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Abbreviations 
ADB

Asian Development Bank

ADP

Annual Development Program

ASIRP

Agricultural Services Innovation and Reform Project

BAS

Bangladesh Accounting Standard

BCS

Bangladesh Civil Service

BIM

Bangladesh Institute of Management

BSA

Bangladesh Standards of Auditing

BTTB

Bangladesh Telegraph and Telephone Board

C&AG

Comptroller and Auditor General

CA

Chartered accountant

CAO

Chief accounting officer

CC

City corporation

CEO

Chief executive officer

CFAA

Country financial accountability assessment

CGA

Controller General of Accounts

CONTACT
Country assessment of accountability and transparency 

DAO

District Accounts Officer

DESA

Dhaka Electricity Supply Authority

DfID

Department for International Development (UK)

DG

Director-General

DMFAS
Debt management and financial analysis system

ERD

Economic Relations Division, Ministry of Finance

ESTEEM
Effective Schools Through Enhanced Education Management (project)

FIMA

Financial Management Academy (formerly Audit and Accounts Training Academy)

FM

Financial management

FY

Financial year. The Government of Bangladesh (central and local) has a Financial year July 1 to June 30. FY00 means the year July 1, 1999 – June 30, 2000. Banks use the calendar year, January 1 – December 31

GDP

Gross domestic product

GFR

General Financial Rules

GFS

Government finance statistics (IMF system)

GOB

Government of Bangladesh

IAS

International accounting standards

ICAB

Institute of Chartered Accountants of Bangladesh

ICMAB
Institute of Management Accountants of Bangladesh

IFAC

International Federation of Accountants

IMED

Implementation, Monitoring and Evaluation Division, Ministry of Planning

IMF

International Monetary Fund

INTOSAI
International Organisation of Supreme Audit Institutions

IPSAS

International public sector accounting standards (issued by IFAC)

IRD

Internal Revenue Division, Ministry of Finance

ISA

International standards of auditing

LGI

Local government institution

MAAB

Management accounting, auditing and budgeting (FIMA course)

MBA

Master’s degree in business administration

MIS

Management information system

MLGRDC
Ministry of Local Government, Rural Development and Cooperatives

MOE

Ministry of Education

NCB

Nationalized commercial bank

NFPE

Non-financial public enterprise

NGO

Non-government organization

NILG

National Institute of Local Government

O&M

Operations and maintenance

OECD

Organization for Economic Cooperation and Development

PAC

Standing Committee on Public Accounts

PAO

Principal Accounting Officer (secretary of a ministry or division)

PARC

Public Administration Reforms Commission

PATC

Public Administration Training Centre

PC

Parliamentary committee

PCR

Project completion report

PDB

Power Development Board

PEC

Standing Committee on Estimates

PUC

Standing Committee on Public Undertakings

PWD

Public Works Department

RAO

Regional Accounts Officer

RIBEC

Reforms in Budgeting and Expenditure Control (DfID-assisted project)

RIGA

Reforms in Government Auditing (DfID-assisted project)

SAS

Subordinate Accounts Service

SCM

Standing committees on the ministries (Parliament)

SCE

Securities and Exchange Commission

SD

Statistics Division, Ministry of Planning

SHAPLA
Strengthening Health and Population for the Less Advantaged (DfID-assisted project)

STAG

Strengthening the Auditor General’s Office (UNDP-assisted project)

T&T

Telegraph and Telephone

TI

Transparency International

Tk

Taka

UAO

Upazila Accounts Officer

UNCTAD
United Nations Commission on Trade and Development

UNDP

United Nations Development Programme

WASA

Water and Sewerage Authority

Notes

1. 
At December 12, 2000, Tk 54.25 = US$1

2. 
References to “he”, “him”, “chairman”, etc. are intended to include either gender. 

3. 
Lakh taka = Tk 100,000. Crore taka = Tk 10,000,000.



Executive Summary 

This document assesses the quality of financial accountability and transparency in Bangladesh and makes recommendations for improvement. With respect to public funds, it compares the financial management standards and practices of agencies using such funds against an international or ‘best practice’ standard, and also the standards and practices of the external ‘oversight’ agencies - nine Audit Directorates of the Comptroller and Auditor General’s Office (C&AG), parliamentary committees concerned with public expenditure, donor agencies, and the media. It assesses what it would take to qualify the country for programmatic or sector lending in replacement of all individual project lending. With respect to private funds in the hands of companies, commercial banks, insurance companies and nongovernment organizations, it examines the regulatory activities of the Registrar of Joint Stock Companies, the Securities and Exchange Commission, the two Stock Exchanges, Bangladesh Bank, NGO Affairs Bureau and the accounting and auditing profession that serves both public and private sectors. 

In recent years, there have been significant improvements in some aspects of fiduciary risk management in the public sector of Bangladesh. Public accounts and audit reports are being sent to Parliament each year and the delay has been substantially reduced. A new budgetary classification system was introduced in 1998: this is making budgets and accounts more useful, particularly for economic analysis. Monthly and annual accounts have been brought much more up to date, and a program is under way to complete the computerization of accounts down to the district level. This will enable public officers to check the integrity of their accounts against the statements of Bangladesh Bank. These are encouraging achievements. Nevertheless, these gains have been offset by a deteriorating control climate.

Currently, fiduciary risk in public spending is assessed as high, too high for programmatic foreign aid. This is based on answers to standard World Bank and UNDP questionnaires covering: the control environment; planning, budgeting and legitimization of public expenditure; procurement; payroll; disbursements; accounting; external reporting; internal audit; external audit and follow up; and the accounting infrastructure. Questionnaires were supplemented by interviews, five local consultancy studies and four one-day workshops. For each major identified risk, recommendations were developed for consideration by the responsible agency. Recommendations were also developed on local government, public enterprises and parliamentary oversight. They are highlighted at the end of each section. Some recommendations have been endorsed at workshops and at an International Conference on Improving Oversight Functions: Challenges in the New Millennium (Dhaka, September 10-12, 2000) organized by the C&AG’s Office. Several recommendations are preliminary and directional only, and need more specific development. While it is up to the national authorities to examine the broad spectrum of recommendations, weigh benefits against costs, and develop a financial management improvement program, our analysis suggests that the most serious areas of weakness and the corresponding recommendations are as listed and roughly prioritized below.

1.
Public Sector Control Environment (section 3.1)

The internal control climate is poor, as pointed out by the C&AG repeatedly in his reports. Internal controls are the checks and balances in the day-to-day procedures - procurement, payroll, accounting, reporting and internal audit in each government agency. The Secretary, as Principal Accounting Officer, needs to ensure, with the support of the Chief Accounting Officer and Internal Audit Officer, that procedures are clearly laid down, that officers are trained in them, that records are properly managed and that officers are supervised and corrected where necessary. Where this is low on the scale of executive priorities, frauds and errors multiply like the ebola virus. While there is a lot of emphasis on the improvement of audit, relatively little attention is paid to improving the material audited. A zero-defect philosophy is needed. Initially, a survey of the state of internal control is suggested. This should define baseline levels of internal control and major gaps and lead to a program to strengthen internal controls and visibly enforce the law at all levels. Records management needs to be recognized as a special responsibility in each agency, and officers trained and motivated to upgrade records management practices. Procurement should be separated from receiving, storing and accounting functions.
A public sector ethics code and disclosure of assets rules exist, but are not enforced. Allegations against politicians are rarely if ever independently investigated. Public servants can enrich themselves at public expense with impunity. Pay levels are very low and provide a convenient justification. Public servants and Members of Parliament should adopt a rigid code of conduct, make public statements of assets and liabilities on taking up office, and be given orientation in the framework of public accountability. No one should be above the law.

It is unlikely that the Government on its own would be able to raise levels of accountability and transparency for public funds. A public forum is proposed in which oversight agencies, representatives of civil society and other stakeholders could meet together regularly and review efforts and strategies to build accountability, transparency and the rule of law.

2.
Procurement and Assets Management (section 3.3)

The Country Procurement Assessment Report
 has highlighted the lack of any legal framework, general procurement standards or central authority for public procurement. The result has been widespread misprocurement. Public procurement regulations should be introduced as a first step, and a Department for Public Procurement or Procurement Policy Unit established to take responsibility for procurement standards throughout the public sector. Procurement personnel and evaluation committee members need training and institutional development.

About 30% of public expenditure, and up to 80% of foreign-assisted public expenditure, goes through the procurement process. On paper, contracts for works and services, supplies and consultants are subject to guidelines that follow international standards. In fact, there are many variations in bidding and contract documents, a lack of transparency in the process and long delays in awarding contracts, resulting in higher costs, delayed benefits, nonparticipation of good firms and increased scope for corruption. The Government finds it difficult, acting alone, to enforce its regulations. Donors may assist by setting time limits for award of contracts, after which misprocurement would be declared and funds would lapse. The World Bank has set a standard of eight weeks after the original bid validity period and this has had a positive impact. Transparency would be improved by publishing in the press all awards over a certain threshold value. Creation of an appellate authority is recommended and an Ombudsman to look into complaints of fraud and corruption.

As in other countries that use a cash-based system of accounting, there is a lack of accountability for government assets other than cash. Asset registers are not being maintained (except in some donor-assisted projects). This facilitates losses of stores and supplies, and losses and misuse of equipment and vehicles. This could be prevented by proper maintenance of asset registers and periodic independent physical inspections.

3.
Internal Audit (section 3.7)
Internal audit is nowadays regarded as the first tool of the chief executive officer to ensure effective and efficient operations, reliable reports, compliance with all laws, and the safeguarding of assets. Internal audit should be owned by and report directly to the head of each agency.

In Bangladesh government agencies, internal audit is at an early stage. Units exist only in large ministries and major autonomous bodies and do mainly a pre-audit of transactions. Staff are drawn from line accounting functions, so they are not independent. Performance audits are unknown. There is no central direction or oversight of internal audit standards. The executive management have no technical advice on risk management and control. There is little cooperation between internal and external audit. Both are less effective as a result. The upgrading of internal audit needs to be planned in conjunction with the strengthening of internal control (see above).

4.
Parliamentary Oversight (section 6.2)

The development of parliamentary surveillance is one of the main indicators of progress in a nascent democracy. Considerable progress has been made in the brief period since parliamentary democracy was restored in 1991. The principal tools of surveillance with regard to accountability and transparency are the Public Accounts Committee, Public Estimates Committee, Public Undertakings Committee and 35 Standing Committees on individual ministries. These are dominated by members of the party in power. It is difficult for backbench Members of Parliament to exercise any independent voice as they depend on party favour for appointment to Government office. The constructively critical role of the opposition is not properly understood. Appointments to these Committees, especially the three financial committees, should reflect the need for a broad spectrum of views. In many countries, the chairman of the Public Accounts Committee is an opposition MP with good experience in financial administration. The highest importance is attached to the provision of technical staff and facilities for research and follow-up on Committee recommendations. 

The work of the Committees is largely unknown and unnoticed. They are not properly accountable to the House and to the public. Public Accounts Committee meetings should be open to the media and the public, and all committees should submit annual performance reports to the Speaker.

5.
Public Sector Accountants and Auditors (chapter 7)

There is a gross imbalance in the distribution of professional Bangladeshi accountants. Only 2% (some 20 chartered and management accountants) work in the public sector and 98% in the private sector. This reflects the very limited role, low status and low pay of government accountants and auditors compared with their counterparts in the private sector. 

There are only 20 Chief Accounting Officers for 35 ministries and divisions. Many ministries do not have a full-time chief finance officer. Additional CAOs should be appointed so that each CAO can give undivided attention to his/her agency.

Training is not linked with the personnel policies set and administered by the Ministry of Establishment. Personnel are transferred out of the posts for which they have been trained into posts for which they have not been trained. This 'system loss' contributes to poor quality financial management in the public sector. There has not been any evaluation of the impact of training programs of the last few years. Nor has there been any assessment of the needs in the financial management area on which training should be based. It is recommended that the Finance Division and the Ministry of Establishment evaluate past training, survey financial management training needs in the public sector, link training with promotion, placement and transfer policies, and expand the Financial Management Academy program accordingly. 

6.
Public Enterprises (chapter 5)

Public enterprises are responsible for about 40 per cent of all public spending. Their performance has been unsatisfactory at least since 1982. Though their financial performance is considerably dictated by political pricing and output decisions, behind these there is widespread mismanagement, politicized labor relations and corruption. Wages and salaries have been increasing faster than productivity in public enterprises in all sectors. Apart from privatization, which has been dragging slowly, performance can been improved by injecting top-level business experience into the boards. All top appointments should be made on criteria of business experience and track record. 

In the last few years, performance 'contracts' between the Ministry of Finance (Monitoring Cell) and some of the larger corporations have been reinforced by a Reward and Punishment Scheme that has added sanctions to the achievement or non-achievemnt of targets. This has proved that it is possible for delinquent officers to be suspended or even fired. The scheme appears to be having a good effect. It should be gradually extended to all public enterprises continuing under Government ownership.

Nationalized commercial banks still have enormous unrecognized losses on their loan portfolios. Their financial statements and audit gloss over these harsh realities. There is a high risk of illiquidity and need for Government bail-out. Bangladesh Accounting Standard 30 (which is the same as the international standard in all material respects) should be enforced as the accounting standard for bank financial statements. The selection of auditors, their terms of reference and follow-up of audit reports should be tightened.


7.
External Audit (section 6.1)

The Comptroller and Auditor General is a lynch pin in the system of public accountability to Parliament. He has constitutional independence, and the appropriation for his audit directorates is not subject to parliamentary vote. However, he is subject to Ministry of Finance 'vote' and to all the administrative circulars and instructions of the Ministry of Finance and the Ministry of Establishment, two of his auditees. His audit staff are drawn from the same cadre as the accountants: there is a perception of lack of audit independence. Trained auditors can be transferred back into accounting posts. The result is that his operational freedom to organize his department, train and retain his staff and be more effective is very limited. His report goes first to the Prime Minister's Office, another auditee. Effectively, he is treated as part of the executive rather than an independent servant of Parliament.

Parliament has no say in the choice of Auditor General. The Public Accounts Committee is the main user of the C&AG’s services but is nowhere involved in the nomination process. A C&AG should be appointed as an officer of Parliament for a fixed term of at least five years on the recommendation of the Prime Minister and the Public Accounts Committee. Accounting and audit cadres should be separated as in other countries of the region. The C&AG’s Office should be removed from control by the Ministries of Finance and Establishment and its budget set by the Public Accounts Committee. Audited accounts should be submitted directly to the President, with simultaneous copies to Parliament and the Prime Minister’s Office.

This is the most fundamental recommendation in this report. It is based on the new role of the Auditor General in a democracy, that is, as a servant of Parliament rather than of a military regime. Moving his audit functions out of the Executive to a new agency directly responsible to Parliament would have a profound impact on the evolution of democracy in Bangladesh.
There is a problem of transparency. Audit reports on Government bodies are not reported to the public (though they are often leaked to the press). The C&AG’s annual departmental reports are issued very much later. One way of informing the public of his findings would be to open meetings of the Public Accounts Committee (which receives the C&AG’s reports) to the media. His reports would then become public documents.

The C&AG’s own accounts are not independently audited. This opens the C&AG to allegations which reduce public confidence. The C&AG's accounts should be audited by an independent and expert body.

Major areas of public activity are not audited for lack of staff or expertise. Public audit covers only 16-25% of the C&AG mandate each year. Public revenues are not audited at all. In particular, privatization transactions are not audited. Public audit standards based on international standards have recently been published but massive training is needed to apply them. The Audit Department needs a strategic plan that addresses these issues of coverage so as to minimize fiduciary risk with the available resources. Training, personnel and transfer policies could then be based on the plan. 

8.
Cash and Debt Management (section 3.5)

Donors have preferred to open special accounts in commercial banks to hold aid funds ready for use in aided projects. These are not within the Government accounting system: accounting is dependent on reports by project directors. Some foreign aid is omitted from the Government consolidated accounts. But these are public funds from the time the donors disburse them. The Bangladesh Bank and C&AG Office need to work out how they can be brought within the public accounts and how balances can be pooled to minimize government borrowing without prejudice to project autonomy and flexibility.

The number of bank accounts holding public funds is unknown. There is a wide distribution of check books on these accounts. A review is needed of the number and distribution of bank accounts and check books with the aim of reducing the risk of illegitimate spending. 

There is no law limiting borrowing, nor is there transparent accounting or audit of public debt, contingent liabilities on guarantees, etc. This is a loophole in the system of parliamentary accountability for finance, as ministries can give government guarantees in substitution for present expenditure. All public debt and contingent liabilities should be reported as an annex to the Finance Accounts, and included in the scope of C&AG audit and parliamentary review, in accordance with international standards.
9.
External Reporting (section 3.8)

The financial statements of the central government do not meet international standards of disclosure. The public cannot see what has happened to their resources; the cycle of financial accountability is not closed. Financial statements should be prepared according to IFAC standards (or draft standards where final standards have not yet been issued) and published with the audit report.

External reports do not provide information useful in evaluating service costs, efficiency and accomplishments. Few departments report on their performance as required by the Government's Rules of Business. There is a lack of performance accountability – providers of funds cannot assess whether they have been used efficiently or effectively. All public bodies should publish annual reports on performance program-wise.

PRELIMINARY DRAFT  – NOT TO BE QUOTED





Prepared by the World Bank and UNDP


December 15, 2000





BANGLADESH





Country


Financial


Accountability


Assessment








	6	Oversight of Use of Public Funds	31


	6.1	External audit		31


			Structural and constitutional issues	31


			Audit methodology	33


			Audit management	35


			Training and professional development	35


			Audit reports	36


	6.2	Parliamentary oversight	38


			Role of parliamentary committees	38


			Composition of committees	39


			Powers and resources of committees	39


			Transparency	39


	6.3 	Oversight by donor agencies	40


	6.4	The role of the press	42





	7	Public Sector Accountants and Auditors	43


			Backwardness of public accounting and auditing	43


			Training	44





	8	Private Sector Accountability	46


	8.1	Companies		46


			Registrar of Joint Stock Companies	46


			Securities and Exchange Commission	47


			Dhaka and Chittagong Stock Exchanges	47


			Institute of Chartered Accountants of Bangladesh	47


Commercial banks and insurance companies	49


	Commercial banks	49


	Insurance companies	49


Nongovernment organizations	50





9	Private Sector Accountants and Auditors	52


	9.1	The structure of the profession	52


	9.2	Training and professional development	52


	9.3	Compliance with standards and professional discipline	54





	10	Next Steps		55








		Annex 1	References	i





	Exhibit 1	The Architecture of Accountability	6


�






Table of Contents





	Executive Summary		i


	


	1	Introduction		1


	1.1	Context		1


	1.2	Purpose and scope	2


	1.3	Structure of the report	3





	2	The Architecture of Public Accountability	4





	3	Central Government Ministries and Divisions	7


	3.1	The control environment	7


	3.2	Planning and budgeting	9


			The budget as a basis for legitimacy	9


			Managerial efficiency	10


			Results orientation	10


			Transparency and participation	11


	3.3	Procurement and assets management	12


		3.4	Accounting 		14


	3.5	Cash and debt management	16


	3.6	Internal reporting and monitoring	18


	3.7	Internal audit		19


	3.8	External reporting	19


	


	4	Local Government	22


	4.1	General		23


	4.2	Local government budgeting	23


	4.3	Local government accounting	23


	4.4	Local government internal control	24


	4.5	Local government reporting	25


Local government internal and external audit	25





	5	Public Enterprises	26


	5.1	Non-financial public enterprises	26


			Public enterprise planning and budgeting	27


			Public enterprise accounting	27


			Public enterprise procurement	27


			Public enterprise internal control and internal audit	28


			Public enterprise external reporting	28


			Public enterprise external audit	28


	5.2	Nationalized commercial banks	29


	5.3	Departmental enterprises	29








Preface


The Country Financial Accountability Assessment was initiated by the World Bank South Asia Region and the UNDP Program for Accountability and Transparency with as much participation from officers in the Ministry of Finance, Controller & Auditor General's Office, Ministry of Local Government, Institute of Chartered Accountants of Bangladesh, Parliamentary Financial and Ministerial Oversight Committees and other national stakeholders as they were willing and able to provide. It has been expanded and rewritten to conform to recent World Bank Guidelines.


The process started with preparation of papers by local consultants in selected areas:


Parliamentary control


Accountancy/auditing profession and education 


External audit


Budgeting, accounting, reporting and internal control


Local government financial management


National authorities discussed leading issues in workshops for each of the first four areas and responded to the structured questionnaires of the CFAA (World Bank, 1999c - the revised CFAA Part I procedure) and UNDP 2000 (the revised CONTACT). The questionnaires are not sub-divided by level of government and were answered mainly in terms of the central government ministries/divisions. This information was supplemented from the local consultants’ studies, interviews with officers in representative units, and other sources (see Annex 1). 


An International Conference on Improving Oversight Functions: Challenges in the New Millennium was held in Dhaka, September 10-12, 2000 with top-level political and civil service participants and inputs from 18 countries. The Conference covered parliamentary control of finance, public audit and the private accounting and auditing profession. Recommendations of the Conference have been included in this CFAA.








� World Bank 1999a (see full reference at Annex 2).





