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MD-2001, Chisinau — Moldova

Tel: +37322 233003
Fax: +373 22 234044

INDEPENDENT AUDITORS’ REPORT
Email: info@bakertilly.md
Website: www.bakertilly.md

To the Management of Increasing of children access and participation to the early education in the
Republic of Moldova Project

Report on the Special Purpose Project Financial Statements
- Opinion

[1] We have audited the special purpose project financial statements of “Increasing of children access
and participation to the early education in the Republic of Moldova™ project (the “Project”),
partially financed by Government of Romania grant dated 14 Nov 2014, and implemented by
Moldova Social Investment Fund (the MSIF) which comprise the sstatement of sources and uses
of funds, statement of expenditure by project activity, statement of funds received and a summary
of significant accounting policies and other explanatory information (notes to the special purpose
project financial statements).

In our opinion, the accompanying special purpose project financial statements of the project for
the year ended 31 December 2017 and for the period from 1 January 2018 to 30 June 2018 present
fairly in all material respects the financial position and sources and uses of funds 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 and the Financial
Management Manual for World Bank’s Financed Investment Operations.

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 special purpose project financial statements section of our report. We are independent
from the Project 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.

Emphasis of Matter — Basis of Accounting and restriction on Distribution and Use

[3] We draw attention to Note 2 to the special purpose project financial statements, which describes
the basis of accounting. The special purpose project financial statements were prepared to assist
the project in complying with the financial reporting provisions of the Financing and Project
Agreement referred to above. As a result, may not be suitable for another purpose. Our report is
intended solely for use by the management of the Project and the financing organization, and
should not be distributed to or used by anyone other than these specified parties. Our report is not
qualified in respect of this matter.

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
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Responsibilities of Those Charged with Governance for the special purpose project financial
statements

[4] Management is responsible for the preparation of the special purpose project 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 Financial Management
Manual for World Bank Financed Investment Operations, and for such internal control as
management determines is necessary to enable the preparation of the special purpose project
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the special purpose financial statements, management is responsible for assessing the
Project 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 Project or has no realistic alternative but to do so.

Those charged with Governance are responsible for overseeing the Project’s financial reporting
process.

Responsibilities for the Audit of the Special Purpose Project Financial Statements

[5] Our objective is to obtain reasonable assurance about whether the special purpose project 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
special purpose project financial statements.

< T i

Chisinau, R. Mo d
July 16, 2018
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STATEMENT OF SOURCES AND USES OF FUNDS

“Increasing of children access and participation to the early education in the Republic of Moldova” Project
Financed by Government of Romania grant dated 14 Nov 2014
For the year ended 31 December 2017 and for the period from I January 2018 to 30 June 2018

Period from

Cumulative Year 1 January Cumulative
as at ended 2018 to 30 as at
Note  31.12.2016  31.12.2017  June 2018 30.06.2018
Restated*
EUR EUR EUR EUR

TOTAL OPENING CASH 3 - 1,581,334 447745 -
Sources of Funds 4
Government of Romania grant dated
14 Nov 2014 3,000,000 - - 3,000,000
Community Contribution 405,104 103,579 23,828 532,511
Other/ MSIF Contribution 6,403 9,255 6,001 21,660
TOTAL FUNDS 3,411,507 112,834 29,829 3,554,171
Interest income (on EUR account) 12,924 2,217 228 15,369
Project Expenditures 5
Civil Works in Kindergartens 1,406,436 1,031,400 324,366 2,762,203
Furniture and Equipment for
Kindergartens 78,493 122,569 71,091 272,153
Project administration 360,452 68,537 51,851 480,840
TOTAL PROJECT
EXPENDITURES 1,845,381 1,222,506 447,308 3,515,196
Foreign currency gain/(loss) 2,283 3,867 4,203 10,353
TOTAL CLOSING CASH 3 1,581,333 477,746 64,696 64,696

The project special purpose financial statements were approved by the management of the Moldova Social
Investment Fund on 16 July 2018 and signed on its behalf. The accompanying notes form an integral part of these
project special purpose financial statements.

*Certain.amounts shown here do not correspond to the 2016 financial statements and reflect adjustments made,
refer to Note 2. 6

W r —~
W Ludmila Nita % /

MSIF Financial Dlrecto

Special Purpose Financial Statementis
“Increasing of children access and participation fo the early education in the Republic of Moldova " Project
Government of Romania Grant dated 14 Nov 2014
Jor the year ended 31 December 2017 and for the period from I January 2018 1o 30 June 2018
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STATEMENT OF EXPENDITURE BY PROJECT ACTIVITY

“Increasing of children access and participation to the early education in the Republic of Moldova” Project
Financed by Government of Romania grant dated 14 Nov 2014

For the year ended 31 December 2017 and for the period from 1 January 2018 to 30 June 2018

Cumulative Year Period from Cumulativ Budget
TOTAL as at ended 1.01.2018 to e as at completion as
BUDGET 31.12.2016  31.12.2017  30.06.2018  30.06.2018 at 30.06.2018
EUR EUR EUR EUR EUR %
1.Human Resources
1.1.Technical staff
1.1.1. Engineer (4 persons) 115,824 73,418 541 57 74,016 64%
1.1.2.Acountant 21,336 8,719 8,239 3,465 20,422 96%
1.1.3.IT Specialist 7,200 7,200 - - 7,200 100%
1.2. Administrativ Staff
1.2.1.Program Manager 28,956 26,510 2,542 - 29,052 100%
1.2.2.Communication
Specialist 21,336 11,472 6,810 1,812 20,095 94%
1.2.3. Lawyer 10,800 11,003 - - 11,003 102%
Administrative staff salary* - - 37,638 6,024 43,662 0%
Subtotal for Human
Resources 205,452 138,322 55,770 11,358 205,450 100%
2.Trips
2.1.Local transport (lease
contracts) 48,000 48,000 - - 48,000 100%
Subtotal for Trips 48,000 48,000 - - 48,000 100%
S.Infrastructure Investments
5.2.Repairment of
kindergartens/civil works 2,429,500 1,406,436 1,031,400 324366 2,762,203 114%
5.5. Equipment for
kindergartens including
furniture, playgrounds,
pavilions 406,800 78,493 122,569 71,091 272,153 67%
5.8.Activities and
visualization products
(brochures, photography,
billboards, public events) 50,000 50,000 - - 50,000 100%
Subtotal for Infrastructure
Investment 2,886,300 1,534,929 1,153,969 395,457 3,084,356 107%
6.0Others
6.1.Audit 15,000 - - 6,129 6,129 41%
6.2.External evaluation of the
project 20,000 - - 4,974 4,974 25%
Subtotal for Others 35,000 - - 11,103 11,103 32%
8.Provision for emergency
matters 8,691 8,691 - - 8,691 100%
10.Administrative Costs 142,857 115,438 12,767 29,391 157,596 110%
Total 3,326,300 1,845,380 1,222,506 447,309 3,515,196 106%

The project special purpose financial statements were approved by the management of the Moldova Social Investment Fune
on 16 July 2018 and signed on its behalf. The accompanying notes Jorm an integral part of these project special purpose
Jfinancial statements.

*Ilébisfliﬁe’pré'Sehﬁrs_@lary expenses for administrative personnel. During prior years respective expenses
line“10.Administrative costs”.
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STATEMENT OF FUNDS RECEIVED

“Increasing of children access and participation to the early education in the Republic of Moldova™ Project
Financed by Government of Romania grant dated 14 Nov 2014

For the year ended 31 December 2017 and for the period from I January 2018 to 30 June 2018

In EUR

Period from

Cumulative as  Year ended 1.01.2018 to  Cumulative as
at 31.12.2016 31.12.2017 30.06.2018 at 30.06.2018
Restated
Donor organization EUR EUR EUR EUR
Government of Romania grant dated
14 Nov 2014 3,000,000 - - 3,000,000
Community Contribution 405,104 103,579 23,828 532511
Other/ MSIF Contribution 6,403 9,255 6,001 21,660
3,411,507 112,834 29,829 3,554,171
Exchange Local
. i Amount in g currency Date
Donor organization | Currency rate . ;
EUR (EUR/MDL) equivalent received
(MDL)
Government of
Romania EUR 3,000,000 18.6727 56,018,100 | 05.12.2014
Total EUR 3,000,000 18.6727 56,018,100 | 05.12.2014

The project special purpose financial statements were approved by the management of the Moldova Social
Investment Fund on 16 July 2018 and signed on its behalf. The accompanying notes form an integral part of these
}J}'q,_rm ecial purpose financial statements.
P N /")
Ludmila Nita < =
MSIF Financial Director

o
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NOTES TO THE PROJECT SPECIAL PURPOSE FINANCIAL STATEMENTS

“Increasing of children access and participation to the early education in the Republic of Moldova™ Project
Financed by Government of Romania grant dated 14 Nov 2014

For the year ended 31 December 2017 and for the period from 1 January 2018 to 30 June 2018

1. General information
1.1.The Financing and Project Agreement

According to the Memorandum of Understanding dated 14 November 2014 Government of
Romania provided a grant in the total amount of 3,000,000 EUR to the Republic of Moldova.

The grant was provided for implementation of “Increasing of children access and participation
to the early education in the Republic of Moldova” project (hereinafter Project). Community

contribution of minimum 13% is mandatory for sub-grants implementation and represents
326,300 Euro.

The closing date for grant disbursement was initially set as 31 December 2016. In accordance
with the letter number 3236 issued by the Embassy of Romania in Moldova, dated
21 October 2016, the implementation period of the project was extended to 30 December 2017.
The final implementation period of the project has been extended to 30 June 2018 in accordance

with letter number 2803 Issued by the Embassy of Romania in Moldova, dated
19 September 2017.

1.2.The Project objective

The objective of the Project is increasing access and attendance of children to early education
(kindergartens).

The project consists of the following specific objectives:

1) Development and modernization of institutions in the rural areas through renovation
and construction works of preschool institutions based on local needs.

2) Improvement of the education conditions by providing didactic and technical materials
according to current standards in early childhood development;

3) Promotion and implementation of the concept of “kindergarten- school type as an

education center” in order to ensure the access to early education programs for children
from disadvantaged communities.

Special Purpose Financial Statements

“Increasing of children access and participation to the early education in the Republic of Moldova™ Project
Government of Romania Grant dated 14 Nov 2014

for the year ended 31 December 2017 and for the period from I January 2018 to 30 June 2018
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1.3.The Budget

The Project is financed by Government of Romania and Communities’ contribution.

Expenditure

1.Human Resources
1.1.Technical staff
1.1.1. Engineer ( 4

persons 1207)
1.1.2.Acountant

1.1.3.1IT Specialist
1.2.Administrativ Staff

1.2.1.Program Manager

1.2.2.Communication
Specialist

1.2.3.Lawyer
Subtotal for Human
Resources
2.Trips

2.1.Local transport (lease
contracts)
Subtotal for Trips
S.Infrastructure
Investments

5.2.Repairment of
kindergartens/civil works

5.5. Equipment for
kindergartens including
furniture, playgrounds,
pavilions

5.8.Activities and
visualization products
(brochures, photography,
billboards, public events)
Subtotal for
Infrastructure Investment
6.0thers

6.1.Audit

6.2.External evaluation of
the project
Subtotal for Others
8.Provision for emergency
matters
10.Administrative Costs

Total

Unit

per month
per month
per month

per month

per month

per month

per month

activity

activity

activity

audit

activity

activity
activity

1.4.Project Implementation

#unit

24
24
24

24

24
24

24

Unit Cost Community Total
cost (EUR) Contribution
(EUR)

4,826 115,824 - 115,824
889 21,336 - 21,336
300 7,200 - 7,200

1,207 28,956 - 28,956
889 21,336 - 21,336
450 10,800 - 10,800

205,452 - 205,452
2,000 48,000 - 48,000
48,000 - 48,000
2,150,000 279,500 2,429,500
360,000 46,800 406,800
50,000 - 50,000
2,560,000 326,300 2,886,300
15,000 - 15,000
20,000 - 20,000
35,000 - 35,000
8,091 - 8,691
142,857 - 142,857
3,000,000 326,300 3,326,300

The Project is implemented by Moldova Social Investment Fund (MSIF), established by a
Decree of the Government of Moldova, as an autonomous public institution.
The address of the registered office of the Project is 124, Stefan cel Mare str., Chisinau,

Republic of Moldova.

Special Purpose Financial Statements

“Increasing of children access and participation to the early education in the Republic of Moldova™ Project
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2. Accounting policy
2.1 Preparation and presentation of financial statements

The special purpose 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), and presented in
accordance with Financial Management Manual for World Bank Financed Investment
Operations (March 2010): RM 3 — Financial Reporting and Auditing.

The Management policy is to prepare and present special purpose 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.

The project special purpose financial statements consist of:
- Statement of sources and uses of funds,
- Statement of expenditure by project activity,
Statement of funds received,
Significant accounting policies and other explanatory notes.

Reporting currency of special purpose financial statements is EUR.

2.2 Foreign currency transactions

Project accounts are maintained and transactions are made in EUR and Moldavian Leu (MDL).
Transactions denominated in local currency are translated into EUR as follows:

- Payments in MDL are translated into EUR at the conversion rate applied by the
commercial bank for EUR currency exchange to the local currency.

- As at reporting date, cash balances denominated in the currencies other than EUR are
translated into EUR at the exchange rate established by BNM at that date.

- Transaction and translation exchange rate differences (gain/loss) are reflected in the
Project Sources and Uses of Funds.

The exchange rate established by BNM as at 30 June 2018 is EUR 1=19.5261 MDL.

The average exchange rate established by BNM for the period from 1 January 2018 to

30 June 2018 is EUR 1 = 20.2245 MDL.

The exchange rate established by BNM as at 31 December 2017 is EUR 1 =20.4099 MDL.
The average exchange rate established by BNM for the year 2017 is EUR 1 = 20.8282 MDL.
The exchange rate established by BNM as at 31 December 2016 is EUR 1 =20.8895 MDL.
The average exchange rate established by BNM for the year 2016 is EUR 1 = 22.0548 MDL.

Special Purpose Financial Statements
“Increasing of children access and participation to the early education in the Republic of Moldova ™ Project
Government of Romania Grant dated 14 Nov 2014

Jor the year ended 31 December 2017 and for the period from | Januarvy 2018 to 30 June 2018
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2.3 Taxes

According to tax code of the Republic of Moldova, all the 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.

2.4 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.

2.5 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.

2.6 Corrections made for the year ended 31 December 2016

The Community contribution in amount of EUR 32,373, in the Special Purpose Financial
Statements prepared for the year ended 31 December 2016 represents the Community
contribution to the project “Technical and Financial Programme offered by the Government of
Romania for the pre-school institutions of the Republic of Moldova” project.

This adjustment impacted the foreign currency gain/(loss) in the amount of EUR 27.

The error has been corrected by restating each of the affected financial statement line items for
the prior periods, as follows:

2016 2016 Difference
Restated™
EUR EUR EUR
Sources of Funds
Conimiuuity Contribution 437,477 405,104 (32373)
Foreign currency
gain/(loss) 2,310 2,283 27

Special Purpose Financial Statements
“Increasing of children access and participation to the early education in the Republic of Moldova " Project
Government of Romania Grant dated 14 Nov 20/4
for the year ended 31 December 2017 and for the period from 1 January 2018 to 30 June 2018
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3. Cash

Underlying 31 Dec 2016 31 Dec 2017 30 June 2018
Currency
EUR EUR EUR

Government of Romania

grant dated 14 Nov 2014
Designated Account (a) EUR 1,354,587 353,964 -
Designated Account (b) MDL 7 3 -
1,354,594 353,967 -

Community contribution
Designated Account (c) MDL 188,455 47,020 10,782
Account in Treasure (d) MDL 38,285 76,758 53,915
226,740 123,778 64,697
1,581,334 477,745 64,097

(a) Designated account is held at BC “Mobiasbanca-Groupe Societe Generale” SA; account
number: MD17MO0O2271ASV11090157100; address: Bd. Stefan cel Mare 8§1a, MD-
2012, Chisinau, Republic of Moldova.

(b) Designated account is held at BC “Mobiasbanca-Groupe Societe Generale” SA; account
number: MD93MO2271ASV11089607100; address: Bd. Stefan cel Mare 81a, MD-
2012, Chisinau, Republic of Moldova.

(c¢) Designated account is held at BC “Mobiasbanca-Groupe Societe Generale” SA; account
number: MD08MO2271ASV11089367100; address: Bd. Stefan cel Mare 81a, MD-
2012, Chisinau, Republic of Moldova.
This account is also being used for the “Technical and financial programme offered by
the Government of Romania for the pre-school institutions of the Republic of Moldova”
project (RO). Amounts related to RO are not presented in the above table. All amounts
relate only to “Increasing of children access and participation to the early education in

the Republic of Moldova” project.

(d) Account in Treasure is held at the National Bank of Moldova; account number:
227101/131121A00498AE; address 1 Grigore Vieru Avenue, Chisinau, Moldova, Republic

of Moldova.

Special Purpose Financial Statements
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4. Project Financing

4.1. Government of Romania Grant dated 14 Nov 2014

For the year For the period from Cumulative
ended 1 January 2018 to as at
31 Dec 2017 30 June 2018 30 June 2018
EUR EUR EUR
Cash contribution - - 3,000,000
Total - - 3,000,000
Total budget 3,000,000
Percentage of finance provided
as at 30 June 2018 100%
4.2. Community Contribution
For the year For the period Cumulative
ended from as at
31 December 2017 1 January 2018 30 June 2018
to 30 June 2018
EUR EUR EUR
Cash contribution (a) 104,908 23,828 594,130
Cash refund (b) (1,329) - (61,619)
Total 103,579 23,828 532,511
Total budget 326,300
Percentage of finance provided
as at 30 June 2018 163%

(a) Community contribution is set at minimum of 13% of the financing from the grant
related to Civil Works (Budget item 5.2) and Equipment (Budget item 5.5) for the
kindergartens in their community.

(b) Refunding was done to two communities based on their letter of request dated
20 April 2017 and 27 March 2017.

4.3.0ther/ MSIF Contribution

For the year For the period from Cumulative
ended 1 January 2018 to as at
31 Dec 2017 30 June 2018 30 June 2018
EUR EUR EUR
Cash contribution 9,255 6,001 21,660
Total 9,255 6,001 21,660
Total budget -
Percentage of finance provided
as at 30 June 2018 -

Special Purpose Financial Statements
“Increasing of children access and participation to the early education in the Republic of Moldova” Project
Government of Romania Grant dated 14 Nov 2014
Jor the year ended 31 December 2017 and for the period from | January 2018 to 30 June 2018
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S. Project Implementation

Actual Budget Implementation
Cumulative as Total Progress
Expenditure Category at 30.06.2018
EUR EUR EUR

Civil Works in Kindergartens 2,762,203 2,429,500 114%
Furniture and Equipment for Kindergartens 272,153 406,800 67%
Project administration 480,840 490,000 98%
TOTAL PROJECT EXPENDITURES 3,515,196 3,326,300 106%

The official launch of the Project commenced at the end of July 2015, after the new Mayors

were approved by the Central Electoral Commission.

The delay in the Project implementation occurred due to: (a) national local elections and
electoral campaign in spring-summer of 2015, thus MSIF being unable to initiate sub-projects
identification, and (b) little capacity of communities to provide the compulsory financial
contribution to the sub-project as a result of national budget issues in the second half of 2015,

including the lack of state budget law for 2016.
As at 30 June, 2018 all 68 sub-projects were finalized.

6. 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 special purpose project financial statements.
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