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Terms of Reference 

National Committee for Sub National Democratic Development Secretariat (NCDD-S) 
 

Audit of NCDD IP3-3, LGCC-2 2019 Financial Statements 
and assessments for effectiveness of the internal audit function. 

 

 

Background  
The National Committee for sub National Democratic Development (NCDD) receives funds from Royal 
Government of Cambodia and development partners, for which it is accountable, and allocates these funds to 
implement the 10 years National programme (2011-2020) and project, including the 2019 annual work plan 
and budget in support of democratic development at sub National. The management and execution were 
entrusted to the NCDD through its Secretariat (NCDDS). The NCDDS are responsible for the management, 
including audits of executed programme and projects, accountable to Government and all donors’ resources 
under their management. 

Objective of the Audit 

Financial statement and management  

• The objective of the audit is to enable the auditor to express an independent professional opinion on 
the 2019 financial statement in accordance with the adopted accounting standards of the:  

✓ IP3-3 Program, the 2019 annual work plan and budget (funds from Government) executed 
by NCDDS. 

✓ LGCC-2 Bridging Phase Project, the 2019 annual work plan and budget (fund from 
UNCDF) executed by NCDDS and 2 provinces (Battambang and Takeo). 

• To assess the compliance with laws, regulations and funding agreements that have a direct and 
material financial effect on the IP3-3’s and LGCC-2’s 2019 financial records and reports, and; 

• To express an opinion on management’s assertions that they complied with laws, regulations and 
provisions of financing agreements and that they maintained an effective internal control framework 
over the IP3-3 program and LGCC-2 project. 

The 2019 annual budget and implementers of IP3-3 and LGCC-2 is as listed below: 

 

Project Name & Location Budget 2019 (USD)  

I. IP3-3 Program 352,207 

       NCDDS (Exp. 2019 = 102,270 and budget 2020 = 249,937)  352,207 

  

II.LGCC-2 Bridging phase 222,649 

       NCDDS 183,594 

       Takeo & Battambang 39,055 

Total I + II  574,856 



The IP3-3 and LGCC-2 books of account provide the basis for preparation of the IP3-3 and LGCC-2 
Financial Statement/ financial position and reflect the financial transactions in respect of the IP3 program 
and LGCC project, maintained by NCDDS (for IP3 & LGCC) and other 2 provinces (Battambang & Takeo 
for LGCC). In addition to the individual books of accounts and consolidate records at the Administration and 
Finance Division in NCDD Secretariat, Provincial Finance Division in the Provincial Administration also 
maintain accounting records, vouchers, reports and supporting documents in soft and hard copy. 

The audit will cover the period of 1 January to 31 December 2019 fiscal year.  The audit will include review 
of funds received and expenditure for the period covered as reported by NCDDs.  The auditor will also 
express an independent opinion on the Statement of Income and Expenditures of the Imprest Accounts for 
IP3-3 Program and LGCC-2 Project. 

Internal Audit functions 

• Verify all related Internal audit function’s been approved and documented 

• Quality assessments for overall effectiveness of the internal audit function. 

• Assess of independent and able to perform its respective duties objectively of Internal Audit. 

• Review the internal auditing services adhere to ethical principles of integrity, objectivity, confidentiality 
and competency, which is supported by specific legal arrangements. 

Accounting Standards 
The IP3-3 and LGCC-2 financial statements will be prepared on a modified cash basis in accordance with 
the NCDD Financial Policies and Procedures (NCDD Operations Policies and Procedure Manual) and the 
specific agreements with the donor partners adhered there to. 

The IP3-3 and LGCC-2 accounting records are maintained by using the Peachtree accounting software.   

Payroll is centralized manage in the Personnel Database System by NCDDS and customarily designed for 
NCDD staff management. 

Subsidiary and supporting of records are held in paper registers, files and electronic spreadsheets.   

Financial Report to be audited 
The Financial Statements to be audit consist of: 

 The 2019 of IP3-3 Program prepared by NCDDS. 

The 2019 LGCC-2 Bridging Phase Project prepared by NCDDS (for consolidation) and 2 individual 
provinces of Battambang and Takeo. 

Each set of the report consist of: 

• Management letter (or cover letter) from management assertion that funds have been expended in 
accordance with the intended purposes. 

• Cash Receipt Journal (CRJ), Cash Disbursement Journal (CDJ) and General Ledger (GL) reflecting 
record and track all the receipt, disbursements and all other accounts generated from Peachtree 
Accounting System. 

• Cash Flow (or considered as Balance Sheet) reflecting the assets, liabilities and funding are prepared 
on a modified cash basis. In particular, it shows the annual budget, accumulated expenditure till 
previous month, expenditure current month and expenditure accumulated year to date, budget balance, 
bank balances, expenditures, other assets and liabilities, if any.  

• Statement of Bank account Reconciliation and Imprest Account Reconciliation. 

• List of outstanding advance and cheques  

At the end of the year, all accounts of required to closed and transfer cash balance to NCDDS account for 
consolidation. 



Internal Audit functions to be audited 

-All related document to Internal audit function includes the establishment authorized function, purpose, 
and accountability of Internal audit. 

-Planning, Auditing and reports of Internal Audit. 

Available Facilities 
The auditor will be provided with unrestricted access at all reasonable times to all records and documents 
(both soft and hard copy), including books of account, legal agreements, MoU, minutes of meetings, bank 
records, invoices and contracts, etc. and all employees of NCDDS and LGCC staff in 2 provinces.  

All employees of the NCDDS and LGCC in 2 provinces, whose activities involve or reflected in the annual 
financial statements, shall fully-cooperate with the auditor.   

The auditor will have a right to access to banks and depositories, consultants, contractors and other 
persons or firms engaged by the IP3-3 and LGCC.   

Provision will be made at the offices of the NCDD-S to accommodate staff members of the audit firm who 
will be provided with access to photocopying facilities. 

It is highly desirable that the auditor become familiar with the relevant rules, policy, regulation and manuals 
of the NCDD-S that relate to the financial and administrative management, personnel and procurement.  
These documents can be obtained from the office Finance and Administration Division at NCDDS. 

Scope of Work  

Financial statement and management 
The successful firm will audit the financial statements of the IP3-3 and LGCC-2 for the year 2019. The audit 
will be carried out in accordance with the Cambodian International Standards on Auditing (CISA) including: 

o Planning and conducting the audit in accordance with a risk-based framework and detailed audit work 
program which is sufficiently extensive in its coverage of the IP3-3’s and LGCC-2 ‘s accounts to 
support the opinion given. 

o The auditor will gather evidence and prepare working papers to properly documents the evidence seen 
in support of the opinion given, sufficient audit evidence will be gathered to substantiate in all material 
respects the accuracy of the information contained in supporting schedules attached to the financial 
statements. 

o The auditor will review and evaluate the effective of internal controls system in accordance with the 
established internal control standards (example of established internal control standards is available 
from the Organization of Supreme Audit Institutions (INTOSAI), including internal audit procedures, to 
determine the degree of reliance that may be placed upon them and to determine the extent of testing 
of actual transactions needed to assure the auditor of the accuracy of the accounting records. 

o The auditor will interview involved employees of the NCDDS and LGCC in 2 provinces, as necessary, 
to ensure full understanding of the functioning of the internal control system. 

o The audit coverage will consider the risk of material misstatement(s) as a result of fraud or error.  The 
audit program should include procedures that are designed to provide reasonable assurance that 
material misstatements (if any) are detected. 

o The auditor will follow-up improvements on the implementation of prior-year's audit recommendations. 

o The audit period is 1 January to 31 December of the year 2019 

It is expected that the auditor will obtain an understanding of the design and operation of internal control 
over compliance with requirements that could have a direct and material financial effect on the funding 
agreements.  The auditor’s work in this area is in addition to the consideration of internal control over 
financial reporting that is part of the financial statement audit. 



Internal Audit  
o Internal audit function has a documented term of reference, reviewed and approved formally by 

senior management, that outlines its purpose, authorized functions and accountability. 
o Assess the compliance of internal audit activities with internal audit manual  
o The ToR of Internal Audit meets the common standard for internal auditing. 
o The plan and activities of Internal Audit are deal with risk base planning. 
o Assess whether the internal audit activities followed Annual workplan   
o How the independence of internal audit can be assured  
o The extent to which the internal audit activity is co-ordinated with the external auditor. 
o The mechanism in place to ensure past recommendations are being actioned by management 
o Internal audit function is carried out in accordance with internationally recognized standards such 

as those prescribed by the Institute of Internal Auditors or other equivalent standards 
o Auditors provide internal auditing services adhere to ethical principles of integrity, objectivity, 

confidentiality and competency, which is supported by specific legal arrangements. 
o Internal audit function is independent and able to perform its respective duties objectively.  
o Internal audit function has a process in place to periodically monitor the response to its 

recommendations 
o Assessments for overall effectiveness of the internal audit function.  

Compliance with Laws, Regulations and Funding Agreement 
Management is responsible for ensuring compliance with relevant rules, policies, regulations and funding 
agreement.  This responsibility encompasses the identification of applicable rules, policies, regulations, 
funding agreement and the establishment of internal control designed to provide reasonable assurance that 
the programe /project has complied. 

In addition to the opinions on the financial statements, the auditor should provide management letter on 
whether project management has complied with rules, policies, regulations and provision of contracts or 
funding agreement that have a direct and material financial effect on the project.  Where applicable, the 
auditor should prepare a report with separate schedule of findings and impact of non-compliance. 

Responsibility to Consider Fraud in an Audit 
The primary responsibility for the prevention and detection of fraud rests with NCDD-S as management of 
the IP3-3 and LGCC. NCDD-S places a strong emphasis on fraud prevention, which may reduce 
opportunities for fraud to take place, and fraud deterrence, which could persuade individuals not to commit 
fraud because of the likelihood of detection and punishment.  NCDD-S, through oversight of management, 
has established a control environment and maintained policies and procedures to assist in achieving the 
objectives of ensuring the orderly and efficient conduct of the IP3-3’s and LGCC’s activities, and to provide 
reasonable assurance with regard to reliability of financial reporting, effectiveness and efficiency of 
operations and compliance with applicable rules, policies, regulations and funding agreement.  It is 
expected that the Auditor will follow CISA 240 “The Auditor’s Responsibility to consider Fraud in an Audit of 
Financial Statements”. 

Methodology 
In response to this Terms of Reference, a methodology will be proposed by the Auditor.  The audit 
requirements must be comprehensive and it is expected that a high degree of probity, compliance with the 
law and accountability be reflected in the methodology.  The methodology should address as a minimum: 

• Compliance with CISA 

• Understanding of the environment and key areas of audit risk 

• Audit planning and the role that the client is expected to play in this process 

• The proposed audit teams’ experience 

• The resources to be allocated to the audit 



• The approach to fieldwork (i.e. gathering of evidence to support assertions to be made in the audit 
opinions). 

• Quality assurance arrangements (including mechanisms for the client to be involved in this process) 

• Timetable for completion of the audit work 

The methodology proposed by the Auditor, adjusted for any changes agreed during contract negotiations, 
will form part of the contract with the auditor. 

Deliverables 
NCDD-S will be the recipient of the Audit Reports and will be responsible for following up on findings in the 
audit report and ensuring that the standard of audit is acceptable. The NCDD-S will be responsible for 
contracting the audit services in accordance with these terms of reference and the selection criteria as 
stated in the Request for Proposal. 
The auditor shall prepare: 

• Financial Statement: providing an audit opinion on the overall of 2019 financial status of the IP3-3 program 
and LGCC project as per the scope of audit and format, as well as the validity of the expenditure. The key 
deliverables are opinion on the Financial Statement for the audit period. 

• Management Report bringing out a detailed assessment of the internal controls and management of the 2019 

IP3-3 programme and LGCC project operations, and quality assessment of NCDDS internal audit 
functions along with audit findings and recommendations for improvement that should be presented by priority 
and risk. 

The Audit Report 

Financial statement  
The auditors’ report will be prepared in accordance with the Cambodian International Standards on Auditing 
(CISA 800) and Special considerations - Audits of financial statements prepared in accordance with special 
purpose frameworks. In audit report at least includes: 

• State the purposes of the report and its intended use, 

• State which/whose generally accepted accounting standards have been applied and indicate the effect 
of any deviations from those standards, 

• State that the audit was conducted in accordance with Cambodian International Standards on Auditing, 

• State the audit opinion which covers from 01 January to 31 December 2019 are prepared in all material 
respects and in accordance with the financial reporting provisions of the relevant Financing Agreement; 

-The Program/Project has adhered to the terms of the Financing Agreement/MoU, and 

-The Program/Project funds have been used exclusively for the purposes of the 
Program/project in accordance with the Financing Agreement/MoU and the IP3-3 and LGCC 
2, 2019 annual work plan and budget. 

* Relevant financing agreements are: (IP3-3) Authorization from PPM, and (LGCC-2) MoU between 
NCDDS-UNCDF. 

• In financial statement, a column of previous year’s expenditure is required to shown. 

• Provide opinion on risk based after internal control assessment and risk analysis of a transaction. 

• Note in the report to express in percentage of sample financial transactions selected being reviewed 
and audited. The auditor shall clearly illustrate the percentage of vouchers or transactions has been 
audited in comparison to the total of the year.  

The expected date of audit shall be finished at the end of Aug 2020. An original of the financial statements 
and the associated audit reports (in English) and 10 copies shall be delivered to NCDD-S.    



Management Letter 
At the conclusion of the audit, the auditor should submit to the NCDD-S a management letter at the same 
time as the audit opinion, detailing the following: 

• An Executive Summary with key findings, risks and recommendations. 

• A general review of IP3-3 and LGCC-2 progress and timeliness in relation to progress milestones and 
planned completion date, both of which should be stated in the Financing agreement, project document 
or the Annual Work Plan and Budget (AWPB). The general review should include the following: 

▪ Review  annual work plans and budget, Annual financial reports, and payment requests 
from donor assess in terms of their timeliness and compliance. 

▪ Review the MoU/Joint Decision (agreement NCDDS-Implementer) and monthly financial 
report assess in terms of compliance with NCDD guidelines and whether the implementing 
partner met its responsibilities for monitoring described in the JD and/or AWPB. 

▪ Review the pace of program/project progress and comment on the causes for delays. 

• An assessment of the NCDDS’s internal control system with equal emphasis on: 

▪ The effectiveness of the system in providing the program management with useful and 
timely information for the proper management of the IP3-3 and LGCC-2 including review of 

✓ Expenditures and assess whether they are in accordance with the Financing 
agreement, AWPB, Joint Decision and are in compliance with laws, regulations 
and NCDD Operations Policies and Procedure Manual (OPP).  

✓ Review the process for procurement/contracting activities and assess whether it 
was transparent and competitive.    

✓ The general effectiveness of the internal control system of the IP3-3 and LGCC-2 
in the process of staff and consultant recruitment, and assess whether it was 
transparent and competitive in compliance with the NCDD Operation Manual. 

▪ Review the accounting records and assess their adequacy for maintaining accurate and 
complete records of receipts and disbursements, and for supporting the preparation of the 
financial report. 

• Description of any specific internal control weaknesses noted in the financial management of the IP3-3 
and LGCC-2 and the audit procedures followed to address or compensate for the weaknesses.  
Recommendations to resolve/eliminate the internal control weaknesses noted should be included. 
Recommendations should be directed to a specific implementer so there is no confusion regarding who 
is responsible for implementation.  The response of the implementer should be included in the 
management letter, immediately following the recommendation.  

The management letter should also include the following: 

• The categorization of audit findings by risk severity: High, Medium, or Low. 

• The classification of possible causes of the audit findings.  

• Comments as to whether recommendations made in the management letter for the previous audit were 
implemented or, if not, the implementation status; 

• Management comments/response  
 
The auditor should also submit to NCDD-S a result of quality assessment of NCDDS internal audit function 
detailing the following (separate section within management letter): 

✓ The effectiveness of the internal audit functions 
✓ The compliance of internal audit function to the internal audit manual 
✓ Annual work planning and activities carry out are deal with risk base. 
✓ A process in place to periodically monitor and follow up to its recommendations. 



✓ The mechanism in place to ensure past recommendations are being actioned by management. 
✓ Auditing services adhere to ethical principles of integrity, objectivity, confidentiality and competency 

Consultations with concerned parties 
Prior to the start of audit work the auditors will be required to consult and present audit schedule with the 
NCDDS. Then, all NCDD Implementers will be informed about audit schedule.   

Upon completion of the field work, the auditor should hold a closing conference with LGCC project 
management in 2 provinces brief them on its major findings from the audit and its recommendations for 
future improvements as well as to seek their feedback thereon.  

Final exit conference will be held with the NCDDS management and Internal Audit Team. The exit 
conference gives the auditor an opportunity to obtain management’s comments on the accuracy and 
completeness of the auditor’s facts or conclusions, including whether or not management concur with the 
audit findings.  

The auditor will document the exit conference for inclusion in the audit work papers.  

The minutes of exit meeting shall be prepared and signed by the auditor with the representative from the 
management of audited implementing agency. 

Ownership of work papers 
The work papers for this engagement are the property of the auditors and constitute confidential 
information.  However, if requested by Government or Donor Partner (DP), access to such work papers will 
be provided under the supervision of the auditors’ personnel with management consent. Furthermore, upon 
request, the auditor may provide photocopies of selected work papers to Donor Partner as requested. 

Publication of financial statements  
If the NCDD-S intends to publish or otherwise reproduce the financial statements together with the auditors’ 
report (or otherwise make reference to the auditors) in a document that contains other information, the 
NCDD-S agrees to provide the auditors with a draft of the document to read and comment on before it is 
printed and distributed.  

  

 

 

 

 


