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Statement of the Board Chair
As at 31 December z017
And for the year ended 31 December 2017

The year 2017 marked significant efforts at the Center in consolidation of operations following multiple
years of funding cuts in the CGIAR that resulted in a complete change in the funding and operating structure
that necessitated the Board and management to seek a more efficient and strategic operating model focused
at creating impact. The Board initiated a review of CIFOR operations during the year by setting up a
workgroup to identify and address issues caused by the change in funding structure that caused the deficits
in the previous financial years. I am happy to report that the workgroup presented its report at the
November Board meeting and the Board has approved a vision of CIFOR as a Center without Walls with
the objective of achieving zero deficit by zozo. The Board will over the next years review and approve
various initiatives toward achieving this vision and the goal of regaining financial and operational stability.

At the end of 2017, CIFOR entered into formal discussions with World Agroforestry Center (ICRAF) to
explore ways the two centers can better work together to address the changes in the funding structures.
Collaboration efforts are intended to support the Center without Walls operating model.

CIFOR continues to lead the CGIAR program on Forests, Trees and Agroforestry — the world’s largest
integrated collaborative research program on forests and trees, incidentally also one of the largest CGIAR
programs. CIFOR scientists based around the world produced a total of 382 publications this vear,
including 204 scientific articles — of which 78% were in open-access journals — as well as 10 books, 26 book
chapters, 35 occasional or working papers, 53 briefs, and 41 factsheets. Our publications were downloaded
nearly 1,5 million times, with over 10,000 citations and 400,000 Google book visits.

CIFOR is engaged in two other CGIAR programs — in the IFPRI led Policies, Institutions, and Markets and
the CIAT led program on Climate Change, Agficulture and Food Security.

CIFOR has been leading the Global Landscapes Forum, a multi-partnership initiative over the last few years
and this has taken a renewed direction with multi-year funding committed by the German government
toward this initiative. The GLF has grown into a platform that addresses questions about sustainable
development, climate change, poverty and gender at various scales. The first GLF meeting under this new
funding arrangement and broader outlook was organized in December 2017 in Bonn and was a resounding
success — with over a thousand participants from 104 countries and as many hosting organizations and
indigenous representatives from various regions of the world. We estimate conservatively that the GLF had
a record online participation with 70,000 people from 114 countries participating via live stream and over
40 million people potentially reached #thinklandscape Twitter hashtag trending #1 in Germany and among
top 10 in three other countries. The Board is excited with the development of the GLF and looks forward to
CIFOR setting up the permanent GLF secretariat in Bonn in 2018.

Financial highlights 2017

CIFOR ended the year with expenditures of USD 34.39m, supported by revenue of USD 30.6m, leading to
an operating deficit of USD 3.79 m, which is netted off by other comprehensive income of USD 0.25m
resulting to total deficit and other comprehensive income amounting to USD 3.54m. The Board as noted
above is concerned about the deficits in the last few years which have exceeded USD 8m and recognizes that
the current operating model is not sustainable given the current funding climate. The Board believes
initiatives being undertaken in 2018, will enable CIFOR to operate in a total restricted environment with
zero deficit starting 2020. Deficits have been and will continue to be funded from Center unrestricted net
assets and the Board recognizes that reserves are approaching the minimum acceptable level. The Board
notes the difficulties of full cost recovery and of recovering the Cost Sharing Percentage (CSP) from the
funders and recognizes the CGIAR System is attempting to address these issues that affect all the CGIAR
Centers.

%% CIFOR is a CGIAR Research Center

CGIAR

F5C






Center for International Forestry Research

Jalan CIFOR, Situ Gede, Bogor Barat 16115, Indonesia
Tel: +62 (0) 251 8622622, Fax: +62 (0) 251 85622100, e-mail: cifor@cgiarorg

R cifororg | blog.cifor.org

Board Statement on Risk Management
As at 31 December 2017
and For the Year Ended 31 December 2017

CIFOR's Board of Trustees has responsibility for overseeing the effectiveness of the risk management
system that management has put in place to identify, manage and monitor significant risks to the
achievement of CIFOR's business objectives, and to ensure alignment with CGIAR principles and
guidelines as adopted by the CGIAR Centers. While the full Board has responsibility for risk the
Executive Committee functions as the risk committee.

These risks include operational, Research/Scientific, Reputational, Infrastructure/Capability and
Financial risks that are inherent in the nature, modus operandi and location of CIFOR's activities,
including its duties and responsibilities as Lead Center for the CGIAR Research Program on Forests,
Trees and Agroforestry (CRP6). These risks are as dynamic as the environment in which CIFOR
operates and represent the potential for loss resulting from external events, human factors or
inadequate or failed internal policies, processes or systems.

The Board has adopted a Risk Management Policy in 2016 that is based on the International
Organization for Standardization (ISO) 31000:2009 on Risk Management. The policy outlines the
responsibility and accountability of the Board of Trustees, the Management and Centre staff. The
policy also outlines reporting and assurances needed from Centre staff, the Internal and External
Auditors and applies to all activities, business processes, policies, procedures, individuals, property
and locations that comprise the CIFOR, and is mandatory for all CIFOR staff to follow. The policy has
been communicated to all staff. In 2017, the Board approved for the statement on Risk Appetite to be
included in the policy.

The Board reviews the risks during the year to ensure that adequate attention is being paid to high
risks and management has put in place adequate risk mitigation strategies. In line with this practice,
the Board receives updates on the Center's financial status during Board meetings and the Finance
and Audit Committee meets once between Board meetings or more frequently if needed.

CIFOR's risk register was updated in September 2017 following an analysis of risks, the potential
severity of their impact on the Center and the likelihood of occurrence before and after considering
preventive controls currently in place. The 2017 risk register has 28 risk items. The Board has noted
with concern that a number of risks have trended upward in all risk categories.

Unreliability of W1/2 funding and the continued CGIAR reform process, working in areas of conflict
and insecurity, increased donor compliance and government legislation, volatile financial markets,
inability to recover full costs, reduced cash flow and decreasing reserves were some of the risks that
trended higher in 2017. Over the past few years, management has made adjustments to the operating
model to reduce overhead costs while maintaining commitment to adequate compliance and control
functions.

The Board notes that the effectiveness of risk management depends not only on identification of risks
but also on the implementation of effective mitigation plans and the overall governance of the risk
management system. The Board constituted a workgroup consisting of Board and management to
address the operational challenges and risks faced by the Center in 2017. The Boards of CIFOR and
World Agroforestry Center (ICRAF) established a joint task force to explore collaboration options up
to and including merger as both Centers face similar risks.
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MANAGEMENT STATEMENT OF RESPONSIBILITY FOR
FINANCIAL STATEMENTS
AS AT 31 DECEMBER 2017
AND FOR THE YEAR ENDED 31 DECEMBER 2017

The accompanying financial statements of the Center for International Forestry Research (CIFOR) are the
responsibility of management and have been prepared in accordance with the International Financial
Reporting Standards (IFRS). CIFOR management is responsible for the substance and objectivity of the
information contained therein.

The financial statements of CIFOR are drawn up so as to present fairly the financial positions of CIFOR as
at 31 December 2017, and the results of its activities and cash flows for the years then ended.

CIFOR maintains a system of internal control designed to provide reasonable assurance that assets are
safeguarded and transactions are properly recorded and executed in accordance with management’s
authorisation.

A system of reporting within CIFOR presents management with an accurate view of the operations, enabling
us to discern risks and, at the same time, providing a reliable basis for the financial statements and
management reports.

The Board of Trustees exercises its responsibility for these financial statements through its Finance and
Audit Committee. The Committee meets regularly with management and representatives of the external
and internal auditors to review matters relating to financial reporting, internal controls, and auditing,

T,WM.A.-L

i

Robert Na Kumar Tumuluru
Director Genetgl Deputy Director General - Operations

BOGOR
22 May 2018
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INDEPENDENT AUDITORS' REPORT
TO THE BOARD OF TRUSTEES OF

CENTER FOR INTERNATIONAL FORESTRY RESEARCH

Opinion

In our opinion, the financial statements of Center for International Forestry Research (CIFOR) present
fairly, in all material respects, the financial position of CIFOR as at 31 December 2017 and its financial
activities and its cash flows for the year then ended in accordance with International Financial Reporting
Standards (IFRS).

What we have audited

We have audited the accompanying financial statements of CIFOR, which comprise the statement of
financial position as at 31 December 2017, and the statement of activities and other comprehensive
income, statement of changes in net assets and statement of cash flows for the year then ended, and notes
to the financial statements, including a summary of significant accounting policies and other explanatory
information,

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing. Our responsibilities
under those standards are further described in the Auditors' responsibilities for the audit of the financial
statements section of our report. We believe that the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our audit opinion.

We are independent of CIFOR in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our other
ethical responsibilities in accordance with the TESBA Code.

Other information

Management is responsible for the other information. The other information comprises Exhibit 1-7 of
the financial statements, which we obtained prior to the date of this auditor’s report.

Our opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise appears
to be materially misstated. If, based on the work we have performed on the other information that we
obtained prior to the date of this auditor’s report, we conclude that there is a material misstatement of
this other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of management and those charged with governance for the financial
statements

Management is responsible for the preparation and presentation of the financial statements in
accordance with the IFRS, and for such internal control as management determines is necessary to
enable the preparation of the financial statements that are free from material misstatement, whether due
to fraud or error.

Plaza 89, JI. H.R. Rasuna Said Kav, X-7 No.6 Jakarta 12040 - INDONESIA, P.0. Box 2473 JKP 10001
T: +62 21 5212001, F:+ 62 21 52005555 / 52005050, www.pwe.com,/id
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In preparing the financial statements, management is responsible for assessing CIFOR's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate CIFOR or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing CIFOR's financial reporting process.
Auditors' responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of CIFOR’s internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

. Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the CIFOR's ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditor’s report. However, future events or conditions may cause CIFOR to cease to continue
as a going concern,

. Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

JAKARTA
22 May 2018

Drs. M. Jusuf Wibisana, M.Ec., CPA
License of Public Accountant No. AP.o222

A180522003/DC2/MIW/2018
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017
(Expressed in Thousands of US Dollar)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements were authorised for issuance by the Board of Trustees on 22 May

2018.

The financial statements of CIFOR have been prepared in accordance with International
Financial Reporting Standards (IFRS). The principal accounting policies applied in the
preparation of these financial statements are set out below. These policies have been
consistently applied to all the years presented, unless otherwise stated.

These are the first financial statements prepared by CIFOR in accordance with IFRS. Please
refer to Note 3 for the adjustments made for the first time adoption of IFRS.

Basis of preparation of financial statements

The financial statements are prepared on the historical cost convention, as modified by
available-for-sale financial assets, and using the accrual basis, except for the statements
of cash flows.

The statements of cash flows present the changes in cash from operating, investing and
financing activities. The statements of cash flows are prepared using the indirect method.

Figures in the financial statements are rounded to and stated in thousands of US Dollar,
unless otherwise specified.

The preparation of financial statements in conformity with IFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in
the process of applying CIFOR's accounting policies. Areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to
the financial statements are disclosed in Note 5.

Changes to the statements of financial accounting standards (“IFRS" and “1AS")

MNew and revised standards issued, which will be effective for the financial year beginning

1 January 2018, are as follows:

IFRS 9 “Financial Instruments”

- IFRS 15 "Revenue from contracts with customers”

IFRS 16 “Leases”

Amendment IFRS 2 “Share-based payment transactions”

Amendment IFRS 4 “Insurance contracts”

Amendment IFRS 1 (Annual improvement 2017) “First time adoption of IFRS’, regarding

IFRS 7, IAS 19 and IFRS 10, IAS 28 'Investment in associates and joint ventures”

1AS 28 (Annual improvement 2017) “Investment in associates and joint ventures”

Amendment |IAS 40 “Transfers of Investment Property”

Interpretation 22 “Foreign Currency Transactions and Advance Consideration”

IFRS 17 “Insurance Contracts”

- Amendments IFRS 10 and IAS 28 "Sale or contribution of assets between an investor
and its associate or joint venture”

As at the authorisation date of these financial statements, the management is still
evaluating the potential impact of these revised standards to the financial statements of
CIFOR.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017
(Expressed in Thousands of US Dollar)

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
1. Foreign currency translation

Iltems included in the financial statements are measured using the currency of the primary
economic environment in which the entity operates (the “functional currency”) which is
US Dollar (USD). Transactions denominated in currencies other than USD are translated
into USD at the standard bookkeeping rates which approximate the exchange rates
prevailing at the dates of the transactions.

At the reporting date, monetary assets and liabilities denominated in currencies other than
USD are translated into USD at the exchange rates prevailing at that date. Exchange
gains and losses arising from such settlement of such transactions and from the
translation of monetary assets and liabilities are recognised in the statement of activities.

As at 31 December 2017 and 2016, the rates used for the translation are as follows:

2017 2016
Indonesian Rupiah 1,000 (IDR”) 0.0738 0.0744
British Pound sterling 1 (“GBP”") 1.3447 1.2286
European Euro 1 (“EURO") 1.1938 1.0540

m. Transactions with related parties

CIFOR enters into transactions with related parties as defined in IAS 24 “Related Party
Disclosures”. All significant transactions and balances with related parties are disclosed
in the notes to the financial statements.

RESTATEMENT ON THE FINANCIAL STATEMENT

These financial statements for the year ended 31 December 2017 are the first CIFOR has
prepared in accordance with IFRS. CIFOR previously prepared and issued financial statements
based on the CGIAR Financial Guidelines Series No. 2 — CGIAR Accounting Policies and
Reporting Practices Manual (CGIAR FG-2).

Due to a change in the reporting requirements from CGIAR, CIFOR has now prepared financial
statements that comply with IFRS applicable as at, and for the year ended,
31 December 2017 together with the comparative period information as at, and for the year
ended, 31 December 2016 as described in the summary of significant accounting policies (Note
2).

In preparing these financial statements, CIFOR's opening statement of financial position was
prepared as at 1 January 2016, which was CIFOR's date of transition to IFRS. This note
explains the principal adjustments made by CIFOR. to align its financial position and activities
that were previously prepared using the CGIAR FG-2 to conform with the principles of IFRS.

13
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