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VisionFund CREDO Foundation started its micro-
lending operations in 1997 under the former
denomination of “Georgia’s Entrepreneurs’ Fund”
(GEF), founded by World Vision International.
CREDO registered as local foundation in January
2005 and is owned by VisionFund International, a
US-based private not-for-profit company wholly
owned by World Vision Int'l.

CREDO is a microlending institution providing
both urban and rural entrepreneurs with short
and medium-term loans for working capital and
fixed assets. It operates through five branches in
Thilisi, South and West Georgia.

Primarily financed by grants and soft loans from
its founder, it has recently started to leverage its
equity with soft debt.
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Average disbursed loan size 1,430
Gross outstanding portfolio 2,210,054

Total assets 2,809,076

Financial Indicators DecO4 DEFDS
audited*

PAR 30 4 4% 0.7% 0.5%
Write-off ratio 1.2% 3.9% 0.4%
Restructured loans 0.0% 0.0% 0.0%
ROE -53.9% -0.6% 21%
AROE 14 6% || -B.3% -3.4%
Oper. Self-sufficiency (055) 81.5% 93 6% 105.3%
Fin. Self-sufficiency (F55) 74 4% 87 .3% 95.5%
Staff productivity (borrow.) 47 39 41
LO productivity (borrow.) 127 a7 123
Operating expense ratio 26.7% 39.5% 33.4%
Funding expense ratio 1.0% 0.5% 2.58%
Provision expense ratio 3.2% 2.4% 0.8%
Portfolio vield 45 6% || 40.0% 35.9%
Risk coverage ratio F1.3% | |100.2% (| 101.9%
Cost of funds ratio 4.9% 3.6% T1%
Debt/Equity ratio 0.3 0.3 08

*Annualized indicators calculated over the period April-December
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AREA Risk factors Relevance*
| Growing competition in urban areas || mMedium-high
External | Uncerainties related to the new microfinance law || Medium-low
erviromrent amd
mkt positioning | Uncertainty on taxes || Medium-low
| Lack of a Credit Bureau for the microfinance sector || Medium
Ahszence of a Financial Manager and concentration of top-managerial .
. ) : Medium
functions in the person of Deputy Directar
Governance, = =
management and | WWork overload for the Deputy Director || Medium
operations |La|:k of systermatic approach to the assessment of staff's training needs” Medium
| lmprovable internal control || Medium
Financial structure Lack of experience with international commercial sources of funds W ediu -l o
amd AL
Financialand | Profitability and sustainability not yet achieved || Medium-high
operational restifts | Low efficiency and productivity || Mediurm

' Relevance refers to the damageloss brought about by negative events {(associated to each risk factor) and
to the probability that damageloss eventually oceurs.

Strengths Opportunities

— Strong BoD — Active membership in Association of Georgian
— Good market positioning in rural areas Microfinance Organizations

— Products’ development dedicated function — Transformation into a shareholding company
— Good MIS with clearer ownership

— Excellent portfolio quality

Final opinion

CREDO has achieved a sound level of consolidation and soundness in areas like governance, systems
and loan portfolio management. Although the performance trends are positive and the portfolio quality
is very high, CREDO is still facing low efficiency and has not yet achieved financial sustainability.
Moreover, on one hand the growing competition, especially in urban areas, is putting downward
pressure on the portfolio yield, and on the other hand, the financial expenses ratio will likely increase,
because of the planned access to commercial borrowings. Other main issues regard the concentration
of top-managerial positions in the person of the Deputy Director and an improvable system of internal
control.

Microfinanza Rating
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Other highlights

CREDO has been using the flat interest rate and the cash basis for its accounting. The external audit
conducted on the last period (Apr-Dec05) has used the “effective interest method” to restate the financial
statements (FS). Consequently, and given the non negligible differences between the audited and internal
versions of FS, the profitability and sustainability analysis conducted on the audited FS shows significantly
higher results than the ones given by the internal FS.

Benchmarking

CREDO's financial ratios (as of December 2005) reported below do not fully correspond to the ratios
presented in the report, as they are calculated according to the MicroBanking Bullettin (MBB) methodology™.

Eepall] Cr3stal Fund Individual!
Financial ratios Deci5 Georgia Solidarity
Andited Oct. 2005
Gross Loan Portfolio
2,210,054 335467 4,154,152 9,270,931 44,034 691 13,656,826
gross loan portfolio adj For standardised write-offs [US$]
Average Loan Balance per Borrower on per capita GNI
. 355 55 82 443 a6 Ba
Ayerage loan balance per borrower! GRI per capita(®)
Portiolio at Risk> 30 Days
05 LY A b 2.9 42 45
oustanding balance of loans overdue: 30daysigross loan portfolio ()
Adjusted Return on Equity AROE
. . ) -2 B 0.7 -4 n. aw. 8% 4%
adj net operating income after tagestaug tak equity (3]
Debt?! Equity Ratio
. N . i 0g 04 n.av. n.aw. B4 4.2
adj ot liabilitiesf adj.tat.equity
Operating Expensed Loan Portfolio
. . . ) 34 261 2805 jelg: e 1965 29.0%
[operating etpense « In-Kind donations)tavg gross loan portfolio [2£)
Borrowers per Loan Officer
. ) 123 123 164 280 238 269
n. of active borrowersfn, of loan officers
Borrowers per Staff
) 4 &7 an 155 114 137
n. of active barrowersin, of staff

ECA Medium broad, Eastern Europe and Central Asia, Gross Loan Portfolio [US$) 2 to 8 million, Avg. Balance per Borrower! GRI per Capitaz 203 and 2 1503
Al figures are referred ta the MicroBanking Bulletin database updated as of Dec0d n.aw. = not available
Crystal Fund's figures refer to Microfinanza's Fating as of Qctober 2005 ® The avg. loan balance has been calculated on available data for 2004,

e CREDO'’s portfolio is quite small compared to the peer group of Medium size MFIs of Eastern Europe
and Central Asia and to all the remaining peer groups taken in consideration for the benchmarking
analysis. On the other hand, the average loan balance per borrower is the highest.

e The portfolio quality is excellent and superior to all the peer groups, while profitability, efficiency and
productivity present large room for improvement.

! The MBB adjusts financial data in order to uniform them among MFIs. Adjustments are made for: a) inflation, b)
subsidies, c) loan loss provisions (MBB, Annex |: Notes on Adjustments and Statistical Issues).
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1. External Environment and CREDO’s positioning

Institutional background

VisionFund CREDO Foundation started in 1997 under the denomination “Georgia’s Entrepreneurs’
Fund” (GEF), a small micro-lending project of World Vision Int'l in Thilisi. As of January 20057, the
institution registered as a Georgian microfinance foundation (CREDO), owned by VisionFund
International, a US private not-for-profit organization specialized in microfinance and wholly owned
by World Vision International. Since the beginning, CREDO has been greatly supported by World
Vision with grants, soft loans, specialized technical assistance and training.

Context
Georgia’'s economy has been heavily suffering from the consequences of the break-up of the
Soviet Union and the civil

- - 3 . .
Sovereign risk conflicts which  soon

—— - e— - arose in the two regions of

Georgia : Rating Outloa Abkhazia and Ossetia
Lungterm ong te :

R The structural reforms
Mf:HJD'r' 5 f. Bav. nl.aav. nl.aav. Ijn. av. implemented by the
S,‘r”fj * * 0sitive Georgian government,
Fitch 1. av. . av. 1. av. . av. although having had a

stabilizing effect, were not
completely adequate for supporting the economic recovery. Governance problems and political
corruption led in 2003 to the Rose Revolution which provoked a regime change avoiding violence.
The new government, expression of a heterogeneous big coalition, has taken decisive actions in
combating corruption, restoring fiscal performance and accelerating the reform process. Real GDP
growth has increased again in the last period. Year-on-year inflation rate increased in 2003 and
2004 but the trend has  georgia

oS oasures ~Deco> | Decos _ Cbocos
implemented by  the | Exch.rateinUSS (end of per.) [ 24 [ 24 |[ 18 || 18 |
government to improve | Exchange rate variation | 15% || -0or% || -1z20% || 8% |
tax obedience,  the | mfationrate (end of period) | 54% |[ 70% |[ 7s% || E2% |
demand on the n?jtlonal Inflation rate (average) | nav. || 48% || s57% || &3n |
%u;gergg Wﬁ?;:e@fje o thlg Deposit rate [ 98w || 93% |[ 72% || 78% |
appreciation  of  Lari | Lemdingrate | #e% || 323w || maw || 2E% |
nominal exchange rate | Real GDP growth | ss% || 1A% || B2% || 93%+ |
against the US Dollar, | GDP per head {USS) | 78 || sos || 1204 || 1430 |

from an average of 2.19in ¢ o Firance Statistics, EIL, Nat, Bank of Georgia, * Estimate NBG. n.av —not avaiable
2002 to 1.8 as of

December 2005.

Banking Sector

Georgian banking system includes 19 banks (12 foreign controlled). After having overcome the
crisis in the mid 90s, when several banks went bankrupt, banking institutions have shown
sustainable growth in deposits since 2000-2001. The year 2005 has witnessed an increase in
investments into the country’s banking sector and large banks became more active in

2t re-registered in March 2005 in compliance with a new amendment of the civil code on Microfinance Organizations.

® Scales used: MOODY'S: Long term - AAA, AA1, AA2, AA3, Al, A2, A3, Baal, Baa2, Baa3 (Investment grade), Bal,
Ba2, Ba3, B1, B2, B3, Caa, Ca, C (Speculative grade); Short term - Prime-1, Prime-2, Prime-3 (Investment grade); Not
Prime (Speculative grade); S&P: Long term - AAA, AA, A, BBB (Investment Grade); BB, B, CCC, CC (Speculative
grade); SD (Selective Default); D (Default) - Rating from AA to CCC may be modified by a + or -; Short term - A-1(+), A-
2, A-3 (Investment Grade); B, C (Speculative Grade); SD (Selective Default); D (Default) Fitch: Long term - AAA, AA, A,
BBB (Investment Grade); BB, B, CCC, CC, C (Speculative grade); DDD, DD, D (Default) - Rating from AA to CCC may
be modified by a + or -; Short term: F1, F2, F3 (Investment grade); B, C (Speculative grade); D (Default).
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strengthening their market positioning and acquiring new market segments. Banks have become
therefore more interested in mergers and acquisitions. Furthermore there has been an influx of
foreign investments into some major Georgian banks (Bank of Georgia, United Georgian Bank,
and Georgian Investbank, among others).

Requlation and Supervision

In February 2005 an amendment of the Civil Code allowed foundations and associations to re-
register as microfinance organizations (MFOs) with the Ministry of Justice and legally lend to the
poor. As the civil code establishes that microlending by an enterprise using its own resources (not-
deposit-taking financial institution) is not subject to prudential regulation and supervision, the MFOs
have few obligations at the moment. They only must publish their annual audited financial
statements. The amendment of the Civil Code included a recommendation addressed to the
National Bank of Georgia in order to draft a special law on “Microfinance Organizations Activities”.
The National Bank, together with several actors belonging to the international and national
microfinance community, worked on the draft of a law regulating microfinance organizations,
which should be approved by the Parliament within few weeks. The new law allows the
microfinance organizations to transform into commercial entities (either LTD or Joint-Stock
Companies), defines the activities which can be carried out* and establishes the maximum amount
of a loan to one client equivalent to 15% of their charter capital. The draft law designates the
National Bank of Georgia (NBG) as the supervisory body for the microfinance sector, but
does not clearly define the content and modalities of the off-site and on-site supervision to be
conducted. It leads to a certain degree of uncertainty on the burden and cost for the MFOs for
concept of the NBG'’s supervision. The law being approved, microfinance organizations will have
the opportunity to change their legal structure accordingly. By increasing the transparency (clearer
ownership and external technical supervision of the National Bank) of the microfinance sector, the
new law will potentially increase the inflow of local and foreign investments into the MFOs.

Microfinance Industry

Microfinance has been introduced in Georgia in 1997 by international donors such as World Vision,
Save the Children and USAID. Since then, the sector has grown and substantially developed, now
counting ten microfinance institutions, all of them registered as foundations. Constanta and FINCA
are the biggest ones with respectively US$ 7m. and 7.4m. (Sep. 2005). The market leader is
Procredit, a microfinance specialized bank founded in May 1999°. It is growing aggressively and
has reached almost US$ 40m. as outstanding micro loan portfolio (< US$10,000) as of Dec. 2005.
The Small Enterprise Lending Program Georgia (SELP), co-financed® by EBRD and TACIS is also
supporting 3 commercial banks in downscaling their lending operations. These are the Bank of
Georgia (BoG), the United Georgian Bank (UGB) and the Thiluniversal (recently bought by the
BoG). These banks are increasingly penetrating the market segment of micro and small loans,
especially for amounts bigger than US$ 1,000. Other institutions operating in microfinance are
small credit unions. Heritage of the past, they are rapidly decreasing in number (from 120 in 2003
to 50 as of 2004) and loosing market share. The microfinance sector’ is serving more than
60,000 clients, while the potential market for microfinance is represented by about 200,000
borrowers, as estimated by Chemonics in 2003. Nevertheless, competition in the sector is
rapidly growing in Georgia. A positive recent development in the microfinance industry has been
the constitution of an association by five microfinance institutions, namely Crystal Fund, Constanta,
CREDO, Finca and SBDF. The Association of Georgian Microfinance Organizations (AGMO)
is currently acting to increase transparency in the microfinance sector. It has lobbied the
government for the setting in place of the microfinance law. The challenge now is to go beyond and
to carry out new activities like sector representation and lobbing, training and access to specialized

* They can provide lending products only, while are forbidden to collect savings.

> Former Microfinance Bank of Georgia.

® The support is given in terms of access to funds for on-lending and specialized technical assistance (IPC).

" For microfinance sector it is meant here the existing non-banking microfinance institutions providing
microloans (BAI, BBK, Constanta, CREDO, Crystal Fund, DRC, FINCA, GRDF, SBDF, SDA) together with
ProCredit Bank, whose portfolio is for about 30% composed of loans < US$ 10,000.
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technical assistance. Despite the steps forward undertaken by the microfinance sector in Georgia
there are still some issues which have to be addressed. A Credit Bureau has been recently
created by the commercial banks (including ProCredit). The microfinance institutions have not
yet entered it, but they are considering a certain degree of participation within approximately one
year. Despite the existing informal exchange of information on clients among staff of different
microfinance institutions, the absence of a Credit Bureau is a risk for CREDO, given the increasing
competition especially in urban areas.

CREDQ'’s market positioning

CREDO provides both urban and rural entrepreneurs with short and medium-term loans for
working capital and fixed assets. Its five branches and one sub-branch operate in two main
geographic areas of the country: South Georgia (Akhaltsikhe/Borjomi® and Akhalkalaki) and
Western Georgia (Kutaisi and Batumi), other than Thilisi, the capital city. The most important
competitors for CREDO are Procredit, FINCA, Constanta’, Bank of Georgia and United
Georgian Bank. All of them are already operating or are entering the same regions covered by
CREDO, which is facing with a growing and stronger competition especially in urban areas such as
Thilisi and Batumi. Competitors are getting increasingly aggressive also in terms of services and
conditions offered and borrowers are benefiting from progressively lower interest rates and
products differentiation.

CREDO still maintains a very good positioning in rural areas and agricultural lending. Its main
comparative

Main competitors

advantages are R
related to the pp Avy. [ Disburse
agricultural loan dis::E:se g | \nterest | ment Guarantees
conditions (such as loan (US$) rate time
the flexible grace Individual and groug maveahle assets
i . 1.2%-3% )
period) and CREDWD agricuturaliurban, 1,430 et 3-5days | |mortgages- group-
metho_dOIOgy' A seazonal no collaterals
friendlier  customer Housing, consumer
5 ! ! 1,625 (f llateral - gold
approach _and _a ProCredit | business express, Icls;ns b(elz:n.-' 1.5%-4% 210 davs ?;chahlzr:sseg‘tus i
QOOd reputation built Bark business micro, agro, | || \ce o gogy || decining ¥ rt
in the rural areas are corporate o) mortgages
the other relevant Group. individusl
i ! 2%-4% lzteral -
advantages.  Main | constanta | urban, individusl 322 | 414 days &e SE;:arfr':'”p
disadvantages  of agricultural, seasonal . ¥
CREDO are related ol o).
2%-3%
to the .|0W6I‘ access FINCA agricuttural, indivicdusl, £14 declinin T-2 days no collsteral
to funding and to the un-collateralized 4
interest rates United Micro loans, express 1.5%-3% no collstersl -
(calculated by the | Georgian — ; nav. declinng || 37 88¥S || movable assets -
flat rates’ method) | gank 2 mortoages
charged on clients. Group /individual 3 N
The latter one has Bank of urban, group for n.av 2. 5%- 2-8 days || movakle asset-s -
started to be Georgia anriculture, un- R . Y
. - declining mortgages
perceived as a collateralized

critical factor in an

n. av. . not available

increasingly competitive microfinance environment, especially in some urban areas.

CREDO strongly focuses on the loan products’ development based on a systematic follow up of
the clients’ needs (focus groups) and monitoring of the competitors. Nevertheless, main
competitors, bigger than CREDO, are growing fast and expanding throughout the territory,
and enjoy at the moment a greater and cheaper access to funding.

& Borjomi is the sub-branch of Akhaltsikhe.
° So far, Finca and Constanta have driven their attention and lending strategy to the lower stratum of CREDO
potential clients, focussing the urban retail sector of micro entrepreneurs.

Microfinanza Rating 7
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2. Governance and operational structure

Ownership and Governance

VisionFund CREDO Foundation is owned by VisionFund International, a US based private
not-for-profit organization which is in the process of centralizing the ownership of all the
microfinance institutions founded by World Vision International, a US-based NGO acting
worldwide as a relief and development agency. The formal process of sale of CREDO from World
Vision to VisionFund is still ongoing but the pace has been clearly set up.

Governance structure and functioning has been strengthened and developed in a sound way. The
Board of Directors (BoD) counts with seven members, four are World Vision-related and the
remaining three are not. The BoD members present an adequate background in banking and legal
matters. The Board meets at least quarterly’® and basic regulation for Board functioning is
contained in CREDO'’s Charter. The communication and strategic support of the BoD to the CEO
seem to be adequate and effective.

Board of Directors

Members Charge Background and current profession

He is the representative of Wworld Yision in Geargia. He has woarked
Jason Evans Chair far several relief agencies in the Balkans and the Caucasus as well
as Aftica after a career in recostruction and engineering.

mBA from Oklahoma Univ., her professional expertises are related to
Nataly Mouravidze Deputy the private sector developrment and TA for banks' downscaling. Her
current position is Analyst at the EBRD in Geaorgia.

Economistwith an MBA from the Landon School of Business, she
Tea l ortkipanidze Member presents vast experience in the banking sector (Head of Credit Dep't
in TBC Bank) in Geardia and is currently CEQ of TBC Leasing.

He presents vast experience in fiscal issues and knows well the
Zurab Nikvashvili Member financial sector in Georgia. He is partner of Assurance and Advisory
Business Semices (AABSE) practice at Ernst and Young Georgia.

He started as a medical doctor but developed a business career,
Vadim Usvitsky Member serving on the hoard of various MFIs and cooperatives in Russia. He
is currently CEQ of SEF Intl, an MFIin Armenia.

With a long career in microfinance in the Caucasus and Balkans,
Marina Yoveva Member she is currently acting as Regional Director for Microentreprises
Development 440 in Eastern Europe and Middle East. BoD of MFC.

His professional experience is mainly in consulting services for
Daniel Baerischi Member developrment programs in different countries. He is now the
International Programs Director far W Switzerland.

Organisation and structure
The headquarters are based in Thilisi, in separate premises from the Thbilisi branch’s physical
office. Two other branches are located in Western Georgia™ and other two in the South region.

19 As some members are not residents, meetings can be held also by conference call.
'y Regional Manager has been recently appointed to supervise and coordinate the work of the two branches. Another
Regional Manager for the two branches in South Georgia will also be appointed in the medium term.

Microfinanza Rating 8
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The operational structure of the institution,
partially decentralized, is functional to the [ BOARD OF F'RECTORS|
current need of the institution. The branches [ EXECUTIVE DIRECTOR |
are treated as cost and profit centres. Branch

accountant/MIS officer.

managers can approve loans up to US$ Cé’)\‘,\ITTEFi’)\‘G_LER %ES?SUTTA'\\KE
5,000*2, which is more than triple the average
disbursed loan of CREDO. While accounting [_DEPUTY DIRECTOR |
data inputting is completely centralized in the MIS /1T MARKETING
HQs, all other administrative tasks are Ij :I
carried out at branch level by the ACCOUNTING LEGAL

|

REGIONAL
BRANCH -WEST

Human Resources

As of December 2005, CREDO’s team is

composed of 51 employees, out of which 17 _

are loan officers. The staff allocation ratio || Kutasi Batumi Tblisi | Bor. /Akh. | Pkhalkalaki
: . . BRANCH | | BRANCH

(33%13) is low and it negatively affects the BRANCH | L BRANCH | [ BRANCH

staff productivity of the institution.

The top management structure is composed by

_Personnel | Dec02 | Dec03 | Dec04 | Dec05_ two staff: the CEO and the Deputy Director.

Total 27 33 40 31 Starting from January 2006 the CEO has been
Loanofficers | 9 13 16 7 appointed also as CEO of AzerCredit (World
Other stait 18 42 44 34 Vision Azerbaijan). This is an uncommon

organizational structure in the microfinance
industry and could imply both advantages and disadvantages. The associated potential conflict of
interests is mitigated by the belonging of the two MFIs to the same network. The CEQ’s main
functions are related to the strategic guidance of the institution, to HR management and to fund
raising.
The Operation Manager has been recently upgraded to the position of Deputy Director. He
performs tasks related to the strategic support of the branches and the operational supervision,.
including a random visit of 10% of the new clients to check the quality of loan assessment. As the
Financial Manager left at the end of 2005, and the chief accountant is not ready yet to cover her
position, he is also in charge of tasks of financial management (cash flows analysis, financial
projections and ratios analysis). During the absence of the CEO, he performs the institutional
representation. The work overload for the Deputy Director is a risk factor for CREDO. Also,
the position of Financial Manager is now empty and CREDO is not planning to recruit a new
person in the short run. It produces a risk of concentration of top-managerial functions in the
person of Deputy Director. This risk will increase as soon as the institution’s leverage grows.
Other managers at the head office level are the Marketing Manager (in charge of the products’
development), the Chief Accountant*, the Internal Controller and the MIS/IT Manager™.
The general coordination of the staff training and hiring process is performed by the CEO, while the
executive assistant at the HQs deals with personnel administration. Salaries are competitive in the
microfinance sector. Moreover, the credit staff benefits from a performance-based bonus system,
which has been working well so far. In general, the work climate seems good. On the other hand,
training is not based on a systematic assessment of staff’s needs. External training heavily
depends on opportunities coming from World Vision regional network and MFC Poland. The not
high level of staff turnover during 2005 (10%) as well as in the previous period confirms a good HR
policy and management. Nevertheless, as the institution grows and a greater number of senior and
management positions will be available, a more explicit career development policy and succession
plan will be required.

12| ower amounts ceilings have been set up for younger branches.

3t includes however guards and cleaners.

¥ The Accounting Dep't is under restructuring: the Chief Accountant has been recently appointed and two new
accountants have been hired.

5 The MmIsNT Dep'’t is composed by one manager, one assistant and one intern. The Dep't is shared with World Vision
Georgia.
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Internal Control and operational risk management

The recently™® appointed Internal Controller is in charge of systematically monitoring the deviances
between planned and achieved, concerning mostly with financial operations. She is also in charge
of the reporting for investors and donors®’. An internal audit on clients, especially the biggest loans
is also carried out by the deputy director and the regional manager.

Even if the exposure of CREDO to the operational risk is not high, as mitigated by the centralized
and on-line MIS in place and by the fact that CREDO just manages gold and does not handle cash
in its lending operations, a strengthening of the position of Internal Controller is needed.
Moreover, even if the BoD has already decided to strengthen the internal audit function, nor
Internal Auditor position which reports directly to the BoD, neither any special Audit Committee
of the BoD have been set up yet.

Concerning manuals and written procedures, the main ones are available and updated, except for
the Financial / Accounting Manual (under revision) and the Internal Audit Manual (still missing).

Accounting policy and procedures

Along the years under analysis (2003, 2004 and 2005), CREDO's internal financial statements
have been prepared by using the method of flat interest rates and the cash basis for accounting.
After transforming into an independent Georgian organization, CREDO has contracted the first
external audit of its financial statements for the period April-December 2005, They have been
adjusted in order to incorporate the differences between the method currently used by CREDO and
the method based on accrual basis and effective (declining) interest method for the recognition of
interest income, as stated by the IAS 18 and the IAS 39. These adjustments have provoked an
increase of the gross outstanding portfolio by 10% and the interest revenues in the income
statement by 15%"°. The present rating exercise has considered the not audited flat rate - cash
basis financial statements of the last three fiscal years (2003, 2004 and 2005) to analyze
consistent trends. Concerning the last period, profitability and sustainability analysis is made
comparing ratios calculated both on the internal not audited financial statements (flat-cash) and on
the audited ones (declining-accrual). The financial statements of 2003 and 2004 have been audited
according to the WV standards (October 2003-September 2004 and October 2004-September
2005)%. It means that in the present report, the FS as of Dec03 is only partially audited, while the
FS as of Dec04 has been audited with different dates.

Management Information System

The loan tracking system is a banking software adapted to microfinance institutions, E-Merge,
which started working in the month of March 2005. All branches are in network and loan data are
input daily by MIS officers in each branch. The accounting system, SUN, is centralized: data are
input by the accounting dep’t of the head office, not by branches. On weekly frequency, E-Merge
data are integrated into SUN. Although the migration of data from Access to E-Merge, carried out
manually during 2004 and 2005, put under pressure the institution, the gains in terms of security
have been enormous. The reporting capacity also has been greatly improved. Some reports need
still to be prepared manually, such as those ones related to loan disbursements. As E-Merge works
exclusively on-line, the low connection speed to Internet provokes a certain degree of slowness in
the processing of loan applications in some branches in the rural areas.

Given the current dimensions of the institution, back-ups and MIS security procedures are
adequate.

16 April 20086.

7 She has been appointed as Internal Controller / Business Analyst of AzerCredit (MFI in Azerbaijan) for 4 days each
month.

18 After registering on January 24™ 2005, the assets’ transfer from GEF (World Vision project) to CREDO has been
completed only by the ending of March during the same year.

¥ This is mainly due to the fact that the declining restatement assumes a distribution of interest and capital in the repaid
installments of the loans disbursed during the period. This distribution concentrates the income in the first part of the
repayment schedule (thus increasing the income from interests of the period under restatement), while the revenue in the
case of flat interest calculation is more evenly distributed over the loan life-period (that can exceed the closing date of the
period under consideration).

% External audits had been contracted by World Vision Georgia for all its operations (not only microcredit).
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Financial products

Chapter 3

3. Lending operations

CREDO only offers lending products, whose variety and flexibility of conditions make them tailored to different typology of clients and sector of
business. The indirect provision (through strategic alliances) of non-lending products such as the micro-insurance, is under study.

Credit methodology

Credit metfrodologies
Currency of the credit
Type of interast

ffire, interestrate (5:)
MMax. interest rate (5¢)

Commissions
Min. credit amount (L/55)

Max. credit amount (UISS)

ax credit amount for the
first foamn (USS)

Mitr. maturity {montfis)
M maturity (inonths)
Interests payments

Frincipal payments

Grace period {tnontirs)

Coflaterals / guaranteas

Credit products
Individual Indnddual Individual Hali- - Solidarity Indndadual village Indnddual Seasonal
micro small SME collateralized collateralized aroup agriculiure agricukture
| Ineividusl || Individual || Individual || Incividual || Individusl | |Solidarity group| | vilage Lending || Individusl || Incividual |
| USH || uss || USH || W= | W=t || USH || LS || uss | uss |
| Flat || Flat || Flat || Flat | Flat || Flat || Flat || Flat || Flat |
| 2 || 15 [ 147 || 2= [ 2s | onav. || 15 || 15 [ 15 |
L s [ 2 [ 1er || 25 [ 3 [ 3 | 3 s L s |
2-25% up- 2-25% up- 1.5 - 2% up- 2-25% up- 2-25% up- 2-25% up-
front front front front 25% up-front | |1 - 2% up-front | | 2 - 2.5% up-front front front
| 50 || 1800 || soo0 50 | 50 || 50 || 50 || 50 | =0 |
1,500 5,000 15,000 2,500 2500 200 15,000 15,000 15,000
Mo Special Mo =pecial Mo Special Mo Special Mo Special Mo Special . ) Mo =pecial Mo Special
Policy Palicy Policy Palicy Palicy Palicy Mo Special Policy Palicy Policy
L =2 L 4 L+ J 4 [ 4 J[ 4 | 4 L+ L ¢ |
| 18 || 24 || 24 || 18 | 18 || 12 || 36 || 36 || 24 |
| Monthly || Maorthly || Monthly || Morthly || Monthly || Twice a manth || bdarthly || Monthty || Monthly |
| Marthly || Morthly || Monthly || Morthly || Morthly || Twice amorth || hanthiy || Morthly || Morthly |
Far first loan: 1 | [For first loan: 1 | |For first loan: 1 N N " hlax. 6 months in | | Max. 6 months | [Max. § months
maorith for manth far maorith for - grace o grace - grace one year for in one year far | |in one year for
L . L period period petiod o L L
principal principal principal principal principal principal
Collaterals Collaterals Collaterals Collaterals Collaterals Collaterals Collaterals
. ) . . . ) . . Mo collaterals, . ) . . . )
covering min. || covering min. || covering min. covering min. e min. 2 Group Ccovering min. covering min. || covering min.
100% + min. 2 || 100% + min. 2 | [ 100%: + min. 2 S0% + min. 2 an ot ) zolidarity 100% + min. 2 100% + min. 2 || S0% + min. 2
guarantars guarantors guarantars guarantars guararors guarantars guarantors guarantars
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The main lending methodology in use is the individual one, while the group loans represent a
decreasing and minor share of total portfolio. The “individual village agriculture” product used a
variant of the individual lending because of the active role of the “village’'s representative” in all the
lending procedures. New products under testing is the consumer loan and the educational loan.

Old good clients in urban areas can access to discounts in the interest rate according to an
incentive scheme to introduce new clients.

Credit policy
CREDO targets both physical persons and legal enterprises, both rural and urban areas, both

agricultural and non-agricultural loans. Loan diversification is adequate to the level of competition
present in the country. In response to some competitors which are relaxing their collaterals’
requirements, CREDO has recently introduced half-collateralized and un-collateralized loan
products. The mortgage is required only for loans > US$ 5,000, but exceptions for repeated clients
are allowed.

Procedures for loan issuing

In line with main competitors, the loan disbursement takes about 3-5 working days for new clients
and even less for old ones. The assessment of the client’s repayment capacity is made through a
cash-flow analysis of the business; other revenues and expenses are also taken into account. The
cash-flow form does not take into account the peculiarities of all the different businesses and
sectors which are accessing to CREDO'’s services. Nevertheless, the loan assessment procedures
are in general adequate and effective, as it is also demonstrated by the excellent portfolio quality.
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4. Assets structure and quality

Assets structure

Along the year 2005, the net portfolio Assets structure - Dec. 2005 Audited
has represented on average about 10%
83% of total assets, which is an 2% 2%

adequate concentration of resources
into the core Dbusiness of the
institution”. Yearly on yearly average
liquidity (cash and banks plus financial
investments) is worth about 5.4% in
2005 (it is 5.7% as of Dec.05), a sound
level for a non-deposit-taking 78%

microfinance institution. Other assets® @ Cash and Banks O Net Portfolio @ Net Fixed Assets
have sharply increased since August
2005 (because of receivable grants)
and so induced a substantial but
temporary decrease in the percentage of the net portfolio on total assets.

O Financial Investments @ Accrued interest O Other Assets

Portfolio structure

CREDO'’s loan portfolio is 98% composed of individual loans. Group loans percentage on total
portfolio has decreased over time (19% as of Dec. 2003, 5% as of Dec. 2004) and will likely
disappear in the next future.

Mon-audited Audited
Gross outstanding portfolio (US$) 843,303 1,364,934 2,092,581 2,210,034
Growth of active gross portfolio 17.2% B0.9% 53.3% 33.7%
Avyg. disbursed loan amount {(US$) 1,288 1,357 1,430 =
Avq. disbursed loan / p.c. GDP 143.29% 112.7% 100.0% =
Avi). disb. loan per borrower / p.c. GDP = = a2 0% =
Average maturity (imonths) 9 11 10 10
Number of active borrowers 1652 1,555 2,093 2093
Humber of active loans a9z 1,351 14972 14872
% of active borrowers women T0.0% T20% B1.5% B1.5%
Drrop-out ratio = 30.9% 282% =

The growth of the outstanding portfolio has been significant through the years, especially in 2004
and 2005. The number of active loans?® has grown as well, but at a slightly lower pace, resulting in
an increasing average disbursed loan size. However, due to the increase of the average GDP per-
capita in the country, the loan size on per capita GDP has diminished over time. The percentage of
women on total clients has diminished from 72.0% to 61.5% during 2005.

CREDO monitors the retention rate on a monthly basis. It is very active in monitoring its clients’
needs through focus groups. The drop out ratio calculated on a yearly basis confirms the good
achievements of the institution (28.2% in 2005).

21 As of December 2005, CREDO's net portfolio represents 78% of total assets, as shown in the graph.

22 since December 2005 it also includes accrued interests on loans.

2 |t is worth to note that the number of active borrowers is higher than the number of active loans because of group
loans.
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The loan portfolio seems adequately diversified as far  December 2005 - Audited

as the sectors of activities financed by CREDO are outstanding || % of outst.
concerned; even though trade represents the largest portfolio

share, the other three sectors together cover for almost

half of the outstandi tfoli fD ber 2005 Agricufture [ 476730 |[ 216% |

alf of the outstanding portfolio as of December : Production [ HTEE | 1055 ]

Although, according to the plans, the agricultural Servi

portfolio will grow rapidly in the next years, the [ >®V/t® | 349484 || 158% |
[ 1i42p1s  |[ 517% |

balancing among sector of business will remain under | Trade
sound levels. TOTAL 2,210,084 100%

CREDO'’s outstanding portfolio is also adequately
diversified among branches and geographic regions in the country (see second table below).

Loan portfolio quality

Portfolio quality is excellent with a consolidated PAR30 worth 0.5% as of December 2005**. A
remarkable improvement has been clearly achieved since the year 2004. Loan restructuring,
although allowed and regulated, is not commonly practiced. The write-off ratio has been significant
(3.9%) only during 2004 for loans disbursed in previous years. The setting up of the new MIS and
the fine-tuning of lending procedures have notably contributed to these positive trends.

_ | . Jan05-Dec05 § Apr05-Dec05
Consolidated PAR30 4.4% 0.7% 0.49% 0.47%
31-60 0.8% 0.2% 0.07% 0.05%
F1-90 1.3% 0% 013% 0.12%
91-180 2.3% 0.4% 0.29% 0.25%
181-3645 0.0% 0.0% 0.00% 0.00%
=365 0.0% 0.0% 0.00% 0.00%:
Arrears rate (= 1 day) 6.0% 0.7% 0.79% 0.75%
Restructured portfolio 0.0% 0.0% 0.0% 0.0%
Provision expense ratio 3.2% 24% 0.8% 0.8%
Loan loss resenve ratio 3% 0.7% 0.5% 0.5%
Risk coverage ratio (30 days) ™ .3% 100.2% 101 .9% 101 9%
Wirite off ratio 1.2% 38% 0.73% 0.43%

The risk coverage ratio (>30 days) has always been higher than 100% in 2004 and 2005. In
addition, considering that the non-performing portfolio is partly covered by the gold requested as
collateral, the risk of loan losses is adequately controlled.

The analysis of portfolio quality by branch shows a substantial equilibrium, being Akalkalaki, the
newest agency, the best one and Batumi the worst. In the latter case, the main reason is linked to
the unwillingness to repay of some identified clients.

December 2005 - Not audited

portfolio (US $'.I pnrtfnlln hnrrnwers days weighted
Thilisi [ 4EB2T 22.4% 15.6% 0.2% 00% |
Kutaisi [ 7730 | | 37.2% | | 33.5% | | 0.4% | | 02% |
Batumi [ 351628 [[1es% || 165% |[ 08w |[ 01w |
Samtskhe-Diavakheti | 447 754 [[ 4% [ 28s5% [ oFe || 0am |
Akalkalaki | 48 541 [ 22% [ 1% [[oow [ 00w
TOTAL 2,092,580 100% 100% 0.5%

2 The differences between the audited and non-audited balance sheets are insignificant.
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5. Financial structure and ALM

As of December 2005, the debt to equity ratio , o
stands at a low level (0.8%°), as CREDO's Equity and liabilities - US$
access to external funding has been limited to 3,000,000 -
loans received from the World Vision network. A 2,500,000 -
rapid increase_in the leverage of the.institution is 2.000,000 |
expected, as its planned growth will be mostly 1500000
financed by debt. T

1,000,000 -
Liabilities and equity structure 500,000 -
CREDO does not collect public savings, so its -
funding liabilites are represented only by Dec03 Dec04 Dec0S Dec05
external borrowings. These are mostly (84%) Not  Audited
long term liabilities, at yearly interest rates audited
ranging from 5 to 7% in US$, below the |oEquity @ Short termliabilities @ Long term liabilities
international commercial rates. All loans, both (BRestrictedfunds m Other fiabilities

short and long term ones, proceed from the

network of the founder.

The loan from the local Bank of Georgia, taken in 2005 to face a temporary shortage of funds,
represents the only experience with a commercial source of funding. It was a short term loan (6
months) completely paid back before the end of the year, and not renewed because very
expensive (17% per annum).

Since the beginning of 2006, mainly thanks to the CEQ'’s skills for fund raising, CREDO has started
leveraging from international commercial investors specialized in microfinance.

As of December 2005, total equity is

Equity Structure - Dec. 2005 Audited slightly more than US$ 1.5m., with a
large share represented by donated
0.3% capital. The retained earnings of previous

20.7%

years are worth 0.0% in the audited F.S.,
because the auditors make the
assumption that Apr.-Dec. 2005, the
period which has been audited, is
CREDO's first period of operations. The
74.8% retained earnings from previous years,
which have been actually produced, have
been included in “other equity account”,
worth 20.7% of total equity. While the
equity-related capitalization strategy
has been based on external donations so far, CREDO aims at generating positive net incomes
starting from 2006, but better results may be more likely produced in 2007.

4.2%

0.0%

O Paid-in capital from shareholders m Donated equity
O Net income, previous years O Net income, current year
m Other equity accounts

Assets and Liabilities Management

The current ratio is very high (11 as of December 2005). The loan portfolio is mostly (84%) short
term and the funding liabilities, as already mentioned, are mostly long-term. CREDO is not
exposed to any maturity mismatch risk. Most assets are indexed to the US$ and almost all the
liabilities are denominated in US$, which is the functional currency adopted by CREDO. Therefore,
the institution is only limitedly vulnerable to currency risk: the negative net position in US$ is
worth of 11.1% of total assets. This risk is partially mitigated by the unlikelihood of a strong
appreciation of the GEL. The interest rate risk is also limited, because the interest rate
associated with the funding liabilities, proceeding from W.V. network, should not change. However,

% 1t is worth 0.9 in the internal not audited balance sheet as of Dec. 2005.
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CREDO'’s credit portfolio bears a fixed interest rate, which can lead to the increase of the interest
risk along with the access to commercial borrowings.

The liquidity management tools used by the institution are not sophisticated but, given its size,
operations and financial structure, they meet the current needs of the institution.

The increasing exposition to different and new international investors can put the institution under
some pressure, especially as far as the reporting capacity is concerned.
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6. Financial and operational results

Profitability and sustainability have not o o
been yet fuIIy achieved. The trend Profitability and sustainability
analysis, conducted on the internal not 120.0% 5%
audited financial statements (based on flat 100.0% + 0%
interest rate and cash basis) shows an 80.0% | 50
important improvement in 2004, while the 60.0% 7| ¢ | 10%
trend is negative in 2005, mainly to the 40.0% +
decrease of portfolio yield, the increase of 200% | | K F15%
financial expenses and the establishment 0.0% -20%
of a new branch. DecO3  Dec04 Dec05 Dec05

Not- Audited
As of Dec. 2005, the audited and the not audited
audited financial statements show quite ——FSS o— ROE
different financial results®. — & — AROE o AROA

On one side, the internal financial
statements for the period Jan.05-Dec.05 show negative results both in profitability (ROE worth -
2.4% and ROA -1.5%) and sustainability (OSS 95.4%). Adjusted ratios are also reflecting these
results (AROE -10.0%, AROA -6.2%, FSS 82.8%).

On the other side, the same ratios calculated on the audited financial statements for the period
Apr.05-Dec.05 are positive (ROE 2.1%, ROA 1.2%, OSS 105.3%) and become negative only after
the consideration of the cost related to the inflation?” (AROE -3.4%, AROA -2%, FSS 95.5%).

Given that the ratios calculated on the audited FS have been annualized (since the audit period is
only 9 months), more consistent conclusions on trends and profitability/sustainability results
will be drawn starting from the next year.

The portfolio yield has decreased sharply from 2003 to 2005 and will likely follow a downward
path along the next year, mostly because of the discounts on the interest rates for those urban
clients who introduce new clients to the institution. On the other hand, CREDO is planning to
slightly increase the upfront fee, but has not taken yet the final decision on it.

Even though the efficiency has improved remarkably during the period under consideration, the
operational expense ratio is still quite high especially considering that the main lending
methodology is the individual one with a quite large average disbursed loan. LOs productivity and
staff productivity (measured in number of active borrowers) also are not satisfactory. The
planned growth for 2006 will likely allow CREDO to obtain some gains in terms of efficiency and
productivity.

However, the financial expense ratio will increase because of growing leverage and increasing
access to commercial borrowing.

So far, the margin for CREDO has been negative if we consider the not audited financial
statements or very limited in the case of audited ones. Considering that the provision expense
ratio has been maintained at very low levels, thanks to the excellent portfolio quality, CREDO is
facing an important challenge regarding its sustainability and profitability. A more aggressive
strategy to improve efficiency and productivity is needed in the short run to be able to face the
growing competition.

% See chapter 2: accounting policy and procedures.
%" See annex 2 for details on adjustments to the financial statements.
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. _ _ Jan05-Dec05 § Apr05-Dec0%
Financial Indicators Jan03-Dec03 § Jan04-DecD4 - Audited

Operat, expense ratio {avo.gross portf.) 56.7% 39.8% 35.8% 33.4%
Staff allocation ratio ITA% 40.0% 33.3% 33.3%
Loan officer productivity (horrowers) 127 a7 123 123
Loan officer productivity famount) 65,254 85,303 123,093 130,005
Branch productivity {armount) 212076 341 234 45516 442 017
Cost perloan lent 328 256 257 M. av.
Cost per borrower 248 205 330 330
Funding expense ratio 1.0% 0.8% 2.6% 2.8%
Provision expense ratio 3.2% 2.4% 0.8% 0.5%
|F*onf0lio vield {gross portfolio} | | 48.6% | | 40.0% | | 3IT.2% | | 38.9%

* pxchange rate variagtions are not included in the calculation of the ratio
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7. Strategic objectives and financial needs

Strateqic objectives and evolution

As indicated in the Business Plan 2006-2010, Financial projections CREDO (USS$)
CREDO plans to increase the loan portfolio up | 15 400 000

to US$ 10.1m. as of Dec. 2010, almost five 10,000,000 |

times the current level (Dec. 2005). 8,000,000

According to the projections, the leverage will 6,000,000

increase progressively from the current 0.9 up 4,000,000 +——

to more than 3 as of Dec. 2010. 2,000,000

OSS is supposed to reach 100% as of Dec. 0 2005 ‘ 2006 ‘ 2007 ‘ 2008‘ 2009 ‘ 2010
2007 and to increase over time. Profitability , :

and sustainability analysis however have been || —*—t0anportfolo —=— Borrowings Total assets

carried out only on the conservative “flat rate
cash basis hypothesis”, namely the not audited financial statements.

In the short run, CREDO foresees a yearly on yearly growth rate of the outstanding portfolio
worth about 42% as of December 2006. A new satellite office will be opened in the area of
influence of Kutaisi branch. The main strategy to face the growing competition is the identification
of niches like the rural areas and the agricultural lending, generally less attractive for the stronger
competitors like Procredit and other commercial banks. Tourism lending also represents a strategic
niche for expansion.

As soon as the new draft law will be approved, main challenge will regard the transformation into a
limited liabilities or a joint stock company. On a hand the first legal status is very easy to manage
and to constitute, but on the other hand a joint sock company is much more attractive for external
equity investors.

Financial needs

The institution is shifting towards a more commercial funding strategy, opening to additional
sources other than World Vision network. CREDO's financial needs for 2006 are worth US$
1.5m., which is under negotiation with the following institutions:

- VisionFund Int’l for additional US$ 0.75m.

- Symbiotics for US$ 0.5m.

- Novib for US$ 0.3m.
Other sources, such as Blue Orchard, Triodos and EBRD have been already contacted.
The fundraising strategy seems to be adequate to feed the planned growth.
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8. Details of the risk factors

Annex 1

According to our analysis, the main risk factors of CREDO are the following ones:

Main measures
AREA Rizk factors Relevance* implemented andlor to Obzervations
implement in the short term
E ially in Thilisi and Batumi
3 L _ Products' developmernt bazed on spe.ma y .”SI an ) K
Growing competition in || Medium- . ) j Ihlzin campetitars are bigoger
. constant maonitoring of clierts
urban areds high - than CREDD and rely on maore
needs and competitors' offer
and cheaper funds
The draft law, not yet
Uncertaintios rofated to . approved, does not define
) | Medium- -
Frternal the new microfinance low - contert and modalties of the
envirorment faw supervizion of the MBG an the
and mkt. Microfinance Organizations
positioning Medium Atax expert has been recertly (| Tax autharities could pravoke
Unrcartainty on taxes low appoirted inthe Accounting changes in the tax burden for
Departmert the institution
Lack of 2 Cradit Laobbying thraugh AGMO ¢ The I'II:I!'I—-bal'IkI.I'Ig MFl= dn:n. rict
. ) ) patticipate in the Credit
Buroay for the Medium Infarmal exchange of information
. . Bureau recently created by
miicrofinance sector among MFlz )
the commercial banks
Absence of @ Financial
Manager and The recently promoted Chisf The Fimnancial Managet left in
concentration of top- Medium Accountart is acquiring skills of Mavember 2005 and the DD
wmanagerial functions financial managemerit religved her functions
in the Depaty Director
The DD deals with the credi
Work ovarfoad for the Medium ) and financial management and
Governance, Deputy Divector partly with internal audt and
management inatitutional representstion
and
operations Lack afsj.-:t:n::tm Training supply is mostly
approach to tne Medium - hazed on external upcaming
Fssessirent of staff's oonortunities
training neads PR
Mot yet consalidated Internal
knprovabie internal Medium A position of Internal Contraller Cantroller f Incomplete
controf has been recertly set up. Manuals § Lack of Internal
Auditor
. _ Lack of experience with The only experience has been a ) .
Financiai intornational Medium- zhort term commercial loan from ) Rep.nr‘tlng G )
stractire andg . . financial management under
ALIR commercial sources of low a local bank for funding shortage
funds during 2005 Rressure
Profitability and Trends are slightly positive in the FEnEE] SpEnsE rei Vil
rofitabifity an . . N
sostanapiiy sotye | o |5 vesr ROt b | 270 P
Financial Fchioved 9 to incresse the Lwp-front fee "
and hecause of competition
operational i il i
rosufts o The planned growth will De-:rz?smgl bm;hl} Ihlgh
Low m‘:'ﬁ'":"!"'_"‘:-'!'r and Medium generate =ome ecanomies of oper .|n:|.na CRSLE FIo
proguctivity scale productivity and lowe staff
allocation ratio

' Relevance refers to the damage loss brought about by negative events (associated to each risk factor) and to
the probability that damage loss eventually occurs.
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Annex 1 - Financial statements

DecO5 Not Dec5
Balance sheet (US$) Dec4 :E d'ite; Autil'cite o

ASSETS
! Cash amnd bank deposits 326,544 71,464 80,536 75,954 l
! Short term financial assets = = 80,000 80,000 l
! Net outstanding portfolio 821 551 1,355,779 2,052 099 2,199 602 !
! Gross outstanding portfolio 548 303 1,364 954 2,092 581 2,210,084 '
! Performitg portfolio a10,9227 1,355,801 2,082,290 2,199,793 |
! Portfofio at risk = 30 days 37 376 9133 10,251 10,291 |I
! {Loan loss reserve) 26 652 9155 10,482 10,482 |
! Accrired interest o o o 45210 |
! Othrer sfrort term assels 96,595 42 326 289,93 284 969 I
! Total shrort term assets 1,244,790 1,469,569 2,532,866 2,683,765 |
! Loy term financial assets - - - - l
! MNet fived assets E5,780 85943 120,310 120,311 !
! Otfrer fomdg term assets - - - - '
! Total forg term assets 65,780 35,943 120,310 120,311 |
! Total assets | 1,310,570 | 1555512 | 2,653,176 | 2,800.076 |!

| LIABILITIES !
! Sight deposits . . . -
I Shorttime deposits - - - - |l
! Shaort term foans = 144 000 143 500 162,000 |
| Othrer short term liabilities 17732 1,083 43474 62,196 ||
i Total shrort term Lahilities 17,732 145,003 197,974 224196 |
! Loty term time deposits - o o o l
! Loy term foans 218,000 195,000 899 875 887 375 '
| Other long term liabilities ] ] ] 2
! Restricted finids 75,000 = 170,000 170,000 |
| Total Lonyg term liabifities 293,000 195,000 1,069,875 1,057,375 ||
: Total liabilities 310,732 340,093 1,267,849 1,281,571 :
| EQUITY i
i Paid-int capital from shareftoliders - - 5,000 5,000 |
i Donated equity 347 331 950,153 1,133 562 1,142 585 I
| Chrasi-capital - - - -
|  Reserves ] i ) -
i Total retained earnings 152507 220 865 232348 3,795 i
| Netincome, previous years 86,525 154,160 220,865 -
i Netincome, current year 5,952 65,705 11 481 3,795 I
i Otfrer equity accounts = 14,399 14,399 316,125 I
| Total equity | 999,838 | 1215419 1,385,327 | 1,527,505 ||
| Total liabilities and equity | 1,310,570 | 1555512 | 2,653,176 | 2,809,076 |:
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Janﬂ&-ﬂecﬂﬁ Aprﬂﬁ-ﬂecﬂﬁ
Income Statement (US$) Jan03-Dec03 | Jan04-DecOd

Interest & cormmissions received ot loans 351,33 449 7E2 B13,639 532,48?
Financial revemie from iinmvestment 2,950 295 3 509
Otfrer financial revernies - 12,294 1517 o
A} Financial revenie 354,281 462,952 615,159 532,996
Interest paid o borrowitis 7458 8o52 43 486 33748

Interest paid on savings = - - -
Interest paid on mortgage = - - -

Other financial expenses = = 3322 2353
Inflation adjus trment = = = =
B} Financial expenses 7458 8,952 46,808 41,106
Gross financial maroin (A - B) 346,823 454,000 568,351 491,890
L oan foss provision 23,350 26,639 13,394 11 613
MNet fitrancial margin 323473 427,361 554,957 480,271
Otfrer operatinng revernie 4,871 13,120 6,532 4 095
Fersomnmnel expenses 225,581 227 238 305,074 236 625
Adminis trative expernses 184,333 219,306 286,241 220535
C} Operatinng experses 409,914 447,044 591,315 457,160
Net operatitng income o 81,570 |- 6,563 |- 29,826 27,209

Extraordinary revernre - - - -
Extraordinary expense = = = =

MNet income before donations, before tax = 81,570 |- 6,563 |- 29,826 27,209
Taxes - - - 7527
MNet income before donations = 81,570 |- 6,563 |- 29,826 19,682
Donations in cash 147 552 73,100 48,328 43328
Rewvenie ot from the operations - 7,168 1,979 1,874
Expenses not from thre operations - 12,000 9,000 6194
MNetifrcome 65,0982 66,705 11,481 63,795
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Annex 2 — The adjustments to the financial statements

The financial statements in Annex 1 are the result of standard reclassification. They are based
on internal financial statements, except for the F.S. for the period Apr-Dec05, which have been
audited according to international standards.

Financial statements have been then adjusted to allow a comparison with other institutions
which use a different logic of presentation of the information and to evaluate the level of
sustainability of the institution at market conditions and prices.

The main adjustments normally are:

adjustment for the accrued interest on delinquent loans > 90 days

elimination of subsidies (donations in kind®® and soft loans®)

provisions are calculated with a standard formula®

adjustments for inflation

adjustments for write-offs

CREDO does not accrue active interests on loans. The audited financial statements (Apr05-Dec05)
do accrue interests but not on past due loans, thus related adjustments are not required.

A small adjustment for subsidy on the cost of funding liabilities is always required, except for the
Audited F.S. Apr.05-Dec.05%.

The inflation adjustment is the most important adjustment, which reduces the net income in each
period.

Janﬂ&-ﬂecﬂﬁ Aprﬂ&-ﬂecﬂ&

Reversal of accrued interest on non-perf loans

Subsidized cost of fund adjustment 66T 5,29 5,263 o
- Interest rate used {national currency) 24 2% 23.4% 16.2% 16.1%
- Interest rate used {foreign currency) 4 4% S51% 7 0% 7 2%

Inflation adjustiment 41,581 57,509 94,491 52,788
- Inflation rate used 4.5% 5.7% 8.3% 4 5%

Loan loss provision adjustment - - - -
In-Kind subsidy adjustment - - - -

Total variation of net income 42,248 62,805 99,754 ha,r7og

it Donatlons in kind are valorized and added to operational expenses.

° In the income statement it is registered the value of the difference between financial costs of the institutions and
financial cost evaluated at the market rate. In particular, in the case of loans in local currency, it is considered 75% of the
average lending rate in the national market (IFS Line 60P). In the case of loans denominated in foreign currencies (US$
and Euro), it is considered the average value of LIBOR 1 year plus 3%.

° Provisions are calculated according to the following formula:

Portfolio: 1-30 days 10% Restructured loans 1-30 days 50%
31-60 days 30% > 1 day 100%
61-90 days 50%
>90 days 100%

* Libor 1 year has increased progressively during 2005, so the avg. value for the period Apr-Dec.05 is a bit
higher than the avg. for the entire year.
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Annex 3 - Financial ratios

Jan05-Decd5 | Apri5-Decl5

CREDO (US$) Jan03-Dec03| Jan04-DecOd| ., p ydited | ~ Audited
PROFTABILITY
Return on Equity (ROE) -0.9% -0 6% -2 4% 21%
Adjusted Returtt on Equity (AROE} -14 B% -E.3% -10.0% S3.4%
Return on Assets (ROA) -6.5% -0.5% -1.5% 1.2%
Adjusted Return on Assets (AR0A) -9.8% -4 8% -6.2% S2.0%
Operational seff-sufficiency (055) 81.5% 93 6% a5 4% 105.3%
Financial seff-sufficiency (F55) T4.4% a7 .3% 02.8% 95.5%
Profit Margin 22T -1 4% -4 8% 51%
LOAN PORTFOLIO OUALITY
FPortfolio atrisk (FAR30) 4.4% 0.7% 0.49% 0.47%
Arrears rate { = 1 day) 6.0% 0.7% 0.79% 0.75%
Restructured foans 0.0% 0.0% 0.00% 0.00%
Frovision expense ratio 3.2% 2.4% 0.531% 0.85%
L oamn loss reserve ratio 3% 0.7% 0.50% 0.47%
Risk coverage ratio (30 days) 71.3% 100.2% 101 .85% 101 .85%
Write-off ratio 1.2% 3.9% 0.73% 0.43%
Adjusted write-off ratio 1.1% 4.0% 0.70% 0.43%

EFFICIENCY AND PRODUCTIVITY

Staff affocation ratio A% 40.0% 33.3% 33.3%
Loan officer productivity (borrowers) 127 a7 123 123
Loar officer productivity {amount) 63,254 85,305 123,093 130,005
Staff productivity (borrowers) 47 39 4 4
Staff productivity {amount} 24 237 34123 41031 43,335
Branch productivity (@mount) 212,076 341,234 413516 442 M7
Operatitng expenses ratio (average gross portt) S6.7% 39.8% 35.8% 334%
Operatittg expenses ratio (average assets) 34.0% 325% 29.6% 28 6%
Cost per foan lent 328 256 257 M. av.
Cost per borrower 248 205 330 330
FPersome! expenses ratio (average gross portt) 31.2% 20.2% 18.5% 17.3%
Adnin. expenses ratio (average gross portfolio) 235% 19.6% 17.4% 16.1%

ASSETSILIABILITIES MANAGEMENT

Portfolio yield (gross portfofio} 45 6% 40.0% 3T 2% 35.9%
Fortfolie yield {(gross portfolio) - accried 45 6% 40.0% 37 2% 35.9%
Fururnvditr expense ratio” 1.0% 0.a% 26% 28%
Cost of firnds ratio” 4.0% 3E% £.9% TA%
Frovision for inflation @average gross portfolio) 0.0% 0.0% 0.0% 0.0%
Adjusted provision for inflation {av. gross port}) 57% 54% 57% 3.9%
Ciurrent ratio 70.20 1013 1093 10.39
Liguidity over total assets 24 0% 4 5% 3.0% 28%
Deht'aguity ratio 0.3 0.23 naz 0.a4

Equity nustipfier 1.3 1.3 14 1.8

Capital adequacy ratio TE.3% Ta1% 52 2% a4 4%

* exchange rate varistions are nat included in the calculation of the ratio
3% hen required, the ratios have been calculsted on 9 months and then annualized.
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OUTREACH

Average disbursed foan size 1,295 1,357 1,430 r.aw.
Average outstamnding balance 951 1,010 1,061 112
Average dishursed foan size on per-capita GDFP 143.2% 112.7% 100.09% n.av.
Average outstamding balance on per-capita GDP 105.0% T2.9% T4 2% T3.4%
Fercemntage of active borrowers wWoren T0.0% T2.0% E1.5% n.av.

GROWTH {amount in U55)

Growtlh of active gross portfolio 17.2% B0.9% 53.3% 93.7%
Growth of active borrowers 01% -5.9% 34 6% ..
Growth of active foans 16.6% 51 .5% 46.0% M.a.
Growth of total assets Ta% 18.79% T0.6% 7T B%
Growth of staff 296% 14.3% 30.0% M.aY.
Growth of funding Fabilities .ay. 5.5 209 6% 187 5%
Growth of operating expenses n. av. 9.1% 32.3% RS
Growth of equity 9% 21 6% 14 0% 39.5%

Allthe growth ratios regarding the period 2proS-Dec0s have been calculated on 9 months. n. av. = not available
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Annex 4

Annex 4 - Definitions

Description of the ratio

| Formula

Return on equity (ROE)

Net income before donations / Average equity

Adjusted return on equity (AROE)

Adjusted net income before donations / Average equity

Return on assets (ROA)

Net income before donations / Average assets

Adjusted return on assets (AROA)

Adjusted net income before donations / Average assets

Profitability — _ ——
Operational self-sufficiency (OSS) (Financial revenue + cher operating revenqe) | (Financial
expenses + Loan loss provision expenses + Operating expenses).
(Adjusted financial revenue + Other operating revenue) / (Adjusted
Financial self-sufficiency (FSS) financial expenses + Adjusted loan loss provision expenses +
Adjusted operating expenses)
Profit margin Net operating income / operating revenue
Portfolio at Risk (PAR30) Portfolio at Risk > 30/ Average gross portfolio
Provision expense ratio Loan loss provision expenses / Average gross portfolio
Portlf:)IIO Loan loss reserve ratio Accumulated reserve / Gross portfolio
quality
Risk coverage ratio (>30 days) Accumulated reserve / Portfolio at risk >30 days
Write-off ratio Write-off of loans / Average gross portfolio
Staff allocation ratio Loan officers / Total staff
Loan officer productivity — Borrowers Number of active borrowers / Number of loan officer
Loan officer productivity — Amount Gross portfolio / Number of loan officer
. Staff productivity — Borrowers Number of active borrowers/ Number of staff
Efficiency
and Staff productivity — Amount Gross portfolio / Number of staff

productivity

Operating expenses ratio

Operating expenses / Average gross portfolio

Cost per borrower

Operating expenses / Number of borrowers

Administrative expenses ratio

Administrative expenses / Average gross portfolio

Personnel expenses ratio

Personnel expenses / Average gross portfolio

Portfolio yield

Interest income from portfolio / Average gross or net portfolio

Funding expense ratio

Interests and fee expenses on funding liability / Average gross
portfolio

Interest expenses on funding liability / Period average funding

Financial Cost of funds ratio e
liability

management

Current ratio Short term assets / Short term liability

Debt/Equity ratio Total liability / Equity

Capital adequacy ratio Total equity / Total assets

Average disbursed loan size Amount issued in the period / Number of issued loans
Outreach

Average disbursed loan size on per-capita GDP | Average disbursed loan size / Per-capita GDP

Other definitions:

Funding liability: Liability that finance the loan portfolio and the cash investments necessary to manage the loan portfolio
Operating expenses: Personnel expenses + Administrative expenses

Recovery from write-off ratio: Income from write-off (payments received from loan already written-off) / Average gross
portfolio

Restructuring of delinquent loans: includes rescheduling loans (extending the term of the loan or relaxing the schedule of
required payments) and refinancing loans (paying off a problem loan by issuing a new loan).

Drop-out ratio: calculated as follows: (number of active clients at the beginning of the period + number of new (first time)
clients entering during the period — clients written off during the period — number of active clients at the end of the period)
/ (number of active clients at the beginning of the period).
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Annex 5 - Guidelines of reporting and accounting

Financial statements

CREDO does not provide non-financial services, so its financial statements reflect exclusively the
results of its financial activities. The Fiscal Year runs from January 1 to December 31. Since April
2005, CREDO prepares its own financial statements separately from World Vision Georgia. The
functional currency is US$, but CREDO is planning to move to Lari, national currency, during 2007.

Loan loss provision and write-offs
CREDO sets the loan loss reserve on monthly basis, calculating

the cost of provision according fixed percentages calculated on Ageir;? f’izlr(tfono ro\jf’sion
ageing categories of the portfolio at risk (outstanding balance of b

past due loans). The calculation is made automatically by the MIS. él 320‘123’5 ;gz;"
The cost of the provision is recorded into the income statement ||~ " dzy: o
and is cumulated into the loan loss reserve in the balance sheet. 91 - 120 dy 750/0
CREDO writes-off bad loans when they are late > 120 days and ) ays y

y y > 120 days 100%
the chances to recover them are low.

Accrued interests

The audited F.S. Apr-Dec05 accrue active interests on loans and financial investments and the
passive interests on funding liabilities. CREDO 's policy however is to use flat interest rate on cash
basis along 2006, while turning to IFRS only since 2007.

Ratios of portfolio quality
CREDO reports data on portfolio at risk and Donations received (US$)

amears In e corredt way. The standard | peverl T T ST
portfolio quality ratio used is PAR 30 in the
reporting and PAR 1 in the F.S. (non- 240,000 || Loan capital cly
performing loan portfolio). 2003 55 000 Loan cepttal || Yord vision
Canada
Sub-total 295,000
Restructured loans -
Although CREDO’s policy allows for 2004 s 000 O LT SOROS
restructuring loans, it is not a commonly-used 21,00 LoeeaRlE |l BOUANES
practice. Sub-total 171,500
. Chemonics Int'|
. 287 402 Loan capital
Insider loans (USAID)
CREDO does not allow the disbursement of 16,314 Investmerts || =DEmenics it
loans to the staff and BoD members. On the | SR
other hand, loans to staff and Directors’ 45,328 " 4
. EXpENSes [U=AI00
relatives are allowed and regulated. 2005 orld Vision
33134 Investments )
. . . o Geardgia
Donations and in-kind subsidies . Wiorld Wision
. - - 43817 Loan capital )
Donations for loan capital and fixed assets are Georgia
registered directly into the equity, while those 10,813 Loan capital MRC
ones for operating expenses are registered in 1832 Investments GMSE
income statement. CREDO has not received Sub-total 1,251,740
any in-kind subsidies. TOTAL 1,715,240

Microfinanza Rating 27



CREDO - Georgia — April 2006

Details of funding liability

Annex 4

December 2005
Funding liabilities
_ Outstanding § Outstanding
. Curr_e ney SLEAETT: L] Balance Balance
{in which the Balance
loan is due) (US$) Short term Long term
(USS) (US$)
World Vision Canada | ussg || sa3ws || 4rso0 || 11Evs |
VisionFund International 1 | US3 || 37spoo0 || 0 || s7spooo |
World Vision MEERO 1 | Us§ || 15000 || 0 [[ 15000 |
World VisionMEERO2 | wuss || foopoo || sopoo || sopoo |
World Vision MEERO3 | Uss || 45000 || 0 [[ " 4spoo00 |
VisionFund International 2 | Us§ || a7soo0 || 0 [ srspon |
World Vision MEERO 4 | usy || Frooo || s2o00 || 25000 |
TOTAL [ 1,049,375 || 149,500 | 899,875 |
December 2005
Funding liahilities features
Loan amount §Disbursement I'.'Iﬂturlty Principal Interest Interest
(US$) date repﬂyments repﬂyments
World Vision Canada | 95000 15/02/2004 |15mzmnn?|| Guiarterly Quarterly 5.00% |
VisionFund International 1 | 375,000 || 1107/2005 || 30/06/2007 || Maturity || Cuarterly || 600% |
World Vision MEERO 1 | 15000 || 0so72005 || 050102007 || Matwity || Guarterty || 400% |
World Vision MEERO2 | 100,000 || 07092005 || 07062007 || Quarterly || GQuarterly || 6.00% |
World Vision MEERO3 | 48000 || 214002005 || 210402008 || Quarterly || GQuarterly || B.00% |
VisionFund International 2 | 375000 || 08A1/2005 || 30062007 || Maturty || GQuarterly || 7.00% |
World Vision MEERO 4 | 77,000 || 15422005 |[15042007 || nav. || Quartery || 600% |

Other accounting policy

CREDO is adopting the flat interest rate on a cash basis. Only starting from the period Apr.05-
Dec.05 the external auditors have restated the F.S. using the effective interest rate method on an
accrual basis. CREDO will likely adopt the declining interest rates and accrual basis since 2007.
Fixed assets are depreciated using the straight-line system, with the estimated useful life of each

class of asset as a basis.

CREDO does not consider the effect of the inflation in the financial statements.

Exchange rate variations and assets and
liability denominated in foreign currency
Transactions are made both in US$ and
Lari. The conversion into US$ is
undertaken using the official daily
exchange rate issued by the Central
Bank.

Foreign currency transactions are
adjusted at the end of the year and the
gains/losses for currency fluctuations are
listed in the administrative expenses
under the item “currency exchange loss /
gain”.

Microfinanza Rating

December 2005 - Not Audited
Local
currency
Assets 2,351,505 30,671 2E5317E
Cash and banks 43 796 37,040 80,836
Financial assets 80,000 1] 0,000
Fortfolio 2,082,099 ] 2,052,099
Fized assets 120,310 1] 120,310
Other assets 25,300 264 531 259,931
Liahilities 2,646,972 6,204 2,653,176
Loans 1,219,375 ] 1,219,375
Other liabilities 42270 204 48,474
Capital 1,385 327 0 1,385,327
NET POSITION -295,467 205 467 0
Exch.rate GELASE: 1.79245
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Annex 6 - Rating Scale

Rating grade

Extremely strong capacity to meet its financial obligations. Excellent
AAA operations. Very stable and highly unlikely to be adversely affected by
foreseeable events.

Very strong capacity to meet its financial obligations. Very good
AA operations. Stable and unlikely to be adversely affected by
foreseeable events.

Strong  capacity to meet its financial obligations. Very good
A operations. Stable even if it could be affected by major internal or
external events.

Adequate capacity to meet its financial obligations. Good operations.
BBB Quite stable even if it could be affected by significant internal or
external events.

| s —————————
Limited vulnerable capacity to meet its financial obligations. Adequate
BB operations. Quite stable even If it could be affected by internal or
external events.

Partially vulnerable capacity to meet its financial obligations. Sufficient
=] operations. Mot completely stable and wulnerable to internal or
external events.

Vulnerable capacity to meet its financial obligations. Basic
CCC operations. Potentially unstable and wulnerable to external or internal

events.
- ____________ _______________________ _______________________________|

Highly wulnerable capacity to meet its financial obligations. Poor

CC operations. Potentially unstable and vulnerable to external or internal
events.

Very high wulnerable capacity to meet its financial obligations. Very

C poor operations. Unstable and very wulnerable to external or internal
events.

D Mot able to meet its financial ohligations. Insufficient operations. Very

unstable and completely vulnerable to external or internal events.

The rating grade can be corrected with a + or — sign, which implies a slight pesitive or negative variation respect to
the main grade.
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