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Abstract: The trends of internationalization of the economies, of 

increased competition and of national and international 

competitiveness, bring Romanian companies in the need for credibility 

and transparency regarding their reporting. Inevitably , in this current 

context, rises the need for a management and control system in the 

service of a good governance, the development and implementation 

of accounting policies and procedures tailored to every company, the 

establishment of clear requirements for presenting the information in 

the accounting reports. Special importance is given to internal control 

and audit, as a preamble to the certification of annual accounts by 

independent auditors. 
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1. Highlights Evolving in the Area of Internal Control 
As an inherent part of management in its evolution, internal control have been assigned 

Recognized as a component of the management science, in the literature to the term 

control a variety of connotations are assigned (eg. activity, function).  Often, the control is 

considered a function which provides the necessary information to complete other 

management functions. In this regard, it can manifest as either intended to detect and 

correct deviations, either to monitor and evaluate the performance. 

In relation to a number of factors, criteria and circumstances, customized and developed 

increasingly evident, some certain embodiments of control which essentially make up the 
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whole were outlined. In this context, the concept of "internal control” has been 

individualized. In general, this new component of the control system targets the adequate 

management of inherent risks which may affect the objectives pursued by an entity or an 

activity, respectively the mechanisms which ensure adequate control or management of 

such events. 

While the definitions provided are highlighting also some divergences, or different aspects 

of internal control, however, regarding the essentials, it can be said that a consensus was 

reached. By all valences assigned, it is commonly stated that, in fact, control is about a 

universal function materialized into a coherent set of policies, measures and procedures, 

designed and implemented by the top management to control the entity in which the 

process is implemented. 

A series of events that marked the international business environment, with multiple 

negative effects, led to major changes also related to the regulation of specific aspects of 

internal control. Thus, following the great financial scandals of 2001 and 2002, which led 

to the collapse of some major corporations (eg?? Enron, WorldCom, Global Crossing), 

international authorities have acknowledged, that development and implementation of 

clear regulations on financial reporting, auditing and internal control default are required. 

In 2002, the US government passed the Sarbanes - Oxley (SOX 2002) law. This legal act 

created the necessary prerequisites for re-enhancing the credibility of the entities in 

relation to the capital investors and with other users of the financial information. In the 

given circumstances, together with a number of specific principles of accounting and 

auditing financial statements, the regulatory framework imposed, for the multinational 

entities listed on the New York stock exchange, the obligation to implement internal 

control systems suitable for providing credible information, the surveillance by audit firms 

and the improvement of their corporate governance. 

Also the European authorities have taken a number of measures in this regard. As a result, 

in 2003 in France, the Law of financial security (LSF, 2003) was adopted, covering a wider 

range of entities and containing references on the modernization of the statutory audit, 

financial transparency, governance and control of entities models, as well as the internal 

control to ensure good governance. 

1.1. Where is the Romania’s Place 

Activities related to the complex topic of internal control made at international and 

European level have also echoed at national level. A number of the authorities’ actions 

highlighted to the public the importance of implementing internal control.  

Through the adoption and, subsequently, through the implementation of several laws 

primary aimed or secondary related to internal control, a first step in its evolution and 

development in the public entities has been recorded. Thus, in 1999, through the GO 119 

was developed the first national regulatory framework for the regulation of internal 

control in public entities, which also defined the term of internal control. Subsequently, in 

the public sector reforms, internal control regulation has been the subject of several legal 

acts by which the initial definition was revised attributed or reformulated (Law no. 

672/2002; Order no. 38/2003; Order no. 946 / 2005). 

The most comprehensive concept form is found in the Code of internal/management 

control, the specific framework of Romanian entities, adopted in 2005 (OMPF nr.946 / 

2005) and modified in a later date (OGR nr.400 / 2015). In the above stated law, Romanian 

authorities have adopted in the Code of internal/management control the definition 

issued by the European Commission.  
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In this context, internal control was initially defined as all "policies and procedures" and 

more recently as "all forms of control", developed and implemented by management. In 

both situations it is inextricably linked to the provision of a "reasonable assurance" 

regarding the achievement of performance objectives, therefore it may question whether 

the new term coverage is more extensive compared with the previous one. 

This first period or stage of development of internal control functions, together with the 

developing of a proper regulation, was marked by some constraints and limitations 

inherent, specific to any initial approach which has led to some confusion between the 

concept of internal control and that audit internal. Confusions are kept even today. 

At the level of the Romanian economic entities, the regulation of internal control was 

achieved much later and only through regulation of other areas or activities. For example, 

as a requirement imposed for the harmonization with the EU directives in the regulatory 

environment related to the internal audit and subsequently financial were also included 

certain guidelines or rules on the need and obligation of internal control implementation.  

In particular these rules aim at ensuring reliable and comparable information through 

accounting reports (GD no. 88/2007; OMPF nr.3055 / 2009 Order no. 1802/2014). Even 

after legislative amendments have entered into force since 2015, through which were 

removed some of the shortcomings of the regulatory framework (the introduction of real 

estate investment concepts; biological actives; the use of some accounting treatments and 

new accounts, etc.), internal control regulation has not registered a remarkable progress. 

Compared to this definition, the regulatory framework specific to the economic entities, 

the internal control is defined as "any action" taken by the management, by the Council or 

other parties in order "to improve risk management" or "prevent and control the risks" to 

increase the probability that the set scopes and objectives will be achieved (GD no. 

88/2007; OMPF nr.3055 / 2009 Order no. 1802/2014). 

In both situations, internal control is treated as an indispensable process in achieving an 

entity and implicit accounting, so the financial reporting framework introduces the 

concept of "internal control accounting and financial" as "major element of internal 

control" that ensure accountancy and financial monitoring. It also specifies that it provides 

communication and financial accounting information in decision-making and help develop 

a "reliable and consistent legal requirements" (OMFP no. 1802/2014). 

From the presented topics it can be observed that, under the legal and conceptual aspect, 

in the regulatory environment related to the economic entities of specific elements of this 

"process" or "system" is insufficiently addressed, being treated as secondary elements of 

internal audit and financial accounting. Therefore, at the national regulatory framework 

level there is no proper framework to contain clear statements related to the complex and 

dynamic issue of the internal control for economic entities. These drawbacks have led to 

different treatments and practices between entities from the two sectors, but also from 

one entity to another, with direct effects on how the entities fail or not to meet the 

defined objectives and indirect on the business environment in which those operate. 

2. Objectives of Internal Control 

In 1978, the Institute of Internal Auditors, for the first time, proposes and defines the 

following objectives of internal control (Renard, 2002, pp.125-126): the assets security; 

the quality of information; the observation of directives; the resource optimization. 

Subsequently, these objectives were adopted from the specific rules of internal audit. 

Thus, they are found in the norms of application of international standards of internal 



   
 

166 
 

audit, respectively from "Control - 2120.A1" from "Practical arrangements for 

implementation". 

Compared with the internal control objectives issued by IIA, in the definition given for it by 

the legal  framework specific to Romanian public institutions (OG 400/2015) are enshrined 

as general objectives the following: effectiveness and efficiency of operation and use of 

the public entity in terms of scarcity, effectiveness and efficiency of resources; the 

reliability of internal and external information through an bookkeeping system; the quality 

of information used by the public entity or third parties; legal compliance, regulations and 

internal policies. 

From the analysis of the "quality" term, it can be seen that in fact it refers to certain 

qualitative characteristics that the information must meet in order to ensure the 

usefulness in decision making. For example, the usefulness of accounting information is 

quantified by means of qualitative attributes according to which they must be reliable, 

manageable, relevant, credible, comprehensive, relevant, reliable and available. 

Therefore, in the shown context, defining the objective is relevant also today. 

Along with the objectives defined by the rules and regulations examined in the literature, 

internal control has attributes and other specific objectives, for instance it aims to "boost 

confidence in financial reporting" (Leitch, 2008, p.14), which in fact is the effect of 

"reliability of financial statements" (OMPF nr.1802 / 2014). 

3. The Role of Internal Control to Ensure the Usefulness of Accounting 

Information 

Much of the information subject to the informational system are economic in nature, and 

within these a significant percentage are accounting in nature. 

Based on functions aimed at information and communication operations, in the context of 

addressed subject are of importance the role that the internal control has in ensuring the 

usefulness of accounting information and, consequently, How to define and proved the 

usefulness of accounting information? 

The guarantee for the proper system functioning, whatever it is, is given by the existence 

and operation of appropriate internal control adequate to every entity whether this entity 

is a provider or an information receiver, as well as within each conducted activity or 

process. An effective internal control may lead to the prevention of distortion or non-

compliance risk related to the accounting information. 

According to financial reporting frameworks applicable to economic entities, the reports 

aim to provide information about the financial position, financial performance and cash 

flows of an entity, to a wide range of users. But a reliable representation of the economic 

reality may be affected by a number of risks, inherent to both the entity and its various 

activities and determined by the environment in which they operate. Consequently it is 

affected the usefulness of the provided information, with direct or indirect effect on 

decision-making processes. 

What are the causes and risks of distortion effects and non-compliance of accounting 

information? 

To find the answer to this question, we remind that the elements presented in the 

accounting reports are recognized and evaluated in accordance with some principles. For 

example: 

• The principle of going concern states that the entity operates normally in a 

foreseeable future, without going into further operational impossibility or without 
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significantly reducing it. If the company managers have information that there are 

elements of uncertainty that could lead to the inability of the company to continue its 

operation, these elements must be presented in the explanatory notes. Also, when the 

financial statements are not prepared on the basis of this principle, this information must 

be presented, together with an explanation of how to prepare financial reporting, in the 

those notes underlying the decision that the company is no longer able continue to 

operate. 

• The principle of consistency is supposing the ongoing using  of the same rules and 

standards for assessment, recording and presenting the property elements and results, 

which leads to ensure the historical comparability of the financial information. The 

companies may change their accounting policies only if such modification is expressly 

required by a law or an accounting standard or if a new accounting policy results in a more 

relevant or reliable information. In such a case, the change in accounting policy will be 

disclosed in the explicative notes so that users of financial information to judge if the new 

accounting policy was properly chosen also for estimating the effect of the change on the 

reported results and real actual trend of the company’s results. 

• The precautionary principle requires that the value of any element to be determined in 

regard to the following: 

o taking into account, in the financial statements, only of the recognized profits until 

the balance sheet end date; 

o will be taken into account of all the foreseeable liabilities and potential losses 

arising during the year ended or during an earlier period, even if such liabilities or losses 

are occurring between the exercise closing date and the balance sheet date; 

o taking into account of all adjustments due to depreciation, whether financial year 

ends with profit or loss. 

• Matching principle involves the use by companies of an accrual accounting, 

meaning that businesses will consider all revenue and expenditure appropriate to the 

financial year for which the report without considering the date of receipt of income or 

making payment expenses. 

• The principle of separate valuation of components of asset and liability items 

relates to the way of how they have determined the total value corresponding to a 

balance sheet position, ie, separately determining the value of each individual asset or 

liability element. 

• According to the principle of inviolability of the opening balance sheet, the opening 

balance sheet of a financial year must correspond to the closing balance sheet of the 

previous year, excluding the corrections imposed by the application of the rule IAS 8 "Net 

profit or net loss for the period, fundamental errors and changes in accounting policies ". 

• No offseting principle prohibits undertakings perform offs between the values of 

the assets to the elements liabilities, excluding compensation between assets and 

liabilities accepted by the International Accounting Standards. The same restriction is 

maintained in connection with the compensation of revenues with expenditures. 

• The principle of substance over form, requires that the information presented in 

the financial statements reflect the economic reality of events and transactions and not 

merely their legal form. 

• Principle of significance threshold states that any item that has a significant value 

for the enterprise to be separately presented in the financial statements. Only items with 

insignificant value, having the same nature or presenting similar features will be presented 

by summation and not separately in the financial statements. 



   
 

168 
 

It should be noted that the practical application of the above accounting principles should 

take place both in the act of production (as links between different information structures 

are established throughout the processing of financial information) and in the 

broadcasting of financial information that is complete with the elaboration, auditing and 

publication of the financial statements. All these financial statements (balance sheet, 

income statement, cash flow statement, statement of changes inequity, accounting 

policies and informative notes), taken together, represent an intellectual construction 

(drawn from those accounting principles, regarded as work hypothesis) which must reflect 

(accurate) reality. 

Therefore, the accounting principles will consider the entire complex of financial 

statements, and not only one summary accounting document in isolation. This is because, 

as is it known, the whole process of accounting processing ends with an "information hub" 

balance sheet, which is a snapshot of the company, but is tied in terms of information, to 

other financial statements. 

Thus, the connection with profit and loss account is made through the information related 

to the the result of the year: the balance sheet notes the outcome size, income statement 

explain its formation. Moreover, the interdependence between the balance sheet and 

profit and loss account is performed even in the case in which an item that corresponds to 

the definition and meets the recognition criteria to be an asset in the balance sheet is 

automatically recognized as income in the income statement. Also, between the balance 

sheet and cash flow the link is supplied through information related to company’s 

liquidity: balance sheet indicates the size of its cash flow; the cash flows statement 

presents the formation of cash flows during the accounting exercise. The information in 

the annex is additions or refinements of the balance sheet information or those from 

other financial statements etc. Simply search for the accurate image, in our opinion, it is 

not enough to discover the accounting truth, since for the same company the accurate 

image of shareholders will not be find, necessarily in the bank, employees’ or state. 

On the other hand, if, globally, the postulates and accounting principles constitute (at least 

theoretically) as a coherent system of general statements (consistency that ensures their 

comprehensibility), analyzed individually, some of which may be on a confrontational 

position against other postulates and principles that form the assembly. Therefore: 

• The conflict between prudence principle and yearly exercise independence 

principle is manifested as permanence, representative being the case of activated 

expenditures. While prudence principle demands that such expenses are recorded when 

they arise, in the current year exercise, the principle of exercise independence requires, 

making a connection of expenses to revenues, to schedule these expenses over several 

years. 

• The conflict between the precautionary principle and historical cost principle 

manifests itself in particular when assessing the inventory of the patrimony, a pre-closing 

phase of the financial year closing. While the principle of the historical cost of acquisition 

requires the conservation of the purchasing value or, where appropriate, of production of 

inventories, prudence principle requires as assessment rule, the lower value between of 

cost and market price. 

• The conflict between the principle of activity continuity, prudence principle and 

other accounting principles. 

According to exploitation continuity principle, the life of the organization is divided into 

financial exercises and, as such, certain expenses (capitalized expenses, for example) will 
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affect several financial exercises, resulting in a slowdown of depreciations. Applying the 

principle of prudence leads on the contrary, to an acceleration of these declines. 

Taking into question the principle of going concern, we observe in general a non-

adversarial state between this and other accounting principles, but if there is an 

uncertainty on this continuity, we can observe some effects that are transmitted above 

the other accounting principles or above the valuation of assets and liabilities. In those 

circumstances, consistency principle can no longer be respected, as liquidation values are 

often different from historical costs and dormant assets and liabilities will be directly 

affected by the termination of the activity. Neither the accrual principle can be respected 

because it has to be highlighted the imminent future events assembly: dismissal, taxes 

generated by the liquidation of the enterprise, contracts abandoning etc. 

In other words, in practice, not all the accounting principles may be respected in the same 

time. 

To get out of this contradiction, the literature presents some solutions: 

• apply all accounting principles, but with a partial implementation of each of them 

to remove such contradictory elements under the conceptualization of some accounting 

principles, compared with other accounting principles; 

• establish a hierarchy between principles and their successive application; 

• the accounting principles assembly classification in compatible homogeneous 

classes. 

The question of whether the accounting fails to meet users' expectations diversity, often 

contradictory, just by simply applying accounting principles that act in a certain timeframe 

and at different information levels has been and remains very topical. It is of no doubt the 

production of information in order to meet users' needs is the objective of accounting. Do 

the accounting, however, remain unbiased to these categories of users? The answer can 

be found in the statement of Professor I. Ionaşcu: "... the accounting is not socially neutral. 

A very significant example is the adoption of accounting rules, as a process of dialogue and 

compromise between the different actors involved in the accounting normalization, 

because the rules have social consequences favoring one or more social groups ". 

It should be noted that the practical application of the above accounting principles should 

take place both in the act of production (as links between different information structures 

are established throughout the processing of financial information) and in the 

dissemination of the financial information, which ends with the preparation, auditing and 

publication of financial statements. These financial statements (balance sheet, income 

statement, cash flow statement, statement of changes in equity, accounting policies and 

notes), taken together, represent an intellectual construction (drawn from those 

accounting principles, regarded as hypothesis work) which must reflect (accurate) reality. 

To ensure good faith in applying these accounting rules, the accounting must have rules 

and tools to provide reasonable assurance that they are fairly and honestly applied. Here 

comes the role of internal control. Lack of adequate internal control can lead to distorted 

reports, affected by a number of risks such as the misstatement. This indicates that an 

element of accounting reports or all the reports as a whole contain significant errors, 

inappropriate data or fraud. In addition to the internal cases, these distortions are 

facilitated also by the imperfection of reporting frameworks applicable to competent 

authorities in terms of the control of how to elaborate such reporting. 

Alongside these circumstances and events, the risks of significant distortions may be also 

determined by the frequent legislative changes on the functioning of the entities or by 

fiscal changes. For example, through arbitrary interpretations or with retroactive effect 
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financial management decisions may be affected on tax burden or the ones related to 

major investment and therefore, consequently the principles of certainty and efficiency. In 

fact, these approaches are risk factors or risks that negatively impact the usefulness of 

accounting information. 
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