1 24A of the Constitution;

(b) the terms and other conditions of service of

officers and other employees ^of 
the

Commission under sub-seciion (2) of section

8;

(c) any other matter which is to-be' or may be'\-/ 
pr"s"tit"O, in respect of which provision is to

' bemadebYtherules"

naue 12.(1) The Commission may' by notification in the

Offrcial Gazette,make regulations consistent

*ittt *tiJtt, and the rulJs made thereunder'

to carry out the provisions of this Act'

(2) In particular, and without p*j:1]-::'"-T;\-/ 
generality of the f91eg9ing power' sucn

iegulatlo'ns may providelor all or any of the

Vol. VIII No. 1

Vol. VIII No.2
January - March 2014

April - June 2014
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following matters, namely:_
(a) the criteria. of suitability with respec toappointment of a Judge oitt . i.,p."me Courtunder sub_section (2) if s*ii"J,"
(b) other procedure and conditions for selectionand appointlyrt of 

.a 
J;;. ;irh". Srpr.,o"Court under sub_secion t;iof s"Jon s;

@ the criteria of suitability with respect toappointmen, 
lf u.{.rOg. tf tf,*-iligh Courlunder sub_section (3) oir""r;on'O; 

,'
(d) orher Judges 

?ld.:_il:i, advocates who maybe consulted by {e chi;i;;;;;"under sub_section (4) ofsection 6;

@ the manner of eliciting views of the Governorand the Chief MinisrJ. ,rJ* ,r"O_lection 14ofsection 6;

(/) other procedure and conditions for selectionand appoint_:nr ol? Jrds.;i;l;"H;gh cou,runder sub_section (B) 
"f.J.U""-O; 

"'
@) the procedure for transfer of Chief Justrces andotherJudges from one High ail;;ny orherHigh Court under sectron 9;
(h) the procedure 

. 
ro _.be followed by theCommission in the_discha.g" 

"f 
fi. f"nctionsunder sub_section (1) of,"ctl;;i0; "

(i) 
lf_1 

rutgs of procedure in regard ro thetransaction of busin."o "n *r^-?-l_1..
co.''i,.ro,;' 

';Jffi:,i; 
fi JT"ffiil'T ;lmeeting, under sub_section (2) 

"'ir"Jr." r o,
0 any other matter,which is required to be, ormay be, specifiecl by regulation, o, in."spectof which provision T, ,""^U"'_r.i" byregulations.

Vol. VIII No
Voi. VIil

I January - March 2014
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Rules and regulatlons

to be laid before

Parliament.

Porver to remove
difficulties.

1 3. Every rule and regulation made under this Act

shallie laid, as so;n as may be after it is made'

before each House of Parliament' while it is in

session, for atotal period of thirty days' which

may be compdsed in one session or in two or

more successive sessions, and if' before the

e*plry of the session immediately following

th; session or the successlve sesslons

aforesaid, both Houses agree in making any

modification in the rule or regulation or both

Houses agree that the rule or regulation should

not be riade, the rule or regulation shall

thereafter have effect only in such modified

form or be of no effect, as the case may be; so'

however, that any such modification or

annulment shall be without prejudice to the

validity of any'thing previously done under

thatrule orregulation'

14.(I) Ifany difficulty arises in.giving,effect to the

P.orririon, of tnit Act, the Central

Government may' after consultation with the

Commission, by an order published in the

Official Gazette, make such provisions' not

inconsistent with the provisions of this Act as

appear to it to be necessary or expedient for

removing the diffrcultY :

Provided that no such order shall be made

after the expiry of a period of fwe years from

the date of commencement'of this Act'

(2) Every order made under this section shall' as

soon as may be after it is made' be laid before

each House of Parliament'

DR. SANJAY SINGH,

Secretary to the Govt. of India'
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