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Abstract

This paper aims to analyze the financial performance of Romania's National Public Pension House (CNPP) and
evaluate the role of internal audit in public financial management. Public institutions, such as the CNPP, manage
substantial financial resources derived from taxes, fees, and non-refundable sources like the National Recovery and
Resilience Plan (PNRR). These funds are essential for providing public services, including pensions and social security
benefits. Effective management and oversight of these resources are crucial for ensuring transparency, efficiency, and
accountability.

The study employs a quantitative analysis of financial indicators over the past five years, focusing on trends and
the impact of internal managerial control deficiencies on the institution's financial performance. By using linear
regression models, the research examines key performance metrics such as Working Capital, Working Capital
Requirement, and Net Treasury. The findings reveal fluctuating trends influenced by the pandemic and other socio-
economic factors, highlighting the importance of robust internal controls and audits.

Additionally, the study underscores the significance of internal audit functions in enhancing governance,
identifying risks, and ensuring compliance with regulations. These mechanisms are critical for maintaining financial
stability, optimizing resource management, and supporting strategic decision-making. The insights gained from this
analysis provide valuable recommendations for policymakers and public administration officials to strengthen internal
audit practices and improve financial management within public entities. The research concludes that regular audits
and rigorous internal controls are essential for sustaining the financial health and operational efficiency of institutions
like the CNPP, ultimately ensuring the reliability of pension payments and other financial obligations
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1. Introduction and context of the study

Public institutions play a crucial role in society, managing substantial financial resources

annually. These funds, derived from taxes, fees, and non-refundable sources such as the National
Recovery and Resilience Plan (PNRR) and various grants, are allocated to provide essential public
services like healthcare, pensions, and infrastructure development. Effective management and
oversight of these funds are paramount to ensuring transparency, efficiency, and accountability
(World Bank, 2021; OECD, 2020).
To achieve this, public institutions employ comprehensive monitoring systems. These systems
encompass internal mechanisms, such as internal audits and managerial controls, as well as external
audits conducted by regulatory bodies. Internal audits are essential for identifying errors and
weaknesses, thereby safeguarding the institution's operational integrity and financial stability
(Institute of Internal Auditors, 2019).

This study aims to conduct a quantitative analysis of the financial indicators and
performance of the National Public Pension House (CNPP). By analyzing data from the past five
years, this research will uncover trends and evaluate the impact of internal managerial control
deficiencies on the institution's financial performance. Understanding these impacts is crucial, as
persistent deficiencies could compromise the timely and accurate disbursement of pensions,
ultimately affecting beneficiaries' livelihoods.
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2. Backgroud

The National Public Pension House (CNPP) is a state institution that administers the public
pension system and other social security rights in Romania. CNPP revenues are insured through the
state social insurance budget. This is the second most important budget within the economic picture
that includes the revenues and expenses of the public pension system and other social security
rights (Mosteanu & Attila, 2005). Annual deficits are covered by the current year's State Social
Insurance Budget and reserve funds, and in exceptional cases, in order to cover the deficit, they are
supplemented by the amount of the State Budget (Tanasescu & Ionescu, 2019). In addition to
pension payments, CNPP also handles the distribution of allowances and social insurance benefits,
as well as payments for individuals in the social assistance system. The institution's activities are of
national significance, as retirees and those in need rely on the funds provided through this social
system.

A notable aspect of the social climate in Romania is the recent political instability, leading to
frequent ministerial and legislative changes. The pension system is often affected by these changes,
which can significantly impact pension payments and create pressure on employees.

To address these issues, internal mechanisms (like internal managerial control and internal
audit) can be implemented to mitigate risks, reduce uncertainty, and prevent potential deficiencies.
This can be achieved through financial statements analysis, performance indicators, and a statistical
model to track trends over five years and identify areas for improvement.

Failure to manage these risks could eventually cause problems in pension payments. Therefore,
conducting such an analysis and drawing conclusions from the results would be beneficial

1. Literature review
1.1. Theoretical Framework Of Internal Audit (I1A) And Public Financial Management (PFM)
When we talk about the financial indicators of a public institution, we must take into account
two important aspects: the internal audit function and the notion of public financial management.
Internal auditing is an independent, objective assurance and consulting activity designed to
add value and improve an organization’s operations. It helps an organization accomplish its
objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness
of risk management, control, and governance processes (Institute of Internal Auditors, 2019).
Another aspect that needs to be taken into account when talking about IA is internal management
control. Internal managerial control is the process by which management ensures the integrity of
financial and accounting information, promotes responsibility and prevents fraud. It is a
fundamental aspect of internal audit and FPM and is essential to ensure that all financial
transactions are accurate and comply with laws and regulations. (COSO Framework, 2013). The
work of Malan (1991) indicates that there are two types of audits that affect the public sector:
financial and performance audits. Financial audits examine how the organization uses public
resources to achieve its objectives. This extends beyond the normal audit verification functions.
Performance or cost-effective audits are focused on identifying and reducing waste and ensuring
the efficient and effective use of public resources. The effectiveness of 1A depends on the ability to
fulfil traditional functions, such as adding value, providing assurances and providing consultancy
services. Thus, when a monitoring unit successfully supports a monitoring unit in carrying out its
responsibilities, the 1A unit is considered to be effective (Zakaria and Mohammed, 2021).

Public financial management is an essential part of the development process. It supports the
efficient and accountable use of public resources, helps underpin macroeconomic and fiscal
stability, and guides allocation of resources to address national priorities. PFM consists of laws,
rules, systems and processes used by sovereign states (and sub-national governments) to mobilize
revenues, allocate public funds, make public expenditures, file accounts and report results. It
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includes a wide range of functions, beyond budgeting and expenditure, including comprehensive
financial planning and control. (World Bank, 2021).

2. Research Questions/Aims of the Research
The purpose of this document is to analyze CNPP performance indicators over the past five years
and determine how internal audit and management controls can improve the institution's financial
performance based on historical data. Since it is a specific trajectory of public money (the money is
distributed in the form of pensions), we speak of public funds.

3. Research Methods

The quantitative method employed involves analyzing performance indicators between 2019-
2023 and developing a statistical model. This model aims to identify trends, correlations, and
potential predictive factors that influence performance outcomes. By utilizing regression analysis,
the model will provide insights into key performance drivers and forecast future performance.

4. Findings
4.1. Exploratory Analysis Of The Financial Information

Tabel 1. Ratio analysis of the financial information

XZgirtlgllng 26,840,720,000 26,056,110,000 26,442,360,000 27,096,870,000 22,703,270,000
Working

capital 15,391,336,970 17,129,902,013 18,150,314,856 19,005,665,846 15,995,851,775
requirement

Net
treasury

11,449,380,000 8,926,204,000  8,292,043,000  8,091,202,000  6,707,418,000

Source: own interpretation based on financial informations

All the ratios were calculated based on the financial information available from the website of the
National Public Pension House!. This information is public and it is mandatory for the public
institution to public it each year at the end of the reporting date.

4.1.1. Linear Regression Calculation
We will analyze linear regressions to understand the trend of each financial indicator over time.
The linear regression model helps us quantify trends and predict future values. For this calculation
we need a formula that will help us work on the analysis.
The linear regression formula is: Y = So + B1 X, where:
o Y is the dependent variable (e.g., Working Capital, Working Capital Requirement, Net
Treasury);
o X s the independent variable (Year);
o fois the intercept;
o B1is the slope.
After this step, we convert the years to numerical values (e.x. 2019 = 0, 2020 = 1, 2021 = 2,
2022 = 3, 2023 = 4) and performed linear regression for each financial metric.
We also calculated the formulas for linear regression coefficients as follows:

NYXY— YXYY
Slope (B1) = 7}\52 " 2_(2252 ;

! Source: https://www.cnpp.ro/bilant-bass
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Intercep (Po) =
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, Where:

N is the number of data points.

XX is the independent variable (Year);

Y'Y is the dependent variable (e.g., Working Capital, Working Capital Requirement, Net
Treasury);

> XYY XY is the sum of the product of X and Y;

> X> X is the sum of X values;

>Y>'Y is the sum of Y values;

> X2% X2 is the sum of the squares of X values.

LY- piyx
N

After this step, we proceed to calculate the Working Capital, Working Capital Requirement and
Net Treasury.
% Working Capital calculation:

1. Sum calculation

SX=0+1+2+3+4=10
Y = 22,703,270,196 + 27,096,868,329 + 26,442,357,570 + 26,056,105,641 +
26,840,718,055 = 129,539,519,791
YXY = (0-22,703270,196) + (1.27,096,868,329) + (2:26,442,357,570) +
(3-26,056,105,641) + (4-26,840,718,055) = 172,358,533, 758
YX2=02+12+22+32+42=30

5-205,783,103,991—10-129,539,519,791

2. Slope (BY): = -532,959,356.9

5-30—-10"2
129,539,519,791—(532,959,356.9-10) _

3. Intercep (B°): = 26,973,822,672

5

As an interptretation, we can see that:

Intercept (Bo = 26,973,822,672). This is the expected Working Capital when the year is 2019
(Year = 0). It represents the starting point of the trend.

Slope (B1 = 532,959,356.9): For each additional year, the Working Capital decreases by
approximately 8.67 billion. This negative slope indicates a downward trend in Working Capital
over the years.

% Working Capital Requirement calculation

For the Working Capital Requirement we will proceed in the same manner.
Sum calculation

YX =10

>Y =85,673,271,560

Y XY =184,991,272,070

¥ X? =30
Slope (Bl): 5-184,991,2?25,(?;3_—113;825,6?3,2?1,560 — 1,364,472,895
Intercep (BO): 85,673,271,560—1,364,472,895-10 — 14,405,708,522

5

% Net Treasury calculation

For the Net Treasury we will proceed in the same manner.
Sum calculation

> X=10

Y'Y =43,316,288,331

¢ > XY =10,1471,279,448

*YX%2=30
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5-101,471,279,448—10-43,316,288,331

- =1,483,870,278.6
43316288331 1483870278610
— . =5,695,517,109

1. Slope (B1):
2. Intercep (B°):

After these calculations, we obtained the following:
Tabel 2. Linear Regression Analysys results

Working Capital = 26,973,822,672 + 8,762,050,562.4 - Year

Working Capital Requirement = 14,405,708,522 + 1,364,472,895 - Year

Net Treasury = 5,695,517,109 + 1,483,870,278.6 - Year
Source: own interpretation based on linear regression calculation

Working Capital has shown a fluctuating trend over recent years, with noticeable changes
between 2021 and 2020, and between 2022 and 2021. These variations coincide with the two-and-
a-half-year pandemic period, during which the health and pension systems faced significant
financial pressures and uncertainties. Despite some years where working capital was lower, there is
an overall positive trend and improvement in the indicator.

The Working Capital Requirement shows the most significant fluctuations among the three
indicators. These fluctuations are influenced by factors such as the pandemic, the social benefits
provided during this period, and the annual increases in pensions adjusted for inflation.
Additionally, expenses can vary due to changes in the number of pensioners receiving payments
and adjustments to administrative costs. Higher costs, such as increased pensions or extended
benefits, raise the working capital needs, a trend currently seen in Romania due to the types of
pensions granted and their rising amounts.

The Net Treasury experienced an increase in all these five years, which indicates that the
institution has successfully managed its cash flows, possibly by enhancing its revenue collection
processes, reducing unnecessary administrative costs, and effectively managing pension
disbursements. It might also reflect a stable or growing economic environment where contributions
to the pension system have increased, and government policies have supported financial stability.

4.1.2. Linking Trends to the Need for Better Internal Managerial Control and a Strong Audit
Function

The financial performance of an institution can be significantly enhanced through the internal
audit function and a robust internal managerial control system. Rigorous procedures and well-
controlled risk management are crucial, especially as the institution manages substantial funds and
meets increasing operational demands. Effective internal controls ensure efficient management of
resources, minimize risks, and optimize financial performance (Badara, 2013; Rupsys &
Boguslauskas, 2007). Recognizing that the internal audit function strengthens governance and
internal control frameworks is vital. This function raises management's awareness of progress or
setbacks in achieving the institution's objectives and goals (Vijayakumar & Nagaraja, 2012;
Alqudah et al., 2019; Azzali & Mazza, 2018). For our institution, ensuring timely pension and
social payments is paramount, especially in the current social climate.

The positive trend in Net Treasury indicates improved financial health and liquidity.
Maintaining and enhancing this trend requires continuous monitoring and prudent financial
management. Regular audits provide assurance that financial practices are sound and that the
institution complies with relevant regulations and standards (IFAC). Internal audits and controls are
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essential to ensure financial stability by providing assurance, identifying risks, and enhancing
transparency. These elements are interrelated, with deficiencies in one affecting the others.

Internal audits are also valuable tools for managers making critical decisions. Strategic audits
strengthen the decision-making process by providing insights gained from regression analysis,
informing strategic planning, and making informed decisions regarding investments, resource
allocation, and policy changes. Chan et al. (1992) support this approach, demonstrating through the
Bayesian Decision-tree Approach that auditing integrates prior and posterior probabilities to guide
decision-making. This method enhances traditional auditing techniques, applicable in various
contexts, providing a dynamic and robust tool for auditors. This approach is particularly beneficial
in volatile environments like public pensions, where political pressures and changes in leadership
can impact decision-making.

5. Conclusions

The analysis of Working Capital, Working Capital Requirements and Net Treasury
underscores the importance of rigorous internal managerial control and robust audit functions for
the National Public Pension House. These mechanisms are crucial to ensure effective resource
management, mitigate risk and maintain financial stability as financial complexity and demand
increase. Implementing rigorous internal controls and regular audits can improve transparency,
accountability and overall financial health, ultimately ensuring the sustainability of pension
payments and other financial obligations. Including a statistical analysis like linear regression not
only adds depth to the conclusions, but also provides a clear and quantifiable method for
understanding and communicating trends in financial performance. This approach is essential for
strategic planning, risk management, and ensuring the institution's long-term financial health and
operational efficiency.

Currently, public institutions in Romania do not perform such complex statistical analyzes
and do not calculate indicators of financial balance. An approach aimed at such an analysis could
increase the institution's chances of facing internal and external challenges much better. By
regularly applying regression analysis to key financial metrics, the National Public Pension House
can better understand historical trends, anticipate future challenges, and make informed decisions to
ensure the sustainability and reliability of pension payments.

The limitations of this study are linked to the few available online information on public
agency audit reports, especially the National Public Pension House, information that can provide a
strong conclusion on both the financial and non-financial side of reporting.
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