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ABSTRACT

This investigation tries to evaluate the principle of the transactions or economic facts
accrual of the Municipal Decentralized Autonomous Government (DAG) in Ambato.
Given the non-experimental nature of this article, the data was collected through surveys
and interviews applied to the personnel of the financial department, in addition to the
regulations, texts and narratives revision. The results show that the Municipal DAG in
Ambato does not have instruments to evaluate the execution of the budgets under the
accrual criteria, therefore, it cannot be specified if the information reflected in the
financial statements really presents the economic results achieved. Based on the
foregoing, it is considered that the design and implementation of efficiency, efficacy and
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effectiveness indicators are relevant for decision-making, since knowing the degree of
compliance and fulfilment of the planned activities will improve the quality of public
management.

Descriptors: Financial policy; financial administration; state budget; standardization.
(Words taken from the UNESCO Thesaurus).

INTRODUCTION

Currently, companies need to obtain information about the activities they carry out to
identify what are the shortcomings, improvements or control plans that must be met;
therefore, the information must be presented in a timely, clear and available manner in
order to apply effective processes for achieving the short and long term goals set by the
institutions. Internal control is an indispensable tool in administrative management, it is
possible through the conceptual framework and the principles applied for having a broad
and systemic vision on the management of resources, mitigation of risks and fulfillment
of objectives. However, the application of this internal control system does not guarantee
the accomplishment of the proposed results if those responsible involved are not
efficient in managing the execution of the system.

At the same time, the International Public Sector Accounting Standards seek to reinforce
this control and management of financial information at an international level. This is
why government entities have decided to adopt this regulation in Latin America, that, in
addition to providing reliable information, allows international organizations and those
interested in investing to count on a global reference framework. In Ecuador, in 2006,
the accrual obligation was born as a principle where the accounting record begins with
the movement of goods or services and not when there is an economic movement of
income or expenses.

Due to the above, the objective of this research is to design a catalog of indicators for
the Municipal Decentralized Autonomous Government of Ambato, with the purpose of
establishing the quality of accounting information and the effectiveness of public

management.
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METHODOLOGY

This research was descriptive with a non-experimental design in which the information
was not manipulated intentionally. In this context, the information was analyzed in its
original state. The instruments used for data collection were the interview through a
guestionnaire with closed questions and a survey delimiting the responses to a choice
between alternatives, (Galarza-Pomaquiza, Narvaez-Zurita & Erazo-Alvarez, 2019). The
financial department of the Ambato Municipal DAG was established as the unit of

analysis.

RESULTS

The results obtained after the application of the investigative instruments are presented
below:

The implementation of the internal control system in the Municipal Decentralized
Autonomous Government of Ambato is the responsibility of all the officials who work in
the entity. In this context, according to the interview with the financial director of the
institution, it was determined that the financial department is in charge of disseminating
and promoting observance of the internal control standards for the public sector;
supervising and evaluating that the transactions do not vary with respect to ownership,
legality and compliance with the budget established at the time prior to the commitment.
It was also identified that the budgetary items for the use and proper management of the
chart of accounts are updated. Regarding decision-making, they are supported by tools
such as the income statement, financial situation statement, cash flow, reconciliation
report and transfer report, which allow the delivery of quarterly reports.

At the same time, the need for the Ambato Municipal DAG to have a catalog of
indicators for the evaluation, control and monitoring of processes was corroborated,
since the interviewee said that its implementation will help improve financial

management and decision-making oriented to the efficiency and effectiveness of
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programs and projects so that the fulfilment of the activities of the Municipal DAG may
be measured.

On the other hand, the results obtained from the survey reflected that, in the accounting
department, there is no verification in accordance with the goods or services acquired
described or detailed in the invoice or contract; in this sense, it should be noted that as
specified by the Internal control standards of the State Comptroller General's Office,
there must be a review prior to the accrual. Additionally, the accounting system used
does not produce reports on the public debt service that allows reconciliations with the

budget.

PROPOSAL

Based on the results obtained with the research instruments, it is appropriate to develop
a catalog of indicators for decision-making by the Municipal Decentralized Autonomous
Government of Ambato according to the following structure: cover, index, prologue,

presentation, content (indicators).

);\‘.ll)."
\\\l s -a/)/)

Catalog of indicators for decision-making of the Municipal Decentralized
Autonomous Government of Ambato
Prologue
The International Accounting Standards for the Public Sector (IPSAS) established the
requirements for obtaining financial statements based on the accrual principle. These
standards are adopted in different countries of the world in order to unify financial

information, and it is also used as a tool to fight against corruption and make
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accountability transparent in public entities in Ecuador as a development, modernization
and adaptation initiative. This transition process was maintained until 2019; entering into
force on January 1, 2020. The new version of the Government Accounting Regulations
under IPSAS seeks to obtain an integrated financial management system that follows
international standards and adopts best practices.

In this context, the Municipal Decentralized Autonomous Government of Ambato, as well
as all the institutions, bodies and entities of the Non-Financial Public Sector, was subject
to the Regulations of the National Public Finance System (SINFIP), in a mandatory
manner aligned to the provisions of the Ministry of Economy and Finance in order to
prudently manage income, expenses and public financing. Therefore, each of the
institutions must design tools to evaluate, control and monitor the performance of the
entities, which is why the use and application of this catalog of indicators for decision-

making of the Municipal DAG of Ambato is proposed.

Presentation

The management indicators catalog is a set of tools that seeks to contribute to the
evaluation and decision-making in a timely manner of the Municipal Decentralized
Autonomous Government of Ambato. The document contains instruments for the
application and its usefulness in terms of planning, management and monitoring
processes. It is expected that the efficiency and effectiveness indicators may help the
public managers in the decision-making of the Municipal DAG of Ambato, so that they

support the analysis and progress in their management assertions.

Content

The value of having management indicators.

The accounting-financial processes allow having information not only about the progress
fulfilled in relation to the budget or plan but also about the results at the end of each
period. For this, it is necessary to punctually measure the results of the management,

since its variables are very valuable for the public entity to meet its objectives and to be
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considered part of the strategies. In this context, the information corresponding to the

indicators is essential for effective and efficient management.

Using the catalog

In order to successfully manage this document, the indicators were classified according
to categories for the institution, facilitating their use in the application. The Municipal
DAG of Ambato are the ones who will give life to these tools for analyzing, evaluating
and monitoring their management, in the same way, it will allow them to make
appropriate decisions to strengthen their strategies. The institution will be the

responsible to execute such indicators and sustain them over time.

Category: Efficacy

Indicator 1. Compliance with earned income

The objective is to measure the budget by relating the budgetary execution of the
income according to the accrued amount (record of economic events at the time it
occurs, whether or not there is money movement) and the estimated amount (amount
that may suffer some variation during a given period). Compliance with accrued income
is verified with respect to the initial allocation and the level of compliance with the
decreased or maintained amount.

Indicator 2: Compliance with collected revenue

The objective is to measure the collected amount (value that was received by the
administration) versus accrued amount (record of economic events at the time they
occur, whether or not there is money movement).

Indicator 3: Compliance of expenses with respect to accrued expenses

The objective is to measure the expenses paid based on the accrual. Compliance of

expenses is verified with respect to accrued expenses.
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Category: Efficiency

Indicator 4: Self-financing capacity

The objective is to evaluate the capacity of the Ambato Municipal DAG to finance itself
with its own income earned (In this item, taxes, fees, contributions for the sale of goods
and services of the entity as well as operating income of public companies, investments
and fines, transfer or current donations and other income must be added). It seeks to
know how much belongs to self-financing for each dollar obtained in the entity.

Indicator 5: Solvency of accrued current income versus accrued current expenses
The objective is to evaluate the solvency. The relationship between current income
(resources that the entity receives in the development of the fiscal period for self-
management) and accrued current expenses (expenditures as expenses for the
consumption of goods or services with the aim of boosting the operational management
of the institution). This indicator may be used at any stage or period, it serves to know if
current income can cover current expenditures.

Indicator 6: Share of income from transfers or current donations accrued

The objective is to efficiently manage the resources received from income of transfers or
current donations earned by the State. It seeks to know the share of income from
transfers or donations compared to total income. This indicator may be used at any
stage or period and serves to determine the dependency that is maintained with the
State.

Indicator 7: Solvency of accrued own income versus accrued current expenses
The objective is to know the degree of financing that may be given to current
expenditure. As a purpose it is proposed to measure the relationship between accrued
own income with accrued current expenses to know the solvency that the earned
income can provide to the Municipal DAG of Ambato.

Indicator 8: Share of accrued current income

The objective is to efficiently manage the resources from accrued current income
(resources that the entity receives in the development of the fiscal period for self-

management). It seeks to know the share of current income compared to total income.
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Indicator 9: Minimum self-sufficiency

The objective is to efficiently manage current resources against expenses in
remuneration (expenses in items corresponding to unified remuneration and social
benefits) to know the minimum self-sufficiency. It is intended to observe how much is
allocated to remuneration expenses for each dollar received from current income.
Indicator 10: Optimization of accrued remuneration expenses

The objective is to optimize the use of accrued compensation expenses and relate the
accrued compensation expenses (they correspond to unified compensation and social
benefits) and the total accrued expenses. It is worth noting that for each dollar used of
the total expense, a percentage is for the compensation expense.

Indicator 11: Optimization of accrued current expenses

The objective is to optimize the use of accrued current expenses (expenditures such as
consumption expenses of goods or services with the aim of boosting the operational
management of the institution). For every dollar used of the total accrued expense, a
percentage corresponds to the accrued current expense.

Indicator 12: Indebtedness

The objective is to evaluate the debt limit and the ability to cover the debt with current
income. For this, it is necessary to know the indebtedness limit of the entity in order to
make a decision based on results. As payment capacity, it is considered to include
accounts that are payable for less than one year.

Indicator 13: Share of accrued taxes

The purpose is to relate the income from taxes accrued (contributions received for
infrastructure or provision of services) and the total income accrued. It seeks to know the
participation and collaboration that it generates in the total income of the Municipal DAG

of Ambato.
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Indicator 14: Share of accrued income from transfers or donations of capital and
investment

The objective is to efficiently manage the resources received from the State's capital
transfer income. In summary, it is intended to know the share of income from transfers

or donations of capital and investment compared to the total income earned.

DISCUSSION

The application of the International Accounting Standards for the Public Sector in Latin
America has changed into a universal accounting model. This allows certain countries
to have high reliability and compatibility in the delivery of information; however, other
countries have not developed their transformation due to the high cost, constant training
and necessary tools that must accompany them for their adjustments and modifications
in the regulatory and computer systems.

Ecuador has the application of the accrual principle in the management of government
accounting for non-financial public companies. Its regulations follow the National Public
Finance System (SINFIP), where its governing body is the Ministry of Finance. In this
regard, (Vela, 1992) refers to the fact that accrual is the ideal way to present economic
and management results, so this principle details the rights and obligations that each
entity acquires within a given period. On the other hand, ( Miller & Finney, 1964) state
that the real result of an entity must be based on the movement of cash or cash
equivalents in the period in which the income or expenses are actually made. In general
terms, the difference between these two fundamentals lies in the time to pay or collect.
Consequently, the application of the accrual principle makes it possible to protect and
control public entities in a way that guarantees information and transparency in their
accounting items. At the same time, government institutions are measured according to
the scope of their mission, vision and objectives. For this, government entities must
provide information that allows evaluating and monitoring financial and management

processes.



Revista Arbitrada Interdisciplinaria KOINONIA
Afio V. Vol V. N°10. Julio — Diciembre 2020
Hecho el deposito de Ley: FA2016000010
ISSN: 2542-3088
FUNDACION KOINONIA (F.K). Santa Ana de Coro. Venezuela.

Jaime Eduardo Machado-Guamantario; Cecilia Ivonne Narvaez-Zurita; Juan Carlos Erazo-Alvarez

Among the study findings, the importance of implementing tools to evaluate, control and
monitor the budget and planning of the Municipal Decentralized Autonomous
Government of Ambato is emphasized, thus contributing to the efficiency and
effectiveness in the processes carried out in the financial department every day.
Consequently, the proposal is aimed at developing a set of tools materialized in a
catalog of indicators for the Municipal DAG of Ambato so that its administrators have
support elements for effective decision-making and for the benefit of institutional
progress and society’s well-being.

In the final orientation of this investigative work and considering that IPSAS is not
currently applied in Ecuador in the public financial sector, a line of investigation is
suggested in order to evaluate the impact of the non-application of the accrual principle

both in the handling of cash as in their equivalents.
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