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Local Government Units Development and Lending Fund 
 

KfW Contribution into Municipal Development Program – Phase III Cycle I 
Statement of Revenues, Expenses and Changes in Net Assets 

For the Year Ended December 31, 2020 
(Currency: USD) 

 

 

 Note  2020  2019 

Changes in unrestricted net assets:      
      

Revenues      
Released from restricted net assets 5  3,283,133  15,396,712 
Interest revenue   24,008  31,430 
Currency variances gain   4,908  - 

Total unrestricted revenues   3,312,049  15,428,142 

      
Expenses      

Project’s expenses 6  3,283,133  15,396,712 
Currency variances loss   -  372 

Total expenses   3,283,133  15,397,084 

Net change in unrestricted net assets   28,916  31,058 

      
Changes in restricted net assets:      

Grants and donations   -  - 
Net assets released from restriction 5  (3,283,133)  (15,396,712) 
Currency variance 5  191,521  (366,005) 

Net change in restricted net assets   (3,091,612)  (15,762,717) 

      
Change in net assets    (3,062,696)  (15,731,659) 
Net assets, beginning of year    3,773,607  19,505,266 

Net assets, end of year  
 

  710,911  3,773,607 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
The accompanying notes form an integral part of these financial statements  
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Local Government Units Development and Lending Fund 
 

KfW Contribution into Municipal Development Program – Phase III Cycle I 
Cash Flows Statement 

For the Year Ended December 31, 2020 
(Currency: USD) 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The accompanying notes form an integral part of these financial statements 

  2020  2019 

Cash Flow from Operating Activities     

     

Change in net assets   (3,062,696)  (15,731,659) 
Adjustments to reconcile change in net assets to net 

cash flow from operating activities: 
    

Decrease in pledges receivable   -  15,940,620 
Decrease in advances to contractors  15,818  32,124 
(Decrease) in due to contractors  (1,491,076)  (263,655) 
(Decrease) in due to MDLF  (47,607)  (74,978) 
(Decrease) increase in due to other grants  (122,608)  76,910 

Net cash flow (used in) operating activities  (4,708,169)  (20,638) 

     
Net (decrease) in cash at bank  (4,708,169)  (20,638) 
Cash at bank, beginning of year   6,230,529  6,251,167 

Cash at bank, end of year   1,522,360  6,230,529 
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Local Government Units Development and Lending Fund 
 

KfW Contribution into Municipal Development Program – Phase III Cycle I 
Notes to the Financial Statements 

For the Year Ended December 31, 2020 
(Currency: USD) 

 
 

1. MDLF and its Activities 
 
The Local Government Units Development and Lending Fund (MDLF) had been 
established according to Cabinet Decree No. 05/13/12 dated August 2007. MDLF is a 
semi-governmental juridical independent organization aiming at accelerating Palestine’s 
drive toward self-sustained, decentralized, prosperous and creditworthy local 
government units. The main objective of MDLF is to encourage the flow of financial 
resources to Local Government Units (LGU). According to Decree by Law No. 25 dated 
November 10, 2016, MDLF shall undertake the following missions: - 

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

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

• 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. 

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

• 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 objectives. MDLF comprises of Board of Directors, 
executive departments, and other advisory committees. 

 

 
2. KfW Contribution into MDP III  

 

On December 12, 2018 an agreement was signed between the Kreditanstalt für 
Wiederaufbau (KfW) and the Palestinian Authority, represented by the Ministry of 
Finance (MoF) and MDLF, to contribute into the finance of Phase III of the Municipal 
Development Program (MDP III), (KfW Contribution) in the amount of EUR 40,000,000 
(EUR 20 Million for each of cycle I and cycle II). 
 
The following table specifies the components of eligible expenditures under cycle I that 
may be financed out of the proceeds of the grant and the allocations of the amounts of the 
grant to each component: 
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  Cycle I Budget  
 

EUR 

 Equivalent 
USD 

Component 1: Municipal Performance and Service 
Delivery 

 
18,240,712  20,918,449 

Component 2: Capacity Development  276,788  317,420 
Component 4: Project Implementation Support and 

Management Cost 
 

1,482,500  1,700,131  
 20,000,000  22,936,000 

 
The accompanying financial statements pertain to KfW contribution into MDP III cycle I. 
Separate financial statements have been issued for KfW contribution into MDP III cycle 
II. 
 

In addition, MDP III is supported by the Palestinian Authority (PA) along with the World 
Bank-International Development Association (IDA), the Partnership for Infrastructure 
Development in the West Bank and Gaza Multi-Donor Trust Fund (MDTF) through the 
World Bank, the Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ), the 
Netherlands (through VNG International), the Switzerland (through the Swiss Federal 
Department of Foreign Affairs (FDFA)), the Agence Française de Development (AFD) and 
the European Union (EU). Further, the saving from AFD contribution in MDP II in the 
amount of EUR 875,000 was agreed with AFD to be invested in Component 1 of the MDP 
III.  The PA contribution was committed to be 10% of the total fund plus the residual fund 
from PA contribution in MDP II. 
 
MDP III has five components as follows: 
 

Component 1 - Municipal Performance and Service Delivery 
 

Previous MDP phases financed municipal infrastructure and service delivery through the 
provision of basic block and performance-based grants, and provided demand-driven 
capacity development support for municipalities. This approach was very innovative at 
design and has shown to be highly effective. The MDP III will continue this overall 
approach while focusing more on improving financial sustainability and accountability 
in municipal service provision. 
 

Component 2 - Capacity Development 
 

This component will continue to strengthen municipal capacity in project’s three 
performance areas: (i) financial sustainability, ii) institutional performance and iii) 
transparency, accountability and participation. In addition, specific attention will be paid 
to higher order needs of municipalities that will enable them to improve their financial 
sustainability and credit worthiness, strengthening other core municipal functions as well 
as strengthening of their social accountability to their citizens and stakeholders. 
 

Municipal capacity development activities will continue to be identified by municipalities 
and MDLF to enable municipalities to achieve results and improve their performance. 
The performance measuring system will be applied to identify relevant capacity building 
activities to the municipality, which will be delivered to improve capacity and sustain 
results achieved. 
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Component 3 - Municipal Partnership Projects 
 

This component will provide technical assistance and project financing to municipalities 
to engage more effectively with the private sector, and work across administrative 
boundaries to develop joint and/or innovative investments for municipal service delivery 
and local economic development. 
 

• Sub -Component A: Private Sector Partnership Support. In order to better leverage 
private sector engagement, this component will support municipalities to identify, 
develop, and structure opportunities for private sector participation in municipal 
service delivery and local economic development on a demand-driven basis. 

 

• Sub-Component B: This sub-component will finance top-up payments 
complementary to the grant allocations under Component 1 to incentivize 
municipal joint and/or innovative investments based on municipal demands to 
leverage economies of scale for municipal investments and facilitate financially 
sustainable municipal investments. 

 
Component 4: Project Implementation Support and Management 
 

This component will finance goods and consultant services for monitoring and 
evaluation, outreach and communication and local technical consultants for the 
engineering supervision of Component 1 and the MDLF management fee. 
 
Component 5: Support to Gaza Municipalities 

 

This component will finance the costs associated with the scaling-up of MDP III 
support to Gaza municipalities to enable them to expand local services provision 
though labor-intensive Operation and Maintenance (O&M) and municipal 
infrastructure development activities.  

 
3. Summary of Significant Accounting Policies 

 

The financial statements have been prepared under the historical cost convention; the 
significant accounting policies follow:  
 

a. General  
Net assets, revenues, expenses, and gains and losses are classified based on the 
existence or absence of donor-imposed restrictions. Accordingly, net assets and 
changes therein are classified as unrestricted and restricted. Unrestricted net assets are 
those whose use by MDLF is not subject to donor-imposed stipulations. Restricted net 
assets are those whose use by MDLF has been limited by donors’ specific time period 
or purpose. 
 

b. Restricted Net Assets  
Unconditional promises to give cash, with no donor-imposed restriction on use, are 
recognized as revenues at the date promises to give are made. Unconditional promises 
to give cash, with donor-imposed restriction on use, are recorded as restricted net 
assets at the date promises to give are made, and recognized as revenues when the 
related costs are incurred. Unconditional promises with donor-imposed restriction are 
promises that depend only on passage of time and certain performance requested by 
the promising donors. Conditional promises to give and indications of intention to give 
are recorded at the fair market value at the date contribution is received by MDLF. 
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c. 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. 
 

d. Revenue Recognition 
Donations and contributions are recorded as pledges receivable and restricted net 
assets upon signing of the agreement with the donor. During the yearly close out 
process, the amount of expenses incurred is recognized as revenue under net assets 
released from restrictions and the restricted net assets account is reduced thereof. 
 

e. Accruals and Other Current Liabilities 
Accruals and other current liabilities are recognized for the amounts to be paid in the 
future for goods and services received, whether a bill is received from the supplier or 
not. 
 

f. Expenses 
Expenses are recorded by MDLF when incurred in accordance with the accrual basis 
of accounting, regardless of the date of actual payment.  
 

g. Foreign Currencies 
MDLF’s basic functional currency is the U.S. Dollar (USD). Transactions which are 
expressed or denominated in other currencies were translated to USD using exchange 
rates in effect at the time of each transaction. Assets and liabilities which are 
denominated in other currencies are translated to USD using exchange rates prevailing 
at the date of the statement of assets, liabilities and net assets. Gains and losses arising 
from the translation are reflected in the statement of revenues, expenses and changes 
in net assets. 
 

Foreign currency exchange rates against USD at December 31, 2020 and 2019 were as 
follows:  
 

  USD 

  2020  2019 

One Euro (EUR)  1.229  1.121 
 

 

4. Cash at Bank 
 

The Project’s designated bank account for KfW Contribution into MDP III Cycle I showed 
the following balances as of December 31, 2020 and 2019: 
 

  2020  2019 

EUR   1,238,950  5,559,497 
Equivalent in USD  1,522,360  6,230,529 

 

5. Restricted Net Assets 
 

Restricted net assets as of December 31, 2020 and movement thereon during the year 
follow: 
 

 

Balance, 
beginning 

of year  

Additions 
(Grants and 
Donations)  

Net Assets 
Released 

from 
Restriction  

Currency 
Variance 

 
Balance, 

end of the 
year 

EUR 3,339,335  -  (2,809,706)  -  529,629 

Equivalent in USD 3,742,392  -  (3,283,133)  191,521  650,780 
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6. Project’s Expenses 
 

A. Project’s expenses related to KfW Contribution into MDP III Cycle I and comparison with budget presented in EUR follow:  
 

  EUR 

Budget 

 Actual  

Remaining 
Budget 

 

2020  2019 

 Cumulative 
up to 

December 
31, 2020 

 

Component 1: Municipal Performance and Service Delivery 18,240,712  2,576,586  12,558,866  17,860,967  379,745 
Component 2: Capacity Development 276,788  13,920  147,726  189,169  87,619 
Component 4: Project Implementation Support and Management Cost 1,482,500  219,200  1,009,957  1,420,235  62,265 

Total  20,000,000  2,809,706  13,716,549  19,470,371  529,629 
 
 

B. Project’s expenses related to KfW Contribution into MDP III Cycle I and comparison with budget presented in USD follow:  
 

  Equivalent in USD 

Budget 

 Actual  

Remaining 
Budget 

 

2020  2019 

 Cumulative 
up to 

December 
31, 2020 

 

Component 1: Municipal Performance and Service Delivery 20,918,449  3,005,419  14,108,178  20,228,845  689,604 
Component 2: Capacity Development 317,420  15,266  164,318  211,011  106,409 
Component 4: Project Implementation Support and Management Cost 1,700,131  262,448  1,124,216  1,605,181  94,950 

Total before currency variance 22,936,000  3,283,133  15,396,712  22,045,037  890,963 

Currency variance  -  191,521  (366,005)  (240,183)  (240,183) 

Total after currency variance 22,936,000        650,780 
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7. Statement of Cash Receipts and Cash Disbursements  
 
The following statement represents the total cash receipts and cash disbursements of KfW 
Contribution into MDP III Cycle I for the year ended December 31, 2020, prepared based 
on the cash basis and presented in EUR:  
 
   EUR 

Cash balance - beginning of year  5,560,104 

Add:   

Transfer from KfW to designated bank account   - 

Interest revenue   21,084 

Total cash receipts during the year  21,084 

    

Deduct:   

Payments to suppliers (cash basis) (1)  4,342,238 

Total cash disbursements during the year   4,342,238 

    

Cash balance - end of year  1,238,950 

 
(1) Details of payments to suppliers, presented according to the budget line items, follow:  

   

   Actual 
Payments 

(EUR) 

Component 1: Municipal Performance and Service Delivery (2)   4,005,223 

Component 2: Capacity Development  55,680 

Component 4: Project Implementation Support and Management Cost  281,335 

 Total  4,342,238 
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 (2) Details of Municipal Grants for Capital Investments follow:  
 

Project Name 
 

Municipality 
 Actual Payments 

(EUR) 
     

Construction of attached building to the activity center  Za'tara  31,205 
Rehabilitation of internal roads in Taqu'a  Taqu'a  38,539 
Rehabilitation of entrance road in Beit Fajjar  Beit Fajjar  122,509 
Enlarging the municipality building and establishing a customer 

service center       
 

Beit Jala 
 

40,972 
Rehabilitation of internal roads (phase 1)    Kharas  37,270 
Rehabilitation of internal roads    Beit Awwa   90,395 
Rehabilitation of internal roads    Se'ier  80,100 
Rehabilitation of internal roads (Abu Kteela 1)  Hebron  74,268 
Rehabilitation of internal roads (Abu Kteela 2)  Hebron  288,061 
Rehabilitation of internal (Hassan Ibn Thabit street)  Hebron  204,151 
Rehabilitation of internal roads (Altulab)  Hebron  186,886 
Rehabilitation and paving connection roads  Al-Muttahida  99,878 
Rehabilitation of internal roads  Kufor Ra'ie  19,031 
Rehabilitation of internal roads  Al Yamun  127,037 
Rehabilitation of internal roads  Jenin  46,170 
Rehabilitation of Al-Eizaryya circle (roads)  Al Eizariyya  25,985 
Rehabilitation of Al-Eizaryya circle (roads)  Al Eizariyya  11,680 
Construction of public garden   Jammaein  22,408 
Rehabilitation of internal roads  Qabalan  106,346 

Supply solid waste containers 
 Aseera Ash 

Shamaliyya 
 

3,717 
Rehabilitation of internal roads   Nablus  306,022 
Rehabilitation of internal roads (1)  Qalqilia  73,431 
Rehabilitation of Al Markek St. & Abar Khalil St.  Beit Liqia  109,403 
Rehabilitation of Al Bireh maintenance equipment’s center and 

stores 
 

Al Bireh 
 

294,873 
Construction of multipurpose play ground  Aqqaba  29,214 
External works for multipurpose play ground  Aqqaba  30,740 
Rehabilitation of internal roads   Tubas  113,146 
Rehabilitation of internal roads   Deir Al Ghosoun  55,708 
Rehabilitation of internal roads   Tulkarem  70,714 
Rehabilitation of internal roads   Tulkarem  233,886 
Rehabilitation of internal roads   Tulkarem  109,144 
Rehabilitation of Part of Hmaid Street in Beach Camp  Gaza  159,474 
Development part of Ebn Sina street in Northern Remal 

neighborhood 
 

Gaza 
 

101,646 
Supply and Installation of PV Lighting System for the 

Municipality Building 
 

Gaza 
 

71,887 
Supply and Install of SCADA System for Water Wells  Gaza  138,000 
Supply of Materials and Spare Parts for Waste Water Network  Gaza  75,286 
Development of the area between Al Jalla, Palestine, Ghassan 

Kanafani and Omar Bin El-Khattab streets in Sheikh Radwan 
neighborhood 

 

Gaza 

 

56,320 
Development of streets surrounding the UNRWA schools in Tal 

Al Hawa neighborhood 
 

Gaza 
 

40,031 
Development of Madani and Al Qantara branching streets   Gaza  107,407 
Development of internal roads east area Beit Lahia  Beit Lahia  78,080 
Construction of sewage network in Sheikh Ejleen neighborhood  Gaza  44,988 
Supply of material for waste water pumps  Khanyounis  49,215 

Total  
 

 4,005,223 
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8. Other Events 
 

During the year 2020, Corona Virus (COVID 19) has spread globally and has substantially 
impacted the global economy. As a result of the continuous impact of COVID 19 on the 
global economy and on the various sectors and accompanying restrictions imposed in 
Palestine and the World related to transportation, travel and quarantine, MDLF’s activities 
have moderately slowed down during the year 2020 and it is possible that similar effect 
may continue in year 2021. 

 
The extent and duration of these impacts remain uncertain and dependent on future 
developments that cannot be accurately predicted at the present time. The management of 
MDLF has adopted an emergency plan, and mechanisms have been put in place to 
continue its works as needed. Note that future development may have an impact on future 
financial results, cash flows and the financial position of MDLF and its projects. 


