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Foreword 

In recent times, there has been a paradigm shift in the priorities of Public 
Finance Management from identifying resources for public scheme funding to 
fiscal prudence, efficiency & transparency in public spending. These shifts in 
priorities have been reflected in nationwide initiatives like the Pradhanmantri 
Jan Dhan Yojana, Digital India and Make in India. Therefore, there is a felt 
need for a shift in Financial Reporting to be in synchronisation with the shift 
in priorities of Public Finance.  

The Government accounting system in our country is rule based and follows 
primarily, cash basis accounting. The reforms in our country can be achieved 
at two stages, firstly, improvements in the existing cash basis accounting 
system so that accounting reflects true and fair value of government’s 
financial position and secondly, facilitating an eventual migration to accrual 
basis accounting for devising systematic mechanism for better financial 
management. 

If we wish to be part of this transition, we have to be more proactive.   Since 
the principles of accrual accounting being followed in commercial entities 
cannot be transposed in their entirety in Government accounting because of 
the differences in their objectives, a transition to modified accrual accounting 
has been suggested as a way forward.   

This Compilation on Government Accounting Reforms: An Overview 
suggests that a move to accrual accounting is a supportive component in a 
set of broader public sector reforms that requires strong political support, 
sustained growth over a period of several years and involves a significant 
investment of human and financial resources. It needs to be actively 
promoted at the level of policy makers and senior officials. 

I compliment CA Vijay Garg and the Secretariat of the Committee for 
conceptualizing and bringing out this compilation. 

I sincerely hope this compilation would be useful to the stakeholders and 
would find a warm acceptance among the members and other interested 
readers. 
 

New Delhi CA. K. Raghu 
February , 2015 President 
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Preface 

The Government accounts are maintained in cash which is consistent with 
the basis of budgeting adopted by the Government. It has been felt that 
earlier Government accounts were prepared to satisfy legal requirements 
rather than serve as a key source of financial decision-making for 
stakeholders. But in recent times the need for reform in government 
accounting originates from the realization of the limitations of the existing 
system. The key limitations can be categorized into technical, operational 
and technological issues.  

Reforms in Government financial management systems and processes are 
becoming critical in response to increasing demands for greater transparency 
and accountability in the management of the public finances. It is high time 
and the most appropriate time to introduce accrual accounting and the way in 
which the introduction is to be planned.  

This Compilation gives an insight taking a holistic approach considering all 
issues and their interrelationships and suggesting the long overdue reforms 
in this sector. It provides the background information on various issues; flags 
issues and the possible course of action for the efficient management of 
public finances. 

The proposed changes will bring about a sea change in the system, and, 
therefore, will involve far-reaching implications as regards concepts, the 
grasping of the fundamentals and also the considerable task of 
implementation across the departments / Governments. 

The Institute has always been the torch bearer of the virtues of transparency 
and integrity and has duly been recognised as Partner in Nation building. 
With this compilation, we have been vigilant to ignite the process of 
government accounting reforms and rendered expert opinions for 
implementing the same. 

I wish to express my deep gratitude to CA. K. Raghu, President and  
CA. Manoj Fadnis, Vice-President for their guidance and encouragement for 
the initiatives of the Committee. I must also thank all my colleagues on the 
Committee for their untiring efforts in supporting the Committee’s activities.  I 
also wish to place on record my appreciation for the good work done by  
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Dr. Nikhil Saket, Secretary, Committee on Public Finance and Government 
Accounting and his entire team in bringing out this compilation. 

I am confident that this Compilation on ‘Government Accounting Reforms: 
An Overview’ would be extremely useful to all concerned. 

 
New Delhi  CA Vijay Garg  
February, 2015 Chairman, CPF&GA  
 



 

Acknowledgement 

Transition to Accrual Accounting in Government Departments is a critical 
task. In order to achieve this, one should first understand the structure of 
Public Accounts and various issues involved in the conversion. Fundamental 
rethinking into the entire gamut of matters relating to Government Accounting 
is necessary to radically re - engineer the system for improved financial 
management. 

In the light of this background, the Committee on Public Finance and 
Government Accounting has taken this initiative to bring out a compilation on 
“Government Accounting Reforms: An Overview’” with a view to highlighting 
major issues and providing an outlook for better understanding of 
Government Accounts. This compilation is an attempt to address the issues 
in government accounting by critically examining reforms, state government 
accounting, modernized Government Accounting in India etc. 

The Committee on Public Finance & Government Accounting, ICAI is happy 
to express its gratitude to everyone who supported it in bringing out this 
compilation. I am thankful for their aspiring guidance, constructive sharing of 
their true and illuminating views on a number of issues related to the 
compilation. 

I express my warm thanks to the authors Govind Bhattacharjee, Dr. Suvendu 
Bose, Dr. Pradeep Kumar Singh and the Committee for their papers/ articles 
that have been published in this volume. I would also like to acknowledge Dr. 
Nikhil Saket, Secretary, Committee on Public Finance and Government 
Accounting and other officials of the committee who assisted in bringing out 
the compilation. 

 
February, 2015 CA Vijay Garg 

Chairman 
CPF&GA 

 

  



 

viii 

 



 

 

Contents 

Sr. Particulars Pages 
No. 

1. Reforms in Government Accounting: Accounts of State 
Governments 1 
 Mandate of Comptroller & Auditor General of India in  

Relation to Government Accounts  
 Structure of Government Accounts 
 Structure of Consolidated Fund 
 Distortions in Accounting System Created by the Structure of 

Public Accounts 
 Government Accounting Standards Board and Accounting 

Reforms 
 Other Reforms 
 Inconsistency in IGAS 10 
 Recommendations 

2. State Government Accounting and Financial Management –  
Due for Reform 17 
 Emerging Key Issues in State Government’s Financial 

Management  
 Emerging Key Issues in State Government Accounting System 
 Suggested Corrective Actions for State Financial Management 

and Accounting System 
 Conclusions 

3. Government Accounting in India: Cash Basis to accrual 
accounting-Contemporary Issues 31 
 Introduction 
 Plan & Non-Plan Expenditure heads of Development 
 Legal aspect of Accrual basis of Accounting  
 Deficiencies in the present Government Accounting System  
 Effective management of Public Expenditure: Report  



 

x 

 Conversion of cash to accrual system of accounting  
 Basic requirement for accrual accounting  
 Impact of accrual system of accounting  
 International experience 
 Present position in India 
 The Way ahead for accrual based accounting in India  
 Key Challenges for conversion in India  
 Conclusion  

4. Modernizing of Government accounting in India: Current 
situation, Issues and Outlook  45 
 Introduction 
 Literature Review 
 Limitations of Cash Based Accounting System 
 International Perspective 
 Transition to Accrual Accounting 
 Some of the major reforms suggested 
 Stages in moving towards accrual accounting 
 Issues involved in Transition 
 Status of implementation of accrual based accounting and 

adoption of IPSAS by different countries 
 Conclusion 

Appendix A 54 
 



 

Abbreviations 

ASLBs Accounting Standards for Local Bodies 

CGDA Controller General of Defence Accounts 

CGA Controller General of Accounts 

C&AG  Comptroller & Auditor General 

FMIS  Financial Management Information Systems 

GAAP Generally Accepted Accounting Practices 

GASAB Government Accounting Standards Advisory Board 

GFMIS Government Financial Management Information System 

IGAS Indian Government Accounting Standards 

IGFRS Indian Government Financial Reporting Standards 

IAS International Accounting Standards 

IASB International Accounting Standards Board 

IASC International Accounting Standards Committee 

IFAC International Federation of Accountants 

IFRS International Financial Reporting Standards 

IPSAS International Public Sector Accounting Standards 

IPSASB International Public Sector Accounting Standards Board 

IMF International Monetary Fund 

LMMHs List of Major and Minor Heads 

NMAM National Municipal Accounts Manual 

NMAVMM National Municipal Asset Valuation Methodology Manual 

RAB Resource Accounting & Budgeting 

ULBs Urban Local Bodies 

ARF-ICAI  Accounting Research Foundation 



 

xii 

DoP  Department of Posts 

ESA  European System of Accounts 

SNA  System of National Accounts 

COA  Chart of Accounts 

KMC  Kolkata Municipal Corporation 

MoU  Memorandum of Undertaking 

NACAS  National Advisory Committee on Accounting Standards 

SRD  Strengthening Rural Decentralization 



 

 

Reforms in Government Accounting: 
Accounts of State Governments 

Govind Bhattacharjee1 

Public account by its very structure has created lot of distortions in the 
government accounting system and such distortions have jeopardized the 
management of our public finances. In the interest of efficient management 
of public finances, it is time to rethink the whole structure of Government 
accounts, and separate the public account from the cash balance of the 
Government. That will be possible only when the public account is freed from 
Government controls and separated from the Government accounts.  

Government accounts are at present being complied on cash basis as 
opposed to accrual basis as applied to commercial organisations. The 
Comptroller & Auditor General of India has certain constitutional and 
statutory responsibilities in relation to the accounts of State governments. 
The paper first discusses these responsibilities of the Comptroller & Auditor 
General of India before dealing with the structure of Government accounts 
and the distortions created therein by the Public Account. It then discusses 
some of the reforms initiated in public accounting by the Government 
Accounting Standards Board before highlighting the anomalies created by 
Public Account in the Government accounting system in particular and public 
finance in general. Inconsistency in the proposed Government Accounting 
Standard IGAS-10 on Public Debt and Other Liabilities is discussed at length 
before the paper concludes with some recommendations regarding public 
account. 

   

                                                            
1Author is a Director General at the Office of the Comptroller & Auditor General of India. 
Views expressed are strictly personal. 
 



Government Accounting Reforms : An Overview 

2 

Mandate of Comptroller & Auditor General of India in 
Relation to Government Accounts  

Under Article 150 of the Indian Constitution, the accounts of the Union and 
the States shall be kept in such form as the President may on the advice of 
the Comptroller &Auditor General (C&AG) of India, prescribe. Article 279 
requires the C&AG of India to ascertain and certify the ‘net proceeds’ of the 
taxes and duties to be distributed between the Union and the States. 

The Comptroller & Auditor General’s Duties, Powers and Conditions of 
Service Act 1971 (C&AG’s DPC Act), enacted in accordance with Article 149 
of the Constitution, enumerates the powers and duties of the CAG with 
regard to the accounts of the Union and States. Section 10 of the Act states 
that C&AG of India shall be responsible for compiling the accounts of the 
Union and of each State from the initial and subsidiary accounts rendered by 
treasuries, offices or departments responsible for the keeping of such 
accounts. Section 11 of the Act mandates the C&AG of India to prepare and 
submit annual accounts of receipts and disbursements of the Union and 
States/Union territories as well as Annual Appropriation Accounts. Section 12 
of the C&AG’s DPC Act mandates the C&AG to provide information and to 
render assistance in preparation of annual financial statements of the 
Governments from the accounts which are maintained by him. 

CAG is thus constitutionally and statutorily responsible for prescribing the 
format in which the Government accounts will be kept and also for 
preparation of the accounts of the State Governments. 

Structure of Government Accounts 

The accounts of the Government are kept in three parts: Consolidated Fund, 
Contingency Fund and Public Accounts.  All revenues received by the State 
Government, all loans raised by issue of treasury bills, internal and external 
loans and all moneys received by the Government in repayment of loans go 
into one consolidated fund entitled ‘The Consolidated Fund of State’ 
established under Article 266(1) of the Constitution of India. All expenditure 
of the Government is also made from this find which requires legislative 
approval, and such approval is obtained through the budget. The 
Contingency Fund of the State established under Article 267(2) of the 
Constitution is in the nature of an imprest placed at the disposal of the 
Governor to enable him to make advances to meet urgent unforeseen 
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expenditure, pending authorisation by Legislature. Approval of the 
Legislature for such expenditure and for withdrawal of an equivalent amount 
from the Consolidated Fund is subsequently obtained, whereupon the 
advances from the Contingency Fund are recouped to the Fund. All other 
transactions, e.g. receipts and disbursements in respect of certain 
transactions such as small savings, provident funds, reserve funds, deposits, 
suspense, remittances etc., which do not form part of the Consolidated Fund, 
are kept in the Public Account set up under Article 266(2) of the 
Constitution.2 

Structure of Consolidated Fund 

The Consolidated Fund is again classified into Revenue and capital 
Accounts; the receipts into the revenue account of the Government come 
from (i) tax revenues which includes the states own tax revenues and its 
share of the divisible pool Central taxes as determined by the Finance 
Commissions, (ii) non-tax revenues and (iii) Central grants for plan and non-
plan purposes, plan grants coming under recommendations of the Planning 
Commission and non-plan grants under recommendations of the Finance 
Commissions. The receipts into the capital account comprise the (i) public 
debt receipts from within the state (internal debt) as also from the Centre, (ii) 
dividends and profits of state public sector undertakings and the proceeds of 
their disinvestment, if any and (iii) recovery of the principal amounts of loans 
and advances made by the State. Under article 293 of the Constitution, a 
State cannot raise resources from outside the country; thus any grant coming 
to the State from external agencies like World Bank etc. for any development 
project has to come via the intermediation of the Centre.  The revenue and 
capital receipts together constitute the total receipts into the Consolidated 
Fund.  

General Services 

 Administrative Services 

 Police, Jails, Judiciary, Secretariat 

 Fiscal Services 

 Interest Payment 

                                                            
2 Structure and Form of Government accounts, CAG’s Report of State Finances, 2012-13 
for the Government of West Bengal. , Pp 66. 
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 Pension 

Social Services 

 Education, Culture and Sports 

 Health and Family Welfare 

 Sanitation and Drinking Water Supply  

 Nutrition  

 Urban Development 

 Welfare of SC/STs 

Economic Services 

 Agriculture and Animal Husbandry 

 Irrigation and Flood Control 

 Roads and Bridges 

 Transport and Communication 

 Power and Energy 

 Rural Development 

 Industry and Minerals 

The expenditure under the revenue account is of maintenance nature 
incurred to run the day-to-day administration of the State and to maintain as 
well as to provide public goods and services as also to maintain the public 
assets already created by the State, classified under three services, General, 
Social and Economic Services, besides for making grants and 
compensations to various bodies and authorities including the Panchayati 
Raj Institutions and Urban Local Bodies. Expenditure from the Capital 
Account is incurred for creation of capital assets under the above three 
services (capital outlay) and also to repay the principal amounts of loans 
borrowed by the State, while the interest is paid from the revenue account 
under General Services. Non-tax revenues of the states are also raised from 
these services. 

Expenditure under the three services is classified into development and non-
development expenditure; the expenditure on General Services, being spent 
basically on the administration of the State is called non-developmental 
expenditure, while expenditure on Social and Economic Services qualifies as 
developmental expenditure.  
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Structure of Public Account 

There are five major heads of accounts under the Public Account: (i) Small 
Savings, Provident Fund and Other Accounts (ii) Reserve Funds (iii) 
Deposits and Advances (iv) Suspense and Miscellaneous and (v) 
Remittances. These accounts basically comprise funds that do not belong to 
the Government, but which the government holds in trust and manages on 
behalf of their owners who can be ordinary people or government contractors 
or anyone, and sometimes even the Government itself when it holds 
taxpayers’ money outside of Consolidated Fund. Once some money gets 
parked in the public accounts, the legislative process of voting the 
appropriations and exercising controls over the use of those appropriations 
through examination of audit reports by the Public Accounts Committee 
cease to operate in respect of these funds. Some of these funds are interest 
bearing on whose balances the Government has to pay interest from the 
Consolidated Fund using taxpayers’ money - others may not carry any 
interest liability.  

The first three of these accounts deal with receipts and payments in respect 
of which the Government is liable to repay the moneys received or has a 
claim to recover the amounts paid. In respect of these transactions, the 
Government acts as a banker, receiving amounts which it later repays and 
paying out advances which it subsequently recovers. Provident Funds of 
Government Employees, Deposits of Local Funds, Reserve Funds Deposits 
made by outside agencies, Departmental Advances, etc. fall under this 
category. Balances in these accounts constitute a part of the overall financial 
liabilities of the Government, a proposition whose logic is not beyond doubt. 
The other financial liabilities of the Government being its public debt liabilities 
and contingent liabilities on account of outstanding guarantees given to 
public sector entities and public bodies/ authorities. 

The other two accounts – Suspense and Remittances - are used only for 
adjustment purposes; all initial debits or credits to these accounts are made 
pending final adjustments and cleared eventually by mutual adjustments 
once their final destinations are traced. Suspense temporarily accommodates 
all governmental/ inter-governmental/ departmental transactions pending 
availability of the requisite details in corresponding vouchers/ challans that 
would identify their final destinations. It also includes temporary investments 
of cash balances in short term loans or Government securities at nominal 
rates of interest. Remittances concern intra- and inter-Governmental cash 
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remittances between its various departments / ministries and also between 
the RBI and the various Governments and Government Departments. 

The most important of these accounts is of course the “Small Savings, 
Provident Funds and Other Accounts” that includes a number of interest 
bearing obligations in respect of provident fund contributions of all 
Government and non-Government employees and some other contributions. 
Government has to pay interest on moneys deposited in these funds at the 
prescribed rates, and in return can use this money for investment in specified 
Government securities; such investments can eventually be channelled for 
development purposes for which the funds provide a ready source of capital 
at the disposal of the Government. Because of this reason, the logic of 
including these balances in the Government’s total financial liabilities along 
with outstanding public debt is perhaps understandable, but the logic behind 
including the balances of other heads of Public Account in the Government’s 
total liability is often baffling. For example, the Reserve Funds are created by 
debit to the Consolidated Fund to create reserves which are assets, e.g. for 
the renewal/ replacement of assets of Governments/ parastatals 
(Depreciation Reserve Funds of Government Commercial Concerns), for 
amortization of loans raised by the Government (Sinking Funds) and for 
other specific and sometimes esoteric purposes, such as Hindu Religious 
and Charitable Endowment Fund, Famine Relief Fund, various Development 
and Welfare Funds, State Roads and Bridges Fund, Calamity Relief Fund, 
State Disaster Response Funds etc. Some of these funds - like the Sinking 
Fund, Calamity Relief Fund or State Disaster Response Fund etc. - have 
been created as per recommendations of the successive Finance 
Commissions. But these are shown as Government’s funds liabilities to the 
respective funds. Some of these are interest bearing and some are not, and 
all these funds are managed by the Government usually through the 
Secretaries / Principal Secretaries of the concerned Departments/ Ministries. 
The Government creates these funds out of taxpayers’ money and then pays 
interest to these funds again by using taxpayers’ money; it also controls the 
use of these funds through its administrators who are its own bureaucrats, 
but without any accountability to the Legislature, as these funds are 
maintained outside the Consolidated Fund. Many of these funds also remain 
inoperative for a number of years. For our analysis, thus only the balances 
under the Small Savings and provident Fund have been considered as 
liability of the Government.  
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The Deposit head under ‘Deposits and Advances’ includes sums deposited 
with Government in the daily course of business by members of the public, 
e.g. deposits made in connection with revenue administration, deposits made 
in civil and criminal courts, security deposits taken from government 
servants/ contractors when required, public works and earnest money 
deposits, deposits made by electoral candidates, deposits of local funds of 
municipalities and panchayats, electricity boards, housing boards, 
universities etc. Like the reserve funds, some of these again carry interest 
liability while others do not; but all these are included in the Government’s 
total financial liabilities. Civil Advances relate to interest free temporary 
advances including advances of a permanent nature held by Government 
officers to enable them to incur contingent expenditure in the day to day 
administration like the Permanent Cash Imprest.  

Distortions in Accounting System Created by the 
Structure of Public Accounts 

It is to be understood that all these accounts stand merged in the cash 
balance of the Government - none of these accounts have separate funds 
maintained in their names anywhere; they lose their individual identities by 
being part of the cash balance which represents the combined balances in 
the Consolidated Fund, Contingency Fund and Public Account. Public 
Account balances, being part of the cash balances of the Government, thus 
inflate them and also make the cash management of the Government fraught 
with risks.  

The way these accounts are maintained, especially the interest bearing ones, 
again defies all logic. For example, there is one fund created in 1999 under 
the Small Savings called the National Small Savings Fund (NSSF) to which 
all public deposits under the Central Government’s small savings schemes 
are credited. States have to borrow 80% of the accumulated balances under 
this fund mandatorily (and hence pay interest to the Centre), with the option 
to go up to 100%. This borrowing, strangely, is based on availability rather 
than requirement. NSSF was established in 1999 in the Public Account for 
crediting collections from all small savings (PPF, NSC, KVP etc.).Balance of 
this fund is invested in Central and State Govt. Securities and States were 
allowed to borrow 80% from this fund initially. Since 2002-03, the net 
collections are being invested only in State Govt. Securities and thus States 
are forced to borrow the entire proceeds.  But the responsibility to repay to 
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the investors lies with the Centre and these schemes are linked to tax 
deductions under sec 80 C of the Income Tax Act 1961. They carry interest 
at higher than the market rates and these rates are administered by the 
Centre. 

Provident Funds, the most important constituent of the Public Accounts of the 
states, are unfunded debt of the State Governments carrying higher than 
market rates of interest. The net proceeds are entirely available to the states 
and though the Centre has the ultimate responsibility to repay the amounts to 
the depositors, it has no control over the loans taken by the states or their 
ability to repay the same. For these reasons, earlier, that is prior to 2009-
10,the balances under Small Savings, Provident Fund and Other Accounts 
used to be in the total outstanding liability of the state governments and other 
public account balances were excluded as they had the effect of distorting 
the actual liability carried by the States. These balances did not often 
represent any real liability; further, their effect would show up in higher cash 
balances of the state governments leading to a position where most states 
have surplus cash balances and yet resort to heavy borrowings, the surplus 
cash being invested under Cash Balance Investment Accounts.3 

Government Accounting Standards Board and 
Accounting Reforms 

The Office of the Comptroller and Auditor General of India constituted 
Government Accounting Standards Board (GASAB) in August 2002 for 
establishing and improving governmental accounting standards for Union and 
the State Government accounts. The mission of the Government Accounting 
Standards Advisory Board (GASAB) is to formulate and recommend Indian 
Government Accounting Standards (IGASs) for cash system of accounting 
and Indian Government Financial Reporting Standards (IGFRS) for accrual 
system of accounting, with a view to improving standards of Governmental 
accounting and financial reporting which will enhance the quality of decision-
making and public accountability.4 

 

                                                            
3 In another paper to be published in the Indian Economic Journal of the Indian Economic 
Association, in its Issue 61(1), this author has shown the effect of public account 
balances in generation of huge surplus cash by the States by more than Rs 1.41 lakh 
crore. 
4 http://www.icai.org/post.html?post_id=1529 
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GASAB has the following responsibilities: 

 To formulate and improve standard of Government accounting and 
financial reporting in order to enhance accounting mechanisms. 

 To formulate and propose standards that improve the usefulness of 
financial reports based on the needs of the users. 

 To keep the standards current and reflect changes in the 
Governmental environment. 

 To provide guidance on implementation of standards. 

 To consider significant areas of accounting and financial reporting that 
can be improved through the standard setting process. 

 To improve the common understanding of the nature and purpose of 
information contained in financial reports. 

Government of India, Ministry of Finance, has notified only three standards 
under the IGAS series so far:  (For Reference, these standards are detailed 
at the end in APENDIX-A) 

 Guarantees given by Governments: Disclosure Requirements (IGAS 1) 

 Accounting and Classification of Grants-in-aid (IGAS 2) 

 Loans and Advances made by Governments (IGAS 3) 

Three more standards already approved by the Board are under the 
consideration of Government of India: 

 Foreign Currency Transactions and Loss/Gain by Exchange Rate 
Variations (IGAS 7) 

 Government Investments In Equity (IGAS 9) 

 Public Debt and Other Liabilities of Governments: Disclosure 
Requirement (IGAS 10) 

As far as accrual based Accounting Standards IGFRS series is concerned, 
the following five standards have been approved by the Board but are yet to 
be notified by Government of India:   

 IGFRS 1: Presentation of Financial Statements 

 IGFRS 2: Property, Plant & Equipment 
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 IGFRS 3: Revenue from Government Exchange Transactions 

 IGFRS 4: Inventories 

 IGFRS 5: Contingent Liabilities (other than guarantees) and 
Contingent Assets: Disclosure Requirements 

Other Reforms 

Migration to accrual based accounting, whenever that takes place,will 
constitute a major accounting reform towards modernisation of Government 
accounts in India. The Ministry of Finance, Government of India constituted 
an Apex Committee in 2007 to function as the nodal agency for overseeing 
the implementation of transition from Cash based to Accrual based 
accounting in the Government. The GASAB Secretariat has prepared three 
Key documents in this regard, namely, Operational framework of Accrual 
basis of Accounting in Government of India, Roadmap and Transition path for 
Accrual Accounting, and Operational Guidelines for Accrual based Financial 
Reporting in Government. The transition is to be carried out in five phases 
spread over ten to twelve years. At the Union level pilot studies have been 
initiated in the Department of Posts and Ministry of Railways. At the State 
level, though the Departments that have been identified, pilot studies have 
been completed only in six States.  

Inconsistency in IGAS 10 

As stated above, IGAS 10, the Accounting Standard relating to Public Debt 
and Other Liabilities of Governments: Disclosure Requirement, is still under 
consideration of the Government. However, the Government Accounts, both 
at the Union as well as at the State levels, have already incorporated these 
proposed standards and liabilities are shown accordingly. However, this 
standard has its own limitations.  

Under Article 292 of the Constitution, the executive power of the Union 
extends to borrowing upon the security of the Consolidated Fund of India 
within such limits as may be prescribed by Parliament by Law. Article 293(1) 
of the Constitution provides a similar provision in respect of State 
Governments. The Fiscal Responsibility Legislations (FRBM Acts) enacted 
by the Union and each state place the limits upon their borrowing powers, 
defined in terms of an upper limit of the ratio of their Gross Fiscal Deficits 
(GFD) to their Gross State Domestic Products (GSDP). States were given 
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various fiscal incentives under recommendations of the 12th and 13th Finance 
Commissions for keeping their fiscal deficits within the limits defined in their 
FRBM Acts. 

The objective of the proposed IGAS 10 is to lay down the principles for 
identification, measurement and disclosure of public debt and other 
obligation of Union and the State Governments including Union Territories 
with legislatures in their respective financial statements. Itensures 
consistency with international practices for accounting of public debt in order 
to ensure transparency and disclosure in the financial statements of 
Government for the benefit of various stake holders.5 

The proposed IGAS 10 shall apply to the financial statements prepared by 
the Union and State Governments and Union Territories with legislature. The 
IGAS also covers “other obligations”, but does not include in its ambit, 
guarantees and other contingent liabilities and non-binding assurances on 
behalf of the Government.  

The disclosure requirement under this IGAS requires that the financial 
statements of the Union Government, State Governments and the 
UnionTerritories with legislature shall disclose the following details 
concerning Public Debt and other obligations:- 

(a)  the opening balance, additions and discharges during the year, closing 
balance and net change in rupee terms with respect to internal debt; 

(b)  the opening balance, additions and discharges during the year, closing 
balance and net change in rupee terms with respect to external debt, 
wherever applicable; 

(c)  the opening balance, receipts and disbursements during the year, 
closing balance and net change in rupee terms with respect of other 
obligations. 

The Financial Statements of the Union Government and the State 
governments shall disclose the following details regarding servicing of debt 
and related parameters for the current year, preceding year and net change 
in rupee terms with respect to – 

(a)  Interest paid by the governments on public debt, small saving, 
provident funds, and reserve funds and on other obligations. 

                                                            
5http://www.gasab.gov.in/igas.aspx 
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(b)  Interest received on loans to State and Union Territory Governments, 
departmental Commercial Undertakings, PSUs and other Undertaking 
including Railways, Post &Telegraph. 

(c)  Interest received on other Loans, from investments of cash balances 
and other items. 

External debt of the Central Government shall be classified according to 
source indicating he currency of transaction. Measurement of face value 
shall be in respect of both the currency of agreement and Indian rupees. It 
should also disclose the outstanding in terms of exchange rate prevailing at 
the end of the accounting period. 

Format for disclosure is appended to the IGAS in the form of Tabular 
Statements which basically include the following elements under Public Debt 
which is always included in the Consolidated Fund: 

A.  Internal Debt 

 Market Loans 

 Treasury Bills 

 Securities issued to International Financial Institutions 

 Bonds 

 Ways and Means Advances 

 Special Central Government Securities against Small Savings 

 Others 

B.  External Debt (computed at historical exchange rates) 

 Loans from Foreign countries 

 Loans from Multilateral Agencies and other Institutions 

 Others 

Under Other Liabilities included in the Public Accounts, the disclosures of 
opening balance, receipts and disbursements during the year and closing 
balances are required to be shown for each of the following heads of Public 
Accounts: 

 Small Savings, Provident Funds,etc. 
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 Reserve Funds bearing interest 

 Reserve Funds not bearing interest 

 Deposits bearing interest 

 Deposits not bearing interest 

The public account by its very structure creates a large number of distortions 
and anomalies in the Government accounts as explained in the succeeding 
paragraphs.  

1. Fictitious Liability 

As explained earlier, many of these do not represent any real liability, and 
including them in liabilities has the effect of introducing distortions in the 
accounts. While some accounts (e.g. provident fund) may represent a real 
liability, the liability is actually that of the Central Government, while the 
balances are available to the States for borrowing. The debt is thus guided 
by availability rather than need for funds. This creates its own distortions in 
turn, as states often borrow unnecessarily, and as a result build up reserves 
of surplus cash. If they could use the available cash judiciously, they would 
be in a position to limit their borrowings to that extent.  

2. Interest to be paid on public account balances from the 
Consolidated Fund 

Merging of the public accounts into the cash balance creates further 
distortions; these balances get invested in Treasury Bills with the RBI, 
earning 5% interest while the actual interest liability of the State Government 
on these accounts is much more, hence the Government loses money on 
that account. It is to be noted that interest liability is paid from the 
Consolidated Funds, even on public account balances in respect of all 
interest bearing accounts. Hence public account creates a liability for the 
exchequer, even though the legislature has no control over it, as balances in 
the public account, being only held in trust by the Government, is not votable, 
neither is the interest on their account. 

3. Funds under Public Account created by transfer from 
Consolidated Fund 

Often, funds are transferred out of the Consolidated Funds and kept in the 
Public Account, outside the constant watch of the auditor and the legislature. 
Thus funds transferred from the Consolidated Fund to the Personal Deposit 
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accounts in the Public Account to avoid lapse, funds transferred to various 
reserve funds – many of which bear interest, balances in numerous deposit 
accounts, many of which become inoperative over a period of time, continue 
to distort not only the accounts but also the public finances. The composite 
state of Andhra Pradesh, before its division into two successor states, used 
to have more than one lakh Personal Deposit accounts; even after the 
division, it has more than 72,000 PD accounts. Of the 40 Reserve Funds 
maintained by the West Bengal Government, more than half are inoperative; 
same is the situation with many states. These reserve funds are 
administered by Secretaries of concerned departments and are vulnerable to 
misuse also. No country outside the subcontinent has such a convoluted 
system of public accounting. 

4. Over-borrowing by States and Surplus Cash Balance 

As already referred, structure of the public account and their merger with the 
cash balance leads to the problem of over-borrowing by the States. RBI is 
the banker to any Government and besides the State’s deposits with RBI, the 
cash balance of the State also comprises the investments held in the Cash 
Balance Investments Account, cash and permanent advances for contingent 
expenditure with Departmental officers plus the investments of Earmarked 
Funds under the Reserve Funds. Under agreements with the RBI, every 
State Government has to maintain a minimum cash balance with it(about Rs 
2-3 crore). If the actual cash balance falls below the agreed minimum on any 
day, the deficiency is made good by taking normal and special ways and 
means advances/overdrafts and if there is any surplus above the specified 
minimum, it is automatically invested in 14-day Intermediate Treasury Bills 
(ITBs) of the Government of India that carried 5% interest (2011-12) This rate 
is significantly lower than that paid on the market borrowings by the States 
and hence constitutes a negative carry for them. RBI also conducts weekly / 
fortnightly auctions of treasury bills for maturity periods of 91 days, 182 days 
or 364 days (Auction Treasury Bills or ATBs) that carry slightly higher rates 
of interest. Since states can invest the surplus cash only in ITBs or ATBs, 
they earn lower returns on these investments compared to the interest they 
pay on their market borrowings; ideally, they should then use their surplus 
cash balances to meet their GFD financing requirement and thereby curtail 
their market borrowings.  

The surplus cash balance is the difference between the total financing raised 
by the states (net of all repayments and disbursements) through borrowing 
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under the Consolidated Fund plus the surplus in the Public Account less their 
GFD requirements. While the borrowing under Consolidated Fund can be 
adjusted according to the needs, the surplus in Public Account is totally 
beyond Government’s control, and this is what leads to over-borrowing.  

But the most perilous and unpredictable consequence of this huge cash 
surplus would be its impact on the Union finances, because all cash 
surpluses from the States invested in treasury bills are automatically 
available to the Central Government and constitute part of its total financial 
liability. This is a huge reservoir of resources and the temptation to indulge in 
populism at the cost of these funds is often irresistible, even if we have to 
ignore their inflationary potential. If these surpluses could be utilized 
pragmatically to finance the fiscal deficits of the States, the public finances in 
our country would be a different story altogether. 

5. Anomaly arising out of suspense and miscellaneous and 
remittances balances being kept outside the scope of IGAS-10 

It is to be noted that two components of Public Account, (1) Suspense and 
Miscellaneous and (2) Remittances we have discussed earlier are not 
included in the Other Liabilities, for reasons not very well understood. 
Though both these accounts are of interim, adjustment nature, they holds 
transactions pending their final identification and consequent credit/ debit to 
a particular head of account, or to cash. Hence these transactions are as 
much a part of the accounts as any other; their exclusion thus is not 
supported by a sound logic.  

The logic gets further twisted when we take into account the fact that the 
entire balance of public account, including the suspense and remittance 
balances, is taken into account while financing the fiscal deficits of the 
States. Fiscal deficit is financed by the net borrowing on the Consolidated 
Fund, together with the net balance available under all public account heads 
taken together plus the net changes in cash balance of the State. This would 
create an unresolved anomaly if these two heads of public account are not 
taken into account while determining the other liabilities of the Government.  

6. Application of new definition of Other Liabilities in 
Government accounts  

It is to be noted that with effect from 2009-10, the new definition of the 
outstanding liabilities of the Government as per IGAS-10 has already been 
applied in preparation of Government Accounts, even though this standard is 
yet to be notified  by the Ministry of Finance, Government of India. Earlier the 



Government Accounting Reforms : An Overview 

16 

total liabilities of the Government used to comprise the public debt of the 
Government, that is, internal debt of the Government plus loans from the 
Centre, besides the public account liability in the form of loans from small 
savings and provident fund and other accounts only. As per the new 
proposed accounting standard, Other Liabilities of the Government are now 
being shown as inclusive of all public account balances, minus the Suspense 
and Miscellaneous and Remittances balances. This has the effect of 
depicting the liabilities that may not represent the actual liability of the 
Government.  

Recommendations 

1. The above anomalies will continue to distort the Government account 
and public finances of the States as well as the Union Government 
until the public account is completely separated from the Government 
account. It is high time the Public Account funds were separated from 
the cash balances and their management entrusted to professional 
managers relatively free from Government control. That would need 
appropriate institutional and administrative mechanisms to be set up 
for the purpose, without any Constitutional amendment being needed 
for the purpose.  

2. The Government may constitute a committee consisting of 
representatives from all stakeholders like the State Governments (at 
least some of them), RBI and Comptroller & Auditor General of India 
as well the Controller General of Accounts to consider separation of 
public accounts and taking it outside of Government control in a 
phased manner.  

3. It is important to appreciate that efficient debt management requires 
equally effective cash management which will not be possible till the 
time the cash balances are separated from public account. At the 
same time, since on many public account heads, the Government 
carries an interest liability, it is imperative that these funds be 
deployed in such a manner as earn the maximum return without 
compromising the safety of money that belongs to the public. Since 
these funds are not taxpayers’ funds, it is improper to make the 
taxpayers’ shoulder the burden of paying interest on these funds. 
These funds should be deployed in such a manner as to make them 
self-sustaining in discharging their interest and other obligations. 



 

 

State Government Accounting and 
Financial Management – Due for 

Reform 

Dr. Suvendu Bose1 

Reforms in Government's financial management systems and processes are 
becoming critical in response to increasing demands for greater transparency 
and accountability in the management of the public's finances. There are a 
number of issues and challenges associated with the Government Financial 
Management and accounting system. Even now the State Governments as 
well as the Central Government follow cash basis of accounting whereas rest 
of the modern world shifted to accrual basis of accounting long time back. 
Hence, the State Governments’ financial and accounting systems also got 
affected due to this. There is an immediate need for moving from cash basis 
of accounting to accrual basis of accounting. However, a cautious yet 
committed approach for a phased transition, which will enable the changes in 
financial management and accounting system proposed to keep pace with 
other organisation initiatives of modernisation has been set in motion by the 
State Governments. This will help in developing a participatory approach for 
effecting the changes, a consultative environment vis-à-vis the CAG’s office, 
Central and other State Government, build consensus for proposed 
regulatory changes at the national level and complete the process of 
modernising methods in line with international best practices.  

Reforms to Government's financial management systems and processes are 
becoming critical in response to increasing demands for greater transparency 
and accountability in the management of the public's finances. The current 
financial management systems in Government are not providing timely and 
accurate financial information for statutory reporting requirements and for 
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decision making in such critical areas as budget planning and management, 
procurement and asset management. 

The Financial Management functions in the Government encompass budget 
formulation, allotment of funds in accordance with the expenditure budgets, 
control of expenditure and management of receipts. 

Suggested corrective actions provided in this paper have been confined to 
systemic and procedural issues and do not cover policy issues like size of 
sustainable fiscal deficit, tax rates, size of the resources being allocated to 
different sectors, cost of borrowings, etc.  

Emerging Key Issues in State Government’s Financial 
Management  

Revenue deficits 

A wide gap between Revenue Expenditure and Revenue Receipts 
necessitating fairly large borrowings to meet the Revenue Deficit is leading to 
compounded and prohibitive increase in interest payment. Inadequate 
recovery of the cost of services being rendered by the Government and 
arrears in taxes appear to be the main factors affecting Revenue Receipts. 

Result oriented expenditures 

The following expenditures have substantial impact on the demand for 
resources of any State, hence these may require close look and critical 
examination: 

 Assistance to Local Bodies, educational and other institutions, 
Investments in equity of undertakings that are unable to pay adequate 
return or are not paying any return. Already there is substantial erosion 
of Government equity in a number of undertakings. 

 Loans to units that are unable to service the loans.  

Resources locked in delayed projects 

Delays in completion of a number of projects funded by the States are 
leading to substantial non-performing capital expenditure. The resources of 
the States are spread over too many projects and there seems to be a need 
for more emphasis on completing certain projects rather than having too 
many incomplete projects. 
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Overexposure of the State to financial risks 

Clearly defined limits for raising Public Debt and issue of Guarantees by the 
State against borrowings by Government Companies and Undertakings and 
strict adherence to the limits would help the State to prevent overexposure to 
financial risks.  

Historical and demand driven budgets 

The estimates submitted for framing the budgets are predominantly 
historical, meaning that generally the estimates are prepared taking past 
expenditure as the base and adding a certain percentage for escalation/ 
inflation. The main challenge appears to be departmental acceptance of a 
system of demanding resources based on the activities undertaken. In view 
of the above approach, the budgets should be demand-driven rather than 
mission- or performance-driven.  

Supplementary provisions and utilisation thereof 

In certain years, the supplementary provisions in relation to the Budget 
Estimates are very high. On the other hand, there are a fairly large number of 
cases where supplementary grants remained grossly underutilised or were 
not utilised at all. The main challenges are more realistic estimation of 
expenditure and effective utilisation of funds. 

Resource-based budgeting 

The emphasis in budgeting and operations seems to be expenditure- 
oriented rather than being resource/asset creation-oriented. This has an 
adverse impact on capital formation. 

Linkage of expenditure incurred with actual physical 
progress of work  

Interactions with some of the departments raise the apprehension that the 
Performance Budgets are being used mainly for the purpose of obtaining 
budget allocation for the departments and not so much to establish 
accountability for the money spent. 

Recurrent cost implication of capital projects 

The recurrent cost implications of capital projects sanctioned under Plan 
Expenditure are normally not undertaken. At the time of sanction of capital 
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projects, the cost of maintenance and operation and the sources for financing 
the maintenance and operation of the projects on its completion are generally 
not identified. This has resulted in burgeoning maintenance and operational 
liability on the departments once the Plan Projects are completed, without 
adequate provisioning being made for them in the budgets, leading to their 
poor maintenance. 

Unutilised funds parked under Personal Ledger Accounts 
(PLA)  

The transfer of funds to the PLA is booked as expenditure though actual 
expenses may not have been incurred. This leads to over reporting of 
expenditure. 

Control over expenditure 

In respect of a number of Grants, expenditure is substantially more than 
provision in the Appropriation Act. Besides, there are a fairly good number of 
cases where expenditures have been incurred without any provision in the 
Budget or Appropriation Act.  

Timing of inflow of funds 

We understand that due to time lag in passing the budget, adequate funds 
for Plan Expenditure are not available to some of the high spending 
departments like Public Works in the first quarter of the financial year. Also, 
due to late release of funds for the last quarter, the departments are unable 
to actually utilise those funds by the end of March.  

Delegation of financial powers 

Adequate and proper delegation of financial power, including power for re-
appropriation of budgets, backed by well-defined accountability is the need of 
effective and efficient functioning of the departments entrusted with the 
responsibility of implementing the policies, plans and programs of the 
Government. Over-centralisation of power and high degree of rigidity in the 
system could be counterproductive, particularly where large and complex 
schemes/projects are to be implemented.   
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Emerging Key Issues in State Government Accounting 
System 

Duplication in voucher level computerisation being carried on 
in Treasuries and AG’s Office 

The Treasuries are sending all the vouchers alongwith the hard copy of the 
reports to the AG’s office periodically. The AG’s office does the full voucher 
level entry again to prepare the monthly and yearly accounts. The same 
voucher level accounting is being done both at the treasury level as well as 
the AG’s office level, resulting in some duplication of accounting effort. 

Quality of Accounting 

 Reconciliation  

The financial reporting system as prescribed by the Budget Manuals does not 
prevent the returns and statements from being compiled and forwarded 
except after full reconciliation; this affects the quality of accounting.  

 Incomplete information 

Incomplete information, inconsistent classification of major heads and non 
receipt of vouchers from the treasuries; results in obstacles and requires 
reconciliation, which also affects the quality of accounting. 

Cash Basis of Accounting 

Since the basis of accounting followed by the Government is cash basis, the 
benefits of accrual accounting are not present e.g. asset linked 
accountability, accounting of unrealised Government revenues and 
evaluation and disclosure of Government liabilities. Accrual accounting 
results in accounting measurements based on the substance of transactions 
and events, rather than merely when cash is received or disbursed, and thus 
enhances their relevance, neutrality, timeliness, completeness, and 
comparability. 

Need for Resource Accounting 

The present accounting information provided by the financial statements 
reflect only cash surpluses / deficits and do not reflect the impact of current 
consumption on the stock of net assets held by the Government. Present 
focus is on cash spent and segregation of expenditure (capital / revenue) 



Government Accounting Reforms : An Overview 

22 

rather than on resources consumed or assets created. The need for resource 
accounting as a first stage in transition from cash basis to accrual basis 
therefore assumes great importance. 

Rationalisation of account heads 

Further rationalisation of account heads may be needed below the minor 
head level in the interest of consistency, better disclosure and cost control.  

Suggested Corrective Actions for State Financial 
Management and Accounting System 

Budget Formulation 

 Existing budget formulation process should be reoriented 

Existing budgeting process should be reoriented after the necessary 
amendment of the Budget Manual. 

The details of the proposed budget formulation process are explained in the 
following steps.   

Step 1 : Aggregate expenditure ceiling should be fixed centrally prior 
to formulation of detail budget 

In order to maintain overall fiscal discipline the aggregate expenditure is 
required to be contained within the limit of fiscal prudence determined by the 
resources available and fiscal deficits acceptable under the policy formulated 
by the State.  

Enhancement of Medium Term Fiscal Framework (MTFF) 

In order to integrate the annual budgets with the MTFF, the following 
additions / modifications in the fiscal projections under MTFF are being 
suggested.  

(i) The fiscal projections should be updated annually and be presented to 
the Legislature along with the annual budget proposals. 

(ii) The projections of tax revenue receipts should show major 
components like trade tax and excise duty 

(iii) The projections of resources from the Centre should have details like 
borrowings, grants in aid and share of central taxes 
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(iv) To facilitate linkage the summarised position of budget as contained in 
the Annual Financial Report and the MTFF may be presented in the 
same format.  

Hence, the suggestion is to develop a Medium Term Expenditure Framework 
that should 

 Link resource allocation to the sector priorities and policies  

 Provide a realistic framework for budgeting  

 Provide a predictable policy and resource frame which facilitates 
advance planning   

 Set expenditure aggregates and ensure that those are sustainable 
over the medium term 

 Protect high priority expenditure 

Step 2: Allocation of plan expenditure ceiling by Planning Department 

The State Planning Department prepares Annual Plans. Outlays by sectors, 
major and minor heads and against each minor head by schemes are 
provided through the Annual Plan. The scheme of financing the Plans is also 
provided in the Plan document.  

Step 3: Primary distribution of aggregate non-plan expenditure ceiling 
to be done centrally 

The framework proposes that an aggregate expenditure ceiling for non-plan 
expenditure should be set by the FD and as the sectoral and functional 
allocation of resources is a policy issue, the primary allocation of the ceiling 
to sectors, grants and functions (up to 6 digits) should be done centrally by 
FD through pre-budget interactions with the Administrative Departments.  

Step 4: Detailed plan and non-plan budgets to be formulated in the 
departments 

It is proposed that based on the primary distribution  of aggregate non-plan 
expenditure ceiling (covered in Step 3), the HoDs will prepare the detail non-
plan expenditure proposals for the departments using inputs from 
divisions/units.  

Based on the information on plan outlay received from the Planning 
Department the HoD would also finalise the plan expenditure budget 
proposals for the department and then compile the overall budget proposal 
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for the department. Expenditure budget provision for schemes/works should 
be made in the department that is required to execute the scheme/work. FC 
of the department should play an active role in finalising the budget 
proposals. 

Budget Operation  

A. Re-appropriations 

 Re-appropriation rules should be liberalised  

Powers for re-appropriation between standard objects, with the exceptions 
mentioned below, should be delegated to the HoDs and the DDOs executing 
projects/works and the DDOs collecting revenue. 

Exceptions: For HoDs standard objects under groups Salary 

 Grants-in-aid & Scholarship/stipend 

 Investment Repayment of loans etc. 

 Retirement Benefits 

Exceptions: For DDOs standard objects under groups  

 Salary 

 Grants-in-aid & Scholarship/stipend 

 Investment Repayment of loans etc. 

 Retirement Benefits 

 Capital works, supplies etc. 

B.  Supplementary Demands 

 The need for initiating supplementary demands by departments 
should be eliminated by timely identification and surrender of 
savings, and better use of re-appropriation power 

Effective and meaningful periodical review of expenditure by HoD and also 
by the head of the Administrative Department would enable identification of 
savings and timely surrender. 

In case of any emergency, the demands for supplementary grants should be 
initiated by the FD.  
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Expenditure Control 

 Head-wise control should be established for expenditure out of 
CCL 

A standardised format for exercising expenditure control at bill passing stage 
should be developed for use by the divisions/units. The format should show 
the account head-wise balance against CCL as well as budget allotment after 
each bill is passed and an entry is made in the register. 

 In case of high spending departments, the annual budget should 
be divided into quarterly and monthly budgets at the beginning of 
the year.  

The monthly/quarterly budgets should be communicated by the department 
to the Administrative Department and the FD. The reporting and review of 
expenditure should be in relation to the budget for the reporting period to 
make them more relevant.  

Financial Assistance and Grants 

A strong financial control mechanism should be established in the 
organisations/ institutions receiving financial assistance of substantial 
magnitude  

Total Guarantee Exposure of the State and Maintenance of 
Outstanding Guarantee Record 

There should be a ceiling on total guarantee exposure of the State with 
proper recording of guarantees being furnished and discharged. 

Role of Finance Controllers in the Expenditure Control 
Process 

The FC should be empowered and made responsible for all the financial 
operations in the department including budgeting and expenditure control.  

Integrated Computerised Financial Management and 
Accounting System  

The financial management and accounting should be fully computerised in 
the departments 
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Expenditure on Developmental Work 

 The reliability of project estimates should be enhanced 

For all major projects involving engineering/construction work, detailed 
appraisal and sanction should be based on Detailed Project Report (DPR) 
formulated after thorough examination of the ground conditions and after 
preparation of detailed designs and estimates for the project.  

 Comprehensive assessment of risks should be undertaken 

Risk assessment should be an integral part of formulation and appraisal of 
medium term and long term projects in order to enable due consideration of 
the risks by those who take the decision for investment in the project. 

 Adequate and timely release of funds should be ensured 

The functional department proposing the project and PFAD appraising the 
project must ensure that the project fits into the Five-Year Plan and adequate 
resource provision exists in the Plan.  

 The cost estimates for projects should be revised in time 

Mandatory review of the project cost when 50% of the approved amount has 
been spent should be introduced. The review should be a detailed one 
enabling reasonably correct estimation of the balance amount required for 
completing the project.  

 Accountability for securing project objectives should be 
established 

Within the framework of the schedule of activities for the project aiming at 
timely completion, annual targets of progress of each of the activities and 
budgets for expenditure should be set and the executive responsible for 
performing the activities should be made accountable for achievement of the 
annual targets. 

Revenue Estimation and Recovery 

A. Tax Revenue Estimation  

 There should be a well-defined transparent methodology for estimating 
tax collection. To ensure legitimacy as well as ownership, the 
methodology should be developed with the participation of the Finance 
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Department, Administrative Department and the relevant tax 
department.  

 The target setting process should be supported with an accountability 
framework by introducing a performance evaluation system.  

B. Incentives-linked to performance  

The part of the Tax Department’s expenditure budget that is not related to 
fixed/committed expenses could be linked to actual collection of taxes in the 
previous year so that higher collections would imply higher budget 
allocations.  During the workshop, the participants mentioned that this kind of 
an incentive was likely to enhance the performance of the department.  

C.  User Charges 

User charges should be updated in line with the reform measures initiated by 
the  Government  

D. Limiting exposure to financially weak units 

As these defaults are caused due to the weak finances of the units, for a 
sustainable solution, measures should be taken for the revival of these 
financially weak units. At the same time further disbursal of equity or loans to 
these units should be limited to the amount that is essential for revival of the 
units under a time bound scheme. 

Cash Management 

A. Cash planning 

 One time budget allotment to the DDOs executing projects/works 

The process of allotment and distribution of the budget in parts should be 
done away with. After the Appropriation Act is passed, the budget should be 
communicated to the departments and the departments in turn should 
communicate it to their divisions/units.  

 Planned release of funds under Cash Credit Limit (CCL) mode 

The existing system of fund release for payments through Treasuries may 
continue in case of payments through the CCL mode.  

The cash balancing by the Budget Directorate should not be based on the 
overdraft and ways and means facility available to the Government. These 
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facilities should be used for absorbing unforeseen shortfall in revenue 
collection. 

B. Idle Funds  

The options that may be considered by the Finance Department for 
minimising idle funds in case of payments through departmental PLAs are 
given below:  

(i) Discontinue the system of having bank accounts and making all 
payments from treasuries. 

(ii) Allow only small payments up to a certain limit directly from bank 
account, with all other payments being made from the treasury. 

C. Management of External Aid 

 Utilisation of external aids and withdrawals to be co-ordinated under 
the Planning Department 

There should be proper monitoring of all externally aided projects by a cell 
under Planning Department. The Finance Controller of departments 
undertaking projects that are externally funded should make monthly 
reporting of physical and financial progress of such projects to the cell and 
ensure that the utilisation Statements of funds drawn are submitted to the 
cell in time. This would enable the Planning Department to submit a 
consolidated Statement of drawals and utilisation with necessary details to 
Finance Department within the allowable time limit for uninterrupted release 
of funds and further allotment of external aid.  

Accountability 

A. Performance of the departments and units under the departments 
should be evaluated  against targets on a regular basis  

There should be accountability for results through specification of 
performance targets and evaluation of performance, (besides controlling 
expenditure).  

B. Departmental Accountability and Basis of Accounting 

 Departmental Annual Reports 

The need for Departmental Annual Reports arises because of the following 
reasons: 
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 There has been a change in the role of the Government. The 
conventional operating style for Government is in the process of 
undergoing changes to more flexible, relevant and result-based 
structures. 

 There is increased public expectation from the Government. The 
public wants the Government to perform better and ensure 
transparency in sharing information. 

 There has been a shift in both public and Government attitude from 
general administration to a focused approach on efficiency in 
operations. The Governments round the world are also focusing on 
efficiency rather than merely being an expenditure machine.  

 There is a demand for greater accountability. Thus the government 
today has to be more cautious and result-oriented in spending.  

 Departmental Annual Reports are the results of operating 
performance. To enable them to be meaningful, it is necessary to be 
clear about certain fundamentals. In the process of modernisation and 
keeping in mind the changing role of the Government and increased 
public expectations, the concepts of departmental efficiency, 
departmental accountability and departmental transparency have to be 
kept in mind while designing such reports.  

 The Government should initiate the process for issuing Departmental 
Annual Reports in the short to medium term, and should instruct the 
departments accordingly. The reports should be made available to the 
public through sale and should also be posted on the web.  

C. Absence of Resource Based concept in Accounting 

There is a need to consider the introduction of resource- based concepts in 
accounting which would be the base for recording and reporting on actual 
financial performance as opposed to merely cash performance as at present.  

It is also important to recognise the significance of the constraints imposed 
by the need to upgrade skills and financial systems and the need to obtain 
Parliamentary approval for the change. This is a matter that would eventually 
affect all the States in India, which means that it may not be feasible to make 
the total change in the short term even when all the pre-conditions have been 
satisfied. . 
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Conclusions 

This is the most appropriate time to introduce accrual accounting and to plan 
the way in which the introduction is to be implemented. State Financial 
Management also needs to be modernised. However, there is scope for 
considerable improvement in the enhancement and up- gradation of existing 
cash based system, which will be the launching platform for transition to full 
accrual- based accounting system in future.  

It is true that moving directly from cash to accrual basis in the Government 
accounting or implementation of modernisation of financial management 
system  is not generally desirable within a very short span of time, as it 
requires a modification in the basis of accounting method, policies, 
procedures, personnel skills and commitments, regulatory framework and 
organisation set up.  

Since the proposed changes will be a sea change in the system, it will 
involve far-reaching implications as regards both concepts: the grasping of 
the fundamentals as also the considerable task of implementation across the 
departments / Governments. This will only be possible if: 

 There is internal capability to comprehend and institutionalise the 
change 

 The appropriate regulatory modifications are effected  

 There is a high level of commitment to this effect both at the national 
and State levels. 

Hence, a cautious yet committed approach for a phased transition is 
advisable, which will enable the changes in financial management and 
accounting system proposed to keep pace with other organisation initiatives 
of modernisation set in motion by the State Governments. This will help in 
developing a participatory approach for effecting the changes, a consultative 
environment vis-à-vis the CAG’s office, Central and other State Government, 
build consensus for proposed regulatory changes at the national level and 
complete the process of modernising methods in line with international best 
practices. 



 

 

Government Accounting in India: 
Cash Basis to Accrual Accounting — 

Contemporary Issues 
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Abstract 

The preparation of government accounts in India is governed by the 
Government Accounting Rules, 1990 framed under Article 150 of the 
Constitution of India. As per the Government Accounting Rules, 1990, the 
accounts are to be maintained on Cash basis. This system recognizes a 
transaction when cash is paid or received. But it does not give a realistic 
account of government's financial position because it lacks an adequate 
framework for accounting of assets and liabilities, and depicting 
consumption of resources. The present system does not reflect accrued 
liabilities arising from the gap between commitments and transactions of 
government on the one hand and payments made on the other. Because 
of these shortcomings the Twelfth Finance Commission recommended 
introduction of accrual accounting in Government accounting system. The 
Government has accepted the recommendation in principle and asked 
Government Accounting Standards Advisory Board (GASAB) in the office 
of the Comptroller and Auditor General of India to draw a roadmap for 
transition from cash to accrual accounting system and to prepare an 
operational framework for its implementation.  

So far twenty one State Governments have agreed in principle to introduce 
accrual accounting. Keeping these argument in mind this research article is 
an effort to elaborate needs for accrual accounting in India, legal aspect 
related to accrual accounting, deficiency of present accounting system in 
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India, basic requirement for accrual accounting, international status 
regarding adoption of accrual accounting, and key challenges for conversion 
of accounting. 

Key Words: Accrual accounting, Cash Accounting, Government Accounting 
Standards Advisory Board, General Purpose Financial reporting. 

Introduction  

The Government accounts and financial reporting currently followed in our 
country derive their ‘substance and form’ largely from the accounting 
procedures introduced during the British rule. 1  The accounting system 
prevailing in Government of India and the states is essentially cash based. 
The preparation of government accounts in India is governed by the 
Government Accounting Rules, 1990 framed under Article 150 of the 
Constitution of India. As per the Government Accounting Rules, 1990, the 
accounts are to be kept on Cash basis. 2  This system recognizes a 
transaction when cash is paid or received. However it does not give a 
realistic account of government's financial position because it lacks an 
adequate framework for accounting for assets and liabilities, and depicting 
consumption of resources. Moreover capital expenditure (expenditure on the 
creation of new assets) under the cash system is brought to account only in 
the year in which a purchase or disposal of an asset is made. This is not an 
effective way to track assets created out of public money. The present 
system does not reflect accrued liabilities arising from the gap between 
commitments and transactions of government on the one hand and payments 
made.  

The Twelfth Finance Commission recommended introduction of accrual 
accounting in Government system. The Government has accepted the 
recommendation in principle and asked Government Accounting Standards 
Advisory Board (GASAB) in the office of the Comptroller and Auditor General 
of India to draw a roadmap for transition from cash to accrual accounting 
system and to prepare an operational framework for its implementation. So 
far twenty one State Governments have agreed in principle to introduce 
accrual accounting. Exhibit I shows the structure of budget and accounts of 
                                                            
1 Kaushik, K.P.  (2006). Government Accounting: Recent Trends and Direction for India. 
The Chartered Accountant, 54 (07),1020 
2  A Study on Gap Analysis of Indian Government Accounting with International 
Standards, A Research Study by GASAB Secretariat, p 3 
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Indian government. Technically, it is divided in three parts, namely, 
Consolidated Fund of India, Contingency Fund of India and Public Accounts 
of India.  These heads are again divided in various sub heads for the smooth 
operation and controlling of accounts.  Again, all these expenses are divided 
in plan and non- plan expenditure for various developments.  

Exhibit I Structure of Budget & Accounts 

Government Account

Consolidated Fund of India Contingency Fund of India Public Account of India

Small savings

Deposits & Advances

Reserve Funds

Suspense & Misc.

Remittances

Cash Balance

Revenue Account Capital Account

Receipts Receipts Expenditure

General Services

Social services

Economic Services

Grants-in-aid & 
Contributions

Public Debt

Loans & Advances

Tax Revenue

Non-Tax Revenue

Grants-in-aid & 
Contributions

Expenditure

General services

Social Services

Economic Services

Grants-in-aid & Contributions

Plan & Non- Plan Expenditure Heads Of Development 

Under government accounting system entire expenditures are divided in two 
parts; plan and non plan expenditure: 

Plan expenditures are; Investment outlays to replace worn out or over-aged 
capital stock, New development programmes or projects or schemes on 
capital account which involves creation of assets, New development 
programmes or projects or schemes on capital account, Spill over schemes 
or previous plan to be completed. 

Non-Plan expenditure is: All expenditure connected with the maintenance of 
development schemes completed during the Five Year Plan period, and all 
expenditure connected with the maintenance of existing institutions and 
establishments  
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Legal Aspect of Accrual Basis of Accounting  

We need accrual accounting in government organization because two legal 
aspects. First, in the year 2001, a Bench of the Hon’ble Supreme Court of 
India ordered that the Municipal Corporation of Delhi (MCD) and the New 
Delhi Municipal Corporation (NDMC) maintain accounts as per the mercantile 
system (accrual system) of accounting and declared that necessary 
amendments to the regulations could be made by the Government of India, 
for the purpose. Because of that judgement, these bodies have been 
gradually moving towards conversion of their accounts from cash basis to 
accrual basis of accounting system so that transparency of accounts should 
be maintained.  

Second, in the year 2002, budgetary provisions for fiscal 2002 recommended 
that the Development Authorities and Housing Boards be brought under the 
tax net and, therefore, amended Section 10 (20A) of the Income-tax Act, 
1961. This has also given rise to cause for concern to a large number of such 
bodies in the country. In order to determine income tax liability, accounting 
on the accrual system became an essential requirement. Under cash system 
it is difficult to determine actual income. Exhibit II indicates conversion 
process for accrual accounting; it indicates various dimensions and elements 
of conversion. 

Exhibit II: Conversion process for Accrual Accounting  
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Source: PWC Global Survey on accounting and reporting by central 
government, towards new era in government accounting and reporting, April 
2013, p25. 

Accrual Accounting  

It is a system of accounting in which transactions are entered in the books of 
accounts, when they become due. The transactions are recognised as soon 
as a right to receive revenue and/or an obligation to pay a liability is created. 
The expenses are recognised when the resources are consumed and 
incomes are booked when they are earned. Therefore, the focus is on the 
recording of flow of resources i.e. labour, goods, services and capital. The 
related cash flow may take place after some time (of event), or it may or may 
not take place in the same accounting period.  

Cash Accounting  

In this system of accounting transactions are recorded when there is actual 
flow of cash. Revenue is recognised only when it is actually received. 
Expenditure is recognised only on the outflow of cash. No consideration is 
given to the “due” fact of the transaction. This system of accounting is simple 
to understand and as such needs less skill on the part of the accountant. Its 
whole focus is on cash management. The recognition trigger is simply the 
flow of cash. Budgetary and legislative compliance is easier under this 
system. 

Deficiencies in the Present Government Accounting 
System 

Presently cash basis system is followed by all governments in India. The 
following are the weakness of current system of government accounting in 
India.  

 Cash transactions do not capture timing of the action or the impact of 
the economy. Revenues and expenses are recognized when received 
or paid respectively without regard to which period they belong to.  

 Non-monetary flows are not recorded because the focus is on cash 
management rather than resource flow.  
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 The accounts do not include receivable or payables and the financial 
statements give revenue receipts rather than revenue earned and 
expenses paid rather than expenses incurred.  

 No information about capital work-in-progress like dams, power plants, 
roads and bridges etc., is available.  

 It gives wrong picture about advance tax, as advance tax receipts are 
recognized as income.  

 Under government accounts, assets are shown at book value and do 
not take into account depreciation in their value as per current market 
rates. Assets and liabilities are not integrated with the accounts.  

 No disclosure is made about contingent assets and liabilities which are 
in the form of various commitments.  

 No information is provided about existing net liabilities of public 
enterprises and agencies outside the government, although the later 
cannot escape such liabilities.  

 It provides room for fiscal opportunism e.g., tax revenues can be 
collected in excess during a particular period followed by high 
incidence of refunds together with interest, payments can be easily 
deferred and passed on to the next financial year, revenue due in the 
future could be compromised by providing for one time payments. 

 The present Accounting and financial reporting of Government is weak 
because expenditures and receipts are recognized and reported when 
actually paid or received and not when due or accrued. 

 Present system of financial reporting does not report about accrued 
expenses and revenues , e.g., actual position of assets (current assets 
including receivables, inventories etc) and liabilities ( e.g., current 
such as payables  and pension liability),depreciation  and appreciation 
(land) not available, No comprehensive information is available about 
government liabilities (pensionary commitments, interest due, bills 
payable, depreciation for replacement of assets etc.) and  provisions 
against future liability not available. 

Effective Management of Public Expenditure: Report 

Prime Minister’s Economic Advisory Council (PMEAC) Chairman C 
Rangarajan, who head a high level committee set up by the Planning 
Commission suggested measures for effective management of Public 
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Expenditure. The committee consisted of 18 members and mainly focused on 
the anomalies and inconsistencies that arise out of the present classification 
of expenditure into Plan and Non Plan expenditure categories. The expert 
committee has submitted its report to the Prime Minister and the draft paper 
approved on August 20, 2011. The following are the key points of this report: 

 The committee has suggested the abolition of the Plan and Non-Plan 
expenditure, and suggested to convert from input-based budgeting to 
the budgeting linked to outputs and outcomes. 

 They suggested classification of expenditure into capital and revenue. 
Capital will account for all the developmental expenditure like 
investment. Expenditure on salary for government employees, interest 
payments and subsidy outgo will be placed under revenue 
expenditure. 

 The committee also suggests the need to classify revenue expenditure 
by end use for the purpose of Fiscal Responsibility and Budget 
Management (FRBM). 

 The committee recommended amendments to the FRBM Act, which 
lends some rigidity to the concept of revenue deficit, to provide scope 
for adjustment. An ‘adjusted revenue deficit’ may be considered for 
FRBM compliance, adjusting the revenue deficit to the extent of grants 
for creating assets. 

 The committee also suggested a proper framework for taking a 
comprehensive view of the total transfer of resources from the Centre 
to the States, including ensuring its accounting and reporting in a 
uniform manner. 

Conversion of Cash to Accrual System of Accounting  

In India conversion of cash to accrual system passes through different modify 
version of accounting, some are discussed as follows: 

 Pure Cash-based: In this system, a transaction is recognised and 
recorded when cash is paid or received. Only actual payments and 
receipts are accounted for. 

 Modified Cash Basis: In this system the basis for recognition of income 
and expenditure continues to be cash. However, the books of accounts 
are kept open for a specified period after the end of the year for 
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adjustments of certain cash flows that relate to the reporting period but 
occur after the end of the year. There is also some disclosure on the 
lines of accrual accounting. 

Exhibit III: Different form of Cash Accounting & Accrual System of 
Accounting 

 

Source: PWC Global survey on accounting and reporting by central government, 
towards new era in government accounting and reporting, April 2013. 

 Modified Accrual Basis: Under this system, the criteria for recognition 
of income and expenditure are the same as accrual accounting, but 
with some exceptions. Certain types of assets and liabilities may not 
be recognised. 

 Pure Accrual Basis: All transactions are recognised and accounted for 
when the transaction takes place irrespective of the actual payment or 
receipt of the consideration. All assets and liabilities that have been 
created or have arisen in the usual course are also accounted, 
irrespective of the payments and receipts of cash. 

Basic Requirement for Accrual Accounting  

1.  The accounting heads are restructured based on accrual system of 
accounting. The existing heads are either modified or dropped keeping the 
requirements of the accrual system in view. 
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2. Development of suitable formats for different incomes and 
expenditure. 

3. Necessary changes in accounting policies for recognition of revenue 
and capital. 

4. Accounting manual has to be developed showing system of 
codification of accounts, forms, formats and general accounting policies. 

5.  Proper training of key employees and development of basic skills 
related to accrual system of accounting.   

6. Proper I.T infrastructure for reporting and development. 

8. IMPACT OF ACCRUAL SYSTEM OF ACCOUNTING  

As accrual system of accounting is adopted by the government system, 
following will be the positive impact on accounting and reporting. 

 Improved governance, Transparency of financial position, better 
control over assets, consistency, increasing the confidence of all 
stakeholders and availability of more accurate information for decision- 
making to all stakeholders. 

 Financial Statements prepared by following accrual basis of 
accounting provide authentic and accurate information on government 
position, managing cash position and financing requirements, financial 
decision-making, accurate information on revenues and expenses, 
cash flow and management, resulting in better flow of resources in the 
economy and generally better economic performance. 

International Experience 

As per the report of Government Accounting Standards Advisory Board1, the 
following countries have moved over to accrual accounting and accrual 
budgeting: Australia, New Zealand, The Netherlands (in the process of 
introducing full accrual budgeting)   Sweden (in the process of introducing full 
accrual budgeting), Switzerland (in the process of introducing full accrual 
budgeting)  

The following countries have adopted full accrual accounting but follow 
cash-based budgeting: Canada (While the federal Government adopts cash 
budgeting, several Canadian provinces have adopted accrual budgeting), 
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Japan, United States, Italy, United Kingdom, Portugal (provides additional 
accrual information along with the budgets), Azerbaijan, Uzbekistan. 

Exhibit IV: Status of accounting global level 

 

Source:  Government Accounting Standards Advisory Board secretariat (2010) India 
journey to Government Accrual Accounting, April  p14. 

The following countries have set in motion the process of moving over to 
an accrual based accounting system:  France, Fiji Islands, Indonesia, 
Marshall Islands, People’s Republic of China, Philippines, Republic of Korea, 
Sri Lanka, and Mongolia. Exhibit IV indicates the status of accounting system 
adopted at global level. 

It shows that most of the countries are in favour of conversion to accrual 
system of accounting. It will take some more time for shifting from full cash to 
full accrual system.  
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Present Position in India 

The development in adoption of accrual accounting in India is basically 
affected by IPSASs. India had taken into consideration of role, progress, 
issues and challenges in IPSAS when adopting the accrual- basis 
accounting. 

The accrual accounting reformation was initiated in India in 2008. In the year 
2009, Government’s Comptroller and Auditor General (CAG) had formed a 
Government Accounting Standards Advisory Board (GASAB). A report had 
been submitted to Government of India in which the adoption of accrual 
based system of accounting had been recommended. Twenty one State 
Governments of India have expressed their willingness to move in the 
direction of accrual based accounting. Various steps has been taken by the 
Government of India in the development towards adopting the accrual 
accounting, such as giving instruction to Autonomous Institutions and 
Universities to prepare their accounts on format-basis set by Controller 
General of Accounts (CGA) which is in line with the requirements of accrual 
accounting.  

Other than that, a committee and the Government Accounting Standards 
Board have been set up to develop the framework and to examine the 
technical feasibility of changing the Government accounting system to 
accrual system. In addition, seminars and workshops have been conducted 
by CGA of India to facilitate national consensus on the adoption of accrual 
accounting.  

The Way Ahead for Accrual Based Accounting in India 

The GASAB roadmap to introduce accrual accounting system envisages a 
transition period of 10 to 12 years divided into several stages. The 
operational framework details the plan of transition encompassing accounting 
and treatment of assets, liabilities, revenue and expenses and the final 
accounts of the Government consistent with the provisions of the 
Constitution1. Various phases are as follows: 

1. First phase between 2011-12 and 2012-13 

 An apex body at the Finance Ministry level consisting of key stake-
holders from the Union and State level for coordinating, supervision, 
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decision making and managing the implementations has to be 
established. 

 Task-based groups should be constituted in every entity to pioneer the 
transformation process in a timely basis. 

 Revamping of accounts chart in order to incorporate accrual 
accounting requirements. 

 Expansion of an IT-enabled integrated financial management system 
and capacity building in terms of human resources. 

 Centrally Sponsored Scheme for Treasury Modernization released by 
MoF preparing an accounts module and budget module benefiting the 
main features of accrual accounting. 

 Identification and evaluation of assets and liabilities and consolidation 
of assets categorically. 

2. Second phase between 2013-14 and 2014-15 

 Appraisal of historical assets, Provision of depreciation, Realization of 
expenses and payables, Recognition of revenues and receivables. 

3. Third phase from 2015 

Preparation of the financial statements including statement of financial 
position, financial performance, cash flow statements, variations in assets 
and liabilities, appropriation accounts, accounting policies and notes to the 
financial statements, and management and discussion analysis report that 
have been required for General Purpose Financial reporting (GPFR). 

Key Challenges for Conversion in India 

Presently there are 29 states and one Central Government along with 7 
Union Territories exists in India. Nearly 30 different rules and regulation are 
in practice related to government accounting along with the support cash 
basis of accounting and budgeting.  While conversion of cash system to 
accrual system of accounting, following issues and challenges are among the 
authorities, and regulators; 

 Identification of Assets, Physical Assets; Financial Assets, Assessing 
Liabilities is difficult task. 
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 Development of the accounting principles, policies and standards, 
formulating accounting systems and process is difficult for country like 
India. 

 Making changes to accounting rules and the various formats of 
accounts is time consuming task. 

 Creating new account heads and revising the chart of accounts. 

 Assessing the “as-is” situation in various departments from an 
accounting perspective 

 Training of key employees in particular and other staff in general is 
difficult task. 

 Evaluating the Information Technology capabilities of the various 
Government entities with respect to accrual accounting and new 
process. 

 Organizational structure for coordinating implementation under new 
accounting system. 

 The reconciliation of accrual financial statements with cash budgets., 

 The presentation of financial statements and the level of note 
disclosures. 

 Identifying the requirements of financial reporting in international 
treaties, agreements and contracts, 

  Cost of conversion and weather state government will bear or central 
government,  

Conclusion  

As we know, currently, Indian government is following cash system of 
accounting, there are various advantages associated to accrual system of 
accounting for government system. It is right time to convert cash system to 
accrual system so accountability and responsibility can be determined in 
systematic way. At the same time government accounting will be with latest 
reporting and disclosure practices as per the international requirement. There 
are many difficulties and issues involved in this process. But if the 
government is adopting it in a phased manner over a span of 10 years, it is 
useful for all the stakeholders in the country. 
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Modernization of Government 
Accounting in India: Current 

Situation, Issues and Outlook 

Prepared by Committee Secretariat 

Abstract 

Our present government accounting system in the Union Government and the 
States derives its form and substance largely from the cash-based book keeping 
procedures introduced during British times. The preparation of government 
accounts in India is governed by the Government Accounting Rules, 1990 
framed under Article 150 of the Constitution of India. Only the actual receipts 
realized and the payments made during the year are recorded. Government 
Accounting Standards Advisory Board (GASAB) has two fold objectives, one 
affecting improvement in the present cash based accounting system, and two, 
facilitating eventual migration to accrual-based accounting. GASAB at its 
Fifteenth meeting held on 30th July 2008 took a landmark decision to develop 
Accrual-basis Accounting standards for Government. 

Introduction 

Government is generally concerned with provision of public goods and services 
to citizens, provision of social welfare, macro-economic management of the 
economy, management of its assets and liabilities and economic prosperity of its 
people.  Consequently, in a democratic society like ours, the citizens deserve a 
fair account of how their money is being used by the Government and how 
effectively the financial affairs of the economy are being managed by the 
Government. People are now vigilant about their rights and thererfore expect 
transparency & accountability in governance, which would only be brought out by 
government accounting reforms which is the need of hour in most of the 
developed & developing nations across the world.  The requirement of having an 
accrual accounting in government set up has highlighted a prominent issue of 
non-existence of standardized global framework for the adoption and 
implementation of accrual government accounting.  
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The Constitution of India under Article 150 provides for the manner in which the 
accounts of the Government have to be kept. The Article also provides for 
creation of a Consolidated Fund of India, Contingency Fund and Public Account 
but does not specify any basis of accounting to be followed for keeping books of 
accounts. 

The Indian economy is on move and witnessing the process of globalisation and 
economic liberalisation since 1991, which has lead to the increase in the 
activities of the Government concurrently and has brought a change in the 
philosophy or role of the Government including Local Bodies. Despite 
phenomenal growth of receipts and expenditure during past over 65 years, 
matching developments in the fields of governmental accounting and financial 
reporting are not experienced.   

Literature Review 

Accounting reforms in developing countries have generally relied on explanations 
that emphasise the economic rationality of accounting policy-makers. Anglo-
Saxon accounting policies stated a “logical guide” for developing countries as 
they reduce the cost of capital, lower investment risk and promote a more 
efficient allocation of economic resources and higher rates of economic growth 
(Graham and Wang 1995: 150; see also Han 1994). At the same time, 
traditional accounting is seen as being incompatible with the changing business 
environment and in conflict with the goal of economic development (Chow et al 
1995; Graham and Li 1997). The only precondition for reforms is the existence 
of policy-makers to overcome the cultural obstacles to reform and put 
considerations of efficiency above everything else. 

Increasing convergence with accrual basis of accounting over the last two 
decades around the world and changes in public sector accounting and financial 
reporting systems have underlined the need for a review of existing Government 
accounting practices in India as well. 

The information provided under cash accounting is easy to compile and 
understand, and historically, the requirements of users. However, today the 
users of financial statements are demanding more information on assets and 
liabilities and the impact of current consumption of assets on the overall financial 
position. Cash accounting and accrual accounting not only differ in the way 
transactions are recognized and reported, but also in their consequences for 
internal organization, control and audit management, and the role and “position” 
of the accountant. 
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Limitations of Cash Based Accounting System 

The main criticism of the Cash system is that it cannot be used either for 
meaningful cash management or rational resource allocation and lacks 
transparency. The system also suffers from a lack of uniformity in measurement 
norms and inadequacy in disclosure standards in financial statements.  

No disclosure regarding contingent assets and contingent liabilities which may 
turn into committed ones on account of guarantees given or letter of comforts 
issued by the government can be made. The concept of ‘matching’ i.e. expenses 
of a specific period should be set off against the revenue of the same period is 
completely ignored. 

Financial information is often communicated through financial reports. The 
objectives of accountability and transparency in the financial reporting by 
government cannot be attained under the traditional method of accounting i.e. 
Cash Basis of Accounting presently in use by the government in India and this is 
the main constraint to their strong financial management and transparency in 
their financial reporting.  

Keeping in view the limitations of the cash based accounting, it is imperative to 
introduce generally acceptable accounting practices and disclosure norms in 
accounting for government so as to bring the concepts of accountability and 
transparency in its financial reporting system itself.  

International Perspective 

The Accrual- based Accounting was first adopted in Chile in mid-1970s under the 
Pinochet regime. New Zealand followed suit in 1990 and the US Federal 
government moved to accrual- based accounting in 1997, but US State and local 
governments are only now making the change. By the year 2000, only three 
other central governments had adopted the accrual basis for their annual 
financial accounts. Also by 2000, eight of the 30 most developed countries –
members of the OECD – had not adopted accrual based accounting for any 
aspect of their public sectors. The UK government moved to accrual- based 
accounting in 2001–2002 and Canada did so in 2002-2003.  

Many developing countries have strengthened their accounting regulations as 
part of broader programs of market-oriented regulatory reforms. The extent of 
their achievement has varied from country to country—the capitalist economies 
of East Asia (South Korea, Taiwan, Singapore, Hong Kong, Indonesia, Thailand, 
Malaysia, and the Philippines), for instance, have gone much further than their 
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socialist neighbours (China, Vietnam); there has nevertheless been a broad shift 
towards accounting reforms throughout the developing world (Nobes 1995; Ma 
1997; Pacter 1998; Roberts et al 1995). In most cases, the central element of 
this process has been the introduction of International Accounting Standards 
(IASs), although in some countries—such as the Philippines—it has been the 
introduction of US standards. 

Cash accounting has been the primary method used in the public sector for 
many years and remains in place for many governments. An increasing number 
of governments are now using accrual-based accounting frameworks, while 
others still follow hybrid approaches that can be classified as either modified 
cash accounting or modified accrual accounting. Over half (54%) of the countries 
follow the cash or modified cash basis of accounting, while only 46% follow the 
accrual or modified accrual basis. Thirty-seven countries have expressed an 
intention to move to accrual accounting over the next five years, bringing the total 
adoption rate to 63%. Adoption of the accrual basis of accounting will provide 
better information for planning, and management purposes. 

Transition to Accrual Accounting 

One of the areas engaging the attention of the Ministry of Finance is the way 
forward in   strengthening the financial reporting framework for the Government. 
The Government Accounting Standards Advisory Board (GASAB) has formulated 
and recommended the Indian Government Accounting Standards (IGAS) for 
cash system of accounting and Indian Government Financial Reporting 
Standards (IGFRS) for accrual system of accounting. The adoption of these 
standards will improve the overall standards of Government accounting and 
financial reporting which, in turn, will enhance the quality of decision-making and 
public accountability. There is a need to strengthen this process so that we are at 
par with other countries in the matter of accounting standards.  

Some of the major reforms suggested are summarized below:- 

Year 2001- The Eleventh Finance Commission recommended double entry book 
keeping system. The Supreme Court opined that the accounts of Local Bodies 
should be in the accrual format. 

Year 2002 - Constitution of Government Accounting Standard Advisory Board 
(GASAB) under C&AG to draw up a detailed roadmap and operational 
framework for implementation of accrual accounting system in India. 
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The fiscal responsibility and budget management Act at the centre and state 
levels prescribe maintenance of asset register. 

Year 2004- The Twelfth Finance Commission recommends the introduction of 
accrual based system of accounting in Government. 

Year 2009- Thirteenth Finance Commission supported the bubble up approach 
of accrual accounting reforms. Fourteenth Report of 2nd Administrative Reforms 
Commission endorses these reforms. 

Year 2011- Apex Committee for implementation and transition to accrual based 
accounting system in government was constituted.  As of 2011, 48 Urban Local 
Bodies in 17 states had switched over to accrual based accounting. 4 States – 
Gujarat, Karnataka, Kerala and West Bengal have adopted accrual accounting 
for Panchayati Raj Institution. 

Stages in moving towards accrual accounting 

There is a strong need for harmonised accruals-based public sector accounting 
systems for the purposes of fiscal surveillance. The proposed way forward is a 
balanced approach that builds on existing achievements and is a three-stage 
process: 

 A Preparatory Stage, that includes public debates, to create the 
necessary momentum and gain co-ownership on the project to move 
towards harmonised accrual accounting principles within the country, 

 A Development Stage, to put in place the practical arrangements for the 
new regulatory framework, including synergies and cooperation with the 
IPSASB or equivalent, and 

 The Implementation Stage- The full benefits of implementing accrual 
accounting based on IPSAS or equivalent can only be captured as part of 
a wider finance reform.  

The conversion to accrual accounting project has to to be implemented over 
several years. National (local government and social security funds) and 
international experience indicate that a time period of about 8 to 10 years is 
needed to change the accounting system and fully implement the necessary 
reforms. 

Once the standards have been drawn up and adapted, the implementation of 
accrual accounting should provide managers with actual management costs. 
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Issues involved in Transition 

Some of the issues involved in transition are listed below : 

 Since the transition phase is multiyear project so it is important to see 
distortions do not develop due to prolonged implementation schedule. 

 Accrual basis of accounting will supplement the cash system and this is 
necessary to retain the embedded elements of the latter that serve the 
legislative and budgetary reporting requirements. Current reforms are to 
be positioned within the existing constitutional provisions.  

 Accounting and budgeting reforms are to be conceived in an integrated 
manner and positioned clearly as part of a wider public sector 
management reform programme.  

 Commitment of the executive and sense of ownership of the reform 
process by the management in the departments and ministries would very 
much be needed. Constituting a High Level Committee at the national 
level as a nodal agency could be helpful in facilitating an integrated 
approach towards reforms. 

 Need for capacity-building and training in accrual accounting amongst 
various accounting departments of the Government of India and in the 
States cannot be over emphasised.   

 Migration to accrual accounting must be informed by a carefully laid- out 
uniform operational framework so that the final accounts of the 
Governments, both the Union and the respective States and the Union 
Territories with Legislature, fall within a uniform reporting framework.   

 Some of the implementation issues that currently engage attention 
includes : 

 Creation of Asset Register for listing, grouping and valuation of 
assets. 

 Preparation of revised Chart of Accounts for devising classification 
system for capturing accrual transactions. 

 Devising new accounting policies and accounting standards for 
laying down principles of recognition, measurement and disclosure. 

 Reflection of liabilities including long-term pensionary liabilities 
besides current liabilities. 
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 Valuation of heritage assets.  

 Environmental resources.  

 Social security benefits. 

 Defense equipments. 

Status of implementation of accrual based accounting and adoption of 
IPSAS by different countries- 

Name of the Countries Level of the Government 

Australia State, Federal and Local Governments 

Canada State, Federal and Local Governments 

Finland Government agencies and whole of Government 

France Local Governments 

Germany Some Government Organizations 

Ireland Pilot Project For Selected Government 
Departments 

Italy Local Governments 

Malaysia Local Governments 

Netherlands Government agencies and Local Governments 

New Zealand National and Local Governments 

Sweden Central Government agencies and Local 
Governments 

Switzerland Local Governments 

Tanzania Local Governments 

United Kingdom Local Governments 

USA Federal Government 

Conclusion  

An increasing number of governments and government entities have realized the 
need for transparent accounting and are therefore adopting, or considering the 
adoption of, the accrual basis of accounting.  The Government accounting 
reforms vis-a-vis concomitant budgetary reforms are very complex and may take 
a few years for implementation. Modernizing the public accounts by moving 
towards accrual accounting is crucial to give a better picture of the asset base 
and financial situation of the public sector. 
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Accrual system of accounting in Government will be better-positioned to assess 
their financial performance and financial position. Accrual system of accounting 
will help in preparing the position of assets and liabilities of the government, 
which is not possible under the current system. This would help in better fund 
management and evaluation of performance of various departments. Further, 
accrual system of accounting would help in estimating cost of services more 
appropriately, which could form a crucial input for managerial decision-making. 
The migration to the accrual basis is a major project involving many challenges 
and issues both technical and cultural. 

Lastly, one may mention that the developments in government accounting excite 
all finance professionals in the government. Central Government and the State 
Governments encourage the change to accrual accounting and the ICAI would 
actively participate in supporting the change process. These changes require 
people to move outside their comfort zone, to learn new things and think 
differently, and it challenges the logic previously applied to a given situation. 
Creative synergy is required for bringing about the participation of various 
stakeholders in the change process. The positive spin-offs would only be 
perceptible in the medium term. Professional bodies like ICAI must have the 
vision to support the change with the professional inputs. 
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