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Abstract

The Public Internal Audit plays a fundamentally important role in increasing the level of transparency,
accountability, and effectiveness of the management of public resources. In Romania, a number of significant changes
were brought about with respect to the elaboration and implementation of models of internal audit by the country's
accession to the EU and their compliance with international practices of audit. This paper aims to present an extended
review regarding the public internal audit function in Romania, focusing on its legal framework, challenges, and
effectiveness in general. The role of internal audit for Romanian public organizations, in enhancing governance, risk
management, and internal control systems, is analyzed based on literature review and empirical research. The results
thus show that, while significant progress has been made, certain limitations still prevent the full effectiveness of public
internal audits in giving rise to accountability in organizations of the public sector.
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1.Introduction and context of the study

Internal auditing in management of the public sector enhances transparency, accountability,
and efficient management of the public resources. In Romania, internal audits have greatly
increased in the last couple of decades especially following the accession of the country into the
European Union. The move required the country to make comprehensive changes to the internal
audit system so as to align it to EU standards and internationally accepted best practices. It has thus
played its role in ensuring better governance by reinforcing risk management to ensure perpetuity
in the integrity of public financial management.

While much development has taken place, the framework of the PIA is yet to face big
challenges in Romania. These include, but are not limited to, incompetent staff, limited
professional opportunities for their development, and even political interference-things that
altogether prevent the full realization of effective internal audits in the body. Furthermore, the rapid
improvement influenced by technological progress, especially Al, also opens a lot of opportunities
interwoven with challenges to internal auditors. Whereas Al and all new technologies hold
particular promise for significantly improving audit accuracy and efficiency, this trend is growing
much more slowly in the public sector compared with the private, and can be partly explained by
problems related to the lack of resources and resistance to change.

Therefore, the research at hand tries to build up some general picture regarding the status
quo of the public internal audit system in Romania, considering its historical development, the
legislative environment, and major challenges. Thus, the current study establishes the level at
which internal audit encourages governance, risk management, and internal control in Romanian
public entities by analyzing the relationship that exists between Romania's alignment to European
Union standards and its practices concerning internal auditing. It is also dedicated to shedding light
on problems in view of the influence of technology and advancement of personnel on the efficiency
of internal audit services in the public sector.

It is expected that this study will highlight areas where internal audits have been effective,
while at the same time noting areas of deficiency that need attention if they are to enhance their
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general contribution to the improvement of governance in the public sector. The study provides
important lessons to be learned from the possible development of public internal auditing by the
use of both qualitative and quantitative analytical methods to be able to meet contemporary needs
for governance by ensuring that public resources are managed efficiently in a manner that ensures
accountability and transparency.

2.Literature Review
Historical Development of Internal Auditing in Romania

The internal audit function has been highly developed in Romania, especially after the
beginning of the 2000s, when this country tried to implement the accession requirements of the
European Union. That period was an essential turning point in developing the governance of the
public sector by enhancing its transparency, accountability, and financial management for all public
institutions. Before these developments, internal auditing in Romania had been characterized by
inconsistency and a lack of standardized control that could compromise its role of effectively
safeguarding public resources.

This will be because the legislative framework will have been developed to ensure wide
coverage for the function to become internationally institutionalized and strengthened. These
reforms institutionalized a structured approach to internal audit that subsequently became an
integral tool for enhancing governance in ensuring compliance, managing risks in entities. The
inclusion of risk-based auditing, one of the cornerstones of the new approach, helped internal audits
focus on those areas presenting the greatest financial and operational risk.

The approach mainly succeeded in increasing audit efficacy and higher decision-making
among the government on various matters.

These improvements have, hand in glove with these developments, formed part and parcel
of the same evolution. For instance, major efforts were put into enhancing the competence and
professional levels of auditors through extensive training and professional development programs.
This was to be so because such programs were meant to make auditors familiar with current
methodologies and standards of auditing. The net effect has been one of strengthening and making
internal audit more reliable in the public sector of Romania. Reforms allowed for an accountability
culture to blossom in which internal auditing was a decisive component in underlining the integrity
of public finance management, with assurance of the judicious use of public funds. Improvement
trends are symptomatic of broader developments in the governance of the public sector in general,
which seeks consolidation of internal controls and enhancement of institutional efficiency.

EU Influence and Regulatory Framework

In this respect, Romania's legislative development was guided by the EU's model based on
PIFC, as stipulated by the European Commission in 2007. This system includes internal control,
internal audit, and financial management functions applicable in all member states. According to
the Law No. 672/2002 on Public Internal Audit, Romania stipulates the field, objectives, and
principles that govern the performance of internal audit activities. Thirdly, such alignment places
Romania within the perspective of International Professional Practices Framework stipulated by the
Institute of Internal Auditors. Among other researchers, Munteanu et al (2010) noted that while
efforts have been made to bring Romanian practice up to a common international standard,
shortcomings still exist, especially in the private sector where internal audit and its value is often
not so widely understood or embraced.

Challenges in the Implementation of Internal Audit

Although Romania has made significant improvements in formalizing internal auditing,
many reasons still impede its effectiveness. Among various impediments, studies have underlined
issues on a lack of qualified staff (Moldovan & Macarie, 2022), scarce chances for continuous
professional training, and an inadequate organizational culture which often lessens the importance
of internal audit. The lack of clear distinction between internal audit and internal control roles may
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also hamper the clarity of public organizations, especially because their roles have expanded
dramatically in recent years, including advisory services, and have added value in areas such as risk
management, corporate governance, fraud detection, cybersecurity and integrated reporting (Joshi
& Acharya, 2022).
Effectiveness of Internal Audits in Public Entities

Results regarding the effectiveness of internal audits in Romanian public organizations are
very diverse. On one hand, auditors enhance transparency, as well as the process of finding
inefficiencies and enhancing regulatory compliance (Kassem & Turksen, 2021). On the other hand,
deficiencies in independence and high reliance on the management level for the direction of audits
minimize the objectivity and overall effectiveness of internal audits (Salehi, 2016).

3.Research questions/Aims of the research

The primary objective of this research is to analyze the effectiveness of the Public Internal
Audit function in Romania, address its legal framework, its challenges of implementation, and its
contribution to the governance of the public sector. The following questions are hereby answered in
the course of the research:

1. What is the current state of the public internal audit system in Romania?

2. How has Romania’s alignment with EU standards influenced internal audit practices?

3. What are the main challenges hindering the effectiveness of internal audits in public
entities?

4. To what extent does internal audit contribute to improving governance, risk
management, and internal control within Romanian public institutions?

4.Research Methodology

This paper adopts a mixed-methodological framework in the empirical study of the
effectiveness of public internal audits by Romanian entities using both qualitative and quantitative
methods.

e Qualitative Analysis: A critical literature review about the development of internal audit
practices in Romania, focusing on their historical perspective, legal framework, and
problems arising in relation to personnel, technology, and political influence. Academic
journal articles, governmental reports, and European Union policy and practice material will
be reviewed to develop an advanced understanding of the legal-detailed environment and
empirical challenges of internal auditing in the public sphere.

e Quantitative Framework: The contribution internals of an audit to governance, risk
management, and internal controls in this paper shall be measured after the introduction of a
quantitative framework. Key independent variables will be the frequency of the internal
audit, team size, qualification of auditors involved, and budget allocation. Dependent
variables shall focus on improvement in good governance, the percentage of
recommendations implemented, and outcomes on risk management.

The proposed statistical tools include:

e Correlation analysis for estimating the strength of association between audit factors and
outcomes;

e Regression Analysis: This method models the effect of audit-related variables on
governance, risk, and control strengthening;

e Paired t-tests of changes in institutional performance indicators before and after the audit.
These would, therefore, enable the research work to undertake a systematic, fact-based
assessment of the extent to which internal audits improve accountability and performance in
the public sector of Romania.

Findings
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The forthcoming discussion section will systematically address the four key questions related to
this article, employing a methodical and structured approach to ensure comprehensive analysis and
clarity.

1. What is the current state of the Public Internal Audit (PI1A) system in Romania?

The current situation of the PIA system in Romania mirrors the developments of this country
in view of the legal changes and accession to the EU, but at the same time, many problems come
into view that negatively influence the common effectiveness of this area. This qualitative study
will investigate the main aspects of the public internal audit system in Romania, such as the
legislative framework, the impact of alignment with the EU standards, its implementation in the
public system, and challenges during its practice.

Public internal audit in Romania is performed within the context of a quite well-developed
legal framework regulating it, especially since the country joined the European Union in 2007. The
most important legislative act regulating PIA in Romania represents the Law No. 672/2002, created
to represent part of the larger plan promoted by the European Union. The existing Act delineates
the organizational structure and modus operandi of the internal audit system that is to be put into
operation by every ministry, local authority, or state-owned company. In addition, it aligns
Romanian auditing practices with the International Professional Practices Framework promulgated
by the Institute of Internal Auditors in order for the auditing system of the country to meet
international standards.

The role of the Ministry of Public Finance from a regulatory point of view is to supervise the
internal audit system by issuing subordinate legislation and guidelines that must set conditions to
have a harmonized auditing methodology among different entities. The Central Harmonization Unit
for Public Internal Audit was established in order to contribute to setting the standards of internal
audit practices within the general public sector, providing methodological guidance, and
monitoring compliance with the standards, national and international.

However, notwithstanding a rather complex regulatory framework, internal audit practices
are rather low in fact, hence marking a hiatus between theory and practice within the Romanian
PIA system.

2. How has Romania’s alignment with EU standards influenced internal audit practices?

Improvement within the internal audit realm has been strongly driven through alignment with
EU standards. These standars have become exemplary for Romanian reform initiatives, introducing
a structured approach toward risk management, internal control, and audit. Therefore, this has
resulted in:

» Increased professionalism: 1A standards like the International Standards for the
Professional Practice of Internal Auditing laid down by IIA have been adopted by the
community of internal auditors in Romania. Consequently, the quality of the audits carried
out in the public sector has increased considerably;

> Increased accountability: Financial transparency and accountability policies set by the
European Union have motivated Romania's public entities to enhance its internal audit
mechanism that would assist in avoiding operational inefficiencies and misappropriation of
public resources;

» Capacity building: many of the EU-funded programs were focused on internal audit
capacity building through training and sharing of experience with auditors from other EU
member states.

Yet, except for the incremental development brought about by the EU-mandated reforms in
the procedural aspects of audits, no uniform institutionalization of such reforms exists within
different sectors. Although some organizations have taken such development on board and
integrated internal audits within their governance structures with ease, others mostly lag behind
in this aspect of compliance due to institutional lethargy and lack of resources.
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3. What are the main challenges hindering the effectiveness of internal audits in public

entities?

Naturally, there are several challenges associated with achieving the effectiveness of internal
audits in public entities.

Advanced technological applications in internal auditing in the public sector-especially Al-offer
effectiveness in performance, increasing the accuracy of the work produced, and deep insight into
the review of risk management and internal controls. Notwithstanding all these potentials, there are
still significant barriers to adoption in how these technologies go about auditing the public sector-
factors that each differ somewhat from the private sector. These challenges vary from complex
issues at the personnel level, adaptation problems, political interference, and even legislative
restrictions to wider resources available in the private sector.

One major challenge towards the integration of technology and Al into the public sector
involves insufficient or a lack of technological knowhow among employees who undertake internal
auditing. Udrescu (2024) claims that most employees within the public sector are not even trained
and equipped to handle such advanced technologies as Al in their auditing methods. Those auditors
in the public service may be qualified in the traditional forms of audits but are usually without the
technological skills to work with modern suites regarding audit and Al-powered applications
necessary in assessing and identifying risks in finding fraud. This is worsened by the rate that
technology is changing, making it hard for most of the people employed in the public services to
stay updated (Thottoli, 2021a, Thottoli et al, 2022).

It is also agreed upon that one of the elements increasing the level of skills shortage refers to the
lack of continued training within the public sector, while the private sector is remarkable for
investing substantial resources towards ongoing professional development (CPD) and provides
certifications such as ACCA (Association of Chartered Certified Accountants), CAFR (Romanian
Chamber of Financial Auditors), and CECCAR (Body of Expert and Licensed Accountants of
Romania). Thus, auditors in the public sector very often face immense difficulties trying to reach
the same resources for technical training. Without any information on the various developments
taking place within auditing technologies and methodologies, there might be several types of
barriers to change faced by public auditors, like technological instrumental development.

Besides these training deficiencies, serious resistance to change also concerns the personnel of
the public sector. Evidence has shown that often, workers consider the introduction of artificial
intelligence, among others, as a threat to their working positions rather than a resource to improve
their performances at work (Tiwari, 2023; Rawashdeh, 2023). This attitude is highly visible for the
internal auditors who might feel threatened that Al will substitute the traditional audit activities.
This could also make them resistant or even active in trying to undercut the introduction of such
tools within existing workflows, hence increasing the time for technical adoption. Many public
entities have an institutional culture that reinforces resistance through stability and adherence to
tradition.

In general, advanced technology innovation in internal auditing, especially within the keynote
of Al in public organizations, represents a mix of huge opportunities and huge challenges.
Although Al is able to fully enhance audit accuracy, enhance risk management practices, and
further develop internal control, its potential is retarded by several key elements. This would
include a lack of technological know-how for auditors in the public sector, limitations in avenues
available for continuing professional education, and a deeply ingrained resistance to change
(Albawwat & Frijat, 2021; Udrescu, 2024). Besides these, the fact that public sector auditing is
especially susceptible to political influences in countries with weaker governance frameworks
further reduces the potential for the adoption of Al-enabled auditing tools. A related hindrance to
the modernization process comes through resistance by political leaders and senior bureaucrats,
who also fear increased openness and accountability.
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The challenges would involve a balancing act between the skill deficit and disincliveness
towards technological change with the stimulation of a governance framework that may consolidate
internal audit independence and objectivity in a better position to harness all the benefits accruing
from Al-powered tools in enhancement of internal audit mechanisms' efficiency, transparency, and
accountability.
4. To what extent does internal audit contribute to improving governance, risk management,
and internal control within Romanian public institutions?

In formulating the answer to the question "To what extent does internal audit contribute to
enhancing governance, risk management and internal control in Romanian public institutions?",
| would adopt a data-based analytical approach. It is based on precise and quantifiable data
related to internal audit activities, inputs, outputs, outcomes, and impacts.

e Relationship Between Audit Frequency and Governance Improvements

This will be measured by the relation of audit frequency and improvement in governance:
the percentage of effective audit recommendations versus the total audits conducted during the
year. We can use a table like the one below for example:

e Institution A: Conducts quarterly audits. Adoption of audit recommendations stands at

85%;

e Institution B does audits semiannually and acts upon 70% of their recommendations;

e Institution C: Conducts annual audits; 50 percent of recommendations implemented.

From this information, we would be able to work out the correlation coefficient between

audit frequency and the percentage of recommendations implemented. A positive correlation of say
0.75 would suggest that the higher the frequencies of audits, the better the rate of implementation of
the recommendations, reflecting stronger improvements in governance.

Using regression analysis, we could model the relationship as follows:

Y=o+ piX1+e€

Where:
e Y is the percentage of recommendations implemented (governance improvement);
e X is the audit frequency (number of audits per year);
e 1 is the coefficient indicating the effect of audit frequency on governance
improvements.
If the coefficient 51 = 0.20, it would indicate that each additional audit per year increases the
implementation rate of audit recommendations by 20%.
e Impact of Audit Team Size and Qualifications on Risk Management
These become highly critical dimensions and competencies of audit teams for the
identification and mitigation of risk. In the underlying analysis, we have looked at how effectively
risks are managed by finding out the reduction in the score of risk measured through the difference
in risk scores before and after audits.
Here's some sample data:
e Institution A: Audit team size = 10 auditors, 8 with ACCA/CECCAR qualifications. Risk score
reduction = 25%, fraud cases detected = 6;
e Institution B: Audit team size = 5 auditors, 3 with professional qualifications. Risk score
reduction = 15%, fraud cases detected = 3;
e Institution C: Audit team size = 3 auditors, 1 with professional qualifications. Risk score
reduction = 5%, fraud cases detected = 1.
Using multiple regression, we can examine the influence of both team size and auditor
qualifications on risk management outcomes:
Y=o+ p1X1 +f2Xot+e€
Where:
e Y represents risk score reduction;
o X1 is the audit team size;
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e Xz isthe percentage of auditors with professional qualifications (ACCA/CECCAR);

e 1 and B2 are the coefficients representing the impact of team size and auditor qualifications

on risk management.

Let’s assume B1=0.10 and $2=0.25. This would suggest that for every additional auditor on
the team, risk scores are reduced by 10%, and for every 1% increase in auditors with
professional qualifications, risk scores decrease by an additional 25%.

e Budget Allocation and Internal Control Improvements

There is a good relation between investment in internal auditing and internal control
improvement efficiency. Such relationships can be quantified by measurements such as the number
of identified and eradicated weaknesses of control against the audit budget.

Example data:

e Institution A: Audit budget = €100,000, 12 control weaknesses identified, 10 corrected;
e Institution B: Audit budget = €50,000, 7 control weaknesses identified, 5 corrected;
e Institution C: Audit budget = €20,000, 4 control weaknesses identified, 2 corrected.

Here, we can run a simple linear regression to determine the relationship between audit
budget (independent variable) and the number of control weaknesses corrected (dependent
variable):

Y=0+pX +¢€

Where:

e Y is the number of control weaknesses corrected:;

o X s the audit budget;

o P isthe coefficient that indicates how an increase in budget influences the number of

corrective actions taken.

Let’s assume B=0.05, meaning that for every €1,000 increase in the audit budget, the number of
control weaknesses corrected increases by 0.05 (or 5%).

Besides, the R-squared value can be computed, which gives some ideas on how much variance
in corrected control weaknesses is explained by audit budget. R-square value stands at 0.65,
explaining that 65% of variation in a number of corrective measures explained the variations of
audit budget. In any case, it seems that the financial input is the most important pre-determinant to
improve the internal controls.

e Correlation Between Audit Frequency and Fraud Detection

Another significant outcome of an effective internal audit is fraud detection. Fraud cases
found, which are compared across the institutions with varying audit frequency, may provide the
answer to whether higher audit frequencies lead to better fraud detection.

Example data:

e Institution A: Conducts 4 audits per year, fraud cases detected = 7;

e Institution B: Conducts 2 audits per year, fraud cases detected = 3;

e Institution C: Conducts 1 audit per year, fraud cases detected = 1.

This is evidenced when running the Pearson correlation, where the resultant coefficient stands
at 0.85, showing a strong positive relationship between the two variables: audit frequency and fraud
case detection. In this light, the higher the audit frequencies are, the more the possibilities for fraud
case detection, especially in the field displaying fraud risks described as very high.

A simple linear regression could model this relationship as:

Y=a+pX+e€

Where:

e Y is the number of fraud cases detected;

o Xis the audit frequency;

o P represents the impact of each additional audit on fraud detection.

If p=1.5, it would mean that for every additional audit conducted, an institution detects 1.5
more fraud cases on average.
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The quantitative study will be very helpful in deducing the valid effect of internal audits upon
governance, risk management, and internal control within Romanian public institutions. We apply
an appropriate statistical technique to identify:

e Regular audits are indicative of a very good relationship with governance results, as
evidenced by increasing compliance with audit recommendations.

e Large audit teams with competent auditors also contributes to better lessening of
operational risk through increased fraud detection capabilities.

This reflects proper resource allocation, where with larger audit resources, problems in controls
are identified and removed more efficiently. These relationships, as identified herein, provide some
clear evidence that strategic investment in internal audit capacity, frequency, and qualifications
could very well drive measurable improvement in accountability and efficiency in the public sector.

5.Conclusion

Public internal auditing offers a multidimensional picture of the progress, challenges, and
opportunities reached so far in Romania. Harmonization with European Union standards through
the implementation of the PIFC framework was mainly compulsively based on modernizing
Romania's internal audit framework. These developments in the regulatory and institutional
framework have been possible in particular as a consequence of EU accession and crystallized into
Law No. 672/2002, which created the Central Harmonization Unit for Public Internal Audit,
enabling harmonization in auditing practices and, generally speaking, increasing the quality of
governance in the public sector. This modernization has brought with it increased transparency,
accountability, and risk management among others to the public institutions.

Despite palpable strides of progress on many fronts, a raft of challenges still stand in the
way of internal audits in realizing their full potential. For one, poorly trained staff resist strategic
technology initiatives in general and Al particularly. Undue political interference compromises the
independence and objectivity of audit work. Most public bodies still battle with implementing audit
recommendations, managing operational risks, and fraud detection due to limited resources and
outdated approaches applied by many. All these factors guarantee that continuous professional
development, advanced technology, and competitiveness with other firms are easier for the private
sector, thus accelerating the introduction of modern auditing methods.

The study has described the quantitative method of defining the internal audit role in regard
to governance, risk management, and internal control.

In fact, it is possible for public institutions to conduct an ordinal measurement of the effect
of internal audits on performances based on certain metrics: audit frequency, team size, auditor
qualification, and budget allocation. In theoretical models, these various assumptions lead to
positive predictions about the relationship of increased audit frequency, more and better-qualified
audit teams, and increased audit budgets to improvement in governance, risk, and internal control.
In a nutshell, the public internal audit framework of Romania has realized important advances in
the last years, but it is not yet fully developed. The internal audits could be even more effective
with the overcoming of deficiencies regarding technological capabilities, auditor qualifications, as
well as assurances concerning audit independence. Further research and practical works should be
directed toward the further development of quantitative analysis, increasing the public sector's
ability to adopt current technologies, and finding out if public entities are adequately prepared to
face the increasing challenge of transparency and accountability requests. It is in this context that
internal audit processes will further perform their job of safeguarding public resources and
enhancing governance for Romanian public entities.

6.Limitation of the Research and Future Directions
One of the major limitations of the current study is that comprehensive information about
internal audit practices in the Romanian public sector is not available. At this point, Romanian
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organizations do not collect or publish information that would allow for an appropriate quantitative
test of the type proposed in this study. Although the focuses of audit reports are often quantitative
in nature, they are usually written in a way such that meaningful quantitative measures or statistical
analysis are not included. Thus, the model proposed in this study represents a structure that could
be applied if such data collection practices were to be instituted. In fact, the foregoing distinctly
indicates that reform is required within auditing reporting methodologies in the realization of the
importance of incorporation of quantitative approaches towards adding transparency,
accountability, and effectiveness to internal auditing activities in the context of the public sector.
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