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Model TOR for PPTA Financial Consultants:
Revenue-Earning Project

Terms of Reference for Consulting Services for Project Preparatory Technical
Assistance to Design and Prepare for Implementation of a Revenue-Earning
Project: Financial Management and Analysis

Guidance: Advice on amending this model—to reflect country-and project-specific
circumstances—should be sought from a Financial Management Specialist. Previous
efforts should not be duplicated. For instance: (i) identify whether ADB or any other
agencies have previously conducted a Financial Management Assessment of the EA: (ii)
review similar projects that have been prepared previously and identify generic materials,
such as country-level issues; (iii) review funds-flow arrangements for other similar
projects and identify mechanisms that have worked successfully and those that have
been suboptimal, reflect these lessons in the design.

This model TOR is not meant to be used as a standard TOR for all PPTAs. Rather, it may
be used as a base which can be amended, depending upon the individual project at
hand and terms may be added or removed as considered necessary.

The financial consultant will conduct a financial analysis of the proposed Project and a
financial management (FM) assessment of the Executing Agency (EA) [name], and
Implementing Agency (IA)[name]. This will include providing assistance to prepare
relevant sections of the Report and Recommendation to the President (RRP) of ADB.

The financial consultant’s activities will be guided by, and outputs prepared in accordance
with, the Financial Management and Analysis of Projects (the Guidelines), ADB's Operations
Manual (particularly OM G2, J7 and C4), ADB’s Project Administration Instructions
(particularly PAI 5.09), and ADB’s Loan Disbursement Handbook.!

The financial consultant will work closely with counterparts in a manner that assures
that counterparts take responsibility for, and assume ownership of, the project financial
analysis. The financial consultant will also liaise closely with the preparer(s) of the project
economic analysis to ensure that the financial analysis is fully consistent, where relevant,
with the economic analysis (including the poverty impact assessment?).

! Unless noted otherwise, the bracketed references are to the Guidelines.
> ADB. 2001. Handbook for Integrating Poverty Impact Assessment in the Economic Analysis of Projects. ADB:
Manila.
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Undertake Preparatory Activities

(1) Identify country- and project-specific information on previous and ongoing
activities [7.8.1.1-7.8.1.2 Checklist]. Determine whether any other agency has
appraised the EA and/or 1A [4.1.6 World Bank certification] or has previously
supported (or intends to support) institutional strengthening. If so, determine
the objectives, scope, and results of these activities.

(ii) Review and, where necessary complete, the Financial Management Assessment
Questionnaire [FMAQ]. Discuss and agree project steps and process with
counterparts. Prepare a preliminary Financial Management Internal Control and
Risk Assessment (FMICRA) [FMICRA]. Provide the FMAQ and the FMICRA to
ADB for review and comments.

Prepare Project Financial Analysis

(iii)  Assist counterparts to prepare a preliminary Project Cost Estimates Table for the
proposed investment (and any defined sub-projects) taking into account all
relevant financial costs and benefits [3.4.3-3.4.4 Cost estimates and 7.8.1.5
Contingencies].

(iv)  Assist counterparts to prepare a preliminary Project Financing Plan, including
proposed ADB lending, any prospective cofinancing, and appropriate counterpart
funds for local currency expenditures [3.4.6 Financing plans and 7.8.1.5 Checklist].

) Assist counterparts to prepare preliminary cash flow projections for the project,
including all relevant financial costs and benefits, [3.4.7 Project cash flows] and
subject these to a financial benefit-cost analysis [3.5.1-3.5.3 Cost-benefit analysis
and 7.8.1.6—7.8.1.8 Checklist].

(vi)  Assist counterparts to identify project revenue and cost risks and: (a) conduct
relevant sensitivity analyses; and (b) identify practical risk-mitigation strategies
and approaches [3.5.4 Sensitivity analysis and 7.11 Sensitivity and risk analysis
steps]. Prepare a draft appendix of the Project Financial Analysis for inclusion in
the RRP. [3.7.3 RRP and 7.8.1.8 Checklist]. Provide the draft RRP appendix and
the preliminary tables and analyses (Project Cost Estimates Table, Financing
Plan, cash flow projections, and sensitivity analyses) to ADB for review and
comments.

(vii)  Update the RRP appendix and the tables and analyses to reflect ADB comments
and suggestions, and the agency financial analysis [see (xix) below].

Financial Management and Analysis of Projects
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Review Cost Recovery and Tariff Strategy

Guidance: This section of the TOR may not necessarily be assigned to the PPTA financial
consultant.

(viii) ~ Assist counterparts to design or review cost recovery and/or tariff structures,
considering the issue of affordability [4.3.3 Linkages with cost recovery and tariffs].

Design Fund-Flow Mechanism and Disbursement Arrangements

(ix)  Assist counterparts to design the project fund-flow mechanism. Where applicable,
review lending/onlending arrangements to ensure compliance with ADB policy
[OM D2: Lending and Relending Policies]. The preliminary design should take
account of the financial management responsibilities of each involved entity
(EAs and IAs including entities in provinces/ districts) [ADB Loan Disbursement
Handbook]. As applicable, review or suggest disbursement procedures, including
Imprest Account and SOE arrangements. Provide the proposed project fund-
flow mechanism design and disbursement arrangements to ADB for review and
comments.

Assess Agency Financial Management

(%) Assess the financial management capabilities—including internal control
mechanisms—of the EA and IA, making use of the information provided through
(1)-(ii), among other things [OM G2, 4.2.1-4.2.8 Assessments, 7.8.1.3-7.8.1.5
Checklist and ADB Controller’s Department Checklist and Handbook for the
Assessment of Borrower’s/Executing Agencys Internal Control and Accounting
System]. Particular emphasis should be placed on the capacity of EAs and IAs to
manage and monitor project disbursements, taking account of previous country
disbursement experience [see (ix)] [ADB Loan Disbursement Handbook]. Update
the FMICRA. Prepare the draft FM Assessment Report. Provide the updated
FMICRA and the draft FM Assessment Report to ADB for review and comments
[FM assessment report].

(xi)  Update FM Assessment Report to reflect ADB comments and suggestions. Where
necessary, based on this assessment, make detailed recommendations for
institutional strengthening of financial management as part of a time-bound
action plan [4.2.6.3.9-4.2.6.3.18 EA appraisal, 7.8.1.3.10 and 7.8.1.4.5 Checklist].
Prepare RRP appendix reflecting assessment findings and recommendations, and
provide to ADB [3.7.3 RRP].

Financial Management and Analysis of Projects
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Confirm Fund-Flow Mechanism Design and Disbursement Arrangements

(xii)  Confirm fund-flow mechanism design and disbursement arrangements.
Alternatively, where measures are recommended to strengthen EA and IA financial
management capabilities, but are unlikely to take effect until after disbursements
commence, propose alternative fund-flow mechanisms and disbursement
arrangements [ADB Loan Disbursement Handbook].

Propose Accounting and Auditing Arrangements

(xiii) Assess the acceptability of proposed accounting policies, including financial
reporting standards and general accounting practices, of the EA and IA. Identify
material differences, discuss these with the entity’s auditor (if possible), and,
propose modifications where necessary [4.2.8.4 Accounting policies, 4.2.5
Diagnostic studies of accounting and auditing, and 5.2.3 ADB accounting policy
requirements].

(xiv) Work with counterparts to propose reporting formats and timetables [5.3
Financial reporting, 7.16—7.17 Model financial statements, model project accounts].

(xv)  Assess suitability of auditing standards and auditors and propose auditor
arrangements, including auditor terms of engagement [5.4 Auditing standards,
5.4.4-5.4.8 Auditor engagement, 7.18 Model auditor TOR, 7.19 Audit report
questionnaire].

(xvi) Identify potential accounting, reporting, and auditing issues and propose
workable options. Update the FM Assessment Report, to reflect proposed
accounting and auditing arrangements, and provide to ADB for review and
comments, together with supporting materials (e.g., proposed accounting policy
modifications, proposed reporting formats and timetables, and proposed auditor
terms of reference).

Prepare Agency Financial Analysis

(xvii) Assist counterparts to review audited and/or unaudited financial statements of
EA and IA to assess historical: (a) financial performance, (b) retail tariff levels,
(c) equity and financing arrangements, and (d) whether sufficient internal funds
have been generated to sustainably support ongoing operations (i.e., to service
existing debt and to finance a reasonable proportion of capital expenditures)
[3.7.3.2 Past financial performance, 4.3.1-4.3.2 Objectives, and 4.3.3 Cost recovery
and tariffs].

Financial Management and Analysis of Projects
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(xviii)

(xix)

Assist counterparts to prepare projected financial tables for the EA and 1A [4.3.4
Preparing financial tables, 5.3.9.1 Designing financial reports, 7.16—7.17 Model
financial statements], including X-year pro forma financial statements [4.3.5.2
Fiscal period coverage].

Where appropriate, recommend financial indicators and covenants for the EA
and IA. [4.4.1-4.4.8.3 Measuring performance, 3.6.1-3.6.4 Covenants, 7.12—7.14
Model covenants, 7.15 Indicators]. Assess pro forma compliance with these
measures and conduct sensitivity analyses [3.5.4 Sensitivity and risk analysis].
Update FM Assessment Report to reflect findings. Prepare RRP appendix
summarizing agency financial analysis and provide to ADB with supporting
materials [3.7.3 RRP].

General and Consultative Activities

(xx)

(xx1)

(xxii)

(xxiii)

Together with ADB staff and other involved consultants, explain the compilation
of forecasts and analyses to counterparts, with the objective of reaching agreement
on: (a) the Project Cost Table, (b) the Financing Plan, (¢) financial projections,
(d) financial performance indicators, and where relevant (d) any proposed tariffs
and charges.

Together with ADB staff, counterparts, and other involved consultants, explain
the compilation of forecasts and analyses to cofinanciers, with the objective of
reaching agreement on: (a) the Project Cost Table; (b) the Financing Plan,
(¢) financial projections, (d) financial performance indicators, and where relevant
(d) any proposed tariffs and charges.

Where requested by ADB, provide project-related financial information to assist
the preparation of Aides Memoire, Memorandums of Understanding, and other
project-related documents.

Provide any other services that are reasonably requested by the ADB Project
Officer.

Financial Management and Analysis of Projects
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Reporting

(xxiv) Provide the following documents and reports to ADB, with copies to the EA and
other concerned consultants and counterparts:

Document / Report Ref Timing
Financial Governance and Management Questionnaire (i)
RRP: Preliminary project tables and analysis (vi)
RRP: Updated project tables and analysis (vii)
Proposed project fund-flow mechanism design (ix)
Draft FM assessment report (x)
RRP: FM Assessment findings and recommendations (xi)

Proposal for alternative fund-flow mechanism (where necessary)  (xii)
RRP: Proposed reporting and auditing arrangements

(and supporting materials) (xvi)
RRP: Agency financial analysis (and supporting materials) (xix)

Progress Report
Draft Final Report
Final Report

Financial Management and Analysis of Projects



Model TOR for PPTA Financial Consultants:
Nonrevenue-Earning Project

Terms of Reference for Consulting Services for Project Preparatory Technical
Assistance to Design and Prepare for Implementation of a Nonrevenue-Earning
Project: Financial Management and Analysis

Guidance: Advice on amending this model—to reflect country and project-specific
circumstances—should be sought from a Financial Management Specialist. Previous
efforts should not be duplicated. For instance: (i) identify whether ADB or any other
agencies have previously conducted a Financial Management Assessment of the EA: (ii)
review similar projects that have been prepared previously and identify generic materials,
such as country-level issues; (iii) review funds-flow arrangements for other similar
projects and identify mechanisms that have worked successfully and those that have
been suboptimal, and reflect these lessons in the design.

This model TOR is not meant to be used as a standard TOR for all PPTAs. Rather, it may
be used as a base which can be amended depending upon the individual project at hand
and terms may be added or removed as considered necessary.

The financial consultant will conduct a financial analysis of the proposed Project and a
financial management (FM) assessment of the Executing Agency (EA), [name], and
Implementing Agency (IA)[name]. This will include providing assistance to prepare
relevant sections of the Report and Recommendation to the President (RRP) of ADB.

The financial consultant’s activities will be guided by, and outputs prepared in accordance,
with, Financial Management and Analysis of Projects (the Guidelines), ADB's Operations
Manual (particularly OM G2, J7 and C4), ADB’s Project Administration Instructions
(particularly PAI 5.09) and ADB’s Loan Disbursement Handbook.’

The financial consultant will work closely with counterparts in a manner that assures
that counterparts take responsibility for, and assume ownership of, the project financial
analysis. The financial consultant will also liaise closely with the preparer(s) of the project
economic analysis to ensure that the financial analysis is fully consistent, where relevant,
with the economic analysis (including the poverty impact assessment*).

3 Unless noted otherwise, the bracketed references are to the Guidelines.
* ADB. 2001. Handbook for Integrating Poverty Impact Assessment in the Economic Analysis of Projects. ADB:
Manila.

Financial Management and Analysis of Projects
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Undertake Preparatory Activities

¢y

(ii)

Identify country and project-specific information and previous and ongoing
activities [7.7.1.1-7.7.1.2 Checklist]. Determine whether any other agency has
appraised the EA and/or 1A [4.1.6 World Bank certification] or has previously
supported (or intends to support) institutional strengthening. If so, determine
the objectives, scope, and results of these activities.

Review and, where necessary, complete the FMAQ. Discuss and agree project
steps and process with counterparts. Prepare a preliminary Financial Management
Internal Control and Risk Assessment (FMICRA) [FMICRA]. Provide the FMAQ
and the FMICRA to ADB for review and comments.

Prepare Project Financial Analysis

(iii)

(iv)

)

(vi)

Assist counterparts to prepare a preliminary Project Cost Estimates Table for the
proposed investment (and any defined subprojects) taking into account all
relevant financial costs and benefits [3.4.3-3.4.4 Cost estimates and 7.8.1.5
Contingencies].

Assist counterparts to prepare a preliminary Project Financing Plan, including
proposed ADB lending, any prospective cofinancing, and appropriate counterpart
funds for local currency expenditures [3.4.6 Financing plans and 7.7.1.5 Checklist].

Assist counterparts to identify project revenue and cost risks and: (a) conduct
relevant sensitivity analyses; and (b) identify practical risk-mitigation strategies
and approaches [3.5.4 Sensitivity analysis and 7.11 Sensitivity and risk analysis
steps]. Prepare a draft appendix of the Project Financial Analysis for inclusion in
the RRP. [3.7.3 RRP and 7.7.1.6 Checklist]. Provide the draft RRP appendix and
the preliminary tables and analyses (Project Cost Estimates Table, Financing
Plan, and sensitivity analyses) to ADB for review and comments.

Update the RRP appendix and the tables and analyses to reflect ADB comments
and suggestions.

Financial Management and Analysis of Projects
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Review Subsidy Policies and On-grant Mechanisms

Guidance: This section of the TOR may not necessarily be assigned to the PPTA financial
consultant.

(xxv) Assist counterparts to design or review subsidy policies and on-grant mechanisms
[4.3.3 Linkages with cost recovery and tariffs].

Design Fund-Flow Mechanism and Disbursement Arrangements

(vii)  Assist counterparts to design the project fund-flow mechanism. Where applicable,
review lending/onlending arrangements to ensure compliance with ADB policy
[OM D2: Lending and Relending Policies]. The preliminary design should take
account of the financial management responsibilities of each involved entity
(EAs and IAs including entities in provinces/districts) [ADB Loan Disbursement
Handbook]. As applicable, review or suggest disbursement procedures, including
Imprest Account and SOE arrangements. Provide the proposed project fund-
flow mechanism design and disbursement arrangements to ADB for review and
comments.

Assess Agency Financial Management

(viii)  Assess the financial management capabilities—including internal control
mechanisms—of the EA and IA, making use of the information provided through
(1)-(ii), among other things [OM G2, 4.2.1-4.2.8 Assessments, 7.7.1.3-7.7.1.4
Checklist and ADB Controller’s Department Checklist and Handbook for the
Assessment of Borrower’s/Executing Agency’s Internal Control and Accounting
System]. Particular emphasis should be placed on the capacity of EAs and 1As to
manage and monitor project disbursements, taking account of previous country
disbursement experience [see (ix)] [ADB Loan Disbursement Handbook]. Update
the FMICRA. Prepare the draft FM Assessment Report. Provide the updated
FMICRA and the draft FM Assessment Report to ADB for review and comments
[FM assessment report].

(ix) Update FM Assessment Report to reflect ADB comments and suggestions. Where
necessary, based on this assessment, make detailed recommendations for
institutional strengthening of financial management as part of a time-bound
action plan [4.2.6.3.9-4.2.6.3.18 EA appraisal, 7.7.1.3.9 and 7.7.1.4.4 Checklist].
Prepare RRP appendix reflecting assessment findings and recommendations, and
provide to ADB [3.7.3 RRP].

Financial Management and Analysis of Projects
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Confirm Fund-Flow Mechanism Design and Disbursement Arrangements

(x)

Confirm fund-flow mechanism design and disbursement arrangements.
Alternatively, where measures are recommended to strengthen EA and IA financial
management capabilities, but are unlikely to take effect until after disbursements
commence, propose alternative fund-flow mechanisms and disbursement
arrangements [ADB Loan Disbursement Handbook].

Propose Accounting and Auditing Arrangements

(xi)

(xii)

(xiii)

(xiv)

Assess the acceptability of proposed accounting policies, including financial
reporting standards and general accounting practices, of the EA and IA. Identify
material differences, discuss these with the entity’s auditor (if possible), and,
propose modifications where necessary [4.2.8.4 Accounting policies, 4.2.5
Diagnostic studies of accounting and auditing, and 5.2.3 ADB accounting policy
requirements].

Work with counterparts to propose reporting formats and timetables [5.3
Financial reporting, 7.16—7.17 Model financial statements, model project accounts].

Assess suitability of auditing standards and auditors and propose auditor
arrangements, including auditor terms of engagement [5.4 Auditing standards,
5.4.4-5.4.8 Auditor engagement, 7.18 Model auditor TOR, 7.19 Audit report
questionnaire].

Identify potential accounting, reporting, and auditing issues and propose
workable options. Update the FM Assessment Report, to reflect proposed
accounting and auditing arrangements, and provide to ADB for review and
comments, together with supporting materials (e.g., proposed accounting policy
modifications, proposed reporting formats and timetables, and proposed auditor
terms of reference).

General and Consultative Activities

(xv)

Together with ADB staff and other involved consultants, explain the compilation
of forecasts and analyses to counterparts, with the objective of reaching agreement
on: (a) the Project Cost Table, (b) the Financing Plan, (¢) financial projections,
(d) financial performance indicators, and where relevant (d) any proposed tariffs
and charges.

Financial Management and Analysis of Projects



Knowledge Management Addendum 13 of 96

(xvi) Together with ADB staff, counterparts, and other involved consultants, explain
the compilation of forecasts and analyses to cofinanciers, with the objective of
reaching agreement on: (a) the Project Cost Table, (b) the Financing Plan,
(¢) financial projections, (d) financial performance indicators, and where relevant
(d) any proposed tariffs and charges.

(xvii) Where requested by ADB, provide project-related financial information to assist
the preparation of Aides Memoire, Memorandums of Understanding, and other

project-related documents.

(xviii) Provide any other services that are reasonably requested by the ADB Project
Officer.

Reporting

(xix)  Provide the following documents and reports to ADB, with copies to the EA and
other concerned consultants and counterparts:

Document / Report Ref Timing

Financial Management and Analysis of Projects



Financial Management Assessment

WHY:

Effective financial management is a critical success factor for project sustainability.
Irrespective of how well a particular project or program is designed and implemented, if
the executing or implementing agency does not have the capacity to effectively manage
its financial resources, the benefits of the project are unlikely to be sustainable.

WHAT:

The financial management assessment (FMA) includes a review of the executing/
implementing agency’s (EA/IA) systems for financial and management accounting,
reporting, auditing and internal controls. In addition, the FMA involves a review of the
EA/IA disbursement and cash flow management arrangements. The FMA is not an audit.
It is a review designed to determine whether or not the EA/IA financial management
arrangements are considered capable of and adequate for recording all transactions and
balances, supporting the preparation of regular and reliable financial statements,
safeguarding the entity’s assets, and are subject to audit (of substance and form acceptable
to ADB). Issues or weaknesses identified during the FMA should be taken into
consideration either through project design (i.e. including a component to strengthen
financial management systems) or the development of project implementation
arrangements (i.e. including a project administration/management office within the entity
with necessary financial management skills and/or procedures).

WHEN:

The FMA should be completed as part of project preparation. The FMA should be
completed as early as possible, preferably during project preparation, to allow for early
detection and resolution of issues. If a PPTA is used to prepare the project, the initial
results of the FMA should be included in the midterm report of the PPTA.

HOW:
The broad approach to a FMA is as follows:

=  Review country diagnostic assessments completed by ADB or development partners;'
*  Determine if an FMA has been completed by another donor. If so review and update
if necessary;

' Including: Country Financial Accountability Assessment (CFAA), Country Procurement Assessment
Report (CPAR), Country Governance Assessment (CGA) and Diagnostic Study on Accounting and
Audit (DSAA)

Financial Management and Analysis of Projects
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*= If a FMA has not been completed for the EA/IA, the EA/IA, supported by PPTA
consultants, should complete the financial management assessment questionnaire
(FMAQ);

*  Based on the results of the questionnaire, determine what, if any, additional review/
follow up is warranted;

*  Identify issues or risks associated with the entity’s financial management systems
and determine the most appropriate risk mitigation measures to be adopted as part
of project design and/or project implementation arrangements; and

*  The results of the FMA should be noted in the RRP.

WHO:

The FMA is the responsibility of the Project Team although this work could be undertaken
by consultants under the supervision of the Mission Leader and/or financial management
specialist assigned to the project. The initial assessment may involve review of entity
procedures, reports etc, many of which may be prepared in a language other than English.
It is therefore suggested that the FMAQ be completed by domestic consultants (assigned
to the PPTA, or engaged as staff consultants under a PPN process).

DELGATED COOPERATION:

Through the OECD-DAC and the MDB Working Group on Financial Management
Harmonization, bilateral development partners, and MDBs have agreed on the concept
of delegated cooperation, essentially this is a willingness to accept the diagnostic work
of others. The goal of harmonization is to reduce the administrative burden on DMCs.
To that end, only one FMA should be completed for each executing or implementing
agency. If an FMA has been completed by another donor, this can be relied upon (provided
it is uptodate and ADB is comfortable with the methodology employed).

Financial Management and Analysis of Projects
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Financial Management Assessment Questionnaire

Topic Response Remarks

1. Implementing Agency

1.1 What is the entity’s legal status/registration?

1.2 Has the entity implemented an externally
financed project in the past (if so, please provide
details)?

1.3 What are the statutory reporting requirements
for the entity?

1.4 Is the governing body for the project
independent?

1.5 Is the organizational structure appropriate for
the needs of the project?

Funds Flow Arrangements

2.1 Describe (proposed) project funds flow
arrangements, including a chart and explanation
of the flow of funds from ADB, government and
other financiers.

2.2 Are the (proposed) arrangements to transfer the
proceeds of the loan (from the government /
finance ministry) to the entity satisfactory?

2.3 What have been the major problems in the past
in receipt of funds by the entity?

2.4 In which bank will the Imprest Account be
opened?

2.5 Does the (proposed) project implementing unit
(PIU) have experience in the management of
disbursements from ADB?

2.7 Does the entity have/need a capacity to manage
foreign exchange risks?

2.8 How are the counterpart funds accessed?

2.9 How are payments made from the counterpart
funds?

2.10 If part of the project is implemented by
communities or NGOs, does the PIU have the
necessary reporting and monitoring features built
into its systems to track the use of project
proceeds by such agencies?

Financial Management and Analysis of Projects
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Topic

Response

Remarks

2.1

Are the beneficiaries required to contribute to
project costs? If beneficiaries have an option to
contribute in kind (in the form of labor), are
proper guidelines formulated to record and value
the labor contribution?

Staffing

3.1  What is the (proposed) organizational structure
of the accounting department? Attach an
organization chart.

3.2 Identify the (proposed) accounts staff, including
job title, responsibilities, educational
background, and professional experience. Attach
job descriptions and CVs of key accounting staff.

3.3 Is the project finance and accounting function
staffed adequately?

3.4 Is the finance and accounts staff adequately
qualified and experienced?

3.5 s the project accounts and finance staff trained
in ADB procedures?

3.6 What is the duration of the contract with the
finance and accounts staff?

3.7 Indicate key positions not contracted yet, and
the estimated date of appointment.

3.10 Does the project have written position
descriptions that clearly define duties,
responsibilities, lines of supervision, and limits of
authority for all of the officers, managers, and
staff?

3.11 At what frequency are personnel transferred?

3.12 What is training policy for the finance and
accounting staff?

4.  Accounting Policies and Procedures

4.1 Does the entity have an accounting system that

allows for the proper recording of project
financial transactions, including the allocation of
expenditures in accordance with the respective
components, disbursement categories, and
sources of funds? Will the project use the
entity accounting system?

Financial Management and Analysis of Projects
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Topic Response Remarks

4.2 Are controls in place concerning the preparation
and approval of transactions, ensuring that all
transactions are correctly made and adequately
explained?

4.3 Is the chart of accounts adequate to properly
account for and report on project activities and
disbursement categories?

4.4  Are cost allocations to the various funding
sources made accurately and in accordance with
established agreements?

4.5 Are the General Ledger and subsidiary ledgers
reconciled and in balance?

4.6 Are all accounting and supporting documents
retained on a permanent basis in a defined
system that allows authorized users easy access?

Segregation of Duties

4.7  Are the following functional responsibilities
performed by different units or persons:
(i) authorization to execute a transaction;
(ii) recording of the transaction; and
(iii) custody of assets involved in the
transaction?

4.8 Are the functions of ordering, receiving,
accounting for, and paying for goods and services
appropriately segregated?

4.9 Are bank reconciliations prepared by someone
other than those who make or approve
payments?

Budgeting System

4.10 Do budgets include physical and financial
targets?

4.11 Are budgets prepared for all significant activities
in sufficient detail to provide a meaningful tool
with which to monitor subsequent performance?

4.12 Are actual expenditures compared with the
budget with reasonable frequency, and
explanations required for significant variations
from the budget?

Financial Management and Analysis of Projects
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Topic

Response

Remarks

413

Are approvals for variations from the budget
required in advance or after the fact?

414

Who is responsible for preparation and approval
of budgets?

415

Are procedures in place to plan project activities,
collect information from the units in charge of
the different components, and prepare the
budgets?

4.16

Are the project plans and budgets of project
activities realistic, based on valid assumptions,
and developed by knowledgeable individuals?

Payments

417

Do invoice-processing procedures provide for: (i)
Copies of purchase orders and receiving reports
to be obtained directly from issuing
departments? (ii) Comparison of invoice
quantities, prices and terms, with those indicated
on the purchase order and with records of goods
actually received? (iii) Comparison of invoice
quantities with those indicated on the receiving
reports? (iv) Checking the accuracy of
calculations?

418

Are all invoices stamped PAID, dated, reviewed
and approved, and clearly marked for account
code assignment?

4.19

Do controls exist for the preparation of the payroll
and are changes to the payroll properly
authorized?

Policies and Procedures

4.20

What is the basis of accounting (e.g., cash,
accrual)?

4.21

What accounting standards are followed?

4.22

Does the project have an adequate policies and
procedures manual to guide activities and ensure
staff accountability?

4.23

Is the accounting policy and procedure manual
updated for the project activities?

4.24

Do procedures exist to ensure that only
authorized persons can alter or establish a new
accounting principle, policy or procedure to be
used by the entity?
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Topic Response Remarks

4.25 Are there written policies and procedures
covering all routine financial management and
related administrative activities?

4.26 Do policies and procedures clearly define conflict
of interest and related party transactions (real
and apparent) and provide safeguards to protect
the organization from them?

4.27 Are manuals distributed to appropriate
personnel?

Cash and Bank

4.28 Indicate names and positions of authorized
signatories in the bank accounts.

4.29 Does the organization maintain an adequate,
uptodate cashbook, recording receipts and
payments?

4.30 Do controls exist for the collection, timely deposit,
and recording of receipts at each collection
location?

4.31 Are bank and cash reconciled on a monthly basis?

4.32 Are all unusual items on the bank reconciliation
reviewed and approved by a responsible official?

4.33 Are all receipts deposited on a timely basis?

Safeguard Over Assets

4.34 |s there a system of adequate safeguards to
protect assets from fraud, waste, and abuse?

4.35 Are subsidiary records of fixed assets and stocks
kept up to date and reconciled with control
accounts?

4.36 Are there periodic physical inventories of fixed
assets and stocks?

4.37 Are assets sufficiently covered by insurance
policies?

Other Offices and Implementing Entities

4.38 Are there any other regional offices or executing
entities participating in implementation?
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Topic

Response

Remarks

4.39

Has the project established controls and proce-
dures for flow of funds, financial information,
accountability, and audits in relation to the other
offices or entities?

4.40

Does information among the different offices/
implementing agencies flow in an accurate and
timely fashion?

4.41 Are periodic reconciliations performed among
the different offices/implementing agencies?

Other

4.42 Has the project advised employees, beneficiaries,
and other recipients to whom to report if they
suspect fraud, waste, or misuse of project
resources or property?

5. Internal Audit

5.1 Isthereainternal audit department in the entity?

5.2 What are the qualifications and experience of
audit department staff?

5.3 To whom does the internal auditor report?

5.4  Will the internal audit department include the
project in its work program?

5.5 Are actions taken on the internal audit findings?

6. External Audit

6.1 Isthe entity financial statement audited regularly
by an independent auditor? Who is the auditor?

6.2 Arethere any delays in audit of the entity? When
are the audit reports issued?

6.3 Isthe audit of the entity conducted according to
the International Standards on Auditing?

6.4 Were there any major accountability issues
brought out in the audit report of the past three
years?

6.5 Will the entity auditor audit the project accounts

or will another auditor be appointed to audit
the project financial statements?
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Topic Response Remarks

6.6 Are there any recommendations made by the
auditors in prior audit reports or management
letters that have not yet been implemented?

6.7 Is the project subject to any kind of audit from
an independent governmental entity (e.g., the
supreme audit institution) in addition to the
external audit?

6.8 Has the project prepared acceptable terms of
reference for an annual project audit?

Reporting and Monitoring

7.1 Arefinancial statements prepared for the entity?
In accordance with which accounting standards?

7.2 Are financial statements prepared for the
implementing unit?

7.3  What is the frequency of preparation of finan-
cial statements? Are the reports prepared in a
timely fashion so as to be useful to management
for decision making?

7.4 Does the reporting system need to be adapted
to report on the project components?

7.5 Does the reporting system have the capacity to
link the financial information with the project’s
physical progress? If separate systems are used
to gather and compile physical data, what
controls are in place to reduce the risk that the
physical data may not synchronize with the
financial data?

7.6 Does the project have established financial man-
agement reporting responsibilities that specify
what reports are to be prepared, what they are
to contain, and how they are to be used?

7.7 Are financial management reports used by
management?

7.8 Do the financial reports compare actual
expenditures with budgeted and programmed
allocations?

7.9 Are financial reports prepared directly by the au-
tomated accounting system or are they prepared
by spreadsheets or some other means?
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Topic Response Remarks

Information Systems

8.1 Is the financial management system
computerized?

8.2 Can the system produce the necessary project
financial reports?

8.3 Is the staff adequately trained to maintain the
system?

8.4 Does the management organization and process-
ing system safeguard the confidentiality, integ-

rity, and availability of the data?

Supporting Documents
Suggestions:

* Financial regulations, standards or pronouncements used by the project/entity;

* Information concerning the legal and organizational structure of the entity;

» Extracts or copies of important legal documents, agreements, or minutes;

* Information concerning the sector, economic and legislative environment within
which the entity operates;

* Evidence of consideration of the work of the Internal Auditor (if applicable)
and conclusions reached;

e Analyses of significant ratios and trends (revenue generating projects);

e Draft format of the financial statements produced by the project/entity;

* Copies of communications;

e Chart of Accounts;

* Project or entity Financial Management Manual;

¢ Audit terms of reference;

e Terms of reference and curriculum vitae for key financial and accounting
personnel;

e Operational Manual;

* Copy of most recent audit report (if applicable).
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Financial Management Internal Control and Risk Assessment

Project/Executing/Implementing Agency
Financial Management Internal Control and Risk Assessment (FMICRA)
(to be completed before/during fact-finding)

Guidance: Advice on making a Financial Management Internal Control and Risk Assessment
(FMICRA) should be sought from a Financial Management Specialist. If there is more than
one implementing agency, an FMICRA should be completed for each entity.

This assessment is NOT suitable for a Financial Institution. Chapter 6 of the Guidelines
and the Appraisal Checklist provided in 7.10 of the Guidelines should be used. Specialist
advice should also be sought.

PTOJECT & oo e
Prepared by : ....cccooiiiiiiiii Date @ ..o
Reviewed by ... Date @ ..o

Guidance: Conducting an FMICRA

*  Akeyaspect of a financial management assessment is evaluating the risks associated
with the project financial management arrangements. Assessing the risks involved
in the project and their materiality helps in choosing the appropriate course of
action to ensure robust project financial management arrangements. ADB’s principal
concern is to ensure that project funds are used economically and efficiently for the
purpose intended. In support of this, it seeks assurance that the financial management
system can report on the use and source of the project funds.

*  The FMICRA approach is largely based on IFAC Standard 400 Risk Assessment and
Internal Control. The FMICRA should be completed (by PPTA consultants), based
upon the Financial Management Assessment Questionnaire (FMAQ) and provided
to ADB for review and comments. The summary assessment will be recorded in the
FM Assessment Report and the project RRP.

*  The FMICRA structure matches the FMAQ structure. For each topic, there is space
to indicate the level of risk—high, substantial, moderate, or negligible/low. The
summary risk analysis is used to bring together the component risks into an overall
risk analysis. Further guidance is provided below.
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Risk Risk Assessment* | Remarks / Comments

Inherent Risk
1.
2.
3.

Country-Specific Risks

Entity-Specific Risks

Project-Specific Risks
Overall Inherent Risk

00 N o Ul A WN

Control Risk

1. Implementing Entity

. Funds Flow

. Staffing

. Accounting Policies and Procedures
. Internal Audit

. External Audit

. Reporting and Monitoring

. Information Systems

Overall Control Risk

* H = High, S = Substantial, M = Moderate, N = Negligible or Low.

Guidance: Assessing Risk

Introduction

This guidance provides a structured framework to assist a financial management
systems review. It directly reflects World Bank guidance. Moreover, the approach is
largely based on IFAC Statement 400 Risk Assessment and Internal Control. As the
assessment is not an audit, compliance or substantive testing is not required.

Definitions

Inherent Risk is the susceptibility of the project financial management system to
factors arising from the environment in which it operates, such as country rules
and regulations and entity working environment (assuming absence of any counter
checks or internal controls).

Control Risk is the risk that the project’s accounting and internal control framework
are inadequate to ensure project funds are used economically and efficiently and for
the purpose intended, and that the use of funds is properly reported.
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The Project Financial Management System is the series of tasks and records of the
project entity by which transactions are processed as a means of maintaining financial
records. Such systems identify, assemble, analyze, calculate, classify, record, and
report transactions and other events periodically presented in the financial
statements.

The Internal Control Framework is defined as all the policies and procedures
adopted by the management of the project entity to assist in achieving management’s
objective of ensuring, as far as practicable, the orderly and efficient conduct of the
project, including adherence to management policies, the safeguarding of assets,
the prevention and detection of fraud and error, the accuracy and completeness of
the accounting records, and the timely preparation of reliable financial information.
The internal control framework extends beyond those matters that relate directly
to the functions of the financial management system, and comprises:

e The Control Environment means the overall attitude, awareness, and actions
of the project management and staff regarding the internal control framework
and its importance in the entity. The control environment has a bearing on the
effectiveness of the specific control procedures. A strong control environment—
for example, one with tight budgetary controls—can significantly complement
specific control procedures. However, a strong environment does not, by itself,
ensure the effectiveness of the internal control framework. Factors affecting
the control environment include: (i) composition of the Project Management
Unit, (ii) philosophy and operating style of the project management, (iii) project
entity’s methods of assigning authority and responsibility, (iv) project external
audit arrangements, and (v) management’s personnel and incentive policies.

* The Control Procedures are those policies and procedures, in addition to the
control environment, which management has established to achieve the specific
project objectives. Specific control procedures include: (i) reporting, reviewing,
and approving reconciliation; (ii) controlling applications and environment of
computer information systems; (iii) maintaining and reviewing control accounts
and trial balances; (iv) reviewing and reconciling disbursement summaries with
the project accounting records; (v) limiting physical access to assets and records;
and (vi) comparing and analyzing the financial results with budgeted amounts.

3. Assessing Inherent Risks

To assess inherent risks that the project may face, factors should be evaluated at
three levels: country-specific, entity-specific, and project-specific.
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3.1. Country-Specific Risks

Existing documents and materials should be referred to when assessing country
specific inherent risks—this assessment is not expected every time FM systems
are assessed for an individual project. Areas to be reviewed include:

* Significant weaknesses in the budgetary process (transparency, basis of preparing
the budget, budget monitoring process, sanctity of budget approvals, medium/
short-term expenditure framework);

 Significant weaknesses in the public sector accounting and reporting (standards,
timeliness, capacity of the public sector accounting professionals);

 Significant weaknesses in the public and private sector auditing (standards,
capacity, independence, timeliness);

» Significant weaknesses in the legislative scrutiny process of the public purse
particularly in respect of review and follow up over the audit findings
(composition of the Public Accounts Committee, frequency of Public Accounts
Committee meetings, independence, effectiveness;

» Significant weaknesses in the funds flow mechanism (bureaucratic delays,
cumbersome procedures, weak banking system);

 Salary structure within the public sector compared with the private sector;

* Degree of management independence from the politics; and

* Status of the country accounting profession.

3.2. Entity-Specific Risks

The inherent risks in relation to the project implementing entity are primarily in
three areas: (i) institutional and organizational aspects, (ii) funds flow, and (iii)
audit arrangements. In some projects the distinction between the entity and project
may be nonexistent as the project implementing unit (PIU) is created exclusively
to implement the ADB-financed project, and the PIU is independent of any existing
agency.

Institutional and Organizational Aspects should be reviewed and the following
issues considered: (i) Capacity to handle the budgeting, accounting, internal
controls, and reporting functions; (ii) Complexity of the project, volume of
transactions, number of implementing agencies, and geographical spread of the
project activities (for a complex project that is implemented by a large number of
agencies, the project will require a strong project financial management team to
monitor the release of funds, their use, and reporting of expenditures); (iii) Number
of accounting staff required to manage the financial management function, staff
qualifications, staff training requirements, the level of the accounting staff vis-a-
vis other departments, and reporting relationships; (iv) Staff retention and turnover
rate, and the adequacy of the performance review process (frequent staff changes
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may have an adverse impact on the project implementation); and (v) Risks that
the project will not have appropriate staff who are sufficiently qualified and trained,
or that the staff will be transferred frequently leading to disruptions or that the
reporting relationships are conducive to efficient functioning.

Fund Flow Arrangements should be reviewed (i.e., from ADB to the Imprest
Account, to the implementing agency, contractors and suppliers, and in some cases,
to the ultimate beneficiary to assess the risks that the proceeds of the loan will be
used for their intended purposes. The same issues need to be examined for flow of
counterpart funds.

Audit Arrangements should be considered concerning the risks that audited project
financial statements will not be furnished to ADB on time or that the quality of
audit will not be acceptable to ADB.

3.3. Project-Specific Risks

Consideration should be given to the following factors when assessing project-
specific inherent risk: (i) project complexity, (ii) number of project implementing
agencies involved and their prior experience, (iii) Involvement of NGOs and
community groups in project implementation, (iv) ability of the PIU to attract
and retain qualified staff, (v) integrity of project management, and (v) susceptibility
of assets to loss or misappropriation.

4. Assessing Control Risk
An understanding of the objectives, framework, environment, and control
procedures of the internal control system is needed to assess its weaknesses.

4.1. Objectives of the Internal Control Framework

Among other things, internal controls relating to the financial management system
are concerned with ensuring that:

* Transactions are executed in accordance with management’s authorization.

= All transactions and other events are promptly recorded in the correct amount,
in the appropriate accounts, and in the proper accounting period to permit the
preparation of financial statements in accordance with an identified financial
reporting framework.

= Access to assets is permitted only in accordance with management’s authorization.

* Recorded assets are compared with the existing assets at reasonable intervals
and appropriate action is taken regarding any differences.
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4.2.  Understanding the Internal Control Framework

Knowledge of the design and operation of the internal control framework should
be gained through completion of the FMAQ. Where the system is already in place,
it may be appropriate to perform a “walk-through” test (i.e., trace a few transactions
through the financial management system). When the transactions selected typify
those that pass through the system, this procedure may also form part of the
assessment of the degree of control risk.

The nature, timing, and extent of the review of the internal control framework
will vary with, among other things, the: (i) size and complexity of the entity and
its computer systems, (ii) type of internal controls involved, (iii) nature of the
project entity’s documentation of specific internal controls, and (iv) extent to which
the financial management system and internal control framework are in place and
functioning at the time of the assessment.

An understanding of the main elements of the financial management system and
internal control framework is obtained through previous experience with the PIU
(where applicable), and is supplemented by: (i) inquiries with management and
personnel at various levels within the PIU, together with reference to
documentation such as procedures manuals, job descriptions, and flow charts;
(ii) inspection of documents and records produced by the financial management
system and internal control framework; and (iii) observation of the project entity’s
activities and operations, including computer operations.

4.3. Understanding the Financial Management System

An understanding of the project financial management system should be developed
through completion of the FMAQ.

4.4. Understanding the Control Environment

An understanding of the control environment should be developed, which is
sufficient to assess project management’s attitude, awareness and actions regarding
internal controls and their importance to the entity. The control environment will
include the budgeting, costing, management reporting, and auditing systems. The
FMAQ provides a basis for developing an understanding of these systems.

4.5. Understanding the Control Procedures

Because control procedures are integrated with the control environment and the
financial management system, some knowledge about control procedures is likely
to be gained while obtaining an understanding of the financial management system.
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For example, in assessing the control procedures pertaining to cash and bank
balances, it would be usual to ascertain whether bank accounts are reconciled.

4.6. Tests of Control

When reviewing the effective operation of internal controls, consideration should
be given how and by whom they are applied. The concept of effective operation
recognizes that some deviations may occur. Deviations from prescribed controls
may be caused by such factors as changes in key personnel, significant seasonal
fluctuations in volume of transactions, and human error. When deviations are
observed, specific inquiries should be made regarding these matters, particularly
the timing of staff changes in key internal control functions. However, tests of the
internal controls will not normally be carried out.

4.7. Assessing the Control Risk

After obtaining an understanding of the financial management system and internal
control framework, an assessment of control risk should be made and documented
in the FMAQ. The assessment of control risk is the process of evaluating the
effectiveness of the project entity’s financial management system and internal
control framework in ensuring that project funds are used economically and
efficiently and for the purpose intended and are properly reported.

Many internal controls that would be relevant to large project entities are not
practical for small entities. For example, in small projects, a few persons, who
may have both operating and custodial responsibilities, may perform accounting
procedures and therefore segregation of duties may be missing or severely limited.
Inadequate segregation of duties may, in some cases, be offset by a strong
management control system in which managerial supervisory controls exist because
of direct personal knowledge of the entity and involvement in transactions. In
circumstances where segregation of duties is limited and evidence of supervisory
controls lacking, the evidence necessary to support the assessment may have to be
obtained entirely through the performance of substantive procedures.
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Financial Management Assessment Report Template

Project/Executing/Implementing Agency
Financial Management Assessment Report Template
(to be completed before Fact Finding)

Guidance: Advice on application of this template should be sought from a Financial
Management Specialist. The draft should be prepared (by the PPTA consultants) and
provided to ADB.

PTOJECT & oo
Prepared by : .....ccooiiiiiiii Date @ ..o
Reviewed by @ ..ooooiiiiiiiiii Date @ ..o

Executive Summary (three pages maximum). The executive summary will summarize
the financial management (FM) assessment findings and provide input to the RRP,
including an overall assessment on the adequacy of the FM system. It should describe:

e the adequacy of the (proposed) FM system and the financial performance of any
revenue-earning entities, and present a timetable of any proposed corrective actions;

e compliance with audit covenants in existing projects, and explain any actions being
taken to address noncompliance;

e any agreements with the borrower on standards and formats for audited financial
statements and the timetable for their submission;

e country-level issues and their potential impact on project arrangements; and

*  where significant: (i) compliance with financial covenants in existing projects; (ii)
existing and proposed fund flow arrangements between donors, the project, and its
beneficiaries; (iii) proposed supervision arrangements to mitigate weak FM
arrangements; and (iv) adequacy of existing or proposed banking arrangements.

A. Project Description (two pages maximum). Summarize the project, focusing on
issues that impact the FM assessment.

B. Country Issues (two pages maximum). Identify relevant country-level issues from
current analytical work, including Diagnostic Studies of Accounting and Auditing
(DSAA), World Bank Country Financial Accountability Assessments (CFAA),
Reports on the Observance of Standards and Codes (ROSC) or any other country
analytic work. Most of this section will be common to all assessments for the country.
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C. Risk Analysis (two pages maximum). Describe the findings of the FM Internal
Control and Risk Assessment (FMICRA) and summarize the results in the following
table.

Risk Risk Risk-Mitigation
Assessment* Measures

Inherent Risk

1. Country-Specific Risks

2. Entity-Specific Risks

3. Project-Specific Risks
Overall Inherent Risk

Control Risk

1. Implementing Entity

. Funds Flow

. Staffing

. Accounting Policies and Procedures
. Internal Audit

. External Audit

. Reporting and Monitoring

00 N O U1 A W N

. Information Systems

Overall Control Risk
* H = High, S = Substantial, M = Moderate, N = Negligible or Low.

D. Project FM System: Strengths and Weaknesses (three pages maximum).

e Identify the significant strengths that provide a basis for relying on the (proposed)
project FM system.

e Inthe following table, identify any significant weaknesses of the (proposed) project
FM system and how each weakness will be resolved. Resolutions will either be: (i)
risk-mitigation measures per the risk table, or (ii) agreed actions per the action
plan.

Significant Weakness Resolution
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E. Implementing Entity (two pages maximum). Describe the implementing entity,
particularly unique features affecting FM issues.

E  Fund-Flow Mechanisms (two pages maximum). Describe fund-flow mechanisms
in a flow chart.

G. Personnel (two pages maximum). Identify (proposed) key staff positions and the
(likely) capability of personnel to fulfill project accounting and reporting
responsibilities.

H. Accounting Policies and Procedures (two pages maximum). Describe (proposed)
key policies and procedures that demonstrate the adequacy of the project FM system.

I. Internal Audit (one page maximum). Describe (proposed) internal audit
arrangements.

J.  External Audit (two pages maximum).

e  Describe audit-related issues from previous ADB-financed projects implemented
by the project and/or entity, including the status of overdue audit reports and other
outstanding issues. Include significant issues in the action plan and loan conditions.

e  Describe (proposed) audit arrangements for the project, including auditor
appointment and auditor terms of reference (Append the draft auditor TOR).

e Complete the following table, identifying required audit reports and submission dates.

Audit Report Due Date

K. Financial Reporting and Monitoring (two pages maximum). Describe (proposed)
financial reporting systems and the ability to report on project expenditures. Attach
the draft formats of the interim and annual project financial statements.

L. Information Systems (one page maximum). Describe (proposed) project FM
information systems.

M. Procurement Arrangements (one page maximum). Describe the impact of
(proposed) procurement arrangements on the FM assessment.
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N. Disbursement Arrangements (two pages maximum). Describe (proposed)
disbursement arrangements, including: (i) method, (ii) SOE limits and review
arrangements (where applicable), (iii) Imprest Account allocation and procedures,
(iv) disbursement mechanisms, and (v) any unique circumstances or requirements.

O. Agreed Action Plan (If Required). (two pages maximum). Where actionable
weaknesses have been identified, the action plan should be documented. Actions
that are conditions should be noted as such. All action plans must be agreed with
the borrower.

Agreed Action Responsible Person Agreed Completion Date

P Conditions (two pages maximum). List all FM-related conditions, fully describing
actions that must be taken to meet the condition.

Q. Financial Covenants (two pages maximum). List all proposed financial covenants
that will be in the (proposed) project loan agreement. Append draft covenants.

R. Supervision Plan (two pages maximum). Identify the (proposed) supervision
strategy and required resources for FM-related project aspects.
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Auditor Terms of Reference: Annual Financial Statements

ENTITY NAME: XYZ
AUDIT OF ANNUAL FINANCIAL STATEMENTS (AFS)
AUDITOR TERMS OF REFERENCE

Guidance: This template is appropriate for the audit of an EA/IA. It should be
completed—by the borrower, EA, or PPTA consultants—and provided to ADB for
comments before fact finding. This template can be applied to the audit of either a
revenue-earning or nonrevenue-earning EA.

Introduction

Guidance: Briefly describe the audit assignment. Specify whether the engagement is for
one or more financial years. A longer period (e.g., 3-5 years) will enable the auditor to
become familiar with the entity. The actual contract should allow for termination for
inadequate performance, but not for issuing a qualified, adverse, or disclaimer opinion.

The management of XYZ requires an auditor to carry out the following audit services for
the [X] years ended 31 December 20xx:

e An audit of XYZ Annual Financial Statements (AFS).

This letter describes the assignment scope and terms and invites you to submit a proposal
for delivery of these services.

General Background

Guidance: Briefly describe the project in the context of its contribution to achievement
of the EAs economic goals. The auditor must understand the “purpose for which the
funds are intended” in the context of the broad project objectives as well as in terms of
the specific project budget.

Guidance: Briefly summarize relevant accounting and financial management practices.
Various diagnostic reports are available that describe accounting and financial
management practices (e.g., ADB Diagnostic Studies of Accounting and Auditing, World
Bank Country Financial Accountability Assessments). Emphasis should be placed on
issues raised and risks identified in these reports.
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Employing Authority or Entity

Guidance: The details of the proposed contractor of the auditor’s services should be
provided. If the contractor is acting on behalf of, or is part of, a larger authority or
entity, this should be disclosed, to assist prospective auditors to determine their
independence.

The audit services will be contracted by:

Delivery of Opinions and Reports

Guidance: The required opinions and documents should be clearly specified, together
with delivery timeframes.

The auditor will provide the following opinions and reports to management (with copies
to ADB), in accordance with the following timeframes:

e Audit Opinion on Annual Financial Statements of [XYZ], and
*  Management Letter relating to [XYZ].

All reports must be provided in the English language.
Objectives

The primary objective of the AFS audit is to enable the auditor to express an independent
opinion on whether the AFS present fairly, in all material respects the financial position
of XYZ as of 31 December 20xx, and of the results of its operations and its cash flows for
the year then ended in accordance with agreed accounting standards (see terms and
definitions).

Secondary objectives include confirming compliance, or otherwise, with: (i) each financial
covenant contained in the legal documents for the project (see section terms and
definitions), and (ii) all other financial assurances contained in the legal documents for
the project (see terms and definitions).
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Description of XYZ

Guidance: A detailed description—both legal and generally informative—should be
provided to enable the auditor to understand fully the nature, location, and objective of
the entity under audit. Geographic characteristics should be described, together with:
(1) organization charts; (ii) names of senior managers; (iii) name(s) and qualification of
the person(s) responsible for financial management, accounting, and internal audit;
(iv) name and address of any existing external auditor; (v) computing or other data
processing facilities in use; (vi) a copy of the latest published financial statements; and
(vii) internal facilities (if any) available to an external auditor (e.g., office accommodation,
calculators, computer facilities). A general summary of the financial management
assessment of the EA should be included, together with a reference that the full financial
management assessment will be made available to the auditor. Detailed information
should be appended.

Description of Materials and Timing of Delivery

Guidance: The AFS and supporting documentation that will be supplied to the auditor,
and on which they are to give an opinion and a report, should be specified. The estimated
time for providing these documents to the auditor should be stated (e.g., 1 month after
financial year-end). This schedule helps the auditee and the auditor plan for the accounts-
preparation and the audit process.

The AFS (see terms and definitions) and supporting documentation will be provided to
the auditor on the following estimated dates:

Audit Scope

Guidance: The scope of the audit should be sufficiently clear to properly define what is
expected of the auditor but not in any way restrict the audit procedures or the techniques
the auditor may wish to use to form an opinion. This section will not generally have to
be customized to a particular audit situation.

Auditing Standards and Program. The audit will be carried out in accordance with the
agreed auditing standards (see terms and definitions), including professional or general
standards, standards of fieldwork, and reporting standards.

The audit program will consider the risk of material misstatements resulting from fraud
or error. It should include procedures that are designed to provide reasonable assurance
that material misstatements (if any) are detected.
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Internal Control Systems. The auditor will assess the adequacy of financial management
systems, including internal controls.

The auditor should communicate with independent board members (where present).
Among other things, this dialogue should cover the adequacy of bad-debt provisions,
contingent liabilities, related-party transactions, internal control systems, management
and board reporting, and management systems, integrity and capability.

Accounting Policies and Changes. The auditor should comment on the entity’s
accounting policies, and confirm the extent to which the agreed accounting standards
(see terms and definitions) have been applied. In particular, the auditor should note the
impact on the AFS arising from any material deviations from agreed accounting standards.
The auditor should also comment on any material accounting policy changes, either
during a financial year, or from one year to another.

Compliance with Financial Covenants. The auditor will confirm compliance with each
financial covenant contained in the legal documents for the project (see terms and
definitions). Where present, the auditor should indicate the extent of any noncompliance
by comparing required and actual performance measurements for each financial covenant
for the financial year concerned.

Compliance with Financial Assurances. The auditor will confirm compliance with all
financial assurances contained in the legal documents for the project (see terms and
definitions). Where present, the auditor should indicate the extent of any noncompliance
by comparing required and actual performance of the borrower in respect of these ADB
requirements for the financial year concerned.

Management Letter
On conclusion of the audit, the auditor will prepare a management letter, detailing:

*  Any material weaknesses in the accounting and internal control systems that were
identified during the audit, including those regarding SOEs and Imprest Accounts
(if applicable);

*  Recommendations to rectify identified weaknesses;

*  Status of significant matters raised in previous management letters and any corrective
actions taken by the organization;

e Practical recommendations on the steps that the organization could take to become
materially compliant with the agreed accounting standards (see terms and
definitions), together with a time frame for making these changes;
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e Any other matters that the auditor considers should be brought to the attention of
the organization’s management; and

* Any significant matters that the auditor considers should be brought to ADB’s
attention.

Statement of Access

The auditor will have full and complete access, at all reasonable times, to all records and
documents including books of account, legal agreements, bank records, invoices, and
any other information associated with the project and deemed necessary by the auditor.

The auditor will be provided with full cooperation by all employees of [XYZ] and the
project-implementing units, whose activities involve, or may be reflected in, the annual
financial statements. The auditor will be assured rights of access to banks and depositories,
consultants, contractors, and other persons or firms hired by the employer.

Independence

The auditor will be impartial and independent from any aspects of management or
financial interest in the entity under audit. In particular, the auditor should be independent
of the control of the entity. The auditor should not, during the period covered by the
audit, be employed by, or serve as director for, or have any financial or close business
relationship with the entity. The auditor should not have any close personal relationships
with any senior participant in the management of the entity. The auditor must disclose
any issues or relationships that might compromise their independence.

Auditor and Audit Staff Competence

The auditor must be authorized to practice in the country and be capable of applying
the agreed auditing standards (see terms and definitions). The auditor should have
adequate staff, with appropriate professional qualifications and suitable experience,
including experience in auditing the accounts of entities comparable in nature, size, and
complexity to the entity whose audit they are to undertake.

To this end, the auditor is required to provide curriculum vitae (CV) of the auditors who
will provide the opinions and reports, together with the CVs of managers, supervisors,
and key personnel likely to be involved in the audit work. These CVs should include
details of audits carried out by these staff, including ongoing assignments.
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Submission of Proposal and Work Plan

You are invited to submit a proposal and a work plan to provide the audit services
described in this letter. Proposals should address, among other things:

The extent (if any) that you would not conform to the agreed auditing standards
(see terms and definitions) and indicate any alternative standards to which the
auditor may (be required to) conform.

Whether the audit would be conducted as a completed audit (i.e., will you carry
out the audit after financial year-end, when the books of account are, or are being,
closed).

Whether an audit carried out after the close of a financial year would be
supplemented by one or more interim audits during a financial year. The principal
purpose is to test ongoing systems and internal controls, and to relieve pressure on
the staff of the entity and on the auditor at year-end.

The manner in which the auditor proposes to address any statutory requirements
relating to audit (e.g., certifications relating to shareholders’ equity required under
the companies’ act) or to which they may be implicitly bound by contractual
obligations of the employer (e.g., ADB auditing requirements, Statements of
Expenditure, Imprest Accounts).

Procedural requirements for certain verification procedures (e.g., checking of stocks,
inventories, assets, etc.).

Specific actions required on the part of the employer (e.g., access to computer systems
and records, disclosures).

Discussions before signing the opinion and report on any matters arising from the
audit, and with whom these discussions would be held.

The timetable for provision of opinions and reports.

Terms and Definitions

This section defines the terms used in this document.

1.

Annual Financial Statements (AFS)

Guidance: The EA will prepare Annual Financial Statements (AFS). Most revenue-earning
EAs (e.g., Utilities) will prepare accrual-based financial statements. EA reporting
requirements will usually be specified in the RRP and in the loan agreements. The
component parts of the AFS should be specified in this section.
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The Annual Financial Statements (AFS) comprise:
[Option A: Generally IAS-Compliant Accrual-Based Financial Statements]:

e Statement of Accounting Policies,

¢  Statement of Financial Performance (or income statement),
¢  Statement of Financial Position (or balance sheet),

e Statement of Movements in Equity,

e  Statement of Cash Flows,

¢ Notes to the Financial Statements, and

e Other Information (Specify).

[Option B: Other Financial Reports]:

e  Statement of Accounting/Financial Policies,

e  Statement of Income/Cash Receipts,

e Statement of Expenses/Cash Payments,

e Statement of Cash Flows/Cash Receipts and Payments,
¢ Notes to the Financial Statements, and

e Other Information (Specity).

2. Agreed Accounting Standards

Guidance: The accounting standards that govern AFS preparation will normally be agreed
and documented in the RRP and loan agreement. Choose the appropriate option.

“Agreed accounting standards” regarding the preparation of the AFS, means:

* [Option A: International Accounting Standards] the International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board
(IASB) (commonly known as international accounting standards).

e [Option B: National Accounting Standards| the accounting standards issued by
[national authority].

e [Option C: Modified National Accounting Standards] the accounting standards
issued by [national authority], with the following modifications and/or additional
disclosures:

o [Option D: Cash-Based International Public Sector Accounting Standards] the Cash-
Based International Public Sector Accounting Standard (IPSAS) promulgated by
the International Federation of Accountants (IFAC).
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o [Option E: Accrual-Based International Public Sector Accounting Standards] the
Accrual-Based International Public Sector Accounting Standards (IPSASs)
promulgated by the International Federation of Accountants (IFAC).

e [Option F: Specific Government Accounting Standards| describe these standards.

3. Agreed Auditing Standards

Guidance: The agreed auditing standards will normally be documented in the RRP and
loan agreement. Choose the appropriate option.

“Agreed auditing standards” means:

[Option A: International Standards on Auditing] the International Standards on

Auditing (ISA) promulgated by the International Auditing and Assurance Standards

Board (IAASB).

e [Option B: INTOSAI Auditing Standards] the auditing standards promulgated by
the International Organization of Supreme Audit Institutions (INTOSAI).

e [Option C: National Auditing Standards]| the auditing standards promulgated by

[national authority].

4. Financial Covenants Applicable to [XYZ]

Guidance: The financial covenants that are applicable to the EA will be included in the
loan agreement (e.g., Self-financing Ratio). This section should list, describe and fully
reference all applicable financial covenants.

The following financial covenants, regarding [XYZ], have been agreed:

5. Financial Assurances Applicable to [XYZ]

Guidance: The financial assurances that are applicable to the EA—such as a commitment
to employ suitably qualified accounting personnel—will be included in project legal
documents. This section should list, describe and fully reference all applicable financial
assurances.

The following financial assurances, regarding [XYZ], have been given:
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Auditor Terms of Reference: Annual Project Accounts

[ENTITY NAME: XYZ]
AUDIT OF ANNUAL PROJECT ACCOUNTS (APA)
AUDITOR TERMS OF REFERENCE

Guidance: This template is appropriate for an APA audit. It should be completed—by
the borrower, EA or PPTA consultants—and provided to ADB for comments before fact
finding. This template can be applied to the audit of either a revenue-earning or non-
revenue-earning project.

Introduction

Guidance: Briefly describe the audit assignment. Specify whether the engagement is for
one or more financial years. A longer period (e.g., 3-5 years) will enable the auditor to
become familiar with the entity. The actual contract should allow for termination for
inadequate performance, but not for issuing a qualified, adverse or disclaimer opinion.

The management of XYZ requires an auditor to carry out the following audit services for
the [X] years ended 31 December 20xx:

e An audit of the Annual Project Accounts (APA) for each of the loan projects listed
below (see terms and definitions).

This letter describes the assignment scope and terms and invites you to submit a proposal
for delivery of these services.

General Background

Guidance: Briefly describe the supervising agency and the EA. Describe the project in
the context of its contribution to achievement of the EAs economic goals. The auditor
must understand the “purpose for which the funds are intended” in the context of the
broad project objectives as well as in terms of the specific project budget.
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Guidance: Briefly summarize relevant accounting and financial management practices.
Various diagnostic reports are available that describe accounting and financial
management practices (e.g., ADB Diagnostic Studies of Accounting and Auditing, World
Bank Country Financial Accountability Assessments). Emphasis should be placed on
issues raised and risks identified in these reports.

Employing Authority or Entity

Guidance: The details of the proposed contractor of the auditor’s services should be
provided. If the contractor is acting on behalf of, or is part of, a larger authority or
entity, this should be disclosed, to assist prospective auditors to determine their
independence.

The audit services will be contracted by:

Delivery of Opinions and Reports

Guidance: The required opinions and documents should be clearly specified, together
with delivery timeframes

The auditor will provide the following opinions and reports to management (with copies
to ADB), in accordance with the following timeframes:

e Audit Opinion on the Annual Project Accounts of:

. Loan xxx
. Loan xxx
*  Management Letter on the following projects:
. Loan xxx
. Loan xxx

All reports must be provided in the English language.
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Objectives

Guidance: Specify the audit’s objectives.

The objective of the APA audit (see terms and definitions) is to enable the auditor to
express an opinion on the financial position of each of the loan projects listed below
(see terms and definitions), for the year ending 31 December 20xx, and on the funds

received and expenditures for the year then ended.

Guidance: This paragraph should be applied where it is referred to in the loan agreement.

Separate opinions on the eligibility of claims made in Statements of Expenditure (SOE)

and on the Imprest Account Statement are also required.

Description of Materials and Timing of Delivery

Guidance: The form of the APA and supporting documentation that will be supplied to
the auditor, and on which they are to give an opinion and a report, should be specified.
In practice, the form and content of APA will vary among countries and projects. For
instance, the APA may comprise a Statement of Receipts and Payments only on project
transactions. Other schedules may include cumulative work-in-progress, assets and
inventories, and a summarized bank reconciliation. The estimated time of providing
these documents to the auditor should be stated (e.g., 1 month after financial year-
end). This schedule helps the auditee and the auditor plan for the accounts-preparation

and the audit process.

The Annual Project Accounts (APA) (see terms and definitions) and supporting

documentation will be provided to the auditor on the following estimated dates:

Audit Scope

Guidance: The scope of the audit should be sufficiently clear to properly define what is
expected of the auditor, but should not restrict the audit procedures or the techniques
the auditor may wish to use to form an opinion. This section will not generally have to
be customized to a particular audit situation. The list of issues outlined in this section is
not exhaustive, nor should all matters be addressed in every project. The scope and

detail of an audit are likely to be unique for each project.
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Auditing Standards and Program. The audit will be carried out in accordance with the
agreed auditing standards (see terms and definitions), including professional or general
standards, standards of fieldwork, and reporting standards.

The audit program will consider the risk of material misstatements resulting from fraud
or error. It should include procedures that are designed to provide reasonable assurance
that material misstatements (if any) are detected.

Accounting Policies and Changes. The auditor should comment on the project’s
accounting policies, and confirm the extent to which the agreed project accounting
policies (see terms and definitions) have been applied. In particular, the auditor should
note the impact on the APA arising from any material deviations from the agreed
accounting standards. The auditor should also comment on any accounting policy
changes, either during a financial year, or from one year to another.

Imprest Account (or Special Account). The Imprest Account reflects: (i) deposits and
replenishment received from financiers, (ii) payments substantiated by withdrawal
applications, and (iii) the remaining balance at financial year-end. The auditor will
examine whether the Imprest Account has been maintained in accordance with the
provisions of the relevant financing agreements.

The auditor must form an opinion on whether the Imprest Account was used in
compliance with required procedures (e.g., those of ADB), and the fairness of the
presentation of Imprest Account activity and the year-end balance. The auditor should
examine the eligibility and correctness of financial transactions during the period under
review, account balances at the end of the period, the operation and use of the Imprest
Account in accordance with the financing agreement, and the adequacy of internal
controls for this particular disbursement mechanism.

Statements of Expenditures (SOE). The auditor will audit all SOEs used as the basis for
the submission of credit withdrawal applications to ADB. These expenditures should be
compared for project eligibility with the relevant financing agreements (and with reference
to the RRP and other project documents for guidance when considered necessary). Where
ineligible expenditures are identified as having been included in withdrawal applications
and reimbursed against, these should be separately noted by the auditor. The annual
audit report should include a separate paragraph commenting on the accuracy and
propriety of expenditures withdrawn under SOE procedures, and the extent to which
ADB can rely on those SOEs as a basis for credit disbursement. Annexed to the APA
should be a schedule listing individual SOE withdrawal applications by specific reference
number and amount.
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Compliance with Financial Covenants. The auditor will confirm compliance with each
financial covenant contained in the project legal documents (see terms and definitions).
Where present, the auditor should indicate the extent of any non-compliance by
comparing required and actual performance measurements for each financial covenant
with the financial year concerned.

Compliance with Financial Assurances. The auditor will confirm compliance with all
financial assurances contained in the project legal documents (see terms and definitions).
Where present, the auditor should indicate the extent of any non-compliance by
comparing required and actual performance of the borrower in respect of these ADB
requirements with the financial year concerned.

Use of Funds for the Purpose Intended. The auditor will confirm, or otherwise, that:

e Al external funds have been used in accordance with the relevant financing
agreements covering each project, with due attention to economy and efficiency,
and only for the purpose for which the financing was provided.

*  Counterpart funds have been provided and used in accordance with the relevant
financing arrangements and only for the purpose for which the financing was
provided.

*  Goods and services financed have been procured in accordance with the relevant
financing agreements.

Record Keeping. The auditor will pay particular attention to whether all necessary
supporting documents, records, and accounts have been kept in respect of all project
activities, with clear linkages between the accounting records and the APA. This will
include: (i) computation and recalculation, including checking the mathematical accuracy
of estimates, accounts, or records; (ii) reconciliation, including reconciling related
accounts to each other, subsidiary records to primary records and internal records to
external documents; (iii) physical observation, including inspecting or counting tangible
assets, such as materials, inventory, land buildings, property, or equipment; (iv)
confirmation, including directly confirming balances or transactions with external third
parties, such as cash balances, accounts receivable, or accounts payable; (v) sampling,
including vouching or examining supporting documentation to determine if balances
are properly stated; and (vi) tracing, including tracing journal postings, subsidiary ledger
balances, and other details to corresponding general ledger accounts or trial balances.

Internal Control Systems. The auditor will assess the adequacy of the project financial
management systems, including internal controls, including whether: (i) proper
authorizations are obtained and documented before transactions are entered into; (ii)
accuracy and consistency are achieved in recording, classifying, summarizing, and

Financial Management and Analysis of Projects



48 of 96 Knowledge Management Addendum

reporting transactions; (iii) reconciliations with internal and external evidence are
performed on a timely basis by the appropriate level of management; (iv) balances can
be confirmed with external parties; (v) adequate documentation and an audit trail is
retained to support transactions; (vi) transactions are allowable under the agreements
governing the project; (vii) errors and omissions are detected and corrected by project
personnel in the normal course of their duties, and management is informed of recurring
problems or weaknesses; (viii) management does not override the normal procedures
and the internal control structure; and (ix) assets are property accounted for, safeguarded
and can be physically inspected.

Management Letters

On conclusion of the audit, the auditor will prepare a management letter for each of the
audited projects, detailing:

*  Any material weaknesses in the accounting and internal control systems that were
identified during the audit, including those regarding SOEs and Imprest Accounts
(if applicable);

*  Recommendations to rectify identified weaknesses;

e The status of significant matters raised in previous management letters;

e Practical recommendations on the steps that could be taken to become materially
compliant with the agreed project accounting policies (see terms and definitions),
together with a time frame for making these changes;

*  The degree of compliance with each of the financial covenants in the Loan Agreement
and recommendations for improvement;

e Matters that have come to the auditor’s attention during the course of the audit
which have a significant impact on project implementation;

e Any other matters that the auditor considers should be brought to the attention of
the project’s management; and

e Significant matters that the auditor considers should be brought to ADB’s attention.

Statement of Access

The auditor will have full and complete access, at all reasonable times, to all records and
documents including books of account, legal agreements, bank records, invoices, and
any other information associated with the project and deemed necessary by the auditor.

The auditor will be provided with full cooperation by all employees of [XYZ] and the
project-implementing units, whose activities involve, or may be reflected in, the annual
financial statements. The auditor will be assured rights of access to banks and depositories,
consultants, contractors, and other persons or firms hired by the employer.
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Independence

The auditor will be impartial and independent from any aspects of management or
financial interest in the entity under audit. In particular, the auditor should be independent
of the control of the entity. The auditor should not, during the period covered by the
audit, be employed by, or serve as director for, or have any financial or close business
relationship with the entity. The auditor should not have any close personal relationships
with any senior participant in the management of the entity. The auditor must disclose
any issues or relationships that might compromise their independence.

Auditor and Audit Staff Competence

The auditor must be authorized to practice in the country and be capable of applying
the agreed auditing standards (see terms and definitions). The auditor should have
adequate staff, with appropriate professional qualifications and suitable experience,
including experience in auditing the accounts of entities comparable in nature, size, and
complexity with the entity whose audit they are to undertake.

To this end, the auditor is required to provide curriculum vitae (CV) of the auditors who
will provide the opinions and reports, together with the CVs of managers, supervisors,
and key personnel likely to be involved in the audit work. These CVs should include
details of audits carried out by these staff, including ongoing assignments.

Submission of Proposal and Work Plan

You are invited to submit a proposal and a work plan to provide the audit services
described in this letter. Proposals should address, among other things:

e The extent (if any) that you would not conform to the agreed auditing standards
(see terms and definitions) and indicate any alternative standards to which you
may (be required to) conform.

e Whether the audit would be conducted as a completed audit (i.e., will the auditors
carry out their audit after financial year-end, when the books of account are, or are
being, closed).

*  Whether an audit carried out after financial year-end would be supplemented by
one or more interim audits during a financial year. The principal purpose is to test
ongoing systems and internal controls, and to relieve pressure on the staff of the
entity and on the auditor at year-end.

e The manner in which the auditor proposes to address any statutory requirements
relating to audit (e.g., certifications relating to shareholders’ equity required under
the companies’ act) or to which they may be implicitly bound by contractual
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obligations of the employer (e.g., ADB auditing requirements, Statements of
Expenditure, Imprest Accounts).

e Procedural requirements for certain verification procedures (e.g., checking of stocks,
inventories, assets, etc.).

e Specific actions required on the part of the employer (e.g., access to computer systems
and records, disclosures).

* Discussions before signing the opinion and report on any matters arising from the
audit, and with whom these discussions would be held.

e  The timetable for provision of opinions and reports.

Terms and Definitions
This section defines the terms used in this document.

Annual Project Accounts (APA)

Guidance: The Annual Project Accounts (APA) may comprise a Statement of Receipts
and Payments (Cash Flow Statement). This template is specifically intended for audits
of these types of APA. Other schedules of value or cumulative work-in-progress, assets
and inventories and a summarized reconciled bank statement are to be attached. Project
reporting requirements will usually be specified in the RRP and in the loan agreements.
The component parts of the APA should be specified in this section.

The Annual Project Accounts (APA) comprise:
[Option A: Generally IAS-compliant Accrual-based Financial Statements]:

e Statement of Accounting Policies,

¢  Statement of Financial Performance (or Income Statement),
o Statement of Financial Position (or balance sheet),

e Statement of Movements in Equity,

e  Statement of Cash Flows,

¢ Notes to the Financial Statements, and

e Other Information (Specify).

[Option B: Other Financial Reports]:

e Statement of Accounting/Financial Policies,

e  Statement of Income/Cash Receipts,

e Statement of Expenses/Cash Payments,

e Statement of Cash Flows/Cash Receipts and Payments,
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e Statement of Uses of Funds by Project Activity,
¢ Notes to the Financial Statements, and
e Other Information (Specity).

Guidance: The APA should include: (a) summary of funds received showing ADB funds,
any cofinancing and counterpart funds separately, (b) a summary of expenditures shown
under the main project components and by main categories of expenditures (as referenced
in loan and appraisal documentation) for the year ending 31 December 20xx and
cumulative expenditures on the Project to date, and (c) statement of fund balance as of
31 December 20xx.

Loan Projects

Guidance: List the loan projects that will be audited. Provide brief details and attach
relevant documents.

Annual Project Accounts (APA) and supporting documentation will be provided for the
following loan projects financed by the Asian Development Bank (ADB) [and IDA, EBRD,
etc]:

o Loan xxxx
e  Loan xxxx; and
° Loan xxxx.

Agreed Project Accounting Policies

Guidance: The project accounting policies that govern APA preparation will normally be
agreed and documented in the RRP and loan agreement. Choose the appropriate option.

“Agreed project accounting policies” with regards to preparation of Annual Project
Accounts, means

*  [Option A: Cash-based International Public Sector Accounting Standards] the cash-
based International Public Sector Accounting Standard (IPSAS) promulgated by
the International Federation of Accountants (IFAC).

o [Option B: Accrual-based International Public Sector Accounting Standards] the
accrual-based International Public Sector Accounting Standards (IPSASs)
promulgated by the International Federation of Accountants (IFAC).
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[Option C: International Accounting Standards] the International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board
(IASB) (also known as international accounting standards).

[Option D: National Accounting Standards] the accounting standards issued by
[national authority].

[Option E: Modified National Accounting Standards] the accounting standards issued
by [national authority], with the following modifications and/or additional disclosures:
[Option F: Specific Government Accounting Standards] describe these standards.

Agreed Auditing Standards

Guidance: The agreed auditing standards will normally be documented in the RRP and
loan agreement. Choose the appropriate option.

“Agreed auditing standards” means

[Option A: International Standards on Auditing] the International Standards on
Auditing (ISA) promulgated by the International Auditing and Assurance Standards
Board (IAASB).

[Option B: INTOSAI Auditing Standards] the auditing standards promulgated by
the International Organization of Supreme Audit Institutions (INTOSAI).

[Option C: National Auditing Standards] the auditing standards promulgated by
[national authority].

Financial Covenants Applicable to Projects

Guidance: The financial covenants that are applicable to projects will be included in
loan agreements. This section should list, describe and fully reference all applicable
financial covenants.

The following financial covenants have been agreed for the following projects:

Financial Assurances Applicable to Projects

Guidance: The financial assurances that are applicable to the EA—such as a commitment to
employ suitably qualified accounting personnel—will be included in project legal documents.
This section should list, describe and fully reference all applicable financial assurances.

The following financial assurances, regarding the following projects, have been given:
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Auditor Capacity Assessment: Private Sector Auditor

Guidelines for the Preparation of External Auditor Capacity Assessments
Private Sector Auditor’s Capability

Background

Standard wording in MDB loan agreements (including ADB) includes a requirement
that the auditor appointed by the borrower must be acceptable to the MDB.
Determination of the acceptability of an auditor has been decided at a project level
with some inconsistency in the criteria used to make the determination. In some
cases a private sector firm that has been found acceptable to one MDB has not been
acceptable to another. In addition, inconsistencies have been noted in the practice
of some audit firms operating in more than one country.

The MDB Harmonization Technical Working Group (TWG) reached agreement in
March 2002 to develop common diagnostic tools to assess the audit capacity of
external auditors. In addition, agreement was reached to share information about
external auditor’s performance.

Private Sector Auditor’s Capabilities

3.

Private sector external auditor capabilities vary considerably between countries and
within individual countries. Development of a strong external audit profession will
make a positive contribution to good governance in general and to corporate good
governance in particular. Steps to address strengthening a national external audit
profession will flow from the above diagnostic tools and is not the subject of these
guidelines.

The attached Private Sector Auditor’s Capacity Assessment Questionnaire
(Attachment 1) will be used to gather information regarding private sector external
audit firms’ acceptability as auditors for MDB programs/projects in a particular
country. Individual firm’s assessments will be summarized in the attached Private
Sector Audit Firm Capacity Assessment form (Attachment 2). The assessment will
be based upon the checklist provided (Attachment 3). The review is country specific
and therefore a firm operating in more than one country will be considered on the
basis of that firm’s national practice. The development of the external audit profession
in an individual country will vary over time therefore an assessment of the profession
in an individual country would be undertaken on a regular interval or when a
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significant change in the professions level of practice is observed. The interval would
be approximately every 3 years but not more than 5 years. Assessments of individual
firms that wish to be considered for selection as auditors of MDB supported program/
project loans or grant operations will be discussed in detail with the firm to assure
accuracy of the assessment. Other firms may apply to be assessed between country
assessments and may be added to the list of firms found to be acceptable. Firms that
are not found to be acceptable may undertake revisions in their practices and may
be reconsidered for acceptability, although reconsideration would not be undertaken
for at least 6 months to ensure the revisions have been completely implemented.

5.  Where more than one MDB operates in an individual country the above private
sector assessments will be undertaken jointly and the eligibility of private sector
firms will be agreed jointly.
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Attachment 1

Private Sector Audit Firm
Capacity Assessment Questionnaire

Basic Information:

1. Legal Name of Firm

2. Street and Postal
Address of Firm

3. Telephone (include country and area code)
4.  Fax (include country and area code)
5.  Email address
6. Address and Telephone of Branch Offices (use attachment if necessary)
Branch Name Address and Telephone Officer in Charge

7.  Practice license or permit number

8.  Date of license/permit issuance

9.  Expiry date of license/permit

10. Name of licensing/permit agency

11. State the legal nature of the firm

12. Fully describe the ownership structure and management structure of the firm
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The Firm’s Independence

13.

Does the firm have a written independence and/or conflict of interest policy? (If yes
provide a copy). Are all professional staff members provided training in the firm'’s
independence and/or conflict of interest policies? Have staff members attended
training courses in professional ethics, including training in IFAC’s International
Professional Practice Statements and/or Code of Ethics for Professional Accountants?

14.

Does the firm provide consulting services involving accounting or internal control
matters to audit clients?

15.

Has the firm, any partners of the firm or any staff of the firm ever been subject to
disciplinary action by any national accounting body to which the firm or its partners
belong? If so, please indicate the nature of the disciplinary action and the reasons
for it.

16.

Has the firm, any partner of the firm or any staff of the firm ever been subject to a
court order involving the provision of professional services? If so, please indicate
the nature of the court order and the reasons for it.
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17. Has the firm, any partner of the firm or any staff of the firm ever been barred from
auditing firms listed on any securities exchange or otherwise been subject to sanction
or penalty by any securities exchange?

18. Are the firm's partners and/or staff members allowed to hold shares or other
investments in audit clients?

Affiliations with Other Firms:

19. Does the firm have an affiliation or association with any other foreign or local
professional firm(s) such as accountants, auditors, consultants, or lawyers etc. If
so, please provide the following:

Firm Name Legal Address Home Country | Contact Person
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20. Please describe the general nature of the affiliation(s), as follows:

(a) Areany partners of the firm also domestic or international partners of the affiliated
firm?

(b)  Does your firm or any partner of the firm share in the profits and/or liability exposure
of the affiliate?

(c) Does the affiliate provide training courses for the firm’s staff?

(d) If the firm is affiliated with a foreign accounting/audit firm does the foreign firm
have an audit manual/guideline, and does the firm have access to and use of that
manual/guideline? Does the firm use it exclusively in relation to audits resulting
from the foreign affiliation or does the firm also use it in relation to audits that do
not result from the affiliation?

(e) Other important matters
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Firm’s Professional Orientation

21. Indicate which of the following services are provided by the firm and show the
share of each service in relation to the firm’s last complete year’s total fee income.
Please separate any income derived from a foreign accounting/auditing firm

affiliation.
Derived from
Nature of Income Foreign Account National  Total Fee
Audit Affiliate(s) Income Income
Auditing
* In accordance with ISA % % %
* In accordance with National standards % % %
Accounting
* In accordance with IAS % % %
* In accordance with National standards % % %
Consulting Services % % %
Other Fee Income % % %
Total Fee Income 100 % 100 % 100 %

IAS = International Accounting Standards,
ISA = International Standards on Auditing.

22. Indicate the percentage of the firm’s last complete year's total fee income
attributable to foreign aid/funding agreements with international agencies, bilateral
aid agencies or other sources.
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IMF/  Bilateral Other Total
Nature of Income World Aid Int’l Private National Fee

ADB Bank Agencies Agencies Sector Gov't Income

Auditing
* In accordance with ISA % % % % % % %
* In accordance with

national standards % % % % % % %
Accounting
e In accordance with IAS % % % % % % %
* |In accordance with

national standards % % % % % % %
Consulting Services % % % % % % %
Other Fee Income % % % % % % %
Total Fee Income 100 % 100 % 100 % 100 % 100 % 100% 100 %

23. Does the firm use an audit procedures manual or guideline for staff? If so, when
was it last updated? How does the firm ensure that staff adheres to the audit
manual/guidelines, at all times? (Please attach a copy of the manual/guideline).

24. Is the firm aware that various multilateral and bilateral agencies have guidelines
covering accounting and auditing for projects they fund? If so, please list the
guidelines the firm has.

25. Discuss the firm’s quality assurance program. Does the firm participate in a peer
review program on a national basis and has the firm ever participated in a peer
review as a result of an affiliation with a foreign accounting/audit firm? If so, what
were the results of the last national/foreign peer review(s)?
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26. Describe the firm's utilization of information technology, i.e. software tools and
computer-assisted audit techniques to support auditing assignments.

Professional Services Liability Insurance Coverage

27. Has the firm ever directly settled a claim involving professional services, with or
without utilizing liability insurance coverage? If so please state the main issues
involved in the settlement and the amount of the settlement.

Personnel
28. Composition of senior staff
(Attach (a) schedule(s) if needed)

Member of With Relevant Audit Experience In
Name Professional Public Construction Cash
Body*/Year of | Sector Contracts Accounting | Other
Qualification Systems

Partners/Associates

Managers

* Refers to a member currently in good standing with the named IFAC member accounting body.
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29. Foreach person listed in item 28 above, provide a separate attachment with a brief
summary of their qualifications and professional experience, including:

. Academic or other qualifications;
. Membership of foreign professional bodies;

. Details of professional audit and accounting experience, stating relevant
industry(ies), including experience in the public sector, construction contracts and
cash accounting systems, separating domestic and foreign experience; and

. Mother tongue and any other languages with written and spoken fluency.

30. What has been the turnover rate of the firm’s partners and managers during the
last 5 years?

Staff Training
31. Briefly state the firm's training philosophy
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32. Indicate post qualification training or professional education courses taken, year
taken and total hours by each senior staff category in the last three years, as follows:

Category

Training/Courses/Year/Total Hours

IAS*

ISA+ National
Standards

Other
Courses

Partners/Associates

Managers

*International Accounting Standards
+International Standards on Auditing

33. Does the firm have a professional training manual, and is a copy provided to each
professional staff member?
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34. Indicate types of training and number of hours of training by staff category, provided
by any affiliate firm over the last three years, as follows: (Attach a schedule if
necessary)

Staff Category Training Year/Total Hours

In Country Out of Country

Partners/Associates

Managers

Supervisors

Seniors

Other Professional Staff

Certification

| certify the above information is true and correct

Signed

Position

Date

The firm should feel free to submit any additional information that further describes the
firm.
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Attachment 2

Private Sector Audit Firm
Capacity Assessment

This evaluation is intended to be used to assess the capacity of private sector firms in a
country for engagement as auditors on MDB funded projects. Total evaluation points are
set at 1,000. The weighting of evaluation points between major categories may vary
between countries because of local conditions. However, the allocation should be kept
constant within one country. The three major categories are:

Suggested Weighting

Independence of the firm 300
Experience 400
Personnel and training 300
Total Points 1,000

These major categories should be broken down to provide guidance to staff in assessing
and allocating points. Local conditions may influence the weighting of points across
various subcategories, but it is important to maintain a consistent allocation when
applying them to firms under consideration.

Independence of the firm

. Written policy on independence/conflict of interest
. Regular training in independence
. Firm does not provide consulting services to clients
. No partner or staff subject to sanctions by
professional body
. No partner or staff subject to penalties by court/
securities exchanges
. Investments in clients disallowed
Total points 300
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Experience

Firm experience with ISA/INTOSAI audit standards

Firm experience with National audit standards

Firm experience with IAS accounting standards

Firm experience with National accounting standards

Firm experience with public sector accounting standards

Firm experience with audit of MDB/Bilateral funded projects

No settlements paid directly or under liability insurance

Total points 400

Personnel and Training

Academic and professional qualifications

Training in ISA/INTOSAI Standards

Training in IAS Standards

Training in National Accounting/Auditing Standards

Established training program for all staff

Total points 300

Total of all Categories 1,000 pts

All evaluation processes include an element of subjectivity. Consistency in the evaluation
process is important to treating all firms equally. A minimum of 600 pts. is suggested for
determining eligibility for engagement as an auditor of an MDB project, subject to a
minimum of 50% in each category.
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Attachment 3
Checklist for Reviewing Private Sector Audit Firms

Firm Name

Date of Review

ADMINISTRATIVE AND REPORTING

Management Structure
Management Structure — firm (verification and clarification)

Ownership of firm

Legal Structure

Insurance and liability

Claims to date?

Affiliations — legal arrangements — impact on firm

Management Structure — staff supervision
Management Structure — review of staff

Personnel files

Staff appraisals

Staff development plans

Staff confidentiality agreements
Staff independence

Capacity of Firm
Capacity: (verification and additional info)

Gross income — (review F/S if necessary)

Staff size

Staff composition and Professional designations
Specialization of staff

Net billable per staff

Charge out % per staff

Key staff — extent of broad base of expertise

Firm Expertise

IAS expertise review/confirm
ISA expertise — review/confirm
Training programs — verify and review
Laws and Regulations — 250
Legal counsel — staff or firm
Legal database
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Firm Reports
Initial Engagements - 510

Use of engagement letters
Use of prior years audit figures
Issues re Fraud and Corruption — in engagement letter?

Auditors Report on Financial Statements — 700

Firm template

Review examples for compliance with ISA
Decision process re opinion

Process of partner review

Signatory to opinion

Comparatives — 710

Use of previous auditor’s work
Independence of Firm
Management Rep Letters
Fraud and Error — detection and reporting
Corruption and Ethics — firm safeguards
Management Letters — 1007

Process of compilation

ISSUES ARISING FROM PRIOR ENGAGEMENTS

Issues: Firm Response:

uhWN =

SUMMARY AND CONCLUSION

Recommendations

Follow-up tasks:

Completed by: Date:
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Auditor Capacity Assessment: Supreme Audit Institution

Guidelines for the Preparation of External Auditor Capacity Assessments
Supreme Audit Institution Capability

Background

1.

Standard wording in MDB loan agreements (including ADB) includes a requirement
that the auditor appointed by the borrower must be acceptable to the MDB.
Determination of the acceptability of an auditor has been decided at a project level
with some inconsistency in the criteria used to make the determination. In some
cases a private sector firm that has been found acceptable to one MDB has not been
acceptable to another. In addition, inconsistencies have been noted in the practice
of some audit firms operating in more than one country. Likewise, in several cases,
a Supreme Audit Institution (SAI) has been accepted to audit programs/projects of
one MDB and not accepted by another MDB.

The MDB Harmonization Technical Working Group (TWG) reached agreement in
March 2002 to develop common diagnostic tools to assess the audit capacity of
external auditors. In addition, agreement was reached to share information about
external auditor’s performance. These assessments should be undertaken at the
country level, rather than the project level.

Supreme Audit Institution Capabilities

3.

SAI capabilities vary considerably between countries. The International Organization
of Supreme Audit Institutions (INTOSAI) has issued international audit standards
for public sector audits. INTOSAI also encourages its members to follow its standards
but individual SAIs usually have constitutional authority in their respective countries
and are not subject to INTOSAI guidance. The level of the development of the SAI
in an individual country is covered in diagnostic tools such as Diagnostic Studies of
Accounting and Auditing (DSAAs) and Country Financial Accountability
Assessments (CFAAs).

The attached Supreme Audit Institution Capacity Assessment Questionnaire
(Attachment 1) will be used to gather information regarding SAls acceptability as
auditors for MDB programs/projects in their country. SAI capacity assessments will
be summarized in the attached SAI Capacity Assessment form (Attachment 2). The
review of an SAT’s capacity would be undertaken in conjunction with an MDB’s
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national diagnostic tool such as DSAAs/CFAAs. The review would be undertaken
on a regular interval of at least every three years but not more then five years.

5. Where more than one MDB operates in an individual country the above SAI
assessments will be undertaken jointly and the eligibility of the SAT will be agreed

jointly.
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Attachment 1

Supreme Audit Institution
Capacity Assessment Questionnaire

General Information

1. Legal name of the Supreme Audit Institution (SAI)

2. Institutional Authority (Please attach a copy of relevant initiating and enabling
legislation.)

3. Date of passage

4. Date of expiration (if any)

5. Legal address

6. Postal address

7. Email address
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8. Telephone Number (Please include country and area codes)

9. Fax/Telex Number

Structure of the SAIl

10. Describe fully how the SAIl is structured both internally (obtain an organization
chart) and in relation to the major components of the Government.

11. List the following regarding regional or local offices (if any).

Name of Office Address/Phone Number Contact Person/Title

12. Describe fully how the above offices are affiliated with the main office and how
they are supervised.
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Independence and Financial Resources

13. Are written guidelines covering independence standards, rules, and procedures
provided to staff and auditees? (If so, attach a copy.)

14. Does the SAl station staff in the offices of auditees all year? If so, is there a policy to
rotate them to the offices of other auditees and typically how often are they rotated?

15. Describe fully how the SAI establishes and maintains independence from the
Government units it audits and the branch of government supervising them.

16. Describe how the SAl maintains audit work confidentiality.

17. What branch of government does the SAI report to and to what branch/unit of
government does the SAl address and deliver audit reports?

18. What branch of government sets/approves the SAl's annual budget and work plan?
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19.

How much is the SAl’s current year budget, by major category?

20.

Does the SAI charge a fee or recover the cost of the audit from the auditee?

Staff Resources

21.

22.

23.

24,

25.

26.

How many staff does the SAl employ? (A)

How many are considered professional staff?

How many are considered clerical/support staff? (A)

How many professional staff are members of
national professional accounting bodies?

How many professional staff are members of
foreign professional accounting bodies?

Describe the academic and professional qualifications needed to become a member
of the national professional accounting/auditing body. Also indicate whether there
is a requirement to take a minimum number of continuing education courses to
retain membership (indicate how many hours/days required).
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27. Describe the minimum qualifications and training the SAI requires for entry level
auditors.

28. Describe the SAl's system to retain and promote staff, indicating at least:

*  whether clear job classifications and descriptions exist,

*  whether individual staff development plans are prepared,

*  whether personnel evaluations are undertaken on a regular basis,

*  whether evaluations are based on established performance targets, and

*  whether permanent personnel files are maintained on each staff member.

Management Policies and Procedures

29. Describe the process by which the Auditor General is appointed, indicating the
branch of government responsibly for his/her appointment and the process and
conditions that must prevail to remove an Auditor General from office.

30. Describe the process by which senior staff are appointed in the Office of the Auditor
General, indicate whether they enjoy as much protection as the Auditor General
does, indicate whether they are part of a permanent civil service.
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31. Describe who or which branch of government has the authority to set audit policies
and establish audit procedures.

32. Describe who or what rank within the Auditor General’s Office has the authority to
represent the SAI in official communications with external funding agencies.

33. Describe who has authority to sign audit opinions, reports and official letters.

Audit Procedures and Methodologies

34. Describe whether the Auditor General’s Office’s uses INTOSAI, ISA or national audit
standards. Where national standards are used, how similar/different are they to
either INTOSAI or ISA standards. Indicate whether the SAl is a member of INTOSAI.

35. Describe how the Auditor General's Office documents the audit standards to be
used and how is this procedure updated.
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36. Describe the auditing standards used by private sector auditors if they undertake an
audit of a State Owned Enterprise (SOE) on behalf of/under contract to the Auditor
General.

37. Describe the auditing standards used by private sector auditors when they audit
publicly listed/traded companies (contrast with item 36 above).

38. Broadly describe the audit standards used for compliance audits and for
performance audits.

Audit Planning, Documentation, and Quality Control

39. Describe the audit planning process and its documentation, including assessments
of risk and materiality. Is a prescribed planning document generated for each audit
undertaken?
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40.

Describe whether an engagement letter or equivalent document is used to clearly
establish responsibilities for the audit.

41.

Describe whether internal controls are tested in every financial audit engagement
and whether a report is produced that summarizes this testing, the results observed
and the conclusions reached.

42.

Describe the procedures used to document audit evidence obtained during audits
and to document the conclusions drawn as a result of the audit testing. Indicate
whether detailed audit programs are always used.

43. Describe the steps taken to detect fraud and error, and what procedures are followed
if fraud and error are detected.
44. Describe whether the work of the SAl is subject to peer review, if so describe the

arrangements and the results of the most recent peer review.

Financial Management and Analysis of Projects



Knowledge Management Addendum 79 of 96

45. Describe the process whereby the audit reports issued by the Auditor General are
made public. Indicate whether this is through the legislature or whether they are
published.

Recent Audit Experience

46. Describe the composition of audit work performed during the last fiscal year, as
follows:

Percentage of

Nature of Audit Assignments Total Audit Time
Financial Audit
In accordance with INTOSAI or ISA standards %
In accordance with national standards %

Performance Audit

In accordance with INTOSAI or ISA standards %
In accordance with national standards %
Compliance Audit %
Other %
Total 100 %

47. List recent financial audit engagements of the SAl relating to government agencies/
units, as follows:

Agency/Unit Name Address/Contact Name/Phone Number Period under Audit
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48. Describe Audit experience on audits of multilateral or bilateral assistance projects,
as follows.

Project name Identification Number Period under Audit

Certification

To be signed by an appropriate representative of the SAI:
| certify that the above information is true and correct

Signed

Position

Date

Please feel free to submit any additional information that further describes the SAI
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Attachment 2
Supreme Audit Institution Capacity Assessment
This evaluation is intended to be used to assess the capacity of the National Supreme

Audit Institute (SAI) of a country for engagement as auditors on MDB funded projects.
Total evaluation points are set at 1,000. The three major categories are:

Suggested

Weighting
Independence of the SAI 300
Experience 200
Audit Methodology 200
Personnel and training 300
Total Points 1,000

These major categories should be broken down to provide guidance to staff in assessing
and allocating points. Local conditions may influence the weighting of points across
various subcategories.

Independence of the SAI

* Written guidelines on maintaining independence

* Established rotation policy for field staff

* SAl reports to independent legislature

* Budget approved by independent legislature

* Auditor General appointed by independent legislature

* Auditor General dismissed by independent legislature or judiciary

Total points 300
Experience

* Experience with ISA/INTOSAI standards
* Experience with IAS accounting standards
* Experience with audit of MDB/Bilateral funded projects

Total points 200
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Audit Methodology

e Audit standards and procedures are well documented
* Audit plans including risk assessment process

* Audit evidence well documented

* Fraud detection procedures undertaken

Total points 200
Personnel and Training

e SAl is adequately staffed

e Staff includes sufficient professionally qualified accountants/auditors
* Well-established staff training program utilized regularly

e Well established staff retention/promotion policies

Total points 300

Total of all Categories 1,000 pts

All evaluation processes include an element of subjectivity. Consistency in the evaluation
process is important. A minimum of 600 points is suggested for determining eligibility
for engagement as the auditor of an MDB project, subject to a minimum of 50% in each
category.
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Sample Project Monitoring Report (PMR) Formats:
Nonrevenue-Earning Project

Government of Pacifica: Education Sector Improvement Project
Cash Receipts and Payments
Asian Development Bank (ADB) Loan No. 1234-ATL
for the Quarter ended 31 March 2003
in Pacific Pesos (PPs) 000s

Forecast: Next 6

Quarter Cumulative Months

Cash Receipts

Government Funds 24,000 260,000 75,000

ADB Funds 129,795 623,245 175,000

Total Financing 153,795 883,245 250,000
Less: Expenditures by Component

Institutional Strengthening 94,695 569,045 185,000

Increasing Access 60,000 220,000 24,251

Teacher Development 2,500 17,450 5,500

Project Development 1,600 6,500 2,952

Other (including Loan Fee) . 12,250 12,000

Total Expenditures 158,795 825,245 229,703
Receipts Less Expenditures -5,000 58,000 20,297
Add: Foreign Exchange Difference -1,000 -14,000 .

Net Change in Cash -6,000 44,000 20,297
Opening Cash Balances

Local Currency Bank Account 2,000 . 4,000

Foreign Currency Bank Account 48,000 . 40,000
Total Opening Cash 50,000 . 44,000
Add: Net Change in Cash -6,000 44,000 20,297
Net Cash Available 44,000 44,000 64,297
Closing Cash Balances

Local Currency Bank Account 4,000 4,000 14,297

Foreign Currency Bank Account 40,000 40,000 50,000
Total Closing Cash Balances 44,000 44,000 64,297

Notes: /i. The following rates were used for conversion:

- Opening balance of Foreign Currency Bank Account in Quarter: 1 US$ = 14.7 PPs.

- ADB funds received and any foreign currency expenditures made, are converted at the rate of exchange
on the date of the transaction. The weighted average of these rates since project inception is approx-
imately 14.5.

- Closing balance of Foreign Currency Bank Account: 1 US$= 14.9 PPs.
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Guidelines’ Compliance Assessment

Assessment of Compliance with Financial Management Guidelines

Guidance: This assessment template is for guidance only. It is intended to assist the
process of assessing the extent to which a project meets the requirements of the

Guidelines. Weightings are indicative.

Summary of Compliance Assessment

Suggested Compliance

Weighting Score Notes
1. LESSONS FROM PAST PROJECTS 100
2. PROJECT JUSTIFICATIONS, COST ESTIMATES,
FINANCIAL ANALYSIS/PROJECTIONS 350
Project Justifications 100
Financial Analysis 50
Project Cost Estimates 100
Financial Projections 100
3. EXECUTING AGENCIES AND IMPLEMENTING AGENCIES 200
4. FINANCING PLAN (FP), FINANCE-RELATED RISKS AND
ASSURANCES 150
Financing Plan 50
Finance-Related Risks 50
Assurances 50
5. ACCOUNTING, AUDITING, PROCUREMENT AND
DISBURSEMENT ARRANGEMENTS 200
Accounting and Auditing 100
Procurement and Disbursement Arrangements 100
Total 1,000 -
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Detailed Compliance Assessment

Suggested Compliance

Weighting Score Notes
1. LESSONS FROM PAST PROJECTS
(a) Were finance-related covenants met (for
instance, revenue-generating targets, following
up on agreed financial restructuring, adhering
to expected financial ratios, etc.)?
(b) Were counterpart funds made available on a
timely basis?
(c) Were adequate funds made available for
operations and maintenance (O&M)?
(d) Were Financial Statements and Auditor reports
submitted in a timely manner?
(e) Were auditors’ reports unqualified?
(f) Was there an absence of weaknesses in handling
finances or in procurement?
(g) Were onlending and relending activities free of
problems?
(h) Were capacity-building programs effective in
relation to financial management?
Totals 100
2. PROJECT JUSTIFICATIONS, COST ESTIMATES, FINANCIAL
ANALYSIS/PROJECTIONS
Project Justifications
(a) Isthe project financially sustainable?
(b) Have cost-recovery mechanisms and pricing
issues been adequately considered?
(c) Has an affordability study been conducted on
proposed prices (tariffs)?
(d) Are the proposed prices and tariffs supported
by willingness to pay?
Subtotals 100
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Suggested Compliance
Weighting Score Notes

Financial Analysis

(a) Have the detailed FIRR calculations been
undertaken in accordance with these
Guidelines?

(b) Are the detailed FIRR calculations reasonable?

(c) Have the detailed WACC calculations been
undertaken in accordance with these
Guidelines?

(d) Are the detailed WACC calculations and
assumptions reasonable?

(e) Does FIRR exceed WACC and, if not, are there
reasonable justifications for proceeding with the
project?

(f) Have sensitivity analyses been conducted in
accordance with these Guidelines?

Subtotals 50

Project Cost Estimates

(a) Has the Project Cost Estimate summary table
been prepared in accordance with these
Guidelines?

(b)) Aredetailed project cost estimates available and
have they been prepared in accordance with
these Guidelines?

(c) Aretheassumptions that support the estimates
available and do they appear reasonable?

(d) Have Local and Foreign costs been properly
identified?

(e) Are the physical and price contingency
provisions adequate?

Subtotals 100
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Suggested Compliance
Weighting Score Notes

Financial Projections

(a) Have the assumptions and bases that underlie
the financial projections (e.g., cash flows,
income, expenses and other financial
projections) been provided?

(b)) Arethe assumptions that underlie the financial
projects reasonable?

(c) Areprovisions adequate (for instance, bad debts,
nonrevenue water and power supplies, and
technical losses)?

(d) Ifthe projections were prepared by the financial
analyst or by consultants, does the borrower
“own" the projections?

(e) Haverelevantfinancial ratios been computed and
analyzed in accordance with the Guidelines?

Subtotals 100
Totals 350

3. Executing agencies and implementing agencies

(a) Hasthe past financial performance of the EA/IA
been analyzed?

(b) Has a ratio analysis of the EA/IA financial
statements been conducted?

(c) Arethefinancial management capabilities of EA
and IA adequate?

(d) If the financial management system is not
adequate, is proper rectification proposed in
Project capacity building component?

(e) Are properly trained and qualified staff in place
to manage finances?

(f) If there are other ongoing operations, have
financial details been provided and are these
reasonable?

(g) HaveEA/IA budgets and forecasts (excluding the
project) been provided?

(i) Wherethe EA/IA is not a government department,
state government body or local government bodly,
is its capital adequate to support operations and
to execute or implement the project?

Financial Management and Analysis of Projects



Knowledge Management Addendum

89 of 96

Suggested Compliance
Weighting

Score

Notes

(j) Ifthe EA/IAis a newly-established institution, is
there any mechanism to ensure that sound and
solid financial management system will be
incorporated into the new organizational
structure?

Totals 200

4. FINANCING PLAN (FP), FINANCE-RELATED RISKS AND
ASSURANCES

Financing Plan
(a) Has the FP summary table been prepared in

accordance with these Guidelines?

(b) Do relending and onlending arrangements
appear to be reasonable?

(c) DoestheFPindicate that adequate counterpart
funds will be available in a timely manner?

(d) Are local cost financing arrangements in line
with ADB policy (OM11)?

Subtotals 50

Finance-Related Risks

(a) Have risks regarding the timely availability of
adequate counterpart funds been minimized?

(b)) Have risks regarding the timely availability of
adequate funds for operations and maintenance
been minimized?

c) Have risks regarding the availability of staff to
manage financial management activities been
minimized?

Sub-totals 50

Assurances

(a) Have adequate assurances been obtained in
relation to measures to counter finance-related
risks (see above)?

(b) Have adequate assurances been obtained that
proposed pricing formulas will be implemented?
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Suggested Compliance
Weighting Score Notes

(c) Have adequate assurances been obtained that
efficiency improvements and capacity building
in relation to financial management will be un-
dertaken?

(d) Have adequate assurances been obtained that
financial covenants will be implemented and
monitored as agreed?
Subtotals 50
Totals 150

5. ACCOUNTING, AUDITING, PROCUREMENT, AND
DISBURSEMENT ARRANGEMENTS

Accounting and Auditing

(a) Have arrangements been made to ensure the
timely submission of quarterly reports?

(b) Have actions been taken to select and engage
auditors in accordance with these Guidelines?

(c) Have arrangements been made to support the
timely submission of audited annual reports
(within six to nine months) including audit
reports on special agreements such as SOEs?

(d) Ifinthe past government audits were either not
satisfactory or not available, has the
appointment of private auditors and funding
to cover cost of such appointments been
considered?

(e) Have arrangements been made so that the
audits cover entire project activities? (e.g., in
case the fund is channelled from the EA to
provinces and districts, the arrangement should
be to audit provincial and district levels as well
as the central level)

Subtotals 100

Procurement and Disbursement Arrangements
(a) Has adequate attention been given to
anticorruption measures?

(b) Have the funds flow arrangements been
defined clearly?
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Suggested Compliance

Weighting Score Notes
(c) Have the appropriate disbursement procedures
(such as SOE and Imprest Account) been
proposed in consideration of the project’s needs
and EA and IA's capability?
(d) Are adequate accounting and internal control
procedures in place at the EA and IA to manage
the project fund?
Subtotals 100
Totals 200
Grand Totals 1,000
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Review of Auditor’s Report and Audited Project Accounts

Loan Number/Project

Executing Agency/Borrower

Name of Auditor

For Fiscal Year Ended

Date Report Received

A. Authenticity/Timeliness YES NO

NA

Remarks

1. Are the annual project accounts signed
by the entity’s management?

Is the audit report signed by the auditor?

Was the report received within a reasonable
time after signing?

4. Was the report received within the period
covenanted?

B. Opinion/Findings YES NO

NA

Remarks

Was the auditor’s report unqualified?

2. Was the examination asserted to be made in
accordance with generally accepted uniform
standards of auditing?

3. Does the audit report include an opinion as
required by the ADB on the:

- Utilization of the loan funds?
- Use of imprest fund?
- Statement of expenditure procedures?

- Conformity with ADB’s procurement
guidelines?

4. Does the report include any material findings
in detail affecting:

- Utilization of loan proceeds (e.g. diversion
of ADB funds, utilization for aspects where
counterpart funds should have been used,
etc.)
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- project implementation (e.g. delays,
bottleneck, procedural lapses in
procurement)

- statement of expenditures
- imprest fund

- agreed upon matters by the ADB and
Borrower that require special audit
attention

- others

5. Does the report address the auditor’s
objectives under the Loan Agreement?

6. Arethe categorization and analysis of expen-
ditures representative of the project activities
based on the categories in the Loan Agree-
ment?

7. Does the construction of the receipts and
expenditures of this statement and
supporting data provide satisfactory financial
evidence of the results of activities conducted
for the project?

8. Does the information on the ADB loan
disbursed during the year in line with ADB
own record?

C. Conclusion and Further Action (if any) Remarks

1. Conclusion:

2. Follow up actions needed:

Prepared by: Endorsed/Approved by:
Date: Date:
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Review of Auditor’s Report and Audited Financial Statements

Loan Number/Project

Executing Agency/Borrower

Name of Auditor

For Fiscal Year Ended

Date Report Received

A. Authenticity and Timeliness YES NO NA Remarks

1. Are the annual financial statements signed
by the entity’s management?

2. s the audit report signed by the auditor?

3. Was the report received within a reasonable
time after signing?

4. Was the report received within the period
covenanted?

5. Is there a copy of Management Letter?

B. Opinion YES NO NA Remarks

1. Was the auditor’s opinion unqualified?

2. Was the examination asserted to be made in
accordance with generally accepted uniform
standard of auditing?

3. Were generally accepted accounting
principles assertedly applied on a basis
consistent with that of the preceding year?

4. Is a precise and “clear” opinion provided on:
- Financial position?
- Results of operations?
- Sources and Application of Funds?

5. Does the paragraph of the scope of the audit
cover examination of the:

- Profit and Loss Statement?
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- Statement of Changes in Financial Position?
- Balance Sheet?

6. Does the report address the auditor’s
objectives under the Loan Agreement?

7. Does the audit report contain an opinion on
whether the entity is breaching any of the
covenants of ADB’'s or other legal
agreements?

C. Financial Review

1. Summary of Financial Performance Unit FY
covering:

- Sales Performance (revenue and volume)
- Profitability

- Energy Generated

- Energy Sold

- Energy Losses (generation, T&D)

- Tariffs (average tariff/kWh)

- Liquidity

- Leverage

- others.

2. Financial Ratios (Actual vs Covenanted)
- if applicable
Covenant Actual
- Rate of Return on Fixed Assets */
- Self Financing Ratio
- Debt Service Coverage Ratio
- Debt Equity Ratio
- Collection Period (Accounts Receivable)
- others.

*/ Revalued or not revalued

3. Conclusions:
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4. Follow up actions needed (if any)

Prepared by: Endorsed/Approved by:
Date: Date:
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