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BAKER TILLY
WB REVIZIJA

Baker Tilly WB revizija d.o.o.
Bulevar despota Stefana 12
11000 Beograd, Srbija

Tel: +381 11 3210 500

Fax: +381 11 32 10 555

E-mail: office@bakertillywb.com

INDEPENDENT AUDITORS’ REPORT

To the General Manager of Micro Development LLC Belgrade

We have audited the accompanying financial statements of Micro Development LLC Belgrade
(hereinafter: “the Company”), which comprise the balance sheet as at 31 December 2010, and the
related income statement for the year then ended, and a summary of significant accounting policies and
other explanatory notes.

Management’s Responsibilities for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Disclosure Guidelines for Financial Reporting by Microfinance Institutions issued by the
microfinance centre of the World Bank Group - Consultative Group to Assist the Poorest (hereinafter:
“CGAP”) 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.

Auditors’ 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 and the instructions
contained in a Handbook for External Audits of Microfinance Institutions issued by the CGAP. 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 reasonableness of accounting estimates made by the 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.
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To the General Manager of Micro Development LLC Belgrade (continued)
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the

Company as at 31 December 2010, and its financial performance for the year then ended, in accordance
with Disclosure Guidelines for Financial Reporting by Microfinance Institutions issued by CGAP.

Ph{f@t[m’ W3 Vwifja d.0.0.

Baker Tilly revizija d.o.
Belgrade
20 April 2011

WB REVIZIIA
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NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

1. GENERAL INFORMATION

Micro Development LLC Belgrade (“the Company”) is established on 13 October 2009.

The Company is organized as a limited liability company and is registered with the Agency for
Business Registers by the resolution number BD 156992/2009.

Principal activity of the Company is provision of micro loans.

Headquarters of the Company are situated in Belgrade, Svetozara Markovica Street 17. The
Company also has two regional offices: Ni§ and Uzice.

The Company’s Director is Ms. Milena Gojkovi¢. Management of the Company consists of
Director, Finance Manager, Operating Manager and two Branch Managers.

Registration number of the Company is 20577118, and its tax identification number is
106319909.

The financial statements as of and for the year ended 31 December 2010 were authorised for
issue by the management of the Company in April 2011.

2. MICRO LOAN PROGRAM OF THE COMPANY
Mission and vision

The mission of the Company relates to providing of financial and none-financial services to
entrepreneurs and other beneficiaries in order to improve socio-economic aspects of standard
for economically active or poor population in Serbia, in accordance with sustainability principle.

The vision of the Company is to see the future in Serbia where financial and none-financial
services are continuously accessible to entrepreneurs and other beneficiaries and contribute to
the stable life in wellbeing and dignity.

The Company through its micro loan program offers financial support to economically active and
poor entrepreneurs to improve their economic and living conditions in central and south Serbia.

Principal characteristics of the micro loan program

In 2010, the Company continued its micro loan program implementation through the guarantee
deposit system, based on contract with Privredna banka a.d. Belgrade (“the Bank”). The Bank
concludes the contract with each client and issues the micro loan according to recommendations
by the Company, whereas the Company provides a guarantee deposit for each loan plus 5.3% to
cover obligatory reserve. The loans are disbursed and repaid in local currency - RSD.

The Company provides information about the loans along with all necessary documentation to
the potential clients, visits their businesses, and makes the selection according to the previous
knowledge, experience and good practice. The Company sends clients’ lists to the Bank defining
loan product and loan conditions. The Company tracks and monitors repayments and takes risk
of default payments.
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NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

2. MICRO LOAN PROGRAM OF THE COMPANY (CONTINUED)
Principal characteristics of the micro loan program (continued)

Micro-loan resources originate from the initial donors of micro-loans: UNHCR, DANIDA (Danish
Government Fund), ICRC and UN Habitat.

The Company approves loans to individuals. Methodology: individual. Target group for micro-
loans comprises of entrepreneurs belonging to one or more of the following categories:

- Physical entities with entrepreneurial ideas, but without access to formal financial institutions,
- Families living in poor socio-economic conditions,

- Entrepreneurs starting a new business or wishing to develop their business,

- Entrepreneurs — owners of registered business,

- Unemployed,

- Residents with no full-time employment,

- Loan holder supporting fully dependant members of their families,

- Agricultural workers living and working in rural areas,

- Families living in rural, suburban and urban areas,

- Refugees,

- Internally displaced persons,

- Individuals with a mixed status: refugees, internally displaced persons and local residents.

Types of micro loans

Micro loan products were offered as micro loans for start-up and development of business
activities as well as micro-home loans (housing loans). The loan processing fee amounts to 2% on
all types of loans.

Micro Home loan (housing loan)

Target group are IDP-s from Kosovo who are in need to solve their housing problem by
reconstructing a house or flat, or by purchasing existing property that need reparation.

Micro-home loan (housing loan) amounts from RSD 20,000 to RSD 500,000 with the monthly
interest rate of 2.2% on declining balance and repayment period up to 48 months. The first
repayment is one month after disbursement. Repayments are made on a monthly basis.

For clients in third and higher loan cycle, and with appropriate repayment history, the Company
offers lower interest rate of only 2% calculating on declining balance.

Loan repayment is secured by promissory notes signed by two or three endorsers, administrative
bans on salary or promissory notes of a legal entity /mortgage.

Micro Classic loans
Micro Classic loans are approved for start-up entrepreneurs, unemployed people, agricultural

workers, entrepreneurs with unregistered businesses or those whose businesses are registered
no longer than six months, employees supplementing their income and opening market sales.
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NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

2. MICRO LOAN PROGRAM OF THE COMPANY (CONTINUED)
Types of micro loans (continued)
Micro Classic loans (continued)

Micro Classic loans are ranging from RSD 20,000 to RSD 500,000 in cycles, with the interest rates
of 3.2% and 3.0 %, respectively, on declining balance, and loan term of maximum 36 months.

The loans are approved in amounts as presented below with following repayment periods:

Cycles Amount in RSD Repayment period (months)

I 20,000 - 100,000 6-18
! 20,000 - 200,000 to 24
n 20,000 - 300,000 Up to 36
v 20,000 - 500,000 Up to 36

The first repayment is due one month after receipt of funds. Repayments are on a monthly basis.

Loan repayment is secured by promissory notes signed by two endorses and minimum two
administrative bans or promissory notes of a legal entity.

Micro Entrepreneur loans
Target group for these loans are entrepreneurs with business registered six months or longer.

The micro loans were used for purchasing of the necessary business assets but also for working
capital, depending on the client needs.

With provided micro loans, the beneficiaries were mostly able to manage food production (cattle
breeding) or run some craft businesses. Some of the beneficiaries showed interest to adopt
premises for tourist purposes.

Micro Entrepreneur is ranging from RSD 20,000 to RSD 500,000, with interest rates of 3.2%, 3.0%
and 2.8%, respectively, on declining balance and the maturity period of maximum 36 months.
The first repayment is due one month after disbursement. Repayments are made on a monthly
basis.

Loan repayment is secured by the following collaterals:

- for amounts up to RSD 300,000, promissory notes signed by two endorsers, minimum two
administrative bans or promissory notes of a legal entity, and

- for amounts over RSD 300,000, promissory notes signed by three endorsers, three
administrative bans or promissory notes of a legal entity.
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NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

3. BASIS OF PREPARATION OF THE FINANCIAL STATEMENTS
3.1. Basis of preparation

The accompanying financial statements have been prepared in accordance with Disclosure
Guidelines for Financial Reporting by Microfinance Institutions prepared by the CGAP. These
guidelines are voluntary norms recommended by a consultative group of international donors.

The financial statements of the Company have been prepared on a cash basis. Under this
convention, transactions are recognized when cash is received (and recorded as revenue) or paid
{and recorded as expenses), not when they occur.

3.2 Managerial information system

The Company uses Loan Tracking System (“LTS”) which is managerial information system with the
main purpose to provide information relevant to the administration of the portfolio, including:

- identity of the client,

- amount disbursed,

- loan terms (such as interest rate, penalty, maturity),

- repayment schedule and timing,

- amount and timing of payments received, and

- amount and aging of delinquency and outstanding balance.

Data generated by LTS flow directly into the accounting system and financial statements - such as
disbursements, repayments, interests, penalties, loans recovery; however, some of information
flow only indirectly ~ for example, delinquency that is used to estimate provisions.

4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

4.1. Guarantee deposit

The Bank issues the micro loans, whereas the Company provides the guarantee deposit for each
loan plus 5.3% to cover obligatory reserve.

Gross outstanding guarantee deposits portfolio is the amount of loans that has been disbursed
but has not been repaid or written off plus cover for obligatory provision. Net outstanding
guarantee deposits are stated as the amount of principle outstanding less reserves for loan
impairment. Provision for loan impairment is provided as described in notes 4.5. and 7.

4.2, Long-term liabilities

Long-term liabilities include liabilities with maturity over one year from the date of execution.

Liabilities are evaluated at the nominal value amount resulting from the respective operating or
financial transactions supported by credible certificates.
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NOTES TO THE FINANCIAL STATEMENTS

31 December 2010

4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

4.3, Financial income
Financial income results from microcredit activities and includes: interest on loans, penalties,
interest on current assets, staff costs recovery and written off loans recovery which have been
recorded when received.

4.4, Operating expenses and financial costs
Operating expenses and financial costs represent all expenses related to generating operating
income of the Company. They consist of personnel expenses, office rent, communication costs,
services, other administrative expenses and taxes, bank fees which are incurred and paid in the
current accounting period.

4.5. Provision for loan losses

Provision for loan losses represents expenses related to actual or anticipated loan losses.

At the end of the fiscal year the Company computes a provision for doubtful loans. The allowance
is determined by applying predicted loss percentages to aged loans grouped by lateness of
payments. A loan becomes late as soon as a scheduled instalment is missed. The predicted loss
percentages are based on management's analysis of historical outcomes of late loans.

Allowance for loan loss is an amount set aside in the Balance Sheet to recognize probable future
loan losses so that the true value of the loan portfolio is fairly stated. The amount of the
allowance loan loss is shown, as a negative asset deducted from the loan portfolio.

The allowance is increased by additional loan loss provision expense. Expenses related to loan
losses are shown separately from other expenses in the Income Statement.

Loans are separated into classes depending on how many days are overdue. The Company
calculates loan loss allowance according to the following method:

Days late Percentage for reserve
1-30 5.00%
31-60 25.00%
61-90 50.00%
90-180 75.00%
Over 180 100.00%

In case when the calculated value of loan loss allowance at the end of the period is less than the
value of loan loss allowance at the beginning of the period, the difference is treated as income
and therefore it is separately disclosed in Income Statement as decrease of loan loss reserve.
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NOTES TO THE FINANCIAL STATEMENTS

31 December 2010
4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.6. Functional and presentation currency
The financial statements of the Compény have been prepared in EUR currency whereas the
functional currency was RSD.
The Company uses buying official exchange rate prevailing on the date of transaction for
translation of the transactions denominated in RSD currency during the year.
Income Statement items excluding interest, penalties and loans recovery which are related to
micro loans activities (such as operating expenses, financial costs, fees, etc.), denominated in RSD
are translated by applying the average exchange rate of 1 EUR: 103.4765 RSD (the sum of the
buying official exchange rates at the last day of each month divided by 12).
Balance Sheet items (fixed assets, bank current account, etc.) denominated in RSD are translated
into EUR at the average official exchange rate at the balance sheet date — 1 EUR: 105.4982 RSD.
5. CASH AND BANK CURRENT ACCOUNTS
In EUR
2010 2009
Account for guarantee deposits 56,476 12,915
Account for repayment of guarantee deposits 50,103 123,068
Account for disbursement and repayment of loans 5,569 646
Cash in hand 176 124
Account for business activities 62 1,885
112,386 138,638
The Company operates through the accounts in RSD currency held with Komercijalna banka a.d.
Belgrade and Privredna banka a.d. Belgrade.
6. SHORT AND LONG-TERM LOANS OUTSTANDING

Short and long-term loans outstanding disclosed as of 31 December 2010 in the amount of EUR
33,338 entirely relate to loans disbursed through Komercijalna banka a.d. Belgrade until March
2008 in accordance with commission contract with Komercijalna banka a.d. Belgrade.

10
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7.

GUARANTEE DEPOSITS OUTSTANDING

BS Fund
UN+UN revolving

Less: Allowance for loan loss
-BS Fund
-UN+UN revolving

Movements on the guarantee deposits outstanding for 2010 were as follows:

Balance, beginning of year

Increases during the year:
Disbursements

Recovery of bad loans
Returned principal

Cash over

Decreases during the year:
Repayments

Write off of loans

Cash short

Transfer out

Reserve —5,3% on loans

Balance, end of year

in EUR

2010 2009

2,209,003 701,057

607,119 124,420

2,816,122 825,477

(97,285) (120,781)

(17,418) (11,558)

(114,703) {(132,339)

2,701,419 693,138

in EUR

UN+UN

BS Fund revolving Total
735,968 89,509 825,477
3,486,376 825,349 4,311,725
26,549 1,256 27,805
162 - 162

131 8 139
3,513,218 826,613 4,339,831
{2,067,554) (339,078) (2,406,632)
(89,555) (2,089) (91,644)
(139) (13) (152)
(12) - (12)
(2,157,260) (341,180) (2,498,440)
117,077 32,177 149,254
2,209,003 607,119 2,816,122

11
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7.

GUARANTEE DEPOSITS OUTSTANDING (CONTINUED)

Aging analysis of guarantee deposits outstanding for 2010 and 2009 is presented as follows:

2010

BS Fund
Not due
0-30 days
30-60 days
90-180 days

UN+UN revolving
Not due

0-30 days

30-60 days
90-180 days

2009

BS Fund

Not due

0-30 days
30-60 days
90-180 days
Over 180 days

UN+UN revolving
Not due

0-30 days

30-60 days
90-180 days

in EUR

Allowance
Gross values for loan loss Net value
1,473,297 - 1,473,297
603,197 (30,160) 573,037
64,513 (16,128) 48,385
67,996 (50,997) 16,999
2,209,003 (97,285) 2,111,718
482,120 - 482,120
102,426 (5,121) 97,305
9,266 (2,316) 6,950
13,307 (9,981) 3,326
607,119 (17,418) 589,701
2,816,122 (114,703) 2,701,419
178,536 - 178,536
284,712 (14,237) 270,475
155,844 (38,961) 116,883
57,525 (43,143) 14,382
24,440 (24,440) -
701,057 (120,781) 580,276
38,155 - 38,155
67,481 (3,376) 64,105
11,816 (2,955) 8,861
6,968 (5,227) 1,741
124,420 (11,558) 112,862
825,477 (132,339) 693,138

12
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NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

10.

GUARANTEE DEPOSITS OUTSTANDING (CONTINUED)

Movements on the allowance for loan loss are presented in the following schedule:

in EUR

UN+UN
BS Fund revolving Total
Balance, beginning of year 120,781 11,558 132,339
(Decrease)/increase during the year (23,496) 5,860 (17,636)
Balance, end of year 97,285 17,418 114,703

OTHER CURRENT LIABILITIES

Other current liabilities disclosed as of 31 December 2010 in the amount of EUR 279,049 (2009 —
EUR 42,719) relate to interest-free obligations to Micro Development Fund (“MDF”) Belgrade, a
related legal entity.

MDF concluded certain grant agreements with the UN Official Representative for Refugees
(“UNHCR”). The purpose of these agreements was disbursement of funds received in cash from
UNHCR through revolving loans to refugees, IDPs and local population in the Republic of Serbia.

Furthermore, based on the agreements on business cooperation concluded between the
Company and MDF for the period of four years, MDF transferred to the Company the funds
received from UNHCR in the amount of EUR 279,049. The Company agreed to fulfil obligations of
MDF defined in the agreement concluded between MDF and UNHCR.

NET WORTH
Net worth disclosed as of 31 December 2010 in the amount of EUR 2,828,984 (2009 — EUR

967,768) entirely relate to grant funds received from MDF based on the agreement concluded as
of 20 October 2009 between the Company and MDF.

FINANCIAL INCOME

in EUR

2010 2009

Interest on guarantee deposits 815,301 3,123
Interest on loans 32,943 -
Recovery of bad debts 27,805 -
Other financial income 1,975 -
878,024 3,123

13
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NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

10.

11.

12,

FINANCIAL INCOME (CONTINUED)

Interest rates on guarantee deposits held with the Bank during the reporting period are ranging

from 1.62 %-2.78%

Interest on loans during the reporting period relates to interest calculated on managed funds.

FINANCIAL COSTS

in EUR

2010 2009

Taxes/fees 398,692 194
Bank charges 10,665 337
409,357 531

Taxes/fees disclosed for 2010 in the amount of EUR 398,692 thousand (2009 — EUR 194) mostly

relate to payment of income tax for financial year 2009.

OTHER OPERATING EXPENSES

in EUR

2010 2009

Salaries and benefits 372,043 58,956
Office rent 28,268 4,431
Costs of services 24,926 56
Vehicle maintenance 23,451 -
Office supplies 12,116 771
Local staff trainings 11,924 -
Auditing costs 11,370 -
Other operating expenses 16,273 923
500,371 65,137
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