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L. Introduction and Background

1.1 Assignment background

This report has been prepared in accordance with the Terms of Reference (ToR) agreed with the
Federal Democratic Republic of Ethiopia Ministry of Labor and Skills and the financial reporting
and auditing requirements applicable to World Bank-financed projects. The audit was conducted
to express an opinion on the Project Financial Statements (PFSs) of East Africa Skill for
Transformation and Regional Integration Project for the three months period ended 7 July 2025,

The audit engagement was undertaken by TAY Audit Service LLP. The engagement partner is
Tesfa Tadesse MSc, FCCA. The audit was planned and performed in accordance with
International Standards on Auditing (ISAs).

1.2 Project background

The project development objective of EASTRIP is to increase the access and improve the quality
of TVET programs in selected regional flagship TVET Institutions and to support regional
integration in East Africa. The project was approved on October 30, 2018 and was expected to
close on December 31, 2024. The project was approved as an IDA Credit and Grant to the amount
of USD 293 million - equivalent to the three participating countries of Ethiopia, Kenya and
Tanzania for the implementation of the East Africa Skills for Transformation and Regional
Integration Project (EASTRIP) and for Coordination of the project activities by Inter - University
Council of East Africa.

The Financial Agreement has been signed by the Government of Ethiopia and the World Bank
on November 2, 2018. The Project became effective on 23rd May 2019. Per letter no. .LF.D.R.E
4/2/667 written by the Federal Democratic Republic of Ethiopia, Ministry of Finance to the World
Bank, the project has been extended for 24 months until 31 December 2026 and one of the selected

vocational schools selected for the project in Ethiopia is The Federal Technical and Vocational
Education and Training Institute.

The project fund comes from the recipient of US$ 75 Million grant from IDA and borrower of
USS$ 75 million credit from the World Bank. The total project cost is estimated at US$150 million.

2. Audit Objectives

The objective of the audit of the Project Financial Statements (PFSs) is to enable the auditor to
express a professional opinion(s) on the financial position of the project at the end of each fiscal
year, and on funds received and expenditures incurred for the relevant accounting period.

The project books of accounts provide the basis for preparation of the PFSs by the project
implementing agency and are established to reflect the financial tea Sactjons.in respect of the
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project. The implementing agency maintains adequate internal controls and supporting
documentation for transactions.

3. Audit Methodology, Risk Assessment, and Sampling

3.1 Standards and overall approach

We conducted the audit in accordance with International Standards on Auditing (ISAs).
We also complied with the relevant ethical requirements, including the fundamental
principles of integrity, objectivity, professional competence and due care, confidentiality,
and professional behavior. Our responsibilities under those standards are described in the
Independent Auditor’s Report.

The audit was planned and performed using a risk-based approach to obtain reasonable
assurance about whether the Project Financial Statements (PFSs) are free from material
misstatement, whether due to fraud or error, and whether project funds have been used for
the intended purposes in accordance with the Financing Agreement and applicable World
Bank requirements. The key elements of the audit approach included:

* Understanding the Project’s operations, financing and funds-flow arrangements, and the
financial reporting framework applied for PFS preparation;

* Understanding and assessing the design and implementation of key internal controls over
financial reporting, disbursement and cash management (including the Designated
Account), procurement and contract management, asset management, and [FR/SOE

reporting;

* Performing risk assessment procedures (inquiries, walkthroughs, analytical procedures,
and review of prior-year issues) to identify significant and other risks and to design
responsive audit procedures;

* Determining materiality for the audit and applying professional judgment and
professional skepticism throughout the engagement;

* Testing, on a sample basis, transactions and balances underlying the PFSs, including
eligibility and supporting documentation for expenditures, accuracy of classifications by
component/category, and completeness of reporting;

* Performing specific procedures required by the Terms of Reference (ToR), including

procedures over the Designated Account (DA) reconciliation, review of Statements of

Expénditure (SOE) / withdrawal schedules and refWﬁE@iﬁgtion of IFRs to
/g ¢
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annual PFSs (where applicable), and verification of fixed assets procured from project
funds; and

¢ Concluding and reporting based on audit evidence obtained, including communicating
with those charged with governance and management (including holding entry and exit
meetings) and obtaining written representations from management.

3.2 Risk assessment summary

Below is the finalized risk assessment summary table for the key areas identified in the project
related to grant funded programes.

Risk assessment summary:

Inherent o .
: X T : Key Controls / Mitigating Audit Response
Risk Area Risk Description Risk
Factors (Procedures)
(H/M/L)
Misstatement of Medium [i-Approved financial
. . grant income manual -Request direct confirmation
Financial = cil o :
§ recognition, - Reconciliation of grant from donor and Reconcile
Reporting N . )
eligibility, or agreements with records with the record balance.
(Grant Income) | . . i
Incomplete - Segregation of duties in
records. recording
_R\—.\\K
Medium - Test disbursement samples
Unauthorized or ' for authorization and
: cIne - Designated Account el
Disbursement / ineligible o) eligibility
; : Reconciliation procedures
Designated disbursements, or = | of - Reperform DA
- - Pre-approval o i
Account (DA) misuse of DA ithd & : licati reconciliations
withdrawal applications ;
funds. L - Review SOE/IFR
L supporting docs
Risk of intentional .
: - Journal entry testing for
Fraud misstatement, asset : ;
: : ; T - Tone at the top and anti- unusual items
(including misappropriation, B ] ] - ]
: fraud policy - Interviews and fraud risk
Management or override of - : i
: - Internal audit function Inquiries
Override) controls by :
- Test overrides of controls
management.

Loss, misuse, or
incomplete
recording of fixed
assets purchased
with project funds,

- Asset register ) ;
- Reconcile asset register to

financial records

maintenance
Asset

| - Period: o
Management Periodic physical

- test existence of assets on
sample basis

verification
e Tagging
Medium - Standardized IFR/SOE
templates

Inaccurate or
untimely
submission of
Interim Financial

IFR/SOE
Reporting

- Trace IFR/SOE amounts to
- Training on reporting underlying records

|_requirements
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3.3 Locations visited and scope coverage

The location of the audit is performed at The Federal Technical and Vocational Education and Training
Institute for all transaction’s lists and a visit to the construction site in Addis Ababa city is conducted.

3.4 Sampling and tests of details
3.4.1 Sample Technique

The sampling technique followed is by selecting high value transactions that are above the
performance materiality and unusual account balances.

3.4.2 Sampling Method

Ist sampling method: All transactions with value above the performance materiality was
selected for verification.

2nd sampling method: Transactions below the performance materiality were selected using

systematic sampling method where the sample size falls below 50% based on the 1st sampling
method.

Expenditure Sampling summary

Area Population Audited sample Coverage (%) Key assertions
tested
Number of 434 67 15% Occurrence,
transactions completeness,
and accuracy
Value of transactions 691,595,236 643,838,096 93%
(ETB)

3.5 Entry and exit meetings

Entry and exit meetings were conducted with The Federal Technical and Vocational Education
and Training Institute management. During the entry meeting discussions focused on the audit
scope, timeline, and overall audit process. Upon completion of the audit an exit meeting was held

to present and discuss the internal control matters (ICM) identified during the audit and to agree
on the way forward.

4. Internal Control Review and Results

The audit included an assessment of the Project’s internal control environment relevant to: (i)
financial reporting; (ii) disbursement and cash management (including the Designated Account):
(iit) procurement and contract management; and (iv) project reporting (including IFR/SOE
reporting and reconciliations). Our procedures were designed to identify and evaluate controls
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that are relevant to the preparation of reliable PFSs and to the proper use of project funds; they

were not designed for the purpose of expressing an opinion on the effectiveness of internal
control.

4.1 Control environment and governance

The PIU operates under MOLS’s governance structure, with defined roles and responsibilities for
the PIU Coordinator, Finance/Accounts staff, Procurement staff, and technical teams. Oversight
is exercised through regular management reviews, approval of work plans and budgets, and
periodic review of financial and progress reports. Key control considerations include: segregation
of duties between initiation, approval, accounting, and payment; adherence to documented
policies and procedures (financial management manual, procurement manuals); and maintenance
of an audit trail through orderly filing and retention of supporting documentation.

4.2 Financial reporting controls

Transactions are recorded in the project accounting records based on source documentation
(contracts, invoices, receipts, payment vouchers, and payroll records) and are classified by
component/category consistent with the chart of accounts and approved annual work plan and
budget. Period-end reporting controls typically include:

(i) Review and approval of payment vouchers and journal entries

(i1) Bank reconciliations for project bank accounts

(i) Reconciliation of subsidiary ledgers/schedules to the general ledger

(iv)  Supervisory review of draft IFRs and annual PFSs prior to submission and
(v) Documented review of significant estimates or judgments, where applicable.

The audit assessed whether these controls were designed and implemented to support complete,
accurate, and timely financial reporting.

4.3 Disbursement and cash management (Designated Account).

The Project operates designated account arrangements for receipt and use of World Bank funds.
Key controls include:

(1) Authorized signatories and approval limits for bank instructions

(i1) Preparation and independent review of withdrawal applications/IFR-based requests
and SOE schedules

(iliy  Preparation, review, and timely clearance of DA reconciliations, including
investigation and resolution of reconciling items

(iv)  Controls over exchange rates applied for translation and reporting; and

(v)  .Safeguarding of cash and, where petty cash is ,used -pe}\lgdlc cash counts and

independent review of petty cash reconciliatio N“;l; 0,75\
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