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	EUROPEAN COMMISSION







TERMS OF REFERENCE FOR AN 
EXPENDITURE VERIFICATION
If there is a # of a Rfs <# of RfS> 

The present terms of reference apply to the verification of expenditure declared in financial reports under the following contracts:

1) Contract[footnoteRef:1] number / IT system:			<example: 286637 / CRIS> [1:  Contract in relation to which the financial report subject to verification is issued. The contract established with the expenditure verifier will be identified as "Verification Contract"] 

[An audit of the design and operating effectiveness of the internal control system governed by ISAE 3000 is also requested for which the procedures described in annex 4 should be carried out and a systems audit report should be presented based on the template in annex 5.]

[2) Contract number / IT system:			<example: 286637 / CRIS>]
An audit of the design and operating effectiveness of the internal control system governed by ISAE 3000 is also requested for which the procedures described in annex 4 should be carried out and a systems audit report should be presented based on the template in annex 5.]

<Repeat contracts/reports as applicable>

Detailed information is provided at the cover page of Annex 1 


· How the model should be completed by the Contracting Authority 
· (also applies to Annexes 1 and 2) 
· insert the information requested between the <…> 
· choose the optional text between […] highlighted in grey when applicable or delete
· delete all yellow instructions and the present text box 
The standard wording can only be modified in exceptional cases and after prior consultation of DEVCO R2, Audit & Control Unit.
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[bookmark: _Toc519678192][bookmark: _Toc519678209]Introduction
The present document and the Annexes listed in Section 8 are the terms of reference (‘ToR’) on which the Contracting Authority agrees to engage ‘the Expenditure Verifier’ to perform a verification of expenditure reported by Reporting Entities.
These ToR will become an integral part of the contract concluded between the Contracting Authority and the Expenditure Verifier.
They apply to expenditure verifications contracted by the Commission or by the Reporting Entity and cover the verification of expenditure incurred under the EU financed contracts on the cover sheet.
[bookmark: _Ref500849985][bookmark: _Toc519678193][bookmark: _Toc519678210]Objectives and context
The Expenditure Verifier is expected 
- to carry out the agreed-upon procedures listed in Annex 2, and
- to issue reports based on the template in Annex 3 which will support the Contracting Authority's conclusions on the eligibility of the reported expenditure and the related follow-up.
The expenditure verification will be performed as [<Choose either one or both> a desk review or/and fieldwork at the location indicated in Annex 1.]
[Additional specific objectives taking the form of agreed-upon procedures can be included where the Expenditure Verifier is requested to report on specific matters.<Describe the additional objective>]
The Expenditure Verifier is not expected to provide an audit opinion. 
[bookmark: _Toc107978466][bookmark: _Toc107978663][bookmark: _Toc107979288][bookmark: _Toc107980066][bookmark: _Toc107980213][bookmark: _Toc107980303][bookmark: _Toc107981402][bookmark: _Toc107981510][bookmark: _Toc107978467][bookmark: _Toc107978664][bookmark: _Toc107979289][bookmark: _Toc107980067][bookmark: _Toc107980214][bookmark: _Toc107980304][bookmark: _Toc107981403][bookmark: _Toc107981511][bookmark: _Toc107978469][bookmark: _Toc107978666][bookmark: _Toc107979291][bookmark: _Toc107980069][bookmark: _Toc107980216][bookmark: _Toc107980306][bookmark: _Toc107981405][bookmark: _Toc107981513][bookmark: _Toc107978470][bookmark: _Toc107978667][bookmark: _Toc107979292][bookmark: _Toc107980070][bookmark: _Toc107980217][bookmark: _Toc107980307][bookmark: _Toc107981406][bookmark: _Toc107981514][bookmark: _Toc107978474][bookmark: _Toc107978671][bookmark: _Toc107979296][bookmark: _Toc107980074][bookmark: _Toc107980221][bookmark: _Toc107980311][bookmark: _Toc107981410][bookmark: _Toc107981518][bookmark: _Toc107978476][bookmark: _Toc107978673][bookmark: _Toc107979298][bookmark: _Toc107980076][bookmark: _Toc107980223][bookmark: _Toc107980313][bookmark: _Toc107981412][bookmark: _Toc107981520][bookmark: _Toc107978477][bookmark: _Toc107978674][bookmark: _Toc107979299][bookmark: _Toc107980077][bookmark: _Toc107980224][bookmark: _Toc107980314][bookmark: _Toc107981413][bookmark: _Toc107981521][bookmark: _Toc107978478][bookmark: _Toc107978675][bookmark: _Toc107979300][bookmark: _Toc107980078][bookmark: _Toc107980225][bookmark: _Toc107980315][bookmark: _Toc107981414][bookmark: _Toc107981522][bookmark: _Toc107978481][bookmark: _Toc107978678][bookmark: _Toc107979303][bookmark: _Toc107980081][bookmark: _Toc107980228][bookmark: _Toc107980318][bookmark: _Toc107981417][bookmark: _Toc107981525][bookmark: _Toc107978489][bookmark: _Toc107978686][bookmark: _Toc107979311][bookmark: _Toc107980089][bookmark: _Toc107980236][bookmark: _Toc107980326][bookmark: _Toc107981425][bookmark: _Toc107981533][bookmark: _Toc519678194][bookmark: _Toc519678211][bookmark: _Toc139183037][bookmark: _Toc89673412]Standards and Ethics
The Expenditure Verifier shall undertake this engagement in accordance with:
· the International Standard on Related Services (‘ISRS’) 4400 Engagements to perform Agreed-upon Procedures regarding Financial Information as promulgated by the IFAC;
· the IFAC Code of Ethics for Professional Accountants, developed and issued by IFAC’s International Ethics Standards Board for Accountants (IESBA), which establishes fundamental ethical principles for Auditors with regard to integrity, objectivity, independence, professional competence and due care, confidentiality, professional behaviour and technical standards. 
Although ISRS 4400 provides that independence is not a requirement for agreed-upon procedures engagements, the Contracting Authority requires that the Expenditure Verifier is independent from the Reporting Entity and complies with the independence requirements of the IFAC Code of Ethics for Professional Accountants.
[bookmark: _Toc498950163][bookmark: _Toc498950165][bookmark: _Toc498950166][bookmark: _Toc498950169][bookmark: _Toc498950171][bookmark: _Toc498950172][bookmark: _Toc498950177][bookmark: _Toc519678195][bookmark: _Toc519678212]Requirements for the Expenditure Verifier
[bookmark: _Toc519678196][bookmark: _Toc519678213]General Principles
By agreeing these ToR, the Expenditure Verifier confirms meeting at least one of the following conditions:
· The Expenditure Verifier is a member of a national accounting or auditing body or institution which in turn is a member of the International Federation of Accountants (IFAC).
· The Expenditure Verifier is a member of a national accounting or auditing body or institution. Although this organisation is not member of the IFAC, the Expenditure Verifier commits to undertake this expenditure verification in accordance with the IFAC standards and ethics set out in these ToR.
· The Expenditure Verifier is registered as a statutory auditor in the public register of a public oversight body in an EU member state in accordance with the principles of public oversight set out in Directive 2006/43/EC of the European Parliament and of the Council (this applies to auditors and audit firms based in an EU member state)[footnoteRef:2].  [2: 	Directive 2006/43 of the European Parliament and of the Council of 17 May 2006 on statutory audits of annual accounts and consolidated accounts, amending Council Directives 78/660/EEC and 83/349/EEC and repealing Council Directive 84/253 EEC.
] 

· The Expenditure Verifier is registered as a statutory auditor in the public register of a public oversight body in a third country and this register is subject to principles of public oversight as set out in the legislation of the country concerned (this applies to auditors and audit firms based in a third country).
[bookmark: _Toc519678197][bookmark: _Toc519678214]Qualifications, Experience and Team Composition
[bookmark: _Toc482192621][bookmark: _Toc519678215]Qualifications and Experience

The Expenditure Verifier will employ staff with appropriate professional qualifications and suitable experience with IFAC standards and with experience in verifying financial information of entities comparable in size and complexity to the Reporting Entity. In addition, the verification team as whole should have:
· Experience with programmes and projects related to External Relations funded by national and/or international donors and institutions. It is desirable that the team leader and, where applicable, the fieldwork team, i.e. either the audit manager (category 2) or the senior auditor (category 3) has experience with audits of EU funded External Relations actions.
· [Experience with audits/verifications in <specify geographic zone, country>]
· [Experience with audits/verifications of <specify sector or instrument>]
· [Sufficient knowledge of relevant laws, regulations and rules in the country concerned. This includes but is not limited to taxation, social security and labour regulations, accounting and reporting.] 
· [Fluency in <language(s)>]
· [A good knowledge of <required knowledge>]
[bookmark: _Toc519678216]Team Composition
[bookmark: _Toc519678046][bookmark: _Toc519678217]The team of auditors required for this engagement will be composed of a category 1 auditor who has the ultimate responsibility for the expenditure verification and a team which is composed of an appropriate mix of category 2 – 4 auditors.
[bookmark: _Toc519678218]Categories of staff/experts
Category 1 – (Audit Partner)
A Category 1 expert (audit partner) should be a partner or another person in a position similar to that of a partner and be a highly qualified expert with relevant professional qualifications who assumes or has assumed senior and managerial responsibilities in public audit practice.
He/she should be a member of a national or international accounting or auditing body or institution. He/she must have at least 12 years of professional experience as a professional auditor or accountant in public audit practice. Experience with audit related services in beneficiary countries of EU External Action Programmes will particularly be taken into account for the evaluation at the level of specific contracts.
The audit partner will be the person who will be responsible for the specific contract and its performance as well as for the report that is issued on behalf of the firm. He/she has the appropriate authority from a professional, legal or regulatory body and is authorized to certify accounts by the laws of the country in which the audit firm is registered.
Category 2 – (e.g. Audit Manager)
Audit managers should be qualified experts with a relevant university degree or professional qualification. They should have at least 6 years of experience as a professional auditor or accountant in public audit practice including relevant managerial experience of leading audit teams.
He/she should be a member of a national or international accounting or auditing body or institution.
Category 3 – (e.g. Senior Auditor)
Senior auditors should be qualified experts with a relevant university degree or professional qualification and at least 3 years professional experience as a professional auditor or accountant in public audit practice.
Category 4 – (e.g. Assistant Auditor)
Assistant auditors should have a relevant university degree and at least 6 months professional experience in public audit practice.
[bookmark: _Toc519678219]Curricula Vitae (CVs)
The Expenditure Verifier will provide the Contracting Authority with CVs of the staff/experts involved in the expenditure verification. The CVs will include appropriate details for the purpose of the evaluation of the offer on the relevant specific experience for this expenditure verification and the qualifying work carried out in the past.
[bookmark: _Toc499105154][bookmark: _Toc499110304][bookmark: _Toc499110361][bookmark: _Toc499105159][bookmark: _Toc499110309][bookmark: _Toc499110366][bookmark: _Toc499105160][bookmark: _Toc499110310][bookmark: _Toc499110367][bookmark: _Toc499105161][bookmark: _Toc499110311][bookmark: _Toc499110368][bookmark: _Toc499105162][bookmark: _Toc499110312][bookmark: _Toc499110369][bookmark: _Toc499105163][bookmark: _Toc499110313][bookmark: _Toc499110370][bookmark: _Toc499105165][bookmark: _Toc499110315][bookmark: _Toc499110372][bookmark: _Toc499105166][bookmark: _Toc499110316][bookmark: _Toc499110373][bookmark: _Toc499105167][bookmark: _Toc499110317][bookmark: _Toc499110374][bookmark: _Toc499105168][bookmark: _Toc499110318][bookmark: _Toc499110375][bookmark: _Toc139183040][bookmark: _Toc519678198][bookmark: _Toc519678220]Scope
[bookmark: _Toc519678199][bookmark: _Toc519678221][bookmark: _Toc139183043]Contracts and Financial Reports covered by these ToR
The Contract(s) and Financial Reports subject to this expenditure verification are indicated on the cover sheet and in Annex 1.
[bookmark: _Toc519678200][bookmark: _Toc519678222]Conditions for Eligibility of Expenditure
The conditions for eligibility are stipulated in the Contracts which are provided in Annex 1 (including riders).
Further documents (e.g. Financing Decisions, Financing Agreements, Framework Agreements) that the Expenditure Verifier might deem to be required for the purposes of this expenditure verification will be provided by the Contracting Authority on request.
Expenditure Verifiers will inform the Contracting Authority as soon as possible about any limitations in the scope of work they may find prior to or during the verification. 
The Expenditure Verifier will report any attempt by the Reporting Entity or its staff to restrict the scope of the verification, or any lack of co-operation on the part of the Reporting Entity or its staff. The Expenditure Verifier will consult the Contracting Authority on what action may be required, whether or how the expenditure verification can be continued and whether changes in the verification scope or the timetable are necessary.
[bookmark: _Toc519678201][bookmark: _Toc519678223]Verification Process and Methodology
[bookmark: _Toc519678202][bookmark: _Toc519678224]Preparation of the Verification
The Expenditure Verifier shall contact the Reporting Entity as soon as possible (and no later than 7 calendar days) after the formal announcement by the Contracting Authority of the expenditure verification to the Reporting Entity, so as to prepare the verification and to agree on the timing for carrying out the expenditure verification, notably with regard to fieldwork (if any) (see Section 6.2. for applicable maximum time lags). The Expenditure Verifier will then also confirm with the Reporting Entity the location(s) indicated in Annex 1 and ensure that relevant supporting documents as well as key staff will be available during the verification.
[bookmark: _Ref500857033][bookmark: _Toc519678203][bookmark: _Toc519678225]Preparatory Meeting, Fieldwork, Desk Review
[The Contracting Authority foresees a preparatory meeting with the Expenditure Verifier which will be held [<Choose either one or both> by conference call or at <name and address of the meeting place should be clearly stated>.]
The field work or desk review shall commence as soon as possible and not later than <xx calendar> days after the signature of the verification contract or the date of availability of the Financial Report (i.e. financial report, supporting documents and other relevant information).
[bookmark: _Toc519678226]Engagement Context, Materiality, Risk Analysis, Sampling
The Expenditure Verifier's procedures should include:
· obtaining a sufficient understanding of the engagement context including the contractual conditions, the Reporting Entity and the applicable EC laws and regulations which are set out in Section 5 above (Scope). The Expenditure Verifier should pay specific attention to the contractual provisions relevant for the following aspects:
· documentation, filing and record keeping for expenditure and income;
· eligibility of expenditure and income;
· procurement and origin rules insofar as these conditions are relevant to determine the eligibility of expenditure;
· asset management (management and control of fixed assets; e.g. equipment).
· cash and bank management (treasury);
· payroll and time management;
· accounting (including the use of exchange rates) and financial reporting of expenditure and income; and
· internal controls and notably financial internal controls. 

The understanding should be sufficient to identify and assess the risks of material errors or misstatements in the expenditure and revenue stated in the Financial Report in order to determine the size and structure of the expenditure sample to be tested, whether caused by error or fraud, and sufficient to design and perform further verification procedures.  
· performing a risk analysis (Annex 2).
The outcome of the risk analysis has to be clearly described in the Verification Report (Annex 3, Section 2.1);
· determining the sample size;
For the purpose of determining what the overall material misstatement or error is, the Expenditure Verifier will apply a materiality threshold of 2% of the total amount of the gross reported expenditure with a confidence level of 95%.
· establishing the sample and selecting the individual items for testing (Annex 2).
The link between the risk assessment and the size and composition of the sample, as well as the sampling method (statistical/non-statistical) must be clearly described in the Verification Report (Annex 3, Section 2.2);
[bookmark: _Toc519678227]Fieldwork / Desk Review
The main task during the fieldwork or desk review will be to perform the substantive tests (Annex 2, Section 2). Key information about the testing process must be provided in the Verification Report (Annex 3, Section 4.1).
[bookmark: _Toc519678228]Debriefing Memo and Closing Meeting
At the end of the fieldwork or desk review, the Expenditure Verifier should prepare a debriefing memo, organize a closing meeting with the Reporting Entity in order to discuss the findings, obtain its initial comments and agree on additional information to be provided at a later date. [If the Reporting Entity is not the Contracting Authority for the expenditure verification, the representative of the Commission in charge of the audit will be invited to attend the closing meeting.]
[bookmark: _Toc482192631][bookmark: _Toc519678229]Complementary Letter
The Expenditure Verifier may at any time during the expenditure verification process draw up a complementary letter to inform the Commission about facts and issues that are considered of particular interest and importance. Suspicions of fraud or irregularity should be reported immediately.
[bookmark: _Toc519678230]Documentation and Verification Evidence 
The evidence to be used for performing the procedures in Annex 2 is all financial and non-financial information which makes it possible to examine the expenditure declared in the Financial Report. 
The Expenditure Verifier documents matters which are important in providing evidence to support the report of factual findings, and evidence that the work was carried out in accordance with ISRS 4400 and these ToR.
[bookmark: _Toc519678204][bookmark: _Toc519678231]Reporting
[bookmark: _Toc519678232]Structure and Content of the Report
The use of the Expenditure Verification Report template in Annex 3 of these ToR, including the annexed tables, is compulsory.
If the verification scope covers Financial Reports related to different Contracts, a separate and specific report should be issued for each Contract.
The report should provide basic information about the Contract and should describe the outcome of the risk analysis and its implications on the sampling. The report should also give an overview of the substantive testing and fully disclose the information regarding the items included in the expenditure population and in the sample. The report should finally detail the findings identified through the performance of the agreed-upon procedures.
The report should be presented in <language>. [An executive summary of the report in <English/French> should be provided along with the report.]
[<Option 1: applies if the Reporting Entity is the Contracting Authority for the expenditure verification. If this is not the case the entire paragraph for option 1 should be removed>
The Expenditure Verifier will submit within 21 working days of the conclusion of the field work a draft report to the Reporting Entity for comments to be received within 21 working days. This delay expired, the Expenditure Verifier will provide the final report to the Reporting Entity within 7 working days from the receipt of the comments (if any).]
[<Option 2: applies if the Reporting Entity is not the Contracting Authority for the expenditure verification. If this is not the case the entire paragraph for option 2 should be removed>
The Expenditure Verifier will submit a draft report to the Contracting Authority within 21 working days of the conclusion of the fieldwork or desk review. After the authorisation to do so by the Contracting Authority, the Expenditure Verifier will submit the draft report to the Reporting Entity and ask for its comments to be received within 21 working days. The Contracting Authority may foresee a meeting with the Expenditure Verifier before authorising the transmission of the draft report to the Reporting Entity. The target date for the Contracting Authority's authorisation to transmit the draft report will be 21 calendar days after receiving the draft report.
7 calendar days after receiving the Reporting Entity's comments, the Expenditure Verifier will submit a pre-final report to the Contracting Authority for comment and approval. The Contracting Authority may request the Expenditure Verifier to carry out additional work, in which case a reporting deadline should be agreed on a case-by-case basis
7 calendar days after receiving the Contracting Authority's comments, the Expenditure Verifier will submit the final report for the Contracting Authority's approval.]
[bookmark: _Toc485887180][bookmark: _Toc519678233]Expenditure Verification Findings and Recommendations
The factual findings shall be reported in accordance with the formats and criteria specified in the Expenditure Verification Report template (Annex 3). The description of findings will include the standard applied (e.g. art. xx of the General Conditions of the Contract), the facts and the analysis of the Expenditure Verifier. 
The verification report should include all financial findings made by the Expenditure Verifier, regardless of the amount involved. Changes in the financial findings occurring between the draft and the pre-final or final report as a result of the consultation procedure should be clearly and sequentially reported.
[bookmark: _Toc485887184][bookmark: _Toc519678234][Debriefing Meeting with the Contracting Authority
The Contracting Authority foresees a meeting with the Expenditure Verifier following receipt of the pre-final report. This meeting will be held [<Choose either one or both> by conference call or at  <name and address of the service and the meeting place should be clearly indicated>.]
[<6.3.4 applies if the Reporting Entity is not the Contracting Authority for the expenditure verification. If this is not the case the entire paragraph should be removed>
[bookmark: _Toc519678235]Access to supporting documents
The Expenditure Verifier shall retain electronic copies of the supporting documents reviewed for all expenditure items included in the sample and provide them to the Contracting Authority upon request for a period of 5 years after the approval of the Final Verification Report.]
[bookmark: _Toc519678205][bookmark: _Toc519678236]Other Matters
[bookmark: _Toc278956241][bookmark: _Toc485884541][bookmark: _Toc485887186][<7.1 applies only if the Reporting Entity is not the Contracting Authority for the expenditure verification. To be deleted if the Reporting Entity is the Contracting Authority for the expenditure verification.>
[bookmark: _Ref500862829][bookmark: _Toc519678206][bookmark: _Toc519678237]Contradictory Procedure and Follow-Up
[After receipt of the final expenditure verification report the Commission will begin a formal contradictory procedure with the Reporting Entity. The purpose of this procedure is for the Commission to discuss and agree with the Reporting Entity the corrective measures and actions which arise from the findings in the final report. The Expenditure Verifier may, where appropriate, be requested to provide clarifications or additional information with regard to the final report.]
[bookmark: _Toc278199279][bookmark: _Toc278956242][bookmark: _Toc485884542][bookmark: _Toc485887187][bookmark: _Toc519678207][bookmark: _Toc519678238]Subcontracting
The Expenditure Verifier will not subcontract without prior written authorisation from the Contracting Authority.
[bookmark: _Ref500836604][bookmark: _Toc519678208][bookmark: _Toc519678239]Annexes
Annex 1 - Engagement Context / Key Information
Annex 2 – Guidelines for Risk Analysis and Verification Procedures
Annex 3 - Model for Expenditure Verification Report
[The following annexes should only be included if an audit of the design and operating effectiveness of an internal control system is foreseen
Annex 4 – Guidelines for Systems Audit (take annex 2 of ToR for a systems audit of design and operating effectiveness)
Annex 5 – Model for Systems Audit Report (take annex 3 of ToR for a systems audit of design and operating effectiveness)]


TERMS OF REFERENCE FOR AN 
EXPENDITURE VERIFICATION
Annex 1/<…[footnoteRef:3]>: Engagement Context / Key Information  [3:  Sequential number. Fill in a separate annex per contract covered. ] 


Contract[footnoteRef:4] and report summary  [4:  Contract in relation to which the financial report subject to verification is issued. The contract established with the expenditure verifier will be identified as "Verification Contract"] 


Contract number / IT system:			<example: 286637 / CRIS>
Contract title: 					<contract title>
Contract type:					<contract type>

Financial Report(s) subject to verification:		<DD/MM/YYYY-DD/MM/YYYY>
						<DD/MM/YYYY-DD/MM/YYYY>
						<DD/MM/YYYY-DD/MM/YYYY>


Reporting Entity:					<name> 
Other Spending Entities[footnoteRef:5]				<name(s)> [5:  The term "Other spending entities" identifies the entities, beyond the reporting one, which incurred part of the reported expenditure.] 


Country:						<Country where the Contract is implemented>

Commission Service in charge of the Contract:		<DG-Unit/EUD>

Contracting Authority for the expenditure verification:	<EC (DG-Unit/EUD) or Reporting Entity> 

[the following information is needed only for verifications launched by the Commission 
Audit Module record: 	<example: 95592 / one record per Contract subject to verification>
Verification Contract number / IT system: 		<example:385446/CRIS>]



	A	Logistics

	Issue
	Question
	Reply

	
Locations
	1. Where do the Reporting Entity and Other Spending Entities retain the accounting records?
	

	
	2. Where do the Reporting Entity and Other Spending Entities retain the original supporting documents?
	

	
	3. Where were contractual activities carried out?
	

	
	4. Where are key project staff available to provide information and explanations?
	

	
Languages
	5. Which is the contractual language?
	

	
	6. Which is the language of the accounting records?
	

	
	7. Which are the languages of supporting documents?
	

	
	8. Which languages are spoken by key project staff?
	



	B	Contractual Conditions

	Contract amount
	9. What is the total amount of the contract?
	

	EC contribution
	10. What is the amount of the EC contribution?
	

	Other contributions
	11. Which are the other sources of funding (including the Reporting Entity)?
	Source 1 / amount

	
	
	Source 2 / amount

	
	
	Source 3 / amount

	
	
	Source 4 / amount

	
	
	Source 5 / amount



	
C	Financial Report (enclosed as Annex 1.1)

	Financial report
	12. Approximately how many expense transactions have been reported / are expected to be reported in the Financial Report?
	

	
	13. What is the distribution of these transactions (e.g. capital expenditure, operating expenditure, fees, simplified costs, per diem, etc.), Are the transactions few/many of large/small value?
	

	
	14. To what extent have Project transactions been carried out in cash?  
	[high, medium, low]

	
	15. In which currencies has expenditure been incurred? 
	

	
	16. What is the reporting currency? 
	

	
	17. How many other Financial Reports have already been presented by the Reporting Entity under this contract?
	



	D	Procurement

	Procurement

	18. How many procurement procedures have been undertaken during the period covered by the Financial Report?
	

	
	19. Was the EC involved in any of the procurement procedures referred to in question 18 (e.g. ex-ante verifications or derogations to the rule of origin)?
	

	
	20. Are works done and supplies delivered under the contract located centrally or are they dispersed?
	



	
E	Previous contracts verifications, audits or monitoring

	Previous verifications, audits or monitoring
	21. Which previous experience did the Entity have with EC contracts and associated regulations? 
	

	
	22. How many of the previously presented Financial Reports (if any) have been subject to audit/verification by external consultants contracted by the Contracting Authority?
	

	
	23. Have any verification, audit or monitoring exercises other than those referred to under numeral 22 been carried out with regard to the contract or the Reporting Entity that are relevant for the scope of the current verification?
	

	
	24. Have any significant findings been raised under the exercises referred to in questions 22 and 23? If so, what are they?
	

	
	25. Have any instances of fraud or irregularities been previously identified in dealings with the particular Entity?
	


	
F	Contact Details

	Reporting Entity: <full name of the entity subject to audit>

	Address
	
	Country
	

	Phone
	
	Fax
	

	Website
	

	Key contact  



Annex 1/<… >.1: Financial Report(s) to be verified
Annex 1/<… >.2: Contract and riders
<Other documents to be sent to the Auditor, (e.g. narrative reports, previous audit reports)>
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TERMS OF REFERENCE FOR AN 
EXPENDITURE VERIFICATION

Annex 2: Guidelines for risk analysis and 
verification procedures 
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2.5	EXPENDITURE NECESSARY FOR THE IMPLEMENTATION OF THE CONTRACTUAL ACTIVITIES, REASONABLE AND JUSTIFIED	3
2.6	EXPENDITURE IDENTIFIABLE AND VERIFIABLE	3
2.7	COMPLIANCE WITH PROCUREMENT PRINCIPLES AND NATIONALITY AND ORIGIN RULES	3
2.8	EXPENDITURE COMPLIES WITH THE REQUIREMENTS OF APPLICABLE TAX AND SOCIAL LEGISLATION	3
2.9	FINANCIAL SUPPORT TO THIRD PARTIES (SUB-GRANTING)	3
2.10	OTHER ELIGIBILITY REQUIREMENTS	4
2.11	ADDITIONAL CHECKS NOT INCLUDED IN THE STANDARD VERIFICATION PROCEDURE	4



[bookmark: _Toc519778670]
1. RISK ANALYSIS AND DETERMINATION OF THE SAMPLE

The Expenditure Verifier should assess the risks of material errors or misstatements in the expenditure and revenue declared in the Financial Report in order to determine the size and structure of the expenditure sample to be tested according to the procedures described in Section 2.

This work involves an assessment of the inherent risks that:
•	The Financial Report is not reliable, i.e. that it does not present, in all material aspects, the actual expenditure incurred and the revenue received in conformity with applicable conditions.
•	Expenditure declared in the financial report has not, in all material aspects, been incurred in conformity with applicable contractual conditions.
•	Revenues generated by the Reporting Entity in the execution of the contract are not deducted from the declared expenditure in conformity with applicable conditions. 
•	Fraud and irregularities have occurred which could have had an impact on expenditure and/or revenue reported under the contract.

The Expenditure Verifier should assess the inherent risk based, inter alia, on the number and complexity of the transactions, the complexity of the activities provided for by the Contract, the number of implementing Entities involved and the environment where the Contract is implemented. In addition the Expenditure Verifier, based inter alia on the information provided in annex 1 to the Terms of Reference (Engagement Context / Key Information) will consider the control risk, i.e. whether the design of the Internal Control System sufficiently mitigates the identified inherent risks and whether it is plausible that it is operating effectively.

[bookmark: _Toc519778671]2. EXPENDITURE VERIFICATION PROCEDURES 

The following checks must be performed by the Expenditure Verifier unless they are irrelevant in relation to the eligibility criteria applicable to the contract type. Therefore the Expenditure Verifier is required to gain appropriate understanding of such requirements in order to carry out only the relevant checks and properly apply the relevant eligibility requirements. 

[bookmark: _Toc519778672]2.1 	The expenditure was incurred by and pertains to the Entity.
[bookmark: _Toc519778673]2.2 	The expenditure is recorded in the accounting system of the Reporting Entity or of the Other Spending Entities.
The expenditure is recorded in the accounting system of the Reporting Entity or of the Other Spending Entities in accordance with the applicable accounting standards and the Reporting Entity’s usual cost accounting practices.
[bookmark: _Toc519778674]2.3	Expenditure incurred during the contractual eligibility period 
The expenditure declared in the financial report was incurred during the contractual implementation period of the Action, except for expenditure relating to final reports, expenditure verification, audit and evaluation. Expenditure paid after the submission of the financial report, is listed in the final report along with the estimated date of payment.
[bookmark: _Toc519778675]2.4	Expenditure indicated in the contractual estimated budget
The expenditure included in the financial report was indicated in the contractual budget.
The applicable budget ceilings were not exceeded.
The expenditure has been allocated to the correct heading of the Financial Report.
[bookmark: _Toc519778676]2.5	Expenditure necessary for the implementation of the contractual activities, reasonable and justified

It is plausible that the direct and indirect expenditures included in the financial report were necessary for the implementation of the contractual activities.

The amount of the expenditure items included in the financial report is reasonable and justified and respects the principle of sound financial management.
[bookmark: _Toc519778677]2.6	Expenditure identifiable and verifiable
The expenditure is backed up by sufficient supporting documentation (e.g. invoices, contracts, order forms, pay slips, time sheets) and proof of payment. 

Where expenditure was apportioned, the applied allocation key was based on sufficient, appropriate and verifiable underlying information.

The expenditure is backed up by evidence of works done, goods received or services rendered. The existence of assets is verifiable.
[bookmark: _Toc519778678]2.7	Compliance with Procurement Principles and Nationality and Origin Rules
For the expenditure items concerned, the Reporting Entity has complied with the contractual requirements for procurement. Contractual nationality and origin rules have been applied, including those on derogations to be awarded by the Commission.
[bookmark: _Toc519778679]2.8	Expenditure complies with the requirements of applicable tax and social legislation
For the expenditure items concerned the Reporting Entity complies with the requirements of tax and social security legislation (for example: employer’s part of taxes, pension premiums and social security charges).
[bookmark: _Toc519778680]2.9	Financial support to third parties (sub-granting)
Financial support to third parties is provided for by the contractual conditions and its amount does not exceed the contractual limits.
The expenditure incurred by the third parties meets the relevant eligibility requirements. In particular it was incurred by and pertains to the third party, during the contractual eligibility period, is necessary for the implementation of the contractual activities and is identifiable and verifiable (see definition at point 2.6).
[bookmark: _Toc519778681]2.10	Other eligibility requirements
Duties, taxes and charges, (e.g. VAT) included in the financial report cannot be recovered by the Entity unless otherwise provided for in the contractual conditions (accepted costs system). In the latter case these expenses are reported separately and relate to eligible direct expenditure.
The correct exchange rates are used where applicable.
The contingency reserve has been established in accordance to the contractual conditions and its use authorised by the Contracting Authority.
The indirect costs do not exceed the maximum contractual percentage of the eligible direct costs and do not include ineligible expenses or expenses already declared as direct ones.
Contributions in kind are not included in the financial report, unless otherwise provided for in the contractual conditions.
Expenditure specifically considered ineligible by the contractual conditions is not included in the financial report.
Expenditure declared under the simplified cost options respects the contractual requirements.
The revenues generated by the Reporting Entity in the execution of the contract are disclosed in the financial report and deducted from the declared expenditure, unless otherwise provided for in the contractual conditions.
[If additional checks are needed, notably in case specific objectives are established at point 2 of the Terms of Reference, then add the following:
[bookmark: _Toc519778682]2.11	Additional checks not included in the standard verification procedure
<Describe the additional checks>]
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<Annex 3: Model for >Expenditure verification Report













How this model should be completed by the Expenditure Verifier 

· insert the information requested between the <…> 
· choose the optional text between […] highlighted in grey when applicable or delete
· delete all yellow instructions and the present text box 
· replace footer by "EVR <Year of Report>– Contract <…> - Page …/…"
Apart from the addition of information and statements that reports on factual findings should contain in accordance with ISRS 4400, the standard wording can only be modified in exceptional cases and after prior consultation of DEVCO R2, Audit & Control Unit.


1. Background information 
1.1. Short description of the action subject to verification

	Contract number and title:
	

	Contract type
	< e.g. grant contract, programme estimate, service contract…>

	Financial Report(s) subject to verification
	<DD/MM/YYYY-DD/MM/YYYY>
<DD/MM/YYYY-DD/MM/YYYY>
<DD/MM/YYYY-DD/MM/YYYY>

	Reporting Entity and Other Spending Entities[footnoteRef:6] [6:  The term "Other spending entities" identifies the entities, beyond the reporting one, which incurred part of the reported expenditure] 

	< Identify the Reporting Entity and Other Spending Entities and provide key information about their legal form, nationality, size, main field(s) of activity and other elements deemed relevant – max 200 words>

	Location(s) where the Contract is implemented
	

	Contract execution period
	

	Contract implementation status
	< indicate on-going or completed >

	General and specific objectives of the Contract
	

	Synthetic description of the activities, outputs and target group 
	<max 300 words>




1.2. Basic financial information of the Contract (at the time of the verification)
Expenditure
	Budget Headings
	Budgeted Expenditure (amount)
	Reported Expenditure (amount)

	Budget Heading "…"
	 
	 

	…
	 
	 

	Total
	 
	 


1.2.1 Contributions 
	Source of Contribution
	Budgeted Contribution (amount)
	Actual Contribution 
(amount)

	EU
	 
	 

	Reporting Entity
	 
	 

	Spending Entity 1
	 
	 

	…
	 
	 

	Other Donor 1
	 
	 

	…
	 
	 

	Total
	 
	 


1.2.2 Revenues
	Revenue Types
	Budgeted Revenues 
(amount)
	Actual Revenues 
(amount)

	Type "…"
	 
	 

	Type "…"
	 
	 

	…
	 
	 

	Total
	 
	 






1.3.Verified Financial Reports/Invoices

See annex 3.1
2. Risk analysis
2.1. Outcome of risk analysis

Based on the risk analysis performed according to the Terms of Reference, provide succinct information about the identified risks possibly affecting the verified report, regarding the action, the context in which the latter is implemented, the beneficiaries and the target group.
<E.g. action implemented via complex procurement procedures, financial assistance to third parties (sub-grants) or revolving funds, transactions incurred in several currencies, technical complexity, high corruption perception index, instances of political interference, predominance of cash payments, number of parties involved, partners lacking administrative capacity, known weaknesses in internal control systems, lack of involvement or cooperation of the target group, history of fraud cases. (max. 300 words)>
In addition, please identify possible mitigating factors.
< E.g. previous audit or verification work, evidence of close follow up by the contracting authority, good results yielded in the past by the implementing partner, etc. (max. 150 words)>

2.2 Implications on the sampling

Explain how the identified risk factors are reflected in the structure and size of the sample.
<Based on the identified risk factors, describe how the sample was selected (e.g. statistical/judgemental sampling, stratification, etc.), what type of transactions were prioritised (e.g. amount above xx EUR, expensed declared by co-beneficiary XY, staff expenditure, payments to sub-grantees, etc.) what is the coverage ratio in amount and number of transaction (max. 200 words)>
3. Transaction population and sample
3.1 Sampling Highlights/Overview

The sample size was determined based on a materiality threshold of 2% of the total amount of reported expenditure with a confidence level of 95% and considering the risk analysis presented above.
	Report/invoice: <indicate the report/invoice number and cut-off dates>

	
	Population
	Audited sample

	Number of transactions
	
	

	Value of transactions EUR
	
	


[If more than one financial report/invoice is verified, repeat as applicable]
A complete list of the transactions included in the population is to be included in Annex 3.2. The Contracting Authority may request the Expenditure Verifier to exclude from the population the transactions included in the financial report but already rejected during the ex-ante verifications.
Section 3.2 applies only if the Reporting Entity is not the Contracting Authority for the expenditure verification. If this is not the case the entire section 3.2 should be removed.
3.2 Reconciliation of the reports/invoices with the Commission accounting records

In case the report/invoice amount is different from that of the relevant accounting record (invoice, clearing, payment), fill in this table
	Report/invoice: <indicate the report number and cut-off dates>

	Total amount of the verified report
	)

	+/- corrections following external ex ante verifications
	

	+/- corrections following internal ex ante verifications
	

	Amount of the Commission's accounting record
	


If more than one financial report/invoice is verified, repeat as applicable. If financial reports under different Contracts are verified, include the contracts reference
4. Substantive testing 
4.1. Short description of the testing process

Compliance with the Terms of Reference and with the International Standard on Related Services (ISRS) 4400.
<Confirm that the testing procedures established in the annex 2 to the Terms of Reference were fully applied or disclose any scope limitation. Also confirm that the testing was executed in accordance with the International Standard on Related Services (ISRS) 4400, “Engagements to Perform Agreed-upon Procedures Regarding Financial Information”.>
Provide the key information about the testing process.
<E.g. describe if the audit work took place at the implementing partner's premises, whether qualified representatives of the auditee were present, if they were cooperative, if the supporting documentation was available in full, if additional documents had to be received after the field mission, whether evidence of the equipment transfer is available, if physical inspections were performed, any scope limitations, etc. (max. 300 words)>
5. Summary of findings
5.1. Summary of errors detected

<Description of the main outcomes of the transaction testing (e.g. type of errors detected, type of transactions, geographic scope, sector, involved implementing partners, etc.) (max. 200 words)>
5.2. Classification of errors by compliance issue

	No
	Compliance issue / reason for ineligible expenditure
	No of findings
	Amount €

	
	
	
	

	1
	Missing / inadequate documentation
	 
	 

	2
	Incorrect procurement procedure applied
	 
	 

	3
	Expenditure outside contractual period
	 
	 

	4
	Expenditure includes VAT / other taxes
	 
	 

	5
	Incorrect exchange rate used
	 
	 

	6
	Budget exceeded
	 
	 

	7
	Expenditure not for project purposes
	 
	 

	8
	Fraud and irregularities
	 
	 

	9
	Income not declared / not reported
	 
	 

	10
	Other financial findings
	 
	 

	 
	Total financial findings
	 
	 



5.3 Audit team
<List names and expert category levels for this report.>

<Name and signature of the Verifier>
<Verifier's address: office having responsibility for the audit>
 [for final reports <Date of signature> the date when the final report is signed]


Annex 3.1: Financial reports/invoices provided by the auditee
Annex 3.2: Procedures performed
Annex 3.3: Table of transactions - provided as Excel file
Annex 3.4: Table of errors - provided as Excel file 


[bookmark: _Toc149734320]Annex 4	Guidelines for System Audit (Systems Audit Procedures (design and operating effectiveness of Internal Control Systems))
4.1	Audit Documentation and Evidence
1	Audit Documentation (Working Papers)
The Auditor should in accordance with ISAE 3000, prepare audit documentation that provides:
-	A sufficient and appropriate record of the basis for the auditor’s report; and
-	Evidence that the audit was planned and performed in accordance with ISAs and applicable legal and regulatory requirements.
Audit documentation or working papers means the record of audit procedures performed, relevant audit evidence obtained, and conclusions the auditor reached. Audit file means one or more folders or other storage media, in physical or electronic form, containing the records that comprise the audit documentation or working papers for a specific engagement.
2	Audit Evidence
The Auditor should in accordance with ISAE 3000, ensure that audit evidence is gathered to support the Auditor's opinion and evidence that the audit was carried out in accordance with the IFAC International Framework for Assurance Engagements and International Standard on Assurance Engagements ('ISAE') 3000 for Assurance Engagements other than Audits or Reviews of Historical Financial Information.
The Auditor should obtain sufficient appropriate audit evidence to support audit findings and to draw reasonable conclusions on which to base the audit opinion. The Auditor uses professional judgment to determine whether audit evidence is sufficient and appropriate taking into account the Contractual Conditions.
3	Retention of Audit Documentation (Working Papers) 
The Auditor should retain audit documentation for the engagement (including evidence for audit fees and expenses such as invoices for hotel accommodation, air plane boarding cards, ticket stubs, time sheets etc.) for inspection by the Commission for a period of 5 years from the date of payment by the Commission of the Auditor's final invoice for this engagement. The Commission shall, on request and in accordance with the legislation in the country where the office having responsibility for the audit is based, have access to the audit documentation within this 5 year period.
4	Access to Records and Documents of the Entity
The Auditor should have full and unrestricted access at any time to all records and documents (including accounting records, contracts, minutes of meetings, bank records, invoices etc.), to employees of the Entity and to the Entity's locations insofar as this is possible and relevant to the audit of the Project. The Auditor may request the Entity to get access to banks (e.g. to request a bank confirmation), consultants and other persons or firms engaged by the Entity.


4.2	Planning
1	Preparatory Meeting with the Commission
The Commission normally foresees a preparatory meeting with the Auditor. This meeting will take place at DEVCO Headquarters in Brussels, or in the EU Delegation concerned by the audit or at another place whichever location is most appropriate and convenient for both parties. The purpose of this meeting is to discuss the planning, fieldwork and reporting of the audit and to clarify outstanding issues. The Commission and the Auditor may agree to use alternative methods to prepare the audit (e.g. conference calls).
2	Opening Meeting with the Entity
The Auditor should arrange for an opening meeting with the Entity to discuss and explain the planning, fieldwork and reporting. The Auditor will explain the nature, objectives and scope of the audit. The Auditor should inform the Commission about this meeting which may be attended by Commission representatives including the Audit Task Manager ('ATM').
During the preparatory and opening meeting the Auditor may request additional information and documents that he/she considers necessary or useful for the planning and fieldwork of the audit. The Auditor may contact the Entity directly to obtain such information.
3	Planning Activities, Audit Plan and Audit Work Programmes
The Auditor should plan the audit so that it will be performed in an effective manner and efficient manner. Adequate planning involves that appropriate attention is devoted to important areas of the audit, that potential problems are identified and resolved on a timely basis and that the audit is properly organised and managed in order to be performed in an effective and efficient manner. 
The Auditor should have an audit plan (or a similar planning document such as an audit work plan or a planning memorandum) documenting the audit approach and key principles of audit planning, fieldwork and reporting. The Auditor should have audit work programmes which detail and document the audit tests and procedures. The Auditor should provide copies of the audit plan and audit work programmes to the Commission's ATM on request.
4	Risk Assessment
The Auditor should assess the main risks to the achievement of the objectives of the Project including risks to the Project funding provided not being used in conformity with the applicable Contractual Conditions and the risk of error, irregularities and fraud with regard to Project funding. The assessment should be sufficient to design and perform further audit procedures and to determine the nature, timing and extent of test of controls.
The Auditor should assess whether the design of the Internal Control System sufficiently mitigates those risks and whether it is operating effectively.  
The Auditor should consider the risks of weaknesses and deficiencies in the design or operating effectiveness of internal controls to determine the nature, timing and extent of evidence gathering procedures. A weakness or a deficiency in controls exists where an internal control or series of internal controls does not reasonably prevent or detect risks that could have an adverse impact on the objectives of the Project. A deficiency in internal control exists when:
-	An internal control is designed, implemented or operated in such a way that it is unable to prevent, or detect and correct, errors and misstatements in the financial report for the Project on a timely basis; or
-	An internal control necessary to prevent, or detect and correct, errors and misstatements in the financial report for the Project on a timely basis is missing.
Risk assessment involves an assessment of the risks that:
· the Financial Report of the Project is not reliable i.e. that it does not present , in all material respects,  the actual expenditure incurred and the revenue received for the Project  in conformity with applicable Contractual Conditions;
· the Project funds provided by the Commission have not, in all material respects, been used in conformity with applicable Contractual Conditions;
· fraud and irregularities can occur or have occurred which have an impact on Project expenditure and income and which are not detected and corrected in a timely manner;
· the relevant Contractual Conditions for the Project are not complied with. For this purpose the Auditor can concentrate on the controls and control areas described in the ToR Section 6.2 (Planning and Fieldwork, obtaining an understanding of the engagement context).
4.3	Fieldwork
1	Obtaining evidence regarding the design of controls 
The scope of work should include an assessment of whether the design of the Internal Control System sufficiently mitigates the risks to the achievement of the Project (see point 2.2.4 above).
The Auditor should concentrate only on the key internal controls of the Entity and specifically those relating to the Project which are designed to prevent and detect material errors, irregularities or fraud with regard to the Project funding. The Auditor should determine which of the internal controls at the Entity were necessary to achieve the internal control objectives and assess whether these internal controls are suitably designed. 
The Auditor should consider qualitative as well as quantitative factors but this audit is not a performance audit and therefore the Auditor should concentrate on financial internal controls rather than operational controls.
Evaluating the design of an internal control involves considering whether a control, individually or in combination with other controls, is capable of effectively preventing, or detecting and correcting weaknesses and deficiencies. 
Procedures to obtain evidence regarding the design of internal controls may include:
· Inquiring of Entity staff who may have relevant information;
· Evaluating whether descriptions of the Entity's internal controls, if available, fairly present the internal controls that have been designed and implemented;
· Inspecting Contractual Conditions;
· Observing operations and inspecting documents, reports, printed and electronic records of transaction processing, accounting procedures (e.g. bank reconciliation) and other key approval and internal control procedures (e.g. periodical expenditure reports, budget – actual comparisons, review and approval of timesheets etc.);
· Reperforming internal control procedures.
The Auditor may consider using flowcharts or questionnaires to facilitate assessing the design of the internal controls.
2	Tests of Controls
The scope of work should include an assessment of whether the Internal Control System is operating effectively.
The Auditor should test those internal controls that have been determined as necessary to achieve the internal control objectives and assess their operating effectiveness throughout the period.
An internal control is operating effectively if, individually or in combination with other controls, it provides reasonable assurance that 
· The Entity's internal control objectives are achieved and in particular that risks to the achievement of the objectives of the Project are properly managed and controlled;
· The risks of error, irregularities and fraud with regard to Project funding are properly and timely prevented or detected.
When designing and performing tests of controls, the Auditor should:
· Perform other procedures in combination with inquiry to obtain evidence about:
- How the internal control was applied;
- The consistency with which the internal control was applied; and
- By whom or by what means the internal control was applied;
· Determine whether internal controls to be tested depend upon other controls (indirect controls) and, if so, whether it is necessary to obtain evidence supporting the operating effectiveness of those indirect controls; and
· Determine means of selecting items for testing that are effective in meeting the objectives of the procedure.
When determining the extent of tests of controls, the Auditor shall consider matters including the characteristics of the population to be tested, which includes the nature of controls, the frequency of their application (for example, monthly, daily, a number of times per day), and the expected rate of deviation.
Audit procedures for tests of controls may include but are not limited to inspection (of records, documents and assets), observation, inquiry of management and others within the Entity, confirmation, recalculation and reperformance.

3	Sampling and other means of selecting items for testing
When designing and performing tests of controls the Auditor may apply audit sampling or other means of selecting items for testing. Audit sampling involves the application of audit procedures to less than 100% of items within a population of audit relevance (e.g. a class of transactions or account balance) such that all sampling units have a chance of selection in order to provide the auditor with a reasonable basis on which to draw conclusions about the entire population. 
Audit sampling can use either a statistical or non-statistical approach. The Auditor may use a judgmental selection of specific items from a population (e.g. high value or key items, all items over a certain amount, items to obtain information or items to test control activities). Selective examination does not constitute audit sampling. 
While selective examination of specific items will often be an efficient means of obtaining evidence, it does not constitute sampling. The results of procedures applied to items selected in this way cannot be projected to the entire population; accordingly, selective examination of specific items does not provide evidence concerning the remainder of the population. Sampling, on the other hand, is designed to enable conclusions to be drawn about an entire population on the basis of testing a sample drawn from it.
4	Using the work of internal auditors
When the Auditor determines that an internal audit function is likely to be relevant for the audit he/she (a) determines whether, and to what extent specific work of the internal auditors can be used, and (b) if using the specific work of the internal auditors, whether that work is adequate for the purposes of the audit. The Auditor should comply with ISA 610 'Using the Work of Internal Auditors' insofar as this ISA is relevant to the audit.
5	Written representations
In assurance engagements other than audits or reviews of historical financial information (ISAE 3000) the auditor should obtain representations from the management. A written representation is a statement by the management provided to the Auditor to confirm certain matters or to support other audit evidence. The Commission does not require that the Auditor obtains written representations but this is recommended. The Auditor may request a letter of representation signed by the member(s) of the management of the Entity who have the primary responsibility for the Project and its financial aspects. The Auditor may request a letter of representation in cases where there is a specific point to obtain supplementary verification.
6	Fraud and irregularities
If Auditor may find that a fraud or irregularity has occurred or is likely to have occurred and such findings should be reported to the Commission in a complementary letter. The Commission will decide on follow-up measures including where appropriate the launching of an investigation by OLAF.
7	Complementary letter
The Auditor may at any time during the audit process draw up a complementary letter if he/she considers that the Commission should be informed about facts and issues that are or may be urgent or of particular interest and importance to the Commission. 
This may cover issues that do not fall within the audit scope and/or the nature of which may be confidential or sensitive including for example indications and evidence of fraud or irregularities.
The Auditor should submit the complementary letter to the Commission as a separate and confidential letter independent of the audit report and solely addressed to the Commission. The ATM will ensure a proper and timely distribution to the relevant Commission services.
8	Debriefing Memorandum ('Aide Mémoire')
The Auditor will prepare a Debriefing Memo for discussion at the closing meeting. The Memo should outline the main audit findings which have resulted from the fieldwork and recommendations. A copy of the Memo should be sent to the ATM as soon.
9	Closing Meeting
The Auditor should organise a closing meeting with the Entity. The ATM and other Commission representatives can attend the meeting. The purpose of this meeting is to discuss the Debriefing Memo and to obtain the confirmation and initial comments of the Entity on the Auditor's findings and recommendations. The Auditor and the Entity can agree outstanding information to be provided by the Entity and where applicable a deadline for submission. The Auditor can inform the Entity about the reporting procedures. The Auditor should document any comments (verbal and written) made by the Entity and by Commission representatives and take these into account for the audit report.
4.4	Reporting
1	Basic Reporting Requirements and Language
The Auditor should report the results of the audit in accordance with the IFAC International Framework for Assurance Engagements and ISAE 3000, the practices of his/her audit firm and the requirements of these ToR.
The audit report should be objective, clear, concise, timely and constructive. 
The report should be presented in the language as indicated in Section 6.3 of the ToR. If the language of the report is other than English or French the Auditor should also provide an executive summary of the report in English or French.
2	Date of the Audit Report and the Independent Auditor's Report
The date of draft and pre-final reports should be the date when these reports are sent for consultation. The date on the cover page of the final audit report should be the date when the final Independent Auditor's Report is signed. 
Facts and events that have come to the Auditor's attention before the final Independent Auditor's Report is signed and which have an impact on that report (i.e. on the opinion and findings) must be taken into account. However, the auditor is under no obligation to enquire of the Entity's management and/or to carry out further audit procedures after the audit closing meeting and before the signature of the final report.
3	Procedure for the consultation and submission of the draft report
The Auditor should submit a draft report to the Commission (i.e. to the attention of the ATM) within 21 calendar days after the day of the closing meeting (i.e. the end of audit field work). The draft report should include the comments of the Entity insofar as these have already been obtained during the fieldwork of the audit and the closing meeting. 
A paper and an electronic version of the draft report along with a cover letter should be submitted. The word 'draft' should be clearly indicated on all versions.
The Commission should provide comments on the draft report to the Auditor within 21 calendar days from receipt of the draft report. The ATM should collect the Commission's comments and ensure a proper and timely submission to the Auditor. 
The Commission may request the Auditor to carry out additional audit work in which case a reporting deadline should be agreed on a case-by-case basis.
The Auditor should submit a draft report which takes into account the Commission's comments to the Entity (and a copy of that report with cover letter to the ATM) within 7 calendar days from receipt of the Commission's comments.
The Entity should submit comments to the Auditor within 21 calendar days from receipt of the draft report.
If the Entity's comments are not received within this deadline, the Auditor reminds the Entity until a written reply from the Entity is received. In the exceptional case where the Entity does not reply or where the absence of a reply leads to excessive delays in the consultation and reporting process, the Auditor contacts the Commission to discuss a solution. The Auditor should record and document causes and reasons for delays in the consultation of reports for which the Auditor is not responsible.
The Commission normally foresees a meeting with the Auditor after receipt of the draft audit report. This meeting will take place at DEVCO Headquarters in Brussels, or in the EU Delegation concerned by the audit or at another place whichever location is most appropriate and convenient for both parties. The purpose of this meeting is to discuss the draft report and any related issues that require specific attention. The Commission and the Auditor may agree to refer to alternative methods to discuss the report such as for example conference calls.
The Auditor may, where necessary or appropriate, propose a meeting with Commission and EU Delegation staff to discuss the draft report and the comments made thereon.
4	Procedure for the consultation and submission of the final report
If no additional audit fieldwork is required, the Auditor should submit a pre-final report to the Commission (i.e. to the attention of the ATM) within 7 calendar days from receipt of the Entity's comments on the draft report. The word 'pre-final' should be clearly indicated on the cover page of the pre-final report.
The Commission should inform the Auditor in writing whether it accepts the pre-final report within 14 calendar days from receipt of the pre-final report. 
The Auditor should submit a final report within 7 calendar days from receipt of the Commission's comments on the pre-final report.
The Auditor should then submit three original paper versions (two bound versions and one loose-leaf) and one electronic version of the final report along with a cover note to the Commission. In the cover note the Auditor should confirm that two original paper versions of the final audit report have been sent to the Entity. The reports should be provided on original letterhead of the Auditor. The word 'final' should be clearly indicated on all versions. The Auditor should also send an electronic version of the final report i.e. a scanned copy (in PDF format) of the signed and dated final report with the Auditor's letterhead paper should also be sent to the ATM.
The ATM will ensure submission of the final audit report to the Commission services concerned.
The period between the audit closing meeting and the submission to the Commission of the final audit report should not exceed 98 calendar days or 14 weeks.


[bookmark: _Toc139188185]<Annex 5	Model for System Audit Report (Systems Audit Report (design and operating effectiveness of Internal Control Systems))

<AUDITOR'S LETTERHEAD>

EUROPEAN COMMISSION
EUROPEAID DEVELOPMENT AND COOPERATION DIRECTORATE GENERAL ('DEVCO')
 [DRAFT, PRE-FINAL OR FINAL] REPORT[footnoteRef:7] [7:  The European Commission has requested this report. The views expressed in this report are those of the external auditor and in no way reflect the official opinion of the European Commission. This report is intended solely for the information and use of the European Commission for the purpose of its control of the use of funds of the project concerned by the audit. It may be disclosed to those EU official authorities having regulatory right of access to it, such as  the European Court of Auditors, the Interanl Audit Service and the European Anti Fraud Office. This report should not be used by any other party or for other than its intended purpose.] 
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INSTRUCTIONS FOR USING THIS MODEL REPORT

This model report for a systems audit of the design and operating effectiveness of the Internal Control System provides a report format and structure for the Auditor and it also includes guidance for the content of the report sections. 
· All grey shaded text in <Italic> is guidance which should be removed. 
· All text which is not grey shaded can be used by the Auditor for drawing up the report. 
The Auditor can modify text as he/she sees fit except for the prescribed text of the Independent Auditor's report.
· This model report includes four formats for the Independent Auditor's Report for a Systems Audit of the design and operating effectiveness of the Internal Control System: unqualified, qualified and adverse opinion and disclaimer of opinion.
Models which do not apply should be fully removed.
The prescribed text and wording of the Independent Auditor's Assurance Report for a Systems Audit should be respected at all times and not be changed.
This instruction page should be removed from the report



[bookmark: _Toc287457481][bookmark: _Toc287520213][bookmark: _Toc288145788]
GUIDANCE FOR AUDIT OPINIONS
The Auditor should assess the magnitude (i.e. minor, significant or fundamental) of the weaknesses in the Internal Control System. For the purpose of determining what is a material weakness or deficiency in the Internal Control System the Auditor should assess whether the absence or failure of a control or a series of controls results in a significant risk of material error, irregularity or fraud in the use of the Project funds provided by the European Commission. The assessment of the magnitude of weaknesses in the Internal Control System is a matter of professional judgment of the Auditor.
If the Auditor's internal control findings relate to minor weaknesses in the Internal Control System which do not pose a significant risk to the achievement of the objectives of the Project, the effects of these weaknesses should be considered as not material in the context of the audit. The Auditor should express an unqualified opinion and use an Emphasis of Matter paragraph to draw the attention to findings for minor weaknesses in the Internal Control System, if any.
If the Auditor's internal control findings relate to significant weaknesses in the Internal Control System which pose a substantial risk to the achievement of the objectives of the Project, the effects of these should be considered as material in the context of the audit. The Auditor should express a qualified opinion
If the Auditor's internal control findings relate to fundamental weaknesses in the Internal Control System which pose a critical risk to the achievement of the objectives of the Project, the effects of these should be considered as material and pervasive in the context of the audit. The Auditor should express an adverse opinion.
In cases of scope limits the Auditor should assess the uncertainty and the possible effects of the uncertainty on the design and operating effectiveness of the Internal Control System and decide whether it is appropriate to issue a qualified, adverse or disclaimer of opinion.



[bookmark: _Toc437853876]
Independent Auditor's Report – Systems Audit
Design and operating effectiveness of the Internal Control System

<Format for an unqualified opinion>
European Commission 
EuropeAid Development and Co-operation Directorate General <or: Delegation of the European Union in country>
Rue de la Loi / Wetstraat 41 <or: address of EU Delegation concerned>
B-1040 BRUSSELS

We have audited the Internal Control System set up and operated by [name], the ‘Entity’ for the project entitled [title of the project], the ‘Project’ and for the purpose of managing risks to the achievement of the objectives of the Project. These risks include risks to the Project funding provided by the European Commission not being used in conformity with the applicable Contractual Conditions as set out in section 2.2 of our report and the risk of error, irregularities and fraud with regard to Project funding.
This systems audit covers the design and operating effectiveness of the Internal Control System in the period from [date] to [date].
Our findings are set out in the relevant sections of our report, which is made solely to the European Commission in order to gain assurance that risks to the achievement of the objectives of the Project are properly managed and controlled.  
Respective Responsibilities of the Entity's management and auditors
The Entity’s management are responsible for the design, implementation and effective operation of the Internal Control System, including the management and control of risks to the achievement of the objectives to the Project.
Our responsibility is to audit the Internal Control System and to report our findings to the European Commission in accordance with the Terms of Reference for the audit engagement.  These specify that we should carry out our work in accordance with the International Framework and Standards for Assurance Engagements (issued by the International Federation of Accountants) insofar as these standards can be applied in the specific context of a systems audit intended to provide assurance that risks to the achievement of the objectives of the Project are properly managed and controlled. These standards require us to observe applicable ethical standards in the conduct of our work.
Scope of the audit 
The scope of our audit is set out in our Terms of Reference as noted in Section 3 of our report.  It includes an assessment of the main risks to the achievement of the objectives of the Project including risks to the Project funding provided not being used in conformity with the applicable Contractual Conditions and the risk of error, irregularities and fraud with regard to Project funding. The scope of our audit includes an assessment of whether the design of the Internal Control System sufficiently mitigates those risks and whether it is operating effectively.  
Our work is designed to concentrate only on the key internal controls of the Entity and specifically those relating to the Project which are designed to prevent and detect material errors, irregularities or fraud with regard to the Project funding.
For the purpose of determining what is a material weakness or deficiency in the Internal Control System we have assessed whether the absence or failure of a control or a series of controls results in a significant risk of material error, irregularity or fraud in the use of the Project funds provided by the European Commission.
Accordingly, our findings cannot be relied upon to disclose every weakness in internal control that may exist at the Entity or Project level.  Additionally, although our audit scope includes consideration of qualitative as well as quantitative factors, it is not a performance audit and therefore concentrates on financial internal controls rather than operational controls.
We have taken into account all the available evidence presented to us during our fieldwork which we finalised on [date of closing meeting], including the subsequent comments and information of the Entity and of the European Commission up to the date of this report. 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our unqualified opinion.
Unqualified Opinion
In our opinion the Internal Control System set up and operated by the Entity for the purpose of managing material risks to the achievement of the objectives of the Project, was suitably designed and operated effectively in the period from [date] to [date].
Emphasis of Matter <remove this paragraph if not applicable>
Without qualifying our opinion we draw your attention to the findings as set out in Section 4 of our report detailing minor weaknesses in the Internal Control System. As these weaknesses do not pose a significant risk to the achievement of the objectives of the Project, they are not considered to be material in the context of our audit. Nevertheless, we report them to you in accordance with our Terms of Reference in order that they may be brought to the attention of the Entity and remedied in order to further strengthen the Internal Control System.
Distribution and Use
The European Commission has requested this report and it is intended solely for the information and use of the European Commission and the Entity.


Auditors' signature <person or firm or both, as appropriate>.
Name of Auditor signing <person or firm or both, as appropriate>.
Auditor's address <office having responsibility for the audit>.
Date of signature <not be used for draft reports. The date when the final report is signed.>
[bookmark: _Toc437853877]
Independent Auditor's Report – Systems Audit
Design and operating effectiveness of the Internal Control System

<Format for a qualified opinion>
European Commission 
EuropeAid Development and Co-operation Directorate General <or: Delegation of the European Union in country>
Rue de la Loi / Wetstraat 41 <or: address of EU Delegation concerned>
B-1040 BRUSSELS

We have audited the Internal Control System set up and operated by [name], the ‘Entity’ for the project entitled [title of the project], the ‘Project’ and for the purpose of managing risks to the achievement of the objectives of the Project. These risks include risks to the Project funding provided by the European Commission not being used in conformity with the applicable Contractual Conditions as set out in section 2.2 of our report and the risk of error, irregularities and fraud with regard to Project funding.
This systems audit covers the design and operating effectiveness of the Internal Control System in the period from [date] to [date].
Our findings are set out in the relevant sections of our report, which is made solely to the European Commission in order to gain assurance that risks to the achievement of the objectives of the Project are properly managed and controlled.  
Respective Responsibilities of the Entity's management and auditors
The Entity’s management are responsible for the design, implementation and effective operation of the Internal Control System, including the management and control of risks to the achievement of the objectives to the Project.
Our responsibility is to audit the Internal Control System and to report our findings to the European Commission in accordance with the Terms of Reference for the audit engagement.  These specify that we should carry out our work in accordance with the International Framework and Standards for Assurance Engagements (issued by the International Federation of Accountants) insofar as these standards can be applied in the specific context of a systems audit intended to provide assurance that risks to the achievement of the objectives of the Project are properly managed and controlled. These standards require us to observe applicable ethical standards in the conduct of our work.
Scope of the audit 
The scope of our audit is set out in our Terms of Reference as noted in Section 3 of our report.  It includes an assessment of the main risks to the achievement of the objectives of the Project including risks to the Project funding provided not being used in conformity with the applicable Contractual Conditions and the risk of error, irregularities and fraud with regard to Project funding. The scope of our audit includes an assessment of whether the design of the Internal Control System sufficiently mitigates those risks and whether it is operating effectively.  
Our work is designed to concentrate only on the key internal controls of the Entity and specifically those relating to the Project which are designed to prevent and detect material errors, irregularities or fraud with regard to the Project funding.
For the purpose of determining what is a material weakness or deficiency in the Internal Control System we have assessed whether the absence or failure of a control or a series of controls results in a significant risk of material error, irregularity or fraud in the use of the Project funds provided by the European Commission.
Accordingly, our findings cannot be relied upon to disclose every weakness in internal control that may exist at the Entity or Project level.  Additionally, although our audit scope includes consideration of qualitative as well as quantitative factors, it is not a performance audit and therefore concentrates on financial internal controls rather than operational controls.
We have taken into account all the available evidence presented to us during our fieldwork which we finalised on [date of closing meeting], including the subsequent comments and information of the Entity and of the European Commission up to the date of this report. 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified opinion.
Basis for Qualified Opinion
We refer to our findings as set out in Section 1 (Summary of Findings) of our report detailing significant weaknesses in the Internal Control System and which therefore pose a substantial risk to the achievement of the objectives of the Project. The effects of these weaknesses to the design and operating effectiveness of the Internal Control System are considered to be material in the context of our audit.
[We were unable to obtain sufficient appropriate audit evidence about [describe issues] because [describe reasons / circumstances]. The effects of this to the design and operating effectiveness of the Internal Control System are material but not pervasive in the context of our audit.]
Qualified Opinion
In our opinion, except for the effects of the matters referred to in the preceding 'basis for qualified opinion' paragraph, the Internal Control System set up and operated by the Entity for the purpose of managing material risks to the achievement of the objectives of the Project was suitably designed and operated effectively in the period from [date] to [date].
Distribution and Use
The European Commission has requested this report and it is intended solely for the information and use of the European Commission and the Entity.

Auditors' signature <person or firm or both, as appropriate>.
Name of Auditor signing <person or firm or both, as appropriate>.
Auditor's address <office having responsibility for the audit>.
Date of signature <not be used for draft reports. The date when the final report is signed.>

[bookmark: _Toc437853878]Independent Auditor's Report – Systems Audit
Design and operating effectiveness of the Internal Control System

<Format for an adverse opinion>
European Commission 
EuropeAid Development and Co-operation Directorate General <or: Delegation of the European Union in country>
Rue de la Loi / Wetstraat 41 <or: address of EU Delegation concerned>
B-1040 BRUSSELS

We have audited the Internal Control System set up and operated by [name], the ‘Entity’ for the project entitled [title of the project], the ‘Project’ and for the purpose of managing risks to the achievement of the objectives of the Project. These risks include risks to the Project funding provided by the European Commission not being used in conformity with the applicable Contractual Conditions as set out in section 2.2 of our report and the risk of error, irregularities and fraud with regard to Project funding.
This systems audit covers the design and operating effectiveness of the Internal Control System in the period from [date] to [date].
Our findings are set out in the relevant sections of our report, which is made solely to the European Commission in order to gain assurance that risks to the achievement of the objectives of the Project are properly managed and controlled.  
Respective Responsibilities of the Entity's management and auditors
The Entity’s management are responsible for the design, implementation and effective operation of the Internal Control System, including the management and control of risks to the achievement of the objectives to the Project.
Our responsibility is to audit the Internal Control System and to report our findings to the European Commission in accordance with the Terms of Reference for the audit engagement.  These specify that we should carry out our work in accordance with the International Framework and Standards for Assurance Engagements (issued by the International Federation of Accountants) insofar as these standards can be applied in the specific context of a systems audit intended to provide assurance that risks to the achievement of the objectives of the Project are properly managed and controlled. These standards require us to observe applicable ethical standards in the conduct of our work.
Scope of the audit 
The scope of our audit is set out in our Terms of Reference as noted in Section 3 of our report.  It includes an assessment of the main risks to the achievement of the objectives of the Project including risks to the Project funding provided not being used in conformity with the applicable Contractual Conditions and the risk of error, irregularities and fraud with regard to Project funding. The scope of our audit includes an assessment of whether the design of the Internal Control System sufficiently mitigates those risks and whether it is operating effectively.  
Our work is designed to concentrate only on the key internal controls of the Entity and specifically those relating to the Project which are designed to prevent and detect material errors, irregularities or fraud with regard to the Project funding.
For the purpose of determining what is a material weakness or deficiency in the Internal Control System we have assessed whether the absence or failure of a control or a series of controls results in a significant risk of material error, irregularity or fraud in the use of the Project funds provided by the European Commission.
Accordingly, our findings cannot be relied upon to disclose every weakness in internal control that may exist at the Entity or Project level.  Additionally, although our audit scope includes consideration of qualitative as well as quantitative factors, it is not a performance audit and therefore concentrates on financial internal controls rather than operational controls.
We have taken into account all the available evidence presented to us during our fieldwork which we finalised on [date of closing meeting], including the subsequent comments and information of the Entity and of the European Commission up to the date of this report. 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our adverse opinion.
Basis for Adverse Opinion
We refer to our findings as set out in Section 1 (Summary of Findings) of our report detailing fundamental weaknesses in the Internal Control System and which therefore pose a critical risk to the achievement of the objectives of the Project. The effects of these weaknesses to the design and operating effectiveness of the Internal Control System are considered to be both material and pervasive in the context of our audit.
[We were unable to obtain sufficient appropriate audit evidence about [describe issues] because [describe reasons / circumstances]. The effects of this to the design and operating effectiveness of the Internal Control System are material and pervasive in the context of our audit.]
Adverse Opinion
In our opinion, because of the fundamental nature of the matters referred to in the preceding 'basis for adverse opinion' paragraph, the Internal Control System set up and operated by the Entity for the purpose of managing material risks to the achievement of the objectives of the Project was not suitably designed and did not operate effectively in the period from [date] to [date].
Distribution and Use
The European Commission has requested this report and it is intended solely for the information and use of the European Commission and the Entity.

Auditors' signature <person or firm or both, as appropriate>.
Name of Auditor signing <person or firm or both, as appropriate>.
Auditor's address <office having responsibility for the audit>.
Date of signature <not be used for draft reports. The date when the final report is signed.>
[bookmark: _Toc437853879]
Independent Auditor's Report – Systems Audit
Design and operating effectiveness of the Internal Control System

<Format for a disclaimer of opinion>

European Commission 
EuropeAid Development and Co-operation Directorate General <or: Delegation of the European Union in country>
Rue de la Loi / Wetstraat 41 <or: address of EU Delegation concerned>
B-1040 BRUSSELS

We have been engaged to audit the Internal Control System set up and operated by [name], the ‘Entity’ for the project entitled [title of the project], the ‘Project’ and for the purpose of managing risks to the achievement of the objectives of the Project. These risks include risks to the Project funding provided by the European Commission not being used in conformity with the applicable Contractual Conditions as set out in section 2.2 of our report and the risk of error, irregularities and fraud with regard to Project funding.
The purpose of this systems audit was to cover the design and operating effectiveness of the Internal Control System in the period from [date] to [date].
Respective Responsibilities of the Entity's management and auditors
The Entity’s management are responsible for the design, implementation and effective operation of the Internal Control System, including the management and control of risks to the achievement of the objectives to the Project.
Our responsibility is to audit the Internal Control System and to report our findings to the European Commission in accordance with the Terms of Reference for the audit engagement.  These specify that we should carry out our work in accordance with the International Framework and Standards for Assurance Engagements (issued by the International Federation of Accountants) insofar as these standards can be applied in the specific context of a systems audit intended to provide assurance that risks to the achievement of the objectives of the Project are properly managed and controlled. These standards require us to observe applicable ethical standards in the conduct of our work.
Basis for Disclaimer of Opinion
The scope of our audit is set out in the Terms of Reference as noted in Section 3 of our report. We were unable to obtain sufficient appropriate audit evidence about the [describe issues] because [describe reasons / circumstances]. The possible effects of this to the design and operating effectiveness of the Internal Control System could be both material and pervasive in the context of our audit. As a result of this uncertainty we do not have a basis for an opinion.

Disclaimer of Opinion 
Because of the significance of the matters described in the 'basis for disclaimer of opinion' paragraph, we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an opinion. Accordingly, we do not express an opinion on the design and operating effectiveness of the Internal Control System in the period from [date] to [date].
Distribution and Use
The European Commission has requested this report and it is intended solely for the information and use of the European Commission and the Entity.



Auditors' signature <person or firm or both, as appropriate>.
Name of Auditor signing <person or firm or both, as appropriate>.
Auditor's address <office having responsibility for the audit>.
Date of signature <not be used for draft reports. The date when the final report is signed.>




1. [bookmark: _Toc277857769][bookmark: _Toc437853880]
Summary of Findings
<Provide a summary (2-3 pages) of the detailed internal control findings in Chapter 4.>
0.1 [bookmark: _Toc278548405][bookmark: _Toc437853881]Summary of Internal Control Findings
[bookmark: _Toc277930485][bookmark: _Toc278207203][bookmark: _Toc278208366][bookmark: _Toc278269732][bookmark: _Toc278273425][bookmark: _Toc278294859][bookmark: _Toc278350546]Our detailed internal control findings in Section 4 can be summarised as follows:
	Finding n°.
	Internal control issue
	Title
	Priority (1)
	Entity comments

	1
	[same as in Section 3.1]
	[same title as in Section 4]
	[level 1,2 or 3]
	[agreed / disagreed]

	2
	
	
	
	

	3
	
	
	
	

	Etc
	
	
	
	



(1) Priority level of the recommendation (see Section 4).


0.2 [bookmark: _Toc277857778][bookmark: _Toc437853882]Key Audit Data for the Audit Module
The summary tables below contain key audit data and are solely for use of the Commission for internal reporting purposes in the Audit Module.
	Type of audit
	Systems audit - design and operating effectiveness of the Internal Control System

	Type of systems audit opinion
	[Qualified, Unqualified, Adverse, Disclaimer]




	Internal Control Findings

	N°
	internal control issue
	number  (1) findings
priority 1
	number findings
priority 2
	number findings
priority 3
	total 
number of findings

	1
	No documentation or inadequate documentation
	 
	
	 
	

	2
	Accounting system and procedures
	 
	
	 
	 

	3
	Financial reporting system and procedures
	 
	
	 
	 

	4
	IT systems and procedures (computerised information systems)
	 
	
	 
	 

	5
	Control environment
	 
	
	 
	 

	6
	Asset management including related procurement process and procedures
	 
	
	 
	 

	7
	Cash and bank management (treasury)
	 
	
	 
	 

	8
	Expenditure control including related procurement process and procedures
	 
	
	 
	 

	9
	Human resources and payroll management
	 
	
	 
	 

	10
	Other
	 
	
	 
	 

	 
	Total internal control findings
	 
	
	 
	 


[bookmark: _Toc270926453][bookmark: _Toc277079648][bookmark: _Toc277080285][bookmark: _Toc277080558][bookmark: _Toc277159292][bookmark: _Toc277226910][bookmark: _Toc277227015][bookmark: _Toc277227120][bookmark: _Toc277227225][bookmark: _Toc277227330][bookmark: _Toc277227435][bookmark: _Toc277227540][bookmark: _Toc277229419][bookmark: _Toc277257672][bookmark: _Toc277258060][bookmark: _Toc277852083][bookmark: _Toc277852811][bookmark: _Toc277857247][bookmark: _Toc277857779]
(1) This is the number of times a finding for the compliance issue concerned was made. For priority levels for ranking the recommendations relating to the findings see Section 4.

1 [bookmark: _Toc287432788][bookmark: _Toc287457489][bookmark: _Toc287520221][bookmark: _Toc288145796][bookmark: _Toc288146261][bookmark: _Toc288147660][bookmark: _Toc288147726][bookmark: _Toc150937215][bookmark: _Toc162933082][bookmark: _Toc437853883]
The Engagement Context
<This Chapter should contain a description of the engagement context of maximum 8 pages. Information in the ToR and related documents (e.g. ToR Annex ) can be taken.>
1.1 [bookmark: _Toc437853884][bookmark: _Toc149558828]Reason for the Audit
<Describe whether the audit was foreseen in a DEVCO Audit Plan and for what reason i.e. risk based or mandatory.> 
1.2 [bookmark: _Toc437853885]Contractual Conditions

<Describe agreements, contracts and other regulatory and contractual documents which set out the Contractual Conditions for the Project. These may include:
· Basic Regulations, Financing and other Agreements and related documents
· External aid contracts for works, services, supplies or grants,  programme estimates and related documents
Where applicable annexes and amendments (i.e. riders) to agreements, contracts etc. should
 be mentioned. If the Project is implemented through a series of contracts or other documents (e.g. programme estimates) describe which contracts were covered by the audit and which ones were excluded and for what reasons.>

1.3 [bookmark: _Toc437853886]Project subject to Audit

<Describe the characteristics of the Project subject to audit and its context including:
· The background and history of the Project
· A description of the Project, objectives, results, main activities, Project locations and context (e.g. country, sector, type of project). 
· The implementation structure for the Project covering the roles and responsibilities of the Entity and of other parties, external stakeholders (e.g. ministries and departments of the partner government, agencies etc.) and specific instances such as for example project steering committees involved with the implementation of the project.
· Duration, state of implementation and notable successes or problems
· A financial report or analysis of the Project>

1.4 [bookmark: _Toc278207213][bookmark: _Toc278208376][bookmark: _Toc278269742][bookmark: _Toc278273435][bookmark: _Toc278294869][bookmark: _Toc278350556][bookmark: _Toc278548566][bookmark: _Toc278550429][bookmark: _Toc278960405][bookmark: _Toc279080317][bookmark: _Toc287277338][bookmark: _Toc287432344][bookmark: _Toc287432795][bookmark: _Toc287457496][bookmark: _Toc287520228][bookmark: _Toc288145803][bookmark: _Toc288146268][bookmark: _Toc288147667][bookmark: _Toc288147733][bookmark: _Toc437853887]Entity subject to Audit
<Briefly describe the Entity's organisation and management structure>
1.5 [bookmark: _Toc437853888]Internal Control System subject to Audit
<Provide a (summary) description of the Internal Control System focusing on the main / key internal controls designed and implemented by the Entity insofar these internal controls are relevant to the Project and to the objectives for the Project (see ToR Section 6.2, Planning and Fieldwork). The Auditor can provide further details of the Internal Control System in Annex 1.>
Annex 1 contains details of the Entity's Internal Control System subject to audit. 

2 [bookmark: _Toc437853889]
The Audit
<Section 3 should contain a description of the audit of maximum 8 pages.>
We have been engaged by the European Commission to perform this audit in accordance with the terms of reference attached to the Commission's [request for services; or other document if the Audit Framework Contract was not used] of [date] and the Commission's [order form; or contract other document if the Audit Framework Contract was not used] of [date] with reference [order form number or reference of other document].
2.1 [bookmark: _Toc437853890]Audit Objectives
<The text on the audit objectives should normally be the same as in Section 2 (Objectives) of the ToR. Any changes to the audit objectives in the ToR should be agreed with the ATM  and 
be addressed here.>
2.2 [bookmark: _Toc437853891]Audit Scope
<The text on the audit scope should normally be the as in Section 5 (Scope) of the ToR. Any changes to the audit scope in the ToR should be agreed with the ATM and be addressed here.>
2.2.1 Contractual Conditions
< Refer to the Contractual Conditions for the Project in Section 2.2.>
The Contractual Conditions for the Project are set out in Section 2.2 of this report. The scope of this audit included obtaining a sufficient understanding of the applicable EC laws and regulations for the Project, the Contractual Conditions and of the requirements for controls set out in Section 6.2 of the ToR (Planning and Fieldwork) for this audit engagement.
2.2.2 Scope of Work
The scope of work of this systems audit covered the design and operating effectiveness of the Internal Control System in the period from [date] to [date].
The Internal Control System subject to audit is described at Section 2.5 of this report.
The scope of work included specific considerations and procedures which are set out further below at Section 3.3.
2.2.3 Scope Limitations
<Describe scope limits if any. >
2.3 [bookmark: _Toc277926422][bookmark: _Toc277926510][bookmark: _Toc277926626][bookmark: _Toc277930498][bookmark: _Toc278207219][bookmark: _Toc278208382][bookmark: _Toc278269748][bookmark: _Toc278273441][bookmark: _Toc278294875][bookmark: _Toc278350562][bookmark: _Toc278548572][bookmark: _Toc278550435][bookmark: _Toc278960411][bookmark: _Toc279080323][bookmark: _Toc287277344][bookmark: _Toc287432350][bookmark: _Toc287432801][bookmark: _Toc287457502][bookmark: _Toc287520234][bookmark: _Toc288145809][bookmark: _Toc288146274][bookmark: _Toc288147673][bookmark: _Toc288147739][bookmark: _Toc437853892]Audit Procedures

<Describe the specific considerations and procedures covered by the scope of work (Section 6.2 of the ToR, Planning and Fieldwork). For example, there are specific considerations for materiality and for risk assessment and for the internal controls and internal control areas which are relevant and appropriate to the Project and the Entity. 
The latter include, but are not necessarily limited to key financial internal controls which are related to the revenue and expenditure categories in the financial report for the Project and the ones which are important for the management and control of the Project activities. This is critical in this specific context of a systems audit intended to provide assurance that risks to the achievement of the objectives of the Project are properly managed and controlled.
The structure provided below should be used (insofar applicable). Descriptions can be taken from section 6.2 of the ToR (Planning and Fieldwork) and Annex 2 to the ToR (Systems Audit Process and Procedures) and be complemented by the Auditor as he/she  sees fit.>
The scope of work included the following specific considerations and procedures:
Obtaining an Understanding of the Engagement Context
[description]
Risk Assessment and Materiality
[description]
Obtaining Evidence regarding Design of Controls
[description]
Test of Controls
[description]
Sampling and other means of selecting items for testing
[description]
Using the work of Internal Auditors <remove if not applicable>
[description]
Obtaining Written Representations <remove if not applicable>
[description]
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Findings and Recommendations
<The Auditor may use separate pages for each finding. Each finding should be given  a sequence number.>
Our detailed internal control findings are set out below.
	Finding n°: [number]
	Title: [title of the finding]

	Internal control issue: [internal control issue n° 1 – 10]

	Description of the finding: [describe in detail the finding covering facts, criteria, cause and impact. For criteria mention relevant article(s) / contractual provision(s) in the Contractual Conditions.]

	Recommendation: <description the recommendation> <recommendations should be designed to  correct existing situations, to improve the management and internal control system of the Project or to better comply with established controls and/or best practice>.

	Recommendation priority: Priority 1 -  Urgent remedial action is required; Priority 2 -  Prompt specific action is required; Priority 3 -  Specific remedial action is desirable <remove what is not applicable>

	Comments from the Entity: [state whether the Entity agrees or disagrees with the finding and describe Entity comments]

	Comments from the Commission: [describe Commission comments ]

	Further comments of the Auditor: [complete only if the Entity does not agree with the finding of the Auditor but the Auditor still believes that the finding is valid. In that case the Auditor should rebut here the comments of the Entity and justify why the finding is still made>



	Priority levels for ranking recommendations

	Priority 1 - Urgent remedial action is required. Key internal controls are absent or are not complied with on a regular basis. There is a fundamental weakness or deficiency in an internal control or in a series of internal controls which involves a substantial risk of either material error, or irregularity or fraud with regard to the expenditure and revenue stated in the Financial Report of the Project. There is a substantial risk of failure to achieve the control objectives for the Project which concern reliability of financial reporting, effectiveness and efficiency of operations and compliance with applicable laws and regulations notably the Contractual Conditions for the Project. Such risks could lead to an adverse impact on the financial report of the Project. Remedial action should be taken urgently.

	Priority 2 - Prompt specific action is required. There is a weakness or deficiency in an internal control or in a series of internal controls which, although not fundamental, relates to shortcomings which expose specific internal control areas (e.g. cash and bank management or budgetary and expenditure control) to a less immediate level of risk of either error, or irregularity or fraud. Such a risk could impact on the effectiveness of the internal controls and on the internal control objectives and should be of concern to the Entity's management. Prompt specific action should be taken.

	Priority 3 - Specific remedial action is desirable. There is a weakness or deficiency in internal control which individually has no major impact but where the Project would benefit from improved internal controls and/or where the Entity would have the opportunity to achieve greater effectiveness and/or efficiency. There is a possibility of undesirable effects at the process level, which, combined with other weaknesses, could give cause for concern.
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Annex 1:	Internal Control System subject to Audit

<The Auditor can provide further details of the Internal Control System subject to audit in this Annex.>
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Annex 2:	Other Information

< Annex 2 can be used to include other relevant information. 
The Auditor may add other Annexes to include additional information as he/she deems necessary or appropriate>
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	The Auditor – [name of the audit firm]

	[Name 1]
	[indicate position / title of the person in the audit firm who has ultimate responsibility for the engagement and its performance, and for the report that is issued on behalf of the firm, e.g. Partner, Director or equivalent]

	[Name 2; optional]
	[optional (if not in conflict with the practices and HR policies of the Audit Firm). Indicate position / title in the audit firm of the person in the audit firm who has been managing the audit. E.g. Senior Manager]



	The Entity subject to audit – [name of the Entity]

	[Name 1]
	[indicate position / title in the audited entity e.g. Director, Finance Manager, Accountant, Programme Manager]

	[Name 2]
	[as 1]

	[Name 3 etc]
	[as 1]



	EuropeAid Development and Co-operation Directorate General

	[Name 1]
	Audit Task Manager. [to be completed only if the Audit Task manager works at DEVCO. Indicate position and unit in DEVCO]

	[Name 2]
	[indicate position / title and unit in DEVCO e.g. Head of Finance, Contracts and Audit]

	[Name 3 etc]
	[as 2]



	Delegation of the European Union in [country]

	[Name 1]
	Audit Task Manager. [to be completed only if the Audit Task manager works in the EU Delegation. Indicate position in the EU Delegation]

	[Name 2]
	[indicate position in the EU Delegation e.g. Head of Finance and Contracts, Programme Officer, Contracts Officer, Finance Officer etc]

	[Name 3 etc]
	[as 2]



	[Indicate name of any other external organisation or person contacted or involved in the audit such as the Entity's statutory auditors or Technical Assistants. Remove this table if not applicable]

	[Name 1]
	[indicate position / title in the organisation]

	[Name 2 etc]
	[as 1]
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