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Introduction

Despite the purpose established by the very name of this research project "Accounting
and control of building-up and use of budgetary resources", a full coverage of the subject was
not the intention of the author, knowing that a complete approach of the subject is far from
being possible in a work. Moreover, in these times of economical and financial crisis and
transformations undertaken by the whole world, any work on this subject can only be
incomplete. Although the theme of this research project is quite complex and difficult to treat,
its importance requires carrying it out successfully, the researcher assuming the risks
involved, namely the limits being placed on the research project.

Motivation and the importance of the research

Achieving a work of this magnitude, such as the one within a doctoral program is
conditional on the existence of motivation and a set of arguments to credibly justify the
motivation behind the choice of these research topics. For effective and really useful results
following the research activity it is absolutely necessary that the person who finds
himself/herself in the position of the researcher finds the most efficient and effective research
methods and techniques for the chosen theme.

The first step that the researcher must take before he/she proceeds to achieving a
scientific approach of this scale is to establish a strategy to address the proposed research
topic, and this strategy should be anchored around at least the following areas of interest:

e Motivation: presentation of the grounds justifying the need for real efforts for
knowledge in this field;

o Utility: the potential benefits of such a research project and the criteria that justify the
importance of such a study,

o Potential limits of the research.

In determining the arguments to justify the actual need for knowledge in this area it is
necessary, first, to delimit the area on which we turn our research efforts. Accrual accounting
(accrual accounting) has become a standard in most public administrations in Europe, the
European Commission being the promoter of this method, along with the International
Federation of Accountants. The European Commission has undertaken to modernize and
improve the accounting system of the European Union, focusing on transparency and
accuracy. Thus, on 17 December 2002, the European Commission had endorsed the decision
on the modernization of its own accounting system. The Reform consisted in shifting from the
cash accounting (cash) to the accrual accounting (accrual) as of 1 January 2005, because it
provides a clearer picture of the assets and liabilities at any point in time. New requirements
on improving the quality of financial information provided by the public sector financial
statements have been specified in the Financial Regulation applicable to the general budget
of the European Commission no. 1605/2002 and the European Commission Regulation on the
detailed implementation rules of the Financial Regulation no. 2342/2002, section
"Presentation of accounts and accounting".

The need for convergence and harmonization of the accounting for public institutions
in Romania with the European Regulations and the International Accounting Standards for



Public Sector resulted in a series of responsibilities that our country has undertaken to become
a European Union member country. Thus, through the Position Paper on Chapter 11
"Economic and Monetary Union", Romania has assumed the responsibility of reporting data
on public finances in accordance with the provisions of the European System of Accounts,
which requires compliance with the accounting rules set out and the time of the accounting
records of the economic and financial operations.

The process of Romania’s accession to the European Union faced the accountant
professional with attitude, reasoning, ethics and strategy issues. The theory, practice and
experience specific to the accounting field provide alternatives that the accountant has to
judge in order to choose. In this context, the great challenge that the accounting profession
must cope with is given by rebuilding the credibility and trust of the categories of users on
the verity of data provided by accounting and its final product - the financial statements.

Knowledge of the patrimonial system, of its capacity to generate profits at a certain
time is provided by accounting and also through a strict and efficient control. It can be stated
that both at macroeconomic and microeconomic level, control is an effective and necessary
function of leadership.

Control is a necessity both objective and subjective, but not as an end in itself, but as a
means of improving of any activity and even of the process of leadership. Knowing the
content of control requires granting the proper importance at all levels of the decision-making
pyramid, from the terminology used to determining the role of information provided by it.

In the literature and practice of certain developed countries appear some terms that are
not used in accordance with their content. As a matter of fact, in our country as well are
noticed a series of confusions on the definition and delimitation of control.

Control enters the essence of phenomena and contributes effectively to the scientific
and efficient leadership, notifies the negative aspects when they develop as tendency and
intervenes operatively for prevention and liquidation of causes.

Control as a form of knowledge is meaningless unless it also manifests itself as a way
of improving the management of patrimony and of organization and management of entity’s
business. Through control it can be proceeded towards the essential directions of the social
requirements, special attention is paid to the concrete economic and financial problems, to the
transition from the general preoccupations phase, of program, to ensuring the continuity of
efficient practice.

At the same time, within the relations between business operators, which occur in the
market economy environment, control may contribute not only to the business operators’
welfare and prosperity per se, but also to the economic growth, to the technical, economic and
social progress, to the so necessary competitiveness and opening of the Romanian economy.

The crisis period through which the local economy goes, requires an efficient and firm
control at all levels, control meant to ensure compliance with the legislation in both the public
and private sectors, eliminating and preventing abuse, fraud, corruption, tax evasion and other
such negative aspects which unfortunately have increased in recent years.

Under the legislation in force in Romania, we distinguish the existence of control
exercised by specialized control institutions, which are usually state owned, and which
exercise control of the patrimonial units outside their property, so they perform an external
control, regardless of the status of the economic capital of the patrimonial entities controlled.
The need for external control is determined by: setting, tracking and collection of the
budgetary revenues without which no state can exist; tracing how public money is spent;
ensuring compliance with regulations in the public domain, functioning of the lawful state
institutions and also of the social assistance of population (in all its forms) and controlling the
management of all the state owned units.



External control aims at the global issues, and also at some detailed aspects of the
national economy and their implications in the social and political life of the country.

Based on these assumptions we considered the topic "Accounting and control of
building-up and use of budgetary resources" as being of interest, requiring a laborious
research and documentation work, of corroboration and assembling of information and
knowledge needed to develop it.

The importance of this research project is justified by at least the following reasons:

e contributes to developing the horizon of knowledge in accounting and control in

general, and public accounting and control of budgetary resources in particular;

e contributes to knowledge of the basic coordinates that influenced the evolution of
public accounting and control of budgetary resources through an approach from
international to national;

e ensures the possibility of identifying the contribution of external public auditors to
the progress of the investigated theme.

Summary of chapters

A brief surveying of the structure and content of the paper has the following
presentation:

Chapter 1. State budget and the system of public financial resources, building and
use

The first goal within this chapter was to present an overview of the state budget, in
different countries of the world and in Romania, through a legal and another economic
approach. Later we wanted to analyze the budgetary principles and rules, an analysis that
allowed us to identify specific situations that are exceptions and derogations from the
budgetary principles as well as rallying to certain concepts and drawing a few conclusions and
personal opinions.

Another important aspect aimed at within this stage of our research was to identify the
types of budgets used in international practice, which led us to supporting the concept of
generalizing the budget on programs, whereas it is a new phase in the evolution of budgetary
practices.

Due to the fact that, developing a modern budget involves using forecasting techniques
and the macro-economic analysis, we considered relevant to channel our research efforts
toward analysis of classical and modern methods of sizing the budgetary income and
expenditures, which allows highlighting of the economic, social and political impact of the
options regarding procuring of resources and performing the spending, to identify which is (in
our opinion) the most suitable method for Romania.

As regards the system of public resources in our country, the first stage was focused on
capturing the essential aspects that characterize the budgetary process, in terms of content,
characteristics and its stages.

Later we wanted to analyze the structure of public financial resources and their
allocation given that in all countries there is an increasing demand for financial resources,
generated by rising of the social needs in a faster rate than the evolution of the gross domestic
product.



We felt it was necessary to channel the research efforts toward taxation analysis as a
concept and method of expression, trying to identify the particularity of the Romanian fiscal
system towards the EU countries and the causes and forms in which the tax evasion manifests.

At the end of the chapter we tried to capture the various meanings of the content of the
new public management system (NMP) and to present the advantages of implementing the
NMP concepts in our country.

Chapter 2. Accounting for public institutions

One of the objectives of this chapter in the present work was to follow the organization
and management of public institutions’ accounting. After presenting the method of
organization and management of public accounting, the processes of normalization and
harmonization of public accounting are being defined and presented to IPSAS.

Due attention was paid to the treasury accounting particularities and quality,
expressiveness and accessibility of information in the accounting of public institutions.

With the purpose to advance knowledge of the domain subject to research we
considered it appropriate to present a comparative study on the accounting treatment and
reporting in financial statements, according to the national accounting rules for public sector
and European regulations and IPSAS, by which have been identified the elements of
convergence and also the differences, between IPSAS and the national rules.

One of the major objectives of this chapter was to see which the perception of the true
and fair view is from the perspective of the external public auditors of the Romanian Court of
Audit, involved in auditing the financial statements of public institutions. This empirical
research questionnaire-based was built starting from a system of assumptions, which after
processing and analysis of data obtained were validated or refuted.

Chapter 3. Control of formation and use of budgetary resources

In this chapter the research activity was focused on capturing the essential aspects that
regard the financial control, namely: concept, classification, perimeter of manifestation and
objectives. Following this presentation we approached the internal control under the general
principles of good practice that make up the acquis communautaire, while presenting the key
elements of the COSO and CoCo famous models.

Because of the importance of internal audit, we considered pertinent to channel our
efforts toward presentation of it as a profession designed to meet the continuously changing
needs of organizations. Internal audit focused on accounting problems at its inception, has
become today a powerful tool for detecting the main risks of the organization.

We hereinafter briefly presented the state audit of EU member countries, to then turn
our efforts toward the external audit of financial statements carried out by the Romanian
Court of Audit. We considered appropriate to carry out a survey on the findings of the public
external auditors, to capture the issues affecting the financial statements.

We tried to give the due consideration to the main features of internal control and
internal audit, showing that in the literature and even in the Romanian legislation, there is still
some confusion, some unclearness of the two concepts.

At the end of the chapter we presented a series of particularities and differences
between internal audit and external audit.



Conclusions, limitations and future research

The major objective of this final part of the PhD thesis is to sum up the final results of
the research undertaken, and extracting the most important findings and their synthesizing
over several pages is no easy task given the scale of the research efforts implied by a PhD
thesis. To be able to capture a most succinct and eloquent presentation of the most important
conclusions arising from the work done for carrying out this paper, we intend to appeal to a
structuring of these results on the following main directions:

1. The results and conclusions drawn from the research activity with theoretical
nature;

2. The results and conclusions drawn from the empirical research activity and the
case studies;

3. The relevance and scientific contribution of the research results to the
development of the research topics addressed.

In the following, we propose that for all three main areas mentioned above, to provide

a concise, clear and complete picture of the main results arisen from the research activity.

1. The results and conclusions drawn from the research activity with theoretical
nature

The first step that we intend to address in the study activity devoted to the research of
accounting and control of building-up and use of budgetary resources has been linked to
dimensioning of the current state of knowledge on the approached subject. The importance of
this stage in our research is given by the fact that we need to know from where we started,
where we are and where are we going.

Accounting reform in Romania began with the advent of the Accounting Law no.
82/1991, which aimed and targets to improve the Romanian accounting system based on
principles and rules set out by European directives, so that financial statements drawn up by
entities to meet the requirements of larger categories of users. Romanian Government Action
Plan through the Program for 2000-2004 included restructuring of the public sector
accounting through: improving budgetary classification, prioritizing the economic
classification toward the functional and institutional classification; supplementation of
accounting based on cash with accrual accounting.

At the end of 2002, the Ministry of Public Finances approves the methodological
norms for organizing and conducting assets accounting of public institutions, chart of
accounts and monograph of the main operations (Order 1746/2002). The provisions apply
experimentally to a total of 13 main authorizing officers from the first half of 2003, in parallel
with existing regulations, as from 1 January 2004, to be binding on all public institutions.

By GO 81/2003 is introduced the depreciation to reflect the real value of goods and
presentation by the financial statements of a true and fair view on the patrimony, that was
intended to bring assets to current cost or to the initial value updated, while elaborating
methodological norms on revaluation and depreciation of fixed assets in OMPF 1487/2003
and subsequently in OMFP no. 3471/2008.

Important steps for transition to accrual accounting have been the issuing of OMFP
no. 520/2003 for approving the Methodological Norms on the organization and management
of budgetary revenues accounting, which stipulates the incumbency of registration in
accounting of revenues, at the date of indebtedness, and the release of OMPF no. 1954/2005
for approving the Classification of indicators on public finances, which introduced a new



budgetary classification, applicable from 2006 in line with the requirements of ESA 95 for
compliance with international bodies’ standards on compiling and presenting statistics on
public finances, in order to improve the structure and transparency of operations developed on
account of the public funds, and the commitment of Romania regarding the implementation of
the Acquis communautaire in the field of public finances, endorsed by the position paper on
Chapter 11 - Economic and Monetary Union.

By OMFP no.1917/2005 were approved the Methodological norms for the
organization and management of accounting of public institutions, the Chart of accounts for
public institutions and its implementing instructions and thus is set in the effective transition
from the accounting system on a cash basis to one on commitment basis (accrual accounting)
starting from 1 January 2006.

Accrual accounting (accrual accounting) has become a standard in most public
administrations in Europe, the European Commission being the promoter of this method along
with the International Federation of Accountants. The European Commission has undertaken
to modernize and improve the accounting system of the European Union, focusing on
transparency and accuracy. Thus, on 17 December 2002, the European Commission had
endorsed a decision on the modernization of its own accounting system. The reform consisted
in shifting from the cash accounting (cash) to the accrual (accrual), as of 1 January 2005,
because it provides a clearer picture of the assets and liabilities at any point in time. New
requirements on improving the quality of financial information provided by the public sector
financial statements have been specified in the Financial Regulation applicable to the general
budget of the European Commission no. 1605/2002 and the European Commission
Regulation on the detailed implementation rules of the Financial Regulation no. 2342/2002,
section "Presentation of accounts and accounting".

The need for convergence and harmonization of the accounting for public institutions
in Romania with the European Regulations and the International Accounting Standards for
Public Sector resulted in a series of responsibilities that our country has undertaken to become
a European Union member country. Thus, through the Position Paper on Chapter 11
"Economic and Monetary Union", Romania has assumed the responsibility of reporting data
on public finances in accordance with the provisions of the European System of Accounts,
which requires compliance with the accounting rules set out and the time of the accounting
records of the economic and financial operations.

The process of Romania’s accession to the European Union faced the accountant
professional with attitude, reasoning, ethics and strategy issues. The theory, practice and
experience specific to the accounting field provide alternatives that the accountant has to
judge in order to choose. In this context, the great challenge that the accounting profession
must cope with is given by rebuilding the credibility and trust of the categories of users on
the verity of data provided by accounting and its final product - the financial statements.

Harmonization with the European Union Directives require improving the legislative
framework and the control/, which is meant to establish the functioning principles, its
independence, the specific methods, techniques and procedures and also to eliminate
duplications and overlaps in practice. The place and role of control, placed in the center of the
information flows, is precisely to get information, to process, analyze and then transmit them
promptly to the decision-makers, who use them to maintain or to change certain
configurations of the managed system.

The role of control as an attribute of the economic management of an enterprise,
organization or institution, is now widely recognized. Since the beginning of last century,
Henry Fayol (considered together with F.W. Taylor as the father of management science),
defined enterprise management by five main responsibilities: the forecast, organization,
command, coordination and control.

10



EU integration has facilitated the obtaining of a general vision becoming clearer and
clearer on the control and audit systems used by different countries. Romania was
characterized by extensive economic, financial and social reform processes, whose objectives
were the promotion and implementation of methodologies whose objectives had to be
harmonized both internally and externally.

Integration into the European Union has required Romania to find new ways for
streamlining the business activity and for eliminating certain inconsistencies encountered both
in the operation of enterprises and of the public institutions. Thus, in addition to adopting the
International Accounting Standards by the business operators, shifting to a new accounting
system based on the European System of Accounts in public institutions, and other
improvements related to the economic and fiscal legislation, has also come to the fore the
organization of the auditing activity, both by business operators and by the public institutions.

Joining the European Union had imposed as a requirement the existence of sound
financial management systems, and also of ways to control them, due to the fact that our
country uses EU funds which must be used with maximum efficiency.

2. The results and conclusions drawn from the empirical research activity and the
case studies

A supra-national professional body may not impose the accounting standards, given
the particularities of each country or region, as well as the national legislation. The
International Public Sector Accounting Standards Board (IPSAS Board) develops standards
that are convergent with IFRS, but deviate from them where there are specific reasons of the
public sector. IPSAS Board recognizes the right of governments and national norm givers to
establish accounting standards and guidelines for financial reporting, but encourage
governments to shift to accrual accounting, the adoption of IPSAS and the harmonization of
national requirements with the IPSAS. Therefore IPSAS can not be fully implemented but is a
good basis for consultation.

The purpose of public accounting is to ensure achieving the true and fair view on the
financial position statement, financial performance, but also on cash flows and execution of
the income and expenditure budget.

Under the conditions shown, in Chapter 2, we presented the comparative study on the
accounting treatment and of reporting in financial statements, according to the national
accounting rules for the public sector approved by the Ministry of Public Finance’s Order no.
1.917/2005, with subsequent amendments and the Financial Regulation applicable to the
general budget of the European Community no. 1605/2002, the European Commission
Regulation on the detailed rules for the implementation of the Financial Regulation no.
2.342/2002 and IPSAS, published on the IFAC website in March 2008. The purpose of this
study was to present the elements of convergence and the differences between the national
standards and IPSAS.

The conclusions drawn from the study presented are the following:

e by assuming by the national rules of the financial statements model (Balance sheet,
Economic outturn account, Cash flow statement, Budget execution account for income and
expenses), based on IPSAS 1 "Presentation of Financial Statements" and IPSAS 2 "Cash flow
statement", but also the principles underlying their preparation (business continuity, prudence,
consistency, etc.), it can be stated that it was achieved the harmonization of public institutions
accounting with the Financial Regulation applicable to the general consolidated budget of the
European Community no. 1605/2002 and the European Commission Regulation on the
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detailed rules for implementation of the Financial Regulation no. 2342/2002, the chapter on
"Presentation of accounts and accounting".

e in the public sector, IPSAS 1 "Presentation of Financial Statements" includes the
following requirement: "Financial statements should not be declared as compliant with
IPSAS unless they comply with all requirements of each of the IPSAS." The European
Commission has not approved a specific directive on the accounting of public institutions, as
is the case of the private sector, where according to the EC Regulation no. 1.606/2002 on the
application of IAS, the Commission decides on the applicability of the IAS within the
Community.

In these circumstances, we can talk about a convergence of the national rules with
IPSAS rather than of compliance, which is defined as the process by which is assessed the
correspondence in the content of the presentation rules and the preparation of financial
statements, standing for a harmonization of the national regulations with the rules set out by
the regional and international bodies for accounting normalization, while convergence is
assuming at national level the spirit of IPSAS and the conceptual framework, namely the
adoption of some of the accounting treatments set out in the international norms.

The conclusion drawn from the comparative study presented is that, the quality of
information provided by the financial statements can and should be continuously improved in
order to provide relevant, credible information and also to ensure comparability between
reporting periods, and also between public entities within the same country or from different
countries, and also comparability of the national accounts between countries.

This goal can be achieved by further increasing the degree of convergence with IPSAS
by:

¢ adapting the format of the balance sheet and economic outturn account in accordance
with the requirements of the standard;

e preparing the cash flow by using the two methods: the direct method and the indirect
method, provided by the standard;

e presentation of additional information in the notes to financial statements relating to:
changes in the initial budget, the errors of earlier periods, the date when the financial
statements were authorized for issue / submitting, etc.;

e improving the national rules relating to: subsequent events that lead to adjustment of
the financial statements, events that do not lead to adjustment of the financial statements,
performing the revaluation for the entire class the revalued asset belongs to, presentation of
the methods for calculating depreciation of assets, introduction of assets and contingent
liabilities, etc.

Despite the fact that assurance level offered by the external public audit regarding the
quality of the true and fair view provided by the financial statements is not absolute, however
the contribution of audit to restoring public confidence in the quality of the financial reporting
system is crucial. The auditor, as a member of the accounting profession as a whole, is the one
from whom the expectations about restoring the confidence in the usefulness of the financial
reporting system are very high, and the way these requirements of the users of financial
statements will be met will significantly influence the future of the accountant profession.

Starting from these premises, we set ourselves to achieve a research dedicated to the
analysis of the ways the external public auditors perceive and use the concept of fair
presentation in achieving their business, and the approached sample was determined by the
population of the external public auditors of The Romanian Court of Audit. Design of the
questionnaire this study was based on was objectively based on the research work in the field
done up to that point, focusing on the issues found in the works studied, the aim being to add
to these theoretical aspects studied, the practical conclusions on the analysis of the quality of
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the true and fair view provided by the financial statements, from the perspective of the
external public auditors.

A much more detailed presentation of the research results is given in Chapter 2 of this
paper, but hereinafter, we will summarize the most important conclusions of this empirical
study:

¢ in the view of 82.35% of the external public auditors, financial auditor's role is to
provide reasonable assurance, by expressing an opinion on the extent to which the financial
statements reflect a true and fair view. Another part of the auditors (11.77%) believes that the
role of the financial auditor is to perform an independent verification of the accounting
information in accordance with a set of predetermined criteria, that are supposed to reflect
the wishes and needs of the users;

e analysis of responses on the factors influencing external public auditors’
independence, 88.23% of respondents say that the most influential factor is considered to be
the financial, personal or other kind of relationship with the audited entity or with other
individuals within it. On the other hand we see other factors too, with significant impact on
external public auditors’ independence: material indebtedness or otherwise, to the employees
of the audited entity (82.35%), and kinship or in-laws including the fourth degree, in the
audited entity (64.70%). Are also to be considered the opinions that the external public
auditor's independence can also be influenced by political pressures or from domestic interest
groups or foreign entities, and the auditors' involvement in developing and implementing the
management and control systems of the audited entity;

e among the factors that affect to a very large extent the effectiveness of the financial
audit work stand the insufficient time resources allocated for the auditing mission, according
to 64.70% of the respondents. Also to a very large extent, affects the financial audit work the
inability to process such financial infringements, from lack of legislative competence. Not be
neglected the fact that 29.42% of respondents considered as a factor with very significant
influence, the internal control activity, unorganized and non-exercised;

e cach component of the set of financial statements is considered as having a certain
importance in mirroring the whole picture of the reality of the view provided by the financial
statements. The highest percentage (94.12%) was given by respondents to the budgetary
execution accounts. We believe that this share is justified by the fact that the external public
auditors certify the accuracy and veracity of the data in the execution accounts audited;

e the most important factors in the opinion of the respondents as regards the
assessment of the veracity of the audit evidence would be the relevance of the audit evidence
(64.7%) and the degree of independence of the source of origin (47.05%). Important aspects
in assessing the audit evidence are considered to be their objectivity (52.92%) and also the
sample form (47.05%). Taking together these results, we find that the respondents give greater
importance to the qualitative characteristics of the audit evidence than to the quantitative
ones. Sufficiency in terms of quantity is estimated to be only somewhat important in the view
of 58.83% of the respondents;

e as regards expressing the audit opinion on the true and fair view provided by the
financial statements, we found a worrying aspect that is 88.24% of the respondents have
always expressed an adverse opinion respectively never an unqualified opinion;

¢ in the view of most external public auditors, the true and fair view is a principle to
be respected by the financial statements;

e most public entities are not aware of the legal regulations on accounting policies
and those that are aware of these regulations have not developed accounting policies, to
provide a true and fair view of the results and financial position;

e views on the need to extend the assessment to the fair value of all balance sheet
items, are divided almost evenly between supporters and opponents.
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This empirical research questionnaire-based was constructed starting from a system of
assumptions, which after processing and analysis of data obtained were validated or refuted.
The following table presents a summary of the working hypotheses formulated outlining the
decision to accept or refuse them, resulting from testing them through the empirical research
conducted.

Synthesis of the working hypotheses formulated

Working hypotheses formulated Accepted/Rejected

Is. 1. External public auditors perceive the meaning of the Rejected
concept of true and fair view, as being closest to compliance
with accounting legislation and with international
accounting standards

Is.2. External public auditors believe that they have a Rejected
relevant contribution to improving the quality of the true
and fair view provided by the financial statements of the
entity that they audit

Is.3. In the view of most external public auditors, the true Accepted
and fair view is a requirement or a principle

Is.4. Most public entities are not aware of the legal Accepted
regulations on accounting policies
Is.5. Most public entities (Which are aware of the legal Accepted

regulations) have not developed accounting policies to
ensure a fair presentation of the results and financial

position

Is.6. Fair value evaluation should be extended to all balance Rejected
sheet items

Is.7. Confusion between the fair value and the market value, Accepted

which aggravates applying the fair value in practice when
there is no active market

Is.8. Accounting rules do not make a clear distinction Accepted
between the fair value and its applications or
interpretations, and thus the fair value is not viewed as a

well founded concept

15.9. The need of adequate preparation of the accounting Accepted
professional in assessing field

Is.10. The high cost that the use of a licensed appraiser Accepted
involves

As a general conclusion, drawn from this research, we can say that despite the fact
that the definition of the fair presentation concept is so controversial, currently not having yet
a definition really established and generally accepted, the external public auditors who have
the purpose of issuing an opinion on the financial statements of public entities face this
challenge, with a permanent concern to improve their method so as to obtain a high degree of
objectivity and safety in expressing their opinion on the true and fair view.
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In order to know how the public institutions respect the regulations on the building-up
and use of budgetary resources and for an accurate presentation of data in the execution
accounts, we considered appropriate to conduct a survey on the activity of the external public
auditors of the Chamber of Audit in Satu Mare, in 2010. The purpose of this study was to
capture the most significant aspects reported by the external public auditors that have an
impact on the financial statements.

The conclusions drawn from the survey conducted are the following:

e poor concern from the leadership of the verified entities regarding the identification,
recording and monitoring the collection of revenues due to the local budgets, which calls into
question the way of inventorying the taxable supply;

o the management of public entities "interpret" the normative acts that regulate the
salaries of public sector staff and conclude collective work contracts/agreements "at will",
which leads to making unjustified expenditures;

o there is an exuberant imagination to invent rights and increases in circumventing both
the legal frame and a reasonable and professional attitude of the public local government unit;

o the focused work of the Court of Auditors regarding compliance with the law
regarding the granting of salary rights and recovery of losses caused to the budget was not
accompanied by actions sufficiently supported by other entities with responsibilities for
monitoring and control, MLSP, MPF, MAI; NACS respectively;

e there was noticed an inconsistent practice of the administrative courts in judging the
actions dealing with the legality of granting various pecuniary rights. In most cases, the Court
of Auditors’ decisions regarding the recovery of amounts associated with the illegal payments
were canceled in court, considering that the measures ordered constitute a breach of
jurisdiction established by law;

o there is insufficiency and unclearness in the regulation of some laws that give rise to
different interpretations and approaches for implementation;

e {0 stop this phenomenon of granting of rights outside the legal framework and taking
into account the above, we consider it necessary:

o amending the social dialogue Law no. 62 of May 10, 2011 so that MLFSP by
its local structures (labor territorial inspectorates), have the power to not record
and approve the collective work agreements, by which have been negotiated
clauses which include rights whose granting and amounts are established by legal
provisions;

e changing the legal frame so that NACS, have the power to record and approve
the collective agreements concluded with the trade unions, in that they contain
clauses in accordance with the provisions of Law no. 188/1999, republished and
of other normative acts related to the public service and civil servants. At the same
time, it is necessary that this agency sets up a Collective Framework Agreement,
which will include the terms foreseen by the legislator, to be negotiated;

o Authorising Officers /| mayors of the territorial administrative units generally have no
special training, do not understand the mechanism of recognizing and recording of the
patrimonial transactions in the accounting records, and therefore do not give the due
importance to the accuracy and veracity of the data in the execution accounts. We would like
to mention that many times, even the financial accounting personnel involved have no
thorough training and do not master the legal regulations in the field;

o management of the audited entities show no interest as regards the property
revaluation and management of public and private assets of ATU in accordance with the legal
regulations;

e at the audited entities it is organized the financial control, but it is exercised in most
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cases, superficially and formally;

o the need for continuing professional education of the internal public auditors;

¢ not being developed and implemented the standards of management / internal control
there is the risk of failure to attain the objectives, failure to ensure a convergence and
coherence of them, thus being compromised the whole system of internal control of the
institution;

¢ the internal control and audit system of Satu Mare operates deficiently, superficially
and therefore is not fulfilling its purpose, in most cases.

The general conclusion that emerges from the case study presented is that of a

mismanagement of the ATU, as regards the accounting and the control of building-up and use
of budgetary resources.

Following the conclusions emerged, we considered it necessary to extend the study by
conducting an assessment of the internal audit work carried out at the ATU in Satu Mare, in
order to identify the reasons for malfunctioning and find possible solutions leading to efficient
internal audit activity. The study conducted led to the conclusion that the organization of the
internal audit activity at local public government level has raised issues, given the small
number of local public entities where this activity was exercised.

Based on the practical experience gained in exercising control / external public audit, /
can say that failing to constitute the internal public audit structures in all public entities, that
had this obligation, had a significant negative impact on the performance of their management
and internal control system that has resulted mainly in the following consequences:

- generation of phenomena of public property impairment;

- diversion of public and European funds;

- inefficient and ineffective use of public property;

- execution of public acquisition without complying with the legal procedures,
excesses in applying the procurement procedure through negotiation with a single source;

- lack of transparency in performing the financial and economic operations.

Both in 2009 and in 2010, was kept a large number of ATU, in which the audit work
was conducted with only one internal auditor or with auditors employed by "2 or % of the
time, resulting in a number of shortcomings, of which we mention:

- failure to exercise the managerial powers in the internal audit activity;

- the impossibility of performing the work of supervising of the missions, activity
which is essential for ensuring the quality of the internal audit work;

- limitation of the audit, since a single internal auditor may not have the necessary
competence for all activities that form the auditable area of an institution, not to mention the
case of auditors conducting audits to 3-4 entities. For example, at any public entities were
never audited: the decision-making system, the management and control systems (as well as
the risks associated with such systems) and the information systems.

The main cause of mentioned malfunctioning is the difficulty of selecting suitable
local staff for auditing activity, and budgetary constraints that lead to funding of maximum
one position of internal auditor. At the same time, granting the status of village, namely the
transition from a lower to a higher level of the territorial and administrative divisions, is not
taking into account the limited institutional capacity, to enable implementation of complex
systems of internal control necessary for proper financial management.

In addition to these objective restrictions, the inadequate internal audit organization is
also based on subjective reasons, caused by the insufficient understanding by the managers of
public entities of the role and importance of internal audit.

In our opinion overcoming this situation, requires concerted action on two levels,
namely:
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- resolute action to implement the provisions of the regulatory framework in force
regulating the internal public audit function, closely combined with measures meant to reduce
the resistance to change of those involved;

- adoption of flexible methods to ensure exercising of the internal public audit function
in all public entities. Of these, from our point of view, the most beneficial way would be to
concentrate the audit resources through the creation of structures of internal public audit to
ensure performance of the function at several public entities. Association of public entities to
a structure of internal public audit could be done with taking into account at least the
following criteria: the criterion of areas and activities with similar content, geographical basis
(the association of several public entities in the same geographical area) and the criterion of
budget values (for example, between Euros 400-900,000).

Implementation of the proposed solutions can not be achieved without changing the
current regulatory framework of organization and performance of the internal public audit
function (Law no. 672/2002 on internal public audit and the general methodological Norms
for the exercise of internal public audit) by introducing of provisions to address:

- defining where and how to achieve the structure of internal public audit to provide
assurance and advice to more small and medium sized public entities;

- establishing the criteria of assignation of the public entities to a structure of internal
public audit, and their contribution to financing the expenditure of the structure formed.

We believe that this proposal to conduct the audit by association is viable and will
contribute to carrying out audit missions in accordance with international standards’
provisions and its own rules, while ensuring the independence and objectivity of the internal
auditors.

Among the ways to improve the effectiveness of public internal audit and whose
implementation would lead to changing for the better the perceived image on public internal
audit and to align this function to the acquis communautaire, in our opinion, are included the
following:

e introducing the practice of examination by the internal auditors, along with the
specific objectives in the audited field and other objectives to help the public entity in
reducing the risk of fraud, relating to:

- the existence of written rules that describe the prohibited activities and the measures to
be taken if the established rules are broken down;

- establishing and maintaining authorization rules for each operation;

- information circuits are reliable and allow the management to obtain adequate data,
accurate and timely on the processes carried out;

e sustained efforts are required for tranmsition from the audit focused on verifying the
compliance with the regularity of transactions, the compliance of activities with the law, on
protection of assets, to the system and performance audit, by adding relevant analyses on
achieving the goals in terms of economy, efficiency and effectiveness;

¢ internal public audit mission planning with emphasis on checking the high-risk areas
within each public institution;

e provision of advice and insurance required in the development of the processes and
major programs of the public institutions;

e upgrading the competences and diversifying the qualification of the internal auditors;

e improving the counseling activities system leading to prevention of irregularities and
fraud occurrence;

o enhancing the counseling role of the internal audit and implementation of new forms
of conducting the counseling activities. We appreciate that the orientation towards increasing
the share of counseling activities in the total activities of the internal audit is a modern
approach and a "change" in the internal audit concept by shifting the effort from identifying
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the problems, on the prevention of their occurrence, resulting in beneficial effects on
increasing the performances of the management and internal control systems in the public
entities;

e changing the perception of some managers that the public internal audit, is an obstacle
in achieving their priorities and attaining their objectives;

o targeting of the audit missions to the processes and subsystems of the areas of activity
of the public institutions (and not to the structures), whose professional verification would
reveal important and relevant information regarding the reserves of optimization of the legal
and procedural framework mechanisms that govern the activity of the institution, and the
ways and means to increase the efficiency of the management and internal control systems,
based on risk analysis and management;

e in the case of auditing the management systems, internal audit should not turn to the
issue of views on the strategic objectives of the entity's management, but to assessing the
appropriateness degree of the authorising officer’s decisions for the achievement of entity’s
objectives. Of course, such an audit in the current stage, where the auditor is directly
subordinated to the head of the public entity is difficult to accomplish, but the nomination of
an auditor of the upper structures to achieve this mission would produce beneficial effects in
quality plan;

o improvements are needed regarding the methods of tracking the implementation of the
recommendations by the auditors, considering that, in the case of recommendations not
implemented within the time expected, it is not yet established in the practice of the auditors
to inform the institution’s management and the deployment of actions to raise the
management’s awareness on the need for their implementation, by presenting the
consequences of non implementation in contrast with the contribution of value achieved by
their implementation.

In strengthening the internal public audit, we also express our belief that, a more
active involvement of the MPF and of the Court of Auditors in implementing the internal audit
activity by the entity's management awareness regarding the role and importance of this
activity in the proper management of public funds made available, would have beneficial

effects.

3. Relevance and scientific contribution of the results of research to the
development of the research topic addressed;

The usefulness and value of any scientific research work is warranted when from this
process results added value to the scientific knowledge of the topic subject to research.
Starting from this goal we consider it timely to present below, the essential elements that
contribute to adding value to the issues subject to research, indicating that the presentation of
these elements will follow the logic path that coordinated the structure of our work:

» The state budget and the system of public financial resources, building-up and

use;

e Presentation of content and features of the state budget through an approach from
international to national;

e Presentation of budgetary principles and rules;

e [dentification of key trends that have marked the evolution of the budgetary deficit
both internationally and at the national level;

o Presentation of the types of budgets used in international practice;

o Presentation of the main methods for establishing the budgetary income and
expenditure;

o Presentation of content, features and stages of the budgetary process;,
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Presenting an overview of the structure of budgetary resources and of the public
expenditure system,

Identifying the impact of taxation and tax evasion on the building-up and use of
budgetary resources;

The analysis of the evolution of the share of direct taxes in tax revenues and state
budget revenues in our country,

Identifying the particularity of the Romanian tax system in relation to the EU
countries,

Identifying the forms of manifestation of evasion and the causes that determine them;
Identifying the advantages of implementing the new public management system,
Accounting for public institutions;

Presentation of organization and management of accounting of public institutions;
Presentation of normalization and harmonization of public accounting;

Identifying the benefits of accrual accounting;

Introducing the Treasury accounting features;

Presentation of the quality, expressiveness and accessibility of information in the
accounting of public institutions,

Presentation of a comparative study for the identification of convergence items and of
the differences between IPSAS and the national rules;

Achieving an empirical research to analyze how the external public auditors approach
the true and fair view in performing their activity,

Control of formation and use of budgetary resources;

Identification of key issues concerning the financial control, including: concept,
classification, perimeter of manifestation, objectives;

Presentation of internal control under the general principles of good practice that
make up the acquis communautaire;

Identifying the particularity of the internal control and setting out its objectives from
approaching the COSO and CoCo models;

Sizing the key defining aspects of the internal audit as a powerful tool to detect the
main risks of the organization,

Presentation of the external audit of financial statements;

Conducting a study on the findings of the external public auditors in order to capture
the aspects that impacted on the financial statements,

Presentation of key findings resulted from audit missions of the Audit Authority;
Identifying the main features of the internal control and internal audit;

Identification and presentation of the common points and differences between the
internal audit and the external audit.

At the end of the scientific endeavor, it is necessary to be mentioned certain aspects

regarding the limits of this work as well as the prospects for future research.

Regarding the limits, any scientific research as well-founded as it may be, still can not

ignore the risk of existence of limits, which may or may not affect the results obtained from
the research. To this rule set out above makes no exception the scientific research conducted
in this work. There are several limitations that we identified in the achievement of our
empirical research, but without such limits having significant effects on the smooth conduct
of the empirical study and without affecting the relevance of the findings emerged from the
analysis of results. These limits we could classify into two categories: limits related to the
form aspects of the issues addressed and organizational limits. With regard to the /limits
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related to the form aspects of the issues addressed in the empirical research conducted, we
specify:

e the interdisciplinary nature of the research topics (accounting, finance) which is not
sufficiently satisfied in the research environment;

e certain barriers related to the lack of a rich literature on control in general and in
particular the control of budgetary resources;

e cphemeral nature of these studies by the very nature of accounting and control rules
that are continuously changing;

e due to the very short timeframe we wanted to fall into to not encroach too much upon
our respondents time, so they are not discouraged by its completion, we needed that in
the construction of the questionnaire used to turn our attention only to the most
relevant aspects of the researched topic.

As regards the organizational limits we believe that the extension of these researches
on longer periods of time, as well as the retransmission of reminders to insist that
questionnaires be filled in would have resulted in obtaining much better response rates.

Referring to the potential factors Ball & Foster (1982) briefly and pertinently
summarize the main relevant factors that influence the response rates in conducting the
studies:

1. the real reasons hiding behind the decision of the respondent;

2. it is often rather unclear who is responsible within an organization for a particular
decision;

3. sometimes the answers to the questionnaire are given with the intent to point out
something and not with the intent to state something.

We believe that an interdisciplinary research of this kind would have a much greater
success, if it was conducted under the aegis of an institution with a good reputation in
research, in order to achieve wider coverage of topics studied and to obtain results with a
much higher degree of utility.

As regards the future research perspective, a scientific paper, however complex
developed would be, can not claim to be clarifying all aspects related to the topic researched
but on the contrary, its value is determined by its ability to find answers to the questions that
were at the basis of determining the interest for researching that topic, but also by its ability to
generate new questions in search of answers. In our case, given the complexity of the topic
addressed, we know that this topic still has many surprises for researchers eager to pass it
through. Our hope is that by achieving this work we managed to put one more brick in the
building of the field studied, especially in the context of the complex new challenges which
the accounting profession must successfully deal with, and the activity of control bodies
requires an increase in efficiency and effectiveness, to strengthen its image and credibility.

Prospects for future researches are largely related to the limits of this scientific
approach. In the theoretical research, they could follow some examples from literature, by
analyzing issues from the field of accounting and control of budgetary resources. As regards
the future empirical researches, they might consider extending the analysis to other users of
the financial statements.

Consequently, the results of the research, widely reflected in the section dedicated to
conclusions, encourages us to follow the future evolution of public accounting and control of
budgetary resources, as well as to identify and implement concrete ways of practical
applicability and development of this research.
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