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AUDIT GUIDANCE
The following is a description of the audit process and steps.  While going through the audit steps, the focus is on the audit objectives and the most common audit findings in USAID Projects.

I. PRE-AUDIT SURVEY

The Certified Public Accountant (CPA) firm which is selected to conduct the audit will request the following documents to briefly review your books and records in order to estimate the time and effort required to conduct the audit:


(
The "Activity Approval Document"


(
The grant agreement original and all subsequent modifications;


(
The obligation document, and written procedures approved by USAID to manage the sub-activity;


(
Activity documents/records/books/ledgers, including:


(
Financial and program reports


(
Charts of accounts


(
Organizational charts


(
Personnel policy manuals


(
Accounting system


(
Procurement policies and procedures

(
Minutes of Board of Director's meetings


You are required to provide to the CPA firm all documents pertaining to the award and period to be audited.  

You are also required to provide any assistance needed in order to respond to their queries, request for documentation, explanations and/or justification for incurring the costs billed (newly incurred or reclaimed) to USAID.


The auditors prepare their audit plan based upon the results of the pre-audit survey; the more positive the impression they develop during the survey, the smaller the scope of the audit.

II.
ENTRANCE CONFERENCE

Once the pre-audit survey has been completed, the audit firm will schedule an entrance conference to be held at the partner’s/auditee’s premises.  USAID/WBG must be notified of the date, time, and place of the audit conference.  The start of the field work and its duration and location(s) (if documentation is located in different locations) will be announced at this meeting.

III.
FIELD WORK

During the fieldwork, the audit will be performed based primarily upon the audit objectives established in the auditors' scope of work, (Copy Attached).  The following is a brief description of standard audit objectives and areas of common findings for each objective:


A.
Express an opinion on whether the fund accountability statements for the USAID-financed project present fairly, in all material respects, project revenues received and costs incurred for the period under audit.


The Fund Accountability Statement summarizes the financial position of the project and includes a summary of the questioned costs resulting from the audit as follows:







 Misclas-
    Questioned Costs





 Budget
 Actual
 sification
Ineligible    Unsupported



REVENUES
xxxxxxx
xxxxxxx
xxxxxxx
xxxxxxx
xxxxxxx






EXPENSES


Line Item 1
xxxxxxx
xxxxxxx
(xxxxxx)
xxxxxxx




Line Item 2
xxxxxxx
xxxxxxx


xxxxxxx 



Line Item 3
xxxxxxx
xxxxxxx


   



Line Item 4
xxxxxxx
xxxxxxx
xxxxxxx
   




Line Item 5
xxxxxxx
xxxxxxx

xxxxxxx





----------
----------
----------
---------
---------



TOTAL
xxxxxxx
xxxxxxx
   000  
xxxxxxx
xxxxxxx



CASH



BALANCE

xxxxxxx



The "Actual" column represents the amounts billed to and received from USAID.  These amounts should be easily traceable to the project ledger.  It is advisable for the project to prepare (on an on-going basis) a detailed reconciliation (by line item) between the monthly ledger balances, the amounts billed to USAID, and the amounts reimbursed by USAID.  Any discrepancies, which appear during the month, should be corrected (through a journal entry) in subsequent months.  This reconciliation will also highlight any discrepancies in the outstanding cash balance and will enable the auditee to recognize the reason and to correct it on a timely basis.



The auditors will perform the process described above; you should perform this process prior to the auditors' arrival in order to be ready for them.


B.
Determine if the costs reported as incurred under the award are in fact allowable, allocable, reasonable (and supported) in accordance with the terms of the award.


1.
Allowability of Costs



The cost should be allowable according to the Project Agreement, terms and provisions, and applicable USAID regulations.



2.
Allocability of Costs



A cost must be pertaining to and chargeable to a particular element of the award.



3.
Reasonableness of Costs



A cost is reasonable if it does not exceed what would be incurred by an ordinarily prudent person in the conduct of normal business, and if it supports and furthers the attainment of the program’s/project’s objectives.



4.
Support of Costs



The following is an illustrative (unofficial) description of the documentation that auditors will expect to find attached to a voucher in order for it to be considered "supported."  This illustration is not inclusive, nor applicable to all types of costs, but it can serve as a guide to consider while reviewing a voucher:




(
Approved document describing the need for incurring the cost with a reference to a specific budget element




(
Selection procedures or the basis for waiver of selection procedures




(
Contractual documents (e.g., contracts, assignment letters, purchase orders, etc.) describing the expected goods and services, duration, and related costs by rate or unit price



 
(
Evidence of receipt of the goods and services, signed by the authorized cognizant person(s)




(
Clear calculation of the payment expected




(
Review and approval signatures




(
Evidence of payment



The auditee should ensure that each type of cost is clearly allowed according to the award provisions, an approved budget element or a specific USAID approval.  In case of any confusion, the auditee should obtain the approval of the USAID project officer through a simple "approved/ disapproved" form.


The following are examples of the most common questioned costs:




(
Non-compliance with USAID/WBG Mission Order 21 including vetting and non-inclusion of the mandatory antiterrorism and other clauses in sub-awards.

· Non-compliance with the VAT rules and requirements.

· Employer's share of social insurance, taxes and customs duties



(
Salaries for unauthorized/unapproved positions



(
Wages, consultant fees or salaries not supported by time sheets or attendance records


(
Consultant fees not supported by contractual documents or evidence of provision of the service



(
Honoraria to committee members not budgeted for or specifically approved by USAID



(
Compensation outside normal compensation policy or profit sharing



(
Travel costs not supported by travel expense reports or adequate documentation



(
Lodging not supported by hotel/lodging receipts



(
Double billing of inclusive per diem rates and separate payments for lodging or meals



(
Per Diem paid in excess of the USAID-approved rates or not in compliance with a consistent policy



(
Per Diem paid to residents or unauthorized persons



(
Training courses, workshops, and seminars not supported by signed attendance sheets, or for which no budget exists 

 

(
Procurement of services or goods not following procurement procedures or not supported by evidence of receipt of the services or goods



(
Payments to vendors in excess of the terms of the contract



(
Payments made without an invoice or evidence of payment 



(
Accidental revenues generated through the use of




USAID funds and not used to offset the costs billed to




USAID (e.g., sales of bid documents and delay penalties)



(
Procurement of capital items not specifically included in the procurement plan



(
Advertising, with the exception of advertising for personnel, procurement, workshops and other advertising necessary to meet project needs




(
Commissions and contingency fees



(
Contributions and donations



(
Entertainment costs



(
Fines and penalties




(
Interest

· Business cards


C.
Evaluate and obtain a sufficient understanding of the internal control structure, assess control risk, and identify reportable conditions, including material internal control weaknesses.


The following are the most common areas of internal control findings: 



1.
Segregation of duties and organizational structure



2.
Control over cash




(
Petty cash counts/reporting/size and threshold




(
Bank reconciliation and follow-up on outstanding checks




(
Safeguarding cash transactions




(
Commingling of funds



3.
Control over Assets




(
Fixed Asset register




(
Physical inventory




(
Reconciliation (register/counts/financial records)




(
Marking of assets



4.
 Accounting System




(
Sub-ledgers




(
Double entries




(
Reporting to USAID




(
Advances/liquidation




(
Double billing



5.
Control over Payroll System




(
Time sheets/attendance records




(
Personnel files/personnel manual




(
Segregation between personnel and financial duties




(
Hiring procedures



6.
Procurement Procedures




(
Bidding process




(
Authorizations/approvals




(
Receiving of goods and services




(
Threshold for competitive procurement



7.
Classification of Costs




(
Chart of Accounts




(
Process and review structure



8.
Computer System




(
Safeguarding of data (software and hardware)




(
Access to data and passwords




(
Procedures Manual/User Manuals




(
System modification procedures



9.
Control over Sub-grantees/Sub-recipients




(
Expenditures 




(
Cash




(
Assets



10.
Filing System




(
Safeguarding of supporting documents




(
References structure




(
Maintaining adequate documents




(
Paid vouchers stamped "PAID"




(
Use of Pre-numbered vouchers


D.
Perform tests to determine whether the auditee has complied, in all material respects, with terms of the agreement/award and applicable laws and regulations. (Including cost sharing-matching)


The following are examples of the most common



Non-compliance findings:


· Non-compliance with USAID/WBG Mission Order 21 including vetting and non-inclusion of the mandatory antiterrorism and other clauses in sub-awards.

· Non-compliance with the VAT rules and requirements.




This audit objective is related primarily to questioned costs resulting from non-compliance with terms of the award and applicable laws and regulations.

E. 
Determine if the recipient has taken adequate corrective action on prior audit report recommendations.

IV.

CLOSING MEETING

When the fieldwork has been completed, a closing meeting will be held in which the auditors will discuss with the auditee/partner the findings as they will appear in the draft report.
V.
EXIT CONFERENCE

Upon finalization of the CPA firm's draft audit report, the audit firm will transmit the draft audit report to the auditee who in turn will forward it to the USAID/WBG. The audit firm will then schedule an exit conference no sooner than five business days from the date the audit firm transmitted the draft audit report to the auditee.

During the exit conference, the process following the exit conference will be explained, and the audit firm will discuss the findings with the auditee in detail.  If the auditee has any further documents or comments to submit to the audit firm in addition to what the auditee has already submitted during the field work or during/after the closing meeting, the audit firm will allow the auditee reasonable time to do so ( typically 2 weeks, but this is to be agreed between the audit firm and the auditee).  The auditee will be required to respond to the CPA Firm in writing (in English) to all the audit findings and to provide adequate documentation within the agreed upon time with the audit firm.
VI.
FINAL DRAFT REPORT

Subsequent to submission of the auditee’s/partner’s additional comments and responses, the audit firm will issue the final draft report to the auditee incorporating the auditee’s comments verbatim.  The auditee then submits the final draft report to the USIAD/WBG for general review before the report is submitted to the RIG/C for its desk review and issuance. 

VII.
FINAL REPORT

Upon conclusion of its desk review of the audit report, the RIG/C will issue the final audit report, which will include the following:


A.
A transmittal letter from the RIG/Cairo to the USAID Director, including recommendations, if any.

B.
The body of the CPA audit report, containing questioned costs, internal control weaknesses, and non-compliance recommendations in detail.

C.
The auditee's response to the draft report.

D.
The auditor's comments on the auditee's response.

After the final report has been formally and officially issued by the RIG/C, USAID/WBG will continue to work with the auditee to resolve and close all outstanding recommendations.

VIII.
HELPFUL HINTS

A.
In the case of lack of prior approval or authorization, you should seek the Project Officer's approval (based on a clear justification).


B.
Contact the Project Officer, USAID Financial Management (FM) or RIG/Cairo if you encounter any problems.  The earlier the problems are identified and resolved, the lesser the report's findings.


C.
Ensure that you fully understand what the auditors need (varying terminology leads to confusion and more questioned costs).


D.
Assign one financial person only to communicate and respond to the auditors.  Assignment of more than one cognizant person may result in confusion and contradictions.


E.
Be clear and responsive to the auditors' inquiries and do not hide any information related to their questions.  On the other hand, be concise and do not voluntarily and unnecessarily expand the discussion to other areas when not needed. 


F.
Do not immediately agree with the auditors' findings without thorough review and discussion with your colleagues and cognizant technical persons.  If you agree to the findings, the auditor will immediately document your agreement.  However, a reasonable justification may very well exist and may be identified through discussion with other cognizant technical person(s).  It is worthwhile to request a period of time to investigate the matter when you do not have an immediate answer.


G.
Prepare all supporting documents ahead of time and organize them to make them readily accessible to the auditors.


H.
Prepare all award documents (including amendments), USAID approvals, implementation plans, procurement plans, procedural manuals, internal policies and personnel files. Keep all documents, plans, manuals, policies and files current and complete.


I.
If supporting documents are maintained at different locations, (e.g., governorates or sub-grantees), arrange for the documents to be accessible during the auditor's visit to the locations.  (Planning for the auditors is always worthwhile.)


J.
Note that failure to provide supporting documentation will lead to questioning all unsupported costs.


K.
Be sure to obtain a breakdown and clear references for any questioned costs. 


L.
As a final note, be pro-active and "think like an auditor" while performing your normal financial duties, or while preparing for an audit.  You can plan ahead for the audit of your own project and take corrective actions before an audit takes place.
Illustrative Management Representation Letter

(Date)

XYZ & CO. (Independent Auditor)

Address of Independent Auditor

We are providing this letter in connection with your audit(s) of the (identification of financial statements) of (name of entity) as of (dates) and for the (periods) for the purpose of expressing an opinion as to whether the (consolidated) financial statements present fairly, in all material respects, the financial position, results of operations, and cash flows of (name of entity) in conformity with accounting principles generally accepted in the United States of America.  We confirm that we are responsible for the fair presentation in the (consolidated) financial statements of financial position, results of operations, and cash flows in conformity with generally accepted accounting principles.

Certain representations in this letter are described as being limited to matters that are material. Items are considered material, regardless of size, if they involve an omission or misstatement of accounting information that, in the light of surrounding circumstances, makes it possible that the judgment of a reasonable person relying on the information would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, (as of date of auditor's report), the following representations made to you during your audit(s).

1. The financial statements referred to above are fairly presented in conformity with accounting principles generally accepted in the United States of America.

2. We have made available to you all:

a. Financial records and related data.

b. Minutes of the meetings of stockholders, directors, and committees of directors, or summaries of actions of recent meetings for which minutes have not yet been prepared.

3. There have been no communications from regulatory agencies concerning non-compliance with or deficiencies in financial reporting practices.

4. There are no material transactions that have not been properly recorded in the accounting records underlying the financial statements.

5. We believe that the effects of the uncorrected financial statement misstatements summarized in the accompanying schedule are immaterial both individually and in the aggregate, to the financial statements taken as a whole.

6. We acknowledge our responsibility for the design and implementation of programs and controls to prevent and detect fraud.
7. We have no knowledge of any fraud or suspected fraud affecting the entity involving (a) management, (b) employees who have significant roles in internal controls, or (c) others where the fraud could have a material effect on the financial statements.

8. We have no knowledge of any allegations of fraud or suspected fraud affecting the entity received in communications from employees, former employees, analysts, regulators, or others.
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