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Tel: +994 12 4045255 BDO Azerbaijan LLC
Fax. +994 12 4045244 6 Bakikhanov Street
www.bdo.az Bridge Plaza, 12th floor

Baku AZ1022, Azerbaijan

Independent Auditor’s Report

To the Shareholder and the Supervisory Board of Viator Microcredit Azerbaijan LLC

We have audited the accompanying financial statements of Viator Microcredit Azerbaijan LLC (“the
Company”), which comprise the statement of financial position as at 31 December 2012, and the statement
of comprehensive income, statement of cash flows and statement of changes in equity for the year then
ended, and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

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

Auditor’'s Responsibility
Our responsibility is to express an cpinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reascnable 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 auditer's judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. ln making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements 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 the entity’s internal
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.

Basis for Qualified Opinion

1. The financial statements do not disclose information about fair values of collaterals held and
contractual maturities of financial liabilities based on undiscounted cash flows. Disclosure of this
information is required by the IFRS 7 “Financial Instruments: Disclosures”.

2. Land and buildings of the Company were revalued as at 31 December 2012 by an independent
valuation company. As shown in note 8 to the financial statements, carrying value of land and
buildings reported in the financial statements is USD 671,893. We were unable to obtain sufficient
appropriate audit evidence about the reliability of input data used in arriving at fair value of the
land and buildings. Consequently, we were unable to determine whether any adjustment to this
amount was necessary.

Qualified Opinion

In our opinion, except for the possible effects of the matters described in the Basis for Qualified Opinion
paragraph, the financial statements present fairly, in all material respects, the financial position of Viator
Microcredit Azerbaijan LLC as at 31 December 2012, and its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards.

%OW LLO

10 May 2013

BDO Azerbanjan LLC, an Azerbanyan bmiced hablity company registered under number 1302212761, 15 a member of B0Q International Limited, a UK company
limuted by guarantee, and forms part of Lhe intemanional BD0 netwaork of independent member Airms
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Statement of Management’s Responsibilities for the Preparation and Approval
of the Financial Statements for the Year Ended 31 December 2012

The following statement, which should be read in conjunction with the independent auditor’s
responsibilities stated in the independent auditor’s report, is made with a view to distinguishing the
respective responsibilities of management and those of the independent auditor in relation to the financial
statements of Viator Microcredit Azerbaijan LLC (“the Company"”).

Management is responsible for the preparation of the financial statemments that present fairly the financial
position of the Company as at 31 December 2012, the results of its operations, cash flows and changes in
equity for the year then ended, in accordance with Internaticnal Financial Reporting Standards {“IFRS™).

In preparing the financial statements, management is responsible for:
* Selecting suitable accounting principles and applying them consistently;
»  Making judgments and estimates that are reasonable and prudent;

» Stating whether IFRS have been followed, subject to any material departures disclosed and explained
in the financial statements; and

« Preparing the financial statements on a going concern basis, unless it is inappropriate to presume that
the Company will continue in business for the foreseeable future,

Management is also responsible for:

+ Designing, implementing and maintaining an effective and sound system of internal controls throughout
the Company;

* Maintaining proper accounting records that disclose, with reasonable accuracy, the financial position of
the Company, and which enable them to ensure that the financial statements of the Company comply
with {FRS;

* Maintaining statutory accounting records in compliance with legislation and accounting standards of
the Republic of Azerbaijan,

»  Taking such steps as are reasonably available to them to safeguard the assets of the Company; and
» Detecting and preventing fraud and other irregularities.

On behalf of the Company’s management the financial statements for the year ended 31 December 2012
were authorised for issue on 10 May 2013 by:

Yencent Abraham
Executive Director Tdme MARRGET

Viator Microcredit Azerbaijan LLC
Ganja Azerbaijan
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Yiatar Micracredit Azerbaijan LLC

Statement af Financial Pasition as at 31 December 2012

in United States Dollars, unless atherwise indicated

2011 2010
Mote 2012 (Restated) {Restated)
Assets
Cash and cash equivalents [ 390,695 507,718 275,538
Loans to customers 7 12,946,142 9,966,603 7,417,029
Property and equipment 8 799,445 732,642 746,188
Deferred tax asset 9 68,088 76,902 :
Other debtors 10,438 8,218 18,014
Total assets 14,214,808 11,292,083 8,456,769
Liabilities
Long term borrowings 10 6,421,963 5,011,925 2,922,481
Creditors 1 145,343 84,540 148,284
Deferred tax liability 9 23,836
Total lHabilities 6,567,306 5,096,465 3,094,601
Equity
Charter capital 12 381,309 9,985 G,985
Retained earnings 6,841,575 5,829,610 5,003,662
Revaluation surplus 339,383 273,119 307,648
Translation reserves 85,235 52,904 40,873
Total equity T AaF 300 b, 195,618 5.362.168
Total liabilities and equity 14,214, 508 11,293,083 8,456,769

i
Vencent Abraham
Executive Director

10 May 2013

KNL)'#_
‘ﬁlan Garaye

Finance Manager

The notes set out on pages ? to 32 are an inte_gral part of these finoncial statements
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Viator Microcredit Azerbaijan LLC
Statement of Comprehensive Incame for the Year Ended 31 December 2012
in United States Dollars, unless otherwise indicated

2011
Note 2012 {Restated)
Interest and similar income 13 4,004,386 2,947,518,
Interast aimg imilar expenses 11 [530,924) (349, 756)
Mot Interest income 3,473,462 2,577,763
Reversel of provision. / jprovision) far
impairment of loans to custamnrs & fih, ¥ T 163, 348
et interast incoime after loan imparment 3,540,439 2,415 477
Personnel expenses 14 {1,989,386) (1,535,324) v
General and administrative expenses 15 (657,312) {655,683).
Commission income 16 604,133 458,683 .-
Exchange gain 29,145 56,325 .
Other income 17 27,651 1,573 |
Prafit for the year befare tax 1,554,669 740,991
Grants received 233,351 292,282 -
Grants disbursed to other institutions (91,243) (132,795) -
Income tax expenie Y {356, 2031 i117,030) «
Net profit for the year 1,339,875 783,448
Other comprehensive income
Revaluation of buildings 100,955 {528)
Recycled throlgh other comprehensive income (43,414) (42,500)
Income tax relating to compeanents of
cther comprishansive icoms 8,683 8,500
Transtation aain 1,337 3, frsd
Qiher compeefionsive income for the year, net of tax &il, 85 7,403
Total comprehensive Inceme for the year 1,408,470 790,551

Vencent Abraham mlan Garapey
Exetutive Director Finance Manages

10 May 2013

The Rotes set out on pages ¥ {o Mareen Il et :'ﬂr these finaneis stolemenis
6
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Viatar Microcredit Azerbaijan LLC

Statement of Cash Flows for the Year Ended 31 December 2012

in United States Dollars, unless atherwise indicated

Hcte 2012 2011
Cash flows from operating activities
Interest and commission fees received 4,551,063 3,401,434
Payment to employees and suppliers {2,394,387) {2,018,605)
Loans issued to customers {(2,823,157) {2,702,718)
Grants disbursed {91,243) {132,795)
Interest paid {511,736) {376,117)
Payment of profit tax {291,534) {192,079)
Other raceipty [ [paymenis) 43,51 (49,175
Cazh flaws from merating setlvities (1,517, 4833 (2,070,159}
Cash flows from investing activities
Purchase of property and equipment (161,037) {104,439)
Proceeds from disposal of property and equipment 4,650 -
Mel cash used in invesking actrettins {156,347} i1miﬁ
Cash flows from financing activities
Proceeds from long term borrowings 3,213,376 2,095,806
Repayment of long term borrowings (2,000,000) .
Grants received 233.351 192,281
Hat cash from finamcing adtivities 1,544, 717 21, 3BE DRT
Exchange rate differences 10,120 18,691
Net (decrease) / increase in cash and cash equivalents (117,023} 237,180
Cash and cash equivalents at the beginning af Lhe year B 507,718 b RR]
Cash and cash equivaients at the nd of the year & 390,658 507.718

i

Yencent Abraham
Executive Director

10 May 2013

Finance Manager

The notes set out on pages 9 ta 32 are an integral part of these financial statements.
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Viator Microcredit Azerbaifan LLC

Statement af Changes in Equity far the Year Ended 31 December 2012

in United States Dallars, unless otherwise indicated

Charter Retained Revaluation — Tramilation Tatal

 cagltal earnings surpls FELENES Equity

1 Jarwary 2011 a5 previoasly reported 5985 §,1EZ, 164 7,648 40,873 3,840, TG
djustiment related to previous year S (178,602 ) - {178,602}
1 January 2071 rostated 'ﬁ,'ﬂ'ﬁ_!i-_ 5,003, 66 30T B4R 43,871 5,362 166
Other comprehensive loss net of tax ] 7,971 42,031 50,002
Transferred to retained earnings 42,500 (42,500) : -
Net profit for the year . TE3.448 - 783,448
Balance as at 31 December 2011 o985 5,829,610 271,119 1,904 6,195,618
Other comprehensive income net of tax - - 109,678 2,31 112,009
Transferred to retained earnings - 43,414 {43,414) . -
Increase in share capital 371,324 (371,324) . - -
Net profit for the yi=ar 1,339,875 1 - 1,339,875
Balance as at 31 December 2012 381,309 6,841,575 110 383 85.235 7,647,502

1] ! J{f_)
I_.-" 2 —
‘ o ; _-Fﬂ-r"d‘#?_ﬂ_

Yencent Abraham
Executive Director

10 May 2013

Cal - —
ﬁﬁuﬂan Garimypay

Finance Manaier

The notes set out on pages 9 to 32 are an integral part of these}l‘nancial statements,

8
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Viator Microcredit Azerbaijan LLC
HNotes to the Financial Statements for the Year Ended 31 December 2012
in United States Dollars, unless otherwise indicated

1.  Principal Activities of the Company

Viator Microcredit Azerbaijan Non-Bank Credit Organisation LLC ("the Company”} provides financial
facilities to small entrepreneurs in various regions of Azerbaijan so that they can create jobs, build assets
and improve their standard of living.

The Company was established in April 1998 and started its lending operations n June 1998. Until 19
November 1999 it was registered as a representative office of Viator Microcredit in Azerbaijan, Qn 19
November 1999 the Company was registered with the Azerbaijan Ministry of Justice and obtained the status
of a legal entity. The Company was reregistered to comply with the regulations of the Central Bank of
Azerbaijan, in accordance with which only legal entities can perform lending activities on the territory of
Azerbaijan. The new entity obtained a license for lending activities from the Central Bank of Azerbaijan on
29 February 2000.

Viator AS {Kingdom of Norway) is the sole owner of the Company.

The Company is primarily financed by grants from the Norwegian Agency for Development Co-operation
{NORAD), a directorate under the Norwegian Ministry of Foreign Affairs, which is the ultimate controlling
party of the Company

The Company principally provides small toans to individuals and to groups of individuals that lack access to
traditional financial institutions

The principal location of the Company’s office is at 132, N.Narminanov Avenue, Ganja AZ2002, Azerbaijan.
The Company has branches and offices in Ganja, Shamkir, Shaki, Gazakh, Dalimammadli, and Balkan
regions of Azerbaijan.

The average number of the Company's employees in 2012 was 127 (2011: 103).

2,  Operating Environment of the Company

General

Over recent years, Azerbaijan has undergone substantial political and economic changes. As an emerging
market, Azerbaijan does not possess a well-developed commercial infrastructure, which generally exists in
more mature business markets. Laws and regulations affecting businesses operating within the country are
subject to rapid change. In additien, continued economic stability is dependent to a large extent aon the
effectiveness of fiscal and monetary measures taken by the government, regulatory developments,
decisions of international lending oreanisations, and cther actions beyond the Company's contral.

Although recently there have been pasitive economic signs in Azerbaijan, the long-term prospects for the
Azerbaijani economy remain uncertain. Naticnal econemy is dependent of export of hydrocarbon resources.
As a result, the Company’s assets and operatiens could be at risk resulting from any adverse changes in the
political and business environment.

Financial market tronsactians

The elobal financial crisis has resulted in, among other things, global liquidity crunch which led to
contraction of the international and demestic capital market, lower liquidity levels across the Azerbaijani
banking sector and very high uncertainty in the domestic and foreign equity markets. The uncertainties in
the global financial market have alse led to bank failures and bank rescues in the United States of America,
Western Europe, Russia and cther countries, however its impact on financial system of Azerbaijan was has
been relatively limited. Currently, it is impossible to fully assess the influence of the engaing crisis or avoid
its impact.

Since 2008 investors have been re-evaluating their exposure to risks, which resulted in reduced or closed
limits on transactions conducted in Azerbaijan, thereby adding to volatility. Such circumstances can affect
the ability of the Company to cbtain new borrowings at terms and conditions similar to those applied to
earlier transactions.

Borrowers and debtors of the Company may also be affected by the repercussions of the financial crisis,
which can in turn impact their ability to meet their financial obligations to the Company. To the extent
that information is available, management has adequately reflected revised estimates of expected future
cash flows in their impairment assessments. These financial statements do not include the adjustments
reflecting the impact on the Company's financial positien of further deterioration in the liquidity on the
financial markets and the increased volatility in the currency and equity markets.
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Viator Microcredit Azerbaijan LLC
Notes to the Financial Statements for the Year Ended 31 December 2012 (continued)
in United States Dollars, unless otherwise indicated

inflation

In 2012 inflation in Azerbajjan has dropped significantly. The oflicial inflation indices for the last three
years are given in the table below:

Year ended Inflation for the period
31 December 2012 1.2%
31 December 2011 B.1%
31 December 2010 5.7%

Currency transactions

National currency of Azerbaijan - manat - fs the main currency used within the country. Foreign currencies,
in particular the US dollars and Euro, play a significant role in measuring economic parameters of many
business transactions in Azerbaijan. The table below shows the exchange rates of US dollar (“USD”} relative
to Azerbaijani manat {"AZN") and Euro {“EUR"):

Date AIN 1 EUR 1
31 December 2012 1.2739 1.3219
31 December 2011t 1.2715 1.2940

3. Basis of Presentation

General principles

These financial statements are prepared in accordance with International Financial Reporting Standards
(“IFRS"). The Company maintains its accounting records in accordance with the applicable legislation of the
Republic of Azerbaijan. These financial statements have been prepared on the basis of those accounting
records and adjusted as necessary in order to comply, in all material respects, with IFRS.

Functionol ond presentation currency

These financial statements are presented in USD being the Company's presentation currency. Functional
currency is AZN, being the prevailing currency in the economic environment where the Company conducts
its ordinary activities and In which majority of receipts from operating activities are retained. The
Company uses USD as a presentation currency as major portion of borrowing is received in USD and the
parent of the Company requires financial statements in USD for consolidation purposes.

Estimates and assumptions

The preparation of the financial statements requires the use of estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure of contingent assets and liabilities as at the date of
the financial statements preparation, and the reported amounts of revenues and expenses during the
reporting period. Issues that require best estimate and are most significant for the financial statements are
disclosed in Notes 5, 7, 8 and 9.

Going concern

These financial statements reflect the Company management’s current assessment of the impact of the
Azerbaijani business environment on the operations and the financial position of the Company. The future
economic direction of Azerbaijan is largely dependent upon the effectiveness of measures undertaken by
the Azerbaijani Government and other factors, including regulatory and political developments which are
beyond the Company's control. The Company’s management cannot predict what impact these factors can
have on the Company’s financial position in future.

For prompt management of liquidity risk the Company regularly monitors external factors, which could
influence the Company's liquidity level, and forecasts cash flows, For the medium- and long-term liquidity
risk management the Company analyses maturity mismatches of assets and liabilities. To reduce its risk
exposure the Company sets liquidity gap limits. The set limits are periodically reviewed to reflect the
changes tn external and internal environment.
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Viotor Microcredit Azerbaijon LLC
Notes to the Financiol Stotements for the Year Ended 31 Decernber 2012 (continued)
in United Stotes Dollars, unless atherwise indicoted

Prior year errors

During the year the Company identified errors in the financial statements for the years ended 31 December
2011 and 2010. Commission received at the time of disbursement of loans to customers was recognised as
income on dates of receipt rather than apportioned over the lives of loans. Disbursement fees paid to
lenders at the time of obtaining loans were also charged as an expense on dates of actual payments rather
than apportioned over the lives of loans. The errors identified by the Company resulted in the decrease of
equity by USD 222,415 and USD 182,933 as at 31 December 2011 and 2010 respectively. For the year ended
31 December 2011 the impact on net profit was a decrease of USD 14,997 and on profit befere tax a
decrease of USD 62,053, Statements of financial position, comprehensive income, cash flows, changes in
equity and related affected notes have been restated accordingly. The impact on various line items in the
financial statements for the years ended 31 December 2011 and 2010 is shown in the following restatement
tables.

Restatement of line items of the statement of financial position for the year ended 31 December 2011:

As reported As revised Restatement
Assets
Loans to customers 10,212,577 9,966,603 {245,974)
Other debtors 13,585 8,218 {5,367}
Property and equipment 733,668 732,642 {1,026)
Deferred tax asset 29,846 fa,902 47,056
Total assets 10,989,676 10,784,365 (205,311}
Liabilities and equity
Long term borrowings 5,022,618 5,011,925 (10,693)
Retained earsibng 6,041,312 5,829,610 {£11.722|
Total liabilitles and equity 11,063,950 10,858,639 {222,415)

Restatement of line iterns of the statement of financial position fer the year ended 31 December 2010:

As reported As revised Restatement
Assets
Loans to customers 7,999,962 7,417,029 (182,933}
Total assets 7,599,962 7,417,029 {182,933)
Liabilitles and equity
Long term borrowings 2,926,812 2,922,481 {4,331)
Retained earnings —. 5,182,264 5,003,662 {178,602)
Total liabilltles and equity 8,109,076 7,926,143 _{182,933)

Changes in Accounting Policies
The accounting policies adopted are generally consistent with those of the previous financial year.

Listed below are those amended standards and interpretations which are or in the future could be relevant
to the Company’s operations:

. IFRS 1 "First-Time Adoption of International Financial Reporting Standards™ Sever Hyperinflation
(effective for annual periods beginning on or after 1 July 2011). The amendments provide guidance for
entities emerging from sever hyperinflation either to resume presenting IFRS financial statements or
to present IFRS financial statements for the first time

« |FRS 1 “First-Time Adoption of International Financial Reporting Standards” Removal of Fixed Dates for
First-time Adopter (effective for annual periods beginning on or after 1 July 2011). The amendments
provide relief to the entities presenting their first IFRS financial statements from reconstructing
transactions that occurred before their date of transition to IFRSs.

. IFRS 7 “Financial Instruments: Disclosures” Transfer of Financial Assets {effective for annual periods
beginning on or after 1 July 2011). The amendments increase the disclosure requirements related to
transfer of financial assets. These amendments are intended to provide greater transparency around
risk exposure of transactions where a financial assets is transferred but the transferor retains some
level of continuing exposure in the asset.
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Viotor Microcredit Azerboijon LLC
Notes to the Finonciol Stotements for the Yeor Ended 31 December 2012 (continued)
in United Stotes Dollors, unless otherwise indicoted

L]

lAS 12 “Income Taxes” Deferred Tax Recovery of Underlying Assets (effective for annual periods
beginning on or after 1 January 2012}. The amendments provide an exception to the general principle
set out in lAS 12 lncome Taxes that the measurement of deferred tax should reflect the manner in
which an entity expects to recover the carrying amount ¢f an asset. Specifically, the amendments
establish a rebuttable presumption that the carrying amount of an investment property measured
using the fair value model in LAS 40 Investment Property will be recovered entirely through sale. The
amendments were issued in response to concerns that application of LAS 12’s general approach can be
difficult or subjective for investment property measured at fair value because it may be that the
entity intends to hold the asset for an indefinite or indeterminable period of time, during which it
anticipates both rental income and capital appreciation. Under the amendments, unless the
presumption is rebutted, the measurement of deferred tax liability or deferred tax asset is required to
reflect the tax consequences of recovering the carrying amount of an investment property entirely
through sale. The 'sale’ presumption is rebutted if the investment property is depreciable and the
investment property is held within the business model whose objective is to consume substantially all
of the economic benefits embodied in the investment property over time rather through sale.
Following the application of amendments, entities holding investment property accounted for using
fair value model in accordance with [AS 40 in jurisdiction where tax is not imposed on sale of
investment property will no longer recognise delerred tax on any temporary differences arising from
fair value gains or losses{ unless the assumption is rebutted). This is because there would be no tax
consequences expected to arise [rom recovering the carrying amount entirely through sale, regardless
of whether any entity intends to use the property to generate rental income lor a period ol time prior
to sale

IFRSs and IFRIC interpretations not vet effective

The Company has not applied the following IFRSs and Interpretations of the International Financial
Reporting Interpretations Committee (IFRIC) that have been issued but are not yet effective:

LAS 27 “Separate Financial Statements” (effective for annual reporting pericds beginning on or after 1
January 2013}, This standard and IFRS 10 "Consolidated Financial Statements” supersede lAS 27
"Consolidated and Separate Financial Statements” (as amended in 2003). 1AS 27 clarifies transition
requirements regarding changes in |AS 21, 28 and 31 caused by revision of IAS 27 (as amended in
January 2008). 1AS 27 sets out requirements for accounting for and disclosure of information about an
entity's investments in subsidiaries, joint ventures and associates when preparing separate financial
statements.

lAS 28 "Investments n Associates and Joint Ventures” (effective for annual reporting periods
beginning on or after 1 January 2013). This standard is a revised version of AS 28 "Investments in
Associates” (as amended in 2003} and sets out requirements for the application of the equity method
when accounting for investments in associates and joint ventures.

IFRS 9 "Financial Instruments” (effective for annual reporting periods beginning on or after 1 January
2013; however, the date can be postponed to 1 January 2015; early adoption is permitted). This
standard was issued in November 2009 as the first phase of replacing 1S 39 and replaces those parts
of 1AS 39 that relate to classification and measurement of financial assets. The second phase of
replacing this standard regarding the classification and measurement of financial liabilities took place
in October 2010. The main differences of the new standard are as follows:

- financial assets are required to be classified into two measurement categories: those to be measured
subsequently at fair value, and those to be measured subsequently at amortised cost. The decision is
to be made at initial recognition. The classification depends on the entity's business model for
managing its financial instruments and the contractual cash flow characteristics of the instrument.

- an instrument is subsequently measured at amortised cost only if it is a debt instrument and both {i}
the objective of the entity’s business model is to hold the asset to collect the contractual cash flows,
and (ii} the asset's contractual cash flows represent only payments of principal and interest (that is, it
has only “basic loan features”}. All other debt instruments are to be measured at fair value through
profit or loss;

- all equity instruments are to be measured subsequently at fair value. Equity instruments that are
held for trading will be measured at fair value through profit or loss. For all other equity investments,
an irrevocable election can be made at initial recognition, to recognise unrealised and realised fair
value gains and losses through other comprehensive income rather than profit or loss. There is to be
no recycling of fair value gains and losses to profit or loss. This election may be made on an
instrument: by-instrument basis. Dividends are to be presented in profit or loss, as long as they
represent a return on investment.,

Most of the requirements in |AS 39 for classification and measurement of financial liabilities were
carried forward unchanged to IFRS 9. The key change is that an entity will be required to present the

12



Viator Microcredit Azerbaijan LLC
Notes to the Financial Statements for the Year Ended 31 December 2012 (continued)
in United States Dollars, uniess otherwise indicated
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effects of changes in own credit risk of financial liabilities designated as at fair value through profit or
loss in other comprehensive income,

IFRS 10 “Consolidated Financial Statements” (effective for annual reporting periods beginning on or
after 1 January 2013). The new standard supersedes |AS 27 "Consolidated and Separate Financial
Statements” and SIC 12 “Consolidation - Special Purpose Entities”. IFRS 10 introduces a unified three-
level control model: the investor can have control provided that the three criteria are met:

{a) the investor has power over the investee;

(b) the investor is exposed or has rights to variable returns from its involvement with that investee;
(c) the investor has the ability to use its power over the investee to affect the amount of the
investor's returns.

Early adoption of IFRS 10 is permitted provided an entity also early adopts IFRS 11, IFR5 12, IAS 27 (as
amended in 20113 and 1AS 28 {as amended in 2011).

IFRS 11 "Joint Arrangements” {applied retrospectively to annual reporting periods beginning on or
after 1 January 2013). The new standard supersedes IAS 31 “Interests in Jeint Ventures”. The main
change introduced by IFRS 11 relates to the classification of all types of joint arrangements into joint
operations, which are accounted for on a proportionate consolidation basis, or jeint ventures, for
which the equity methed is used. The type of joint arrangement is determined based on rights and
ohligations of the parties to the arrangement arising from joint arrangement's structure, legal form,
contractual arrangement and other facts and circumstances, Early adoption of IFRS 11 is permitted
provided an entity alsc early adopts IFRS 10, IFRS 12, IAS 27 (as amended in 2011) and IAS 28 (as
amended in 2011).

IFRS 12 “Disclosure of Interests in Other Entities” {effective for annual reporting periods beginning on
or after 1 January 2013). The new standard contains disclosure requirements for entities that have
interests in subsidiaries, joint arrangements, asscciates and unconsolidated structured entities.
Interests in another entity are widely defined as contractual and non-contractual involvement that
exposes an entity to variability of returns from the performance of the other entity, Additional and
new requirements for disclosing information aim to provide the users of financial statements with
information that would enable them to assess the nature of the risks related to the entity’s interests
in other entities and the effect of those interests on the entity’s financial position, financial results
and cash flows. In case of adopting IFRS 12 in an earlier reporting peried in full, IFRS 10, IFRS 11, IAS
27 (as amended in 2011), and IAS 28 {as amended in 2011) should be alsc adopted.

IFRS 13 "Fair Value Measurement” (applied prospectively for annual pericds bedinning on or after 1
January 2013; early application is permitted). The new standard replaces fair value measurement
guidance contained in individual IFRSs with a single source of fair value measurement guidance. it
provides a revised definition of fair value, establishes a framework for measuring fair value, and sets
out disclosure requirements for fair value measurement. IFRS 13 does not introduce new requirements
for measurement of assets and liabilities at fair value nor does it eliminate the exceptions to fair
value measurement currently applicable to certain standards.

Amendment to IAS 1 “Presentaticn of Financial Statements: Presentaticn of ltems of Other
Comprehensive Income” (applied retraspectively for annual periods beginning from 1 July 2012; early
application is permitted). The amendment requires that an entity present separately items of other
comprehensive income that may be reclassified to profit or loss in the future from those that will
never be reclassified to profit or loss. Additionally, the amendment changes the title of the statement
of comprehensive income to 'statement of profit or loss and cther comprehensive income’ (the use of
other wording in the title is permitted).

Amendment tc t1AS 19 “Employee Benefits” (applied retrospectively for annual periods beginning on or
after 1 January 2013; early application is permitted). The amendment makes significant changes to
the recognition and measurement of defined benefit pension expense and termination benefits, The
amendment also makes significant changes to disclosures for all employee benefits.

Amendment to 1AS 32 "Financial Instruments: Presentation” Offsetting Financial Assets and Financial
Liabilities and the related disclosure (applied retrospectively for annual periods beginning on or after
1 January 2014; early application is permitted). The amendments to 1AS 32 clarify existing application
issues relating to the offsetting requirements.

Amendment to [FRS 1 "First-Time Adeoption of International Financial Reporting Standards”
Gavernment Loans {applied retrospectively for annual pericds beginning on or after 1 January 2013;
early application is permitted). The amendments provide relief to the entities presenting their IFRS
financial statements for the first time by amending IFRS 1 to allow prospective application of 1AS 39 or
IFRS 9 and paragraph 104 of IAS 20 "Accounting for Government Grants and Disclosure of Government
Assistance” to government loans cutstanding at the date of transition to IFRSs.
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amendment to IFRS 7 “Financial Instruments: Disclosure” Offsetting Financial Assets and Financial
Lizbilities and the related disclosure (applied retrospectively for annual periods beginning on or after
1 January 2014; early application is permitted). The amendments to IFRS 7 require entities to disclose
information about rights of offset and related arrangements {(such as collateral posting requirements)
for financial instruments under an enforceable master netting agreement or similar arrangement.

[FRIC 20 “Stripping Costs in the Production Phase of a Surface Mine™ {applied retrospectively for
annual periods beginning on or after 1 January 2013; early application is permitted). IFRIC 20 applies
to waste removal costs that are incurred in surface mining activity during the production phase of the
mine (Production stripping costs). Under the interpretation, the costs from this waste removal activity
{stripping) which provide improved access to ore is recognised as non-current asset {stripping activity
assets) when certain criteria are met, whereas the costs of normal ongoing operational stripping
activities are existing asset and classified as tangible or intangible according to the nature of the
exiting asset of which it forms part.

Under the annual improvement the following standards were amended.

IAS 1 Clarification of the requirements for the comparative information. The amendments to IAS 1
clarify that an entity is required to present a statement of financial position as at the beginning of the
preceding periad anly when the retrospective. application of @n aocoorting pelley, restatement o
reclatsification has 2 material effect on the Information in the third statement of financial position
and the related notes are not required to accompany the third statement of financial position.

[AS 16 “Property Plant and Equipment”-Classification of servicing equipment. The amendments clarity
that spare part, stand-by equipment and servicing equipment should e Classifies s property, mont
and equipment when they meat the definilion of property plant and equipment i EAS 16 and as
inventory otherwise

IAS 32 Tax effect of distribution to holders of equity instruments. The amendments clarify that income
tax on distributions to holders of an equity instrument and on transaction costs of an equity
transaction should be accounted for in accordance with AS 12.

[AS 34 “Interim Financial Reporting” Interim financial reporting and segment information for total
assets and liabilities. The amendments clarify that the total assets and total liabilities for a particular
reportable segment wauld be separately disclose i interim financlal reporting only whar the amatints
are reguiarly orovided to the chied operating dectsion maker and there has been a material changs
fegem the amounts disclosed in the st annoal firancial staternsénts for that reportable segment,

Amendment to !FRS 1-Repeated application of IFRS 1. The amendments clarify that an entity may
apply IFRS 1 I Its mast recent previous annual financial statement did not contaim an explicit and
uriraserved statement of compliance with IFR%, evan iF the enfity applied IFfiES in the past, An entity
that does not elect to apply IFRS 1 must apply IFRSs retrospectively as if there was no interruption.

Amendment to IFRS 1-Borrowing cost. The amendments clarity that borrowing costs capitalised under
previous GAAP before the date of transition to IFRSs may be carried forward without adjustment to
the amount previously capitalised at the transition date. As for borrowing costs incurred on or after
the date of transition to IFRSs that relate to the qualiling assets under construction at the date of
irsraithans, the amendments darify thet they should Be sccoumbed Tor in accordance with A5 3
“Borrowing Costs”.

Management believes that the application of other new and revised IFR5s will not have a material impact
on the financial statements.

4,

summary of Significant Accounting Policies

Cash and cash equivalents

Cash and cash equivalents are assets, which can be converted into cash within a day and consist of cash on
hand and eErent bank account bolonces of the Company, and other short-term highly guid inwesiments
with ariginal materities of three monthe of i85 Amounts witich retete 1o fumds that are of & restricted
nature, are swcluded from caah and cesh egquivaients.

Financial assets
The Company classifies its financial assets in the following categories:

loans and receivables (this category includes loans to customers and receivables);
financial assets available for sale.




DUV YV ISP I I IIEIT I TR OTITPFIIIIRIIIYE

Viator Microcredit Azerbaijan LLC
Notes to the Financial Statements for the Year Ended 31 December 2012 {continued)
in United States Dollars, unless otherwise indicated

The Company determines the classification of its financial assets at initial recognition. Classification of
financial assets at initial recoenition depends on the purpose for which they were acquired and their
characteristics.

initial recognition of financial instruments

The Company recognises financial assets and financial liabilities in its statement of financial position when
it becomes a party to the contractual ebligation of a financial instrument. Regular way purchases and sales
of the financial assets and liabilities are recognised using settlement date accounting.

All financial assets are Initially recognised at fair value plus transaction costs that are directly attributable
to acquisition or issue of the financial instrument.

Fair value meosurement

The fair value of financial instruments traded on the active market as at the reporting date is determined
based on the market or dealers’ quotations including transaction costs.

If a quoted market price is not available, the fair value of financial assets and financial liabilities recorded
in the statement of financiat position is estimated on the basis of market quotations for similar financial
instruments or using various valuation techniques, including mathematical models. Where mathematical
models are used, inputs are based on observable market data or judgment.

Judgment &-bassd on such considerations gs the time value of money, credit Fisk level; valatility of tha
mEtrument, market risk level and other applicable factors.

Derecognition of finonciol ossets

A financial asset (or, where applicable, a part of a financial asset, or part of a group of simitar financial
assets) is derecognised where:

. the rights to receive cash flows from the asset have expired;

. the Company has transferred its rights to receive cash flows from the asset, or retained the right to
receive cash flows from the asset, but has assumed an obligation to pay them in full without material
delay to a third party; and

. the Company either has transferred substantially atl the risks and rewards of the asset, or has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asset. If the transferee has no practical ability to sell the asset in its entirety to an
unrelated third party without needing to impose additional restrictions on the transfer, the entity has
retained control.

Where the Company has transferred its rights to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the
asset, the asset is recognised to the extent of the Company's continuing involvement in the asset.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Company could be required to repay.

Loans to customers

This category includes non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market, other than:

«  those that the entity intends to sell immediately or in the near term, which shall be classified as held
for trading, and those that the entity upon initiat recognition designates as at fair value through profit
or loss;

. those that the entity upon initial recognition designates as available for sale;

. those for which the holder may not recover substantially all of its initial investment, other than
because of credit deterioration, which shall be classified as avaitable for sale.

Loans to customers are initially recorded at cost, which is the fair value of the consideration given.
subsequently, they are carried at amortised cost using the effective interest method less provision for loan
impairment.

Loans to customers are recorded when cash is advanced to borrowers.

Loans to customers originated at interest rates different from market rates are remeasured at origination
to their fair values, being future interest payments and principal repayment(s) discounted at market
interest rates for similar loans. The difference between the fair value and the nominal value at origination
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is credited or charged to the statement of comprehensive income as gafns /losses on origination of assets at
rates above/below market. Subsequently, the carrying amount of such loans is adjusted for amortisation
and the related gains/losses are recorded within the statement of comprehensive income using the
effective interest method.

Impairment of financial assets

The Company assesses on each closing date whether there is any objective evidence that the value of a
financial asset item or group of items has been impaired. Impairment losses are recognised in the
statement of comprehensive income as they are incurred as a result of one or more events that occurred
after the initial recognition of the asset (a 'loss event’) and has an impact on the amount or timing of the
estimated future cash flows of the financisl neset or group of financial assers that can be reliably
estimabed, If the Company determmines that: na objective evidence -of imosirment exibts foran indevidualty
assessed. financial adset, f includes the asset In a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment.

Impairment of laans to custamers

For loans to customers carried at amortised cost, the Company first assesses whether objective evidence of
impairment exists individually for financial assets that are individually significant or collectively for
financial assets that are not individually significant.

Objective evidence that loans to customers are impaired includes observable data about the following
events in respect of individually significant financial assets:

. default in any payments due;

»  significant financial difficulty of the borrower supported by financial information at the Company’s
disposal;

* it becoming probable that the borrower will enter bankruptcy or other financial reorganisation;

. worsening national or local economic environment affecting the borrower;

. breach of contract, such as a default or delinquency in interest or principal payments;

*  the lender, for economic or legal reasons relating to the borrower's financial difficulty, granting to the
borrower a concession that the lender would not otherwise consider

Assets that are individually assessed for impairment and for which an impairment loss is recognised are not
included in a collective assessment of impairment,

If the Company determines that no objective evidence of impairment exists for an individually assessed
financial asset, it includes the asset in a group of financial assets with similar credit risk characteristics and
collectively assesses them for impairment.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of
similar credit risk characteristics such as asset type, industry, geographical location, collateral type,
payment status and other relevant factors. The characteristics chosen are relevant to the estimation of
future cash flows for groups of such assets by being indicative of the borrowers' ability to pay all amounts
due according to the contractual terms of the assets being evaluated.

The main criterion used for determining objective evidence of loss from impairment of due from other
banks and loans to customers representing collectively measured financial assets is availability of
observable data indicating that there is a measurable decrease in the estimated future cash flows from a
group of financial assets since the initial recognition of those assets, although the decrease cannot yet be
identified with the individual financial assets in the group.

Such information may include adverse changes in the payment status of borrowers in the group (for
example, an increased number of delayed payments or an increased number of credit card borrowers who
have reached their credit limit and are paying the minimum monthly amount}, national or local economic
conditions that correlate with defaults on the assets in the group {for example, an increase in the
unemployment rate in the geographical area of the borrowers, a decrease in property prices for mortgages
in the relevant area, & decrease in oil prices for loan assets to oil producers, or adverse changes in industry
conditions that affect the borrowers in the group).

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of estimated future
cash flows. The carrying amount of the asset is reduced through the use of the provision account and the
amount of the loss is recognised in the statement of comprehensive ncome.

The present value of the estimated future cash flows is discounted at the financial asset’s original effective
interest rate. If a loan has variable interest rate, the discount rate for measuring any impairment loss is the

Th
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current effective interest rate. The calculation of the present value of the estimated future cash lows of a
collateralised [inancial asset reflects the cash flows that may result from foreclosure less costs for
obtaining and selling the ccllateral.

Loans that have not been individually assessed are then included in the group of loans that are collectively
assessed for impairment. The collectively assessed loans are grouped based on similar credit risk
characteristics and on their past-due status and assessed accordingly. The collectively assessment
methodolegy strives to ensure the provision for impairment reflects the loss events that have occurred, but
have not yet been identified on an individual loan basis.

The process uses a combination of historical data and current observable data that reflect the existing
situation and how it may affect the current loan portfolio. Histarical data used is a set of actual loss rates
calculated using the historical loan loss migration analysis, Existing economic data includes actual rates.
Using these data sets as inputs, the management then determines the new set of rates to be used for the
next 6 manth period.

Future cash llows in a group of loans that are collectively evaluated for impairment are estimated on the
basis of historical loss experience for loans with credit risk characteristics similar to those in the group or
on the basis of historical information on collections of past due debts. Historical loss experience is adjusted
on the basis of current abservable data te reflect the effects of current conditicns that did not affect the
perbod on which the historical lois éxperience is based and to remove the effects of conditiom in the
historicel period that do pot edst eurrently, Estimates of changes In futurg cash fiows mflect and sre
directionally consistent with changes in related observalle data fram period o period (such At charges in
unemployment rates, property prices, commodity prices, payment status or other factors that are
indicative of incurred losses in the group and their magnitude). The methodology and assumptions used for
estimating future cash flows are reviewed regularly to reduce any differences between loss estimates and
actual loss experience,

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
pbjectively Lo 8n event ocowrring After [he impalrment was mcognised (Soch =8 Tmprovemsnt m the
debitor's eredlt rating), the provioaly recognised impafrment Logs i reversad by adiusting the aliowance
account in the statement of comprehensive income.

in case of a write-off of the uncollectible loan and relating interest, the Company shall take necessary and
adequate steps, envisaged by law, custom of business turnover or agreement, to collect this outstanding
loan.

Financial liabilities
Financial liabilities are classified as financial liabilities carried at amortised cost.

lnitially, a financial liability shall be measured by the Company at its fair value plus transaction costs that
are directly atributable 1o the scquisition or e of the finencial liabfiity, A financial |lsbdiity s
derséoynized when the obligation under the labitity is discharaed or cancetled or expires

Where an existing financial liability is replaced by another from the same lender on substantially different
terms, or the terms of an existing liability are substantially rmodified, such an exchange or modification is
treated as a derecogniticn of the original liability and the recognition of a new liability, and the difference
in the respective carrying amounts is recognised in the statement of comprehensive income

Financial {iabilities carried at amortised cost

Financial liabilities carried at amortised cost payables to suppliers, taxes payable, and borrowed funds.
Borrowed funds include regular loans received by the Company and are recorded as cash is advanced to the

Company

Offsetting of financial instruments

Financial assets and liabilities are cifset and the net amount is reported in the statement of financial
position anly when there i & legally snforcesble right fo offset the: recognised amouts, and There 15 an
intentian toelther sobtle on & net basts, or to real®e the asset and settle the liability simultaneously,

Property and equipment

Buildings held for use in the business, are stated in the financial statements at their revalued amounts,
Being. thalr Talr values at the date of revaiuation, less amy subsequent aocimialed deprecintion and
subgequent accumulsted losses, Revaluations sre performed with sufficient regularity such that the
carrying armaunts do not differ materlally from these that would be delermined Lsing Tair values at the 2nd

of each reporting period.
Equipments are stated at cost less accumulated depreciation and impairment provision.

17
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At each reporting date the Company assesses whether there is any indication of impairment of property and
equipment, If such indication exists, the Company estimates the recoversble amaunt, which {5 determired
a5 tha higher of an amet's el value less costs to sell and s value In e, Where the carTying ammunk of
property and equipment is greater than their estimabed recoverable amount, 1t & written down b thelr
recoverable amount and the difference is charged as impairment loss to the statement of comprehensive
income.

Gains and losses on disposal of property and equipment are determined by reference to their carrying
amount and recorded as operating expenses in the statement of comprehensive income.

Repairs and maintenance are charged to the statement of comprehensive income when the expense is
incurred.

Depreciation

Depreciation of property and equipment commences from the date the assets are ready for use.
Depreciation is charged on a straight line basis over the estimated useful lives of the assets. Following
depreciation rates have been used:

»  Buildings - 7%

. Furniture - 20%;

«  Computers - 33%;

. Motor vehicles - 20%;
e Other assets - 25%

The residual value of an asset is the estimated amount that the Company would currently obtain from
disposal of the asset less the estimated costs of disposal, if the asset were already of the age and in the
condition expected at the end of its useful life. The assets' residual values and useful lives are reviewed,
and adjusted if appropriate, at each reporting date.

Intangible assets acquired separately

Intangibie aseets with finfte weful Ives that are acquired deparately.are carrhed at cost lows acsuimulabed
ameetisation-and accuimulatad Impaiment lomes. Amortisation is recognised on a straight-line basis over
their estimated useful lives. The estimated useful life and amartisation method are reviewed at the end of
each reporting period, with the effect of any changes in estimate being accounted for on a prospective
basis. Intangible assets with indefinite useful lives that are acquired separately are carried at cost less
accumulated impairment losses.

Operating lease the Company as a lessee

Leases of property under which the risks and rewards of ownership are effectively retained with the lessor
are classified as operating leases. Lease payments under operating lease are recognised as expenses on a
straight-line basis over the lease term and included into operating expenses in the statement of
comprehensive income,

Charter capital

Statutory Charter capital is recorded at its nominal amount actually paid in accordance with the Company’s
constitution documents.

Cantingent assets and liabilities

Contingent assets are nat recognizad in the statement of financial positien But disctosed in the financhal
stataments when an inflaw of ecancaic benefits 15 probable.

Cantingant lnbRikes are not recognised in the statement of financial position but dizclosad {0 the financial
statements unless the possibility of any outflow & seitlement is remote.

Taxation

The income tax charge comprises current tax and deferred tax and is recorded in the statement of
comprebensive ncome. Income tax expense | recarded inthe finsncial statements & sccordance with the
appticable legidiation of Azerbaijan. Current tax In calouleted on the basi of the taxable profit for the
year, ming the tix rates enacted during the reparting period.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of
taxable profits or losses for the current or prior periods. Tax amounts are based on estimates if financial
statements are authorised prior to filing relevant tax returns

18
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Deferred income tax is provided using the balance sheet liability method for tax loss carryforwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred tax balances are measured at tax rates enacted or substantively enacted at the reporting date
which are expected to apply to the period when the temporary differences will reverse or the tax loss
carryforwards will be utilised. Deferred tax assets and liabilities are offset if there is a legally enforceable
right to set off current tax assets against current tax liabilities. Deferred tax assets for deductible
temporary differences and tax loss carryforwards are recorded to the extent that it is probable that future
taxable profit will be available against which the deductions can be utilised. Judament is required to
determine the amount of deferred tax assets that may be recognised in financial statements based on
probable periods and amounts of future taxable profits and future tax planning strategies.

Azerbaijan also has various other taxes, which are assessed on the Company's activities. These taxes are
recorded within operating expenses in the statement of comprehensive income

income and expense recognition

Interest income and expense are recorded in the statement of comprehensive income for all debt
instruments on an accrual basis using the effective interest method. The effective interest method is a
method of calculating the amortised cost of a financial asset or a financial liability and of allocating the
interest income or interest expense over the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash payments or receipts through the expected life of the financial
instrument to the net carrying amount of the financial asset or financial liability. When calculating the
effective interest rate, the Company estimates cash flows considering all contractual terms of the financial
instrurnent, but does not consider future credit losses. The calculation includes all commissions and fees
paid or received by the parties to the contract that are an integral part of the effective interest rate,
transaction costs, and all other premiums or discounts.

Interest income includes coupons earned on fixed-income financial assets and accrued discount and
premium on promissory notes and other discounted instruments. When loans become doubtful of collection,
they are written down to their recoverable amounts and interest income is thereafter recognised based on
the rate of interest that was used to discount the future cash flows for the purpose of measuring the
recoverable amount.

Fees, commissions and other income and expense items are recorded on an accrual basis after the service
is provided, Loan origination fees for loans that are not yet provided, but are probable of being drawn
down, are recognised within other assets and are subsequently taken into account in calculation of
effective yield on the loan. Fees and commissions arising from negotiating a transaction for a third party,
such as the acquisition of loans, shares and other securities or the purchase or sale of businesses, are
recorded on completion of the transaction in the statement of comprehensive income. Investment portfolio
and other advisory service fees are recognised based on the applicable service contracts.

Employee benefits ond social insuronce contributions

The Company pays social security contributions in the territory of Azerbaijan. These contributions are
recorded on an accrual basis, The Company does not have pension arrangements separate from the state
pension system of Azerbaijan. Wages, salaries, contributions to the State Social Protection Fund, paid
annual leaves and paid sick leaves, bonuses and non-monetary benefits are accrued as the Company's
employees render the related service.

Foreign currency

Foreign currency transactions are translated into the functional currency at the Central Bank of the
Republic of Azerbaijan exchange rate in effect at the transaction date. Monetary assets and liabilities
denominated in foreign currencies are translated into the functional currency at the Central Bank’s
exchange rate ruling at the reporting date. Foreign exchange gains and losses resulting from revaluation of
transactions in foreign currency are recorded in the statement of comprehensive income within foreign
exchange translation gains less losses. Non-monetary items denominated in foreign currency and carried at
cost are restated at the Central Bank's exchange rate in effect at the transaction date. Non-monetary
items denominated in foreign currency and carried at fair value are restated at the exchange rate in effect
at the date the fair value is determined.

Gains and losses on purchase and sale of foreign currency are determined as the difference between the
selling price and the carrying amount at the date of the transaction.

Government grants

A government grant is recognised only when there is reasonable assurance that:

w
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+« the Company will comply with any conditions attached fo the grant
. and the grant will be received

The grant is recognised as income over the period necessary to match them with the related costs, for
which they are intended to compensate, on a systematic basis.

A grant received as compensation for costs already incurred or for immediate linancial support, with ra
future related costs, is recognised as income in the period in which it is received.

A grant relating to assets is presented in one ol twD ways:

. as deferred income, or

. by deducting the grant from the asset's carrying amount

A grant relating to income is reported separately as ‘Grants received

5,  Critical Accounting Estimates and Judgments

The Company makes certain estimates and assumptions regarding the future, Estimates and judgments are
continually evaluated based on historical experience and other factors, including expectations of future
events that are helieved to be reasonable under the circumstances. In the future, actual experience may
differ from these estimates and assumptions. The estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the next financial
year are discussed below,

Provision for impairment of foans to customers

The specific counterparty component of the total allowances lor impairment applies to claims evaluated
individually for impairment and is based upon management’s best estimate of the present value of the cash
flows that are expected to be received. In estimating these cash flows, management makes judgments
about counterparty’s financial situation and the net realisable value of any underlying collateral. Each
impaired asset is assessed on its merits, and the workout strategy and estimate of cash flows considered
recoverable are independently approved by the Credit Risk function,

Collectively assessed impairment allowances cover credit losses inherent in portfolios of claims with similar
economic characteristics when there is objective evidence to suggest that they contain impaired claims,
but the individual impaired items cannot yet be identified. A component of collectively assessed allowances
is for country risks. ln assessing the need for collective loan credit loss allowances, management considers
factors such as credit quality, portfolio size, concentrations, and economic factors. In order to estimate the
required allowance, assumptions are made to defline the way inherent losses are modelled and to
determine the required input parameters, based on historical experience and current economic conditions.
The accuracy of the allowances depends on how well these estimated future cash flows for specific
counterparty allowances are forecast and the model assumptions and parameters used in determining
collective allowances.

Fair value of financial instruments

The Company determines the fair value of financial instruments that are not quoted, using valuation
techniques. Those techniques are significantly allected by the assumptions vsed, including discount rates
and estimates of future cash flows. [n that regard, the derived fair value estimates cannot always be
substantiated by comparison with independent markets and, in many cases, may not be capable of being
realised immediately.

Useful lives of property and equipment, and intangifie assets

As described in the Note 4 above, the Company reviews the estimated vseful lives of property, plant and
equipment, and intangible assets at the end of each reporting period.

Legol proceedings

In accordance with IFRSs the Company recognises a provision where there is a present obligation from a
past event, a transfer of economic benefits is probable and the amount of costs of the transfer can be
estimated reliably. In instances where the criteria are not met, a contingent liability may be disclosed in
the notes to the financial statements. Qbligations arising in respect of contingent liabilities that have been
disclosed, or those which are not currently recognised or disclosed in the financial statements could have a
material effect on the Company’s financial position, Application of these accounting principles to legal
cases requires the Company's management to make determinaticns abeut various factual and legal matters
beyond its control. The Company reviews outstanding legal cases following developments in the legal
proceedings and at each reporting date, in order to assess the need for provisions and disclosures in its
financial statements. Among the factors considered in making decisions on provisions are the nature of
litigation, claim or
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assessment, the legal process and potential level of damages in the jurisdiction in which the litigation,
claim or assessment has been brought, the progress of the case (including the progress after the date of the
financial statements but before those statements are issued), the opinions or views of legal advisers,
experience on similar cases and any decision of the Company's management as to how Lt will respond to the
litigation, claim or assessment.

Income toxes

The Company is subject to income tax and significant judgment is required in determining the provision for
income taxes. During the ordinary course of business, there are transactions and calculations for which the
ultimate tax determination is uncertain. As & result, the company recognises tax liabilities based on
estimates of whether additional taxes and interest will be due. These tax liabilities are recognised when,
despite the company's belief that its tax return positions are supportable, the company believes that
certain positions are likely to be challenged and may not be fully sustained upon review by tax authorities.
The company believes that its accruals for tax lizbilities are adequate for all open audit vears based on its
assessment of many factors including past experience and interpretations of tax law. This assessment relies
on estimates and assumptions and may involve & series of complex judements about future events. To the
extent that the final tax outcome of these matters is different than the amounts recorded, such differences
will impact income tax expense in the period in which such determination is made.

6. Cash and Cash Equivalents

2012 2011
Cash on hand 8,475 13,822
Cash balances with banks 382,220 493,896
Total cask and cash equivalants 390,495 S07. 718
7. Loans to Customers
2011
2012 Restated
Gross loans to customers 12,909,987 10,224,099
Interest receivable 194,939 145,190
Deferred commission fees {108,704) (245,974)
Pravision for Irmaalrmisnt of loans to customers 150,080) 1156,712) :
Loans to customers, net 12.946, 141 9,966, 807

Movements in the pravision for impairment of loans to custemers during 2011 and 2010 are as follows:

— - Total
Provision for impairment of loans to customers as at 1 January 2011 42,135
Provision for impairment during 2011 162,346
Less amount written of as uncollectable {47,769)
Provisien for impairment of loans te customers as at 31 December 2011 156,712
Reversal of provision for impairment during 2012 (66,976}
Less amount written of as uncollectable {39,656}
Provision for impairment of loans to customers as at 31 December 2012 50,080
Economic sector concentrations within the Company's gross loan portfolio are as follows:
2011
012 {Restatad)
Armaunt % Amounk 1?
Agriculture 6,166,188 48% 2,282,142 e
Service 3,326,641 26% 4,762,197 AT
Trade 2,431,4%1 19% 2,574,592 15%
Manufacture 985.667 i 4 605.168 [
Total loans to customers (gross) 12,909,987 100% 10,224,099 100%
L
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Notes to the Financial Statements for the Year Ended 31 December 2012 (continued)
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The Company does not have any separate borrower with the total amount exceeding 1% of total gross loan

portfolio.

Below is the credit quality analysis of loans collectively assessed for impairment as at 31 December 2012:

Ratio of impairment

Loans before Loans less  provision te total ioans

impairment Impairment impa‘ir ment hefore impairment

pravishan provision provision provision

Loans not past due 12,766,451 39,198 12,727,253 0.31%
Less than 1 month overdue 22,484 450 22,034 2%
1 to 3 months overdue 6,150 4,234 1,916 69%
3 to 6 months overdue 6,198 6,198 - 100%
Interest receivable - 194,919 - 194,939 0%
Togal oans 12,996,222 0,080 12,944,142 [50%

Loans not past due represent loans issued to borrowers with high level of liquidity and profitability.
Collectively impaired loans include loans grouped in homogeneous pools of claims sharing common
characteristics In respect of risk exposure and collectively assessed by the Company.

Below is the credit quality analysis of loans collectively assessed for impairment as at 31 December

2011(Restated):

Ratio of impalrment

Loans before Loans less  provision to total loans
impairment Impairment  Impairment before impalrment
pravision pravision provsion provision
Loans not past due 9,962,730 150,561 9,812,169 2%
Less than 1 month overdue 7,697 770 6,927 10%
1 to 3 months overdue 4,634 2,317 2,317 50%
3 to 6 months overdue 3,064 3,064 . 100%
Interest receivable 145,190 145,190 0%
Tatsl laars 10,123,314 156,712 O d&& 503 7%
8. Property and Equipment
Movement of property and equipment in 2012 was as follows:
Land and Other
Buildings Computers  Vehicles Furniture assets Total

Cost / Falr values

66,114 295,027 23,847
5,187 42,822 9,686
(2,407) (17,498} -

49,25% 989,566
7,466 161,037
{860} (20,765)

- 24,184

Balance as at 1 January 2012 555,319
Additions 95,876
Disposals -
Revaluation 24,184
Balance a5 of 31 Uecomber

2017 e

63,894 320,381 33,533

55,845 1,154,022

Accumulated depreciation
Balance as at 1 January 2012 -
Depreciation charge 80,297

29,912 169,237 17,879

39,895 256,924

18,193 78,234 5,122 9,662 191,508
Eliminated on disposal - 1,221y (14,963) - {860) (17,044)
Eliminated on revaluaticn (76,811} - : o - o (76,811)

Balance &5 &L 31 Dacember
2012 3,486

46, BE4 132,508 13, 00

48 698 354,577

Hel book value as.at 11

December 2012 671,653 12,010 BT E43 103,532 7,167 T 448
Net book value as at 31
.nﬂiﬂﬂc;;.ﬁt 2011 555,319 36,202 125,790 5,968 9,363 732,642

FF
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Movement of praperty and equipment in 2071(Restated) was as follows:

Land and Cther

Bulldings Computers:  Vehicles Furniture ATars Total
Cost / Fair values
Balance as at 1 January 2011 555,848 58,959 245,892 21,744 40,288 922,731
Additions - 24,337 65,462 3,004 11,636 104,439
Disposals - (17,182}  (16,327) (901) (2,665) (37,075)
Revaluation {529) . - {529}
Eatance as at 11 Decembar
2011 555,319 66,114 295,037 I3 8B47 49,959 959,566
Accumulated depreciation
Balance as at 1 January 2011 . 27,645 107,209 15,996 25,693 176,543
Depreciation charge 76,405 17,044 78,217 2,768 16,438 190,872
Eliminated on disposal (14,777) (16,189} (885) (2,235) {34,086)
Eliminated on revaluation [, 805, - : . - [¥6,405)
Balance as at 31 Deacember
201 = 29.912 169,237 17,879 39,896 256,924
Het bosk value as at 31
Dpcaméer 2011 555.319 36,202 125,790 5,968 9,363 732,642
Met Soold value as at 31
December 2010 555,848 31,314, 138 683 5,748 14,595 746,188

The Company’s buildings are represented by primises which were valusd by anindependent Tirm of valusrs
"Wnesh Expert Sarvice™ Contulting Company 25 8t 31 Dwcember 2013 and 2041, The valuntion, which
contirmied to biternational Veluation Standards, was arrived  at by reference b marked evidence af
rransaction prices for similar properties

If land 2nd buildings were accoonied far at aktorcal ot restated according b scoumulated dapreciation
and impakrment iomses, fos carmying value wautd be USD 177,453 as at 31 December 2012 and LSD 100,504 25
at 3 Decembsre 2071

2.  Income Taxes

Income tax expense comprises the following;

2011
2012 {Restated)
Current income tax expense 348,088 217,768
Deferred taxation movement due to origination and reversal of
tempoeary differences 8,814 {101,738
Total income tax expense for the year 356,902 117,030
The current tax rate applicable to the Cempany’s profit is 20% (2010: 20%),
Reconciliation between the theoretical and the actual taxation charge is provided helow:
2011
2012 (Restated)
Operating profit before taxation 1,554,669 740,991
Theoretical tax charge at the applicable statutory rate 20% (2011: 20%} 310,934 148,198
Non-deductible xpanses less non-taxable income i3, 968 [31.158)
Incpme tax expense for the year 356 502 117,030
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Nates to the Finonciol Statements for the Year Ended 31 December 2012 (continued)
in United States Dollars, unless otherwise indicated

Differences between IFRS and statutory taxation regulations of the Azerbaijan give rise to certain
temporary differences between the carrying value of certafn assets and liabilities for financial reporting
purposes and for the Company’s profit tax purposes.

2011
00E [Restated)
Mot asetd Het asset!
Assets  Liabllities {liahility) Assets  Liabilities {liability}
Loans to customers 81,121 . 81,121 88,122 - B8,122
Property and equipment . (11,179) {11,179} {1,384) {1,384)
Other debtors - {568) (568) 7,412 ; 7,412
Long-term borrowings 2,308 - 2,308 - (13,201) {13,201}
Creditors - {3,594) {3,594) {4,047} {4,047)
Net tax assets 83,429 {15,341) 68,088 95,534 (18,632) 76,902

Net deferred tax assets represent the amounts of inceme tax that may be offset against future income
taxes and are reported as deferred tax assets in the statement of financial position.

Reconciliation of allocation of deferred tax gain / (charge) for the year between the comprehensive income
and other comprehensive income was as follows:

2011

2012 {Restated)

Deferred tax asset / (liability) as at 1 January 76,902 {(23,836)
Deferred tax gain / {charge) for the year {17,497) 92,238
Income tax relaking to comoansnts of othes camprebsnshe ncome 0,663 . 500
Deferred tax asset as at 31 December 68,088 76,902

Provisions of tax legislation of Azerbaijan often are subject to varying interpretations by tax payers and tax
authorities. The management aims to apply requirements of law prudently and conservatively to minimise
risk of penalties.

10. Long Term Borrowings

2011
2012 {Restated)
Principal amount payable 6,351,486 4,951,962
Accrued interest 89,844 70,656
Deferred fees (19,367) {10,693}
Total long term b-urrmvln;: 6,421,963 5,011,925
Long term borrowings have the following maturities:
Year 2012 2011
2012 - 2,712,319
2013 3,567,763 2,310,269
2014 2,250,000 -
2015 425 567 B
Total long term borrowings G441, 330 5,021,618
11. Creditors
2012 2011
Provision for unpaid vacations 86,603 -
Payable for contracted services 31,778 27,314
Accrued taxes 26,424 25,689
stale Soclal Security Fund 538 31,537
Total creditors 145,343 84,540
74
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Notes to the Financial Statements for the Year Ended 31 December 2012 (cantinued)
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12. Charter capital
Charter capital of the Company is USD 381,309 (2011: USD 9,985).
Viator AS (Kingdom of Norway) owns 100% shares of the Company.

2012 2011
Charter capital in AZN
Number of shares 100 2
Par value of a share in AZN 1,016.22 48151
Total charter capital in AZN 301,622 950
13. Interest and Similar Income and Expense
2011
2012 (Restated)
Interest income on loans to customers 4,004,384 L5647, 518
Interest expense 530,534} 60, T55)
Net interest income 3,473,462 2,577,763
14. Personnel Expenses
2012 2011
Wages and salaries 1,090,604 817,828
Allowances, incentives and other benefits 551,195 436,454
Compuizary social security obigations 347,587 281,643
Total parsanne| expaniss 1,%5%, 386 1,535,324
15. General and Administrative Expenses
2011
R (Restated)
Depreciation 191,508 190,872
Audit fee, consultant and other expenses 66,735 74,293
Transportation and vehicle costs 63,263 55,128
Bank fees 56,864 48,994
Training 38,996 31,714
Security expenses 38,084 22,694
Rent 35,213 26,087
Utilities 21,239 22,561
Repair and maintenance 21,005 23,752
Office stationary 18,457 15,253
Institutional development 16,268 13,472
Business trip 5,034 3,335
Other general expenses 84,646 127,528
Total general and administrative expenses 657,312 655,683
16, Commission Income
20114
— 2012 {Restated)
Commission fees and risk fees 555,042 421,882
Application fees 28,101 22,211
Penalties 20,990 14,590
Total commission income 404,133 458,683
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17. Other Income

2011

2012 {Restated)

Gain / {loss) on disposal of fixed assets 5,130 (2,989)
Other income 22,521 4,562
Total ather income 27,651 1,573

18. Risk Management

Risk management 15 fundamental 1o the Company’s business and is-an esential elorment of the Compary's
operations. The main financial risks inherent to the Compary®s cperations are those related 1o credit,
liquidity and market movements in interest and foreign exchange rates. A summary description of the
Company’s risk management policies in relation te those risks follows,

Credit risk

The Company 13 exposed Lo credit rish, being that ane party 1o a flaencis instroment will fail 1o dlicharge
an obligation and cause the cther party to incur a financial loss The Company structmes the levels af
credit risk it undertakes by placing limits on the amount of risk accepted in relation to borrowers. Limits on
the devel of ‘crodit risk by borrawer v reviswed and ppproved by managsment. Actusl exposore per
borrower against limits is monitored on new loans granted. Wharm approprizte, and in the cnse of mast
loans, the Company obtains collateral and guarantees. The credit risks are monitored on a continuous basis
and are subject to regular reviews especially where no such security can be obtained.

The Company measures cradit risk in the following ways:
Aged portfolio-at risk ratfo. This identifies loans that are late and therefore considered impaired.

Evaluation of ‘at-risk’ categories. This covers loans that are not late but on the basis of historical data are
likely to include some loans that are impaired,

Evaluation of likely losses as a result of death or disability of customers . The Company writes-off such
debts.

In the case of portfolic- at-risk ratio, loans are separated into classes depending on the number of days
they are overdue, For each class of loan, the outstanding principal balance of such loans is divided by the
outstanding principal balance of the gress loan portfolio (that is, before deducting the allowance for lean
loss). Loans are considered overdue if any payments has fallen due and remained unpaid. Loan repayments
are applied first to any interest due, and then to any instalment of principal that is due but unpaid,
beginning with the earliest such instalment. The number of days of lateness is based on the due date of the
earliest loan instalment that has not been fully repaid. The Company does not convert late or penalty
interest into principal.

An additional allowance has been made to cover losses according to each sector. This is based on historical
default rates for each industry sector.

The Company very occasicnally reschedules loans, in the case of a customer suffering unusual loss,

Geographical risk. The geographical concentration of the Company’s assets and liabilities as at
31 December 2012 is set out below:

Azerbaijan OECD Total
Assels
Cash and cash equivalents 390,695 : 390,695
Loans to customers 12,946,142 - 12,946,142
Property and equipment 799,445 - 799,445
Deferred tax asset 638,088 - 68,088
Other debtors 10,438 - 10,438
Total assets 14,214,808 - 14,214, 808
Liabilities
Long term borrowings - 6,421,963 6,421,963
Creditor 145,341 - 145,343
Tatal lablltes 145,343 6,411,963 6,587,306
Hat balance shoet position 14,065, 4465 (6,421, 963) 7. 647 B0T

26
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The geographical concentration of the Company’s assets and liabilities as at 31 December 2011 (Restated)

is set out below:

Arerbaifan {OECD Others Tozal
Assets
Cash and cash equivalents 507,718 - 507,718
Loans to customers 9,966,603 . 9,566,603
Property and equipment 732,642 732,642
Deferred tax asset 76,902 - 76,502
Other debtors E,218 - B.218
Total assets 11,292,083 - ¥ 11,292,083
Liabilities
Long term borrowings - 4,401,626 610,299 5,011,925
Creditors 84,540 84,540
Tolal llabliities B4 540 4,401,626 510,299 5 098,455
Net balance sheet positlon 11,207,543 14,401,626} 1610,2%99) 6,195,618

Currency risk. Currency risk is defined as the risk that the value of a financial instrument will fluctuate
due to changes in foreign exchanee rates, The Company is exposed to the effects of fluctuation in the
prevailing foreign currency exchange rates on its financial position and cash flows.

The tabie below summarises the Company's exposure to foreign currency exchange rate risk as at 31

December 2012,

AZIN UsD EUR Total
Assets
Cash and cash equivalents 231,805 158,885 5 390,695
Loans to customers 8,993,942 3,952,200 . 12,946,142
Property and equipment 799,445 - 799,445
Deferred tax asset 68,088 68,088
Dther dobiors 10,438 - 10,438
Tortal Asuets 10,103,718 4,111,085 5 14,214, ERE
Liabilities
Long-term borrowings 1,466,269 4,472,765 482,929 6,421,963
Cratiton 145,341 . — 145,343
Total Halllitl=s 1,61 1,1-_“1 i A, 471, TES -IER‘.:.!-E'EI 6,567,306
Wet balance sheet position B.A9Z 108 (361,680 [#332,924] T 4T 502
As at 31 December 2011 (Restated) the Company had the following pesitions in currencies:

AZN usb EUR Total
Assets
Cash and cash equivalents 450,750 56,933 35 507,718
Loans to customers 6,852,063 3,114,540 - 9,966,603
Property and equipment 732,642 . - 732,642
Deferred tax asset 76,902 - 76,902
Cther debtors 4,218 — - 8,218
Total assets 8,120,575 3,173,473 35 11,292,083
Liabilities
Long-term borrowings 610,299 3,839,307 462,319 5,011,925
Creditors 84,540 = 34,540
Total liabilities G4, 537 3,939,307 441,319 5,096,465
Het balence theet position T41%,736 {767, 834)  [462,284) 6,195,618

The Company issued loans and bears expenses in currencies other than its functional currency. Depending
on the revenue stream of the borrower, the appreciation of the currencies against the USD may adversely
affect the borrowers' repayment ability and therefore increases the likelihood of future loan losses.

17
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The teble beiow shows the change I the Fparcial reswlt and camprebensive Incame dus to possible
fluctuations of excharge rales used as at the reporting date if all other canditians remala urelanged
Reasonably expected exchange rate changes for each currency were projected on the basis of maximal
exchange rate fluctuations in December 2012.

2012

Effect on profit or loss Effect on comprehensive

before taxation income

AZN appreciation by 2% 170,476 136,381
AZN depreciaticn by 2% i170,476] (136,381}

The table below shows the change in the financial result and comprehensive income due to possible
fluctuations of exchange rates used as at 31 December 2011 if all other conditions remain unchanged.
Reasonably expected exchange rate changes for each currency were projected on the basis of maximal
exchange rate fluctuations in December 2011,

2011 (Restated)

Effect on profit or loss Effect on comprehensive

before taxation income

AZN appreciation by 2% 148,514 118,811
AZN depreciation by 2% {148,514) 1118811}

The risk was calculated only for cash balances in currencies other than the Company's presentation
currency.

Liquidity risk Liquidity risk refers to the availability of sufficient funds to meet financial commitments
associated with financial instruments as they actually fall due.

The risk. 15 principally. mitigated becauss the Company’s tperations are financed almest exclusively by
graris which hiave beer s stable source of finance and sccordingly fo material financial eermitment exicte.
As an additional tool to manage liquidity risk, the Company performs regular monitoring of expected future
cash flows on customer and other operations, which is a part of the asset/liabilities management process.

The Corapany monitors the expected maturity limits presented in the table below as at 31 December 2012:

0On demand and From From From More
less than 1 1toé 6toi2 1to5 than 5
month months months ears yEars Totsl
Assets
Cash and cash equivalents 390,695 . - - - 390,695
Loans to customers 81,702 2,438,231 B,026,980 2,379,229 - 12,946,142
Property and equipment - - - 127,462 671,983 799,445
Deferred tax asset - - - 65,088 . 68,088
Dther debiar 10,438 - . - 10,438
Tatal aisets 482,835 3,458,291 8,006,980 3,574,779 671,983 14,214,808
Liabilities
Long-term borrowings 159,553 2,989,856 1,106,843 2,165,711 6,421,963
Creditors 145,343 . - . 145,343
Total Habilitles 304,896 1 96W.BSE 1,106,843 2,165,711 - 6,567,306
Het liquidity gap as at
31 December 2012 177,933  (534,625) &930,137 409, 066 571,983  T7.647. 502
Cumulative Hguldity gap
as at 31 December 2012 177,935 [(353,688) 6,554 481 6,975,519 7647502
28
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The table below shows the expected maturity analysis as at 31 December 201 1(Restated):

On demand From From From More
and less than 1 Tto b 6to 12 1to5s than &
month months months Years WEAFL Tatal
Assets
Cash and cash equivalents 507,718 . - . - 507,718
Loans to customers 886,080 2,093,023 6,633,750 353,740 - 9,966,603
Property and equipment : . 177,323 555,319 732,642
Deferred tax asset - . - 76,902 76,902
Other debtors - - BI1E - . = 5218
Total assets 1,393,808 2,101,241 6,633,750 607,768  ¥55,319 11,392,083
Liabilities
Long term borrowings 392,307 2,153,000 2,466,618 5,011,925
Creditors 84,540 . - § - 8,540
Total liabilities 84,540 151,307 7,153,000 2 486,414 » B 096,455
Net liguldity gap as at
31 Dogember 2011 1,309,260 1,708,934 4 480,750 (1,858:657) 555, 31% 6,175,618
Cumudative liguidity gap
s at 31 Decermber 2014 1,309 268 3,018,308 7 498 952 3,840,299 6,195.618

fn the opinipy of the Company's management, the matehing andfor controlled mismatching of the
maturities and interest rates of assets and liabilitiss s Tundamenenl for successf rmansgameant of the
Company. It is unusual fer the lending institutions ever to be completely matched since business transacted
is often of an uncertain term and of different types. An unmatched position potentially enhances
profitability, but can alss increase the Hsk of losses, The maturities of assets end labilities and the abitity
te reploce, at an acceptable cogt, ifterest-bearing lsbfities o5 thay mature, are important facloes in
assuswing the Houidity of the Campany and its expasure to changes in interest and exchange rates.

interest rafe risk Interest rato risk arises frum the possibiiity that changes In Interest rates will affect the
value of the financial instruments. Most of the Company's interest earnings assets are at fixed rates of
anmual Interest of 33372 The Comoany's long-term Uabilities bear fied aanual Inberest of BE,
Comsequently it doss hat consider fwelf exposed to sgnificant interest rate risk or consequentisl cash flaw
risk.

The Labie belaw summarizes the Companys expowre bo interest rate rigks a5 &t 31 December 2012,
Inciuded in thie table are the Comgany™s finoncial assets and Habditkes ab carrylity pmounts, cetegorized by
the earlier of contractual re-pricing or maturity dates,

On demand From Frem From Nen-
and less than 1toé 6btol2 1to5 interest
1 month months  months yoars  bearing Total
Assets
Cash and cash equivalents - . - - 350,695 3%0,695
Loans to customers 81,702 2,458,231 8,026,980 2,379,229 - 12,946,142
Property and equipment - - - 799,445 799,445
Deferred tax asset - - - - 68,088 68,088
Qither aebrors - . - 10,438 0415
Total s55ets A1, 703 JASE.231 026900 3 AT 279 1,260,085 14, 71L 808
Liabilities
Long-term boritwings 159,553 2,989,856 1,106,843 2,165,711 - 6,421,963
Cruditors . - = {45,343 145,343
Iﬂtll llabHities 148%.553 7. 989,856 1,704,841 J.i865.711 145 343 G 58T J0E
el Interest rate gap as
at 31 December 2012 (77 ES51) {531,625} 46,920,137 21518 1,123,323 7 647,503
Curmsative Inferest rate gap
as at 31 Decemnber 2012 (77,851} (609,476} 6,310,661 6,524,179 7,647,502
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The table below summarises the Company’s exposure to interest rate risks as at 31 December
2011{Restated).

On demand From From From Non-

and less than 1tob 61012 1to5 interest
| 1 month months  months years bearing Total
Assets
Crah and cash equivalbents = = S 507,718 507,718
Loaits 16 customens B, 0% 1 B47 . 04% 6 9 TEe J55, 14D e 5964, 803
Property and equipment : 5 - - 732,642 732,642
Deferred tax asset = g 2 3 76,902 76,902
Qther debtors g o . - B,218 8,218
Total assets B86.090 1,847,049 6,879,724  353.740 1.325.480 11,292,083
Liabillties
Long-term barrowings - 403,000 2,142,307 2,466,618 - 5,011,925
Creditors 5 2 5 3 84,540 84,540
Total llabllities - 403,000 2,142,307 2,466,618 84,540 5,096,465
Net interest rate gap as
at 31 December 2011 BEA, 000 1,444,049 4 T37 417 (2,112, B78) 1,740,940 6,795 618
Cumulative interest rate gap
as at 31 December 2011 886,090 2,330,139 7,067,556 4,954,678 6,195,618

The Company monitors financial instrument interest rates. The table below shows the interest rates on the
basis of reports that were analysed by the Company's key managers as at 31 December 2012 and 2011:

2012 2011
AZN usD AZN usp
Assels
Loans to customers 30% to 32% 0% to 37% 30% to 32% 30% to 37%
Liabilities
Larg teem barrewlngs 11.57% o to 055 " o5 te 5K

The *-” sign in the table above means that the Company does not have respective assets or liabilities in the
corresponding currency.

19. Capital Management

Currently no capital requirements have been established by the Central Bank of the Azerbaijan Republic for
non-bank credit organisation. Management'’s focus in respect of the Company's capital management has the
following objectives: ensuring the Company’s ability to operate as a going concern and maintain balances in
order to comply with Covenants of Lenders & Investors, This is exercised daily in respect of the projected
and actual data and on the basis of monthly reports with the corresponding calculations that are verified
and signed by the Deputy Director and Chief Accountant of the Company.

20, Contingent Liabilities

Legal issues. In the ordinary course of business, the Company is subject to legal actions and complaints.
Manzgement balfoves that the ultimate labiiity arising from swch actidns ar complaints witl not havie a
material adverse effect on the financial condition or the retults of Tuture ooerations of the Company and
accordingly no provision has been made as in the management’s opinion the possibility of material losses is
low.

Tax fegislation. As disclosed in Note 9 above Azerbaijani tax legislation is subject to varying
interpretations and changes which can occur frequently. Management's interpretation of such legislation as
applied to the ransactions and activity of the Company may be chailenged I the relzvant regiomal or
federal Buthorities, Recont ovents fn Azsrbai]an have shown that the tax authorities may be taking a more
amertive position in their mteepretation of the leglslation and aisessments end It s possibile  that
transactions and actvities that mave pat besn challenged in the past may be challenged. As a result,
signifleant additional taxes, penalties and inberest may be assopsed. fiscal perlods remamn apen 1o reviow
by e tax authorities in respect of bhxes for theee calendsr years proceding the year of the raview, Under
certain circunstances reviews may cover lBngar periods,
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As at 31 December 2012, the management believes that its interpretation of the relevant legislation is
appropriate and the Company's tax, currency and customs positions will be sustained by controlling bodies.

21. Fair Value of Financial instruments

The fair value is defined as the amount at which the instrument could be exchanged in a current
transactlion betwsan Snowladgeable willing parties on amm's bength conditions, other than by a forced or
iiquidation sale, Quated firancial Instruments in active markets provide the best evidence of falr value, As
no-readily avallable: market exdists for major part of 'the Company's fnspclal instrisments; the Tiir vaipe
shall be estimated based on current ecanomic conditions and the specific risks attributable to the
instrument. The estlmatés presonted herald are not necessarily indicative ol the amounts the Campany
couild realise in & imarker exchange from the sale of 1w full boldings of & partieular nstrument.

Management believes that carrying values of the Company's financial assets and liabilities approximate
their fair values.

The Company uses the following methods and assumptions to estimate the fair value of the financial
instruments:

Loans to customers. Loans to custumers are reported net of impairment provisions. The estimated fair
value of loans to customers regresents the discounted asmaunt of estimated future cash Tlows expectad 1o
bz recabved. To determine falr value, expected cash flows are discaunted 3t current market rates, The
management believes that the fair values of loans to customers as at 37 December 2011and 31 December
2010 de ool moterfally diffes from régpective carmying amounts, Thi s primariy dus ts the pxisting
practice to renegotiate interest rates to reflect current market conditiars, 5o, Interest o mest Balancas i
accrued at rates approximating market interest rates,

Borrowings. The fair value of fixed interest bearing financial liabilities carried at amortised cost is
determined by comparing the market interest rates at initial recognition of these instruments with current
market rates on simitar financial instruments. The estimated fair value of fixed interest bearing securities
is based on discounted cash flows using interest rates for debt instruments with similar credit risk and
maturity, The fair value of debt securities actively traded on an exchange is based on their market
quotations.

The fair value of variable rate borrowings without market quotations is based on discounted cash flows
using interest rates for debt instruments with similar maturity. The estimated fair value of other borrowed
funds approximates their carrying value as these instruments do not have market quotations and are
attracted at floating interest rate.

22. Reconciliation of Categories of Financial Instruments with Measurement Categories

In accordance with LAS 39 “Financial Instruments: Recognition and Measurement"” the Company classifies its
financial assets in the following categories: 1) loans and receivables; 2} financial assets available for sale.

A% the same bime, in accordance with FRS 7 *Fanclal instrerents: Dholoames™ the Compay disrloses
differant, classes of Firancial instiuments, A5 at 31 December 2012 sid 2091 all Finzncial assets al the
Company were classified as loans and recefvables.

All financial liabilities of the Company are classified as measured at amortised cost.

23. Related Party Transactions

Far the purpeses of these (fnancial stabéments; pArties ane considered to be related i one party fas the
abaity to contral or exercie significant Influspcs gver the other party in making financial or operational
decisions s defingd by 15 24 “Refated Party Disclosires", In consldefing esch possible related DAY
relationship, attention is directed to the economic ibstance of the relatimnship, nob marely the lagal
form.

In the notmal courss of bsiness the: Company eaterd ks transactions with its mejor sthorehoiders,
directors, subsldiaries and other ralated parties. Thése transactions include settlements, issuance of loans,
teposit [hing, guaraniess, trade finance and foreign cwtrensy fransactians. Acoording to the Compary's
policy the terms of related party transactions are eguivalent to thate thar prevail in armi's length
transactions.
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The outstanding balances at the year end and asset transactions with related parties for 2012 are as

followe:

Norwegian Key

Humanitarian management

Entorprise Mormisian Vistar A5 personngl Total
Balances
Payable = 296,735 296,755
Transactions
Non-interest expense = 107,989 107,98%

Grant received - 233,351 : 233,351
The outstanding balances at the year end and asset transactions with related parties for 2011 are as
follows:

Norwegian Key

Humanitarian manzgemant

Enterprise  Mormisjon Yiator AS personnel Tatal
Balances
Payable . 357,441 - 357,441
Receivable 26,136 0 26,136
Transactions
Haf-lateret expense 3 TR, 500 98,900
Granl recelved = 255 418 - . 155,418
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