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AREA Risk factors Relevance*
| Lack of a law and clear fiscal policy for microfinance || e diurm-low
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| Shortcomings in the MIS [| Medium
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and asset quality mprovahle client drop-out analysis ediurm-low
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| Interest rate risk [ Medium-low
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operational results inancial seltsufficiency not consolidate edium
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and future Mo scenario and sensitivity anslug,rr?s presented in the husiness Mediurn-low
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' Relevance refers to the damageloss brought about by negative events (associated to each risk factor) and
to the probability that damageloss eventually occurs.

Strengths \ Opportunities
— High quality top management — Large unmet demand
— Diversified range of products — Transformation into a commercial bank in the
— Effective decentralization long term
— High efficiency — Growth and economies of scale
— Good portfolio quality
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Final opinion

CredAgro operations rely on a well established credit methodology and on a diversified offer. However, the
positioning in the upper end of the market makes CredAgro especially subject to the increasing
competition of banks.

Despite of the remarkable efficiency, the financial performance is quite weak, mainly due to the
vulnerability to currency exchange risk. The reliability and efficiency of the MIS, together with the tools for
the financial risk management, represent areas of improvement.

The shortage of funds, due to the restrictions imposed by ACDI/VOCA (holding the ownership) in the past
months, has hampered the expansion of operations limiting the capacity of CredAgro to fully meet clients’
needs and to consolidate its sustainability. The ownership has, at some point, demonstrated, mainly with
the imposed restrictions to the access of commercial funding, not to be comfortable with the commercial
evolution of CredAgro. This situation seems to start changing with the opening of doors to borrowing funds
occurred in the very last period.
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Benchmarking

All figures of peer groups are referred to the MicroBanking Bulletin (MBB) database updated as of December 2004. The
CredAgro ratios indicated here do not fully correspond to the ratios presented in the report as they are calculated
according to the MBB methodologyl. As for the MFIs Viator (Azerbaijan), and Azercredit (Azerbaijan) rated by Microfinanza
Rating in 2005, the ratios included were extracted from the Microfinanza Rating database and are calculated according to
the MBB methodology. Please consider that the figures presented are relative to different periods.

¥iator, |AzerCredit,
Azerbaijan | Azerbaijan
Seplh Decls

Financial ratios, US% ERTRTONM £Ca High | NOR Banks [ individual

(FSS MFis)

Gross Loan Portfolio
gross loan portfolio adj For standardised write-offs (US3$) 5,379,445 B277 689 15,717,964 44094691 2086517 215872

Average Loan Balance per Borrower on per

capita GNI 170" 17 7B BB 9% 433
Auerage boan balance per barrower! GRI per capita[3]

Portfolio at Risk: 30 Days

oustanding balance of loans overdues 30daysigross loan Dz am EE 4.2 2.2 0.ax
portialio[*]

Adjusted Return on Equity AROE

adjnet operating income after tanestavg tot equity (%) 23 162 G L 0.1 -11.0s

Fartfolio gield

Financial Fevenue from Portioliof Adjusted Average 242 W/ 5.5 EL A IR 418
Gross Partfobo

Debt? Equity Ratic
adjtok lizbilities! adj bot.2 quity L 18 24 6.9 0 0.8

DOperating Ezpense! Loan Portfolio

[operating expense - In-Kind donations)lavg gross loan e .3 263 20 22 3
portiolio 3]

Bomowers per Loan Officer

f, of aotive botrawessin, of loan officers 95 24 280 238 a7 216

EC& High, Eastern Europe and Central Asia, Awvg. Balance per Borrower! GMI per Capita » 16503 and s 275
All Figures are referred ta the MictoBanking Bulletin database updated as of December 2004, Average loan balace per barrower on pel papita GOP

CredAgro is compared to two sets of peer groups: the first considers the MFIs operating in ECA countries with
high target, the non-banking financially self sufficient MFIs and the organizations using the individual lending
methodology; the second one considers two MFIs already rated by Microfinanza Rating in Azerbaijan.

Considering the first set of peer groups, CredAgro has not yet achieved the size attained by Non Banks (FSS
MFI) and Individual lending MFIs (from three to nine times larger in terms of portfolio). This is reflected in the
very low debt to equity ratio of CredAgro (0.2) compared to the two peer groups mentioned above (2.4 and
6.9).

The outreach in depth as estimated by the average loan balance per borrower on per capita GNI (170%) is
comparable to the ECA high MFIs (197%), much higher than the other two peer groups. Thus, the productivity
level of CredAgro (96 borrowers per loan officer) is significantly lower than Non Banks (FSS MFI) and
Individual lending MFIs but in line with the ECA high (94 borrowers per loan officer).

CredAgro’s portfolio quality (0.8% PAR30) is above the already good level shown by Viator and Azercredit
(2.2% and 0.9% respectively). The negative level of AROE (-2.3%) is intermediate between the returns
registered by Viator (0.1%) and by Azercredit (-11%), and are partially due to the high inflation affecting the
Azeri economy. The lower portfolio yield of CredAgro (24.2%), brought about by the different market
positioning (the other two Azeri MFIs serve lower layers of the market), is compensated by the significantly
higher performance in terms of efficiency (operating expenses / average loan portfolio equal to 11.8%).

! The MBB adjusts the financial data to produce a common treatment for the effect of: a) inflation, b) subsidies, and c)
loan loss provisioning and write-off (see MBB , Appendix I: Notes to Adjustments and Statistical Issues).
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1. External Environment and CredAgro positioning

Institutional background

CredAgro is a Non-Banking Credit Organization which was established in May 2000 as a limited
liability company in the framework of the Azeri Rural Credit project supported by ACDI/VOCA.
ACDI/VOCA, channeling the USAID donations, has been constantly sustaining the development
of CredAgro, providing technical assistance for the capacity building, granting US$ 3 million as
loan capital and supporting the operating expenses of the institution over time. In 2005 USAID
granted the property of CredAgro to ACDI/VOCA, which is currently the sole owner of the
organization. With its developed network of branches, CredAgro targets the upper end of the
rural market, partially overlapping with the banks which are downscaling their operations, and
is now the fifth larger MFI in Azerbaijan in terms of portfolio.

Political and macroeconomic context
After its independence from the Soviet Sovereign risk?
Union in 1991, Azerbaijan suffered a

period of political instability and economic Foreign currency [:::':::2; Rating
dislocation, due to the break-up of the Azerbaijan T Outlook
Soviet economy and the conflict with the o

neighbour country Armenia. Nowadays |V00DY'S|  na na na ha
politics is more stable and the president, |*¢F na na na na
llham Aliyev, will most likely continue to  LEE! B BE BE STA

consolidate his authority and remain in power in the near future.

Since 1994, with the normalization of the economic situation and of the relationship with Armenia,
the country has attracted growing international interest and foreign direct investments because of
its rich oil and natural gas reserves in the Caspian Sea basin. Azerbaijan has enjoyed in recent
years strong growth and stable macroeconomic environment.

Azerbaijan

Apr05-May06
Exchange rate in US$ (end of period) [ 48230 |[ 48030 || 45930 || 44975 |
Exchange rate variation [ o8% || 04% || 3% || 55% |
Inflation rate (end of period) [ 36% |[ 104% || 74% || 66% |
Inflation rate (average of the period) [ 22% || 67 || 18 || &84% |
Deposit rate [ 95% || 92% || 85% || 88% |
Lending rate [ 155% |[ 157% || 170% || 172% |
Real GDP growth [ 2% || 102% || 24%* || 27.5%* |
GDP per head (US$) | g7 || 1023 || 1532 || 2084~ |
Source: International Finance Statigtics, EIU, Mational Bank of Azerbaijan. * Eztimate=s =* Extimate for 2006

Since 2000, the Gross Domestic Product has grown on average by 10.6% per year, reaching
21% in 2005 due to the oil boom and gas production. A surge in hydrocarbons output is
supposed to support Azerbaijan's economic expansion in 2006-07, with the most of production
exported to Western markets. Real GDP growth is therefore expected to accelerate from an
estimated 24% in 2005 to 27.5% in 2006.

The annual inflation in the period 2000-2003 stands at a modest 3%, while in 2004 it jumped to
10.4%. The sharp rise of the prices provoked by the significant hard-currency inflows continued in
2005 (7.4%). However, the consumer price inflation decelerated in 2006 (6.6%), and it is expected

% Scales used: MOODY'S: Long term - AAA, AAL, 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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to further slowing down to about 5% in 2007. The inflationary pressures will be maintained under
control by allowing a nominal appreciation of the local currency.

A new currency, the New Manat, corresponding to 5,000 Manat, was introduced at the beginning
of 2006.

While affirming itself as oil and gas exporter, its non-oil economy is national market-oriented and is
characterized by a low competitiveness (compared to neighbour countries). Over 40% of
Azerbaijan’s population is still living in poverty because the oil sector, as a capital-intensive
industry, provides employment for less than 1% of the workforce®.

Microfinance sector

The market coverage of Azeri MFIs is still very low, as microfinance reaches only 10% of an
estimated 670,000 rural households’ potential market; however, the microfinance sector is rapidly
growing. The leading actor is the Microfinance Bank of Azerbaijan (MFBA), which was founded
by a group of international shareholders * and is financed by the European Bank for Reconstruction
and Development (EBRD) and the International Finance Corporation (IFC/WB), among others. As
of March 2006 this fast-growing bank presents an outstanding loan portfolio worth more than US$
17.5m and 5,724 clients. AgrarCredit, with an outstanding portfolio worth almost US$ 12m and
3,627 clients is the second MFI by size. The third one is FINCA, which serves more than 27,000
active clients and has an outstanding portfolio almost worth US$ 10.5m. The remaining MFls,
largely managed by international humanitarian organizations, have a smaller portfolio and a lower
number of branches, even if some of them have a considerable outreach in depth.

Besides the specialized MFIs, banks have recently started to penetrate the sector, hiring staff
with microcredit experience and downscaling their offer with competitive products (both consumer
and production), thus increasing the level of competition.

The Azerbaijan Microfinance Association (AMFA), which performs an active role in lobbying,
training and benchmarking, includes 20 organizations (3 are non-member reporting MFIs): the
majority if them operates in microlending, while 2 members are devoted to SMEs lending and one
is a second tier MFI. As of March 2006, the total outstanding portfolio of the organizations reporting
to the Association is more than US$ 72m, and on the overall, they are able to reach more than
70,000 clients.

The role of the 30 Credit Unions operating in the country is limited both in terms of total number of
clients and active portfolio. Moreover, their development as effective financial intermediaries is
unlikely unless the legislation changes and allows them to collect deposits.

Originating from the generally insufficient communication between the foreign donors of the MFIs
and the local government, the whole sector is now facing the claims of the Azeri government on
the use and ownership of the capital granted to MFIs. In general, the creation and the funding
of MFIs from foreign donors were allowed by the Azeri government under bilateral agreements with
the foreign governments involved for the humanitarian purpose of the microfinance organizations.
The donations that CredAgro received from USAID (channelled by ACDI/VOCA) were accepted by
the Azeri government in the framework of the financial assistance that the USA Government
intended to grant to the Rural Credit project.

In the future evolution of several Azeri MFIs, the opening to equity investors or the complete exit of
the donors will raise the issue of the ownership of capital, which is currently property of the donors
by contract, and of the Azeri people according to the government claims (humanitarian purpose).
Moreover, once the law will be approved and some MFIs will be transformed into fully commercial
organizations, they may be willing to distribute dividends. The Azeri government may be opposing
this scenario to the extent that fiscal advantages were granted to the MFIs because of their
humanitarian missions (exemption from paying social taxes and profit taxes, the latter valid until
2005). One possible exit form this impasse is the calculation of the taxes relative to the past
periods that MFIs may be asked to pay retroactively.

® UNDP Azerbaijan
4 EBRD, IFC, Black Sea Trade and Development Bank, LFS Financial Systems

Microfinanza Rating 7



CredAgro — Azerbaijan — June 2006 Chapter 1

It is expected that the approval of the new microfinance law (term for the NBCO to choose between
the non profit and the for profit status) will facilitate the donor agencies and the Azeri government
to come to an arrangement.

Regqulation and supervision

A specific law for microfinance is lacking at the moment, but the National Bank is currently
working on a draft of Microfinance Law, which may be submitted to the Parliament in autumn this
year. AMFA is currently lobbying the National Bank to obtain a suitable regulatory framework.
Among the advantages that the present draft would bring, it is worth mentioning the possibility for
MFIs to acquire a full for-profit status, the future development of prudential norms and a closer
supervision from the National Bank of the organizations that will be allowed to collect savings
(subject to specific requirements). On the other hand, some degree of uncertainty remains about
social tax exemption, which is temporary and has not a defined term (the last communication
covers the year 2006).

The regulatory provision currently in force is an addenda to the “Rules for licensing of credit
organisations, their branch offices (issue of permit for banking transactions) and for organisation of
their activity” of the National Bank of Azerbaijan, dated November 1996. Supervision is performed
by the National Bank through reports (financial statements and portfolio classification) that the
MFIs are asked to submit quarterly.

According to the current regulation, all MFIs have to be legally registered as limited liability
companies (LLC),. MFIs registered as limited liability companies are not allowed to collect
savings, unless they transform themselves into banks. MFIs are required to pay profit taxes since
2005. However, thanks to their social orientation, they are currently exempted by decree from
paying social taxes.

CredAgro does not patrticipate to the Credit Register established by the National Bank, whose
effectiveness is by the way still limited. However, the MFI does not even systematically exchange
information about clients with the credit organizations operating in the same areas. Given the
increasing competition, this represents a risk of over-indebtedness of clients for the future.

CredAgro’s market positioning

CredAgro is providing credit, leasing and consumer products to the upper segment of the rural
market of microfinance. Operating in the Absheron area, in the south (Jalilabad, Masalli and
Lankaran), in the west (Ismayilli, Zagatala, and Tovuz), and in the north (Khachmaz and Guba),
CredAgro is exposed to the increasing competition coming from banks and, to a lesser extent from
non banking credit organizations. CredAgro, serving the upper segment of the market, is
particularly affected by the recent trend of banks to downscale and penetrate the microfinance
market, especially in the Absheron peninsula, which presents a higher concentration of providers.
Among the main non-banking competitors of CredAgro are Agrar Credit, providing agricultural
loans and Finca, especially in the southern region. The areas of operation of MFBA, International
Bank of Azerbaijan and Kapital Bank largely overlap with CredAgro’s. Competition with banks
may become stronger considering that CredAgro’s clients open bank accounts to repay the
loans with many Azeri banks, and even if now there is no evidence of a particular client drop-out

Main competitors, figures as of March 2006

Gross _ Loan
_ Loan size . Interest rate
m portfolio m - maturity - %
CredAgro 5,382 362 indivicdual 300 - 50,000 ||3 - 36 months 22% - 28% 1,830
declining
L group and 1,000 -
11,851,000 3-5 7% -24% | 327
Adgrar Craiit 451, alividual 100,000 YESKS: weEaHly |
. graup &nd 10,000 - 25% -35%
10,452 339 4 - 12 morth 27288
Finca i indlividusal 50,000 M= otk declining '
_ 10,000 - 25% -35%
17 544 427 diviclual ! 3 - 36 morth 5,724
MFBA iy nErELa 125 000 M= otk declining '
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flow directed towards these banks, the phenomenon may occur in future. CredAgro is mitigating
this risk diversifying the partner banks, and, along with the expansion of operations, it may become
cost effective to shift to the cash system.

If the pricing of the banks’ products is substantially in line with the CredAgro’s, the latter presents
the following competitive advantages:

- Expertise in rural finance

- Transparency of operations

- Access not only for companies, but also for physical persons, to the leasing products

The main competitive disadvantages are the following ones:
- Longer procedures to issue loans, prolonged by the current lack of funds
- Shortage of funds, entailing shorter maturity and lower amounts
- Higher vulnerability to staff turnover
- Impossibility to offer deposit and payment services to clients

Microfinanza Rating 9
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2. Governance and operational structure

Ownership and Governance

CredAgro is 100% owned by ACDI/VOCA, a US non-profit corporation, and it is incorporated in
Azerbaijan as a limited liability company. The original source of funds for lending capital and
operational start-up was USAID, under a cooperative agreement. In 2005 USAID granted the
property of the MFI to ACDI/VOCA even CredAgro currently operates independently from USAID
under the governance of ACDI/VOCA and of the Supervisory Board.

The Supervisory Board of CredAgro includes four members and, by Statute, it has to meet at
least four times a year. Meetings of the board are currently held five to six times a year.

CredAgro, as limited liability company, is not required by law to have a Supervisory Board, but
ACDI/VOCA decided to set up a governance body dedicated to the institution which has also
applied to the Azeri authorities to be officially recognised.

The composition of the Board seems quite balanced in terms of expertise and background of the
members. However, a specific professional banking expertise, which will be crucial for the
future evolution of CredAgro, is currently lacking.

At the moment CredAgro lacks a governance written manual (or guidelines) and a written
methodology for assessing the management. The Supervisory Board is not organized into
committees even if the proposal to set an Audit Committee and an Evaluating Committee is under
discussion.

Supervisory Board

Members Charge Background and current profession

Vice President for ACDINOCA in the Europe & Asia Division.
Specialized in micro- small- and medium-sized enterprise (MSME)
Fred Smith Chairman developrment with extensive experience in the design and

implementation oftechnical assistance programs supporting
MSME, micro and rural credit, and business development senvices.

Experience in banking, microfinance, grant management and
fraining, has acquired valuable experience in working with different
projects of international financial institutions such as the Asian
Azer Humbatov Member Development Bank and the Waorld Bank. Currently Mr. Hurmbatow
waorks as a Banking and Financial Specialist, International Finance
Corparation (Warld Bank Group), Azerbaijan Corpaorate Governance
Project.

General Manager of Aqua-Vita - TAJ company, a leading water
production and distribution company in Azerbaijan. Currently
enrolled in an MBA program with the Open University Business
School of London. She holds a Master of Education degree.

Gulnara Hasanova Member

Resident Director of the Baku Office of Ledingham Chalmers law
firm providing advisory services on all aspects of Azeri commercial
law with emphasis in banking and finance, oil and gas, taxation and

investment.

Elchin Mammadov Member

The relationship between the ownership and the top management has experienced some
difficulties in the recent past, reflecting some uncertainties of ACDI-VOCA (owner of CredAgro)
about increasing the commercial borrowings and, more in general, about the growing
commercial nature of CredAgro. This situation has led to some problematic consequences, such
as the still undefined strategy about CredAgro’s institutional evolution and about the role of ACDI-
VOCA within the institution, and the dangerous stand-by in the approval of commercial

Microfinanza Rating 10
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borrowing imposed by the owner, in spite of clear growth potentials and of availability of a
variety of sources of funds. The position of ACDI/VOCA on “opening CredAgro’s doors” to external
borrowings has been maintained quite rigid so far (only the funds from Blue Orchard have been
approved and received), but clear signs of a positive evolution are visible in the very last period as
new borrowing funds have been approved just after the conclusion of the rating visit of
Microfinanza Rating’s analysts.

Organisation and structure

CredAgro’s headquarters (HQs) are based in Baku, in the same building of the Absheron branch.
The other five branches are located in Guba, Masalli, Ismayilli, Tovuz and Zagatala; moreover,
the sub-branches in Xachmaz, and in Jalilabad and Lenkoran, report to the Guba and Masalli
branches respectively.

CredAgro’s organizational model on the territory is based on regional branch offices and related
sub-offices. Administrative functions like accounting, office administration and management are
centralized at the regional office, thus improving the efficiency of operations. Currently, such a
structure is visible only in Guba and Masalli Rayons,.where the decentralization of operations is
deeper, with 2 local Credit Committees that can independently approve loans up to US$ 5,000°.
The same organizational model will be adopted in other regions along with the expansion process
of operations.

The typical structure of the regional office includes a branch manager, a bookkeeper, a senior loan
officer and the administration officer. The sub-branch staffs are normally represented by loan
officers.

The regional branches prepare monthly financial statements and, with the chief accountant,
the annual budget. The

communication flow between the
HQs and the branches is good: | 14tal 49 49 53 55
meetings are held in Baku for Loan officers 13 14 15 16
managers, accountants and loan Other staff 36 35 18 20
officers with an adequate

frequency.

Human Resources

As of May 2006, CredAgro counts a total of 55 staff, out of which 16 loan officers. The staff
allocation ratio (33%) presents room for improvement; the future staff composition will mainly
depend on the opportunities of up-scaling that will arise for CredAgro in the next future.

CredAgro relies on personnel of good quality, both at central (headquarters) and at local level.

The General Director, Mr. Eldar Jafarov, is an economist with professional experiences in agri-
businesses financial and development services. It started its relationship with ACDI/VOCA as
business development consultant within the Azeri Rural Credit (ARC) Project in 2000 and then as
loan officer. Mr. Jafarov is the Director of CredAgro since 2002 and is currently also the Chairman
of the Azerbaijan Microfinance Association (AMFA) and this is confirming his in-depth knowledge
of the microfinance sector and the management capacities.

The Management Committee of CredAgro includes, besides the Director, the Operation Manager,
the Chief Accountant, the HR Manager and the Lawyer.

Other functions are covered by the Marketing Specialist, the IT Specialist and a Collection
Specialist.

The Internal Audit function, which includes an Internal Auditor and an Internal Monitor officer, is
independent from the management as it reports directly to the Supervisory Board, and it is well
organized in terms of planning, tools (Internal Audit Manual has been completed and up-dated),
and specific expertise. In fact, after 6 months of suspended audit operations (November 2005- May
2006), a new Internal Auditor was hired, replacing the person who is now covering the Operational

® Given their recent introduction, consumer loans can be approved by the local Credit Committee up to US$ 1,000.,
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Manager position. The current internal auditor has a wide audit experience in a number of
microfinance institutions.

Financial risk management and, in particular, Asset-Liability Management (ALM) are not yet
adequately formalized within the risk management policies and procedures. However, along
with the access to more commercial borrowings, the management is considering the introduction of
ALM tools to be systematically used.

Organization chart CredAgro as of May 2006

Founder
ACDI/VOCA

Supervisory

Board

Internal Auditor
Internal Control
Director
1 1 1

I 1 1

(T Specialist Operation Chief HR Manager Lawyer Marketing )
Manager Accountant Specialist

\. v

Collection Deputy Chief Accountant Admin Assistant Receptionist
Specialist Accountant

Branches

Human resource policy is complete and adequate at CredAgro. It is based on systematic
appraisal of staff performance and training needs, appropriate training programs for all the
management and governance positions, formalized recruitment processes, and effective incentive
system.

However, the salary level is often perceived as lower than expected or not in line with the
remuneration offered by competitors, especially by the credit staff. CredAgro has not so far
directly conducted surveys on salary levels within the market and it is currently using external
sources of information (like the US Chamber of Commerce survey) for this purpose.

Staff turnover for the period June 2005-May 2006 is 16.4% and it used to be 13.2% in 2005 and
16.3% both in 2004 and 2003. These quite high values reflect the difficult operation environment,
considering the market positioning of CredAgro as a micro-small enterprise finance provider,
characterized by the strong competition of banks.

Management Information System
At the end of 2004, CredAgro introduced a new management information system called RS Bank,
a banking system developed and sold by an IT provider based in Moscow and Kiev.

Including the accounting module, the MIS allows the integration between portfolio and
accounting information; the IT policy manual includes adequate back-up and security policies.
However, the portfolio data is not fully reliable and technical assistance and maintenance are
not immediately available as the provider is based in Ukraine.

Other weaknesses refer to the lack of portfolio and financial reporting: the portfolio break-down by
loan officers, some relevant statistics and financial analysis and ratios are not automatically and
systematically produced by the system.

The IT department is currently understaffed, but a new person should join it in the near future.

The management demonstrates to be aware about all these shortcomings and has already taken
measures to reduce some MIS rigidities.
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3. Lending operations

Financial products

CredAgro offers a very well diversified range of products: for business, consumption and
leasing. On average, the agricultural (crops and livestock) and the processing loans are the most
competitive ones (around 20% interest rate); in comparison to them, the consumption and
leasing bear sensibly higher rates (28% on average), while for the trade product 26% interest rate
is charged .

Credit methodology

Credit products

Uss Crops Livestock Processing Trade Consumer Leasing Sendce
Credit methodologies | individual || individual || individual || individusl || incividusl | | inividusl | | incividual |
Currency of the credit  |USDiAZN || USDisZN || UsDiaZW || usDiszn || AZN || UsDiazn | | UsDiazM |
Type ofintterast | declining || declining || declining || declining || declining || declining || declining |
Min. interest rate Lozw || 2o || 2sw || 25w | 26% ||ozew || 25w |
Max. interest rate | o2% || zaw || 2% || 8% | 28% || o2e% || 2=% |
Average interestrate | 20% || 19% || 20 || 2% || 25% |ozew || 24w |
?;f}f:}‘;f; g?;;f 0.5% 0.5% 0.5% 0.5% Usi;'; f1':'nr D‘Each 1% 0.5%
Min. credit amount | so0 || so0 || soo || soo | 300 || so0 || soa |
Max. credit amount | s0000 || sopoo || sopooo || soooo || topo0 || aopoo || soooo |
E‘:xﬂf;':?;;‘:’mmmr for | zoomo || 50,000 50,000 50,000 10,000 anpon || 50,000
Average creditamount | 2593 || 3ees || 777 || 4427 || 997 || sam1 || sg08 |
Min. foan maturity |§months || Gmorthe || Gmorths || Gmonths || 3morths || 6 morths | | 6 morths |
Max. loan maturity |24 menths || 24 morths || 24 months || 24 morths || 24 morths | |36 morths | |24 morths |

Average foan maturity |12 months || 15 morths || 14 morths |[13morths || 12morths |18 months | |14 months |

Periodicity of interests marthly marthly marithly maonithly marthly marthily morthly
payments
Periodicity of principal flexible vearly flexible flexible yearly miarthly flexible
payments
Grace period | 3 morths || 3 months || 3 morths || 3 morths || = || = || 3 morths
. Pledge, Pledge, Pledge, Pledge, Pledge, mortgage, | | Pledge, Pledge,
Coffaterals / guarantees - . - - . BED . -
martgage || modgage martgage mattgage guarantars mortgage | | mortgage

Due to the current shortage of funds, the loan maturity and amount offered are not large
enough to meet some clients’ needs. This is especially true for the CredAgro better-off clients,
whose businesses grow at high pace. Once new funding will be available, the maturity and loan
amounts will be extended to better fit clients’ financial needs. The obligation to activate a new
mortgage for each loan (entailing high transaction costs), established by the Azeri law, is an
additional factor contributing to the clients’ dissatisfaction with respect to the short maturity.

On the other hand, the flexibility of the loan repayment schedules prepared by CredAgro is
remarkable, allowing the repayment to be well tailored to the business’ cash flow. Besides, the fact
that the leasing product is not only accessible to enterprises but also to physical persons (unlike
many leasing companies in Azerbaijan) represents an advantage for CredAgro.

Given the exchange rate losses cumulated in 2005, at the end of the year the Supervisory Council
approved the possibility to disburse loans in AZM, up to the limit of 20% of the total portfolio.
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In June 2006 the Supervisory Board approved the express loan, which is now in a testing phase
(can not exceed 10% of the outstanding portfolio) and is characterized by small amounts
(maximum US$ 3,000), high returns (30% interest rate) and broad accessibility (guarantors as
collateral, disbursement in 3 working days).

Lending procedures

The evaluation and monitoring procedures followed by CredAgro are adequate and consolidated.
The assessment of the client is done through the 5C system®; the estimated capacity to repay
takes into account the projected cash flow of the business and of the family, including other
financial obligations’. Three formats are used for the assessment according to the purpose of the
loan: consumer, business or leasing.

The disbursement process for collateralized business loans is quite long, lasting two or three
weeks, mainly due to the time necessary for the collateral registration. The process is more rapid
for consumer and leasing loans.

CredAgro policy allows rescheduling loans in case financial difficulty for the client if the new
conditions can increase the probability of repayment. The decision of restructuring loans is taken
by the central credit committee, which can approve special provisions on the restructured portfolio
(separately tracked in the MIS).

The follow up of late loans is effective, based on rapid reaction and close monitoring. After one
month of delay, the case is passed to the collection specialist and at the same time the central
credit committee generally decides to start the court procedure. In 2005, seven cases were solved
by court judgement in favour of CredAgro (two in 2006), but the process takes long to be
completed (5-6 months).

Collaterals and accessibility

Except for the consumer loan and for the express loan (in testing phase), which can be backed
by guarantors, the other products require real collaterals (pledge or mortgage). For the first
credit, the collateral estimated value should be at least 200% of the loan amount, while starting
from the second cycle it can be 150%. As already mentioned the necessity to activate new
mortgages for each loan is limiting the accessibility of CredAgro products and contributing to
some degree of client dissatisfaction.

6 Character, capacity, capital, conditions, collateral
! Depending on the size of the business, loans can be issued also to clients with other financial obligations.
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4. Assets structure and quality

Assets structure

The concentration of resources in the core
business is very good, with net portfolio
accounting for 91% of total assets. Liquidity

Composition of assets - May 2006
1%

4%

1% 3%

also stands at adequate levels, 3.7% on
average in the last 12 months. Net fixed assets
represent 4% of the total assets while accrued
interest and other assets account both for 1%.

Portfolio structure

As of May 2006 the outstanding portfolio is
equal to US$ 5,382,362; the trade portfolio
represents 47% of the total amount but the
portion of consumer loans is rapidly growing
and it is planned to reach 18% by the end of
2006. At the same time the share of trade and services portfolios is expected to decrease,
counterbalanced by the higher growth of leasing.

91%

oiet Portfolio
OAccrued interast

o Cash and Banks
o Met Fixed Assets
m Other Assets

As it is shown in the table below, the growth pace of CredAgro has been fluctuating in the last
three years, dropping from 53% registered in 2003 to 19% in 2004, and recovering in 2005 (29%).
Mainly thanks to the access to the Blue Orchard funding (November and December 2005) the
portfolio growth in the last quarter of 2005 was extremely rapid (119%, annualized), justifying the
28.3% rate registered in the period June 2005 — May 2006 despite of the stagnation that
characterized the first 5 months of 2006 (0.5% growth, annualized).

Gross outstanding portfolio (US§) 31,217,003 3,828,057 5,258.4M 5,382,362
Crops 665 655 1,267 GEd 258 558 309,340
Livestock 1,204 964 452 BRD 044 243 741 146
Processing 255,336 280,092 282,355 201 /7
Trade 917191 1,530,596 272,232 2,527 535
consumer 1] 0 10122 539222
Leasing 0 1] 1] 95 679
Service & 297 D45 TE4 578 954 269
Gross portfolio {AZM) 15,837,308,000 | | 18,763,962,000 | | 24,151,928,000 || 24,207,175,000
Growth of active gross portfolio 58 6% 18.5% 26.7% 28.3%
Average disbursed loan amount (US§) 4 461 5164 5,463 4 945
Av. disbursed loan size on per capita GDP a09% S05%. 357 % 239%
Average maturity (months) na na na 12
Humber of active horrowers 945 1,070 1,287 1,530
% of active borrowers women na 5.4% 8.5% 8.2%
Drrop-out ratio 21.7% 26.3% 3T 9% 36.6%

*The zum of products iz not equal to the total outstanding portfolio because of unavailable data far Service. na = not available
This evolution shows on one hand the high potential of CredAgro in terms of fast liquidity
allocation, and at the same time the current shortage of resources, which is currently hampering
its portfolio growth.

The same picture is given by the evolution of the average disbursed loan amount, which decreased
by 22% in the first 5 months of 2005. Despite the precedence given to the repeated borrowers, the
waiting lists® of clients and the limitations imposed on the loan amounts and maturity are
reflected by the drop-out ratio, which has constantly increased during the past years and stands
at a high 57% in the last period. Moreover, if new funds will not be available, the situation may

80on average, waiting lists include from 20 to 30 clients in each branch.
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even worsen to the extent that the institutional culture in banks will improve and transparency will
not be a competitive advantage on banks for CredAgro any longer. Given the increasing
competition, the fact that the reasons behind clients’ drop out are not systematically analysed
within the organization and that the written reporting on it is not complete represents a risk of loose
monitoring of the market trends.

Targeting SMEs is reflected in the high average loan on per capita GDP (239%) and in the low
participation of women (8.2% of total clients).

As a general policy, no May-06
loan can be larger than Loan amount §outstanding § % of outst. § % number of PAR*
1% of the available loan disbursed (US%) | portfolio pnrtfulm borrowers wmghter.l
capital® (around US$ | 200-500 [ 23320 0.4% B.1% 0.0% oo% |
55,000). However, as of 501-1.000 [ 124722 || 2.3% || 15.5% || 0.0% || 00w |
May 2006, 45% of | 1,001-2.000 [ 29360 |[ &&% || 183% || 07% || 00% |
portfolio is composed of | 3 po1.3,000 [ 47230 |[ &&% || 155% || 06% || 01% |
Ilo;gg Olargerd thflno/ US$]; 3,001-5000 [ ee034 || 119% || 144% | 00% || 00% |
D00, and 110l s hasz000 [ wiszis || 7w || 69w || 07% || 04% |
portfolio consists of
loans larger than US$ 00110000 | 9asp0z || 18s% || d0s% | 1E% [ 03% |
25 000. 10,001-25000 | 1337330 |[ =344% [[ 1A% [ 4% [[ 04% |
As far as the portfolio >25000 | seos17 || 108% [ 14w || o0% [[ oo% |
0 0 0
structure by sector is TOTAL 5,382,362 100% 100% 0.8%
concerned the *Partfolio included in the Cred&gro's rizk categories from 210 5, zee annex 5 for more details

concentration into trade (47% of total portfolio) is mitigated by the diverse nature of the
businesses financed (agricultural products, construction materials, drugs, grocery shops, etc).
Sector limits on portfolio are approved together with the yearly budget by the BoD.

The portfolio quality of CredAgro bEoel | [LEEs [ EaEd | bl
is very good, with PAR>30 equal ||Consolidated PAR30 1.0% 0.9% 0.7% 0.3%
to 0.8% as of May 2006. Credit ||31-60 0.1% 0.6% 0.3% 0.0%
risk is concentrated in relatively ||&1-90 0.4% 0.1% 0.1% 0.£%
young aging categories (0.6% of ||91-190 D% || 02% 0.0% 02%
PAR30 is from 61 to 90 days 181-364 0.0% 0.0% 0.3% 0.1%
late). Considering the restructured | |>385 D [ 0 L0
portfolio (0.6%) and the write off | mrrears rate (> 1 day) 07%  03% 0.8% 05%
ratio (0%), the picture remains | Restructured portfolio 0.4% 0.9% 0.0% 0.6%
very positive, with the loan loss | Provision expense ratio 39% 0.3% 0.4% 0.4%
reserve ratio large enough to | Loanloss reserve ratio 1.2% 1.3% 1.2% 1.3%
cover potential losses. Risk coverage ratio (30 days) 1241%  1404%  167.3%  164.1%

Wiite off ratio 002%  002%  020%  003%

The portfolio quality graph

: rontate quality 1.2% shows a stable picture of
5,700,000 + 10w PAR30, with limited
5.200,000 4 1 ga% fluctuations registered in the

Los% last 12 months, also in the
HER0 {04 period of rapid growth of
4,200,000 4 Looe portfolio  (last quarter of
3,700,000 ' ——t — | O% 2005).
288R88818888888%83§
3 3 15y 1) 13
—=— Dutstanding porfolio —— PAR 30 (%)

® Cash accounts plus gross loan portfolio less loan loss reserve.
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May-06 As it is shown in

| onen | oricugh | sotons | boromars | dars | wouied |
portfolio (US $] pnnfnllu hnrrnwers days weighted portfolio by
Absheron [ 885360 16.1% 133% 0.5% 01% || branch, half of
Masalli [ 1,352,156 || 25 1% || 23 4% || 0.9% || oz% || the portfolio at
Guiba [ 1218580 || 226% || 294% || 03% || o || NSk is included
fsmayili | smesms || 9a% | tse% || s5% [ % || N Ismaayill
Tovuz A |[ Teem [ 8s% | 0w || ame || Powolio, and
: 30% of it

Zagatala [ Esagss  |[ 123% [ 84% |[ 00% [ 00% || pelongs to
TOTAL 5,382,362 100% 100% 0.8% Lenkoran, sub-
branch of

Masally office. The cause of the delinquency concentration in that branches is related to the
inadequate management of portfolio carried out by the personnel of the sub-branch (they have now
been replaced or responsibilities have been redistributed). The moderate concentration of
portfolio in Masalli and Guba branches is mitigated by the fact that the two include the portfolio of
the sub-branches. May-06

% of outst. PAR>30 § PAR>=30 § PAR>1 PAR > 1
. Loan product
The analysis by loan portfolio days wmghted day wmghted
product highlights the Crops | 57% 0.0%. 0.0% 0.8% 0A% |
relatively  higher risk Livestock | 13&% || 1 3% || 0.2% || 5.9% || 12% |
associated to the Service, | processing [ 38% || 00% || 00% |[ 18% || 01% |
1 0,
with htzg)' PARt30 tﬁ‘n‘: t"’} Trade [ 47.0% || 03% || 01% || 23% || 11% |
weighted impact on the tota :
Consumer 10.0% 1.3% 0.1% 4.4% 0.4%
PAR30 of 0.4%. However, | easi | . I T | T | T | . |
the risk remains limited in easing [ 1. L oo N onE W 0E W O5E
absolute terms. Service [ 179% || 20% || 04w || s5a%  [[ 08w |
TOTAL 100.0% 0.8% 3.8%
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5. Financial structure and ALM

The financial structure of CredAgro is Liabilities and equity - US$
characterised by the major role of equity and by
the large room for increasing the financial ,000,000
leverage. 5,000,000
4,000,000

As of May 2006 the debt to equity ratio is 3 000,000
equal to 0.2. Along the years, equity increased = 00 A0
thanks to the donations received and to the | 400000
progressive capitalization of the earnings o
produced. At the end of 2005, CredAgro started " Decl3 DecOd May05 DecO5 May06
borrowing commercial funds to feed its growth.

@ Equity o Short term liabilities
@ Long term liabilities m Other liabilities

Liabilities and equity structure
28% of CredAgro loans are due in the long
term, while 60% fall due by May 2007. CredAgro liabilities include the three loans borrowed from
Blue Orchard at the end of 2005 (2 of them worth of US$ 300,000 and one of US$ 200,000), with
interest rate equal to the LIBOR 6 months plus
6%.
The realization of the relevant growth
potential of CredAgro depends on the access
to borrowings, which has been suspended by
the ownership of the MFI in the last months.
However, the management has been very
active in negotiating with a number of investors,
and several agreements are ready to be
formalized. The impasse with ACDI/VOCA,
mShori term loans translated into the current shortage of funds,
Blongtermloans is reflected by the stagnation of the portfolio
mOther shortterm liabilities growth in 2006 (0.5%, annualized). However,
the recent positive evolution of the
relationship between the management and ACDI/VOCA increases the likelihood that the lending
agreements ready to be finalized will be approved by the owner. Indeed, the negotiation process
is at the concluding stages with Oikocredit,
EBRD and the Global Microfinance Facility ]
(GMF). Equity - May 2006

Liabilities composition - May 2006
12%

7% 01%

As of May 2006 the total equity is worth of US$
4.8 million. If the bulk of it (71%) is still 22%
represented by the large donations received
along the years from ACDI/VOCA, the earnings
produced and retained by CredAgro already

account for 29% of the total equity. 1%
The short term capitalization strategy is based @ Paid-in capital from shareholders
on the net income generated, while in the m Donated equity

. . O ket income, previous yvears
medium-long term the ownership may be o MNet income. currentyear
opened to other international and national
actors.

Assets and Liabilities Management
Given the planned growth and increase of borrowings, the lack of appropriate tools for the
financial risk management and for the budget variance analysis'® represents a weakness. The

10 Monthly analysis for the planned against achieved results.
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management is aware of these shortcomings and is planning to introduce interest rate and foreign
currency risk analysis in the next future.

As of May 2006 the current ratio is equal to 1.9; despite of the relatively long maturity of the loan
portfolio (loan terms vary from 12 to 18 months), the very low leverage minimizes the maturity
mismatch risk. However, while attracting new loans, attention will have to be paid to the maturity
structure of assets and liabilities.

May-06 CredAgro presents an open position in US$

US$ m Total worth of US$ 3.9 m (82% of total equity),
currency originating from the fact that the loans are

Assets 4,813,220 966,223 5,779,443 issued in US$ since the beginning of
Cash and banks | 147339 40 655 185 494 operations. Given the instability of the
Financial assets - AZN/US$ exchange rate (the US$
Fortfolio (net) 4515830 || B£92272 5,311,102 depreciation was worth of 6.32%in 2005), the
Fixed assets 205,705 205705 | foreign exchange risk for CredAgro is
Other assets 46,551 27 591 74,142 currently relevant. Aware of this risk,
Liabilities 334,656 73,195 a07 351 CredAgro has started to disburse AZN
Deposits . loans (the Supervisory Board fixed the
Loans 500,000 500,000 maximum portion of AZN portfolio at 20%,
Other liabilities | 34,556 73,195 107851 | corresponding to the operating expenses of

CredAgro). The management affirms its
intention to apply to the Supervisory Board to
increase the AZN denominated portfolio from
20% to 50%, but the conservative attitude of the owner, together with the expected depreciation
of the US$, may result in further exchange rate losses in 2006.

As soon as US$ denominated borrowings will be received, the open position will decrease.

The interest rate risk given by the fixed active interest rate and the variable passive rate to be
paid to Blue Orchard is widely mitigated by the low capital leverage and by the relevant
financial spread; moreover, CredAgro is currently negotiating loans with fixed interest rates.
However, the possibility to index the larger and longer term loans to the LIBOR or EURIBOR
considered by the management may become crucial once the level of variable interest borrowings
will increase.

MNET POSITION 3.978,564 893,028
*Exchange rate AZM FUSE 4497 .5

% Indexed to the LIBOR 6 months.
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6. Financial and operational results

CredAgro profitability is showing a worsening " -

trend since 2004, when both ROE and ROA Profitability and sustainability

were at 9.4% (debt to equity ratio was 0), |250% T T 15%
dropping to 3.5% and 3.2% respectively in |zpp% 4+ 1 10%
December 2005 and then slightly recovering to

5.8% and 5.3% as of May 2006. That trend is 150% 1 T 5%
reflected into the operational self-sufficiency |[100% + T 0%
(OSS) which reduces from 197% in 2004 to 50% 1 5o
119% in 2005 and to 135% as of May 2006. The

main element affecting profitability and 0% t t - -10%
sustainability are the losses for exchange rate, 2004 2005  JunD5-May06
stemming from the appreciation of the AZM to 055 mmmFSS —8—ROE —a—AROE

US$ (worth of 6.32% in 2005). On the other
hand, the slight improvement shown in the last period is largely due to the higher financial margin
achieved in the first five months of 2006 (portfolio yield increased by 19% and lower exchange rate
losses).

Financial adjustments have a relevant impact, almost entirely due to the high inflation affecting
the Azeri economy: in particular, the relatively stronger adjustment in 2005 is due to the especially
high average inflation registered in the period, worth of 11.8%". In all the periods, the negative
effect of inflation is intensified by the low capital leverage of CredAgro.

AROE drops from 2.7% in 2004 to -8% in 2005 and then partially recovers in the last period,
reaching -2.4%. The same trend is followed by the financial self-sufficiency (FSS), which was
equal to 117% in 2004, to 73% in 2005 and to 94% in the period June 2005 — May 2006. The
worsening trend observed in the unadjusted results is confirmed by these indicators: operating in a
fast growing economy, CredAgro has not achieved financial self sufficiency mainly due to the
appreciating local currency and the fast growth of the level of prices.

Operating expenses ratio (aver. gross port.) 5.7% 10.4% 11.5% 11.8%
Staff allocation ratio 26.5% 35.0% 9% 33.3%
Loan officer productivity (borrowers) 73 TG g5 96

Loan officer productivity (LS 247 452 273,433 350,561 336,398
Branch productivity (JS 5 536,167 £33,003 a7E 404 &97 060
Costperloan lent (LSE) 187 399 411 390

Cost per barrower (LUISE 204 363 427 439
Funiing expense ratio* 0.0% 0.0% 0.2% 1.0%
Provision expense ratio 2.3% 0.3% 0.5% 0.4%
|F"Dlﬂﬂliﬂ yielil {gross portfolio) | | 21.3% | | 21.1% | | 22.3% | | 24.2% |

CredAgro efficiency performances are very good, with an operating expense ratio at 11.8% as of
May 2006. The trend shows a worsening of efficiency since 2004 and this is closely related to the
missed growth planned, due to shortage of funds.

Loan officers’ productivity performances present room for improvements, which are likely to take
place once the limitations to the growth so far imposed by shortage of funds will be overcome.

The provision expense ratio is very low (0.4%), thanks to the excellent portfolio quality.
Funding expenses are still almost insignificant given the very limited access to borrowed funds.

12 Average inflation was equal to 6.7% in 2004 and to 8.4% in the period June 2005 — May 2006.
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The current level of portfolio yield (24.2% as of May 2006) is higher than the two previous periods
thanks to the introduction of more expensive services like consumer lending and leasing. The
current portfolio yield level is allowing CredAgro to maintain a significant margin over the costs,
given the very good efficiency and the excellent portfolio quality. Nevertheless, other variables, like
inflation volatility, increasing financial expenses and the possible future introduction of social taxes
for MFIs (currently exempted) among others, are likely to reduce such margin.
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7. Strategic objectives and financial needs

Strateqgic objectives and strategies

CredAgro’s strategic and operative objectives are described within the business plan which has
been prepared in 2004 and refers to the period 2005-2009.

Financial projections have been prepared with Microfin for the same period but have not been
recently updated since they largely depend on funding opportunities to be concretized. Scenario
and sensitivity analysis based on the most crucial variables are missing.

. I Actual
Projected key financial indicators m 2007 2008 m

Net outst. portfolio (LJS$) | 5311102 || ea15660 || 8208866 || 8295400 || 10,051,848 |
Growth of outstanding portfofie |  283% || 283% || 204% || 132% || 81% |
Number of active foans | 1830 | 2070 || 24583 || 2867 || 3267 |
Total liabilities | oo7est || 3017061 || 4148304 || 4897250 || &161,220 |
Equity multiplier [ 119 || 188 || 183 || 188 || 186 |
Operating expense ratio [ 118% || o30w || srow || voow || 7aow |
Active horrowers per LO | 96 [ 95 [l 10z /[ 102 || 10z |

As shown in the table above, CredAgro plans to double its portfolio by year 2009, feeding the
growth mainly with borrowings, but also planning an increasing of equity up to US$ 5.3 million by
2009. This is reflected on the equity multiplier which will reach almost 2 in 2008.

Efficiency and productivity will improve along with the up-scaling of operations.

CredAgro strategy for expansion is based on increasing the scale of operations of the existing
branches (expanding into neighbouring regions) and considering opening new branches in a
second phase. Quality of operations and efficiency are identified as key factors: efficiency will be
obtained by replicating the structure already adopted in Guba (north) and Masalli (south) with the
centralization of accounting and administration functions into regional offices, each one controlling
a number of sub-offices. This is definitely a good approach not only for expansion but also for
functional decentralization and it has been confirmed by the experience so far with the local credit
committees.

Product diversification represents another important element of the business planning and
CredAgro has already introduced two new products that are consumer lending and leasing after a
careful analysis of the market demand and supply.

Concerning the institutional evolution of CredAgro, ACDI/VOCA has not currently a clear
strategy; but is showing its intention to maintain a direct involvement in the ownership. The
evolution of the relationship between the owner and the Azeri government (see chapter 1)
represents another crucial factor. CredAgro is also investigating the feasibility to transform (in the
long term) into a fully licensed commercial bank. The transformation into a bank is considered an
important strategic aspect by the top management, as the most effective way to face the increasing
competition by banks. However, a formal and complete feasibility study has not been conducted so
far.

Financial needs

CredAgro financial needs for 2006 are estimated worth of about USD 3.6m.

The most likely sources of funds for this current year, which would fulfil the needs, are Oikocredit,
EBRD and the Global Microfinance Facility (GMF).

CredAgro has developed good relationships with many other investors such as Asian Development
Bank, Symbiotics, Deutsche Bank, MicroVest, Triple Jumb, Abn-Amro.
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Like several MFIs in the country, CredAgro is monitoring the evolution of the Asian Development

Bank project **, which will include a long term investment worth of USD 25million in Azerbaijan at
market interest rate.

¥ The overall project is supposed to include both financing and technical assistance to MFls.
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8. Details of the risk factors

Chapter 8

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

Main measures
AREA Risk factors Relevance* implemented and/or to Observations
implement in the short term
Credsgro, also through AMFA, Th? exemptlf:n Ul 3=l
Lﬂ':k_afﬂ Iﬂw_ﬂ"d i Medium- || has been actively contributing to SHEENERESE .tempfl:nrar'-,-'. '&'
fiscal policy for . draft lawy for microfinance is
wifcrofinance low the drafting of the newy I.E!W and under dizcussion at the
to the lobbying activities )
Parliament
o The existing credit bureau iz
.ﬂ_t'.: el ﬂa_tpﬂ'.rtn:fpﬂ_te Medium- not very effective and the
in the national Cradit = . ) .
Register low |n't.-'|:-lx-ierr!ent u:.uf f.lna.anmal
institutions is limited
External
T T Dizcuzsions between the
Government and the main
Governmrent cfaims on Medium- international donors has
fnternational grants lowi ) started on the use and
property of the capital granted
to MFls.
Banks have recently started
3 g _ A dedicated marketing specislist dowwnzcaling. Credagro
LA Medium iz monitaring competition zerves the high end of the
rural market
ACDI-WOCA, awner of
o Credagra, has not defined yet
tg:::::;i‘:f:g:‘;‘:; its future rale and level of
role within tie Medium ) |nv-:|I'-.fement. in Cred.ﬂ.g.rl:u,
commercial evolution mDrED\_’Er' t temporarily
of tha institution denyed (in the past months)
the access to new
commercial sources of funds
Mo professional Banking professionals within
banking exportise Medium- Financial expertize iz present || the BoD would benefit in view
Within the Board of lowi within the current BolD of the possible banking
Goverrance, e o gvalution
management The level of zalary is
and Yery good incentive system and perceived, by some of the
operations knprovable laval of Medium training palicy. The market zalary || credt staff, as improvakle.
salary for crodit staffs levels are monitored using Competition from banks is
external official informsation agareszive, and the rizk of
staff turnover is guite high
Same important reports are
not automatically produced
; B CredAgro is actively working in Epnmf:'lm breakdown by.lnan
SR L Medium order to reduce the identified n?lff.u::ers, sn.me p?m':'"'_:'
s rlgiciities of the system statistice and financial ratioz).
Technical assistance and
mairtenance are not
immediately availakle
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Financial
products and
assot guality

mprovabie cliont drop-
out analysis

Medium-
low

A complete written analysiz of
clients' drap out and its
reasons is missing. Drop-out
ratio iz quite high as of May
2006 (57%)

Financial
structyro
and ALLT

Effacts of shortage of
funds occurred in the
past montis

Medium-
high

The management has been very
active in attracting lenders and
negotistions are at the final
stages. The Cwwnership has
recently re-started approving the
commercial borrovwings
negotisted

The limited loan amount and
term, together with the lencth
of the dishursement process,
stemming from the shortage of

funds occurred in the past

months, are among the main
reazons of clients'
dis=zatizfaction

Curroncy Fisk

Medium-
high

Credigro iz gradually converting
part of the loan portfolio into local
currency. The USE borrowings
expected in the shart-medium
term will reduce the mismatch

The open position in ST is
weorth of 79% of total equity.
The USE has heen
depreciating with respect to
the A7 zince late 2004, The
toolz to manage this rizk are
not adeguate

Interest rate risk

Medium-
low

Some long term, larger loans to
clients may be indexed to
international rates inthe future

Active interest rates charged
by Cred&gro are fixed. The
rizk wvill most likely increase

along with the growth of
commercial lishilties. The toals
to manage this risk are not
adeguate

Finaucial
and
oparational
resuits

Financial soif-
sufficioncy not
corsolidated

Medium

Adjustment for inflation is
patticularly affecting
CredAgra financial self-
sufficiency in this moment
given the almost inexistent
leverage of capital

Stratogic

objectives
and future
evolutions

No scorario and
sensitivity analysis
presentod in the
business pfan

Medium-
low

Scenario and sensitivity
analysiz iz neaded to prevent
possible delays or shortage of
funding and evertually

reduced growth

* Relevance refers to the damageloss 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

CredAgro
Balance sheet (US$) Decd3 Dect4 Decd5 Mayi6

ASSETS .
i Cash and bamnk deposits 452183 256 G03 125492 188,495 :
' Short term financial assets - o = - |
! Net outstanditng portfolio 3179485 3779548 5,192 862 5,311,102 l
! Gross outstanding portfolio 3,217,003 3828 057 5,255 42 5382 362 l
! Performittg portfolio 3188770 3,793,500 5,219,229 5,338,242 '
! Portfolio at risk > 30 days 30,234 34 557 39,192 43421 l
! {Loan loss reserve) 37515 435 505 55,559 71,261 l
! Accrued interest 1,286 8,113 4 583 43 633 '
! Otfrer sfort term assers 35 456 13,244 9,560 30,449 '
! Total sfrort term assets 3671411 4,054,508 5,369,496 5,573,739 |
: Loy term financial assets = o o o :
' Met fived assets 43872 TE128 131,111 205704 |
! Otfrer fomndg term assets - - - - l
! Total forng term assets 43,372 76,128 131,111 205,704 '
i Total assets | 3715284 | 4,130,636 | 5,500,607 | 5,779,443 |:

 LIABILITIES .
! Sight deposits - - - - l
! Short time deposits - - - - '
! Short term foans - - 20,030 550,000 !
! Crtfrer short term lahilities 26,123 7 546 87 055 107 351 |
| Totaf short term liabilities 26,123 1,546 107,086 657,851 ||
! Loty term time deposits - - - - l
! Loty term loans - - 00,000 250,000 l
! Other forng term liabilities - - - - l
! Restricted furnds - - - - '
! Total Loy term liabifities - - 800,000 250,000 '
: Total liabilities 26,123 7,546 907,086 907,851 :
! EQUITY I
! Faid-int capital from sharefholders 4 534 4 512 4924 5028 |
! Donated equity 2,975 453 3,015 B36 3,368,935 3,463,988 ||
! Cuasi-capital - - i i I
| Researves - - - -l
i Total retained earmings 709114 1,102,841 1,219 660 1,402 575 |
i Otfrer equity accouns - - - - |
| Total equity | 3,689,161 | 4,123,089 | 4,593,521 | 4,871,592 |

R . |
' Total liabilities and equity | 3715284 | 4,130,636 | 5500607 | 5779443 |,
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CredAgro
Income Statement (US$) Jan03-Dec03 | Jan04-Dectd | Jan05-DecO5 | Jun05-May06

Interest & conmmissions received o loans
Financial revernre from invesmnent
Other financial reveries

A} Financial reverie

Interest paid on borrowings
Interest paid on savings
Interest paid on mortgage
Other financial expenses
Infation adjustmnent

E) Firnancial expenses

Gross firancial margin (A - B}
Loamn foss provision

Met financial margitr
Other operatittg reveie

Fersomnnel axpernses
Administrative expenses
C) Operatitng expenses

MNet operatitg itrcorme

Extraordinary revernie
Extraordinary expense

Metinrcome before donations, before tax
Taves
Metirrcome before donations

Donations in cash
Revemnue not from the operations
Expenses not from the operations

Metitrcome

Microfinanza Rating

556,265 743,834 973,210 1,161,361 ||

i : i -

586,266 743.834 973,210 1,161,361 :

2 2 7189 49 857 i

: : : al

= . 287,279 227 095 :

- - 294,468 276.953 '

| 586,266 | 743,834 | 678,742 | 884,408 |i

| B2,464 | 10,537 | 20,773 | 17427 ||

| 523,802 | 732,997 | 657,970 | 866,981 ||

| - | - | 3,595 | 3571 |i

124,182 236,136 306,139 331,351 !

32,226 129,245 197,133 233,233 !

156,408 365,385 503,272 565,085 ||

| 367,304 | 367,612 | 158,292 | 305,568 |;

- = - G639 |

: - : |

| 367,304 | 367,612 | 158,292 | 304,898 ||

| - | 3 243 | 31629 |

| 367,394 | 367,612 | 157,343 | 273,069 |!

84 126 23.2M 53 635 78,288 :

i : i l

| 451,520 | 390,834 | 210,978 | 351,357 |:
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Annex 2 - Financial statements’ adjustments

The financial statements in Annex 1 are the result of standard reclassification. They are based
on audited financial statements according to international standards, except for the FS for the
period June 2005 — May 2006, which were not audited.

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:

e adjustment for the accrued interest on delinquent loans > 90 days
 elimination of subsidies (donations in kind** and soft loans™?)
e provisions are calculated with a standard formula®®
e adjustments for inflation
e adjustments for write-offs
Feversal of accrued interest on non-perf loans
Subsidized cost of fund adjustment - - - -
- Interest rate uzed (national currency) 11 6% 11.8% 12 8% 129%
- Interest rate used faraighn currency) 449 2% T0% 7%
Inflation adjustment 40,707 257,755 519,437 381,502
- Inflation rate used (average of the period) 22% 6.7% 11 8% 8.4%
Loan loss provision adjustment - - - -
In-kind subsidy adjustment - 3,200 = 1,736
Total variation of net income 40,707 260,955 519,437 383,238

CredAgro does not accrue interests on loans late more than 90 days.

The bulk of the adjustments are related to inflation: the relevant increase of the consumer price
index, combined with the large role of equity in sustaining CredAgro operations, makes this
adjustment accounting for almost 100% of the total variation of net income respectively in the
periods June 2005 May 2006 and in 2005.

Minor adjustments were made in 2004 and in the period June 2005 May 2006 to account for the in-
kind support received (training).

14 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%
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Annex 3 - Financial ratios

CrodAgro

PROFATABILITY
Returm o Equity (ROE) 19.9% Q4% 35% 5.8%
Adjusted Return on Equity (AROE) na 27% -5.1% S2.3%
Return on Assets (R0OA) 19.56% 9.4% 3.2% 5.3%
Adjusted Returnt on Assets (AROA) na 27% -7 3% S21%
Operational self-sufficiency (055) 267 9% 197 7% 119.3% 135 6%
Financial seff-sufficiency (F§5) na 116.7% T30% a3.7%
Profit Margin 62 7% 49 4%, 16.2% 26.2%

LOAN PORTFOLIO QUALITY
FPortfolio at risk (FARI (1) 1.0% 0.9% 0.7% 0.8%
Arrears rate { = 1 day) 0.7% 0.3% 0.8% 0.5%
Restructured loans 0.1% 0.9% 0.0% 0.6%
Provision expense ratio 2.3% 0.3% 0.5% 0.4%
Loarn loss reserve ratio 1.2% 1.3% 1.3% 1.3%
Risk coverage ratio (30 days) 124 1% 140.4% 167.3% 164.1%
Write-off ratio 0.0% 0.0% 0.2% 0.0%
Adjusted write-off ratio 0.0% 0.0% 0.5% 01%

EFFICIENCY AND PRODUCTIVITY

Staff affocation ratio 26.5% 35.0% .9% 33.3%
Loan officer productivity (borrowers) 73 7E a6 a5
Loan officer productivity (amodnt) 247 462 273,433 350,561 336,395
Staff productivity {amount) B5 ES3 35,71 111 581 112133
Branch productivity {amont) 536,167 £35,009 876 404 397 060
Operating expenses ratio (average gross portf) S.7% 10.4% 11.5% 11.8%
Cost per foan lent 187 399 411 340
Cost per borrower 204 363 427 438
FPersonnel expenses ratio (average gross portf) 4.5% B.7% T.0% £.9%
Adrmite. expernses ratio (average gross portfofio} 1.2% 3IT% 4.5% 4 9%

ASSETSLIABILITIES MANAGEMENT

FPortfofie yield (gross portfofio} - accrued 21.3% 21 1% 22.3% 24 2%
Franditg expense ratio” 0.0% 0.0% 0.2% 1.0%
Cost of furnds ratio” 0.0% 0.0% 1.8% 12.5%
Current ratio 140.54 15575 964 187
Liguidity over total assets 12.2% B.2% 2.3% 3.3%
Debt'equity ratio on on nz nz
Equity muftiplier 1.0 1.0 12 12
Capital adequacy ratio 09.3% a9 8% 33.5% a4 3%
OUTREACH I

Average dishursed foan size 4 451 5,164 5463 4 946
Average dishursed foan size on per-capita GDP S09% S05% 35T% 239%
Average outstanding bafance on per-capita GDP 3ET% 249% 2ET% 170%
Percentage of active borrowers wWornern na 54% 3.5% 3.2%

GROWTH {amount in USS$)

Growth of active gross portfolio 9% 19% 29% 28%
Growth of active foans BO% 13% 20% 6%
Growth of total assets 0% 1% 5% 2T%
Growth of staff B.5% 0.0% 3.2% 3.8%
Growth of funding labilities 0% 0% 0% -8 5%,
Growtft of operating expenses™™ na 133% 29% 10%
Growth of equity 49.4% 11.3% 4.4% 7.8%

T = nat available * exchange rate varistions not included inthe ratio. * &= of May 2006 the growth is referred to the year 2005
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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/ Gross outstanding portfolio
Provision expense ratio Loan loss provision expenses / Average gross portfolio
. oan loss reserve ratio ccumulated reserve / Gross portfolio
Po”lf?"o Loan | i Accumulated / Gross portfol
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 / Average 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 i
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).

Microfinanza Rating 30



CredAgro — Azerbaijan — June 2006 Annex 5

Annex 5 - Guidelines of reporting and accounting

Financial statements
CredAgro does not provide non-financial services; its financial statements reflect exclusively the
results of its financial activities. Financial statements are audited by a local company (TDI audit).

Loan loss provision and write-offs
CredAgro sets the loan loss reserve on monthly basis, as the sum of fixed percentages of the
portfolio categories shown in the table.

The branches make a draft classification of portfolio

Paortfolio classincation based on quantitative and qualitative indicators,

Satisfactory loans 1% which is then confirmed by the Credit Committee
Watch loans 10% and reviewed by the internal auditor.

Unsatisfactory loans 30% The cost of the provision is recorded into the
Doubtful loans 60% income statement and is cumulated into the loan
Loss loans 100% loss reserve in the balance sheet.

CredAgro writes-off doubtful loans when they
are late > 180 days after the approval of the SC. CredAgro has been regularly writing off loans in
the last years; however, the amounts written of in a 12 months period have never exceeded 0.2%
of the average gross portfolio (2005).

Insider loans

=
The table shows the |[EEw—rey LLCiLLY Collateral P“R !
situation of the loans balance term rate
borrowed by the top Management 26% || Guarartar || -
management and the staff | ggagr | 18,758 || 13 || 6% || Guarartor |[ - |
as of May 2006.

Donations

Donations for loan capital are put in balance sheet (equity), while donations for operating expenses
are registered in income statement. In-kind donations are presented only in adjusted financial
statements. As shown in the table beside, during 2005 and 2006 CredAgro received some
donations from ACDI/VOCA USAID and from ABAD (USAID network).

Donations received (US$)

~amount T soce
2005 50,709 Grant loan capital ACDIAOCA USAID
45 759 Investment ACDIAOCA USAID
| 2006 | 26,000 | |Dire|:t grant faor operating expenses | | ABAD | |

Details of funding liability

May-06
Loans borrowedd

Outstanding § Outstanding
Balance Balance

Currency [ Outstanding
{in which the Balance

Agreement, kind of product

loan is due) (US$) Sh:::l;tst;rm LD;LH st::‘rm and collateral
Blue Orchard | Lk || soopoo || soopoo || || Loan agreement, no collateral |
Blue Orchard | Us$ || 300000 || 450000 || 150,000 || Lean agreement, no collateral |
Blue Orchard | Us§ || 2o0000 || 400000 || 100000 || Loan agreement, no collateral |
TOTAL [ soo000 || 550000 |[ 250,000 |
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]
Lnan amount Dlshursemem I'.'Iaturlty Principal Interest Interest
(US$) repayments j§ repayments rate

Blue Orchard

Blue Grchard

Blue Orchard

LIBOR &
13112006
300,000 131172005 138352007 and 1555007 half-yearly morths +
B3
LIBOR &
G0 202006
300,000 G 252005 GAG2007 and BIESO0T half-yearly morths +
B
LIBOR &
144 252006
200,000 141202005 1482007 and 14iES007 half-yearly rnu:ugt;;s +
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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 aobligations. Very good
AA operations. Stable and wunlikely 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.
EEB Quite stable even if it could be affected by significant internal ar
external events.

- ___ ____ _____ _____ _______________________________ _________________________________|
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.

e ————_—_—5rmBvm—
Highly wulnerable capacity to meet its financial obligations. Poor

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

Wery high wvulnerable 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 obligations. Insufficient operations. Very

unstable and completely vulnerable to external or internal events.

The rating grade can be corrected with a + or — =ign, which implies a =light positive or negative variation rezpect to
the main grade.
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