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TERMS OF REFERENCE
FINANCIAL, REVIEWN
{Agréed-upon procedures engagementy

Valid for-roview of ﬁnmia&sraterﬂen!@oﬂnwhﬂé@a; Fevigw of projests under mandata or contriBution coriteacts.

1. Fundamerital prinéiptes _

1.1 The: finanelal review of projects (“financial review”) is fo be carigd out by ar Independent auditer {ihe
auditor”), having the Fagiired professinat competengs and éixperience, and in accordancs with gererally
accepted internationat audititig stamdargs, :

1.2 These Tarns of Referencs ("FOR"} define the miandate of the auditor in carineetion with the fingnciat
feview of projects/arograms of conpisratientimplementing partmer (e partnar’), financed by the FOFA. The

finaricial review is baged on the professional requirements and guidslines geveniing the professional-wark to
be undertaken by an auditor in refation to.an agread-upon proceduras engagement.

ISA - Interniationat Standards on Auelting,
IFAC - Interhationat Federation of Accountants

actouiting and reporiing i foice in. the country in which the financlal review is carTied out need to be takan
info-consicieratian by the auditer.

* 2.1 Principies of orderliness {financiai regularity) -
* 2.2 Existence, adequacy and sffectiverigss of the internal Controk Systern {ics)
. 23 Conformity with the praject objectives and adherence, to the cantract conditions

* 24 Economical condiict of business apd effactive use of flnancial resources.

3. Dosuments of reference

The following documents. and matters are {o. be considerad by the auditor as basic referances for performing
the financial raview:

Legiﬁaﬁon: Mational tegislation
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Projectiprogram: Cooperstion: agreemant relative to the. project or to-the pariner organisation;
Project Bocument / Terms of Reference (TOR),
Budgets, fingneing plans, programs of priject activities;
Projact management procedities; '
Any other documents concerning the projectfprogram.

Accounting: - Adctunting documents subjject to- the financial review;
Financial and oparstiohal reperts concerming the projectiprogram.

auditos: The present tertms of reference and the refated mandate for financlal review:

Prior inferial and external audit reporis of the partner,
Any other inforration requested from the partner by the auditor.

4. Planning the financial review

The audifor shiall atdiquately plan the financial review engagermant well in advancs of the work dnd ensure
e execltion of the financlal review of highest professionsl quality in an seanomical and efficient mannar, .

and within the:agraed timetable,

Ot the. basis of the information recelved during the plassing phase, inchadting his review risk assessrnent, the: ;

auditor shall detenine:

= e type of ransactions to be raviewed and fhe review methad (fall or random sample:
= ihetype of physival verifications and the sites to be selacted;
« the nufibier of site visils tor be plannad.

The audifor underiakes to ensurs continuity in the: review appreach of the finansial review engagement and

the review team, even, if there is & change in the ledder of the review team fram the. prior year.

&. Place of financial roview

The financial teview is © be carfied out within the project environment fadministralive offices and/or -f

decenifralised sifes, if applitable):

5. Management representation of full disclosure

The auditor shall obtain a mapagement representation letter sighed by the manadement of the reviewed

arganizatish, certifiing:

g} the acknowledgement of the drganization's responsibility for the keeping of accounts and-financial
documents thatare correet, complete, falr, répresenting the frus facts, in conforeity with the: objectives
of the project, the deguments of reference (description of the project, centracts, hudgels, ete.} and
national legistalfon o

by that all accounting recards, supperting and other documents, minutes and ariy offier pertinent -
imformation Nééessary for the review be at the dispesal of the auditer

o} the completeness of information conearning property and goods _

) the complateness of infoimatibn concerning financing received or due and own financing corgearming the
reviewed peried, for the profect being examined

e} the availability of any information and explanations, sither erally or by writtén confirmation, which right
be: reguired by the Auditer It the execution of his mandate:

f}  In the case of coritritiutions to locat NGOs, the declaration: has to cartify tha completeness ofipformation
concarning financing received or due and own financiilg conceming the reviewed perlod, for the projeet
being reviewed and for the examination of the corisolidated finendial statements of the organization. The
consolidated financlal staterments, including balance sheéts and profit and loss statements of the project
are to be ariniexad to the declaration: and form an integral part thereof. This declaration shall be included
in the financial review repart. :
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7. Detafled finaneiadl review procedures

Appropriate review. prodedures arg ta be: applied by the auditor in order to form 3 professional judgement o
the migfiers outlined beiow. These procsdures applied, either an a full scope ar randem, basis, may iaclude:
conirols, checking, evaluation, inspectior;, intsrview; analysis and other review tachniques. When selecting
the review procedures, the auditer shall glve consideration to. the results of hils roview rfisk assessment
{during planning stage and during the course of the raview WOrk). '

Acesrdingly, he must define and camy ot suitable review tasis i order o cbtain an ovesview of the
afprementioned aspasts before he assesses the individyal findings:and reaches a finz independent declsion
on theraview.

The axditor is sxpected to selgct amd apply any other revieiw procedures fhat he may consider recessdry in
the professiona] execution: of the financial faview engagement.
Upors receipt of the financial raview report, the FOFA er any thirg persons designated, by the FDEA reserve

the.right to request other revisw procedures 1o cope with the change in. circumstances in the-project or of the-

organigation of the partner
Examples of poasible review procedures are:

7% Principles of orderliness {financiat regularity) — Principle 2.1
Project ralated mattars:

a Autherizationstapprovale of Expenditures and vaiidity with sup porting documents,

B} Details. of funds received for the project and reconciliation with: the information supplied by the
donor(s}; : _

g} Physical exfatence. and miovements of the goods representing the property of the project (fxed
assets, hventory ifems, cuitent assefsy; .

Cd) Altgeation &f exprendityres i conformity with the agreed budget(s},

&} Caonformity of kiest contracts with [ocal legisiation currently i forca,

f} Dispesition and implemantation of ohgervations, adjustménts and recommendations resuling from
previous:financlal review reports. '

Agceunting relatad ratters:

i Arithmetic exactitude. of the accounis, supparting documents and finaneial statements and reports,
i Correctness of the accounting entries,

i} Timeliness of recording scanamic events and transactions In (e genaral ledger accounts,

B Fingaciat staternents. and report information in agreement with the general ledger accounts,

k) Adequacy and completeness of favenues, revenues are hooked correstly

¥ Assessirient of accounts receivable and advances; justification for overdius/Unpaid amounts in

excess of ane mgnifty,

m}  Recenciffation of balances of gash in hand and in banks with the gemeral ledger accounts,

n) Disposition and implementation of observations and recommendations as well as adjustments. and
recommendations resuffing from previous finencial revew andior audit reports.

7.2 Existenge, adeguacy and effoctivendss of the- Internal Control System (IGS) - Principle 2.2

a) Adequacy of the internal organization (Structures, functions, tagks, suthorty, résponsibilities,
: methods, procedures, segregation of duties efc.),

3)] Effectivenass of project and financial accaunting and reporting processes,

c) Adherence to apglicable laws, regulations and instructions,

d) Physical safeguard: of assets, )

e} Preventian of accounting srrors and financial fraud,

fy Adequacy and completeness of information and financial reporting system.
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7.3 Confornity with the project objectives and adherence to the contract conditions — Principle. 2.3

a) Agreernent of fransaetions, expenditures and recaipts By comparison with e basic project

documants (project déseription, programs of activiies, contracts, terms of reference, hudgsts ate:);
b) Verificafion that goods purchiased with allocated funds are utfized within the defined objeetives and

are still available or have beers dispesed/seld in conformity with the precedures dafined In the project

agreementfcontract;
) Varification whether the clauses of the project agreement/soniract have been: respected;

) Veiification that the expenditures cosrespond to the agraed budgets, Analysis of deviations: befwesn
budgefad and. actual expenses and substantiation: of major budgef variationa (+/~ 10 % of the. :

© tudget).
7.4 Economicai conduet of business and effective use of financial resources - Principla 2.4

a} Finanoial resources are utliized for the antivities, as stipalated in the prejeet agreement, contract with: |
the consultantimplementsr and: fetrms of reference, always ensuring an appropriste levet of cost and _j

benefifs;

b} Existence and application of adsquate measures in the. iiternat control system (ICSY in respect of the

ufilizafion: of commitied: resources:

cj Application of mianagement procedures. refafive ta the various projact fransactions. In particular,
adequate segregation of dufies for vital functions. and processes, Hia enfering commitmenits, .
authorizing and: accounting of axpenditures, recanciiiation of cash on hand and in banks, follpw-up -

on long outstarding debtors: and ereditors, physicat contral avar ifventories, ete.J;

&} Expenditures &re.in line witl the agreed budget pesifions: _

8y Any deviations-of actiral expensas from the agreed budget are reasonably explained and adequately
dacumented by the project management

B Existence of adequate bid and putehasing praceduras. e.g. best costhensfit ratio for materlals and

services, confarmity of price offers with lecal practices:and cost levels:

¥ Confirmation that prices and rales are subject to: regular verification and. that the accounting system
n. use is adequate to fhe réquirements of a management toel, particularly as it concemns cost
analysis; :

b} Review and substantiation of expénditures. of local and foreign experts/cansuftants (rent, travet
expenses, accommodations, afiowancss efc.);

i Review and substantiation. of expenditures related to natfenal staff (gross safary, secial and pension
contribitions, income taxes etc.); .

A . Bxstence of the vehicle. logbaok. and verification that private: use-of velicles has been invoiced and
paid;

k) Varification that private use of mobile and fix net phenes by members of the staff bas been invoigad
aad paid.

7.8. Findings and recommendations
in his fihanclal review report, the audlter is. expected to
*  expldin and quantify any adjusting andfor reclassification, enfries, and to

+ formulate recommendations for the improverment of the intarnal control system (ICS) as well as of
project and accounting procedures,

B. Closing meeting

After the completion of the financial review engagement, but before leaving the project or the premises of the
partner, the auditor shall hold & closing meeting with the persons responsibls for the projectprogram
(directors) and the staff responsible for accounting and reporing. The meeting shall address the results of
the project review, discuss major weaknesses in the project, administrative and financial management
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f_!nci&ding_ the defiziencles. of ing ividual staff members) and proposs recormmendations. f- impréve the project:
Managerent, the aceounting procedyres and the: internal cofitrol systam (I8},

The centent of the dlosing meeting is to be summarizad i weiting and sigried tioth by the represantative of
the implémenting pariner and the feader of the raview feam. These minutes: shaff be annexed to the finéncial
review report (see 9.1.13).

8. Financial review report
The review report of the andifer shait expiicitly be respongive fo the averall principles anplicable to the review
sngagement, as stafsd urider 2. above.

The ykincigég“r of orderliness (finansial regularity) and the existence of the I0S havg-to be positively canfimed
by the auifor. '

The dspects adsguaey and effectiveness of S, the canfariity with the project objectives and adherence to
tha eonfact condifians apd the econamical conduet of business and effscfive use of financial resources are
to-be expressed in & so caifed “negative conflimation” based an tHe exeouled audit actiors.

We sxpect the following paragraph: (o be included in the report

*Based ofi dur review, nothitig hias come to our attention that eauses us fo beileve that
- the fnternal Confmt System {ICS] iz oot adeguately or effectively arganized :

- the projact exseution is net in conformlty with the project ohbjactives and: does not adhere to the
coniract conditions i
- thebusiness ig not ecanemically conducted and tha financial reseuress are not effectively used,”

In reparting on the results of the financial review, the auditor shall addreds the following matiars and follow
the fellowing structure in the review report: .

_ 1t and structupe of auditor’s financial review s
9.1.1 Audiior's opinion (specifieally addressing fie four-overall priicipiss stated under 2. abave)
9.1.2 Name of project and partier, inch. subgoniractor(s)

9.1.3 Brisf descripion of relevant information on the pariner (histary, managem_em,- agcounting system,
Inte_l_'na! controf system, activities ynrelated to the project sponsored by e FDFA efc:)

9.1.4 Perfod coverad by the financial review
9.1, Date and place of reviéw, name of audi firm, deviations from origital review programine
9.1.& Deseription of review procedures. appiied and findings on financial information subject to the review

g

+« Halancs shest

= Bldtement ef income and expenses (staternent of operations)

»  List of proposed adjustments and reclassifications

»  Other relevant matters
8.1.7 Analysis of the statement of funds received ffom the FDFA
8.1.8 Analysis of the statement of funds received fram other donos, it applicable _

. 3.1.8 Recammendations on project management, gccounting procedures and internal control gystem {IC8)

9.1.1¢ Comments with regard to adherance to project agreement/contract and terms of reference
9.1.11 Budget comparison of the project, including comments on major variations
9.1.12 List of inventories and fixed assets acquired by the praject during the accounting period under raview
9.1.13 Minutes of the closing meeting, as discussed under 8. ahove.
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(fﬂcl;uc{Ing the dsficiencles.of Individuat stai members) and propese recommendations to improve the projact
management, the aceounfing procegures ang the: interral coritroj system {ICS).

The contant of fhe claging meeting is & ba: Summarfzed it writing and sigried both by the représentafive of
the implementing partrier and the feader of the revisw feam. These minutes shall be annexed to the financial
feview report {see 0.1, 13,

9. Financial review roport

The review repert of the anditor shail explleitly be FEsponsive & the ayerall principias applicable to: the review
grigagement, as staied drider 2. ahove,

The: aspects edequécy and effectiveness of IC8, the cohfarmity with the projeet objectives and adhersnca o
the eonfract conditions and' the eeorigmical conduct of business and affsetis use of financial resources ars
o be expressed in 2 so ealled "negative confirmation” based on the exeouted audit actions,

Wer axpect the following paragraph ta be Ingluded in the report:

- "Based on éur review; nathing has come te qur attention thap cgudes usto belteys that

' - ihe internal Control Systan (1C8) is riat adequately or effactively organizeq

- fhe project execution I8 notf in canformity with the profect ebjgctives ang does not ddhere o the
contract eonditions :

- the business ig not sconomically conducted angd thefirancial resaurges are not effectively used:”

In reporting an the results of the financial review, the auditor shayj addregs the following matters: and foliow
tha following struture in the review repart:

ontent and strocture of auditor”

%11 Auditer's opinion {specifically addressi i e iy overall pringiples stated under 2. above)
9.1.2 Nama of project ang patthet, incl. subeontrastorts)
%1.3 Brief description: of rslevant information. on the paitner (Risiory, management, aceounting system,

Internal control aystem, activities. unrelated tor the project sponsored by the FRFA ete.)

914 Period covered by the firancial review , |
9.1,5 Date and place of revigw, name of augit firm, deviations from origiial review programime
2.1.6 Deseription of review Procedures applied and findings on financiat information subject fo the review

» Balahce:sheat

¢ Stetement of income and expenses (statement of aperations)

+  List of proposed adjustinents and reclassifications

*  Other relevant matters
9.1.7 Analysis of the statement of funds received from the FDFA
9.1.8 Analysis of the statement of funds raceived from other donars, if applicable
8.1.3 Recommendations on project management; aeccounting prdcedures- and Internal control system {(ICS¥
8.1.16 Comments with regard to adherence Lo project agresment/contraet and terms of referance
8.1.1% Budget compariaon of the praject, including comments on major variations
8:1.12 List of inventaries and fixed assets acquired by the project during the accaunting period undier review
8.1.13 Minutes of thg closing meeting, as discussed under 8. above. LT

Version February 2010
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