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11

Purpose of the Manual

1.1.1.1 Thepurpose of thisManud isto:

Set out the accounting principlesto be used in accounting for the transactions
of centralised and sdf accounting entities within the control of the Federd and
Provincid Government. It excludes exempt entities as defined in Schedule two
of thismanud

outline the roles and accountability of specified organisations and officers of
the centralised accounting and self accounting entities

1.1.1.2 Thismanua will cover the Principles, Policies and Proceduresin relation to
Centraised Accounting Entities and will only lay down the Principles for Sdlf
Accounting Entities because the Policies and Procedures for Sdf Accounting Entities
are covered by their individua rules and regulations.

1.1.1.3 ThisManud defines the framework within which accounting transactions are to be
treated and recorded, and accounting and financia respongibilities are to be assigned.

1.1.1.4 Detailed accounting policiesand procedures are contained in the Accounting
Policies and Procedures Manual. Reference should be made to the Accounting
Policies and Procedures Manuad, Financia Reporting Manual, Chart of Accounts,
Manud of Externd Reporting Reguirements in determining the rules and procedures
for the treetment and recording of specific transactions.

1.1.1.5 Documents relevant to accounting and financid management of centralised
accounting and sdf accounting entities include:
Chart of Accounts
Delegation of Financia Power under the Financid Rules
Rulesof Business
Accounting Policies and Procedures Manua
Genegrd Financid Rules
Federd/Provincid Treasury Rules
Financid Reporting Manua
Manud of Externa Reporting Requirements
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1.2 Structure of the Manual
1.2.1.1 ThisManud isin three parts.

1.2.1.2 Thefirg part of thisManua, comprising section 1, provides an overview of the
purpose and scope of this Manual.

1.2.1.3 Thesecond part of this Manua, comprising sections 2 and 3, sets out the
accounting principles to be used by centralised accounting and self accounting entities
and upon which the detailed policies and procedures contained in the Accounting
Policies and Procedures Manual are based.

1.2.1.4 Thethird part of this Manua, comprising secions4 and 5, outlines the financia
and accounting responsibilities of specified organisations and financid officers

1.2.1.5 Therearetwo Schedules attached to this Manual.
1.2.1.6 Schedulelisalis of dl sdf accounting entities.
1.2.1.7 Schedule2isalig of dl exemptentities.

1.2.2 Reader guidance

1.2.2.1 Theorganisation of the sections, headings and sub headings is shown in the Table
of Contents at the front of this Manud.

1.2.2.2 Thelayout of each page within thisManua is Sandardised. Thetitle of the Manua
and the name of the chapter are displayed in the top |eft and right corners of each
page respectively. The footer for each page contains the issue date, page number
and file reference.

1.2.2.3 Each section of this Manud has the principles appearing at the front of the section.
Any detailed or additiond explanation and guidance is contained in the “ Explanatory
notes’ subsection. Principles should not be interpreted without first making reference
to the explanatory notes.
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1.3  Authority, applicability, distribution and maintenance of the Manual
1.3.1 Authority

1.3.1.1 ThisManud isissued to set out the accounting principles in accordance with which
the accounts of the federation and the provinces shall be kept, in pursuance of article,
170 of the Condtitution of Idamic Republic of Pakistan.

1.3.2 Effectivedate

1.3.2.1 Theeffective date for gpplication of this Manud is the date of issue of the Manua
by the Auditor-Generd.

1.3.2.2 All accounting entities will have up to two financid years (commencing from 1 July
subsequent to the effective date of release) to be in ful compliance with this Manud.

1.3.3 Coverage
Accounting entity

1.3.3.1 Anaccounting entity is any unit of Government (eg. minigtry, divison, and
department), whose principa source of funding is an gppropriation from the Federa
and Provincid Governments, which preparesinput to the accounting system and
which is not defined in Schedule 2 of this Manud.

1.3.3.2 Therearetwo types of accounting entities, namely centralised accounting entities
and sif accounting entities.

Centralised accounting entities
1.3.3.3 A centraised accounting entity is any accounting entity for whom the Accountant-
Generd has primary responsibility for the accounting and reporting function of that
entity.

1.3.3.4 Unless specificaly stated otherwise the term accounting entity will include dl
centralised accounting entities

Sdlf accounting entities
1.3.3.5 A «f accounting entity is any accounting entity for whom the Principa Accounting
Officer has primary responsbility for the accounting and reporting functions. A ligt of
these entitiesis contained in Schedule 1 of thisManud.

1.3.3.6 Unless specificdly stated otherwise, the term accounting entity will include dl self
accounting entities.

Exempt entities

1.3.3.7 Anexempt entity is any entity defined in Schedule 2 of thisManud.
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1.3.3.8 Theterm accounting entity excludes exempt entities.
1.34 Compliance
1.3.4.1 Compliance with the Manud is mandatory for al accounting entities.

1.3.4.2 Intheevent that aguiddinein thisManua conflicts with other Manuals, directives
or practices, other than those amending this Manud, the guidance in this Manua will
prevail.

1.3.4.3 Accounting entities are not authorised to implement accounting principles in conflict
with, or contrary to, those set out in thisManud.

1.3.4.4 Sections5 and 6 covering the “Organisation of Financia and Accounting
Respongihbilities” and the*“Financia and Accounting Respongibilities of Financid
Officers’ provide specific guidance as to the accounting and financid management
responghilities of key organisations and financid officers.

1.3.4.5 Theguidance contained in sections 6 and 7 are in addition to, and in no way
negate or replace those respongbilities and accountabilities contained in the
Delegation of Financid Power under the Financid Rules, the Authorities Manud, the
Rules of Business and any other directivesissued by a competent authority.

1.3.5 Distribution, maintenance and update

1.3.5.1 TheAuditor-Generd of Pakistan will be responsible for:
the initid issue of the Manud to al Principa Accounting Officers of
accounting entities
the maintenance and update of the Manua, including distribution of any
updates or anendmentsto dl Principa Accounting Officers of accounting
entities
1.3.5.2 For dl accounting entities, the Principal Accounting Officer will ensure that:

initia copies of the Manud are digtributed to dl finance and accounts officers
within the accounting entity

all subsequent updates and amendments of the Manua are distributed to dl
finance and accounts officers within the accounting entity

1.3.6 Explanatory note
Statutory and legal requirement for compliance

1.3.6.1 Compliance with the directives and principle s contained in this Manud are
mandatory as the principles and directives contained in this Manua have been issued
under the Pakistan (Audit and Accounts) Order 1973.
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1.3.6.2 ThePakistan (Audit and Accounts) Order 1973, provides that the Auditor-
Generd will be responsible for kegping the accounts of the Federation and of each
Province, other than certain specified entities. The Order isissued subsequent to
Article 170 of the Condtitution of the Idamic Republic of Pakistan which states that
“the accounts of the Federation and of the Provinces shdl be kept in such formand in
accordance with such principles and methods as the Auditor-Generd may, with the
approva of the President prescribe’.

Note: The Pakistan Audit and Accounts Order 1973 will be substituted by “ Pakistan Audit and
Accounts Act” when passed by the Parliament.
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2 Accounting concepts
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2.1 Consolidated Fund and Public Account
2.1.1 Introduction

2.1.1.1 Thepurpose of this section isto define and detall the principles upon which the
Consolidated Fund and Public Account are established and operate.

2.1.2 Certain funds and accountsto be kept by Gover nments

2.1.2.1 Each Provincid Government and the Federal Government will maintain a
Consolidated Fund and a Public Account.

2.1.3 Consolidated Fund
Definition

2.1.3.1 All moneysreceived, dl loansraised and al moneysreceived in repayment of any
loan by the Government, will form the Consolidated Fund of the Government.

Schedule of Authorised Expenditure

2.1.3.2 No expenditures will be met from the Consolidated Fund unless specified in aduly
approved “Schedule of Authorised Expenditure’.

2.1.4 Public Account
Definition
2.1.4.1 Thefadlowing moneyswill form the Public Account:

received by or on behdf of the Government, other than those belonging to the
Consolidated Fund

deposited with the Supreme / High Court or any other court established under
authority of the Government

Expenditure from and receptsto the Public Account

2.1.4.2  All receipts and withdrawa's from the Public Account will be regulated by Act of
Parliament or in the absence of such an Act, shal be determined by rules made by
the President / Governor.

2.1.5 Explanatory note
Congtitutional requirements

2.1.5.1 Articles78 and 118 of the Congtitution of the Idamic Republic of Pakistan provide
that each Provincid Government and the Federd Government will maintain a
Consolidated Fund and Public Account.
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2.1.5.2 The Condtitution further provides that:

al moneys received by that Government, al loans raised by that Government
and dl moneys received by it in repayment of any loan will form part of thet
Fund

dl other moneys, ather than those belonging to the Consolidated Fund will
form the Public Account

2.1.5.3 Articles 83 and 123 determine that no expenditure may be incurred upon the
Consolidated Fund unless it has been duly authenticated. Expenditure is deemed to
be duly authenticated if, and only if:

it has been specified in the “ Schedule of Authorised Expenditure” (the
Schedule being the grants made or deemed to have been made by the Nationa
/ Provincid Assembly, in accordance with Articles 82 and 122)

the Schedule has been signed by the Prime Minister / Chief Minister
the Schedule has been laid before the Nationa / Provincia Assembly.

2.1.5.4 The"Schedule of Authorised Expenditure’ isvalid for that financid year only
(Article 80 and 120).

2.1.5.5 Articles 79 and 119 dtate that al receipts into ard withdrawas from the Public
Account require an Act of Parliament or in the absence of such an Act, rules made
by the President / Governor.

Consolidated Fund - role and function

2.1.5.6 The Consolidated Fund is the operating account of the Government, the ba anceof
which is available for appropriation againgt the generd operations of Government.

Public Account - role and function

2.1.5.7 The Public Account conssts of those specific purpose moneys for which the
Government has a statutory or other obligation to account for, but which are not
available for appropriation againg the generd operations of Government. The Public
Account will therefore consst of a series of accounts, each of which will have specific
rules governing its operation.

Consolidated Fund - modifiedcash, accrual accounting and the Schedule of
Authorised Expenditure

2.1.5.8 Itisarequirement of the Congtitution that no expenditure from the Consolidated
Fund shal be deemed to be duly authorised unlessiit is specified in the Schedule of
Authorised Expenditure.

2.1.5.9 The Condtitution also requires that the Schedule of Authorised Expenditure lapse
with the passing of each financid year.
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2.1.5.10 However, as expenditure can only be charged againgt the Consolidated Fund
when a cash payment ismade. Thisin no way precludes commitments and accruas
being recognised and brought to account, as they are recognised againgt an non-cash
or accrua item eg. commitments or creditors, not against the Consolidated Fund
(until such time as the cash payment is made).

2.1.5.11 While the Condtitution does not preclude the bringing to account of accruals or
commitments, it does prevent the accruas or commitments from being paid againgt a
prior year’s Schedule of Authorised Expenditure. For this reason, entities with
accruas or commitments from a previous period should ensure that they have
dlowed for the payment of these accruas and commitments againgt thet year's
Schedule of Authorised Payments.
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2.2 Accounting Mode
2.2.1 Introduction

2.2.1.1 Thepurposeof thissectionisto outline the accounting modd for the application of
the accounting policies contained in section.

2.2.2 Accounting elements

2.2.2.1 Revenues, expenses, assets, liabilities and equity will be recognised in accordance
with the principles set down in section 3.3 and as detailed in the Chart of Accounts
Manual.

2.2.3 Revenues

2.2.3.1 All revenue will be accounted for on an as received bas's, in accordance with the
definitions laid down in section 3.3.5 and the directives contained in the Accounting
Policies and Procedures Manual.

Example

2.2.3.2 A tax asessment isissued on 2 August and the payee makes payment on 1
September. In this example the revenue would be recognised not upon the issue of
the assessment on 2 August but upon the receipt of the cash from the payeeon 1
September.

2.2.4 Expenditureand commitments
Expenses

2.2.4.1 All expenseswill be accounted for on acash basis or on acommitted basisin
accordance with the definitions laid down in 3.3.6 and the directives contained in the
Accounting Policies and Procedures Manual.

Commitments

2.2.4.2 Commitmentswill be recognised when and only when thereisa properly
authorised obligation to make a payment againgt the Schedule of Authorised
Expenditure, for which the amount of the transaction is known and the supplier has
been nominated, not when the cash is paid.

2.2.4.3 Commitments should not be entered into where the total value of the commitment
will result in total expenditure in excess of the Schedule of Authorised Expenditure.

2.2.4.4 Commitments will be reversed when and only when any of the following conditions
are met:

the cash payment is made
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the authorisation to make the payment lgpsesie. end of financid year

the obligation to make a future payment ceasesto exist

2.2.4.5 All commitments will lgpse in accord with the Schedule of Authorised Expenditure
to which they rdlateie. at the end of the financia year. Commitments lgpsing at year
end and vdidated for the next financid year should be reingated with the
commencement of the following year’ s Schedule of Authorised Expenditure.

2.2.4.6 Commitments will only be recognised when the value of the commitment exceeds
the threshold criteria set down in the Accounting Policies and Procedures Manud.

Example

2.2.4.7 An entity entersinto a commitment to purchase a photocopier on the 2 March but
makes payment on 6 April. In this example the commitment would be recorded
aganst the gppropriation on 2 March. With the making of the payment on 6 April,
the commitment would be reversed and the expense recognised.

2.24.8 Explanatory Note

An authorised obligation meansthat alega requirement exists to honour the
terms of the contract.

Commitments relate to authorised obligations to make payments againgt the
current Schedule of Authorised Expenditure. Where there is a authorised
obligation to make payments againgt a future Schedule of Authorised
Expenditure, such obligations will be recognised as Deferred Liahilitiesin
accordance with the directiveslaid down in Chapter 11 of the Accounting
Policies and Procedures Manual.

2.25 Assets

2.25.1 All asstswill be accounted for on amodified cash basis in accordance with the
definition laid down in section 3.3.2, and the directives contained in the Accounting
Policies and Procedures Manua

Example

2.25.2 Thereisathree year development plan to construct a new building, with Rs 1
million worth of expenditure being incurred each financid year. In this example the
Rs 1 million would be recognised in accordance with the principles on expenses eg.
Rs 1 millionin 19X1, Rs 1 million in 19X2 and Rs 1 millionin 19X3. However,
upon completion of the building, the building would be recorded in the asset register
of the entity responsible for the asset at the congtructed cost of Rs 3 million. Certain
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entities may choose to record the expenditure againgt a work-in-progress
memorandum ledger.

2.2.6 Liabilities

2.2.6.1 All ligilities, other than commitments (which will be accounted for on amodified
cash basis), will be accounted for on a cash bas's, in accordance with the definitions

laid down in section 3.3.3 and the directives contained in the Accounting Policies and
Procedures Manudl.

Example

2.2.6.2 Anentity entersinto athree year lease with payments of Rs 10,000 each financia
year. In thisexample the payments of Rs 10,000 against the current Schedule of
Authorised Expenditure would be recognised as a commitment upon receipt of the
invoice and an expense upon making the payment. The payment againgt future
Schedule of Authorised Expenditure (ie the balance of Rs 20,000) will be recognised
as Deferred Lidhilities.

2.2.7 Equity

2.2.7.1 Unless otherwise specified, the Government of Pekistan is the sole holder of the
resdud vaue of dl accounting entities.

2.2.7.2  Equity will be accounted for in accordance with the definitions and directiveslaid
down in section 3.3.4

Example

2.2.7.3 A df accounting entity isto be wound up. All assets are to be sold or transferred
and any commitments areto be paid. In this example, any resdud from the sde of
assets less commitments would be payable to the Government of Pakistan ie. the
Consolidated Fund.

2.2.8 Doubleentry book keeping

2.2.8.1 All accounts will be maintained on a double entry bass in accordance with the

definition laid down in section 3.3.7.18 and the Accounting Policies and Procedures
Manud.

2.2.9 Classfication of transactions

2.29.1 All transactionswill be classfied in accordance with the Chart of Accounts as
outlined in Chart of Accounts.
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2.2.10 Explanatory note
M odified cash basis of accounting

2.2.10.1 Themodified bass of accounting, records transactions on acash bassbut aso
takes into account the commitments, acquisition of fixed assets, and incurrence of
liabilities during an accounting period.

Adoption of amodified cash basis of accounting in Pakistan

2.2.10.2 The accounting system of the Government of Pakistan is based on a centralised
system of accounting and reporting, with primary focus on ensuring due control over,
and reporting against appropriations.

2.2.10.3 Solong asthe primary accountability of accounting officers remained solely
againgt gppropriations, a cash basi's of accounting was sufficient. However, the need
to ensure the efficient and effective alocation of resources in addition to monitoring
and ensuring due control over gppropriations, has been revised in favour of a
modified cash basis with the capacity to move to afull accrud system if and when

appropriate.

2.2.10.4 Aninitid sep in thisreform process is the memorandum recording of certain
assets, lidbilities and commitments.

Accounting elements

2.2.10.5 Anaccounting system is smply ameans of collecting, aggregeating and reporting
on financid transactions. The core to any accounting system is the accounting
elements (assets, liabilities, revenues, experses and equity) as these form the basis
upon which transactions are classified, recorded and reported upon.

2.2.10.6 The Government of Pakistan has adopted a modified cash basis of accounting,
however, the accounting elements (as defined in section 3.3 Accounting Elements)
are based on accruals concepts of accounting. While the modified cash basis of
accounting makes limited use of these definitions, particularly in terms of the overdl
reporting structure, the adoption of principles founded in afull accruas system is seen
as an essentid firgt step in moving towards a resource based management system and
the introduction of acomputerised general government accounting and reporting
sysem.

2.2.10.7 Listed below are specific references to provide guidance in determining the
principles upon which the cash based modd has been modified. Detaled
explanations on specific transaction trestment, including reporting and accounting are
contained in the Accounting Policies and Procedures Manud.
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Government as owner and funder of srvices

2.2.10.8 The Government of Pekistan has two distinct roles within the modified cash
modd. Thefirg is asthe owner of al accounting entities (section 3.3.4 Equity). The
second role is as the funder of services. Thisdigtinction isimportant in determining
the entity / Government relationship.

2.2.10.9 Asthe owner of the equity the Government of Pakistan holdstitle to the residua
vaue of the accounting entity should the entity cease to operate. In addition, it aso
has some say on the Structure and operation of the entity.

2.2.10.10 Asthefunder of the services the Government is responsible for representing the
public in defining the needs of the community and ensuring vaue for money in the
provison of services. Defining these needs and deciding the appropriate leves of
funding is the purpose of the gppropriation and budgeting cycle.

Accounting for commitments

2.2.10.11 Theprimary bass for transaction accounting and reporting is cash based. Itis
not of itsdf sufficient to ensure due and proper control over expenditure, particularly
in terms of ensuring the matching of expenditure on sgnificant items againgt
appropriations. For this reason the cash basis of accounting has been modified to
account for certain expenditure on a commitments basis.

2.2.10.12  Accounting for commitments requires that transactions be recognised in the
books of accounts as and when there is a properly authorised obligation to make a
future payment, for which the amount of the transaction is known and the supplier has
been nominated.

2.2.10.13 Asthe principal reason for recognisng commitments is the metching of the
obligation to make a future payment againgt the gppropriation, thereby ensuring
proper control over the Schedule of Authorised Expenditure, it follows that entities
should not enter into commitments that would result in the total accumulated
expenditure to date plus outstanding commitments, exceeding the amount specified in
the Schedule of Authorised Expenditure.

2.2.10.14 Asacommitment is made againgt a particular Schedule of Authorised
Expenditure, the commitment must Iapse with the ceasing of the Schedule of
Authorised Expenditure. Since the ligbility for payment does not necessarily lapse, it
will be necessary for the commitment to reingtated againg the following year’'s
Schedule of Authorised Expenditure.

2.2.10.15 Asat year end, dl outstanding commitments will be disclosed. Details of
disclosure requirements and the directives for reinstatement are contained in the
Accounting Policies and Procedures Manual.
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Recording of physical assets

2.2.10.16 The Government, through the devel opment program, makes substantial
investment in the community in the form of infrastructure and other assets.
Government entities are given responshility for the development, management and
maintenance of these assats. For thisreason it isimportant that the Government
maintain proper records of the assets and monitors the entity responsible for the care
and maintenance of the assets. For this reason assets will be expensed, thet is
charged againgt the current years' appropriation, upon purchase and recorded in an
asst register as amemorandum record. The asset registers will record assets by
category and will be used to report on the assets on aregular basis.

Supplementary information to be maintained

2.2.10.17 The base for transaction recognition and repaorting is modified cash this
necessitates that certain assets and liabilities be recorded and reported.

2.2.10.18 The primary responghility for maintaining the necessary records, such as asset
registers and schedules of ligbilities, rests with the entity charged withthe
respongibility for the day to day management of the asset or ligbility. As part of that
responsibility the entity has an obligation to maintain gppropriate records and provide
the proper information to enable the reporting on the management of those assets or
lighilities to other users eg. the Government of Pakistan.

2.2.10.19 Theform and content of the supplementary information will be determined by
the Minigry / Department of Finance and / or the Auditor- Generd.

Appropriationsasrevenue

2.2.10.20 Within the modified cash basis of accounting, appropriations will be recognised
as revenues to the entity upon receipt of the notification of release from the Ministry /
Department of Finance in accordance with the directives laid down in APPM.

Taxes not to be recorded asrevenues of the collecting agency

2.2.10.21 Taxes, feesand fines collected on behdf of the Government will not form
revenues of the collecting agency (section 3.3.7.7), unless otherwise specified by the
Government.

Expenditures of entities not to be met direct from Consolidated Fund
Revenue

2.2.10.22 Taxes, fees and fines collected on behaf of the Government are to be paid into
the Consolidated Fund.

Revenues and expenditures to be shown gross

2.2.10.23 The netting off of expenditures and revenuesis not permitted. All revenues and
al expenditures will be shown on agross basis.

I ssued 05/01/2002 Page2.10 concfin.doc



Manud of Accounting Principles Accounting concepts

2.2.10.24  Explanatory Note

Any receipts received by the Government Office are not revenues on part of
the collecting entity and will not be retained to meet departmenta or other
types of expenditure, unless otherwise permitted by the Government.

Not withstanding the above, arefund received by the Government for goods
or services purchased represents areduction in the origind expenditure
incurred by the Government. Refunds received must not be considered as
revenue.
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2.3 Internal Control
2.3.1 Introduction

2.3.1.1 Thepurpose of thissection isto provide generd principles regarding interna
control asthey relate to the accounting procedures of al accounting entities.

2.3.1.2 Detaled gpplication of the mandatory interna control proceduresis contained in
the Accounting Policies and Procedures Manual and as noted in Government Finance
Regulation 13.

2.3.2 Dé€finition

2.3.2.1 Theterminterna control system refersto the policies and procedures adopted by
the entity to as3st in achieving, as far as practicable, the financid management and
accountability objectives of the Government.

2.3.2.2 ThePrincipd Accounting Officer in conjunction with the Interna Audit Officer will
be respongble for ensuring that a proper system of internd control exists withinthe
entity. Thisindudes ensuring:

the orderly and proper conduct of its function
adherence to accounting policies and procedures
stewardship of assets

prevention and detection of fraud and error
accuracy and completeness of accounting records

timdy and proper preparation of accounting information.
2.3.3 Explanatory note

2.3.3.1 Thefollowing objectives are essentiad in the establishment of proper internd
control:

al transactions are executed in accordance with the rules and regulations
issued by the Government

al transactions and other events are promptly recorded in the correct amount,
in the appropriate accounts and in the proper accounting period o as to
permit preparation of accounting informeation in accordance with the accounting
policies and procedure

recorded assets are compared with the existing assets at reasonable intervals
and appropriate action is taken regarding any differences
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24  Budgeting
2.4.1 Introduction

24.1.1 Thepurpose of this section isto set out the principles for the authorisation of the
annud budget of the Government of Pakistan.

2.4.1.2 For detail budgeting process and procedures refer to chapter 3 — Budgetary
Control of the APPM.

2.4.2 Budgeting
Submission of estimates

2.4.2.1 Accounting entitieswill prepare and submit budget estimates in accordance with
the procedures set out in the Accounting Palicies and Procedures Manud and
Government Finance Regulations as prescribed by the Ministry of Finance.

Annual budget statement

2.4.2.2 The Government will, for each financid year, prepare a satement of the estimated
receipts and expenditure of the Government.

Budget statement disclosure

2.4.2.3 Theannud budget satement shal show separately:

the sums to meet expenditure described by the Condtitution as expenditure
charged upon the Consolidated Fund

the sums required to meet other expenditure proposed to be made from the
Consolidated Fund

2.4.24 Theannud budget statement shal distinguish expenditure on revenue account from
other expenditure.

2.4.3 Explanatory note
The Budget

2.4.3.1 Thebudget isthe principa document by which the Government sets out its
financid plan for the following financid year, namey how much the plan will cost (ie
expenditure) and how much and in what way, money will be raised to finance the
expenditure (ie. revenue).

2.4.3.2 The budget conssts of a number of documents:

Annuad Budget Satement - summary of the overal budget position (revenue
and expenditure)

I ssued 05/01/2002 Page2.13 concfin.doc



Manud of Accounting Principles Accounting concepts

Schedule of Authorised Expenditure - detailed estimates of Consolidated
Fund - current expenditure and detailed estimates of Consolidated Fund -
development expenditure

Finance Act - thelegd instrument through which the budget becomes an act
of law. The Finance Act dso makes the necessary amendments to existing
legidation required by the budget eg. amendments to tax rates, introduction of
new taxes etc.

The budget cycle

2.4.3.3 The budget cycle conssts of Sx phases:

setting of budget policy and initiatives- Cabinet will meet to determine budget
policy, initiatives and priorities. The budget policy, initiatives and priorities will
then be communicated to the Ministry of Finance, who will then communicate
these to minigtries and departments via the financid advisers

preparation - the preparation of the budget papers commences in October of
each financid year with the preparation and submission of entity estimates/ids
and the subsequent review and consolidation of those submissions by the
Minigry of Finance

authorisation - this phase commences with the submisson of the annua
budget to the Assembly and is completed when the entity gains control over its
aoppropriations

implementation - the next gep in the cycle isfor the entity to implement the
activities for which it has been funded. The recording and control of these
activitiesisthe subject of the accounting system

reporting - reporting is the first step through which individuas within the entity
and the Minister are held accountable for the implementation of the budget.
This tep involves both internd and externd reporting (refer to section 3.5)

performance review - this phase incorporates both internad and externa
review and together with the reporting phase covers most of what isreferred
to as accountability. The principa offices concerned with the review of
performance are the Auditor- Generd’ s office and the Public Accounts
Committee
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3 Accounting Policies
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3.1  Accounting period
3.1.1 Introduction
3.1.1.1 The purpose of this section isto define the accounting period.
3.1.2 Accounting period
Definition

3.1.2.1 *“Accounting period” will be thefinancid year commencing 1 July and ending 30
June, and will congst of twelve monthly periods.

3.1.3 Explanatory note

3.1.3.1 Article 260 of the Condtitution of the Idamic Republic of Pakistan definesthe
financid year as being “ayear commencing on thefirst of duly”. This definition has
been adopted for the purposes of this Manual and the Accounting Policies and
Procedur es Manudl.
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3.2 Accounting records
3.21 Introduction

3.2.1.1 Thepurpose of thissection isto define the accounting records and determine the
rules for the keeping and maintenance of those records.

3.2.2 Definition

3.2.2.1 *“Accounting records’ are any book of account upon which transactionsare
recorded or any other document issued or used in the preparation and processing of
the transactions of accounting entities.

3.2.2.2 *“Booksof account” are any account, deed or any other document or record
however compiled, recorded or stored whether in written form, printed form,
microfilm, or eectronic form.

3.2.3 Making of proper entries

3.2.3.1 Inthe preparation and processing of transactions and in al accounting and related
entries, pencil will not to be used. All entries will be inked.

3.2.4 Errorsomisson and corrections

3.24.1 FErasures (including the use of correction fluids or chemicals) are not permitted in
any books of account.

3.2.4.2 Caorrection of errorswill be made by reversing the origind entriesin full and
posting the correct entries, a cross reference between the origind entries and the
correcting entries will be included. Where the correction is made in amanua system
the officer making the correcting entry should initid and date the cross reference.

3.25 Maintenance of accounting records

3.2.5.1 Books of account will use pre-numbered pages and primary books of accounts eg.
cash books and ledgers, are to be bound.

3.2.5.2 Under no circumstances are pages to be removed from any primary book of
account.

3.2.5.3 All dectronic records will be backed up on aregular basis (preferably daily and at
least weekly).

3.25.4 All backups will be stored in a secure location.

3.25.5 Periodic backups (monthly) will be made and stored at a secure off- sitelocation.

Issued 17/10/98 Page 3.3 polifin.doc



Manud of Accounting Principles Accounting Policies

3.26 Minimum periodsfor retention

3.2.6.1 All accounting records will be retained either in their origina form or suitabke
subdtitute for a period of ten years from the date of certification of the latest entry by
audit or review by the PAC (whichever islatest). Some records may be destroyed
after a period of ten years.
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3.3  Accounting eements
3.3.1 Introduction

3.3.1.1 Thepurposeof this section isto establish definitions of the dements for the
classification of transactions (namely assets, liahilities, equity, revenues and
EXpenses).

3.3.1.2 TheFederd and Provincid Government operates on a modified cash basis of
accounting. The “definition” and “recognition criteria’ for the accounting € ements
listed in this section are based upon a full accruas concept. For this reason the
“Application” paragraph for each dement provides guidance on the interpretation of
the definitions in amodified cash modd.

3.3.2 Assets
Definition
3.3.21 *“Asss’ arefuture economic benefits controlled by the entity as aresult of past
transactions or other past events.

Recognition criteria

3.3.2.2 Anast will be recognised when:
it is probable that the future economic benefits will accur

the asset possesses a cost or other value that can be measured reliably
Application

3.3.2.3 All assatswill be expensed, thet is charged againgt the current years
gppropriation, at the time of purchase

3.3.2.4 Expenditure which reates to physical assets will be recorded asmemorandum
itemsin an “Physicd Assets Register” in accordance with the definitions and
directives laid down in section 2.2.4 Expenditure and commitments.

3.3.25 Expenditurewhich rdatesto financia assetswill be recorded as memorandum
itemsin an “Financid Assets Register” in accordance with the definitions and
directiveslaid down in section 2.2.4 Expenditure and commitments.
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3.3.3 Liabilities
Definition
3.3.3.1 “Liahilities’ arefuture sacrifices of economic benefits that the entity is presently
obliged to make as aresult of past transactions or other past events.
Recognition criteria
3.3.3.2 A lidbility will be recognised when:
it is probable that the future sacrifice of economic benefits will be required
the amount of the liability can be measured relidbly

Application

3.3.3.3 Lidhilitieswill be recognised on a cash or as committed basis, with the commitment
or expense being made againgt the appropriation given for that expenditure.

Current ligbilities are the obligations payable at the demand of the creditor and
those part of other obligation whose liquidation is expected within one year of
the reporting date

Long term liahilities are the obligation which are expected to be liquidated after
aperiod of one year of the reporting date

3.3.3.4 Commitment will be recorded as memorardum itemsin the commitments section
of the “Budget Head Register” in accordance with the definitions and directives laid
down in section 2.2.4 Expenditure and commitments.

3.3.3.5 Lianilities other than commitments will be recorded as memorandum itemsin a
“Liabilities Register” in accordance with the definitions and directives laid downin
section 2.2.4 Expenditure and commitments.

3.34 Equity
Definition

3.34.1 *“Equity” istheresdud interest in the assets of the entity after deduction of its
ligbilities

Application

3.3.4.2 Equity will be recognised in accounting records as per codes stated in the Chart of
Accounts Manua and procedures laid down in the APPM.

3.3.4.3 All trandfers of equity will be accounted for on a cash bass and will be trested as
revenues to the receiving entity and as expenses to the contributing entity.
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3.3.5 Revenues
Definition

3.35.1 “Revenues’ areincreasesin economic benefits in the form of increases or
enhancements of assets or decreases of ligbilities that, other than those reating to
contributions by the Government as owner, result in an increase in equity.

Recognition criteria

3.3.5.2 Anitem of revenue will be recognised when:

it is probable that the increase of future economic benefits related to the
increase in assets and/or decrease in lidbilities will occur

theincreasein future economic benefits related to the increase in assets and/or
decreasein ligbilities can be measured rdliably

Application

3.3.5.3 Revenueswill be recognised on a cash basis (ie. as and when the entity gains
control over the cash). In addition to this where the future revenue of a Government
can be estimated, this information will be disclosed in the accounts by the way of a
note.

3.3.6 Expenses
Definition

3.3.6.1 “Expenses’ are decreasesin future economic benefitsin the form of reductionsin
assets or increasesin liabilities of the entity that, other than those relating to
distributions by Government as owners, result in adecrease in equity.

Recognition criteria

3.3.6.2 Anexpensewill be recognised when:

it is probable that the decrease in future economic benefits related to the
reduction in assets and/or increases in liahilities will occur

the decrease in future economic benefits can be measured reliably
Application

3.3.6.3 Expenseswill be recognised on a cash or as committed bas's, with the expense or
commitment being made againgt the appropriation given for that expenditure.
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3.3.7 Explanatory note
Definition of accounting elements

3.3.7.1 Thepurpose of the accounting modd isto portray the financid effects of
transactions. In order to do thisit is necessary to group the transactions into broad
classes according to their economic characteristics. These broad classes are to be
referred to as the accounting dements, namedly assets, liabilities, equity, revenue and
expenditure.

3.3.7.2 Deallsregarding the classfication of the accounting dements are contained in
chapter 4 Chart of Accounts.

Financial assetsand liabilities

3.3.7.3 Theterm financid assets and lidbilities refers to those assets and ligbilities
conggting of cash and cash equivaents. Cash equivaents are items readily converted
into cash &g. bearer bonds.

Recognition of accounting elements

3.3.7.4 Subsequent to determining the broad classes, it is necessary to specify the criteria
that need to be met before the accounting e ements can be recognised in the books of
account. The underlying assumption in determining the criteriafor recognition is there
exigts a present obligation or an expectation that economic benefits will flow to or
from an entity. Recognition is then basaed on there being sufficient certainty thet the
flow of economic benefits to or from the entity will occur.

Economic benefits

3.3.7.5 Theterm economic benefits refers to the potentid to increase or decrease the flow
of cash or cash equivaents of the entity. However, amodified cash basis of
accounting precludes the accounting for “potentid” flows, other than commitments,
and ingtead requires the actua cash to be accounted for.

Control and present obligations

3.3.7.6  Theterm “control over the future economic benefits’ is defined as the capacity of

the entity to enjoy the benefits and deny or regulate the access of othersto the
benefits.

3.3.7.7 Where an entity acts as an agent the revenues or expenses should not be recorded
in the primary books of account other than as a matter of stewardship. For example,
an entity collecting taxes will not normaly control the future economic benefits
embodied in the tax collections and as such would not recognise the taxes as
revenues of the entity. The entity may however recognise “taxes collected on behaf
of the Government” as subsdiary information on the overdl performance of the
entity.
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3.3.7.8 Theterm “present obligations’ is defined as a duty or respongibility of the entity to
act or parformin acertain way. An obligation implies the involvement of two
separae parties, namely the entity and a party externd to the entity.

Occurrence of past transaction or other past event

3.3.7.9 Theterm “occurrence of past transaction or other past event” refers to the
requirement that, in order for an accounting eement to be recognised in the books of
account, it must have been the result of atransaction or other past event giving the
entity control over the future economic benefits or giving rise to a present obligation
upon the future economic benefits.

Prior Year Adjusments

3.3.7.10 Recepts and Expenditure which occurs in the current yesar, relaing to previous
years due error or omission are referred to as Previous Y ear adjustments.

Previous year adjustments will need to be ;made against the Schedule
of Authorised Expenditure in the current year with the permission of
the Auditor-Genera routed through the adminigtrative/department and
will be shown by way of note accompanying the Financiad Reports.

3.3.7.11 Prior year adjustments thet relate to misclassification without any impact on the
cash baance of either the Consolidated Fund or Public Account and with the
permisson of the Auditor- Generd routed through the administrative
ministry/department will be shown by way of note accompanying the Financid
Reports.

3.3.7.12 Detailed directions on the disclosure of prior year adjustments for reporting
purposes are contained in the Accounting Policies and Procedures Manud.

Probability

3.3.7.13 Theterm probable means that the chance of the future economic benefits or
sacrifice of economic benefits arisng is more likely rather than less likely.

Reliable measurement

3.3.7.14 For an accounting €lement to meet the recognition criteriait must possess a cost
or other vaue that can be measured in amanner that accurately and faithfully
represents the transactions that have occurred.

Contributions by ownersand distributions to owners

3.3.7.15 Contributions by owners and distributions to owners are nort reciproca transfers
between an entity and the Federa and Provincid Government acting in its capacity as
owner.
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3.3.7.16 Didgributionsto owners are made at the discretion of the ownership group or its
representatives after stisfying restrictions imposed by legidation or by agreements
with other entities. Generaly, an entity is not obliged to transfer assets to owners
except in the event of the entity being wound up (paragraphs 2.1.10.8 to 2.1.10.10
Government as owner and funder of services).

3.3.7.17 Within amodified cash bad's of accounting contributions by owners are
recognised within the books of accounts as revenue, to the receiving entity and asan
expense to the contributing entity.

Doubleentry book keeping

3.3.7.18 Theadoption of accounting elements, as defined above, necessitates the adoption
of adouble entry book keeping system. For example the recognition of revenue
occurs smultaneoudy with the recognition of increasesin assets or decreasesin
ligbilities
Generally Accepted Accounting Principles (GAAP)
3.3.7.19 The accounting principles set out in this Manud are generdly consigtent with
those set out in the “Framework for the Preparation and Presentation of Financial

Statements’ issued by the Internationa Accounting Standards Committee, in so far as
that framework addresses the definition and recognition of accounting elements.
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34  Banking
3.4.1 Introduction

3.4.1.1 Thepurposeof thissection isto set out the principles for banking by accounting
entities.

3.4.2 Banking
State Bank of Pakistan to bethe sole banker

3.4.2.1 Government will only bank with the State Bank of Pakistan or its authorised
agent/s under the authorised agreement.

Operation of bank accounts

3.4.2.2 Government will not open or operate bank accounts outside of those authorised
by the Minigtry of Finance.

Bank accounts areto be operated by authorised officersonly.

3.4.2.3 All banking transactions will be conducted in accordance with the principles laid
down in the Accounting Policies and Procedures Manual and / or the Federal /
Provincid Treasury Rules asissued by the Minisiry of Finance or the Auditor-
Generd.

Withdrawals from bank accounts

3.4.2.4 All paymentswill be made by cheque, transfer or direct debit unless otherwise
authorised by the Ministry of Finance or the Auditor- Generd.

3.4.2.5 Only officid Government issued cheques will be used when making payments by
cheque unless otherwise specificaly authorised by Government

3.4.2.6 All chegues and direct debits will be authorised in accordance with the policies and
procedures set out in the Accounting Policies and Procedures Manud and / or the
Federd / Provincid Treasury Rules asissued by the Ministry/Department of Finance.

Depositsto bank accounts

3.4.2.7 All cashreceiptswill be deposited in branches of the State Bank of Pakistan or the
Nationa Bank of Pakistan or their specificdly authorised agents.

3.4.2.8 Cashreceptswill be deposited on the day of the receipt, unless otherwise
authorised by the Ministry of Finance.

3.4.29 Government department should keep the cash transactions to the minimum level.
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3.4.2.10 All cashreceptswill be retained in a secure location until such time as the monies
are deposited.

3.4.2.11 All depositswill be accounted for in accordance with the policies and procedures
st out in the Accounting Policies and Procedures Manudl.

Reconciliation of bank accounts

3.4.2.12 At theclose of each month, the entity will reconcile its books of accounts with the
bank records. This reconciliation isto be performed in accordance with the policies

and procedures set out in the Accounting Policies Procedure Manual, GFR and
Federd / Provincid Treasury Rules.
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3.5 Reporting
3.5.1 Introduction
3.5.1.1 Thepurposeof thissection isto set out the principles for reporting by accounting
entities.
3.5.1.2 Thetiming and format of various periodic reports are st out in the Financid
Reporting Manud.
3.5.2 Reporting

Preparation of financial reports

3.5.2.1 Financid reportswill be prepared in the format and manner prescribed in the
Accounting Palicies and Procedures Manudl.

Purpose of financial reports

3.5.2.2 Financid reportswill be prepared in amanner that will communicate
comprehensive, reevant, rdiable, understandable and comparable informationin a
timely manner about a reporting entity to meet the needs of the users of those
financid reports.
3.5.3 Explanatory note
Purpose of financial reports

3.5.3.1 Financid reports are ameans of communicating relevant and religble information
about a reporting entity to users. The objective of those financid reportsisto meet
the needs of those identified asthe users of the financid reports. Those needs
depend, in turn, on the activities of reporting entities and the decisions users make
about them.

3.5.3.2 Financid reports serve two broad purposes the first isto assst usersin the
alocation of resources. The second purpose isto provide a mechanism to enable an
entity ard the Government, as the owner of that entity, to discharge their joint
accountabilities.

Usersof financial reports

3.5.3.3 Given the purpose of financid reports, it therefore follows thet there are three
broad groups of users of financid reports:

the Federal and Provincid Government, and the Provincid Governments as
providers of resources

the public as the recipient of goods and services
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the Public Accounts Committee, the Federd and Provincid Government and
the public, as parties performing areview or overgght function

Objective of financial reports

3.5.3.4 Theobjective of financid reportsisto meet the needs of the users of those financid
reports, namely:

to provide information about the financid pogtion, performance and changes
in finandid pogtion of the reporting entity

to discharge the accountability of the entity for stewardship of the resources
entrusted to them

Qualitative characteristics of information

3.5.3.5 Thequditative characterigtics of information are defined in the Internationa
Accounting Standards Committee' s “ Framework for the Preparation and
Presentation of Financid Statements’, these characteristics are summarised in the

following paragraphs.

3.5.3.6 Therearefive quditative characteristics to be consdered in the collection and
reporting of financia information to be provided to users, these are:

understandabiility - the information must be reedily understood by users with a
reasonable knowledge of the activities of the entity, its economic environment
and accounting framework

relevance - to be useful, information must be relevant to the decison making
needs of the users. It should help usersin making predictions about the
outcomes of padt, present or future events and / or confirm or correct past
evauations. Theinformation should aso assist usersto assess the rendering of
accountability of the entity

rdiability - users must be capable of depending on the information contained
in the financia reports to represent faithfully and without bias or undue error,
the transactions or events that ether it purportsto represent or could
reasonably be expected to represent. 1t should be noted that the Federa and
Provincid Government does not comply with GAAP in that legdl form takes
precedence over economic substance

comparability - users must be able to discern and evduate Smilaritiesin, and
differences between, the nature and effects of transactions and events, at one
time and over time

meateridity - al financid information should be assessed as to whether its
omission or misstatement could influence the economic decisons of usars
taken on the basis of the financid statements
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Constraintson reevant and reiable information

3.5.3.7 Hnancid information which is rdlevant and rdliable may loseitsrdevanceif thereis
undue delay in the reporting of the information. Thus, the time available to gather and
report financid information isamgor condraint. In baancing the two the overriding
congderation is how best to meet the needs of usars.

3.5.3.8 TheManud of Accounting Principles sets out the broad principles and objectives
to be followed in the preparation of financia reports. The Accounting Policies and
Procedures Manual details the procedures to be followed in the preparation of
accounts eg. closing of accounts, year end adjustments etc. and prescribes the form,
content and timing for the preparation and submission of reports.
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3.6 Inter entity transactions
3.6.1 Introduction

3.6.1.1 The purpose of this section isto set out the principles for accounting for inter entity
transactions by accounting entities.

3.6.2 Inter entity transactions
Definition

3.6.2.1 Inter entity transactions are accounting transactions performed by one Province or
the Federation but belonging to budget of a different Province or the Federation.

3.6.2.2 Inter entity transaction of dl those entities maintaining the same bank account
should be made through book adjustment and those entities having different bank
account should be made through cheques.

Accounting treatment

3.6.2.3 Inter entity transactions will be recognised in the accounts of the receiving entity
only and will not form revenues or expenses of the incurring entity.

3.6.2.4 All inter entity transactions are to be accounted for in accordance with the policies
and procedures contained in the Accounting Policies and Procedures Manud.
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4.1  Financial and accounting responsbilities of the Public Accounts Committee
4.1.1 Responsibilities

4.1.1.1 Theresponshilitiesreferred to below incorporate both the Public Accounts
Committee and the Provincia Public Accounts Committee.

4.1.1.2 The Public Accounts Committee is responsible for examination and reporting as
detailed in the consolidated financia statements prepared by the Auditor- Generd.

4.1.1.3 Theresponghilities of the Public Accounts Committee are governed by the
Rules and Procedures of the Nationd Assembly.

4.1.1.4 ThePublic Accounts Committee are required to submit their findings and
recommendations to Parliament and to the Principa Accounting Officer of the
concerned entity for actioning.

4.1.2 Constitution

4.1.2.1 ThePublic Accounts Committeeis congtituted from the members of the Nationd
Assembly.

4.1.3 Accountability

4.1.3.1 ThePublic Accounts Committee reports to Parliament, however, there are no
legidative powers covering the accountability of the Public Accounts Committee to
Parliament.
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4.2  Financial and accounting responsbilities of the Auditor-General’sOffice
421 Responsibilities

4.2.1.1 Respongbilitiesof the Auditor- Generd’s Officeinclude:

certify the accounts of the entities other than those specified in Schedule 2 of
thisManua

report the result of the examination to the Government

supply financia information on an as required basis to the Federd or the
Provincid Governments or their representatives

submission of the annua accounts of the Federation and each Provinceto the
President or the Governor as the case may be

preparation and submission to the President, Genera Financid Statements
incorporating the summary of the accounts of the Federation and al Provinces

keeping the accounts of the entities other than those specified in Schedule 2 of
this Manual

supplying the financid information as and when required to the Federd and
Provincid Governments or their representatives

monitoring the working of the Accountant- Generd of Pekistan Revenue and
Provincid Accountants Generds

4.2.2 Legidativerequir ements

4.2.2.1 The operaions of the Auditor-Generd are governed by the Congtitution of Idamic
Republic of Pakistan and the Pakistan (Audit and Accounts) Order, 1943.

Congtitutional requirements

4.2.2.2 The Auditor-Generd will, in relation to the accounts of the Federation and of the
Provinces and the accounts of any authority or body established by the Federation or
aProvince, perform such functions and exercise such powers as may be determined
by or under Act of Parliament and, until so determined, by Order of the Presdent

4.2.2.3 Theaccounts of the Federation and of the Provinces shal be kept in such form and
in accordance with such principles and methods as the Auditor- Generd may, with the
approval of the President, prescribe.

4.2.2.4 Thereport of the Auditor- Generd in rdation to the accounts of the Federation and
Provinces shdl be submitted to the President or Governor asthe case may be.
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Pakistan (Audit and Accounts) order, 1943 requirements

4.2.25 The Office of the Auditor- Generd will:
be responsible for the audit of dl transactions of the Federation and Provinces

be responsible for supplying information on financiad matters as required by
the Federd or Provincid Government

have authority to ingpect Government treasuries and other offices responsible
for keeping subsidiary accounts

be responsible for keeping the accounts of the Federation and of each
Province

prepare for the Federation and for each Province an appropiastion showing
the annua receipts and disbursement, and submit these accounts to the Federa
or Provincid Governments

comply with the order of the President for the accounts of the Federation and
the Governors for the accounts of the Provinces

prepare and submit annualy to the President a Consolidated Generd
Financid Statement

4.2.3 Accountability

4.2.3.1 Office of the Auditor-Generd is accountable to the President of Pakistan.
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4.3  Financial and accounting responsibilities of the Accountants-Generals Offices
4.3.1 Responsibilities
4.3.1.1 Responghilitiesof Accountants-Generals Officesin respect of centrdised
acoounting entitiesinclude:
keeping the accounting records of their transaction
performing pre- audit(validation) function on their payments
4.3.1.2 Other financid and accounting responsibilities of the Accountants Generals
Officesinclude:

preparation and submission to the Federal and Provincid Governments of
consolidated monthly and consolidated quarterly accounts for the Federation
and for each Province

preparation for eech financid year, of haf yearly and annud financid
satement of the Federal and each of Provincid Governments and the
Consolidated Financia Statements of the Republic for submission to the
Auditor Generd of Pekistan.

4.3.2  Accountability

4.3.2.1 Accountants-Generd’ Offices are accountable to the Auditor-Generd.

4.3.3 Explanatory note
4.3.3.1 For the Federa Government, the office of the Accountant-Generd of Pakistan
Revenue performs the above responsibilities with the assistance of
Accountant-Generd of Pakistan Revenue office in Idamabad
Federa treasury officein Idamabad
Sub- Offices of Accountant-Genera of Pakistan in each Province
Didtrict Accounts Offices at district level

4.3.3.2 For theProvincid Government, Accountants-Genera perform the above
responghilities with the assstance of:

Treasuries in various locations

Digtrict Accounts Offices at district leve
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4.4  Financial and accounting responsibilities of the Ministry of Finance - Finance
Division (Federal) / Department (Provincial)

441 Responsbilities

4.4.1.1 Respongbilitiesof Finance Divison/Department in respect of government
accounting of the entities other than those specified in Schedule 2 include:
compilation and sanction of annud budgets and supplementary budgets

advisng Government on policy matters relating to the accounts and financia
métters of the Government

monitoring overdl budget performance for the Government

prescribing detailed policies and procedures in relation to specific accounting
and financia aress eg. purchasing, insurance etc.

4.4.1.2 Other financid and accounting responsbilities include:

management of domestic and foreign borrowing, including aid and grants

4.4.2 Accountability

4.4.2.1 FnanceDivison isaccountable to the Finance Minister.
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4.5  Financial and accounting responsibilities of the Central Board of Revenue
45.1 Responsibilities

45.1.1 Responghilitiesof the Centra Board of Revenue include:
assessment and collection of Federal Government taxes

recording and reconciliation of revenue collections
45.2 Accountability

4521 Centrd Board of Revenueis accountable to the Finance Minigter.

45.3 Explanatory Note

45.3.1 TheCentrd Board of Revenueisin the process of becoming a sdlf accounting
entity. Once thishas occurred the Manua of Accounting Policies will be revised
accordingly.
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4.6  Financial and accounting responsibilities of the State Bank of Pakistan and its
agent/s

4.6.1 Responsbilities

4.6.1.1 The State Bank of Pakistan and its agent, National Bank of Pakistan are the
Government’s Banker.

4.6.1.2 Theresponghilities of the State Bank of Pakistan and its agent, the National Bank
of Pakistan in respect of government accounting include:

making collections on Government account

meaking disbursements on approved claims

mentenance of records of al transactions described above

preparation and submission of statements of transactions(in such form as may
be specified)

managing the Government’ s cash baances in accordance with the
Government’ sspecific ingructions

periodic reconciliations of transactions with Accountants Generd’ s Office and
Accountant General Pakistan Revenues

periodic reporting to Accountants Genera’ s Office, Accountant Generd
Pakistan Revenues and Minigtry of Finance

4.6.2 Explanatory note

4.6.21 The State Bank of Pakigtan fulfilsthe role of the Centra Banker, having overdl
respongibility for the management of the Government’ s banking. The National Bank
of Pakistan takes primary responsibility for the mgjority of the transaction processing
of Government.
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4.7  Financial and accounting responsibilities of centralised accounting entities.
4.7.1 Responsibilities
4.7.1.1 Thefinancid and accounting responsibilities of centralised accounting entities are

organised such that:

the primary books of accounts are maintained and reported on by the
Accountants Generd’ s Offices

the Accountants-Generds Offices perform the pre-audit function
al other financid and accounting responghilities remain the respongbility of
the Principa Accounting Officers
4.7.2 Determination of entitiesto beincluded in Schedule1 & 2 of thisManual.

4.7.2.1 The Auditor-Generd of Pakistan in consultation with Ministry of Finance will
determine the entities to beincluded in Schedule 1 & 2
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4.8  Financial and accounting responsibilities of Schedule 1 entities
4.8.1 Responsibilities
4.8.1.1 Thefinancid and accounting responghilities of Schedule 1 entities are organised

such that:

the Head of Organisation is respongble for maintaining primary books of
accounts

they are respongble for conducting their own pre-audit

the entities have delegated powers and responsibilities to independently
account for expenditure and receipts, and to make their own payments and
operate their own assgnment accounts

periodic reports are prepared and submitted to the Accountants General’s
Office

4.8.2 Determination of entitiesto belisted in Schedule 1

4.8.2.1 TheAuditor-Generd of Pakistan in consultation with the Minisiry of Finance will
determine the entities to be included in Schedule 1.
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Manud of Accounting Principles Financid and accounting responsibilities
of financid officers

5.1 Financial and accounting responsbilities of financial officers

5.1.1.1 Theterm financid officer has been used in generic sense to describe dl officers
having accounting or financid responghility .
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5.2  Financial and accounting responsibilities of Principal Accounting Officers
521 Position

5.2.1.1 Therewill beaPrincipd Accounting Officer for each Ministry/Divisorn/Depatment
other than entities in Schedule 1 and 2 of this Manud. In the case of Schedule |
entities the Head of Organisation will assume the respongihilitie s of the Principa
Accounting Officer.

5.2.2 De€finition

5.2.21 ThePrincipa Accounting Officer isthe senior accounting officer within the entity
other than for entitiesin Schedule 1 and 2 of thisManud. In the case of Schedule 1
entities the Head of Organisation will assume the responghilities of the Principa
Accounting Officer.

5.2.3 Responsibilities

5.2.3.1 Reponghilities of the Principa Accounting Officer includes:

ensuring compliance with the Manua of Accounting Principles and
Accounting Policies and Procedures Manua and any other financia and
accounting directivesissued by the Government

gpplication of appropriate accounting policies
preparation and monitoring of the entity’ s appropriation
exercigng ddegation of financid responsbility
authorisation and recondiliaion of expenditure

due diligence in provison of accounting informeation
goplication of internd control within the entity

safe custody of assets

proper use of resources
5.24 Accountability

5.24.1 ThePrincipa Accounting Officer is responsble to the Minister concemed and to
the Public Accounts Committee in relation to under and over expenditure on Budget.
The head of Organisation in Schedule Accounting entities is responsible to the
Minister concerned through the Secretary of the Ministry/Division concerned.

525 Explanatory note

5.25.1 ThePrincipa Accounting Officer will be the Secretary in the centralised accounting
entities and the Chief Executive Officer in the saf accounting entities. The Principa
Accounting Officer may delegate to the Controlling Officer.
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5.3  Financial and accounting responsibilities of the Financial Adviser
5.3.1 Position

5.3.1.1 For each accounting entity within the Federa Government only other than entities
specified in Schedule 2 of this manud there will be assigned a representetive of the
Finance Ministry who will be designated as the Financid Adviser.

5.3.2 Definition

5.3.2.1 TheFnancid Adviser will be respongble for advising the Principa Accounting
Officer in the gpplication of Government policies.

5.3.3 Responsibilities

5.3.3.1 Regponghilitiesof Financial Adviser include:

to provide financid adviceto the Principal Accounting Officer on the
gpplication of Government accounting policies

to assst the Principa Accounting Officer in the scrutiny of budget proposals
and submissons

to represent the Ministry of Finance in important assignments, projects and
matters relaing to the management of that entity

5.3.4 Accountability
5.3.4.1 TheFinancid Adviser isresponsible to the Finance Secretary
5.35 Explanatory note

5.35.1 For etitiesthat do not have their own Financid Adviser, the Financid Adviser
atached to the rdlevant Ministry / Division / Department will be considered to have
an officein the atached entity of that Minigtry / Divison / Department.
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5.4  Financial and accounting responsibilities of Finance and Accounts Officers
54.1 Position

5.4.1.1 For each entity other than entities specified in Schedule 2 of this manud there will
be a Finance and Accounts Officer/s.

5.4.2 Definition

5.4.2.1 The Finance and Accounts Officer will be responsible for advising the Principa
Accounting Officer on dl financid, budgetary and accounting matters and recording
of financid transactions within the entity.

5.4.3 Responsibilities

5.4.3.1 Responshilities of Finance and Accounts Officersinclude:
co-ordination and interna scrutiny of budget estimates

ensuring development schemes are prepared in accordarce with the
prescribed financid procedures and policies

advidng the Principa Accounting Officer on dl financid, budgetary and
accounting matters related to the entity

ensuring proper maintenance of accounting informeation including reconciliaion
exercising interna checks on irregularities, waste and fraud

ensuring gpplication of al accounting and financid rules and regulaions issued
by the Government

co-ordination with Financid Adviser
5.4.4 Accountability

5.4.4.1 TheFinance and Accounts Officer is accountable to the Principal Accounting
Officer.
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5,5  Financial and accounting responsbilities of Internal Audit Officer
5,5.1 Position

5.5.1.1 Therewill be an Internd Audit Officer for each centraised accounting entity and
each sdf accounting entity.

5.5.2 Definition

5.5.2.1 Thelnternd Audit Officer isrespongble for reviewing the effectiveness of systems
of interna control and reportsto the Principa Accounting Officer.

5,5.3 Responsbilities

55.3.1 Regonghilitiesof the Internd Audit Officer include:
auditing of mgor transactions within the entity

assiding the Principa Accounting Officer in developing and maintaining a
system of internd control within thet entity

reporting compliance with the financia policies and procedures
reporting on the proper accountability of the entity’ s assets and liahilities

5.5.4 Accountability

55.4.1 Thelnternd Audit Officer will be respongible to the Principal Accounting Officer.
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5.6  Financial and accounting responsbilities of Project Director
5.6.1 Position
5.6.1.1 ThePrincipa Accounting Officer will assgn a Project Director to each project.
5.6.2 Definition

5.6.2.1 The Project Director will be responsible for the performance and financial and
accounting function of the project to which the Project Director is assgned.

5.6.3 Responsibilities

5.6.3.1 Responghilities of the Project Director include:

ensuring compliance with financid and accounting policies and procedures
issued by the Auditor-Generd and the Ministry of Finance.

ensuring proper recording of financid transactions

ensuring compliance with the objectives of that project
authorisation and monitoring of expenditures

prompt full and accurate reporting of financid information

ensuring compliance with the limits of authorities

furnishing the Auditor Genera with acopy of the monthly accounts.

5.6.4 Accountability

5.6.4.1 TheProject Director is responsible to the Principa Accounting Officer of the
controlling entity.
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5.7  Financial and accounting responsbilities of Auditor-General of Pakistan
5.7.1 Position

5.7.1.1 Asrequired by the Congtitution of the Idamic Republic of Pakistan thereisan
Auditor-Generd.

5.7.2 Déefinition

5.7.2.1 The Auditor-Generd is appointed by the President and performs such functions
and exercises such powers and prepares such reportsin relation to the expenditure
and accounts of the Federation and Provinces as may be determined by an Act of
Parliament and, until so determined, by the President.

5.7.3 Responsibilities

5.7.3.1 Responghilities of the Auditor- Generd include:
responsibility for the audit of al transactions of the Federation and Provinces
reporting to the President on the accounts of the Federation and to the
Governor on the accounts of the Provincid Governments

5.7.3.2 Inaddition to the responghilities outlined above in 8.7.3.1 there is a further
respongibilities for supplying information on an as required basis to the Federa and
Provincid Governments. These responghbilities include:

keeping the accounts of the entities other than entities specified in 2 of this
manua and reporting on the accounts of the said entities.

preparation and submission to the Auditor- Generd of the consolidated
Gengrd Financid Statements

supplying the requested information to the Federd or Provincid Governments
or their representatives

managing the workings of the Accountant- General of Pakistan Revenue and
the Provincia Accountant-Generals

responsibility for the audit of al transactions of the Federation and Provinces

reporting to the President on the accounts of the Federation and to the
Provincid Governments or their representatives.

5.7.4  Accountability
5.7.4.1 The Auditor-Generd is responsible to the President of Pakistan.
5.7.5 Explanatory note

5.7.5.1 The Cordtitution of the Idamic Republic of Pakistan Sates genera provisons for
the terms of office of the Auditor- Generad and empowers Parliament and the
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President to determine the terms and conditions of service, the term of office and
powers and function of the Auditor-Generd.

5.7.5.2 The specific terms, conditions and powers are contained in the Pakistan (Audit and
Accounts) Order 1973, issued by the President.
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5.8  Financial and accounting responsibilities of Accountants-General
5.8.1 Position

5.8.1.1 For the Federation there will be an Accountant-Generd Pakistan Revenues. For
the Provinces there will be Accountants-Generd.

5.8.2 Definition

5.8.2.1 The Accountant-Generd is the head of an office of audit and accounts, or of
accounts. It includes Accountant- Generd of Pakistan Revenues, Provinad
Accountants-Generd, Digtrict Accounts Offices and Treasury Offices.

5.8.3 Responsibilities
5.8.3.1 For dl entities other than entities specified in Schedule 1 & 2 of this manud the
Accountant- Generd is respongble for:
keeping the accounting records of their transactions
performing the pre-audit (vaidation) function on payments

preparation and submission of civil accounts to the Federal and Provincid
Governments in the manner specified by the Auditor- Genera

preparation and submission of annud accounts of the Federd and Provincid
Government to the Comptroller- Genera

preparation of bank reconciliation
5.84 Accountability

5.8.4.1 The Accountant-Generd is responsible to the Auditor Generd of Pakistan.
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6.1  Schedule of self accounting entities

6.1.1.1 Sdf accounting entities are defined in sections (as per 1.3.3.5) as any accounting
entity for whom the Principa Accounting Officer has primary responsibility for the
accounting and reporting functions (ie as opposed to the Auditor Generd’s office).

6.1.1.2 Examplesof sdf accounting entities are:

Nationa Savings Organisation

Pakistan Mint

Food Wing of the Food and Agriculture Divison
Pakistan Public Works Department

Minigtry of Foreign Affairs

Geological Survey of Pakistan

Pakisan Ralways

Forest Department

Ministry of Defence
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7.1  Schedule of exempt entities

7.1.1.1 Exempt entities are defined as those which fdl outsde the responsibility of the
Auditor Generd of Pakistan for accounting and reporting purposes.

7.1.1.2 Examplesof exempt entities are:
Water and Power Development Authority (WAPDA)
Oil and Gas Development Authority (OGDA)
Nationd Highway Authority (NHA)
National Mass Trangt Authority (NMTA)

al Government Corporations, listed companies and other entities required to
prepare reports under the Companies Ordinance, 1984.
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