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EuropeAidPresentation outline

• Introduction

• Certification Audits

• Agreed-upon Procedures

• Expenditure verifications

• Expenditure verifications of grant contracts

• Expenditure verifications of service contracts 
(fee-based)
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General conditions grant and fee-based service contracts

►The Authorising Officer (‘AO’) needs

February 1, 2006
date of PRAG revision

an 
audit certificate

provided by a 
CERTIFICATION AUDIT

for contracts signed 
before 1st February 2006

a 
report of factual findings

provided by an
EXPENDITURE VERIFICATION 

for contracts signed 
after 1st February 2006
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What is a certification audit (‘CA’)?

• An audit of the eligibility of expenditure

- claimed for reimbursement by beneficiaries/contractors
- with conditions in grant and service contracts
- by professional external auditors who issue a certification report
- for use by the Commission’s AO at AIDCO HQ or a in a Delegation

• A verification tool in support of payments by the AO for

- Grant contracts (Budget and EDF)
- Fee-based service contracts (Budget)
- Programme estimates (EDF)

The term ‘CA’ is Commission jargon. 
It has no meaning in international audit practice
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Who needs a CA and why?

• The AO needs to verify whether expenditure claimed by a 
beneficiary/contractor meets the criteria (e.g. eligibility) provided 
by the terms and conditions of the contract

• CAs are a contractual condition

• Reasons for externalising verification of expenses

- a more efficient use of scarce resources (‘cost-benefit’)

- professional expertise and objectivity of 
independent auditors

- enhance accountability of beneficaries
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A comparison of CAs and full scope audits

• CAs were never intended to be full scope audits

- specific objectives and scope
►verification of expenditure claimed by a beneficiary

- support tool and method of verifying expenses for the AO

• Full scope audits have a broad, in-depth coverage
► financial audit of an external aid project

• CAs are arranged and contracted by beneficiaries, as distinct 
from audits launched by AIDCO or the Delegations

• Full-scope audits are primarily triggered by a planning and risk 
analysis process and included in AIDCO’s Annual Audit Plan

• CAs and full-scope audits are complementary.
AIDCO has the right to launch full scope audits at any time
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Problems with CAs

• No standard terms of reference for CAs specifying objectives, 
scope of work, reporting and requirements for auditors

• The format and wording of the audit certificate was not in line
with generally accepted auditing standards and practices

Consequences of the lack of clarity

• Auditors raised concerns with regard to objectives and scope of 
CAs and the wording of the prescribed audit certificate

• Auditors interpreted their engagements in different ways. 
Some refused to sign the certificate or suggested significant 
changes to the wording prescribed by the format

• AOs did not always get the result they expected and raised 
concerns about the quality of auditors, their work and reports
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Consultation process to solve problems with CAs

• Discussions and consultations

- EuropeAid internally : legal & contractual unit, finance units
- Audit profession : certain audit firms, IFAC, professional institutes
- DG Budget (was supportive)
- Court of Auditors informed
- AFC auditors (for the 2008 update of ToR)

Result of this work 

Terms of reference including a model report

► for expenditure verifications of 
grants and fee-based service contracts

►based on the concept of agreed-upon procedures
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Objectives and principles

• IFAC  (International Federation of Accountants) International 
Standard on Related Services (‘ISRS’) 4400: Engagements to 
perform agreed-upon procedures regarding financial information

• The auditor carries out procedures of an audit nature to which 
the auditor, the entity and any appropriate third parties agree

• The auditor provides a report of the factual findings of agreed-
upon procedures. No assurance is expressed by the auditor. 
Users of the report assess for themselves the procedures and 
findings reported by the auditor and draw their own conclusions
from the auditor’s work

• The report is restricted to those parties that have agreed to the 
procedures to be performed since others, unaware of the reasons 
for the procedures, may misinterpret the results
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Key principles of the ToR for expenditure verifications

• The auditor has to comply with the Code of Ethics
for Professional Accountants issued by the IFAC

► integrity, objectivity, professional competence and due care, 
confidentiality, professional behaviour and technical standards

• Independence is not an IFAC requirement for an AUP engagement 
but it is a requirement of the Commission

• It is important to define the terms of engagement (ToR) = 
IFAC recommendation

• The auditor has to conduct an AUP engagement in accordance with 
ISRS 4400 and the terms of the engagement (=ToR)
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Defining the terms of engagement

• The auditor should ensure with the entity and, ordinarily, other
specified parties who will receive copies of the report of factual 
findings, that there is a clear understanding of the agreed 
procedures and the conditions of the engagement

Mattters to be agreed

• Objectives

• Identification of the financial information subject of the AUP

• Nature of work, tests and procedures ►LIST OF PROCEDURES

• Anticipated form of the report of factual findings

• Limited distribution of the report of factual findings

• It is in the interest of both the client and the auditor formally to 
document the terms of the engagement
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Differences between AUPs and audits

IFAC International standards on related 

services (ISRS 4400)

IFAC International standards on audits 

of historical financial information and 

assurance engagements

Reports restricted to the parties who have 

agreed the procedures

Reports not necessarily restricted

Auditor uses professional skills. Specific 

procedures to be performed are detailed 

and agreed upon. List of procedures

Auditor uses professional judgement to 

design tests and determine the type of 

evidence for assurance

Users obtain their own assurance by 

drawing conclusions from the auditor’s work

Assurance

Report of factual findingsAudit report and opinion

AUPsAudits
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Similarities between AUPs and Audits

• Use of the services of professional auditors

• Procedures to be performed are of an audit nature

• A clear international (IFAC) reference framework

• Auditors need to comply with ethical principles of the Code of Ethics 
for Professional Accountants issued by the IFAC

• Auditor needs to comply with technical IFAC standards although the 
standards for audits and AUPs are not the same
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The expenditure verification is the right tool

• An appropriate verification tool for the AO

It provides a factual report with all information the AO needs with 
regard to the conformity of the action and eligibility of expenditure

• A tool in accordance with contractual and regulatory 
requirements

The expenditure verification provides an appropriate verification 
tool as required by the contractual conditions and within the spirit 
of the Financial Regulations (Budget and EDF)
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The expenditure verification is the right tool

• A good ‘cost-benefit’ solution for externalisation of payment 
verification

The AO does not need explicit assurance by means of an audit 
opinion. Audits require in principle more work than AUPs and are 
thus more expensive. They do not necessarily provide more added 
value and better results for a verification which is externalised

• The AO can draw right conclusions from the EV report

Assurance relates to the degree of confidence that a user wants to 
derive from a report. The work is agreed upon and expectations are 
clear. The factual report provides all elements and sufficient 
confidence to the AO to draw conclusions
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The expenditure verification is the right tool

A clear framework

• The ToR and the report of factual findings provide a clear 
framework to the beneficiary, the auditor and the Commission

• Objectives, scope of work, procedures to be performed, criteria to 
be tested and the reporting are specifically agreed upon in the ToR

• ToR refer explicitly to contractual conditions and criteria to be 
checked

• There is a lower risk of misinterpretation by auditors. 
There should be no unexpected results for the AO

• EVs are AUPs, a concept that is well known to the audit profession
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The expenditure verification is the right tool

The ToR specify criteria for Auditors

The auditor has to confirm (in the ToR) that he/she meets
at least one of the following conditions:

1 be a member of a national auditing or accounting body or 
institution which is member of IFAC

2 same as 1 but the institution is not IFAC member. Commitment 
to comply with IFAC standards and Code of Ethics

3 be a statutory auditor in the public register of a public oversight 
body in an EU member state

4 be a statutory auditor in the public register of a public oversight 
body in a third country

+ comply with ISRS 4400 and the IFAC Code of Ethics for 
Professional Accountants
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Expenditure verifications of grant contracts
ToR for an expenditure verification of an 
EU financed grant contract for external actions

CONTENT
1.1 Responsibilities of the parties to the engagement
1.2 Subject of the engagement
1.3 Reason for the engagement
1.4 Engagement type and objective
1.5 Standards and ethics
1.6 Procedures, evidence and documentation
1.7 Reporting
1.8 Other terms

ANX 1 Information about the grant contract
ANX 2 List of procedures + guidelines
ANX 3 Model report of factual findings

List 
of 

procedures

List 
of 

procedures
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ToR content expenditure verification grant

contract

• Responsibilities of the parties to the engagement

Two parties ►the beneficiary and the auditor

• Subject of the engagement

Financial report for the grant contract

• Reason for the engagement

Mandatory as per the grant contract (Art. 15 General 
conditions) 

• Engagement type

Type ►AUP
Objective ►carry out specific procedures + provide report of 
factual findings
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ToR content expenditure verification grant contract

• Standards & Ethics

ISSRS 4400 + IFAC code of ethics + independence requirement

• Procedures, evidence and documentation

The specific procedures to be performed are listed in ANX 2A
Guidelines for the specific procedures are in ANX 2B

• Reporting

Report of Factual Findings. Model report in ANX 3 is compulsory

• Other Terms

May include auditor’s fees and other
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List of specific procedures GRANT contract

►terms & conditions of the grant contract
►financial report for the grant contract
►rules for accounting and record keeping
►reconciliation of financial report to accounting system
►exchange rates

1 General procedures

►grant contract budget
►amendments to grant contract budget

2 Procedures to 
verify conformity of 
expenditure with
budget & analytical review

►eligibility costs
►eligibility direct costs
►contingency reserve
►admin costs
►contributions in kind
►non-eligible costs
►revenues

3 Procedures to 
verify selected expenditure

CRITERIA
►actually incurred
►cut-off
►budget
►necessary
►records
►justified
►valuation
►classification
►compliance procurement, 

nationality & origin rules

coverage!!
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Expenditure verifications of FB service contracts

ToR for an expenditure verification of an EU financed
fee-based service contract for external actions

CONTENT
1.1 Responsibilities of the parties to the engagement
1.2 Subject of the engagement
1.3 Reason for the engagement
1.4 Engagement type and objective
1.5 Standards and ethics
1.6 Procedures, evidence and documentation
1.7 Reporting
1.8 Other terms

ANX 1 Information about the service contract
ANX 2 List of procedures + guidelines
ANX 3 Model report of factual findings

List 
of 

procedures

List 
of 

procedures
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ToR content expenditure verification
fee-based service contract

• Responsibilities of the parties to the engagement

Two parties ►the consultant and the auditor

• Subject of the engagement

Financial report for the service contract + consultant’s invoice

• Reason for the engagement

Mandatory as per the service contract (Art. 29.1 General conditions) 

• Engagement type

Type ►AUP
Objective ►carry out specific procedures + provide report of factual
findings

Expenditure verifications of FB service contracts
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Expenditure verifications of FB service contracts

ToR content expenditure verification
fee-based service contract

• Standards & Ethics

ISSRS 4400 + IFAC code of ethics + independence requirement

• Procedures, evidence and documentation

The specific procedures to be performed are listed in ANX 2A
Guidelines for the specific procedures are in ANX 2B

• Reporting

Report of Factual Findings. Model report in ANX 3 is compulsory

• Other Terms

May include auditor’s fees and other



25

EuropeAid

Expenditure verifications of FB service contracts

List of specific procedures fee-based SERVICE contract

►terms & conditions of the service contract
►financial report and invoice for the service contract
►rules for accounting and record keeping
►reconciliation of financial report to accounting system
►exchange rates

1 General procedures

►service contract budget
►amendments to service contract budget

2 Procedures to 
verify conformity of 
fees and expenditure with
budget & analytical review

►eligibility of fees
- time charged
- fee rates
- total fee costs

►incidental expenditure

3 Procedures to 
verify expenditure

CRITERIA
►timesheets
►employment
►activities

100%!!
CRITERIA
►same / similar as for grants
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Expenditure verifications
of grant and fee-based service contracts

Readings

Annexes to the Practical Guide on External Co-operation website:

• Grant contracts

►E3h_8; Expenditure verification (Annex VII):

http://ec.europa.eu/europeaid/work/procedures/implementation/
grants/annexes_standard_documents/index_en.htm

• Fee-based service contracts

►B_8; Expenditure verification (Annex VII):

http://ec.europa.eu/europeaid/work/procedures/implementation/
services/annexes_standard_documents/index_en.htm

http://ec.europa.eu/europeaid/work/procedures/implementation/
http://ec.europa.eu/europeaid/work/procedures/implementation/
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