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Introduction 

The Government of Pakistan, with the help of the World Bank (WB), 

introduced the Project to Improve Financial Reporting and Auditing 

(PIFRA) in 1996 to comply with international accounting standards. As 

part of this, the New Accounting Model (NAM) was introduced to keep 

pace with technological advancements and bring the rules, regulations, 

and procedures into conformity with international best practices. 

Additionally, the formal implementation of International Public Sector 

Accounting Standards (IPSAS) would facilitate the customization of 

the financial reporting formats mentioned in NAM, aligning them with 

relevant IPSAS requirements. The introduction of the New Accounting 

Model, an essential component of PIFRA, provides a platform offering 

steps towards both theoretical and practical changes across the country. 

The study aimed to understand and assess the extent to which NAM 

has been implemented in Pakistan with the introduction of PIFRA. The 

earlier system of classification and accounting was considered 

unsatisfactory due to numerous technical omissions; modern 

accounting required implementation in an organized and coherent 

manner, enabling knowledgeable managers to make rational decisions 

based on maximizing organizational performance. Despite challenges, 

the project brought some reforms to Pakistan's accounting system. 

However, given the scope and size of PIFRA and NAM, the transition 

from the legacy system of accounting has not been implemented to the 

satisfaction of multiple stakeholders and accounting standards. The 

New Accounting Model sets national standards for accounting and 

financial reporting based on a modified cash basis of accounting and 

will gradually move towards an accrual basis. This requires the use of 

skilled accounting staff to provide appropriate, relevant, and reliable 

financial information to support fiscal and budget management, 

financial decision-making, and reporting processes. Most of the 

structural reforms introduced by the Government of Pakistan over the 

last decades can be seen as aspects of NAM, which, collectively, may 

be viewed as ways to improve accountability and control in the public 

sector accounting system (Buzdar, 2020). 
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Problem Statement 

The accounting system of Pakistan was inherited from the century-old 

accounting system of colonial administration. The old accounting 

system lacked timeliness, accuracy, and most importantly, 

transparency. The Government of Pakistan launched the World Bank-

funded project PIFRA (I, II) in 1996 to meet international standards for 

financial management and prudence in auditing and accounting 

functions. Although the PIFRA project was completed in 2014, multiple 

stakeholders still face problems when interacting with Accounts 

Offices in general and with AGPR in particular. This situation calls for 

in-depth research into auditing practices to ensure financial prudence 

in AGPR and other Accounts Offices in the post-PIFRA scenario to 

identify fault lines and suggest a way forward. 

Literature Review 

The idea behind introducing fiscal prudence and discipline in the 

accounting system was to meet the requirements of Generally Accepted 

Accounting Standards (GAAS) in public sector organizations and 

donors' organizations. The preparation and use of new financial 

information aimed at efficient and effective decision-making, 

increasing efficiency at the operational level, and improving 

accountability through inbuilt audit checks for different functional 

deliverables of accounts offices. There is a growing trend worldwide 

for government accounting to shift from a cash basis to an accrual-

based accounting system. The available literature, including audit 

manuals for various Human Resource (HR) modules such as General 

Provident Fund, Pension, and Salary, as well as research studies and 

reports on financial prudence in auditing practices, was reviewed. 

Additionally, international best practices for financial prudence were 

also examined. Around the world, there is increased awareness of the 

crucial need for better performance and greater accountability in public 

financial management (PFM) systems. Indeed, many countries are 

working hard to crack down on corruption by reducing incentives to 
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commit corrupt acts and increasing the likelihood of detection. 

However, much more could still be done. 

Research methodology 

 

The primary objective of this research is to assess the impact of PIFRA 

on improving accounting and auditing (pre-auditing) standards in 

Pakistan and to identify the problems in implementing NAM. The 

research method for this study is qualitative research, which will draw 

data from both a literature review of previous studies in this field and 

interviews conducted with relevant persons in the CGA organization. 

The data used in this research paper primarily comes from interviews 

and the study of several journals, including the Journal of International 

Financial Management. Additionally, journal articles will be reviewed 

because they are more precise and focused on a narrower scope of 

analysis. Another commonly used source to achieve research objectives 

is studies conducted by major organizations like the World Bank, IMF, 

and Asian Development Bank. Studies by these esteemed institutions 

are particularly useful for providing statistical information. Moreover, 

firsthand information will be collected from relevant office bearers in 

the offices of AGPR/AG in the respective provinces regarding service 

delivery improvements to stakeholders in the post-PIFRA scenario. 

CRITICAL ANALYSIS OF AGPR DELIVERBALES 

Legal Mandate of AGPR and Accounts Offices for auditing 
function: 

The Accountant General of Pakistan Revenues and its sub-offices 

derive their legal mandate from Section 6(a) of the Controller General 

of Accounts Ordinance 2001. The legal mandate for auditorial functions 

and powers is derived from Section 5(b) of the Controller General of 

Accounts Ordinance 2001, which states: “to authorize payments and 

withdrawals from the Consolidated Fund and Public Accounts of the 

Federal and Provincial Governments against approved budgetary 

provisions after pre-audited checks as the Auditor-General may, from 

time to time, prescribe.” Similarly, Section 5(h) states: “The Controller 
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General of Accounts will develop and maintain an efficient system of 

pensions, provident funds, and other retirement benefits in 

consultation with the concerned Government” (Controller General of 

Accounts (Appointment, Functions and Powers) Ordinance, 2001). 

There are five main deliverables of Accounts Offices, including AGPR, 

Islamabad, as follows: 

1. Preparation of financial statements and appropriation accounts 

for the Federal Government and production of consolidated 

financial statements for the whole of Pakistan per the Financial 

Reporting Manual under the New Accounting Model (NAM). 

2. Processing of payroll for Federal Government employees by the 

Pay Master General. 

3. Custodian of Public Account receipts and payments, including 

the General Provident Fund (G.P. Fund) for Federal 

Government employees. 

4. Pension payments to retired Federal Government employees. 

5. Payment authorization of contingencies, developmental 

budgets, and employee-related expenditures. 

The functions of AGPR are achieved mainly through the System 

Application & Product (SAP) software installed in all Accounts Offices 

under PIFRA. These deliverables are achieved through the following 

organizational structure of AGPR, Islamabad. 
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Interestingly, the organizational structure remained the same before 

and after the PIFRA scenario, except that additional sections were 

created to cater to the new SAP/ERP-related functions. The spirit of 

PIFRA was to centralize auditing and accounting functions with 

minimal human resource requirements. However, change 

management from the legacy system of auditing was not properly 

carried out in Accounts Offices, and the new system was not readily 

accepted by the old employees. In AGPR, the following components 

are performed through SAP/ERP: 

a. Integration of Salary Network 

b. Pension / Commutation Calculation through the system 

c. Consolidated Personal Information 

d. Updated GP Fund Accounts 

e. GP Fund Calculation through the system 
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Critical Analysis AGPR Deliverables: 

All the Accounts Offices in the country, and the office of the Accountant 

General Pakistan Revenues, Islamabad, in particular, have generally 

improved their service delivery to their respective stakeholders over 

time. The latest services for in-service employees, pensioners, GP fund 

subscribers, and line departments include online salary slips, a bill 

tracking system, bill summary reports, budget execution reports, 

vendor information, DDO reconciliation, scheme-wise budget 

execution reports, and PSDP execution reports (Financial Accounting 

& Budgeting System). 

Considering the deliverables of AGPR, the foremost issue identified 

during this research is that the Financial Statements of the Federal 

Government do not reflect a true and fair picture of the Federal 

Government's finances. AGPR has not yet started commitment, asset, 

and liability accounting (Financial Statement of the Government of 

Khyber Pakhtunkhwa). Although AGPR, Islamabad has all its 

deliverables reflected on its official website, it does not include its core 

function of reflecting financial statements for the Federal Government 

and producing Consolidated Financial Statements of the Republic as 

per the Financial Reporting Manual (Financial Reporting Manual). 

Despite the installation of SAP/ERP state-of-the-art software in AGPR 

and all Accounts Offices across the country, it has been underutilized 

and is not being used to its full capacity. The primary challenge is the 

acceptance of the software in the operations of Accounts Offices. 

Despite provisions for online transfer of LPC and electronic ledger 

maintenance for GP Fund subscribers, LPC is still issued manually in 

case of employee transfers, and a manual ledger is maintained for GP 

fund withdrawals by employees. The time delay in service delivery by 

AGPR is causing inconvenience to its stakeholders in the issuance of 

cheques and other financial information for decision-making. 

The objectives of the PIFRA project were to improve the traditional 

government accounting system by shifting towards a modified cash 

basis of accounting, double-entry bookkeeping, commitment 
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accounting, fixed asset accounting, and accrual accounting of debt, as 

well as opening separate bank accounts for public accounts and 

confidential funds in the SBP (Buzdar, Problems in Implementation of 

PIFRA's New Accounting Model, 2020). In line with these objectives, 

neither a separate bank account for the Public Account has been 

opened, nor is the Public Account reflected as a liability in the Financial 

Statements of the Government (Financial Statement of the Federal 

Government, 2015). 

PIFRA Components: 

Main components of PIFRA project were Financial Accounting & 

Budgeting System (FABS), Government Auditing and Training and 

Change Management (HRM).In order to achieve the targets of PIFRA, 

New Accounting Model (NAM) was introduced to replace the old 

accounting practices. This system is mainly based on the modified cash 

basis accounting. The bases of the Modified Cash basis accounting are: 

a) Double Entry Book keeping system 

b) Recording of Commitments 

c) Fixed Assets Recording 

d) Integration of Budget & Expenditure Flow 

e) Accurate and Timely Reporting 

f) Cash Forecasting 

g) International Credibility 

h) Assets will be recorded 

i) Commitments will be Recorded 

Automation Solution (SAP/ERP) 

In order to maintain uniformity, a common automation solution has 
been chosen for the entire country under the PIFRA project. The world-
renowned, state-of-the-art integrated software SAP/ERP is the 
Enterprise Resource Planning (ERP) system being implemented in all 
accounting entities throughout the country. This ERP offers numerous 
functionalities that are highly flexible and can be modified according 
to the specific requirements of each organization. Considering the 
needs at the national level, the Government of Pakistan has purchased 
three essential modules of SAP. They are: 
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• Basis (System Administration) Module: This module covers 
overall system administration, including user authorization, 
server operations, user roles, connectivity between sites across 
the country, and various server-related issues. 

• Financial Module: This module handles the financial aspects of 
the system. It manages the generation of various financial 
reports, such as monthly, quarterly, and annual accounts; 
budget preparation and maintenance; expenditure booking; and 
project and commitment accounting. 

• Human Resource (HR) Module: The HR module updates 
employee records, manages GP Fund accounts and their 
calculations and payments, handles pension/commutation 
calculations and payments, and processes salaries for 
government employees. 

The following Table (1) depicts the updated status of Federal and 
provincial government employees' salaries, pensions, and GP fund 
status data, taken from the FABS office of the CGA, Islamabad. 

Government Salary No. of 

Employees 

G.P Fund 

Subscribers 

No. of 

Pensioners 

Federal  411035 439084 342127 

Punjab 1017472 957394 553829 

Sindh 481126 473599 271745 

Khyber 

Pakhtunkhwa 
556508 538949 196643 

Baluchistan 236306 253699 856553 

Total 
2,702,447 2,662,725 2,220,897 

 

 

 
 
 
 

CRITICAL ANALYSIS OF AUDITING PRACTICES IN 
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ENSURING FINANCIAL PRUDENCE IN AGPR 

The Government of Pakistan, conscious of the need to improve its 

accountability systems and processes, has implemented the World 

Bank–sponsored Project to Improve Financial Reporting and Auditing 

(PIFRA) as part of its financial management reform program (Ceesay, 

2004). PIFRA is designed to support the introduction of a top-to-bottom 

government budgeting, accounting, and auditing system. Beginning its 

first phase in 1997, PIFRA has reached a satisfactory level of 

implementation. Based on a diagnostic analysis of the status of 

accounting and auditing functions, the project was designed to achieve 

the following overall objectives: 

i. Improve public sector accounting and financial systems, including 

budgeting. 

ii. Provide the basis for enhancing public sector accountability. 

iii. Support improved institutional capacity for economic policymaking 

and management. 

To achieve these objectives, the project included fundamental 

components for enhancing public sector accountability. When project 

design involves all stakeholders early, sets realistic goals, and 

addresses issues of competency and vested interests, it can reduce 

efforts to impede reform. Sometimes, as in the case of Pakistan with the 

Project to Improve Financial Reporting and Auditing, this lesson is 

learned the hard way—but at least it has been reflected in PIFRA II, 

scheduled for implementation from late 2005 to 2010 (Hashim, 2005). 

To fulfill outreach and transparency objectives, PIFRA II provided 

basic IT infrastructure and fully involved users of PIFRA information 

at various levels of government. The salient features of the proposed 

PIFRA II, apart from continuing the implementation of PIFRA I 

deliverables, were: strengthening government financial management 

policy and capacity, including building a highly skilled internal audit 

staff through training and recruitment, and developing a 

comprehensive set of internal controls, internal audit work programs, 

and reporting regimes. Successful completion of this component will 

help achieve adequate financial management across government. 
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PIFRA I delivered an internal audit manual; PIFRA II rolled out the use 

of the manual to all government departments with the appointment of 

internal auditors in departments. 

Key accounting control objectives and their respective controls are 

essential to the system of accounting operated at all levels in the Federal 

and Provincial Governments. Some controls will meet several control 

objectives while ensuring financial prudence in AGPR: 

Government auditing: 

 This function involves the certification (pre-audit) process, comprising 

two components: a verification function and an audit function. For 

claims above a certain threshold, as set by the Ministry of 

Finance/Auditor-General, both functions of the certification process 

shall be carried out. Conversely, for claims below the set threshold, 

only the verification function will need to be performed (Accounting 

Policies & Procedures Manual, 1999). Financial prudence can be 

achieved with the following objectives in the business process of the 

auditorial function:  

Accuracy: 

The information in the accounts and the supporting subsidiary records 

shall be accurate, representing the actual substance of past events, 

without undue errors or omissions. This includes the correct and 

consistent classification of transactions and the recognition of revenues 

and expenditures in the correct time period. This objective shall be 

addressed by budgetary control procedures, a proper approval, 

certification and authorization process for payments, review and 

authorization of payroll schedules by a delegated authority, 

reconciliation of cheque/transfer advice to claims prior to signing by 

an authorized signatory, and reconciliation of tax and revenue receipts 

to tax authority records. 
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 Existence/Validity:  

All transactions accounted for must be genuine transactions. This 

objective shall be addressed by a proper approval, certification and 

authorization process for payments, claims stamped as paid upon 

authorization for payment, an audit trail from the payment to the 

source documents supporting the claim, review and authorization of 

payroll schedules by a delegated authority, reconciliation of 

cheque/transfer advice to claims prior to signing by the delegated 

authority, no duplicate receipts, regular complete and up-to-date bank 

reconciliation, performance of regular stock takes, maintenance of a 

physical assets register, including procedures for disposal and 

existence checks of assets. c) Economy: The accounting system shall 

include controls to ensure the prudent allocation of government 

resources. This objective shall be addressed by expenditure approval, 

certification and authorization procedures, a competitive procurement 

process, central purchasing facilities, and asset management policies 

and procedures. d) Effectiveness: The accounting system shall include 

controls to ensure the effective performance of government 

responsibilities. This objective shall be addressed by clearly defined 

responsibilities, a scheme of delegation and reporting lines, 

comprehensive procedure notes, and a human resources program 

including recruitment, training, and appraisal.  

Efficiency:  

In practice, there will often be a trade-off between economy and 

effectiveness. The accounting system should seek to operate as 

efficiently as possible by optimizing the relationship between these two 

variables. This objective shall be addressed by pre-audit (certification) 

of payments, issuing payments through direct bank transfer, use of the 

imprest system for small payments, and collection of revenue through 

SBP/NBP 

 Minimize risk of fraud and corruption:  

The accounting system shall include controls to minimize the risk of 

fraud and corruption. This objective shall be addressed by segregation 
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of duties, so that certain accounting functions are performed by 

different officers, including accounts and audit, recording of receipts 

and collection of money, approval/authorization and issuance of 

payment, recording of expenditures and issuance of payment, 

budgetary control procedures, and pre-audit of claims for payment. 

Business Process of Pre-Audit in AGPR: 

 Accountant Generals are responsible for authorizing all payments of 

the government in the Federation and Provinces. Each department has 

a designated Drawing and Disbursing Officer (DDO) who initiates the 

payment process for each claim. The DDO prepares the payment claim 

on prescribed formats, attaches the required documents (invoices, 

sanctions, etc.), and submits these documents in hard form at the 

counter of AGPR/AG offices. The personnel of AGPR/AG office at the 

counter receive these claims and issue a token number to the DDO, 

which is used for tracking purposes. The claims are sent through a 

manual diary system to the concerned pre-audit section, where the bills 

are processed by the AGPR/AG office staff. The pre-audit process of 

AGPR/AG consists of manual processes where a claim physically 

passes through the desks of different officers, and their remarks are 

noted on the billing documents. Simultaneously, the claim is recorded 

in the SAP system and processed through the workflow. At the end of 

this process, either the bill is approved/passed or rejected. The passed 

bills are sent to the cheque section for cheque printing. Finally, the 

cheque or rejected bills are handed back to the DDO from the token 

counter. 

Given the cumbersome audit function of AGPR, the role of pre-audit 

was entrusted to the line departments under AGPR. However, this 

objective was not realized until the provision of the Chief Internal 

Auditor functions, which was introduced belatedly through the Public 

Financial Management Act, 2019 (Finance Act, 2019). 

 Online Bill Submission: 
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Using the online billing solution, the DDO will not need to visit the 

AGPR/AG office for submission of claims. He is provided with a web-

based portal, accessible from his personal computer (PC), for 

submission of bills. The DDO will have unique user login information. 

The DDO will input values in some fields of the online portal and attach 

scanned copies of the supporting documents. The portal will generate 

a token number for the submitted bill. 

The above process is too time-consuming and prone to malpractices in 

AGPR (Ali, 2020). Particularly, government employees in line 

departments are hesitant to visit the AGPR office because the pre-

auditing business process is done manually and employee service-

related documents are still prepared using the old legacy system. 

The list of outcomes for internal stakeholders includes: re-engineered 

business processes, prompt processing of claims, improved HR 

functionality, improved monitoring of budgets, accurate, timely, and 

transparent reports, good governance, improved decision-making 

processes, cash forecasting systems, and an automated financial 

management system with greater internal controls, facilitating system-

based audits, more visible audit trails, and a high level of 

accountability. For external stakeholders, the impact includes: 

increased assurance, transparency, and accountability in public 

spending, compliance with international accounting standards, 

dissemination of information, and increased confidence, reliability, and 

trust in the public sector (Buzdar, 2020). 

To a greater extent, the above components are successfully achieved 

through the auditoria functions of AGPR. However, the following 

stakeholders and gap analysis will further highlight the actual 

objectives of auditing in the post-PIFRA scenario. 
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STAKEHOLDERS ANALYSIS OF AUDITING 

PRACTICES IN AGPR: 

 
 

Stakeholder Power  Interest Strategies for 

improvement of 

auditing 

practices 

Office of the 

CGA & AGPR 

High Low 

 

Internal control 

framework for 

line departments 

and devolving the 

role of pre-

auditing 

M/O Finance High Low International best 

practices like 

green book of 

USA 

Government 

Employees  

Low  High  Use of SAP/ERP 

for all transactions 

and manual 

practices be done 

away forthwith 

 
 
 
 
 
 
 
 
 
 

GAP ANALYSIS IN AUDITING PRACTICES OF 
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AGPR: 

Current Situation Desired situation  Action needed 

SAP/ERP maintains 

database of all 

government 

employees 

All transactions like 

LPC, Service history, 

leave calculation; 

maintenance of service 

book should be done 

through SAP. 

Office of the 

CGA/AGPR/AGs need 

to start utilizing 

SAP/ERP to its true 

potentials as this 

software is capable of 

doing the desired 

functions. 

Financial Statements 

don’t reflect true and 

fair picture of the 

Federal & Provincial 

Governments 

Liability and Asset 

Accounting be started 

for presenting true 

state of affairs of the 

government 

organizations 

Asset & Liability 

modules be 

operationalized as per 

NAM by office of the 

CGA and all accounting 

offices 

No difference in 

accounting treatment 

of Consolidated fund 

and Public Account 

Both consolidated 

fund and public 

Account should be 

dealt separately as per 

constitution  

M/O Finance and CGA 

should open separate 

account for public 

account maintenance in 

SBP 

All line departments 

of Government 

Cumbersome process 

of pre-auditing for 

employees and 

contingencies 

expenditure in AGPR 

Pre-audit functions need 

to be devolved to the 

line departments and 

rolling out of internal 

control framework in by 

CGA office. 

 
 

Conclusion 
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From the foregoing analysis, it can be concluded that overall financial 

management, with regard to financial prudence in AGPR and other 

Accounts Offices, has significantly improved under the Integrated 

Financial Management System (IFMS) through PIFRA, as the Accounts 

Offices are now using state-of-the-art SAP/ERP software. However, 

the auditing regime in the post-PIFRA period has continued as in the 

legacy system, which has compromised the true objectives of the 

project. The financial statements prepared by AGPR and other 

Accounts Offices do not reflect a true and fair picture to the relevant 

stakeholders, as neither liability accounting nor asset accounting is 

done. The auditing practices have also exacerbated the issues of 

financial prudence in AGPR, as this function under PIFRA I was 

entrusted to the line departments, and an internal audit manual was 

prepared by the World Bank for this purpose. The foremost conclusion 

from this research is the continuation of manual practices, such as the 

issuance of Last Pay Certificates and other government service-related 

requirements, which has led to under-utilization of SAP/ERP and 

questioned the transparency in Accounts Offices. Although AGPR, 

Islamabad, introduced online bill submission in some line ministries on 

a pilot basis at a much belated stage, SAP/ERP has not been utilized 

for online LPC, service statements, leave calculations, and replacement 

of service books, raising questions about the financial prudence in 

auditing practices of AGPR. 

 

Recommendations 

Following recommendations are given for addressing the identified 

challenges and issues in Accounts Offices generally, and AGPR 

particularly: 

1. The Office of the Controller General of Accounts (CGA), Islamabad, 

being the supreme head of all accounts offices, must take the initiative 

to streamline auditing functions in Accounts Offices and transfer the 

pre-auditing functions to the line departments in accordance with the 

internal audit manual envisaged in the PIFRA I project. Additionally, 

the CGA must establish principles governing internal financial control 
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for government departments in consultation with the Ministry of 

Finance and the Provincial Finance Departments, as required by the 

CGA Ordinance of 2001. 

2. The Office of the CGA, Islamabad, should approach the Ministry of 

Finance and the State Bank of Pakistan to open a separate Public 

Account in SBP for the maintenance of the Public Account, in line with 

Article 78(2) of the 1973 Constitution of the Islamic Republic of 

Pakistan. Consequently, the Office of the CGA and all Accounts Offices 

must commence liability accounting immediately to present a true and 

fair picture of public sector organizations. 

3. Since the financial statements of both the federal and provincial 

governments do not reflect the asset status of the respective 

governments, the Ministry of Finance should develop an asset 

depreciation policy for various types of assets. The Office of the CGA 

and its subordinate accounting offices should then implement asset 

accounting under the New Accounting Model. 

4. The pre-audit function, being an executive department 

responsibility, should be transferred to the line departments. The Office 

of the CGA, Islamabad, must play a proactive role in developing an 

internal control framework based on the COSO model, similar to the 

Government Accountability Office (GAO) in the USA. This framework 

should be provided to the departments for implementation and 

compliance. 

5. Although AGPR, Islamabad, has initiated online bill submission on 

a pilot basis, this transition should be expedited and rolled out to all 

departments for online bill submission and cheque issuance. 

6. SAP/ERP, being state-of-the-art software, should be utilized to its 

maximum benefit for government employees. All transactions, 

including LPC, leave calculation, and maintenance of service books and 

service history of employees, should be processed through SAP, and 

the manual preparation of these requirements should be discontinued 

immediately. 
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7. The Controller General of Accounts should develop an internal 

financial control framework and extend it to all public sector 

organizations, along with the extension of SAP/ERP to all public sector 

entities. 
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