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Abstract:

In many countries, recent reforms in the public sector have forced to activating the role of
independent statutory auditors (external auditors). Before, they were just controlling economic
institutions. In the same context, public administrations are seeking to take into consideration the
mechanisms of governance and accountability adopted in the private sector.

This study aims to use these modern techniques in public administrative institutions to seek
the quality performance evaluation by adopting the analytical approach within the theoretical
framework, and the descriptive approach “interview” with the finance department head and also the
communal report of the accounting council from the province.

We recorded a delay of the application of commune laws, and the ineffectiveness of prior
control, in addition to the applicable oversight on treasurer because it is not in accordance with
modern change, by adopting just the management of expenditures according to the traditional budget
management that were activated in 1967 until this day, and the failure in applying the new budget
framework for 2013 to be implemented in 2016.

The report of accounting council was therefore ineffective, the failure to implement and
neglecting deviations and observations of responsible of finance department, all that were because of
the lack of independence of the Accounts Council magistrates from the general body of the ministry,
unlike the effectiveness and independence as main characteristics of the private sector auditors.

The proposed recommendations are represented in the necessary of adopting public
administrations on accrual basis and conducting the independent oversight to reach transparency,
accountability, and governance, as well as the need to digitize administrations to rationalize
expenditures.
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Introduction

The deficit that lately produced the crisis of debt to the governments of the world has
led to the necessary of the accountability and transparency in financial transactions in the
public sector; this is primarily provided by the International Public Sector Accounting
Standards (IPSAS). Under the accounting reforms which were adopted by most countries of
the Anglo-Saxon system such as some countries of the European Union, unlike the countries
of Francophone system which are too late in this stream, and in alignment with accounting
reforms of world in applying the International Public Sector Accounting Standards (IPSAS),
it is necessary to rely on the accrual basis, which is different from the current principle of
public accounting in Algeria which adopts the cash basis, i.e. accounting for public financial
operations, which is subject to the annual management of the budget, this principle is
characterized by negative aspects.

This accounting change must be accompanied by an effective oversight added to the
legal control (financial inspectorate, accounting board) by giving authority to external
auditors to oversee all public sector operations, especially if the financial statements are
applied according to International Standard No. 01 as with economic institutions.

Accordingly, it is necessary to enhance the role a completely independent Oversight
characterized by the same characteristics known to the private offices of the statutory auditor
(auditor), it is the same Oversight in the private sector and public institutions of an economic
and industrial character, because the latter focus on financial accounting in managing their
activities.

For this reason, when the state resorts to the accounting adjustment of public
administrations, it must be accompanied by effective, efficient and independent oversight in
order to obtain an effective and rational public spending and therefore achieving positive
effects on the overall national economy.

In that sense, the following question was posed, how can the mandatory statutory
auditor be an effective mechanism in overseeing the public administrations?

The aim of this study: we seek through this study to reach the performance quality and
evaluate the objectives set out in public administrations by applying effective oversight, as is
the case for the private sector, which are characterized by: independence, accounting and
financial expertise, diligence, transparency, accountability and performance.
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The significance of the study

Revealing the real situation of the accounting system currently in place in public
administrations, and present all reforms, including acceleration the full operationalization of
the independent external auditors for the oversight of the public sector, and showing the
positive effects of this procedure which contributes to rationalizing the expenditures of public
institutions according to the set objectives.
1- General concepts of Audit, mandatory statutory auditor and public administrations.

1.1. The concept of audit: We will discuss the most important concepts of audit,
especially the mandatory statutory auditor and the applicable accounting system in public
administrations.

1.1.1. the concept of audit: audit is characterized by several concepts and types, from

which to draw several characteristics and features, including:

e The first definition: “Audit is the examination of various internal control systems,
statements, documents, accounts, and books of the project under auditing, a critical
and organized checking by an independent external auditor with providing
objective technical evaluations of financial statements equity of the project at the
end of a specified period of time and the extent to which they express the reality of
operational business activities in terms of profit or loss for that period.”
(CHOHNA, Accounts auditing, contemporary entry based on International
Auditing Standard, 2015)

e The second definition: “the audit is the process of collecting and evaluating the
evidence, identifying and preparing reports about the compatibility between the
financial information and predetermined criteria, an independent and neutral person
should supervise the process of auditing.” (colleagues, Theoretical auditing science
, 2011)

According to the aforementioned definitions, audit is a neutral and independent
profession, the auditor must act impartially and neutrally to obtain efficient and transparent
reports.

1.1.2. The concept of the mandatory statutory auditor (auditor): “the mandatory
statutory auditor: in this article of this act, an auditor is the person whose task is approving
ordinarily the accuracy of the financial statements of companies and entities, certifying their
regulation and checking their compliance with the provisions of the applicable legislation, in
his own name and under his responsibility.” the Article 22 of the act 10-01 about the
professions of an accountancy expert, auditor and certified accountant issued in the official
journal, No. 42 of 11 June 2010 (2010)

1.1.3. functions of the mandatory statutory auditor (external auditor) during his
tasks:

Under article 23 of the act 10-01 about the professions of an accountancy expert, auditor and
certified accountant issued in the official journal, No. 42 of 11 June 2010, the statutory
auditor should be independent and objective during the functions set out in this act.
e To express his opinion in form of a special report on the internal control procedure
submitted by the internal auditor and approved by the management board.
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e To examine the validity of the annual accounts and their conformity with the

information of the management report submitted by the shareholders or partners.

e To inform all managers, the general assembly or the qualified deliberation body of

every deficiency detected that hampers the exploitation continuity of the institution.
(Official Gazette of the People's Democratic Republic of Algeria dated June 11, 2010)

1.2- The role of the independent auditor in reporting all misstatements:

Reporting all misstatements by the auditor at the right time to the responsible person
(manager) is important in order to take the necessary measures by management.
Management corrects all misstatements and remarks reported by the auditor, this leads
to maintain the accuracy of accounting records and books, and reduces the risks of
distorting financial statements in the future, that because of the cumulative effects of
immaterial uncorrected misstatements related to prior periods.

ISA 700 requires the auditor to evaluate whether the financial are prepared and
presented in all material respects, such as a verification of accounting practices.
Evaluating the uncorrected misstatements by revealing the causes for not making
correction procedures by management. (International Auditing and Assurance
Standards Board® Supplement to the Handbook of International Quality Control,
Auditing, Review, Other Assurance, and Related Services Pronouncements., 2020)

1.3- The restatement of financial statements according to International Accounting
Standard 29:

Financial Reporting in Hyperinflationary Economies is one of the most important

characteristics of International Accounting Standard 29 on the restatement level of financial
statements; the selected standard is suitable for the actual economy quality of Algeria
according to the general increase of prices and the hyperinflation of local currency.

We mention the most important features of the financial statements that must be

characterized in this case, according to the International Accounting Standard 29:

Items stated at current cost are not restated because they are expressed in terms of the
measuring unit current.

The budgetary (Statement of Financial Position) is based on a historical cost approach,
shall be stated in terms of the in a general price index because the items are not stated in
terms of the measuring unit current at the end of the reporting period.

The gain or loss on the net monetary position should be declared on income items.

Items stated at monetary items (accounts payable and accounts receivable ...) are not
restated because they are already expressed in terms of other measuring unit because
these items are stated in terms of the measuring unit current at the end of the reporting
period. (HAMIDATE, 2012)

1.4- Explain reports of the independent auditor (mandatory statutory) under
opinion adjustments:
We gave four examples that the opinion of independent auditor faces them during

assigned tasks in economic units:
Example 1: an auditor’s report contains a qualified opinion that includes material
misstatements in financial statements.
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Example 2: an auditor’s report contains an adverse opinion that includes material errors in
consolidated financial statements.

Example 3: a qualified report refers that auditor did not receive sufficient evidence for
auditing.

Example 4: the report of the independent auditor “Not approved” because he cannot receive
the set of evidences. (Assurance Standards Board® Supplement to the Handbook of
International Quality, 2020)

We display these examples in the following figure (1):

The illustrative example No. 1: a qualified opinion because material misstatements in
financial statements:

This qualified opinion was due to the following cases:

-The financial statements are prepared according to the International financial reporting
standards (IFRS) by management of the entity.

-Inventories are misstated the misstatements is deemed to be material (but not pervasive to the
financial statements). Thus, a qualified opinion is suitable.

-Based on the evidence obtained through auditing, the auditor has mentioned that the presence
of material misstatements make a doubt on the ability of the entity to continue in accordance
to the International Standard on Audit ISA 570.

The illustrative example No.2: this report contains an adverse opinion.

- The consolidated financial statements are prepared by entity management in accordance
with the International financial reporting standards (IFRS).

- Financial statements are misstated, it should be noted that the misstatements effects have not
be determined.

- The auditor decides that no principle auditing has been occurred in the basis of adverse
opinion in accordance with the International Standard on Audit ISA 701

The illustrative example No.3: a qualified opinion.

- The consolidated financial statements are prepared by entity management in accordance
with the International financial reporting standards (IFRS).

- The Management inability for listing the consolidated financial statements in ISA 210.

- The auditor was unable to obtain sufficient audit evidence. So, a qualified opinion is
appropriate.
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The illustrative example No.4: independent auditor’s report (no credibility).
-Audit of a complete set of financial statements of the entity in accordance with ISA 600.

-The auditor was unable to obtain sufficient appropriate audit evidence (he was unable to
obtain investment evidence in a participatory project that represents 90% of entity assets. So,
the opinion is appropriate for the disclaimer of the auditor’s responsibility (Not approved).

The source: prepared by the authors in accordance with,” International Auditing and Assurance Standards
Board- Handbook of International Quality Control, Auditing, Review, Other Assurance, and Related Services
Pronouncements- 529 fifth. New York. www.iaasb.org. 2017 p 815, 818, 821 and 824.

1.5- Audit quality and its framework:
The term of audit quality includes the following elements:

e  The responsibility for performing quality audits is assigned to auditors, in
sufficient knowledge, experience, super skills and the time allocated for
performing the audit tasks.

e The reports will be more useful especially in the appropriate time for the reaction
with shareholders.

e Raising awareness of the key elements of audit quality by encouraging experts
and auditors to explore more and more to improve and reach audit quality.

e It applies to all entities regardless of their size, nature.

e Auditors are required to comply with relevant auditing standards of audit quality.
(Assurance Standards Board® Supplement to the Handbook of International
Quiality, 2020)
The Framework for audit quality can be depicted in figure 2 which distinguishes the
following elements

Charged with Regulators
governance < >
Process
Audit
Quality

Inputs : I Outputs Users

\ Auditor
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The source: prepared by the students in accordance with “International Auditing and Assurance Standards
Board® Supplement to the Handbook of International Quality Control, Auditing, Review, Other Assurance, and
Related Services Pronouncements 2020. P 4 and 5

1.6- Similarities and differences between the accounting adopted at for-profit
companies and organizations of an administrative character:
e Similarities:
Public accounting is similar in the following points:
o Double- entry accounting is adopted for reporting financial statements.
o Both aim at reporting transactions and statements by historical recording.
e Differences:

Public sector organization accounting differs from economic institutions in several sides:

o In for-profit organizations: accounting aims at determining the profit or loss through
financial statements.

o Unlike economic institutions, financial statements in public sector organization, are
not prepared by calculating the result, its main goal is for serving society.

o Its concern in economic institutions is to clarify the investor’s capital; however, public
sector organizations don’t record specific capital, they are a part of the annual local
government budgets. (EL-BANEI, 2012)

o Public sector organizations’ primary mission is not to generate profits, all their
activities to promoting a social service for people’s satisfaction, and not to generate
profit as with for-profit organizations; that is to say, they don’t calculate and match
expenses with revenues for the purpose of profit without preparing a list for
calculating results, it hence does not mean that public sector organizations seek to loss
but there is an undesignated profit, it is not impossible to calculate it although all
difficulties, descriptive and guantitative measurement has been the main concern of
developed countries. (LOAI MUHAMMED, ABDERRAHMANE, 2010) .

2. Applied research on Chetouane city in Tlemcen:

After discussing the effectiveness of the auditor’s financial report which is effectively

characterized by independence, transparency and accountability, we are trying to compare,
identify these characteristics of Accounting Council’s report in Chetouane and to reveal the
oversight effectiveness in this commune, we conducted an interview with the head of finance
department by using the following tools:
Expenditure management from the initial budget, administrative account, additional budget,
account statement, for identifying if the characteristics of the economic institutions that adopt
financial statements in accordance with the International Standard on Audit ISA 01 are
applied, and are based on external auditors.

2.1- Introducing the city of Chetouane:

Chetouane is a city in Tlemcen Province, in northwestern Algeria, it was become an
official commune after the administrative division in 1984, it entered into service just after a
year. This young commune was a group of farms near some population centers in Ouzidane
and Ain El Hout (neighboring communes).

e Its main functions: It is mainly represented in managing the revenues obtained by
portions of taxes such as real estate fees, cleansing fees, and value-added fees, and it
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therefore transfers these revenues in the form of expenses. 1/10 of the budget goes to
equipment, investment, and ancillary projects, and the rest of the budget 9/10 is spent
on management.
e Its legal position: it is classified within the public sector institutions of an
administrative nature.
The organization chart of administrative services:
This organization chart was prepared when the total population of the commune was less
than 50,000, this organizational chart will change because the population has become between
20,000 and 50,000, so a director must be appointed and the head of the department, the

authorizing Officer then becomes the director and not the head of the department, as in the
current procedure

President of the communal

People's Assembly

Secretariat

A\ 4 A\ 4 ‘\
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Staff Public © T omeeor 1| Worksh :
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Branch on office monitoring Branch ments
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The source: presented by financial service head of commune “Chetouane”.

2.2- Incomes and conducting public management expenditures in commune of

“Chetouane”:
2.2.1 A sample of the obtained income by the commune of “Chetouane” in 2020:
Table (1)

Nature of levy or tax Forecasts (2019) Observations
Tax on professional activity TPA 136.019.276.62 | = ----—--m-
Property tax and sanitation tax PT/ST 745942592 | @ -
unique lump sum tax ULST 25.483.657.53 | = -mmmeee-
global income tax/ unique revenue 50% (GIT /UR) 22.509.97453 | @ e
Value added tax (VAT) 5.953.157.92 | = ccmemeee-

Total forecasts of tax revenues.

197.425.492.82

The source: The finance service of commune “Chetouane” department.

There are some large projects funded by the province of Tlemcen through the state
budget from the Social and Solidarity Fund of local institutions (SSFLI) and the Communal
Development Plan (CDP).

2.2.2 The way of managing the communal budget (Expenditures).

Expenditures management applicable in the commune is adopted since 1967, it consists

of:
e Initial budget: It is practiced according to chapters and each chapters consists of
articles, for example:
A. Chapter article (902/608) Office equipments, printing and binding.
B. Chapter article (902/611) Maintenance and repairs in the department.
C. Chapter article (902/612) Acquisition of mini materials, and equipments.
D. Chapter article (902/620) Compensation on the functions of the Executive Board
E. Chapter article (902/603) gasoline.
F. Chapter article (902/604) Fuels.
Table (2) clarifies the way to function articles of principle chapters through a register:
9030 9031 9032 9033 9034 9035 9039
Expenses of Expenses of
maintenance maintenance | Expenses of | Expenses of
and . P Pens Expenses of | Functional Other
and managing mosques materials : . .
management . . . maintenance housmg Services
educational maintenance | maintenance
of communal R
- Institutions
buildings
17545472.86 | 1630000.00 1860000.00 | 3998500.00 0.00
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............................................... 1168500.00
............................................... 350000.00
1950000.00 150000.00 200000.00 | 2000000.00 |  .cooo ||

The source: The finance service of commune “Chetouane” department.

We notice that managing the budget according to chapters does not effectively
contribute to achieving control through public accounting on the institution’s expenses. In
contrast, calculating the profit or loss value by approaching expenses and incomes will create
more effective type of control; this will be achieved by calculating the result based on the
table of results accounts.

o Management account: It examines final revenues and expenditures.

o Additional budget: This budget is presented in case of making mistakes, for
example: Instead of recording in the initial budget 20,000 as a value of the expenditure
in the chapter of subsidies and equipment, it is recorded 2000, the difference the two
values will be presented in the additional budget.

2.3- The way to achieve the legal control on the department of “Chetouane”:

This process can be divided into two parts as follows:

e Prior Control: It is summarized as follows:
Figure 4: Plan of conducting the expenditure control before payment

Financial
controller Sending the invoice Treasurer

Finance
department of
the commune

Rejecting the invoice for modification

The source: prepared by authors

Example: The finance department of the commune sends the works invoice to the financial
controller and then he will send it to the treasury, the invoice can be rejected by the treasurer
under the applicable laws, the treasurer identifies the causes of rejection, the invoice must be
returned again to the finance department to be corrected and send it again to the treasurer, the
process thus is complete, he therefore transfer the invoice value to be paid.
e The oversight procedures by the Accounting Council:

The Accounting Council’s magistrate in the province ‘Tlemcen’ supervises the oversight
process on the commune; the process is often applied at the functions end of the president of
communal assembly.
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e An example of an oversight achieved by a magistrate of the Accounting
Council:
People’'s Democratic Republic of Algeria

The Accounting Council.

The Regional Department ‘Tlemcen’.

N°: 01/F.D/2013.

Magistrate rapporteur.
To the Head of the Branch at the Regional Department of the Accounting Council

‘Tlemcen’

Object: Concerning the oversight process on commune of ‘Chetouane’.

Within the framework of management quality oversight and its legality of the for the
commune of Chet wane (Tlemcen province) for the financial years 2008, 2009, 2010, 2011,
and 2012, for the preparation for this process, the review of permanent file of this
municipality was accomplished, available at the level of our department, it is indicated that:

G. The management accounts of this commune have been deposited, the subject of the
oversight process at the legal deadlines.

H. This commune has undergone a process of management quality oversight and its legality
by the regional department of Tlemcen, during 2008, for the financial years 2006, 2007
and 2008.

I.  The commune has also undergone the process of reviewing the management accounts for
the financial year 2004, during the 2006 program, and for the financial years 2006 and
2009, according to the 2011 program.

J. The review of the permanent file has indicated that there is an anonymous complaint
letter... the management of communal affairs, this letter has been carefully studied and
was the subject of a report prepared by the responsible magistrate the rapporteur who was
assigned to oversee the management quality during 2008. In this context, the content of
this message will be taken into consideration during oversight process scheduled by the
department in 2013, to ensure ... in various fields, and the obtained results from these
shortcomings on the application level of law.

Tlemcen : 02 May 2013.
Magistrate rapporteur.
2.4- Comparison between the auditor’s report as shown in the theoretical
framework and the magistrate’s report of the commune ‘chetouane
Table3

the magistrate’s report

Auditor’s report (from the accounting council)

Twice a year. In five years, in most cases.

Complete independence. There is independence to some extent.
Full authority for controlling all services and He controls if there is an announcement of
registers. errors.

He controls all registers and statements, including

No control for incomes.

products...

The source: author’s preparation.
The auditor’s report is characterized by its independence, which is the main feature of
the external audit profession used in the private offices of the mandatory statutory auditor,
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because among the procedures taken by the auditor when there are deviations, the continuity
of the institution will be affected, he therefore activates the warning procedures by informing
the responsible and waiting for 15 days, then he requests the convening of Extraordinary
Assembly, Then he sends a copy of the problem to the administrative court if it has not been
resolved. This is the task that is not declared by the financial controller of the Accounting
Council, despite the presence of deviations, the magistrate announces them in the report, but it
may not be implemented by the authorities.

The auditor’s report also focuses on the income of institution by identifying the
deviations and presenting them in writing and publicly to the board of the direction to be
taken into consideration. And thus the audit process contributes to improving the commune’s
revenues, unlike the auditor’s report of the Accounting Council; it does not focus on
controlling the revenues of the commune.

Conclusion

The theoretical side reveals the main characteristics and features of the mandatory
statutory auditor (independence, accountability, transparency, audit quality, important time for
shareholders, the timely observations and guidance, etc.), by using these features in economic
units and applying them in not-for-profit public units.

Also, we presented the similarities and differences between financial accounting and
public accounting adopted in administrations, which focus on balancing expenditures and
revenues without calculating profit and loss, unlike the content in the table of results accounts
according to International Accounting Standard No. 01, it does not mean that public
administrations make a loss, but only the measure of the profit or loss is missed.

Despite the difficulty of calculating the result, it is not impossible, and many
developed countries have made effective efforts in the presence of the International Public
Sector Accounting Standards (IPSAS), which are adopted on the accrual basis.

This is the prominent remark during the applied study in the “interview” with the head
of the finance department of the commune of ‘Chetouane’, we recorded the inability of the
public administrations managers in the flexibility of handling the annual tasks, and this is due
to the negative aspects of the applicable public accounting, whether in terms of income or
managing expenditures according to the cash basis, and classifying expenditures by chapters
according to the applicable code of 1967, which is not in accordance with accounting
developments, data and economic transactions.

We also looked at the prior control applicable in the administration, we noticed the
lack of foundations of control, which is the “independence”, the advantage of the external
auditor in economic institutions and that is not found in the auditor of the Accounting Council
“the magistrate”, and this was clear by presenting the similarities and differences between the
characteristics found in the mandatory statutory auditor’ report and the magistrate’s report.

We found that the main characteristics of the legal auditor “in private offices” are
more effective over the legal control in public administrations, especially under the adoption
of accrual basis in management of expenditures by calculating the profit and loss according to
advantage of the accounts list, this must be accompanied by an effective control which is
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characterized by the mentioned features (independence, audit quality, transparency, and
accountability).

For the modernization of public administrations and their finance departments,

successive governments have undertaken many reforms, as the amendment of Organic Law
15/18 which is related to the financial laws issued in 2018, it is scheduled to be implemented
in the beginning of 2023, and trying to include the 17 International Accounting Standards
“IPSAS” in order to reach effective financial management within the framework of
rationalizing public expenditures and protecting public money..
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