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ALl Febriary 5 2007

TO: FOUNDER OF
MICRO- LENDING COMPANY
“FRONTIERS” LLC

INDEPENDENT AUDITOR’S REPORT

We, CJSC “W.Jacobs-Audit”", in accordance with the contract # 233 dated 17 November 2008, have audited
the accompanying financial statements of Micro-Lending Company “Frontiers” LLC (the ‘Company”),
consisting of Balance Sheet as of 31 December 2006, Income Statement, Statement of Cash Flows,
Statement of Changes in the Owner’'s Equity and notes to the financial statements for the year ended 31
December 2006. These financial statements are the responsibility of the Company Management. 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. These Standards require
that we plan and perform the audit to obtain reasonable assurance that the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. Our audit also includes assessing the accounting principles used and
significant estimates prepared by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements of Micro-Lending Company “Frontiers” LLC in all material
aspects give a true and fair view of the financial position of the Company as of 31 December 2006
and activity results and cash flows for the year then ended in accordance with the International
Financial Reporting Standards.

Keiprbiackan Pecnybnuka, r. Bulukek, yn. Canvesoi, 72 72, Salievoy street, Bishkek, Kyrgyz Republic
Ten.: (996 312) 68-11-42; Tel.: (996 312) 68-11-42
3n.nouta: jacobs@elcat.kg E-mail: jacobs@elcat.kg

page 3 of 17



Micro-Lending Company “Frontiers” LLC

Financial statements under IFRS for the year ended 31 December 2006

(thousand Kyrgyz soms)

BALANCE SHEET

As of 31 December 2006 B
Item name Note 31 December 2006 31 December 2005
ASSETS
Cash 4 7,432 32,348
Loans to customers, net 5 158,233 90,837
Other assets, net 6 2232 422
Fixed and intangible assets, net ¥ i 799 894
TOTAL ASSETS 168,696 124,501
LIABILITIES
Loans payable 8 23,951 -
Other liabilities 9 1,093 859
TOTAL LIABILITIES 25,044 859
OWNER’S EQUITY
Registered capital 10 142,388 124,274
Additional paid-in capital 10 511 1,955
Reserve for general business risks 5 4 767 2,737
Retained earnings (4,014) (5,324)
TOTAL OWNER'’S EQUITY 143,652 123,642
TOTAL LIABILITIES AND EQUITY 168,696 124,501
Chief Executive Officer 7 ,-/ ‘U Khusanov
Finance Manager 572003 ;'.:-;R';:3_',:k;';azybaeva

N 7

@-4 T

The accompanying Notes on pages 8 through 17 are an integral part of these financial statements
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kyrgyz soms)

INCOME STATEMENT <
For the period from 1 January to 31 December 2006

Item name Note 2006 2005
Interest income 11 17,772 8,427
Interest expenses 11 (1,214) -
Net interest income 16,558 8,427
Fees and commissions 12 1,333 824
Commission expenses 12 (116) (1158)
Net commission income 1247 709
Net foreign exchange loss (4,778) (880)
Other income/expense 50 56
General and administrative expenses 13 (8,522) (4,726)
Profit/ (loss) before income tax 4,525 3,586
Income tax expense 14 (1,185) (566)
Income/ (loss) 3,340 3,020

Chief Executive Officer

Finance Manager

The accompanying Notes on pages 8 through 17 are an integral part of these financial statements
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006

(thousand Kyrgyz soms)
STATEMENT OF CASH FLOWS -
For the period from 1 January to 31 December 2006

ltem name ' ~ Note 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES

Profit / loss before income tax 4,525 3,586
Adjustments for:

Depreciation 484 351
Interest income (75) (226)
Interest expense 1,214 -
Commission fee (898) 523
Other non-monetary transactions 123 -
Unrealized foreign exchange loss 4778 880
Cash flow from operating activities before changes in

operating assets and liabilities 10,151 5,114
(Increase) / decrease in loans to customers (71,533) (75,789)
(Increase) / decrease in other assets (2,327) (243)
Increase / (decrease) in other liabilities 309 756
Changes in operating assets and liabilities (73,551) (75,276)
Cash used in operating activities before taxes paid (63,400) (70,162)
Income tax (1,185) (566)
Net cash (outflow) / inflow from operating activities (64,585) (70,728)

CASH FLOWS FROM INVESTING ACTIVITIES
Sale of equipment » -

(Purchase of equipment) (397) (322)

Net cash (outflow) / inflow from invc;sting activities (397) (322)

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from increase of capital 16,670 39,734

Proceeds from loans payable 24,018 -

(Repayment of loans payable) - (1,561)
" Net cash (outflow) / inflow from financing activities 40,688 38,173

Effect of changes in exchan_ge rates on cash (622) (707)

NET INCREASE IN CASH AND ITS EQUIVALENTS (24,916) (33,584)

CASH AND ITS EQUIVALENTS AS OF THE BEGINNING OF

THE PERIOD 4 32,348 65,932

CASH AND ITS EQUIVALENTS AS OF THE END OF THE

PERIOD 4 7,432 32,348

u. Ikh,usanov

nrITITNG =

Chief Executive foicer

%, R ,_Kaéybaeva

Finance Manager

The accompanying Notes on pages 8 through 17 are an integral part of these financial statements
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kyrgyz soms)

STATEMENT OF CHANGES IN THE OWNER’S EQUTY
For the period from 1 January to 31 December 2006

Reserve
. Additional for
Item name Recg::s;cfaried paid-in general Acc;g;n;g:ted Total
P capital business
risks
Balance as of 31 December 2005 124,274 1,955 2,737 (5,324) 123,642
Net income (loss) for the year - - - 3,340 3,340
Reserve for general business risks - - 2,030 (2,030) -
Contribution to equity - 16,670 - - 16,670
Transfer to registered capital 18,114 (18,114) - - -
Balance as of 31 December 2006 142,388 511 4,767 (4,014) 143,652

Chief Executive Officer M ' U Khusanov

= FRNPITIFDG = )¢

Finance Manager

R./Kazybaeva

%

& (4,;/5 —

The accompanying Notes on pages 8 through 17 are an integral part of these financial statements
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kjﬁg__y_z_ soms)

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1. PRINCIPAL ACTIVITIES

Micro-Lending Company «Frontiers», (the “Company”) is a specialized non-banking lending institution of the
Kyrgyz Republic. The Company was established in 2003. The Founder and the owner of the Company is
Agricultural Cooperative Development International and Volunteers in Overseas Cooperative Assistance
("ACDI/VOCA"), a non-for-profit organization registered in lllinois, the United States of America.

The Company has a certificate for lending activities from the National Bank of the Kyrgyz Republic issued on
25 July 2003. The principal activity of the Company is the provision of loans to micro-finance institutions and
other legal entities established to implement objectives for poverty overcoming, employment rate increase,
cooperation in enterprise development and social mobilization of population in Central Asia.

The registered address of the Company's Office is 201, Abdrahmanova street, 1¥ Floor, Bishkek, Kyrgyz
Republic.

The Company implements its activities in accordance with the legislation of the Kyrgyz Republic.

NOTE 2. BASES OF PREPARATION OF THE FINANCIAL STATEMENTS

These financial statements were prepared in accordance with the International Financial Reporting
Standards ("IFRS") taking into account the requirements of legislation of the Kyrgyz Republic with regard to
micro-finance organizations' activities.

Basic assumptions of the preparation of the financial statements are accrual method and going concern.
The Company’s financial statements include the following reports:

+ Balance Sheet

« Income Statement

« Statement of Cash Flows

« Statement of Changes in the Owner's Equity

« Notes to the Financial Statements

The indexes of the financial statements are presented consistently as of 31 December 2006 and as of 31
December 2005; comparative indexes for the previous reporting year are given under each numerical index.
Each material item of the financial statements is disclosed and presented separately; non-significant items
are grouped.

Functional currency used in basic economic environment where the Company implements its activity is
Kyrgyz som.

The presentation currency of the financial statements of the Company is Kyrgyz som.

Financial assets and liabilities in foreign currency are presented in the financial statements converted at
exchange rate of the National Bank of the Kyrgyz Republic established to the reporting date.

In order to present these financial statements under IFRS it was necessary for the Company Management to
make assumptions and propositions that could effect the reflection of indexes of these financial statements.
The most significant forecasts and estimates are related to evaluation of useful life of equipment, contingent
liabilities, reserve for doubtful debts, deferred taxes. At that the actual results could not coincide with the
estimated value.

NOTE 3. PRINCIPLES OF ACCOUNTING POLICY

Cash and its equivalents

Cash and its equivalents comprise of Company's cash and accounts' balances as well as liquid financial
investments for 3-months term or less from the date of their purchase.

Loans to customers

Loans to customers represent derivative financial assets with fixed or determinable payments that are
not quoted in an active market other than those that the Company intends to sell immediately or in the
near future, or those that upon initial recognition the Company determines as available for sale, or those
which the owner may not recover substantially because of the credit deterioration.

1
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kyrgyz soms)

Financial assets are recognized in accounting when the Company becomes a party to the contractual
provision of the instrument. -

At initial recognition loans issued to customers are measured at actual costs, i.e. at fair value of given
funds plus transaction’s costs directly identified with the fair value. All loans are recognized to the
settlement date when funds are given to the borrowers.

Subsequently loans are measured at amortised cost by applying the method of effective interest rate
less reserve for potential loan and lease losses.

To simplify the process of calculation of amortised cost on loans with the monthly interest repayment the
method of simple interest rate is applied which gives the same financial result.

Reserve for potential loan and lease losses covers losses when there is an objective evidence of
possible losses in the components of loan portfolio to the presentation date. In case if the loan is bad
(non-return) it is written off from the created reserve for potential loan and lease losses, the subsequent
amounts of the written off loan return are restored (credited) to the expenditure account for creation of
reserve potential loan and lease losses in Income Statement.

Taking into account current situation, the Company creates the following reserves:

1 Substandard loans 0-5%
2 Sub-standard loans 25%
3 Doubtful loans 50%
4 Losses 100%

Equipment

Property, plant and equipment (PPE) are measured at historical cost including where it is necessary net
current value of costs for dismantling and liquidation of equipment at the end of its useful life. Being
initially recognized PPE are measured in the financial statements at historical cost less accumulated
depreciation and accumulated losses from impairment,

As of balance sheet date the analysis is being conducted for the purpose of decrease of expected
economic profit from PPE ownership comparing to their carrying amount. Also the necessity of
increase (creation) or decrease of a reserve under expected impairment of equipment is being
evaluated.

Depreciation of equipment is calculated under the straight-line method during its useful life. The newly
acquired equipment is depreciated from the current month if equipment is purchased and put into
operation before the 15" day of the current month: in case if equipment is put into operation after the
15" day of the month it is depreciated starting from the next calendar month.

The Company determined the following useful life of equipment:

Years
1 Computer equipment and software 3-4
2 Furniture and office equipment 4-7

Costs for repair and maintenance are reflected in Income Statement.

Profit and loss from liquidation or from disposal of equipment are determined as a difference between
sales proceeds and carrying amount and are included to Income Statement.

Intangible assets

Intangible assets are measured at historical cost. Intangible assets are presented by computer
software which subsequently is measured at purchase cost minus accumulated depreciation and
accumulated impairment losses.

Depreciation is necessary for equal distribution of costs within the established useful life of an asset.
The useful life for computer software is 2 years.

Other assets

Other assets of the Company are non financial assets which as of each reporting date are assessed for
any indications of impairment. The recoverable amount of other assets is greater of their fair value less
costs to sell and value in use. An impairment loss is recognized when the carrying amount of an asset
exceeds its recoverable amount. All impairment losses of other assets are recognized in Income
Statement.
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kyrgyz soms)

Loans payable

Loans payable are financial liabilities of the C8mpany. At initial recognition loans payable are measured
at actual costs, i.e. at fair value of given funds plus transaction costs directly identified with the fair
value. All loans payable are recognized to the settlement date.

Subsequently all amounts payable are measured at amortised cost and difference between net proceeds
and amount payable is recognized in Income Statement within the useful life of financial liability by
applying the method of effective interest rate.

Taxation

Income tax comprises current and deferred tax. Current tax is the expected tax payable on the taxable
income using tax rates enacted at the balance sheet date including any adjustments in respect of previous
years.

Deferred tax is calculated at official rates enacted at the balance sheet date provided using the balance sheet
liability method, providing for temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes.

Deferred tax assets related to temporary differences, unused benefits on losses from economic activity of
previous years and other tax benefits are reflected only in cases when it is probable that in future there will be
a taxable base or temporary differences they could refer to.

If this tax is referred to the items that correspond directly with equity then current and deferred taxes also
correspond directly with equity.

Reserves on other risks

Reserves except for reserves for potential loan and lease losses are recognized when the Bank accepts
legal or contingent liability that occurred because of the past events. It is probable that resources
outflow in the form of economic benefits will be required for repayment of this liability and the liability
amount can be appropriately calculated.

Within the time, changes in reserves are referred to the items of Income Statement for the year. Other

reserve changes related to change of the expected liability repayment method and change of the
liability are measured as changes in accounting estimations in the period when they occurred.

Pension liabilities

Regarding its employees the Branch Office effects all obligatory payments to Social Fund of the Kyrgyz
Republic which are calculated in percents of the salary amount before taxes deduction. These expenses are
reflected in Income Statement.

In accordance with the established pension contribution scheme the deductions are recognized as expenses
in the period they were incurred.

Owner’s equity

Contributions made in accordance with the constitutive documents are classified as “Registered capital”.
Contributions from the Founder other than registered capital are classified as “Additional paid-in capital”.

The Company registers the amounts deferred with regard to losses on loans in addition to those losses that
were specified in the loan portfolio as retained earnings allocation. Any credited amounts occurred following
the reduction of these values result in increase of retained earnings and are not included to the calculations
of net profit and loss for the period.

Foreign currency transactions

At initial recognition in the functional currency the foreign currency transactions are measured by applying to
the amount in foreign currency the current exchange rate established by the National Bank of the Kyrgyz
Republic between the functional currency and foreign currency to the transaction date.

As of each reporting date, monetary items in foreign currency are converted by applying closing rate of
NBKR. Non-monetary items in foreign currency are reflected at historical cost at the exchange rate acting to
the transaction date. All income and losses on assets and liabilities denominated in the currency different
from the functional currency occurring from the change of official exchange rate are recognized as income or
losses from exchange rate differences.
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kyrgyz soms)

Official exchange rate:

-
Currency Exchange rate as  Exchange rate as
of 31/12/2006 of 31/12/2005
US Dollar 38,1238 41,3011

Recognition of income and expenses

Interest income and interest expenses are measured under accrual method taking into account the
effective interest rate of the asset/liability profitability. Under this method, the results of transactions
and other events are recognized as they originate (not at the moment of receipt and payment of cash
or its equivalents). Interest income and expenses include the amortization of any discount and
premium or other differences between the initial carrying amount of an interest-bearing instrument and
its amount at maturity calculated at effective interest rate basis.

Non-interest income and expenses are recognized as they occur (not when cash or its equivalents are
paid or received). All income and expenses are reflected in account books and in financial statements
in the period they refer to.

NOTE 4. CASH AND ITS EQUIVALENTS

As of 31 December 2006 and accordingly as of the end of the previous year cash and its equivalents were
presented by the following items:

31 December 2006 31 December 2005

Cash on hand 14 21
Cash in banks 7,418 32,327
Total 7,432 32,348

The Company had allocated cash as deposits with fixed period with three months maturity term in
‘AsiaUniversalBank”. As of 31 December 2006 cash amounting to 1,896 thousand soms were restricted for
use up to termination of deposit contracts.

NOTE 5. LOANS TO CUSTOMERS, NET

Lending is the only trend of the Company’s activity. During the reporting period lending was provided in
national as well as in foreign currency. Comparing to the previous reporting period the Company's loan
portfolio increased by 0,7 times.

As of the reporting date the amortized cost of issued loans was presented as follows:

31 December 2006 31 December 2005

Loans to customers 157,907 90,586
Accrued interest 326 251
Total 158,233 90,837

As of 31 December 2006 the Company had three borrowers, whose loan balances exceeded more than 10%
of total loan portfolio. As of 31 December 2006 the aggregate amount of the above specified loans was
74,713 thousand soms that corresponds to 47% of the Company'’s loan portfolio.

The structure of the Company's loan portfolio by currencies was presented by the following items:

31 December 2006 31 December 2005

Loans in national currency, net 99,260 54,359
Loans in US Dollars, net 58,973 36,478
Total 158,233 90,837

A
4
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Micro-Lending Company “Frontiers” LLC
Financial statements under IFRS for the year ended 31 December 2006
(thousand Kyrgyz soms)

Loans to customers are issued to micro-credit organizations in Kazakhstan, Tajikistan and the Kyrgyz

Republic. Information by geographical regions is ffresented as follows:

31 December 2006 31 December 2005

Kyrgyz Republic 99,247 54 108
Kazakhstan 29,249 22,575
Tajikistan 29,411 13,903
Accrued interest 326 251
Total 158,233 90,837

The Company has reviewed its current loan portfolio and as of 31 December 2006 has not identified any
loans which display indicators of impairment, In addition, the Company historically has had no impaired
loans; therefore the Company had not created a provision for impairment on its loans. However, being
guided by the normative documents of the National Bank of the Kyrgyz Republic, in addition to those losses
which are present in the loan portfolio of issued loans, at the expense of allocation of retained earnings the
Company creates the reserve for loan losses at 3% of loan portfolio amount, and those are not accounted for
while calculating net profit and loss for the period. As of 31 December 2006 the reserve thus amounted to

4,767 thousand soms.

NOTE 6. OTHER ASSETS

As of 31 December 2006 other assets are presented by the following items:

31 December 2006 31 December 2005

Prepaid taxes 598 320
Prepayments 1,627 100
Inventory Fd 2
Total 2,232 422

NOTE 7. EQUIPMENT

Availability and flow of equipment during the reporting period were presented as follows:

e n? o Sotware Tot

Historical cost as of 12/31/ 2005 868 627 69 1,564
Additions 48 349 - 397
Disposals (19) (2) - (21)
Historical cost as of 12/31/ 2006 897 974 69 1,940
Accumulated depreciation as of 31/12/ 2005 323 3256 22 670
Depreciations for the year 171 278 35 484
Disposed (11) (2) . (13)
Accumulated depreciation as of 31/12/ 2006 483 601 57 1,141
Carrying amount as of 12/31/2006 414 373 12 799
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