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REPORT OF INDEPENDENT AUDITORS
June 5, 2007

To the Directive Board and The Donor Agencies of the
Project Counselling Service ' ‘

We have audited the accompanying financial statements of Project Counselling Service which
comprise the statement of assets, liabilities and general working fund as of December 31, 2006 and
December 31, 2005 and the related statements of income and expenditures, of changes in general
working fund and of cash flows for the years then ended, expressed in United States dollars, and a
summary of significant accounting pelicies and other explanatery notes,

Management's responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principies generally accepted in Peru. This responsibility includes:
designing, implementing and maintaining internal conirol relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due fo fraud or
error; selecting and applying appropriate accounting policies; and making accounting estimates that
are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is fo express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in Peru. Those
Standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from 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 audifor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due {o fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in erder to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s intemnal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

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

Partida No. 11028527
Registro de Personas Juridicas de Lima
Capital pagade 5/. 1,045,000.00



PRICEWATERHOUSE(COPERS

June 5, 2007
Project Counselling Service

Cpinfon

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of Project Counselling Service as of December 31, 2008 and December 31, 2005,
and the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in Peru.

Emphasis on situation

Without qualifying our opinion, our audits were conducted for the purpose of forming an opinion on
the basic financial statements taken as a whole. The additional information shown in Exhibits | and I
is presented for purposes of additicnal analysis and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audits of
the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

Duapo- osie foaspl 5 fhasiases

Countetsig by
L)

/ —— {partner}

Juan M Arrarte
Peruvidp Public Accountant
Registration No.20621
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PROJECT COUNSELLING SERVICE

STATEMENT OF INCOME AND EXPENDITURES

INCOME

Discretionary Fund (Note 10)
Counselling service Fund (Note 11)
Project income (Exhibit 1)

Interest earmed

Other

Total income

EXPENDITURES
Program disbursements
Discretionary Fund

Counseiling Service expenditures
Salaries and benefits

Travel

Office premisas

Professional fees and other services
Comunication expenses

Office equipment

Office materials

Reserve fund

Miscellaneous

Maintenance

Hospitality

Recruitment expenses

Staff training

Others

Others
Depreciation

Excess of income over expenditures for the year

For the year ended

December 31,
2006 2005
uss Uss$
38,276 234 646
205,157 388,774
857,085 856,036
8 6,359
16,274 35,684
1,116,800 1,621,499
- 234 646
- 234 646
692,762 762,398
103,244 103,453
101,373 114,346
89,614 104,342
33,388 37,304
26,344 27,771
20,233 26,797
15,000 15,000
10,868 10,042
6,405 58,943
2,573 2,485
811 5,188
291 1,320
125 13,577
1,113,032 1,269,391
3,760 3,760
8 125

The accompanying notes from page 7 to 13 are an integral part of the financial statements.



PROJECT COUNSELLING SERVICE

STATEMENT OF CHANGES IN THE GENERAL WORKING FUND
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Balances as of January 1, 2005

interest of Reserve Fund

Contribution to Reserve Fund

Excess of income over expenditures for the year
Balances as of December 31, 2005

interest of Reserve Fund

Contribution to Reserve Fund

Excess of income over expenditures for the year
Balances as of December 31, 2006

General
Reserve working
fund fund Total
uss Us$ uss$
175,223 {22,151) 153,072
5,710 - 5710
15,000 - 15,000
- 125 125
195,033 (22,026) 173,907
8,720 - 8,720
15,000 - 15,000
- 8 8
219,653 (22,018) 197,635

The accompanying notes from page 7 to 13 are an integral part of the financial statements.



PROJECT COUNSELLING SERVICE

STATEMENT OF CASH FLOWS

CASH FLOWS FROM GPERATING ACTIVITIES

Excess of income over expenditures for the year

Adjustments to excess of income over expenditures for the year:
Depreciation -

Changes in assets, liabilities and general working fund accounts:
Specific Projects Fund - advances and other accounts receivable
Accounis payable to donor agencies

Specific Projects Fund - transfers received

Other accounts payable and accrued expenses

Reserve Fund

Net cash (applied to) provided by operating activities

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

For the year ended

December 31,
20086 2005
Uss$ uss$
8 125
3,760 3,760
{153,689) (36,603)
{192,068) 58,873
20,037 274,768
(102,459) 103,605
23,720 20,710
{400,691) 425,238
1,098,435 673,197
697,744 1,008,435

The accompanying notes from page 7 to 13 are an integral part of the financial statements.



PROJECT COUNSELLING SERVICE

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

ACTIVITIES
a) Background -

Project Counselling Service (hereinafter PCS) is a non-profit organization dedicated to work with
local counterparts, non-governmental organizations and grassroots organizations to find durable
solutions to the problems of refugees, displaced people and others affected by internal armed conflict
throughout Latin America. PCS’ programs are implemented in pre-conflict, conflict and post-conflict
situations, recognizing the people with whom it works as actors within these social processes. PCS
emphasizes developing local capacity and resources to address these challenges. s programs focus
on prevention of forced displacement; emergency support; protection and human rights; settlement
and return including economic, social and political reintegration and nurturing local democratic
processes. Human rights and a gender perspective are an integral part of all PCS programs. PCS
implements programs in Central America, Mexico and the Andean Region of South America from its
Secretariat in Lima.

b) Business activity -

PCS is governed by a Board of Directors composed of representatives of international voluntary non-
profit organizations from Europe and Canada. The Organization was incorporated in 1985, and exists
as a non-profit Association under Danish law registered in the Ministry of Commerce and Industry of
Denmark, registration No.FOR1005422, under the auspices of the Danish Refugee Council in
Copenhagen, Denmark. From 1984 to 1998 the PCS International Secretariat was based in San
José, Costa Rica where it was granted the status of an international mission, similar to diplomatic
status. In January 1999 the Secretariat was moved from San José of Costa Rica o Lima, Peru. PCS
also maintains an office in Colombia and a regional office for Central America and Mexico in
Guatemala.

As of January 2006 the Central Administration for PCS was moved from Lima to the Bogot3,
Colombia office. The Administrative and Financial Officer in Colombia coordinates administrative
matters with the headquarters office in Peru and regional office in Guatemala.

¢c) Approval of financial staterments -

The financial statements as of December 31, 2006 have been prepared by PCS management, will be
reviewed and approved by the Board of Directors, and will be provided to all donor agencies

The funds administered by PCS are the following:



Counselling Fund -

The Counselling Fund is used for general operating support and to finance the development and
implementation of programmed and budgeted activities approved by PCS. The Fund is financed by
member agencies of the Board of Directors and by other donor agencies.

Discretionary Fund -

The Discretionary Fund supports small projects in all of the countries in which Project Counselling
Service is present in accordance with criteria approved by the Board of Directors and the Executive
Direction. The criteria include a funding limit per project of no more than US$7,500 and, under normal
circumstances, a limit of che grant per organization per year.

Prior to funding approval, projects are assessed by the country feams and in consultation with local
NGOs or other experienced individuals or organizations working with refugees, displaced people, or
victims of human rights violations. Approval requires the agreement of the Executive Director and one
of the two Country Representatives.

Specific Projects -

These are projects that have been submitted by PCS fo external donor agencies, including member
agencies of the Board of Directors. The funds received from the donor agency are deposited in
Project Counselling Service’s bank accounts, recerding a liability, which is subsequently reduced by
transfers to the organizations managing the individual projects. Any credit balances at the conclusion
of the project belong to the donor agency, unless PCS is instructed otherwise. Advances to individual
projects are recorded as receivables from the donor agency which has approved the project and has
agreed to provide the funds. The approved budget for each project includes funds for the costs fo the
Project Counseliing Service of implementing the project.

Details of these projects, their transactions and their accounts payable are shown in Exhibit |1

SIGNIFICANT ACCOUNTING POLICIES

The most significant accounting principles and policies applied in the preparation of the financial
statements are detailed below. These policies have been consistently applied fo all years presented,
unless otherwise stated.

a} Basis of presentation -

The financial statements of PCS have been prepared in accordance with accounting principles
generally accepted in Peru. The accounting principles generally accepted in Peru comprise
[nternational Financial Reporting Standards (IFRS), made official through resolutions issued by The
National Council of Accountancy. IFRS include International Financial Reporting Standards,
International Accounting Standards (IAS) and the pronouncements of the Standing Interpretations
Committee and of the International Financial Reporting Interpretation Committee (SIC and [FRIC,
respectively). To the date of the financial statements, the National Councit of Accountancy has made
official the application of IAS from 1 to 41, IFRS from 1 fo 6 and the SIC pronouncements from 1 to
33; IFRS 7 and 8 and all pronouncements from IFRIC remain to be made official.



The preparation of the financial statements in conformity with accounting principles accepted in Peru’
generally requires the use of certain critical accounting estimates. It also requires management to
exercise its judgment in the process of applying PCS accounting policies.

b) Currency and foreign exchange transactions -

In accordance with current legislation, PCS accounting records are maintained in United States
dollars. The incomie received from Board of Directors agencies and other funders in other currencies
is recorded in United States dollars at the applicable exchange rates at the date of reception and the
balances held in other currencies are converted to United States dollars at the average monthly
exchange rate. Exchange gains and losses are recognized on the accrual basis.

¢) Financial instruments -

Financial instruments correspond to any contract which, simultaneously, originates a financial asset in
an enterprise and a financial liability or a capital instrument in another enterprise. In the case of PCS,
a financial instrument includes primary instruments such as accounts receivable and accounts
payable.

Management considers that the carrying amounts of PCS financial instruments at December 31,
2006 and 2005 are not significantly different from their fair value. Accounting principles related to the
recognition and measurements of these flems are disclosed in the corresponding accounting policies
described in this Note.

d) Specific Projects - Advances and other accounts receivables

Funds for specific projects are transferred and registered as advances to the PCS office responsible
for overseeing their expenditure by counterpart organizations. The advances are liguidated upon
receipt of financial reports.

The provision for impairment of the other accounts receivable is established when there is objective
evidence that PCS will not be able to recover all amounts due. As of December 31, 2206 PCS had
not registered provision for impairment of the other accounts receivable.

e) Property and furniture -

The items of property and furniture are stated at historical cost, less depreciation. Historical cost
includes expenditure that is directly attributable to the acquisition of these items.

Subsequent costs are included in the asset's carrying amount or recognized as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
PCS and the cost of the item can be measured reliably. Maintenance and repair costs are charged to
the results of the year when they are incurred.

Land is not depreciated. Depreciation of other assets is calculated using the straight-line method at
rates considered sufficient to absorb the cost over the estimated useful lives of the assets, as follows:

- Buildings 33 years
- Equipment 10 years
- Vehicles 10 years



Residual values and useful lives of assets are reviewed and adjusted, if appropriate, at each balance
sheet date.

Gains and losses on disposals are determined by comparing proceeds with carrying amounts. These
are included in the income statement,

) Provisions -

Provisions are recognized when PCS has a present legal or constructive obligation as a result of past
events, i is probable that an outfiow of resources will be required to settle the obligation, and a
reliable estimate of the amount can be made.

g} Income -

PCS recognizes as income the funds designated for the Counselling Fund, as well as the amounts
approved and designated for counselling and administration in the Discretionary Fund and in Specific
Projects, respectively.

bther income is recognized as such when received. Additionally, non-cash contributions are recorded
as income of the Counselling Fund when the assets are transferred to PCS

h) Expenses -
PCS' expenses are recorded as such on an accrual basis.
i) Contingent liabilities and contingént assets -

Contingent liabilities are not recognized in the financial statements and are disclosed in notes to the
financial statements unless they are assessed as of remote occurrence. Contingent assets are not
recognized

) Cash and cash equivalents -

Cash and cash equivalents comprise cash and bank checking accounts and other highly liquid
current investmenis and exclude term deposits with a maturity of more than three months.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the
circumstances.

The process of preparation of the financial statements requires PCS Management to make estimates
and assumptions in order fo determine the balances of assefs and liabilities, the exposure to
contingencies and the recognition of income and expenses. If in the future such estimates and
assumptions, which are based on Management's best judgment at the date of the financial
statements, are modified because of changes in their supporting premises, the original estimates and
assumptions will be appropriately modified on the date on which such changes occur. The major
estimate in the financial statements is the provisions for depreciation of property and furniture.

-10-



CASH AND BANKS

As of December 31, this account comprises:

2006 2005

us$ us$
Bank accounts 697,744 371,588
PCS Offices Cash advances - 76,849

_697.744 448,435

As of December 31, 2008, the balance of bank accounts includes an amount of US8%219,653 related
to the Reserve Fund (US$195,933 as of December 31, 2005) (Note 9).

SHORT-TERM INVESTMENTS

As of December 31, 2005, this account was composed of short-term deposits in a foreign financial
institution due to mature in January, 2008. These deposits bore an annual inferest rate of 3.6%.

SPECIFIC PROJECTS FUND - ADVANCES AND OTHER ACCOUNTS RECEIVABLE

As of December 31, this account comprises:

2006 2005

us$ uss
Project advances 255,026 128,757
Colombia office 10,540 -
Dutch Embassy - Guatemala - 8,767
HEKS 21,139 17,587
ACT Netherland 22,254 22,254
Others 20,095

328,054 — 175365
The balances of project advances are deposits in Santander International Bank of Miami, a
prestigious prime financial institution. The balance will be used in specific projects fund in Colombia,
Guatemala and Peru. 7 o '
PROPERTY AND FURNITURE

The movements on the account furniture and equipment and the related accumulated depreciation for
the years ended December 31 were as follows:

Beginning Ending
balance Additions balance
Us$ UsSs Uss$
Year 2006 -
Building 110,000 - 110,000
Equipment 3,600 - 3,600
Vehicles 23,000 - 23.000
Carried forward: 136,600 - 136,800

-11-



Brought forward:
Accumulated depreciation -
Building

Equipment

Vehicles

Net cost

Year 2005 -
Cost -
Building
Equipment
Vehicles

Accumulated depreciation -
Building

Equipment

Vehicles

Net cost

ACCOUNTS PAYABLE TO DONOR AGENCIES

As of December 31, this account comprises:

CAFOD

Norwegian Refugee Council (NRC)

Redes Project - Dutch Interchurch Aid - DIA

Inter Pares
Discretionary Fund
Others

As of December 31, 2005, accounts payable to Redes Project - Dutch Interchurch Aid correspond to
unused funds from projects and accounts payable to Inter Pares correspond to funds received that
will be used as Counselling Fund.

As of December 31, 2005, Discretionary Fund comresponds to funds received in 2005 for projects that
were to be implemented in 2006.

As of December 31, 2006, accounts payable to CAFOD correspond to funds received in 2006 for
projects to be implemented in 2007

-12-

Beginning Ending

balance Additions balance

uss Us$ Us$
136,600 - 136,600
{ 28917) ( 1,100)  { 28,017)
{ 2,460) 360)  ( 2,820)
( 7283y 2,300y ( 9,683)
(38860 (¢ 3760y ( 40,420)
99.940 96,180
110,000 - 110,000
3,600 - 3,600
23,000 - 23,000
136.600 - 138,600
{ 25817) ( 1,100)  ( 26,917)
( 2,100) ( 360y { 2,460)
{4983 ( 2.300) ( 7.283)
{(32900) ( 3.760) 38,660)
103,700 99,840

2006 2005

uss$ Uss

40,000 -

4,061 -
- 136,521
- 42,608
- 57,000
4875 4,875
48 936 241.004
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GENERAL WORKING FUND
Reserve Fund

PCS has established a Reserve Fund to meet institutional obligations in the event that discontinuance
of its operations occurs. The Reserve Fund is maintained in a separaie bank account;
disbursements charged to this account may only be made following a decision of the Board of
Directors. As a policy established by the Board of Directors, the annual allocation fo the Reserve
Fund is presently US$15,000. For year 2006, the contribution fo the Reserve Fund was US$15,000 in
accordance with the agreement of the Board of Directors.

TAX SITUATION

Project Counselling Service is registered in the “Registro Nacional de Entidades e Instituciones de
Cooperacion Tecnica internacional de la Agencia de Cooperacion Internacional” as well as in the
Register of Instifutions Exempt from Income Tax of the “Superintendencia Nacicnal de
Administracion Tributaria - SUNAT".

Project Counselling Service obtains benefits from the system for reimbursement of the General Sales
Tax and the Municipal Promotion Tax. This system is governed by Legislative Decree No.783 which

allows the recovery of such taxes when the related acquisition of goods and services are made by
using funding from foreign donations and from international technical cooperation.

DISCRETIONARY FUND

Discretionary fund for the years ended December 31, include the following amounts:

2006 2005
Uss uss$
CAFOD 6,000 34,000
ACT/Netherlands/iCCO 32,276 200,646
38,276 234,646

In 20068 PCS revised its treatment of Discretionary Fund income to distinguish between the funds
designated for counseliing and administration and those designated for counterpart organizations.

COUNSELLING FUND

The Counselling Fund for the years ended December 31, included the following amounts:

20086 2005
uss uss$
Inter Pares 104,477 96,813
ACT/NETHERLANDSACCO 96,678 94,742
Stichting Vluchteling 4,002 -
Norwegian Refugee Council (NRC) - . 144,700
HEKS - 52519
205,157 388,774

13-



Exhibit |

PROJECT COUNSELLING SERVICE

DETAIL OF CONTRIBUTIONS
TO COUNSELLING FUND AND ADMINISTRATION
FOR THE YEAR ENDED DECEMBER 31, 2008 AND 2005

Project 2006
numbksr Administration  Counselling  Total 2005
uss ss Uss
Serde -
COL 02466 5,197 19,782 24979 -
COL 05-866 8,797 12,759 21,556 -
LA 0B-29 - 14,821 14,821 -
ICCODF - - - 18,336
CAFOD - - - 6,000
13,894 47,362 61,358 24336
Peru -
LA 05-21 19,609 35,363 58,872 29876
PER 04-422 - - - 7.917
PER 04-434 - - - 5,915
PER 04444 - - - 428
PER 04450 - - - 19,501
FER 06456 4,808 12,723 17,621 -
PER 05-45G 3310 8,558 11,868 -
LA 05-28 3,807 5,170 8,977 -
PER 06462 3,504 4,962 8,567 -
PER 05-451 2,185 4211 6,326 5115
LA 05-20 5,870 - 5,970 12,369
PER D5-455 5,100 - 5,100 -
PER 06-463 1,132 800 1,932 -
PER D6-467 308 51 360 -
44,813 75830 125,652 81,121
Colombia -
COL 02-486 47,329 144 693 192,022 172,140
COL 08-585 22,854 45,858 88,713 -
COL 06-583 27,062 29,656 5e,718 -
COL 08-571 13,291 28,831 42,122 -
COL 08-580 4,826 21,697 26524 -
COL 8-579 5,681 19,577 25,238 -
COL 08-576 6,936 15,875 22811 -
COL 08-561 1,273 £,499 5772 -
COL 05-566 2,386 4176 8,562 -
COL 08-577 1,327 - 1,327 -
COL 08-562 1,300 - 1,300 -
LA 05-21 1,000 - 1,000 -
COL 08-589 - 948 048 -
COL 02439 - - - 21,924
COL 02-462 - - - 944
COL 04-533 » - - 1,325
COL D4-541 - - - 25,000
COL 05-554 - - - 120,489
COL 05-555 - - - 70,000
COL 06-556 - - - 85,500
COL 05-557 - - - 4,464
COL 05-558 - - - 5612
COL 05-55% - - - 2,885
COL 05-560 - - - 7.098
COL 05-581 - - - 38476
COL 05-571 - - - 14,843
COL 08-563 - - - 4,351
COL 05-565 - . - 2,105
136246 316,810 452,056 577,165
CAMEX -
GUA 04-474 44,318 81,778 126,087 88,753
CAR 08-157 5,282 28,170 34552 -
LA 05-24 8,808 20,128 29,937 -
CAR 05-139 8714 15,511 24,224 18,392
CAR 06172 - 1,886 1,985 -
GUA 08-475 - 1,228 1,226 -
CAR 02-68 - - - 9,131
CAR 05-107 - - - 59,137
68,221 148,799 218,021 173413
857,085 858,036

The accempanying notes from page 7 to 13 are an integral part of the financial statements.
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