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Executive Board Report

General information

HealthNet TPO is a Dutch non-profit organization that supports populations in
conflict areas by building sustainable health-care systems accessible to everyone.
The year 2006 was a year of consolidation for the organization, following the
merger that took place on 1 January 2005 between HealthNet International -
established in 1992 - and the Transcultural Psychosocial Organization -
established in 1995. The amalgamation of both organizations was aimed at
reinforcing thematic collaboration, organizational strength and efficiency, while the
synergy created by the merger was expected to generate benefits through the
integration of psychosocial care and general health care in the countries in which
both organizations are active. Throughout 2006, we concentrated initially on
combining the operational organizations at office level in Amsterdam. Moreover,
we started to interweave the working methods in the country programmes,
particularly in Burundi and Sudan.

In 2006, HealthNet TPO spent EUR 11.4 million on the execution of the mandate.
That was an increase of more than one million compared to the previous year, and
0.4 million more than budgeted for 2006. A total of EUR 10.3 million was available
for the direct execution of the organization’s objectives (substantially above the
estimate of EUR 9.4 million). Our own fundraising efforts and third-party activities
generated EUR 782K, whereas we had budgeted EUR 434K. In 2006, institutional
donors contributed an average of 6% towards indirect costs.

Throughout the year 2006, the organization was troubled by constant liquidity
problems. This had a significant influence on operational management and must
not go unmentioned here. The core of this issue is the lack of financial reserves in
the form of equity. HealthNet TPO works with the resources provided by
institutional donors (see table on page 8). All these donors pursue a certain
reporting and payment system, the essence of which is a payment pattern based
on financial reporting. If, for instance, data are supplied too late from the field (for
which there frequently are good reasons, given the nature of the situation), or if
the donor postpones a following payment for some other reason (something that
unfortunately occurs on a regular basis), the lack of reserves is felt immediately.
In the first half of the year it was mainly the portfolio in Afghanistan that caused
such management problems. That impeded the regular implementation of the
project portfolio.

Duboi 0.

REGISTERACCOUNTANTS
terdam, 6 AUG 2007

paraaf voor identificatiedoeieinden:




Reorganization

Furthermore, in July 2006 HealthNet TPO began reorganizing the head office.
Reasons for this reorganization were, on the one hand, the precarious financial
situation of HealthNet TPO, but, on the other hand, also the need to work more
specifically on capacity building in the field. In order to embark on capacity
building in a broader sense, it was necessary to bring technical expertise into the
field, while the support role of the Amsterdam head office could be carried out less
expensively by means of networking.

We defined the following starting points for the reorganization:

» HealthNet TPO takes an integral approach to work and does not focus on
one disease or subject, but aims to set up broad-based programmes in
which the various components supplement and reinforce each other.

» HealthNet TPO works together with the local population and supports locally
active organizations with knowledge, policy-making, skills training and
funds. HealthNet TPO strengthens the knowledge and skills of local relief
workers so that Western aid will no longer be necessary in the future.

e HealthNet TPO works in an innovative way, conducting scientific research
and developing new models to improve health-care systems. HealthNet
TPO’s programmes are widely implementable and are regularly deployed by
other relief organizations.

As of June 2006, there were 20.4 FTEs employed at the HealthNet TPO head
office. The head office is responsible for the development, acquisition,
organization, as well as the content-related and management support of
programmes that are executed worldwide. This means that the head office plays a
steering and coordinating role within the organization and is at the disposal of the
various country programmes and projects.

In addition, HealthNet TPO sends advisors and consultants to the different
countries to support the programmes with knowledge, policy and skills training,
thus contributing to capacity building among local health workers in order to put
them in a position to help rebuild their health systems. The number of
international experts fluctuates around 20 FTEs. These specialists have different
nationalities but are employed under Dutch labour laws. Moreover, there are an
additional total of 2,500 employees working under local labour laws (insofar as
they exist) in the various countries. The reorganization was not applicable to
employees posted abroad nor to local employees.
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HealthNet TPO must take a number of measures in order to be able to ensure
continuity, and several scenarios have been developed for this purpose. One of
these scenarios is the implementation of cost-saving measures involving a more
efficient set-up of the organization and a better alignment of the competencies
with the organization’s objectives. Given the current financial situation, this will
also have to lead to a reduction in staff expenses.

This was the reason why in 2006 HealthNet TPO adapted its work force more
optimally to the organization’s objectives. These objectives are geared towards
capacity building in post-conflict countries, in order to:

* Increase manageability of the project portfolio in the countries.

e Strengthen management and content-related knowledge in the countries.

» Propagate capacity building as core business and by doing so align the
required competencies at the head office with the organization’s objectives.

» Enter into cooperative alliances with research institutes to strengthen the
research apparatus and create independent research funds.

o Deploy personnel in a more flexible way by focusing on a knowledge and
network organization that does not only have all competencies in-house,
but also makes use of knowledge obtained through the network or brings in
people in a flexible way based on need.

As a result of this reorganization plan, a reduction in the Amsterdam office staff by
5.1 FTEs was achieved, which in terms of budget amounts to a 30% decrease in
personnel costs.
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2006 Result

The total financial result for the year 2006 is nevertheless negative: we had an
operational deficit of EUR 80,993. We were forced to use nearly all available
financial resources to execute the projects. Moreover, we received support from
Cordaid, which stepped in as project finandier. However, reserves have now fallen
to a minimum: equity amounts to EUR 7,014,

This calls for measures, which are indeed being taken. Execution of the project
portfolio is hampered by the lack of reserves. For this reason, HealthNet TPO is
still looking for a good partner. In 2006 and 2007 we maintained extensive
contacts that did lead to significant support but not to a definitive solution.
Important is that these discussion rounds revealed the willingness of fellow
organizations to arrive at a solution. The fact that a sound solution will take time is
primarily attributable to the transparent way in which every organization should -
and wishes to - deal with the available financial resources.

2007 Expectations

At the time of writing, cover for the indirect costs for the year 2007 has nearly
been arranged, thanks to the expansion of the partnership with Eureko/Achmea
and the broader-based support we will receive from private funds. After years of
cooperation and a gradually growing trust, they took the step and moved from
project financing to programme financing. By that, we refer to the willingness to
also help finance development and supervision costs for the projects, as a result of
which the deficit in indirect cost recovery will decrease. Moreover, Cordaid will also
play an important role in 2007 as a participant in project financing.

Board and Management Team in 2006

Executive Board

A.M.F. Winkler, Chairman
P. Aukema, Treasurer
G.J. Doornkate, Secretary
H. Kosterman, Member

E. Sondorp, Member

Management Team

W.A.C.M. van de Put, General Manager
Joop de Jong, Public Health & Research Director (until October 2006)
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Analysis of the financial results

Fundraising

The total of freely disposable donations received in 2006 amounted to EUR 202K.
This is substantially less than budgeted (more than 600K) and indicates that
raising freely disposable funds is still HealthNet TPO’s Achilles’ heel. That is not
only attributable to a lack of financial resources (and experience!) for setting up a
well-functioning fundraising system, but also to changes in the market. Ever since
its first steps on the fundraising trail, HealthNet TPO has focused on corporate
fundraising: funds that companies would be prepared to furnish. What we
underestimated in this respect was their willingness to collaborate with a partner
with no name awareness, as well as their willingnhess to contribute to indirect
costs. Most companies are primarily interested in a short, powerfully set up project
executed under the auspices of a well-known organization.

In 2006, we made an attempt to change this approach in two ways. Firstly, we put
a great deal of effort into raising our name awareness, by taking part in public
debates, publications and such. The participation of Dutch troops in the peace
operation in Afghanistan came as a boost to HealthNet TPO, since Afghanistan is
still our largest project country. Secondly, we tried to convince capital funds and
companies to deploy the possibility of contributing to our projects by making
‘earmarked’ funds available. This means that as of 2007 we can work with these
funds on specific topics such as war traumas, finance models for health care and
psychosocial rehabilitation of ‘war rape’ victims.

In this manner, these donors contribute to the quality of project execution and are
directly involved in the implementation of a large number of activities in different
regions.

Share in third-party activities

Cordaid has decided to take part in a number of projects that had not yet been
fully financed, for a total of EUR 400,000. This contribution is extremely important
to HeathNet TPO because whenever there is a lack of reserves, the uncovered
portion of a project will lead to an immediate loss.

The amount of EUR 250,000 entered in 2006 under ‘Share in third-party activities’
concerns PLAN's support of the Child Thematic Programme (CTP). This support is
intended for a period of three years and was initially meant to expire at the end of
2006. In the meantime, it has been decided to extend this period by nine months,
and a further three-year extension of this construction is under discussion. This
children’s programme is particularly unique because of the simultaneously
conducted effect study. This makes the CTP one of the few interventions aimed at
children that will ultimately reveal what works and what doesn‘t. As a response to
the earthquake in October 2005, the collaboration with PLAN was expanded last
year to incdude Pakistan. An extension of this effort is therefore in keeping with
expectations.
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Subsidies from

governments and

other donors Afghanistan 4,316,419  39.8% 3,833,639
Compared to 2005, project |Bosnia 21,446 0.2% 133,804
subsidies increased by burundi 2,022,653  18.7% 1,120,524
more than 11%. Cambodia 1,620,924  15.0% 1,767,627
Afghanistan remains by far  [DR Congo 871,197 8.0% 1,008,966
the largest project country. |Eritrea 259,466 2.4% 3,028
This is partially attributable |indonesia 78,240 0.7% 76,676
to the immense Malaria Netherlands 8,789 0.1% 214,766
programme being Nepal 25,196 0.2% 99,621
conducted in this country, Pakistan 490,398  4.5% 326,124
but even more so to Rumania - 0.0% 49,065
HealthNet TPO's long Rrwanda 37,891 0.3% 6,859
history in Afghanistan. somalia - 0.0% -878
Since 1994, the Sri Lanka 151,922 1.4% 276,013
organization has been Southern Sudan 745,052 6.9% 260,031
implementing three large- Uganda - 0.0% 154,126
scale programmes in East Timor 184,002 1.7% 276,489
Afghanistan and Pakistan: Other Countries - 0.0% 118,266
the Malaria and I
Leishmaniasis Control Total project turnover 10,833,595 100.0% 9,724,746

programme, the Health
Care Support programme, and the Mental Health programme. Since the situation
in Afghanistan has barely improved in recent years due to political developments,
HealthNet TPO’s activities have not been able to come to a natural cose. This
ongoing need for support in the country’s reconstruction, in combination with our
increasingly growing local expertise, is responsible for the scope of activities in
Afghanistan.

An exit scenario, in which the local situation has gradually improved, enabling
HealthNet TPO to withdraw and transfer its operations to local organizations, is
actually taking place in Bosnia and East Timor. On the other hand, we also have
to deal with a substantial increase in other countries where the reconstruction
process has in fact accelerated, such as Burundi and Southern Sudan.

. Southern
Sri Lanka Sudan

East Timor

\——Afghanistan

Cambodia

Bosnia

Burundi
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There has been a temporary dedine in projects taking place in the Netherlands.
This mainly concerns research and knowledge exchange. Currently there are plans
afoot for a number of projects in the Netherlands where our experience gained
abroad can be put at the service of, for example, refugees and asylum seekers.

Cover for indirect costs

Costs which we cannot charge to project budgets are costs incurred for the
development of ideas, new projects, costs for the presentation of our work and the
distribution of the results, costs connected with monitoring safety, keeping abreast
of new developments, and so forth. Another category of costs that cannot be
charged to project budgets are costs connected with unexpected but necessary
expenditures, for example in the case of an extremely unsafe situation or an
epidemic.

In 2006, these indirect costs amounted to 11.7% of the total available financial
resources.

Coverage for this entry of indirect costs consists of a number of different
contributions. In the first place, there was the contribution HealthNet TPO received
from institutional donors for this purpose: in 2006, this was an average of 6%.
One of the measures HealthNet TPO is taking to ensure coverage of indirect costs
is to attempt maximizing this contribution of institutional donors. Over the years,
we have been succeeding in this effort bit by bit. In 2006, we did not progress
beyond this average coverage of 6%.

Another way of covering indirect costs is to obtain contributions from other
organizations, companies or private parties. This means we have to look for
partners who are willing to support HealthNet TPO through contributions that can
either be allocated to certain projects or which are non-project related. For
instance, PLAN Netherlands was prepared to sponsor the development of a special
programme for children in war zones and, in addition, provided a specific budget
enabling us to scientifically monitor and evaluate the effect of this programme.
The result is an evidence-based programme for PLAN Netherlands, which also
helps HealthNet TPO to do its work.

A third way is to allocate actual costs incurred by the Amsterdam office for specific
project support to the relevant contracts. This is based on an hourly fee system. In
2006, all actually recorded hours amounted to a total of EUR 700,000, which could
have been charged on to the projects, providing these projects would have had
sufficient budget headroom.

Experience has taught us that the costs for project support are frequently higher
than the funds an institutional donor can or will grant. For this reason, we were
able to charge only EUR 120,000 of the actually incurred costs of EUR 700,000 to
the projects.
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And, lastly, there is the aforementioned free fundraising. Now that we know it is
futile for an organization such as HealthNet TPO to count on generous
contributions from organizations such as Stichting Doen, the Postcodeloterij, or
any contributions from activities of joint relief organizations (Samenwerkende
Hulporganisaties), we have focused more strongly on the ‘midfield’ of companies
and capital funds. In any event, this has generated contracts of more than EUR
300,000 for 2007.

Contributions from local population

For years, the nature of the local population’s own contribution to project costs has
been a subject of discussion. An important aspect of HealthNet TPO'’s philosophy is
that the local population should always contribute to the health-care systems
implemented in their country. This stimulates ownership, which helps project
efforts to take root so that these will ultimately benefit the largest possible
number of people. A basis of support is created among the local population, the
reach of the servicesis increased and continuity of services in the politically
unstable country can be better safeguarded.

These incomes have long been a topic of discussion: should they be deducted from
donor contributions? HealthNet TPO has always been fiercely opposed to this: after
all, donor contributions mainly consist of development costs, whereas the own
contribution is used to cover running costs.

Fortunately, the population’s own contribution is no longer a hot agenda item.
Since working on a contract basis is becoming common practice in more and more
countries, it is increasingly customary to ‘reward’ this ‘own contribution’ with a
better health-care system, thus boosting the dynamics of own responsibility.

Other income and expenses

Other income and expenses in 2006 amounted to -/- EUR 336,751 (2005: -/- EUR
13,613). Exchange rate developments, particularly of the US dollar, had a highly
negative impact on our 2006 results. We are looking for possibilities to limit this
risk, but opportunities in that area are slim.

Amsterdam head office

Despite the reorganization, the total costs incurred by the head office were higher
than budgeted. This can be attributed primarily to the fact that the amount of
personnel costs charged on to project contracts lagged behind expectations (see
above). The project budgets offered insufficient headroom to enable recovery of
the recorded hours.

Fundraising expenditures in 2006 amounted to more than EUR 32,000. Direct
costs were much lower than budgeted (EUR 3,755 compared to EUR 30,000),
simply because there were few opportunities for effective promotional campaigns.
The largest share of the costs, as in the previous year, therefore consists of
charged-on operational costs of the Amsterdam organization. That also applies to
the entry of ‘information costs’. Here, too, costs were incurred for making the
website more accessible and for providing it with a digital library.

General costs in 2006 were considerably higher than budgeted (EUR 241,611
compared to EUR 61,826). This budget overrun was mainly attributable to the
system improvements which were carried out. The additional consulting space
necessary for strengthening our financial department was required for a longer
period of time than initially expected; the accountant’s invoice turned out to be
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substantially higher; and the reorganization required us to seek legal advice. We
also invested in a new digital project database.

These expenditures were essential in order to enable us to increase efficiency,
which will show results only in the longer term, i.e. 2007. As is frequently the case
with reorganizations, there is a paradox between the financial weakening in the
short term and the organizational strengthening in the longer term.

Salaries and social security charges 1,027,350 65% 1,038,052 101% 969,621

Pension contributions 114,527 7% 110,353 11% 114,962

Other personnel costs 63,260 4% 71,492 7% 58,238

Charged-on personnel costs -120,472 -8% -512,357 -50% -179,466

Office accommodation costs 138,331 9% 117,442 11% 133,237
Office costs 35,907 2% 98,733 10% 67,155
Direct information costs 72,847 5% 15,000 1% 91,578
Direct fundraising costs 3,755 0% 30,000 3% 35,189
Other general costs 241,611 15% 61,826 6% 134,268
Subtotal (in euros) 1,677,116 100% 1,030,541 100% 1,424,782
Post-project results - 0 -
Total (in euros) 1,577,116 1,030,541 1,424,782
Equity

At the end of the 2006 financial year, HealthNet TPO withdrew EUR 80,993 from
its equity. The freely disposable capital decreased to -/- EUR 91,397. EUR 14,073
was withdrawn from the tied-up capital, so that it ultimately amounted to a total
of EUR 7,014.
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Developments in 2006

From a management perspective, the liquidity crisis that threatened since January
of the year under review was an undesirable, but realistic, leitmotiv for
management in 2006. The lack of own, freely disposable reserves, in combination
with factors such as some institutional donors’ failure to pay on time (in particular
the EC), delays in timely compliance with reporting obligations and the
unpredictability of developments in unstable regions in which HealthNet TPO is
active, were constant concerns with regard to providing the projects with financial
resources on time.

HealthNet TPO came to realize that an optimal administrative mode has evidently
been found now for dealing with this issue: unforeseen expenditures have been
reduced to a minimum over the years, and the remainder appears to be
unavoidably linked to safety situations and the difficult external circumstances in
which the organization operates. The project-related operational deficit, measured
in terms of allocated funds and actual expenditures, can be considered ‘good’
compared with other organizations. Taking into account that our total operations
amounted to EUR 10.3 million in direct project costs, a deficit of EUR 80,993 can
be viewed a minimal. It goes without saying that this result was primarily achieved
thanks to the participation of ‘other donors’ (in particular Cordaid) in the project
costs. If this had not been the case, the operational deficit would have been
correspondingly higher — but the fact remains that even without external
assistance the projects in post-conflict regions are being executed with an
operational deficit of not more than 5%. This gives us the conviction that further
efficiency drives will have to focus not so much on cutting expenditures but on
generating income.

In this respect, it should be mentioned that the new record-keeping method (the
‘work-in-progress method’ effective as of 2005 - see point 7 below for
explanation) will now contribute to a concrete picture of the *hidden reserves’. By
still finding donor contributions in 2006 for projects that were recognized in 2005
as only partially ‘covered’, an amount of EUR 181,000 has been freed in 2006,
which immediately reduces operational costs.
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Liquidity and the need for strategic choices

At the present time, the organization’s liquidity is a source of constant concern.
Every week, we have to weigh the pros and cons before deciding on which projects
to spend the funds received. Our liquidity position is determined by on-time
reporting and on-time donor payments, which results in highly erratic patterns. In
some months we receive substantial amounts, whereas in others we have to make
use of our credit line (EUR 600k).

That is why HealthNet TPO has to make strategic choices now. They are being
made in a variety of areas.

First of all, losses that were not sufficiently anticipated have been ‘taken’ in the
financial statements of 2005, during the closure of projects. The insights gained
and the new way of record-keeping will enable us now to focus on controlling
overspending and budget shifts. The roles of management and Amsterdam have
become clearer. More practical, operational work will have to be delegated to the
field and that is entirely in line with the reorganization carried out in the summer
of 2006. In the projects themselves - which will ultimately become either self-
sufficient or lead to the development of specific capacity-building within local
governments and partners - financial management capacity has to be created that
will in due course achieve sustainable results.

Secondly, we are constantly searching for strategic alliances with other
organizations. These exploratory initiatives take time. That these efforts will
ultimately produce results is meanwhile beyond doubt. After exploring the
possibilities with Cordaid for a lengthy period of time, this option was ultimately
not chosen - but that has rather strengthened than weakened our ties with
Cordaid. Other parties are interested, and we are now looking for the optimal
combination of implementation power and financial strength.

A breakthrough has meanwhile been achieved in our partnerships with the private
sector. As mentioned before, contracts have been concluded with private partners
who are aware of the importance of supporting HealthNet TPO, in such a way that
Corporate Social Responsibility and HealthNet TPO’s need for coverage of indirect
costs are reconciled with the need for dear, project- and topic-related objectives.
A three-year agreement with Eureko-Achmea is in the making, which will support
the development of models for the financing of access to health care in crisis areas
- not only with funds, but also with knowledge. A project that aims for a concrete
improvement of the position of women as victims of acts of war and rape will be
supported with a private fund, whose primary interest is the development of
effective interventions. And the way in which PLAN Netherlands funds the
children’s programme is an example of a contribution that supports not only
project execution but also the knowledge development that is the core of
HealthNet TPO's right to exist.
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