TERMS OF REFERENCE FOR THE AUDIT OF PROJECT FINANCIAL
STATEMENTS OF [PROJECT NAME] (For audits conducted by CAG)

Background £

[Project Aims, Timelines and Objectives]’

Objective

The essence of the World Bank” audit policy is to ensure that the Bank receives
adequate independent, professional audit assurance that the proceeds of World Bank
loans were used for the purposes intended,’ that the annual project financial

statements are free from material misstatement, and that the terms of the loan
agreement were complied with in all material respects.

The objective of the audit of the Project Financial Statement (PFS) is to enable the
auditor to express a professional opinion as to whether (1) the PES present fairly, in
all material respects, the sources and applications of project funds-for the period under
audit examination, (2) the funds were utilized for the purposes for which they were
provided, and (3) expenditures shown in the PFS are eligible for financing under the
relevant loan or credit agreement. In addition, where applicable, the auditor will
express a professional opinion as to whether the Financial Management Reports
submitted by project management may be relied upon 0 support any applications for
withdrawal, and whether adequate supporting documentation has been maintained to
support ciaims made by project management for reimbursement of expenditures
incurred under the Statement of Expenditure methed of reimbursement.

The books of account that provide the basis for preparation of the PFS are established
to refiect the financial transactions of the project and are maintained by the project
implementation agency— | ] Project Impiementation Unit and the participating
divisions.

Standards

The audit will be carried out in accordance with the Auditing Standards promulgated
by the Comptroller and Auditor General of India. The auditor should accordingly
consider materiality when planning and performing the audit to reduce audit risk to an
acceptable level that is consistent with the cbjective of the audit. Although the
respensibility for preventing irregularity, fraud, or the use of loan proceeds for
purposes other than as defined in the legal agreement remains with the borrower, the

' The background should normally inciude 2 detailed description of the project including information
on project sources of funding; the purposss for which the funds are intended; and a general
description of implementation arrangements, including the organizational structure of all
impiementing entities.

Bt

“Waorld Bank” includes the international Development Agency and the international Bank for
Reconstruction and Development. “Loans” includes credits and grants to which the TORs would
appiy: and “borrows:” includes recipients of such ioans.

[he Bank’s charter [Asticie 1l Section V{E) of tBR's sricles of Agreement and Article V Section
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audit should be planned so as to have a reasonable expectation of detecting material

misstatements in the project financial statements. /

Scepe” -
i In conducting the audit, special attention should be paid to the following:
( _
! (a) All external funds have been used in accordance with the conditions of the
i relevant legal agreements and only for the purposes for which the financing
| was provided. Relevant legal agreements include the Financing Agreement,

the Project Agreement, and the Minutes of Negotiations;

(b) Counterpart funds have been provided and used in accordance with the
relevant legal agreements and only for the purposes for which they were
provided;

(c) All necessary supporting documents, recorads, and accounts have been kept in
respect of all project transactions including expenditures reported via SOEs/
SAs/ or FMRs where applicable. Clear linkages should exist between the
books ot account and reports presented to the Bank; and

(d) The project accaunt.:. have been p%pared in accordance with consistently

applied Government Accounting Standards’ and present fairly, in all material
respects, the financial situation of the project at the year end and of resources
and expenditures for the year ended on that date.

Project Financial Statements

The Project Financial Statements should include-

A.

Statement of Sources and ﬁ_pp ications of Funds: The contents of Project
Financial Statements (PF5; are specific to the sector, the project design and
the type of implementing entity. These formats therefore vary from one = *
Project to another. The formats of PFS are prepared in consultation with the
implementing entity during the preparation of the Project. See Annexure 1 for
an example of a Statement of Sources and Applications of Funds that could be

prepared for a project implemented by core government departments.

Reconciliation of Claims to Total Applications of Funds. The PES include a
reconciliation between expenditure reported as per the Statement of Sources
and Applications of Funds and expenditure claimed from the World Bank
through Statements of Expenditures (SCE), documented claims or report
based methods of reimbursement. An example is shown at Annexure 2.

Other Statements or Schedules as may be applicable in particular
circumstances and as specified in the relevant legal agreements, such as:

a A siatement showing appropriate major hezds of expenditure. (say by
Project Component/Sub-components)
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