MOLDOVA SOCIAL INVESTMENT FUND

FINANCIAL STATEMENTS AND

INDEPENDENT AUDITOR’S REPORT

for the year ended 31 December 2017

CHISINAU
June 2018



CONTENT
Page
THE BOARTI OF THEMSIF wummmsmmessmsssos s s s 3
INDEPENDENT AUDITOR’S REPORT ..ottt eeens 4
STATEMENT OFCABH FIIOWS wunsnss oot eiiiissinssapmmssmssrtranossapasantasassreserersessasssanesssonamsssssns 6
NOTES TO THE PROJECT FINANCIAL STATEMENTS ...coineummmmmsmsasmsimgmams 7

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017



BN B .

The Chairman

Filip Pavel

Vice-Chairman
Lilia Palii
Members

Iurie Leanca
Chiril Gaburici
Cristina Lesnic
Armagu Octavian
Victoria Iftodi
Tudor Ulianovschi
Alexandru Jizdan
Eugen Sturza
Babuc Monica
Svetlana Cebotari
Liviu Volconovici

Irina Vlah

THE BOARD OF THE MSIF

Prime-minister

Secretary general of the Government

Vice Prime-minister, for European Integration

Vice Prime-minister, Minister of the Economy and Infrastructure
Vice Prime-minister for reintegration

Minister of the Finance

Minister of Justice

Minister for Foreign Affairs and European Integration

Minister of Internal Affairs

Minister of Defense

Minister of Education, Culture and Research

Minister of Healthcare, Labour and Social Protection

Minister of Agriculture, Regional Development and Environment

Governor (Bashkan) of the ATU Gagauzia (Gagauz -Yeri)

il i BB B E B E E E E EEEEEE

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017



BAKER TILLY

ICS Baker Tilly Klitou and Partners SRL
65 Stefan cel Mare si Sfant Blvd

sth Floor, office 507

MD-2001, Chisinau — Moldova

Tel: +373 22 233003
Fax: +373 22 234044

INDEPENDENT AUDITORS’ REPORT

Email: info@bakertilly.md
Website: www.bakertilly.md

To the Management of Moldova Social Investment Fund
Report on the Moldova Social Investment Fund Financial Statements
Opinion

[1] We have audited the financial statements of Moldova Social Investment Fund, which comprise the
statement of cash flows for the year ended 31 December 2017 and a summary of significant
accounting policies and other explanatory information.

In our opinion, the accompanying financial statements of Moldova Social Investment Fund for the
year ended 31 December 2017 present fairly in all material respects the cash flows of the Moldova
Social Investment Fund for the year then ended in accordance with International Public Sector
Accounting Standard “Financial Reporting Under the Cash Basis of Accounting” (the “IPSAS”)
issued by the International Public Sector Accounting Standards Board of the International
Federation of Accountants.

Basis for Opinion

[2] We conducted our audit in accordance with International Standards on Auditing. Our
responsibility under those standards are further described in the Auditors® Responsibility for the
Audit of financial statements section of our report. We are independent from the Moldova Social
Investment Fund in accordance with ethical requirements that are relevant to our audit of the
financial statements in the Republic of Moldova, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Those Charged with Governance for the financial statements

[3] Management is responsible for the preparation of the financial statements in accordance with
International Public Sector Accounting Standard “Financial Reporting Under the Cash Basis of
Accounting” (the “IPSAS”) issued by the International Public Sector Accounting Standards Board
of the International Federation of Accountants, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Moldova Social
Investment Fund ability to continue as a going concern, disclosing as applicable, matters relating
to going concern and using the going concern basis of accounting unless management intends to
cease operations of the Moldova Social Investment Fund or has no realistic alternative but to do
$0.

Those charged with Governance are responsible for overseeing the Moldova Social Investment
Fund’s financial reporting process.

Offices:
Moldova Cyprus Romania Greece Bulgaria
Chisinau T: +373 22 233003  Nicosia T: +357 22 458500 Bucharest T: +40 21 3156100  Athens, Thessaloniki Sofia T: +359 2 9580980
Limassol T: +357 25 591515 T: +30 215 500 6060

Larnaca T: +357 24 663299

An independent member of Baker Tilly International 4
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Responsibilities for the Audit of the Moldova Social Investment Fund Financial Statements

[4] Our objective is to obtain reasonable assurance about whether the Moldova Social Investment Fund
financial statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with International Standards
on Auditing will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.
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STATEMENT OF CASH FLOWS

Moldova Social Investment Fund
As at 31 December 2017

TOTAL OPENING CASH

Funds received

WB (PHRD)

KfwW

Romania Government (Project RO-3)
IDA MERP

Government of Moldova

Community Contributions

TOTAL

Other Income

Project Expenditures

“PHRD Technical Assistance for the Integration of Children with

Disabilities into Mainstream Schools” Project (“PHRD ")
*“Social Infrastructure and Energy Efficiency” Project (“KfW ")

“Technical and Financial Programme for preschool institutions in

Moldova” Project (Romanian Government, “RO-1"")
“Increasing of children access and participation to the early
education in the Republic of Moldova” (Romanian Government,
“RO-27)

Note Year ended Year ended

31.12.2017 31.12.2016

MDL MDL

- 135,970,041 94,112,237
5.3

36,340,622 2,837,153

17,612,550 10,250,716

- 65,718,300

8,591,700 -

2,718,000 4,999,927

10,301,708 11,501,976

75,564,581 95,308,072

9 456,827 734,366

(36,832,529) (3,787,934)

(20,791,636) (18,473,827)

(9,756,295) (49,023,483)

(25,113,998)

“Technical and Financial Programme for preschool institutions in

Moldova” Project (Romanian Government)
Other projects
TOTAL PROJECT EXPENDITURES

Other expenditures

Other inflows/(outflows)

Payments for property and equipment
Foreign currency gain/(loss)

TOTAL CLOSING CASH

(33,243,141)
(556,052)

(30,149,058)

(366,588)

(126,293,650)

(101,800,890)

(221,675) (293,233)

10 - 52,631,339
6 (352,772) (25,833)
(2,567,452) (4,696,016)

4 82,555,899 135,970,041

The financial statements were approved by the management of the Moldova Social Investment Fund on
29 June 2018 and signed on its behalf. The accompanying notes form an integral part of the financial statements.
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NOTES TO THE PROJECT FINANCIAL STATEMENTS

Moldova Social Investment Fund
As at 31 December 2017

1. General information

1.1.The Organization and its operations

The Moldova Social Investment Fund (the MSIF) has been established by a Decree of the
Government of Moldova N 468 dated 19 May 1997 as an autonomous public institution.

The Board, chaired by the Prime Minister of the Republic of Moldova, is a supreme governing
body of the MSIF.

The Moldova Social Investment Fund state registration code is 1008601001382.

The major projects implemented by MSIF since its incorporation includes (the Projects):

Moldova Social Investment Fund Project;

Social Infrastructure and Energy Efficiency Project;

PHRD Technical Assistance for the Integration of Children with Disabilities into
Mainstream Schools Project;

Technical and Financial Programme for preschool institutions in Moldova Project;
Increasing of children access and participation to the early education in the Republic of
Moldova Project.

The Projects financing was provided by the Government of the Republic of Moldova through
funds received from international donors, the largest creditor being:

World Bank (with its partner organizations: IDA, IBRD, EBRD, JSDF, PHRD, SIDA);
German Development Bank (KfW);
Romanian Government.

The Projects co-financing was provided by:

Government of the Republic of Moldova;
Local/Benefited Communities;
Other international donor organizations.

The address of the registered office of the MSIF is 124, Stefan cel Mare str., Chisinau, Republic
of Moldova.

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017
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2. Accounting policy
2.1 Preparation and presentation of financial statements

The financial statements are prepared in accordance with the International Public Sector
Accounting Standard: Financial Reporting Under the Cash Basis of Accounting (IPSAS-Cash
Basis), issued by the International Public Sector Accounting Standards Board (IPSASB) within
the International Federation of Accountants (IFAC).

The Management policy is to prepare and present financial statements under the cash basis of
accounting, which recognizes transactions and events only when cash (including cash
equivalents) are received or paid by the entity.

Financial Statements prepared under the cash basis provide readers with information about the
sources of cash raised during the period, the purpose for which cash was used and the cash
balances at the reporting date.

2.2. Functional and presentation currency

The MSIF’s functional currency is the national currency of the Republic of Moldova,
Moldavian Lei (MDL). The presentation currency of these financial statements is MDL, with
additional information related to transactions with donors shown in United States dollars
(USD), Euro (EUR) or other relevant foreign currency.

2.3. Foreign currency transactions

Foreign currency is a currency other than the functional currency of the MSIF: MDL.
Transactions in foreign currencies are translated to functional currency at exchange rates at the
dates of the transactions. Settlement rate of foreign currency over functional currency
established by the National Bank of the Republic of Moldova (NBM) is taken as the exchange
rate.

The MSIF’s accounts are maintained and transactions are made in MDL, EUR and USD.
Transactions denominated in foreign currency are translated into MDL as follows:

- Contributions of the donors as well as payments to contractors and suppliers in foreign
currency are presented in MDL at the conversion rate applied by the NBM for foreign
currency exchange to the local currency at the date of transfer.

- As at reporting date, grant receivable balances and cash balances denominated in the
currencies other than MDL are translated into MDL at the exchange rate established by
NBM at that date.

- Transaction and translation exchange rate differences (gain/loss) are reflected in the
financial statements as separate item.

The exchange rate defined by the NBM is follows:

Foreign currency As at 31.12.2017  As at 31.12.2016
USD 17.1002 19.9814
EUR 20.4099 20.8895

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017 %/ 16
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2.4. Taxes

According to tax code of the Republic of Moldova, all goods and services designed for the
implementation of MSIF sub-projects are to be delivered/rendered with application of zero
VAT.

Income taxes for personnel and for long-term consultants as well as the social and medical
charges are paid in conformity with the Grant Agreements.

2.5. Accounting system

MSIF has adequate written statements and explanations of its accounting policies and
procedures such as:
e Chart of accounts,
Specification of accounting records,
Accounting procedures and the required supporting documents,
Assignment of responsibilities and delegation of authority,

Documentation and approval requirements for recording transactions and making
journal entries.

2.6. Internal control system

MSIF internal control system is able to ensure that financial records are reliable and complete.
In particular, the internal control system ensures proper recording and safeguarding of assets
and resources, adherence to financial management policies and orderly and efficient conduct of
operations.

2.7. Property and equipment

Property and equipment are stated at cost, less accumulated depreciation and provision for
impairment, where required. Costs of minor repairs and maintenance are expensed when
incurred. Cost of replacing major parts or components of property and equipment items are
capitalized and the replaced part is retired.

Depreciation is calculated on a straight-line basis in accordance with the following annual
depreciation rates:

Office renovation 20%
Vehicles 20%
Computer equipment 30%
Office furniture 20%

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017



3. Statement of Financial Position
The Statement of Financial Position discloses assets, liabilities and net assets of the Projects as at
reporting date. It is prepared in accrual basis that is transactions are recognized when they occur (and
not only when cash is received or paid).

Note As at31.12.2017 As at 31.12.2016

MDL MDL
ASSETS
Cash 4 82,555,899 135,970,041
Grants receivable 5.1 199,598.176 61,720,596
Advances to contractors 7 411,338 840,792
Property and equipment 1,708,941 1,459,819
Total assets 284,274,354 199,991,248
LIABILITIES
Payables to contractors 8 36,601,029 44,153,133
Grants 5.5 246,006,175 152,709,105
Total liabilities 282,607,205 196,862,238
NET ASSETS 11 1,667,150 3,129,010
4. Cash
Account  Account Asat31.12.2017 As at 31.12.2016
Project type currency MDL MDL
PHRD Technical Assistance for the Designated USD 4,265,394 4,052,000
Integration of Children with Disabilities into Account MDL 17 121
Mainstream Schools Cofinancing
account MDL 3,678,543 925,618
Subtotal (PHRD) 7,943,954 4,977,739
Social Infrastructure and Energy Efficiency Designated EUR 61 217,005
account MDL 3 51
Cofinancing
account MDL 349,166 2,783,762
Subtotal (KfW) 349,230 3,000,818
RO-1, Technical and Financial Programme Designated EUR 18,596,272 27,097,020
for preschool institutions in Moldova account MDL 4 171,395
Cofinancing
account MDL 1,019,402 2,059,753
Subtotal (RO-1) 19,615,678 29,328,167
RO-2, Increasing of children access and Designated
participation to the early education in the account EUR 7,224,424 28,296,780
Republic of Moldova Cofinancing
account MDL 2,526,285 5,413,274
Subtotal (RO-2) 9,750,709 33,710,054
RO-3, Technical and Financial Programme  Designated
for preschool institutions in Moldova account EUR 32,026,381 62,668,500
Cofinancing
account MDL 3,784,300 -
Subtotal (RO-3) 35,810,681 62,668,500
Credit IDA MERP USD 8,550,100 -
Subtotal (IDA) 8,550,100 -
MSIF generated accounts Interest
account MDL 512,627 2,284,685
Other MDL 22,921 78
Subtotal (MSIF-generated) 535,548 2,284,763
TOTAL CASH 82,555,899 135,970,041

Moldova Social Investment Fund

Financial Statements for the year ended 31 December 2017




4. Cash (continue)

As at 31.12.2017, the balances of above-mentioned accounts are held at the State Treasury of
the Republic of Moldova and at “Mobiasbanca-Groupe Societe Generale” S.A.
(Chisinau, Moldova).

5. Grants

It represents funds (grants) receivable from donors for implementation of the Project:

5.1. Grants receivable

Financing 31.12.2017 31.12.2016
Donor Currency
organization Project USD/EUR MDL USD/EUR MDL
PHRD Technical
Assistance for the
Integration of
Children with
Disabilities into
PHRD Mainstream Schools USD 113,265 1,936,855 2,162,261 43,204,997
Social Infrastructure
and Energy
Kfw Efficiency EUR 49,438 1,009,021 886,359 18,515,599
Moldova Education
IDA MERP Reform Project UsSD 11,500,000 196,652,300 - -
Total x 199,598,176 x 61,720,596

5.2 Roll-forward of the Grants - in currency of funding

- EE AR R s R as

PHRD Kfw IDA Moldova Community Romania
MERP Government  Contribution  Government

Donor (RO-3)
Currency of
Funding USD EUR USD MDL MDL EUR
As at 31.12.2015 2,305,489 1,348,359 - - - -
Granted - - - 4,999,927 11,501,976 3,000,000
Received/refund (143,228) (462,000) - (4,999.927) (11,501,976) (3,000,000)
As at 31.12.2016 2,162,261 886,359 - - - -
Granted - - 12,000,000 2,718,000 10,301,708 -
Received/refund (2,048,996) (836,921) (500,000) (2,718,000) (10,301,708) -
As at 31.12.2017 113,265 49,438 11,500,000 - - -

"

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017 11716




5.3. Roll-forward of the Grant - in MDL equivalent

PHRD Kfw IDA Moldova Community Romania Total
MERP Government  Contribution  Government
(RO-3)
MDL MDL MDL MDL MDL MDL MDL
As at
31.12.2015 45,322,456 28,959,920 - - - - 74,282,376
Granted - E - 4,999,927 11,501,976 62,668,500 79,170,402
Received (2,837,153)  (10,250,716) - (4,999,927) (11,501,976) (65,718,300)  (95,308,072)
Revaluation 719,695 (193,605) - - - 3,049,800 3,575,890
As at
31.12.2016 43,204,997 18,515,599 - - - - 61,720,596
Granted - - 217,741,200 2,718,000 10,301,708 - 230,760,908
Received (36,340,622) (17,612,550) (8,591 ,700) (2,718,000) (10,301,708) - (75,564,580)
Revaluation (4.927,520) 105,972 (12,497.200) - - - (17,318,748)
As at
31.12.2017 1,936,855 1,009,021 196,652,300 - - - 199,598,176
5.4. Revaluation
PHRD Kfw Romania IDA TOTAL
Government MERP
(RO-3)
For the year ended 31.12.2017
Equivalent balance in MDL (EUR/USD
x rate in MDL) 1,936,855 1,009,021 - 196,652,300 61,720,596
Roll-forward balance in MDL 6,864,375 903,049 - 209,149,500 64,244,306
Revaluation gain/(loss) (4,927,520) 105,972 - (12,497,200) 3,575,890
For the year ended 31.12.2016
Equivalent balance in MDL (EUR/USD
x rate in MDL) 43,204,997 18,515,599 - - 199,598,176
Roll-forward balance in MDL 42,485,302 18,709,204 3,049,800 - 216,916,924
Revaluation gain/(loss) 719,695 (193,605) 3,049,800 - (17,318,748)

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017
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6. Property and equipment

(a) The MISF administrative office is located in the rented area of 535 sq.m. at address: 124,

Stefan cel Mare str., Chisinau, Republic of Moldova.

The renting right of the area is extended annually. The annual rent charge, which includes
all utilities and rent pay, is updated annually and for the year 2017 and amounted to

415,425 MDL (2016: 243,430 MDL).

(b) During the reporting period the property and equipment were acquired from the following

financial sources.

Computer and office

. Office furniture Total
equipment
Source of Financing MDL MDL MDL
Year ended 31 December 2017
Kfw 23,060 4,000 27,060
RO-2 104,654 - 104,654
Interest income 213,800 - 213,800
Other 7,257 - 7,257
348,772 4,000 352,772
Year ended 31 December 2016
Kfw 13,333 - 13,333
Other 12,500 - 12,500
25,833 - 25,833
7. Advances to contractors
31.12.2017 31.12.2016
Nature Project MDL MDL
Social Infrastructure and Energy Efficiency (KfW) = 235,073
Technical and Financial Programme for preschool
Construction institutions in Moldova (RO-1) . 136,231
works Increasing of children access and participation to the early
education in the Republic of Moldova (RO-2) 244,012 469,488
Technical and Financial Programme for preschool
institutions in Moldova (RO-3) 167,326 -
Total 411,338 840,792
8. Payables
31.12.2017 31.12.2016
Project MDL MDL
Social Infrastructure and Energy Efficiency (KfW) 1,009,029 16,552,573
Technical Assistance for the Integration of Children with
Disabilities into Mainstream Schools (PHRD) 3,267,008 -
Technical and Financial Programme for preschool
institutions in Moldova (RO-1) 3,052,440 11,284,444
Increasing of children access and participation to the early
education in the Republic of Moldova (RO-2) 4,943,288 16,316,116
Technical and Financial Programme for preschool
institutions in Moldova (RO-3) 24,329,264 -
36,601,029 44,153,133

Moldova Social Investment Fund
Financial Statements for the year ended 31 December 2017
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9. Other income

For the year  For the year

ended ended
31 Dec 2017 31 Dec 2016
MDL MDL
Interest income (in bank accounts) 206,405 480,246
Tender participation fees 250,422 254,120
Net transferred/(received) 456,827 734,366

10. Other inflows/ (outflows)
Related to RO-1 project there were other inflows/outflows described below:

For the year ended For the year ended

31 Dec 2017 31 Dec 2016
MDL MDL
Opening balance receivable/ (payable) - 50,952,560
Transfer/(received) from State Budget (a) - -
Transferred to State Budget (b) - -
Received from State Budget (c) - (52,631,339)
Net transferred/(received) - (1,678,779)
Foreign exchange gain/(loss) - 1,678,779

Closing balance receivable/ (payable) -

(a) There was short-term balance with state budget at the end of 31.12.2014.

(b) The transfer to state budget account was performed in two transactions: 4 million EUR
and 7 million EUR, based on letters of the Finance Minister of the Republic of Moldova
dated 5 February 2015 and 24 February 2015, respectively. The transfers were done for
the purpose of effective state budget management.

(c) The repayments from State budget during J anuary-December 2016 were done in 10
installments based in requests submitted by the MSIF to State Budget.

Moldova Social Investment Fund ;
Financial Statements for the year ended 31 December 2017 15/1




11. Net assets

Net assets consists of cash, property and equipment, other assets and liabilities balances not

related to Projects.

Cash balance
Property and equipment

- The movement of Net assets were due to following:

Opening Net Assets

Interest and tenders income

Financing of RO-1

Financing of other projects

Returning of Community Contribution balances of closed
projects

Acquisition of property and equipment

Other income/(expenditures)

Closing Net Assets

12. Litigations

As at As at
31 Dec 2017 31 Dec 2016
MDL MDL
535,548 2,284,763
1,131,601 844,247
1,667,149 3,129,010
For the year For the year
ended ended
31 Dec 2017 31 Dec 2016
MDL MDL
3,129,010 7,345,488
294,497 734,366
(647,831) (3,618,964)
(556,052) (366,588)
(1,014,307) (197,560)
(7,257) (12,500)
469,090 {755,231)
1,667,149 3,129,010

There are some claims received against the MSIF for which the court resolution is still not made

as at date of signing these financial statements.

The management of the MSIF assesses them as having no material effect on the financial
statements of the MSIF for the year ended 31 December 2017.

13. Events after the reporting date

As at the date of issue of these financial statements no significant events or transactions
occurred, which should be disclosed in the Moldova Social Investment Fund financial

statements.

Moldova Social Investment Fund
Financial Statements for the vear ended 31 December 2017




