Report to Congress by the U.S. Global AIDS Coordinator on
Oversight Information Pertaining to the Global Fund to Fight
AIDS, Tuberculosis and Malaria

October 2011

The U.S. Global AIDS Coordinator provides this Report in
response to the following request in House Report 111-187, as
endorsed by the conferees in the Joint Explanatory Statement
accompanying the Department of State, Foreign Operations, and
Related Programs Appropriations Act, 2010 (Division F, P.L. 111-
117): “The Secretary of State is directed to provide a report to the
Committees on Appropriations not later than 120 days after enactment
of this Act that contains the most recent Global Fund audit
information, commitment and disbursement data, and a summary of
the recipient and sub-recipient expenditures as reported to the United
States Government.”
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This report contains Global Fund audit information, commitment and
disbursement data, and a summary of the recipient and sub-recipient
expenditures as requested by the U.S. Congress. The U.S. Government
(USG) invited Global Fund Executive Director Michel Kazatchkine to
provide information on the Global Fund's audit information; commitment
and disbursement data; and a summary of Principal Recipient (PR) and sub-
recipient (SR) expenditures. Supporting documents provided by the Global
Fund are available as annexes to the version of this report posted at
http://www.pepfar.gov/coop/globalfund/reports/index.htm. These include
Prof. Kazatchkine's response (Tab 1), subsequent communication with the
Global Fund Secretariat staff (Tab 2-3), and other documents.

Audit Information

External Audit Information. The independent auditor of the Global
Fund Secretariat, Ernst & Young Ltd., has unrestricted access to all
Secretariat records, and conducts a comprehensive annual audit of Global
Fund financial statements. Ernst & Young presented a clean audit report for
2009, stating that the financial statements “present a fair view of the
financial position, the results of operations and the cash flows in accordance
with International Financial Reporting Standards, comply the Swiss law and
the Global Fund’s by-laws” and that the financial statements were “free from
material misstatement.” The 2010 audit was made available in May 2011.
The Global Fund 2009 Financial Statement, as audited by Ernst & Young,
was presented to and approved by the Board in April 2010 (Tab 4).

Internal Audit Information. The Global Fund has an independent
Office of the Inspector General (O1G). The priorities of the OIG for 2011,
as articulated in a report to the Board in December 2010 (Tab 7), are the
following: providing assurance on grant processes; providing assurances on
other main business processes; supporting key managerial and governance
initiatives in the Secretariat; conducting investigations and related
initiatives; building appropriate capacity in the OIG; and creating awareness
about the OIG.

The OIG completed 16 audit reports from January 2009 to April 2011;
27 more audits are under way or scheduled to begin during the coming
months (Tabs 5-7). Completed reports include audits of specific country
programs as well as analyses of the Local Fund Agent (LFA) tendering
process, Principal Recipient (PR) audit arrangements, lessons learned from
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country audits and reviews undertaken, review of the grant application
process, and review of oversight of grant procurement and supply chain
management arrangements. All complete audit reports are publicly available
on the Global Fund website
(http://www.theglobalfund.org/en/oig/reports/?lang=en).

At the Board meeting in December 2010, the Board approved an
operating budget increase of over 50% for the OIG for 2011, as well as a $3
million contingency budget that can be made available to the OIG by the
Finance and Audit Committee (FAC) if required.

Commitment, Disbursement Data and Summary-Level PR and SR
Expenditure Data

Global Fund grant-level commitments (in the form of Board-approved
ceilings and actual signed grant amounts) are available on the country profile
pages of the Global Fund website (http://portfolio.theglobalfund.org). In
January 2008, the Global Fund began implementation of an Enhanced
Financial Reporting (EFR) system to collect standardized and detailed
financial information from grant recipients on expenditures by disease and
cost category, service delivery area (SDA), and implementing entity at the
PR and SR levels (Tab 6). The Global Fund Secretariat piloted the EFR
system in 2007 and rolled out the system over the course of 2008. PRs are
now required to report annually and this information is made available to
Board members upon request.

The EFR template requires an analysis of each grant's spending by
category, including figures for both budgets and actual expenditures. The
categories include items such as technical assistance, training, health
products and health equipment, and monitoring and evaluation (M&E). The
EFR cross-references the budget data according to programmatic activity,
including categories such as prevention, treatment, and care and support, as
well as by SR. The EFR system reports information in a number of
categories, including the identity of SRs, type of organization
(governmental, civil society, faith-based, etc.), relationship of SRs to PRs,
and dollar amounts of all expenditures to SRs. The EFR does not report on
individual sub-sub-recipient (SSR) budgets or expenditures, but these
expenditures are consolidated within relevant SR amounts to ensure that
total grant expenditure is captured in the EFR report.
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The results (Tab 8) are based on a consolidation of the EFR
information reported in 2008 as well as results reported from 448 active
grants at the end of their reporting periods in 2009. EFR data from 2010 is
expected to be available in April 2011. The total budget for the grants
included in the report was $8.4 billion with reported expenditure of $6.8
billion producing an average expenditure rate of 81% for the portfolio. The
total rate of compliance for the EFR reporting requirements was 91%, as
compared to 88% in 2008. For grants that have UNDP as a PR, the rate of
compliance for 2009 was 100%.

The following annexes are available with the version of this report
posted at_http://www.pepfar.gov/coop/globalfund/reports/index.htm:

Tab 1 — Letter from the Global Fund Secretariat (March 2010)

Tab 2 — Secretariat Response to USG Follow-up Questions (October
2010)

Tab 3 — Additional Correspondence with the Global Fund

Tab 4 — Ernst & Young 2009 Audited Financial Statements

Tab 5 — OIG Progress Report for January — September 2009

Tab 6 —OIG Progress Report for October 2009 — February 2010

Tab 7 — OIG Progress Report for March — October 2010

Tab 8 — 2009 Enhanced Financial Reporting Results
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Investing in cur future

( The Global Fund tel  +41(0)58 791 1798
fax +41(0)58 791 1717
To Fight AIDS, Tuberculosis and Malaria michel.kazatchkine@theglobalfund.org
Chemin de Blandonnet 8 - 1214 Vernier + Geneva, Switzerland Professor Michel Kazatchkine, Executive Director
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Our ref: OED/MK/SE/NC/ak/HAA/18.03.2010 - OGAC/US GOVT
18 March 2010

Ambassador Eric Goosby MD

United States Global AIDS Coordinator

Office of the United States Global AIDS Coordinator
2201 C Street NW Room 1004

United States Department of State

WASHINGTON DC 20520

United States of America

Dear Ambassador Goosby

| refer to your letter dated February 17, 2010, asking the Global Fund to provide you with
audit information, commitment and disbursement data, recipient and sub-recipient
expenditures, as well as an update on the status of the Office of the Inspector General.

Further to your request, | am pleased to provide you with a hard copy of the Enhanced
Financial Reporting (EFR) results (see attached annex). The other information requested in
your letter, as well as an electronic version of the EFR results, has been sent separately to
your office via e-mail, as requested by your staff.

| hope that all the information provided meets the requirements for reporting to the United
States Congress. Please do not hesitate to contact the Global Fund Secretariat should you
need any further information or clarification.

| would like to take this opportunity to express my sincere gratitude to you for your
continued support to the Global Fund, and | look forward to continuing our cooperation in
order to further strengthen our efforts towards improved health services for people in need
in developing countries.

Yours sincerely

VD.\/\/\/\/\ /

Professor Michel Kazatchkine
Executive Director
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Annex: Commitment, disbursements and expenditure data

I 'am happy to enclose herewith a summary of recipient and sub-recipients expenditures based
on the latest complete Enhanced Financial Reporting System (EFR) for 2008. 2009 reports are
still being submitted and data should be made available in April 2010.

Final EFR results for grants with reporting periods ending in 2008 showed a 93% compliance
rating. The consolidated results from 426 active grants and a number of inactive grants shows
a cumulative disbursement amount of USS 5.7 billion against a total budget of just under USS$
6.2 billion with reported expenditures totaling USS 5.1 billion, or 82% of the total budget
approved.

Concerning recipients and sub-recipients, implementing entities’ compliance rate to the EFR
reporting requirements is 93%. Please note that given that UNDP grants were 100% compliant
with the EFR reporting requirements, the percentage of the portfolio allocated to UNDP as
shown in Annex 3 is likely to be higher than what would have been reported should 100% of the
grants have been compliant

During the reporting period the Global Fund Secretariat has continued to work on the
strengthening of the EFR implementation. To date, the Global Fund has received 52% of the
required reports compared to 42% at the same stage last year. It is expected that 2009 overall
compliance equals or exceeds 2008 results.

A number of measures have been adopted to improve the EFR reporting including the need to
comment on EFR status when making disbursements, establishing a greater link between EFR
information and disbursement information in revised disbursement guidelines, making EFR a
mandatory document for phase 2 requests, and developing an EFR module within our IT system
(Grant Management System - GMS), to improve the range of available reports from the EFR
data. This module has completed user acceptance testing and will be moving to production
shortly.

In addition, the Global Fund Secretariat has continued to provide assistance to our Principal
Recipients (PRs), during regional meetings and on numerous country visits, to improve their
capacity to fulfill the reporting requirement, while technical assistance, through organizations
such as Grant Management Solutions, has been utilized by a number of countries to assist them
with EFR.
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RESPONSE TO USG FOLLOW-UP QUESTIONS

e OIG Information

1. The January-September 2010 OIG Progress Report states that the OIG is finalizing audit
and investigations protocols with the Secretariat and will also develop further
protocols to ensure effective collaboration with the Secretariat. What is the current
status of these efforts?

The “Protocol between the Office of the Inspector General and the Global Fund
Secretariat for the Coordination of Allegations and Investigations” as well as the
“Protocol between the Office of the Inspector General and the Global Fund Secretariat
for Managing the Audit Process” were submitted to the Finance and Audit Committee
(FAC) in March of 2010 and were thereafter adopted by the FAC. They were presented
to the Board at its 21° meeting of 28 April, 2010.

The Protocol for the Coordination of Allegations and Investigations:

(i) Outlines the coordinated approach that the Secretariat and the OIG adopt in
cases where allegations are received (or issues uncovered) by either the Office of
the Inspector General or the Secretariat that relate to programs in country or to
operations of the Secretariat;

(i) Defines the roles and responsibilities for handling recommendations made by
the OIG following or during an investigation.

The Protocol on audits clarifies the working relationships between the OIG, the
Secretariat of the Global Fund and relevant actors at country level. The Protocol
applies to OIG audits, reviews, and other assurance-work at the Secretariat or grant
portfolio level. The Protocol clarifies roles and responsibilities and discusses audit
plans and types of audits through a step-by-step description of the audit process.

The OIG is currently working with the Secretariat to refine the protocol for handling
allegations but have no immediate plans to develop other protocols. The two existing
protocols adequately cover the two main areas of the OIG’s activities: audit and
investigation.

2. One of the findings of the PR Audit Arrangements OIG report is that the “GF policy for
audit arrangements should be reviewed to include actions that should be taken when
the PR does not comply with provisions for annual audits in the grant agreement. The
policy should include a requirement for the LFA to submit to GF Secretariat a review of
the major issues arising out of the annual financial report of the SRs for each PR, by
the end of the sixth month after the end of the SR’s fiscal year.” What is the status of
work in response to this finding?

The Secretariat has completed the updated “Guidelines for Annual Audits of PR and SR
Financial Statements” and made them available on its website:
http://www.theglobalfund.org/documents/Ifa/VerificationOfImplementation/LFA Ann
ual Audits of Financial Statements quideline.pdf

1|Page
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These guidelines have been updated in order to adequately address the OIG’s
recommendations for strengthening the Secretariat’s management of audit processes.

Namely, the guidelines require LFAs to carry out specific checks on PR and SR audit

arrangements and submit the results to the Secretariat. These include:

e A one-off review of a) Terms of Reference of the PR audit, b) Selection of the PR's
auditor through a transparent and competitive selection process and c) SR audit
plan

e Annual review of a) PR audit report (management letter, audit opinion and
financial statements); b) status of the PR's implementation of recommendations
identified in the previous year's audit report/auditor's management letter; and c)
implementation of the SR audit plan.

e The LFA must also review the audit reports of principal Sub-recipients, submit the
results of its reviews to the Global Fund and attach copies of any relevant
documents.

To ensure compliance, the guidelines stipulate that annual audits of financial
statements are a requirement for continued funding (article 7.2 of the guidelines)

3. There appears to be a significant delay between the completion of audit work and the
release of audit reports to auditees and then the Global Fund Board. What is the
typical timeline for finalization and sharing of audit reports and ways to speed up this
process being considered?

The OIG spends between 5 and 7 weeks in country conducting audit fieldwork and aims to
release draft reports to country stakeholders 8 weeks after fieldwork has been completed.
This is, however, rarely achieved. A significant feature of over 50% of audits in the last
year has been that audit fieldwork has identified potential irregularities, which need to
be fully investigated by the OIG’s Investigation Unit subsequent to the audit fieldwork
(Zzambia, Mali, Sri Lanka, Kyrgyzstan, Djibouti, Nigeria, Madagascar, Kenya, Swaziland,
Malawi). Until this follow up investigatory work has been completed, it is unwise to
release a draft audit report for feedback. This is to protect the integrity of the follow up
investigation. Moreover, the outcome of the investigation usually points to further control
shortcomings and recommendations need to be made to rectify them.

Another factor contributing to delays is that PRs often find it difficult to locate
documentation to support expenditure and the OIG audit team have to either stay on after
the 5-7 week fieldwork period to review supporting documentation when it is eventually
found (Zambia, Haiti, Sri Lanka, Djibouti, Swaziland) or to agree to return weeks or
months later to do so(Nepal, Laos). This all adds to delay in releasing draft reports in
country and is a factor outside the control of the OIG.

Before a draft report is sent to the country, the OIG provides it to the Secretariat for
initial feedback asking for a response within 10 days. However, the Secretariat often
responds well after such deadlines because of the level of review required by the many
stakeholders involved (Country Programs, Finance, M & E, Legal, etc). The OIG recognises
that close attention needs to be paid to the quality of the feedback by the Secretariat on
OIG draft reports. The Secretariat is responding to OIG requests for more expediency by
having its Country Programs cluster streamline its review process. Implementation of the
Country Team Approach (CTA), as part of a package of operational reforms, will have a
significant impact on the speed and efficiency of the review, enabling shorter response
times. The CTA was designed to enhance cross-unit collaboration by bringing together
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operations-focused staff and monitoring and compliance staff. The country teams will take
shared responsibilities of all aspects of grant management, including the response to
audits or investigations.

When a draft report goes in country the OIG normally asks for feedback within 3 weeks. In
practice, the country takes an average of three months to respond despite regular
reminders. The reasons given range from having to give greater priority to preparing grant
applications to preparing action plans in response to the recommendations offered by the
OIG and the need to convene special CCM meetings to consider the responses.

A significant feature of recent audits has been to challenge Principal Recipients during the
debriefing sessions to identify immediate actions that they commit to take in response to
the key recommendations presented at the debriefing sessions (for example , to
immediately strengthen physical security at warehouses containing Global Fund financed
medical products). The actions taken are then reflected in the final OIG audit report
released.

In conclusion, the OIG is doing all within its powers to accelerate release of draft audit
reports to auditees but this is often frustrated by the factors noted above. It is also
important to note that given the Global Fund’s orientation as a transparent and
accountable entity it is committed to publish its audit reports and to make them widely
available. This imposes on the Global Fund a high standard of rigour in verifying the
factual basis of OIG audit reports in order to buttress their credibility, relevance and
utility.

4. The September 2009 “Report on Lessons Learnt from the country audits and reviews
undertaken” contained many important points that relate to financial oversight and
effective program implementation, and the USG is extremely interested in the follow-
up to these findings. The Secretariat committed to developing a process to implement
audit recommendations by March 2010. What is the status of this process?
Specifically, can you inform us of the plans and proposed timelines to act on the
following findings, which are of great interest to the USG:

While a number of OIG findings and recommendations address specific in-country
situations revealed by the audits, others revealed gaps in the operations of the
Global Fund. Thus, the Secretariat is also concerned with responding to the OIG’s
findings and recommendations contained in the 2009 report. More generally, it
intends to set up mechanisms for the prompt identification of gaps in grant
operations and to improve its own systems and processes.

Under the supervision of a Committee composed of Cluster Directors and the
Deputy Executive Director, the Secretariat has set up a cross-cluster taskforce to
drive work on OIG-related findings and recommendations. The following represent
some focus areas:

i. Organizing and institutionalizing interactions between the Secretariat and
the Office of the Inspector General, notably through adoption of the
protocols described in section 1.

ii. Improving follow-up on OIG recommendations. The implementation of
the Country Team Approach will bolster the Secretariat’s capacity
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torespond more quickly to the findings and monitor the implementation of
recommendations.

iii. Coordinating reporting to FAC Sub-committee on progress in addressing
OIG findings and recommendations.

iv. Analyzing and addressing shortcomings in the country-level responses to
OIG findings and recommendations.

v. Improving ownership and communication

vi. Developing more efficient mechanisms for the early identification of
improvements in the grantmaking model as its programs continue to grow.

The following comments are in response to the specific items of interest to the
USG:

4.1 Conflicts of Interest on CCMs (Rec. 1)

The Secretariat is pursuing three lines of action to extend its policy on CCM conflict
of interest so as to address the full range of such conflicts and ensure that the
policy is fully implemented:

The Secretariat will submit to the PIC and the Board a set of proposals to
strengthen the application of the conflict of interest policy.

The Secretariat has drafted new CCM Guidelines for PIC review (paper GF/PIC03,
October 2010), with proposals for (1) Secretariat monitoring of compliance with
conflict of interest policy throughout the lifetime of grants, and (2) expanding the
scope of the requirement of the COI policy to the full range of CCM members and
not only Chair or Vice-Chair positions held by a PR, as is currently defined.

To inform the review of the CCM Guidelines, the Secretariat has completed a study
of CCM conflict of interest in 2010, and its findings are reflected in the proposed
revisions of the CCM Guidelines (GF/PIC03).

The Secretariat will implement a strengthened screening process to ensure
compliance with all requirements (including conflict of interest) as it introduces its
new grant architecture.

As countries transition to single stream financing, more rigorous monitoring of CCM
compliance with all requirements will be phased during future Rounds. This will
allow all 128 CCMs - including CCMs with weaker capacities - sufficient time to
become fully familiar with and adapt to the new guidelines. The revised approach
will, inter alia, allow monitoring of CCM compliance with conflict of interest
requirements throughout the life of the grant and not only at the time of funding
requests. It will also allow country programs staff to be more closely involved in
monitoring the activities of the 128 CCMs and 10 RCMs, in addition to the dedicated
CCM Unit.

4.2 LFA reviews of CCM function throughout grant life (Rec. 2-3)

4|Page



(4’ The Global Fund

To Fight AIDS, Tuberculosis and Malaria

The objective of Recommendation 2 was “to ensure compliance to the six eligibility
criteria throughout the entire grant cycle and not only at the time of proposal
submission.” It was suggested that Country Programs should put in place a
mechanism “to mandate the LFA to review the operation of the CCM and ensure
compliance.” In addition, recommendation 3 urges the GF to encourage CCMs to,
“as part of their oversight role.... work towards creating synergies between disease
interventions and related grants.”

The involvement of LFAs in CCM compliance verification has been studied carefully
by the Secretariat. The analysis has shown that the cost implications (over
$330,000 USD per year), coupled with questions regarding existing LFA expertise,
makes it extremely challenging to implement rapidly in a resource constrained
environment.

Nevertheless, the expanded CCM funding model will, by design, ensure that LFA
assessment of CCM performance gradually increases in 2011-2012 (see below under
4.2c¢). Under this model, CCMs must build performance objectives into their
biennium work plans, and LFAs will verify performance in accordance with the
work plan targets.

The Secretariat will continue to strengthen its monitoring of CCM compliance with
eligibility criteria throughout the grant lifecycle (Rec. 2) and strengthening CCM
performance on oversight to achieve synergies across Global Fund grants (Rec. 3)
through a number of mechanisms.

First, as described in response to Recommendation 1, the Global Fund is revising
the CCM Guidelines to underline the importance of compliance with the six
requirements throughout the grant lifecycle - and not only at the time of funding
requests. This applies not only to the requirement relating to conflict of interest,
but to all six requirements.

Recommendation 3 is best addressed through the new grant architecture itself. As
countries transition to Single Stream Financing, CCMs will oversee consolidated
grants and gain a more holistic program-oriented view. This emphasizes the
importance of ensuring that CCMs have the capacity to deliver on these
responsibilities. The measures outlined below are intended to strengthen CCM
capacities:

i. Launch of the new CCM Funding Policy: Through expanded funding, CCMs
have access to increased amounts to support their oversight role; and
performance-based funding principles will be applied to CCM funding to
ensure that funds are being put to best use. Please note that this is a recent
development. The new funding policy was launched on schedule in the first
quarter of 2010, and approximately 30 of the 128 CCMs are expected to
initially apply the new funding model. As CCMs become more familiar with
the funding policy, the Secretariat expects increased demand and in
improvements in CCM oversight performance as a result.

5|Page



Q) The Global Fund

To Fight AIDS, Tuberculosis and Malaria

ii. Launch of a new CCM Oversight tool: A new support tool summarizes key
grant information to support the oversight role of CCMs. This tool (“the
dashboard™) is now available for use on the Global Fund’s website.

iii.  Strengthened technical support to CCMs through collaboration with partners
and through dedicated efforts by the Secretariat. Beginning in 2009, the
Secretariat has been holding regional CCM meetings to increase the sharing
of best practices within regions, and to devote more attention and focused
support to CCMs issues.

iv.  Development of communication materials for CCMs. The CCM Team is
developing communication materials targeting CCMs to explain the new
architecture to a CCM audience, with emphasis on the role of the CCM in
the development of consolidated proposals, and in periodic reviews. In
addition, the CCM team now publishes quarterly newsletters wherein policy
changes are presented and discussed.

In addition, as mentioned above (in 4.1), the Country Programs Cluster has decided
that Fund Portfolio Managers (FPMs) and the Team Leaders will take a more
proactive role in collaboration with in-country partners to regularly monitor as well
as support CCMs to play their oversight function.

4.3 Monitoring of PR compliance with GFATM policies & national laws (Rec. 5)

i. Compliance with GFATM policies: Existing reporting requirements - e.g.
Enhanced Financial Reporting, Price and Quality Reporting, and review of
the Progress Update/Disbursement Report - enable the Global Fund to
monitor compliance with grant agreement requirements. Failure to
complete the Price and Quality Report results in non-disbursement of grant
funds to Principal Recipients, with plans to extend this approach to non-
compliance with the Enhanced Financial Reporting and withhold
disbursements of funds in those cases as well.

ii. Compliance with national laws: Article 5(d) of the Grant Agreement
Standard Terms and Conditions states that “the Principal Recipient’s
activities are operated in compliance with Host Country laws and other
applicable laws, including intellectual property law.” The provision is set
out in the Representations and Warranties section.

Generally, the Secretariat carries out an initial screening, and the LFA monitors
compliance with this provision on an annual basis. The Secretariat has in place a
number of measures to monitor the most important provisions of the Grant
Agreement (e.g. LFA verifications, DQA audits, PQR reporting, etc.), and sanctions
for some specific instances of non-compliance (e.g. withheld disbursements).

It should be noted that while the Global Fund tries to monitor compliance with
national laws as closely as reasonably possible, it does not have the jurisdiction to
provide the necessary due process to determine whether they have indeed been
violated. It is only when the appropriate entities of national judicial systems have
rendered a judgment, that violation of article 5 can be established and appropriate
action can be taken.
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It should also be noted that the Global Fund actively monitors the anti-terrorism
aspect of the provisions.

4.4 Review of the policy of additionality (Rec. 7)

The basic tenet is that the Global Fund should never be the 100% financier of any
grant, nor should it be a substitute for domestic financing.

When signing a grant, the issue of additionality falls under the Standard Terms and
Conditions (STC), Article 5 (f) where the Principal Recipient states that ‘the Grant
is in addition to the resources that the Host Country receives from external and
domestic sources to fight the disease indicated in block 9 of the face sheet of this
Agreement, or, if applicable, health expenditure (if Health Systems Strengthening
is indicated in block 9)’. Where a PR is not in a position to make such an
undertaking (International NGOs), the Global Fund enters into an agreement
wherein it accepts a representation by the CCM regarding the availability of
supplementary national funding.

Throughout the implementation of the programme, the Secretariat monitors
budgetary proportions and asks that changes be reported and justified.

Following the presentation of the Global Fund’s document entitled “Trends in
development assistance and domestic financing for health in implementing
countries” at The Hague meeting in March 2010, the Global Fund Secretariat has
worked on developing a Key Performance Indicator to monitor additionality. The
objective is to ensure that global fund support will be used in addition to
government expenditure. This indicator will monitor that government health
expenditures do not decline in countries receiving global fund support.

The suggested KPI was developed through analysis of existing definitions and
tracking modalities of domestic funding, including domestic health expenditures
and health budget definitions and tracking. The suggested KPI will be presented to
the Policy and Strategy Committee meeting and the Global Fund Board for approval
and adoption in October and December 2010, respectively.

As part of the Global Fund’s increased attention to the issue of additionality, in the
proposal form for Round 10, applicants are specifically requested to show:

o the extent of cost-sharing (the term additionality is also used to cover
the concept of “cost sharing” or “counterpart funding™)

e budgetary contributions from other funders, the government, the non-
governmental sectors [for profit and not -for-profit].

e Budgetary unit costs and justifications.

The provisions on additionality specify on a year-by-year basis the minimum
funding provided from other sources in dollar terms or local currency (for example
local staffing contributions) as a contribution to the overall budget.

4.5 Follow-up on compliance with conditions precedent (Rec. 8)
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The updated policy on conditions precedent and management actions, which was
approved by the Operational Policy Committee on 28 September 2010, contains
steps that strengthen the process set up to ensure compliance with conditions
precedent. These steps are tailored to be implemented through the enhanced
Country Team Approach (CTA). The updated policy more clearly defines the nature
of Grant Agreement conditions and of the obligation they entail, strengthens the
process for setting conditions and management actions, and outlines the process
for managing their fulfillment.

The fulfillment of conditions precedent is reviewed by LFAs during the
disbursement process and recommendations are made to the Secretariat. The
status of fulfillment of each condition is reported in the Disbursement Decision
Making Form and the Grant Performance Report. At the Secretariat, the relevant
country team determines whether conditions have been adequately fulfilled.

Under the new approach, various members of the country team (FPM, Senior
Finance Officer and Senior Technical Officer from M&E and Pharmaceutical
Management Advisory Services teams) are involved in determining whether
conditions have been fulfilled. In cases where consensus is not achieved, the next
level of management will be involved in order to reach a decision.

The policy also outlines the circumstances under which waiving or postponing
conditions can be considered (ie, when the risk addressed by the condition no
longer exists, or the measure put forth becomes irrelevant) and the process to
determine whether those circumstances apply. The decision on waving of a
conditions precedent is made by the Board on a recommendation of the Phase 2
panel.

Failure to fulfill a condition can result in the withholding of disbursement. If an
unfulfilled condition relates to a specific element in the budget, withholding can
be limited to that part of the disbursement.

4.6 Strengthening of procurement oversight (Rec. 9)

Procurement Oversight is being strengthened through the introduction of the
Country Team Approach (CTA) to grant signing and management and an increase in
staff resources. Following the OIG recommendations, workload assessment was
conducted of the PMAS Team. It was completed in April 2010 and it has resulted in
a redeployment of staff to substantially strengthen the effectiveness of the
procurement function.

In addition, the new CTA that will be launched in October 2010 will enable a more
proactive approach to issues related to Pharmaceutical and Health Product
Management (PHPM) and better monitoring of activities.

Procurement oversight will also be strengthened by the following measures:

e Improvements in relation to procurement oversight were introduced in the
new Progress Update and Disbursement Request (PU/DR) form and the LFA
Phase 2 reporting tools rolled out in 2010.

o Assessment of the strength and weaknesses of PSM systems at the country
level will be helped by the on-going roll out of Country Profiles. The profiles
provide a holistic national view of the systems used for program
implementation and have an M&E, a PHPM and a Finance component. The
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profiles are being created and will be updated with data from several
sources including LFA reports, PR progress reports, Country reports,
National Strategic Plans, Country visits, On site data verifications, country
self-assessments, PHPM plans and Data Quality audits. They will allow
clearer identification of procurement and supply chain management
systems and structures requiring capacity building and strengthening.

o New TORs for financial audits introduced in June 2010 will allow them to
adequately cover the procurement and management of health products.

4.7 Development of a regional mechanism to share information about drug
stock-outs (Rec. 12)

The Secretariat fully appreciates and is concerned about the negative impact of
stock-outs and treatment disruption in fulfilling the Global Fund vision.

At the global level, the Secretariat is playing a catalytic role to ensure actual and
imminent stock outs are promptly addressed. For HIV programs, the Secretariat
asked the Coordinated Procurement Planning Initiative (CPP) Steering Group to
revise the scope of work for the CPP mechanism to have a global view on stock-out
issues and to regularly exchange with partners information about countries at risk
and develop mitigation measures. Similar mechanisms have been discussed with
the Stop TB Partnership and Roll Back Malaria for TB and malaria treatment
programs respectively.

Internally, the Secretariat has taken action to ensure that we get timely
information on stock outs to share with partners through the following:

i. Move towards use of standardized stock-out related indicators in
Performance Frameworks. The comprehensive approach includes:

¢ Specific information on the current stock of critical drugs has been
included in the new PUDR forms (effective Q1 2011), which will be
verified by the LFA at the time of new disbursement requests.

¢ In addition, as of Q4 2010, the LFA will be also asked to verify stock
levels and identify potential stock out risks as part of the new Phase
2 Assessment Reports.

e Revision of stock-outs indicator and inclusion in M&E Toolkit; and

e Inclusion of stock-outs indicators in On-Site Data Verification (OSDV)
assessments.

ii. The Secretariat introduced a new service which allows in-country
partners to communicate directly to the Secretariat about any potential
risk of stock-outs in the Global Fund programs, through a dedicated e-
mail address (stockouts@theglobalfund.org). Information gathered from
this email address is shared across partners, including at the regional
level for prompt action.

4.8 Development of a policy to guide PRs on the contracting and management
of procurement agents (Rec. 13)

The development of a concept note and assessment framework for the selection
and management of Procurement Agents will be finalized by Q1-2011. The
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Procurement Unit will also continue work on a list of optional standard contract
clauses for PRs to consider and/or build upon when contracting procurement.

4.9 Review by the Secretariat of LFA assessments of PR financial management
systems (Rec. 16)

In response to recommendations from the Office of the Inspector General (OIG) and
other evaluations, the following actions have been taken:

LFAs are using an expanded PR assessment package (tools and guidelines) to carry
out more comprehensive assessments of PRs nominated in Round 9 applications.

e The Financial Management Systems (FMS) tool now includes an increased

focus on PR audit plans and arrangements, in line with specific OIG
recommendations.

e The updated package includes a new M&E Checklist and Budget Review

Guidelines.

e The budget guidelines provide comprehensive guidance to LFAs in

undertaking detailed budget reviews, including identifying efficiency
savings as part of the Round 9 grant negotiations and Phase 2 reviews.

The Secretariat has strengthened the LFA and PR sections of the Progress Update
and Disbursement Request (PU/DR) based on experience under a pilot in 6
countries conducted in 2010. The new PU/DR will be rolled out for use in all
countries in 2011. It contains new provisions, including:

LFAs are required to review and document in more detail issues related to
grant management and performance, particularly in the areas of M&E, SR
management and financial management in a newly dedicated section in the
template. This includes the identification of risks and actionable
recommendations in each area.

Pharmaceutical and health products management (PHPM): Based on OIG
recommendations, the PU/DR form has been amended to include the following
new sections: i) verification of PQR information: the LFA has to verify the
cumulative expenditures entered in the PQR by the PR and comment
on/analyze any variances between reported amounts and those due for
reporting, seeking clarifications from PRs; ii) the LFA is requested to analyze
and comment on the risk of stock-outs of key pharmaceuticals and health
products based on information provided by the PR, stock level reports and
health product consumption reports.

SR Financial information: Given the large and increasing volume of funds
managed by SRs, the LFA is now required to comment on the reported SR
expenditure and cash balances, and on the PR’s verification efforts of SR
financial information. The LFA has to examine the source documentation (i.e.
SR finance reports) used by the PR for completing the SR Finance table and
confirm whether the information is correct.

The Secretariat is rolling-out updated Guidelines for Annual Audits of PR and SR
Financial Statements (attached). These guidelines are a key part of the Global
Fund’s fiduciary framework and have been updated to address OIG
recommendations for strengthening the Secretariat management of the in-country
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financial audit process. The guidelines require LFAs to carry out specific checks on
PR and SR audit arrangements and submit the results to the Secretariat.

To complement the Board approved Risk Management Framework for the Global
Fund, the Secretariat has successfully piloted LFA Country & PR Risk Assessments in
two countries.

e As part of the risk assessments, the LFA develops a register of the key financial,
health/programmatic, M&E, and PHPM risks for each PR and recommends
specific measures to manage these risks.

e The outputs enable the Secretariat and LFAs to tailor the scope and volume of
LFA work to specific grant, PR and country contexts.

e The LFA risk assessments are planned to be rolled out in high-risk counties by
early of 2011.

The Secretariat continues to update LFAs on the Global Fund architecture and
policies, as well as on the evolving requirements for LFA services and LFA
performance standards. The current focus for LFA training is on the functional
areas: finance, pharmaceutical procurement and M&E. In October and November
2010, the Secretariat will deliver a specialized training event for some 120 LFA
finance experts on the Secretariat’s evolving requirements and best practice for
financial oversight and verification.

4.10 Development of guidelines on SR capacity assessments (Rec. 19)

While the primary responsibility for SR oversight resides with the PR, LFA
verification in relation to SRs is increasing. As described in the previous section,
the recently updated LFA tools for PR assessment, PU/DRs and PR/SR audit
arrangements now require additional LFA verification at the SR level. The LFA
assessment tool of PRs for new grants includes a module on the PR’s capacity and
systems to effectively manage the SRs.

As a result of a greater focus on risk management, the Secretariat is requiring LFAs
to conduct an increasing number of assessments of capacity, systems and resources
at the SR level. LFAs adapt the PR assessment package to the agreed scope of
work for each SR assessment. As part of the LFA service-planning process, some 87
SR assessments are already planned for 2011.

Flowing from the Improvements Task Force, work is proceeding on developing
further criteria and guidelines for the Secretariat and LFAs on risk management and
verification at the SRs level. Implementation is expected to begin in early 2011.

4.11 Review of the adequacy and quality of the work done by LFAs (Rec. 20)

The Secretariat has developed and is implementing a rigorous and systematic LFA
Performance Evaluation and Feedback System. The system identifies strong
performing LFAs and supports the Secretariat to take appropriate action, including
termination of contracts, where poor performance persists. The system includes:

e LFA performance evaluation tool (PET): Since January 2009, FPMs and other

Secretariat teams rate key LFA deliverables and provide comments against 14
pre-defined quality criteria with structured feedback to the LFA to address
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performance issues. PET enables the Secretariat to track LFA performance in
a country over time, to rank the performance of LFAs across countries, and
compare the performance of different LFAs.

e In-country evaluations and case-studies of LFAs (ICE): The Secretariat is
currently evaluating LFA approach/methodology to delivering services, quality
assurance, structure and human resources and in-country communications in
eight countries across similar implementation environments (e.g. regional
grants, high-risk countries; poor performing grants etc). The aim is to
strengthen the quality and relevance of the LFA scope of work and to identify
best practice approaches. Results are expected by early 2011.

e Mid-term performance evaluation of LFA contracts (MTE): This MTE will
systematically evaluate the performance of all LFAs across more than 130
countries and regional grants. The evaluations will be informed by the outputs
of PET, in-country evaluations and other sources such as reports of the OIG and
feedback from Secretariat teams. The MTE was successfully piloted in 2010
and is currently being rolled-out across the portfolio. All MTEs are expected to
be completed by June 2011.

The Secretariat takes strong action on persistent under-performance by LFAs.
Since January 2010, the Secretariat has terminated and re-tendered the contracts
with LFAs in five countries due to underperformance. Under the LFA contracts, the
Secretariat can terminate LFA contracts at any time, due to performance or other
reasons.

In addition to the initiatives described above, the Secretariat continues to
implement a host of complementary actions to strengthen the effectiveness of the
LFA system. This includes:
e updating LFA ToRs and guidelines to meet the Secretariat’s evolving
information and risk management requirements;
e strengthening LFA training and orientation, including an updated LFA
Manual which will be completed by February 2011;
o systematic annual review of the qualifications and mix of LFA experts in
each country;
e a more rigorous cost evaluation of LFA services to ensure the Secretariat
received best-value LFA services.

e Enhanced Financial Reporting

1. The EFR compliance rate was reported at 88%. What was the reason for the
non-compliance of other 12%? For those grants that were non-compliant, was
there additional training provided or a penalty given, as appropriate?

Currently, there are no penalties applied to PRs who were non-compliant, however
it is proposed to fully integrate EFR into the Disbursement Process. Once this is
completed, disbursements may be withheld from PRs who do not satisfy the
reporting requirements. Training and support are arranged by the Secretariat upon
request by PRs. The reasons for noncompliance are varied but in many cases, the
loss of key finance staff is often cited. In other cases, competing priorities such as
grant negotiations, ongoing disbursements and lack of staff lead to delays in
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reporting. The receipt of these delayed reports has increased the compliance to
91%.

2. One of the purposes for developing the EFR system was to provide
“substantially improved financial information to link Global Fund resources to
programmatic results and by providing financial information which can be used
at the Grant, Country, Regional and Global level which can be used to improve
grant management and performance.” How is EFR data currently being used to
improve grant management and performance? What is the potential for this in
the future?

EFR is used by both PRs and FPMs on a grant by grant basis to link financial and
programmatic performance. Having this data is critical to being able to both
identify and subsequently take action if required to address deficiencies. The
Global Fund also uses EFR as part of its review of Requests for Continued Funding
by being able to link the expenditure to activities, which in turn helps to analyze
the funding request for Phase 2. It is envisaged that with the new periodic review,
a reporting template which merges the EFR data with the programmatic results will
be available to allow reviewers to clearly identify all significant variances which
would need to be understood in order to support a recommendation for a specific
funding amount.

EFR is also used to look at issues across the portfolio and the data is then utilized
to inform policy. For example: EFR is used to monitor the level of Human
Resources, Training, Planning and Administration, and overheads charged to grants.
Such data allow comparisons amongst different types of PRs (Governments, NGOs,
etc.) and inform policies on appropriate overhead levels.

Data collected through the EFR also allows for enhanced and more timely reporting
to stakeholders on the use of financial resources (eg: how much goes to FBOs, how
much is spent on pharmaceutical products) across the portfolio, by region, disease,
or type of PR.

3. What is the protocol for the review and verification of EFR result? Are the
LFAs, FPMs, and CCMs involved in this process?

EFR reports are submitted by the PR to the LFA for review. The LFA then sends in a
report which comments on the overall accuracy of the EFR prepared, including the
assumptions used and explanations of any variances between budgets and
expenditures provided by the PRs. If the review raises significant issues, this may
impact the disbursement amount or lead to management action on the PR. With
the proposal to further integrate EFR into the disbursement-making process, EFR
will be given much greater prominence by PRs, LFAs, FPMs and CCMs, as the data it
provides will impact disbursement decisions. It should be noted that the Global
Fund does not require PRs to create parallel accounting systems to report to the
Global Fund. Therefore to avoid significant burden and related costs, the PR may
prepare the EFR using information drawn from their own accounting and reporting
systems and using appropriate assumptions to complete what is essentially a
standardized EFR form.
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4. How is EFR data being shared with CCMs and other stakeholders? Does the
Global Fund have plans to make the EFR results more accessible to the public?
If not, what is the rationale for not doing so, given the Global Fund’s
commitment to transparency and accountability?

The EFR module of the Global Fund’s grant management system is now active. As
EFR was launched in 2008, however, there is a significant backlog of reports to be
uploaded into the system. It is envisaged that this process will be complete by Q1
2011. Once all the information is entered into the system, we plan to make the
reports available on the Web. These reports will be global reports. Posting
comprehensive reports of data from EFRs of each and all of the Global Fund’s
individual grants in the portfolio would require the entry of the enormous volume
of data into universally available electronic applications.

Consistent with our pursuit of full transparency, the Global Fund is working on
overcoming technical constraints and inserting the GMS application in our website,
in the near future, in order to allow for the direct retrieval of EFR information on
any grant. In the meantime, we have responded - and will continue to respond - to
requests for information from various stakeholders by producing reports tailored to
their needs.
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Tab 3 — Additional Correspondence with the Global Fund

The following pages contain email correspondence between the Office of the U.S. Global AIDS
Coordinator (OGAC) and the Global Fund to Fight AIDS, Tuberculosis and Malaria (Global Fund).
Following the receipt of the Global Fund’s initial response to OGAC request for information, further
follow-up was needed to obtain additional documents and information.



From: M@theglobah‘und.org]
Sent: , 41 PM

To:

Cc:

Subject: . Letter responding to mbassador Gossby request on financial data and OIG
Attachments: 091231 Financial Statements-Consolidated 19 04 2010 1654 FINAL.pdf; Enhanced Financial

Reporting Results_2009.xls

Hope this finds you well. As requested in an earlier email, please find attached an electronic copy of the 2009 Audited
Financial Statements as well as 2009 EFR results.

Please do let me know if we need to send them in hard copies through an official correspondence to Ambassador
Gooshy.

Best regards,

From: [mailto [l @state.gov]

Sent: lundi, 3. mai 2010 19:37

Subject: RE: Letter responding to US Ambassador Gossby request on financial data and OIG

T

As a follow-up to our previous conversations, are the 2009 Audited Financial Statements and the 2009 EFR results available at
this time? If so, could you kindly share these documents with us?

Thanks very much,

From: || (mailto

@theglobalfund.org]

Sent: Monday, March 29, 2010 3:27 AM

Subject: RE: Letter responding to US Ambassador Gossby request on financial data and OIG

Thank you for your email. As mentioned in your email, the 2009 EFR results and 2009 Audited Financial Statements will
be presented at the next Global Fund meeting end of April.
We will ensure to send you an official version immediately after.

Best regards,

erom: I i S o=t o]

Sent: jeudi, 25. mars 2010 00:55



Subject: RE: Letter responding to US Ambassador Gossby request on financial data and OIG

Dcar-,

Many thanks for this information. We appreciate the work that you and your colleagues have put into responding to this
request.

Given that our appropriations bill and therefore our reporting deadline to Congtress, was on a slightly earlier timeline this year
than in the past, we understand that at the time of the request you were unable to provide the 2009 Audited Financial
Statements and the 2009 EFR results on the specified timeline. As such, we’ve requested an extension for this reporting
requirement in order to wait until this information is available. My understanding is that both pieces of information will be
available in time for the upcoming Global Fund Board meeting. Can you confirm this?

At this time, I’d like to ask that following the Board meeting, you send us an official version of this information for our use in
meeting the requests of Congress.

Please let me know if you have any questions or concerns.

Best,

From: || (maitco I @theglobalfund.org]

Sent: Friday, March 19, 2010 4:17 AM
To:
Cc:
Subject: RE: Letter responding to US Ambassador Gossby request on financial data and OIG

Dear all,

Following yesterday’s email, | am pleased to attach the signed letter from our Executive Director, responding to
Ambassador Goosby’s letter dated 17 February 2010.

Wishing you all a nice week end,
Best regards,

From:
Sent: jeudi, 18. mars 2010 15:30
To:
Cc:
Subject: Letter responding to US Ambassador Gossby request on financial data and OIG

Dear all,
Please find below and attached the information and data Ambassador Goosby requested in a letter to Professor
Kazatchkine dated 17 February 2010.

As| <indly suggested, the reply from our Executive Director will be accompanied by a hard copy of
the Enhanced Financial Reporting results and a copy of the OIG reports only. The letter will refer to this e-mail
containing all requested data and information in electronic version. An electronic version of the signed letter
will be sent to you shortly.



Should you have further questions, please do not hesitate to contact me.
Kind regards,

The Global Fund to Fight AIDS, Tuberculosis and Malaria

Chemin de Blandonnet 8 | 1214 Vernier - Geneva, Switzerland

Tel: +41 58 791 1834 | Fax : +41 58 791 1701
Email:_@theqlobalfund.orq | Web: www.theglobalfund.org

Additional explanation of attachments:

1. Audit Information:

We enclose the most recent audit report as well as audited financial statements completed for the Global Fund
for the financial year 2008. Please note that the audit for the financial year 2009 is currently underway. The
audited financial statements for 2009 will be presented to the Board of the Global Fund for approval in April
2010.

2. Commitment, disbursements and expenditure data:

We enclose a summary of recipient and sub-recipients expenditures based on the latest complete Enhanced
Financial Reporting System (EFR) for 2008. 2009 reports are still being submitted and data should be made
available in April 2010.

Final EFR results for grants with reporting periods ending in 2008 showed a 93% compliance rating. The
consolidated results from 426 active grants and a number of inactive grants shows a cumulative disbursement
amount of US$ 5.7 billion against a total budget of just under US$ 6.2 billion with reported expenditures
totaling US$ 5.1 billion, or 82% of the total budget approved.

Concerning recipients and sub-recipients, implementing entities’ compliance rate to the EFR reporting
requirements is 93%. Please note that given that UNDP grants were 100% compliant with the EFR reporting
requirements, the percentage of the portfolio allocated to UNDP as shown in Annex 3 is likely to be higher than
what would have been reported should 100% of the grants have been compliant.

During the reporting period the Global Fund Secretariat has continued to work on the strengthening of the EFR
implementation. To date, the Global Fund has received 52% of the required reports compared to 42% at the
same stage last year. It is expected that 2009 overall compliance equals or exceeds 2008 results.

A number of measures have been adopted to improve the EFR reporting including the need to comment on EFR
status when making disbursements, establishing a greater link between EFR information and disbursement
information in revised disbursement guidelines, making EFR a mandatory document for phase 2 requests, and
developing an EFR module within our IT system (Grant Management System — GMS), to improve the range of
available reports from the EFR data. This module has completed user acceptance testing and will be moving to
production shortly.

In addition, the Global Fund Secretariat has continued to provide assistance to our Principal Recipients (PRs),
during regional meetings and on numerous country visits, to improve their capacity to fulfill the reporting
3



requirement, while technical assistance, through organizations such as Grant Management Solutions, has been
utilized by a number of countries to assist them with EFR.

3. Update on the status of the Office of the Inspector General (OIG)

We enclose the two most recent progress reports from the OIG which were presented at our Financial and Audit
Committee on 29-30 September 2009 and on 08-10 March 2010 respectively. The reports will provide you with
a wide range of details and updates on OIG’s priority activities including audit of grants and investigations.

The Global Fund to Fight AIDS, Tuberculosis and Malaria

Chemin de Blandonnet 8 | 1214 Vernier - Geneva, Switzerland

Tel: +41 58 791 1834 | Fax : +41 58 791 1701
Email_@theglobalfund.org | Web: www.theglobalfund.org
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Financial statements of

The Global Fund to Fight AIDS, Tuberculosis and Malaria

as of 31 December 2009

prepared in accordance with International Financial Reporting Standards

together with the Report of the independent auditors
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Statement of Financial Position
at 31 December 2009

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
Accounts payable

Deferred contributions

Undisbursed grants payable after one year
Deferred contributions realized after one year
Employee benefit liability

Total LIABILITIES

FUNDS at the end of the year

Attributed as follows:
Foundation capital
Temporarily restricted funds
Unrestricted funds

Total FUNDS

Total LTABILITIES and FUNDS

Notes 2009 2008
24 19'713 60
24,25,3.1 5'682'653 5'156'053
26 352'326 298'266
26 839'153 665'095
4’561 2'803
6'898'406 6'122'277
26 211'304 154'282
26 95'018 777'563
306'322 931'845
7'204'728 7'054'122
27,331,4 3’001'912 2'472'111
4 53'542 49'341
14'686 -
26,332 53’698 -
3'123'838 2'521'452
27,331 1'304'548 585’542
26,332 153’360 -
39 30'354 -
1'488'262 585'542
4'612'100 3'106'994
50 50
26 15131 46’251
2'577'447 37900'827
2'592'628 3'947'128
7'204'728 7'054'122
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Statement of Activities
for the year ended 31 December 2009

In thousands of US dollars

INCOME
Contributions

Foreign currency exchange gain/ (loss)
Bank and Trust fund income

Total INCOME

EXPENDITURE
Grants

Foreign currency exchange (gain)/ loss
Un-collectible contributions

Employment costs

Local Fund Agent fees
Other operating expenses

Total EXPENDITURE

INCREASE/ (DECREASE) IN FUNDS for the year

Statement of Comprehensive Income
for the year ended 31 December 2009

In thousands of US dollars

Net Increase/ (Decrease) in funds for the year
Other comprehensive gain/ (loss)

Total comprehensive gain/ (loss) for the year

Notes 2009
26,32 2'590'436
26 124'832
25 150'403
2'865'671
2.7,3.4 3'998'268
2.7 (7'476)
28,35 1100

210,2.11, 3.7,3.8,

39 91’681
29 57061
3.6 79’537
4'220'171
(1'354'500)

2009
(1'354'500)
(1'354'500)

2008

3714202
(83'711)

289'722

3'920'213

2'369'752
(4'941)

71'650
27069

66’924
2'530'454

1'389'759

2008

1'389'759

1'389'759
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Statement of Cash Flows
for the year ended 31 December 2009

In thousands of US dollars

CASH FLOWS FROM OPERATING ACTIVITIES

Contributions received
Bank and Trust fund income

Grants disbursed in the year
Deferred contributions
Payments to suppliers and personnel

CASH FLOWS FROM OPERATING ACTIVITIES
being the net increase in cash and cash equivalents

CASH AND CASH EQUIVALENTS
at beginning of the year

CASH AND CASH EQUIVALENTS
at end of the year

Notes

2009

2.5

332

24

24

3'110'996
150'403

3'261'399

(2741'985)
207'058
(180'219)
(2'715'146)

546’253

5156'113

5'702'366

2008

2'905'030
289'722

3194752

(2254'309)

(121'966)

(2'376'275)

818’477

4'337'636

5156'113
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Statement of changes in Funds

for the year ended 31 December 2009

In thousands of US dollars

Note
As at 1 January 2008

Increase/ (Decrease) in funds for the
year

At 31 December 2008

As at 1 January 2009

Increase/ (Decrease) in funds for the
year

At 31 December 2009

Foundation Temporarily Unrestricted Total
capital restricted funds
funds
2.7
50 12452 2'544'867 2'557"369
- 33’799 1'355"960 1'389'759
50 46’251 3'900'827 3'947'128
50 46’251 3'900'827 3'947'128
- (31'120) (1'323'380) (1'354'500)
50 15'131 2'577'447 2'592'628




The Global Fund to Fight AIDS, Tuberculosis and Malaria

Financial Statements

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;

® 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;

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

¢ 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.

Most financial contributions are received directly and held in the Trust Fund which is administered by
the International Bank for Reconstruction and Development (the “World Bank”), as Trustee, for the
Global Fund to Fight AIDS, Tuberculosis and Malaria until disbursed as grants or transferred to the
Global Fund for operating expenses. 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.

At the end of the administrative services agreement on 31 December 2008 between the Global Fund and
World Health Organization (“WHO”) all personnel and administrative services to support the

operations of the Global Fund were made autonomous and undertaken directly by the Global Fund.

These financial statements were authorized for issuance by the Board on 30 April 2010.



The Global Fund to Fight AIDS, Tuberculosis and Malaria

Financial Statements

2. Significant Accounting Policies

21 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, and SFAS 117: “Financial Statements of Not-for-Profit
Organizations” has been applied in respect of temporarily restricted contributions and funds
balance.

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, except for the
following assets and liabilities:

e funds held in trust as indicated in Note 2.5;

* non-current contributions receivable and promissory notes as indicated in Note 2.6;
e non-current deferred contributions as indicated in Note 2.6; and

¢ non-current undisbursed grants as indicated in Note 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.

The key assumptions concerning the future and other key sources of estimation uncertainty at
the reporting date and that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below:

Valuation of long-term portions of Assets and Liabilities : Valued based on the expected cash flows
discounted using the rates of investment returns on funds held in trust respectively in
US dollars and Euros and applied to long-term assets and liabilities denominated in those
currencies. Long-term assets and liabilities are not held in any other currencies. This valuation
requires the Global Fund to make estimates about expected future cash flows and discount
rates, and hence they are subject to uncertainty.
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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. Financial assets and liabilities in other currencies are
translated into US dollars at the year-end rate.

24 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.

2.5 Funds held in trust

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 optimize
investment returns.

The movement in 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. Promissory notes maturing and contributions 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. The movement of valuation of promissory notes and
contributions receivable is recognised in the Statement of Activities.

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.

In accordance with SFAS 117 contributions received whose use is limited by donor-imposed
purpose or time restrictions have been classified as temporarily restricted contributions.
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2.6 Contributions (continued)

Contributions received that are conditional to a defined expense are recognised as deferred
contributions and released as income to the Statement of Activities over the period necessary to
match the contribution on a systematic basis to the expense that it is intended to compensate.

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.

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. The movement in
valuation of undisbursed grants is recognised in the Statement of Activities.

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 the Statement of Activities.

2.8 Impairment of financial assets

The Global Fund assesses at the date of the Statement of Financial Position whether a financial
asset or group of financial assets is impaired.

Assets carried at amortised cost: When there is objective evidence that an impairment loss on
assets carried at amortised cost has been incurred, the amount of the loss is measured as the
difference between the asset’s carrying amount and the present value of estimated future cash
flows (excluding future expected credit losses that have not been incurred) discounted at the
financial asset’s original effective rate of investment return (i.e. the effective rate of investment
return computed at initial recognition). The carrying amount of the asset is reduced through
use of an allowance account and the loss is recognised in the Statement of Activities.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease is
related objectively to an event occurring after the impairment has been recognised, the
previously recognised impairment loss is reversed, to the extent that the carrying value of the
asset does not exceed its amortised cost at the reversal date. Any subsequent reversal of an
impairment loss is recognised in the Statement of Activities.

In relation to promissory notes and contributions receivable, a provision for impairment is
made if there is objective evidence (such as the probability of insolvency or significant financial
difficulties of the donor or debtor) that the Global Fund is not able to collect all of the amounts
due under the terms of the written contribution agreement or the invoice.
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The carrying value of receivable balance is reduced by creating a provision for uncollectible
revenue and other receivable balances as follows:

a) Contributions receivable from sovereign governments:

. 50% write-down of the contribution receivable if not received within 24 months from
the due date of receipt as stipulated in the contribution agreement

. 75% write-down of the contribution receivable if not received within 36 months from
the due date of receipt as stipulated in the contribution agreement

. Write off 100% of the contribution receivable if not received within 48 months from the
due date of receipt as stipulated in the contribution agreement

b) Contribution receivable from non-government agencies:

. 50% write-down of the contribution receivable if not received within 12 months from
the due date of receipt as stipulated in the contribution agreement

o Write-off 100% of the contribution receivable if not received within 18 months from the
due date of receipt as stipulated in the contribution agreement

c) Receivable from employees and others

o Write-off 100% of the balance recoverable if not received within 12 months of the
cessation of the employee’s service agreement or contractual agreement with the
Global Fund.

Available-for-sale financial investments: The Global Fund has no available-for-sale financial
instruments at the reporting date.

29 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.

210 Personnel

Since 1 January 2009 all personnel and related costs, including current and post employment
benefits are administered by the Global Fund. Up until 31 December 2008 these costs were
managed by the WHO and charged in full to the Global Fund. An additional provision for US$
3.6 million (2008: US$ 12 million) has been created towards estimated liability for loss of
benefits to the Global Fund employees resulting from early withdrawal from UNJSPF. A small
number of staff were permitted to continue making pension contributions to UNJSPF and
therefore did not join the Global Fund Provident Fund (GFPF) scheme.

211 Employee Benefits

Effective 1 January 2009 the Global Fund Provident Fund, GFPF, was established for the
purposes of providing retirement, death and disability benefits for the employees of the Global
Fund and their qualifying dependents and beneficiaries. The GFPF is the same legal entity as
the Global Fund. It is a segregated fund with an autonomous governance structure.

10
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211.1 Actuarial valuation

The cost of the defined benefit provident plan and the present value of the provident fund
obligation are determined using actuarial valuations. An actuarial valuation involves making
various assumptions. These include the determination of the discount rate, future salary
increases, mortality rates and future pension increases. Due to the complexity of the valuation,
the underlying assumptions and its long term nature, a defined contribution obligation is
highly sensitive to changes in these assumptions. All assumptions are reviewed at each
reporting date.

211.2 Defined Benefit Obligation (DBO)

The plan liability is calculated by projecting the current account balance to the expected future
date of payment based on the assumed interest credit rate and future savings contributions.
This is discounted back to the valuation date using the Discount Rate. The liability is then pro-
rated by the ratio of accrued service to the expected total service. In practice sub-account A and
sub-account B grow at different rates, so each member’s account is split in order to do the
projection.

2.11.3 Risk Benefits

The fund provides death and disability benefits which exceed the amount of savings capital.
The excess death benefit is a lump sum equivalent to projected retirement contributions. The
excess disability benefit is an income replacement together with a contributions waver. These
benefits are fully reinsured.

2.11.4 Employer service cost

The total service cost includes an element based on savings, expenses to cover administration
and premium to cover insurance. The resulting value can then be subject to a minimum of the
actual employer contributions.

211.5 Amortization of Gains / Losses: Use of corridor

A corridor of up to 10% of the greater of the DBO and assets can be adopted. Only cumulative
gains / losses outside the corridor are amortised through the Statement of Activities.

2.11.6 Amortization of Gains / Losses

The actuarial gains or losses in excess of the corridor are spread over a period of expected
future working lifetime to slow the recognition of unrecognized gains or losses through the
Statement of Activities.

2.11.7 TPast service costs

Transition credits of US$ 12 million for 2008 and US$ 3.6 million are the award of additional
retirement benefits funded by the Global Fund as compensation for the loss of benefit. These
vested over the calendar year 2009.

211.8 Compensatory Interest

Compensatory Interest is the award of additional savings by the Global Fund as compensation
for the loss of benefit in the time value lost between staff leaving the UNJSPF and UNJPSF
being able to transfer staff the money due to them. These vest over 2009 and 2010.

11
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2.11.9 Discount rate

The Discount Rate is based on market yields of high quality bonds at the end of the reporting
period consistent in currency and term with the liabilities.

212

Changes in Accounting and Reporting

The accounting policies adopted are consistent with those of the previous financial year except
for the following new and amended IFRS and International Financial Standards Reporting
Interpretations Committee (IFRIC) interpretations that became effective during the year.
Adoption of these revised standards and interpretations did not have any effect on the financial
performance or position of the Global Fund. They did, however, give rise to the new
presentation of the Statement of Comprehensive Income.

2.12.1 Amendments to Current Accounting and Reporting Standards

IFRS 2 Share-based Payment (Revised)

IFRS 3R Business Combinations and International Accounting Standard (IAS) 27R
Consolidated and Separate Financial Statements (early adopted)

IFRS 7 Financial Instruments

IFRS 8 Operating Segments

IAS 1 Revised Presentation of Financial Statements
IAS 23 Borrowing Costs

IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Financial
Statements - Puttable

Financial Instruments and Obligations Arising on Liquidation

IAS 39 Financial Instruments: Recognition and Measurement - Eligible Hedged Items
(early adopted)

Improvements to IFRSs, May 2008

IFRIC 13 Customer Loyalty Programmes

IFRIC 15 Agreement for the Construction of Real Estate

IFRIC 16 Hedges of a Net Investment in a Foreign Operation

IFRIC 17 Distributions of Non-cash Assets to Owners (early adopted)
IFRIC 18 Transfers of Assets from Customers (early adopted)

IFRS 1 Additional Exemptions for First-time Adopters (early adopted)
IFRS 2 Group Cash-settled Share-based Payment Transactions (early adopted)
IFRS 9 Financial Instruments (early adopted)

IAS 24 Related Party Disclosures (early adopted)

IAS 32 Classification of Rights Issues (early adopted)

12
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212 Changes in Accounting and Reporting Standards (continued)
¢ [FRIC 14 Prepayments of a Minimum Funding Requirement (early adopted)
¢ [FRIC 19 Extinguishing Liabilities with Equity Instruments (early adopted)

2.12.2 Future Changes in Accounting and Reporting Standards:

Accounting and reporting standards issued but not yet effective up to the date of issuance of the
Global Fund’s financial statements are listed below:

e Improvements to IFRSs, April 2009
In April 2009 the IASB issued amendments to its standards, primarily with a view to removing
inconsistencies and clarifying wording. The Global Fund will apply the appropriate amendments
to its consolidated financial statements from 1 January 2010 onwards.

13
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In thousands of US dollars unless otherwise stipulated

3.1 Funds held in trust

World Bank
World Health Organization

3.2 Contributions

Governments

Private sector

Temporarily restricted- Governments
Temporarily restricted- Others

Contributions received including encashed
promissory notes
Increase in promissory notes
to be encashed
Increase/ (Decrease) in contributions receivable
Contributions in kind

3.3 Liabilities

3.3.1 Undisbursed grants payable

Payable within one year
Payable after one year

Undisbursed grants due in 2009
Undisbursed grants due in 2010
Undisbursed grants due in 2011
Undisbursed grants due in 2012

Discounted at the Trust Fund average rate of return

Present value of undisbursed grants

2009 2008
5'682'653 5'080'968
- 75'085
5'682'653 5'156'053

2009 2008
2'542'761 3562999
7 1533
14'191 8006
33477 141’664
2'590'436 3'714'202
2'987'264 2'830'714
111082 13'517
(508'487) 869'131
577 840
2'590'436 3'714'202

2009 2008
3'001'912 2472111
1'304'548 585'542
4306'460 3057'653
- 2472111
3'001'912 614683
1'223'549 28'427
135'765 -
4361226 3115221
(54'766) (57'568)
4306'460 3057'653
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In thousands of US dollars unless otherwise stipulated

In addition to the grant agreements entered into as outlined above, the Board has approved
US$ 4.9 billion (2008: US$ 4.9 billion) of new grants which will become liabilities upon

signature of the grant agreements.

3.3.2 Deferred Contributions

2009 2008
At January 1 -
Contributions deferred during the year 214’793
Deferred contributions released to the Statement of -
Activities
Discounted at the Trust Fund average rate of return (7'735)
At December 31 207°058
Contributions received during the year
World Health Organization (acting for the 65000
benefit of UNITAID)
Bill and Melinda Gates Foundation 9’531
74’531
Deferred contributions released to the Statement of -
Activities
within one year 53698
after one year 153’360
207°058

The deferred contributions relate to the restricted funding from donors to provide co-payment
funding support to the Affordable Medicines Facility - malaria (AMFm) project. This includes
US$ 130 million from the World Heath Organization acting for the benefit of UNITAID; US$
20.02 million from the Bill & Melinda Gates Foundation and GBP 40 million from the
Government of the United Kingdom of Great Britain and Northern Ireland.

34 Grants expenditure
2009 2008
Grants disbursed in the year 2'749'461 2'259'250
Movement in undisbursed grants 1'248'807 110502
3'998'268 2'369'752
3.5 Un-collectible contributions
2009 2008
Governments 100 -
Private sector 1'000 -
1100 -

15



The Global Fund to Fight AIDS, Tuberculosis and Malaria

Financial Statements

3. Details relating to the financial statements (continued)
In thousands of US dollars unless otherwise stipulated

3.6 Operating expenses

2009 2008

Secretariat expenses
Trustee fee 2'550 2'400
Administrative services fee - 2'505
Other professional services 27'014 24'787
Travel and meetings 18'535 12'340
Communication materials 3'725 4'017
Office rental 7'635 7'140
Office infrastructure costs 16’454 10'971
Other 1420 1'369
77'333 65’529
Country Coordination Mechanism Funding 2'204 1’395
79'537 66'924

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

2009 2008
Contributions in kind
Other professional services 577 536
Travel and meetings - 16
Communication materials - 288
577 840

3.7 Personnel

As described in Note 1, at the end of the administrative services agreement between the Global
Fund and the WHO all personnel as at 1¢t January 2009 signed new employment contracts with
the Global Fund. Their previous employment contracts with the WHO were terminated at 31
December 2008. All new personnel recruited during the year have been appointed on Global
Fund staff contracts. At 31 December 2009 there were 569 personnel employed by the Global
Fund (2008: 392 transferred to the Global Fund from the WHO). Of these, 471 were employed
under on-going contracts (2008: 323 personnel transferred on fixed-term contracts, typically of
two years duration). All other personnel are employed under contracts of defined duration
which range between three months and two years.

3.8 Remuneration of key management

Key management, in common with all personnel employed by the Global Fund, are
remunerated according to the Global Fund salary scale. Remuneration consists of salary,
allowances and employer contributions towards relevant pension funds and insurance
schemes. Remuneration of key management, comprising the Executive Director, the Deputy-
Executive Director, heads of the Global Fund’s five business units, and the Inspector General,
amounted
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to US$ 2.8 million in 2009 which includes US$ 0.4 million of contributions for relevant pension
funds and related insurance benefits (2008: US$ 2.0 million).

The Global Fund does not remunerate its Board members.
3.9 Employee benefit liability

The GFPF scheme has been established on a basis which determines the rate of regular employee
and employer contributions to be made in Swiss Francs (CHF). However, the savings account
has a guaranteed minimum interest of “LPP rate” +2% on contributions relating to the
pensionable remuneration under CHF 80°000, “sub-account A”. (“LPP rate” is the minimum
interest rate guaranteed under Swiss pension fund law). It has been treated as a defined benefits
plan as the Global Fund is required to make an additional contribution to the plan in case of a
deficit for the guaranteed returns to the plan participants. The Global Fund retains the actuarial
and investment risk. The benefits for death and disability in service in excess of the savings
account are fully reinsured.

Change in benefit obligation 2009
Exchange rate (CHF: USD) 1.0377750
Benefit obligation at beginning of year -
Current service cost 10’567
Plan participants' contributions 4'975
Past service costs for Transition credits made in:

-booked as expenses in 2008 12°000

-booked as expenses in 2009 3’638
Unrecognized Actuarial (gain)/loss (2'079)
Benefits paid from plan/organization (327)
Premiums paid (499)
Benefit obligation at end of year 28’275
Amounts recognized in the statement of financial position 2009
Present value of unfunded obligations 28275
Unrecognized net actuarial gain/ (loss) 2’079
Net liability 30354
Components of pension cost 2009

Amounts recognized in the Statement of Activities

Current service cost 10’567
Past service costs for Transition credits 3’638
Total pension cost recognized in the Statement of Activities 14'205

3. Details relating to the financial statements (continued)
In thousands of US dollars unless otherwise stipulated
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Principal actuarial assumptions 2009
Weighted-average assumptions to determine benefit
obligations
Discount rate 3.00%
Rate of compensation increase 2.30%

Weighted-average assumptions to determine net cost

Discount rate 3.20%
Rate of compensation increase 2.30%
History of experience gains and losses 2009

Experience (gain)/ loss on plan liabilities

a. Amount (2'600)

b. Percentage of present value of plan liabilities (9%)
Other required disclosure amounts

Contributions expected to be paid to the plan during the
annual period beginning after the reporting period 4’391

3.10 Taxation

The Global Fund is exempt from tax on its activities in Switzerland.

3.11 Lease Commitments

At 31 December 2009, the Global Fund has the following outstanding operating lease commitments:

Year Office space Office equipment Vehicle

2010 8’453 126 5

2011 8’453 126 5

2012 8’453 120 -

2013 704 55 -

2014 16 -
26’063 443 10
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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, in interest rates or in currency rates 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.

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 Euros with assets in the same currency to the extent possible.

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.

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 optimize investment returns. The Pool is
exposed to market, credit and liquidity risks. Promissory notes and contributions receivable are
exposed to credit, currency and liquidity risks. There has been no significant change during the
financial year or since the end of the year to the types of financial risks faced by the Trust Fund or the
Trustee’s approach to the management of those risks. The exposure and the risk management policies
employed by the Trustee to manage these risks are discussed below:

Market risk: The risk that the value of a financial instrument will fluctuate as a result of changes in
market prices, currency rates or changes in interest rates. The Trust Fund is exposed to market risk,
primarily related to foreign exchange rates and interest rates. The Trustee actively manages the Pool
so as to minimize the probability of incurring negative returns over the applicable investment
horizon.

Interest rate risk: The Trustee uses a value at risk (VAR) computation to estimate the potential
loss in the fair value of the Pool’s financial instruments with respect to unfavourable
movements in interest rate and credit spreads. Effective October 2009, the Trustee uses the
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“Monte-Carlo Simulation” model to determine the observed inter-relationships between
interest rate and credit spreads. These inter-relationships are determined by observing interest
rate and credit spreads over a 5 year period of weekly historical data for the calculation of VAR
amount. Prior to October 2009, the VAR was measured using a parametric/analytical
approach. The absolute VAR of the Trust Fund’s share of the portfolio over a twelve month
horizon, at a 95% confidence level at 31 December 2009 is estimated to be US$ 185 million (2008:
US$ 106 million). The computation does not purport to represent actual losses in fair value of
the Trust Fund’s share in the Pool. The Trustee cannot predict actual future movements in such
market rates and does not claim that these VAR results are indicative of future movements in
such market rates or to be representative of the actual impact that future changes in market
rates may have on the Trust Fund’s future results or financial position.

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 Agreement and/or the instructions
from the Global Fund, the Trustee maintains the share in pooled cash and investments of the
Trust Fund in U.S. dollars and Euros. Promissory notes are held in Euros and pound sterling,
and majority of contribution receivables are denominated in Euros and pound sterling. 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 Euros. Commitments for
administrative budgets, trustee fee and the majority of the grants are denominated in U.S.
dollars.

The following table details the sensitivity of the Statement of Activities to a strengthening or
weakening of the major currencies in which the Trust Fund holds financial instruments. The
percentage movement applied in each currency is based on the average movements in the
previous three annual reporting periods. The average movement in the current period is based
on beginning and ending exchange rates in each period.

2009 2008
Amount Amount
Currency Change % US$ Million ~ Change %  US$ Million
Euro 3% (+/-) 41 7% (+/-) 95
Pound Sterling 15% (+/-)77 16% (+/-) 8

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 Trust Fund’s maximum exposure to credit risk at
31 December 2009 is equivalent to the gross value of the assets amounting to US$ 7206 million
(2008: US$ 6'952 million). The Trustee does not hold any collateral or credit enhancements except
for repurchase agreements and resale agreements with counterparties. The Trustee invests in liquid
instruments such as money market deposits, government and agency obligations, and mortgage-
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backed securities and derivative contracts. 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-.

*  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-.

*  Mortgage-backed securities, Asset-backed securities and corporate securities: minimum rating
must be AAA.

*  Derivatives: counterparties must have a minimum rating of A+.

At the reporting date, approximately 97% (2008: 94%) of the Trust Fund’s share of the investment
pool is held in securities rated at least AA, and 3% (2008: 6%) is held in securities rated at least A+.
At the reporting date, the Trust Fund’s proportionate share is: Money market deposits - 6% (2008:
14%) Government and agency obligations - 56% (2008: 46%), Mortgage-backed securities, Asset-
backed securities and corporate securities- 38% (2008: 40%).

The Trustee identifies the concentration of credit risk based mainly on the extent to which the pool
of cash and investments are held by an individual counterparty. The concentration of credit risk
with respect to the pool of cash and investments is limited because the Trustee has policies that limit
the amount of credit exposure to any individual issuer.

Notes and contributions receivable result from mutually signed contribution agreements. None of
these financial assets are deemed uncollectible. Further, there was no renegotiation of terms, for
financial assets that would otherwise be impaired.

Fair value of financial instruments - The share in pooled cash and investments (the “Pool”) is held
in a trading portfolio which is reported at fair value. The Trust Fund’s share in the Pool is not
traded in any market, however, the underlying assets within the Pool are exchange traded and are
reported at fair value. The fair value is the amount for which a financial asset could be exchanged,
or a financial liability settled, between knowledgeable, willing parties. If an active market exists, the
market price is applied. If an active market does not exist, generally accepted valuation techniques,
based on observable market data at the reporting date, are used instead. The most frequently used
valuation estimation technique is the discounted cash flow method. The Trustee applies valuation
techniques to unlisted trading portfolio assets including mortgage backed securities, asset backed
securities, corporate and agency securities. The valuation models are based on daily LIBOR rates
and swap curves, as well as credit spreads and prepayment rates provided by external pricing
service agents. The fair values recognized in the financial statements are therefore determined in
whole using valuation techniques based on assumptions supported by prices from observable
current market transaction in the same instrument or available observable market data. The pooled
cash and investments portfolio holds numerous securities each with different credit spreads and
prepayment rates based on the characteristics of each security. The Trust Fund groups its share in
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the shared pool of investments as one class of financial assets. All other assets and liabilities are
carried at cost.

Hierarchy disclosures- The Trust Fund’s financial instruments are categorized based on the priority
of the inputs to the valuation technique. The fair value hierarchy gives the highest priority to
quoted prices in active markets for identical assets or liabilities (Level 1), the next highest priority to
observable market-based inputs or inputs that are corroborated by market data (Level 2) and the
lowest priority to unobservable inputs that are not corroborated by market data (Level 3). When the
inputs used to measure fair value fall within different levels of the hierarchy, the level within which
the fair value measurement is categorized is based on the lowest level input that is significant to the
fair value measurement of the instrument in its entirety. Thus, a Level 3 fair value measurement of
the instrument may include inputs that are observable (Level 2) and unobservable (Level 3).

Financial instruments representing the entire Pool of investments for all trust funds administered by
the World Bank Group are recorded at fair value are categorized based on the inputs to the
valuation techniques as follows:

Level 1: Financial instruments whose values are based on unadjusted quoted prices for
identical instruments in active markets.

Level 2: Financial instruments whose values are based on quoted prices for similar instruments
in active markets; quoted prices for identical or similar instruments in markets that are
not active; or pricing models for which all significant inputs are observable, either
directly or indirectly for substantially the full term of the instrument.

Level 3: Financial instruments whose values are based on prices or valuation techniques that
require inputs that are both unobservable and significant to the overall fair value
measurement.

The following table shows financial instruments recognized at fair value, categorized between levels

1,2 and 3:

Fair Value Disclosure by Fair Value Hierarchy

In billions of U.S. dollars

Fair Value Hierarchy Level

Level 1 Level 2 Level 3 Total
Investment securities 518 16.71 0.08 21.97
Securities purchased under resale agreements and
securities sold under repurchase agreements (0.21) (0.21)
Derivatives, net 0.06 0.06
Total of financial instruments in the Pool at fair value 4.97 16.77 0.08 21.82

The Trust Fund’s share of the cash and investments in the Pool, which was allocated based on the
specific investment horizons, risk tolerances and other eligibility requirements pursuant to the
agreements, has a fair value of US$ 5.8 billion as at 31 December 2009 (2008: US$ 5.1 billion).
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4. Financial Instruments (continued)

Collateral - The Pool includes securities pledged under repurchase agreements with other
counterparties. The Trust Fund’s proportionate share of the fair value of those securities at 31
December 2009 was US$ 100 million (2008: US$ 199.4 million). There are no significant terms and
conditions associated with the use of collateral. As at 31 December 2009 the Trustee did not hold
collateral that it is permitted to sell or re-pledge in the absence of default. In addition, the Trustee
has not sold or re-pledged any collateral during the year.

Liquidity risk - The risk that an entity will encounter difficulty in raising liquid funds to meet its
commitments. All the financial liabilities are payable on demand. 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.

Maturity profile of undiscounted financial liability at 31 December 2009

On demand Less than 3 3 to 12 months Total

months
Undisbursed grants 1'255'112 850'375 896'425 3'001'912
Accrued expenses 53'542 - 53'542
Accounts payable 14'686 14'686
Deferred contributions 53'698 53'698
1'323'340 850'375 950'123 3'123'838
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GF/FAC13/02
For Information

THE OFFICE OF THE INSPECTOR GENERAL:
PROGRESS REPORT FOR JANUARY-SEPTEMBER 2009
AND 2010 PLAN AND BUDGET

PURPOSE OF THIS PAPER

1. This paper reports on the progress made in taking forward the priorities set
out in the paper approved at the 17" Session of the Board “The Priorities of the
Office of the Inspector General”; proposes increased audit coverage for 2010;
considers the impact of the rapid growth in the OIG’s investigatory caseload; and
proposes a budget for 2010.

ACTIVITIES UNDERTAKEN JANUARY-SEPTEMBER 2009

2. The 2009 audit plan provided for 11 country audits, 6 reviews and 2 country
audit follow ups. The table below provides a summary of the status of this work.

Completed and Completed field work | Scheduled before end of the
posted on website but reporting still in year
progress
1. Tanzania 5. Nepal 12. Zambia
2. Audit arrangements | 6. Democratic 13. Uzbekistan
3. Lessons learned Republic of Congo | 14. Cambodia
from past audits 7. Uganda follow up 15. Haiti
4. LFA tender process | 8. Philippines 16. Nigeria
9. Cameroon 17. Mali
10. Grant application 18. Zimbabwe follow up
process 19. Voluntary Pooled
11.Oversight of Procurement
procurement in the
grant process

As this shows OIG has released four reports to the Board during this period and
these have been posted on the OIG website. Work on finalizing a number of other
reports is also well advanced. The OIG is on track to deliver all the audits planned
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for 2009 with one exception - a review of the implementation of the new policies
and processes post ASA including the ERP implementation has been deferred to
early 2010 to allow a little more time for those processes and systems to bed down.

PROVIDING ASSURANCE ON GRANT PROCESSES

3. This first priority has been achieved through the audit of a sample of
country grant programs.

4. On the audit of the grant programs in Tanzania (Audit Report No: TGF-OIG-
09-001), OIG concluded that there were serious issues facing the programs,
particularly in the area of supply chain management and financial and
programmatic reporting. These issues affected the overall effectiveness of the
programs and involved (a) excessive delays in the procurement of health products
resulting in stock outs; (b) weak forecasting resulting in the expiry of drugs; (c) a
weak internal control environment especially in stock management; and (d)
shortcomings in financial and programmatic reporting. As a consequence of this
OIG cannot give assurance on the accuracy of the reports submitted to the Local
Fund Agent. The Controller and Auditor General (CAG) of Tanzania qualified the
financial statements of Medical Stores Department (MSD) successively for two fiscal
years. Drawing on the CAG’s report, OIG considers that unless corrective actions
are taken to strengthen controls at MSD in particular, and at key levels of the
supply chain, grant resources are at risk. Consequently, Global Fund Round 8
grants to the Government of Tanzania should be conditioned on the country
addressing the serious issues in supply chain management.

5. In relation to the current and planned grant programs in Uganda, in
September 2008 (Audit report No: TGF-OIG-08-003), the OIG was not able to
provide assurance that the arrangements and controls in place were adequate to
safeguard Global Fund investments in the country. OIG recommended that the
Local Fund Agent should undertake further assessments to identify areas where the
Government may need assistance in strengthening its controls. By so doing, the
Global Fund should be able to invest its funds with reasonable assurance. From its
follow up review OIG noted the following:

(@) The Government of Uganda has in the last year demonstrated a renewed
commitment to recover funds that were misappropriated. But in June 2009
a significant US$ 780,000 (61 percent) was still to be recovered and
accountabilities amounting to US$ 2.3 million were still outstanding, over
four years after the issues came to light.

(b) Four convictions, obtained following assistance from the OIG and partner
agencies (as outlined in paragraphs 20-21) have given credibility to the
ongoing investigation and prosecution process with culprits receiving long
jail terms.
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(c) The Government of Uganda will not be able to use the Long Term
Institutional Arrangements (LTIA) in 2009/2010 because Global Fund
resources were not incorporated in the planning process for the year.

(d) The proposed LTIA is principally based on the government public financial
management systems and still has some oversight and operational risks that
need to be addressed in the coming year. The OIG’s follow up review
identified key success factors that need to be acted upon by the
Government of Uganda and the Global Fund Secretariat in order to make the
LTIA work effectively. In the meantime, the Global Fund is left with no
option but to implement its programs through a project mode. The Global
Fund should work with other donors e.g. GAVI that are providing technical
assistance aimed at strengthening the LTIA and reducing the assessed risks.
Over the next year, the Global Fund should work with the Government to
ensure that its funds are incorporated in the budgeting process for the
2010/11 and that technical assistance is targeted at the areas critical to the
Global Fund.

6. Another OIG report relevant to giving assurance on grant processes arose
from the need to rely on Principal Recipient audit arrangements (Report No: TGF-
OIG-09-003). Such arrangements should provide assurance to the Global Fund
Secretariat as well as other stakeholders on the proper use and accountability of
disbursed funds. Against this background, the OIG undertook a review of Principal
Recipient (PR) audit arrangements to assess their effectiveness. OIG concluded
that the arrangements are not working in an effective manner and therefore do
not provide assurance that funds are utilized for the intended purpose and that
other risks are being effectively managed. This conclusion was derived from the
ineffectiveness of audit arrangements put in place by Principal Recipients; the low
level of compliance by Principal Recipients to conditions relating to audit as set
out in the grant agreement; and systems, policies and procedures within the
Global Fund Secretariat that need to be further strengthened to ensure that audit
arrangements are complied with.

7. OIG also undertook a “Lessons Learnt” review (Report No: TGF-0OIG-09-002)
of the issues arising from country audits and reviews undertaken to date with the
objective of:

(@) Identifying common critical issues cutting across the countries audited as
well as underlying causes. These included the need to strengthen the
capacity of CCMs to enable them to exercise their oversight role effectively;
lack of capacity to effectively forecast and quantify requirements resulting
in expired drugs or stock outs; the payment of excessive “top up” salaries
and allowances being paid out of Global Fund grants when compared with
those being paid by other development partners; weak financial
management and internal control systems; monitoring and evaluation
frameworks not operating effectively; and questions about the adequacy
and quality of work done by Local Fund Agents (LFAs) given that many of the
critical issues raised in the OIG country audits should have been picked up
by them. Recommendations were developed to address the root causes of
the critical issues with a view to strengthening policies, internal controls
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and ensuring that identified risks were mitigated both at Secretariat and
country level;

(b) Reviewing the status of implementation of audit recommendations arising
from country audits undertaken prior to 2008 to determine the adequacy
and timeliness of actions taken in response to reported audit findings. OIG
noted that the Secretariat has had no formal process to follow up
recommendations. Only 48 percent of the recommendations had been fully
implemented at the time of this review. OIG is implementing audit software
that will enable the Secretariat to track the implementation status of
recommendations. This software will be fully operational by the end of
2009.

PROVIDING ASSURANCE ON OTHER MAIN BUSINESS PROCESSES

8. OIG reviewed the tendering process of Local Fund Agent (LFA) (Report No:
TGF-01G-09-004) services with the objective of obtaining assurance that the
process was undertaken fairly, transparently, competitively and objectively and
would result in value for money for the Global Fund. The full and open
competition that started in April 2007 was completed in August 2008 with the
selection of 14 entities to provide LFA services over the next four years, subject to
satisfactory performance. The incumbent LFAs retained 93 percent of the business
with some 7 percent going to new LFAs. There was a significant redistribution
among the incumbent LFAs with the combined portfolios of the former two largest
LFAs decreasing from 80 percent to 63 percent.

9. OIG concluded that the tender process followed best practice in that it
promoted fairness, transparency and objectivity. The Global Fund was quick to
address some initial concern that the process would not be fair by discarding an
overly complex and inappropriate cost methodology whilst the process was still
underway. This decision was prudent and demonstrated the Global Fund’s concern
to maintain the integrity of the process. However, further improvements have
been recommended by the OIG to make the process more efficient, economic and
effective in future. A fair, transparent and objective process should help to
provide some assurance that it will result in best value for money from the LFAs
contracted. However, as the detailed report shows, OIG was not able to provide
assurance that best value was achieved. As the old adage goes “the proof of the
pudding is in the eating”. In practice, given that 93 per cent of the contracts
placed went to incumbent LFAs and, in the absence of performance standards and
performance evaluation results from their prior work, it is difficult to predict
whether the Global Fund will obtain best value. However, now that formal LFA
performance evaluations are mandatory, the resulting performance information
should provide the Global Fund with an important input for evaluating best value
in future LFA competitions.

SUPPORTING KEY MANAGERIAL AND GOVERNANCE INITIATIVES IN THE
SECRETARIAT

10. OIG has been providing continuing catalytic support to help the Secretariat
take forward three initiatives:
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i. Values and Integrity Initiative. Priority has been given to supporting the
Secretariat in developing a code of conduct for the supplier base that
serves Global Fund grant programs and its corporate procurement,
together with an associated debarment processes. This will provide
clear expectations of ethical conduct to the supplier base and signals
that if suppliers transgress they will be sanctioned by applying the
debarment process. The United Nations Office on Drugs and Crime
(UNODC) consider this initiative to be ‘leading edge’ and intend to
platform it as a model for other development partners to follow. The
code of conduct and the associated debarment process will be ready for
‘roll out” before end of 2009.

ii. Accountability Framework. This is being taken forward by the Secretariat
as part of the Risk Management Framework. OIG has shared the
experience of other organizations in taking forward such frameworks.

iii. Risk Management. OIG has continued to provide support to the
Secretariat as the Risk Management framework is finalized, with a
particular emphasis on helping to construct a corporate risk profile for
the Global Fund.

INVESTIGATIONS AND RELATED INITIATIVES

An enhanced OIG Integrity Hotline

11.  The OIG’s Integrity Hotline is now fully operational. Comprehensive changes
have been made to the OIG’s webpages, which provide clear guidance on the
considerably improved but streamlined mechanisms for reporting alleged
irregularities to the OIG. Prior to rollout in July, twelve independent reviewers
tested and critically assessed all the proposed reporting methods. The final
product now offers free, accessible and confidential reporting facilities in twenty-
one languages. Additionally, those who wish to remain anonymous are able to do
so, while still being able to communicate with the OIG through a dedicated, secure,
web based reporting system. The OIG system is now ‘industry best’ and awareness
raising initiatives are about to be rolled out. The ‘flyer’ developed is at Annex B.

A rapidly increasing investigation caseload

12.  The number of referrals to the OIG for investigation has continued to
increase significantly. The past 12 months has seen an increase of over 150
percent in the referrals from the previous year. Between the last progress report
to the FAC in April 2009 and 31 August 2009, 34 new cases have been received.
OIG investigation figures as of 18 August 2009 are as follows:

Number of cases referred to the OIG | 49
since 1 January 2009

Number of cases under assessment 21
Number of cases under investigation 55
Number of cases awaiting allocation 2
Number of cases finalized in 2009 17

“ A number of these cases have recently been or are currently being investigated during OIG audits, the time
and terms of reference for which have been modified accordingly (see paragraph 13)
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Cases pursued during audit missions

13. A new development during this period has been the decision to advance
audits of grant programs where allegations have been raised and to investigate
those allegations during the course of the audits, giving due consideration to the
control shortcomings that allowed the irregularities to arise. The thinking is that
once allegations have been raised it is important also to be able to give assurance
on the operation of the grant programs in that country more widely. This
approach has been followed in the case of the Philippines where a full audit of the
grant programs for all three Principal Recipients was undertaken in parallel with a
detailed forensic review of allegations relating to one Principal Recipient. The
same approach is being followed in the case of Zambia which is presented in the
case study below which also points to close collaboration with the Secretariat in
terms of managing the risks arising:

Financial irregularities in Zambia

In May 2009, as a result of a whistleblower allegation, the Zambian Anti Corruption
Commission (ACC), commenced an investigation into fraudulent practices within
the Ministry of Health (MoH). Most of the reported fraud related to funds forming
part of the expanded health basket in Zambia in which the Global Fund does not
participate. However, the investigation also included one fraudulent transaction
relating to a Global Fund grant. The ACC searched the offices of the MoH,
resulting in the suspension of thirty staff members. To date, 12 people are
currently in custody in Zambia, charged with offences relating to the investigation.
All 12 are current or former MoH employees and are charged with offences in
relation to the expanded basket, with seven of these being additionally charged in
relation to the fraudulent appropriation of KWA 1.98 billion (approximately
US$350, 000), from the Global Fund grant. This particular figure is a matter of
public record and has been widely reported in the local media.

In early July 2009, OIG Investigators conducted a mission to Zambia, where
meetings were held with the ACC, the Auditor General, the Director of Public
Prosecutions (DPP), and representatives of the expanded health basket fund. The
mission provided significant insight into the current situation within the MoH and
the issues that exist in relation to the ongoing investigations. There is reason to
believe that the fraudulent practices, within the MoH, are more extensive than
have been established to date. The Zambian Anti-Corruption Commission has
requested assistance from the OIG to strengthen their capacity to undertake this
potentially large-scale investigation and to provide specialist support including
computer forensic and financial investigation expertise.

In view of this, the OIG has made contact with a number of other agencies, with a
view to undertaking a series of joint capacity assistance missions to Zambia. The
purpose of these missions will be to assist the Zambian investigation teams in
developing an appropriate investigation plan and strategy for cases; assist in
creating an investigations management structure, in line with International best
practices, and to provide specialist IT and financial investigations advice. Similar
assistance missions have been conducted by the OIG in Uganda, with very positive
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results (see paragraphs 20-21). By so doing, OIG will also seek to establish whether
fraudulent transactions, involving Global Fund grant programs, are more
widespread.

Given the concerns these developments raise in terms of the control environment
in the health sector in Zambia, the OIG will also undertake an in depth audit of all
grant programs i.e. covering all the four Principal Recipients in Zambia
commencing on 21 September 2009.

In the light of these developments, the Global Fund Secretariat has decided not to
make any further disbursements to the Ministry of Health except for life-saving
interventions (drugs and other directly related costs) which will be subject to direct
payments to a procurement agent or suppliers. All activity and spending linked to the
Global Fund grants under the management of the Ministry of Health will first have to be
subject to verification and recommendation by the LFA, followed by approval by the
Global Fund. The Global Fund will institute additional controls to approve and monitor
expenditures for funds currently held in bank accounts for all grants managed by the
Ministry of Health. In addition, the Global Fund will not proceed with signing any new
grants until they are satisfied that the situation is under control and that adequate
measures are in place to allow for a return to normal arrangements with the Ministry of
Health in Zambia.

Rapid reaction to allegations

14.  The recruitment of additional staff has allowed the OIG to react more
quickly when serious allegations are received by the office and to deploy
investigators in-country at short notice. In April the OIG deployed several
investigators and a computer forensic expert to Mauritania to collect evidence
relying on the OIG’s powers of access. This case is outlined in more detail below
(paragraph 18). In July and August, following reports of significant irregularities,
the OIG deployed investigators to several countries in Africa to engage with in-
country partners to enable an assessment to be made first hand by the OIG of the
scope of irregularities, the level of possible exposure, the appropriateness of the
in-country response and to determine what OIG action may be necessary. OIG was
also able to commence an audit and related forensic review of allegations made in
the Philippines within three weeks of the allegations surfacing.

Co-peration with other entities

15. The OIG has continued its successful partnership with the European Anti-
Fraud Agency and the UK Serious Fraud Office to provide capacity building
assistance in Uganda (paragraphs 20-21 below). The OIG has recently engaged in
discussions with the UN Office on Drugs and Crime and with the Basel Institute on
Governance with a view to these agencies providing capacity building training and
assistance in other specific cases arising eg Zambia and others. Such training and
assistance would increase the capacity of local agencies to deal more effectively
with any subsequent irregularities involving Global Fund or other donor resources.

On-going Cases
16. Information was provided to the FAC in April (GF/FAC 12/13) on several
specific cases. Updates on these cases are given below.
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Bed net procurement

17. In April the OIG reported that a number of allegations relating to bed net
procurement irregularities had been received and were being investigated. The
OIG has conducted investigations into these allegations. This has included: making
contact with partners in the Roll Back Malaria Partnership and the Alliance for
Malaria Prevention; interviewing witnesses in France, Denmark, India and Ghana;
and speaking with representatives of major manufacturers of LLINs and with other
international partners. Whilst the investigation has been inconclusive in terms of
identifying clear evidence of corrupt practices, it did raise other issues which are
being further pursued by the OIG and reflected in on going country audits. This
involves taking samples of bed nets distributed in various countries and arranging
for the testing of those nets.

Mauritania

18. At the time of preparing the progress report to the FAC in April, the OIG had
just deployed two investigators to conduct ‘on the ground’ inquiries in Mauritania,
after the LFA identified serious irregularities. These initial inquiries corroborated
the problems identified by the LFA. Consequently, the OIG deployed a full
investigation team, which exercised the OIG’s right of access to all Global Fund
related documents. The OIG team obtained copies of all documentation relating
to expenditure through one Principal Recipient (approximately 25,000 pages of
material) and imaged eleven computers. Following the mission, a full review of
the documents was conducted in Geneva, which identified clear evidence of
fraudulent expenditures. In June 2009, OIG investigators travelled to Mauritania
for a second mission to obtain further evidence. Investigators met with a number
of witnesses and obtained additional evidence to confirm fraud against Global
Fund grants. The investigators also conducted a number of site visits to establish
whether businesses which had purportedly supplied goods were legitimate. These
inquiries confirmed that many of the companies were non existent and that much
of the documentation had been fabricated. The documents were also reviewed by
a Financial Review Team (FRT) comprising accountants and forensic auditors in
order to reconstruct the financial records to the extent possible. The FRT
guantified the total amounts involved where there was clear evidence of
wrongdoing or where supporting documentation was missing. At the time of
preparing this report, the OIG was in discussion with the Secretariat to coordinate
the suspension of funding, the referral of evidence to Mauritanian authorities for a
criminal investigation, and the recovery of misappropriated funds.

DRC

19. The OIG continues to liaise with the City of London Police on the pending
criminal trials which are likely to take place in 2010. The OIG will continue to
provide support to UK and Danish police as required.

Uganda
20. The OIG has coordinated one further multi-agency mission involving staff

from the OIG, the European Anti-Fraud Office (OLAF) and the UK Serious Fraud
Office (SFO) to provide specialist support for Ugandan law enforcement and
prosecution authorities. This has taken the form of investigation, case
management, prosecutorial, criminal analysis, and IT forensic support. Since the
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April report two further defendants have been convicted before the High Court of
Uganda on charges of fraud involving Global Fund resources. Both were sentenced
to 5 years imprisonment and ordered to repay all money misappropriated. A large
number of other investigations are nearing completion and further charges are
expected. These cases send a very strong message that corruption against Global
Fund programs will be pursued and prosecuted.

21. The very ‘hands on’ support provided on these cases by the OIG in
partnership with OLAF and the SFO has helped to manage an otherwise
unmanageable workload, and to ensure that cases that may otherwise have been
beyond the capacity of the local authorities, are pursued. The significant results
achieved through this multi-agency approach have also been highlighted by OLAF
and the SFO in their recently released annual reports as an example of successful
anti-corruption measures.

STRENGTHENING THE OFFICE OF THE INSPECTOR GENERAL

22. OIG held a two day retreat at which it reviewed its strategy in light of the
changes that have occurred since it was developed almost two years ago. This
retreat helped OIG identify skills, tools and processes that needed to be adapted
to help OIG work smarter and more cost efficiently and effectively.

23. Recruitment of staff has continued to be a challenge to OIG. Past
recruitment drives have not been successful, with some strong candidates
declining offers because of the financial package on offer. The process to recruit a
legal counsel with the capacity to provide support to local prosecutors is also
under way.

24.  OIG is finalizing audit and investigations protocols with the Secretariat. OIG
will also develop further protocols to ensure effective collaboration with the
Secretariat. One such area is the relationship between the OIG’s legal counsel and
the Secretariat’s legal team. OIG is also embarking on an awareness raising
campaign on the role of the OIG both within the Secretariat and at country level.

25. The OIG has continued to procure tools to support its work. An audit
software has been procured and staff will receive training on its use before the
end of the year. OIG has started the process for identifying an investigation case
management software. This process should be completed before the end of 2009.

26. OIG has also identified processes to ensure that consistently high quality
outputs continue to be delivered.

PROPOSED 2010 PRIORITIES AND PLAN

27.  The proposed audit plan for 2010 is at Annex A. OIG is proposing increased
audit coverage in response to feedback from the Board at its 17" Session to have a

13th Finance & Audit Committee Meeting GF/FAC 13/02
Geneva, 29-30 September 2009 9/14



higher level of country based coverage. In response to this request OIG is now
proposing 20 country audits in 2010 (a 100 percent increase) recognizing that with
140 country grant programs an even higher number would be desirable. Inevitably,
such an increase has resource implications. The number of Secretariat based
‘reviews’ remains at six.

28. The OIG methodology for country audits of having specialists on the teams
(i.e. procurement and supply management and public health specialists) has
proved to be effective in securing well informed audit findings and will continue in
2010. The number of audits proposed is based on leveraging the best use of
available core staff resources, and efficiency gains. The average cost per audit
falls as the number increase (see paragraph 35 (b)). It is anticipated that each
audit will take at least 5 weeks of field work. Each Team Leader will undertake
one country audit every quarter. They will spend 40 percent of their time in the
field (5 weeks out of 12) per quarter thus allowing them a reasonable work life
balance and also providing adequate time to plan and complete assignments.

29. Investigations are generally reactive and the requirement for investigation
staff, travel and the level of associated expenses are subject to the number and
type of allegations received. While the number of future referrals cannot be
forecast with accuracy, historical reporting and trends in reporting numbers and
types of cases can assist in providing the best possible estimate of likely future
requirements. There has been a significant year on year increase in the number of
cases referred to the OIG. Reports received by the OIG in 2009 are 150 percent
higher than those received in the previous 12 months. The increasing number of
referrals being received has outpaced OIG recruitment.

30. OIG’s analysis of referrals since 2005 also shows that the allegations
referred to the OIG have become more complex, with a greater range and
combination of allegations. The percentage of referrals categorized as containing
an element of fraud, embezzlement, or corruption (in other words, cases at the
more serious end of the reporting scale) has increased from around 32 percent in
2008, to approximately 57 percent in 2009 thus far. This type of allegation
requires significantly greater resources than ‘simpler’ cases that previously made
up the bulk of the referrals.

31. As a result of recent and pending initiatives to raise awareness of ethical
expectations and reporting mechanisms, a significant further increase in the
number of referrals of alleged irregularities is expected in 2010. Those initiatives
include:

(@) The pending implementation of a Secretariat/OIG protocol to make staff
aware of their obligations to report matters to the OIG;

(b) Sending on an annual basis to all Board Members, Secretariat staff, CCM
members, Principal Recipients, and LFAs a memo reminding them of their
duty to report allegations to the OIG;

(c) Requiring the signing and return of a letter of representation from all
Principal Recepient’s, LFA’s and Regional Team Leaders stating that all
appropriate matters have been referred to the OIG;
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(d) The creation of the enhanced OIG Integrity Hotline, with multi-language
web-reporting and toll-free telephone reporting lines (paragraph 11); and
(e) The finalization of the Suppliers Code of Conduct (paragraph 10)

32. Building on the success achieved through a multi-agency partnership with
local law enforcement and prosecutorial agencies in Uganda, it is anticipated that
the OIG will be called upon to undertake further capacity building work in other
countries in 2010. This will draw on the support of other entities to the fullest
extent possible but the efforts nevertheless need to be co-ordinated by the OIG. It
is estimated that capacity building work will be undertaken in 2 countries, each
requiring three missions of 10 days’ duration for 2 investigators (a total of 60 days)

PROPOSED OIG BUDGET FOR 2010

33. In the past due to lack of information and since the office had just been set
up and was evolving, it was difficult to effectively project what OIG would need to
spend to fulfill its mandate. OIG has now been able to undertake audits and
investigations in different ways and is in the process of procuring tools and
implementing processes aimed at working more efficiently and effectively.

34.  The proposed 2010 budget is summarized in the table below.

2010 2009 2009

Budget Budget | Est. exp.

US$ 000 | US$ 000 | US$ 000

Staff (24 staff compared with 19 budgeted in 2009) 4,354 3,300 1,839
Professional fees 4,101 1,617 3,623
Travel 1,460 1,310 925
Meetings 127 135 40
Communications 210 60 40
Office infrastructure 52 248 100
10,304 6,670 6,567

35. Justification for the budget above is provided below:

(a) Staffing: The proposed change in the number of staff is 4 (5 new posts less 1

given up).

e The OIG responded to the Board’s request to control costs by giving up
the position of Deputy Inspector General. The responsibilities of the
Deputy Inspector General have been distributed among core staff.

e The increase in referrals to OIG and the increased complexity of cases
far exceeds the capacity of the current staff levels. Core investigation
staff have been increased by five positions to handle this large increase
in cases.

e There will be no increase in audit staff. Instead of recruiting more core
staff to undertake audits, it is more cost efficient to use regionally and
locally based consultants since they come at a lower cost and have the
advantage of providing the local country context. An analysis of costs
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shows that costs per audit would double if core staff were used instead
of hiring consultants.

(b) Audit Costs: The costs have gone up to take into account the increase in
audits. It also takes account of the increasing use of consultants on the
audits. The table below shows the total costs per audit for 20, 15 or 10
audits (current audit levels).

20 Audits | 15 Audits 10 Audits

US$ US$ US$

Core staff 1,127,067 | 1,127,067 1,127,067
Consultant costs 4,000,000 | 3,000,000 2,000,000
Total costs 5,127,067 | 4,127,067 3,127,067
Average cost per audit 256,353 275,138 312,707

(c) Travel: The increased level of referrals and audits inevitably comes with an
increase in travel costs.

(d) Communications: The increase in the communications costs relates to
translation of reports into at least two other languages.
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Annex A

The Office of the Inspector General: 2010 Audit Plan

Background

1

(@)

(b)
(©)
(d)

(e)

The 2010 Audit plan has been prepared based on the OIG Charter and Terms of
Reference and the overall OIG strategy as contained in the “The Priorities for
the Office of the Inspector General” (GF/FAC10/03). The audit plan shows how
these priorities will be tackled and the implications of this for the audit team.
It is prepared in compliance with the International Standards for the
Professional Practice of Internal Auditing.

This plan has been developed based on the following basic principles:

Audit resources are limited, thus prohibiting one hundred percent audit
coverage each year. This limiting factor makes it essential to utilize risk
assessments to help OIG prioritize audits.

This plan is viewed as a flexible and dynamic tool that can be amended
throughout the year to reflect changing Global Fund risks and priorities.

This plan gives consideration to work performed by other auditors e.g. the
audit work that will be undertaken by UNDP.

This plan is developed with the understanding that there are inherent risks and
limitations associated with any method or system of prioritizing audits. As a
result, the risk factors and scoring process will be periodically evaluated and
modified, in order to improve the audit plan.

The risk assessment criteria used in the ranking of the audits proposed places
an emphasis on perceived or actual knowledge of systems of internal control.

Proposed list of activities

3 The following is the proposed list of the audits planned for 2010. Situations
often arise that may call for a change within an audit plan. All such changes
will be discussed with the Secretariat in a timely manner.

Cluster Selected projects Basis of selection

Country e Two audits per Regional Team | e  The risk-based approach through

Programs e Two audits undertaken in the utilization of risk assessment

collaboration with UNDP criteria;

e Two audits of organizations e Input from the Secretariat and
that are managing Global Fund external stakeholders
programs as Principal
Recipients across a number of
countries e.g. PSI

e Grant renewal process

e Lessons Learnt from Country
audits and reviews

Corporate e Travel audit e The risk-based approach through

Services e Implementation of the new the utilization of risk assessment
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Cluster Selected projects Basis of selection
policies and processes post criteria;
ASA including the ERP e Input from the Secretariat and
implementation external stakeholders
Strategy e Performance based fundingat | e The risk-based approach through
Performance work the utilization of risk assessment
and e AmMFM criteria;
Evaluation e Procurement of bed nets across | ® Input from the Secretariat and
countries external stakeholders

e New process

¢ Knowledge of operations and
internal controls derived from
previous audits and investigations

further guidance.

This document is part of an internal
deliberative process of the Fund and as
such cannot be made public. Please refer
to the Global Fund’s documents policy for
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Investing in our future
C9' The Global Fund

To Fight AIDS, Tuberculosis and Malaria

14th Finance & Audit Committee Meeting
Geneva, 8-10 March 2010

GF/FAC/14/02

THE OFFICE OF THE INSPECTOR GENERAL
PROGRESS REPORT FOR OCTOBER 2009-FEBRUARY 2010

PURPOSE OF THIS PAPER

1. The 17" Session of the Board approved “The Priorities for the Office of the Inspector
General (0IG)” (GF/FAC10/03). This paper provides a status report on progress attained
in tackling these priorities.

PRIORITY 1: PROVIDING ASSURANCE ON GRANT PROCESSES

Status of the OIG Priorities Paper

2. The OIG Priorities Paper identified the overall grant making processes as high risk.
The OIG committed to review these processes by undertaking a body of work involving
various “actors” in these processes - that is, the Secretariat and its main implementation
partners in the countries (the CCMs, PRs, SRs, LFAs and technical partners).

3. The OIG audit activities on grant processes has been undertaken based on a sample
of grants selected and prioritized based on: (i) A risk-based approach through the
utilization of risk assessment criteria; (ii) Input from the Secretariat and external
stakeholders; and (iii) Knowledge of operations and internal controls derived from
previous audits. As committed in the Priorities Paper, the OIG has primarily selected risky
environments for audit as such environments offer the greatest scope to reduce risks.
However, the OIG has incorporated well-performing grants in the 2010 audit work plan.

4. By the close of 2009, the OIG had undertaken 13 country audits, having increased the
coverage at the Board’s request over and above the 8 country audits originally proposed in
the OIG Priorities paper. The audit teams have had between 5 and 28 members, the size
of teams being primarily driven by the risk profile of the grants. The teams have
comprised specialists in public health, monitoring and evaluation, procurement, and
financial management. For countries where the OIG had not initially been able to provide
assurance on the grant processes, it has undertaken a follow-up review - for example, in
Uganda and Zimbabwe. The 2010 audit plan provides for 20 country audits and 6
Secretariat-based reviews of grant and other business processes

5. The OIG has met its commitment to consolidate the findings from a number of
country audits to enable the Board and the Secretariat to benefit from lessons learned
(report released September 2009). Two other reviews on grant processes have been
undertaken - namely, the lessons learned from termination and suspension cases
(September 2008) and a review of Principal Recipient audit arrangements (September
2009).
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As committed in the Priorities Paper, the OIG has through the country audits capitalised
on partnerships forged between development actors to help secure better accountability
by sharing audit findings. For example, in Tanzania, the OIG audit has been used as the
point of reference to enable the government of Tanzania to secure support from USAID to
strengthen logistics arrangements. The development partners in Uganda have rallied with
Government to prepare an action a plan to address the concerns raised in the OIG report.
In Zambia, the OIG team was supported by three auditors from the Office of the Auditor
General. The OIG welcomes further opportunities to work jointly with other actors in the
development arena.

Status of ongoing audit/review assignments

6. The table below provides the status of audits/reviews that have been completed and
are ongoing since the last OIG Progress Report. As shown on the table, the OIG has
released three reports to the Board during this period and these have been posted on the
0IG website. Work on finalizing a number of other reports is also well advanced.

Status of assignments Assignment title
Completed and posted on website ° Democratic Republic of Congo
° Nepal
° Philippines
Field work completed and at ° Cambodia
reporting stage o Cameroon
° Grant application process
° Haiti
° Review of procurement oversight
. Zambia
° Zimbabwe follow up
Initial field work complete but it has | « Kyrgyzstan
been necessary to return to o Mali
undertake additional work due to o Uzbekistan
initial findings
Scheduled or ongoing in Quarter 1, e Global Fund disbursements review
2010 e Nigeria
e  PS| - Headquarters and Togo, Sudan,
Madagascar
e Rwanda
e SriLanka
o Voluntary Pooled Procurement

Highlights from completed reports
A. Democratic Republic of Congo (with UNDP as Principal Recipient)

7. In 2009, the OIG conducted the audit in Democratic Republic of Congo
simultaneously with an audit by the UNDP Office for Audit and Investigation (OAl). The
UNDP-QAI audit focused on the role of UNDP as Principal Recipient (PR} of Global Fund
grants, and the OIG audit covered the management, governance and operations of all
other aspects of the Global Fund grants programs.

14th Finance & Audit Committee Meeting GF/FAC14/02
Geneva, 8-10 March 2010
2112




8. UNDP shared a summary of the outcome of the audit with the OIG but was not
prepared to share the full report (see paragraph 26 below).The audit undertaken by the
UNDP OQAIl concluded that the management of Global Fund projects by UNDP as the
Principal Recipient was ‘partially satisfactory’ - that is, internal control and risk
management practices were generally established and functioning, but needed
improvement. The high priority risks listed by OAl were:

(a) delays in negotiation and signature of the Round 8 grant agreement, thereby
putting the future supply of antiretroviral drugs at risk;

(b) weaknesses in project monitoring and evaluation as evidenced by the failure to
undertake planned field visits in 2008; a small percentage (20%) of the SRs
submitted reports to UNDP on time; and deficiencies in the data management
capabilities of health zone staff;

(c) absence of an exit strategy for the transfer of the Round 8 HIV project by 2011 to
the Government;

(d) weaknesses in asset management systems as evidenced by failure to undertake
physical asset verification, lack of effective asset tracking systems, etc;

(e) delays in overall reporting (that is, by SRs to UNDP; and UNDP to the LFA and the
Global Fund Secretariat). This affected disbursements and planned project
implementation; and

(f) delays in the supply of certain drugs.

9. The OIG audit concluded that there was a need to considerably strengthen many
aspects of UNDP management of the grant programs. It noted that the selection of UNDP
as PR for a particular country is intended to be a transitory mechanism. At the time of the
OIG audit, UNDP had not put in place a mechanism to build capacity within the national
structures for the eventual transfer of programs to the national structures and systems.

10. The OIG identified a number of material deficiencies in the financial management of
SRs implementing the Global Fund programs. The recommendations should assist UNDP
and its SRs in mitigating the risks that Global Fund grants are exposed to. The weaknesses
identified mainly relate to a lack of:

(a) Effective oversight by UNDP of the SRs. UNDP had only two officials responsible for
financial oversight of the Global Fund grants to over 90 SRs and SSRs. The audit
revealed that there were delays in the disbursement of funds to SRs, which
resulted in a hold-up of various program activities.

(b) Documented/formal guidelines and manuals outlining the operational, financial and
budgeting requirements that SRs should comply with when administering Global
Fund grants. There were also deficiencies noted in the grant agreements signed
between UNDP and its SRs.

(c) Appropriate financial accounting and reporting systems and processes at SR level.
Most SRs did not perform regular analyses of actual expenditure against budget
resulting in poor tracking of budget utilization and unapproved over-expenditure.
Instances were also noted of lack of or late submission of financial reports.
Reconciliations of bank, cash, grant disbursements and program imprests were also
not carried out.

11. UNDP had set up parallel structures especially for the Malaria and HIV interventions.
These structures were set up at a time when the national systems were perceived to be
non-functional. However, the parallel structures established have been detrimental to the
national systems. Because of the transitory nature of management by UNDP of Global Fund
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grant programs, the parallel systems are not sustainable and funds that could have
otherwise been used to strengthen national systems were being used to build parallel
systems. The parallel systems have in some instances been ineffective in delivering results
- for example, the PSM of TB drugs that has suffered many delays resulting in the national
TB program having to increase the buffer stock held from 6-12 months to 18 months.

12. There were delays in program implementation mainly due to delays in procurement
by UNDP. These delays had resulted in the needs set out in the original proposals being far
lower than the actual needs at the time of implementation. The delay in implementing
these programs without any adjustment to the indicators and targets as reflected in the
grant proposal created some reporting challenges. None of these issues had been
addressed well by the PR’s M&E unit at the time of the audit.

13. The PR had established its own PSM unit rather than relying on the country’s
existing national supply and distribution system. The PR did not seek to develop the
capacity of the national supply and distribution systems which the Secretariat considered
to be weak. This PSM unit was top-heavy resulting in delays of procurement, which have
affected program implementation adversely.

14. The forecasting of needs was also not based on the requests from SRs but on the
targets set by the PR for SRs. In short, it was top-down. The goods procured therefore
were not reflective of needs and often resulted in stock outs across the country. Contrary
to the Global Fund policy, the PR also did not follow the national quality assurance
mechanisms. Drugs were procured that were not registered with the National Drugs
Authority. There was also no evidence that pre- and post-delivery inspections were
conducted.

B.The Philippines (Audit covering three PRs)

15, Pilipinas Shell Foundation Inc. (PSFI) is a charitable Foundation that supports the
Malaria prevention programs in some regions in the Philippines. PSFI has strong financial
management systems in place for managing the grants funded by the Global Fund. PSFI
performed well in meeting program targets. The prevalence of malaria in the provinces
where programs are implemented has reduced significantly over the past few years. The
changes in prevalence present new challenges of retargeting and reprogramming as the PR
plans to go into the malaria pre-elimination stage in several provinces.

16.  The Department of Health (DOH), as the principal health agency in the Philippines,
is responsible for ensuring access to public health services to all Filipinos through the
provision of quality health care and regulation of providers of health goods and
services.The Department of Health (DOH) initially recorded very poor performance, which
was reflected in low fund utilisation and poorly achieved targets. After selection of Sub
Recipients (SRs), program performance improved significantly. DOH implements more than
65% of program activities through SRs.

17. The Tropical Disease Foundation, Inc (TDF) is a not-for-profit organization set up in
1984. TDF is considered to be a leading service provider for MDR-TB. TDF has grown very
fast since 2003 when the Global Fund started funding it. TDF’s capability to manage the
growth in the number of grants became increasingly an area of concern over the years as
reflected in the LFA assessments.
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18. The audit of TDF revealed significant weaknesses in TDF’s governance, treasury
management, human resources and financial management systems to safeguard program
resources. Weak capacity was noted with regard to compliance with grant agreement
requirements. Concerns were also raised as to the capacity to manage grant funds
transparently and evidence was found of the misuse of grant funds. The OIG concluded hat
the Global Fund could not safely invest through its current systems and processes.

19. The OIG audit revealed misuse of funds amounting to USS 2,021,280, which the
Secretariat agrees should be refunded. Of this amount, TDF has only refunded USS$
255,312.61 - leaving a balance of USS 1,765,967.

20. The OIG advised the Global Fund Secretariat that, in addition to the misuse of
funds, it was not safe to invest program funds through the systems at TDF. On 24
September 2009, the Executive Director suspended all the five running grants to TDF. As
there are no grants currently implemented by TDF, the report does not contain
recommendations to improve internal controls at the Foundation. After the suspension,
the Global Fund Secretariat took steps to support the CCM in restarting implementation of
the grant programs. These steps are described in Annex 1 to this report.

C.Nepal

21. Nepal has five PRs - including one governmental PR with implementation
undertaken by the relevant Government departments, UNDP, a national NGO and two
international NGOs. The grant programs in Nepal have operated in an environment of
political transition and tension among the leading political parties. This has resulted in
frequent strikes and roadblocks (‘bandhs’). Such political instability and insurgency has: a)
resulted in delays in program implementation; b) partly contributed to many professionals
leaving the country to work abroad, leading to a gap in technical and managerial skills in
most government departments; and c) contributed to infrastructural deficiencies in many
of the 75 districts of the country.

22. With every changing government, the staff in key government positions has
changed as well. These frequent changes in government officials at the Ministry of Health
and Population have resulted in intermittent leadership.

23. PMUs were established within each of the Government departments after the
Global Fund stopped disbursements citing poor program performance and coordination.
There has been a marked improvement in the overall management of Global Fund
activities since these PMUs were established. However, PMU arrangements are transitional
mechanisms intended to accelerate program implementation in an environment assessed
to have significant capacity deficiencies. There was no documented transition and
capacity-building plans as a way of phasing out the PMU arrangements.

24. The accounting records under the Malaria grants (Round 2 Phase 1) were not
available at the time of the audit. Failure to maintain proper books of accounts suggests
that the Ministry cannot account for Global Fund monies received. The OIG will undertake
a follow-up review within six months by which time the documentation should have been
retrieved for audit.

14th Finance & Audit Committee Meeting GF/FAC14/02
Geneva, 8-10 March 2010
5/12



Progress in implementing related Board decisions

A. Following up the OIG’s work

25. The Board, at its 20" Session (Decision Point GF/B20/DP21), stressed the need to
ensure that the response to the findings and recommendations of the OIG are prioritized
and fed into the overall planning and work of the Global Fund, including grant operations.
It requested the Secretariat to provide a report to the Board describing the process that is
followed to address the findings and recommendations of the OIG reports. The
Secretariat’s report was still in draft at the time of finalizing the OIG’s Progress Report.
However, the base data underlying these papers suggest that the Secretariat will need to
pay closer attention in future to the implementation of the OIG’s recommendations.

B. UNDP

28 In its 19'" Board session (Decision Point GFIB 19/0P22), the Board recognized the
significant improvements in collaboration between UNDP and the Global Fund on audits
and investigations relating to grant funds but noted that there were still areas where the
collaboration could be improved. The Board requested the Chair of the Board, in support
of the OIG and Secretariat, to secure greater assurance from the UNDP Board regarding
audits and investigations of Global Fund grants where UNDP acts as Principal Recipient,
including access to the full text of audit and investigation reports. The letter was sent to
UNDP but the response does not address the critical issues raised. The need to secure
access to such reports is becoming even more pressing as UNDP is being asked to take on
the management of further large grant programs in Zimbabwe and Zambia.

C. Keeping the Board informed of actions taken

27.  The 19th Board Session (decision Point GF/B19/DP25) called on the Executive
Director to take strong, immediate action in all circumstances where the Inspector
General has determined that there is credible and substantive evidence of fraud, abuse,
misappropriation or corruption involving Global Fund grants. It also called on the
Secretariat and the OIG to report on restrictions imposed and the status of the situation.
In response to this decision the Executive Director and the Inspector General have on six
occasions jointly informed the Board of the restrictions imposed and the status of the
cases. The cases relate to grant programs in Mauritania, the Philippines, Zambia, and Mali.
Updates on these cases are provided elsewhere in this report.

INVESTIGATIONS AND RELATED INITIATIVES
The caseload

28.  Annex A analyses the OIG’s growing investigatory caseload. As this shows, there has
been an increase of over 150% in the investigatory caseload in the past 12 months. Some
75% of cases are reported by e mail, and 13% are reported anonymously to protect the
identity of the complainant. Currently 40 cases are under investigation.
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Some case studies
A. Mauritania

29, The last Progress Report outlined the investigations conducted ‘on the ground’ in
Mauritania, which had revealed clear and specific evidence of fraudulent expenditures in
grants implemented by the Executive Secretariat of Mauritania’s National AIDS Committee
(SENLS).  Following the recommendations of the OIG investigation, a full criminal
investigation has been initiated by the Office of the Mauritanian Inspector General, which
has led to the arrest of three senior SENLS’ officials and the issue of an arrest warrant for
a fourth staff member. The OIG is continuing to liaise with the Office of the Mauritanian
Inspector General regarding the ongoing investigations.

30. In November 2009, the Trustee confirmed the receipt of USD 1,679,358.90 from
Mauritania, which was the initial amount called for on the basis of the preliminary OIG
investigation. Following the review of additional supporting documentation relating to
programs administered by SENLS, a request for a further refund of USDS$2,489,179 has
been submitted to the Government of Mauritania with a request that it should be refunded
by 31 March 2010.

31. The OIG was subsequently alerted by the UNDP Office of Audit and Investigation
(OAl) to widespread evidence of fabricated documents in supporting material provided by
SR’s over a five and a half year period. These irregularities were discovered during a
regular UNDP audit. As a result, the OAl has commenced an investigation into the
apparent fraud and UNDP requested the Ministry of Health to suspend funding to SSR’s.

32.  The OIG has offered support to the UNDP investigators and in December 2009, the
0IG deployed a team of OIG staff to Mauritania, including a computer forensic expert, a
forensic auditor and two investigators to gather evidence and to conduct ‘on the ground’
investigations. Further in-country work has been conducted by the OIG’s investigators in
January and February 2010. Approximately 20,000 pages of further program-related
documentation, along with digital evidence from a number of computers, has been
scanned and analysed by the OIG’s investigators and forensic data experts. The
investigation has confirmed systematic fraud by SR’s in the Global Fund Programs
administered by the UNDP.

33. The work to quantify the value of the loss to the Global Fund has not yet been
completed. Once the final loss figure is calculated, the OIG will discuss appropriate
recovery action with the Secretariat. The OIG will also discuss with the UNDP OAI the
process of formally referring the evidence to Mauritanian authorities for the criminal
investigation and prosecution of those responsible.

B. Mali

34. In November 2009, the OIG’s audit of Global Fund grants in Mali confirmed
fraudulent and unjustified use of grant funds by staff members at the Department of
Administration and Finance (DAF) of the Ministry of Health. The evidence collected
during the audit led the OIG to engage with the authorities in Mali and ultimately to the
arrest of the Accountant responsible for the administration of grants at the DAF, along
with the Secretary General and the Register for the Ministry.

35. The audit raised a number of questions which required investigation. Those
questions concerned the specific nature and extent of the fraud, the amount attributed to
falsified or fabricated documentation, and the possible involvement of other staff from
the Ministry.

36. The OIG deployed a team of two investigators to Bamako supported by a team of
auditors. This underlines the importance of close interaction between the two OIG skill
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sets: audit and investigation. The team obtained access to and scanned all program
documentation. At the time of writing this report, the team is conducting inquiries ‘on
the ground’ with a preliminary sample of suppliers to determine the extent of bogus
expenditure. The team is in the process of checking each document for irregularities and
the extent of those irregularities is being quantified through a process which involves the
reconstruction of financial records. This quantification will then be used to identify the
amounts to be reimbursed to the Global Fund.

37 Preliminary indications are that the fraud is systematic rather than isolated, and
involves a large portion of the supporting documentation. At the time of preparing this
report the amount attributable to fraud has not yet been quantified. Further updates will
be provided as additional details are confirmed.

38.  The OIG has met with the Investigating Judge to discuss the modalities of referring
further and more specific evidence. At the conclusion of the investigation, comprehensive
evidence will be provided to the authorities for the criminal investigation and prosecution
of those responsible.

C. Zambia

39. The last Progress Report provided details of the March 2009 whistleblower
allegations within the Zambian Ministry of Health (MoH). The OIG conducted investigation
missions to Zambia in July and September 2009 in order to initially gain a fuller
understanding of these allegations and a clearer indication of the level of risk to grant
funds. The OIG has sought to engage with the national authorities (Anti Corruption
Commission (ACC) and police) in relation to the scope of their investigations and possible
expert assistance from the Global Fund and other funding partners. The response received
was very disappointing. The national authorities have failed thus far to provide assurances
of appropriate action regarding fraud against Global Fund grant programs.

40. In October 2009, during the audit of all grants within Zambia, the OIG audit team
uncovered what was suspected to be further evidence of irregularities and fraud within
the Global Fund grant programs in the MoH, in particular what appeared to be multiple
fraudulent allowance claims by senior members of the MoH staff. An OIG investigation
team was deployed to the country and, in November 2009, referred comprehensive
evidence to the Zambian ACC.

41. The OIG remains in the dark regarding the scope of any investigations being
conducted by the ACC or police, which stem from the original whistleblower allegations.
Neither does it have information about whether the investigations extend beyond those
persons originally named as suspects. Similarly, despite numerous requests, the OIG has
not received any feedback on the clear evidence of fraud against the Global Fund that was
formally referred in November 2009 for criminal investigation.

42. In both cases, the OIG is unable to report with any confidence on the capacity, will
or efforts of the national authorities in conducting timely and appropriate
investigations. The OIG is therefore unable to provide assurance as to the safety of
investing further funds through the Ministry of Health while the issues surrounding the
investigations by national authorities remain unresolved.

D. DRC

43. Pending criminal trials are likely to take place in London in 2011, with the
Inspector General as a witness. The OIG will continue to provide support to the UK and
Danish police as required. Further evidence relevant to the case was identified in the
OIG’s audit of DRC (paragraphs 7-14) and will be passed to the police in due course.
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Re-drafting the Whistleblower Policy and Procedures

44,  The OIG has reviewed the existing Whistleblower policies and procedures with a
view to presenting a revised version to the next meeting of the Ethics Committee.
Currently, there are three separate documents on the Global Fund website providing
information to potential whistleblowers. The new draft combines all the provisions of the
various documents into one comprehensive whistle-blower policy and procedure. The
review also brings the terminology used in line with other Global Fund policies, and the
revised OIG Charter and Terms of Reference. A significant addition is text regarding
protection against retaliation for whistle-blowers. No such provision was included in the
previous policies.

45, In developing the draft, the policies of a number of other organizations' have
been reviewed to check that the approach outlined in the new draft is consistent with
best practice in other organizations.

46.  After consultation within the Secretariat, the OIG will consult with appropriate
national/international bodies that have expertise in the development of whistleblower
policies to ensure that the Global Fund model incorporates contemporary best practice.

The lack of Disciplinary Procedures

47. The lack of a comprehensive set of procedures for internal misconduct cases
presents risks to the organisation and difficulties to the OIG in conducting investigations.
The absence of such procedures also means that staff are not in a position to know with
certainty what their rights and obligations are as managers or as the subjects of
allegations. The OIG has provided input to the draft but is concerned that the Disciplinary
Procedure is yet to be finalized, over 12 months after the transition from WHO-
administered arrangements.

PRIORITY 2: PROVIDING ASSURANCE ON OTHER MAIN BUSINESS PROCESSES

48. The OIG is committed to subjecting the management and governance processes to
systematic reviews so that the OIG can provide reasonable assurance that such processes
are sound. Areas that were identified in the Priorities Paper as key were: (i) provision of
assurance on the transition process from the ASA with WHO (assignment completed in
2008). The OIG will follow up implementation of the recommendations as part of a
‘process audit’; (ii)) conduct of a a “process audit” on the new Global Fund structures,
systems and processes post ASA. This is scheduled for the third quarter of 2010; and (iii)
the re-tender for LFA services (assignment completed in 2009).

49. In line with the commitments made in the Priorities Paper, the OIG continues to
review new initiatives under way in the Global Fund and to schedule reviews to provide
assurance to the Board that adequate internal controls have been established and all risks
that arise from new business initiatives are mitigated. In 2010, the OIG has committed to
undertaking a review of two new initiatives under implementation in the Global Fund -
namely, the Voluntary Pooled Procurement policy and the Affordable Medicines Facility -
Malaria (AMFM).

PRIORITY 3: SUPPORTING KEY MANAGERIAL AND GOVERNANCE INITIATIVES

" These organisations include the World Bank, EBRD, AfDB, ADB, GAVI and the United Nations.
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Values and integrity initiative

50. In practice, this initiative which was proposed in the OIG’s Priorities Paper, has
been underpinned by an Ethics and Reputational Risk Assessment commissioned by the OIG.
The Risk Assessment proposed the development of a Code of Conduct for Suppliers and a
Sanctions Procedure. The Secretariat and the OIG have worked collaboratively in
developing the Code and Procedure, which were approved by the EMT in December
2009/ January 2010.

51.  The OIG will be encouraging awareness raising of the new Code and Sanctions
Procedure as part of its responsibility to encourage high standards of ethics and integrity
and to fight corruption and fraud'. To this end, the OIG will be meeting in March 2010
with the United Nations Office on Drugs and Crime to discuss an appropriate strategy.

52. The OIG has had preliminary discussions with the Rand Corporation (a well-
respected public policy research entity) on the scope to work with them on further steps
that can be taken to promote high standards of ethical conduct in the Global Fund’s
operations.

PRIORITY 4: STRENGTHENING THE OFFICE OF THE INSPECTOR GENERAL
Tools

53. The OIG has finalized audit and investigations protocols with the Secretariat. The
0IG will also develop further protocols to ensure better collaboration with the Secretariat.
One such area is the relationship between the OIG Senior Legal Advisor and the
Secretariat’s Legal Unit. The OIG is also embarking on an awareness campaign on the role
of the OIG both within the Secretariat and at country level.

54. The OIG audit software has been installed and staff members have received
training on it. All 2010 audits will be undertaken following the newly procured tool. The
process to identify an investigation case management software is well advanced.

Staff

55, The process for recruited staff to all vacant investigation positions has been
finalised and the 8 new staff onboard will be inducted into the OIG in the coming months.
Recruitment to fill audit staff posts has continued to be a challenge to the OIG. It has
recently started another recruitment drive that has generated a significant number of
applications.

56. Further work has also been undertaken to increase the pool of suitably qualified
investigation consultants. Following interviews with a further nine candidates in
December 2009, the OIG now has a panel of thirty competitively selected investigation
consultants, representing twelve different countries across four continents. This roster of
suitably qualified staff has been drawn from to assist in the OIG’s investigations on six
occasions during the reporting period. The OIG has also embarked on a process to pre-
qualify audit consultants.

How the OIG spent its budget

" Paragraph 23, OIG Charter and Terms of Reference.
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57. What follows is a summary of 2009 actual expenditure with explanations for
the variances. The largest variance is on staffing and professional fees and this
arises from having a staff count of 11 (because of the recruitment challenges
referred to above) against a budget of 19. Of the 11, 3 came in part way through
the year. With the shortfall in staff, the OIG depended on consultants to fulfill its
mandate. This is particularly so with investigations that saw the number of cases

increasing significantly and yet there were no core staff to handle the work load.

2009 2009 2010

Budget Actual Budget

US’000$ Us’000$ US’000$

Staff (24 staff in 2010 as opposed to 18 in 2009) 3,300 1,969 4,354
Professional fees 1,616 3,566 4,101
Travel 1,310 868 1,460
Meetings 135 8 127
Communications 60 17 210
Office infrastructure 249 51 52
6,670 6,479 10,304

Conclusion

58. The OIG has made good progress in meeting the commitments made in the OIG
Priorities Paper, which was approved by the Board almost two years ago. The substantial
body of work completed and in progress confirms that the OIG should continue to give
priority to country-based audits and to investigating allegations at the country level. This
country-based work provides an important input to the reviews of all grant and business
processes planned over the coming two years.

This document is part of an internal
deliberative process of the Fund and as
such cannot be made public. Please refer
to the Global Fund’s documents policy for
further guidance.

" Also includes travel-related costs, which had not been separately identified for budgeting
purposes.
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The OIG’s Investigation caseload

Number of cases reported

Annex A

Year Total cases referred Increase from prev. Yr.
2008 28 57%
2009 70 150%

The type of cases reported to the OIG in 2009

Violations of policies 42
Mismanagement of funds 36
Bribery and corruption 36
Fraud, misappropriation and 30
embezzlement

Abuse of power or authority 21
Staff misconduct related issues 4
Wasteful conduct 2
Conflict of interest 1

Note: many cases reported to the OIG involve more than one of the above categories.
Therefore, a single case may be represented in more than one category above.

How cases were reported to the QIG in 2008 and 2009

How reported | Number 2009 | Percentage Number 2008 | Percentage
Secretariat/LFA | 4 6% 6 21%

By email 53 75% 21 75%

OIG telephone | 0 0% 0 0%

OIG Fax 1 2% 0 0%

0OIG PO Box 0 0% 1 4%

Walk in 3 4% 0 0%

Through Global | 9 13% N/A N/A
Compliance

Total 70 100% 28 100%

Note: the percentage figures have been rounded.

Status of cases

Cases under assessment 36

Cases under investigation 40

Cases awaiting allocation 4

Cases finalised in 2009 20
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Investing in our future

C\.) The Global Fund

To Fight AIDS, Tuberculosis and Malaria

Twenty-Second Board Meeting
Sofia, Bulgaria, 13-15 December 2010

GF/B22/9
Board Information

THE OFFICE OF THE INSPECTOR GENERAL
PROGRESS REPORT FOR MARCH-OCTOBER 2010
AND 2011 AUDIT PLAN AND BUDGET

PURPOSE:

1. This paper provides an update to the Board further to “The Priorities of the Office
of the Inspector General” (GF/FAC10/03). It also proposes an audit plan for 2011,
considers the impact of the rapid growth in the OIG’s investigatory caseload, recent
significant referrals, and the fact that most of the OIG’s audits now result in an OIG
investigation. In consequence it proposes an increased budget for 2011.
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PART 1:

INTRODUCTION

1.1.  The OIG Progress Report covers the period March to October 2010 and reports on
OIG priorities and the impact of recent developments on the 2011 priorities and plans.

1.2. Items for board information included in this paper are as follows:

ii.
iii.
iv.
vi.

Vii.

PART 2:

Part 2: Audit activities undertaken March-October 2010

Part 3: Progress in implementing related Board decisions

Part 4: Investigations and related activities

Part 5: Providing assurance on other main business processes

Part6: Supporting key managerial and governance initiates in the Secretariat
Part 7: Strengthening the Office of the Inspector General

Part 8: Proposed 2011 Priorities and Plan

AUDIT ACTIVITIES UNDERTAKEN MARCH-OCTOBER 2010

2.1.  The 2010 audit plan provided for 20 country audits and six Global Fund Secretariat
reviews. As the table below shows, the OIG has released six reports to the Board since the
last progress report in February 2010 and these have been posted on the OIG website. The
work on finalizing a number of other reports is also well advanced. The OIG is on track to
deliver all the audits planned for 2010 with two exceptions - a review of performance
based funding at work and an audit of bed net procurement have been deferred to early
2011 given the resource constraints faced by the OIG’s Audit Unit. The table below
provides a snapshot of the status of audits/ reviews that have been completed and are
ongoing since the last progress report:

Status of Grant processes Other main business processes
assignments
Finalized e Cambodia e Oversight of Grant Procurement
e Cameroon and Supply Management
. Haiti Arrangements
e Zambia

e Grant Application Process
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Status of Grant processes Other main business processes
assignments

Field work
completed and at
reporting stage

Djibouti * ¢ Voluntary Pooled Procurement
Dominican Republic e Disbursements review

Kenya *

Laos

Malawi *

PSI Madagascar *
PSI Southern Sudan
PSI Togo

PSI Headquarters
Rwanda

Sri Lanka *
Swaziland *
Uzbekistan *
Kyrgyzstan *

Mali *

Nigeria *

Scheduled or Lessons learned from e Post ASA review

ongoing in Quarter country audits e Travel, security and health audit
4 Chad

Ethiopia

Ghana

Ivory Coast

Papua New Guinea*
e Ukraine*

*Note: Investigations in progress following the audit

Priority 1: Providing Assurance on Grant Processes

2.2. The OIG provides assurance on grant processes through the audit of a sample of
country grant programs as well as by undertaking a “Lessons learned” review that
identifies common critical issues cutting across the countries audited. The first Lessons
Learned review was released in September 2009 and the second review covering 7
countries is currently underway. Some highlights from specific issues raised in the 4
country audits released follow.

Cambodia

2.3. The OIG noted that as the Global Fund support to the country has increased, there
was a gradual reduction in the government and other partner support. This runs counter
to the Global Fund principle that requires recipients to treat its funds as additional to the
host country resources and from other external sources to fight the three diseases.

2.4. Al grants funded by the Global Fund were treated as ‘one offs’ and not as part of a
national program for any one disease. This resulted in a lot of duplication. The
administration and management of these grants had also become cumbersome as the
number of grants grew. The Ministry’s grants should be consolidated by disease since this
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will increase the synergies across the grants for the different diseases and reduce
administrative work load.

2.5. Cambodia has a high resistance rate to anti-malarial drugs putting it in a peculiar
situation since it requires special drug combinations. This prompted the special
procurement of artesunate and mefloquine for which there is no WHO pre-qualified
manufacturer.  With the approval of the Global Fund, co-blisters from non WHO
prequalified manufacturers have been procured. This resulted in episodes of ACT
shortages since 2006 and these will be experienced until a permanent solution is found to
the supply of ACTs that specifically address the complex malaria treatment requirements
in Cambodia.

2.6. Cambodia has a high prevalence of counterfeit and substandard drugs. This includes
ACTs and Opportunistic Infection drugs (Ols). A University of the South Pacific report of
June 2009 showed that 27percent of Artesunate being distributed in Cambodia was
counterfeit. A similarly high percentage was reported for some Ols. The laws that would
help curb the proliferation of counterfeit and substandard drugs are in place but the law
enforcement response needs to be strengthened.

Cameroon

2.7. Funding still remains a big challenge to ensure continuation of program activities.
Cameroon had submitted proposals under Rounds 6, 7 and 8 and its proposals have been
unsuccessful. In such cases, the Global Fund had protected continuity of treatment but
cannot fund other activities. Unless the country can access funding from other sources,
this will affect the progress of the programs previously funded by the Global Fund in the
country.

2.8. The OIG identified an overpayment to the procurement agent (CENAME) by the
Comité National de Lutte contre le SIDA (CNLS) because CENAME had been invoicing CNLS
at prices higher than the prices they had paid for the drugs invoiced. In consequence FCFA
1,549 million (USS 3.37 million) needed to be refunded. The Global Fund Secretariat has
subsequently held discussions with CNLS and reached an agreement that the overpayments
to CENAME will be offset against future bills presented from CENAME.

2.9. The Programme National de Lutte contre le Paludisme (PNLP) did not maintain
proper records for mosquito nets and could not provide a breakdown of nets procured,
distributed and balances held. At the time of the audit, the OIG noted 62,780 bed nets
that could not be accounted for.

2.10. The OIG identified an incident of fraud, initially reported through the OIG whistle-
blower hotline, in one of the hospitals where refunds for tests that had not been
undertaken were being claimed. The investigations following the OIG audit examination
identified in some USS 52,000 which needs to be recovered and the officials responsible
sanctioned. The PR also needs to establish whether such fraudulent practice is taking
place in other hospitals.
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Haiti

2.11. The OIG was unable to provide assurance that the PR’s (Sogebank Foundation)
capacity was adequate to safeguard the Global Fund resources deployed in country, given
the severe shortcomings identified in the areas of governance, financial management,
procurement, and supply chain and grant management. The audit revealed USS 1.26
million worth of ineligible costs. The OIG recommended that another PR (or PRs) be
identified expeditiously. In response UNDP and PSI have now been appointed as PRs.

2.12. The PR used USS 767,994 of program funds for activities that were not in the
approved budgets and not related to program activities, including making donations to
organizations not involved in the fight against the three subject diseases; making
payments to a senior member of the PR’s management team in the amount of USS$ 120,000;
and transfers to bank accounts not related to the program, in the amount of USS 193,602.
These funds now need to be reimbursed.

2.13. Procurement was undertaken in an ad hoc/emergency manner because the PR
lacked an approved PSM plan. The PRs inability to retain a third party procurement agent
delayed the disbursement of funds and delayed the provision of supplies for program
implementation. In consequence SRs were forced to turn to SCMS to avoid stock outs of
life saving drugs.

2.14. UNDP was the PR for the Round 1/Phase 1 HIV/AIDS program. This grant was
transferred to the Sogebank Foundation under Phase 2. UNDP declined to provide the OIG
with access to the audit reports by its Office of Audits and Investigations (OAl), and has
offered only abbreviated summaries devoid of factual detail. The OIG noted differences
between the funds disbursed by the Global Fund and the amount of funds claimed as
having been received in UNDP’s financial records. There was a USS 519,326 difference
between the balances recorded by UNDP and those in the SRs records. As such, the OIG
has concerns over the thoroughness of the grant closure process in light of such
discrepancies, which the LFA should have identified. Appropriate reimbursements should
be sought from UNDP.

2.15. The catastrophic earthquake suffered by Haiti in January 2010 occurred soon after
the OIG audit fieldwork was completed. Obviously, the earthquake puts program
implementation at risk. After the earthquake, the Global Fund Secretariat initiated
immediate action to ensure continuity of treatment, including an emergency authorization
of USS 800,000 to procure ARV drugs for six months. As a result, supplies were brought
into Haiti in close cooperation with Global Fund partners through the Dominican Republic.

2.16. After the earthquake, the Global Fund Secretariat invoked the Additional Safeguard
Policy (ASP) to address the inadequate systems in place to safeguard grant funds. These
inadequacies were confirmed by the OIG audit. The ASP is part of the Global Fund’s risk-
management strategy, which can be invoked in full or in part, based on risks identified in
the country where a particular grant or group of grants is being implemented.

2.17. Going forward, it is possible, and indeed understandable, that the devastation
caused by the earthquake could well impact the implementation of some of the OIG’s
recommendations. The OIG stands ready to engage with the Secretariat and local
stakeholders to identify the best way forward to action key recommendations, and
strengthen the control environment within which Global Fund grants are being
implemented.
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Zambia

2.18. The OIG undertook an audit of Zambia’s 20 operational grants since the inception
of the Global Fund. These grants were managed by four PRs. Zambia has achieved some
impressive program results with some 230,000 people on ARVs.

Zambia - Ministry of Health (MOH)

2.19. The Global Fund grants were initially channelled through the Central Board of
Health (CBOH) from 2003 to 2006. CBOH was absorbed into the MOH structure in 2006 as
part of the MOH restructuring. MOH was appointed to be PR in January 2007 and there
was no proper transition and this led to:

i.  The loss of institutional capacity, financial records, assets, financial systems
and staff. Expenditure incurred by CBOH worth ZMK 16.3 billion (USS$ 3,543
478) was not supported with proper supporting documentation.

ii.  Weaknesses in the internal control environment e.g. the CBOH bank
accounts remained open and CBOH continued spending funds after the
grants were transferred to MOH. The OIG was unable to confirm funds that
out of the balance that were transferred from CBOH to MOH.

2.20. In March 2009, a suspected fraud was reported, through a whistle blower, at the
MOH involving the Expanded Basket Fund and some grant funds. The allegations were
related to fraudulent procurement practices. The Zambia Office of the Auditor General
(OAG) carried out a forensic audit which revealed that over ZMK 36 billion could not be
accounted for. Of this total, ZMK 1.9 billion was related to the Global Fund grants. The
report recommended prosecution of certain officials of the Ministry and a number of
officials including some members of the Senior Management team at the MOH were
suspended. Other instances of fraud have been identified by the OIG’s Investigation Unit
and these investigations are still in progress.

2.21. The MOH did not maintain proper books of accounts. Financial records maintained
at the MOH could not be reconciled to the records of other associated units. The OIG had
to reconstruct the financial statements in order to have a meaningful start to the audit.
The audit identified advances to imprest holders which had not been accounted for,
unsupported costs and ineligible expenditure which needs to be reimbursed to the Global
Fund.

2.22. The OIG concluded that the Ministry of Health as lead sector PR did not have the
capacity to manage Global Fund grants effectively. It required substantial capacity
development in the areas of governance, financial management and procurement to
effectively continue its role as PR. The OIG recommended that the CCM consider
establishing immediate interim arrangements to cover financial, procurement and supply
management. In response the UNDP has now been appointed as PR. The amounts
recoverable from the MOH for unsupported and ineligible costs are USS 4.36m and
USS 2.34m respectively.

Zambia - Ministry of Finance and National Planning (MOFNP)

2.23. The MOFNP established a Program Management Unit within the National Aids
Commission (NAC). However the roles, responsibilities and reporting structure between
the PMU, MOFNP and the NAC were not defined leading to oversight, management and
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implementation glitches. The PMU was not appropriately staffed and did not institute
appropriate grant management structures, policies and processes to safeguard the Global
Fund resources. This resulted in cases of ineligible and unsupported expenditure
amounting to USS 1.5m and US$ 1.4m respectively.

2.24. The OIG noted one incident where the program funds were fraudulently acquired
by a member of staff. At the time of the audit the suspended Accountant was unable to
account for over ZMK 479 million (USS 104,130). This amount should be refunded to the
Global Fund.

2.25. The PMU also made transfers to the MOH amounting to ZMK 4.8 billion (USS 1.05
million) for various procurements from as far back as 2005. At the time of the audit, the
PMU had not received any statement of accounts from MOH for the transferred money and
there was no evidence of delivery of the goods. These funds should be returned to the
MOFNP for onward transmission to the Global Fund.

2.26. Based on the nature and extent of the weaknesses identified by this audit, the OIG
concluded that the structures, systems and processes within the MOFNP were inadequate
to safeguard program funds. MOFNP as PR requires substantial capacity development in the
areas of governance, financial management, grant management and procurement to
effectively continue its role as PR. The OIG recommended that the CCM consider
identifying another institution with the requisite capacity to manage the grants.

Zambia - National AIDS Network (ZNAN)

2.27. There were several instances of fraud and/or misappropriation of funds at various
SRs. Of the 21 SRs visited, 6 had either suffered fraud and/or had misused grant monies.
Based on the audit, ZNAN should refund USS 1.79m arising from these cases of ineligible
and unsupported expenditure.

Zambia - Churches Health Association of Zambia (CHAZ)

2.28. CHAZ used 10percent of program funds to cover administration costs. The OIG
noted that on top of the 10percent, the Global Fund also met other costs directly e.g. salaries,
international travel and purchase of the Sun Accounting system. The OIG was not provided
with the basis used to arrive at the 10percent charge nor could the allocation of costs by
donor be provided.

Zambia - Oversight structures - CCM and LFA

2.29. The coordination of the much needed collaboration between PRs has also not
worked well. PRs continued, in some cases, working in a fragmented manner that
increased the risk of duplication of service delivery across grants. The CCM should engage
further with the PRs on this aspect. The CCM should also work with the CPs to develop
arrangements that would improve harmonisation of the various sector interventions such
as remuneration (salaries, allowances and top-ups) that the Global Fund supports.

2.30. The OIG noted that the LFA work in Zambia was performed under a rapidly
changing grant implementation environment. However the LFA did not adapt
appropriately leading to its failure to deliver on various aspects of its mandate e.g.
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through providing the appropriate staff resources. This compromised the quality of work
undertaken, and resulted in significant delays in the execution of the LFA work. The OIG
could not give assurance that the LFA work in Zambia, during the review period, provided
the required oversight to safeguard the Global Fund resources. In response the contract is
now being retendered.

Cross cutting issues

2.31. What follows is a listing of cross cutting issues arising from all 4 of the country
audits released since the last Progress Report.

ii.

iii.

Vi.

Vii.

Non-compliance with the grant agreement. For example, most PRs did not
maintain proper books of account. PRs also did not fulfil conditions
precedent on a timely basis which resulted in delayed disbursements and
disruptions to program implementation.

Increasingly, the OIG finds that some grant funds are spent on activities that
are not in the approved work plan and budget and without the requisite
approval of the Global Fund Secretariat. Budgets have often been “padded”
which facilitates such practices and increases the risks of irregularities
occurring.

Invariably, some expenditure incurred is not appropriately supported by
third party supporting documentation. Some overpayments and duplicate
payments were also identified. Recoveries of some $16.8 million need to be
made in relation to the audits of Cameroon, Cambodia, Zambia and Haiti.
Significant recoveries are also being sought in relation to more recent audits.

Most government PRs have established structures to manage the Global
Fund supported programs which run in parallel to the national ones. This
has resulted in a duplication of roles and in some instances the movement
of qualified staff from the government to the programs.

The salaries paid to contract staff working on Global Fund programs are
significantly higher than those paid to staff doing similar work in other
organisations. This has resulted in the gradual movement of staff from
government positions to equivalent positions under the Global Fund
programs.

PRs often lack proper logistics management information systems which
affect their ability to quantify and forecast requirements for health
products effectively. Controls over grant assets are often inadequate to
safeguard resources e.g. health products and fixed assets procured.

Despite a large percentage of funds being spent at SR level (often in excess
of 60percent), sub grant management remains weak. In many instances,
there are shortcomings in the selection procedures for SRs. The capacity of
SRs to implement program activities is not assessed; no sub agreements are
signed with SRs. There is poor monitoring of SR activities and in some
instances the activities undertaken cannot be aligned to the approved work
plans
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viii.  The indicators and targets that are proposed in the performance
frameworks are often not aligned to the national ones in place.

ix.  The role and effectiveness of the LFA remains questionable as an oversight
body. The OIG would reasonably have expected the LFAs to have identified
many of the challenges raised in the OIG’s country audits and to have
identified fraud at much earlier stages in many instances. Looking forward,
consideration should be given to refusing to pay invoices in such
circumstances.

Duration, delays and timing of the release of the OIG’s country audit reports

2.32. The OIG spends between 5 and 7 weeks in country conducting audit fieldwork and
aims to release draft reports to country stakeholders 8 weeks after fieldwork has been
completed. Sadly, this is rarely achieved. The International Standards on Auditing require
auditors to have sufficient knowledge to evaluate the risk of fraud. The OIG audits are
therefore addressing the risk of fraud as part of the country audits. A significant feature in
most of the audits undertaken in the last year is that audit fieldwork has identified
potential irregularities which need to be fully investigated by the OIG’s Investigation Unit
subsequent to the audit fieldwork (Zambia, Mali, Sri Lanka, Kyrgyzstan, Djibouti, Nigeria,
Madagascar, Kenya, Swaziland, and Malawi).

2.33. The Audit Unit is working closely with the Investigations Unit to ensure that these
leads are investigated. Until this follow up investigatory work has been completed a draft
audit report cannot be released for feedback. This is to preserve the integrity of any
follow on investigation. Moreover, the outcome of the investigation usually points to
additional losses and further control shortcomings, and recommendations need to be made
to rectify them.

2.34. Another factor contributing to delays is that PRs often find it difficult to locate
documentation to support expenditure and the OIG audit team have to either stay on after
the 5-7 week fieldwork period at considerable expense to review supporting
documentation when it is eventually found (Zambia, Haiti, Sri Lanka, Djibouti, Swaziland)
or to agree to return weeks or months later to do so (Nepal, Laos). This all adds to delay
in releasing draft reports in country and is a factor outside the control of the OIG. The
OIG is now reminding PRs before the start of an audit that they need to provide
documentation to support all expenditure, failing which reimbursement will be sought.

2.35. Before a draft report goes in country the OIG provide it to the Secretariat for initial
feedback asking for a response within 10 days. However, the Secretariat often responds
well after such deadlines because of the level of review required by the many
stakeholders involved (country programs, finance, M & E, legal etc.). The OIG recognises
that close attention needs to be paid to the quality of the feedback by the Secretariat on
OIG draft reports. The Secretariat is responding to the OIG requests for more expediency
by assisting its Country Programs cluster to streamline its review processes.

2.36. When a draft report goes in country the OIG normally asks for feedback within 3
weeks. In practice the country takes on average three months to respond despite regular
reminders. The reasons given range from having to give greater priority to preparing grant
applications to needing more time to prepare action plans in response to the many
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recommendations offered by the OIG and the need to convene special CCM meetings to
consider the responses. It is difficult to resist requests by in country stakeholders for
more time to provide their responses.

2.37. A significant feature of recent audits has been to challenge Principal Recipients
during the debriefing sessions to identify immediate actions that they commit to take in
response to the key recommendations presented at the debriefing sessions (for example to
immediately strengthen physical security at warehouses containing Global Fund financed
medical products). The actions taken are then reflected in the final OIG audit report
released.

2.38. In conclusion, the OIG is doing all within its powers to accelerate release of audit
reports but this is often frustrated by the factors noted above. It is also important to note
that given the Global Fund’s orientation as a transparent and accountable entity it is
committed to publish its audit reports and to make them widely available. This imposes
on the Global Fund a high standard of rigour in verifying the factual basis of OIG audit
reports in order to buttress their credibility, relevance and utility.

PART 3: PROGRESS IN IMPLEMENTING RELATED BOARD DECISIONS

Following up the OIG’s work

3.1. The Board, at its 20th Session (Decision Point GF/B20/DP21), stressed the need to
ensure that the responses to the findings and recommendations of the OIG are prioritized
and fed into the overall planning and work of the Global Fund, including grant operations.
To demonstrate that this is happening, the Secretariat needs to prepare regular status
reports. The Secretariat recently provided the OIG with a status report on the
implementation of recommendations. The OIG is reviewing the status to identify
recommendations that can now be closed off. The outcome of the OIG’s review of this
status report will be provided at the 23™ Board meeting.

UNDP

3.2. Restrictions imposed by UNDP significantly impact the work of both the Audit and
Investigations Units in OIG and hampers the OIG’s ability to investigate allegations and
concerns of fraud and misappropriation in grants managed by UNDP. On the audit side
UNDP is not providing the Global Fund with access to their audits of programs for which it
serves as Principal Recipient. Instead UNDP provides summaries of the audit reports to
the OIG but these still do not provide sufficient detail. UNDP has also not agreed to the
OIG offer to partner with the OIG on joint investigation undertakings in such situations.

3.3. This issue was discussed at the 20th Session of the Board. UNDP say they are
committed to working with the Global Fund to resolve the problem and the OIG have since
learnt that the issue of granting funding bodies’ access to related UNDP audit reports is to
be considered at a session of the UNDP Board in mid-2011. In the meantime it would be
helpful if members of the Global Fund Board continue to make a compelling case on this
issue to their missions in New York.
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3.4. A severe impediment to the completion of comprehensive and successful
investigations arises whenever UNDP acts as a recipient of grant funds. Citing privileges
and special immunity, UNDP has refused to allow the OIG access to books, records and
staff, despite the fact that it is the Global Fund grant funds that are at risk of
misappropriation and loss. In one case (Mali), it has sought to extend this policy to sub-
recipients it has provided with Global Fund grant funds, and has instructed the SRs to
refuse to provide the OIG with access to materials, documents and staff of the SRs, even
after the OIG had identified pervasive fraud in grant implementation. This position is
untenable, and effectively makes it impossible for the OIG to investigate allegations of
fraud and misappropriation of funds. It is also directly contrary to the fundamental tenets
of transparency and accountability, principles embraced by the Global Fund.

3.5. All other PRs are routinely cooperating with the OIG’s investigations. The OIG’s
counterparts in UNDP assert that it is their responsibility to investigate allegations relating
to Global Fund programs which UNDP manage and say that they believe that OIG can be a
‘participating partner’ in investigative activity they undertake. This has yet to materialise.
In the OIG’s view the Global Fund should amend the grant agreement with UNDP for
consistency with all other PRs, and require full cooperation with OIG investigations and
audits. Such a policy would also promote the Organization’s commitment to transparency
and accountability.

Keeping the Board informed of actions taken

3.6. The 19th Board Session (Decision Point GF/B19/DP25) requires the Executive
Director to take strong, immediate action in all circumstances where the Inspector
General has determined that there is credible and substantive evidence of fraud, abuse,
misappropriation or corruption involving Global Fund grants. It also called on the
Secretariat and the OIG to report on the restrictions imposed and the status of the cases.
They have now done so and the Board is being informed of the status of the significant
cases presented elsewhere in this report.

PART 4: INVESTIGATIONS AND RELATED INITIATIVES

4.1. Most investigations undertaken by the OIG involve country grant programs, and
most audits conducted in the OIG result in a follow on OIG investigation. Highlights of
significant investigations and related issues follow.

Mali

4.2. Over the last six months, the OIG Investigations Unit has launched an intensive
investigation of allegations and indications of substantial misappropriation of grant
resources in the tuberculosis and malaria grant disbursements in Mali. The investigation
follows an OIG audit that identified systematic weaknesses and fraud risk factors in these
grant programs. Up to October 2009, more than USS 13.1 million in grant funds had been
disbursed by the Global Fund to the Ministry of Health, the Principal Recipient, for TB and
Malaria.

4.3. Through the examination of more than 59,000 documents and significant efforts in
country, and about USS 11 million of the disbursements, the OIG has identified that
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approximately USS 4.0 million(or 36percent) in grant funds examined to date have been
misappropriated. The OIG has also most recently focused upon HIV grant disbursements,
totalling more than USS 50 million, and has recently identified credible and substantive
evidence of fraud at the sub-recipient level. The investigation is continuing, and because
of the voluminous records and number of transactions involved, firm loss estimates will
not be available before April, 2011.

4.4. The highest level of fraud has been found to exist in purported “training events”
and related per diem payments, lodging and travel expense claims, and pervasive
fraudulent invoicing. Forged signatures have been found to be rampant. It is significant to
note that only a small percentage of grant funds are being used for medicines. The
purported “training events” and per diem expenses constitute approximately half of all TB
and Malaria grant funds. More than 70percent of the expense documents have been
determined to contain substantive and credible evidence of fraud.

4.5. The fraud in the TB and Malaria grants has been perpetrated in large measure by
individuals associated with the sub-recipients of the grant funds, the National Control
Program against TB (PNLT) and the National Program for the Fight against Malaria (PNLP).
The investigation has revealed that systematic fraud was perpetrated by senior officials
working for the grant implementers through the submission of thousands of fraudulent
invoices, the creation of false bid documents, forged signatures and by over-charging for
goods and services. Further, the investigation has revealed that numerous local
merchants acted in collusion with the Ministry of Health’s Directorate of Administration
and Finance (DAF), PNLP and PNLT by sharing invoice templates, false invoices, creating
false receipts and making false statements in furtherance of the scheme to trigger
payment and justify substantial funding. To conceal irregularities and fraud, the DAF
accountant falsified bank statements and other documents.

4.6. The OIG in now conducting a similar investigation of the HIV/AIDS grants, which
exceed USS 50 million. There is credible and substantive evidence to show that similar
fraud is present in the invoicing of the sub-recipients. The investigation of the HIV grants
will be an even greater undertaking, and will take considerable time and OIG resources.
The OIG has already gathered more than 252,000 relevant documents from sub-recipients
of the HIV grants (this is in addition to the 59,000 retrieved on the TB and Malaria grants).

4.7. The investigation has required a massive effort by the OIG Investigations Unit and
the devotion of considerable resources. The effort is continuing, and will proceed for the
next several months. The investigation team, comprised of diverse experience, has
gathered, reviewed, scanned and analysed all the hard copy documents available that
were often found in disarray. Multi-disciplinary OIG teams have visited Mali in furtherance
of the case on several occasions in an effort to determine the legitimacy of the tendered
documents, as well as identify the participants and quantify losses. Similarly, the
investigation has required further investigative efforts involving hundreds of local vendors,
merchants, individuals and employees of the principal and sub-recipients.

4.8. The OIG has worked in close cooperation with the Malian criminal authorities, and
the Investigating Judge who was assigned to the matter directly by the President of Mali.
Through this cooperation and the Judge’s efforts, the Malian national authorities have
conducted numerous searches and seizures, and have arrested and imprisoned 15
individuals in connection with the fraud. The efforts of the OIG have been instrumental in
furthering the case.
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4.9. The OIG has shared with the Judge its interim investigation report and the results
of its forensic efforts, computerized records, relevant documents, and intelligence it has
gathered. As a result, the Judge has made a number of significant seizures, including the
recovery of more than 30 manufactured and counterfeit “stamps” used to affix to invoices
in order to give the appearance of legitimacy. The stamps were recovered in the garden
of a senior assistant of a key program official, buried in the ground.

4.10. The OIG is investigating the HIV grants and preparing its final report on the TB and
Malaria cases. The OIG will withhold its report on these investigations at the request of
the Investigating Judge, who advises that publication may seriously compromise his
investigation and resulting prosecutions, and could constitute a procedural violation. In
camera review will be made available to the Board when the report is completed.

4.11. There are safety concerns for the OIG staff working on the investigation in country.
The OIG has been strongly advised to seek protection of its staff operating in country
because of the high visibility of the case, the substantial sums of money involved, and the
seniority of some officials who are the subject of the inquiries. Such protection has been
provided by the US mission.

4.12. Other health partners in Mali (GAVI etc.), who provide funding through the same
entities, have been liaising with the OIG having expressed concern that their programs
may also be affected by similar fraudulent activity. The OIG will continue to liaise closely
with them.

4.13. Most recently, in the last month, the OIG has identified fraud committed in 2010 in
the Round 6 malaria grants disbursed to PNLP. The OIG is currently assessing the extent of
the loss.

Mauritania

4.14. In a case with a strikingly similar pattern of fraud as identified in Mali, the OIG had
previously uncovered a virtually identical pervasive fraud scheme in the HIV, Malaria and
TB grants disbursed to Mauritania. In connection with the HIV grants, approximately
USS 6,184,934 was disbursed in country to the Principal Recipient. Through its
investigation, the OIG has identified a loss of approximately US $4.1 million, constituting
approximately 67percent of the grant proceeds. Approximately USS 1.7 has been repaid
thus far by the Government of Mauritania. USS 2.4 million remains outstanding.

4.15. In connection with the TB and Malaria grants, the OIG has analysed approximately
USS 3.5 million of the grant proceeds of a total of approximately $9.9 million. Of this
amount, the OIG has identified a loss of approximately USS 2,651,779, or, approximately
67 percent loss of funds analysed. Through intensive investigative effort, the OIG has
identified significant evidence of the widespread fraud that was perpetrated through the
submission of fabricated documents (supporting invoices and requests for payment)
provided by SRs and SSRs over a five and a half year period. In the view of the OIG, this is
an amount that UNDP, as the Principal Recipient, is responsible for in its fiduciary capacity
over the SRs.

4.16. It is significant to note that the OIG has only been able to examine approximately
45 percent of the HIV grant proceeds, or USS 3.5 million because it was denied access by
UNDP. Specifically, the OIG was not able to examine approximately 55percent of the total
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grant disbursements(approximately USS 6.4 million) as these funds were administered by
UNDP who refused the OIG access to documents, staff and witnesses, claiming (as noted
above) that UNDP is the beneficiary of a “special immunity” that allows it to restrict
disclosure of these materials. As a result of this refusal, the OIG investigation is severely
hampered, and the OIG cannot give assurance that the remaining disbursements, more
than USS 6 million, are not subject to systematic fraudulent activity.

4.17. The lack of access to the Principal Recipient’s documents, staff, and transactions,
constitutes a severe impediment, and results in an inability to fully examine the fraud or
the full amount of grant disbursements. It should be noted that confidential
witnesses/whistle-blowers advanced allegations that other individuals were involved in the
fraud, and recklessly disregarded indications of fraud and obvious irregularities in the
expenditure documents. The OIG has not been able to examine these issues because of
the impediments identified above.

4.18. The investigation in Mauritania similarly required the examination of a wealth of
documents generated by the SRs and SSRs, and efforts to track expenditures, identify,
locate and interview approximately 600 vendors and local merchants. Ultimately, even
without access to the UNDP documents and witnesses, the OIG identified a systematic and
pervasive fraud scheme perpetrated at the SR level.

4.19. As is the case in Mali, purported “training” exercises and per diem costs were
largely fraudulent. In many instances, local merchants were found to have been acting in
collusion with SRs and SSRs in order to conceal the fraudulent activities, including through
the creation and submission of false receipts, fictitious invoices, the creation of fake
companies, and making false representations concerning their activities.

4.20. In addition, the OIG investigation has also been severely hampered by the recent
lack of cooperation from the Government of Mauritania. After initially acting upon the
OIG’s findings in making arrests, and paying restitution to the Global Fund in the amount
of approximately USS 1.7 million, further cooperative efforts have recently ceased.
Efforts by the Inspector General through communications with the Government have not
resulted in any significant progress.

4.21. The OIG has been in dialogue with the UNDP’s Office of Audit and Investigations
(OAl) concerning the OIG’s loss calculations and repayment of the remaining amounts by
UNDP (or UNDP’s SRs). OAIl had originally conducted its own audit of these grants,
sampling the transactions, and had identified an approximate $900,000 loss. The OIG has
shared its preliminary report (which OAIl agrees is more comprehensive-as it is based on a
100percent analysis of disbursements) and evidence with OAl in the spirit of cooperation.
After its review of the OIG report, and further efforts on its behalf, OAl has recently
indicated to OIG that its loss figures have increased, but have yet to produce a final figure
to OIG. OAI has apparently liased with the Global Fund Secretariat, and have re-adjusted
their loss figure to approximately USS 1,060 million far short of real loss calculations.
The OIG is calling on the Secretariat to claim full reimbursement of all loss amounts, and
support OIG’s request to investigate the remaining USS 6.4 million under UNDP’s direct
control. OIG is also calling upon the Secretariat to support OIG’s requests for access to
documents, financial records, and witnesses in its investigations of grants managed by
UNDP, and link UNDP’s participation in the management of further disbursements with
agreement with OIG’s rights of access. Also, as discussed herein, any further
administrative fees to UNDP should be offset by the amounts defrauded by the SRs, for
whom UNDP, as PR, is responsible.
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4.22. As the Mauritania criminal investigation is on-going, OIG has not sought to conduct
interviews in country, and will refrain from issuing its final report until the completion of
the criminal probe, or until such time as it is safe to do so without interfering in any
resulting prosecution.

Cote d’lvoire

4.23. Preliminary indications are that systematic fraud pervades at least one grant
program in Cote d’lvoire. The OIG has begun investigations but is severely under-
resourced to address all of these schemes.

Djibouti

4.24. In April and May 2010 the OIG carried out an audit and preliminary investigation of
Global Fund grants to the Republic of Djibouti, examining disbursements to date, including
disbursements for rounds 4, 6 and 9. The OIG focused on approximately 87percent of the
USS 20 million that had been disbursed to the sole Principal Recipient (PR), the Executive
Secretariat (ES) of Djibouti. In connection with the grants, the PR had engaged 123 sub-
recipients (SRs) that included 15 ministries and 95 NGO’s. Of these entities, 8 SRs were
covered during the audit. The audit found substantial irregularities, losses and
unsupported expenditures.

4.25. The OIG audit and preliminary investigation reviewed 84percent of the
disbursements and established that approximately USS 5,266,000 (or approximately
30percent of the grant proceeds examined) were either lost, unaccounted for, or could
not be established to have been used towards grant purposes. These amounts need to be
recovered unless the country can provide the original supporting documents which could
not be located when the audit was undertaken.

4.26. Significantly, USS 3,078,509 was expended without any supporting documentation
or invoices; automobiles and motorcycles were purchased that were not used in, or for,
the Program, and three (totalling USS 27,598) could not be traced and their whereabouts
remain unknown. Inter grant transfers were made with Global Fund grant funds to other
grants, of which some transfers were made to non-Global Fund related programs; cash
advances were made to non-Global Fund programs; payments were made to suspicious
vendors; $747,904 was transferred out of the account with no claimed justification; and
$281,666 was used for non-Global Fund related training seminars, travel and events that
had no connection with the Global Fund or its funded programs. Several other improper or
unsupported expenditures were also noted.

4.27. The audit further identified a number of “red flags” pointing to the likelihood of
irregularities: weaknesses by the PR in bank reconciliation processes were identified; the
issuance of bearer cheques to vendors and employees were improperly made; and the lack
of any process to monitor cash advances to employees and purported vendors.

4.28. The audit further identified serious deficiencies in the storage and distribution of
HIV drugs. Discrepancies in stock statements were identified, stock sheets contained
serious and repeated errors and were regularly not approved by authorized
representations. Significantly, expired drugs had been issued to health centres and others
were misidentified as “unexpired.”
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4.29. The matter has been referred to the national investigative and prosecutorial
authorities in country for follow-up.

Nigeria

4.30. Following an OIG audit that identified a series of “red flags” of fraud in grant
disbursement to Nigeria, the OIG commenced an investigation of the Principal and Sub-
Recipients, and associated vendors and suppliers. While the investigation continues to be
on-going, the OIG has confirmed irregularities identified by the OIG auditors. Namely, the
OIG has confirmed losses arising from fabricated expense vouchers submitted for airline
flights and training exercises and is addressing allegations that fraud in such expense
requests is pervasive.

4.31. The OIG investigators are also examining issues surrounding significant quantities of
unaccounted for malaria bed nets (at least 20,000), and allegations that the Global Fund
was over-charged for the associated costs of purchase. Relatedly, the OIG is investigating
concerns that a conflict of interest exists between the Principal Recipient, the PR’s in-
country affiliate, and a bed net supplier in connection with the sole sourcing of large bed
net contracts in country.

4.32. Significantly, the audit identified, and the investigation has confirmed, extensive
high risk money wire transfers to a number of third parties in different continents,
including the Americas, involving substantial grant funds. Two Principal Recipients, the
Yakubu Gowon Centre (YGC) and Christian Health Association of Nigeria (CHAN), engaged
in several out of country wire transfers of an aggregate total of more than USS 27 million
in grant funds, in US dollars, to third parties throughout the world. The transfers were
made at the direction of a third party money remitter to whom the PRs were referred by
the local bank where the grant funds were originally deposited. The bank had referred
the PRs to the money remitters in order to achieve a better exchange rate for transferring
dollars into Naira (the Nigerian local currency) than the bank asserted it could offer.

4.33. The investigation has revealed that the third party remitter instructed the PRs to
wire the dollars to third parties, and in exchange, the remitter would wire the local
currency into the PRs account, for a fee. These transactions constitute high risk money
laundering activity and pose a risk that grant funds were used in furtherance of underlying
criminal activities perpetrated by third parties in country.

4.34. While there is no evidence currently that any PR or individual associated with the
Global Fund acted knowingly, the Fund is exposed to a high reputational risk if indeed
such transactions are later confirmed to have been made in furtherance of disguising
underlying criminal acts. In addition, the PRs actually lost money in the currency
conversions that had an associated cost of more than USS 64,000 (which should be
reimbursed), and did not achieve the advantageous exchange rate sought.

Theft of Anti-Malarial drugs

4.35. Recently, several referrals have been made to the OIG concerning allegations, and
identified instances, of organized thefts of anti-malarial drugs in several different
countries in Africa (including Malawi, Tanzania, Kenya, Nigeria, Uganda, Togo, and Cote
D’lvoire) and their subsequent sale in commercial markets (Nigeria, Benin, Ivory Coast,
Cameroon and Guinea). The referrals have been made by partner organizations, whistle-
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blowers, a large drug manufacturer from whom the Global Fund finances drug purchases,
and the press. The allegations emanating from these sources are similar in nature.

4.36. Theft schemes appear to be well organized, as Global Fund financed anti-malarial
drugs provided to certain countries have been identified for private sale in commercial
markets in others locations-sometimes a considerable distance away. It also appears that
some of the stolen drugs are following a transcontinental trafficking route, overland and
possibly by sea.

4.37. Investigating these schemes will entail a massive undertaking by the OIG. The OIG
is actively seeking to engage with partner donors similarly affected (USAID) and national
law enforcement authorities to undertake a coordinated investigation and response.
Similarly, the OIG is also actively investigating complaints, and instances, of counterfeit
drugs (for example in Cambodia, paragraph 7). However, irrespective of any investigative
efforts, proactive measures must be taken now to protect drug deliveries, including
placing responsible security at points of delivery and warehousing.

Tropical Disease Foundation - The Philippines

4.38. In an audit completed in February 2010, the OIG Audit Unit completed a highly
critical audit of the Principal Recipient in the Philippines, The Tropical Disease Foundation
(TDF). TDF is a private entity which was entrusted with implementing multiple grants in
the Philippines. As a result of the audit, the OIG identified an approximate USS 1.7
million that constituted loss or amounts that could not be properly identified as having
been used in furtherance of grant purposes.

4.39. The TDF, while initially cooperating with the audit and signing off on key audit
calculations, ceased cooperating towards the audit’s end. Thereafter, in April, 2010,
after the audit report was issued, TDF presented a “Position Paper” to the Global Fund,
arguing that the calculations of loss were flawed. While confident in its findings, as an
added measure of due diligence, the OIG has commissioned Ernst & Young to review the
calculation of loss in the OIG audit. EY has largely corroborated the OIG’s work, and
identified that the calculations in TDF’s Position Paper are not supported by
documentation.

4.40. The TDF was replaced as PR, but refused to reimburse approximately 1.3 million
euros of grant funds it was holding, which has only recently been reimbursed. The OIG is
actively working with the Secretariat in addressing these issues, and reaching a sound and
unified strategy to deal with the issue. The OIG has made clear, however, that USS 1.7
million should be returned to the Global Fund without delay, and the Organization should
stand firm on this issue even if it requires proceeding to arbitration. Based on the Legal
Office’s recent analysis, all amounts that are not readily identifiable by the PR as being
used in furtherance of grant purposes are required to be reimbursed by the PR. As such,
the Secretariat should continue to press for full reimbursement of these amounts.

DRC

4.41. Pending criminal trials are due to take place in London in early 2011, with the
Inspector General as witness. The OIG will continue to provide support to the UK and
Danish police as required.
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Bed nets

4.42. The OIG has received numerous referrals, complaints and allegations of impropriety
regarding the procurement, delivery and distribution (and lack thereof) of significant
quantities of anti-malarial insecticidal nets (LLINs) in many countries in Africa and Asia.
The OIG has assigned two investigators to these matters, and has consulted with experts
from the US Centre for Disease Control on the need to strengthen monitoring of the
efficacy of the nets that are being purchased with Global Fund grant funds. Some
allegations have been lodged that nets have been failing prematurely, and do not possess
the attributes represented by the manufacturer.

4.43. Similarly, allegations have been made in numerous countries that nets have been
stolen, missing and, sold in commercial markets.

Fraud Patterns across Grants

4.44. While no investigation has proven identical, strong patterns of similarities of fraud
have emerged, especially in regions. Across multiple grants programs throughout Africa,
and especially prevalent in Western Africa, “training” events, and associated costs, are
high risk endeavours as manufactured and fictitious supporting documentation is routinely
submitted to support large reimbursements; per diem expense claims are routinely found
to be padded and supported by fictitious signatures. Also prevalent across Africa are
double dipping claims, as is budget padding and a lack of proper and genuine support for
travel and events. Procurement fraud is prevalent in East and Central Asian programs,
including steered contracts to favoured bidders.

Training for the LFA/Secretariat re: Red Flags of Fraud and Corruption

4.45. In light of the patterns of fraud that have emerged across multiple grant programs
that have gone undetected by LFA and Secretariat officials, the OIG is undertaking
presentations for the LFAs, and also for the Secretariat, on common red flags of fraud in
Global Fund grant projects, to alert LFAs and Secretariat officials to these fraudulent
schemes and allow for earlier detection. This initiative is led by the OIG Director of
Investigations and Senior Legal Advisor who has already undertaken three sessions with
LFAs and set out the fraud patterns that are being identified. In these sessions, he has
explained the need for proactive measures to address common patters of fraud and
misappropriation, and made it clear that the OIG is of the view that detection of fraud is
fully within the LFA remit. Relatedly, the OIG will participate in the revision of the LFA
Manual, and suggest significant modifications and clarifications to the duties and
responsibilities of LFAs so that there is in future a clear expectation that they should
identify, and report instances of fraud and other irregularities in grant fund expenditures.
Payment to LFAs who fail to fulfil this critical responsibility should not be made and their
invoices should not be honoured.

Modifications and Clarifications Needed

4.46. In addition to proposed changes in what the LFA’s are asked to do, the OIG has
identified a series of significant potential weaknesses and deficiencies (including the
standard Grant Agreement with UNDP) that pose serious risks to the Global Fund, its staff
and resources, and the effectiveness of the OIG. The OIG has presented the following
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possible areas of weakness to the Legal Office, and has recently received an opinion from
the office. The OIG continues to press the following issues, after reflecting on the Legal
Office opinion, and is working with the Legal Unit on addressing these concerns:

i. A lack of privileges and immunities for Global Fund staff working in country
that exposes such staff to substantial physical safety risk, a lack of
protection from criminal and civil process, and risks associated with travel
and working in country (this is a most serious deficiency). The OIG strongly
encourages the Secretariat and the Board, at the highest levels, to support
the Secretariat’s endeavour to obtain such privileges and immunities by
having the states sign the Agreement on Privileges and Immunities, which
was endorsed by the Board in December 2009, and, because of the
seriousness of the issue and its potential implications for all Global Fund
staff, to condition the disbursement of funds in country on a commitment
from the country that it will bestow such privileges on Global Fund staff in
country as staff from all other international organizations enjoy;

ii. A lack of clearly defined language in the standard agreement with UN
agencies acting as PRs, setting forth the obligations on the part of Principal
Recipients and sub-recipients to cooperate with OIG investigations, to be
transparent, and to allow access of the OIG auditors and investigators to
inspect and retrieve the books, records (including financial), staff, and
financial data gathered and generated by these entities and their employees;

jii. Monitoring and enforcement of money laundering risks are inadequate, and
provisions in the standard grant agreement are not sufficiently robust
despite the fact that they have apparently undergone legal review by
outside authorities. As seen in the recent case in Nigeria (paragraphs 4.31-
4.33), activity typical of money laundering went undetected for some time
in several wire transfers involving large amounts of grant funds from two
PRs, who sought the services of a money remitter who instructed the PRs to
deliver large amounts (in the many millions) of US dollars to several third
parties in North and South America, and in exchange, the remitter, agreed
to wire local currency to the PRs obtained from its own unidentified
“clients”. Neither the LFA the PRs nor the Secretariat identified the issue
until the OIG’s audit and investigation. Importantly, simply prohibiting
“Money Laundering” in grant documents, using those words alone, is
woefully insufficient, as “Money Laundering” is a concept, the nature of
which cannot be readily discerned from a simple reading of its title alone.
Rather, money laundering is a complex set or series of separate (sometimes
seemingly innocuous) acts, taken together, to achieve a certain purpose-
namely disguising or transferring ill-gotten gains into a useable form to
avoid detection and seizure. Many of the individual parts, or acts, may not
be illegal in and of themselves, but yet indicative of an underlying, more
nefarious, purpose.

iv.  There appears to be a lack of understanding of the nature of money
laundering risk, and little to no monitoring of these risks. The OIG itself is
undergoing in house training on this potentially complex topic;

V.  Further, based upon its experience, the OIG has proposed certain
restrictions on typical money laundering activities that are high risk,
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including wire transferring grant fund monies to third parties who are not
directly related in grant program implementation. Such restrictions are
minimally restrictive, and provide valuable and important safeguards which
make firm sense. Despite the realization of this risk in Nigeria, and the
experience of the OIG on this issue, the OIG’s recommendations have not
been adopted. It is clear that the Grant agreement should specifically
define what the particular money laundering risks are, and prohibit wire
transfers of grant funds to third parties that are not directly involved in
Program implementation. The OIG is working with the Legal Office on
identifying appropriate language to be included in grant documents to
address these risks, balancing the need to prevent unnecessary handicaps in
program management;,

vi.  The Global Fund should reinforce, and transmit, to all PRs, the recent Legal
Office opinion that clarifies that the burden of proving that grant funds
were used in furtherance of Global Fund financed programs is upon the
recipient of the funds, and not the Global Fund itself. When questions arise
concerning the propriety of the use of funds, and the PR cannot identify the
manner in which the funds were used by reference to appropriate
supporting documentation, the amount should be clearly identified as a
“loss,” and subject to reimbursement. Based on OIG’s experience, this is
not clear to many PRs who cannot identify the full uses to which grant fund
resources were put;

vii.  Co-mingling of grant funds is a major problem for the OIG and the Global
Fund, affecting many audits and investigations, hampering the ability of the
OIG to identify the full uses to which grant funds have been put, and
routinely extending audits and investigations by significant periods of time
as co-mingling causes significant problems in identifying precisely and
completely, the precise uses to which grant funds were put. It is clear that
some entities are using multiple accounts, and co-mingling of funds, as a
vehicle to cloud the nature of the true expenditures, to make it difficult to
ascertain how the funds have been spent, and to disguise fraud and
misappropriation. Co-mingling should specifically be prohibited, and a
sanction should attach to the PR when the PR co-mingles grant funds with
other income sources. Provisions requiring separate bank accounts for
Global Fund grant funds from other donor sources of funds may not be
sufficient to address the risk, as co-mingling has been seen to still occur in
separate accounts. It is likely that single stream funding, expected to be
mandatory by Round 11, will only compound the problem. Therefore,
mechanisms must be put in place to ensure that the PR has not only the
obligation, but indeed the ability, to specifically and expeditiously identify
all uses to which grant funds have been put. The OIG is working with the
Legal Unit on this issue;

viii.  The Global Fund Secretariat should send a briefing communiqué based on
the Global Fund Legal Services Unit’s opinion that makes clear that the PR is
responsible for losses sustained by the SRs, and may seek indemnity from
the SRs separately. This is important because a significant percentage of
the losses being sustained by the Global Fund are at the hands of SRs and
Suppliers;
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iX. In the event of the identification of losses sustained by the PR, or the SRs
with whom the PRs have engaged and distributed funds to carry out Global
Fund grant programs, funds should be routinely offset against the
disbursement of any further grant funds to the country, irrespective of the
PR or the grant, by the amount of the loss identified or the amount owed as
a result of misappropriation, misuse or the inability to identify the uses to
which fund amounts have been put. This has not occurred in the example
of Mauritania despite OIG’s recommendation to employ the right of set-off
for recovery of lost funds.

Disbursement Pressure and Investigations

4.47. In numerous cases, the Secretariat seeks information from the OIG on active
investigations, including in many instances when the investigation has just been launched.
Risks to the investigation, confidentiality, and the safety of investigators are posed by
premature disclosure, and the dissemination of details of investigations. To address the
balance between the need for OIG to complete timely and comprehensive investigations
free of undue influence and impediments, and the Secretariat’s need for information to
inform further disbursement decisions, the OIG and the Secretariat are working towards a
revision of the Protocol on handling investigations. This will guide dissemination of
relevant confidential information when further disbursement decisions are contemplated.

4.48. However, to date the Secretariat has not been willing to link further disbursement
decisions with lack of cooperation with investigations by country partners. For example,
the OIG has faced impediments in its investigation in Mauritania posed by the Government
of Mauritania, and separately by the Principal Recipient (UNDP). This has resulted in a
standstill for many months, and the lack of progress of the investigation. It is clear that
the Global Fund has sustained steep losses of grant funds in Mauritania (as discussed
above), and a full quantification of losses, and identification of responsible parties, cannot
be made without such cooperation.

4.49. The OIG has requested that the Secretariat include a requirement of cooperation
with the OIG as a condition precedent for further grant disbursements. The grants are
temporarily halted, and monies have been extended for “essential services”. In Mauritania,
the Secretariat has, however, refused to call for cooperation with the OIG to be a
condition precedent to the future flow of funds. In the OIG’s view, these issues are inter-
linked, and for the OIG to be effective, a consequence of non-cooperation must exist.

PART 5: PRIORITY 2 - PROVIDING ASSURANCE ON
OTHER MAIN BUSINESS PROCESSES

5.1. The OIG delivered two reports in April 2010 which sought to give assurance on
other main business processes.

Oversight of Grant Procurement and Supply Management Arrangements

5.2. It is estimated by Global Fund’s Procurement Management Unit that procurement
of drugs and other health related commodities represents approximately 40percent -
50percent of the total expenditure of grant funds and significant sums are spent on
distribution arrangements. Procurement and Supply Management (PSM) related activities
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are therefore critical to effective grant implementation funded by the Global Fund. The
Global Fund five year evaluation raises concerns about the Global Fund PSM oversight
standards lacking rigor. According to this report, failure to increase oversight standards
could put the Global Fund’s investments at risk.

5.3. In accordance with the Global Fund architecture, Principal Recipients have full
responsibility for undertaking grant related procurement and supply management at
country level in accordance with the grant agreement. The Global Fund Secretariat’s role
in grant PSM has been focused primarily on establishing policy and assisting countries with
interpreting policy requirements when procuring products. The OIG’s report shows that
the Global Fund Secretariat also provides limited oversight of the procurement and supply
management processes to ensure PSM is undertaken in a fair, transparent, objective and
effective manner.

5.4. It is for debate whether greater PSM oversight at a country level would be in
conflict with the Global Fund principle of “Country Ownership”. The important question
arises about how far procurement oversight structures established by the Global Fund
Secretariat can go without overstepping its mandate as a financing mechanism and
interfering with the obligations of PRs in relation to PSM. That said the providers of
funding to the Global Fund look for assurance that PSM arrangements are operating
effectively.

5.5. The evidence of shortcomings related to PSM arising from the OIG’s country audits
suggests that the oversight arrangements have failed to spot and mitigate the risks that
have emerged. These country audits reveal the following areas as being consistently weak
across the various countries. The country audits seek to analyze the underlying causes of
these problems and propose solutions to address them.

i. Forecasting drugs and health product requirements;
ii. Developing technical specifications for procurement;
iii.  Absence of or weak procurement policies and procedures;
iv.  High product prices;
V. Poor performance of Third Party Procurement Agents;
vi.  Poor inventory management sometimes resulting in pilferage;

vii.  Poor storage and transportation facilities at national and sub national level;
viii.  Drug stock outs and/or expiries;
iX. Weak procurement planning resulting in frequent emergency procurements;
and

X. Inadequate Management Information Systems.

5.6. The OIG concluded that the way in which these stakeholders are undertaking their
prescribed roles is in some cases less than optimal which affects the quality of PSM
oversight over grant programs. In consequence, the OIG cannot at present give assurance
that the PSM arrangements are operating effectively in the countries audited. As the
Global Fund evolves and more risks are identified arising from the operations of the Global
Fund model, PSM oversight will need to be refined. The OIG has in this report identified
how PSM oversight can be strengthened to enable assurance to be given that PSM
arrangements are operating effectively.
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Grant application process

5.7. The Global Fund provides grants on a discretionary basis in support of technically
sound and cost-effective interventions for the prevention of infection and the treatment,
care and support of persons infected and directly affected by HIV/AIDS, tuberculosis and
malaria. A review of the grant application process was agreed by the Board to be a
priority for the OIG for 2009, to complement a review by the Secretariat of the Global
Fund’s funding architecture, and wider consideration by the Board in 2010 of eligibility for
Global Fund resources.

5.8. In summary, the detailed findings and conclusions of the review (which incorporate
recommended actions) - as set out further below - show that there is clear scope to
improve the existing grant application process to provide better support for the Global
Fund’s policy objectives and funding decisions. In particular:

i There is scope for the Global Fund to benefit from a more structured
relationship between the Board and its committees and the Technical Review
Panel to address policy and implementation issues.

ii. The Board’s governance role would be enhanced by more extensive financial
review of funding proposals (“budget padding” is a common issue raised in the
OIG’s country audits).

jii. More effective evaluation of portfolio performance would strengthen the basis
on which TRP recommendations are made.

iv. There would be benefit in the Global Fund carrying out a review of the high
rejection rate for proposals, with a view to increasing the simplicity of the
proposal process and the availability and effectiveness of technical support to
applicants.

V. The expertise of Secretariat staff and the Global Fund’s partners needs to be
exploited more widely, through closer, more active integration with the
various processes involved in the development and review of proposals. (The
need for such a ‘dialogue’ was recognized in the February 2010 Board retreat)

vi. More useful preliminary screening of proposals could be achieved through
enhanced review of budgets and other elements, and review of the
Secretariat’s role.

vii. TRP review would benefit from wider contact with, and support from,
Secretariat staff and the Global Fund’s partners.
viii. Some measures are desirable to reduce the present compression and review

burden on TRP members, and to facilitate a more effective review of proposals
with better feedback to applicants and the Global Fund’s constituents.

iX. Many of the individual recommendations resulting from this review involve
improvements to the present arrangements (for example to simplify and
rationalize the applications process, and provide improved technical
assistance) which would themselves facilitate better performance against the
Global Fund’s key performance indicators and therefore objectives.
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PART 6: PRIORITY 3 - SUPPORTING KEY MANAGERIAL AND GOVERNANCE
INITIATIVES IN THE SECRETARIAT

Recipients Code of Conduct

6.1. The Ethics and Reputational Risk Assessment commissioned by the OIG (2008) as
part of the Values and Integrity Initiative recommended that the Global Fund should adopt
three codes as an ethical framework for the Global Fund’s operations: a Suppliers Code, a
Recipient’s Code and a Staff Code. The Suppliers Code has now been released after
endorsement by the Board
[https://intranet.theglobalfund.org/Procurement/Pages/CodeofConduct.aspx]. The OIG
have now taken the initiative to draft a Recipient’s Code (Annex 2) to set ethical
expectations for all recipients. The proposed policy is largely modelled on the Suppliers
Code of Conduct.

6.2. The OIG has presented the draft Code to the Legal Unit whose feedback is
reflected in the draft attached. The OIG now seeks consideration and endorsement from
the Finance and Audit Committee (FAC) the Ethics Committee, the Policy and
Implementation Committee (PIC), and the EMT.

PART 7: PRIORITY 4 - STRENGTHENING THE OFFICE OF THE INSPECTOR GENERAL

7.1. The greatest challenge in strengthening the OIG is recruiting well qualified core
staff, both auditors and investigators. In practice the OIG has been obliged to re-advertise
(sometimes multiple times) for many posts and 7 (out of 23) posts are currently unfilled.
Some well qualified candidates are not applying and a number have turned down posts in
the OIG because of the compensation offered. The OIG have been informed by the Human
Resources Unit that the Global Fund is not competitive when measured against
comparators (the development banks and the European Commission). The Inspector
General has requested that the offers by the Human Resources Department take into
consideration factors other than simply net annual earnings in the prior year, including:
level of education, the special skills sets of the staff needed (forensic specialists, lawyers,
prosecutors and investigators with international white collar fraud experience), other
offers received, value in the private sector, etc. The current model stresses, most
importantly, simply the last year’s annual salary of the candidate, a much too narrow
focus. Potential recruits complain that offers fail to reflect adequately the cost of living
in Geneva, and provide an appropriate incentive to relocate, as most suitable candidates
are recruited from distant locations. The Inspector General has reached an impasse on
this issue and the Chair of the FAC has agreed to broker a solution. At this point, the
Inspector General sees no alternative other than to break away from the Global Fund’s
uncompetitive and inflexible compensation model.

7.2. The resource ‘crisis’ is particularly severe for the Investigations Unit which has
seen a dramatic increase in the number of referrals of complex fraud and corruption cases.
As noted above most of the OIG’s audits now result in a referral for investigation. Even
without the audit referrals, the Investigations Unit currently has more than 100 active
cases, 63 of which remain unassigned and unaddressed because of the lack of resources
and staff to address them.
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7.3. The Whistle-blower hotline and the OIG referral email accounts have seen an
increase in reports of misconduct and abuse. Thus far in 2010, 28 complaints have been
made to the OIG through these reporting lines, and 12 additional matters have been
referred from the Secretariat. Out of these 40 referrals, the OIG has determined,
following preliminary assessment that 11 should move forward to active investigations.

7.4. The fraud investigations in Mali, Mauritania, and the Ivory Coast are extremely
resource intensive, and require teams of several investigators with diverse skill sets. The
complexity, and sheer volume of records and documents, necessitates a significant
commitment of investigative staff, support and resources. Similarly, the anti-malarial
drug theft investigation will also require substantial resources and staff. As the projected
losses as a result of these fraudulent/leakage schemes are substantial, the investment of
significant time and resources is well justified. In addition to the recoveries of $16.84M
identified at paragraph 32 (c) arising from the audits of Cameroon, Cambodia, Zambia and
Haiti, the OIG have identified a further $17.81M that needs to be recovered arising from
investigations in progress. Cases involving lesser amounts of alleged loss, and lesser
severity, are given less priority.

7.5. The OIG has recently appointed a new Director of Investigations at the G8 level.
He will also continue to assume the role of Senior Legal Advisor to the OIG, and the
combined functions will allow the OIG to return the salary commitment for the Senior
Legal post, resulting in a substantial financial saving.

7.6. Nevertheless, the OIG is severely short of staff in the Investigations Unit. The OIG
could double its staff and still not address all the cases in its inventory. The investment in
OIG is well worth the cost, as the OIG has identified substantial amounts that need to be
recovered, and its efforts have led to recoveries, far in excess of its budget.

7.7. The OIG is committed to undertaking a Quality Assurance Review of the audit
function in 2011 as required by professional standards. This would start with an internal
self-assessment to identify areas for improvement followed by an external validation. The
Investigation Unit will also undergo a peer review of the function in 2011 by a competent
peer with relevant expertise.

PART 8: PROPOSED 2011 PRIORITIES AND PLAN

8.1. The proposed audit plan for 2011 is at Annex 1. The OIG is proposing to undertake
15 country audits and 10 diagnostic reviews in 2011. The number of Secretariat based
‘reviews’ will be five. A number of outstanding business processes will be affected by the
implementation of the outcome of the Global Fund architecture review and it would be
better to let the new processes ‘bed in’ before further reviews can be undertaken.

8.2. Investigations are by their nature unplanned. The challenge is to secure the
appropriate resources to handle the demanding caseload expeditiously.
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Proposed OIG Budget for 2011

8.3. The 2011 budget and the forecast till the end of the year are summarized in the

table below.

2011 2011 2010

Investigations Audit 2011 | Revised**

000s 000s Total uss$

Staff numbers * 19 8 27 23
Staff costs 3,825 1,679 5,504 2,861
Consultancy costs 6,150 4,450 10,600 7,913
Travel costs 1,000 935 1,935 1,250
Computer related costs 378 30 408 53
Office infrastructure and other 54 65 119 150
11,407 7,159 | 18,566*** 12,227

* The total staff count is 30 staff. The IG and two administration staff are not allocated to the
two units.

** Revised 2010 budget is subject to the Board approval.

*** The Secretariat has proposed a separate provision to fund a potential impact of foreign
exchange differences amounting to USS 1.1 million.

8.4. The OIG has already identified in this report the rapid emergence of a heavy
investigation caseload that is insufficiently resourced due to a lack of investigative staff
and funds. Moreover, the OIG has identified 48 additional cases that remain unassigned as
a result of this deficiency in resources.

8.5. The rapid increase in referrals of cases for investigation is in part as a result of the
fact that most of the OIG’s audits now result in the identification of “red flags” of fraud,
corruption and misappropriation and therefore require a follow on OIG investigation. The
increase is also attributable to an increase in the number of referrals from the whistle-
blower hotline and email service asserting allegations of fraud, financial misappropriation
and gross mismanagement in Global Fund grant programs; and an increase in the size,
breadth and complexity of cases after the investigation has commenced.

8.6. Significant high priority cases in which significant amounts of grant funds have been,
or are at risk of, misappropriation, are extremely resource intensive, involve extraordinary
amounts of documents, transaction data and records. Because of the demanding caseload,
the OIG is required to draw upon contracted, often highly specialized support, including
computer specialists, forensic auditors and accountants, and investigators with experience
in international financial fraud matters to undertake and complete such cases in a timely
and thorough manner.

8.7. The cases are large and complex, and often involve hundreds of thousands of
documents, numerous transactions and many subjects over large geographic regions.

8.8. The OIG has identified at least 12 such priority matters that cannot be staffed due
to present resource and investigative staff restraints. Without adequate investigation, the
grant programs will continue to lose money, perpetrators will not be identified and will be
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allowed to continue acts of theft, misappropriation and embezzlement, losses will not be
interrupted, and restitution and recovery cannot be attained.

8.9. Based on the current trend, without resource increase, the number of completely
unaddressed cases will reach by the end of 2011 unless further resources are committed to
the OIG.

8.10. The OIG budget paper submitted to the FAC sets out in detail the number of
investigators that must be added to priority cases, and the precise need for forensic
services, in order to address the risks and recover lost funds. The Budget Paper also
provides extended discussion of the types of priority matters that are understaffed, or are
not currently being staffed, as a result of the resource shortfall.

8.11. As explained in full in the OIG Budget Paper, the OIG has proposed an additional
investigative staff complement of 4 additional investigators; 1 report editor and 1 analyst,
and an administrative support staff to address the need.

8.12. As a result of the foregoing, the OIG has proposed an amended budget for 2011 of
$ 18.700 million. The increase is purely driven by the additional investigative work and
corresponding resource demand. A contingency of SUS 3 million, forming part of the
USS 18.700 million budget proposed, would be held until such time as it may be required.
If it is, the OIG would return to the FAC for authorization to utilize these funds.

8.13. On 15 November 2010, the OIG presented the amended 2011 budget to the FAC,
and after a full and thorough discussion, the FAC endorsed the OIG’s proposed budget.

8.14. Similarly, at the FAC meeting in Geneva on 19 October, 2010, the OIG presented
the justification for a supplemental budget allotment in favour of the OIG in 2010, in
order to immediately staff priority investigations cases. The OIG proposal was adopted
and approved by the FAC, and sent to the Board for confirmation. This supplemental
allotment was taken into account by the OIG in proposing its 2011 budget.
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Annex 1
THE OIG’S PROPOSED 2011 AUDIT PLAN

Background

1. The seventeenth Session of the Board approved “The Priorities for the Office of the

Inspector General” (GF/FAC10/03). The Paper identified the following as priority areas:
(a) Providing assurance on grant processes;

(b) Providing assurances on other main business processes;

(c) Supporting key managerial and governance initiatives in the Secretariat;

(d) Investigations and related initiatives;

(e) Building appropriate capacity in OIG; and

(f)  Creating awareness about OIG.

2. The OIG recognizes that an annual plan is important as a mechanism to show how it
intends to meet its goals, objectives and mission as set out in the Board approved strategy.
Through the different assignments proposed in this audit plan, the OIG seeks to provide
assurance that the Global Fund resources are spent wisely to save lives. This plan includes
the subjects scheduled for audit during 2011, a statement of the scope of each audit and
the estimated time required to complete the audit.

3. It is important to prepare an audit plan because it:

(a) shows about how these priorities will be tackled and the implications of this for
the audit team

(b) provides an identifiable basis for the role of the OIG and justification for
obtaining budgetary funds and approval;

C) prioritizes what audits will be undertaken on an on-going basis;

d) aids the efficient allocation of limited resources;

e) eliminates potential for undertaking overlapping pieces of work; and

f) provides a basis for managing audit personnel.

— o~ — —

4, The preparation of an annual audit plan is in compliance with the International
Standards for professional practice of Internal Auditing. To establish and maintain
professional competence, the OIG applies the Standards for the Professional Practice of
Internal Auditing promulgated by the Institute of Internal Auditors (llA) and International
Organization of Supreme Audit Institutions (INTOSALI).

5. In general, the audits will take two forms i.e. planned/ routine audits and specific/
ad hoc audits. The planned audits are those that are identified in the annual OIG audit
plan and are selected based on a risk assessment prepared or updated at least annually.
Typically about 80percent of audit time will be spent on these assignments. The specific
ad hoc/focused audits are not indicated in the annual OIG plan but occur due to emerging
issues on which the OIG has to provide assurance. These may take up about 20percent of
audit time. These ad hoc audits are also budgeted for in the annual audit process.
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6. The audits will also take place at two levels i.e. Secretariat and country level:
Secretariat audits involve the audit of processes and systems at Secretariat level, and
country audits are undertaken and cover the use of Global Fund resources at a country
level. The audits will cover functional areas where risk factors have been identified either
at Secretariat or country level.

The scope of the audits

7. The audits and reviews that are undertaken by the OIG taken on different forms i.e.
they are driven by the objectives. In 2010, the OIG has undertaken 20 country audits and
4 reviews. The country audits have more or less the same objectives and the reviews
cover several of the following forms:

(@) Financial reporting which involve a review of the auditee's records and reports in
order to confirm that financial transactions are properly recorded and reported;

(b) Procurement which involve verifying that procurements have been undertaken in
accordance with established procedures and best practices;

(c) Operating processes which involve a review of the auditee’s operating processes,
procedures and associated internal controls;

(d) Compliance which involves verification of whether or not the auditee is in
compliance with established contractual requirements, policies, procedures, laws,
regulations;

(e) Grant management which ensure that the systems, processes and controls in place
were efficient and effective in supporting the achievement of grant objectives

(f) Information systems which analyze the results achieved and the effectiveness,
efficiency, confidentiality, integrity, availability, compliance, and reliability of
data and programs in computer and communication systems;

(g) Internal control which covers the adequacy of the internal control structure in
ensuring that grant assets are safeguarded against possible loss, misuse and abuse;

(h) Value for money: reviews: which assess whether value for money was obtained
from the funds spent. This entails verifying whether funds were used economically,
efficiently and effectively; and

(i)  Follow-up engagements where the OIG team reviews administration's action plans
implemented based on a previous audit.

Definition of the process

8. The IIA standards recognize that due to resource constraints it is impossible to have
100percent coverage of an audit population and therefore call for the prioritization of
audits on the basis of risk but require the work undertaken to be sufficiently
comprehensive to ensure the effective and regular review of all operational, financial and
related activities.

9. In order to provide practical guidance and an authoritative framework for the
development of the risk assessment model and audit plan, this plan was developed based
on the following basic principles:

(@) Audit resources are limited, thus prohibiting one hundred percent audit coverage
each year. This limiting factor makes it essential to utilize risk assessments to help
OIG prioritize audits.

(b) This plan is viewed as a flexible and dynamic tool that can be amended throughout
the year to reflect changing Global Fund risks and priorities.

(c) This plan gives consideration to work performed by other auditors e.g. the audit
work that will be undertaken by UNDP.
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(d) This plan is developed with the understanding that there are inherent risks and
limitations associated with any method or system of prioritizing audits. As a result,
the risk factors and scoring process will be periodically evaluated and modified, in
order to improve the audit plan.

(e) The risk assessment criteria used in the ranking of the audit proposed places an
emphasis on perceived or actual knowledge of systems of internal control.

10. The 2011 audit plan has been developed by combining a review of the audit
universe, risk analysis, and management input. The process followed in developing the
audit plan was to:

(@) Determine the auditable universe and its component parts;

(b) Measure the risk of each part of the universe and identify activities exposed to high
risk;

c) Rank the component parts by risk;

d) Determine the time necessary to complete audits;

e) Distribute available resources in the most efficient manner; and

f)  Develop annual audit plans.

— o~ — —

Audit universe

11.  The first step in developing the audit plan and the risk assessment model has been
to establish an audit universe representing the total population of potential audits. The
OIG has identified the primary audit population as the main business processes as well as
the countries that receive funding from the Global Fund. The OIG recognises that other
potential audit segments can be defined e.g. (i) Organizational units and teams within
each cluster; (ii) Transaction cycles or functions that cut across the universe such as risk
management; (iii) Individual expenditure items or processes such as travel, LFA costs,
fixed assets; (iv) grant management processes e.g. disbursements, grant negotiations etc.

12.  This audit plan is therefore based on developing a realistic audit universe. An audit
universe represents the potential range of all audit activities and is comprised of a
auditable entities i.e. countries, processes, programs, activities, functions, structures and
initiatives which collectively contribute to the achievement of the Global Fund’s strategic
objectives. The audit universe is appended as attachment 1.

Risk assessment process

13.  The objective of the process of risk assessment is to identify and prioritize
potential audit areas which pose the greatest risk and liability to the Global Fund. The
most important basis for selecting an entity/process for an audit is the application of a
risk assessment model. Risk assessment is a process used to assign a number or score to
potential audit areas based upon specific risk factors related to an auditee’s operations,
internal controls, and liability to the Global Fund. Risk is a function of the probability that
such consequences will occur, their magnitude, and their imminence. This process
resulted in the allocation of limited available resources to areas of the Global Fund’s
activities that are most critical to the success of the organization in reaching its goals.

14.  Overall the OIG’s efficiency and effectiveness is increased when the audit effort is
matched to risk in the various auditable entities/processes of the organization. A rating as
"high risk" does not necessarily mean that the unit is perceived to have control problems,
but rather is a reflection of the criticality or impact of the unit to the Global Fund’s
mission. Areas with the greatest risk exposure therefore become priority audits.
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15.

Typical considerations with regard to risk that are taken into account in selecting a

process or country for audit are:

(@)
(b)
(€)

16.

Utilization of risk assessment criteria for country audits (described below);

Budget allocations;

Knowledge of operations and controls for Secretariat processes i.e. the number and
nature of potential risk events to which the auditable entity is exposed as a result
of its business conditions/risk factors;

Input from stakeholders e.g. Secretariat, Board members etc.;

The severity of consequences if the risks to which the entity is exposed
materialize;

Benchmarking against audit priorities of other entities; and

The auditable entity's current and anticipated business conditions and the presence
of risk factors etc.

Great care is taken with the selection of these audits to ensure that there is

comprehensive audit coverage and taking into account the resource restrictions e.g. staff
and budget restrictions. The approach also builds ample hours into the plan for specially
requested audits not originally captured in the plan, and for urgent audit issues that arise
throughout the year. This approach provides the OIG with a great deal of flexibility to
address emerging issues in a timely manner.

Secretariat reviews

17.

For the Secretariat reviews, the OIG has reviewed the clusters, units, transactions

and processes and assess them based on a number of key risks such as:

@)

(©)

(d)

(e)

Financial risks that cover assets (plant, equipment, human, etc.), budgets, cash,
expenses, financial records (accurate, timely, useful information), investments,
inventories, operational effectiveness, quality products and services, reserves,
revenues, and separation of duties.

Reputational risks arising from the oversight responsibilities assigned to the
Secretariat (for example oversight of grant procurement) and whether adequate
oversight is exercised to manage the risk of compromised products e.g. counterfeit
drugs being distributed by recipients.

Technology related risks that cover access privileges, audit trails, authentication,
authorization, backup procedures, business continuation, change management
(software and hardware), code (secure code so that data is not compromised), data
conversion, data integrity, disaster recovery, infrastructure, information security,
interfaces, network security, physical security, reconciliations, standards (policies,
procedures, guidelines), and reputation (compromised data).

Managerial risks deal with alignment with the Global Fund mission (mission, vision,
and goals), authorization, decision-making, delegation, policies and procedures,
project management, oversight and monitoring, roles and responsibilities, reporting
(useful, reliable, and timely information for decision making), reputation, and
operational efficiency (minimize processing time, etc.).

Behavioural risks deal with communication and information sharing, human assets
(knowledge, experience, and training of staff), managing and leading people, work
environment, and public relations.
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(f) Legal risks deal with applicable laws and regulations (release of personal data to
unauthorized people, compliance with applicable laws and regulations, etc.).

18.  Several risk factors have then been considered during the assessment and these
have affected the decision to include a unit or process in the audit plan such as:

Whether it is a core business processes;
Quality of internal controls;
Financial materiality;
Expected results not achieved;
External sensitivity e.g. political or adverse publicity;
Management accountability and oversight;
Complexity of operations;
Risk of financial loss;
Technology glitches that may affect data integrity, security, recovery etc;
Emerging compliance issues;
Major changes to structures, systems or processes;
Alleged irregular conduct has occurred;

) Request from the Board or the Secretariat; and

n) Length of time since the last audit.
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Country audits

19. The OIG has developed a risk assessment model which is under further
development by the Country Programs Cluster for its own use. The model ranks all
countries according to six objectively verifiable, quantitative indicators that together
determine the overall risk to the achievement of the Global Fund country program
objectives:

(a) perceived risk of grants to fraud and misappropriation based on the Transparency
International Perception Index;

(b) size of grants;

(c) number of grants per country;
(d) burn rate of the grants;

(e) the LFA rating; and

(

f) if any allegations have been received from the country.

20. Based on this assessment, countries with greater risk will be audited more
frequently, but it is important to audit lower risk countries as the risk assessment process
is not an exact science. The process is a dynamic and continuous process. Throughout the
year, the OIG obtains current information about grants for use in the risk assessment
process. Additionally, the Office obtains input from key stakeholders e.g. Secretariat and
Board members throughout the year to identify any emerging key risks. The risk factors
and scoring process are reviewed and refined as needed.

Number and level of effort required for audits

21.  This section highlights the audits planned for 2011. Details are contained in
Attachment 2.

22. Situations often arise that may call for a change within an audit plan. All such
changes will be discussed with the Secretariat in a timely manner.
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Country audits

23.  The OIG will undertake 15 country audits. The countries will be selected through a
combination of the country risk model and consultation with the Secretariat.

(@) Twelve high risk country audits identified from the risk model. The OIG will ensure
that at least one audit is undertaken per region. The receipt of allegations may call
for an audit to be advanced and in consequence other audits may need to be
deferred;

(b) Two countries will be selected as offering best practice (i.e. low risk);

(c) A review that summarizes lessons learned from the country audits undertaken in
the past year.

24.  The country audits will be led by a team leader from OIG. They will be supported
by financial auditors, a procurement and supply chain management specialist and a public
health specialist. Other experts e.g. engineers may be co-opted onto the audit depending
on the program activities.

25.  All audits have in the past been scheduled for five weeks. The OIG in 2010 has
concluded that this time frame is inadequate for the larger (in terms of size of
disbursements, and number of PRs) and/or higher risk audits. The OIG in 2011 will give
cognizance of the size and risk profile of an audit in ensuring that the allotted audit
timeframes are adequate. Audits will be classified as small medium and large with
allocated timeframes for small audits being five weeks and larger higher risk countries
having timeframe of up to eight weeks.

26.  The resultant report will be presented by functional areas i.e. (i) governance and
institutional arrangements; (ii) financial management; (iii) Sub grant management; (iv)
procurement and supply chain management; (iv) public health and (v) oversight functions.
Good internal control practices or significant achievements found during the audit will be
highlighted in the report, but they will not discussed in depth given that the purpose of
the audit is to identify important risks and issues that need to be addressed.

27. Recommendations will be made to address areas of identified risk. The
recommendations will be prioritized. The prioritization has been done to assist
management in deciding on the order in which recommendations should be implemented.
However, the implementation of all recommendations is essential in mitigating identified
risks and strengthening the internal control environment in which the programs operate.

Country diagnostic reviews

28.  The OIG undertook 20 audits in 2010 and would like to replace the five of the 20
with 10 shorter, more focussed country diagnostic reviews. The purpose of these reviews
will be to assess whether the controls that have been put in place by the Global Fund to
safeguard Global Fund resources are operational. They will help identify systemic risks
and seek to find high level solutions to challenges identified in the countries. Good
practice noted within the region will also be shared.

29. Country diagnostic reviews will be undertaken by financial experts. They are
scheduled to take place over a two week period. They will cover 3-4 countries in a region.
Unlike country audits, one report will be produced per region and the resultant report will
highlight common problems for resolution by the Secretariat. They will also be a basis for
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identifying high risk countries that warrant an in-depth audit in the following year. The
OIG will share the proposed methodology with the Secretariat before these reviews are
rolled out.

Secretariat reviews

30. In line with the Priorities paper, the OIG will undertake reviews of the key
businesses in the Secretariat. Most of the areas identified for review in the Secretariat will
require specialist skills and the OIG will identify suitably qualified experts to work
alongside the auditors to undertake the relevant reviews. The OIG proposes to undertake
the following reviews in 2011:

(@) Performance based funding at work: Performance based funding is one of the
principles on which the Global Fund was founded. The OIG has in the past
reviewed some aspects of performance based funding as it has undertaken country
audits. The OIG will review the appropriateness and soundness of established
structures, policies and procedures relating to performance based funding
established by the Global Fund and their operation under the current Global Fund
architecture.

(b) Procurement of bed nets across countries: The Global Fund investment in the
purchase of bed nets is very high. The OIG hotline has picked up many cases of
flawed procurement processes with regard to the purchase of nets. The OIG will
undertake a review of nets across various countries and identify ways in which the
procurement processes can be strengthened.

(c) Risk management at work: The Global Fund has in the past two years embarked on
formalising risk management in its business operations. The OIG will review the
processes in place and provide assurance on the management of risk by the Global
Fund.

(d) Resource mobilization: This is a key business process for the Global Fund and the
OIG will review the operations of this process and provide assurance on its
operations and effectiveness.

Staffing in the audit Unit

31. As mentioned earlier, no audit unit is of a sufficient size to carry out all the
necessary audits simultaneously, or even within the time span of one fiscal year. A
fundamental principle to be applied is that the audit unit be of a sufficient size and
capability to address the areas of concern to the Board and Secretariat, with an adequate
frequency, over a reasonable time horizon i.e. usually three to five years. If risk factors
reflect management concerns, then they can be used as a basis for establishing the audit
unit’s required staffing to address the highest risk areas or those with the highest
risk/audit cost payoffs.

32. The Audit Unit will comprise of a Director of Audit, two Audit Managers and five
Audit Team leaders. All team leaders will be responsible for undertaking 3 country audits
per year. That will on average put them in the countries for about 18 weeks in the year.
In addition to these audits, they will be responsible also for the 10 diagnostic reviews.
This will allow the team leaders ample time to plan for the country audits and also to
finalize the audits, prepare the working papers and reports.
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Audit Universe (Secretariat processes)

Attachment 1

Main Processes Component Activities Ranking | Covered Rationale
Management and Supporting the Board & Board Committees | L e Partly e Core business processes
Governance Processes | Evaluating the Fund’s Impact and H covered in e There are several
Performance the Five Year processes undergoing
Managing the Secretariat H/M Evaluation change which need to
Maintaining an appropriate organizational | M e Some aspects ‘settle’ before they are
structure with defined authorities and will be audited.
accountabilities covered in
Governance Reporting & Strategic M the Post ASA
Information review
Developing Organizational Strategy, Policy, | M
Plans
Managing External Relations H
Establishing & Monitoring a Risk H 2011
Management Framework
Promoting Ethical Standards & Conduct, H 2008
Encouraging & Protecting Whistle-blowers, On going
Reducing Risk of Fraud.
Planning for Business Continuity/Disaster H 2012
Recovery
Resource Mobilization | Mobilizing resources H Late 2011 e Core business process
Processes Fostering Appropriate Global Partnerships, | L o External sensitivity
Private Sector Partnerships & Co-
investments
Tracking pledges & contributions M
Resource needs forecasting M
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Main Processes Component Activities Ranking | Covered Rationale
Replenishment H
Grant Approval Proposal process M 2009 Reviewed the TRP process.
Processes The country part of proposal
writing is covered during the
country audits
Negotiating & processing grants H Ongoing This is covered as part of the
Grant renewals H Ongoing country audits. The OIG will
Grant consolidation and reprogramming H Ongoing develop a lessons learned
report once it has
undertaken a body of work.
Grant Delivery Managing Grant Disbursements H 2010 Key business process
Processes Audit arrangements H 2008 Key oversight process
Grant closure process M Currently covered under
country audits
CCMs H Ongoing Key oversight structure. This
is covered as part of the
country audits
Additional Safeguard countries M 2011 Key risk mitigation process.
It will be covered in the risk
management process
LFAs H Ongoing
Monitoring Procurement H 2009
Leveraging Technical Assistance M Covered under country audits
Performance based funding at work H 2011
Legal, Financial, HR & | Regulatory Reporting/compliance L
Administrative
Processes
Litigation L
Managing the Contracting Process M There have been several

reviews that have covered
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Main Processes

Component Activities

Ranking

Covered

Rationale

this process

Knowledge Management L
Performance Evaluation M Processes still under
Recruitment development and need to be
Learning & Development given a chance to embed
Leadership Development
Compensation
IS strategy, operations, security H Processes still under
development
Public & Internal Communications M
Operational planning/budgeting, Managing | H Covered under the financial
Expenditures, Accounting and financial audit
reporting
Providing office facilities L
Managing Structural projects - ASA H 2010
transition
Global health initiatives e.g. health system | M 2009 Partially covered under the
strengthening grant application process.
New initiatives VPP H 2010
AMFM H Just had an evaluation
undertaken
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Attachment 2

Objectives of proposed audits/reviews

Directorate | Audit Type

Objective

Country e 15 Country audits

Programs e 10 Country diagnostic
reviews

e Lessons Learned from
Country audits and
reviews

a.

Assess the efficiency and effectiveness
in the management and operations of
the grants;

Measure the soundness of systems,
policies and procedures in safeguarding
Global Fund resources;

Confirm compliance with the Global
Fund grant agreement and related
policies and procedures, and the related
laws of the Country;

Identify any other risks that the Global
Fund grants may be exposed to and
measures in place to mitigate such risks;
and

Make recommendations on management
of the Global Fund grants based on a-d
above.

SPE e Audit of bed net
procurements across
countries

Measure the soundness of systems,
policies and procedures in safeguarding
Global Fund resources in the
procurement of nets;

Confirm compliance with the Global
Fund grant agreement and related
policies and procedures, and the related
laws of the Country;

Ensure that value for money is obtained
from the procurement of nets;

Identify any other risks that the Global
Fund grants may be exposed to and
measures in place to mitigate such risks;
and

Make recommendations on management
of the Global Fund grants based on a-d
above.

Cross e Risk Management at
cutting work

Review the appropriateness and
soundness of established structures,
policies and procedures established by
the Global Fund in managing risks that
would otherwise inhibit the Global Fund
meeting its objectives;

Review and give assurance on the risk
management processes and that risks
are appropriately identified, analysed,
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Directorate

Audit Type

Objective

C.

prioritised and mitigated.
Review the mechanisms in place to
manage and report the key risks.

SPE

e Performance based
funding at work

Assess the application of the
performance based funding principle in
the operations of the Global Fund
grants;

Review the appropriateness and
soundness of established structures,
policies and procedures relating to
performance based funding established
by the Global Fund;

Review the compliance to this principle
by reviewing a sample of grants
undertaken; and

Identify any risks that may arise in the
application of this principle and the
adequacy of measures taken to mitigate
them; and

Develop recommendations to address
any areas that need enhancement.

External
relations

e Resource mobilisation

Conduct a review of the Global Fund
resource mobilisation and assess its
effectiveness having regard to the
challenging environment under which it
operates. .

Review the factors that affect the
organization’s ability to raise funds,
taking into account both those
generated internally and those
emanating from the external
environment.
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Annex 2

CODE OF CONDUCT FOR RECIPIENTS
Introduction

1. As a major financing institution in the fight against AIDS, tuberculosis and malaria, the
Global Fund recognizes the importance of accountability for all entities that are entrusted
with its resources and the paramount need for the Global Fund and its partners to exercise
the utmost integrity in its operations. Transparency, accountability and integrity are critical
components for the success of the Global Fund in achieving its mission.

2. As stated in its Framework Document, a core principle of the Global Fund is to operate in
an open, transparent and accountable manner. Consistent with this core principle the the
Global Fund expects its partners, including the first recipients of its grant funds (“Principal
Recipients”) and all subsequent recipients (“Sub-recipients”) to adhere to the highest
standards of integrity in their operations.

3. The goal of this Code of Conduct for Recipients (“Code”) is to set out the Global Fund’s
expectations of standards of ethical conduct to be achieved and adhered to by all recipients
of grant funds, and to enlist the commitment of all entities that receive Global Fund grant
funds to act in full compliance with the core principles of transparency, accountability and
integrity.

4. This Code supplements the Code of Conduct for Suppliers, (cite web address), which
together with this Code articulate the foundations of the Global Fund’s Values and Integrity
Initiative. The Code of Conduct for Suppliers is linked to the Sanctions Procedure that may be
found (cite web address). Violations of this Code of Conduct for Recipients are first
addressed by the Executive Director or his designee, and may then be presented to the
Sanctions Panel at the discretion of the Inspector General and the Executive Director, as set
forth in the Procedure.

Scope of this Code

5. This Code requires all recipients of Global Fund financing, including Principal Recipients,
Sub-recipients, and all other recipients, including the Global Fund’s Country Coordinating
Mechanisms, procurement agents and buyers (hereinafter “Recipients”) to observe the
highest standard of ethical conduct in Global Fund activities and exercise the utmost care and
integrity in the use and appropriation of grant funds. In particular, this Code requires all
Recipients to preserve and protect the grant funds entrusted to them, and to ensure that such
Global Fund financing, including the monies and assets disbursed, are used solely for the
purposes set out in the Board approved grant proposal and in accordance with the Grant
Agreement under which they were disbursed, and under no circumstances are those grant
funds to be misappropriated, embezzled, misdirected or misused in any manner whatsoever.
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6. Principal Recipients, Sub-recipients, other recipients, Country Coordinating Mechanisms,
procurement agents and first line buyers are required to ensure that this Code is
communicated to and complied with by all entities which receive funding that has originated
from Global Fund financing. Recipients will ensure that this Code is communicated to all
their affiliates, officers, employees, subcontractors, agents and intermediaries of Recipients
and Sub-recipients (each a “Recipient Representative”) and will take all reasonable steps to
ensure compliance by Recipient Representatives, including taking immediate action in cases
of non-compliance. Breaches of this Code may result in a decision by the Global Fund to
sanction the Recipient, the Sub-recipient and / or the Recipient Representative involved,
suspend disbursements or terminate funding.

Fair and Transparent Practice

7. The Global Fund does not tolerate corrupt, fraudulent, collusive, anti-competitive or
coercive practices of any kind involving its resources, including grant funds, nor any
misappropriation or diversion of its funds. The Global Fund will take strong and immediate
action in all circumstances where it determines that there is substantive and credible
evidence of misappropriation, embezzlement, fraud, collusion, anti-competitive or coercive
practices.

8. Recipients are expected to exercise diligence in ensuring that grant funds are used for
their intended purposes, and reach the intended beneficiaries of the Global Fund financed
programs. Principal Recipients are also required to ensure that all Sub-recipients adhere to
all principles set forth herein, and meet all the obligations incumbent upon Principal
Recipients expressed in this Code as well as the relevant Grant Agreement between the
Global Fund and the Principal Recipient.

9. Recipients of grant funds and resources are expected to utilize Global Fund resources in a
transparent, fair, accountable and honest manner. They are also expected to uphold the
principles of good faith and fair dealing, and follow generally accepted standards of good
procurement practice as well as all applicable rules and regulations regarding fair
competition .

10. Recipients will not, directly or indirectly, including through an agent or other
intermediary, engage in corrupt, fraudulent, collusive, anti-competitive, coercive practices,
and shall not engage in embezzlement, theft, misappropriation or misuse of Global Fund grant
funds. For these purposes:

“corrupt practice” means the offering, promising, giving, receiving or
soliciting, directly or indirectly, of anything of value or any other advantage
to influence improperly the actions of another person or entity;

“fraudulent practice” means any act or omission, including a misrepresentation,
that knowingly or recklessly misleads, or attempts to mislead, a person or entity
to obtain a financial or other benefit or to avoid an obligation;

“coercive practice” means any act or attempt to influence improperly the
decisions or actions of a person or entity by impairing or harming, or threatening
to impair or harm, directly or indirectly, such person or entity or their property;
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“collusive practice” means an arrangement between two or more persons or entities
designed to achieve an improper purpose, including influencing improperly the actions of
another person or entity;

“fraud” means intentionally obtaining money or property by false or fictitious
representations or promises, or material omissions;

“embezzlement” or “theft” means the act of dishonestly taking, appropriating or
secreting money or assets not rightfully belonging to the individual or entity, including
diversion of monies entrusted to the individual or entity as a fiduciary or in connection with
an official responsibility;

“misappropriation” is the intentional misuse or misdirection of grant funds for
purposes that are inconsistent with the stated goal of the project or program, including for
the benefit of the individual, entity or person they favor, either directly or indirectly.

Conflict of Interest

11. Principal Recipients shall take all necessary precautions to avoid conflicts of interest.
Principal Recipients and all Sub-recipients shall maintain standards of conduct that includes
the prohibition of conflicts of interest in connection with the award and administration of
contracts, grants, or other benefits.

12. If the Principal Recipient has knowledge or becomes aware of any actual, apparent or
potential conflict between the financial interests of any person affiliated with the Principal
Recipient or any Sub-recipient, the Country Coordinating Mechanism, the Local Fund Agent,
or the Global Fund and that person’s duties with respect to the implementation of the
Program, the Principal Recipient shall immediately disclose the actual, apparent or potential
conflict of interest directly to the Office of the Inspector General of the Global Fund.

Anti-Corruption

13. Recipients shall not solicit, offer, give or receive, or promise or represent to offer, give or
receive, fees, gratuities, rebates, gifts, commissions, other payments or benefits, except as
disclosed in full to the Global Fund. This shall include, but not be limited to, activities in
connection with the procurement process, in contract execution or in any determination of
the use, employment, assignment or participation of any other recipient, including all Sub-
recipients.

14. Without prejudice to the provisions of Article 5 of this Code, Recipients of Global Fund
grant funds and resources shall take all necessary steps and precautions to preserve and
protect the grant funds, and ensure that the resources and assets disbursed are used solely
for the purposes for which they were intended, and are not diverted, misappropriated,
embezzled or misused in any way.

15. Recipients and Recipient Representatives will not use Global Fund grant funds for
personal gain or any purpose for which they have an interest, financial or otherwise.
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Compliance with Laws

16. Recipients and Recipient Representatives will comply with all applicable laws and
regulations in countries where they do business, as well as the publicized rules, regulations
and policies of the Global Fund that apply to their areas of work.

17. Recipients and Recipient Representatives will ensure that all Global Fund grant funds are
not used to support, finance or promote violence, aid terrorists or terrorist-related activity or
fund organizations known to support terrorism.

18. Recipients and Recipient Representatives will not engage in money-laundering activities.
This includes any kind of activity which hides or is intended to hide the fact that funds have
been obtained illegally or are connected with the proceeds of crime, e.g. through fraud or
bribery or other illegal activity.

19. Parties responsible for violation of this Code will face sanction, including possible
debarment from further activities involving Global Fund grants, referrals to national
authorities for prosecution which may be acted upon by the relevant authority, and
requirement to fully refund the misappropriated funds.

Access and Cooperation

20. Recipients are expected to maintain complete, well organized, and comprehensive
records in appropriate books of account of all financial and business transactions and
disbursements of Global Fund resources in accordance with the Grant Agreement between the
Global Fund and the Principal Recipient and for a minimum of five years after the date of last
disbursement made under the Global Fund grant.

21. Recipients are expected to fully cooperate with the Global Fund and its Office of the
Inspector General (OIG), in both Audits and Investigations, and comply with any reasonable
request of the OIG to allow access to relevant staff, agents, officers, employees and their
Representatives, and to produce, make available and allow inspection and retrieval (originals
and copies) of any relevant accounts, records and other documents, including financial
documentation, correspondence and communication (both in hard-copy and electronic form)
relating to the performance of Global Fund-financed contracts and any use, directly or
indirectly (such as through a Sub-recipient), of its funds and resources.

22. The Global Fund expects and requires Recipients to take timely and appropriate action in
any situation where a Recipient becomes aware that any of its Representatives, or any Sub-
recipient it has employed, contracted, utilized, engaged, or is suspected of engaging, in any
corrupt, fraudulent, collusive, coercive or improper practice involving funds, resources or
assets of the Global Fund.

23. Recipients are expected to exercise diligence in examining program operations to ensure
that violations of the Code have not occurred or are not occurring. Recipients which have not
taken timely action and notified the Office of the Inspector General in such situations may
face sanctions in accordance with the Sanctions Procedure.
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24. In accordance with Article 14 of the Global Fund’s standard terms and conditions of grant
agreements the Principal Recipient shall remain liable for the acts and omission of Sub-
recipients. In the event that Global Fund resources are misappropriated by a Sub-recipient
employed, selected or utilized by a Principal Recipient, the Principal Recipient shall be
responsible to the Global Fund directly for the misappropriated sum, and shall be responsible
for making restitution to the Global Fund, regardless of whether the Principal Recipient is
able to recover the loss from the Sub-recipient. It is the responsibility of the Principal
Recipient to justify and demonstrate to the Global Fund (OIG and Secretariat) that grant
funds, including those used by the Recipient Representatives, were used for the purposes for
which they had been intended and in furtherance of grant programs, and were not diverted,
misappropriated, lost or unaccounted for in any manner.

Authority to Investigate

25. The Office of the Inspector General of the Global Fund has the primary responsibility in
the Global Fund for investigating violations of this Code and may investigate such allegations
of violations by Principal Recipients and/or Recipient Representatives.

Ethics

26. Recipients will not apply or seek to apply undue influence on the decision-making
processes of the Global Fund and will not engage in any conduct that breaches or facilitates
the breach of the Global Fund’s Policy on Ethics and Conflict of Interest (as amended from

time to time).

27. Recipients are expected to notify the Office of Inspector General of the Global Fund as
soon as they have knowledge of any integrity concern involving or affecting Global Fund
resources and grant funding, or any breach of this Code whether or not it involves a Recipient.

28. In addition, the Global Fund has put in place a Whistle-blower policy that encourages
anyone with knowledge or information to report, misconduct confidentially, or anonymously,
to the Office of the Inspector General through a third party reporting service. The link to the
service and the policy can be found on the Global Fund website. See (link).

The United Nations Global Compact for responsible corporate citizenship

28. The United Nations Global Compact is a voluntary international corporate citizenship
network initiated to support the participation of both the private sector and other social
actors to advance responsible corporate citizenship and universal social and environmental
principles to meet the challenges of globalization (see www.unglobalcompact.org). The
Global Fund strongly encourages all Recipients to actively participate in the Global
Compact.

29. In accordance with the ten principles outlined in the UN Global Compact, the
participating Recipients will be expected to:

a. support and respect the protection of internationally proclaimed human rights;
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b. ensure that they are not complicit in human rights abuses;

uphold the freedom of association and the effective recognition of the right to
collective bargaining;

. support the elimination of all forms of forced and compulsory labour;

. support the effective abolition of child labour;

support the elimination of discrimination in respect of employment and occupation;
support a precautionary approach to environmental challenges;

. undertake initiatives to promote greater environmental responsibility;

encourage the development and diffusion of environmentally friendly technologies;
and

j. work against corruption in all its forms, including extortion and bribery.

0

STu N0
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Enhanced Financial Reporting - 2009 Results

The results outlined in Annex 1 through 3 are based on a consolidation of the EFR
information reported in 2008 as well as results reported from 448 active grants at the end
of their reporting periods in 2009 (Period end dates ranged from 31° January 2009 to 31°
of December 2009 based on the grant cycle year or fiscal year).

The overall compliance with EFR requirements was 88% which was broadly in line with our
expectations. We expect this figure to rise over the coming months and the report will be
updated to reflect the additional information.

The total budget for the grants included in the report was $8.4 billion with reported
expenditure of $6.8 billion producing an average expenditure rate of 81% for the
Portfolio.

For Implementing Entity figures outlined in Annex 3, the overall percentage of the
portfolio allocated to UNDP is likely to be higher than the reality as UNDP grants were
100% compliant with EFR reporting requirements against 88% compliance for the entire
portfolio. In addition, EFR did not require Sub Sub Recipients to be presented separately
in the reports as their budgets and expenditure are reported within those of the relevant
sub recipient. This is likely to lead to an underestimation of the proportion of funds in the
NGO/CBO/Academic and Faith Based Organizations categories.
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Annex 1 - Portfolio by Cost Category

. Cumulative Expenditure Expenditure as a %
0, 0,
Cost Category Cumulative Budget (USD) % (USD) % of Budget
Medicines and Pharmaceutical Products 1,704,221,997| 20.2% 1,336,564,247| 19.7% 78%
Health Products and Health Equipment 1,433,759,572| 17.0% 1,153,794,615| 17.0% 80%
Human Resources 1,100,906,562| 13.1% 994,861,365| 14.6% 90%
Training 908,360,346| 10.8% 747,261,214 11.0% 82%
Infrastructure and Other Equipment 814,175,624 9.7% 654,550,784| 9.6% 80%
Planning and Administration 474,156,397 5.6% 392,571,977 5.8% 83%
Monitoring and Evaluation 424,763,324 5.0% 300,630,949| 4.4% 71%
Living Support to Clients/Target Population 415,957,524 4.9% 317,617,714 4.7% 76%
Communication Materials 391,189,570 4.6% 309,464,357 4.6% 79%
Overheads 224,249,354| 2.7% 183,014,988| 2.7% 82%
Procurement and Supply Management Costs 220,586,647| 2.6% 182,745,127 2.7% 83%
Other 182,188,827| 2.2% 121,851,557 1.8% 67%
Technical Assistance 131,913,360 1.6% 104,271,117 1.5% 79%
Grand Total 8,426,429,102 100.0% 6,799,200,012| 100.0% 81%
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Annex 2 - Portfolio by Disease

Expenditure as a %

i 0, I 0,
Disease Budget (USD) % Expenditure (USD) % of Budget
HIV / AIDS 5,164,382,499| 61.3% 4,235,196,165| 62.3% 82.0%
Tuberculosis 1,334,604,519| 15.8% 1,065,765,095| 15.7% 79.9%
Malaria 1,927,442,084| 22.9% 1,498,238,752| 22.0% 77.7%
Grand Total 8,426,429,102| 100.0% 6,799,200,012( 100.0% 80.7%
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Annex 2.1 - HIV / AIDS Portfolio by Service Delivery Area

Expenditure as a

SDA HIV / AIDS Budget (USD) % Expenditure (USD) % % of Budget
Care and support: Care and support for the chronically ill 275,563,066 5.3% 247,864,744 5.9% 90%
Care and support: Support for orphans and vulnerable children 166,054,237 3.2% 117,289,989 2.8% 71%
HSS: Community Systems Strengthening 38,225,906 0.7% 30,819,267 0.7% 81%
HSS: Human resources 202,651,309 3.9% 190,804,843 4.5% 94%
HSS: Information system & Operational research 92,115,702 1.8% 65,866,001 1.6% 72%
HSS: Infrastructure 130,627,488 2.5% 117,314,724 2.8% 90%
HSS: other - specify 19,626,951 0.4% 16,383,870 0.4% 83%
HSS: other - M&E 20,679,200 0.4% 14,544,219] 0.3% 70%
HSS: Procurement and Supply management 91,258,823 1.8% 75,336,717 1.8% 83%
HSS: Service delivery 122,536,517 2.4% 84,732,033 2.0% 69%
Prevention: BCC - community outreach 634,717,209 12.3% 524,836,923 12.4% 83%
Prevention: BCC - Mass media 95,165,782 1.8% 77,659,251 1.8% 82%
Prevention: Blood safety and universal precaution 84,850,212 1.6% 70,270,203 1.7% 83%
Prevention: Condom distribution 181,871,459 3.5% 152,585,237 3.6% 84%
Prevention: PMTCT 197,142,798 3.8% 154,797,136 3.7% 79%
Prevention: Post-exposure prophylaxis (PEP) 1,957,621 0.0% 1,327,717 0.0% 68%
Prevention: STI diagnosis and treatment 108,108,504 2.1% 81,480,304 1.9% 75%
Prevention: Testing and Counseling 330,217,550 6.4% 265,826,235 6.3% 81%
Supportive environment: Policy development including workplace policy 74,646,328| 1.4% 61,310,097 1.4% 82%
Supportive environment: Program management and administration 562,842,010 10.9% 427,048,770 10.1% 76%
Supportive environment: Stigma reduction in all settings 74,947,970 1.5% 64,057,029 1.5% 85%
Supportive environment: Strengthening of civil society and institutional capacity building 145,756,085 2.8% 120,039,005| 2.8% 82%
TB/HIV collaborative activities: TB/HIV 70,986,725 1.4% 62,858,624 1.5% 89%
Treatment: Antiretroviral treatment (ARV) and monitoring 1,313,806,137( 25.4% 1,101,891,011 26.0% 84%
Treatment: Prophylaxis and treatment for opportunistic infections 128,026,913 2.5% 108,252,217 2.6% 85%
Grand Total 5,164,382,499| 100.0% 4,235,196,165| 100.0% 82%
. . Expenditure as a
HIV / AIDS Macro Categories Budget (USD) % Expenditure (USD) % % of Budget
Prevention 1,634,031,134| 31.6% 1,328,783,006| 31.4% 81%
Treatment 1,441,833,050| 27.9% 1,210,143,228| 28.6% 84%
Care and Support 441,617,303 8.6% 365,154,733| 8.6% 83%
TB/HIV collaborative activities 70,986,725| 1.4% 62,858,624 1.5% 89%
Health Systems Strenghtening 717,721,894| 13.9% 595,801,674 14.1% 83%
Supportive Environment 858,192,393| 16.6% 672,454,900 15.9% 78%
Grand Total 5,164,382,499 100.0% 4,235,196,165| 100.0% 82%
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Annex 2.2 - TB Portfolio by Service Delivery Area

Expenditure as a

SDA TB Budget (USD) % Expenditure (USD) % % of Budget

ACSM (Advocacy, communication and social mobilization) 106,898,803| 8.0% 84,125,929 7.9% 79%
Community TB care 60,077,318 4.5% 49,840,979 4.7% 83%
High-risk groups 13,149,130 1.0% 9,427,991 0.9% 72%
HSS (beyond TB) 135,941,492 10.2% 99,541,723 9.3% 73%
Improving diagnosis 170,228,358| 12.8% 138,846,084 13.0% 82%
M&E 89,815,505 6.7% 71,509,046 6.7% 80%
MDR-TB 186,885,570 14.0% 139,585,574 13.1% 75%
Other - specify 771,764 0.1% 594,500 0.1% 7%
PAL (Practical Approach to Lung Health) 2,060,620 0.2% 1,778,395 0.2% 86%
PPM / ISTC (Public-Public, Public-Private Mix (PPM)

approaches and International standards for TB care) 54,423,651 4.1% 48,302,563| 4.5% 89%
Procurement and supply management 37,543,193 2.8% 26,769,141 2.5% 71%
Programme-based operational research 18,844,154 1.4% 14,684,287 1.4% 78%
Standardized treatment, patient support and patient charter 222,170,357 16.6% 185,467,067 17.4% 83%
Supportive environment: Program management and

administration 173,582,555 13.0% 154,710,319 14.5% 89%
TB/HIV 62,212,049 4.7% 40,581,497 3.8% 65%
Grand Total 1,334,604,519| 100.0% 1,065,765,095| 100.0% 80%
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Annex 2.3 - MALARIA Portfolio by Service Delivery Area

Expenditure as a

SDA Malaria Budget (USD) % Expenditure (USD) % % of Budget
HSS: Community Systems Strengthening 27,988,853 1.5% 20,053,283 1.3% 72%
HSS: Human resources 70,857,596| 3.7% 59,667,793 4.0% 84%
HSS: Information system & Operational research 50,299,969 2.6% 31,539,982 2.1% 63%
HSS: Infrastructure 38,684,053| 2.0% 28,403,212 1.9% 73%
HSS: other - M&E 12,361,625| 0.6% 7,377,566 0.5% 60%
HSS: other - specify 7,403,064 0.4% 4,619,683 0.3% 62%
HSS: Procurement and Supply management 47,296,358| 2.5% 40,939,321 2.7% 87%
HSS: Service delivery 24,803,675 1.3% 18,835,493| 1.3% 76%
Prevention: BCC - community outreach 66,018,482 3.4% 45,436,590 3.0% 69%
Prevention: BCC - Mass media 19,098,782 1.0% 12,838,296| 0.9% 67%
Prevention: Insecticide-treated nets (ITNs) 682,347,319 35.4% 532,113,659 35.5% 78%
Prevention: Malaria prevention during pregnancy 31,747,452 1.6% 28,322,745 1.9% 89%
Prevention: other - specify 1,283,857 0.1% 957,530 0.1% 75%
Prevention: Vector control (other than ITNs) 63,748,733 3.3% 51,531,788 3.4% 81%
Supportive environment: Coordination and partnership developmen 43,273,155 2.2% 28,993,578 1.9% 67%
Supportive environment: Monitoring drug resistance 8,328,867 0.4% 9,297,346 0.6% 112%
Supportive environment: Monitoring insecticide resistance 1,339,969 0.1% 985,762 0.1% 74%
Supportive environment: other - specify 3,653,668 0.2% 2,111,836 0.1% 58%
Supportive environment: Program management and administration 161,424,987 8.4% 147,865,373 9.9% 92%
Treatment: Diagnosis 58,652,754 3.0% 37,134,253 2.5% 63%
Treatment: Home based management of malaria 31,365,579 1.6% 18,366,099 1.2% 59%
Treatment: other - specify 4,758,413 0.2% 2,749,687 0.2% 58%
Treatment: Prompt, effective anti-malarial treatment 470,704,874 24.4% 368,097,876 24.6% 78%
Grand Total 1,927,442,084| 100.0% 1,498,238,752| 100.0% 78%
. . . Expenditure as a
Malaria Macro Categories Budget (USD) % Expenditure (USD) % % of Budget
Prevention 864,244,626| 44.8% 671,200,608| 44.8% 78%
Treatment 565,481,621 29.3% 426,347,915 28.5% 75%
Health Systems Strenghtening 279,695,192 14.5% 211,436,334| 14.1% 76%
Supportive Environment 218,020,645| 11.3% 189,253,895| 12.6% 87%
Grand Total 1,927,442,084] 100.0% 1,498,238,752| 100.0% 78%
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Annex 3 - Portfolio by Implementing Entity

Implementing Entity

Budget (USD)

%

Expenditure (USD)

%

Expenditure as a %

of Budget
FBO 254,578,060 3.0% 204,188,825 3.0% 80%
Ministry of Health (MoH) 3,137,115,382| 37.2% 2,435,395,138( 35.8% 78%
NGO/CBO/Academic 2,661,891,070| 31.6% 2,276,573,707 33.5% 86%
Other Government 1,321,193,829| 15.7% 1,000,794,606| 14.7% 76%
Other Multilateral Organisation 324,023,737 3.8% 276,231,016| 4.1% 85%
Private Sector 157,723,021 1.9% 118,441,526 1.7% 75%
UNDP 569,904,002 6.8% 487,575,192 7.2% 86%
Grand Total 8,426,429,102| 100.0% 6,799,200,012 100.0% 81%
i 0,
Implementing Entity Budget (USD) % Expenditure (USD) % Expegfdgs;z:ts a%
PR Level 3,713,715,362( 44.1% 3,063,321,133( 45.1% 82.5%
SR Level 4,712,713,739| 55.9% 3,735,878,879 54.9% 79.3%
Grand Total 8,426,429,102| 100.0% 6,799,200,012 100.0% 80.7%
. Expenditure as a %
0 0,
PR Level Budget (USD) % Expenditure (USD) % o Bl
FBO 100,896,384 2.7% 77,591,608| 2.5% 76.9%
Ministry of Health (MoH) 1,508,766,010( 40.6% 1,208,982,654 39.5% 80.1%
NGO/CBO/Academic 888,599,078 23.9% 776,780,937 25.4% 87.4%
Other Government 532,245,850 14.3% 407,771,961| 13.3% 76.6%
Other Multilateral Organisation 76,245,331 2.1% 62,244,702 2.0% 81.6%
Private Sector 67,902,296| 1.8% 63,389,134| 2.1% 93.4%
UNDP 539,060,414 14.5% 466,560,137 15.2% 86.6%
Grand Total 3,713,715,362| 100.0% 3,063,321,133 100.0% 82.5%
. Expenditure as a %
0 0,
SR Level Budget (USD) % Expenditure (USD) % o6 Bl
FBO 153,681,676| 3.3% 126,597,217 3.4% 82.4%
Ministry of Health (MoH) 1,628,349,373| 34.6% 1,226,412,484| 32.8% 75.3%
NGO/CBO/Academic 1,773,291,993| 37.6% 1,499,792,770| 40.1% 84.6%
Other Government 788,947,978 16.7% 593,022,645 15.9% 75.2%
Other Multilateral Organisation 247,778,406| 5.3% 213,986,314| 5.7% 86.4%
Private Sector 89,820,725 1.9% 55,052,392 1.5% 61.3%
UNDP 30,843,589| 0.7% 21,015,056| 0.6% 68.1%
Grand Total 4,712,713,739| 100.0% 3,735,878,879 100.0% 79.3%
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