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UH! , Prostor LLC
Audit & Consulting Co.

Report of Factual Findings

To Mr V. Kushnir, Head of Board
Non-Governmental Organisation

Children's Fund "Health through Education”

135/7 Druzhba Narodov Avenue 03039K yiv - Ukraine

24/02/2014
Dear Mr Kushnir,

In accordance with the terms of reference dated 02/12/2013 that you agreed with us, we provide
our Report of Factual Findings (“the Report™), with respect to the accompanying Financial
Report for the period covering 01/01/2013 — 31/12/2013 (Annex 1 of this Report). You requested
certain procedures to be carried out in connection with your Financial Report and the European
Union financed Grant Contract concerning "Capacity building of All-Ukrainian Teachers and
Trainer Association (UTTA) to improve access to quality services of HIV/AIDS prevention
among adolescent and support the integration of children living with HIV/AIDS into schools" #
DCI-SANTE /2011 / 260-519, the ‘Grant Contract’.

Objective

Our engagement was an expenditure verification which is an engagement to perform certain
agreed-upon procedures with regard to the Financial Report for the Grant Contract between you
and The European Union represented by the European Commission, the ‘Contracting Authority’.
The objective of this expenditure verification is for us to carry out certain procedures to which we
have agreed and to submit to you a report of factual findings with regard to the procedures
performed.

Standards and Ethics
Our engagement was undertaken in accordance with:

— International Standard on Related Services (‘ISRS’) 4400 Engagements to perform Agreed-
upon Procedures regarding Financial Information as promulgated by the International
Federation of Accountants (‘IFAC);

— the Code of Ethics for Professional Accountants issued by the IFAC. Although ISRS 4400
provides that independence is not a requirement for agreed-upon procedures engagements, the
Contracting Authority requires that the auditor also complies with the independence
requirements of the Code of Ethics for Professional Accountants;

Procedures performed

As requested, we have only performed the procedures listed in Annex 2A of the terms of
reference for this engagement (see Annex 2 of this Report).

These procedures have been determined solely by the Contracting Authority and the procedures
were performed solely to assist the Contracting Authority in evaluating whether the expenditure
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claimed by you in the accompanying Financial Report is eligible in accordance with the terms
and conditions of the Grant Contract.

Because the procedures performed by us did not constitute either an audit or a review made in
accordance with International Standards on Auditing or International Standards on Review
Engagements, we do not express any assurance on the accompanying Financial Report.

Had we performed additional procedures or had we performed an audit or review of the financial
statements of the Beneficiary in accordance with International Standards on Auditing, other
matters might have come to our attention that would have been reported to you.

Sources of Information

The Report sets out information provided to us by you in response to specific questions or as
obtained and extracted from your accounts and records

Factual Findings

The total expenditure which is the subject of this expenditure verification amounts to
308.803.,46 €.

The Expenditure Coverage Ratio is 100 %. This ratio represents the total amount of expenditure
verified by us expressed as a percentage of the total expenditure which has been subject of this
expenditure verification. The latter amount is equal to the total amount of expenditure reported
by you in the Financial Report and claimed by you for deduction from the total sum of pre-
financing under the Grant Contract as per your Request for Payment of 31/12/2013.

We report the details of our factual findings which result from the procedures that we performed
in Chapter 2 of this Report.

Use of this Report
This Report is solely for the purpose set forth above under objective.

This report is prepared solely for your own confidential use and solely for the purpose of
submission by you to the Contracting Authority in connection with the requirements as set out in
Article 15 of the General Conditions of the Grant Contract. This report may not be relied upon by
you for any other purpose, nor may it be distributed to any other parties.

The Contracting Authority is not a party to the agreement (the terms of reference) between you
and us and therefore we do not owe or assume a duty of care to the Contracting Authority who
may rely upon this expenditure verification report at its own risk and discretion. The Contracting
Authority can assess for itself the procedures and findings reported by us and draw its own
conclusions from the factual findings reported by us.

The Contracting Authority may only disclose this Report to others who have regulatory rights of
access to it in particular the European Anti Fraud Office and the European Court of Auditors.

This Report relates only to the Financial Report specified above and does not extend to any of
your financial statements.
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We look forward to discussing our Report with you and would be pleased to provide any further
information or assistance which may be required.

Yours sincerely,

Auditors’ signature

Director of LLC «UHY
Prostir Ltd»

Name of Auditor signing

Safinskiy Viktor
Auditors’ address 01033, Ukraine, Kyiv,
Saksagans’kogo St
24, office 21

Date of signature _ 24/02/2014
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Information about the Grant Contract

Name of beneficiary of grant contract: Non-Governmental organisation Children's Fund" Health
through Education"

Name of partners in the Action: All-Ukrainian charitable organization "Network of People Living
with HIV” (NPLWHA), All-Ukrainian Teachers and Trainer Association (UTTA),

Associates:

Ministry of Education, Science, Youth and Sport; Committee on Combating HIV/AIDS and
Other Socially Unsafe Diseases (recently renamed the State Service of Ukraine Combating TB

and HIV/AIDS Epidemics); Post-graduate pedagogical institutions in all 27 regions of Ukraine;

National Pedagogical Dragomanov University; GIZ; UNESCO

Title of the Action: “Capacity building of All-Ukrainian Teachers and Trainer Association
(UTTA) to improve access to services of HIV/AIDS prevention among adolescents and support
the integration of children living with HIV/AIDS into schools”

Contract number: DCI-SANTE / 2011 / 260-519

Budget information: The total cost of the Action is estimated 622,750.00 EUR for 30 months
(starting as of 1 January 2012). The EC contribution will constitute maximum 80% of the
estimated cost of the Action, i.e. 498,200.00 EUR. The EC contribution will be transferred to the
HTE in 3 instalments. First instalment of 164,197.00 EURO has been transferred to HTE in
February 2012, second instalment of 228,756.00 EURO has been transferred to HTE in February
2013 and further instalments of 55,427.00 EURO and 49,820.00 EUROQ are expected to be
transferred in 2014 (pending the amount of the total €ligible costs for the Action),

Brief Description of the Action: HTE and the project partners aim at contributing to capacity
building among Ukrainian Non State Actors for an 1)improved access to HIV/AIDS prevention,
2)reducing of stigma and discrimination, 3) integration of children living with HIV (CLWHA)
into schools.

These objectives will be achieved through advocacy towards policy makers in Ukraine;
development and delivery of the training courses and relevant training materials for teachers,
students and pupils on HIV\AIDs protection; launching of the website in order to facilitate
exchange of information in the area of HIV\AIDs prevention as well as strengthening capacities
of the NGOs, active in HIV\AIDs prevention.

It is estimated that almost 1000 education officials and over 12000 will be trained throughout the
project implementation and 400 local UTTA branches are established.

PROCEDURES PERFORMED AND FACTUAL FINDINGS

We have performed the specific procedures listed in Annex 2A of the terms of reference for the
expenditure verification of the Grant Contract ('ToR") . These procedures are:

1. General Procedures

2, Procedures to verify conformity of Expenditure with the Budget and Analytical Review
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3. Procedures to verify selected Expenditure

We have applied the rules for selection of expenditure and the principles and criteria for
verification coverage as set out in Annex 2B (sections 3 and 4) of the ToR for this expenditure

verification.

The total expenditure verified by us amounts to 308,803.36 € and is summarised in the table
below. The overall Expenditure Coverage Ratio is 100 %.

Total

. Percentage
Amount reported exg;r:::::re of
by the Beneficiary i expenditure
(in EUR) wartliad by covered (in
auditors (in %%)
Headings (subheadings) EUR) P

1. Human Resources 144,372.94 144,372.94 100
1.1 Salaries (gross amounts, local
staff) 64,466.61 64,466.61 100
1.2 Salaries (gross amounts,
expat/int. staff) 63,403.51 63,403.51 100
1.3 Per diems for missions/travel 16,502.83 16,502.83 100
2. Travel 1,826.70 1,826.70 100
2.2 Local transportation 1,826.70 1,826.70 100
3. Equipment and supplies 1,802.56 1,802.56 100
Venue hire 1,802.56 1,802.56 100
4, Local office 10,679.49 10,679.49 100
4.2 Office rent 10,679.49 10,679.49 100
5. Other costs, services 142,091.03 142,091,03 100
5.1 Publications 131,317.87 131,317.87 100
5.2 Studies, research 7,556.25 7,556.25 100
5.3 Expenditure verification 1,961.81 1,961.81 100
5.6 Financial services (bank

| guarantee costs etc.) 1,255.10 1,255.10 100
7. Subtotal direct eligible costs of
the Action (1-6) 300,772.73 300,772.73 100
9. Total direct eligible costs of the
Action (7+ 8) 300,772.73 300,772.73 100
10. Administrative costs (maximum
7% of 9, total direct eligible costs of
the Action) 8,030.63 8,030.63 100
11. Total eligible costs (9+10) 308,803.36 308,803.36 100
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Bank interests on EU/ EDF

contribution yielded during the

period: ( see article 15.9 of the General 140.32 140.32 100
Conditions).

We have verified the selected expenditure as shown in the above summary table and we have
carried out, for each expenditure item selected, the verification procedures specified at point 3.1
to 3.7 of Annex 2A of the ToR for this expenditure verification. We report our factual findings
resulting from these procedures below.

1. GENERAL PROCEDURES

1.1. Terms and Conditions of the Grant Contract

We have obtained an understanding of the terms and conditions of this Grant Contract in
accordance with the guidelines in Annex 2B (section 2) of the ToR.

1.2. Financial Report for the Grant Contract

We verified that the Financial Report complies with the conditions of Article 2 of the General
Conditions of the Grant Contract. As a result of this verification we have not found any
differences.

1.3. Rules for Accounting and Record keeping

We have verified Accounting and Record Keeping system used by you and we convinced that it
totally complies with the rules stated by the Article 16 of the General Conditions the Grant

Contract

1.4. Reconciling the Financial Report to the Beneficiary's Accounting System
and Records

We have reconciled the information in the Financial Report to the Beneficiary’s accounting
system and records and have found no discrepancy or inconsistency.

1.5. Exchange Rates

Amounts of expenditures incurred in a currency other than the Euro have been converted by you
at the exchange rate which is made up of the average of the rates published in InforEuro for the
months covered by the Financial Report (from 01, January 2013 to 31, December 2013).

2. PROCEDURES TO VERIFY CONFORMITY OF EXPENDITURE WITH THE BUDGET AND
ANALYTICAL REVIEW

2 Budget of the Grant Contract

We have verified that the budget in the Financial Report corresponds with the budget of the Grant
Contract (authenticity and authorisation of the initial budget) and that the expenditure incurred
was indicated in the budget of the Grant Contract. We have found no discrepancy.
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2.2. Amendments to the Budget of the Grant Contract

All the amendments to the Budget of the Grant Contract were proceeded by you in conformity
with the Article 9 of the General Conditions of the Grant Contract.

3. PROCEDURES TO VERIFY SELECTED EXPENDITURE

We have reported further below all the exceptions resulting from the verification procedures
specified at point 3.1 — to 3.7 of Annex 2A of the ToR for this expenditure verification insofar
these procedures did apply to the selected expenditure item.

We have quantified the amount of the verification exceptions found and the potential impact on
the EU contribution, should the Commission declare the expenditure item(s) concerned ineligible
(where applicable taking into account the percentage of funding of the Commission and the
impact on indirect expenditure (e.g. administrative costs)). We have reported all exceptions found
including the ones of which we cannot quantify the amount of the verification exception found
and the potential impact on the EU contribution.

As mentioned below, we have found exceptions for the total amount of € 61.56 in the subheading
2.2 «Local transportation» as we see no evidence of need for some expenditures incurred for
implementation of the Project.

In connection with this, we assess the financial impact on EU’s contribution in the amount of €
50.56 (€ 61.56 (exceptions) x 80% (rate of EU’s contribution) x 1.0267 (administrative
expenditure ratio, that amounts to 2,67% of total direct eligible expenditures)).

3.1. Eligibility of Costs

For each expenditure item selected we have verified the eligibility criteria set out in Article 14.1
of the General Conditions of the Grant Contract.

We found the following:

Expenditures in the amount € 61.56 included in the line ««Local transportation for participants
(conferences, meetings, trainings)» of the Financial report can’t be considered as eligible for the
reason they were not necessary for the implementation of the Project. Such expenditures are
reimbursement of travelling costs to employees of HTE Berezyuk and Lyutenko to Odessa city
for taking part in seminar-workshop organized by HTE for trainers of elementary school teachers.
At the same time such HTE employees in 2013 were not employed in the Project (nor they
were trainers or teachers) and consequently had no relation to any Project activities — copies of
the supporting documents are attached.

In addition the auditors also paid attention to the following:

To the line «Interviewees' fees» of the subtitle 5.2 «Studies, research» of the Financial report was
included the amount of reward to private person entrepreneur Demchenko I.L. (Contract # 13/T-1
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dated 02.09.2013) for carried out by her sociological survey (questionnairing of other
individuals) in the amount € 3,775.00.

Judging by the name of the respective budget line («Interviewees' fees») the auditors assume that
the mentioned line was designed for including to it actually incurred expenditures on paying
reward (not more than € 4.00 for each person) directly to individuals filling in the
questionnaire (i.e. for interviewees).

Furthermore, the auditors paid attention that the description of Activity 6 «Project monitoring
research» (see paragraph 1.3 of the Annex 1 to the Grant Contract) says: «The Applicant plans to
conduct a series of independent research in ovder to study the impact of the project on target
groups and its influence over the final beneficiaries. Monitoring research will be carried out by
the external experts» and the Project Budget has the special line «Expert fees (2 experts)». So
the auditors think that reward payment to Demchenko L. for her carrying out sociological
survey (monitoring research) perhaps should have been shown in the line «Expert fees (2
experts)» of the Financial report (in which expenditures for paying reward only to one of
experts — Patrikeeva O.0. — for working out questionnaires and description of monitoring

research method were included).

3.2. Eligibility of Direct Costs (Article 14.2)

For each expenditure item selected we have verified the eligibility criteria set out in Article 14.2
of the General Conditions of the Grant Contract. As a result we have found no other exceptions
except listed in the p. 3.1 of our Report of Factual Findings.

3.3. Provision for Contingency Reserve (Article 14.3)
During the reported period you haven’t used the contingency reserve.
34. Administrative costs (Article 14.4)

Indirect costs to cover the administrative overheads (heading 10 Financial Report) do not exceed
2.67 % of the total amount of eligible direct costs of the Action.

3.5, Contributions in kind (Article 14.5)
Your costs included to the Financial Report do not comprise contributions in kind.
3.6. Non-eligible costs (Article 14.6)

Your costs included to the Financial Report do not comprise non-eligible costs as they are
described in Article 14.6 of the General Conditions.

3.7 Accepted costs

During the reported period you have used all the legal opportunities in order to avoid the
necessity of paying taxes through an exemption system and/or a refund a posteriori.

UHY Prostor Company Group
Tel. #38 044 492 87 16{17,18) Fax.:+38 044 492 87 19
Ukraine, Kiev, 01033,Saksaganskogo str., 24, of. 21 \Q

A member of UHY International, a network of independent accounting and consulting firms
The UHY network is a member of the Forum of Firms



UH! ’ Prostor LLC
Audit & Consulting Co.

3.8. Revenues of the Action

In the Financial Report you have disclosed all the revenues (interests earned) generated by you in

the context of the Action.

Annex 1 Financial Report for the Grant Contract
Annex 2 Terms of Reference Expenditure Verification
Annex 3 | Copies of Documents
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TERMS OF REFERENCE FOR AN EXPENDITURE VERIFICATION OF
A GRANT CONTRACT

- EXTERNAL ACTIONS OF THE EUROPEAN UNION -

The following are the terms of reference (‘ToR’) on which Non-Governmental Organisation
Children's Fund "Health through Education" ‘the Beneficiary’ agrees to engage LLC «Audit
company “UHY Prostir Ltd” ‘the Auditor’ to perform an expenditure verification and to report in
connection with a European Union financed grant contract for external actions concerning
"Capacity building of All-Ukrainian Teachers and Trainer Association (UTTA) to improve
access to quality services of HIV/AIDS prevention among adolescent and support the integration
of children living with HIV/AIDS into schools" DCI-SANTE / 2011 / 260-519 (the ‘Grant
Contract’). Where in these ToR the ‘Contracting Authority’ is mentioned this refers to the
European Union, represented by the European Commission which has signed the Grant Contract
with the Beneficiary and is providing the grant funding. The Contracting Authority is not a party
to this agreement. .

1. RESPONSIBILITIES OF THE PARTIES TO THE ENGAGEMENT

‘The Beneficiary’ refers to the organisation that is receiving the grant funding and that has
signed the Grant Contract with the Contracting Authority.

e The Beneficiary is responsible for providing a Financial Report for the action financed by the
Grant Contract which complies with the terms and conditions of the Grant Contract and for
ensuring that this Financial Report can be reconciled to the Beneficiary’s accounting and
bookkeeping system and to the underlying accounts and records. The Beneficiary is
responsible for providing sufficient and adequate information, both financial and non-
financial, in support of the Financial Report.

e The Beneficiary accepts that the ability of the Auditor to perform the procedures required by
this engagement effectively depends upon the Beneficiary, and as the case may be his
partners, providing full and free access to the Beneficiary’s staff and its accounting and
bookkeeping system and underlying accounts and records.

¢ ‘The Auditor’ is responsible for performing the agreed-upon procedures as specified in these
ToR, and for submitting a report of factual findings to the Beneficiary. ‘Auditor’ refers to the
audit firm contracted for this engagement and in particular to the partner or other person in the
audit firm who is responsible for the engagement and for the report that is issued on behalf of
the firm, and who has the appropriate authority from a professional, legal or regulatory body.

By agreeing these ToR the Auditor confirms that he/she meets at least one of the following
conditions:

e The Auditor and/or the firm is a member of a national accounting or auditing body or
institution which in turn is member of the International Federation of Accountants (IFAC).

e The Auditor and/or the firm is a member of a national accounting or auditing body or
institution. Although this organisation is not member of the IFAC, the Auditor commits
him/herself to undertake this engagement in accordance with the IFAC standards and ethics
set out in these ToR.

o The Auditor and/or the firm is registered as a statutory auditor in the public register of a
public oversight body in an EU member state in accordance with the principles of public
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oversight set out in Directive 2006/43/EC of the European Parliament and of the Council (this
applies to auditors and audit firms based in an EU member state').

e The Auditor and/or the firm is registered as a statutory auditor in the public register of a
public oversight body in a third country and this register is subject to principles of public
oversight as set out in the legislation of the country concerned (this applies to auditors and
audit firms based in a third country).

2. SUBJECT OF THE ENGAGEMENT

The subject of this engagement is the interim Financial Report in connection with the Grant
Contract for the period covering 01 January 2013 to 31 December 2013 and the action entitled
"Capacity building of All-Ukrainian Teachers and Trainer Association (UTTA) to improve
access to quality services of HIV/AIDS prevention among adolescent and support the integration
of children living with HIV/AIDS into schools", the 'Action’. Annex 1 to these ToR contains
information about the Grant Contract.

3. REASON FOR THE ENGAGEMENT

The Beneficiary is required to submit to the Contracting Authority an expenditure verification
report produced by an external auditor in support of the payment requested by the Beneficiary
under Article 15 of the General Conditions of the Grant Contract. The Authorising Officer of the
Commission requires this report as he makes the payment of expenditure requested by the
Beneficiary conditional on the factual findings of this report.

4. ENGAGEMENT TYPE AND OBJECTIVE

This expenditure verification is an engagement to perform certain agreed-upon procedures with
regard to the Financial Report for the Grant Contract. The objective of this expenditure
verification is for the Auditor to carry out the specific procedures listed in Annex 2A to these
ToR and to submit to the Beneficiary a report of factual findings with regard to the specific
verification procedures performed. Verification means that the Auditor examines the factual
information in the Financial Report of the Beneficiary and compares it with the terms and
conditions of the Grant Contract. As this engagement is not an assurance engagement the Auditor
does not provide an audit opinion and expresses no assurance. The Contracting Authority
assesses for itself the factual findings reported by the Auditor and draws its own conclusions
from these factual findings.

5. STANDARDS AND ETHICS
The Auditor shall undertake this engagement in accordance with:

— the International Standard on Related Services (‘ISRS’) 4400 Engagements to perform
Agreed-upon Procedures regarding Financial Information as promulgated by the IFAC;

— the IFAC Code of Ethics for Professional Accountants (developed and issued by IFAC's
International Ethics Standards Board for Accountants (IESBA), which establishes
fundamental ethical principles for Auditors with regard to integrity, objectivity, independence,
professional competence and due care, confidentiality, professional behaviour and technical
standards. Although ISRS 4400 provides that independence is not a requirement for agreed-
upon procedures engagements, the Contracting Authority requires that the Auditor is
independent from the Beneficiary and complies with the independence requirements of the
IFAC Code of Ethics for Professional Accountants.

' Directive 2006/43 of the European Parliament and of the Council of 147 May 2006 on statutory audits
of annual accounts and consolidated, amending Council Directives 78/660/EEC and 83/349/EEC and
repealing Council Directive 84/253 EEC.
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