Audit terms of reference
TERMS OF REFERENCE FOR 
THE FINANCIAL AUDIT AND FACTUAL FINDINGS 
OF
Regional Resilient Pastoral Communities Project -Adapt (RRPCP-Adapt)
GRANT NO. 2000004412 
06 September 2024 - 31 March 2030


1. Background
· The International Fund for Agricultural Development (IFAD) aids the Kyrgyz Republic in the form of GRANT NO. 2000004412. 
· A Financing Agreement has been signed between IFAD and the Kyrgyz Republic on 14 May 2024 – refer annex 1. 
· IFAD requires the Recipient to appoint an independent auditor to audit the accounts related to the project in accordance with the IFAD Handbook on Financial Reporting and Auditing.
· The reporting entity is APIU.
· The entity prepares its financial statements in accordance with IPSAS Cash Basis.
· The auditor conducts its audit in terms of International Standards on Auditing. 

2. Objectives
The objective of this audit is to enable the Auditor to express an opinion on whether the financial statements (including additional disclosures as outlined in Section 5.), present fairly, in all material respects, the financial position of the Reporting Entity as at 31st of December of each financial year from 2025 until 31 March 2030 and/or the results of its operations and its cash flows for the years then ended in conformity with IPSAS Cash Basis. 
3. The responsibilities of APIU 
3.1 General
· Provide financial statements for the activities financed by the grant, which is reconcilable to its records and accounts.
· Provide the auditor with access to all legal documents, correspondence with consultants, contractors and other persons or firms engaged by the project and any other information associated with the project and deemed necessary by the auditor. 
· Ensure that the accounting policies are consistently applied and disclosed.
· Ensure that appropriate internal controls are implemented to prevent misstatements and susceptibility to fraud.
· Ensure compliance with all relevant laws and regulations that pertain to the entity as well as the financing agreement between the Kyrgyz Republic and IFAD.
· Provide the financial statements to the auditor within a reasonable time and to be available for any queries that the auditor may have.
       3.2   Financial statements
         APIU shall:
· Prepare financial statements covering the reporting period 01 January to 31 December of each financial year, starting from the financial year 2025, in accordance with IPSAS Cash Basis. In addition, the following specific disclosures will be included in the financial statements:
· Withdrawal application statement – annex 1 to the IFAD Handbook on Financial Reporting and Auditing
· Sources and uses of funds statement (broken down by categories of expenditures, outputs and by project components) – annex 2 to the IFAD Handbook on Financial Reporting and Auditing
· Designated account statement and reconciliation – annex 3(a) and 3(b)  to the IFAD Handbook on Financial Reporting and Auditing
· Statement of cash receipts and payments
· Notes to the financial statements
· Budget to actual comparison for the period and cumulative
· Fixed asset schedule (if any)
The financial statements for the first audit period shall include a clear disclosure indicating that no expenditures were incurred and no activities took place during the financial year 2024.

4. The responsibilities of the auditor
4.1 Auditing standards
· The auditor is responsible for the formulation of an opinion on the financial statements in accordance with ISA;

4.2 General Principles
By agreeing these terms, the Auditor confirms that:
· The audit firm is independent from the project, its staff and activities, in accordance with international best practices;
· The audit firm is not providing consultancy services to the project or preparing its project financial statements (have done so in the previous two years);
· The Auditor is suitably qualified and a member of a professional body affiliated with the International Federation of Accountants (IFAC);
· The auditor can conduct the audit in line with auditing standards acceptable to IFAD as per 4.1;
· The audit firm can assign an audit team to the audit which has the necessary competence and skills;
· The audit firm has a proven track record in conducting audits of a similar nature and complexity;
4.3 Management letter
The management letter is an integral part of the audit package which documents accounting and internal control issues identified by auditors. The management letter should:
· Provide comments and observations on the accounting records, systems and internal controls examined during the course of the audit, identify specific deficiencies and areas of weakness in systems and controls and make recommendations for their improvement;  
· Provide comments on economy, efficiency, and effectiveness in project management’s use of resources. 
· Report on the degree of compliance with each financial covenant in the financing agreement and provide comments, if any, on internal and external matters affecting such compliance. 
· Communicate matters that have come to the auditor’s attention during the audit that might have a significant impact on the Implementation of the project. 
· Review results and findings on IFR reliability for the reporting period.
· Include project management's responses to the identified control issues and their proposal to address the issues identified within a specific time period.
· Where applicable, follow up on the issues identified in the previous year's management letter.  
· Any other matters that the auditors deem pertinent. 

The audit report should provide sufficient detail as to the nature and extent of the procedures performed by the auditor. The Auditor is required to provide the audit package no later than 30 June of the following year. Reports are to be delivered in English and Russian languages. 
4.4 Reporting
The Auditor is required to deliver an audit package in compliance with ISA 700 that includes:
· The audited financial statements, including additional disclosures as outlined in 3.2;
· An audit opinion on the financial statements, considering the scope as outlined in 5.;
· Report on factual findings, considering the scope of agreed upon procedures as outlined in 6. Ineligible expenditure identified should be clearly mentioned.
· A management letter, including information as outlined in 4.3;

The audit report should sufficiently detail the nature and extent of the procedures performed by the auditor. The Auditor is required to provide the audit package by no later than 30th of June of the following year. These reports are to be delivered in English and Russian languages. 

5. Scope of the financial audit
[bookmark: _Hlk495923774]            In performing the audit, the auditor shall, at a minimum:
· Confirm whether the financial statements have been prepared following IPSAS, cash basis
· Confirm the auditing standards used for the audit. 
· Obtain audit evidence that the financial statements are fairly presented and free of material misstatements, in accordance with the applicable accounting framework.
· Assess the internal controls related to the financial reporting process, to identify any weakness that might result in misstatements, whether due to fraud or error;
· Verify whether counterpart funds provided by the Government of the Kyrgyz Republic have been provided and used in accordance with the relevant financing agreement; verify that the amount of in-kind contribution is reported according to the agreed accounting principles and that the reported fair-market value for all in-kind contribution items is reasonable and fully and accurately disclosed in the financial statements. 

· Verify whether expenditure incurred in the name of the project is in line with the terms of the financing agreement and incurred for the purposes intended in this agreement. Consider both IFAD and 3rd party funding;
· Verify the reliability of the IFRs used to support withdrawal applications and ensure that they are reliable and accurately reflect expenditures incurred and activities carried out during the reporting period. 
· Verify that inventory and fixed assets held by the entity exists, are complete, and are properly accounted and used for the project purposes. At project closure, confirm that the project assets are transferred to the borrower/recipient or the entity identified in the financing agreement. 
· Verify the project’s recurrent costs (salaries and operating costs) claimed under WAs and ensure they are reasonable, congruent with the implementation needs of the project and within the acceptable threshold (FA schedule II and its revisions).  
· The audit should cover selected project regional/provincial implementing units as per the audit plan agreed with APIU and as applicable.

6. Scope of the agreed upon procedures
The auditor is required to perform the following specific procedures and report on factual findings as required in 4.4.
6.1 Withdrawal application summary 
The Auditor is requested to obtain the individual withdrawal applications submitted to IFAD as summarised in the withdrawal application summary and develop testing procedures to:
· Determine whether the designated account currency equivalent was determined using the historical exchange rate of transfers to the operating account or the accounting rules used;
· Determine whether the expenditures claimed through IFRs were properly appropriately authorized, classified[footnoteRef:1] and supported by audit documentation; [1:  The threshold for SOE transactions will be stipulated in the letter to the borrower.] 

· Determine whether the Interim Financial Reports (IFRs) were used to support Withdrawal Applications and disbursement of funds by IFAD are reliable and accurately reflect expenditures and activities during the reporting period;
· Confirm that the withdrawal application statement is reconciled with the amounts disbursed by the Fund and deposited to the designated account (DA). 
· Confirm that the withdrawal application statement is reconciled with the IFRs submitted to the Fund. 

6.2 Designated account statement and reconciliation
The Auditor is requested to review the activities of the designated account(s) associated with the project, including the initial advance, replenishments, interest that may accrue on the outstanding balances, and the year-end balances. The Auditor is requested develop testing procedures to:
· Check the accuracy of the designated account reconciliation(s); 
· Confirm that the designated account(s) have been maintained in accordance with the provisions of the financing agreement and that transactions from the DA(s) are accurately and correctly recorded in the financial accounts and statements of the project;
· Check that expenditures as reported in the project’s financial statements are reconciled with the amounts withdrawn from the DA and that the amounts deposited to the DA are reconciled with the amounts disbursed by the Fund.  
· Reconciliation should also be made with the amounts paid from the pre-financing account and direct payments (if any).  
· Recalculate any foreign exchange gain / loss as included in the designated account statement and agree to the amount disclosed in the Statement of Cash Receipts and Payments. 
· If applicable, review and determine the reasonability of the explanation for variance as disclosed on the designated account reconciliation.
6.3 Interim Financial Reports (IFRs)
The auditor is requested to obtain the certified SOEs or IFRs as submitted to IFAD and apply such tests and control as the auditor deems necessary under the circumstances, to: 
· Ascertain that the financial management system is reliable to produce the IFRs and has met Fund requirement during the year. 
· Determine whether the expenditures incurred are related to activities outlined in the AWPB and consistent with the grant agreement. 
· Determine whether the funds have been utilized for the intended purposes, with due regard to economy, efficiency and social equity. 
· Determine whether the expenditures claimed through IFRs were properly and appropriately authorized, classified and supported by adequate documentation. 
· Identify any ineligible expenditures, including the nature of the ineligible expenditures, the date incurred, and the IFR period. 
6.4 Fixed asset register (if any assets were purchased from the project)
· Select a sample of fixed assets from the fixed asset register and confirm the accuracy and completeness of the information included in the fixed asset register.
· Select a sample of project assets from the floor and confirm that the asset is accurately recorded in the fixed asset register.
6.5 Grants to beneficiaries 
· Select a sample of grants made to beneficiaries based on the grants size
· Design and perform procedures to confirm whether expenditure were made in line with approved investment plans and for eligible expenditure as defined in the grant financing agreement.
· Verify beneficiary contributions (in cash and in-kind, as applicable and included in the project documents).
6.6 Other
· Confirm the degree of compliance with the Recipient’s procurement policy and identify non-compliance.

7. Public Disclosure 
IFAD promotes public disclosure of Project financial information to enhance the level of transparency and accountability. IFAD will disclose Project audit reports, as appropriate, in line with the Fund’s disclosure policy. Management Letters issued by auditors are not subject to public disclosure by IFAD. In agreeing to the terms of reference, the auditor explicitly acknowledges IFAD’s right to publicly disclose audit reports (audited financial statements and audit opinion) and will issue reports without a limitation of use clause.

To facilitate the public disclosure process, the auditor is requested to submit two separate files in two copies in English and in two copies in Russian as follows: 
· Audited financial statements, audit opinion and report on factual findings (the latter where applicable); and 
· Management Letter. 

8. Required Key Experts
The team of experts will comprise three persons. The team will comprise one Category 1 expert, one Category 2 Expert and one Category 3 Expert.
The experts should be currently employed in the profession.
The Auditor who signs the report (Expert Category 1) must be a member of a recognized professional institute.  His membership will be proven by an attestation[footnoteRef:2] from the relevant professional institute or by any other form of registration of the Auditor as member of that institute.  A university degree in accounting/audit/finance is not sufficient to satisfy this requirement. [2:  	To be annexed to the CV of the expert concerned together with the offer.] 

The experts should have no link with the entity audited and should immediately declare if there is any possible conflict of interest. 
Audit experience among the experts in the following sectors is desirable:
Audit of IFAD/WB or other International Donor Programmes
Audit Experience in the region
Knowledge of the following languages is mandatory: 
· English and Russian fluency and excellent writing skills
At least one of the experts on site should have a sound knowledge of the legal and accounting system of Kyrgyzstan.
Category 1 – Team Leader
· MBA, Master Degree or, preferably, post-graduate in accounting/audit/finance from a reputable university
· Member of a recognized professional institute (see above)
· Authorized to certify accounts by the law of the country in which the consultant has its registered place of business
· At least 15 Years of general experience in the field of accounts auditing of which at least five (5) years auditing international donors’ programmes. 
· Experience with IFAD or WB programmes or other international donor funds is an asset.
· Fluency and excellent writing skills in English and Russian. 
· CPA CERTIFICATES OR EQUIVALENT
Category 2 – Senior Auditor
· Bachelor of Science in accounting/audit/finance. 
· MBA, Master degree are an asset or a professional certification are an asset
· At least 7 Years of general experience in the field of accounts auditing of which 1 year in auditing international donors’ programmes. 
· English and Russian languages are a must.
Category 3 – Junior Auditor 
· Bachelor of Science in accounting/audit/finance. MBA or a Master degree is an asset
· At least 2 Years of general experience in the field of accounts auditing. 
· English and Russian languages are a must.


