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h § INTRODUCTION
1.1 Background

The Federal Democratic Republic of Ethiopia (GOE) and the International Development Association (IDA) have signed
a Financing Agreement (FA) on April 7, 2017 for National Quality Infrastructure Development Project (NQIDP). The
Project Covers a period of Five Years (From 8 July 2017 to 7 July 2022). IDA will Finance the Project by Investing 50
Million US Dollar

The project Development Objective (PDO) is to improve the delivery of quality assurance services to enterprise in the
targeted Sectors.

The theory of change for the proposed project is that both improved delivery of guality assurance services by NQI
institutions (Supply side) and increased demand by targeted Enterprises in the targeted Sectors, both the private and
public sectors, for these services (demand-side) will strengthen the competitiveness of the selected industries in GVCs.
The targeted sectors will be leather and leather products, Textile and garments and Agro processing.

1.2 Project Components

The major components of the program managed by MOT & RI, which in turn constitute Components, are broadly
classified into three:-

Component 1

The Objective of this Components is to strengthen the NQI Institutions capacity to deliver effective and efficient quality
assurance services to Enterprises in the targeted sectors.

Component One will have two subcomponents (a) Strengthening Institutional Capacity of NQI Institutions and (b)
Strengthening MOTRI NQI oversight Function. The main areas of intervention of this compenent are to support
technical facility of existing NQI institutional and MOTRI NQI function.

Component 2

The objective of this component is to support more active private sector involvement for the development of NQI
system of creation of the demand for NQI services and increase of the number of private sector NQI service provider,
in particular conformity assessment services.

Component 3

This component is to support project management and monitoring and evaluation through inter alia financing of
operating costs, consulting services, qoods and technical assistance.

1.3 Audit objectives

The objective of the audit is to express an opinion on the Project financial statements of NQIPD for the year ended 07
July 2021. The audit includes but not limited to the following tasks:

a
b

—

Perform reviews of the accounting records and ascertain whether the laid down financial procedures are complied with;

Pl

Review, evaluate and comment on the NQIPD compliance to the MOT & RI guidelines;

c) Review and evaluate the Ministry accounting policies and administrative controls and report any significant
weaknesses, together with recommendations for improvement ;

d

s

Determine whether the management and financial systems, including internal controls, within the components are
adequate for efficient and prudent management of funds;

e) Comment on the use of funds vis a vis approved budgets in relation to the agreement between the Ministry and
donors;

f) Assess the compliance with administrative/legal/fiscal issues regarding local employees contracted under the Authority;
and

g) Recommend possible improvements and/or actions in any area on financial management and especially areas where
weaknesses were noted.
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INTRODUCTION (Continued)
Audit scope

The audit scope required us to carry out sufficient audit steps and procedures to ensure that the audit objectives were
met for the year ended 07 July 2021. Details of the steps and procedures are given below.

Audit Methodology

We conducted the audit in accordance with International Standards on Auditing and in compliance with the accounting
policies and agreed terms between Ministry of Trade and Regional Integration (MOTRI) and IDA (International
Development Association - World Bank).

Internal controls

We have evaluated significant internal controls to obtain a sufficient understanding of the design of relevant controls,
policies and procedures and whether they have been in operation during the period under review.

Compliance with agreement terms and applicable laws and regulations

We have reviewed, assessed and reported on compliance with the terms and conditions of the agreements.
Representations by grantees

We have obtained specific written representations from management.

Contractual obligations

Appraised relevant documents such as agreements with creditors;

Verified compliance of the project's expenditures with relevant terms of agreements as well as all the applicable rules;
Receipts and disbursements

Verified compliance with the disbursements and procurement procedures set up for the Authority.

Examined whether the expenditures are classified in accordance with the budget ;

Reviewed bank statements and other relevant books of accounts and assessed whether they show a complete view of
the income received and expenditure incurred in accordance with generally accepted principles;

Verified and confirmed that all commitments are genuine, with the relevant agreements disclosed within the financial
records and are for the pursuance of agreed Project objectives;

Examined a representative sample of payments transactions including accuracy and completeness of records; and

Dther income sources

Established whether other income generated by the Authority, such as sales of items, exchange gains, etc.; have been
used in furtherance of the Authority's objectives; and
Results of the audit

1.6.1 Summary of results by audit objectives
Reach an opinion as to the validity of the financial statements.

In our opinion, the financial statements present fairly, in all material respects the sources and uses of funds in
accordance with the accounting policies and in conformity with the budget.

Report on the financial management and internal control findings

We reviewed the internal control structure and concluded that the system was adequate to meet the needs of the
program. We have not observed significant deficiency or material weaknesses on the internal control of the Ministry-
NQIPD



MINISTRY OF TRADE AND REGIONAL INTEGRATION

NATIONAL QUALITY INFRASTRUCTURE DEVELOPMENT PROJECT-NQIDP. (Project No. P160279 and IDA
59830-ET)

FOR THE YEAR ENDED 07 JULY 2021

2 STATEMENT OF MANAGEMENT'S RESPONSIBILITIES

The Management is responsible for preparing the financial statement which gives a true and fair view MOTRI
Project named National Quality Infrastructure Development Project financed by International Development
Association as at the end of the year and of the project’s financial statements for that year. The Management is
required to ensure the project keeps proper accounting records which disclose with reasonable accuracy at any
time the financial position of the project. They are also responsible for safeguarding the assets of the project.

The Management is responsible with the financial statement that gives a true and fair view in accordance with the
funding agreement between MOT & RI and International Development Association and the accounting policies
stated in Note 3.5 of this report and for such internal controls as the Management determines are necessary to
enable the preparation of the project financial statement that is free from material misstatement, whether due to
fraud or error.

The management accept responsibility for the financial statement which has been prepared using appropriate
accounting palicies supported by reasonable and prudent judgments and estimates. The Managemeht believes the
project's financial statement gives a true and fair view of the state of the financial affairs of the project and of its
financial statements. The management further accepts responsibility for the maintenance of accounting records
which may be relied upon in the preparation of the project financial statement, as well as adequate systems of
internal financial control.

The Management certify that, to the best of their knowledge, the information furnished to the auditors for the
audit was correct and is an accurate presentation of the company's financial transactions.

i) Designing, implementing and maintaining such internal control as they determine necessary to enable the
presentation of financial statements that are free from material misstatement, whether due to fraud or
error;

i) Selecting suitable accounting policies and applying them consistently; and
iii)  Making accounting estimates and judgements that are reasonable in the circumstances.

Management acknowledges that the independent audit of the financial statements does not relieve them of their
responsibilities.

Nothing has come to the attention of Management to indicate that the Program will not remain a going concern
for at least the next twelve months from the date of this statement.

@/_

Signed on behalf of the management by:

Wondwosen Fisseha Berihun Tassew|
NQIDP Project Coordinator Financial Management Specialist
31 December 2021 31 December 2021
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3.1 INDEPENDENT AUDITORS' REPORT
Opinion

We have audited the accompanying financial statements of Ministry of Trade & Regional Integration (MOTRI)-
National Quality Infrastructure Development Project (NQIDP) financed by International Development Association
(IDA) set out on pages 9 to 14, which includes the Statement of Financial Position, Statement of Receipts and
Expenditure and the Summary of Activity in the Designated Account for the period 07 July 2021 and the related
notes to the financial statements, including summary of significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the fund balance as at 07 July
2021 and the receipts and expenditure and summary of activity of designated account of the Ministry of Trade &
Regional Integration - National Quality Infrastructure Development Project for 07 July 2021 in accordance with
the funding agreement between MOTRI and International development association.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Project Management in accordance with the ethical
requirements that are relevant to our audit of the financial statements, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Management’s responsibilities for the project financial statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with the funding agreement between MOTRI fraud or error.

The Management of MOTRI is responsible for overseeing the Project’s financial reporting process.

Auditor’s responsibilities for the audit of the project financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken based on these financial statements.

6
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As part of an audit conducted in accordance with ISAs, we exercise professional judgement and maintain
professional skepticism throughout the audit. We also:

= Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control,

Obtain an understanding of internal control relevant to the audit to design audit procedures that are appropriate
in the circumstances, but not for expressing an opinion on the effectiveness of the Project's internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by the management.

« Evaluate the overall presentation, structure and content of the financial statements, including the disclosures,
and whether the financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.

Contribution to International Organ

We communicate with Management regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal control that we identify during our
audit,

This is a report sent to MOTRI and International Development Association and is intended solely for their use and
1nformatmn et

Senior Partner
HST General P&rtr}ergnlm ch a’@!ed Certified Accountants and Authorized Auditors
(Auditors of MOTR; ,NQIQ ;thanced by IDA )

Addis Ababa s

31 December 2021
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3.2

STATEMENT OF FINANCIAL POSITION

AS AT JULY 7 2021

Notes
ASSETS
CURRENT ASSETS
Debtors and Prepayments F-5:3.3
Cash at Bank 3.5.3.4
Total Assets
LIABILITIES AND FUND BALANCE
Fund balance 3:5:3:5
Accruals and Tax Obligations 3.5.3.6

Total Fund Balance & Liabilities

2021 2020
ETB ETB

253,833,829 186,125,695

197,227,174 50,264,931
451,061,003 236,390,626

451,061,003 234,854,225
- 1,536,401

451,061,003 236,390,626

The financial statements on pages 10 to 13 were approved by the MOTRI management on 31 December

2021 and signed on its behalf by:

Wondwosen Fisseha
NQIDP Project Coordinator
31 December 2021

(]

Berihun Tasdew
Financial Management Specialist
31 December 2021
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3 STATEMENT OF RECIEPT AND EXPENDITURE

FOR THE YEAR ENDED 07 JULY 2020

FUND RECIEPT

Fund receipts during the year

Other income

EXPENDITURE

Total expenditure during the year

Excess of income over expenditure

Fund balance brought forward

Opening Fund balance Adjustment
Fund balance carried forward

Notes

3.5.3.1

3.5.3.2

3.5.3.3

3.5.3.5

2021 2021 2020 2020
ETB usD ETB usD
520,538,312 13,171,150 145,939,108 4,772,531
53,444 1,339 48,661 1,588
10,643,482 E 22,403,991 -
531,235,238 13,172,489 168,391,760 4,774,119
314,689,165 8,961,428 107,705,705 3,478,939
314,689,165 B,961,428 107,705,705 3,478,939
216,546,073 4,211,061 60,686,055 1,295,180
234,854,225 7,352,986 174,168,170 6,057,806
339,295
451,061,003 11,564,047 234,854,225 7,352,986
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3.4 SUMMARY OF THE ACTIVITY IN THE DESIGNATED ACCOUNT
FOR THE PERIOD 07 JULY 2021

i 11300018):

2021 2021 2020 2020

uspD ETB UsD ETB

Opening Bank Balance 618,033 21,656,938 4,670,943 135,162,604
ADD: Receipts

Fund received from IDA 3:5:2.2 13,171,150 520,538,312 3,740,296 109,547,645

Special Commitment 3,000,078 114,338,506 1,032,236 36,391,463

Others 1:5.2.F 150 5,844 100 3,161

Gain/Loss on exchange rate difference - 10,643,482 = 22,403,991

Funds available for use 10,789,255 __ 438,506,071 _ 9,443,574 303,508,865

Less: Transfers and Expenditures/payments

Transfer to ETB Account 4,370,000 168,909,435 8,825,540 281,851,927
Expenditures/payments 3.5.2.3 2,201,936 84,738,074 = -
Sub total 6,571,936 253,647,509 8,825,540 281,851,927
Closing Balance 4,217,318 184,858,562 618,033 21,656,938
T # '01 104
Opening Bank Balance 28,607,993 14,900,996
Cash transfer from USD Account 168,909,435 21,656,538
Other deposits 53,444 48,661
197,570,872 36,606,595
Less: Advance and Expenditure/payments
Expenditure/payments (185,202,259) (7,998,602)
Closing Balance 12,368,613 28,607,993
Total bank balance as at 7 July 197,227:175 50,264,931

10
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3.5 NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD 7 JULY 2021

3.5.1 INTRODUCTION

3.5.1.1 Background

National Quality Infrastructure Development Project (NQIDP) is a Five year project with a credit extension of USD
S0 Million by International Development Association - IDA (World Bank) to the Federal Democratic Republic of
Ethiopia with an objective to improve the delivery of quality assurance services to enterprise in the targeted
Sectors.

The project consists of three components. Component One: This Components strengthen the NQI Institutions
capacity to deliver effective and efficient quality assurance services to Enterprises in the targeted sectors;
Component Two: Support mare active private sector involvement for the development of NQI system creation of
the demand for NQI services and increase of the number of private sector NQI service provider, in particular
conformity assessment services and Component Three: This component support project management and
monitoring and evaluation through inter alia financing of operating costs, consulting services, goods and technical
assistance.

3.5.1.1 Project objectives

The project Development Objective (PDO) is to improve the delivery of quality assurance services to enterprise in
the targeted Sectors.

The audited preject is for the period 07 July 2021,
3.5.2  Accounting Polices

The financial statements have been prepared on modified cash basis of accounting.

Revenue recognized when aid in kind is received and Expenditure is recognized when payrall is processed,
payments effected when goods are received and services are rendered,

Advance Payments are recorded as receivable and charged to expenditure account against valid suppaorting
documents which show the receipt of goods or Services or accomplishments of the purpose of the advance.

National Quality Infrastructure(NQI) uses a Peachtree accounting Software and the Project uses Government of
Ethiopia budget Calendar for planning, budgeting and Financial reporting purposes (From 8" July to 7™ July of a
given Year.)

3.5.2.1 Budget

The budget is developed on the same accounting basis (madified cash basis), same classification basis, and for the
same period as for the financial statements. The budget was approved as required by the standard conditions of
the credit agreement and work-plan .

3.5.2.2 Funds Received

Fund received is recognized to the extent of credit extended by the Bank to the project's designated account
special commitment. Funds received during the period are as follows:

Date Received Confirmed
(USD) (USD)

For the quarter ended September 30,2020 199,126 199,126
For the quarter ended December 8,164,431 8,164,431
For the quarter ended March 31,2021 612,881 612,881
For the quarter ended June 30,2021 4,194,712 4,194,712
13,171,150 13,171,150

3.5.2.3 Expenditure
Contribution to International Organ 1 ™

Expenditure represents amounts disbursed and costs incurred denominated in ETB. i

11
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3.5.2.5

3.5.2.6

3527

3.5.3.1

3.5.3.2

3.533

NOTES TO THE FINANCIAL STATEMENTS (continued)
Non-current assets

In accordance with lender's requirements, purchase of fixed assets is expensed on acquisition. The office
maintains an asset register that tracks all project fixed assets.

Foreign currency transactions and balances

The financial statements are presented in Ethiopian Birr (ETB) and United States Dollars (USD). Transactions are
mainly incurred in ETB (functional currency). Funds are transferred in USD and are translated into ETB at the
exchange rates ruling on the date of the transactions. Transactions in other currencies are translated at the rates
ruling on the dates of transactions. Monetary assets and liabilities denominated in foreign currencies at year end
are translated to ETB at the rates ruling at year end.

For reporting purposes, expenses for the year have been translated from ETB to USD at the average exchange
rate for the year.

The financial statements are presented in Ethiopian Birr { ETB ) and United State Dollar (USD).

Foreign Exchange Gain

2021 2020
ETB ETB
Realized Gain 10,696,926 22,452,652

10,696,926 22,452,652

Fund Received

Designated fund 406,199,806 109,547,645
Special Commitment 114,338,508 36,391 463
520,538,312 _ 145,939,108

Other income

Other Miscellaneous Revenue 53,444 48,661
Foreign Exchange Gain /Lass 10,643,482 22,403,991
10,696,926 22,452,652
Expenditure
Purchase of plant & Equipment 279,311,358 21,631,075
Wages to contract staff 15,138,047 10,936,417
Local training 8,546,616 1,971,544
Contracted Professional Service 5,911,345 50,801,424
Per Diem 1,826,570 369,150
Advertising 1,266,316 142,034
Fees and charges 636,609 771,736
Government contribution to Contract Staff 636,420 481,842
External training 308,706 2,244 962
Maintenance and repair of Machinery and equipment 236,104 25,570
Telecommunication charges 220,335 120,138
Office supplies 181,533 139,244
Entertainment 148,851 84,880
Rent 120,720 277,025
Fuel and Lubricants 88,751 60,000
Transport Fees 72,884 21,308
Purchase of vehicles A 38,000 17,524,292
Printing . E - 103,064

314,689,165 107,705,705
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3.5

3.5.3.3

3.5.3.4

3.5.3.5

3.5.3.6

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD 7 JULY 2021

Account Receivables

Travel Advance
Advances to Supplier
Other Receivables

Letter of Credit -Opening

On Hand and Cash at Bank

Cash on Hand

Cash at Bank Account No. Branch
National Bank of Ethiopia 0100511300018  Head Office
National Bank of Ethiopia 0100511040040  Head Office
Fund Balance

Opening Balance

Opening Fund balance Adjustment 3.5.35.1

Change during the period

Ending balance

Accruals and Tax Obligations
Withholding tax payable

VAT payable

Income Tax Payable

Pension Contribution Payable
Cost Sharing Payable

13

2021 2020

ETB ETB

36,452 36,452
1,417,112 594,930
1,102,896 1,102,896
251,277,369 184,391,417
253,833,829 _ 186,125,695
184,858,561 21,656,938
12,368,613 28,607,993
197,227,174 50,264,931
234,854,225 174,168,170
339,295 ’
216,546,073 60,686,055
451,061,003 _ 234,854,225
: 119,275

- 1,185,248

- 150,085

- 80,640

. 1,153

- 1,536,401
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