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Abstract: Starting with 2016, the Romanian authorities decided that 17 state-
owned companies should use IFRS in their individual financial statements. The
objective of this paper is to analyse how these companies have applied the
accounting standards — before the transition to IFRS (2010-2017) — through the
observations included in the reports delivered by the financial auditors. The main
findings are: the presence of Big 4 auditors is quite limited, but in line with the
situation of others categories of Romanian companies (especially the listed
companies); the modified opinion are, by far, the most frequent (more than 78%).
The main justifications of the modified opinions are the non-observance of the
accounting rules on the provisions, followed by problems in the measurement of the
assets/liabilities, and the consequences of the prudence principle. Emphasis of
matters paragraph is also very present in the audit reports: the main observations in
these paragraphs is about the going concern matters ant about the dependence of the
state owned companies on the decisions of some public authorities.
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1. Introduction

An important consequence of the state's presence in the economy is the existence of
state-owned companies, either wholly-owned enterprises or companies of which the
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state it is the main shareholder. The extent of this presence depends on several
variables, including economic policy promoted at some point by the public
authorities (at all levels: national, regional and local). These policies are, in most
cases, the result of electoral confrontation between programs and politicians. The
latter often take into account political ideologies that may give the State a more or
less important place in the control of certain areas of activity. In Romania (but also
in the other countries of Central and Eastern Europe), after a few decades of almost
total control of the state over the economy, the 1990s brought massive privatizations
(especially after 1996 - for political reasons) which led to a sharp decline in the state's
position as a shareholder. This trend towards the privatization of former state-owned
companies has been accompanied by the creation of many new private entities. But
the Romanian state has never completely renounced on its position as a major
economic player. Moreover, all over the world, the state is more or less involved in
business: Kowalski et al. (2013) found that the presence of the state in the economic
sectors of many countries (including in developed countries) is significant and that,
for example, state-owned firms hold an important place in the trade and in business
takeovers in other countries (Karolyi & Liao, 2017). Burkard (2009) finds that the
state, even if it has waived participation, remains very important as a regulator.

The reputation of the state, as an economic actor, is not always a very good one.
Shleifer and Vishny (1997: 768, cited by Guedhami et al., 2009), argue that, despite
the fact that in theory these firms are subject to public control, in reality de facto
control belongs to the bureaucrats, and the goals of the latter are not always to ensure
the general well-being, but rather to satisfy their political, individual and/or group
interests. In respect to the performances reported by companies, Wang and Shailer
(2018) found that government ownership is associated with inferior performance.

The literature (Profiroiu & Profiroiu, 2007; Kowalski et al., 2013) distinguishes, on
the one hand, between state-owned enterprises that produce goods and public
services of a collective nature and whose functioning does not rest necessarily on
principles of financial profitability and, on the other hand, state-owned enterprises
comparable to private entities, because it produces and sells goods and services in
accordance with market principles.

All entities are subject to the general accounting and financial reporting
requirements. There are even more binding obligations for these state-owned firms,
because of the fact that they manage public money. Thus, in accordance with
Romanian Law 544/2001 on free access to information of public interest, state-
owned enterprises are assimilated to public authorities and institutions, and therefore
obliged to respect a fairly strict regime of transparency. Among the information
considered of public interest and which must be published by these companies are
the financial resources, the budget and the balance sheet. As a result, in principle,
the financial statements of these companies are available ex officio. The easiest way
to meet this legal obligation is to put these documents on the Internet Sites. | do not
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propose to make an exhaustive analysis of these firms - it is impossible for us to
identify them and to obtain the necessary information for all firms whose public
authorities (central and/or local) are the sole or majority shareholders. The main
selection criterion is to retain large state companies that appear in an order of the
Minister of Public Finance (OMFP 666/2015) which impose the application of IFRS
in their separate and consolidate (if applicable) financial statements. There are, in an
appendix to this order' 17 national companies. For comparability reasons, | add to
this very limited sample the state-owned firms listed on the Bucharest Stock
Exchange (BSE): there are 9 companies who apply IFRS since 2012 (on the
regulated market) and another 14 who apply the Romanian Accounting Standards
(RAS - on the alternative market AeRO). What interests us in the financial reports
of these state firms are the audit reports that accompany the financial statements.

In this descriptive study, I try to highlight, through the opinions of financial auditors,
how state-owned companies apply accounting standards. Since the opinions of the
auditors of the 17 state firms are (very) mostly modified, the explanations of these
modified opinions and the other observations included in the audit reports allow us
to have a certain image of the most important difficulties encountered by these
companies in the implementation of the accounting regulations. An important
premise to be aware of is that these 17 companies are very large, have complex
activities and therefore the organization of accounting and financial reporting are,
themselves, very complex and require significant logistical and human resources.
The financial reporting system for state-owned firms is considered very important
by the OECD, which (according to Kowalski & Perepechay, 2015) recommends for
this category of companies the same obligations as for listed entities. Wang and
Shailer (2018) propose that studies on the state owned companies listed on the
financial market are more relevant, due to the availability of data and to the quality
of the financial reporting.

To our knowledge, the analysis on the Romanian state-owned companies particularly
focuses on the economic aspects or performance, and there are not so far to study the
content of audit reports of these firms. In the international literature on this type of
company, the most discussed themes concern the effects of privatizations on
performance, the choice of auditors, financing, the presence on the financial markets,
the evolution of the level of corruption, the earnings management etc. This study
complements part of the research in this area and | am sure that it can be useful for
a better understanding of the functioning of state-owned enterprises and that it can
be used for specific decision-making factors and also for accounting standard setters.

The reminder of the study includes a literature review (section 2), a description of
the methodology and sample (section 3) results and discussions (section 4), before
concluding and presenting the references.

Vol. 17, No. 4 515



Accounting and Management Information Systems

2. Literature review

In OECD countries, the presence of state-owned companies, although significant™ is
less important than in emerging countries and is particularly evident in sectors such
as energy, telecoms, transport and banks (Kowalski et al., 2013). Using data from
Forbes Global 2000 (the largest 2,000 companies in 66 countries, including OECD
countries), Kowalski et al. (2013) identify more than 10% of state-owned companies,
firms with subsidiaries and own interests in 330,000 other companies. The figures
differ from one country to another, with the top places being held by China, India
and Russia. The overall sales of these state-owned companies are about 10% of the
total sales of the top 2,000 Forbes companies. The dimensions of state-owned firms
are analysed by Cuervo-Cazurra et al. (2014) who find that, in 2010, among the 100
largest multinationals, 19 belonged to the states. In Romania, according to a report
published by an organization of the managers and of the investors (PIAROM & ZF,
2017), the state-owned firms are (in 2015) in number of 1,095, compared to the
active private firms, about 470,000. Thus, with less than 0.2% of the total number of
Romanian firms, state-owned companies generate 4% (in 2014 and 2015) of the
overall sales of Romanian firms, employ 7% of the workforce, have average wages
as high as in the multinationals and achieve a productivity twice as low as private
companies (and even three times lower than firms whose shareholders are mainly
foreign).

The specific governance of state-owned firms presents important particularities
compared to private firms (Kloviene & Gimzauskiene, 2014). These particularities
derive from the fact that the successive responsibilities in obtaining and monitoring
the performance of these firms are more complex and involve actors such as: the
executive direction, the board of directors, various state authorities, the government,
the parliament. Under these conditions, it is not always easy to establish the precise
users of the financial information provided by these companies, let alone the
beneficiaries of their performance.

The financial presentation requirements of state-owned enterprises are often the
same as for other firms operating in the same jurisdiction and under the same
conditions. | have already shown that these state-owned firms have specific
obligations of financial transparency because they manage public money. On the
other hand, Havrylyshyn & McGettigan (1999) found that the discipline of
managerial labour markets may be weaker or absent under government ownership if
managers are usually chosen for ideological or political reasons rather than their
managerial ability.

The auditing standards state that the financial auditor must express an opinion on the
financial statements of the audited firms. These opinions are modified or unmodified.
The proportion of modified opinions differs from one country to another, from one
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period to another, from one category of firms to other categories (listed vs. unlisted,
state vs. private, large vs smaller etc.), from one business sector to another. In the
case of listed firms, the type of audit opinion depends on the auditor's observations
during the engagement, but also on the position of the regulatory authorities. For
example, in the United States, the SEC considers that a modified opinion means a
failure of the firm in the application of the specific rules and, consequently, the
modified opinions received by listed firms are rare" (Cipriano et al., 2017).

The literature on audit opinions is rich, but most studies analyse listed firms, among
which a minority belong to the state. The fact that large state-owned companies may
have characteristics in common with listed private firms of similar size means that,
at the level of audit reports, there are common elements regarding the justification
of opinion and the determinants of modified opinions. Paananen (2016) warns us
that the specificity of state-owned firms must be taken into account and comparisons
with private firms should be made with caution. Paananen (2016) proposes to test
the case of state firms (more precisely, municipal) the influence of certain
determinants on the audit opinions: the level of profitability, solvency, liquidity
indicators, the auditor's type (none of these determinants are confirmed), the length
of the audit report, the size of the audit firm, the size of the firm audited (confirmed).
In Romania, Bunget and Dumitrescu (2012) analyse the justifications for modified
opinions, by accounting principle not respected, but their sample is limited to the
clients of an audit firm.

3. Methodology and sample

OMFP 666/2015 establishes the list of Romanian state firms subject to the obligation
to apply IFRS (see Appendix 1). I have already pointed out that, in my opinion, the
main reason for this application is the influence of international financial
organizations (WB and IMF). At the same time, there are recommendations in this
regard in the OECD documents. Unlike Romanian companies listed on the regulated
BSE market — which had very little time to prepare for transitions to IFRS - OMFP
666/2015 sets a more generous timetable for the transition of the 17 state firms. Thus,
for the 2016 and 2017 fiscal years (all of these firms close at December 31),
companies keep their current accounts in RAS, prepare financial statements in RAS
and restate these financial statements in order to obtain an IFRS set of financial
statements. However, as of 2018, these companies are fully transitioning to IFRS,
both in their current accounting and in the presentation of financial statements.

To achieve this objective, there was identified on the websites of these 17 companies,
the accompanying financial statements and audit reports. The selected period is 2010
- 2017: there is very little information available from before this year: even for 2010,
only 3 available audit reports could be found. Gradually, as we approach 2017, the
number of available reporting increases (Table 1).
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The areas of activity of the companies studied are fairly well in the international
average: Kowalski et al. (2013) finds that economic sectors where the state and most
present in OECD countries are: support activities for the mining sector, civil
engineering, land and air transport, coal mining, oil and gas. These findings are
confirmed by Kwiatkowski and Augustynowicz (2015), for state-owned firms that
appear in Fortune Global 500.

The data of interest in the audit reports identified for the 17 Romanian firms are as
follows:

1. the auditor category: Big 4 vs. Non Big 4, but with the identification of
auditors belonging to the latter category who are affiliated with international
firms;

2. the type of opinion: unmodified vs. modified (qualified, disclaimer of
opinion, adverse opinion);

3. the explanations proposed by the auditor to justify the modified opinion;

4. the existence, in the report, of an emphasis of matter paragraph and the
justifications presented in this paragraph.

Based on these data, | propose to describe the way Romanian state-owned firms
comply with accounting and financial reporting standards and to highlight the main
findings that financial auditors made after their audit work. In the almost complete
absence of other similar research (to our knowledge), | has chosen to compare the
main results with data specific to state-owned companies listed on the BSE, both in
the regulatory market and on a secondary market (AeRo). There will be no statistical
treatment in this study, to establish relations between the various variables
characteristic of Romanian state-owned companies.

4. Results

Audit reports are an important source of information for the users of financial
statements. When the opinion is unmodified, users find in the reports the ready-made
paragraphs that confirm the financial statements' compliance with applicable
standards. On the other hand, in the case of a modified opinion, users (especially
those with sufficient accounting knowledge) can quickly see what are the situations
in which the application of the standards is not completely correct and/or the
significant risks that may affect the performance of the entity. In all cases, the audit
reports are supposed to contribute to a better appreciation of the financial and
managerial performances of the firms analysed.

4.1 Big 4 versus not Big 4
To begin, there will be presented data on the categories of auditors who give opinions

for the 17 state firms analysed in this study. As often in the literature, | separate the
big auditors (Big 4) from the others (Non Big 4). This distinction is justified by the
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very common idea in the audit literature that the Big 4 ensure a better quality of the
audit. This hypothesis is confirmed in some studies, but there are some authors who
consider that Big 4 vs. Non Big 4 differences are not significant’. The approach is
simple — counting the reports from the Big 4; in more sophisticated studies, the
presence of the Big 4 is calculated by weighting the type of auditors to take into
account the dimensions of the firms audited and arriving at values much higher
compared to simple percentages. But in this study, the important dimensions of all
the firms involved allow us to appreciate that the weighting would not lead to
significantly different figures.

For the sample (see Table 1), the overall weight of 46.39% of Big 4 is not very
suggestive, given the small number of observations for the first three years analysed.
We can consider that the figures of the last years (29.42% in 2017 and 37.50% in
2016) are more representative to describe the presence of Big 4 in the case of the
Romanian companies in the sample. This situation is comparable to that presented
by Guedhami et al. (2009) who find 34% of Big 4 in a sample of 176 privatized state
firms (in 32 countries, including 21 emerging); at the same time, Guedhami et al.
(2009) find that the presence of the state as majority owner decreases the likelihood
of using a Big 4 auditor.

Comparing the figures reported in Table 1 with the situation on the Romanian
financial market leads to the following findings:

1. for the regulated market and for the period 2007-2017 (962 observations
available, including firms whose activities are financial), the weight of Big
4 is 37% (it drops to 30% after the elimination of financial activities);

2. for the same regulated market and for the period analysed in this study (2010
- 2017: 698 observations), the weight of Big 4 is about 39%;

3. by retaining only state-owned firms listed on the regulated market
(9 companies), the weight of Big 4 is more than 60% (61% for the period
2007 - 2017; 63% for the period 2010-2017);

4. in the alternative market (AeRo), for the period 2010-2017 (1,978
observations), there is only 7% of Big 4 and no auditor of this category is
found for the state-owned firms listed on this segment (14 companies for the
period).

In all cases, the weight of the Big 4 is (much) lower than the situations that we could
find in the literature, for other countries, especially developed. Still in Romania,
Berinde and Grosanu (2013) found only 18% of Big 4 for a sample of firms in the
North West region. | can comment on the specific situation of Romania in the sense
that the exposure on a large financial market (such as the regulated segment of the
BVB), the public exhibition by the dimensions and/or the obtaining of the financing
from some international organizations (the case of large state-owned companies) can
be decisive factors in choosing a Big 4, although the weight of this category of
auditors is not yet very important.
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Table 1. Categories of auditors for Romanian state-owned firms
in OMFP 666/2015

From which
Big 4 No Big 4
o B
Year reports A_fflllateq to an
available N % N % international Local
network
N % N %

2017 17 5 29.42 12 70.58 6 3529 6 35.29
2016 16 6 3750 10 62.50 5 3125 5 31.25
2015 17 6 3529 11 64.71 5 2942 6 35.29
2014 15 6 40,00 9 60,00 3 20.00 6 40,00
2013 14 9 64.29 5 35.71 3 2143 2 14.28
2012 9 6 66.67 3 33.33 1 1111 2 22.22
2011 6 4 66.67 2 33.33 0 0.00 2 33.33
2010 3 3 100.00 0 0.00 0 000 O 0.00
Total 97 45 46.39 52 5361 23 2371 29 29.90

Francis et al. (2012) calculate the concentration of the audit market in 42 countries
and, from more than 115,000 observations (for the period 1999-2007), identify
around 43,000 reports issued by non-Big 4 auditors; that's over 63% of Big 4. In the
case of state-owned companies, the Chinese setting is particular, in the sense that the
Big 4 presence is very limited (Su & Wu, 2017); the explanation is that the state
ownership being associated with a weaker demand for high-quality audits (Wang &
Shailer, 2018).

All the calculations presented take into account only two categories of auditors (Big
4 and non-Big 4). But, there are authors (notably in Romania) who suggest the
classification of the auditors in several categories: Paunescu (2015) proposes 4
categories: Big 4, not Big 4 affiliated with international firms, other non-Big 4 and
individual auditors. For the sample, we can add to the Big 4, the auditors
internationally affiliated (BDO and PKF, more precisely) and we obtain 46.39% +
23.71% = 70.00% for the whole sample (more than 60% for the last years). This
shows that the access of local audit firms to contracts offered by large state-owned
firms (more than 30% in recent years) seems rather difficult.

4.2 Types of opinions in the audit reports of the analysed state firms

In the case of state-owned firms, users must have access to financial information by
virtue of the public nature of these activities. It is interesting to see how public money
is spent, how goods and services are produced. The peculiarities of these firms, the
individual and collective interests of the managers of these firms and the bureaucracy
that makes them work are all reasons for the introduction of an independent
intermediary — the financial auditor — between the producer and the users of specific
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financial information. The role of the auditor is to verify the extent to which the
financial statements are prepared in accordance with accounting standards and to
express an opinion on how the financial statements fairly reflect the financial
position and the performance of the audited entity. A report that contains an
unmodified opinion and contains no comments allows the user to be confident that
the financial statements represent what they are meant to represent. In Table 2, | have
centralized the various opinions expressed by the auditors of the firms analysed.

Table 2. Types of opinions in the audit reports of Romanian state-owned companies
appearing in the OMFP 666/2015

Number Unmodified Qu_al_ified Discla}imer

Year of observations opinions opinions of opinion

N % N % N %
2017 17 4 23.53 12 7059 1 5.88
2016 16 3 18.75 12 75.00 1 6.25
2015 17 4 23.53 12 7059 1 5.88
2014 15 3 20.00 11 7333 1 6.67
2013 14 3 21.43 9 6429 2 14.28
2012 9 2 22.22 6 66.67 1 11.11
2011 6 2 33.33 4 66.67 0 0.00
2010 3 0 0.00 3 10000 O 0.00
Total 97 21 21.64 69 7114 7 7.22

The weight of the modified opinions is extremely high — about 78% (71.14 + 7.22)
— even taking into account only the last years. This allows us to appreciate that, in
the opinion of the auditors, there are significant risks that the financial statements
contain significant information that is not fully compliant with the accounting
framework applicable by the Romanian state-owned companies. For other firms
whose audit reports are available, we found the following figures:

1. for companies listed on the regulated market of the BVB, for the period
2007-2017 (962 observations available), we have 27.03% of modified
opinions; of these firms, the state-owned ones (85 observations) show
35.29% of modified opinions;

2. on the second segment of the BVB (AeRo), where are listed small firms, for
the period 2010-2017 (1,978 observations), | found only 23,31% of modified
opinions (17.85% for the state owned firms - 112 observations).

The data shows us that the 17 state-owned firms that should apply IFRS face
significant difficulties in complying with Romanian accounting standards, which are
reflected in the majority of their auditors' opinions.

For a comparison with state firms from another country, | found the analysis of
Paananen (2016) who finds that 31% of Finnish municipal firms receive modified
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opinions. Wang et al (2008) found about 12% of modified opinion in the case of
some state-owned companies from China, whit a smaller probability to issue a
modified opinion for the small local auditors.

Modified opinions (in all their forms) are often presented in the literature as proof of
the auditor's independence and, therefore, of the quality of the audit. In the table 3, |
presented the types of opinions by category of auditors (Big 4 vs. others). There too,
we can consider that the last years are the most representative.

Table 3. Type of opinion by categories of auditors

Modified opinions From which

Year (qualified and Big 4 non Big 4

disclaimer of opinion) N % N %
2017 12+1=13 4 3074 9 69.23
2016 12+1=13 6 46.15 7 53.85
2015 12+1=13 6 46.15 7 53.85
2014 11+1=12 6 50.00 6 50.00
2013 9+2=11 8 7273 3 27.27
2012 6+1=7 6 85.71 1 14.29
2011 4+0=4 4 100.00 O 0.00
2010 3+0=3 3 100.00 O 0.00
Total 69+7=176 43 56.58 33 43.42

As we could expect, the weight of the modified opinions issued by Big 4 (more than
56%) is greater than their weight in the total number of auditors. This confirms, in a
way, that Big 4 prove more independent than others. But, these data must be
completed with an important detail: among the non-Big 4, there are those affiliated
with international firms (23 observations) and, put together, the modified opinions
of these two categories of auditors represent 86.84% of all modified opinions. As a
result, local auditors (29 observations) are much less likely to give modified
opinions: 10, or 13.16% from the total number of the modified opinions. Or, perhaps,
local auditors have come across state-owned firms that ensure more compliance with
standards. Paunescu (2015) comments on a similar situation and explains the
unmodified opinions of local (Romanian) auditors through pressure from the
management of the audited firms and the interest of these auditors in keeping their
clients.

4.3 Justifications of the modified opinions for the analysed state firms

The auditor issuing a modified opinion must justify this qualification specifying the
aspects that it considers that the presentation is wrong or where it has not obtained
sufficient audit evidence. ISA 705 (2012) states that modified opinions are issued in
the following situations:
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1. qualified opinion: the auditor determines that the financial statements as a
whole contained misstatements, which are material, but not pervasive or the
auditors is unable to obtain sufficient appropriate audit evidence to conclude
that the financial statements as a whole do not contain any misstatements
significant;

2. adverse opinion: the auditor concludes, after obtaining sufficient and
appropriate evidence, that misstatements, individually or in aggregate, have
both a material and pervasive character in the financial statements;

3. disclaimer of opinion: the auditor is unable to obtain sufficient appropriate
audit evidence on which to formulate his opinion and concludes that the
potential impact on the financial statements of undetected misstatements
could be both material and pervasive.

In the reports analysed, 69 of the modified opinions are qualified opinions, while in
7 cases it is disclaimer of opinion. The paragraphs in which the auditors justify the
modified opinions include one or more explanations, which were grouped into a few
major themes (Table 4, in descending order of the frequency of appearance, for the
items with more than five appearances). It is obvious that by this codification | have
lost some of the auditors' message, but this has allowed us to do minimal quantitative
processing. In each individual report, we could find between one and 16 different
explanations for the modified opinion.

I have not found in the literature any study on this type of justification; therefore, |
will compare the results with what has already been noted for listed companies.
Istrate (2017) shows that, for Romanian firms listed on the BSE regulated market,
the main explanations of the modified opinions refer to revaluations of fixed assets,
provisions and items relating to measurement and to other assets/liabilities in the
closing works. Bunget and Dumitrescu (2012) analyses the justifications for
modified opinions by grouping them by accounting principle; they observe that most
explanations concern (in descending order) the principle of prudence, the
comparability, the accrual accounting and the going concern assumption.

For the firms analysed in this study, unlike for the listed Romanian companies, the
revaluation of the fixed assets does not represent the first explanation which justifies
the modified opinions. In fact, it is the application of the prudence principle (which
joins the results of Bunget & Dumitrescu, 2012) that is at issue in the judgments
made by the auditors: six of the first ten explanations concern the non-consideration
of certain risks, impairments and depreciations. To this is added the doubtful
accounting of certain assets/liabilities and/or revenues and expenses, as well as the
classification of these items for presentation in the financial statements.
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Table 4. Explanations of the modified opinions in the audit reports
of Romanian state-owned firms in OMFP 666/2015

Explanation" of trllzer Z%l;iggnce
1. Insufficient provisions or other difficulties in estimating provisions 36
2. Recognition of certain assets and/or liabilities 30
3. Insufficient attention paid to depreciation of fixed assets 28
4. Existence of litigation that may have adverse effects on the entity 26
5. Insufficient consideration of future obligations towards employees 22
6. Accounting for certain revenues and expenses 19
7. Revaluation of fixed assets 18
8. Inventory impairment 16
9. Receivables impairments 14
10. Non-participation of the auditor on the closing works 14
11. Incorrect estimate of some other depreciation 10
12. Approximate application of accounting rules for error correction 10
13. Problems in the levels of certain indicators imposed by the banks so 9

that the credits remain in the long term
14. Incorrect presentation of certain assets/liabilities 9
15. Deficiencies in the confirmation of the balances of receivables and

liabilities at closing date 9
16. Existence of legal problems (other than litigation) for the entity and/or 8
for members of management

17. Insufficient provisions for the restauration of some land 6
18. Other elements concerning the organization and the progress of closing 6
work

The auditor's opinion may have some influence on users, although in the case of
state-owned firms, user decisions often take into account other criteria than the
performance displayed or compliance with accounting standards. Thus, the
management of the audited entity would have an interest in the opinion being
unmodified. Managers can arrive at this result by correcting the aspects observed by
the auditors, but also by applying the technique that the literature calls opinion
shopping, that is to say the change of the auditor having expressed a modified
opinion. I counted the auditor changes in the sample and the impact of these changes
is reported in Table 5 (it's not about the rotation of the partner, but about the audit
firm). Among the 17 firms analysed, 12 had two or more changes in auditors during
the analysed period: 6 firms changed once the auditor, 6 firms changed twice and
1 firm changed the auditor 3 times.

From the data in Table 5, we observe that, despite a significant rotation of the
auditors, the effects on the audit opinion are not significant — only 4 cases of change
of opinion, and only one form a modified to an unmodified opinion. We can
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conclude, with all the risks that derive from a limited sample — that the possible
hypothesis of opinion shopping is not confirmed in the case of Romanian state-
owned companies — Paunescu (2015) comes to a similar conclusion for firms listed
on the BSE).

Table 5. Rotation of auditors by the analysed state-owned firms

Change of opinion following the
auditor's change

Number From a From an
Sense of the rotation of modified unmodified
observations opinion to an opinion
unmodified to a modified
opinion opinion
From Big 4 to Big 4 5 - 1
From Big 4 to non-Big 4 8 1 -
From non-Big 4 to Big 4 1 - 2
From non-Big 4 to non-Big 4 7 - -
Total changes 21 1 3

of auditors

4.4 Explanations in the emphasis of matters paragraphs
from the audit reports of the analysed state-owned companies

The international standard ISA 706 Emphasis of matter paragraphs and other matter
paragraphs in the independent auditor’s report states that if the auditor considers it
necessary to draw the attention of the users to a matter presented or mentioned in the
financial statements which, according to its own judgment, is of such importance
that it is essential for their understanding of the financial statements or it considers
that users' attention should be drawn to aspects that do not appear in the financial
statements that may be important in terms of understanding the audit process and the
audit report, the auditor shall include in his audit report a paragraph provided that he
has obtained sufficient and appropriate evidence that the item presented or referred
to in the financial statements does not include significant anomalies.

This type of paragraph is very common in audit reports issued for Romanian firms.
In the Table 6, I centralized the information on the presence of such a paragraph, by
category of auditor and type of opinion. For reasons of comparability, | have chosen
to continue the presentation in parallel of the specific situation to the Romanian listed
companies. Istrate (2017) finds for the BSE regulated market that the main
explanations included in this paragraph concern: going concern matters (the most
important, by far), items related to tax obligations and litigation, (hon) consideration

Vol. 17, No. 4 525



Accounting and Management Information Systems

of certain other risks, other litigation, transactions with related parties, exposure to a
single customer or a single business, provisions, revaluation and depreciation of
fixed assets and other assets.

Table 6. Presence of emphasis of matter paragraphs in audit reports

) Companies Companies
Stat% r%\;vned listed on the listed on the
Elements BSE - the BSE — the
(OMFP K AeR
666/2015) market eRo
regulated segment
Period 2010 — 2017 2007 — 2017 2010 - 2017
Observations available (audit reports) 98 962 1,978
\Tv?ltliL from 72 (73.47%) 287 (29.83%) 669 (33.82%)
Reports that . .
contain an associated with
emphasis of unmodified 16 (22.22%) 159 (55.40%) 458 (68.56%)
matter opinions -
paragraph assoglgted with
modified 56 (77.78%) 128 (44.60%) 211 (31.54%)
opinions

Like the firms listed on the regulated market (Istrate, 2017), the first explanation
presented by the auditors in this paragraph section are related to the going concern
issues, but unlike the listed firms, this explanation is joined by a specific aspect to
state-owned firms: the dependence of public policies and decisions made by various
state authorities that establish, for example, tariffs or other matter related to the
environment, investments etc. (Table 7). Another common explanation is for
provisions, whether related to employee profits or litigation.

Verifying the management's assertions of going concern is an important task for the
auditor. It should be noted that going concern does not appear in any of the reports
studied as a justification for the modified opinion and is only highlighted in the
emphasis of matter paragraph. This situation is due, probably (and here | join
Paananen, 2016), to the fact that the companies analysed are state-owned and that
the State will not let them go bankrupt, because they carry out business activities of
public interest, it employs a lot of people and, often, are big to fail. Moreover,
Romania has a recent rich history of rescue of some state-owned firms, considered
strategic and without any consideration for financial indicators that are largely
negative. For example, on the regulated market, there is a state-controlled entity
whose equity has been highly negative (with a few exceptions) since 2000 and which
is still operating and which is still listed on the financial market.
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Table 7. Justifications of observation paragraphs

Explanation Frequency
of appearance

Going concern matters 30
Dependence on public policies, decisions of public authorities 30
Provisions 14
Restructuring of the firm 14
Litigations 12
Problems of a legal nature for the firm or for the members of the 10
management

Difficulties in the relationship with the tax authorities 9
Existence of environmental problems 7
Impairment of fixed assets 6
Revaluation 6
Approximate accounting recognition for certain assets and/or liabilities 5
Not enough attention in calculating and accounting for benefits granted 3
to employees

The company depends on commercial relations with a single partner 2
Related parties 1
Impairment of receivables 1
The auditor did not participate in the inventory work 1

5. Conclusions

The state is present as a shareholder of some companies in many countries, including
in developed countries. State-owned companies must fulfil the general accounting
and financial reporting requirements and, in addition, because they are public-
interest entities, must transmit this information to users, in the interests of financial
transparency (otherwise imposed by law). At the same time, the financial statements
of these firms need to be audited, so that users can see how firms comply with
specific accounting standards. An order from the Romanian Minister of Public
Finance (OMFP 666/2015) requires 17 large state-owned companies to apply IFRS
from 2016 (by restatement of information obtained applying RAS for 2016 and 2017
and effective application of IFRS in accounting current from 2018). | selected these
firms and, before analysing the impact of the transition to IFRS, | studied the audit
reports for the 2010-2017 period, in order to identify the main explanations offered
by the auditors to justify their opinion and the main observations included in the
specific paragraph.

The first results relate to the presence of Big 4 in the list of auditors of state firms
(97 observations). The average is 46%, but because the observations for the last part
of the analysed period are more complete, we consider that a figure of about 30-35%
would be more credible. This weight of Big 4 is not far from the results for Romanian
firms listed on the regulated market. To complete these results, it should be said that,
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among non-Big 4, there are some who belong to international audit firms, which
means that the weight of local auditors is 29.90%.

The audit opinions expressed by the auditors of the 17 state firms are mostly
modified (78.36%), which means that the auditors have detected significant risks
regarding the information provided in the financial statements and that compliance
with the accounting framework is not fully acquired. This proportion of modified
opinions is very important compared to the other studies | have had access to. For
example, for firms listed on the Romanian financial market (BSE), the modified
opinions represent about 27% (for the regulated market) and about 23% for the AeRo
segment. The main justifications for these modified opinions concern: provisions,
recognition of certain assets/liabilities, impairment of fixed assets, litigation,
recognition of employee benefits, recognition of other income and expenses,
revaluation of fixed assets etc. Overall, most explanations refer to aspects related to
closing works. I have found that the possible hypothesis of opinion shopping is not
confirmed in the case of the firms in the sample.

In analysing the audit reports of the state-owned firms, | also identified the emphasis
of matters paragraphs - also very numerous (73.47%). The most frequent elements
that appear in these paragraphs are the going concern and the exposure of the state
firms to the decisions of the public authorities. Other topics are: provisions, the
effects of restructuring, involvement in litigation, the existence of legal and tax
problems, etc.

The main limitations of this study are the limited number of observations in the
sample, the exclusively descriptive nature of the analysis and the fact that I did not
correlate the variables extracted from the audit reports and other variables that
characterize the firms considered.

The most appropriate future research directions are precisely the identification of
correlations between variables specific to audit reports and other variables, the
introduction of indicators of audit quality in correlations with the quality of the
financial reporting. Another direction of research may concern the explanations
given by the auditors of the firms selected in the sample in the paragraph of
justification of appreciations (KAM - key audit matters), like in some other studies
(Barbe & Rimbault, 2015 or Moreau, 2017). The transition of state firms analysed
to IFRS also opens up a new field of research on this type of firm.
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owned enterprises are the same as for other companies, but that state-owned firms have to
undergo other controls, from specific authorities. In Romania, these additional controls
may come from the Romanian Court of Accounts, from the government control bodies
and/or the different ministries.

iii Kwiatkowski and Augustynowicz (2015), based on the top Fortune Global 500, found 5%
of state-owned firms in developed countries, with France and Germany very well
represented. The trend is on the rise.

V The cited authors identify 11 modified opinions, for the period 2000-2015, for all firms
registered with the SEC!

V' The first explanations of the better quality of the audits carried out by the Big 4 consist in
their greater independence and competence (the characteristics proposed by DeAngelo,
1981). Thus, it is argued that the Big 4 provide quality audits to avoid risks that are more
significant for them, arising from the loss of reputation and from financial losses (Sirois et
al., 2016, Cameran et al., 2016, Lobo et al., 2017). Other explanations relate to the
resources available to the Big 4, both human and logistical and training. Francis et al.
(2012) establish, on a statistical basis, that the audit is of a better quality in countries where
at least two of the Big 4 dominate the market relatively equally, and this quality is
manifested both in the reports issued by the Big 4, only for those issued by non-Big 4.

Vi The explanations appearing 5 times or less than 5 times are: The absence of a written
statement from the management of the firm, difficulties in the comparability of the
information provided in the financial reports, use of grants outside the framework of
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revenues/charges, elements relating to the calculation and declaration of certain tax
obligations and other problems in the relationship with the tax authorities, difficulties in
valuing assets/liabilities other than at the date losing, overly optimistic estimation of
securities held in subsidiaries, existence of transactions that the auditor qualifies as
abnormal, problems in establishing and controlling the tariffs charged to customers,
calculation and granting of discounts under conditions not provided for in the documents
provided by the entities, difficulties in calculating the costs of certain products and
services, problems with funding from European bodies, the entity is in insolvency.
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