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Tel: +994 12 4045255 BDO Azerbaijan LLC
B D O Fax: +994 12 4045244 6 Bakikhanov Street
www.bdo.az Bridge Plaza, 12th floor
S — Baku AZ1065, Azerbaijan

Independent Auditor’s Report

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

Report on the Financial Statements

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 2013, 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 opinion 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 reasonable assurance
about 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 auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error, In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in 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

Land and buildings of the Company were revalued as at 31 December 2012 by an independent valuation
company. As explained in our report on the financial statements of the Company for the year ended 31
December 2012 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 as at that date. Since opening carrying
amount of land and buildings enters into the determination of financial performance we were unable to
determine whether adjustments were necessary in respect of other comprehensive income reported in the
statement of comprehensive income.

Qualified Opinion

In our opinion, except for the possible effects of the matter 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 2013, and its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards.

10 June 2014

BDO Azerbaijan LLC, an Azerbaijani limited liability company registered under number 1302212761, is a member of BDC International Limited, a UK conmpany
limited by guarantee, and forms part of the international BDO network of independent member firms
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Statement of Management’s Responsibilities for the Preparation and Approval
of the Financial Statements for the Year Ended 31 December 2013

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 statements that present fairly the financial
position of the Company as at 31 December 2013, the results of its operations, cash flows and changes in
equity for the year then ended, in accordance with International 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 IFRS;

+ Maintaining statutory accounting records in compliance with legislation and accounting standards of
the Republic of Azerbaijan;

o« 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 2013
were authorised for issue on 10 June 2014 by:

/

Vencent Abraham
Executive Director

Fustan Garayey
Finance Manager

Viator Microcredit Azerbaijan LLC
Ganja Azerbaijan
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Viatar Micracredit Azerbaijan LLC
Statement of Financial Pasitian as at 31 December 2013
in Azerbaijani manats, unless atherwise indicated

ASSETS Note 2013 2012
Cash and cash equivalents 6 1,349,011 306,696
Loans to customers 7 13,938,129 10,162,721
Property and equipment 8 587,056 676,185
Deferred tax assets 9 90,374 53,449
Other assets 12,777 8,194
TOTAL ASSETS 15,977,347 11,207,245
LIABILITIES

Payables 122,871 114,094
Barrowings 10 9,162,522 5,041,241
Total liabilities 9,285,393 3,155,335
EQUITY

Charter capital 11 301,622 301,622
Retained earnings 6,164,624 5,491,408
Revaluation surplus 225,708 258,880
Total equity 6,691,954 6,051,910
TOTAL LIABILITIES AND EQUITY 15,977,347 11,207,245

i

—-.____“i/ A

VYencent Abraham
Executive Director

10 June 2014

| Rustan Garayev
Finance Manager

The notes set out on pages 9 to 32 are an integral part of these financial statements.

5
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Viotor Microcredit Azerboijon LLC
Stotement of Comprehensive income for the Yeor Ended 31 December 2013
in Azerboijoni monots, unless otherwise indicoted

Mote 2013 2012
Interest and similar income 12 3,729,095 3,145,965
Interest and similar expenses 12 (666,381} 417,110)
Net interest income 3,062,714 2,728,855
Change in provision for impairment of loans to customers 7 {46,319) 52.618
Net interest income after loan impairment charges 3,016,395 2,781,473
Personnel expenses 13 (1,820,761} (1,562,921}
General and administrative expenses 14 {597,565) (516,404)
Commission income 15 347,121 474,625
Exchange rate differences (22,777} 22,898
Other income 24,632 21,723
Profit for the year before tax 947,045 1,221,394
Grants received - 183,328
Grants disbursed to other institutions - (71,682)
Income tax expense 9 (273,829) {280,393}
Net profit 673,216 1,052,647
Other comprehensive income
Revaluation of buildings (33,039} 79,345
Depreciation recycled through other comprehensive income (8,426) (34,107)
Income tax relating to compaonents of other comprehensive income 8,293 6,822
Other comprehensive income for the year, net of tax (33,172) 52,060
Tatal comprehensive income for the year 640,044 1,104,707

AR —~
—_—f ¥ st :

/ Ruslan Garayey
" Finance Manager

Vencent Abraham
Executive Director

10 June 2014

The nates set aut on pages 9 to 32 are an integral part of these financial statements.

6
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Yiator Micracredit Azerbaijan LLC

Statement af Cash Flaws for the Year Ended 31 December 2013

in Azerbaijani manats, unless otherwise indicated

Note 2013 2012

Cash flows fram operating activities
Interest and commission fees received 4,948,520 3,575,451
Interest paid on borrowings (627,243) (402,035)
Loans issued to customers {net) 4,262,814y  (2,217,956)
Payments to employees and suppliers (2,835,139)  (1,881,103)
Grants disbursed (71,682)
Current income tax paid (213,798) (229,038)
Other receipts less other payments 32,001 34,184
Net cash used in operating activities (2,958,473) (1,192,179)
Cash flaws from investing activities
Purchase of property and equipment {22,519) (126,515)
Proceeds from disposal of property and equipment 9,860 3,653
Net cash used in investing activities {12,659) (122,862)
Cash flows fram financing activities
Proceeds from borrowings 6,699,645 2,603,087
Borrowings repaid 2,691,790y  (1,571,260)
Grants received 183,328
Net cash from financing activities 4,007,855 1,215,155
Exchange rate differences 5,992 7,262
Net increase in cash and cash equivalents 1,042,315 (92,624)
Cash and cash equivalents at the beginning of the year [ 306,696 399,320
Cash and cash equivalents at the end of the year 6 1,349,011 306,696

|

Vencent Abraham
Executive Director

10 June 2014

Ruslan Garayev
Finance Manager

The notes set out on pages 9 to 32 are an integral part of these financial statements.

7
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Viatar Microcredit Azerbaijan LLC

Statement of Changes in Equity for the Year Ended 31 December 2013

in Azerbaijani manats, unless otherwise indicated

Charter Retained Revaluation
. capital earnings surplus Total equity
Balance as at 1 January 2012 9,650 4,696,653 240,900 4,947,203
Other comprehensive income, net of tax 52,060 52,060
Transfer to retained earnings 34,080 (34,080) -

Increase in charter capital 291,972 (291,972) -
Net profit for the year 1,052,647 1,052,647
Balance as at 31 December 2012 301,622 5,491,408 258,880 6,051,910
Other comprehensive income, net of tax - (33,172) {33,172)
Net profit for the year - 673,216 673,216
8alance as at 31 December 2013 301,622 6,164,624 225,708 6,691,954

—_— i

Vencent Abraham
Executive Director

10 June 2014

; ;uslan Garayey

Finance Manager

The notes set aut an pages 9 to 32 are an integral part of these financial statements.

8
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Viator Microcredit Azerbaijan LLC
Notes to the Finonciol Stotements for the Year Ended 31 December 2D13
in Azerbaijani manats, 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. It principally provides small loans to individuals and to groups of
individuals that lack access to traditional financial institutions.

The Company was registered as a legal entity in the end of 2002, Prior to that it ran activities as the
microfinance wing of a humanitarian organisation. The Company operates under the lending license issued
by the Central Bank of Azerbaijan.

Viator AS (Kingdom of Norway) is the sole owner of the Company. Normisjon, a Norwegian Evangelical
Lutheran missionary organisation is the ultimate controlling party of the Company.

The legal address of the Company is apt. 36, 133 Alovsta Guliyev street, Baku AZ1095, Azerbaijan and the
location of its principal office is at 132, N.Narminanov Avenue, Ganja AZ2002, Azerbaijan. The Company
has branches and offices in Ganja, Shamkir, Shaki, Gazakh, Dalimammadli, and Balakan regions of
Azerbaijan.

The average number of the Company’s employees as at 31 December 2013 was 135 (2012: 127).

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 addition, continued economic stability is dependent to a large extent on the
effectiveness of fiscal and monetary measures taken by the government, regulatory developments,
decisions of international lending organisations, and other actions beyond the Company’s control.

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

Financial market transactions

The global financial crisis has resulted in, among other things, global liguidity crunch which led to
contraction of the international and domestic ¢apital market, lower liguidity 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 also led to bank failures and bank rescues in the United States of America,
Western Europe, Russia and other 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 ongoing crisis or avoid
its impact.

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 obtain 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 position 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 2D13 (continued}
in Azerbaijani manats, unless otherwise indicated

inflation

The official inflation indices for the last three years are given in the table below:

Year ended Inflation for the period
31 December 2013 2.4%
31 December 2012 1.2%
31 December 2011 B.1%

Currency transactions

National currency of Azerbaijan - manat - is 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 Azerbaijani manat
{(“AZN"} relative to US dollar (“USD") and Euro (“EUR™):

Date usD 1 EUR 1
31 December 2013 0.7845 1.0780
31 December 2012 0.7850 1.0377

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.

Functianal and presentatian currency

These financial statements are presented in AZN being the Company’s functional and presentation
currency. AZN is 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.

Estimates and assumptians

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.

Gaing cancern

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 pericdically reviewed to reflect the
changes in external and internal environment.

10
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Viator Microcredit Azerbaijan LLC
Notes ta the Financial Statements for the Year Ended 31 December 2013 (continued)

in Azerbaijani manats, unless otherwise indicated

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

a) New standards, interpretations and amendments effective from 1 January 2013

A number of new standards, interpretations and amendments effective for the first time for periods
beginning on {or after) 1 January 2013, have been adopted in these financial statements. The nature and
effect of each new standard, interpretation and amendment adopted by the group is detailed below. Note:
not all new standards and interpretations effective for the first time for periods beginning on {or after) 1
January 2013 effect the Company’s annual financial statements.

IAS 1 - Presentation of Items of Other Comprehensive Income - Amepdments to IAS 1

The amendment requires that items of other comprehensive income must be grouped together into two
sections:

—  Those that will or may be reclassified into profit or loss
—  Those that will not.

As the amendment only affects presentation, there is no effect on the Company’s financial position or
performance.

IFRS 10 Consolidated Financial Statements

IFRS 10 supersedes IAS 27(2008) Consolidated and Separate Financial Statements and SIC-12 Consolidation -
Special Purpose Entities, and introduces a single icontrol model’ for all entities, including special purpose
entities {SPEs), whereby control exists when all of the following conditions are present:

— Power over investee
—  Exposure, or rights, to variable returns from investee
~  Ability to use power over investee to affect the entity’s returns from investee.

Other changes introduced by IFRS 10 include:

—  The introduction the concept of ‘de facto’ control for entities with less than a 50% ownership
interest in an entity, but which have a large sharecholding compared to other shareholders

—  Potential voting rights are only considered when determining if there is control when they are
substantive (holder has practical ability to exercise) and the rights are exercisable when decisions
about the investees activities that affect the investors return will or can be made

—  Specific guidance for the concept of ‘silos’, where groups of assets (and liabilities) within one
entity are ring-fenced, and each group is considered separately for consolidation.

IFRS 11 Joint Arrangements

IFRS 11 supersedes IAS 31 Interests in Joint Ventures and SIC-13 Jointly-controlled Entities Non-monetary
Contributions by Venturers, and requires joint arrangements to be classified as either:

— Joint operations - where parties with joint control have rights to assets and obligations for
liabilities, or
—  Joint ventures - where parties with joint control have rights to the net assets of the investee.

Joint arrangements that are structured through a separate vehicle will generally be treated as joint
ventures, unless the terms of the contractual arrangement, or other facts and circumstances indicate that
the parties have rights to assets and obligations for liabilities of the arrangement, rather than rights to net
assets.

Joint ventures are accounted for using the equity method (proportionate consolidation is not permitted by
IFRS 11).

Parties to a joint operation account for their share of assets, liabilities, revenues and expenses in
accordance with their contractual rights and obligations.

The adoption of IFRS 11 had no effect on the Company.

"
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Viator Microcredit Azerbaijan LLC
Notes to the Financial Statements for the Year Ended 31 December 2013 (continued)
in Azerbaijani manats, unless otherwise indicated

{FRS 12 Disclosure of Interests in Other Entities

IFRS 12 sets out the disclosure requirements relating to an entity’s interests in subsidiaries, joint
arrangements, associates and structured entities. The standard requires a reporting entity to disclose
information that helps users to assess the nature and financial effects of the reporting entity’s relationship
with other entities.

As the new standard affects only disclosure, there is no effect on the Company’s financial position or
performance.

IFRS 13 Fair Value Measurement

IFRS 13 sets out the framework for determining the measurement of fair value and the disclosure of
information relating to fair value measurement, when fair value measurements and/or disclosures are
required or permitted by cther IFRSs.

As a result, the guidance and requirements relating to fair value measurement that were previously located
in other IFRSs have now been relocated to IFRS 13,

While there has been some rewording of the previous guidance, there are few changes to the previous fair
value measurement requirements. Instead, IFRS 13 is intended to clarify the measurement objective,
harmonise the disclosure requirements, and improve consistency in application of fair value measurement.

IFRS 13 did not materially affect any fair value measurements of the Company’s assets or liabilities, with
changes being limited to presentation and disclosure, and therefore has no effect on the Company's
financial position or performance.

in addition, IFRS 13 is to be applied prospectively and therefore comparative disclosures have not been
presented.

See note 5 Critical accounting estimates and judgements for more details and further references related to
fair value measurement,

[AS 19 Employee Benefits (Revised 2011}
The main changes as a consequence of the revision of 145 1% include:
—  Elimination of the ‘corridor’ approach for deferring gains/losses for defined benefit plans

—  Actuarial gains/losses on remeasuring the defined benefit plan obligation/asset to be recognised in
other comprehensive income rather than in profit or loss, and cannot be reclassified in subsequent
periods

— Amendments to the timing of recognition for liabilities for termination benefits

— Employee benefits expected to be settled (as opposed to ‘due to be settled’) wholly within 12
months after the end of the reporting period are short-term benefits, and are not discounted.

The adoption of the revised standard had no effect on the Company.
b) New standards, interpretations and amendments not yet effective

The following new standards, interpretations and amendments, which are not yet effective and have not
been adopted early in these financial statements, will or may have an effect on the Company's future
financial statements:

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 IAS 39 and replaces those parts of [AS 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 coilect the contractual cash
flows, and (ii) the asset’s contractual cash flows represent cnly payments of principal and interest

12
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Viator Microcredit Azerbaijan LLC
Notes to the Financial Statements for the Year Ended 31 December 2013 (continued}
in Azerbaijani manats, unless otherwise indicated

(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 IAS 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 effects of changes In own credit risk of financial labilities designated as at fair value through
profit or loss in other comprehensive income.

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

Amendment to IFRS 7 “Financial Instruments: Disclosure” Offsetting Financial Assets and Financial
Ligbilities 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.

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 current bank account balarces of the Company, and sther shart-term highly liquid investments
with original maturities of three menths or less, Amounts, which relate to funds that are of a restricted
nature, are excluded from cash and cash equivalents.

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.

The Company determines the classification of its financial assets at initial recognition. Classification of
financial assets at initial recognition 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 obligation 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 measurement

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 financial position is estimated on the basis of market guotations for similar financial
instruments or using various valuation technigues, including mathematical models. Where mathematical
models are used, inputs are based on observable market data or judgment.

Judgment is based on such considerations as the time value of maney, credit risk level, volatility of the
instrument, market risk level and other applicable factors.

13
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Viatar Micracredit Azerbaijan LLC
Nates ta the Financial Statements far the Year Ended 31 December 2013 (cantinued)

in Azerbaijani manats, unless otherwise indicated

Derecognition af financial assets

A financial asset (or, where applicable, a part of a financial asset, or part of a group of similar 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 all the risks and rewards of the asset, cor has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asseb. 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 al the

lower of the ariginal carrying amount of the asset and the maximum amount of consideration that the
Company could be required Lo repay.

Laans to custamers

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 initial recognition designates as at fair value through profit
or loss;

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

. those for which the holder may not recover substantiaily all of its initial investment, other than
because of credit deterioraticn, which shall be classified as available 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 velue and the nominal valus at origination
is credited or charged to the statement of comprehensive income as gains /losses on originaticn 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 af financial assets

The Company assesses on each clesing date whether there is any ohjective evidence that the value of &
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 ane or more events that occurred
after the initial recognition of the asset (a loss event') and hasan impact on the amount or timing of the
estimated future cash flows of the financial asset or group of financial assets that can be reliably
estimated. If the Company determines that no objective evidence of impairment exists for an individually
assessed financizl asset, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment.

Impairment af laans ta custamers

Ear laans to customers carried at amortsed cost, the Company first assesses whether objective evidence of
impairment exists individually for finaneial assets that are individually sfenificant or collectively for
fimancial assets that are net individually significant.

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

. default in any payments due;
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Viotor Microcredit Azerboijon LLC
Notes to the Finonciol Stotements for the Yeor Ended 31 December 2013 (continued)
in Azerboijoni manots, unless otherwise indicoted

. 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 less is recognised are not
included in a collective assessment of impairment.

If the Company determines that no obiective 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 purpcse 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 barrowers 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, a 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 income.

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

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
methodology strives to ensure the provision for impairment reflects the loss events that have cccurred, 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. Historical data used is a set of actual loss rates
calculated using the histarical 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 tc be used for the
next 6 month period.

Future cash flows 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 observable data to reflect the effects of current conditions that did not affect the
period on which the historical loss experience is based and to remove the effects of conditions in the
historical periad that do not exist currently. Estimates of changes in future cash flows reflect and are
directicnally consistent with changes in related observable data from period to peried (such as changes in
unemployment rates, property prices, commodity prices, payment status or other factors that are
indicative of incurred lesses in the group and their magnitude). The methodclogy and assumptions used for
estimating future cash flows are reviewed regularly to reduce any differences between loss estimates and
actual loss experience.

15



L L L LRI IR

Viatar Micracredit Azerbaijan LLC
Nates ta the Financial Statements far the Year Ended 31 December 2013 (cantinued)
in Azerbaijani manats, uniess otherwise indicated

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised {such as improvement in the
debtor’s credit rating), the previously recognised impairment loss is reversed by adjusting the allowance
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 {iabilities
Financial liabilities are classified as financial liabilities carried at amortised cost.

Initially, a financial liability shall be measured by the Company at its fair value plus transaction costs that
are directly attributable to the acquisition or issue of the financial liability. A financial liability is
derecognised when the obligation under the liabitity is discharged or cancelled 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 liabitity are substantially modified, such an exchange or modification is
treated as a derecognition 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 tiabilities carried at amortised cast

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 af financial instruments

Financial assets and liabilities are offset and the net amount is reported in the statement of financial
position only when there is a legally enforceable right to offset the recognised amounts, and there is an
intention to either settle on a net basis, or to realise the asset and settle the liability simultaneously.

Praperty and equipment

Buildings held for use in the business, are stated in the financial statements at their revalued amounts,
being their fair values at the date of revaluation, less any subsequent accumulated depreciation and
subsequent accumulated losses. Revaluations are performed with sufficient regularity such that the
carrying amounts do not differ materially from those that would be determined using fair values at the end
of each reporting period.

Equipments are stated at cost less accumulated depreciation and impairment provision.

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 recoverable amount, which is determined
as the higher of an asset’s fair value less costs to sell and its value in use. Where the carrying amount of
property and equipment is greater than their estimated recoverable amount, it is written down to their
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 - 2.5-3.3% (2012: 7%}

* Furniture - 20%;

. Computers - 33%;

. Motor vehicles - 20%;

] Other assets - 25%
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Viotor Microcredit Azerboijon LLC
Notes to the Finonciol Stotements for the Yeor Ended 31 December 2013 (continued)
in Azerboijoni monats, unless otherwise indicoted

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

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated
amortisation and accumnulated impairment losses. Amortisation is recognised on a straight-line basis over
their estimated useful lives. The estimated useful life and amortisation 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,

Contingent assets and liabilities

Contingent assets are not recognised in the statement of financial position but disclosed in the financial
statements when an inflow of economic benefits is probable.

Contingent liabilities are not recognised in the statement of financial position but disclosed in the financial
statements unless the possibility of any outflow in settlement is remote.

Taxation

The income tax charge comprises current tax and deferred tax and is recorded in the statement of
comprehensive income. Income tax expense is recorded in the financial statements in accordance with the
applicable legislation of Azerbaijan. Current tax is calculated on the basis of the taxable profit for the
year, using the tax rates enacted during the reporting 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.

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. Judgment 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
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instrument, 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 and social insurance 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
jtems 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 determired as the difference between the
selling price and the carrying amount at the date of the transaction.

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

. the Company will comply with any conditions attached to 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 financial support, with no
future related costs, is recognised as income in the period in which it is received.

A grant relating to assets is presented in one of two 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 believed 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.
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Provision for impairment of loons to customers

The specific counterparty component of the rotal allowances for 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 recejved. In estimaling these cash flows, management makes judgments
about counterparty's financial situation and the net realisabie value of any underlying collateral. Each
impalred asset is assessed on its merles, and the workout strategy and estimate of cash flows considered
recoverable are independently approved by the Credit Risk function.

Collectively assessed impairment allowances cover cradit lasses inherent in portfolios of claims with similar
econoimic characteristics when there |s 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. In @ssessing the need for collective loan credit loss allowances, management considers
Factors such as credit quality, portfolio size, concentrations, and econamic factors. In order to estimate the
reguired allowance, assumptions are made to define the way inherent losses are modetled 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
eounterparty allowances are forecast and the model assumptions and parameters used in determining
collective allowances.

Foir volue of finonciol instruments

The Company determines the fair value of financial instruments that are not quoted, using vaiuation
techniques. Those techniques are significantly affected by the assumptions used, including discount rates
and estimates of future cash flows. In that regard, the derived falr 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, ond intangible ossets

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

Legatl 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 amaount af costs of the transfer can be
estimated reliably. In instances where the criteria are nol met, a contingent liability may be disclosed in
the notes to the financial statements. Obligations 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 Lo make determinations about various factual and legal matiers
beyond its control. The Comgany reviews putstanding legal cases following developments in the legal
proceedings and at each reperting dats, in order to @ssess 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

assessment, the legal process and potential level of damages in the jurisdiction in which the litigaticn,
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 it will respond to the
litigation, claim or assessment.

lncome toxes

The Company is subject ta inceme tax and significant judement is required in determining the orovision for
income taxes. During the ordinary course of business, there are transactions and calculations for which the
ultimate tax determination is uncertain. As a result, the company recognises tax Uabillties based on
estimates of whether additional taxes and interest will he due. These tax Habilities are recognisad when,
despite the company’s belief that its tax retumn 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 liabilities are adeguate for all open audit years bazed-on its
assessmient of many factors including past experience and interpretations of tax law. This assessment relies
on estimates and assumptions and may involve a series of complex judgments 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.
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6. Cash and Cash Equivalents

2013 2012
Cash on hand 7,907 6,654
Cash balances with banks 1,341,104 300,042
Total cash and cash equivalents 1,349,011 Z!I:JEu,l.':v'ihE;=~

7. Loans te Customers

2013 2012
Gross loans to customers 14,114,303 10,134,340
Interest receivable 197,517 153,027
Deferred commission fees (299,935) (85,333)
Provision for impairment of loans to customers (73,756) (39,313)
Loans to customears, net 13,938,129 10,162,721

Movements in the provision for impairment of loans to customers during 2013 and 2012 are as follows:

2013 2012

Pravision for impairment of loans to customers as at 1 January 39,313 123,086
Provision for impairment during 2013 46,319 (52,618)
Less amount written off as uncollectable (11.876] 31,155}
Provision for impairment of loans to customers as at 31 December 73,756 39,313

Economic sector concentrations within Company’s gross loan portfolio are as follows:
2013 2012
Amount e Amount W

Agriculture 7,709,819 55% 4,840,458 48%
Service 3,353,101 24% 2,611,413 26%
Trade 2,394,803 16% 1,908,720 19%
Manufacturing 648,580 5% 773,749 7%
Other 8,000 0% 0%
Total loans to custemers (grass) 14,114,303 100% 10,134,340 100%

Below is the credit quality analysis of loans collectively assessed for impairment as at 31 December 2013:

Loans before

Ratic of impairment
Loans less provision to total loans

impairment Impairment impairment before impairment

provision provision provision provision

Loans not past due 13,791,953 54,105 13,737,848 0.39%

Less than 1 month overdue 968 495 473 51.14%

1 to 3 months overdue 1,257 635 622 50.52%

3 to 6 months overdue 20,190 18,521 1,669 91.73%
Interest receivable 197,517 197,517 0.00%

Tatal loans 14,011,885 73,756 13,938,129 0.53%
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Loans not past due represent toans 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 2012:

Ratio of impairment

Loans before Loans less provision to total

impairment Impairment impairment loans before

provision provision provision impairment provision

Loans not past due 10,021,664 30,770 9,990,894 0.31%

Less than 1 month overdue 17,651 354 17,297 2.00%

1 to 3 months overdue 4,827 3,324 1,503 68.86%

3 to 6 months overdue 4,865 4,865 - 100.00%

_Interest receivable 153,027 . 153,027 00.00%
Total loans 10,202,034 39,313 10,162,721 0.39%

Value of collateral held by the Company as security for loans to customers as at 31 December 2013 was AZN
1,410,229 (2012: AZIN 1,734,569) The collateral value of the security may differ from its fair value.

8. Property and Equipment

Mavement of property and equipment in 2013 was as follows:

Computers
Land and and Other
buildings  equipment  Vehicles Furniture assels Total

Gross book value

Balance as at 31 December 2012 527,994 51,351 216,265 26,625 50,722 872,957
Additions ; 5,870 11,500 1,780 3,715 22,865
Disposals / Eliminated on

revaluation (16,922) (2,592) (18,397) (244) (2,954) (41,109)
Revaluation (33,039) - . - - (33,039)
_Impairment 16.033) . . . = (6,033}
Balance as at 31 December 2013 472,000 54,629 209,368 18,161 51,483 815,641
Accumulated depreciation

Balance as at 31 December 2012 2,839 35,748 107,658 16,517 34,010 196,772

Depreciation charge 14,083 11,705 37,046 3,131 6,751 72,716

Elimination on disposal = (2,591) (18,260} (244) (2,886) (23,981)
_Elimination on revaluation (16,922) - 116,922

Balance as at 31 December 2013 - 44,862 126,444 19,404 37,875 228,585

Net book value -
_Balance as at 31 December 2012 525,155 15,603 108,607 10,108 16,712 676,185
_Balance as at 31 December 2013 472,000 9,767 81,924 8,757 13,608 587.056
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Movement of property and equipment in 2012 was as follows:

Computers

Land and and Other

buildings equipment Vehicles Furpiture  assets Total
Gross book value
Balance as at 1 January 2012 431,000 47,497 196,371 19,163 44,706 738,737
Addicions 77,994 5,745 33,641 7,609 6,545 131,534
Disposals - (1,891) (13,747 (147) (529)  (16,314)
Revaluation 19,000 - - 19,000
Balance as at 31 December 2012 527,994 51,351 216,265 26,625 50,722 872,957

Accumulated depreciation
Balance as at 1 January 2012 - 27,971 86,842 14,681 29,036 158,530
Depreciation charge 63,184 9,619 33,965 1,983 5,503 114,254

Elimination on disposal - (1,842) (13,149) (147) (529  (15,667)
Elimination on revaluation {60,345} - . - 60.345)
Balance as at 31 December 2012 2.839 35,748 107,658 16,517 34,010 196,772

Net book value =
Balance as at 1 January 2012 431,000 19,526 109,529 4,482 15,670 580,207
Balance as at 31 December 2012 525,155 15,603 108,607 10,108 16,712 676,185

The Company’s buildings are represented by premises which were valued by an independent firm of valuers
“MAK Consultancy Baku Ltd” Consulting Company as at 31 December 2013. The valuation, which was
performed to International Valuation Standards, was arrived at by reference to market evidence of
transaction prices for similar properties.

9. Income Taxes

Income tax expense comprises the following:

2013 2012
Current income tax charge 302,461 273,458
Deferred income tax charze/(credit) {28,632} 6,935
Total income tax expense for the year 273,829 280,393

The current tax rate applicable to the Company's profit is 20% (2012: 20%).

Reconciliation between the theoretical and the actual taxaticn charge is provided below:

2013 2012
Profit for the year before tax 947,045 1,221,394
Theoretical tax charge at statutory rate of 20% 189,409 244,279
Non-deductible expenses less non-taxable income 84,420 316,114
Total income tax expense for the year 273,829 280,393

22



Hﬂﬂ" EIFLAr AT AR AT AT AT AT AT AT At Al & Al A7 &7 & al & & W o & 0l X

Viator Microcredit Azerboijon LLC
Notes to the Finoncial Stotements for the Year Ended 31 December 2013 (continued)

in Azerbaijani manats, unless otherwise indicated -

Oifferences between IFRS and statutory taxation regulations of the Azerbaijan give rise 1o certain
tempaorary differences between the carrying value of certain assets and liabilities for financial reporting

purposes and for the Company’s profit tax purposes.

_— 2013 201 2
Net asset/ Net asset/
o Assets Liabilities {lability) Assets  Liabilities (liability)
Loans to customers 69,052 69,052 63,680 - 63,680
Property and equipment - {10,896) (10,896} (8,776) {8,776)
Other assets - 91) (91) (446) (446)
Borrowings 9,624 9,624 1,812 - 1,812
Payabies 22,685 22,685 - (2,821) i2.821)
Net tax assets 101,361 (10,987} 90,374 65,492 {12,043} 53,449

Net deferred tax assets represent the amounts of income 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 petween the comprehensive income
and other comprehensive income was as follows:

2013 2012
Deferred tax asset as at 1 January 53,449 53,562
28,632 {6,935)

Deferred tax credit/ (charge} for the year
lncome tax relating Lo cormponents of other comprehensive Income 8,293 6,822
Deferred tax asset as at 31 December 90,374 53,449

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. Borrowings
2013 2012

9,049,09 4,985,916
150,475 70,528
(37,049) 115,203}
9,162,522 5,041,241

Principal amount payable
Accrued interest expenses
Deferred fees

Total borrowings

Borrowings have the following contractual maturities:

2013 2012
2013 1,800,694
2014 3,705,934 1,766,250
2015 3,668,970 489,500
2016 1,824,667

Total borrowings 9,199,571 5,056, 444
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11. Charter capital

Charter capital of the Company is AZN 301,622 (2012: AZN 301,622).
Viator AS (Kingdom of Norway) owns 100% shares of the Company.

2013 2012
Nurmber of shares 100 100
Par value of a share 3,016.22 3.016.22
Total charter capital 301,622 301,622
42. Interest and Similar Income and Expense
B 2013 2012
Interest income on loans to custorners 3,729,095 3,145,965
Interest expense on borrowings 666,381 1417,110)
Net interest income 3,062,714 1,728,I855
13. Personnel Expenses
2013 2012
Wages and salaries 1,067,791 856,812
Allowances, incentives and other benefits 436,561 433,035
Compulsory social security obligations 116,409 273,074
Total personnel expenses 1,820,761 1,562,921
14. General and Administrative Expenses
_ 2013 2012
Bank fees 83,915 44,674
Professional services 81,390 52,430
Depreciation charge 72,716 114,254
Security expenses 61,847 29,920
Rent 34,396 27,665
Training 32,623 30,637
Transportation and vehicle costs 26,003 49,701
Office stationery 17,517 14,500
Business trip 13,695 3,955
Utilities 13,091 16,686
Institutional development 12,499 12,780
Repair and maintenance 6,083 16,502
Other general expenses 141,790 102,700
597,565 516,404

Total general and administrative expenses
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Notes to the Financial Stotements for the Year Ended 31 December 2013 (continued)
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15. Commission Income

2013 2012
Commission fees and risk fees 324,236 436,057
Application fees 5,638 22,078
Penalties 17,247 16,490
Total commission income 347,121 474,625

16. Risk Management

Risk management is fundamental to the Company’s business and is an essential element of the Company’s
operations. The main financial risks inherent to the Company’s operations are those related to credit,
liquidity and market movements in interest and foreign exchange rates. A summary description of the
Company’s risk management policies in relation to those risks follows.

Credit risk

The Company is exposed to credit risk, being that one party to a financial instrument will fail to discharge
an obligation and cause the other party to incur a financial loss. The Company structures the levels of
credit risk it undertakes by placing limits on the amount of risk accepted in relation to borrowers. Limits on
the level of credit risk by borrower is reviewed and approved by management. Actual exposure per
borrower against limits is monitored on new loans granted. Where appropriate, and in the case of most
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 credit risk in the following ways:
Aged portfalio-at risk ratio. 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 portfolio-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 gross loan portfolio (that is, before deducting the allowance for loan
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 occasionally reschedules loans, in the case of a customer suffering unusual loss.
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Viator Microcredit Azerbaijan LLC
Notes to the Financial Statements for the Year En

ded 31 December 2013 (continued)

in Azerbaijani manats, unless atherwise indicated

Geagraphical risk. The gepgraphical concentrat
31 December 2013 is set out below:

ion of the Company's assets and liabilities as at

Azerbaijan QECD Total
Assets
Cash and cash equivalents 1,349,011 1,349,011
Loans to customers 13,938,129 - 13,938,129
Property and equipment 587,056 - 587,056
Deferred tax assets 90,374 - 90,374
_Other assets 12,777 - ., LI
Tetal assets 15,977,347 - 15,977,347
Liabilities
Payables 122,871 122,871
Borrowings 1,000,000 8,162,522 9,162,522
_Total liabilities 1,122,871 8,162,522 9,285,393
Net balance sheet position 14,854,476 (8,162,522) 6,691,954

The geographical concentration of the Company’s assets and liabilities as at 31 December 2012 is set out

below:
Azerbaijan QECD Total
Assets
Cash and cash equivalents 306,696 - 306,696
Loans to customers 10,162,721 - 10,162,721
Property and equipment 676,185 - 676,185
Deferred tax asset 53,449 . 53,449
Other assets 5,194 . 8,194
Total assets 11,207,245 11,207,245
Liabilities
Payables 114,094 - 114,094
Borrowings 5,041.241 5,041,241
Total liabilities 114,094 5,041,241 5,155,335
Net balance sheet positian 11,093,151 (5,041 ,241) _6.051 .912_
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Currency risk. Currency risk is defined as the risk that the value of a financial instrument will fluctuate
due to changes in foreign exchange 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 table below summarises the Company’s exposure to foreign currency exchange rate risk as at 31

December 2013.

AZN UsD EUR Tatal
Assets
Cash and cash equivalents 488,690 860,318 3 1,349,011
Loans to customers 10,179,547 3,758,582 13,938,129
Property and equipment 587,056 587,056
Deferred tax assets 90,374 - - 90,374

_Other assets 12,777 = U LT
Tatal assets 11,358,444 4,618,900 3 15,977,347
Liabilities
Payables 122,871 - 122,871
Borrowings 2,697,326 6,079,875 385,321 9.162.522
Total liabilities 2,820,197 6,079,875 385,321 9,285,393
Net balance sheet position 8,538,247 (1,460,975} {385,318} 6,691,954
As at 31 December 2012 the Company had the following positions in currencies:

AZN UsD EUR Total
Assets
Cash and cash equivalents 181,967 124,725 4 306,696
Loans to customers 7,060,244 3,102,477 10,162,721
Property and equipment 676,185 676,185
Deferred tax assets 53,449 53,449
Other assets 8,194 - £,194
Total assets 7,980,039 3,227,202 4 11,207,245
Liabilities
Payables 114,094 114,094
Borrowings 1.151.021 3,511,121 379.099 5,041,241
Tatal liabilities 1,265,115 3,511,121 379,099 5,155,335
Net balance sheet position 6,714,924 (283,919) (379,095} 6,051,910
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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 is principally mitigated because the Company’s operaticns are financed almost exclusively by
grants which have been a stable source of finance and accerdingly nc material financial commitment exists.
As an additional tcol 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 Company monitors the expected maturity limits presented in the table below as at 31 December 2013:

On demand From 6 to
and less than  From 1 to 12 From1to5 Morethan
1 month & months months _years 5 yaars Total

Assets
Cash and cash equivalents 1,349,011 - . - 1,349,011
Loans to customers 86,031 1,741,856 7,193,221 4,917,021 : 13,938,129
Property and equipment = . - 115,056 472,000 587,056
Deferred tax asset - - 90,374 . 90,374
Other assets 12,777 - : 12,777
Total assets 1,447,819 1,741,85 7,193,211 5,122,451 472,000 15,977,347
Liabilities
Payables = 122,871 = - = 122,871
Borrowings 147,822 1,786,747 1,767,937 5,460,016 : 9,162,522
Total liabilities 147,822 1,909.618 1,767,937 5,460,016 - 9,185,393
Net quuidity-r. g_.ap
as at 31 December 2013 1,299,997 (1&7,761) 5,425,284 {337.565) 472,000 6,691,954
Cumulative gap
as at 31 December 2013 1,299,997 1,132,235 6,557,519 6,219,954 6,691,954

The table below shows the maturity analysis of undiscounted financial liabilities as at 31 December 2013:

On demand
and lessthan 1 From1to6é Frométo From1to5 Morethan
o month months 12 months years 5 years Total
Payables - 122,871 - . - 122,871
Barrowlngs 160,908 4,198,267 2,662,006 2,294,664 - 9,521,845
Total liabilities 160,908 4,321,138 2,868,006 2,294,664 - 9,644,716
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The table below shows the expected maturity analysis as at 31 December 2012:

On demand
and less than From 1to 6 From 6to 12’ From1to 5 More than
L 1 month months months YEars 5 years Total
Assets
Cash and cash equivalents 306,696 . - . . 306,696
Loans to customers 64,136 1,929,711 6,301,179 1,867,695 - 10,162,721
Property and equipment . - . 148,678 527,507 676,185
Deferred tax asset 2 . . 53,449 53,44%
Other assets 8,194 g : 2,194
Total assets 379,026 1,929,711 6,301,179 3,069,822 527,507 11,207,245
Liabilities
Payables . 114,094 . . 114,094
_Barrawings 125,249 2,347,037 B&E,872 1,700,083 . 5,041,241
Tatal liabilities 125,249 1,461,131 868,872 1,700,083 - 5,155,335
Net liquidity gap
as at 31 December 2012 253,777 (531,410) 5,432,307 369,739 527,507 6,051,910
Cumulative gap
as at 31 December 2012 253,777  (177.643) 5,154,664 5,524,403 6,051,910

The table below shows the maturity analysis of undiscounted financial liabilities as at 31 December 2012:

©On demand
and less than From 1to 6 From 6to 12 From1to 5 More than
1 month months months vears 5 years Total
Payables F14,0594 : 114,094
_ Borrowings 114,822 2,657,278 415,431 2,127,437 - 5,314,968
Total liabilities 114,822 2,771,372 415,431 2,127,437 - 5,429,062

In the opinion of the Company’s management, the matching and/or controlled mismatching of the
maturities and interest rates of assets and liabilities is fundamental for successful management of the
Company. It s unusual for 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 also increase the risk of losses. The maturities of assets and liabilities and the ability
to replace, at an acceptable cost, interest-bearing liabilities as they mature, are important factors in
assessing the liquidity of the Company and its exposure to changes in interest and exchange rates.

Interest rote risk Interest rate risk arises from the possibility 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
annual interest of 33-37%. The Company’s long-term liabilities bear fixed annual interest of 9%.
Consequently it does not consider itself exposed to significant interest rate risk or consequential cash flow

risk.
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The table below summarises the Company's exposure to interest

Included in the table are the Company’s financial assets and liabilitie

the earlier of contractual re-pricing or maturity dates.

rate risks as at 31 December 2013.
s at carrying amounts, categorised by

On demand Mon-
and less than From1toé Frométo From 1te5 interest
1 month months 12 months yoars bearing Total
Assets
Cash and cash equivalents 1,349,011 1,349,011
Loans to customers 86,031 1,741,856 7,193,221 4,917,021 13,938,129
Property and equipment 587,056 587,056
Deferred tax assets 90,374 90,374
Other assets 12,777 12,777
Total assets 86,031 1,741,856 7,193,221 4,917,021 2,039,218 15,977,347
Liahiiities
Payables = 3 122,871 122,871
_Borrawings 147,822 1,786,747 1,767,937 5,460,016 9,162,522
Total liabilities 147,822 1,786,747 1,767,937 5,460,016 122,871 9,285,393
Net interest rate gap )
as at 31 December 2013 (61,791) (44,891} 5,425,284  (547,995) 1,916,347 6,691,954
Cumulative interest rate gap
as at 31 December 2013 61,791)  (106,681) 5,318,602 4,775,607 6,691,954 -

The table below summarises the Company's exposure to interest rate risks as a

t 31 December 2012.

On demand Non:
and less than From 1to 6 Frométo From 1to3 interest
1 month months 12 months years bearing Total
Assets
Cash and cash equivalents > 306,696 306,696
Loans to customers 64,136 1,929,711 6,301,179 1,867,695 10,162,721
Property and equipment 676,185 676,185
Deferred tax assets 53,449 53,449
QOther assets 5,194 3.194
_Tatal assets: 64,136 1,929,711 6,301,179 1,867,695 1,044,524 11,207,245
Liabilities
Payables - 114,094 114,094
_ Borrowings 125,249 2,347,037 868 871 1,700,083 5,041,241
Total liabilities 125,149 2,347,037 868,872 1,700,083 114,094 5,155,335
Met interest rate gap .
as at 31 December 2012 {61,113) (417,326} 5,432,307 167,612 930,430 6,051,910
Cumulative interest rate gap
_asat 31 December 2012 (61,113)  (478,439) 4,953 B&B 5121,480 6,051,910
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The Company monitors financial instrument interest rates. The table below shows the interest rates on the
basis of reports that were analysed by the Cormpany's key managers as at 31 December 2013 and 2012:

2013 2012
o 3 AZN uUsD EUR AZN USD
Asséts
Loans to customers 28.8% to 34.8% 28.8% to 30% . 30% to 32% 30% to 37%
Liabilities
Borrowings 11% to 14% 8.5% to 10% o 11.57% 9% to 9.5%

The “-” sign in the table above means that the Company does nat have respective assets or liabilities in the
corresponding currency.

17. Capital Management

Currently no capital requirements have been established by the Central Bank of the Azerbaijan Republic for
non-bank credit organisation. Manzzement's focus in respect of the Comparny’s capital management has the
followlng objectives: ensuring the Company’s ability to pperate as a going concern and maintain balanges in
arder to comply with covenants imposed by lenders and investofs. This is exercisad daily in respect of the
projected and actual data and on the basls af monthly reports with the correspending calculatians that are
verified and signed by the Deputy Director and Chief Accountant of the Company.

18. Events After the Reporting Period

In May 2014 the Company took decision to Increase its charter capital by capitalising portion of its retained
earnings generated from grants receiver. The implementation af this decision |5 subject to registration of

this increase with thie Ministry of Taxes of Azerbaijan,

19. Contingent Liabilities

Legal issues. |n the ordinary course of business, the Campany is subject to legal actions and complaints.
Management believes that the ultimate l{ability arising from such actions or complaints will not have a
material adverse effect on the financial condition er the results of future operations of the Company and
accordingly no provision has been made as in the management's opinion the passibility af material losses s
low.

Tax legislation. As disclosed in Note Y ahove Azerbaijani tax legislation is subject 1o varying
interpretations and changes which can ocour frequently. Management's interpretation of such legistation as
applied to the transactions and activity of the Company may be challenged by the relevant regional - or
federal authorities. Recent events in Azerbaijan have shown that the tax-authorities may be taking a more
assertive position in their Interpretatioen of the legislation and assessments and it 15 possible that
transactions and activities that have not been challenged in the past may be challenged. As a result,
significant additional taxes, penalties and interest may be assessed. Fiscal perigds remain open Lo review
by the tax authorities in respect of taxes for three calendar years preceding the year of the review. Under
certain circurmstances reviews may cover longer periods.

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.

20. Fair Value of Financial Instruments

The fair value is defined as the amount at which the instrument could be exchanged in a current
transaction between knowledgeable willing parties on anm’s lerigth conditions, other than in a forced or
liquidation sale. Quoted financial instruments in active markets provide the best evidence of falr value. As
no readily available market exists for major part of the Company's financial instruments, the fair valus
shall be estimated based on current economic conditions and the specific risks attributable to the
Instrumient. The estimates presented herein are not necessarily Indicative of the amounls the Company
could realise in a market exchange from the sale of its full holdings of & particular instrument.

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 o
instruments:

f the financial
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Loans to customers. Loans to customers are reported net of impairment provisions, The estimated fair
value of loans to customers represents the discounted amount of estimated future cash flows expected to
be received. To determine fair value, expected cash flows are discounted at current market rates. The
management believes that the fair values of loans to customers as at 31 December 2013and 31 December
2012 do not materally differ from respective carrying amounts. This is primarily due to the existing
practice to renegotiate interest rates to reflect current market conditions: 5o, interest on mest balances is
accrued at rates approximating market interest rates.

Borrowings. The fair value of fixed interest bearing financial liabilities carried at amortised cost 5
determined by comparing the market interest rates at Initial recognition of these Instruments with current
market rates on similar 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

guotaticns.

The fair value of variable rate borrowings without market guotations 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 gquotations and are

attracted at floating interest rate.

71. Reconciliation of Categories of Financial Instruments with Measurement Categories

In accardance with |AS 39 “Financial Instruments: Recognition and Measurement " the Company classifies its
financial assets in the following categories: 1) loans and receivables; 2) financlal assets available for sale,

At the same time, in accordance with IFR5 7 “Financial Instruments: Disclosures” the Company discloses

different classes of financial instruments. As at 31 December 2013 and 2012 all financial assets of the
Company were classified as loans and receivables.

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

22. Related Party Transactions

For the purposes of these financial statements, parties are considered to be related if one party has the
ability to control or exercise significant influence over the other party in making financial or operational
decisions as defined by IAS 24 “Related Party Disclosures”. In considering each possible refated party
relationship, attention is directed to the economic substance of the relationship, rot merely the legal

form.

In the normal course of business the Company enters into transactions with its major shareholders,
directors, subsidiaries and other related parties. These transactions include settlements, issuance of loans,
deposit taking, guarantees, trade finance and foreign currency transactions. According to the Company's
policy the terms of related party transactions are equivalent te those that prevail in arm's length
transactions.

The outstanding balances at the year end and asset transactions with related parties for 2013 are as
follows:

: 2013 2012
Key management Key management
persannel Hormision Viator AS personnel
Balances
Payables 26,337 . 232,953
Transactions
Non-interest expense 188,096 - . 84,839
_Grant received - 183,328
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