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Ambassador Mark Dybul

United States Global AIDS Coordinator
United States Department of State

2201 C Street NW

WASHINGTON DC 20520

United States of America

Dear Ambassador Dybul

Thank you for your letter of 21 December 2007, in which you refer to the new reporting
requirement related to the Global Fund contained in the Committee Report of the “State
Foreign Operations, and Related Programs Appropriations Bill, 2008, We greatly
appreciate the opportunity to provide you with additional information on our ongoing
implementation which will address the issues raised by the Committee,

Please find attached a short paper which summarizes the various relevant activities and
which points to additional reporting systems which we are in the process of rolling out in
2008. Ihope you find this useful. Please do not hesitate to contact us if you require further
information or clarification.

Yours sincerely

@—M v

Professor Michel Kazatchkine
Executive Director
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Response to Reporting Requirement in the 2008 State, Foreign Operations and

Related Program Appropriations Bill

“The Committee remains concerned that the Global Fund is not providing adequate
information about commitments and disbursements. The Committee directs the
Coordinator to report within 45 days of enactment of this Act on the actions that the Global
Fund will be taking in the coming year to provide more specific oversight information.
Specifically, the Committee is interested in receiving regular audits of administrative
expenditures, and detailed information on principal recipients and sub-recipients, including
the identity of sub-recipients, the relationship of sub-recipients to principal recipients, the
amount and nature of sub-recipient grants, and periodic reports on the results achieved by
recipients and sub-recipients.”

1. Regular Audits of Administrative Expenditures

In 2003, the Global Fund Board appointed Ernst and Young as the Fund’s independent
auditors. In this role, Ernst and Young is responsible for completing an audit report each
year for the Board. In addition at the end of the review, the auditors also meet with the
Finance and Audit Committee (FAC) to brief the Committee on their audit findings and
respond to questions. This usually takes place in March of every year.

Ernst and Young has unrestricted access to all Global Fund records. Their audit scope of
work encompasses all of the Global Fund’s activities, including income, grant expenditures
and administrative expenditures. Their audits are conducted in accordance with
International Standards on Auditing. Copies of the Reports of the Independent Auditors
can be made available on request.

2. Detailed Information on Principal Recipients and Sub-Recipients

Context — Enhanced Financial Reporting

In an effort to provide more detailed financial information on all grants, especially at the
Sub-recipient (SR) level, in 2008 the Global Fund will be implementing the Enhanced
Financial Reporting (EFR) system, a tool created to collect uniform and improved
financial information from grant recipients to:

1. improve financial accountability and transparency;

2. enhance the application of performance-based funding;

3. respond to requests for information from the Global Fund Board, donors and other
stakeholders; and

4. take an essential first step in gathering information for value-for-money and cost
effectiveness analysis.

Enhanced Financial Reporting was developed in 2007 by the Global Fund Secretariat and
16 participating countries wherein a pilot-test was implemented. The results of the pilot
test showed that the majority of grant recipients found the system useful for their own
grant management and that the information requested was not overly difficult to provide.
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They did make recommendations which have been incorporated into the final system,
including the importance of aligning the reporting cycle for Enhanced Financial Reporting
to the grant cycle (which in turn is increasingly aligned with national reporting cycles).

The main instrument for the system is the Enhanced Financial Reporting form, which is
intended to be completed annually by the Principal Recipient and verified by the Local
Fund Agent. In total, there are five reporting forms: HIV/AIDS, TB, Malaria, HIV/TB and
Health Systems Strengthening. The form was designed to provide standardized financial
information from all grants based on annual budgets, expenditures and analysis of
variances. The form is also intended to be completed in alignment with national and grant
reporting cycles in order to minimize out-of-cycle reporting and maximize alignment.

Enhanced Financial Reporting requests that Global Fund grant financial information
broken down in three ways:

1. Standard Cost Categories;

2. Objective/Service Delivery Area; and

3. Implementing Entity (Ministry of Health; Nongovernmental Organization; Faith-
Based Organization etc.).

Identity of Sub-recipients, Relationship to Principal Recipients, Amount and Nature of Sub-
recipient grants.

The information requested has been kept to a minimum in order to make the burden of
data collection and reporting as low as possible. The analyses above will include all grant
expenditures, not just at the Principal Recipient level. Table C of the EFR requires the
identity of all sub-recipients, including the name and type of each organizations (e.g.:
Government, NGO, FBO, CBO, etc.), as specified in the report drop-down listing. The
table also includes the Principal Recipient and Sub-recipients expenditures vs. budget.

The Global Fund has a legal relationship with the Principal Recipient through the grant
agreement which clearly identifies the PR as being legally responsible for

programmatic results and financial accountability. Principal Recipients must ensure that
effective arrangements are put in place for (i) disbursement of funds to all implementing
entities (subrecipients); (ii) procurement and supply management; and (iii) monitoring and
evaluation, including reporting on programmatic results and financial accountability to the
Global Fund

The relationship between the Principal Recipient and Sub-recipient is based on a
contractual arrangement between both entities to disburse and manage resources given to
the Sub-recipient to implement programs related to HIV/AIDS, tuberculosis and malaria.
By disclosing the name and type of Principal Recipient and Sub-recipients through the
Enhanced Financial Reporting form, it will be possible to identify whether or not both
entities are in the same sector (e.g.: Government, NGO, FBO, CBO). The relationship is
further defined by Article 14 of the Principal Recipient’'s grant agreement with the Global
Fund, which outlines their responsibilities in assessing and evaluating Sub-recipients
(Annex 1).

The budget allocated and the actual expenditure of each Sub-recipient will be disclosed in
the Enhanced Financial Reporting form. While the nature (i.e.: type of activity) of the Sub-
recipient grants is not explicitly identified on the form, Part B, “Breakdown by Program



Activity” does track financial information by type of activity, including the combined
expenditures of the Principal Recipient and all Sub-recipients.

Implementation of Enhanced Financial Reporting

The information necessary to implement EFR (guidelines and the reporting form for each
disease component) was sent to all Principal Recipients at the end of November 2007.
Under the new system, all grants have to report at the end of each grant cycle year (e.g. -
Month 12, Month 24, Month 36) and at the time of request for Phase 2 renewal (usually
Month 18). The information will be submitted to the Local Fund Agent for review.

The reporting date for the first group of grantsis 31 January 2008 and we expect this
information to be sent to Local Fund Agents by mid-March. As a result, the Secretariat
anticipates receiving its first reported results in April, and can share this data with the
Committee. As further results are reported, the Secretariat can also provide regular
updates.

3. Periodic Reports on the Results achieved by Principal Recipients and
Sub-recipients

One of the key principles of the Global Fund is performance based funding, where
disbursements are based on results. Based on this principle, the Secretariat receives
results as reported by the Principal Recipients according to the Performance Framework
that is a part of the contract between the Global Fund and the Principal Recipient. As
defined in this framework, results are reported by the Principal Recipient every three or six
months in the form of a Progress Update. Based on the reported results as well as an
assessment of grant management issues, additional funds are disbursed to the Principal
Recipient. The results reported by the Principal Recipient and the Sub-recipient are based
on the work output and achievements of both entities and are available on the Global
Fund’s website (www.globalfund.org) and can be made available to the Committee.

In summary, with the additional information provided through the implementation of
Enhanced Financial Reporting during 2006, the Global Fund will be able to provide the
following additional information with regard to sub-recipients in accordance with the
requirements of the Committee:

- The identity and type of sub-recipient

- The relationship of the sub-recipient to the principal recipient

- The amount allocated to each sub-recipient

- The nature of the grant implemented by the sub-recipient

- The results achieved per grant and per principal recipient, which includes the
contribution of the sub-recipients.

In addition, The Global Fund provides regular audits of administrative expenses as part of
the regular, independent audit cycle.



Annex 1: Extract from the Grant Agreement, Article 14

Attachments:

Article 14. SUB-RECIPIENTS

From time to time, the Principal Recipient may, under this Agreement,
provide Grant funds to other entities or make direct payments on behalf of
such entities to carry out Program activities (“Sub-recipients”), provided that
the Principal Recipient:

@

(b)

(©)

(d)

assesses the capacity of each Sub-recipient to implement Program
activities and report thereon, makes such assessments available to
the Global Fund upon request, and selects each Sub-recipient
based on a positive assessment of that Sub-recipient’s capacity to
carry out the Program activities that are being assigned to it and in a
transparent documented manner;

enters into a grant agreement with each Sub-recipient creating
obligations of the Sub-recipient to the Principal Recipient that are
generally equivalent to those of the Principal Recipient under this
Agreement, and which are designed to facilitate the compliance of
the Principal Recipient with the terms of this Agreement. Such
obligations shall include, but not be limited to, a requirement that the
Sub-recipient employ all Grant funds solely for Program purposes,
and use reasonable efforts to ensure that Grant funds are not
employed to support or promote violence, to aid terrorists or terrorist
related activity, to conduct money-laundering activities or to fund
organizations known to support terrorism or that are involved in
money-laundering activities;

makes a copy of each Sub-recipient grant agreement available to
the Global Fund upon request; and

maintains and complies with a system to monitor the performance
of sub-Recipients and assure regular reporting from them in
accordance with this Agreement.

The Principal Recipient acknowledges and agrees that providing Grant
funds to Sub-recipients or making payments on behalf of Sub-recipients to
implement Program activities does not relieve the Principal Recipient of its
obligations and liabilities under this Agreement. The Principal Recipient is
responsible for the acts and omissions of its Sub-recipients in relation to the
Program as if they were the acts and omissions of the Principal Recipient.

e Letter on Enhanced Financial Reporting
e Guidelines on Enhanced Financial Reporting
¢ Sample Reporting Form for HIV/AIDS
o Note: there are identical forms for TB, Malaria, HIV/TB and Health
Systems Strengthening
o Sample Completed Form
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