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INDEPENDENT AUDITOR'S REPORT

Ta the Board of Directors
Constanta Foundation and
Save the Children - Georgia
Thilisi. Geargia

We have audited the accompanying balance sheet Constanta Foundation as of
December 21. 2001, and the related statements of income and cash flows for the year
then ended. These financial slatemenis are the responsibility of Constanta's
management Our respansibility s o express an opinian on these combined financial
siatements based on our audil

We conducted our audit in accordance with generally accepted auditing standards and
Government Auditing Standards, issued by the Comptroller General of the United
Slates. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the combined financial statements are free of
material misstatemant.  An audit includes examining, on a test basis evidence
supporting the amounts and disclosures in the combined financial statements, An audit
also includes assessing the accounting principles used and significant estimates mede
0y managerment, as well as evaluating the overall finarcial statement presentation, We
befieva that our sudit provides a reasonable basis for our opinion.

Im qur opinion the financial statements referred to abave present fairly, in all material
respecis, the financial position of Constanta as of December 31, 2001 and the results
of their activibes, changes in donated eguity, and their cash flows for the yaar than
ended in confarmity with generally accapted accounting principles

In accordance with Government Auditing Standards, we have also issued our reports
dated Apnl 24, 2002, on our consideration of Constanta's internal control aver financial
reporting and ouwr tests of its compliance with certain provisions af United States laws.
regulations, cantracis and grants.
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INDEPENDENT 7 RT [conti

Our sudit was performed for the purpose of farming an opinion on the basie financial
statements of Conslania taken as a whole. The accomparying schedule of
expenditures of federal awards s presented for purposes of additional analysis as
required by US Office of Management and Budget Circular A-133, Audits of States,
Local Government, and Non-Profit Organzatons. The supplementary information on
pages 18 through 19 is presented for purposes of acditional analysis and is not a
required part of the basic financal statements. Sueh information has been subjected to
the auditing procedures applied in the audd of the basic financial stalements and. in

our opimian, is fairly stated, in all matenal respects, in relation to the basic financial
statements taken as a whole

April 24, 2002
Washington, DC



COMSTANTA FOUNDATION
HALAMCE SHEET
A5 OF DECEMBER 31, 2001

ASBETS
Current assets;
Cash and cash equivalents an deposit

in kacal banks ard on hand ] 580,872
Loans. net of allowance for [oan lossas

of 528 843 1.403 547
Other curent assals 114 257

Tatal current assels 207 GBS

Non-current assals:
Fropary, equipmeant and vahicles mat
of accumulated depreciation and amortization 3T0 a7z

Toial assats 3 24498558

LIABILITIES AND EQUITY

Current iabilities:

Accourts payable F3d
Other hiabilities 1,301
Total liabilities 2033
Equity:
Accumulated donations 2,227 334
Operating retained earnings 166,155
Cumulative foreign currency adjusiments 54,136
Total equity 2447 B25
Total habilities and equity 2 448 658

GEe notes 1o financial stadements



COMNSTANTA FOLMOATION
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2001

Imerast income:

Inberest and fees on loans g 740,535
Irtarast from short-tarm investments 35,725
B2E, 260

Total interast income

Pravision for loan lossses 26,495

Met interest income after pravisian for

loan lossas 788 781
Mof-intarast expensa
Salaries and berefils 431 295
Administrative sxpenses 154 385
Depreciation 25,360
Other expenses 2.8930
Total non-interest expanses £83 580
MNet operational income 215,781
Grant income 396 435
Net income after grants $ s12.217

See nobes to financial statements.
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CONSTANTA FOUNDATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2001

Cash Flows from Operating Activities:

Income from oparating activities

Adjustments o reconcie net oparating incoma
to net cash provided from operating activities

Provissan for |oan lossag

Depreciation and amontization axpense

[ Increase) in odher current aaeats

[Increase) in loan portfalio

Increase in accounts payable and other kabditiss

Met cash provided by operating activities

Net Cash Flows used by Investing Activities:
Accumulated denations

Faresgn civrancy adjusimants

Purchase of property and equipment

Todal adjusiments

Cash and cash equivalents, January 1, 2001

Cash and cash equivalents, December 31, 2001

215,781

26,459
25,390
(& 222)
(764 282)
g7

__{504,537)

656,012
35,952

(207 834)
94 130

[1710,407)

871279

560,872

There are no non-cash investing or financing activities for the year ended Decembar M, 2001.

See nabes to financial statements



CONSTANTA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001

1. CRGAMIZATION

Nature of Business:

Constanta Fourdaton (Constanta or the Organization) @ 2 micro-finance institution
providing small, shori-term sustainable financial sendces to economically active, sed-
employed citizens of Georgia, with a prmary focus on economically disadvaniaged
WOMEN MECro-anirapnamnsurs.

Constanta was registered in January 1997 as a not-for-profil organization under
Georgian law and started lending operations in Oclober 1887 Constanta re-registensd
itself as @ mot-for-profit foundation in January 1959 in compliance with 8 new Geargian
latde regulating non-govemmentsl organizationg (MG s)

The Organizaton operates 4 branch offices in Georgia. Constanta's primary source of

revenue |5 denved frem providing |oans 1o clients located in Georgia. The loans ane of
two types — individual loans and group loans,

z SIGNIF DUNT POLICIES

Baziz of Accounting.

The accompanying financial statements are prepared in accordance with generally
accepled accounting ponciples and presented on the accrual basis, which require
rewenue i be recogmed widn aamed and expanses to b reoorded whan incurred.

Basis of Presemtation:

Support and revenue are recognized whan the grantor has oblgated the grant award in
accordance with SFAS No. 117, The reporting curmency is United States Dollars (USD)

Cash and cash eguivalents:

As of December 31, 2001, Constants mamtains 5374975 of term deposits with a
Geargian financial institution.  These lerm deposits are short-1amm with an average yield
of approximataly 10% per anmum.  Thess deposits are highly liguid and are considerned
cash equivalents for the purposes of the statement of cash flows.



CONSTANTA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001 {continued)

i SIGNIFICANT ACCOUNTI LICIE i
Froperty and Equipmertd

Property and equipment ane recorded at cos! and depreciated aver the estimated ugefu|
ives of 5-10 years using the straight-ine mathod for depreciation. Gains of btses #
applicable, on the sale of fised assets cwned by the Crganization, are recognized upan
the disposal of such assels.

Repairs and maintenance that do not axtend the useful lives of assets ase expensed in
the year in which they are incumed.  Leasshold improvements are recorded as an

additen to budding costs and amortized over the estmated useiul e of the building,
which is 20 years

Grarts, grants receivable and donated equity:

Granis to subsidize operating and administrative expeEnsés ara mecorded in the
statement of income as denation/grant income.  Grants io finance lending operations or
for the purchase of propeny and equioment are shown as direct additions 1o donated
@quity and the corresponding Bssel account. Grants receivable consist of the halance of
grants and sub-grants awarded or due to Constanta as of December 31, 2001 but not
yet received by the Organizaton although commited

Az of December 31, 2001 the United Siates Agency for Intemational Development
(USAID) through Save the Children Federation, Inc (SCF) awarded Constanta
5873835, of which 3324 804 has been received  This grants receivable has besn
recorded at the awarded amaunt in US dollars on the date of the uncanditonal proMmesg
bo give was receivied by the Organizabon

Donated equity recesvable, if any, consists of grants commitied 1o finance iending
operations or for the purchase of property and eguipment A3 of December 31, 2001,
grants receivable consisied of the following:

Grantor Total grant Donated equity DOperating |

| receivabla | grant |
|

! BLFUSAID [ % 48031 | & 12800 | & 36,131 |

On March 15, 2002, the Organization received 544408 of the oulstanding grant
recefvabie fraom 5CF. Of this amount, $9.571 were expenses incumad relating to the
year ended December 31, 2001 but not reimbursed by SCF until after December 31,

2001. The remaining unpaid balance of $4 533 is expected 1o ba receved by Constanda
o Or aboul Apnl 30, 2002,




COMNSTANTA FOLUNDATION
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001 [continued)

2. SIGNIFICANT ACCOUNTING POLICIES {continued)

Use of estimalies:

The preparaton of the financial staterents in conformity with generally accepied
accounting standards requires mansgement to make sstimates and assumptians thad
affect reporied assets and liabilities as well as reported income and expenses A
material astmate that is paniculardy suscaptible to significant change relates o the

dermination of the provisions for lcan loases,

Loans, alowance for loan losses, interest accrual and chargo-offs:

Loans are shown in the balance sheet, net of the allowance for lkean losses, interest on
loans is accrued on the principal amount of loans outstanding. interest on group boans is
calculated using the simple interest mathod on weekly balances of the original principal
amaount. Inkerest on individual loans is computed on the principal balances outstanding.

Management reguiarly evaluates the adequacy of the allowanee far loan losses. Factors
congadgred in evaluating the adequacy of the allowance include the size of the partfolio,
pravious 1033 experiance, curment aconome: conditions and their effect on borrowers. the
financial condition of individusl clients, and the performance of individeal loans in relation
o contraci 1erms.  The aliowance for loan losses changed to expense s based on
management’s judgment of the amount necessary to maintain the allkowance st & level

adequate 10 b losses

Manegem&nt provides for polential 1oan lossas on an ongoing bass, afl least avary
manth in order o mantain the allowance for Ipan lossas at acequate levels. The
adequacy of the allowance for loan losses is determned by applying defined
percentages o the outstanding balances in varous aging categories ag shown below

LOAN STATUS ALLOWANCE {Percentage) ]
8 - 30 days overdug | 5
31 - &0 cays cverdus 25
81 - 90 days overdue 0
81 = 270 days cvardue 70 |
_COwer 270 days gverdue - 100 |

Constarta i not a financial institution and cumently is not a regulated industry. ts
allowance for loan losses policy is based on management's analysis of the histancal
peformance of the overdue porffolio. aged by loan category. In addiion 10 the
percentases above, a general allowance far loan losses is recorded 10 take inte account
environmental. poltical and industry concentrations. The overall general allowance for
Ioan losses is approcmately 2% of the owtstanding loan portfolio and is consistent with

indusiry standards




CONSTANTA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
YEAR ENDCED DECEMBER 31, 2001 [continued)

3 SIGNIFICA LICIES [continued

Loans, allowance for loam losses, interest accrual and charge-offs
foontinued).

Loan losses {charge-offs) are charged against the allowance for loan bsses whan
management belisves ihe prncipal is unlikely (o be collected and all measures of
internal collection have bean exhausted. Loans that have been overdus morg than 270
days are autdmatically changed off.

Fareign currency:

Theé Ciiganization mainiains seven (7] separgte accounis denominated i US doilars
(LUED0) and thineen (13} separate accounts denominated in Gaorgian Lan (GEL) in six
(5) different Georgian financial institlutions. In order 0 minimeze the patential of any
foresgn currency fluchuation exposure and credit concentration risk to Constanta, USD
are converied inte GEL as advanced from Save the Children Federation, Inc. For
firaricial reporting purposas, te Organizalion reconds all ransactions in GEL. howeaver,
all USAID reports are pregared in USD utilizing the exchange rale in efect at the tima
the advance was received and converied by SCF.

For the purposes of foreign cumeéncy translation adjustments, the exchange rate
between GEL and USD as of December 31, 2001 was approximately 2.15 10 31, The

average exchange rate betean GEL and USD during the wear ended Decambar 31,
20017 was approximatety 2.10 to 31, Since all grants funds are disbursed to Constanta in
GEL, theré ara no material foreign curency transaction gains or losses for the year
ended December 31, 2001, Cumulative foreign curency translabon adjustments are
shown on fthe balance sheel &3 an adjustment to eguity and tolaled 554,138 as of
Decembar 31, 2001,

Indirect cost allocation:

Constanta allocates ndrect costs b its financal senices acliviies in accordance with
OME Circular A-122, Significant ndirect casts not directly reimbursed by a gramtfunder
are allocaled as a parcentage of direct salaries and relaled salary expenses dedicated to
financial servicas activities o botal salstes and related salary expenses

incame faxes:

The Organization is nod subjacted 1o value added tax (VAT on capital expanditures from
grant funds. Constanta is entitled to a refund of 525561 of VAT faxes paid on these
expanditures from the 1axing authority and thesa refunds can be used to affsel VAT tax
o future capital expandiures. Management has nol recorded an allowance for these
refunds since realizetion in the future is likely. Constaria is not currently sufsected o
Georgian income tax on e monthly gress mcome an eamings from kending and finance
activilies since it relates %o income generated from grani funding and is part of the cost-
sharing agreament between USAID and SCF.



CONSTANTA FOUNDATION
MOTES TO FINAMNCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001 {continued)

3. CASH AND CASH EQUIVALENTS
Cash and cash equevalent balances as of December 31, 2001 are as follows:

B Type of Cash ; Amount
_ Cash in Geongian banks ) g 174,584
Zash in safe i 5 11,203
Total cash in banks and in safe 5 188,887 |
" Cash equivalenis - lerm deposits : 3 374,975 |
Total cash and cash equivalents _ 1% 560,672 i
4. LOANS AND ALLOWANCE FOR LOAN LOSSES
Loan balances as of December 31, 2001 are as follows:
Type of Loan Amount
" Mumber of active loans B 13.087
Individual lcans _ 3 : ) 115,361
Group loans | 5 : 1,318,788
Loan portolip befare alowance | § 1,432,160
[ Aiowanca for o losses l [ 28,643
Met loan portfolio B ] 1,403,517

The average loan portfolio before the allowance for |oan losses. calculated menthly, was

5623.825 dunng the year ended December 31, 2001, Changes in the provisions for loan
losses are summarized as follows:

ltem Amount

| Balance. January 1, 2001 5 ) ' 5,500
Pravision for [oan losses for 2001 3 i 26,499
Loans charged off dunng 2001 5 4,885
Balance, December 31, 2001 5 e 28,843




CONSTANTA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001 [continued)

4. S A LL QiR Ly in

The principal balance of pasi-dus loans on Decamber 31,2001 are as follows:

Past Due Amount

Number of delinguant bomowars 917 |
| B days 1o 30 gays g 5,301 |

31 days 0 50 days 3 4,608 |
[ B darys ko 50 days ] 1.112
| 91 days to 270 days _ s 3.802

Greater than 270 days : 1,882
| Total past due loans | § 16,883 |

Dunng the year ended December 31, 2001, recovaries of previously charged-of ioans
toteled 5520,

Constarta had $89.258 commitments to lend additionss funds, which had not besn
disbursed a% of December 31, 20

5. OTHER CURRENT ASSETS
Cther currént assats as of December 31, 2001 are &s folows:

! Type of asset [ Amount |
_Prepaid expsnses 5 18,534
Miscellaneous recaivables [ & 13,847 |
| Accrued intenast receivable 5 T 424 _I
Granis receivable — SCF/USAID 3 49,031

| Vaiue added tax refunds due B £5 881

[Totai |3 114,297 |

i




CONSTANTA FOUMDATION
NOTES TO FINAMCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001 (continued)

. P AMND EQUIP M

Property and equipment 23 of Decambar 31, 2001 are summarnized below:

Type of asset Amount
Building and imgrevernants 13 241,144
Furniture and office equs _ IE: 8,125
Computer aquipment and panpherals 5 &l 810
| Wahickes i ] 2B 88T
" Sub-total 5 419,066
Accumualad depreciabon and | £ { 48.9884)
amartization |
Totl ] 5 _ 70,8972

Depreciation and amoriization expense for the year ended December 31, 2001 totaled
£25.380.

T N EQUITY MAT TY

A3 of Decamber 31, 2001, equity consisted of the following:

|' Indicator | Balance i Additions Balance
January 1, 2001 | [Reductions) December 31, 2001 |

Danalions — recorded |

direstly 19 the balanoe

L. sheet | § 1172564 | & 169575 | § 1,432,160 |
i

Grafils — recorded
tFRrougn e income

statemant | § JBaTIE | § B4 = 785174
Subioial |_§ 59 | 8 ' LD PR L)

Rutasrsed operaiing
INCOME |@Ccumuaced

| dafict] ' § ¢ 49808 | § 215781 | § 166,156
B Cumulatrve foregn i
_ CUMTEnCy ddusiments | & 9. 184 | & 0852 § 54138
| |
Tofal equity | § 1536880 % BOT.Fab | & 2,447 535




CONSTANTA FOUNDATION
HOTES TO FINANCIAL STATEMENTS
TEAR ENDED DECEMBER 31, 3001 [comtinued)

7. CHAN IN EQLITY ATED EQLITY
Conations recarded direcily bo the balance sheet consisted af
[ SCFIUSAID UNHER Tatal
[ Denaled squiy_Jamuary 1. 2001 I 1175884 | § 0§ iiraEEa
[ Lsan partioio i L L TFRE 013 237 hi3
[ Captai axperdires £ 16463 § GO0 §  Ja0m3
[ Donated eguity, Decembes 31, 2001 3 1426560 § 5800 §  1,43L180
B. COMMITMENTS AND CONTINGENCIES

Constanta was awarded a sub-grant from Save the Children Federation, ing/USAID, in
the amount of 5873835 to provide suppart fer the project “lncressing Access o

; ¢ Weman /s in g~ This grant
terminates on August 37, 2002 and containg cenain disbursament. budgetary and other
resirictions. As of Decamber 31, 2001,

SH24 804 has been received by the Organization and 549031 of the remaining grant
amaount had not been recawved (see Node 2).

On July 27, 2001, Constanda was awarded and receved a grant frerm the Intemational
Bank for Reconstruction and Develogment (Warld Bank) for the Consuftative Group to
Agsist the Poorest (CGAP) for 350,000 These funds are to be used solely for the
mobile lending program for the central purpose to further the industry’s leaming and
knowledge on financial products and methodologies that reach very poor populations,
reduce vulnerability and incraase thewr economec well being

Lonstanta was awarded amc received a grant from The Unded Nations High
Commissioner for Refugees (UNHCR) for $324 901 jonginal grant was for $330.000 but
was subsaquently reduced by 55088  This amount remained wosgesd Fom 8 prevous
grant and i hew of miuming these funds, Conslants alected fo mduce the new grant By
this amound) for operating expenses %0 enable the Organization to achieve its
oparational sustaanabllity iowards 8 and of 2001 and to creabe a sustainable fnancial
instifution within 2-3 additional years. Addtionally, UNCHR allowed Constants the nght

o use 57,208 of listed computer and office equipment for the implementation of UNCHR
approved programs

135



COMNSTANTA FOUNDATION
NOTES TD FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001 {continued)

& COMMITMENTS AND CONTINGENCIES [continued)

The Organization is commitied under aperating keasas for office space as follows

ir Remaining

Type of Lease Lease Term Manthiy Commitment |
Payment |
|
Cffice spaca - 15an| July 27, 2001 1o June 27, 2002 | §1.250, including [
Brsmth : Laxes B 5 7,500 |
CHfice space = B MNowember 1. 2001 10 Cotober 2013, ncluding |
_ Branch _1,2002 laxes | § anT |
Crfice space — Gori June 18, 2001 1o May 18, 2002 5500, including |
Bramch : Lixes 5 2,500
Cifice space - Marmeuwl  August 18, 7301 1o December 5150, including o
Eranch 31, 2002 taxes 5 2ATE
Ofice spaca — Tsnon Decamper 23, 2001 o 550 incuding |
| Branch Dacamber 31,2002 taxes 5 GO0
| Totals _ , 5 2863 |8 2287 |

In the drdinary course of business, Consianta s commited under venous conlracs
including employment agreements, cleaning and mainenanse, and security. With the
exception of employment agresmants, contracts for outside senices usually do not
exceed one-year terms and are renewabde Jf the Organization's sole discration
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDAMNCE WITH
GOVERNMENT AUDITING STANDARDS

Ta the Board of Direclors

Constanta Foundation

Save the Children Federation, Inc. - Georgia
Thilisi, Georgia

We have audited the financial statements and supplemantal information of
Constanta Foundalion as of and for the vear ended December 31, 2001, and
have issued cur repor thereon dated Apri 24, 2002, We conducied our awdits in
accordanca with auditing standards generally accepled in the United States of
America and Ihe slandards applicable o financial sudits contained n

Government Audifing Standards, issued by the Comptroller Ganeral of tha Urilad
Slates

Compliancs

As part of abtaining reasongble assurance aboul whether Conslania's financal
statements and supplemental information are free of matesial misstatement, we
performed fests of s compliance with cerain provisions of applicable S laws
and Federal regulabons as they would apply fo ntemational sub-recipients of
Federal granis. specfic contracts and grants, noncompliance with which could
have & direct and material effect on the determination of financial statement
amounis. However, providing an cpinion on comaliance with those provisians
was not an objectve of our audit, and accordingly, we do nat express such an
cpinion  The results of gur tests disclosed no instancas of noncompliance that
are required 1o be reported undar Government Audiiing Stendards



REPORT ON COMPLIANCE AND ON INTERAL CONTROL OVER
FINACNCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS (CONTINUED)

Intermal rol Ower Financial B i

In planning and performing our awdit of the financial statements and
supplemental information of Constanta for the year ended December 31 2001
we considered Constania's inlernal control over financial reporting, branch
reparting and lending procedures in order to determine our auditing proceduras
for the purpose of expressing ow opinion on the financial statements and not to
provide assurance on the internal cordral over financial reporbng. However, we
noted cenain matters involving the intermal contrel over financial reporting and ils
operation that we considersd to be reportable conditions. Reportable condifians
involve matters coming to our aitention relating to significart deficiencies in the
dasign or operation of the intermal contral aver financial reporting that, in our
judgment, could adversely affect Constanta’s ability o record, process,
summarize, and report financial data consistent with the assertons of
managament in the financial statements. Reporfable conditions are described in
the accompanying schedule of findings and guestioned costs on pages 21-27

A matenal weakness is a condition in which the design or operation of one or
mare of the internal contral components does not reduce to a ralatively low level
the risk thal misstatements in amounts that would be material in relation 1o the
financial stalements being audited may occur and not be detected within a timely
panad by employeas in the normal course of performing their assigned functions.
Our consideration of the internal cantrol over financial reporting would not
necessarly disclose all matters in the intarnal control cver financial reporting that
might be reportadle condibans and, accordingly, would not necessarily disclose
all reporiable conditions that are also considered to be materal weaknesses.
However, we believe none of the reportable conditions described above is a
materal waaknass,

This report is intended far the information of the Board of Directors,
managemeant, and pass-through entities. This restriction is not intended ta limit
the distribution of this repon, which is a matter of public record.

April 24, 2002
Washington, DC

16
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO THE
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

To tha Baard of Direclors

Constanta Foundation

Save the Children Federation, Inc. - Georgia
Thiligi, Georgia

ompliance

¥We have audited the compliance of Constanta Foundation with the lypes of
compliance requirements described in the S Office of Managemen! and
Buoger (OMB) Circular A-133 Complance Supplement that are applicable to
foreign sub-recipents relating to Constanta's major federal program for the yaar
ended December 31, 2001 (activities alowed or un-sllowed. allowable costs,
eligibility, matching. period of avanlability of Federal funds and reguired reporting),
Constants’s major federal program is identfied in the summary of auditcr's
results section of the accompanying schedule of findings and guestoned costs
Compliance with the reguirements of applicable US laws and Federal
regulatons, contracts and granis applicable to its major federal pragram is the
responsibility of Constanta Foundation's management. Our responsibility is to
xpress an apinion on Constanta Foundation's compliance based on our audit

We conducted owr audit of compliance in accordance wilh generally accepted
audiing standards. the slandards apolicable to financial audits comanad in
Governmen! Auditing Sfandards, issued by the Comptroller General of the United
States: and OMB Circular A-133, Audits of Stafes, Local Governments, and Non-
Froft Organizafions. Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain ressonable assurance sbout whether
nancompliance with the lypes of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An
audt includes examining, on a lest basis, evidence about Constanta's
complianca with those requirements and perfarming such other procedures as
we considered necessary in the circumstances. We believe that our audit
provides a reascnable basis for cur cpimen. Our audit does not provide a legal
oelerminataon on Constanta's compliance with those requirements
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO THE
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133 [CONTINUED)

In our opinion, Constanta Foundation compliad, in all material respects, with the
requirements referred 1o above that are applicable to its major federal program
for the year ended Dacember 31. 2001

Iniemal Control Over Complignce

The management of Constanta Foundatian is responsile for establishing and
maintaining efectve internal confrol over compliance with requirements of
applicable US laws and Federal regulations. contracts and grants applicable to
federal programs. In planning and performing our audit, we considerad
Constanta s internal control over compliance with reguiremants that could have a
oirecl and matanal effect on a major federal program in order 1o determine our
auditing procedures for the purpass of expressing our opsnion on compliance and
12 128l and repor on internal contral over campliance in accordance with OMEB
Circular A-133

QOur consideration of the internal control over compliance would not NacasEanly
disclose all matters in the internal control that might be material weaknesses. A
material weakness i a conditian in which the design or operation of one or more
of the intermnal control components doas not reduce 1o a rojatively low level the
risk that noncompliance with spplicable US laws and Federal regulations,
contracts and grants that would be matenal in relation 1o a major federal program
being audited may occur and notl be detected within & timely period by
empigyees in the normal course of performing thew assigned functions. We
noted no matiers imalving the intermal control over compliance and its operation
that we consider o be material weaknessas,

This repert is intended for the information of the Board of Directors, advisary
committees, management, Federal awarding agencies and pass-through entities
This restriction is not intended to limit the distribution of this report, which is a
rmatier af public record

April 24 2002 é /!
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CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2001

Part |: Summary of Audit Results

1

Cal

Tha auditor's report expresses an unguslified opinion on the financial
statemants of Constanta Foundation &s of and for the year ended Decembar
31, 201

Reportable conditions in intemal contrel are summarized on pages 22-23,
There were no malerial weaknessas in internal control disclosad during the
audit of the financial statements

The audit disclosed na instances of non-comoliance, which were matarial to
ihe financial statements of Constanta Foundation

The audit report expresses an unqualified opinion on compliance for major
programs of Constanta Foundation.

No reportable conditions or material weaknessas n intermal contral far majar
programs were disclosed by the audt of the financial slatements

The programs identified as Type A and tested as a major federal program
are

CFDA Number N | Pr
PCE-A-00-95-00026-00  SCF/USAID

Threshold used to distinguish o between Type A and Typa B ProgQrams was
$300.000

Corstanta was determined to be a high-risk audites due to the volume and
typa of transactions



CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2001 {continued)

Part II: Findings - Financial Statement Audit IGAGAS)

Maone

Part lll: Audit Findings and Questioned Costs (Major Programs — Circular
A-133)

Current year questioned costs: There were no guestioned costs as definad by
OMB Circular A-133 which incorporates OME Circular A-122 by reference for the
year ended December 31, 2001

Current year reportable conditions:

1. Constanta currently calculaies the allowance for loan losses utilizng higionsal
collection data anly, which is imited since Constanta is a relatively new micro-
finance mstitation (1997) The Organization's current allowanca for loan losses is
less than 50% of the outstanding loan portfolio and their annual provision is
based solely on the current year's achual losges. This procedure may result in an
owerall understatement of the allowance for loan losses since unanticipated
political, environmental. regulatory, porfelic concentration in one type of
borrower and other unknown varable factors are not taken inbo consideration.
The allowance for loan losses puposa is ' provide for any fulure unknown and
unanticpated |lossas thal cowld or might occur, not enly thase that have oceurred,
given e current lending practices of the Organization. The micro-inance
ndustry statistics sndicate an overall allowanca for loan losses of 2% of the
outstanding loan portfolio $hould be used to account for these unknawn variables

and 1o adequately reflect vanebls factors as they affect the loan portfolic as a
while

2. During 2002, Constanta changed its basis of financial reporting from the cash
basis to the accrual basis of accounting 1o comply with generally accepted and
international accounting standards. Adopting thess standards will now require
e Organization to accrue nbérest on cutstanding loans as eamed, nat
nacessary when the kaan is paid. There curmently is no policy in effect for accrual
of interast on past-due loans. A policy of past due loans in axcess of 90 days
should be placed on a “non-accrual” status untl the loan has been restructured

or future collection can be assured and stabilization of the loan a5 a parfarming
A%58L OCOUTS.

.y



CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2001 (continued)

Part lll: Audit Findings and Questioned Costs (Major Programs - Circular
A-133) (eontinued)

Current year reportable conditions (continued);

For example, if 8 loan becomas delinquerd on principal or interest for 90 days or
more, the loan is placed on non-accrual status.  Interest received on & non-
accrual 16an 15 agpled to principal first or, i management determnes that the
principal is colectible, agplied to interest when received. A lgan may be retumed
o accrual states after the borrower has brought the boan cumest and
cemonsirated compliance with the loan terms for & sufficient pericd and
manageman's dowbis as lo collectibility Fave been ramovad,

3 Currently the computenzed financial accounting records do not interfacs with the
loan and lending computeszed records. Constanta manually reconciles the
culstandng lean répars in iotal and reconds the totals info the financial
accountng recorts. M posside and cost affective, the cument computer software
should be modified so that ;e computerized loan records automatically record
the necessary accounting entnes. I the curment computer software can nof be
madified, then the Organization should consider purchasing software specifically
dasigned for and by the micro-finance industry that will enable this interface and
enhance current reporting. Additionally, as the Organization continues ko expand
and grow, this enhencemant will expedite the reconciliabon process and enabie
Consfanta to readily produce managemen! and financial reports

4 Constanta maintams several bank accounts af differenl banks howevar no
separabe account used exclusively far Linted States federal funds wes identified,
In acconzance with OMB Circular A-133, federal grants and sub-grants should be
maintained in & separate bank account and segregated in the safe from othar
Crpanizational furnds. Draws against sub-grants should not matesally exceed the
mmediate neads of the Organization in order to minimize any ritk assocated
with @xcess cash on hand anddar on deposit with financial institutions

5. Tha Organizabon currentily invesis cash raserves in “certificales of deposits” ar
term deposits. Although the annual yield on these types of investmeants are
somewtial higher than one would expect, no wiitten policy is in place to evaluate
and direct investing of exoess cash or cash resarves. We recommend @ written
investment policy that include type of mvestments allowed, concantration of the
invesiment. fisk assessment of the invesiment, and projectad rabe of retum.




CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2001 {continued)

Part Il: Audit Findings and Questioned Costs {Major Programs — Circular
A-133) (continued):

Status of Prior Year Recommendations (Mote — these recommendalions were
prepared by GCG, a Georgian accounting firm and ICP, an indapendent
consultant. |ncluded in this repon are the recommendations made and induded

in their reperts issued to management that wa agree have an impact to the
internal control of Constanta )

L raa itorin imterr on man rou mb
o Mg sam of busin

md Man 'S ri

Constanta's lending policy indicates that the Organization limits panicipation of
family members in one group or panicipstion of clients having the same
business, The excaption can be made only under spesal circumstances with
writter and prior approval of Constanta management. I and when this kind of
Sxcephon 15 made, then the information is disclosed and is communicated
writing 1o the group members. Constanta then segregates this loan and menitors
't separately fram the rest of the portfalio

s+ Exg ol al md n [+

Status ang Management's response:

Group loans, ere by definition, da nat require standard types of collateral Thase
loans are designed for poor clients, which do not have standard {from a
commarcial bank's point of view) valuable collatergl making this “group” ineligible
for commercial credit If a group Isan shaould become past due, Constanta has
sircl polices and procedures for obtaining, retaiming and liquidating collateral
Additionally, each group member is ndividually and severally lable for
repayment of the loan, tharefora enhancing Constanta’s repayment position



CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2001 [continued)

Part lll: Audit Findings and Questioned Costs (Major Programs — Circular
A=133) (continued):

% of P 8] nidations tinuead

* |ncrea BCur over h for Batu ranch

Status and Manggement's response-

The above-mentioned recommendation has dlready been implemented. Batumi
branch clients pay directly o the bank where Constanta has special account.

. der guali & and val col i la eraof
calcu loan los e,
UE an gnt’; i,

See Reporiable Condibon 1

ug amd Man B

The above-mentioned recommendation has been implemented.  Site visits for
data collection and histarical cash fiow analysis, when histonical data is available,
are also being implamented.

23



CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
Far the Year Ended December 31, 2001 (centinued)

Part lll: Audit Findings and Questioned Costs (Major Programs = Circular
A-133) [continued):

Stat rior Yea ndatiocn antinued
» Develop additi markatin 85 Eu % flyers, ra
n r MG s, and alliance anhance
roduct & and public rEness,
Statug and Management's response:

Additional marketing sirategy has been developed and included in Siratagic Plan,
Constania has advertisaments throwgh beth printed and visual media,

* Dual control procedures should be established to enhance internal

c sh an pr 5. Improve mentati vidual
Iaan d obyj and make th ividual |
of Internal Audit cycle,

Statuzs ang Managemani's responss:

Constanta has implemented this recommendation.

= Develop Internal Audit Plan for financial services provided and

develop detailed audit report for branch visits.

afus il

Internal Audit plan as well as detailed Audit report for branch visits has been
developed. A branch rotation plan has been incorporated and rotation of eack
specific bank operational function is subjected to internal audit. An internal audit
schedule has been prepared by Constanta’s internal auditor



CONSTANTA FOUNDATION
Schedule of Findings and Questioned Costs
For the Year Ended December 31, 2001 (continued)

Part lll: Audit Findings and Questioned Costs [(Major Programs — Circular
A-133) (continued):

of Prior Y R mm 5

An Internal Audit Depariment and Audit Committee could be created if number of
employeas is over 110. Currently, Constanta has less then 110 employees and
only one staf member is responsible for the internal audit function. Althaugh
Constarta is fully aware of the need of an internal audit department when the
volume and lypes of transactions warrant, due to their size at the present time,
no internal audit department or audit commitiee has been estabiish, howewver;
once it becomes apparent that the need s imminent, implementation aof this
recommendation will happen immadiately

- face file h clia r. Enha individ
— E
stem. traini 5

slatus and Management's response

Constarta has already done some preparation work so to be ready for moving
into olher system as soon as the number of utilized computers exceeds S0, IT
staff attends traning session on a regular bases. See Reportable Condition 3




