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The Administration provides this Report pursuant to section 202(c) of Public Law
108-25, as amended, the “United States Leadership Against HIV/AIDS,
Tuberculosis, and Malaria Act of 2003 (“The Act”), which requires the President
to “submit to the appropriate Congressional committees a report on the Global
Fund to Fight AIDS, Tuberculosis and Malaria (The Global Fund), including
contributions pledged to, contributions (including donations from the private
sector) received by, and projects funded by the Global Fund, and the mechanisms
established for transparency and accountability in the grant-making process.”
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L Introduction

The United States, as a founding member of the Global Fund and its first and
largest donor, continues to play a leadership role in ensuring the success of this
important international effort. The Global Fund is based on a unique model that
relies on partnerships among governments; civil society, including community-
and faith-based organizations; international organizations; bilateral and multilateral
donors; the private sector; and affected communities in the fight against
HIV/AIDS, tuberculosis (TB), and malaria. Founded in January 2002, the Global
Fund operates as a financing instrument -- not as an implementing entity -- to
attract and disburse additional resources to prevent and treat these three deadly
diseases. As a partnership between governments, civil society, the private sector
and affected communities, the Global Fund acts as a coordinated, multilateral
financing mechanism, which allows donors to pool their resources and finance
essential programs in resource-limited settings.

As the world’s largest donor to combating HIV/AIDS, TB, and malaria
internationally, the United States views its contribution to the Global Fund as both
an invitation and a challenge to the rest of the international community to join in its
commitment to fighting these diseases. It is, therefore, in the interest of the United
States, as well as in the interest of all people who are struggling against
HIV/AIDS, TB and malaria, to ensure the Global Fund is an effective, efficient and
successful partner. As such, the U.S. Government coordinates its bilateral
programs with and contributes significantly to enhancing the performance of
Global Fund grants on the ground.

While many other countries have become increasingly generous contributors
to the Global Fund, there have been few new donors recently. The United States is
pleased existing donors continue to be generous, and that the private sector is
remobilizing efforts to partner with the Global Fund. However, for the long-term
viability of the Global Fund, the Board of the Fund must seek and engage new
donors and turn them into sustained and committed contributors.

The United States has clarified for the Global Fund Board and other donors
that the provision that limits the U.S. contribution to a cap of 33 percent of all
contributions is a maximum limit, not a goal to be reached. The United States has
contributed in just three years nearly 50 percent more than President Bush’s
pledge of $1 billion over five years, which he made in his State of the Union
address in January of 2003. The United States pledged an additional $600 million
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for 2006 and 2007 at the First Voluntary Replenishment conference in September
2005, which brings the total U.S. pledge to the Global Fund to more than double
what the President outlined when he announced his Emergency Plan for AIDS
Relief almost two years ago. .

It is important to note that the U.S. contribution to the Global Fund is just
one part of an unprecedented commitment by the United States to combat global
HIV/AIDS. The five-year, $15 billion commitment of the President’s Emergency
Plan for AIDS Relief—which includes bilateral and regional funding, international
HIV/AIDS research, and contributions to multilateral organizations like the Global
Fund—is the largest international health initiative in history initiated by one nation
to address a single disease. The Administration is committed to working with
Congress to ensure that America dedicates no less than $6.5 billion to fight
HIV/AIDS globally over FY 2006 and FY 2007.

The United States is proud to have been the leading participant in launching
the Global Fund, and remains committed to helping the Global Fund overcome the
inevitable hurdles it faces as it continues to grow and develop. Through
membership on the Global Fund’s Board of Directors and its Committees, and
through both formal representations and informal discussions with the Fund’s
Executive Director and Secretariat staff, the United States is working to ensure that
the Global Fund:

¢ Operates with appropriate transparency and accountability;

* Maintains its performance-based funding approach and unique financing
role in the global response to AIDS, TB and malaria; and

e Achieves maximum effectiveness.

With the assistance of U.S. field staff and an inter-agency core team staff in
Washington, D.C., the United States actively contributes to discussions on Global
Fund policies and procedures in Geneva, and on grant implementation in recipient
countries. It is important to note that the Global Fund Secretariat recently
requested that the World Health Organization (WHO) Secretariat conduct an audit
of the Global Fund Secretariat as a result of allegations by two employees of
mismanagement of resources. The United States will follow the investigation and
its results closely to ensure Global Fund resources are managed appropriately.
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The Fund has made progress toward ensuring that all its funding decisions
are performance-based. The United States continues to work with the Global Fund
Secretariat and its Board of Directors to establish a consistent set of performance
measures for all grants to maintain the consistent application of the Global Fund’s
principle of “performance-based” funding. The United States has also shared with
the Global Fund Secretariat the performance measures we are using to evaluate the
performance of all U.S. contributions to the Fund, and has encouraged the Fund to
use this list or a similar list of indicators within the Secretariat to evaluate grant
effectiveness. An area of special concern, however, remains the Fund’s current
inability to track the results of specific prevention, treatment, and care spending
within each grant. The Fund does collect results for each grant by prevention,
treatment, and care but does not track the dollars spent on each category. This
makes it difficult to measure the efficacy of the Fund’s investment.

Equally important as the commitment to performance-based funding is the
Global Fund’s Comprehensive Funding Policy, which requires the Fund to limit its
financial commitments to those grants it can completely fund with money in hand.
While some Board Members and Secretariat staff have expressed interest in
stretching the limits of this policy, the United States maintains that it is the most
responsible approach, and has discouraged the Fund Board from relaxing the
policy. The United States is concerned that there will be renewed scrutiny of the
Comprehensive Funding Policy at the 12™ Board Meeting (December 2005), when
the Board might consider whether to launch a new round of grants in 2006.

As the number of Fund grants has steadily increased, some grant recipients
have expressed a need for more attention and expertise from the portfolio
management staff at the Secretariat in Geneva. The United States has encouraged
the Fund to increase its portfolio-management capacity. At the same time,
however, there has been significant growth in the Secretariat staff outside of the
area of portfolio management. Through its membership on the Fund Board, the
United States has carefully watched staffing issues to ensure the organization is
building capacity in key areas while avoiding over-staffing in others. The United
States is also working with the Secretariat to help the Fund develop an appropriate
array of outside, independent technical assistance resources, to balance the Fund’s
expertise regarding its requirements and bilateral partners’ expertise related to
effective grant implementation. It is important that the Fund maintain its role as a
financing agency, while outside organizations should help facilitate grant
implementation.
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The Fund’s founding documents establish the Secretariat as an
administrative body to assist the Board in completing key tasks and processes.
The United States has expressed concern that the Secretariat occasionally oversteps
its bounds in an effort to set its own agenda for the Fund. The United States
continues to support Board control of the organization, especially regarding
ongoing voluntary replenishment efforts, the parameters for and schedule of future
rounds and the scope of items within each Board Committee’s purview.

This Report is organized into the following three sections, consistent with
the requirements of section 202(c) of the Act:
L Funds Pledged and Contributed
II.  Projects Funded and Disbursements
III. Transparency and Accountability
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II. Funds Pledged and Contributed

The Global Fund Secretariat reports two sets of data on donations.
“Pledges” represent those monies donors have promised, but that the Global Fund
has not yet received. “Contributions” are those monies donors have actually
transferred to the Global Fund's bank account, held by the World Bank as Trustee.!
The Global Fund maintains a website with an up-to-date listing of all pledges and
contributions, as well as descriptions of funded projects and disbursements at
www.theglobalfund.org/en/. As detailed below, the United States has always been
and remains the largest single donor to the Global Fund, in terms of both pledges
and contributions.

Pledges

Pledges through 2008 (as of October 5, 2005 ) (See Appendix 1):
$8.6 billion total pledged through 2008 by all donors (governments,
foundations, not-for-profit organizations, corporations, and private
individuals or groups)
$8.42 billion from all governments (including the United States)
$150 million from foundations and other non-profit organizations
$1.5 million from corporations
$2.3 million from individuals, groups, and events
United States pledges to date: $2.3 billion, or 27 percent of total
pledges.

Pledges from all donors for the Global Fund’s 2005 fiscal year (which
corresponds to the calendar year) amount to $1.42 billion; of this amount $1 billion
is from non-U.S. Government donors. These pledges, if contributed in full, stand
at roughly the same amount that donors provided in 2004.

! The Global Fund also maintains a small bank account with Credit Suisse in Geneva, which receives certain small
donations that are counted toward the contribution total. Maintenance of this account is necessary to fulfill the legal
requirements for the establishment of a foundation under Swiss law, and the Secretariat additionally uses it to cover
small operating expenses. See Section III for more details on this account, and some concerns the U.S. Government
has about its use.

2 Actual contributions received have slightly exceeded pledges in prior years -- by $9 million in 2002, and by $4.5
million in 2003. This discrepancy reflects instances in which donor contributions exceeded the pledges originally
made, in some cases because of fluctuating exchange rates, and instances in which donors made contributions in the
absence of formal pledges.
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The Global Fund organized a voluntary replenishment process in 2005, and
held the final of three meetings in London in September. Twenty-nine
international donors pledged a total of $3.7 billion to the Global Fund for 2006 and
2007, which included a two-year, $600 million pledge from the United States.
Only one new donor appeared during the seven-month replenishment process.
Almost exclusively through the commitment of existing donors, the Global Fund is
able to fulfill all of its existing commitments, including fully funding Round 5.

Contributions

Contributions received since the inception of the Global Fund, as of October 5.
2005*:
$4.7 billion total
$4.54 billion from all governments, of which:
$1.43 billion, or 25 percent of total contributions, is from the
United States
$150 million from foundations and other non-profit organizations;
$1.87 million from corporations;
$3.29 million from individuals, groups and events.

The United States’ FY 2005 appropriation for the Global Fund provided a
maximum contribution of $347.2 million*, plus an additional $87.8 million
allocated to the Global Fund from the FY 2004 appropriation which the
Coordinator had been legally prohibited from contributing to the Global Fund.
Therefore, the total FY 2005 contribution available to the Global Fund was $435
million. The Coordinator withheld the sum from the FY 2004 contribution because
of the legal requirement that U.S. contributions to the Global Fund must not exceed
33 percent of the total contributions from all sources, from the period beginning on
October 1, 2003.° In accordance with the Act, the calculation of the ability of the

* Includes FY 2005 contributions with withholdings.

“ The FY 2005 contribution of $347.2 million includes $248 million from the U.S. Agency for International
Development and $99.2 million from the U.S. Department of Health and Human Services (HHS).

% Section 202(d)(4)(A)(i) stipulates that “At any time during Fiscal Years 2004 through 2008, no United States
contribution to the Global Fund may cause the total amount of United States Government contributions to the Global
Fund to exceed 33 percent of the total amount of funds contributed to the Global Fund from all sources.” This
provision was further amended by Public Law 108-99, Section 595 (1), clarifying that “for the purposes of clause (i),
‘funds contributed to the Global Fund from all sources’ means funds contributed to the Global Fund at any time
during Fiscal Years 2004 through 2008 that are not contributed to fulfill a commitment made for a Fiscal Year prior
to Fiscal Year 2004.”
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U.S. Government to make contributions to the Global Fund is based on the total
funds contributed to the Global Fund from all sources at any time during FY 2004
through FY 2008, rather than on pledges by other donors.

Consistent with the Act, as amended by Section 595 of the Consolidated
Appropriations Act of 2004 (P.L. 108-99), the Office of the U.S. Global AIDS
Coordinator uses July 31 as its “snapshot” date when it takes a picture of total
contributions to the Fund to calculate the potential U.S. Government contribution
and to deterrmne how to use any amount of the appropriation that is not available
for contribution.®

For FY 2005, the United States was able to make its full contribution of
$435 million in a manner consistent with section 202(d)(4)(A)(i) of the Act, as
amended less withholdings pursuant to sections 202(d)(4)(A)(ii), and (v) of the
Act.” In addition to the withholding required by the Act, the Coordinator is
w1thh01d1ng an amount of $62 million, pursuant to Section 525 of Foreign
Operations, Export Financing and Related Programs Appropriations Act of 2005
(P.L. 108-447). (See Appendix 2 for a detailed explanation of this withholding and
recent update from the Global Fund Secretariat.)

The United States and the Global Fund leadership continue to urge other
donor nations (especially in the G-8), the private sector and private citizens around
the world to leverage their investment to the Global Fund by maximizing the
potential U.S. contribution. The United States continues to see the Fund as an
important implementing partner, as an opportunity to make U.S. funds go farther,
and as a catalyst to encourage greater investment by other donor countries, the
private sector, and individuals in the fight against HIV/AIDS, TB and malaria.

® The Conference Report (H.R. 108-401) to the Consolidated Appropriations Act of 2004 states that “...[t]he
managers also recognize that funding cycles for donors vary, and that the application of the above provision may
cause a portion of funds allocated for a United States contribution to the Global ATM Fund to remain unspent. The
Conference Report also discusses the Section 595 “kick-out” clause, which was intended to ensure that funds are
used for bilateral HIV/AIDS programs if other donors are unable to fully match the intended United States
contribution to the Global Fund. The Conference Report indicated that the managers expect that the Global AIDS
Coordinator will bear in mind the managers’ support for the Global ATM Fund and will judiciously use the
ﬂex1b111ty provided by this “kick-out” clause to ensure that funds are allocated to the most effective uses.”

7 Section 202(d)(4)(A)(ii), (iii) and (v), as amended, generally provides that the United States must withhold from its
contribution to the Global Fund certain amounts if the President makes certain determinations regarding the Global
Fund's activities. In particular, such determinations include whether the Fund has provided assistance to a country,
the government of which the Secretary of State has determined, for the purposes of section 6(j)(1) of the Export
Administration Act of 1979 (50 U.S.C. App. 2405(j)(1)), has repeatedly provided support for acts of international
terrorism; and, whether the salary paid to any individual employed by the Fund exceeds the salary of the Vice
President of the United States.
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Private-Sector Contributions

Of the $4.7 billion in contributions received, the Fund has collected only
$156 million from the private sector, including private corporations, foundations or
other private donors. Of this amount, $150 million is from three large
contributions from the Bill and Melinda Gates Foundation, which leaves only $6
million attributed to other private-sector contributors. Because the Global Fund is
based on the principle of public-private partnership and committed to gathering
resources from across the spectrum of possible donors, this gap in private funding
is an important challenge the Fund Board must more effectively -- and quickly --
address. The United States also notes the importance of private-sector
participation in the Fund in non-monetary ways, such as through in-kind donations,
involvement in Country Coordinating Mechanisms and through active participation
in the Board and its Committees.

Former HHS Secretary Tommy G. Thompson, in his capacity as Chairman
of the Board of the Global Fund until April 2005, frequently met with private-
sector representatives and spoke to U.S. and foreign audiences in an effort to
encourage corporations and citizens to contribute to the Global Fund. In March
2004, he also participated in the launch of Friends of the Fund Japan, dedicated to
increasing the involvement of the Japanese citizenry and private sector in the work
of the Global Fund.

Despite the best efforts of the United States’ delegation, promoting increased
corporate financial contributions directly to the Global Fund remains a difficult
task. Most private companies of any significant size run their own corporate
philanthropy programs, and are reluctant to dilute their brand equity in those
efforts by making contributions to a pooled financial mechanism. The biased
attitude of many Members of the Global Fund Board toward in-kind contributions
from the private sector has also discouraged some in the corporate world. The
current policy is to allow the Secretariat to accept in-kind donations for Secretariat
activities and to allow Country Coordinating Mechanisms (CCMs) the discretion to
accept in-kind contributions. Despite these set-backs to private-sector funding, at
the Replenishment meeting in September 2005, the private sector delegation
presented a new strategy for mobilizing additional resources, which the United
States strongly supports; however, the private sector pledged no new funding at
this meeting. Finally, at the 11™ Board Meeting (September 2005), the private-
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sector delegation and several other delegations noted the importance of having the
Board revisit its previous decisions related to in-kind contributions.
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III. Projects Funded and Disbursements

From Afghanistan to Zimbabwe, proposals approved by the Global Fund
have been diverse in their focus. In almost every developing country, governments

and/or non-governmental organizations are using Global Fund dollars to confront
the three diseases.

The Global Fund commits contributions it has received to projects via
periodic “rounds.” The Global Fund Board of Directors initiates grant rounds
during its meetings, and approves guidelines for the calls for proposals (see
Appendix 3 for a timeline of previous rounds). The Global Fund Secretariat then
begins the process of proposal solicitation. Within each country or region, sub-
proposals initially go to CCMs. The CCM functions as an in-country committee
that includes a broad range of stakeholders, including government, non-
governmental organizations, academic institutions, people living with the diseases,
faith-based organizations, the private sector, and bilateral and multilateral donor
representatives.

A CCM, ultimately, endorses only one consolidated national proposal per
disease -- which can encompass numerous sub-recipients and a variety of different
goals -- and then submits the proposal with its official endorsement to the Global
Fund Secretariat in Geneva. After an initial screening for basic eligibility, the
Secretariat forwards the proposals to a Technical Review Panel (TRP) composed
of independent disease experts, and the TRP makes recommendations to the Board
on the projects in the categories: for approval as submitted (Category 1); for
approval with modifications or clarifications (Category 2); not for approval in their
present form, but encouraged to resubmit (Category 3); or not for approval
(Category 4). Board approval of the accepted proposals within the categories
recommended by the TRP marks the final stage of the approval process, after
which the Global Fund Secretariat begins negotiating the grant agreements with the
designated Principal Recipient(s) (PR).

Proposals to the Global Fund are typically for five-year periods, broken into
two phases. The Fund Board initially approves funding for grants for a two-year
period (Phase One), and then toward the end of this period must make a decision
whether to fund years three through five (Phase Two).
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Since the Global Fund began operations in January 2002 through October 5,
2005, it has disbursed a total of $1.5 billion to grant recipients.! In Rounds One
through Five, the Fund Board approved more than 300 proposals, which total $3.9
billion, to be implemented in 128 countries, including five regional programs.
The Board also approved its first monthly batch of Phase Two funding requests in
early 2005. As of September 2005, the Board has approved 80 requests for Phase
Two funding, worth $823.7 million.

The Global Fund Secretariat has signed 316 grant agreements that total
$3.03 billion, in 128 countries.’”

Summary Table on Grant Approval, Signings and Disbursements

Round Proposals Approved Grant Signed Grant Disburse- Amounts
Approved Amounts Signings Amounts ments Disbursed
by Board Begun
1 - April 2002 56 $859,394,123 68 $633,224,053 68 $472,372,651
2 - Jan. 2003 98 $959,355,968 98 $831,225,205 97 $493,118,915
3 - Oct. 2003 70 $634,497,659 72 $634,497,659 71 $236,417,338
4 - June 2004 72 $1,018,347,316 78 $933,056,662 45 $127,272,488
3 - Sep. 2005 63" $725,616,188 0 0 0 0
Total 296 $3,471,595,066 316 $3,032,003,579 281 $1,329,181,392

Source: “Global Fund Grants: Progress Summary”, The Global Fund, July 6, 2005

Fifty-six percent of funding proposals approved (by dollar amount) by the
Fund Board during the first four rounds are dedicated to HIV/AIDS, 31 percent to
malaria, and 13 percent to TB.!!

Under the Global Fund’s Comprehensive Funding Policy, the Global Fund
Board can approve grants against pledged amounts in a given year; however, the

$"Disbursement" refers to money released by the Secretariat and sent from the Trustee to the PR(s). This figure does
not take into account whether the PRs have expended these funds. As of March 2005, according to an estimate
provided by the Secretariat, PRs had expended $550 million of the $1.1 billion disbursed by the Trustee. This figure
of PR expenditures likewise does not distinguish between money transferred to Sub-Recipients, and actual
expenditures by Sub-Recipients.

’ A number of the 296 approved proposals were split into multiple grant agreements with separate PRs when signed,
which thus explains why the number of signed grant agreements is larger than the number of approved grants.

' The Fund Board approved the proposals in two tranches, with the second to be finalized as funds become
available under the terms of the Comprehensive Funding Policy, but no later than June 30, 2006. The first tranche
for immediate approval includes 26 grants that total $382,077,061. The second tranche includes 37 grants that total
$343,539,127.

' These figures include "Integrated" HIV/TB grants, apportioned equally between HIV and TB grants for the sake
of calculating these totals.
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Secretariat may only sign grants and obligate funds against actual contributions
received. Currently, the Fund has contributions in-hand to meet obligations for the
Phase One portions of the first four rounds, and for all of the Phase Two renewals
through the end of calendar year 2005.'> However, Phase Two renewals expected
to come up for Board approval during 2006, estimated at $1.1 to $1.6 billion, will
consume most of the Global Fund's 2006 contributions. At the 11™ Global Fund
Board Meeting (September 2005), the Board approved Round 5 grants in two
tranches to maximize the number of approved grants without violating the Fund’s
Comprehensive Funding Policy. The Board approved the first tranche of grants for
immediate funding (consistent with the usual grant negotiation process, as
necessary), and approved the second tranche pending future availability of funds
and final Board approval via e-mail as funds become available, but no later than
June 30, 2006.

12 According to the bylaws of the Global Fund, countries that have had proposals rejected in two consecutive rounds
have, under certain conditions, the right to appeal the decisions of the Board. The United States remains concerned
about the possible effect that the appeals process, as currently structured, could have upon Global Fund calculations
of its commitments vis-d-vis resources.
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IV. Transparency and Accountability

Because the Global Fund is a young and rapidly growing institution, the
United States maintains a close watch on the Fund’s internal governance to ensure
that the Global Fund establishes transparent and accountable operating procedures.
The establishment and maintenance of rigorous standards of administration and
oversight are critical to guaranteeing the long-term success of the Global Fund.

A. Global Fund Internal Management

Grant Management

With 340 grants under active management, as of October 5, 2005, the Global
Fund Secretariat has a good track record in avoiding malfeasance in the financial
management of its projects. Nevertheless, there is some evidence that the hectic
pace of work to conclude grant-signing negotiations has meant that the Global
Fund Secretariat has not monitored every grant as closely as it should. With
approximately 48 staff devoted to portfolio management, the Fund Secretariat has
not always been able to completely absorb reports from Local Fund Agents (LFAs)
charged with monitoring grantees on the ground.

Senior managers at the Global Fund routinely rely on external sources,
including the U.S. Government and other donors, to provide them with often-
sensitive information on how grants are progressing. Based on appeals from the
United States and the European Commission, the Global Fund investigated
allegations of malfeasance for a grant in Ukraine in 2004, which resulted in the
suspension of the grant and a subsequent change in PRs from the Ukrainian
Ministry of Health, a Ukrainian NGO and the United Nations Development
Program (UNDP) to the International HIV/AIDS Alliance. The United States has
similarly worked with other donors to highlight difficulties with the HIV grants in
Kenya, Burma and Uganda. The Fund Secretariat has since terminated the grants
in Burma, and the grants in Uganda are currently in suspension.

Performance-Based Disbursements

The Global Fund’s performance-based approach — in which the Secretariat
instructs the Trustee to make incremental disbursements against grant awards,
based on concrete measures of progress — is designed to ensure recipients use funds
efficiently to scale up proven interventions. The Secretariat, however, has not
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implemented this model thus far exactly in the manner envisioned by President
Bush and the U.S. Government at the founding of the Fund. In a study’’ released
in June 2005, the U.S. Government Accountability Office (GAO) noted that few of
the Fund Secretariat’s disbursement decisions, or Phase Two renewals for the
limited number of grants that thus far have reached that stage, appeared based on
documented results or even adequate information on expenditures. Fund
Secretariat Portfolio Managers also appear to have had difficulty in enforcing the
requirement for quarterly disbursement reports, and, in 2005, the Fund changed its
policy to biannual reporting instead. Nevertheless, large single disbursements —
which remove the Fund’s greatest tool for ensuring accountability, namely that
new disbursements will not occur without adequate documentation — continue to
occur. For instance, the Secretariat disbursed $21 million of a two-year, $55
million grant to Ethiopia in one tranche, which sat unexpended in Ethiopian
Government accounts for more than a year. The Secretariat made a second
disbursement of $19 million 15 months later, in March 2005. The Global Fund has
not publicly posted on its website the requisite Disbursement Request/Progress
Reports for this grant. Further, efforts by the Ethiopian CCM to encourage the PR,
the Ethiopian National HIV/AIDS Prevention and Control Office, to account for
these funds have not been successful.'*

LFA Operations

- LFAs have also not played the role anticipated at the Global Fund’s
inception. LFAs are meant to exercise a critical oversight function in the recipient
countries by screening the capacity of implementing organizations and partners,
monitoring the progress of disbursements through annual audits, supporting and
strengthening the financial and program capacity of implementers, and making
related recommendations to the Global Fund Secretariat. The LFAs do not manage
or implement the funded proposals. Their local presence is meant to ensure the
maintenance of accountability. This is an essential role, given that the Global Fund
Secretariat does not have any permanent staff located outside Geneva.

As the first Global Fund grants entered the Phase Two renewal process at the
end of 2004 and the beginning of 2005, the great majority of these grant renewals
were delayed, some by more than six months. Senior staff at the Global Fund

13 GAO: "The Global Fund is Responding to Challenges but Needs Better Information and Documentation for
Performance-Based Funding," June 2005. GAO-05-639.

"“The Ethiopian CCM has been asking the PR for more detailed implementation, monitoring and evaluation,
disbursement and planning details, particularly with regard to the involvement of the civil society.

The U.S. Embassy in Ethiopia is aware of these accountability concerns, and is monitoring the situation.
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Secretariat cited delays in the receipt of LFA reports as one of the primary reasons
why the Phase Two renewal process was behind schedule. In addition, U.S.
Government personnel have heard many complaints and concerns voiced by the
LFA contractors themselves about lack of clarity as to their actual mandates,
inadequate resources to carry out their work, and confusion about the relationship
between the LFAs and the PRs. The United States has advocated for a realignment
of the incentive structure within the contracts between the LFAs and the Fund
Secretariat. The Executive Director of the Fund has taken steps to begin the
process of restructuring the relationship with the LFAs. Clearly, much remains to
be done for the Global Fund to address the challenges it is facing in the areas of
accountability and monitoring of disbursed funds.

Global Fund Operating Expenses

In 2004, Global Fund operating expenses totaled $31.3 million dollars
($1.032 million under the $32.3 million budgeted). When measured against the
commitments begun through the signing of grant agreements, which now total
$3.47 billion, the Global Fund has stated that “[1]ess than three percent of annual
commitments are used for central administration and management of the Global
Fund each year.” When measuring actual disbursements to fund all programmatic
activities, the operating expense percentage is somewhat greater, at 4.53 percent of
the total expenditures (the sum of the operating expenses and grant disbursements)
for calendar years 2003 and 2004.

Public Law 108-25, Section 202(d)(4)(A)(iii) requires that if “the expenses
of the Governing, Administrative and Advisory Bodies (including the Partnership
Forum, the Foundation Board, the Secretariat, and the Technical Review Board) of
the Global Fund exceed 10 percent of the total expenditures of the Fund for any
two-year period, the United States shall withhold from its contribution for the next
Fiscal Year an amount equal to the average annual amount expended by the Fund
for such two-year period for the expenses of the total Governing, Administrative,
and Advisory Bodies in excess of 10 percent of the total expenditures of the Fund.”
Operating expenses remain well under the total expenditure allotment, but the
Office of the U.S. Global AIDS Coordinator will continue to monitor the
percentage of Global Fund monies used for operating expenses.

Credit Suisse Account

The Global Fund maintains its funds for the most part under accounts of the
World Bank and the WHO Secretariat, pending disbursements for grant activities
and for administrative and operational needs, respectively.
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The Fund has maintained a small account of its own at Credit Suisse Bank in
Geneva to provide some flexibility for miscellaneous operational expenditures that
might not fall within the WHO Secretariat’s procedures or timeframe for payment.
The United States has been concerned that there be proper accountability for
expenditures from this account, which led to the adoption of standard procedures
for accessing the account two years ago. Earlier this year, it came to light that the
contributions, reimbursements and donations coming into the Credit Suisse
account have resulted in a balance in excess of $2 million. Through the
Monitoring, Evaluation, Finance and Audit Committee, the United States worked
with the Secretariat to reach an understanding that the Secretariat would identify an
amount in the range of $300,000 to $400,000 that it might reasonably require as a
contingency fund. The Secretariat would then transfer the remainder in the
account to the Fund's account at either the World Bank or the WHO Secretariat.
The U.S. Government needs to verify implementation of this understanding.

Secretariat Staffing

As a relatively newly founded grant-making institution, the Global Fund is
in the process of ramping-up its operational and administrative staff. Ensuring the
Global Fund Secretariat has adequate, but not excessive, staff levels to maintain an
appropriate level of oversight over its grants and all other fiduciary responsibilities
is a concern of the United States. The United States would like to see that the
Global Fund remains focused on its core function as an efficient financing
instrument with a low administrative overhead, and consequently, the size and

composition of the Secretariat staff are important considerations in our support for
the Fund.

An additional concern of the U.S. Government is the Global Fund's ability to
retain talented staff. The past year has seen a significant turnover at the Fund
Secretariat, in particular among portfolio management personnel. Some current
and former Global Fund staff members have attributed these departures to senior
management decisions and the daunting workload. U.S. Government personnel
have raised these concerns in numerous meetings with Global Fund staff, including
with the new Deputy Executive Director.

WHO Internal Auditor Investigation

In July 2005, Aidspan, an independent Global Fund watchdog organization,
brought allegations of mishandling of resources to the attention of the Secretariat.
As a result, the Secretariat contracted the Office of Internal Oversight Services
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(OIS) at the WHO Secretariat to conduct an investigation into the matter.
According to the Global Fund’s Executive Director, the allegations relate to
contracting practices, recruitment involving a family member, staff turnover and
organizational culture. The WHO/OIS is currently conducting its review, and
expects to produce a final report by the end of November 2005. The Ethics
Committee of the Fund Board will analyze the report, and will make

recommendations for action to the Board, as needed, at the 12" Board Meeting in
December 2005.

B. Additional U.S. Efforts to Improve Global Fund Effectiveness

U.S. Government Membership on CCMs

Another vantage point from which the U.S. Government maintains an active
surveillance and decision-making role is through its membership in local CCMs.
In countries where U.S. Government staff are members of the CCM (from USAID
or HHS, or both), the United States participates in the development and selection
of proposals to recommend for Global Fund Secretariat and Board approval, and
also plays a role in the oversight of program implementation. During the second
round of grant proposal submission (January 2003), U.S. Government
representatives had seats on more than 26 percent of the Global Fund CCMs
around the world. By the third round (October 2003), U.S. Government
membership in CCMs had risen to 42 percent, and by the fourth round (June 2004)
to 47 percent.

United States Government Leadership on the Fund Board

In April 2005, former HHS Secretary Tommy G. Thompson stepped down
as Chair of the Global Fund Board after completing a highly active and productive
two-year term in that position. For his achievements, the Board awarded him the
title of “Chair Emeritus,” and he stated he will continue his activities in support of
the Fund’s fulfillment of its original vision.

The U.S. Global AIDS Coordinator, Ambassador Randall Tobias, succeeded
Secretary Thompson as the United States Representative on the Board.
The United States is currently active on two Global Fund Board Committees: the
Finance and Audit Committee and the Policy and Strategy Committee (PSC). In
June 2005, the new Board Chair and Vice Chair confirmed Ambassador Tobias to
lead the PSC. Ambassador Tobias chose Jairo Pedraza, of the Developed Country
Non-Governmental Organization delegation, as his Vice Chair. The PSC began its
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work in July 2005 by taking the lead on the development of a five-year strategy for
the Fund, scheduled for adoption by the Board in mid-2006.

Round Five and Phase Two Parallel Reviews

At the 11th Board Meeting in September 2005, the Board approved the
recommendations of the TRP regarding funding of the fifth round of proposals. In
accordance with section 202(e)(2) of the Act, the Office of the U.S. Global AIDS
Coordinator coordinated a parallel review of these proposals by a U.S. Government
interagency panel composed of Washington-based and field representatives. U.S.
Embassies in 47 countries coordinated field reviews with in-country with staff,
primarily from USAID and HHS. A technical review coordinated in Washington,
D.C., by the Office of the U.S. Global AIDS Coordinator complemented the field
review.
The parallel review process looked at the proposals that had received Category 1 or
2 recommendations (approved for funding either as submitted or with minor
modifications/clarifications, respectively) from the TRP.

The U.S. Government parallel review has proven to be a valuable process.
It helps U.S. agencies in the recipient countries become more aware of Global
Fund activities, and alerts them to future possible concerns about duplication of
efforts, not only by the U.S. Government but with regard to other donors as well.
U.S. field personnel raised questions and concerns about several of the Round 5
proposals, and the Office of the U.S. Global AIDS Coordinator is undertaking a
consultation process with Portfolio Management staff to share these findings and
discuss how to improve these grants. Concerns raised within the parallel review
process included questions about absorptive capacity; the appropriateness of
certain medicines recommended for procurement; the availability of human
resources; the full engagement of civil society and the private sector within CCMs;
and the ability to meet stated goals, given limited infrastructure or local security
concerns. In past rounds, staff from the Global Fund Secretariat have responded
positively to this input, and indicated that they find value in the contributions of the
U.S. parallel review. In February 2005, the Office of the U.S. Global AIDS
Coordinator began applying a similar parallel review process to Phase Two grant
renewal recommendations.

The parallel review process has provided valuable information to the U.S.
Delegation in using its voice and vote at Global Fund Board meetings. Moreover,
the Office of the U.S. Global AIDS Coordinator is paying particular attention to
grants in the 15 focus countries of President Bush’s Emergency Plan for AIDS
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Relief, several of which (e.g., Kenya, Zambia, and Tanzania) had large proposals
approved by the Fund Board in Round Four, as well as in key other bilateral
countries. Finally, the Office of the U.S. Global AIDS Coordinator, supported by
USAID and HHS, is initiating dialogue among donors to search for ways to
minimize duplication of effort and gaps in service.
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V. Conclusion

The Global Fund has been fully operational since January 2002, and in less
than four years the institution has made remarkable progress.
As would be the case with any new organization, the dramatic ramping up of
approved commitments raises inevitable concerns about absorptive capacity in
developing countries, coordination with bilateral donors and other multilateral
organizations, and fiduciary oversight and accountability.

The U.S. Government remains deeply committed to ensuring that the Global
Fund succeeds in its mission to help in the global fight to combat HIV/AIDS, TB
and malaria. Through its seat on the Board of Directors and its Chairmanship of
the critical Policy and Strategy Committee; through formal and informal
discussions with Global Fund Secretariat staff, CCMs and LFAs; and through
active engagement with both private- and public-sector stakeholders in affected
countries, the U.S. Government will stay fully engaged with the Global Fund to
ensure its ultimate success.

The President’s Emergency Plan for AIDS Relief

Fiscal Year 2005 Report on the Global Fund to Fight AIDS, Tuberculosis and Malaria
December 2005

Page 20



198eg

§00T 12quiada(g
BLIE[RJN PUE SISO[NOIQNT, ‘SATV 1481 0} pun [EQOLD ay3 U0 110day GOOT 1B [BasL]
212y SAIV 10f uv)d (ouasouw s, 1uap1sadd ay]

omMgequilz

000'SZ 000'SZ EiquieZ|

0527886'1L9 05241025 052’1 10258 00000071 ¥ 6. +88'85Y 6.2°188'85Y 000'S2Z €2¢ 000'5¢1 22 000°000°00€ 000'000 00€ KESEEEEI
0Z0'€SE'68 0Z0'ESE 68 020 £5€ 68 01Z EEE 09 01Z'EEE 09 0522800 064Ce00Y 8LZ'S1Z8L 109'8£0°8 WOPBUD; Poyun

000'00S 000°00S 000°00S 000005 000°00S epuebn

000°000° 000'000'F 000°000°) 000°000') 000°000'L 000°000°L 000°000'L pueyey L]

€11'226" €11'226°C €11°426'C YBE'EreET PEEEVE'C 16'G0P ¥ 198'S0F ¥ €E1'¥65'S €L V65 PUBHSZING

006°Z0e'9y 006'20€'gp 006'Z0E'9¥ €29°08L°LY €29'082°LY 29E'88Y L | €9e'8sy’LL S96'69€'2C §96'69€'2C UBPAMS

€26'10291 €26 102 9b 000700051 000'000'G} 000'000°SE 000°000'SE uleds
000'000'C 000°000'C 000'000'2 000'000°2 BOUJY Ynog

61v'S 6LV'S PUBAOIS

000002 000700 000007 000002 000°002 aiodebuis|

000°0SC'¢ 0000521 000052 | 000005 ¢ 000'00S 2 000°00SC 000°00S'Z 0000052 EIQelY IpNes
000'000'S 000°000'S 000°000°S 000°000°01 000°000'S 000'000°'S 000°000' 000000'% 000000°) 000°000°L BISSIRy
000°00S°E 000005 | 000°005°1 000°009 000'009 000°00% 000°00V [C]

000°0F 0000} 00002 000'0¢ PUEIOd

0E2598°6} 0EL'598 6 0€. 59861 66799 L1 661798 L} 185'60L°21 185602 L1 €0029621 €00296'Z} RemioN

000°000°0) 0000000 000°000°} 000°000'} ¥16'080'6 0000006 EUaBiN|
oveols 0vZ'018 0vZ 018 002529 002 529 000 vEL 000'¥EL PUBIESZ MON

00L"290'9S 001°290°9S 001°£90°9S 6.9 PVE ¥S 6.9 VVE ¥S 00€'06S € 09€°065 €V 00V'280°8 00¥'280°8 SPUBHBUISN

000'v¥ 000'vY 000'+¥ 000'v¥ 000’y 000t COBUOW

000°00F 000001 GO

02S'8vv'L 0zs8ry'L 02S'8ry' | 00E'SEC C 00E 52T 02¢ 222 ¢ 02£1.2¢C 005'2€0°L 00S'ZE0't BInoquIsxm]

00005 00005 061 22 0612 000°001 000°00} UIBISUSIYoeT]
00070001 000°000'} Yemny

000°00S 000°00S (30 onandoy) ea10y

€128 €128 efuay

000008 8} 0000218 000002 18 000°000°004 19LEI8E) €62 921 9f 000°000°00+ €hy'€66 64 £y’ €66 6. 1£€°00¥'08 000'000°08 ueder
Z9t'8e0°ve 000'918°0¢ 00094896 20v'¥S8'02) 000020121 000°020'b2} 009°L¥S5'90L 000°000°C0% £49'819'80} 000°000°001 e
00S'04€°C 005°0.£°21 0050821 000'66Z ¢ 000°662 2} 0V 19111 0EY'191°LE 000'S€8'6 000'SE8'6 pueRl

662902 662'902 puejady

0002t 0002} 00021 0000} 00001 KreBuniy

18¥°00€ 18¥'00¢ 18¥'00€ 8350J9)

822'¥56'201 82256201 92.'v56'201 0S8'v¥6'Sh 058'v¥6'Sh GZE LZV'LE GZE LTV IE 00Z'566°1 L 002'S66' L1 Aueuuss

005026081 005026081 00506 081 05v°990 ¢8} 057'990'281 052°082°€9 0S2082°€9 000'S00'6S 00050065 Bouely

00695569 00595569 005955 69 0SEELP'PIZ 0SE'ELP'¥IT 922 09€ 05 922 09€ 05 S8E'Y90'JE1 G8E Y90 LEL uoissiwwoy ueadoing

08¥°L¥8'CC osy'ivs'ze 08v'Lv8'2e EEV'881°91L €EeV'88L'9 998'06.'°€ 1 998'06L°E) 115918Vl 115'918'v1 HEuwnaq

000°000C 000000 000°000° 0000002 000'000C 0000002 000°000° BUIJD

19229Z 011 292292 0L 1 192729201 } 0£5'G00'0S 000°000'0S 000°000'S2 000°000°5C 000°000°S2 000'000°SC EPEuE])

000°001 000001 UGCIBWED)

000's2 000'S2 ose4 euppng

000°0S 000°0S 000°05 000°0S izeig

212'690°9 2126909 8150420} 8150420} 8€6 622 L 8€6'62C L 60¥'202°C) 901'220°¢h wnbieg]
000°00L 000°00L sopeqieg

006'S20 | 006'S20'} ELisny|

00v'820'SY 00V'820'S} [ 005'Z28'EL 005'2Z8'€} ElfesiSny

000°001 0007001 BLOPUY

(z 40 1) suonnginuo)
euelel pue sisojndieqny ‘salv Jubl4 o) pund jeqols ayy

sapuno)

[ Xipuoddy



S0-120-S

eLIE[RJN PUE SISO[MOIAQUL ‘SATV Y

1 a3ed

§00¢ 12quia03(]
31 03 punyj [eqO[D Y U0 uoday §00T 18R A B3t
ooy SaIy 4of uvid AoupB.ows S, udp1saLd dYJ

‘pajepdn 1se

SpUNy JUSWILIBAOE '§" JO JUNOLUE [E30) S BSNED ABW UOHNQUIUOD JUSWIWBACE SN Ou ‘800Z-¥00Z Buunp ey Bupnpu

Buipuad saism)

pousd abpajd, JOpUN UMOYS S1 JOpUIBWISI Y] -pouad Jey} Ul PaAIda SUOHNALILOD JO NS BY) St pouad e 10} pabipe|d Se umoys Junowe sy ‘SIBBA |

pajeinoes abpald oy} JO JAPUIBLII BU) JO JUBJEAINDS S SU) SHId BpEUI SUoINGUILD Aue woy pasy

‘SUORNGLILCO |E10) O %EE PABIXS O) PBINQINUIOT
‘suonowsal aanersiBa) S UIEKad 0} 199laNs Si pund 1EqOIS B4} O UONNGLIUOD S3jelS palunoul €

Jowaaibe uonnguuod & Jo asneubis

Y} Y Junodde Buiploy e ul pausodap uasq 9ABY UAUm 10 paubis usaq sey Juswaalbe uorNQLIUOD B LYJIum JOj pue ‘GIUoWs BUO UMW PBAIROBI 8¢ 0} pajoadxd Sy

unowe aJe $58001d W1 SUOANALIUOD 2

101801 JO S1BP BU) UO JUSIEAINDS JEOP SF1 JIBUI 1B PIIEIS BIE PBAISORI LDIUM U1 AOUBLIRD BY) Ul PisY SUORNQLILGD (9)

"apouLyuoY 8q o}

eNPIAIPUL 0} JYI3AS JOU BI. JEY) 9PEW U38Q BABY sabpajd asaym (q)
qe abueydxa Jo sejes feuonesado NN Buisn

§00¢C 48Q010 |

a8l aNjeA QS [EMOE Al SISLOWOd SN U unowe abpejd ay) ‘SIB|IOP SN UB JBYI0 S8iduauind Ul apew sabpadiog (e} L

S31O0N

BYO|

YE0'E8Y £re°0Zt Y4423
668°0} 0000} ubiedwed uoRdY Jusliijea. ]
18VCh) 18v'2h) UDIE J2000S PUPE 8y
000°000°} 000°000'} 000°000°¢ 000000} UBME] JO SBRUOUINY ylieeH
000°00 000°00L ZapueurRd 'g ‘quy
000°00 0007001 UBLUY 4OM N
S)uaAg 'y sdnous) ‘sjenpiapuy
151962 £€0C o541 JU0
SZZ Yo'y 000°000°L SAGUBIUIA
0007008 000005 yasug
suopesodio)
z18'89 8E8'LE ¥21'02 )
000 00} 000°00b SORILULIGD HAURO 1ut
000'000°05 000'000°0S 600°000°0S 000°000°0S 000°000'08 00000005 UOIEPUNO SOjeD
suonezjuebiQ }1jo1d-104-J0N pue suopepunod

(z J0 2) suonnquiuo)

eLejRl pUE SISOINdIBqN] ‘SAIV JUBid 0} pung [eqol9 SUlL




1 o8eq
$00T 1oquiada(

eLIR[R PUE SISO[NOIdQN], ‘SAIV Y3t 03 pun [BQOLD 43 U0 wodoy 00T I89X [BIST
112y SAIV 40f uvlq Aouddiouiy S judpisaid aYJ

- [ 25€'92b’s £9L°1G9'Y €11'226 € YBEEVE' 16¥'0.2°9 £002-v002 910'8pE'9) 000°000°t2 3HD
198'50v'y €E1'PBS'S 901°000°0} £002-2002 000'000°0L 000°000°0} asn PUBLIZIMS
000'000'62} 1002-8002 000°'000'SZ1 000'000'G2} asn
006°20¢'9Y €2908L'LY £9g'88Y L 1 G96'69€'22 158116 L2t 5002-2002 1581 ¥6 L2 000°000°300°t  M3S uapamg
£26°L02'L 5002 €26 10Z'L 000°000°} ¥N3
000°000'59 000°000°SE 000'000'S€ 000'000'G} 000'000'S)L 000'000°6€ 000°000°0S 1002-€002 000'000'002 000'000°002 asn uedg
000°000'2 000'000' 000'000' 000'000'2 000°000°C 000'000'Y /0-900Z ¥0-£00Z] 000'000°0L 000'000°0} asn BV YInog
6LY'S 6.¥'S Y002 6.V'G 000'000'L LIS BIUSAOIS
000°00Z 000002 000002 000002 000°002 000°00¥ 8002002 000°000'} 000000'} asn s10deBuis
000°00S' 000°005'2 000005'C 0000052 000'05Z'9 9002-€002 000'000'01 000'000°0} asn elqeJy Ipneg
000°000°k 000000°} 000°000'¢ asn EpUEMY
000'000'S 000000°G 000°000°0} 00000001 000°000°S 000'000'% 000'000'} 000°000'GL 1002-2002 000°000'0F 000°000°0% asn eISsSmy
000'000'€ 000'000'C 000005’ 000°009 000'00% 000'006°2 1002-€002 000'00S°L 000'00S°2 asn ebnyod
00004 00002 000°0€ $002-£002 000°0E 000°0E asn puejod
o0ov'L8t LY 0€L'G98'64 66.798'L1L 18660421 €00'296°L1 chL'zov'eL 9002-2002 €15'688'vi L 000'008'69. MON RemioN
000°000°0L 000°000'04 000°000'4 000°000'6 ¥16'080'6 190-5002 "£0-200Z] 000'000°0€ 000°000°0€ asn euabiN
000'05 000°0S 00005 asn 18BN
ovZ'ol8 002'629 000'vEL ovy 6912 5002-£002 Ovy 6912 000'0S¥'e azN puefeaz MoN
8€5'980'¢S 8€5°980'¥S 001°2980°9S 6.9 VYEYS 09£°065'EY 00b'280'8 65568029t 1002-2002 919°'292°0L¢ 000°000'6Z2 FlE] SpuBpaYIdaN
000'vY 000'vY 0007 000'2€L ¥002-2002 000'2€} 000°2EL asn 09BUOW
000001 000004 €002 000°001 000'001 asn OB |
692'ev0'C 692°€v0°C 0258y b 00€'S€2'C 0ze'LiTe 00G°2€0'} 0¥9'866'9 1002-2002 8L1'G80°LL 000'00V'6 FIE] Binoquiaxny
06L'LL 06121 ¥002 061°LL 000°001 4HD
000°0S 000°00L 000°001 5002 '200Z___ | 000'0SL 000°05} asn ulgsuapoary
00052 000°6Z 000°6Z asn euaqn
000°000°} 000°000°L £002 000°000'L 000°000°} asn yemny
000'00S 000'00S 002 000'00S 000°00S asn (10 oyqndayi) easoy
€128 €L2'8 1002 £.2'8 05G°'€S9 S efuay
000'000°00S 000°000°001 000°000°004 EYP'E66'6L 000'000°08 £10'0ZL°L28 1002-2002 EYb'£66'658 £v1'€66'658 asn ueder
000°062'9G1 000'062'961 Z9r'¥58'02) 000°020°121 000'9€8°212 1002-¥00Z 2oV VLE'¥SS 000°000°09% dn3
000°000°00} 000000001 €.209L'S12 £002-2002 000°000'00Z 000°000°002 asn Aen
9v¥8'820'gL 9v8'820' 8L 005'0.£ 21 000°662 21 OEY'L9L L 000'GE8'6 0£6'699'GY 1002-2002 229°€2L'18 000000°0L ¥N3 PuEjR)|
000°000'9 000000 00070002 £002-9002 000°000°0L 000°000'0} asn eIpu
662 902 662 902 002 662 902 000°000°G} S| pueladl
00021 0000} 00022 §002-#002 000722 00022 asn Kiebuny
€29'0Zy 18¥'00E 18¥'00€ 1002-500C ¥S1i2L 000°009 EE] 309919
11G'GET'CE ovE’Lbe'e8 29¥'8E5'98 82.'y56°201 0G8'Vv6'SH geeller'le 002'S66°LL £01°22€'861 1002-200Z 881’ LEY'S6E 000'005'82¢ ¥N3 Aueunag
£26'915'09¢ Z69'2EV'0LT 005°0.6'08} 0S7'990°281 0G2°08L'€9 000'500°6S 00122858V 1002-2002 GLE'ZEQ'9LL'L 000°000°526 N3 aouel]
110'eL1'804 005'955'69 0SE'ELP PO 922 09€ 05 G8E'¥90'LEL 19¥'¥6E’ 125 9002-1002 8€G' 296629 000°005°22S uN3 uoissiwwa) uesdoin3
G¥9°'085'22 G¥9'086°22 08P L¥8Ce £Ev'881°01 998°06L €L 115'918'vL 062 1£9'29 1002-2002 08686211 000°000'G4L A Jewuag
000'000'2 000°000' 0007000 000°000°C 000°000'2 000°000°9 1002-£002 000'000'0L 000'000°0L asn BUIyD
L0v'pog’LLe 192292041 192'292°01 1 1002-5002 €19'9Z1°z2E 000'000°06€ avo
000°000°0S 000°000°62 000'000'SZ 0€5°500'00L ¥002-2002 000°000°001 000°000°00} asn Epeued
0007001 €002 000'00L 000'00L asn uooJaled
000'6L 000°SL 2002 000'6L 000'G. asn osed eunng
000°0S 000'0$ 000'0S 000°0S 000'0S [£0-900Z "¥0-£002Z| 000°002 000'002 asn Iizeig
ELL'ESY VL 18¥'GL9'6 Z12.'690°9 8150.2°0b 8E6'622 L 90122021 998°L0.'62 1002-1002 826'06.'6G 22T EBL'LG ¥N3 wnibjag
000'00} 00000+ €002 0007001 000°00 asn sopeqleg
006'G/0°1 006'GL0°L 2002 006'GL0°L 000°000°L hE] Blysny
9/1°86€°L1 895'261°S1 00¥'820'G1 005'228°€} 006'658'82 1002-¥002 Sv9°LSY S 000°000°GL anv Eljensny,
000001 00000} 2002 00000} 000°00} asn €LI0puY
saLpuno)

(z 30 1) sebpaid
euRR PUE sIso[ndseqny ‘SAIV 1YBi4 03 puny [eqolO 3yl



BLIE[E]A] PU SISO

A1 93ed

$00T equiada(g
[noraqny ‘SAIV ST 03 puny [eqo[D 34 U0 Hoday §00T TedA 189St
o119y SATV 40f uvld AouaSiows S, uap1said Y]

S0-10-S ‘pajepdn ise

spunj wawuwarob "S N JO UNowe [e10) 8y} asned AeW uoNGLILOD JuatuusaAoh ‘S N ou ‘800Z-¥002 Bunnp ‘yeyy Butpmjout ‘suol

- POULIUOD 8q O} POLIOd 2BPSld.. JOPUN UMOUS SI JBPUIEWas Sy "Pouad Jey} Uj PIAI3IS) SUOINGIILIOD JO LINS

sojes |leuoesade N Buisn pajenofe aBpaid ay) o Jopulewal ay) Jo walennba asn o snid ap!

"SUOHINGIAUOD [E10} JO %EE PABIXA 0] pAINGLILOD
jounsal aaReisiBe) 'S N urepad o} 192[ans S) pund [EGOID 3L 0} UOINGLILOD SSIEIS POKUN BUL [

au 51 pousd e Joj pabpoyd SE UMOYS JUNOWE By} ‘sIeak [enpapil 0} syoads Jou aJe Jey} apeuws usaq aAeY sabpaid aseum ()
G00Z 120000

Je abueyoxa jo

W SUORNQLIUOD AUEB WO PastiEa) aNeA SN lenjoe aul sasudwos gsn ut wnowe abpayd sy} ‘sieliop SN UeY) Jaujo setouaund u) apew sabpad Jo4 (B) |

eue[e pue Sisojnolaqny ‘SAIV bid 0} pund |eqoio dul

LEZ'1L0'E

000'0¢ 668'01 €002 000°0} 000°0} asn} [ubredwed uondy waunealt

18v'CL) 18V°2L) 2002 28V°2L1 18V°24 ) asnj [ udiew 132203 pupen jesy

000'000'L 000°000'} 000°000'C $00Z '200¢___| 0000002 000°000° aSnj { UeME | JO SSNLIOUINY UNESH

000001 000001 1002 000'00L 000'00% asn ZOpUBUId] "0 QY|

000'00} 000001 1002 000°00L 000'00} asn ueuuy Jo) N

sjuarz g sdnous) ‘sjenpiapuf

t10'vZE B0

000°000'} G2z v¥0'L 2002 T 000°000°L [o00'000"L asn TNULSIUIAA

000'00$ 000005 2002 | o00'00S |ooo’00s asn 'v'a'§ 3

suopesodio)

0£1'00€ PYIO

000'00L 000004 1002 [ ooo'o0l [oo0'00% asn SopIWWoD NGWAIQ 1|

000°000'0S 000'000°0S 000'000'0S 000°000'0SL ¥002-200¢___| 000'000°05} ]000'000'0S ¢ asn UOREPUNOS S91BD

suopezjuebiQ yosd-i05-JON pue suonepunod

29851 29¥'8S1 €002 Zov' 851 29¥'851 asn amgequuiz

000'S2 000°'62 2002 000'S2 000°005'€8 ANZ| EIquEZ

| 000°000'00¢___| 000'000°00€ 000'000'008 000'000'%L ¥ 6.2°188'85Y 000522228 000°000°00€ 62G°LI9'CEY' L 8002-100¢__| 6/C909562¢C  |6/2'909'G62°C QSN /S9IeIS paun

_ £¥899€'9L1 £¥8'99€ 9.1 020°ESE'68 0LZ'EEE 09 05.'2€0"0V 109'8€0'8L gG¢C ¥E6 L9 L002-1002 192°16¥'029 000'000'65€ 489 wopbury payun

: 000'00S 000°00S 000'00S 000'00S 000'000°L L002-7002 000'000' 000°000°Z asn epuebn

000000’ 000°000°L 000'000'} 000000’} 000°000°L 000'000'€ 1002-€002 000'000'S 000°000'S asn puejey L

(z 30 ) sebpaid

]
|



Appendix 2

United States Department of State

Washington, D.C. 20520
www.state.gov

SEP 2 1 2005

Dear Mr. Chairman:

I am writing to you regarding the United States Government's contribution
to the Global Fund to Fight AIDS, Tuberculosis and Malaria (the Global Fund) for
Fiscal Year (FY) 2005.

In accordance with the U.S. Leadership Against HIV/AIDS, Tuberculosis
and Malaria Act of 2003 (U.S. Leadership Act) (P.L. 108-25) and the Consolidated
Appropriations Act of 2005 (P.L. 108-447), the U.S. contribution to the Global
Fund for FY 2005 is $414,011,249.58. This amount is consistent with the thirty-
three percent limitation set out in Section 202 (d)(4) of the U.S. Leadership Act,
and reflects two withholdings required by that same section, made against the total
FY 2005 Global Fund appropriation of $435,000,000.

To comply with Section 202(d)(4)(A)(ii), I withheld $9,036,871.92, an
amount equal to the amount expended by the Global Fund to the Government of
Cuba, a state sponsor of terrorism. In addition, in accordance with Section 202
(d)(4)(A)(v), I withheld $3,918 — an amount equal to the aggregate amount by
which the salary of one Global Fund employee in 2004 exceeded the salary of the
Vice President of the United States.

The Consolidated Appropriations Act of 2005 permits me to access up to
five percent of amounts made available by Congress to the Global Fund to provide
technical assistance to the Fund. Both my office and our partner implementing
agencies have received repeated requests from Global Fund grantees to fill the
critical need for technical assistance to improve the performance of Global Fund
grants. Based on an interagency review of that need, I have dedicated five percent

The Honorable
Jim Kolbe, Chairman,
Subcommittee on State,
Foreign Operations, and Related Programs,
Committee on Appropriations,
House of Representatives.
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of these funds, a total of $11,947,960.50, to assist Global Fund grantees in
expanding access to care and support for people living with HIV/AIDS and those
suffering from malaria and tuberculosis. Ensuring the success of these Global
Fund grants should help them gain access to continued funding.

Furthermore, as required by Section 525 of the Consolidated Appropriations
Act of 2005, I have temporarily withheld $62 million (twenty-five percent of the
funds appropriated for a Global Fund contribution under the Appropriations Act)
until such time as I am able to certify that the Global Fund is establishing an
Inspector General’s office that is “full time,” “professional,” “independent,” and
“reports directly to the Global Fund Board.” Accordingly, I will release the FY
2005 Global Fund contribution in two tranches. I will release the first tranche of
$352,011,249.58 immediately, and I will release the second tranche of $62 million
upon my certification that the Global Fund is in full compliance with Section 525
of the Consolidated Appropriations Act.

By releasing the U.S. contribution to the Global Fund in two separate
tranches, I believe I am providing the Fund the maximum amount of legally
available resources with the least delay. I hope to be able to release the remaining
sum as soon as possible, and I have directed my staff to be in close contact with the
Global Fund Secretariat to work through the remaining areas of concern.

Thank you for your continued assistance.
Sincerely,

Ambassador Randall L. Tobias
U.S. Global AIDS Coordinator
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To Fight AIDS, Tuberculosis and Malaria

@ ';I:; mGoul%mi)w::\l Fund

Report by the Secretariat of the Global Fund Secretariat

Compliance with § 525, 2005 Foreign Operations, Export Financing and Related
Programs Appropriations Act

The Fiscal Year 2005 Appropriations legislation of the United States Congress sets out a
number of requirements which need to be met by the Global Fund in order to receive the full
US contribution. Over the past year, the Global Fund has been working hard to fully comply
with the requirements set out in the legislation. The following report by the Secretariat of the
Global Fund lays out the progress made on all relevant dimensions.

(A) Establishment of a full time, professional, independent office which reports
directly to the Global Fund Board regarding, among other things, the integrity
of processes for consideration and approval of grant proposals, and the
implementation, monitoring and evaluation of grants made by the Global Fund

At the 10" Board meeting, the Board requested the Finance & Audit Committee (“FAC”) to:

“develop, and present for approval by email prior to the 11"

Board Meeting, Terms of
Reference and a plan for the establishment of an Office of the Inspector General, and
recommend a candidate for the position of Inspector General for appointment by the

Board at the 11" Board Meeting.”

To assist the FAC in its response to this request, the Global Fund has retained the services of
the law firm of DLA Piper Gray Cary (“DLA Piper”), which has taken on this mandate on a pro
bono basis.
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DLA Piper has prepared proposed Terms of Reference and a plan for the establishment of the
Global Fund Office of the Inspector General (“OIG"). Both documents have already been
distributed to members of the FAC and will be discussed at that Committee’s July 7 meeting.

The Terms of Reference proposed by DLA Piper foresee an office that reports only to the
Board, informing the Executive Director of the progress of investigations and other matters
where appropriate. Under DLA Piper’s proposal, the OIG will be entirely independent of the
Secretariat.

As proposed by DLA Piper, the primary purpose of the OIG would be to provide independent
and objective oversight to ensure that the Global Fund and the entities that it funds comply with
established policies and procedures. The Office of Inspector General would therefore focus on
two areas: (1) the prevention, detection and resolution of fraud and abuse, misappropriation,
corruption and mismanagement and (2) the effectiveness of the organization’s internal
management processes.

DLA Piper has also prepared for the FAC a detailed action plan that would have a sub-group of
the FAC identify and recommend to the Board a candidate for the position of Inspector General
at the 11" Board Meeting, and oversee the establishment of the OIG soon thereafter.

(B) Strengthening domestic civil society participation, especially for people living
with HIV/AIDS, in country coordinating mechanisms

Civil society participation was a focus of discussion at the Global Fund's Partnership Forum in
Bangkok held in July 2004. Since then, significant steps have been undertaken to improve
participation of civil society, and in particular of persons living with HIV/AIDS, in CCMs. A new
policy was adopted at the 9™ Board Meeting strengthening both requirements and
recommendations for civil society representation and participation in CCMs. Thereafter, new
guidelines for CCMs to operationalize this policy were developed and distributed to all CCMs in
early 2005. These requirements are being used as eligibility criteria in Round 5 and in
committing further resources in Phase 2 decisions.
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Additional efforts are made during country visits of Secretariat staff to continue to strengthen
the participation of civil society — both with CCMs directly and with partners in-country. CCM
workshops are being organised for all regions during 2005 and early 2006 to provide further
guidance and support to CCMs and to ensure civil society participation. Lists of CCM members
for nearly all countries have been compiled by the Secretariat and are available on the website,
and all communications by the Secretariat are now being sent out to the entire list of members.

While some CCMs already had begun to strengthen their civil society representation and
functioning prior to the adoption of Board requirements of November 2004, many CCMs have
initiated restructuring processes since then. This has also been supported by a CCM (self-)
assessment tool which translates recommendations and requirements into clear and
measurable indicators. Some examples of recent actions taken by CCMs are listed below:

o The CCM in India recently elected a person living with HIV/AIDS as its Vice
Chair. The CCM in Kenya recently elected a representative of an NGO as its Vice
Chair;

o The Vice-Chair of the CCM of Swaziland has spear-headed an election process to
ensure that all constituents are appropriately represented in the CCM. Following
adoption of the new Guidelines, the CCM in Malawi has also embarked on an
election process to ensure each constituency is represented by a duly elected
member;

o China, Laos, Mali and Vietnam are in the process of restructuring their
CCM. Mozambique (with some Global Fund support) is currently reviewing the
composition, roles and responsibilities, and functioning of mechanisms related to
Global Fund proposal development and oversight of implementation in the context
of the Health Sector Wide Approach (SWAP).

Finally, at its 10" Meeting in April 2005, the Global Fund Board adopted a decision to
strengthen CCM functioning and their access to resources, by allowing the use of grant money
to support CCM activities where necessary. The Secretariat has since developed supporting
policies for the application of the Board decision. These guidelines will be shared with CCMs at
regional meetings and documentation will be placed on the Global Fund website for CCMs and
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the general public. The use of these funds will contribute to the strengthening of the
governance functions of CCMs and facilitate the inclusion of non-governmental entities.

(C) Establishing procedures to coordinate technical assistance for Global
Fund activitles

An internal electronic Early Warning and Response System, with data entered for all
countries, is now up and running within the Secretariat, tracking calendar-driven and
disbursement-related indicators from TRP clarifications through the Performance Based
Funding cycle of a grant. These indicators, which are currently being validated, flag grants
across the portfolio that are behind schedule on reporting, disbursements, burn rates, and
progress indicators, or judged to be otherwise underperforming by the LFA and the Secretariat.

In addition to this internal monitoring system, the Secretariat has developed a set of more
qualitative indicators to be tracked by partners in-country (CCMs, LFAs, and other bi- and multi-
lateral partners) and by the Portfolio Management teams. These indicators are based on a
range of issues which have been identified as potential bottlenecks to impiementation.
Consultations with partners on these indicators are ongoing both centrally and with countries
through various regional meetings and other fora. A set of simple tools to help PRs, CCMs and
partners in country monitor these indicators will be sent to all recipient countries by beginning
of August 2005. CCMs will be requested to nominate a focal point to facilitate communication
with the Secretariat on the Early Warning and Response System. At the same time, all CCM
members and other partners will be encouraged to engage in the monitoring of grant
implementation in order to ensure the earliest possible identification of challenges and
problems with grants. We expect this system for country level input into the Early Warning and
Response System to be fully functional by the end of August 2005

To increase the sensitivity and relevance of the Early Warning and Response System, the
Secretariat is continuing the development of a risk model, which will inform the approach to the
management and oversight of grants by classifying the relative risk of each investment. The
model will be used to inform the LFA and Secretariat approach to monitoring the grant from
grant signature onwards. Grants viewed as facing potential risks to timely implementation will
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be more closely monitored than those with less risk and used to accelerate the flagging of
issues in the Early Warning and Response System.

Coordination of technical assistance at both the local and global level is critical to the
success of the Global Fund. In addition to an intensified focus by Portfolio Managers on
ensuring coordinated technical assistance at the country level, a number of key overarching
initiatives are underway to build a solid framework for well coordinated and accountable
technical support:

o Atregional meetings, the Secretariat is working together with technical partners and
countries to draw up annual technical assistance plans for each country;

o The Early Warning and Response System is intended to engage country level
partners (PRs, CCMs and partners) in the diagnosis of identified problems and in
the subsequent development of remedial action plans, including plans for mobilizing
appropriate technical assistance to address the relevant problems. The above
mentioned focal point for the Early Warning System within the CCM will play an
important role in this regard;

o A country-by-country partner mapping exercise is underway to facilitate the
coordination of appropriate responses and technical assistance for grants in need.
This mapping exercise will then be shared with partners for validation and
coordination with similar exercises that they have conducted;

o Following the recommendations of the Global Task Team, the Global Fund with UN
partner organizations and the World Bank will establish a joint problem solving team
for technical assistance issues identified by country level stakeholders.

D) Establishing clear progress indicators upon which to determine the release of
incremental disbursements; and (E) releasing such incremental disbursements
only if positive results have been attained based on those indicators
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Since last year, the Secretariat has developed and agreed with partners a clear set of progress
indicators, which form the basis for disbursement and Phase 2 decisions:

o The M&E toolkit brought a clear set of grant progress indicators for the three
diseases together for the first time and was published in 2004. These progress
measures were agreed by a wide range of partners (including the US government,
USAID and CDC) and have wide recognition as clear progress indicators;

o A simplified top ten set of these high level indicators for portfolio reporting were
agreed in 2005 which focus on people reached by services;

o All Phase 2 grants and new grants have key coverage indicators. For the 51 Phase
2 grants evaluated to June 2005, 342 high level coverage indicators were evaluated
on average 6.7 per grant. 43% of all results were of the highest level coverage
indicators of people reached by services;

o Performance measures are continually improved in response to technical
developments in the field with partners. An updated version of the M&E toolkit
which fine tunes indicators will be published in 2005. Joint training of country staff
with partners (UNAIDS, WHO, USAID and CDC) has been carried out regionally in
2005 to embed these performance measures in country reporting.

In day to day business, disbursements are based on the performance of grants. Analyses of
the maturing grants that reach Phase 2 decisions confirm that overail money is following
performance. However, major efforts are underway to more consistently document all
disbursement decisions and make such information transparently available in real time through
the Global Fund's web-based information systems. A target set by the Secretariat is that 95%
of disbursements (other than initial disbursements) will be made on the basis of documented
performance. To achieve this goal, a dedicated M&E support team has been created in 2005
to assist Fund Portfolio Managers in ensuring relevant data required to make a decision on a
disbursement request is collected and adequately recorded. This is supported by the
development of a standardized disbursement form and tool to capture relevant information
required to make a decision to disburse. This will incorporate necessary elements from the
PR Request and LFA verification report and provide criteria to consider for the decision.
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Other concrete steps include:

o Transparent publication of progress against performance indicators, by making
Grant Performance Reports (GPR) publicly available on the web with regular
updating. All grants that reach 12 months will have a GPR on the web, with regular
updating, by 1 September 2005;

o Input of all grant data into a robust information system so that it can be made
transparently available for all decisions and review in the Secretariat;

o Implementation of Annual Reviews as an important source of contextual
information and a condition for Phase 2 decisions. Considerable contextual
information is already collected for grant decisions. The Request for Continued
Funding Application Form has several sections on contextual information submitted
by both the Principal Recipient and the CCM. These are material elements in the
decision to continue funding. An additional source of contextual information will be
more extensive annual reviews of programs, which require implementation in 2005.

F)  Providing an appropriate level of support and oversight to country-level
entitles, such as country coordinating mechanisms, principal recipients, and
local Fund agents, to enable them to fulflll thelr mandate

Following the adoption of a decision at the 9" Board Meeting concerning CCM functioning,
regional workshops have been held with CCMs to clarity roles and responsibilities of CCMs, in
particular with regards to grant oversight, the Phase 2 renewal process and conflict of interest.
The Global Fund has requested CCM Chairs to invite Principal Recipients, CCM Vice-Chairs,
people living with the diseases, and representatives of civil society and the private sector to
participate in these regional workshops. In 2005, workshops have been conducted for CCMs in
Southern Africa, South Asia and West Africa. Workshops are planned for the Eastern
Mediterranean region, East Africa, South East Asia and the Pacific during the remainder of
2005.
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Clear indicators have been developed to translate the CCM recommendations and
requirements into measurable indicators for CCM self assessments and external audits. This
CCM checklist has been distributed to CCMs along with user guides to support CCM
functioning. The use of the self-assessment tool has triggered reorganization efforts in some
countries as well as requests for support visits of Secretariat staff to CCMs. A number of these
visits have now been conducted at the request of these countries (including India, Laos,
Madagascar and Vietnam), and more are planned.

The CCM indicators are also used in the context of an external assessment of CCM processes
and procedures, commissioned by the Secretariat and conducted by the Futures Group,
including the extent to which CCMs are meeting established guidelines and criteria for their
composition, roles and responsibilities. The assessment is intended to provide guidance on
areas requiring greater effort and to establish a baseline against which future progress can be
gauged. By June 2005, the assessment was launched in 104 countries. To date, assessments
have been completed and submitted for 49 countries. Final input from CCMs is expected by
July and a final report will be available for the September Board Meeting. The assessment
results will prove valuable in efforts to target the areas of CCM performance that require the
greatest degree of support. Once the final report has been issued, it will be made available to
CCMs and to partners.

The LFA model is a vital component of the Global Fund's governance and oversight structure.
The Secretariat is committed to its success and has developed a strategy and associated
initiatives to strengthen the LFA service model and to address difficulties experienced, following
a comprehensive review of the LFA system commissioned by the Secretariat in 2004. These
include:

o Establishing closer linkages with the senior HQ teams of the major service providers,
in particular KPMG and PricewaterhouseCoopers (PwC), with a view to ensuring
consistently high service levels and developing a better partnership arrangement. A
senior level conference is planned with PwC for September/October of this year;

o Providing training and policy guidance for LFA field representatives. An example of
this is the Phase 2 renewal process, where LFAs were issued with written guidance
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and a web-based training presentation;

o Intensified in-house training of Fund Portfolio Managers in relation to the
management of the LFA resource;

o Simplified contracting procedures so that services can be engaged without the need
for protracted negotiations. This process has already yielded improvements with
simpler fee structures now being introduced:;

o Move towards a more tailored grant oversight and Terms of Reference for LFAs
based on grant risk profiles, which will enable a better allocation of resources to
where the oversight and scrutiny is most required;

o Streamlining of assessment tools, and a revision of aspects of the Terms of
Reference to ensure that the LFA mandate is well understood and is consistent with
a more tailored approach;

o Based on findings of the independent LFA review of 2004, piloting certain
modifications to the model in late 2005, keeping the relevant Board Committee
informed.

The Secretariat is also in the process of recruiting a LFA Manager who, in conjunction with a
focus group, will be responsible for coordinating LFA services and driving forward the above
initiatives to strengthen the model.
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Appendix 3
TIMELINE OF GLOBAL FUND GRANT LAUNCHING AND APPROVAL
FIRST ROUND

February 2002 - First launch of grants
April 2002 — 2nd Board Meeting approves Round 1

SECOND ROUND
July 2002 - Second launch of grants
January 2003 — 4th Board Meeting approves Round 2

THIRD ROUND
March 2003 - Third launch of grants
October 2003 — 6th Board Meeting approves Round 3

FOURTH ROUND
January 2004 - Fourth launch of grants
June 2004 — 8th Board Meeting approves Round 4

FIFTH ROUND
November 2004 - Fifth launch of grants
September 2005— 11th Board Meeting approves over half of Round 5, with the

remainder to be approved as funds become available, but no later than June 30,
2006
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