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Independent Auditor’s Report

To the Board of Directors of Municipal Development and Lending Fund - MDLF
Ramallah - Palestine

Report on the financial statements

We have audited the accompanying financial statements of Municipal Development and Lending Fund
(*“MDLF”) which comprise the statement of financial position as of December 31, 2011, the statement of
activities and changes in net assets, and statement of cash flows for the year then ended and a summary of
significant accounting policies and other explanatory notes.

Management’s responsibility for the financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards (“IF RS”). This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error; selecting and

Auditor’s responsibility

Our responsibility is to €Xpress an opinion on these financial statements based on our audit. We conducted
our audit in accordance with International Standards on Auditing. Those Standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of MDLF as of December 31, 2011 and, the results of its activities and its cash flows for the year then
ended in accordance with International Financial Reporting Standards.

useCoopers
June 24, 2012
Ramallah, Palestine

PricewaterhouseCooperS, Masrouji Building 201, (El-Bireh)Ramallah, Palestine
T: (972)2 242 0230, F: (972) 2 242 0231, Wwiw. pwe. com/middle-east
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MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

STATEMENT OF FINANCIAL POSITION
(All amounts in U.S Dollars)

ASSETS

Non-current assets
Property and equipment
Total non-current assets

Current assets

Pledges receivable

Prepaid expenses and other current assets
Cash and cash equivalents

Total current assets

Total assets

NET ASSETS AND LIABILITIES
Net assets

Temporarily restricted net assets
Unrestricted net assets

Total net assets

Non-current liabilities

Provident fund

Provision for end-of-service indemnity
Total non-current liabilities

Current liabilities

Accrued expenses and other current liabilities

Total current liabilities
Total liabilities
Total net assets and liabilities

- The notes on pages (from 6 to 37) form an integral part of these financial statements.
- The financial statements on pages (from 3 to 37)
June 14,2012 and were signed on its behalf.

e

P
L

/
Mr. Maﬁammad Al Ramahi

Finm{e and Admin. Manager

Note

M

2011 2010
309,825 287,478
309,825 287,478

27,943,017 44,785,628

32,516 21,539

12,253,757 15,574,453

40,229,290 60,381,620

40,539,115 60,669,098

35,862,719 53,781,425

1,385,770 279,621

37,248,489 54,061,046
387,569 281,733
337,282 222,148
724,851 503,881

2,565,775 6,104,171
2,565,775 6,104,171
3,290,626 6,608,052

40,539,115 60,669,098

*

Architect Abdel Mughni Nofal
Director General

were authorized for issye by the Board of Directors on




MUNICIPAL DEVELOPMENT AND LENDING FUND - MIDLF
Financial statements for the year ended December 31, 2011

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

(All amounts in U.S Dollars)

Changes in unrestricted net assets

MDLF management fees

Currency variance

Other revenues

Interest income

Total unrestricted revenues

Released from temporarily restricted net assets
Total unrestricted revenues

Expenses

Projects' expenses

Depreciation

General and administrative expenses
Loss on sale of properties and equipment
Total expenses

Net change in unrestricted net assets

Changes in temporarily restricted net assets
Grants and donations

Net assets released from restriction — management fees
Net assets released from restriction — projects'
expenses

Grants written off during the year
Currency variances

Net change in temporarily restricted net assets

Net change in net assets for the year
Net assets, beginning of the year
Net assets, end of the year

Note 2011 2010
(8) 2,595,009 1,683,176
398,676 (124)
45,351 57,289
31,144 -
3,070,180 1,740,341
(8) 40,402,057 28,542,332
43,472,237 30,282,673
(12) 40,402,329 28,542,332
(4) 77,154 82,162
(13) 1,867,537 1,498,411
19,068 (7,087)
42,366,088 30,115,818
1,106,149 166,855
(8) 24,476,307 28,662,380
(8,12) (2,595,009) (1,683,176)
(8,12) (40,402,057) (28,542,332)
(8) - (127,875)
(8) 601,553 (3,159,495)
(17,918,706) (4,850,498)
(16,812,557) (4,683,643)
54,061,046 58,744,689
37,248,489 54,061,046

*

- The notes on pages (from 6 to 37) form an integral part of these financial statements.




MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

STATEMENT OF CASH FLOWS
(Allamounts in U.S Dollars)

Cash flows from operating activities
Change in net assets for the year

Non-cash items:

Depreciation

End-of-service indemnity expenses

Loss/Gain on sale of property and equipment

Adjustments to reconcile changes in net assets to net cash flows
(used in)/provided by operating activities:

Pledges receivable

Prepaid expenses and other current assets

Provident fund ,

Accrued expenses and other current liabilities

End-of-service indemnity paid

Net cash (used in)/provided by operating activities

Cash flows from investing activities

Purchases of property and equipment
Proceeds from selling property and equipment
Net cash used in investing activities

Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents, beginning of the year
Cash and cash equivalents, end of the year

2011 2010
(16,812,557) (4,683,643)
77,154 82,162
158,941 74,847
19,068 (7,087)
16,842,611 4,096,911
(10,977) 144,474
105,836 60,903
(3,538,396) 2,957,986
(43,807) (40,852)
(3,202,127) 2,685,701
(149,297) (20,284)
30,728 7,087
(118,569) (13,197)
(3,320,696) 2,672,504
15,574,453 12,901,949
12,253,757 15,574,453

- The notes on pages (from 6 to 37) form an integral part of these financial statements.




MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

NOTE (1) GENERAL INFORMATION

The Municipal Development and Lending Fund (hereinafter “MDLF” or the “Fund”) is a semi governmental
juridical entity established by the Decree under the Council of Ministers, to accelerate Palestine’s drive
toward self-sustained, decentralized, prosperous and creditworthy local governments. The main objective
of the Fund is to encourage the flow of financial resources to Local Government Units (LGUs). According to
Cabinet Decree No. 05/13/12 dated August 2007, the fund shall undertake the following missions (Article 1
of the Decree):

1. Management of funds received through support from the Palestinian National Authority (PNA) or
provided by donor countries or any other sources in compliance with the terms and conditions
specified in MDLF’s internal bylaws.

2. Assist local authorities in developing their capacities in compliance with the bases of modern
management practices to help them provide better services to the public.

3. Guide assistance from donor countries and provide modern fiscal services to support and develop the
services offered to local authorities and to improve their credit abilities.

4. Encourage local authorities to adopt developmental projects to expand their geographic jurisdiction so
as to serve their developmental plans, and

5. Facilitate and provide loans to ‘local authorities and follow up the expenditures thereof from their
revenues.

MDLF is structured to ensure an efficient, transparent, and professional institution capable of fulfilling its
mission and bbjectives. The fund consists of a Board of Directors, executive departments, and other
advisory committees.

The Board of Directors is the policy and strategy setting authority responsible for the direction and
performance of the Fund. The Board consists of eleven voting directors and includes representatives of
the core ministries involved in utilizing the Fund including the Ministry of Local Government (the
Minister is the Chairman of the Board), the Ministry of Finance, the Ministry of Planning, the Ministry of
National Economy, and the Ministry of Public Works and Housing, in addition to the Association of
Palestinian Local Authorities (APLA), the Engineering Association, the Association of Banks in Palestine and
three members from the local authorities and the civic society.

NOTE (2) BASIS OF PREPARATION

The financial statements are prepared according to International Financial Reporting Standards based on
the historical cost convention and presented in USD. Currently, International Financial Reporting Standards
(“IFRS"} do not include any specific requirements regarding not-for-profit organizations in connection with
the accounting policies or the presentation of the financial statements. The preparation of the financial
statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires
management to exercise its judgment in the process of applying the MDLF's accounting policies.

Following is a summary of the MDLF’s significant accounting policies:

a) Property and equipment:
Property and equipment are stated at cost net of accumulated depreciation. Depreciation is computed
using the straight-line method over the estimated useful lives of the assets based on the following
annual rates:

%

Vehicles 10-15%
Office equipment 10-20%
Furniture and fixtures 10-20%
Computers 7-20%



MUNICIPAL DEVELOPMENT AND LENDING FUND - MIDLF
Financial statements for the year ended December 31,2011

NOTES TO THE FINANCIAL STATEMENTS
(Allamounts in U.S Dollars)

b)

o)

d)

f)

g)

The cost of the property and equipment includes all necessary expenditures incurred so as to make the
assets ready for use. Any subsequent expenditure is capitalized only when they increase the future
economic benefits of the related asset.

Pledges receivable:

Pledges receivable are stated at the original amount of the signed agreement less the amount
received, uncollectable amount (if any) and currency variances resulting from the fact that original
agreements with the donors may be in currencies other than USD.

Cash and cash equivalents:

Cash and cash equivalents includes cash at banks, cash on hand and short term deposits with a
maturity of three months or less.

Net assets:

Net assets of MDLF and changes therein are classified and reported as follows:

* Unrestricted net assets - Net assets whose use by MDLF is not subject to donor-imposed
restrictions.

* Temporarily restricted net assets - Net assets whose use by MDLF is limited by donor-imposed
stipulations that either expire by passage of time or can be fulfilled and released by actions of
MDLF pursuant to those donor-imposed stipulations.

Impairment of assets:

The carrying values of the assets are reviewed for impairment when events or changes in
circumstances indicate that the carrying values may not be recoverable. If any such indications exist
and when the carrying values exceed the estimated recoverable amounts the values of the assets are
decreased to the recoverable amount, and the difference is recognized in the statement of activities
and changes in net assets.

Temporarily restricted net assets:

As per International Accounting Standard number 8 paragraph 10, in the absence of a Standard and
interpretation that specifically applies to a transaction, other event or condition, management can use
its judgment in developing and applying an accounting policy that results in information that is relevant
and reliable. In doing so management can consider the standards set by other standard-setting bodies.
Accordingly, the project's management elected to implement the Financial Accounting Standard Board
pronouncement 116 and 117 to record the temporarily restricted grants.

The project's management has elected to record temporarily restricted grants as unrestricted if
restrictions are met in the same period in accordance with Financial Accounting Standard Board
Pronouncement number 116 or as temporarily restricted until restrictions are met. When donors'
restrictions expire, temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the statement of activities as net assets released from restrictions.

Provident fund
Upon the Board of Directors decision, MDLF deducts five percent of the employee’s base salary from

each salary payment, and contributes an additional ten percent from its. own funds to form the
provident fund for employees.

The employee is entitled to receive the full amount of his or her contribution and MDLF’s contribution
to the fund, if and when the employee ceases work at MDLF.




MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

h) Provision for end of service indemnity:

Benefits payable to the employees of MDLF at the end of their services are provided for in accordance
with the guidelines set by the local labour laws and MDLF's bylaw.
i) Revenue Recognition:

Donations and contributions are recorded as pledges receivable and temporarily restricted net assets
upon signing of the agreement with the donor. During the yearly close out process, the amount of

recorded as cash and cash equivalents and recognized as interest income in the statement of activities
and changes in the nets assets.

Other revenues relate to revenues that do not classify under any of the above.

j)  Expense recognition:
Expenses are recognized when incurred based on the accrual basjs of accounting.

k) Translation of foreign currencies:

The accompanying financial statements are measured and presented in US Dollars (hereinafter “Usp”).
Transactions in other currencies are recorded in USD at the exchange rate at the date of each

Exchange rates against USD as at the statement of financial position date were as follows:

Currency December 31, 2011 December 31, 2010
NIS 0.263 0.282
EURO 1.295 1.324
GBP 1.546 1.552

l)  Statement of sources and uses of funds:

Statement of sources and uses of funds was prepared according to the World Bank reporting
procedures.

NOTE (3) FINANCIAL RISK MANAGEMENT . !

a. Credit risk:

Credit risk is defined as the risk that one party to a financial instrument will cause a financial loss for the
other party by failing to discharge an obligation.

Analysis of this risk is presented in the following section by quality of credit.

Item Carrying amount Carrying amount
2011 2010

Pledges receivable 27,943,017 44,785,628

Cash and cash equivaleqts 12,253,757 15,574,453



MUNICIPAL DEVELOPMENT AND LENDING FUND - MIDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

b. Liquidity risk:

The risk is defined as the risk that the fund will encounter difficulty in meeting obligations associated with
financial liabilities. The schedule below presents expected cash outflows resulting from financial liabilities
broken down by time brackets:

Expected timing of cash outflow

ltem Carrying amounts 1-6 Month 7Months — 1Year
Accrued expenses and other
current liabilities 2,565,775 650,410 1,915,365

¢. Market risk:

The main market risk faced by MDLF is foreign exchange risk. Currency risk is defined as the risk that the
fair value of future cash flows of a financial instrument will fluctuate because of changes in foreign
exchange rates.

Fluctuations in the exchange rates resulted in a gain of USD 398,676.



MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS

(All amounts in U.S Dollars)

NOTE (4) — PROPERTY AND EQUIPMENT

Details-

Cost

January 1, 2011
Additions
Disposals

December 31, 2011

Accumulated depreciation
January 1, 2011

Additions
Disposals

December 31, 2011
Net book value December
31, 2011

Cost

January 1, 2010
Additions

Disposals
December 31, 2010

Accumulated depreciation
lanuary 1, 2010

Additions

Disposals

December 31, 2010

Net book value December
31, 2010

Furniture
Office and
Vehicles equipment fixtures Computers Total
272,238 196,133 98,672 40,504 607,547
95,164 20,556 33,577 - 149,297
(82,919) - (10,604) - (93,523)
284,483 216,689 121,645 40,504 663,321
91,457 151,597 47,024 29,991 320,069
38,057 19,986 13,959 5,152 77,154
(40,3'03) - (3,424) - (43,727)
89,211 171,583 57,559 35,143 353,496
195,272 45,106 64,086 5,361 309,825
Furniture
Office and
Vehicles equipment fixtures Computers Total

281,577 178,329 96,192 40,504 596,602
- 17,804 2,480 - 20,284

(9,339) - - - (9,339)
272,238 196,133 98,672 40,504 607,547
58,787 126,606 37,744 24,109 247,246
42,009 24,991 9,280 . 5,882 82,162
(9,339) - - - (9,339)
91,457 151,597 47,024 29,991 320,069

¥
180,781 44,536 51,648 10,513 287,478
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MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31,2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

NOTE (6) PREPAID EXPENSES AND OTHER CURRENT ASSETS

Details-
2011 2010
Prepaid expenses 31,320 21,539
Other receivables 1,196 -
32,516 21,539
NOTE (7) CASH AND CASH EQUIVALENTS
Details-
2011 2010
Cash on hand 3,013 55
Cash at banks:
MDPI - Multi Donor Trust Fund 2,401,043 1,610,603
MDPII - AFD 1,938,750 -
MDPI| - BTC 1,164,408 -
MDPI - WB 1,148,384 4,495,815
LDP phase two 1,096,960 2,106,224
MDP! - KfW 985,992 -
MDLF 950,724 406,038
MDPI - AFD 863,835 3,012,743
LGRDP 452,375 -
Danish LG Policy 361,482 -
MDPI - GIzZ 152,190 168,534
LGCBP 61,336 14,632
Kfw 25,458 1,205,702
CDSF 7,020 7,020
MDPI - PNA 747 77,380
AFD - 980,323
SIDA - 679,557
LDP phase one - 243,162
World Bank EMSRPII - additional financing bl 213,808
Danish Trust Fund - 7,030
11,613,717 15,228,626
Add: Assets limited to use* 640,040 345,827
12,253,757 15,574,453

*To meet future obligations with respect to MDLF severance pay liability and employees’ provident fund
(notes 9 and 10), management elected to consider USD 640,040 and USD 345,827 as of December 31, 2011
and December 31, 2010 respectively, from the above cash and cash equivalents as assets limited to use in
order to meet the obligations when they come due. These amounts cover 98% and 69% of the total liability
for the years 2011 and 2010 respectively.

12



el

6TL'798°'SE  €SS°T09 (600565°2) (£so‘zor’ov) L08‘9LY' VT STY'TI8L'ES
- - (€) (£88°tvT) 068°Tve auo aseyd 4a1
- (LT6°LYT) (9€6'57) (ovz'68L) - €60'€96 vails
- ISL'vy (0L€'T) (00S790°T) - 8TT'TZ0T a4v
- (6SY'8ST) (€€T897) (680'959°7) - 189°780'¢ pund isn4] ysiueq
- (€£659) (9€1) (0z6'027) 620°L8T Supueuy
‘ [BUOIHPPE — ||dYSINT Yueg PO
696 - - - - 696 - _ ENe)
9/S'Y - (000's7) (16€LTT) L96'9YT - Il a4v
€6L°TTT 08Tty (259'vve) (559288'9) - 088°0T69 M
80€'EYT 01S‘S (821) (ve6's62) - 0G8'€El 219 - 1daN
£¥8'v09 Tv0'CTT (86%°ST) (8s€’LS17) - 859'G99°C VYNd - IdAIN
0S2'TT8 - (00z‘€) (06%'LY) 0v6°798 - Adljod 97 ysiueqg
S97°068 165781 (965°¥8T) (8z6‘tv'e) - 86T'EET'Y a4dv - Idan
£9T950°T - (000'zL) (£50°8L6) - r2C'90T°C omi aseyd 4qd1
9817591 898°CTS (196°C69) (857'¥S9°L) - L€S°98€°6 M - 1daN
¥SO'ZETC - (STT'VIY) (8vL'€69°S) - LT0°0YC'8 aM - Idain
0L0'TTY'T - (870°09) (658T69) - LLB'ELT'S dg291
8L0'€96°C - (€L¥°809) “(€5£'199°2) - YOE'EETTT pun4 isnij Jouod NN - IdAIN
0ST'8vL'E (059°€S) - - 006108’ - 019 - [IdAIN
000°SS.°L (oo0‘TTT) - - 000998~ - a4v - Ildan
0S6‘vSSTT (06€'59T) (099'82) - 000'66L'TT - dayo
aduejeq Jduelsen s99} Juswaseuew sasuadxa suonjeuop aouejeq Jouoq / 133loud

Suipugy Aduauin) - UoldIIsal ,5193foud - uojousal pue sjueun 3upuuidag ’

woJuy pasea|ay

wouy pasea|ay

-s|jrelaqg

S13SSVY 1IN @31D141SIY ATIYVHOdNIL (8) ILON

(s4e]0o@ $'N Ul sunowe |y)

SININILVLS TVIDONVNI4 JHL OL SILON

TT0TZ ‘T€ 49qWiadaQg papua JedA sy} Joj sjuawalels [elaueuld



MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

NOTE (9) PROVIDENT FUND

Upon the Board of Directors decision, MDLF deducts five percent of the employee’s base salary from each
salary payment, and contributes an additional ten percent from its own funds to form the provident fund
for employees.

The employee is entitled to receive the full amount of his or her contribution and MDLF’s contribution to
the fund, if and when the employee ceases work at MDLF.

NOTE (10) PROVISION FOR END-OF-SERVICE INDEMNITY

Details-
2011 2010
Balance, beginning of the year 222,148 188,153
Add: provision made during the year 93,369 74,847
Less: payments made during the year 43,807 40,852
Add: currency variance* 65,572 -
Balance, end of the year ) 337,282 222,148

*This amount resulted from the revaluation of the provision of end-of-service indemnity from NIS to USD ,
due to the fact-that MDLF started calculating the provision in NIS since all employee contracts were
changed from USD to NIS starting February 2011.

NOTE (11) ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Details-
2011 2010
Due to contractors 2,474,639 6,049,485
Accrued expenses and other payables 91,136 24,677
Bank overdraft - 30,009
2,565,775 6,104,171

14
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MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

Note (12.a) Municipal Development Project for the support of Phase | of the Municipal Development
Program funded by the Kreditanstalt fiir Wiederaufbau (“Kfw”)

The objective of the project is to support phase | of the Municipal Development Program in improving
municipal management practices for better transparency.

The Program consists of the following:

Window (1) Municipal Grants for Capital Investment
* Providing sub-grants for eligible Municipalities in the West Bank and Gaza, specifically
performance-based grants for municipal service delivery. Municipalities decide on how to use the
funds based on their Strategic Development and Investment Plans and consultation with citizens.

Window (2) Support to Municipal Innovation and Efficiency

® Strengthening newly amalgated local governments through small scale infrastructure
improvements and capacity building services and training.

® Supporting activities to: (a) promote learning and innovation to facilitate municipal development;
and (b) support existing customer service centres and establish pilots of new customer service
centres and selected Municipals to create comprehensive citizen-responsive services and enhance
revenue generation and planning capabilities of municipals, through the financing of goods, works,
training and services.

Window (3) Capacity building for Municipalities and MDLF

e Capacity building services and training of Municipals in the west bank and Gaza selected in
accordance with criteria set forth in the operational manual and grant allocation manual, including
the areas of financial management, support to the development of strategic and investment plans,
and technical assistance to improve management capacity.

e Capacity building services and training to the project implementing entity for the implementation
of the municipal development program including the areas of human resource development and
institutional capacity building, in accordance with annual capacity development plans submitted by
the project implementation entity.

Window (4) Project implementation support and management costs
* Projectimplementation support through the funding of: (a) MDLF Management Fee (including the
cost of financial audit fees); (b) costs of monitoring and evaluation including the cost of technical
and institutional compliance audit fees and the cost of carrying out satisfactory surveys of citizens
and client municipalities; and (c) the design and implementation of an outreach and
communications campaign in relation to Municipal Development Program.
¢ Sub-project implementation support through the financing of Local’Technical Consultants.
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MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

The following table specifies the windows/categories of eligible expenditures that are financed out of the
proceeds of the grant and the allocations of the amounts of the grant to each window/category:

Window 1: Municipal Grants for Capital Investments
Recurrent Expenditures for Gaza Municipalities
"~ Window 2: Support to Municipal Innovations and Efficiency
Window 3: Capacity Building for (a) Municipalities
(b) MDLF
Window 4: (a) Local Technical Consultant
(b) MDLF Management Fee
(c) Monitoring and evaluation
(d) Outreach and communication

Details of Project's expenses-

Window 1: Municipal grants for capital investments

Recurrent expenditures for Gaza municipalities
Window 2: Support to municipal innovations and efficiency
Window 3: Capacity building for (a) Municipalities

‘ (b) MDLF

Window 4: (a) Local technical consultant

(b) MDLF management fee

(c) Monitoring and evaluation

(d) Qutreach and communication

Budget EUR Budget USD
6,280,000 9,021,848
420,000 603,372
225,000 323,235
525,000 754,215
50,000 71,830
7,500,000 10,774,500
Actual 2011 Actual 2010
7,432,886 546,722
183,283 -
38,089 -
592,961 -
8,247,219 546,722

Note (12.b) Municipal Development Project for the support of Phase | of the Municipal Development
Program funded by the Danish International Development Assistance (“DANIDA”) and the Swedish
International Development Cooperation Agency (SIDA) through the International Development

Association (“IDA”)

The project objectives and details are the same as those detailed in note (12.a).

The following table specifies the windows/categories of eligible expenditures that are financed out of the
proceeds of the grant and the allocations of the amounts of the grant to each window/category:

Window 1: Municipal Grants for Capital Investments
Recurrent Expenditures for Gaza Municipalities
Window 2: Support to Municipal Innovations and Efficiency
Window 3: Capacity Building for (a) Municipalities
(b) MDLF

Window 4: Project implementation support and management

costs
Total allocated
Un-allocated amount
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*

Budget in EUR

Budget in USD

7,365,361 10,493,535
699,094 996,009
349,650 547,966
34,965 49,815
950,958 1,354,843
9,400,028 13,442,168
24,477 34,873

9,424,505 13,477,041




MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLE
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(Allamounts in U.S Dollars)

Details of Project's expenses -

Actual 2011 Actual 2010

Window 1: Municipal grants for capital investments 7,460,583 2,112,393
Recurrent expenditures for Gaza municipalities - -
Window 2: Support to municipal innovations and efficiency - -
Window 3: Capacity building for (a) Municipalities 150,120 -
(b) MDLF - 4,700

Window 4: Project implementation support and management
costs 559,523 226,646
Total allocated amount 8,170,226 2,343,739
Un-allocated amount - -
8,170,226 2,343,739

(12.c) Poverty-Oriented Municipal Finance funded by Kreditanstalt fiir Wiederaufbau (“Kfw”)

On October 25, 2005 an agreement was signed between the Government of the Republic of Germany and the
Palestinian Liberation Organization for the benefit of the Palestinian Authority on Financial Cooperation 2005
(Government Agreement).

On September 15, 2008 the Palestinian Authority represented by the Minister of Planning and the Municipal
Development and Lending Fund (“MDLF” or “fund”) have entered into an agreement with Kreditanstalt fiir
Wiederaufbau (“KfW”) to implement a Poverty-Oriented Municipal Finance program.

The MDLF shall use the financial contribution exclusively to finance:

- Municipal investment for the extension and rehabilitation of social and economic infrastructure.
- The program management costs of MDLF and the consulting services.

- Foreign exchange costs.

KfW shall extend to the recipient a financial contribution not exceeding EUR 15,000,000 as the following
components:

Component Budget

Equivalents to
1. Investment in EUR usb
1.1 Construction works 13,500,000 19,067,400
Sub-Total 1 ' 13,500,000 19,067,400
2. Further project measures
2.1 Procurement audit and screening ,100,000 141,240
2.2 Local technical consultants . 250,000 353,100
2.3 Consultants for development of technical MDLF manual 300,000 423,720
2.4 Management fees for MDLF 750,000 1,059,300
2.5 Contingencies 100,000 141,240
Sub Total 2 1,500,000 2,118,600
Total 15,000,000 21,186,000

The exchange rate used in the above budget is based on the date of signing the agreement.
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MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

During the year 2010, a re-allocation of the project’s budget line items was approved by the donor as

follows:

Component Budget
Equivalents to

1. Investment in EUR usD
1.1 Construction works 14,092,975 15,904,918
Sub-Total 1 14,092,975 19,904,918
2. Further project measures
2.1 Procurement audit and Screening 82,254 116,176
2.2 Local technical consultants 50,771 71,709
2.3 Consultants for development of technical MDLF manual 24,000 33,897
2.4 Management fees for MDLF 750,000 1,059,300
2.5 Contingencies - -
Sub Total 2 907,025 1,281,082
Total 15,000,000 21,186,000

Details of Project's expenses-
Component Actual 2011 Actual 2010
1. Investment
1.1 Construction works 6,875,443 5,721,172
Sub-Total 1 6,875,443 5,721,172
2. Further project measures
2.1 Procurement audit and screening 9,745 -
2.2 Local technical consultants - 24,407
2.3 Consultant for development of technical MDLF manual - 15,099
2.4 Management fees of MDLF 344,652 307,007
Sub Total 2 354,397 346,513
Total 7,229,840 6,067,685
Bank charges 2,467 -

7,232,307 6,067,685

(12.d) Municipal Development Project for the support of Phase | of the Municipal Development Program

(TF095351) funded by the International Development Association (IDA) °

The project objectives and details are the same as those detailed in note (12.a).

+

The following table specifies the windows/categories of eligible expenditures that are financed out of the
proceeds of the grant and the allocations of the amounts of the grant to each window/category:

Budget in EUR

Budget in USD

Window 1: Municipal Grants for Capital Investments 5,314,686 7,600,000
Recurrent Expenditures for Gaza Municipalities - -
Window 2: Support to Municipal Innovations and Efficiency 489,510 700,000
Window 3: Capacity Building for (a) Municipalities 384,615 550,000
(b) MDLF 734,965 50,000

Window 4: Project implementation support and management
costs 769,231 1,100,000
6,993,007 10,000,000
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MUNICIPAL DEVELOPMENT AND LENDING FUND - MDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(Al amounts in U.S Dollars)

Details of Project's expenses-

Window 1: Municipal grants for capital investments
Recurrent expenditures for Gaza municipalities
Window 2: Support to municipal innovations and efficiency
Window 3: Capacity building for (a) Municipalities
(b) MDLF

Window 4: Project implementation support and management

costs

Actual 2011 Actual 2010
5,140,487 1,550,044
383,146 52,092
23,200 3,513
561,130 154,335
6,107,963 1,759,984

(12.e) Municipal Development Project for the support of Phase | of the Municipal Development Program

funded by the Agence Frangaise de Developpement (AFD)

The project objectives and details are the same as those detailed in note (12.a).

The following table specifies the windows/categories of eligible expenditures that are financed out of the
proceeds of the grant and the allocations of the amounts of the grant to each window/category:

Window 1: Municipal Grants for Capital Investments
Recurrent Expenditures for Gaza Municipalities
Window 2: Support to Municipal Innovations and Efficiency
Window 3: Capacity Building for (a) Municipalities
(b) MDLF
Window 4: Project implementation support and management
costs

Details of Project's expenses-

Window 1: Municipal grants for capital investments
Recurrent expenditures for Gaza municipalities
Window 2: Support to municipal innovations and efficiency
Window 3: Capacity building for (a) Municipalities
(b) MDLF
Window 4: Project implementation support and management
costs
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Budget in EUR

Budget in USD

2,620,000 3,518,136
230,000 308,844
350,000 469,980

3,200,000 4,296,960

Actual 2011 Actual 2010
3,037,403 39,366
122,103 -
’ - -
268,018 66,078
3,427,524 105,444




MUNICIPAL DEVELOPMENT AND LENDING EUND - MDLF !
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

(12.f) Danish Trust Fund Project (TF 096990) funded by the Government of the Kingdom of Denmark
through International Development Association (“1DA”)

On June 10, 2010 an agreement was signed between Kingdom of Denmark represented by International
Development Association (“the donor”) and Palestine Liberation Organization for the benefit of the
Palestinian Authority to support Danish Trust Fund Project (TF 096990) by an amount of U.S Dollars
5,218,068.

The donor will finance the following categories:
Budget in USD

Goods, works and consultancy services 3,071,075
Incremental operating costs 1,781,728
MDLF management fees and audit fees 365,265

5,218,068

Project Objective:
The objectives of this project are to: (i) provide assistance for mitigating further deterioration in the

delivery of essential municipal services in Gaza; and (i) create temporary job opportunities at the local
level.

The project consists of the following three parts:

Part one: Emergency Municipal Services Assistance
(a) Rehabilitation, reconstruction and upgrading of  deteriorating and damaged municipal
infrastructure and facilities, and supply of equipment to sustain municipal service provision; and

(b) Financing non-wage recurrent expenditures to sustain essential municipal services, including
expenses for fuel, equipment spare parts, electricity bills for street lighting and other related direct
costs for the provision of essential municipal services.

Part two: Labor- Intensive Employment Generation

Support for labor-intensive temporary employment sub-projects identified and implemented by
municipalities in coordination with local community groups.

Part three: Project Management Costs - "
Provision of management fees for the MDLF in relation to the activities carried out under the Project.

The closing date for the project is December 31, 2011. '

Details of Project's expenses-

Actual 2011 Actual 2010
Goods, works and consultancy services 1,629,571 1,402,496
Incremental operating costs 1,026,518 632,814
MDLF management fees and audit fees 268,136 100,075

2,924,225 2,135,385




MUNICIPAL DEVELOPMENT AND LENDING FUND - MIDLF
Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

(12.g) Municipal Development Project for the support of Phase I of the Municipal Development Program
funded by the Palestinian National Authority (“PNA”)

The project objectives and details are the same as those detailed in note (12.q).

The following table specifies the windows/categories of eligible expenditures that are financed out of the
proceeds of the grant and the allocations of the amounts of the grant to each window/category:

Budgetin EUR Budget in USD

Window 1: Municipal Grants for Capital Investments 2,265,377 3,007,502
Recurrent Expenditures for Gaza Municipalities - -
Window 2: Support to Municipal Innovations and Efficiency - -
Window 3: Capacity Building for (a) Municipalities - -
(b) MDLF - -

Window 4: Project implementation support and management
costs 171,374 227,515
' 2,436,751 3,235,017

Note that the above budget is based on 10% of the contribution committed by MDP partner donors except for
AFD share.

Details of Project's expenses-

Actual 2011 Actual 2010

Window 1: Municipal grants for capital investments 2,157,358 569,359
Recurrent expenditures for Gaza municipalities - -
Window 2: Support to municipal innovations and efficiency - -
Window 3: Capacity building for (a) Municipalities - -
{b) MDLF - -

Window 4: Project implementation support and management
costs 15,498 -
2,172,856 569,359

iR

(12.h) Municipal Development Project | (MDPI) funded by the Agency Francaise de Developpement (“AFD”)

During the year 2007 the agreement was signed on July 24, 2007 between the Agency Francaise de
Developpement (AFD) and Municipal Development and Lending Fund (MDLF) to implement the project
activities for Euro 12,000,000 for the financing of a municipal development project in Gaza Strip and in West
Bank.

Project objectives:
The project objectives consist of the following:

a. Improve the conditions of living and economic activity in the Palestinian Municipalities through the
maintenance, rehabilitation, and in limited cases creation of basic municipal infrastructure.

b. Stimulate the local’ economy through the mobilization of local contractors who will create jobs and
therefore generate additional income.
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Financial statements for the year ended December 31, 2011

NOTES TO THE FINANCIAL STATEMENTS
(All amounts in U.S Dollars)

¢. Reinforce the linkages between the newly created Municipal Development and Lending Fund (MDLF)
and the municipalities.

The indicative budget break down, net of taxes for the project is as follows:

Budget in Equivalent in
Component EUR usD
Municipal infrastructures 10,600,000 15,613,800
Technical audit, evaluation and other support studies 200,000 294,600
MDLF management fees (5%) 600,000 883,800
Contingencies (5%) 600,000 883,800
12,000,000 17,676,000

During the year 2010, a re-allocation of the Project’s budget line items were approved by the donor as
follows:

Budget in Equivalent in
Component EUR usD
Municipal infrastructures ; 11,200,000 16,497,600
Technical audit, evaluation and other support studies 200,000 294,600
MDLF management fees (5%) 600,000 883,800
12,000,000 17,676,000
Details of Project's expenses-
Component Actual 2011 Actual 2010
Municipal infrastructures 830,506 3,185,108
Technical audit, evaluation and other support
studies 233,994 36,185
Management fees 1,370 42,995
1,065,870 3,264,288

(12.i) Local Development Programme, Jenin Governorate (LDP) Phase Il funded by The Government of
Denmark

On December 2, 2009 an agreement was signed between the Government of-Denmark referred to as the
Ministry of Foreign Affairs, Danish International Development Assistance (DANIDA), represented by the
Royal Danish Representative Office - Ramallah (DRO) and the Palestinian Authority referred to as the
Ministry of Planning and Administrative Development (MoPAD) and the* Ministry of Local Government
(MoLG) to implement the project “Support to the Local Development’ Programme Jenin Governorate
(LDP)-Phase II”. The Municipal Development and Lending fund (MDLF) is granted the authority to manage
the project.

Objectives of the project:

1.The overall development objective of the programme is sustainable improvement of living conditions
in the Jenin district.

2.The immediate objective of the programme is improved delivery of-services through increasingly
integrated Local Government Units in the Jenin district.
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Outputs of the project:
In order to achieve the above-mentioned immediate objectives, the programme aims to produce the following:

1. A best practice model developed for assisting village councils and small municipalities in the
amalgamation process.

2. Social and cultural projects implemented with a potential for sustainability.

3. Joint infrastructure projects implemented through labor intensive construction methods with a
potential for sustainability.

The table below describes the grant description to be financed by the government of Denmark which should

not to exceed Danish Kronor (DKK) 12,000,000 equivalent to approximately USD 2,106,224 as presented
below:

Original Budget in Original Budget in Revised Budget in
DKK usD USD (2011)

Institutional Development 1,000,000 175,519 234,025
Social and Cultural Projects 3,000,000 526,556 508,660
Infrastructure Projects . 5,550,000 974,129 1,100,000
Consultant ’ 800,000 140,415 63,140
MDLF Management Fees 800,000 140,415 140,415
Reviews 300,000 52,655 -
Audits 4 50,000 8,776 -
Unallocated Funds 500,000 87,759 59,984

12,000,000 2,106,224 2,106,224

The project has been approved for final extension by the donor up to March 31, 2012.

Details of Project's expenses-

Actual 2011 Actual 2010

Institutional development 22,028 -
Social and cultural projects 160,422 -
Joint infrastructure projects 793,247 -
Consultant 2,360 -
MDLF management fees 72,000 -
Reviews ‘ - -
Audits . - -
Unallocated funds ) . i

1,050,057 -

(12.j) Emergency Municipal Rehabilitation Il project (EMSRPIl}) funded by Sweden International
Development Agency (“SIDA”)

On March 14, 2008 an agreement was signed between the International Development Association
(hereinafter “IDA” or “World Bank”) which is the administrator of the Swedish Trust Fund for ESMRP |l and
the MDLF (the Project Implementing Entity) in connection with the Trust Fund Grant Agreement of the
same date between the Palestinian Liberation Organization-PLO (forthe benefit of the Palestinian
Authority) have entered into an agreement to implement GZ-Second Emergency Municipal Service
Rehabilitation project by MDLF. On October 15, 2009 MDLF has signed a new agreement for an additional
financing agreement to the project for an amount of U.S Dollars 2,800,000.
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(Al amounts in U.S Dollars)

Project objectives:

¢ Help mitigating further deterioration in the delivery of essential municipal services in the West

Bank and Gaza Strip, including solid waste collection, street lighting, provision of water, waste and
electricity services, and street cleaning, through rehabilitation of damaged and deteriorating
infrastructure and the provision of non-wage budgetary support for direct service cost input,

Creating temporary job opportunities in the West Bank and Gaza Strip through the launching of labor-
intensive employment generation schemes, proportionally located on the basis of unemployment
index,

Piloting innovative initiatives that foster Local Government-NGOs collaboration in response to urgent
community needs and assist municipalities in recovering cost for the provision of services, and
Providing assistance services for rehabilitation, reconstruction, and upgrading of deteriorating and
damaged municipal infrastructure and facilities.

Project Costs:

During the year 2009, IDA received a commitment from the Sweden International Development Agency
(hereinafter “SIDA”) for additional contribution to the original trust fund agreement. This additional
agreement was made through amendment dated September 28, 2009. According to this amendment, the
grant budget was increased by U.S Dollars 2,800,000.

During the year 2010, MDLF has signed an amendment to the original agreement in which the donor has
committed to contribute an additional amount of USD 329,069. Following to this amendment, the revised
budget has been categorised as follow:

Percentage of

Original Revised 2009 Revised 2010 Expenditures
Budget U.S Budget U.S Budget U.S to be
Category Dollars Dollars Dollars Financed
Works 250,896 250,896 250,896 100%
Goods 2,358,423 3,232,869 3,457,597 100%
Incremental Operating Costs 2,612,726 4,328,280 4,409,586 100%
MDLF Management Fees 264,101 474,101 497,136 100%
5,486,146 8,286,146 8,615,215
Details of Project's expenses- .
Actual 2011 Actual 2010
Works 45,509 193,327
Goods 236,608 1,355,925
Incremental operating costs 507,123 1,630,538
MDLF management fees and audit fees 25,936 276,038
815,176 3,455,828
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(12.k) Local Government Capacity Building Project (LGCBP) funded by the Kingdom of Denmark through

the International Development Association (“IDA”)

On March 22, 2005 an agreement was signed between Kingdom of Denmark represented by International
Development Association and Palestine Liberation Organization represented by Palestinian Authority to
support Local Government Capacity Building Project — LGCBP (TF 054521) by an amount of DKK 56,500,000

to be paid in several payments. The first payment was made is USD 2,474,000.

On September 9, 2008 the grant agreement was amended to reflect the receipt of the additional
contribution of (USD 7,563,396), resulting in an aggregate contribution of (USD 10,037,396) categorised as
shown in the original budget column below. During 2010, MDLF has obtained approval to re-categorise the

project’s expenses as shown in the below table:

Revised Budget in

Original Budget in USD USD (2010)

Goods 1,488,068 1,860,550
Consultant services, training and audit fees 6,938,356 7,089,846
Incremental operating costs _ 429,214 387,000
Other services “ 500,000 300,000
MDLF management fees and audit 400,000 400,000
Unallocated 281,758 -

10,037,396 10,037,396

The project’s closing date has been extended to June 30, 2012.

Project Objective:

The objective of the project is to improve local governance and accountability, and thereby foster the
efficient and sustainable economic, social and physical development of the urban and rural areas in the parts
of West Bank and Gaza under the jurisdiction of the Palestinian Authority, through the capacity building of

MOLG and LGUs.

Details of Project's expenses-

Actual 2011 Actual 2010

Goods 5,637 854,177
Consultant services, training and audit fees 589,491, 345,583
Incremental operating costs 3,986 3,364
Other services i 92,745 -
MDLF management fees and audit 60,048 80,401
Unallocated - -

751,907 1,283,525
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(12.1) Municipal Development Project for the support of Phase | of the Municipal Development Program
funded by the Deutsche Gesellschaft fiir Internationale Zusammenarbeit (“G1z”)

The project objectives and details are the same as those detailed in note (12.a).

The following table specifies the windows/categories of eligible expenditures that are financed out of the
proceeds of the grant and the allocations of the amounts of the grant to each window/category:

Window 1: Municipal Grants for Capital Investments

Recurrent Expenditures for Gaza Municipalities
Window 2: Support to Municipal Innovations and Efficiency

Budget in EUR

Budget in USD

Window 3: Capacity Building for (a) Municipalities 380,000 545,908
(b) MDLF 38,500 55,309
Window 4: Project implementation support and management
costs 31,500 45,253
450,000 646,470
Details of Project's expenses-
Actual 2011 Actual 2010
Window 1: Municipal grants for capital investments - -
Recurrent expenditures for Gaza municipalities - -
Window 2: Support to municipal innovations and efficiency - -
Window 3: Capacity building for (a) Municipalities 292,972 90,263
(b) MDLF 2,952 37,470
Window 4: Project implementation support and management
costs 128 41,478
296,052 169,211

(12.m) Local Development Programme, Jenin Governorate (LDP) Phase | funded by the Government of
Denmark

On June 25, 2008 the agreement was signed between the Government of Denmark referred to as the
Ministry of Foreign Affairs, Danish International Development Assistance~(Danida), represented by the
Royal Danish Representative Office - Ramallah (DRO) and the Palestinian Authority referred to as the
Ministry of Planning (MOP) and the Ministry of Local Government (MoLG) to implement the project “Local
Development Programme Jenin Governorate (LDP)-Phase 1 & Phase 2, 2008-2010". During May 2008 the
Municipal Development and Lending fund (MDLF) granted the authority to manage the project. Finally the
project has been approved by the MOP and MoLG and the DRO.

Project objectives
Project objectives are the same as those mentioned in note (12.0).

Project outputs
Project outputs are the same as those mentioned in not (12.i).
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The table below describes the grant description to be financed by the government of Denmark which should
not to exceed Danish Kronor (DKK) 12,000,000 as follows:

Original Budget

Original Budget

Revised Budget

DKK usD USD 2010
Institutional Development 1,000,000 210,971 197,326
Social and Cultural Projects 3,000,000 632,911 672,807
Infrastructure Projects 5,550,000 1,170,886 1,108,450
Consultant 800,000 168,776 70,000
MDLF Management Fees 800,000 168,776 168,776
Reviews 300,000 63,291 -
Audits 50,000 10,549 -
Unallocated Funds 500,000 105,485 -
12,000,000 2,531,645 2,217,359
The project closed up on March 31, 2011.
Details of Project's expenses-
Actual 2011 Actual 2010

Institutional Development - 104,476
Social and Cultural Projects 243,159 359,997
Infrastructure Projects - 657,332
Consultant - 70,000
MDLF Management Fees - 12
Reviews - -
Audits - -
Unallocated Funds - -
243,159 1,191,817

(12.n) Emergency Municipal Services Rehabilitation-1l Project - EMSRP Il (Additional financing from the
International Development Association — (“IDA”))

International Development Association-IDA ("World Bank” -WB as Administrator of the Trust Fund for Gaza
and West Bank) and the Municipal Development and Lending Fund (the "Project Implementing Entity ") in
connection with the Trust Fund Grant Agreement between the Palestinian Liberation Organization-PLO
(for the benefit of the Palestinian Authority-the Recipient) have entered into an additional financing

agreement dated July 14, 2009 for Emergency Municipal Services Rehab_ilftation-ll -WB Project (EMSRP II-
WB).

Project Objectives:

EMSRP Il is designed primarily as a repeater project to EMSRP | and would address many of the same areas
of support. Palestinian counterparts indicate that these remain critical areas of need, including assistance
to sustain essential municipal services, promote temporary employment generation, while maintaining a
guideline for emergency recovery operations which are intended to be simple in design, fast disbursing and
responsive to emergency needs aimed at restoring/rehabilitating assets and services.
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The main objectives of EMSRP Il:

¢ Help mitigate further deterioration in the delivery of essential municipal services, including solid
waste collection, street lighting, provision of water, wastewater and electricity services (where such
services are provided by municipalities), and street cleaning, among other services, through
rehabilitation of damaged or deteriorating infrastructure and the provision of non-wage budgetary
support for direct service cost inputs.

e Create temporary job opportunities at the local level through the launching of labor-intensive
employment generation schemes, proportionally allocated on the basis of an unemployment index.

e Promote pilot initiatives that foster Local Government-NGO collaboration in response to urgent
community needs and assist municipalities in recovering costs for the provision of services.

IDA agreed to extend to the fund a grant in an amount equal to three million United States Dollars (USD
3,000,000) to assist in financing the following project categories:

Amount of the Grant Percentage of
Allocated Expenditures to be
Category usD Financed
Works ; 330,353 100%
Goods 753,000 100%
Incremental operating costs 1,706,647 100%
Management fee for MDLF and audit 210,000 100%
‘ 3,000,000
The project closed up on October 31, 2011.
Details of Project's expenses-
Actual 2011 Actual 2010
Works - 320,201
Goods 102,040 650,926
Incremental operating costs 118,880 1,215,322
MDLF management fees and audit 136 179,044
221,056 2,365,493

ALY

(12.0) ENVIRONMENTAL AND SOCIAL IMPACT ASSESSMENT

On July 29, 2011 a service agreement was signed between the Ministry pf Planning and Administrative
Development (“MoPAD”) and the Municipal Development and Lending Fund (“MDLF”) under which the
MDLF is given the management, coordination and follow-up of the Environmental and Social Impact
Assessment which is financed by the French Development Agency (“AFD”) for the preparation of the future
Gaza Solid Waste Management Project. For the implementation of this agreement the MoPAD agreed to
pay the MDLF an amount of USD 25,000.

For the purposes of the implementation of the above mentioned agreement, on August 2, 2011 the MDLF
entered into a consulting service agreement with the Joint Venture of EcoConServ Environmental Solutions
and Universal Group {“UG”) as the implementing parties of the project. The agreement amount is Euro
90,010.

The closing date of the project is January 10, 2012.
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Project Budget:
Budget in EUR Budget in USD

MDLF management fees - 25,000
Consulting service 90,010 146,968
90,010 171,968

Details of Project’s expenses-

Actual 2011 Actual 2010

MDLF management fees 25,000 -
Consulting service 117,391 -
142,391 -

(12.p) Support to Local Government Reform and Development Program (LGRDP) funded by the
Government of the Kingdom of Belgium through the Belgian Development Agency (“BTC”)

In late 2010 an agreement was signed between the Government of the Kingdom of Belgium (“Belgium”) and
the Palestinian Authority (“PA”) to support Local Government Reform and Development Program (“LGRDP”
or “program”) by an amount of EUR 15,160,000.

The Ministry of chal Government (“MoLG”) is designated by the PA as the administrative entity responsible
for the implementation of the project. MDLF is the implementation agency responsible for Components 2
and 3 of the program. The accompanying Financial Statements are prepared to present Component 2.

The Belgian Development Agency (“BTC") is entrusted by Belgium for the follow up, guidance, monitoring,
evaluation and audit of the program.

The program’s actual implementation started by midyear 2011.

Project objectives:

The general objective of the program is to strengthen the institutional and management capacities of the
local government system.

The specific objective to be achieved during the project period is to support institutional reform through
improved capacities and services of selected clusters of smaller Local Government Units (“LGUs”) and to
improve institutional capacity of MolG.

Project budget:

The total cost for all the components of the program has been estimated at EUR 15,160,000, of which EUR
160,000 to be contributed by the PA and EUR 15,000,000 to be contributed by Belgium.

The program will be implemented over a five year period within the following budget framework:

Budget in EUR Budget in USD

Component 1: CB of MoLG 1,824,140 2,391,448
Component 2 : Support for amalgamation in 6 areas
(including 7% management fee ) - MDLF 9,000,000 11,799,000
Component 3: MDP contribution (including 7%
management fee ) - MDLF 2,900,000 3,801,900
General Means and budgetary reserve 1,275,860 1,672,652

15,000,000 19,665,000

Project’s actual expenses for the year of USD 78,660 represent management fees.
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(12.q) Local Government Policy Development in Palestine funded by the Government of the Kingdom of
Denmark through the Danish Representative Office (“DRO")

On May 26, 2011 an agreement was signed between the Government of the Kingdom of Denmark
represented by the Danish representative office (“DR0O"), the Municipal Development and lending fund
(“MDLF”), and the Ministry of Local Government (“MoLG”) to support the programme titled Local
Government Policy Development in Palestine by an amount of DKK 4,794,110 for two years starting from
January 1, 2011 and ending on December 31, 2012.

Project objectives:

DRO intends to support the programme on establishing a Policy and Strategy Unit (“PSU”) within the MolLG
to be able to develop, formulate and monitor policies in the complex political/institutional set up in the
Palestinian Authority (“PA”). Further, the programme provides limited and targeted capacity support to
MDLF and the Association of Palestinian Local Authorities (“APLA”).

Further the development objective of the programme is to support the building of a sovereign,
democratically viable Palestinian state, guaranteeing basic human rights and security for its population,
creating the framework for economic growth and delivering basic services by contributing to the
establishment of a viable strategic framework for municipal development.

The program has three immediate objectives related to each component in the budget presented below:

1) MoLG to have a fully functioning PSU, capable of formulating and monitoring MolG policies and
strategiés to be implemented in the local government sector.

2) MDLF be strengthened to implement its working program with enhanced efficiency, effectiveness
and quality including implementation of policies for the municipal development and local
governance sector.

3) APLA be strengthened in its ability to voice the interest of Local Government Unit {“LGU”) members
in policy issues.

Project budget:

The programme budget for the 2 years starting from January 1, 2011 and ending on December 31, 2012, is as
follows:

Budget in DKK Budget in USD
2011 2012 Total 2011 2012 Total
Component 1: Support to MolLG 1,489,750 1,372,990 2,862,740 268,155 247,138 515,293
Component 2: Support to MDLF 289,420 279,420 568,840 52,095 50,296 102,391
Component 3: Support to APLA - 358,875 358,875 - 64,598 64,598
Sub-total program activities 1,779,170 2,011,285 3,790,45§ 320,250 362,032 682,282
Midterm review - 200,000 200,000 - 36,000 36,000
Audit 145,000 145,000 290,000 26,100 26,100 52,200
MDLF management fee (7%) 134,692 164,940 299,632 24,245 29,689 53,934
Contingencies 96,209 117,814 214,023 17,317 21,207 38,524
Grand Total 2,155,071 2,639,039 4,794,110 387,912 475,028 862,940
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Details of Project's expenses-

Component 1: Support to MoLG
Component 2: Support to MDLF
Component 3: Support to APLA
Sub-total program activities
Midterm review

Audit

MDLF management fee (7%)
Contingencies

Grand Total

(12.r) Emergency Municipal Services Rehabilitation-ll Project - EMSRP 1l funded by the International

Development Association (“IDA”)

International Development Association-IDA ("World Bank” -WB as Administrator of the Trust Fund for Gaza
and West Bank) and the Municipal Development and Lending Fund (the "Project Implementing Entity ") in
connection with the Trust Fund Grant Agreement between the Palestinian Liberation Organization-PLO
(for the benefit of the Palestinian Authority-the Recipient) have entered into an agreement dated February

Actual 2011

Actual 2010

47,450

3,200

50,690

2, 2007 for Emergency Municipal Services Rehabilitation-11 -WB Project (EMSRP 1I-WB).

Project Objectives

Project's objectives are the same as those mentioned in note (12.n).

IDA agrees to extend to the MDLF a grant in an amount equal to ten million United States Dollars (USD

10,000,000) to assist in financing the following project categories:

Percentage of expenditure to

Category Budget in U.S Dollars be financed
Goods 3,139,664 100%
Works 2,154,947 100%
Consultants' services 268,455 100%
Incremental operating costs 3,936,934 100%
MDLF management fees 500,000 100%
10,000,000 100%
The project closed up on April 30, 2010.
Details of Project's expenses- !
Category Actual 2011 Actual 2010
Goods - 130,876
Incremental operating costs - 79,550
MDLF management fee and audit - 434
Consultants' services - -
Works - -
- 210,860
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(12.s) Community Development Stability Fund (CDSF)

On December 2, 2008, the project's agreement was signed between the State of Netherlands, represented by
the Minister of Development Cooperation, legally represented by the Chargé d' Affaires of the Representative
Office of the Kingdom of the Netherlands and the Palestinian Authority, represented by the Minister of Planning.

According to the agreement, the state of Netherlands represented by the Minister for Development Cooperation
was prepared to make a contribution of EURO 5,000,000 (Equivalent to USD 7,062,000) funded by the
Government of Netherland as follows:

Budget in EUR Equivalent to USD
Investments 93% 4,650,000 6,567,660
Management fees 7% 350,000 494,340
5,000,000 7,062,000

The exchange rate used in the above budget is based on the date of signing the agreement.
The project's objective is to consolidate stability and improve living conditions at the local level through quick
economic development projects in areas affected by emergency conditions.

The project closed up on October 17, 2010.

Details of Project's expenses-

Component ‘ Actual 2011 Actual 2010

Investment - 4,358,693

Management fees - 292,578
- 4,651,271

(12.t) PHRD Technical Assistance (TA) Grant for the preparation of the Municipal Development Program
funded by the government of Japan through the International Development Association (“IDA”)

The agreement was signed on December 4, 2008 between the International Development Association (IDA-
World Bank) Acting as administrator of grant funds provided by Japan and the Palestinian Liberation
Organization (“PLO”) for the benefit of the Palestinian Authority that is authorized to enter into this
‘agreement, to cause the Municipal Development and Lending Fund (“MDLF”), established under the
Recipient's decree of the council of ministers no. 05/34/min.waw.aif.qaf of 2005 to carry out the objectives
and activities in accordance with the terms and conditions set forth or referred to in this agreement.

Project objective: ,
Prepare the Municipal Development Programme which has as its objectives to support the delivery of

effective municipal services through demand-based infrastructure investmlents and capacity building for
local governments.

Project costs:

The table below describes the grant categories to be financed by the program which should not to exceed
U.S Dollars 495,000 as the following:

Category Total Budget in USD Revised Budget in USD

Consultants' Services 446,000 411,836

Goods, Training and Operating Cost 49,000 68,027
495,000 479,863

The project closed up on June 30, 2010.
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Details of Project's expenses-

Category Actual 2011 Actual 2010
Consultants' services - 84,927
Good, training and operating costs - 19,970
- 104,897
NOTE (13) GENERAL AND ADMINISTRATIVE EXPENSES
Details-
2011 2010
Salaries and related benefits* 1,453,686 1,127,029
Consultants and professional fees 76,080 45,864
Rent 62,637 60,251
Insurance 60,853 48,139
Fuel 59,931 54,598
Telephone, postage and internet 26,410 22,037
Board of directors fees 19,100 38,600
Training and workshops 17,892 10,692
Utilities ‘ 17,424 22,744
Printing and stationary 16,266 12,214
Car expenses 10,822 9,979
Office supply and maintenance 9,625 9,288
Travel and transportation expenses 9,543 12,806
Advertisement 7,496 3,405
Software expense 6,159 7,372
Car licences 3,485 2,380
Hospitality and cleaning 2,852 2,438
Bank charges 2,456 5,274
Translation 792 1,570
Others 4028 1,731
1,867,537 1,498,411
*Salaries and related benefits are detailed as follows: !
2011 2010
Salaries and wages 1,097,236 816,090
Provident fund expense 109,123 82,271
End of service expense 93,369 74,847
Transportation allowance 69,657 53,631
Bonus 46,601 53,672
Family allowances 34,528 25,702
Employees' remuneration 3,172 500
Living expenses - 15,084
Other allowances - 1,232
1,453,686 1,127,029
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NOTE (15) RELATED PARTIES

This item represents transactions and balances with related parties, i.e., directors, senior management and

projects being managed by MDLF, over which they exercise control.

-Transactions with related parties are as follows:

2011 2010
Director General salary and related benefit 73,880 78,168
Board of director remuneration 19,100 38,600
MDLF management fees 2,595,009 1,683,176
-Balances with related parties are as follows:

2011 2010
Director General - benefits payable 27,943 25,389
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