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To the general meeting of the Board of

The Global Fund to Fight AIDS, Tuberculosis and Malaria, Geneva

Geneva, 26 April, 2007

Report of the independent auditors

We have audited the accompanying statement of financial position of The Global Fund to
Fight AIDS, Tuberculosis and Malaria (the “Global Fund”) as of 31 December 2006, and the
related statements of activities, cash flows and changes in funds, and notes for the year then
ended, published on pages 90 to 104 of the Annual Report.

These financial statements are the responsibility of the Global Fund’s management. Our
responsibility is to express an opinion on these financial statements based on our audit. We
confirm that we meet the requirements concerning professional qualification and
independence.

We conducted our audit in accordance with International Standards on Auditing. Those
Standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements give a true and fair view of the financial position of
the Global Fund as of 31 December 2006, and of the results of its operations and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.

Ernst & Young Ltd
ML
/ /
. ML .77
Mark Hawkins Thomas Madoery

(Auditor in charge)

# Offices in Aarau, Baden, Basel, Berne, Geneva, Lausanne, Lucerne, Lugano, St.Gallen, Zug, Zurich.
s Member of the Swiss Chamber of Auditors.



The Global Fund to Fight AIDS, Tuberculosis and Malaria

Financial Statements

Statement of Financial Position
at 31 December 2006

In thousands of US dollars

ASSETS

Cash and bank balances

Funds held in trust

Promissory notes maturing within one year
Contributions receivable within one year

Prepayments and miscellaneous receivables

Promissory notes maturing after one year

Contributions receivable after one year

Total ASSETS

LIABILITIES and FUNDS

Liabilities

Undisbursed grants payable within one year

Accrued expenses

Undisbursed grants payable after one year

Total LIABILITIES

FUNDS

Total LIABILITIES and FUNDS

The notes represent an integral part of the Statement of Financial Position

Notes 2006 2005
24,31 616 474
24,25,3.1,32 3'135'762 2731758
26,33 240568 35’112
2.6,34 2837383 121138
899 8167
3'661'228 2'896’649
2.6,3.3 178’838 33’857
26,34 359’008 1037947
537’846 137'804
4'199°074 3'034'453
2.7,3.6 1684’163 1170’878
6’329 5’026
176907492 1175904
2.7,3.6 391'325 394155
2'081'817 1’570°059
2'117°257 1'464’394

4199074

3034453
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Statement of Activities
for the year ended 31 December 2006

In thousands of US dollars Notes 2006 2005

INCOME

Contributions 26,35 2'429'635 1'430°329

Trust fund income 25 1267483 58936

Bank interest 15 5
Total INCOME 2’556"133 1489270

EXPENDITURE

Grants 27,37 1'817°424 15097271

Operating expenses 38 85’846 73’840
Total EXPENDITURE 1903270 1'583'111

INCREASE / (DECREASE) IN FUNDS for the year 652’863 ( 93’841 )

The notes represent an integral part of the Statement of Activities
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Statement of Cash Flows
for the year ended 31 December 2006

In thousands of US dollars Notes 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Contributions received 35 1'652'780 1'5847342
Trust fund income 25 1267483 58936
Bank interest 15 5
1'779'278 1643283
Grants disbursed 3.7 1’306"969 1'054'325
Payments to suppliers and personnel 68’163 63’685
1375132 1118010
CASH FLOWS FROM OPERATING ACTIVITIES
being the net increase in cash and cash equivalents 404’146 525’273
CASH AND CASH EQUIVALENTS
at beginning of the year 24 2'732'232 2206959
CASH AND CASH EQUIVALENTS
at end of the year 24,31 3136378 2'732'232

The notes represent an integral part of the Statement of Cash Flows
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Statement of Changes in Funds
at 31 December 2006

In thousands of US dollars Notes 2006 2005
FUNDS at the beginning of the year 1'464'394 1'558'235
INCREASE / (DECREASE) IN FUNDS for the year 652’863 93’841
FUNDS at the end of the year 2117257 1'464'394
Attributed as follows:
Foundation capital 50 50
General Funds 2'117207 1'464’344
2117257 1'464'394

The notes represent an integral part of the Statement of Changes in Funds
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1. Activities and Organization

The Global Fund to Fight AIDS, Tuberculosis and Malaria (the “Global Fund”) is an independent, non-
profit foundation that was incorporated in Geneva, Switzerland on 22 January 2002. The purpose of the
Global Fund is to attract and disburse additional resources to prevent and treat AIDS, tuberculosis and
malaria. The Global Fund provides grants to locally-developed programs, working in close
collaboration with governments, non-governmental organizations, the private sector, development
agencies and the communities affected by these diseases.

The Global Fund has been founded on the following principles:
¢ Rely on local experts to implement programs directly;
* Make available and leverage additional financial resources to combat the three diseases;

e Support programs that reflect national ownership and respect country-led formulation and
implementation processes;

¢ Operate in a balanced manner in terms of different regions, diseases and interventions;

e Pursue an integrated and balanced approach covering prevention, treatment and care, and
support in dealing with the three diseases;

e Evaluate proposals through independent review processes based on the most appropriate
scientific and technical standards that take into account local realities and priorities;

e Seek to establish a simplified, rapid, innovative grant-making process and operate in a
transparent and accountable manner based on clearly defined responsibilities. One
accountability mechanism is the use of Local Fund Agents to assess local capacity to administer
and manage the implementation of funded programs.

Financial contributions to the Global Fund are held in the Trust Fund for the Global Fund to Fight
AIDS, Tuberculosis and Malaria (the “Trust Fund”) until disbursed as grants or for operating expenses.
The Trust Fund is administered by the International Bank for Reconstruction and Development (the
“World Bank”), as Trustee. The responsibilities of the Trustee include management of contributions
and investment of resources according to its own investment strategy. The Trustee makes
disbursements from the Trust Fund only upon written instruction of the Global Fund.

Most contributions are received directly in the Trust Fund. Some contributions for the benefit of Global
Fund are also received by the United Nations Foundation and are held in trust for the Global Fund
until subsequently transferred to the Trust Fund.

Personnel and administrative services to support the operations of the Global Fund are provided by the
World Health Organization (“WHO”) under an agreement between WHO and the Global Fund. The
Global Fund bears in full the cost of these personnel and services. Funds remitted to WHO for this
purpose are treated as funds held in trust by WHO for the benefit of the Global Fund until an
expenditure obligation is incurred.

These financial statements were authorized for issuance by the Board on 26 April 2007.
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2. Significant Accounting Policies
2.1 Statement of Compliance

The financial statements have been prepared in accordance with and comply with the
International Financial Reporting Standards issued by the International Accounting Standards
Board (“IASB”) and interpretations issued by the International Financial Reporting
Interpretations Committee (“IFRIC”).

These standards currently do not contain specific guidelines for non-profit organizations
concerning the accounting treatment and presentation of the financial statements.
Consequently Statement of Financial Accounting Standard (“SFAS”) 116: “Accounting for
Contributions Received and Contributions Made” has been applied in respect of the
recognition of contributions and grants.

2.2 Basis of Presentation

The financial statements are presented in US dollars, the Global Fund’s operating currency,
rounded to the nearest thousand. Management elected not to operate and report in Swiss
Francs, the domestic currency, as its cash flows are primarily in US dollars.

The financial statements are prepared under the historical cost convention. The fair value of
non-current contributions receivable, promissory notes and undisbursed grants has been
determined as indicated in Notes 2.6 and 2.7.

The preparation of the financial statements requires that management make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent
liabilities at the date of the financial statements, and reported amounts of income and expenses
during the reporting period. If in the future such estimates and assumptions, which are based
on management’s best judgment at the date of the financial statements, deviate from actual
circumstances, the original estimates and assumptions will be modified through the statement
of activities as appropriate in the year in which the circumstances change.

2.3 Foreign Currency

All transactions in other currencies are translated into US dollars at the exchange rate
prevailing at the time of the transaction. Monetary assets and liabilities in other currencies are
translated into US dollars at the year-end rate.

2.4 Cash and cash equivalents

The Global Fund considers that cash and cash equivalents include cash and bank balances and
funds held in trust that are readily convertible to cash within three months.
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2. Significant Accounting Policies (continued)
2.5 Funds held in Trust

The financial statements include funds that are held in trust solely for the benefit of the Global
Fund by the World Bank, the World Health Organization and the United Nations Foundation.

Assets held in trust by the World Bank are held in a pooled cash and investments portfolio
established by the Trustee for all trust funds administered by the World Bank Group. These
investments are actively managed and invested in high-grade instruments according to the risk
management strategy adopted by the World Bank. The objectives of the investment portfolio
strategy are to maintain adequate liquidity to meet foreseeable cash flow needs, preserve
capital (low probability of negative total returns over the course of a fiscal year) and maximize
investment returns.

The movement of fair value of funds held in trust is recognised in the statement of activities.
2.6 Contributions

In accordance with SFAS 116 contributions governed by a written contribution agreement are
recorded as income when the agreement is signed. Other contributions are recorded as income
upon receipt of cash or cash equivalents, at the amount received.

Contributions are considered received when remitted in cash or cash equivalent, or deposited
by a sovereign state as a promissory note, letter of credit or similar financial instrument.

Contributions receivable under written contribution agreements signed on or before the date of
the statement of financial position but which have not been received at that date are recorded
as an asset and as income. Contributions and promissory notes receivable later than one year
after the date of the statement of financial position are discounted to estimate their present
value at this same date.

Foreign currency exchange gains and losses realized between the date of the written
contribution agreement and the date of the actual receipt of cash and those unrealized at the
date of the statement of financial position are recorded as part of contributions income.

Non-cash contributions donated in the form of goods or services (in-kind contributions) are
recognized at the time of receipt and reported as equal contributions and expenses in the
Statement of Activities, at their estimated economic value to the Global Fund.
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2. Significant Accounting Policies (continued)
2.7 Grants

All grants are governed by a written grant agreement and, in accordance with SFAS 116, are
expensed in full when the agreement is signed.

Grants or portions of grants that have not been disbursed at the date of the statement of
financial position are recorded as liabilities. The long-term portion of such liabilities represents
amounts that are due to be disbursed later than one year after the date of the statement of
financial position, discounted to estimate its present value at this same date.

Foreign currency exchange gains and losses realized between the date of the written grant
agreement and the date of the actual disbursement of cash and those unrealized at the date of
the statement of financial position are recorded as part of Grants expenditure.

2.8 Local Fund Agent Fees

Fees to Local Fund Agents to assess local capacity prior to and during grant negotiation, and to
manage and monitor implementation of funded programs as grants are disbursed, are
expensed as the work is completed.

2.9 Employee Benefits

All personnel and related costs, including current and post employment benefits are managed
by the WHO and charged in full to the Global Fund. There are no additional obligations for
employee benefits outside of the Global Fund'’s obligations to the WHO.

2.10 Future Changes in Accounting and Reporting

The IASB issued IFRS 7 Financial Instruments: Disclosures on 18 August 2005, with a
complementary amendment to IAS 1 Presentation of Financial Statements. The Global Fund is
currently evaluating the impact of this new standard applicable for annual periods beginning
on or after 1 January 2007.

IFRIC 9 Reassessment of Embedded Derivatives was issued in March 2006 and becomes effective
for financial years beginning on or after 1 June 2006. This interpretation will have no impact on
the Global Fund’s financial statements when implemented in 2007.
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3. Details relating to the financial statements
In thousands of US dollars unless otherwise stipulated

3.1 Cash and Cash Equivalents

Cash and bank balances
Funds held in Trust

3.2 Funds held in Trust

World Bank
World Health Organization
United Nations Foundation

3.3 Promissory Notes

Promissory notes to be encashed
Unrealized gains / (losses) on foreign currency
promissory notes to be encashed

Maturing in 2006
Maturing in 2007
Maturing in 2008

3.4 Contributions receivable

Contributions receivable*
Unrealized gains / (losses) on foreign currency
contributions receivable

Receivable within one year
Receivable after one year

2006 2005
616 474
3'135'762 2'731'758
3'136'378 2'732'232
2006 2005
3'119'244 2'717'288
14014 12665
2/504 1’805
3135762 2'731'758
2006 2005
400°006 72391
19400 ( 3422)
419’406 687969
- 35112
240568 33'857
178838 -
419’406 687969
2006 2005
635'609 236/680
6'782 ( 11'595)
642391 2257085
283/383 121138
359’008 103'947
6427391 225085

* Comprises amounts receivable under written contribution agreements signed on or before

31 December 2006 and 2005 respectively that had not been received at that date.
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3. Details relating to the financial statements (continued)
In thousands of US dollars unless otherwise stipulated

3.5 Contributions

2006 2005
Governments 1'916’808 1'416'945
Private sector 512827 13’384
2429635 17430329
Cash received including encashed
promissory notes 1'652"780 1'584’342
Increase / (decrease) in promissory notes
to be encashed 350'437 ( 168’480)
Increases in contributions receivable 417306 2'642
Contributions in kind 9’112 11825
2429635 17430329
3.6 Undisbursed grants payable
2006 2005
Undisbursed grants payable 2’080'853 1'566'457
Unrealized losses on foreign currency
undisbursed grants payable ( 5365) ( 1'424)
Total undisbursed grants payable 2'075'488 1'565'033
Payable within one year 1'684'163 1'170'878
Payable after one year 391’325 394’155
2075488 1565033

3.7

In addition to the grant agreements entered into as outlined above, the Board has approved
US$ 1.6 billion of new grants which will become liabilities upon signature of the grant
agreements.

Grants expenditure

2006 2005
Disbursed in the year 1'3067969 1'054'325
Movement in undisbursed grants 510455 454’946

1'817'424 1509271
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3. Details relating to the financial statements (continued)
In thousands of US dollars unless otherwise stipulated

3.8 Operating expenses

2006 2005

Secretariat expenses
Personnel 30'632 25’054
Trustee fee 2’400 2’300
Administrative services fee 2’090 986
Other professional services 12183 5985
Travel and meetings 8’186 5’925
Communication materials 1223 8’867
Office rental 2’195 1’044
Office infrastructure costs 2’113 3’489
Other 930 990
61’952 54’640
Local Fund Agent fees 23’894 19200
85’846 73’840

Included in Operating expenses above are contributions in kind attributed as follows:

2006 2005
Contributions in kind
Other professional services 8921 4077
Communication materials - 7’748
Travel and meetings 191 -
9112 11’825

3.9 Personnel

As described in Note 1, personnel to support the operations of the Global Fund are provided by
the WHO under an agreement between the WHO and the Global Fund. At 31 December 2006
there were 251 personnel assigned to the Global Fund (2005: 198). Of these, 155 (2005: 117) are
assigned under fixed-term contracts, typically of two years duration. All other personnel are
assigned under contracts of shorter duration.

3.10Remuneration of key management

Key management, in common with all personnel assigned to the Global Fund, are remunerated
according to the WHO salary scale. Remuneration consists of salary, allowances and employer
contributions towards pension and benefit schemes. Remuneration of key management,
comprising the Executive Director, the Deputy-Executive Director, heads of the Global Fund’s
six business units, and the Inspector General (from December 2005), amounted to US$ 1.9
million in 2006 (2005: US$ 1.6 million).

The Global Fund does not remunerate its Board members.

3.11Taxation

The Global Fund is exempt from tax on its activities in Switzerland.
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3. Details relating to the financial statements (continued)
In thousands of US dollars unless otherwise stipulated

3.12Lease Commitments

At 31 December 2006, the Global Fund has the following outstanding operating lease

commitments:
Year Office space Office equipment Vehicle
2007 3’376 29 8
2008 3’376 29 8
2009 3’376 29 7
2010 3’376 29 -
2011 3’376 - -
Beyond 2011 3’565 - -

20’445 116 23
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4. Financial Instruments
The Global Fund employs the following risk management policies to financial instruments:

Market risk: The risk that the value of a financial instrument will fluctuate as a result of changes in
market prices whether those changes are caused by factors specific to the individual security or its
issuer or factors affecting all securities traded in the market. The Global Fund has assigned the
management of market risk primarily to the Trustee, and does not use derivative financial
instruments to reduce its market risk exposure on other financial instruments.

Interest rate risk: The risk that the value of a financial instrument will fluctuate due to changes in
market interest rates. The Global Fund does not use derivative financial instruments to reduce its
exposure risk on interest from variable rate bank balances and funds held in trust.

Credit risk: Credit risk results from the possibility that a loss may occur from the failure of another
party to perform according to the terms of a contract. The Global Fund does not use derivative
financial instruments to reduce its credit risk exposure.

The Global Fund’s maximum exposure to credit risk in relation to cash and bank balances, funds
held in trust, promissory notes and contributions receivable is the carrying amount of those assets as
indicated in the statement of financial position. The Global Fund places its available funds with
high quality financial institutions to mitigate the risk of material loss in this regard. With respect to
the Global Fund'’s promissory notes and contributions receivable, management believes these will
be collected as they result from mutually signed contribution agreements primarily with
governments.

Currency risk: The risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates. The Global Fund hedges its exposure to currency risk by matching grant
liabilities in a given currency with assets in the same currency to the extent possible.

As described in Note 2.5, those funds held in trust by the World Bank, acting as Trustee for the Global
Fund, are held together with other trust fund assets administered by the World Bank in a pooled cash
and investments portfolio (“the Pool”). The Pool is actively managed and invested in accordance with
the investment strategy established by the Trustee for all trust funds administered by the World Bank
Group. The objectives of the investment strategy are foremost to maintain adequate liquidity to meet
foreseeable cash flow needs and preserve capital and then to maximize investment returns. The Pool is
exposed to market, credit, currency and liquidity risks. Promissory notes and contributions receivable
are exposed to credit, currency and liquidity risks. The risk management policies employed by the
Trustee to manage these risks are:

Market risk: The risk that the value of a financial instrument will fluctuate as a result of changes in
market prices or changes in interest rates. The Trustee actively manages the Pool so that the
probability of incurring negative returns is no more than 1% over the applicable investment horizon.
The asset allocation of the Pool is managed so as to optimize the Pool's total returns within the
specified risk tolerance.
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4. Financial Instruments (continued)

Credit risk: The risk that one party to a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss. The Trustee invests in liquid instruments such as
money market deposits, government and agency obligations, and mortgage-backed securities. The
Trustee is limited to investments with minimum credit ratings as follows:

* Money market deposits: issued or guaranteed by financial institutions whose senior debt
securities are rated at least A-.

e Government and agency obligations: issued or unconditionally guaranteed by government
agencies rated at least AA- if denominated in a currency other than the home currency of the
issuer, otherwise no rating is required. Obligations issued by an agency or instrumentality of a
government, a multilateral organization or any other official entity require a minimum credit
rating of AA-.

e Mortgage-backed securities and corporate securities: minimum rating must be AAA.

Notes and Contributions Receivable result from mutually signed contribution agreements.

Currency risk: The risk that the value of a financial instrument will fluctuate because of changes in
currency exchange rates when there is a mismatch between assets and liabilities denominated in any
one currency. In accordance with the Trustee Agreement between the Global Fund and the World
Bank with and/or the instructions from the Global Fund, the Trustee maintains the Global Fund
share in the pooled cash and investments portfolio in U.S. dollars and Euro. Cash contributions
received are converted into U.S. dollars on receipt, except when the Global Fund instructs the
Trustee to hold selected cash contributions received in Euro. Commitments for administrative
budgets, trustee fee and majority of the grants are denominated in U.S. dollars.

Liquidity risk: The risk that an entity will encounter difficulty in raising liquid funds to meet its
commitments. As a policy, the Global Fund makes commitments for administrative budgets, trustee
fees and grants only if there are sufficient underlying assets. The Trustee maintains a significant
portion of the Pool in short-term money market deposits to meet disbursement requirements of trust
funds.
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