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Administrative Guidelines                                                                                        

Audit Instruction

concerning the audit work to be carried out in connection with

 project grants managed by NGO’s in developing countries

(Audit Instruction I – for projects costing more than DKK 200,000)

The present audit instruction describes the audit work required by the Ministry of Foreign Affairs (MFA) to be carried out by the auditor of NGOs which receive grants from MFA to finance the implementation of projects and similar activities in developing countries. 

1.

The auditor of the NGO will be appointed by the general assembly or by the board of the NGO. The auditor must be a chartered or registered accountant.

In case of a change of auditor, the newly-appointed auditor must approach the resigning auditor, who is obliged to inform the NGO, MFA and the newly-appointed auditor about his reasons for resigning. 

If the audit work abroad is carried out by a locally based auditor, that auditor should be affiliated with an internationally recognized audit company. 

2. 

The audit in Denmark must be carried out in accordance with the principles for Danish audit practices for public funds as laid down in the 1997 Act on Audit of Public Accounts. Abroad, the financial audit and the performance audit must be carried out according to international standards (IFAC/INTOSAI). Auditors abroad should be informed of the guidelines in the present Audit Instruction.   

The auditor must verify the correctness and accuracy of the project accounts and check whether the transactions covered by the accounts are in conformity with the project document, the project agreement with MFA, contracts and the general guidelines for grant management. The auditor must also assess whether the transactions covered by the accounts reflect economical and reasonable considerations.

3.

The volume of the audit depends upon the organisational structure and the administrative procedures of the NGO, including the internal control and other conditions significant to the accounting process. The size of the grant also determines the volume of the audit.

4. 

The audit work must comprise the following items:

1. verify whether the project accounts are correct and accurate, i.e. without errors and omissions,

2. make sure that the conditions for the grant have been respected, including the stipulations in the project agreement with MFA and other guidelines from MFA,

3. control that the grant has been used in accordance with the basis and objectives of the grant,

4. examine whether the NGO has practised economy,

5. control that the NGO has adequately and correctly informed MFA about results and accountability during the project implementation,

6. make sure that the NGO has produced reliable data on productivity and efficiency as required by MFA,

7. check that the project accounts from abroad have been submitted and audited according to international standards (see 2.), and that the accounts have been duly endorsed by the local auditor. The auditor must make a general assessment of the level and quality of the audit performance abroad, and examine whether the local audit has given rise to important observations or reservations. If the local audit has given rise to audit reservations, the auditor must include it in his remarks and endorsement of the project accounts,

8. verify that the balances in the project accounts have been reconciled with the general accounts of the NGO.

The audit shall be carried through by spot checks, based upon an assessment of significance and risk.

The auditor must control that the MFA grant amounts are kept in a separate bank account, and that all transfers to the account have been reconciled and checked with the transfers from MFA. The auditor must also control that grant amounts forwarded by the NGO to partners or branch offices abroad are kept in separate bank accounts in order to prevent grant amounts from becoming mixed with the private funds of the NGO.     

5.

The responsible NGO-management is under an obligation to give the auditor any information of significance to his assessment of the accounts and his appraisal of management and accountability. The responsible NGO-management must give the auditor access to initiating any examination which he considers necessary, and to facilitate his access to information and assistance needed for his audit performance.

6.

If the audit of the grant management and accounting uncovers illegal activity or significant breaches of the project agreement with MFA, the auditor is required to immediately inform the responsible NGO-management, and to make sure that the NGO informs MFA about the matter within 3 weeks. The information to MFA must comprise the auditor’s remarks to the matter. If the NGO fails to inform MFA about the matter it is the obligation of the auditor to do so.  

Similarly, if the auditor, either as part of his audit or in other ways, gets the impression that the management appears to be too unstable to continue for economic or other reasons, it is the obligation of the auditor to inform the responsible NGO-management and MFA.

7.

The audited project accounts must carry the auditor’s endorsement, stating that the accounts have been audited in accordance with the stipulations and guidelines in the present Audit Instruction. The endorsement must also comprise reservations, if any.

The auditor must prepare an audit report comprising his assessment and conclusions concerning the audit work performed (see 4). The auditor may attach an audit protocol to his report.

The NGO must forward a copy of the auditor’s report to MFA together with the endorsed project accounts.

8.

The present Audit Instruction is an annex to the project agreement between the NGO and MFA and shall enter into force at the time of signature of the agreement. Before signing the project agreement, the NGO is under an obligation to obtain written confirmation from the auditor that he will carry out his audit in accordance with the present instruction.

Danish Ministry of Foreign Affairs – dated

It is generally not necessary to involve a local auditor if it is determined that the final project accounts are prepared in Denmark based on receipts for expenses received from the partner organization abroad. 
It is not a requirement for the Danish auditor to make unannounced cash audits abroad. However, DUF auditors must continuously verify that the member organizations auditors have conducted unannounced cash audits in the Danish member organizations.
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