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Independend Auditors’ Report

Tothe Board of Directors
YVistonFund AxerCredit LLC

Report an the Financinl Stalements

We  have andited 1he accompanving  financial statements of WisionFund  AzerCredit LLC
(the “Company™), which comprize the statement of Nnancial position a5 at 31 December 2009, and the
statement of comprehensive inceme, statement of changes in cquity and statement of cash flows for the
wear then ended, and a summary of significant accounting policies and other explunatory nates,

Mowagement s Responsibilioe for the Financial Stalements

Managernent is responsible [or the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards. This responsikility includes: designing.
implementing and maintzining internal contral relevant to the preparation and fair presentation of
finuncial statements that are free from material misstatements, whether due to fraud or error; selecting
and applving appropriate accounting policies: and making accounting cstimates fhat are reasonable in
the circumstances.

Awditors " Responasibility

Our responsibility is to express an opinion on these financial statements based on cur audil, We
ceiducted our audit in accordance with International Standards on Awditing, Those standards require
that we comply with relevant ethical requirements and plan and perform the audit to obtain reasonakble
assurance whether the financial statements are free of material misstaterment,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosuees i
the Financial stalements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstalement of the financial statements, whether due to fraud or
errer. In making those risk assessments, the auditer considers internal control relevant o the entite's
preparation and fair presentation of the financial statements in order o design andit procedures that arc
approprizte in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the eatity's internal contral. An audic also includes evaluating the appropriateness of accounting
principles used and the reasonableness of accounting estimates made by manmagement, as well as
evaluating the overall presentation of the financial statements.

W belicve that the audit evidence we have obtained is sufficient and appropriate to provide a hasis for
OLLF CPLrQn.

Choivdan

[n cur opinion, the linancial statements present Tairly, in all material respects, the financial position of
the Company as at 31 December 200%, and its inancial performance and its cash Mows o the vear then
ended in accordance with International Financial Reporting Standards,

Cafecr Adatier

The Onancial statements of the Company as at H.[l /f o the \*':ﬂlk_tj\i.'ied 31 December 2008 were audired
by ather auditers whose report dated 10 ’ﬁLPtH 2005 ﬁ"'.p[-t&-&ﬂd‘;_ﬂcn unmoditicd opinion on s
statements. G4
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1 Background

Organization and operations

WigionFund  AzerCredit LLC (the "“Company™) was established in 199 by Waorld Vision
International, & relict and development crganization, o provide sustainable lending services fo those
incividual entreprenswres whio ace nol able o access cradit facilities through the conventional banking
systerm, The Company helps in the development of the economy of Azerbaijan by providing credit 1o
viery small entreprencurs to grow their buginesses and improve their economic siuadion.

The Company was registered by the Ministry of Justice of the Azerbaijan Republic on 30 December
2002 and was re-registered on 27 Movember 2007 and renamed YisionFund AzerCredic LLC. The
legal address of the Company is 13, Kaverochkin Street, Baku, Azmerhaijan.

The Company is wholly-cwned by VistonFund International. The ultimate sharcholder of the
Company i3 World Vision Inlernational. The activities of the Company are closely linked with
requirernents of the ultimate sharcholder. Related pary transactions are detailed in note 17,

Azerbaijani business environment

Azerbaijan is experiencing political and economic change that has affected, and may continue 1o
alfect, the activities of cnterpriscs operating in this environment, Consequently, operations in
Azcrbaijan invelve risks that typically do nol exist in other markets. In addition, the contractions in
the capital and credit markets and its impact on the economy of Azerbaijan have further increased 1he
level of cconomic uncertainty in the envicorment. These financial statements reflect manzgement’s
asgessment of the impact of the Azerbaijani husiness environment on the operations and 1he Anancial

position of the Company. The fore business enviromment may  differ from management’s
AssesEMent.

2 Basis of preparation

Statentent of complianee

The accomparnyeing Onancial statements are preparced in accordance with [nternational Financial
Feporting Standards (“[FR5s™).

Basis of measurement

The financial statements are prepared on the histarical cost basis,

Functional and presentation currency

The national curcency of Acerbaijan is the Azerbaijani Manat (*AFN™), which is the Company's

functional currency and the currency in which these financial slatements are presented. All financial
information presented in AZN is rounded Lo the nearest thousand.
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L'se of estimates and judgments

Management makes a number of estimates and assumptions relating o the reporting of wssets,
liabilities, income and expenses 10 prepare these financial statements in conformity with [FRS,
Actial eesuliz could differ from those estimares.

In particular, information aboul signiticant areas of estimation uncertainty and critical judgments in
applving accounting policies is described in note 9 relating o loan impairment estimales,

3 Significant accounting policies

The fellowing significant accouniing policies are consistently applicd in the prepaeation of the
financial statements. Chunges in accounting policies described at the end af thiz note,

Furgign currency transactions

Tranzactions in forgign curréncies are translated to A¥M st cxchange rates ar the dates of the
transaclions. Monetary assets and liahilities dencminated in foreign currencies at the reporting date
are retranslated to the functional currency @l the sxchange rate at that date. The foreign curreney gain
of loss an manetary items is the difference between amortized cost in the finctional currency al the
baginning of the period, adjusted for effective interest and payments during the peried. and the
amoertized cost in forcign eurrency translated al the exchange rate at the end of the reporting period.
Non-maonetary assets and liabilities denominated in foreign currencies thar are measured a1 fair value
are retranslated to the functional corrency at the exchange rate ol the date that the fair value was
determined, Forzign currency differences arising in retranslation are recognized in profit or loss
Non-monetary ilems that are measured in terms of historical cost in a foreign correney are translsed
using the exchange rate 2t the date of the transaction,

Financial instruments
Classification

Loy and receivables are non-derivative financial assets with fixed or determinable paviments that
are nod guoted in an active market,

Cosfy v cash equiivalenis comprise cash balances and ¢all depozits with original maturities of three
months or less.

Eoany ownd hovrowings are recognized initially at fair value plus any directly attributable transaction
cosis. Subscquent to initial recognition these loans and borrowings liabilitics are measured at
arnortized cost using 1he effective Interest method.

Management determinegs the appropriate classification of financial instruments at the time of the
inifial recognition.

Recagnition
Financial assets and labilities are recognized in the statement of financial position when the

Company becomes a party to the contractual provisions of the instrument, All regular way purchases
of financial assets are accounted for at the settlement date.
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Measuremien!

A Dmancial asset or Labilivy s iaGally measured at itz fair value plus, ransaction costs that are
directly attributable to the acquisition or izsue of the financial asset or lability.

Subsequent to indtial recognition, financial assets sre measured al amortized cost using the effective
interest methad,

All financial lahilitiss ars measured sl amortized cost, Amortized cost is calenlated using the
effective interest method. Pramiums and discounts, including initial transaction costs, are incleded in
the carrying amount of the related instrument and amoedtized based on the effcctive interest rate of the
instrument. Where a valuation hased on obscrvable market date indicates a Guir value gain or loss on
initial recopnition of an aszet or liabiliny, the gain or loss is recognized immediately in profit or loss.
Whers an initial gain or loss is ool based enticely on observable market data, it is deferred and
recognized over the life of the asset or liability on an appropriste basis, or when prices become
observable, or on dizpozal of the asset or lability,

Fuir value measurement principles

The fair valee of finangial instruments is based on their quoted market price at the reparling dals
without any deduction for transaction ¢osts, Where a quoted market price is not available, fair value
i5 detcrmined using valuation technigques with a maximum use of macket inputs. Such valuation
rechnigues inelude reference to recent arm’s length market transactions, current market prices of
substantially sirnilar instroments, discounted cash Qow and eption priging models and  other
techniques commonly used by market participants to price the instrument.

Where discounted cash flow techniques are used, estimated Toture cash flows are based on
management’s best esrimares and the discount rate is a market related rate at the reporting date for an
mstrument with similar terms and conditions. Where pricing models are used, inputs are based on
mrearket related measures at the reporiing dats,

Cretines and losses on subsequent HEasREeHent

For Mnancial assets and lakilities carried at amortized cost, a gain o 1088 is reeognized in profit or
loss when the financial asset or lability s derscoenized or impaired, and theough the amorizaton
PrOCEss.

Derecognition

A financial asser is derecognized when the contractuzl rights to the cash flows trom the financial
assel expirg or when the Company transfers substantially all the risks and rewards of ownership of
the financial assct. Any rights or obligations created or cetoned o the transfer are recognized
separately as azsets or liahilitics, A financial liability is derecognized when it is extinguished.

The Company also dercengnizes certain assets when it writes off balances perlaining 1o the assers
deemad 1o be uncollectible,

Offxetiing
Financial assets and liabilities are offset and the nel amount ceported i the statement of financial

position when thers is a legally enforceable right o set off the recognized amounts and there is an
intention to settle onoa net basis, or realize the asset and seule the habilive sirmultaneowsly,

1o
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Property and cquipment
Chwned assers

ltems of property and equipment are stated at cost less aceumulated deprecistion and impairment
losses.

Where an item of property and equipment comprizes major companants having different usefil lives,
they are accounted for as separate lems of property and equipment.

Leased asses

Crperating leases and the leased assets are not recognized in the statement of Gnancial position.
Depreciafion

Depreciation is charged to profit or loss on o straight-ling bazgis over the estimated useful lives of the

individual assets, Depreciation commences on the date of acquisition. The estimated ugelul lives are
wy follows:

= Dl equipmen A 1 B ve3rs

- Computer squipm2nt 3 vy

- botor vehicles 3 yenrs
Impairment

Financial assers carvied qf amortized caxt

Financial assets carricd at amortized cost consist principally of loans and other receivables (loans and
receivables). The Company reviews its loans and receivables fo assess impairment on a regular
lrasiz. A loan or reccivable is impaired and impairment losses are incureed 1, and only if, there is
objective evidence of impairment as a result of one or more events that occurred after the initial
recagnition of the loan or reeelvable and that event {or eventz) has bad an impact on the estimated
furwre cash flows af the loan that can be reliahly estimated.

Objective evidence thal Onancial assets are dmpaired can inclede default or delinquency by a
barrawer, hreach of loan covenants or conditions, restructuring of a loan or advance an terms that the
Company would nol olberwise consider, indications that a horeower or issuer will enter bankruptey,
the disappearance of an active market for a security, deleneration in the value of collateral, ar other
oheervable data relating o a group of assets such as adverse changes in the puyment stalus of
horeowers in the group, or econamic conditions that comrelate with defaults in the group.

The Campany first assesses whether objective evidence of impairment exists individually for loans
and receivables that are individually significant, and individually or collectively for loans and
receivables that are not individoally significant. If the Company determines that no objective
syvidence of impairment exists [or an individeally assessed loan of reccivable, whether significant or
net, it incledes the loan in a group of loans and receivables with similar credit risk characteristics and
collectively assesses them for impairment. Loans and receivables that are individually assessed for
impairment and Cor which an impaicment 1oss is or eontinues o be recognized are not included in o
collective assessment of impairment.

11
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[t there is objective evidence that an impairment loss on a loan or receivable has been incurred, the
amount of the loss is measored as the differsnce betwesn the camrving amount of the loan or
receivable and the present value of estimated future cash flows including amouwnts recoverable from
guirantess and collateral discounted an the loan or receivable's original effective interest rTatc,
Contractuzl cash flows and historical loss experience adjusted on the bazis of relevant observable
data that reflect current sconomic conditions provide the bazis for estimating expected cash flows,

In some cases the observable data required to estimate the amount of impairment Loz on 2 loan or
receivable may be limited or no longer fully relevant o current circomstances, This may be the case
when a borrower is in financial difficulties and 1here is liltle available historical data relating to
similar horrowers, In such cases, the Company uses its cxperience and judgment 1o estimate the
amount of any impairment loss.

All impairment losses in respect of loans and receivables are recognized in profin or loss and are only
reversed if o subsequent increase in recoverable amount can be related objectively to an event
oceurring after the impairment [08s was recognized.

When a loan is uncollectable, it is written off against the related allowance for loan impairment, The
Company writes off a loan balance (and any related allowances for loan lasses) when management
determines that the loans are oneollectible and when all necessary steps to collect the loan are
completed.

Mo financial ossels

Chher non financial assets, other than deferred taxes, are assessed at each reporting date for any
indications of impairment. The recoverable amount of non financial assets is the greater of their Tair
value less costs to sell and value in use. In assessing value in use, the estimated future cash flows are
digcounted to their present value using a pre-tax discount rate that reflects current market assessments
of the time value of money and the risks specific to the asset. For an assct that does not generate cash
inflows largely independent of those from ather assets, the recoverable amount is determined for the
cash-generaling unit to which the asset belongs. An impaicment loss 15 recognized when the carrying
amaount of an azset or 115 cash-generating unit exceeds its recoverable aimount,

All impairment losses in respect of non financial assets are recognized in profit or loss and reversed
only if there has been o change in the estimates used o determing the recoverable amount, Any
impairmenl loss reversed is only reversed to the extent that the asset’s carrving amount does not
exceed the carrving amouwnt that would have been determined, net of depreciation or amartization, il
mo impairment lozs had been recognized.

Provisions

A provision is recognized in the statement of financial position when the Company has a legal or
consiructive obligilion as a result of a past event, and it is probable that an cutllow of economic
benefits will be required 1o setfle the obligation, 17 the effect is material, provisions are determined by
discounting the expected fulure cash flows at a pre-tax rate that reflects current markel assessments
of the mme value of money and, where appropriate, the risks specific 1o the liabilivy.

A provision for restrucluring is recognized when the Company has approved a detailed and formal
restructuring plan, and the restrocturing cither has commenced or has been anneunced publicly.
Fulure operating costs are not provided for.,
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Charter capital
Charter capital is classified as cquity.

DMividends in relation to charter capital are reflected as an appropeiation of retained carnings in the
perind when they are declared,

Taxation

Income tax comprises current and deferred tax, Income tax is recozanized in prolil or loss exeept 1o
the extent that it relates to ftems of ather comprehensive income or transactions with sharcholders
recopnized directly inoequity, inowhich case it is recognized within cther compeehensive insome ar
directly within equity,

Current fax expense is the expected tax pavable on the taxable income for 1he year, using tax rates
enacted or substantially enacted at the reporting date, and any adjustment to tax pavable in respect of
Previous Yeirs,

Drefimred tax is provided wsing the balance sheet liability methed, providing for temporary differences
between the carrving amounts of assels and liabilities for financial reporting purposes and the
amounts wsed for taxation purposcs. Temporary differences are nol provided for the initial
recognition of assets or liabilities that affect neither accounting nor taxable profit. The amount of
deferred tax provided is based on the expected manner of realization or settlement of the carrying
arnount of asscts and liabilitics, wsing tax rates cnacted or substantially enacted at the reporting date.

A deferred tax asset is recopnized only to the extent dthat it is probable that Tuture wxable profiz will
b available againgt which the temporary differences, unused tax losses and credits can be utilized.
Deferred tux assets are reduced to the extent that it s no longer probakle that (e related tax baeneti
will he realized.

Income and expense recognition

Intersst income and expense are recognixed inoprofil or loss using the effeciive interest methad,

Loan originaticn fees, loan servicing fees and other fees that are considered to be integral to the
overall profitability of a loan, together with the related dicect costs, are deferred and amerized w
interest income over the estimated life of the financial instrument vsing the affective nlerest method.
OMher fees, commissions and other income and expense items are recognized in profit or loss when
the corresponding servies is provided.

Changes in accounting policies and presentation

Starting feom 1 January 2009 the Company adopted the revised version of TAS 1 Presentation of
Finanelal Statements (eftective for annozl periods beginning on or afler 1 Janoacy 20095, As a resull
the ineame slalement 12 replaced by a statement of comprehensive income that also includes all non-
owner chanpees in equity. The balance shest is renamed fo the staternent of Tinancial position and the
cash flow statement 15 renamed to the statement of cash flows, According to the revized [AS 1, a
staternent of fnancial position at the begioning of the earlicst comparative period is presented
whenewer the entity restales comparatives due o reclassilications, changes in accounting, policies, or
COTFECLIONS of crroTs.
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As at | January 2008 the Company had monetary donations received that were classitied as donated
equity in the statement of changes in equity as at 31 December 2008, The Company derermined that
these donations should be included in profit or loss in the year received and thus part of retained
carnings. The Company determined that this reclassification was not material as it did not have a
material affect on tolal equity or profit or loss, Comparative amounts have been sestated and

adjustments were made to the sarliest period presented.

The effects of the restatement made to the fnancial statements are as follows:

As previously

reporicl Adjustment
AZNI0Y AcEM 000
1 January 2005
Cromated egquily 1,158 {0,148}
Betained eamings Ml LR
31 Dwecentber 20008
Dhemated eoquits 1,203 (1,205
Fedwined camings 1187 1,205

New standards and interpretations not yet adopted

Festuted

AZR000

1, 75K

2,34

A number of new standards, amendments o standards and interpretations are not yet effective as al
11 December 2009, and are not applied in preparing these financial statements. OF these
pronouncements, potentially the following will have an impact on the Company’s operations, The
Company plans 1o adopt these pronouncements when they become effective. The Company his nol
vel analyzed the likely impaet of these new slandards on its finuncial sfatements.

o Amendment to 1AS 39 Financial Instruments: Recognilion end Measuremern — Eligible Hedged
Tiemes (effoctive for annual periods beginning on or after 1 January 20010 clanfies how the
principles that determine whether a hedged nsk or porien of cazh flows is eligible for

desiznation should he applied in particular situations.

s Revised 1AS 24 Relared Parfy Discloswres (2009) introduces an exemption from the basic
disclosure requirements in relation to related party disclosures and oulstanding  halances,
including commitments, for government-related entitics. Additionally, the stundard has been
revised ro simplify some of the presentation guidance that was previously non-reciprocal. The
revised standard s to ke applied retrospectively for annual periods beginning on or iwfter |
Jarmaary 201 1. The Company has not yet determined the petential effect of the amedmant,

14
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o IFRS 9 Finoncial Dnsruments will be elfective for annual periods beginning on or afler
| January 2013, The new standard is to be issued in several phases and iz intended o replace
International Financial Reporting Standard 1A% 39 Fineeciol Iesieuments: Recogrition and
Magsaramens once the project is completed by the end of Z010. The [irsl phaze of [FRS U was
issued in Movember 2009 and relates 1o the recognition and measurement of financial assets, The
irnpact of these changes will be analyzed by fhe Company during the course of the project as
further phases of the standard are issued.

*  Warious fmprovereiis 1o IFRS: have been dealt with on o standard-by-standard basis, All
amendments, which result in acecunting changes for presentation, Tecognilicen of measurement
purpeses, will come into effect not earlier than 1 January 2010, The Company has not yet
analyzed the likely impact of the improvements on its financial position or performance.

4 Net interest income

{04 20k

AEN000 AR

Interest income - Lo@ins o cusiomsars L 3341

Interest expense - Loans and borrowings {1,422] TSy

Met Interest income 4,277 1,791
5 Fee and commission income

X005 2%

A NO00 A FMHHE

Commissions from loans o cuskners a1 34

Selerent & il

Oither Lz £

1,029 413







