
NORWEGIAN MICROCREDIT LLC
TABLE OF CONTENTS

Page

INDEPENDENT AUDITORS’ REPORT
3
FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2008:

Statement of Financial Position
4
Statement of Income
5
Statement of Changes in Equity
6
Statement of Cash Flows
7
Notes to the financial statements
8-22
INDEPENDENT AUDITOR’S REPORT

To the Shareholders and the Board of Directors of Norwegian Microcredit LLC:

Report on the Financial Statements

We have audited the accompanying financial statements of Norwegian Microcredit LLC (the “Company”), which comprise the Statement of Financial Position as at 31 December 2008, and the Statement of Income, Statement of Changes in Equity and Cash Flow statements 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. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.
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 (“ISA”). Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the 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.
Opinion 
In our opinion, the financial statements present fairly, in all material respects the financial position of Norwegian Microcredit LLC as at 31 December 2008, and its financial performance and cash flows for the year then ended in accordance with International Financial Reporting Standards.
Gəncə şəhəri Auditor Təşkilatı





N.H, Məmmədov 
Baku, Azerbaijan





             Director 
2 June, 2009
NORWEGIAN MICROCREDIT LLC

STATEMENT OF FINANCIAL POSITION
AS At 31 DECEMBER 2008
(in Azerbaijan manat)

	
	Notes
	31 December

2008
	
	31 December

2007

	
	
	
	
	

	ASSETS:
	
	
	
	

	Cash and cash equivalents
	3
	227,715
	
	46,605

	Net Loans to customers
	4
	11,151,171
	
	5,697,928

	Premises and equipment
	5
	250,937
	
	129,132

	Other Assets 
	-
	3,294
	
	8,154

	
	
	
	
	

	TOTAL ASSETS
	
	11,633,117
	
	5,881,819

	
	
	
	
	

	LIABILITIES AND EQUITY
	
	
	
	

	
	
	
	
	

	LIABILITIES:
	
	
	
	

	Long term borrowings
	6
	8,437,257
	
	3,927,465

	Other liabilities
	7
	239,049
	
	134,202

	
	
	
	
	

	Total liabilities
	
	8,676,306
	
	4,061,667

	
	
	
	
	

	EQUITY:
	
	
	
	

	Share capital
	8
	5,075
	
	5,075

	Accumulated grants
	
	875,035
	
	751,105

	Retained earnings/(Accumulated Loss) 
	
	2,076,701
	
	1,063,971

	
	
	
	
	

	Total equity
	
	2,956,812
	
	1,820,151

	
	
	
	
	

	TOTAL LIABILITIES AND EQUITY
	
	11,633,117
	
	5,881,819


On behalf of the Management Board:

	Chief Executive Officer
	
	Chief Accountant


2 June, 2009





      2 June, 2009
Baku, Azerbaijan
Baku, Azerbaijan

The notes on pages 7-22 form an integral part of these financial statements. The Independent Auditors’ Report is on pages 1-2.
NORWEGIAN MICROCREDIT LLC

STATEMENT OF INCOME 
FOR THE YEAR ENDED 31 DECEMBER 2008
(in Azerbaijan manat)
	
	Notes
	Year ended

31 December

2008
	
	Year ended

31 December

2007

	
	
	
	
	

	Interest income
	9
	2,908,386
	
	1,423,897

	Interest expense
	9
	-629,234
	
	-263,292

	
	
	
	
	

	Net interest income before provision for impairment losses on interest bearing assets
	
	2,279,152
	
	1,160,606

	
	
	            
	
	

	(Provision)/recovery of provision for impairment losses on interest bearing assets
	10
	-163,466
	
	-77,661

	
	
	
	
	

	Net interest income
	
	2,115,686
	
	1,082,945

	Net gain/(loss) on foreign exchange operations
	11
	19,160
	
	24,598

	Fee and commission income 
	12
	309,602
	
	157,199

	Other income
	13
	4,670 
	
	4,050

	
	
	
	
	

	Net non-interest income 
	
	333,431
	
	185,846

	
	
	
	
	

	Operating Income
	
	2,449,117
	
	1,268,791

	
	
	
	
	

	Operating Expenses
	14
	-1,110,052
	
	-542,065

	
	
	
	
	

	Profit/(LOSS) before income tax
	
	1,339,065
	
	726,726

	
	
	
	 
	

	Income tax expense (benefit)
	
	-326,335
	
	-159,880

	
	
	
	
	

	NET PROFIT/(LOSS)

	
	1,012,730
	
	566,846

	
	
	
	
	


On behalf of the Management Board:

	Chief Executive Officer
	
	Chief Accountant


2 June, 2009
2 June, 2009

Baku, Azerbaijan
Baku, Azerbaijan

The notes on pages 7-22 form an integral part of these financial statements. The Independent Auditors’ Report is on pages 1-2.
NORWEGIAN MICROCREDIT LLC

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2008
(in Azerbaijan manat)

	
	Note
	Share Capital
	
	Accumulated grants
	
	Retained Earnings
	
	Total Equity

	
	
	
	
	
	
	
	
	

	31-Dec-06
	
	5,075
	
	751,105
	
	497,125
	
	1,253,305

	
	
	
	
	
	
	
	
	

	Net profit/(loss)
	
	-
	
	-
	
	566,846
	
	566,846

	
	
	 
	
	 
	
	 
	
	 

	
	
	
	
	
	
	
	
	

	31-Dec-07
	
	5,075
	
	751,105
	
	1,063,971
	
	1,820,151

	
	
	 
	
	 
	
	 
	
	 

	
	
	
	
	
	
	
	
	

	Additional grant received
	
	-
	
	123,930
	
	-
	
	123,930

	Net profit/(loss)
	
	-
	
	-
	
	1,012,730
	
	1,012,730

	
	
	 
	
	 
	
	 
	
	 

	
	
	
	
	 
	
	 
	
	 

	31-Dec-08
	
	5,075
	
	875,035
	
	2,076,701
	
	1,070,367

	
	
	 
	
	 
	
	 
	
	 


On behalf of the Management Board:

	Chief Executive Officer
	
	Chief Accountant


2 June, 2009
2 June, 2009

Baku, Azerbaijan
Baku, Azerbaijan

The notes on pages 7-22 form an integral part of these financial statements. The Independent Auditors’ Report is on pages 1-2.
NORWEGIAN MICROCREDIT LLC

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2008
(in Azerbaijan manat)

	
	Year ended
	
	Year ended

	
	31-Dec-08
	
	31-Dec-07

	Cash flow from operations 
	
	
	

	Net Operational Income
	1,012,730
	
	566,846

	
	
	
	

	Adjustments to reconcile net income with funds provided from operations: 
	
	
	

	Future period revenues
	-
	
	-3,936

	Depreciation of fixed assets
	50,039
	
	28,915

	Write off loans
	-6,247
	
	-9,110

	Loan loss provision
	163,466
	
	77,661

	Increase in Profit tax, SPF and other current liabilities
	104,847
	
	45,306

	
	
	
	

	Total funds provided from operating activities
	1,324,834
	
	705,682

	
	
	
	

	Cash flows from investment activities
	
	
	

	  Net increase in loan portfolio
	-5,610,462
	
	-3,600,784

	   Purchase of fixed assets
	-171,844
	
	-80,578

	
	
	
	

	Total cash used in investment activities
	-5,782,305
	
	-3,681,362

	
	
	
	

	Cash flows from financing activities
	
	
	

	  Increase in short-term debt
	4,860
	
	-7,965

	  Increase in short-term borrowing
	844,417
	
	533,260

	  Increase in long-term borrowing
	3,665,375
	
	2,480,976

	  Increase in donations and grants 
	123,930
	
	-

	  Increase in retained Earnings
	
	
	-6,135

	
	
	
	

	Net cash flows from financing activities
	4,638,582
	
	3,000,137

	
	
	
	

	CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR
	46,605
	
	22,147

	
	
	
	

	CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR
	227,715
	
	46,605

	
	
	
	

	NET INCREASE IN CASH AND CASH EQUIVALENTS
	181,110
	
	24,458


On behalf of the Management Board:

	Chief Executive Officer
	
	Chief Accountant


2 June, 2009
2 June, 2009

Baku, Azerbaijan
Baku, Azerbaijan

The notes on pages 7-22 form an integral part of these financial statements. The Independent Auditors’ Report is on pages 1-2.
1. INTRODUCTION
Organization and its principal activity
These financial statements have been prepared in accordance with International Financial Reporting Standards for the period ended 31 December 2007 for Norwegian Microcredit LLC (the “Company”).

Norwegian Microcredit LLC (“Normicro” or the “Company”) was incorporated and is domiciled in the Republic of Azerbaijan in 2002 as non bank credit organization by 100% owner of Norwegian Refugees Council. Kolibri Kapital has taken 100% shares of Norwegian Refugees Council. Norwegian Microcredit LLC has operated under license issued by the National Bank of the Republic of Azerbaijan (“NBAR”) since 2006.

The organization operates 11 branch offices in Azerbaijan Republic, i.e. Baku, Khachmaz, Aghsu, Sumgayit, Beylagan, Saatli, Nizami, Devechi, Garadagh, Yasamal, Shirvan. Normicro’s primary source of revenue is derived from providing loans to refugees, internally displaced persons and other low-income groups of people.

Registered address and place of business. The Company’s registered address is:

4, J.Jabbarli street, apartment 27

Baku

The Republic of Azerbaijan

Operating Environment of the Company
Despite strong economic growth in recent years, the financial situation in the global financial and commodity market significantly deteriorated during 2008, particularly in the fourth quarter. Volatility in financial and commodity market, have been characterized by significant trading difficulties compounded by a reduction in liquidity. Although the primary market shock arose due to defaults on sub-prime mortgages in the United States, the effect has been felt globally due to widespread use of structured securities and leveraged funding. Entities with exposure to the financial market through debt, equity, derivative and leveraged finance activities may experience significant difficulty in financing their operations as a result of restricted credit facilities.

As the downturn in global economy, liquidity crunch and declining inflation started to evolve; the National Bank of Azerbaijan Republic has undertaken a number of measures in its monetary policy starting from October, 2008 to maintain the sources of liquidity at the relevant levels. 

Management is unable to reliably determine the effects on the Company's future financial position of any further deterioration in the liquidity of the financial markets and the increased volatility in the currency and equity markets. Management believes it is taking all the necessary measures to support the sustainability and growth of the Company’s business in the current circumstances.
2. BASIS OF PRESENTATION

Accounting basis

These financial statements of the Company have been prepared in accordance with International Financial Reporting Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”) and Interpretations issued by the International Financial Reporting Interpretations Committee (“IFRIC”). 

These financial statements are presented in Azerbaijani manats (“AZN”), unless otherwise indicated. These financial statements have been prepared under the historical cost convention, except for the measurement at fair value of certain financial instruments. The functional currency of the Company is also the Azerbaijani manat as the business activities are mainly conducted in the Republic of Azerbaijan. The Company maintains its accounting records in accordance with laws of the Republic of Azerbaijan. These financial statements have been prepared from the statutory accounting records and have been adjusted to conform with IFRS. These adjustments include certain reclassifications to reflect the economic substance of underlying transactions including reclassifications of certain assets and liabilities, income and expenses to appropriate financial statement captions.
Key assumptions

The preparation of financial statements in accordance with IFRS requires management to make estimates and assumptions that affect the reported amounts. Such estimates and assumptions are based on the information available to the Company’s management as of the date of the financial statements. Therefore, actual results could differ from those estimates and assumptions. Estimates that are particularly susceptible to change relate to the provisions for impairment losses and the fair value of financial instruments.

Loans to customers are measured at amortized cost less allowance for impairment losses. The estimation of allowances for impairments involves the exercise of significant judgment. The Company estimates allowances for impairment with the objective of maintaining balance sheet provisions at a level believed by management to be sufficient to absorb losses incurred in the Company’s loan portfolio. The calculation of provisions on impaired loans is based on the likelihood of the asset being written off and the estimated loss on such a write-off. These assessments are made using statistical techniques based on historic experience. These determinations are supplemented by the application of management judgment.

The Company considers accounting estimates related to provisions for loans key sources of estimation uncertainty because: (i) they are highly susceptible to change from period to period as the assumptions about future default rates and valuation of losses relating to impaired loans and advances are based on recent performance experience, and (ii) any significant difference between the Company’s estimated losses (as reflected in the provisions) and actual losses will require the Company to take provisions which, if significantly different, could have a material impact on its future statement of income and statement of financial position. The Company’s assumptions about estimated losses are based on past performance, past customer behavior, the credit quality of recent underwritten business and general economic conditions, which are not necessarily an indication of future losses.
A deferred tax liability is recognized for all taxable temporary differences to the extent that it is probable that taxable profit will be available against which the taxable temporary difference can be utilized. Estimation of probabilities are based on management estimation of future taxable profit and involves the exercise of significant management judgment from the Company. Taxation is discussed in Notes 16 and 18.
SIGNIFICANT ACCOUNTING POLICIES

Key recognition and measurement terms
The Company recognizes financial assets and liabilities on its statement of financial position when it becomes a party to the contractual obligation of the instrument. Regular way purchase and sale of the financial assets and liabilities are recognized using settlement date accounting. Regular way purchases of financial instruments that will be subsequently measured at fair value between trade date and settlement date are accounted for in the same way as for acquired instruments.

Financial assets and liabilities are initially recognized at fair value plus, in the case of a financial asset or financial liability not at fair value through profit or loss transaction costs that are directly attributable to acquisition or issue of the financial asset or financial liability. The accounting policies for subsequent re-measurement of these items are disclosed in the respective accounting policies set out below.
Cash and cash equivalents

Cash and cash equivalents include cash on hand and unrestricted balances with the commercial banks. The Company realizes the credit operations only in national currency of Azerbaijan Republic, (i.e. Azerbaijani mantas - AZN).
Loans to customers

Loans to customers are non-derivative assets with fixed or determinable payments that are not quoted in an active mark other than those classified in other categories of financial assets.

Loans granted by the Company are initially recognized at fair value plus related transaction costs. Where the fair value of consideration given does not equal the fair value of the loan, for example where the loan is issued at lower than market rates, the difference between the fair value of consideration given and the fair value of the loan is recognized as a loss on initial recognition of the loan and included in the statement of income according to nature of these losses. Subsequently, loans are carried at amortized cost using the effective interest method. Loans to customers are carried net of any allowance for impairment losses.

The Company realized loan operations on two models-group and individual. Group credits are divided into “Business”, “Livestock” and “Graduated” groups. Loans are given at different periods and different fixed rates. 

As seen above, the Company determines the rates of loans not yearly, but monthly. The reason is minimal loan sum and taking the loan for short period.

Allowance for impairment losses

The Company accounts for impairment losses of financial assets when there is objective evidence that a financial asset or group of financial assets is impaired.  Impairment losses are measured as the difference between carrying amounts and the present value of expected future cash flows, discounted at the financial asset’s original effective interest rate, for financial assets which are carried at amortized cost. 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 recognized, the previously recognized impairment loss is reversed. For financial assets carried at cost, the impairment losses are measured as the difference between the carrying amount of the financial asset and the present value of estimated future cash flows, discounted at the current market rate of return for a similar financial asset. Such impairment losses are not reversed.

The determination of impairment losses is based on an analysis of the risk assets and reflects the amount which, in the judgment of management, is adequate to provide for losses incurred. Provisions are made as a result of an individual appraisal of risk assets for financial assets that are individually significant, and an individual or collective assessment for financial assets that are not individually significant.

The change in impairment losses is charged to profit, and the total of impairment losses is deducted in arriving at assets as shown in the statement of financial position. Factors that the Company considers in determining whether it has objective evidence that an impairment loss has been incurred include information about the debtors’ or issuers’ liquidity, solvency and business and financial risk exposures, levels of and trends in delinquencies for similar financial assets, national and local economic trends and conditions, and the fair value of collateral and guarantees. These and other factors may, either individually or taken together, provide sufficient objective evidence that an impairment loss has been incurred in a financial asset or group of financial assets.

The Company accounts for impairment losses on financial assets at amortized cost using allowance account, for financial assets measured at cost through direct write off. 

It should be understood that estimates of losses involve an exercise of judgment. While it is possible that in particular periods the Company may sustain losses that are substantial relative to the allowance for impairment losses, it is the judgment of management that the allowance for impairment losses is adequate to absorb losses incurred on the risk assets.

Premises and equipment
Premises and equipment and intangible assets are carried at historical cost less accumulated depreciation and any recognized impairment loss, if any. Depreciation is charged on the carrying value of premises and equipment and intangible assets and is designed to write off assets over their useful economic lives. It is calculated on a straight line basis at the following annual prescribed rates:

Office and computer equipments

25%;

Furniture, fixtures and other equipments
20%;

Motor vehicles



25%

The carrying amounts of premises and equipment and intangible assets are reviewed at each balance sheet date to assess whether they are recorded in excess of their recoverable amounts, and where carrying values exceed this estimated recoverable amount, assets are written down to their recoverable amount.

Long term borrowings
Long term borrowings, are initially recognized at fair value. Subsequently, amounts due are stated at amortized cost and any difference between net proceeds and the redemption value is recognized in the income statement over the period of the borrowings using the effective interest method.

Share capital 

Contributions to share capital are recognized at cost. 
Grant
The company received Grants for the loan portfolio, and operating and administrative expenses. The purchase of premises and equipment are recorded in income statement after the net income from operations. Grant for periods beyond the current operating period are recorded under liabilities as differed grant revenue. During the useful work period these fixed assets will be decreased as depreciation amount and will be accounted as “other income” in profit/loss statement. 

Recognition of income and expense

Interest income and expense are recognized on a cash basis using the effective interest method. The effective interest method is a method of calculating the amortized 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 or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial liability.

Once a financial asset has been written down as a result of an impairment loss, interest income is thereafter recognized using the rate of interest used to discount the future cash flows for the purpose of measuring the impairment loss. Interests earned on assets at fair value are classified within interest income.

Loan origination fees are deferred, together with the related direct costs, and recognized as an adjustment to the effective interest rate of the loan. Where it is probable that a loan commitment will lead to a specific lending arrangement, the loan commitment fees are deferred, together with the related direct costs, and recognized as an adjustment to the effective interest rate of the resulting loan. Where it is unlikely that a loan commitment will lead to a specific lending arrangement, the loan commitment fees are recognized in the consolidated income statement over the remaining period of the loan commitment. Where a loan commitment expires without resulting in a loan, the loan commitment fee is recognized in the consolidated income statement on expiry. Loan servicing fees are recognized as revenue as the services are provided. 
Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into AZN at the appropriate spot rates of exchange ruling at the balance sheet date. Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the transaction. Profits and losses arising from these translations are included in net gain on foreign exchange operations.

Rates of exchange

The exchange rates at the year-end used by the Company in the preparation of the financial statements are as follows:

	
	31 December 2008
	
	31 December 2007

	
	
	
	

	AZN/1 US Dollar
	0.8010
	
	0.8453


Offset of financial assets and liabilities

Financial assets and liabilities are offset and reported net on the statement of financial position when the Company has a legally enforceable right to set off the recognized amounts and the Company intends either to settle on a net basis or to realize the asset and settle the liability simultaneously. In accounting for a transfer of a financial asset that does not qualify for de-recognition, the Company does not offset the transferred asset and the associated liability.

Adoption of new standards
For the preparation of these financial statements the following new standards and interpretations became mandatorily applicable and were not early adopted last year:

· IAS 39: Financial Instruments: Recognition and Measurement and IFRS 7 Financial Instruments: Disclosures “Reclassification of Financial Assets (as revised in 2008) (This amendment is effective 1 July 2008. It permits an entity to reclassify non-derivative financial assets (other than those designated at fair value through profit or loss by the entity upon initial recognition) out of the fair value through profit or loss category in particular circumstances. Moreover, this amendment also permits an entity to transfer from the available-for-sale category to the loans and receivables category a financial asset that would have met the definition of loans and receivables (if the financial asset had not been designated as available for sale), if the entity has the intention and ability to hold that financial asset for the foreseeable future. An entity shall apply those amendments from 1 July 2008)
· IFRIC 11: IFRS 2 - Group and Treasury Share Transactions (issued in 2006) (This interpretation is mandatory for annual periods beginning on or after 1 March 2007. The Group accounts for share-based payment transactions. The first-time application of this interpretation did not modify significantly how share-based payment transactions are reported)
· FRIC 12: Service Concession Arrangements (issued in 2006) (This interpretation is mandatory for annual periods beginning on or after 1 January 2008. Topics covered  by this interpretation are not relevant for the preparation of this set of IFRS financial statements)
· IFRIC 14: IAS 19: The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction (issued in 2007) (This interpretation is mandatory for annual periods beginning on or after 1 January 2008. This interpretation addresses (a) when refunds or reductions in future contributions should be regarded as available, (b) how a minimum funding requirement might affect the availability of reductions in future contributions and (c) when a minimum funding requirement might give rise to a liability. This interpretation does not affect the measurement of the pension schemes of the Company)

For the avoidance of doubt, the following standards and interpretations, which were issued by IASB and IFRIC before 31 December 2008 and are not yet in effect, have not been adopted early:

· IFRS 8: Operating Segments (issued in 2007) (This standard is mandatory for annual periods beginning on or after 1 January 2009. This standard replaces IAS 14 - Segment Reporting and will affect how segment information will be presented and disclosed in annual and interim financial statements. According to IFRS 8, segmental information presented in the financial statements that will be issued during 2009 is consistent with information that is provided and utilised by the management of the Company. It will not affect the measurement attributes of assets and liabilities)
· IAS 1: Presentation of Financial Statements (as revised in 2007) (This standard is mandatory for annual periods beginning on or after 1 January 2009. In substance these amendments to IAS 1 will modify how reporting income and changes in shareholder’s equity will be presented. These amendments to IAS 1 will not affect the measurement attributes of assets and liabilities)
· IAS 23: Borrowing Costs (as revised in 2007) (This standard is mandatory for annual periods beginning on or after 1 January 2009. In substance these amendments to IAS 23 remove the option of immediate recognition of borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset as an expense. The current version of IAS allows IFRS preparers to either expense or capitalise such borrowing costs. Currently, the accounting policy selected by the Company is to capitalise such borrowing costs. As a result, the Company does not foresee that the application of these amendments will result in a significant impact on figures and  disclosures on the reporting period they will be adopted)
· IAS 27: Consolidated and separate financial statements, (as revised in 2008) (This amendment is mandatory for annual periods beginning on or after 1 July 2009 and is part of the so called Business Combinations Phase II. The modifications introduced relate primarily to the accounting for minority interests, which have been renamed “non-controlling interests”)
· IAS 32: Financial instruments: Presentation and IAS 1: Presentation of financial statements (as revised in 2008) (These amendments are mandatory for annual periods beginning on or after 1 January 2009 and they deal with puttable financial instruments and obligations arising on liquidation. The amendment addresses the classification of some puttable financial instruments, and other instruments, or components of  instruments, that impose on the entity an obligation to deliver to another party a pro rata share of the net  assets of the entity only on liquidation)
· IAS 39 Financial Instruments: Recognition and Measurement (as revised in 2008) (This amendment is mandatory for annual periods beginning on or after 1 July 2009. It relates to Eligible  Hedged Items, and clarifies how the principles that determine whether a hedged risk or portion of cash flows is eligible for designation should be applied in particular situations)
· IFRS 1: First time adoption of IFRS and IAS 27: Consolidated and separate financial statements (as revised in 2008) (This amendment is mandatory for annual periods beginning on or after 1 January 2009. This amendment permits first-time adopters of IFRS to resolve some practical difficulties on transition to IFRS and relates  to the accounting for investments in subsidiaries, jointly controlled entities and associates either at cost or in accordance with IAS 39 in their separate financial statements)
· IFRS 2: Share-based payment (as revised in 2008) (This standard is mandatory for annual periods beginning on or after 1 January 2009 and provides some clarifications with regard to vesting conditions and cancellations)
· IFRS 3: Business combinations (as revised in 2008) (This amendment is mandatory for annual periods beginning on or after 1 July 2009 and is part of the so-called Business Combinations Phase II. This project has introduced significant modifications on how business combinations will be accounted for. Amongst others, a major change relates to the introduction of the “Full-Goodwill approach” which will allows entities to recognise the entire value of the goodwill regardless of the percentage of ownership)
· IASB’s annual improvements project (revisions to various standards issued in 2008)           (The effective date varies depending on the amendment, but in any case is not before 1 January 2009. The annual improvements project provides a vehicle for making non-urgent but necessary amendments to IFRS and involves various IFRS. These amendments are divided in two macro categories: 1) amendments that result in accounting changes for presentation, recognition or measurement purposes and 2)  amendments to terminology or editorial changes only, which should have no or minimal effect on accounting. Standards affected included in category 1 are the following: IFRS 5 Non-current Assets Held for Sale and  Discontinued Operations, IAS 1 Presentation of Financial Statements, IAS 16 Property, Plant and Equipment, IAS 19 Employee Benefits, IAS 20 Accounting for Government Grants and Disclosure of Government Assistance, IAS 23 Borrowing Costs, IAS 27 Consolidated and Separate Financial Statements, IAS 28 Investments in Associates and IAS 31 Interests in Joint Ventures, IAS 29 Financial Reporting in Hyperinflationary Economies, IAS 36 Impairment of Assets, IAS 38 Intangible Assets, IAS 39 Financial           Instruments: Recognition and Measurement, IAS 40 Investment Property, IAS 41 Agriculture.           Standards affected included in category 2 are the following IFRS 7 Financial Instruments: Disclosures, IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors, IAS 10 Events after the Reporting Period, IAS 18 Revenue, IAS 20 Accounting for Government Grants and Disclosure of Government Assistance,  IAS 29 Financial Reporting in Hyperinflationary Economies, IAS 34 Interim Financial Reporting, IAS 40  Investment Property, IAS 41 Agriculture)
· IFRIC 13: Customer Loyalty Programmes (issued in 2007) (This interpretation is mandatory for annual periods beginning on or after 1 July 2008. Topics covered by this interpretation are not relevant for the preparation of this set of IFRS financial statements)
· IFRIC 15: Agreements for construction of real estates (issued in 2008) (This interpretation is mandatory for annual periods beginning on or after 1 January 2009 and applies to the accounting for revenue and associated expenses by entities that undertake the construction of real estate directly or through subcontractors.) 
· IFRIC 16 Hedges of a Net Investment in a Foreign Operation (issued in 2008) (This interpretation is mandatory for annual periods beginning on or after 1 October 2008 and applies to entities that hedge the foreign currency risk arising from its net investments in foreign operations and wish to qualify for hedge accounting in accordance with IAS 39. In particular, this Interpretation refers to such an entity as a parent entity and to the financial statements in which the net assets of foreign operations are included as consolidated financial statements) 
Regardless of when the application of the standards and interpretations above will be mandatory, the Company is planning to adopt all of them in the financial statements for the year ended 31 December 2009, if they are then relevant to the Company. 

The Company has assessed the potential impact of all new standards, amendments and interpretations that will be effective in the next periods and expects that they will not have a significant impact on transactions that are in place at 31 December 2008.
3. CASH AND Cash equivalents
	
	31 December 2008
	
	31 December 2007


	
	
	
	

	Cash in hand
	128,905
	
	24,394

	Balances with the banks
	98,810
	
	22,211

	
	 
	
	 

	Total cash and cash equivalents
	227,715
	
	46,605


4. NET LOANS TO CUSTOMERS

Loans to customers comprise:

	
	31 December 2008
	
	31 December 2007 

	
	
	
	

	Loans to customers
	11,414,986
	
	5,804,524

	
	 
	
	 

	Less allowance for impairment losses
	(263,815)
	
	(106,597)

	
	
	
	

	Net loans to customers
	11,151,171
	
	5,697,928


Movements in allowances for impairment losses for the years ended 31 December 2008 and 2007 are disclosed in Note 11.
	
	31 December 2008
	
	31 December 2007 

	
	
	
	

	Analysis by sector:
	
	
	

	Trade
	5,519,365
	
	2,534,155

	Service
	2,532,770
	
	838,774

	Production
	130,212
	
	74,674

	Animal breeding
	1,191,912
	
	740,492

	Agriculture
	151,676
	
	112,323

	Consumer
	1,775,187
	
	1,456,741

	Employee
	113,865
	
	47,366

	Less allowance for impairment losses
	(263,815)
	
	(106,597)

	Net loans to customers
	11,151,171
	
	5,697,928


	
	31 December 2008
	
	31 December 2007 

	
	
	
	

	Analysis by region:
	
	
	

	Baku
	2,084,077
	
	1,996,819

	Beylagan
	1,446,937
	
	909,941

	Khachmaz
	957,499
	
	1,172,197

	Aghsu
	976,702
	
	742,645

	Sumgayit
	839,479
	
	722,045

	Saatli
	710,603
	
	260,878

	Nizami
	1,950,081
	
	

	Devechi
	554,314
	
	

	Garadagh
	903,168
	
	

	Yasamal
	726,302
	
	

	Shirvan
	265,824
	
	

	Less allowance for impairment losses
	(263,815)
	
	(106,597)

	Net loans to customers
	11,151,171
	
	5,697,928


	Maturty
	31 December 2008
	
	31 December 2007 

	1-4 months
	1,473
	
	634

	4-8 months
	143,248
	
	45,156

	8-14 months
	7,134,202
	
	3,704,965

	>14 months
	4,136,063
	
	2,053,770

	
	
	
	

	Less allowance for impairment losses
	(263,815)
	
	(106,597)

	Net loans to customers
	11,151,171
	
	5,697,928

	
	
	
	


5. PREMISES and equipment
Premises and equipment comprise:

	
	Office Equipments
	
	Computer  equipment
	
	Motor Vehicles
	Total

	
	 
	
	 
	
	 
	 

	31-Dec-07
	15,931
	
	59,280
	
	146,161
	221,371

	
	
	
	
	
	
	

	Additions
	20,444
	
	31,535
	
	124,141
	176,120

	Disposal 
	-54
	
	-2,985
	
	-5,140
	-8,179

	
	
	
	
	
	
	

	31-Dec-08
	36,321
	
	87,830
	
	265,162
	389,313

	
	
	
	
	
	
	

	Accumulated depreciation
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	 
	
	 
	
	 
	 

	31-Dec-07
	-6,046
	
	-28,871
	
	-58,127
	-93,044

	
	
	
	
	
	
	

	Charge for the year
	-3,334
	
	-13,004
	
	-33,935
	-50,272

	Disposal
	54
	
	2,985
	
	1,178
	4,217

	
	
	
	
	
	
	

	31-Dec-08
	-9,326
	
	-38,890
	
	-90,884
	-139,099

	Net book value
	
	
	
	
	
	

	
	
	
	
	
	
	

	31-Dec-08
	26,995
	
	48,941
	
	174,278
	250,213

	
	
	
	
	
	
	

	31-Dec-07
	9,885
	
	30,409
	
	88,033
	128,328


6. Long term BORROWINGS
	No
	Institution name
	Currency
	Amount
	Rate
	End date
	Balance as at December 31, 2008
	Balance as at December 31, 2007

	1
	SFDİ
	AZN
	136,860
	NBA rate
	3/Sep/15
	136,860
	153,110

	2
	Kolibri Kapital
	USD
	850,000
	11%
	20/Aug/11
	680,850
	887,670

	3
	Microcredit Enterprizes
	USD
	500,000
	10%
	30/Nov/09
	200,250
	

	5
	DeutscheBank
	USD
	250,000
	11%
	03.May.10
	200,250
	

	6
	DeutscheBank
	USD
	250,000
	10.25%
	01.Nov.10
	200,250
	

	7
	KIVA
	USD
	573,496
	0%
	
	90,147
	477,295

	8
	DWM
	USD
	750,000
	10.50%
	24/May/11
	600,750
	

	9
	Kolibri Kapital
	USD
	200,000
	9.25%
	15/Dec/11
	160,200
	

	10
	DeutscheBank
	USD
	500,000
	9.80%
	01.Nov.10
	400,500
	845,400

	11
	Cyrano
	USD
	700,000
	9.50%
	6/Dec/10
	560,700
	169,080

	12
	DWM
	USD
	1,000,000
	10.00%
	15/Feb/11
	801,000
	634,050

	13
	Microcredit Enterprizes
	USD
	500,000
	10.00%
	28/Feb/11
	400,500
	422,700

	14
	Microvest
	USD
	750,000
	10.75%
	15/Nov/09
	600,750
	

	15
	EBRD
	USD
	1,000,000
	LIBOR+5%
	22.Mar.11
	801,000
	

	16
	Oikocredit
	USD
	750,000
	10.00%
	30 dec.11
	600,750
	

	17
	Blue Orchard
	USD
	750,000
	LIBOR+6%
	02.sep.2011
	600,750
	338,160

	17
	Blue Orchard
	USD
	750,000
	LIBOR+6%
	05.oct.2011
	600,750
	

	18
	Planet MFI
	USD
	1,000,000
	10.50%
	03.sep.2010
	801,000
	

	
	Total 
	
	
	
	
	8,437,257
	3,927,465


7. OTHER LIABILITIES

Other liabilities comprise:

	
	31 December 2008
	
	31 December 2007

	
	
	
	

	Profit tax payable
	162,813
	
	59,368

	Payables to State Social Protection Fund 
	73,575
	
	74,834

	Payables to Employees
	2,661
	
	-

	
	
	
	

	Total other liabilities
	239,049
	
	134,202


8. SHARE CAPITAL 

According to confirmed instructions, the share capital of the company was determined as 5,075 AZN. 
Share capital contribution made in the form of cash is registered at fair value at the date of contribution.

9. NET INTEREST INCOME

	
	Year ended 
31 December 2008
	
	Year ended 
31 December 2007

	
	
	
	

	Interest income comprises:
	
	
	

	Interest income on assets recorded at amortized cost:
	
	
	

	- interest income on unimpaired assets
	2,908,386
	
	1,423,897

	
	
	
	

	Total interest income
	2,908,386
	
	1,423,897

	
	
	
	

	Interest income on assets recorded at amortized cost comprises:
	
	
	

	Interest on loans to customers
	2,908,386
	
	1,423,897

	
	
	
	

	Total interest income on financial assets recorded at amortized cost
	2,908,386
	
	1,423,897

	
	
	
	

	Interest expense comprises:
	
	
	

	Interest on liabilities recorded at amortized cost
	(629,234)
	
	(263,292)

	
	
	
	

	Total interest expense
	(629,234)
	
	(263,292)

	
	
	
	

	Interest expense on liabilities recorded at amortized cost comprise:
	
	
	

	Interest Expense from the borrowed funds
	(629,234)
	
	(263,292)

	Total interest expense on financial assets recorded at amortized cost
	(629,234)
	
	(263,292)

	
	
	
	

	Net interest income before (provision)/recovery of provision for impairment losses on interest bearing assets
	2,279,152
	
	1,160,606


10. ALLOWANCE FOR IMPAIRMENT LOSSES

The movements in allowance for impairment losses on interest earning assets were as follows:

	
	Loans to customers

	
	

	
	

	31 December 2007 
	106,597



	
	

	Write off of loans 
	-6,247

	Provision for loan impairment
	163,466


	
	

	31 December 2008
	263,815




11. NET GAIN/(loss) ON FOREIGN EXCHANGE OPERATIONS

Net gain/(loss) on foreign exchange operations comprises:

	
	Year ended

31 December

2008
	
	Year ended

31 December 2007



	
	
	
	

	Net gain and loss on foreign exchange operations
	19,160
	
	24,598

	
	
	
	

	Total net gain/(loss) on foreign exchange operations
	19,160
	
	24,598


12. FEE AND COMMISSION INCOME 
Fee and commission income comprise:

	
	Year ended

31 December

2008
	
	Year ended

31 December 2007



	
	
	
	

	Fee and commission income :
	
	
	

	Application fee
	26,073
	
	17,353

	Service Fee
	180,329
	
	95,876

	Credit Risk Fee
	82,827
	
	40,957

	Penalties
	20,373
	
	3,013

	
	
	
	

	Total fee and commission income 
	                                                              309,602
	
	157,199


13. OTHER INCOME
Other income comprises:

	
	Year ended

31 December

2008
	
	Year ended

31 December 2007



	
	
	
	

	Other income:
	
	
	

	Income from sale of Fixed Assets and other operations 
	4,670
	
	4,050

	
	
	
	

	Total other income
	4,670
	
	4,050


14. OPERATING EXPENSES

Operating expenses comprise of the following items:

	
	Year ended

31 December 2008
	
	Year ended

31 December 2007



	Staff Costs 
	710,536
	
	353,637

	Depreciation 
	51,242
	
	28,915

	Rent Expenses
	85,122
	
	34,090

	Minor Equipments
	449
	
	562

	Office Costs
	21,335
	
	9,658

	Communal Expenses
	7,889
	
	3,203

	Telеphone, Internet
	34,084
	
	19,621

	AMFA membership fee
	1,500
	
	1,635

	Fuel
	34,822
	
	20,732

	Insurance Cars
	4,807
	
	3,843

	Transport expenses
	13,964
	
	7,978

	Auditor Expenses
	12,836
	
	13,053

	Business Trips
	8,842
	
	1,592

	Bank Fees
	44,004
	
	22,188

	Trainings
	8,946
	
	7,403

	Insurance of employees
	13,974
	
	1,301

	Other Unexpected Expenses
	55,701
	
	12,653

	
	
	
	

	Total operating expenses
	1,110,052
	
	542,065


15. COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company is a party to financial instruments with off-balance sheet risk in order to meet the needs of its customers. These instruments, involving varying degrees of credit risk, are not reflected in the statement of financial position. The Company’s maximum exposure to credit loss under contingent liabilities and commitments to extend credit, in the event of non-performance by the other party where all counterclaims, collateral or security prove valueless, is represented by the contractual amounts of those instruments.

Taxation 
Provisions of the Azerbaijani tax legislation are sometimes inconsistent and may have more than one interpretation, which allows the Azerbaijani tax authorities to take decisions based on their own arbitrary interpretation of these provisions.  In practice, the Azerbaijani tax authorities often interpret the tax legislation not in favor of the taxpayers, who have to resort to court proceeding to defend their position against the tax authorities. It should be noted that the Azerbaijani tax authorities can use the clarifications issued by the judicial bodies that have introduced the concept of “unjustified tax benefit”, “primary commercial goal of transaction” and the criteria of “commercial purpose (substance) of transaction”.

Such uncertainty could, in particular, be attributed to tax treatment of financial instruments/derivatives and determination of market price of transactions for transfer pricing purposes. It could also lead to temporary taxable differences occurred due to loan impairment provisions and income tax liabilities being treated by the tax authorities as understatement of the tax base. The management of the Company is confident that applicable taxes have all been accrued and, consequently, creation of respective provisions is not required.

Generally, taxpayers are subject to tax audits with respect to three calendar years preceding the year of the audit. However, completed audits do not exclude the possibility of subsequent additional tax audits performed by upper-level tax inspectorates reviewing the results of tax audits of their subordinate tax inspectorates. Also according to the clarification of the Azerbaijan Constitutional Court the statute of limitation for tax liabilities may be extended beyond the three year term set forth in the tax legislation, if a court determines that the taxpayers has obstructed or hindered a tax inspection.   
Since the year 2005 Norwegian Microcredit LLC is exempt of social contributions on salaries paid to employees in accordance with the Letter # 03/03-482 dated 04.04.05 of the State Social Protection Fund of the Azerbaijan Republic. Employees of the Company are liable for both personal income tax and social contributions on their income.

The balances are a result of non-payment of social contributions for several years due to absence of clear legislation with regards to social liabilities of the Organization. 

16. FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instruments are made in accordance with the requirements of IAS 32 “Financial Instruments: Disclosure and Presentation” and IAS 39 “Financial Instruments: Recognition and Measurement”. Fair value is defined as the amount at which the instrument could be exchanged in a current transaction between knowledgeable willing parties in an arm’s length transaction, other than in forced or liquidation sale. The estimates presented herein are not necessarily indicative of the amounts the Company could realize in a market exchange from the sale of its full holdings of a particular instrument.

The fair value of financial assets and liabilities compared with the corresponding carrying amount in the balance sheet of the Company is presented below:

	
	31 December 2008
	
	31 December 2007

	
	Carrying value
	
	Fair value
	
	Carrying value
	
	Fair value

	
	
	
	
	
	
	
	

	Cash and cash equivalents
	227,715
	
	227,715
	
	46,605
	
	46,605

	Net loans to customers
	11,151,171
	
	11,151,171
	
	5,697,928
	
	5,697,928

	
	
	
	
	
	
	
	

	Long term borrowings
	8,437,257
	
	8,437,257
	
	3,927,465
	
	3,927,465
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