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Development of Enterprise, of 17 December 2004, Delegations will find attached the audit report on

the accounts of the Centre for financial year 2005 and the Centre's comments.
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ANNEX

Ref. EB/CDE/43/07 Brussels, 31 July 2007

The Chairman

of the ACP-EC Committee of
Ambassadors

175 Rue de la Loi

1048 Brussels

Dear Chairman,

Accounts of the CDE for the yvear ending 31 December 2005

The accounts of the CDE for the year ending 31 December 2005 have been adopted
by the Executive Board on the basis of the audit report by Ernst & Young and the
Centre’s comments on this report.

These documents are forwarded herewith to the ACP-EC Committee of Ambassadors
with a view to obtaining approval of the accounts and a discharge to the Director in
respect of the implementation of the CDE’s budget for financial year 2005.

Please accept, Chairman, the assurance of my highest consideration.

Philippe Gautier
Chairman
Executive Board of the CDE
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Ell Er~sT & YOUNG
REPORT OF THE INDEPENDENT AUDITORS
ON THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005
OF THE CENTRE FOR THE .
DEVELOPMENT OF ENTERPRISE (CDE)
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-=_'IERNST& YOUNG & FErnst & Young ® Tel:+3202 77491 1

Reviseurs d’Entreprises Fax: +32 {02 774 90 90
Bedrijisrevisaren

Avenue Marcel Thiry 204

Marcel Thirylaan 204

B-1200 Bruxelles - Brussel

AUDIT OPINION ON THE FINANCIAL STATEMENTS OF THE CDE
FOR THE YEAR ENDED 31 DECEMBER 2005

In accordance to article 27 of the Financial Regulation of the CDE (Decision n° 5/2004 of the
ACP-EC Committee of Ambassadors of 17 December 2004, entering into force on 1 January
2005) we report to you on the performance of the audit mandate which has been entrusted to us.

We have audited the financial statements and supporting notes thereto of the CDE for the year
ended 31 December 2005 numbered pages 1 to 13, which show a balance sheet total of
EUR 9.929.186,22 and an excess of revenue over expenditures of EUR 10.365.437,84. These
financial statements are the responsibility of the Director of the CDE. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with international standards on auditing, applied in a
public sector perspective. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An andit includes examining, on a test basis, and as considered by the auditor to be necessary in
the circumstances, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
the Director, as well as evaluating the overall presentation of the financial statements. We believe
that our audit provides a reasonable basis for our audit opinion.

In planning and performing our audit of the financial statements, we considered the internal
control structure of thg CDE in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control structure. In accordance with article 27 of the Financial Regulations of the CDE, we
present in sections 3 and 4 of this report our comments and recommendations resulting from our
consideration of internal controls,

We have presented in section 2 of this report our comments on the financial issues with impact on
the financial statements.

In our opinion, except for the financial issues listed in section 2 of this report, the financial
statements present fairly, in all material respects, the financial position as at 31 December 2003
and the revenue and expenditure of the CDE for the year then ended, in accordance with the
accounting policies of the CDE as set out in note 1 to the Financial Statements applied on a
consistent basis.

Brussels, 26 Octo 6

Emst & Ygung Reviseurs d’Entreprises SCC
Representéd by

Claude Josse
Partner e
B Sociéé civile ayant emprunté la forme d'une société coopérative
2 responsabilité limitde
Burgerlijke vennootschap die de rechtsvorm van een coBperative vennootschap
4 met beperkte aansprakelijkheid heeft aangenomen
RPM Bruxelles - RPR Brussel : TV.A. - BTW. BE 0446.334.711
Banque - Foutis - Bank : 210-0905900-69
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COMMENTS AND RECOMMENDATIONS FROM THE AUDIT
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2.

2.1.

2.2.

FINANCIAL STATEMENT ISSUES

Clearance of temporary accounts*

As at 31 December 2005 an amount of EUR 253.926,35 relating to social security paid to
Partena and an amount of EUR 152.678,88 relating to group insurance paid to Van Breda
for the periods June until December 2005 was still included in the temporary accounts on
the assets side of the balance sheet.

These balances should have been removed from the temporary accounts of the balance sheet
and included as an expense in the statement of revenue and expenditure of the year 2005.
The regularisation has been made in May 2006. .

Recommendation

This matter would have been avoided if the clearance process of the balance sheet accounts
were performed on a regular basis. We recommend the Centre reviews the content of the
temporary accounts more frequently with an aim of accelerating the clearance process of
these accounts.

Current account balances with Pro-Invest for common charges

Based on a “protocole d’accord” with Pro-invest, a fixed annual amount of EUR 232.000 is
invoiced by the Centre in order to reimburse the Pro-invest charges paid directly by the
Centre. The amounts invoiced to Pro-Invest, as well as the actual expense incurred, are
recorded in transit accounts on the balance sheet of the CDE (account number 002004
classified under Debtors and account number 07000 classified under Temporary accounts).
Therefore, if the annual invoicing to Pro-invest and the recording of the related expenses are
made correctly, the invoicing to Pro-Invest and the expenses paid should match at the end of
the financial year, and the balance in these accounts should be close to zero.

However, as at December 31, 2005 these accounts represent a total credit balance of
EUR 301.830,24 in the balance sheet of the Centre (i.e. EUR 214.804,95 in account number
002004 classified under Debtors, and EUR 87.025,29 in account number 07000 classified
under Temporary accounts),

This credit balance is an indication of two possibilities:

- or the annual amount of EUR 232.000 billed to Pro-invest exceeds the actual expenses.
In this case, the expenses of Pro-invest, claimed from the European Development Fund
(EDF), exceed the actually incurred expenses.

- or, not all Pro-invest-related expenses paid by the Centre have been credited to the
transitory account in the balance sheet. In this case, these expenses are unduly claimed
by the CDE from the EDF. '

*Note:

Comments marked with an * were already made in our report on the previous year financial statements,
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In both cases, the EDF is financing an excess of expenses. We understand that the

“protocole d’accord” with Pro-invest is signed for a seven years period and that the above
noted credit balance is a temporary situation. However we recommend to settle these
accounts on an annual hasis.

Recommendation

We recommend that these credit balances be analysed in detail by the Centre and that the
appropriate corrections be made to the accounts of the Centre on, at least, an annual basis.

2.3. Guarantee Deposits without underlying dogumentatiog*

The balance sheet as at 31 December 2005 includes certain old guarantee deposits, for
which the Centre is no longer able to produce the supporting documentation:

ONSS (social security) : EUR 19,260

ONSS (social security) : EUR 21,783

Swiss Life : EUR 23.549

Total EUR 64,592
Recommendation
We recommend the Centre makes the necessary research and inquiries with an aim to obtain
the refund of thesé old guarantee deposits. If these balances can no longer be recovered, the
Centre should cqnsider asking the Executive Board to approve that they may be written off
through the expenditure accounts.

2.4. Debtors - Rental charges
As at December 2005 an amount of EUR 37.961,01 relating to rental charges and taxes paid
to Swissville Europe for the periods April and August 2005 was included in the Debtors
" accounts on the asset side of the balance sheet,
This balance should have been removed from the Debtors accounts of the Balance sheet and
expensed in the statement of Revenue and expenditure of the year 2005.
Recommendation
This matter would have been avoided if the clearance process of the balance sheet accounts
were performed on a timely basis. We recommend the Centre reviews the content of the
debtor accounts more frequently with an aim of accelerating the clearance process of these
accounts.
ACP-CE 2118/07 AC/ng 7
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2.5.

Debtors - rent guarantee charges

As at December 31, 2005 the Debtors accounts includes an amount of EUR 10.746,10
classified as guarantee. In fact, this amount relates to charges paid to ING Bank for the cost
of the bank guarantee provided by ING vis-d-vis Swissville. The Centre has incorrectly
accounted this amount as a guarantee in the balance sheet. This balance should have been
removed from the Debtors accounts in the balance sheet and recorded as an expense in the
statement of revenue and expenditure of the year 2005.

Recommendation

This matter would have been avoided if the clearance process of the balance sheet accounts
were performed on a timely basis. We recommend the Centre reviews the content of the
debtor accounts more frequently with an aim of accelerating the clearance process of these
accounts.
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COMMENTS ON THE PRESENTATION OF THE FINANCIAL STATEMENTS
Overall presentation of the statement of revenue and expenditure and the related

accounting policies

Although the financial statements of the CDE are presented in accordance with its Financial
Regulation, their current presentation is not easily understandable to all readers as: -

- the expenditure figure, presented in the statement of revenue and expenditure, represents
the current disbursements whereas the carry forward balance of commitments is
presented separately as a reconciling line in the statement; -

- the revenue figure, presented in the statement of revenue and expenditure, represents
those revenue which would be received, if none of the commitments they relate to would
fall in expiry. However, as a significant amount of commitments of the Centre falls in
expiry each year, the revenue figure presented in the statement does not reflect the
economic reality.

Recommendations

We recommend that the Centre would consider clarifying the presentation of future years
financial statements, which might be accomplished by:

- clarifying the format of the statement of revenue and expenditure and possibly the names
of certain hegdings;

- further clarifying the explanations provided in the accounting policies presented in
Note 1;

- consider including a table of budget/commitment execution presented on a cumulative
(biennual) basis for each budgetary year;

- considering presenting a distinct statement of follow up of commitments separately from
the statement of revenue and expenses.

In the longer term, the CDE might also consider adopting an internationally recognised
accounting framework, for example International Public Sector Accounting Standards
(IPSAS). However, the adoption of an accounting framework such as IPSAS would
necessitate a transition period.

In this connection, we draw to the attention that the European Development Fund (EDF),
the primary funding source of the CDE, has adopted accrual-based IPSAS accounting
principles for its own financial statements as from January 1, 2005. The accounting policies
currently followed by the CDE for the presentation of its financial statements are, to a large
extent, established on a cash accounting basis. Therefore, the accounting policies presently
followed by the CDE are no longer consistent with those followed by the EDF for its own
financial statements.
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4,1.

4.2.

INTERNAL CONTROLS AND MANAGEMENT ISSUES

Advances to be justified

The balance of advances to be justified in the balance sheet of the CDE has increased from
EUR 780.049,05 at 31 December 2004 to EUR 1.245.973,04 at 31 December 2005
(increase of EUR 465.923,99 or 60%).

We also noted that the time needed to justify these advances has increased as compared to
the previous year, as shown in the table below:

2005 2004 Movement

Balance as at December 31 1.245.973 100% 780.049 100% 465.923
Remaining balance in May 945.819 76%  297.852 38% 647.967

The table shows that in May 2005, 38% of the advances recorded in the 2004 financial
statements remained to be justified, whereas in May 2006, 76% of the advances recorded in
the 2005 financial statements remained to be justified.

Whilst we understand that this increase may be due to increased advances to Regional
‘Offices, increased activities, or increase in the % of advances granted per project, we
believe that the deterioration in the time needed to justify the balances is an important
concern that deserVes attention by the CDE,

Recommendation

We recommend that the CDE investigates the causes of the increase and implement
measures to reduce the level of balances to be justified in the accounts.

Risk exposure regarding recoverable debtors and counterparts creditors

The debtors account as at December 31, 2005 include balance recoverable of
EUR 318.536,07 relating to funds paid to projects, which need to be reimbursed to the CDE
for various reasons (e.g. project cancelled, project partly executed, etc.).

As a number of the debtors involved are also beneficiaries of other projects funded from the
Centre, in order to safeguard the recovery of these amounts, the CDE withholds advances
due to them for more recent projects. These withheld funds are posted in a temporary
account (named “recoverable debt counter part”) on the liability side of the balance sheet
and represent a balance of EUR 175.205,76 at 31 December 2005.

Whilst we welcome the above-noted risk mitigating procedure implemented by the CDE,
we noted an important increase in the balance of the recoverable debts and in the net
exposed balance, as shown in the table below:
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4.3.

44.

31 Decemnber 31 December

2005 2004 Movement
Recoverable debts 318.536 251,021 +67.515
Recoverable debts counter part - (175.205) (176.735) -1.530
Exposure 143.331 74.286 +69.045

Recommendation

We recommend implementing a procedure to closely monitor the evolution in the
recoverable debts in order to avoid any further deterioration. Actions should be undertaken
to collect the amounts and if these balances can no longer be recovered, the CDE should
consider asking the Executive Board to approve that they may be written off through the
expenditure accounts.

FAST Accounting system and Accounting Manual’

In 2004, the Centre implemented a new accounting software, “FAST* produced by Unisys.

As many accounting entries are generated by the FAST system in an automated manner, the
Centre’s Officers cannot always easily explain from where the accounting balances
originated. Interventions of consultants from Unisys are from time to time needed to
explain the audit trail of certain accounting transactions:

Although accoynting manuals prepared by Unisys (“Accounting movements” dated
27/11/03, “Advance justification booking” dated 28/05/04 and “Commitment booking”
dated 27/05/04) are available, the Centre’s Officers are not always fully knowledgeable of
the specificities of the system, in particular regarding the automated accounting entries. We
also understand that revised versions of these manuals were not provided to the Accounting
Officer.

Recommendation
Presently, the Centre appears to be relatively dependent from its supplier Unisys concerning
the understanding of the accounting process in FAST. Further training of the Center’s

personnel to FAST may be advisable. We also recommend that the Centre drafts or obtain
from Unisys clear and updated accounting manuals.

Regional Offices located in Senegal, Botswana, Dominican Republic and Kenxa'

4.4.1. Classification of expenses

The expenses incurred by the Regional Offices are classified in the financial statements
under Title 4 Support Costs, although the nature of their expenses are, for the timc being,
only Operating (Title 2) and Staff (Title 1) costs.
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We understand that the classification of the Regional Office expenses under Title 4 is
derived from the budget process. However, the correct allocation, based on the nature of
the expenses, should rather belong to Title 1 and Title 2.

Recommengdation

We recommend that the Centre consider presenting the expenses of the Regional Office in
Title 1 and 2 in the next financial year.

4.4.2. Bank account of the Regional Office in Dominican Republic’

In order to manage the local running costs of the Regional Offices, the Centre has opened a
specific local bank account for each of these Offices, which is operated by the Centre’s
Representative Officer in the relevant Regional Office.

For the Regional Office in Dominican Republic, the Centre has also opened a bank account
in the name of the National Authorising Officer instead of in name of the Centre. The
powers of signatures on this bank account are however with Representatives of the Centre.

Recommendation
In order to improve the control over the bank account in Dominican Republic, we

recommend that this bank be registered on the name of the Centre as is the case for the
other Regional Offices. :

4.4.3. Verification of the accounting documents of the Regional Offices

The Centre makes advances to the Regional Offices in order to allow them to pay their
running costs. These advances are regularised through statements submitted on a quarterly
basis to the Centre by the Regional Responsible, which are reviewed by the Financial
Controller. The supporting documents underlying the expenses remain located in the
Regional Office. The Financial Controller visits each Regional Office once a year in order
to verify the statements with the original supporting documents. A copy of each month-end
bank statement is attached to the statements submitted by the Regional Offices.

Recommendation

As a result of this procedure, a possibility exists that problems in the use of the local funds
may subsist for several months before they would get detected. In order to improve the
control over financial transactions, we recommend that the Centre directs the Regional
Offices to submit their statements on a monthly basis instead of a quarterly basis and to
request them to attach copies of all the bank statements.

We understand that reviewing all daily bank statements represents an increase in
administrative work. In view of the increased budget for Regional Offices (EUR 124.050 in
2003; EUR 354.551 in 2004 and EUR 676.500 for 2005) we consider this as a necessary
improvement to the internal control systems for the management of those budget lines.
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4.5.

4.6.

Partena (social security) accounts’

The accounting process followed by the Centre for social security involves a large amount

of time-consuming reconciliation work, often resulting in balance sheet accounts not being
cleared.

This problem is caused by the fact that the Centre initially records the monthly payroll
statements as calculated by the Centre, and subsequently needs to clear these accounting
entries with the invoices and supporting details provided by the external social security
bureau, Partena. As there are many differences between the calculations made by the
Centre and the statements of accounts prepared by Partena, many individual amounts
remain uncleared in the accounts, requiring a burdensome reconciliation process.

Recommendation

In order to avoid this time consuming reconciliation work and the resulting uncleared
balances in the accounts, the Centre might envisage an alternative method fo account for
social security. This alternative method could be not to record the internally prepared
monthly statement, but only the invoice and invoice detail of Partena, afier they have been
duly verified for correctness.

We understand that since June 2006 our alternative method has been considered and
implemented accordmgly

Indexation of salaries”

Salary indexations cannot be applied with immediate effect by the Centre as the resulting
new salary grids must first be approved by the CEE-ACP Council prior to their
implementation. When the new salary grids are approved by the Council, which usually
takes place from 12 to 20 months afier the indexation announcement, a retroactive
correction of the salaries for the indexation is processed.

Prior to 2004 these retroactive adjustments for salary indexations have been paid out to the
personnel after deduction of the social security, as should be the case. However, the social
security deducted on these salary corrections was not declared to the social security burcau,
although they should have been. According to the CDE, the Centre did not declare this
social security with the objective of avoiding the risk of having to pay a fine for late
declaration. The social security deducted from the net salaries, which should have been
declared and paid to the social security authorities, has been kept by the Centre and
recorded in other revenues as a deduction to the EDF contribution.

For the 2004 and 2005 indexations, the Centre has declared the retroactive social security
amounts. However, in order to avoid the risk of a fine for late declaration, these amounts
have been declared as premiums instead of retroactive salary adjustments.
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4.7,

4.8.

Recommendation

We recommend that the Centre would have a meeting with the Belgian Authorities in order
to resolve the Centre’s problem for the recurring risk about the indexation which they can
only apply retroactively instead of immediately as required by social security kgislation.

Alternatively, the Centre may investigate the possibility of asking to its supervisory bodies
to approve the implementation of an accelerated approval mechanism specifically for salary
indexations.

Property tax (“précompte immobilier”)”

The activity report of the Financial Controller for the year 2004 drew to the attention that
during 2004, a total amount of EUR 70,898 was paid to the landlord of the Centre’s offices
in respect of property tax, which may be contrary to the Headquarters Agreement signed
between the Centre and the Government of Belgium which exempts the Centre of most
taxes. However, the amount has not been claimed back from the Belgian Authorities on the
ground that the tax has been considered unrefundable as it is between the landlord and the
Belgian state and not directly between the Centre and the Belgian government.

The comments of the Director on the activity report of the Financial Controller indicated
that the Centre had sought legal advice on this matter in the past but has always had to pay
the tax. The comments of the Director also indicated that the Centre intends to arrange a
meeting with the Belgian authorities in order to review the existing Headquarters
Agreement and that the issue would also be raised again with the Protocol services at the
Belgian Ministry for Foreign Affairs.

No specific actions were taken by the Centre during 2005 with respect to this issue. On May
10, 2006 the Director of the Centre addressed a letter to the CIAOI (“Comité
Interministériel pour Paccueil des organismes internationaux™) requesting them to contact
the competent Belgian Authorities in view of a reimbursement of those property taxes.

Recommendation:

Although we understand that the current text of the Headquarters Agreement is not entirely
clear as to whether or not the Centre is exempt from this indirect property tax, we
recommend to follow up on the request forwarded to the CIAOL. In the absence of a positive
answer, the Centre should ensure obtaining a written confirmation from the Belgian
Government explaining their position and confirming that those taxes are effectively due.

Financial Controller function”

The Financial Regulations of the Centre defines the role of the Financial Controller as
follow: “Before any operation is authorised by an authorising officer, the operational and
Jinancial aspects shall be verified by the financial controller to ascertain (i) that the
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4'9.

4.10.

expenditure is in order and conforms to the relevant provisions and (ii) that the principle of
sound management has been applied. This verification shall result in the granting or
withholding of approval.”

Through discussion with the Officers of the Centre, we understand that this verification role
does not extend to verifying the outstanding uncleared balance sheet accounts.

Recommendation

In view of the important amounts in the balance sheet (in particular the debtors, realizable
accounts, guarantee deposits, advances to be justified and temporary accounts) we believe it
would strengthen the Centre’s internal controls if the verification role of the Financial
Controller would extend not only to the financial transactions, but also on the assets and
liabilities at any time.

The extension of the verification role of the Financial Controller could be based on article
26 (6) of the Financial Regulation of the Centre which states that : “ Eagch quarter a
statement shall be drawn up showing the situation as regards implementation of the current
budget and use of the appropriations carried over, this statement shall be certified by the
financial controller and forwarded to the executive Board.” In the execution of this task,
the Financial Controller certifies each quarter the statements by concluding that : “the
quaterly statements, being extracts from the nominal ledger, represent a true and fair view
of the financial position and results of the Centre as at period end”,

We recommend the Centre considers extending the role of the Financial Controller on
assets and liabilifies accounts at any time,

Debtors - VAT on rental charges

As at December 31, 2005 an amount of EUR 31.294,46 relating to VAT on rental charges
paid to Atis Real for the period 2004 and 2005 was included in the debtors account on the
assets side of the balance sheet.

For those VAT amounts paid in 2004 and 2005, no claims were filed by the Centre until we
brought that fact to the attention of the Centre. The Centre filed a claim to the VAT
Administration on June 14, 2006.

Recommendation

We recommend that VAT claims be filed on a timely based and at least annually.

Obligation to creditors - CMMS Mines project

As at 31 December 2005, the Obligations to creditors include an amount of EU 13.923,55
relating to a project dating from 2001 (CMMS Mines project). This project was financed by
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4.11,

a specific funding of the EDF. As the project has been finalized, the remaining funding
balance is not needed any longer and should be reimbursed to the EDF,

Recommendation

We recommend the Centre to make sure that no expenses are to be expected anymore for
this project and to reimburse the unused balance to EDF.

Inventory accounts - items below EUR 350

Article 35 (1) of the Financial Regulation of the Centre foresees that the permanent
inventory accounts included capital items with an individual value above EUR 350. This
limit has been increased from EUR 200 to EUR 350 in the new Financial Regulation
applicable since January 1, 2005.

In reviewing the inventory sub-ledger we however noted that it includes certain items of an
individual value under the threshold foreseen in the Financial Regulation of the Centre.

Recommendation

We recommend to strictly adhere to the Financial regulation with respect to the minimum
limit of EUR 350 for items to be included in the permanent inventory.

1]
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COMMENTS OF THE CDE
ON THE AUDITORS’ REPORT ON THE ACCOUNTS
FOR FINANCIAL YEAR 2005
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Doc. EB-CDE/22/07 18 June 2007

Comments of the CDE
on the auditors’ report on the accounts
for financial year 2005

The following comments relate to issues highlighted by the CDE’s statutory auditors,
Ernst & Young, in the following sections of their report:

» section 2 - Financial statement issues
= section 3 - Comments on the presentation of the financial statements
» section 4 - Internal controls and management issues.

For the purpose of easy reference, we have kept to the same numbering and headings
as in the audit report.

2. FINANCIAL STATEMENT ISSUES

2.1. Clearance of temporary accounts

The Centre’s Financial Regulation allows funds committed during a financial year but
not paid by 31 December of that year to be carried over to the following financial
year.

The amounts mentioned by the auditors were duly charged during 2006 to the related
2005 commitments that had been carried over.

Steps have been taken to ensure that the status of the temporary accounts is
reviewed regularly, as recommended by the auditors. The Head of Administration has
set up an internal working group for this purpose.

2.2, Current account balances with Pro€Invest for common charges

Contractual relations between the Centre and the Pro€lnvest programme are
governed by the protocol of agreement and subsequent addenda signed between the
Centre and EuropeAid. Under the terms of the agreement, Pro€lnvest pays the CDE a
lump sum rent for the fully equipped offices placed at its disposal. This lump sum has
been reviewed in the context of each addendum to the original agreement.
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To comply with EuropeAid’s wish be able to check at all times that the lump sum
corresponds to the actual cost, the Centre created a temporary balance sheet account
in 2002, with the prior agreement of its own auditors and those of Pro€Invest. The
purpose of this account is to show on the debit side the actual cost to the Centre of
placing fully equipped offices at the programme’s disposal and on the credit side the
lump sum rent that Pro€lnvest pays to the Centre.

Concerning the auditors’ remark that this account balance should be close to zero, the
nature of some of the expenses in the lump sum (such as IT maintenance, software
licences, network utilisation, rent of additional offices on the 3™ floor) precludes our
being able to determine precisely the actual cost. The Centre therefore proposed to
account for the difference as a receipt and deduct it from the funds to be received
from the EDF.

We have noted the auditors’ recommendation to settle this temporary balance sheet
account on an annual basis and will take the necessary steps to do so.

In the meantime, the amount of 87,023.29 euros in account number 07000 under
temporary accounts has been closed by creating an exceptional receipt that will be
deducted from the funds to be received from the EDF.

2.3. Guarantee deposits without underlying documentation

The auditors refer to an old guarantee deposit of 23,549 euros paid to Swiss Life.
This dates back to 1992 when the Centre moved into its current premises, then owned
by Swiss Life. In accordance with the terms of the lease, the Centre made a deposit
of 950,000 BEF (23,549 euros) as a guarantee for payment of the building charges.
Following remarks by the auditors in their report on 2004, we sent a registered letter
dated 18 November 2005 to the present building manager requesting refund of this
guarantee. He replied that he had never received the guarantee from the previous
building manager and raised the question of whether refund could have been made
through deduction from an invoice billed to the Centre in the intervening period. A
thorough examination of the Centre’s accounting records from 1992 to 2006 has
revealed no trace of refund of this amount.

The many changes in the building’s owners and managers since 1992 make it very
difficult to trace this guarantee. However, we will write to the initial building manager
to try to resolve the problem.

Concerning the guarantee deposits of 19,260 euros and 21,783 euros for social
security charges, we have contacted Partena (social security services) to try to resolve
the problem.
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2.4. Debtors - rental charges

The amount of 37,961.01 euros was removed from the debtor account on
26 May 2006 and duly charged as an expense to the 2005 budget.

In follow-up to the auditors’ recommendation, the accounting officer has been
instructed to improve the monitoring and clearance of the temporary accounts.

2.5. Debtors - rent guarantee charges

The amount of 10,746.10 euros was removed from the debtor account in 2006 and
duly charged as an expense to the 2005 budget.

In follow-up to the auditors’ recommendation, the accounting officer has been
instructed to improve the monitoring and clearance of the temporary accounts.

3. COMMENTS ON THE PRESENTATION OF THE FINANCIAL STATEMENTS

As mentioned by the auditors, the financial statements are presented in accordance
with the Centre’s Financial Regulation. However, we acknowledge that persons
unaccustomed to the nature of the Centre’s accounts could find them difficult to
understand.

Recommendations in the audit report on 2004 were taken into consideration when
presenting the financial statements for 2005, and we have already had discussions
with the auditors concerning the presentation of the statements for 2006.

The possibility of using the International Public Sector Accounting Standards (IPSAS)
will be given due consideration and we will contact the services of the EDF to benefit
from their experience. However, as mentioned by the auditors, a change to IPSAS
would require a transition period.

4. INTERNAL CONTROLS AND MANAGEMENT ISSUES

4.2. Risk exposure regarding recoverable debtors and counterpart
creditors

The working group for monitoring temporary accounts (see point 2.1) has met to
consider the issues raised by the auditors. A separate account, “Irrecoverable debts”
has been created. The next step is to determine which amounts are irrecoverable and
transfer them to this account. The final step will be to submit a proposal to the
Executive Board to write them off.

We wish to point out that most of the amounts in question date back many years and
that an annual average of two to three bad debts is low in relation to the number of
contracts signed annually (over 600).
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4.3. FAST accounting system and accounting manual

The comments the auditors made in their report on 2004 relate to the early months of
utilisation of the FAST system, since when actions have been taken to rectify the
initial problems. Steps will be taken to revise and update the accounting manual, as
recommended, and also to arrange additional training for the staff.

4.4. Regional Offices located in Senegal, Botswana, Dominican Republic
and Kenya

4.4.1. Classification of expenses

The costs of the Centre’s Regional Field Offices (RFOs) are no longer charged to
Title IV (Operations), since a new title was created in the 2006 budget - Title III
(Technical support and operations management).

Since 2006, therefore, the RFOs’ running costs, the cost of staff recruited locally, and
installation costs are charged to Article 331 (Regional Field Offices). Also charged to
Title III are costs for reinforcing the Centre’s operational network.

The cost of members of the Centre’s statutory staff who are assigned to the RFOs
continues to be charged to Articles 111 (Salaries) and 113 (Allowances) on Title I
(Staff)

This allocation of costs within the budget maintains a separation between the local
costs of the RFOs and the cost of the statutory members of staff who are assigned
there.

It should be noted that when determining the ratio between overall running costs and
operations on the Centre’s annual budget, the running costs comprise Titles I, II and
III.

4.4.2. Bank account of the Regional Office in the Dominican Republic

The bank account had to be opened under the name "“Secretaria de Estado de
Ordenador Nacional de Lome IV” in compliance with the country’s banking
arrangements and laws since there was no Headquarters Agreement between the CDE
and the host country. Each bank transaction, however, required two signatures: that
of the Centre’s Regional Field Officer and that of the EDF Authorising Officer.

The CDE will be able to open a bank account in its own name once it has signed a
Headquarters Agreement with the host country’s Ministry for Foreign Affairs. It is
hoped to be able to sign this Agreement in September 2007.
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4.4.3. Verification of accounting documents at the Regional Offices

The auditors’ recommendation has been noted. The RFOs have been asked to submit
their bank statements on a monthly basis and accounting software is being developed
to standardise the methodology used in all the RFOs.

4.5. Partena (social security) accounts

The auditors’ recommendation has been noted. As mentioned in the report, a new
methodology for the social security accounts has been used since June 2006. The
results will be assessed in 2007.

4.6. Indexation of salaries

The Centre will contact the Belgian authorities, as recommended by the auditors.
However, after discussion with Partena it seems unlikely that it will be possible find an
alternative solution for declaring the retroactive social security amounts.

4.7. Property tax (“précompte immobilier”)

The Centre has received confirmation from the Belgian authorities that the property
tax is due by the building owner and not the tenant. It is customary under
commercial contracts in Belgium for the building owner to require a tenant to
reimburse a pro rata amount for the surface area rented. This is therefore a tax that
is levied indirectly on the Centre, not directly.

The Centre wrote to the Comité interministériel pour I‘accueil des organismes
internationaux on 10 May 2006 concerning this problem but received no reply. It will
send a reminder.

4.8. Financial Controller’'s function

The role of the Financial Controller is established by the Financial Regulation of the
Centre approved by the ACP-EC Committee of Ambassadors.

The question of extending the Financial Controller’s role will be raised with the Board
and the Commission, in order to ascertain whether or not the change recommended
by the auditors requires an amendment to the relevant articles of the Centre’s
Financial Regulation.

In the meantime, the Financial Controller is a member of the working group that has
been set up to monitor temporary accounts (see point 2.1).
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4.9. Debtors — VAT on rental charges

Refund of the VAT on rental charges in 2005 was received at the end of November
2006.

The auditors’ recommendation has been noted and claims for VAT refund will be
submitted more regularly in the future.

4.10. Obligations to creditors — CMMS mines project

After due verification that there were no further expenses to be paid for this project
and in agreement with the Financial Controller, the balance has been transferred to
“Other revenue” for refund to the EDF.

4.11. Inventory accounts - items below EUR 350

Items with an individual value below 350 euros are recorded as purchases for control
purposes only. They do not form part of the value attributed to the permanent
inventory at 31 December 2005.
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CDE

STATEMENT OF REVENUE AND EXPENDITURE
Year ended December 31, 2005

(€
Revenue
2004
EDF Contribufions - Previous year 5,847,882.55
EDF Contibufions - Currentyear 17,955,360.42
Other sources 414,262.51
TOTAL REVENUE 24,217,505.48
EXPENDITURE
Current Expenses:
- Budget - Previous year 4,332,053.46
- Budget- Currentyear 12,304,857 46
- Equipment and Furnituré 46,203.32
TOTAL EXPENDITURE 16,683,114.24
EXCESS OF REVENUE OVER EXPENDITURE 7,534,301.24
Commitments carried forward (Current year) 6,056,776.45
EXPIRED COMMITMENTS (Previous year's budget) 1477,614.79
Adjustment for funds received -1,402,615.41
FUNDS REPAYABLE TO EDF (Previous year's budget) 74,999.38
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CDE

BALANCE SHEET
As at December 31, 2005
©
ASSETS
2004
Cash and Deposits 406.363,22
EDF Contributions receivable 4,954.256,87
Debtors and realizable accounts 554.431,50
Guarantee Deposits 45,333,562
Advances to be justified 780.049,05
Temporary accounts 106.768,62
TOTAL ASSETS 6.847.202,88
LIABILITIES
Commitments carried forward 8.056.776,45
Obligations to Creditors 455501,97
Temporary accounts 259.925,08
EDF funds repayable 74.999,38
TOTAL LIABILITIES __ 6.847.202,88 |

i

Qo \
: L. Vl_l AN
otounting Ofﬂc%r < \y:ﬂ

ACP-CE 2118/07
ANNEX III

AC/ng 4
DGEII EN



NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

AUTHORITY AND OBJECTIVE

e The Centre for the Development of Enterprise (the Centre), an institution without share capital, was
established in 1977 under the Lomé Convention System as the Centre for the Development of
Industry (CDI) to support small and medium sized industrial undertakings in the African, Caribbean,
and Pacific countries (ACP). It currently operates under the new Cotonou Agreement with an
expanded mandate that covers all private enterprise activities. The Centre has its head quarters in
Brussels, and is funded mainly by an annual appropriation from the European Development Fund
(EDF), third party contributions, and voluntary contributions from EU development institutions. For
purposes of the Income Tax Act, the Centre is deemed to be an International Organization under the
head quarters agreement with the Belgian government.

e The primary objective of the Centre is to participate in the ACP-EU policy for the development of
the ACP economies in promoting and supporting the private sector development. Funds from EDF
are used to finance the Centre’ operating costs and to provide grants and subsidies in the form of
studies and technical assistance to companies and institutions, The Centre’s activities are carried out
by different networks including the four CDE Regional Offices and third party agreements with
technical intervention offices, mainly ACP national or regional institutions and private consultancy
firms.

1. SIGNIFICANT ACCOUNTING POLICIES

e As required under article 26 (1) of the Financial Regulations of the Centre, the Statements reported
in euros (€). The conversion rates for the calculation in euros conform to article 21 (4) of the same
Regulations.

e The concept of “Approved Commitments” as defined in the Financial Regulations is used to
measure the total Revenue to be accrued in the Statement of Revenue and Expenditure.

e The actual amount of expenses that the EDF will fund is equal to the “Total of the Approved
Commitments” for the particular budget year less the sum of the actual amounts generated from
taxes on salaries and from other sources.

e EDF contributions called and not received, plus any outstanding amounts to be recovered by the
Centre at the Balance sheet date, are reported in the Balance Sheet as “Assets”.

e Interest revenues earned on the bank current account at the Balance Sheet date are accounted for in

" the current period.  Interest revenues earned on “Deposit accounts” that mature after the Balance
Sheet date are accounted for in the period of the actual receipt. No consideration is given to the
inter-period allocation of the interest revenues between the years.

o The total of the expenses accrued in the Statement of Revenue and Expenditur= is composed of; (i)
the actual payments made on the approved Commitments of the current year, and (ii) the actual
payments made on the approved Commitments brought forward from the previous year.

s Approved Commitments of the current year for which payments have not been made at the Balance
Sheet date are considered as obligations of the current period and are matched with the revenue of
the current year. These are carried forward to the following year for payment in conformity with the
provisions of article {5) of the Financial Regulations. They are also reported in the Balance sheet as
“Liabilities” of the current period.

s The value of the “Expired Commitments”, previous year’s budget is represented by those balances
brought forward from the previous year’s operations and subsequently de-committed (cancelled) in
the current year. Since the calculation of the original amount of funds to be received from the EDF
had included such commitments, a reconciliation of the
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

total approved expenses and the actual funds received in respect of the previous year is carried out
to determine the fina! result of operations, The excess of funds received over expenses are
repayable to EDF, and are reported in the Balance Sheet as “Liabilities”.

All purchases of fumiture and equipment are treated as expenses of the current period
without capitalization of expenses over the future life of the assets. For practical purposes,
the valuation of the inventory is recorded at historical cost less the historical cost of items
removed from service. In considering the net realizable value of the inventory, the rates
currently in use by the Commission are applied to devalue each asset. The valuation of the
inventory is reported in the ledger accounts and not as a “Fixed Asset” item in the Balance
Sheet.

e Temporary accounts are established for “Advances” in respect of operational activities and other
expenses that cannot be regularized immediately and charged to the respective Budget Articles.
Advances reimbursed to the Centre after the accounts for the relevant year have been closed, are
reported as “Other revenue” in the Statement of Revenue and Expenditure.

e In accordance with article 4 (3) of its Statutes and Rules of Procedure, the Centre may manage on
behalf of third Parties, resources intended for the execution of activities laid down for it in the
agreement. Consolidated Balance Sheets and Statements of Revenue and Expenditure together with
the details of the financial statements are annexed in compliance with Articles 26(4) and 37(6) of the
Financial Regulations of the Centre.

2. STATEMENT OF REVENUE AND EXPENDITURE

¥

REVENUE:

Total revenue: {€26.485.584, 58}: The total revenue accrued in the statements is funded by the
following sources: (a): EDF contributions in respect of the carried forward budget 2004; (b): EDF
contributions in respect of the current year 2003, and, {c): Taxes on salaries, interest revenue and
other sources. The details are shown below.

2004
a. Commitments brought forward - Previous year 5.847.882 55
EDF Contributions (eligible) - 2004 ___5.847.882,35
b. Approved Commitments - Current year 18.369.622 93
Other Sources (Taxes on salaries) -260.672,93
Other Sources (Interest & sundries) -153.589,58
EDF Contributions (eligibie) - 2005 __17.855.360,42 |

c. Other Sources:
Taxes on salaries 260.672,93
Interest and sundries 153.689,58
Total from other sources 41428251
TOTAL REVENUE 24.217.505,48
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

EXPENDITURE:

d. Current expenses: {€16.120.146, 74}: The total current expenses accrued in the Statements for the
year 2005 is composed of the actual expenses charged against the commitments brought forward
from the previous Budget year 2004, and the actual expenses charged to the current Budget year
2005. It is the policy of the Centre to show as separate line items in the Statement of Revenue and
Expenditure, those amounts expensed for the purchase of equipment and furniture in respect of the
commitments brought forward from the previous budget year, and those of the current budget year.
Therefore the amounts of €35.058,35 and €54.588,41 in respect of the years 2004 and 2005 have been
deducted from the respective totals, leaving balances of €4.357.868,69 and €11.637.572,94 to be reported
as normal costs. Sec also note {€) below.

CIF 2004
Title I: Staff & Operating Costs 438.522,43
Title Il Operating Costs 373.305,78
Title NI: Audit & Executive Board 14.277,30
Title [V: Support and Services for the Private Sector 3.566.821 53
4.392.927,04
Less: purchases of equipment & furniture ...-35.058,35
TOTAL AFTER DEDUCTION FOR EQUIPMENT & FURNITURE 4,357.868,69

.0

e. Equipment and Furniture: {€89.646, 76}: The expenses in respect of the inventoried purchase of
equipment and furniture in the year 2005 are considered as period costs (no allocation of cost to
future years). These expenses are accrued in full in the Statement of Revenue and Expenditure and
the actual amounts expensed in respect of the budget of the previous (2004) and current year (2005)
are shown below.

2004

Purchases - Previous year's Budget 38.214,30
Purchases - Current year's - Budget 7.989,02
46.203,32

f. Commitments 2005 carried forward to 2006: {€8.701.588, 43}: The value of the approved
Commitments for the year 2005 which have not been expensed at 31/12/2005, are carried forward to
the year 2006 for payment in compliance with article 5.2 (a) of the Financial Regulations. The
breakdown of this amount among the respective Titles is shown in the summary below. The
expanded breakdown is given in the Annex.
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

Approved Approved
Commitments  Payments

2005 2005
N B I
Title 1: Staff & Operafing Costs 8,243,623.00 6,632,386.39 ;
Title li. Operating Costs 1,718,387.15 1,110821.73 ¢
Title 1ll: Audit and Execuiive Board 147,382.14 80,947.14
Tite IV: Support & Services for the Private Sector 10,319,415.84 3,902,964.44 1

20,428,808.13  11,727,219.70

g. Expired commitments (previous year’s budgef): {€1.663.849, 41}: This figure represents the
difference between the maximum entitlement of the EDF contributions that was required to fund the
commitments {€6.056.776, 45} brought forward from the previous budget year 2004, and the actual
expenscs {€4.392.927, 04} charged to those commitments in the current budget year 2005. A
reconciliation of the actual cash received from EDF and the actual expenses for the Budget year
2004 has been carried out in order to conclude what a balance is refundable to, or is callable from
the EDF in respect of this year. See note 3.b, pages 8-9 for the details of the reconciliation where it
has been determined that a balance of €176.688, 22 is refundable to EDF.

3. BALANCE SHEET

ASSETS .

a. Cash, Term deposits and Interest revenue: {€5.831471, 05} (i): The current account balance is
reported at the value date of 31/12/2005. (ii): All term deposits were repaid to the current account
at 31/12/2005, and all interest revenue earned during the period was recognized and recorded in
the current account at the date of the actual receipt (value date). (iii): The total amount of the
interest earned and credited to the current account during the year 2005 is (€69.686, 38). This
amount is included in the global figure of (€366.858, 88) that is reported as “other Sources” in the
Statement of Revenue and Expenditure.

2004
Current account balance 406,363.22
Deposit account balance

406,363.22

b. EDF Contributions Receivable - Budget 2005: {€1.824.349, 25}: The total value of the contribution
receivable from EDF at December 31, 2005 is determined by the Commission’s formula {Approved
commitments — Internal revenue + Contributions received). Two amounts in respect of the Budget
2005 were credited to the Centre’s account: (i) €12.240.400 by (ref. 7070001869FD28 Avance
Convention De Subvention 9 ACP GPR 4) value date 18/04/2005; (i) €5.997.600 (ref.
7070008458FD28 Avance De 90P) value date 05/12/2005. See Table below.
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NOTES TO FINANCIAL STATEMENTS

For the

year ended December 31, 2005

2004
Approved commitments 18.369.622,93
Internal revenue (Taxes &interest) 5608381840 -414.262,51 |
Contributions entitlement 17.955.360,42
Contributions received - Budget 2005 -14.638.400,00
Contributions received - Budget 2005
Contributions receivable - Budget 2005 -
Contributions receivable - Budget 2004 3.316.960,42
Contributions receivable - Budget 2003 1.637.296,55
EDF Contributions Receivable 4.954.256,97

Contributions receivable-Budget 2004: {€3.316.960,42}: The amount recorded in the account at
31/12/2004 as the Contributions receivable for the budget year 2004 (see table above) has been
reconciled in the accounts during the year 2005. In the reconciliation table of the cash account
shown below, the actual expenses approved and recorded at 31/12/2005 for the Budget year 2004
amounted to €16.705.773, 52. The actual cash received from EDF at 31/12/2004 was €14.638.400. In
2005 an additional amount €1.829.80¢ in respect of the year 2004 was received (ref.
7070000088FD28Avance complementaire Projet 9ACP GPR 3) value date 18/02/2005. After
adjusting for the internal revenue from taxes, interest and sundries (€414.262, 51), it is concluded
that the amount €£76.688, 99 is refundable to EDF. This amount is recorded as a “Liability” in the
Balance Sheet.

RECONCILIATION OF CASH ACCOUNT - BUDGET 2004

Cash received from EDF as at 31/12/2004 - Budget 2004
Confributions - 10% advance - Subvention 2004
Revenue from interest, taxes and other sources

Actual expenses for 2004 {€4.392.927,04 +€12,312,846,48 }

Funds refundable to EDF - Budget 2004

The reconciliation of Commitment accounts with the Cash account for the Budget year 2004 is
also shown in the table below. On the basis of the contractual obligations (Commitments) of the
Centre at 31/12/2004, the amount of €3.316.960, 42 was recorded in the accounts as the
Contribution receivable for the year 2004. Contract obligations not carried out or completed for
various professional reasons during 2005 resulted in the partial adaptation or full cancellation of
the Commitments brought forward to 2005. The unused commitments in the amount of €1.663.849,
41 at December 31/12/2005 therefore necessitated a correction to the previously recorded
receivable for these commitments (€3.316.960, 42 - €1.663.849, 41) = €1.653.111, 01. As the sum
of €1.829.800 was received to cover the real obligations of €1.653.111, 01, the amount of
€176.688, 99 is reimbursable to the EDF.
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

RECONCILIATION OF COMMITMENT ACCOUNTS — BUDGET 2004

Comm.2004 Payments
CiF to 2005 In 2005
(1) @ ¢
Title I; Staff & Operating Costs 651.125,13 43852243
Title II: Operating Costs 506.857,53 37330578 &
Title I: Audit and Executive Board 25.282,95 14.277.30
Titke [V: Support & Services for Private Sector 4.873.510,84 3.566.821,53 &
6.056.776,45

Sub - Total
Amount previously recorded as receivable for 2004

Adjusted amount of the receivable for 2004
Contributions - 10% advance on Subvention 2004

Funds Refundable to EDF - (Budget 2004)

4.392.927,04 ¢

Contributions receivable-Budget 2003- {€1.637.296,55): The amount recorded in the account at
31/12/2004 as the Contributions receivable for the budget year 2003 (see table above) has been
reconciled in the accounts during the year 2005. In the reconciliation table of the cash account
shown below, the agtual expenses approved and recorded at 31/12/2004 for the Budget year 2003
amounted to €16.887.804, 75. The actual cash received from EDF at 31/12/2004 was €14.733.600. In
2005 an additidhal amount €1.841.700 in respect of the year 2003 was received (ref.
7070000088FD28Avance complementaire Projet 9ACP GPR 3) value date 18/02/2005. After
adjusting for the internal revenue from taxes, interest and sundries (€516.908, 20), it was concluded
that the amount of €204.403, 45 was refundable to EDF. This amount was refunded by the Centre’
Payment Order N° 4465 dated 28/07/2005 with the corresponding debit fo the bank account dated

02/08/2005.

RECONCILIATION OF THE CASH ACCOUNT - BUDGET 2003

Cash received from EDF as at 31/12/2004 - Budget 2003
Contributions - 10% advance - Subvention 2003
Revenue from interest, taxes and other sources

Actual expenses for 2003

Funds refundable to EDF - Budget 2003

Funds refunded to EDF - Budget 2003 - Date of 02/08/2005

BALANCE
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

¢. Debtors and Realizable Accounts: {€601.404,76): The value of this item is represented mainly by,
monies owed to the Centre from intervention contracts, advances made to staff for mission ¢xpenses,
home leave passages for staff and from bank debit orders awaiting supporting documents in respect
of social security, telephone charges, etc. Also included in this item is an unjustified amount of
€44.442, 49 that Tepresents a balance of litigation charges paid to the Centre’s lawyers in respect of a
former staff member. The original amount of €85.566.25 paid in respect of these charges has been
expensed in the budget year 1998. However a decision was taken by the Centre to report these
uniustified expenses among the assets and liabilities of the balance sheet under the captions,
“Debtors” and "Obligations to Creditors" respectively, pending the receipt of certain documents. The
Director approved a reduction in the amount of €41.123, 76 based on supporting evidence given
during the year 2003. The remaining unjustified balance is reported among the assets and liabilities
of the balance sheet.

2004
Advances on missions 34.464,00
Accounts for regularization 69.787,90
Debtors 399.193,48
Advances - Home leave 50.986,12
554.431,50

) —t

.
*

d. Guarantee Deposits: {€23.549, 88}: These deposits are required in respect of the common charges for
the leased premises (Swiss Life).

2004

Swiss Like 23,549.88
ON.SS 21,783.64
45,333.52

e. Advances to be justified: {€1.245.973, 04}: This item is represented by advances given to the Centre’s
consultants and antennae Cells for the execution of forums etc. All advances are governed by
contracts and, specified in each contract, is an expiry date for submitting the supporting documents
of the expenses incurred. Such expenses are expected to be regularized and cleared subsequently
against the respective budget articles and commitments by the officers-in-charge.

ACP-CE 2118/07 AC/ng

ANNEX III DGEII EN



NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

B.

I

Temporary Accounts: {€402.438.24}: This item is composed mainly of the deductions made from
staff members’ salaries in respect of the contributions payable to Partena and Van Breda for medical
and social services. These are recorded in the appropriate temporary accounts pending the
regularization by the Human Resources Section and subsequent extinguishment by the Accounting
Department upon receipt of the relevant documents.

LIABILITIES:

Commitments 2005 carried forward to 2006: ({€8.701.583, 43}: The values of the commitments
being carried forward are considered as obligations of the current period. See note-(2.f), page 7 and
Annex for summary and full details respectively. )

Obligations to creditors: {€771.750,64}:  This item consists mainly of; (a): payments in transit
(€713.284,60) that have been accrued in the accounting records and transferred to the bank, but have
not been debited to the bank account of the Centre at the Balance Sheet date of 31/12/2005; (b} a
balance of €13.923,55 from an amount donated by the EDF for the one-off funding of a particular
project; (c): the extraordinary amount of €44.442.49, which represents the balancing account for the
amount recorded in the debtor’s account in respect of the litigation charges for a former staff
member referred to at note 3(c.); and {(d): an amount of €100 that represents an over-reimbursement
made to the Centre by a staff member in respect of home leave passage for the year 2005.

Creditors *
Payments transferred and not debited by bank

456.502

Temporary Accounts: {€279.158,16}: This item is represented mainly by; (a): payments returned to
the Centre due to incorrect or insufficient bank details given by the beneficiaries €15.494,62; (b):
social benefits in respect of an ex-staff reimbursed by Van Breda and payable to Generali €1.432,49;
(¢) the balancing accounts of certain debtor accounts that have been recorded as assets €175.205,76;
and (d): reimbursements from Prolnvest being held for the extinguishing of the debtor accounts
when the reconciliation of the accounts of CDE and Prolnvest have been effected €87.025,29.

EDF Funds Repayable 2004: {€176.688,99}: The amount represents the residual value after the
reconciliation between the funds received in respect of the approved commitments for the year 2004
and the actual payments charged against the commitments. See note 3(b) above for full details and
calculation.  The amount of €74.999, 38 recorded in the balance sheet at 31/12/2004 as repayable to
EDF for the Budget year 2002 has been reimbursed to the EU Commission on 26/01/2005. The
reconciliation of the cash and commitment accounts in respect of this amount is repeated in the
current year’s statement for easy reference, and is shown below.
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

RECONCILIATION OF THE CASH ACCOUNT - BUDGET 2002

Actual cash received from EDF
Revenue from interest, taxes and other sources

Total aclual expenses for 2002

Funds Repayable to EDF - 2002

RECONCILIATION OF COMMITMENT ACCOUNTS - BUDGET 2002

Comm.2002 Payments
CiF to 2003 In 2003

(1) ]
Title |: Staff & Operating Costs 449,395,007 237.818,26
Title Il: Operating Costs 716.181,80 533.444. 1
Title lll; Audit and Executive Board 42.922 89 6.750,00
Title IV: Support and Services for the Private Sector ~_5.428.691,28  4.058.181,19

6.637.191,04  4.836.193,76

Amount recorded as receivable for 2002
1]

Funds Repayable to EDF - 2002

4. CAPITAL ACCOUNTS

k. Capital Expenses: All purchases of furniture and equipment are treated as expenses of the current
period (no capitalization of the expenses over the future life of the assets). For practical purposes,
the original value of each item of furniture and equipment is maintained in the ledger accounts at

" historical cost. For valuation purposes however, rates currently in use at the Commission are used to
devalue (using the simple depreciation method) each item of furniture in the inventory, and the
expired costs are accumulated in the respective contra account “Accumulated depreciation”. Items
removed from service are also based on the historical cost assigned to each item.

The cost of the office partitions installed at the inception of the leased premises is also accumulated in
the inventory at historical cost and the depreciated value is based on the annual expired cost over the
life of the lease (mine years) from01/06/2001 to 31/05/2010. The expired cost for the period
01/06/2001 to 31/12/2005 {€299.928, 38/ 9*5} = €166.626, 88 is also accumulated in a contra account.

The inventory is reported in the ledger accounts only and not as a “Fixed Asset” item in the Balance
Sheet.
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NOTES TO FINANCIAL STATEMENTS
For the year ended December 31, 2005

2004
Beginning inventory (Book Value} January 1™ 1,119,350.11
Items removed from service - Computer equipment -26,361.75
Items removed from service - error adjustment 0.00
Total items removed from service __-26,361.75 |
Adjusted value 1,092,988.36
Purchases in current year 46,203.32
Ending inventory (Book Value) at December 31 1,139,191.68
Less accumulated depreciation __-162,735.40 |
Net realizable value at December 31 - (a) __376,456.28 |
Historical value of partitioning 299,928.38
Less accumulated depreciation _-133,301.50 |
Net realizable value at December 31 - (b) _166,626.88 |
TOTAL INVENTORY - (a)+(b) 543,083.16
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CDE

ANNEX - 3

CONSOLIDATED STATEMENT OF REVENUE AND EXPENDITURE

Year ended December 31, 2005

(€

REVENUE

EDF Confributions - Previous year
EDF Contributions - Current year

Other sources

Total Revenue (CDE) - (R1)

Total Revenue (Third Parties} - (R2)
TOTAL REVENUE

ExpenpiTuRE
Current Expenses:

- Budget - Previous year *
- Budget - Current year *

- Equipment and Furniture

Total Expenditure (CDE) - (E1)

Total Expenditure (Third Parties) - (E2)
Excess Revenue Over Expenditure {CDE) - (R1)- (E1)
Excess Revenue Over Expenditure (Third Parties) (R2) - (E2)

Commitments carried forward (CDE)

Commitments carried forward (Third Parties)

NET EXCESS OF REVENUE OVER EXPENDITURE (CDE)

NET EXCESS OF REVENUE OVER EXPENDITURE (Third Parties)

TOTAL NET EXCESS OF REVENUE OVER EXPENDITURE

Note 2004
2.a 5.847.882,55

2.b 17.955.360,42

2c 414.262,51
24.217.505,48

Annex:3A 4.812.553,38
29.030.058,86

24d 433205346

2d 12.304.857 46

2e 46,203,32

» 16.683.114,24

Annex:3A 1.835.743,39
7.534.3%1,24

Annex:3A 2.976.809,99
2f 6.056.776,45
Annex:3A 940.226,39
2g 147761479
Armnex:3A 2.036.583,60
3.514.198,39
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ANNEX - 4

CONSOLIDATED BALANCE SHEET
As at December 31, 2005
©
ASSETS
Note 2004
Cash and Deposits Ja 406.363,22
EDF Contributions receivable 3b 4.954 258,97
Debters and realizable accounts de 554.431,50
Guarantee Deposits 3.d 45.333,52
Advances to be justified 3e 780.049,05
Temporary accounts 3f 106.768,62
Total Assets (CDE) 6.847.202,88
Total Assets (Third Parties) Aninex:4A __.3.065.720,06 |
TOTAL ASSETS 9.912.922,94
[}
LIABILITIES
Commitments carried forward 39 6.056.776,45
Obligations to Creditors 3h 455.501,97
Temporary accounts 3i 259.925,08
EDF funds repayable - 2004 3j 74.999,38
Total Liabilities (CDE) 6.847.202,88
Total Liabilities (Third Parties) Annex:4A 3.065.720,06
TOTAL LIABILITIES 9,912.922,94

J C. VAUGHAN
Accounting Ofﬁmﬂmmk
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