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Guideline for financial statements
of projects funded by KNH KINDRR

A. Introduction

1. This guideline applies to all projects which are supported by KNH for 24 monthere,
regardless whether the project receives the funds from Kiddigh a partner/coordination office
of KNH or directly from KNH. (For projects which are supported by KNH léss than 24
months the “guideline for the application for and reporting on short/medinmpt@ject funding
by Kindernothilfe applies”. A specific “guideline for relief and reititdiion projects funded by
KNH" applies to respective projects.)

2. The main objectives of this guideline are:

* To give an account of the application of funds to KNH as the funding donor agencl} as we
to any other stake holder (like target groups, beneficiaries, public;rgogat).

* To give detailed information in terms of financial figures aboubtitéevement of goals, the
implementation of the plan of activity and of the budget.

3. The guideline takes into account that all funds from KNH are earmarked agdaded for
specific purposes: All funds have to be spent according to the purpasbadget approved by
KNH. Without the sanction of KNH the designation of funds must not be changed.

4. Specific requirements are laid down for
* Fund accounting
e Half-year financial reports on budget implementation

5. Model formats for various statements are given in the appendices 1 to 8.

6. The requirements of this guideline will be applicable for all fingrstatements which refer to a
financial year ending on December**32007 or later.

B. General requirements
1. Basis of accounting

In principle, accounting on accrual basis as well as the capitalizaiibdegpreciation of fixed assets
are recommended. However, accounting on cash basis or receipts and payrsistatesptable if
this is in line with national rules and regulations and any standards akhuitaw.

The financial statements have to show in national currency all inconsagroes and the application
of the resources taking into account all transactions of the projectniisa@ccounting and
reporting as well as financial statements which only show the fundwee from KNH and the
application of these funds will not be accepted by KNH.

2. Annual audit

The annual financial statements have to be audited by a registeredethar certified public
accountant (CPA). The auditor should be member of the nationaliiesiftchartered/certified public
accountants. KNH reserves the right to select the auditor.

* The annual audit has to be conducted in accordance with generally accejitiad atandards
and standards issued by the national institute of chartered accountants.

* The scope of audit as well as other services of the auditor and théeasdihould be laid down
in an engagement letter.

DokNr 2983442 Page 2 of 11



Guideline for financial statements
of projects funded by KNH KINDRR

* In addition, the project has to ensure that the work/audit programme afditer as well as the
auditor’s report take into account the requirements laid down indideline.

3. Annual financial statements

The annual financial statements must be audited. It should include theifiglloemponents:

* Report of the auditor

* Balance Sheet or Statement of Assets and Liabilities (appendix 1)

* Income and Expenditure Account or Receipts and Payments Account (appendices 2 and 3)
* Explanatory notes and attachments to the account

3.1 Report of the auditor

In its report the auditor is required to give an opinion as to whether the &cginena true and fair
view of the state of the project’s affairs and of its incoming resewacd application of resources for
the year or — alternatively — that the receipts and payments acoolihieasstatement of assets and
liabilities are properly presented.

In addition the auditor has to report

* if proper accounting records have not been kept

* if the accounts do not agree with the underlying records

* if the auditor has not received all information and explanations thoauadnsidered necessary
* whether the accounts adequately distinguish any restricted funds

The auditor should also prepare an auditor’s letter to the manageiserdgéed internal control
memorandum). On request, a copy of this should be sent to KNH.

3.2 Balance Sheet/Statement of Assets and Liabilities

The Balance sheet — or the Statement of assets, liabilitiesiaaisl in case that accounts are prepared
on cash basis) — summarises the assets, liabilities and funds of tloe pmgpeinciple, the balance
sheet items should be grouped under the following main categories:

Assets
* Fixed asset8 ?
¢ Financial assets
e Stock/inventory
e Accounts receivable

e Cash at bank and in hand
Liabilities & funds

« Capital Fund’
e General Fund
« Restricted fund(sy and reserves
* Liabilities and accounts payable
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Notes:

Y The balance sheet categories “fixed assets” and “capital fund” appezase that fixed assets are
capitalized and depreciated.

2 Details of the fixed assets should be given in the explanatory notesaccthents.

% The balance sheet category restricted fund(s) appear if the achauet® reflect different types of
funds according to the terms under which they were given to the project. VRevind(s)”, the
“Fund for the replacement of fixed assets” as well as any legallyreglngiserve(s) have to be
shown under this category. (For further information refer to paragraph C.1s gtitieline.)

3.3 Income and Expenditure Account/Receipts and Payments Account

The Income and Expenditure Account — or the Receipts and Payments Accourds {mataccounts
are prepared on cash basis) — summarises all incoming resources anglitation of the resources.
The set up of this account should follow the set up of the approved budget: the tegosesaand
items in the same order. The account should show as comparative figufigsires of the previous
financial year as well as the budget of the period under réview.

The incoming resources should be grouped under major categories like:
* Funds received from KNH
e Contribution from partner
e Other local contribution
* Funds from other donors
* Income from interest

* Any other income
The same goes for the application of the resources. Main categjuridd be:

* Direct expenses on project activities

+ Contribution to micro credit scheme or loan revolving féind
* Research, monitoring, evaluation

* Personnel

* Running and administrative costs of the project

* Repair and maintenance

+ Depreciation of/provision for fixed asséts

* Other expenses and contingency

+ Capital expenditur®

« Administration-/over head charge partfer

Notes:

Y The “funds received from KNH” should be split up into “KNH project budgettj@nd “other
funds from KNH”. This split up could be given in the explanatory notes tocttwiats or in the
Income and Expenditure Account.

2 Under this category the expenses for the establishment and theéscoéshe capital of micro
credit schemes/loan revolving funds should be shown. The granting of e=ditd| as the
repayment of loans will not be reflected in the income and expenditure accautii@ receipts and
payments account of the project, but in a separate statement showing thts ewkpayments of
the micro credit scheme/loan revolving fund. (For further informatiaar tefparagraph C.1.1 of
this guideline.)

! The income and expenditure account for the firelnaar 2007 should show as comparative figures the
approved budget 2007 and the actuals 2006.
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% Depreciation has to be shown if fixed assets were capitalized andidegteProvision for fixed
assets only appear if the project maintains a restricted fund foepltaeement of fixed assets .(For
further information refer to paragraph C.1.2 of this guideline).

“) Capital expenditure will appear only in the Receipts and Payments Account®t in the Income
and Expenditure Account. Nevertheless, also those projects which zafitedid assets should give
details about the fixed assets purchased during the financial year.

® In case that the project has to contribute to the administration-/oviecbsis of the partner it has to
be reflected in the accounts of the project.

3.4 Explanatory notes and attachments to the accounts

The explanatory notes to the accounts should include:

* Information about accounting principles.

* A Budget comparison which shows the variances between the actual amountstamjéie
(refer to appendix 4). The actual amounts of the financial year shoalthiared to the annual
budget (refer to appendix 4.1). If the project has a defined time-period afideddbverall
budget for this time-period, the accumulated actual figures should lgaoedio the defined
overall budget (refer to appendix 4.2).

- Comments on major variances to the comparative figures. Especialblitvéing variances
have to be explained: variances to the budget of 15 % or more per budget iteot,lbsis
than Euros 1,500 and

- variances to the budgeted personnel costs of Euros 1,500 or more (reghadj@srcentage).

e A List of positions/annual payroll costs (refer to appendix 5)

* A separate Income and Expenditure Statement for the Revolving Fund (gptRecei Payments
Account for the Revolving Fund) if the project has to establish and airatevolving fund
(refer to point C.1.1 of this guideline).

* The total number of children benefiting from the project and the number ofeshddpported
through KNH sponsor ship scheme.

At the request of KNH, the following additional information should bech#d to the accounts:
e Statement of fixed assets (refer to appendix 6).
* List of payments received from KNH (refer to appendix 7).

4, Deadline

The audited annual financial statements have reach KNH 6 months aftad thitlee financial year
of the project at the latest.

C. Specific requirements
1.  Fund Accounting
Fund accounting is recommended for those projects which have to maiffezienditypes of funds
according to the terms under which they were given to the project. Bspgxigiects with different

types of programmes and activities which are funded by various donorafjlag#ncies should
implement fund accounting. (For details refer to appendix 8.)
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1.1 Restricted fund for micro credit scheme/loan revolving fud

A separate restricted “Revolving Fund” has to be established if dfexphas a micro credit scheme
or a loan scheme which is revolving: From this fund loans are granted anchegpsyas well as
interest are credited to this fund. In a separate statement the inegeis and the expenditure/
payments have to be reflected. The balance of this fund must not be mingled tiewgéneral fund
or other funds of the project. Therefore, it is recommended to open a sépautlateccount or a
separate secure investment for this fund. The balance of this furmlii®shown in the Balance
Sheet/Statement of Assets and Liabilities as a separatetesbfrind.

1.2 Restricted fund for the replacement of fixed assets

A “Restricted fund for the replacement of fixed assets” may be establigtthe project. The
provision to this fund should not exceed the annual depreciation of fixed (@s®ttsling
depreciation on buildings). Without prior written approval from KNH this fonay not be used for
any other purpose. The balance of this fund must not be mingled up with the §eme@al other
funds of the project. Therefore, it is recommended to open a separatecbamktar a separate
secure investment for this fund. The balance of this fund has to be shawrBalance
Sheet/Statement of Assets and Liabilities as a separatetessfrind..

1.3 Legally required reserves

Provisions have to be made for any legally required reserve, e.g. for cotigpeasaetrenchment
payments. The balance of this reserve should be set aside in a segs#riated reserve/fund and
should not be mingled up with other funds of the partner/coordination office. Theerefeeparate
bank account or a separate secure investment for this reserveffaodnsnended. The balance of the
legally required reserve(s) has to be shown in the Balance Sheetéstaté Assets and Liabilities as
a separate item.

2. Half-year financial report on budget implementation

Projects which annually receive 100,000 Euro or more from KNH have to fgquigpare a half-
year financial report which should reach KNH not later than 3 months afterdlof ge half-year.
This report should consist of the following components:

* Income and Expenditure Account — or Receipts and Payments Account — fostteix fimonths
showing the current figures, the corresponding budget as well as the v&iianadonal currency
and in percentage. The set up of this account should follow the (approved) evorking budget.

* Notes explaining any variances to the budget of 1,500 Euros or more per budgBeigsons for
the variance(s) as well as action taken/decided should be reported.

At the request of KNH this half-year financial report on budget implestientshould be submitted,
even if a project receives less than 100,000 Euros per financial year
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D. Imposition of sanctions

1. KNH reserves the right to immediately stop all payments to aqirij
* the annual financial statements do not reach KNH in time (refer torpptaB.4 of this
guideline),
* the annual financial statements cannot be accepted by KNH,

* the half-year financial report on budget implementation is not presefitexijgh KNH
already reminded the project to submit it,

e any additional information regarding the financial statements reqgliegtiéNH is not
presented in time.

2. The annual financial statements cannot be accepted by KNH — unlesthisgnelse has been
agreed between the project and KNH in advance — if

* the annual financial statements are not audited by a chartered acd@Réant

« the auditor fails to express an opinion or expresses a qualified dpinion

* the annual financial statements do not show all assets, liabilite$yaahs as well as all
income/receipts and expenditure/payments of the partner/coordindtam of

* the budget comparison and/or the list of position/annual payroll costs areacbedtto the
accounts.

In these cases the project shall either rework the accounts forigre&plin in detail what kind
of actions have been taken to overcome the deficiencies and weaknesses,enthiehleasons for
the qualified opinion, and/or present the outstanding information as spossible.

3. In case that funds from KNH were not properly accounted for, KNH restmweight either to
deduct the respective amount from its next payment to the project or te ti@igroject and/or
the partner to reimburse the respective amount.

4. KNH will continue its payments to the project as soon as all reaspa®fiping the payments
have been eliminated.

5. KNH reserves the right to immediately stop its cooperation with jagirid

* the auditor consecutively expresses qualified opinions
and/or

e corruption, fraud, misappropriation, and/or mismanagement (waste of funesjietected
and verified.

Duisburg, October 2006
Board of Directors

2 An opinion is qualified if the auditor comes t@tbonclusion that the accounts do not give a tnakfair view
of the state of the partner’s/coordination officaffairs and of its incoming resources and appbcadf
resources for the year or — alternatively — thatréteipts and payments account and the staterhassets and
liabilities are not properly presented.
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HILFE
Appendices

The following model formats may be of help in presenting the different statenHowever, the
presentation does not matter as long as the required informationns give

1. Balance sheet/Statement of Assets and Liabilities

previous
balance sheet
as at ... date
Assets
1. Fixed assets
2. Financial assets
3. Accounts receivable and other assets
4. Cash at bank and in hand
5. Deferred charges and prepaid expenses

Total assets

Liabilities & funds

Capital Fund

General Fund

Restricted Funds and Reserves
Provisions and accrued liabilities
Liabilities/accounts payables
Deferred charges

Total liabilities & funds

SHCIEN IRHNITS

2. Income and Expenditure Account for the financial year from... to ...

varianceto in % to
this year last year last year  last year

Income

Funds received from KNH
Contribution from project carrier

Other local contribution

Funds from other donors

Income from interests

Any other income

Total Income

Expenditure

Direct expenses on project activities
Micro credit scheme/loan revolving fun
Research, monitoring, evaluation
Personnel

Running and administrative costs
Repair and maintenance

Depreciation of/provision for fixed assets
Other expenses and contingency
Subtotal Project Expenditure
administrative/over head charge of partner
Total Expenditure

Surplus/(Deficit)

AR ISR ER Il I o

O
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3. Receipts and Payments account for the financial year from ... to ...

4.

4.1 Budget comparison for the financial year ...

this year

last year

variance to
last year

in % to
last year

Receipts

Funds received from KNH

Contribution from project carrier

Other local contribution

Funds from other donors

Income from interests

gk iw e

Any other receipts

Total receipts

Payments

Direct expenses on project activities

Micro credit scheme/loan revolving fun

Research, monitoring, evaluation

Personnel

Running and administrative costs

Repair and maintenance

Depreciation of/provision for fixed asse

ts

Other expenses and contingency

©i® N Ok~ NbE

Capital expenditure

Subtotal project payments

administrative/over head charge for partner

Total payments

Excess of receipts over payments

Cash at hand/in bank brought forward

Cash at hand/in bank carried forward

Budget comparison

this year

approved
budget
(this year)

budget
variance

in % of
the
budget

Income/Receipts

1.

2.

Total income/receipts

Expenditure/Payments

1.

2.

Total expenditure/receipts

Surplus/(Deficit)
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4.2 Budget comparison for the time-period from ... to ...

accumulatec
actual
figures

approved

budget for
project

time-period

portion of
budget spen
in %

variance to
the budget

Income/Receipts

1.

2.

Total income/receipts

Expenditure/Payments

1.

2.

Total expenditure/receipts

Net income/excess of receipts over
payments

5. Statement of fixed assets

type of fixed assets, e.g.

Land &
buildings

Motor
vehicles

Furniture &
equipment

Total

Cost

1. atthe beginning of the year

2. Additions in the financial year

3. Disposals in the financial year

4. atthe end of the year

Depreciation

1. atthe beginning of the year

2. Depreciation of the financial year

3. Eliminated on Disposals

4. atthe end of the year

Net book value

1. atthe beginning of the year

2. atthe end of the year

6. List of payments received from KNH during the financial year...

date (when

received) purpose

amount in Euro
(or in US-$ if KNH
transfers the funds

in US-$)

amount in
national currency

Total funds received:
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List of positions/annual payroll for the financial year ...
annual annual
name of annual  contribution: contribution: annual total
staff annual social to pension: to provident benefits ang costs per
position . member salary securities fund fund allowances| year
Total annual payroll costs:
Fund accounting
Unrestricted Restricted : this financial last financial
Funds Funds® year year
1. Income/Receipts
1.1
1.2

Total income/receipts

2. Expenditure/Payments

2.1

2.2

Total expenditure/receipts

3. Surplus/(Deficit)s

4. Transfers between funds

5. Balance at the beginning of the year

6. Balance at the end of the year

Y Examples: Revolving Fund(s), Restricted funds lierieplacement of fixed assets, legally required

reserve(s).

Unrestricted
Funds

Restricted
Funds

this financial
year

last financial
year

Assets

Fixed assets

Financial assets

Accounts receivable and other assets

Cash at bank and in hand

SIENIAIINIIS

Deferred charges and prepaid expense

(7]

Total assets

Liabilities & funds

Capital Fund

Fund balances and reserves

Provisions and accrued liabilities

Current liabilities/accounts payables

als e e

Deferred charges

Total liabilities & funds
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