Confidentia

HORIZON FUND
AUDIT REPORT

On financial statements
For the year ended December 31, 2004

Y erevan
May 2005

Auditors and Chartered Accountants, registered at the state Register of Armenia,
Enterprise audit license# 013, issued by the Ministry of Finance and Economy of Armenia



DRAFT

TABLE OF CONTENTS

SECTION

Audit report

Statement of financial position
Statement of activities
Statement of cash flows
Notesto the financia statements

Audit Report on financial statements for the year ended December 31, 2004
Horizon Fund

~No o hw

20f 20



o

AUDIT REPORT
On Financia Statements for the year ended December 31, 2004

To: Horizon Fund management

We have audited the accompanying statement of financial position of the Horizon Fund as of December
31, 2004, and the related statements of activities and cash flows for the year then ended. These financia
statements are the responsibility of the fund’s management. Our responsibility is to express an opinion
on the financial reports based on our audit.

We conducted our audit in accordance with the generaly accepted audit standards (GAAS). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatements. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit aso includes
assessing the accounting policies used. We believe our audit provides areasonable basis for our opinion.

In our opinion, the financia statements referred to above present fairly, in al material respects, the

financial position of the Horizon Fund as of December 31, 2004, and the results of its operations and its
cash flowsfor the year then ended in conformity with the accounting standards of Armenia.

“Ameria Audit” ¢jsc

Director A. Andreasyan

Auditor S. Mshetsyan

Y erevan

May 10, 2005
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Statement of Financial Position
as of December 31, 2004

(in AMD’000)

December 31, 2003 December 31, 2004 Note
ASSETS
Non-current assets
Fixed assets 12110 14057 3.1
Intangible assets 0 74
Total non-current assets 12110 14131
Current assets
Materias 0 235
Prepayments 0 500
Other receivables 0 123
Current financid investments 336464 499855 3.2.
Cash and cash equivalents 14009 30161 3.3.
Total current assets 350473 530874
TOTAL ASSETS 362583 545005
LIABILITIESAND NET ASSETS
Net assets
Accumulated funds 43339 91474 3.4.
Total net assets 43339 91474
Non-current liabilities
Long-term bank loans and borrowings 298497 430203 3.5.
Asset related grants 11709 13329 3.6.
Total non-current liabilities 310206 443532
Current liabilities
Taxes payable 9038 8624 3.7.
Income related grants 0 1375 3.6.
Total current liabilities 9038 9999
TOTAL LIABILITIESAND NET ASSETS 362583 545005

Director
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Statement of Activities

for the period from 01/01/2004 to 31/12/2004

(in AMD’000)
01/01/03-31/12/03 01/01/04-31/12/04  Note

Revenues 89573 176233  3.8.

Cost of revenues 0 0
Grossincome 89573 176233

Sales expenses (3651) (4780) 3.10.

Administrative expenses (60019) (93058) 3.11.
Grossincome less sales and 26083 78395
administrative expenses

Other operating income 18459 7061  3.9.

Other operating expenses (721) (78)
Operating income 43821 85378

Financing expenses (20) (2252) 3.12.

Other non-operating income (10ss) 235 (13287) 3.13.
Income befor e taxes 44046 69839

Income tax (8762) (17518) 3.7.
Net income (net assets) 35284 52321

Director
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Statement of Cash Flows
for the period from 01/01/2004 to 31/12/2004
(in AMD’000)

01/01/03-31/12/03 01/01/04-31/12/04
Cash and cash equivalents as of 01/01/2004 20010 14009
Cash flowsfrom operating activities
Salesreceipts 100402 171619
Other receipts 12437 14468
Payment for materials and goods purchased (17746) (5904)
Payment for servicesreceived 0 (22156)
Payment of salaries and wages (36822) (55229)
Payment of taxes (17163) (28524)
Payment of social security (4226) (7754)
Other payments (2852) (1568)
Net cash flow from operating activities 34030 64952
Cash flow from investing activities
Purchase of non-current assets (9291) (6428)
Loans provided (858430) (1315552)
Net cash flow from investing activities (867721) (1321980)
Cash flow from financing activities
Loans and borrowings received 830844 1297778
Other cash inflows 73 48
Loans and borrowings paid (3452) (23754)
Dividends and interest paid (10) (802)
Net cash flow from financing activities 827455 1273270
Net cash flow for the period (6236) 16242
Exchange rate surplus (10ss) 235 (90)
Cash and cash equivalents as of 31/12/2004 14009 30161

Director
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NOTESTO THE FINANCIAL STATEMENTS

1. History and background

Horizon Fund (hereinafter referred to as Fund) is a non-commercial organization registered by the State
Register of the Ministry of Justice of the Republic of Armenia on October 28, 2002 (state registration
certificate number 03A 056449, registration number: 264.160.05978).

The Fund has registered in Arabkir regiona tax department (tax code: 00075286) and in Arabkir
regional social security center (code: 45 - 165978) on October 28, 2002.

The Fund's location and legal address is 44 Komitas Ave, Yerevan, Armenia. It has neither registered
branches nor representations anywhere.

The Fund' s founders are:
1. OXFAM Great Britain (address: 274 Banbury Rd, Oxford, Great Britain, registration number:
612172),
2. Kapan Business Support Centre NGO (address: 42 Stepanian St, Apt 28, Kapan, Armenia,
registration number: 211.171.00709),
3. Hask-96 NGO (address. 187 Nairian St, Apt 37, Sevan, Armenia, registration certificate
number: 1283),

According to the Charter the Fund’ smain goals are:
- Implement and promote charitable, headth and educationa projects called to satisfy needs of
people suffered from poverty and disasters;
Assist vulnerable people in getting sustainable income, establishing own business,
Support development of communities and refugee integration with local population.

The Fund’'s main subjects of activities are:
Create conditions for small business development in Armenia, foster that development through
provision of loans, strengthen sustainability and competitiveness of small business;
Organize trainings for those interested in entrepreneurship:
Provide consultancies regarding entrepreneurship in various fields.

The Fund provides small business development short-term micro-loans (up to AMD 1500000) in
Yerevan, Ararat, Vanadzor, ljevan, Dilijan, Kapan, Gavar and Sevan.

2. Accounting policy

There is an accounting policy approved for the Fund. Accounting is maintained in accordance with the
Armenian Accounting Standards and Chart of Accounts approved by the order No 319 dated 29/12/2000
of the Ministry of Economy and Finance of the RA, which complies with the decree No 740 “on reform
of accounting system” of the Government of the RA dated 26/11/1998.

The record keeping is maintained by the accounting unit of the Fund using a computer software.
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2.1. Fixed and intangibl e assets

Fixed assets are valued at cost. The following useful lives are specified for the fixed assets:

Useful life
Asset (years)
Machinery and equipment 5
Computer equipment 3
Property and tools 5
Small value assets (up to 50,000 AMD) 1

2.2. Inventory

Inventory isvalued at cost. A FIFO inventory flow method is used.

2.3. Accounts receivable and payable

Accounts receivable and payable are valued at cost.

2.4. Loans

Loans provided are valued at cost. An allowance for loan losses is established for overdue loans.
Provisionsto the adlowance are made with respect to overdue loans using the following rates:

Days overdue Loan loss rate (%)
31-60 40
61-90 60
91-120 80
121-150 100

2.5. Income and expenses

Income and expenses are recorded using an accrual method of accounting. Income from income related
grants and donationsis recognized when it is used to cover related expenses.

2.6. Cash and cash eguivalents

Cash operations are executed in accordance with the requirements of cash operations procedures
approved by the decree No 1408-N dated 08/10/2003 of the Government of the RA. In conformity with
the mentioned decree, the Organization maintains a cash book (local currency) approved by the Arabkir
regional tax department. Foreign currency operations are executed in accordance with the Law of the RA
on Currency Regulation and Control.

2.7. Salaries and wages

Salaries and wages are paid according to the Employment Code of the RA and the Law of the RA on
Employee Compensation.
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2.8. Taxes and other required payments

Taxes (value added tax, profit tax, income tax) are accrued in accordance with the tax laws of the RA
using a general taxation scheme. Required social security payments are accrued in accordance with the
Law of the RA on Required Socia Security Payments.
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3. Accounts
3.1. Fixed assets
AMD’ 000
01/01/04 31/12/04 Note
(audited)
Fixed assetsin operation 14937 21401 311
Accumul ated depreciation (2827) (7344) 3.1.2
Tota 12110 14057
3.1.1. Fixed assetsin operation
AMD’ 000
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004

Machinery and equipment 5268 2648 211 7705
Vehicles 7964 3300 0 11264
Property, tools 1705 727 0 2432
Tota 14937 6675 211 21401

During the reporting period no disposa of fixed assets has taken place. The entire decrease (211
thousand drams) in fixed assets relates to correcting entries made.

3.1.2. Accumulated depreciation of fixed assetsin operation

AMD’ 000
Accumul ated depreciation
Baance as of Balance as of
Asset 01/01/2004 Increase Decrease 31/12/2004
Machinery and equipment 1232 1913 0 3145
Vehicles 1281 2197 0 3478
Property, tools 314 407 0 721
Totd 2827 4517 0 7344
3.2. Current financia investments
AMD’ 000
01/01/04 31/12/04 Note
(audited)

Current financid investments 336464 512235 3.21
Allowance for loan losses 0 (12380) 3.22
Total 336464 499855
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3.2.1. Current financia investments

AMD’ 000
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004
Short-term loans to customers 324503 1311320 1143437 492386
Short-term loans to employees 1020 4230 2845 2405
Interest receivable 10941 162991 156488 17444
Pendlties receivable 0 4030 4030 0
Total 336464 1482571 1306800 512235
The table bel ow presents short-term loans as of December 31, 2004 breakdown by regions.
AMD’ 000
Loan amount

Yerevan 125665
Ararat 5000
Vanadzor 89259
ljevan 74312
Dilijan 24877
Kapan 128018
Gavar 24721
Sevan 23015
Difference (2481)
Total 492386
3.2.2. Allowance for |oan |osses

AMD’ 000

Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004

Allowance for loan losses 0 14971 2591 12380

Thetable below presents allowance for loan losses as of December 31, 2004 breakdown by overdue
days.

AMD’000
Provision to alowance
Overdue days Amount overdue Rate (%) for loan losses

31-60 1850 40 740
61-90 2867 60 1720
91-120 1709 80 1368
121-150 8552 100 8552
Total 14978 12380

The table below shows loans written off reducing the allowance for loan |osses breakdown by regions.
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AMD’ 000
Amount written off

Yerevan 1676
Ararat 0
Vanadzor 60
ljevan 300
Dilijan 555
Kapan 0
Gavar 0
Sevan 0
Total 2591

Thetable below presentsinterest and penalties accrued, received and written off during the reporting
period.

AMD’ 000
Accrued Received Written off Total r_ecewed
and written off
Interest 162991 155799 689 156488
Penalties 4030 2030 2000 4030
Total 167021 157829 2689 160518

The table below shows interest accrued on short-term loans, as well as interest received and written off
during the reporting period breakdown by regions.

AMD’ 000

Interest Interest Interest

accrued received written off
Yerevan 50067 47471 523
Ararat 167 60 0
Vanadzor 37323 36426 16
Ij evan 21753 20198 45
Dilijan 9265 9265 105
Kapan 34877 33772 0
Gavar 6019 5556 0
Sevan 5374 4826 0
Difference 0 79 0
Value added tax (1854) (1854) 0
Total 162991 155799 689

Interest receivable as of 31/12/2004 breakdown by regions is presented below.
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AMD’000
Interest
receivable
Yerevan 5791
Ararat 107
Vanadzor 3829
ljevan 2403
Dilijan 524
Kapan 2935
Gavar 1087
Sevan 768
Totd 17444

3.3. Cash and cash equivaents

AMD’ 000
01/01/04 31/12/04 Note
(audited)
Cash box 1329 1340 331
Local currency bank accounts 11799 28664 3.3.2
Foreign currency bank accounts 881 157 333
Tota 14009 30161
3.3.1. Cash box
AMD’ 000
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004
Local currency cash box 1329 2130532 2130521 1340
3.3.2. Loca currency bank accounts
AMD’ 000
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004

HSBC Armenia Bank 4287 310879 303470 11696
Converse Bank (Vanadzor branch) 4263 313508 309612 8159
Armenian Savings Bank (ljevan branch) 1555 109007 105300 5262
Ardshininvestbank (Dilijan branch) 297 61613 60874 1036
Armenian Savings Bank (Kapan branch) 539 210480 209732 1287
Andlik Bank (Gavar branch) 839 67870 67504 1205
Ardshininvestbank 19 12800 12800 19
Tota 11799 1086157 1069292 28664
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3.3.3. Foreign currency bank accounts

AMD’000
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004
HSBC Armenia Bank (EUR) 70 126611 126615 66
HSBC Armenia Bank (USD) 792 29378 30095 75
Ardshininvestbank 19 0 3 16
Total 881 155989 156713 157
EUR
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004
HSBC ArmeniaBank 100 190000 190000 100
usD
Balance as of Balance as of
01/01/2004 Increase Decrease 31/12/2004
HSBC ArmeniaBank 1400 53193 54440 153
Ardshininvestbank 34 0 0 34
Total 1434 53193 54440 187
3.4. Accumulated funds
AMD’ 000
01/01/04 31/12/04 Note
(audited)
Previous periods accumulated funds 43339 43339
Adjustment to the previous periods
accumulated funds* 0 (4186)
Reporting period’ s accumulated funds 0 52321
Total 43339 91474
3.5. Long-term bank |oans and borrowings
AMD’000
01/01/04 31/12/04 Note
(audited)
Long-term borrowings 298497 428829 351
Interest receivable 0 1374 35.2
Total 298497 430203

1 Adjustment is made based on tax authorities review results.
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3.5.1. Long-term borrowings

AMD’ 000
Balance as of Balance as of
Lender 01/01/2004 Increase Decrease 31/12/2004
Novib Netherlands (in EUR) 64051 39168 0 103219
Novib Netherlands (in EUR) 0 74867 0 74867
OXFAM Armenian Branch (in EUR) 38734 0 0 38734
OXFAM Armenian Branch (in USD) 195712 0 0 195712
Danish Refugee Council (in USD) 0 22304 6007 16297
Tota 298497 136339 6007 428829
EUR
Balance as of Balance as of
Lender 01/01/2004 Increase Decrease 31/12/2004
Novib Netherlands (non-interest bearing) 100000 56104 0 156104
Novib Netherlands (interest bearing) 0 120000 0 120000
OXFAM Armenian Branch 60000 0 0 60000
Tota 160000 176104 0 336104

The Fund received non-interest bearing loan of EUR 56104 (39168 thousand drams) from Novib
Netherlands in March 2004. The loan has been received under the Funding Agreement signed between
the Fund and Novib Netherlands. According to the Funding Agreement, financing of EUR 70000 was
budgeted to be provided to the Fund on March 2004 under the project “Micro-finance for poor peoplein
Armenia’ (KAU-503891-0000947). For entire project period financing is EUR 170000.

Besides the mentioned, on October 2004 the Fund has aso received loan of EUR 120000 (74867
thousand drams) for five years with interest rate 8.00% p.a., according to the loan agreement L-76
signed with Novib Netherlands. Based on the mentioned agreement the total loan amount is EUR
350000 receivable in three installments. A repayment time table has been defined for the loans received
(seven equal repayments) with the grace period of 2 years and 2 months.

usD
Balance as of Balance as of
Lender 01/01/2004 Increase Decrease 31/12/2004
OXFAM Armenian Branch 335849 0 0 335849
Danish Refugee Council 0 40000 12000 28000
Totd 335849 40000 12000 363849

The balance of long-term loans made by OXFAM Armenian Branch, USD 335849 (195712 thousand
drams) represents the loan received according to the non-interest bearing loan agreement H-1/02 dated
15/11/2002. Theloan is provided for three years.

The Fund received the loan of USD 40000 for 18 months with annual flat interest rate 5%, according to
the loan agreement signed with Danish Refugee Council (DRC). A time table has been defined for the
loan and the interest payments (six equal payments). During the reporting period the Fund has made
three payments and thus repaid USD 12000 (6007 thousand drams) from the [oan received.
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3.5.2. Interest receivable

AMD’000
Balance as of Balance as of
Lender 01/01/2004 Increase Decrease 31/12/2004
Novib Netherlands’ 0 1374 0 1374
Danish Refugee Council 3 0 839 839 0
Total 0 2213 839 1374
EUR
Balance as of Balance as of
Lender 01/01/2004 Increase Decrease 31/12/2004
Novib Netherlands 0 2078 0 2078

An interest has been accrued on the loan of EUR 120000 (received according to the loan agreement L-76
signed with Novib Netherlands) with 8.00% interest rate over 79 days (from 14/10/2004 to 31/12/2004),
which totaled EUR 2078 (1374 thousand drams). The interest is not paid by the Fund as of 31/12/2004.

usD
Balance as of Balance as of
Lender 01/01/2004 Increase Decrease 31/12/2004
Danish Refugee Council 0 1500 1500 0

An interest has been accrued on the loan of EUR 40000 (received on April 19, 2004 according to the
loan agreement DRC/003 signed with Danish Refugee Council), which totaled EUR 1500 (839 thousand
drams). Theinterest is paid by the Fund as of 31/12/2004. The accrual and payment of interest have been
made in accordance with the time table approved (for three periodsin equa payments).

3.6. Grants
AMD’ 000
01/01/04 31/12/04 Note
(audited)
Asset related grants 11709 13329 36.1
Asset related grants 0 1375 3.6.2
Tota 11709 14704

2 Theloanis provided in EUR.
% Theloan is provided in USD.
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3.6.1. Asset related grants

AMD’000
Balance as of Balance as of
Donor 01/01/2004 Increase Decrease 31/12/2004
Novib Netherlands 8918 6019 3851 11086
Kapan Business Support Centre NGO 2085 0 372 1713
Hask 96 NGO 706 0 176 530
Totd 11709 6019 4399 13329

The Fund has received a grant of EUR 8621 (6019 thousand drams) from Novib Netherlands on March
2004, which is equivalent to USD 10657. The funds have been provided under the funding agreement
signed between the Fund and Novib Netherlands (see section 3.5.1 “Long-term borrowings”).

3.6.2. Income related grants

AMD’000
Balance as of Balance as of
Donor 01/01/2004 Increase Decrease 31/12/2004
Novib Netherlands 0 3682 2307 1375

The Fund received a grant of EUR 5275 (3682 thousand drams) from Novib Netherlands on March
2004, which is equivalent to USD 6520. The funds have been provided under the funding agreement
signed between the Fund and Novib Netherlands (see section 3.5.1 “Long-term borrowings”).

3.7. Taxes payable

AMD’ 000
Balance as of Increase Decrease = Baance as of
01/01/2004 31/12/2004

Profit tax payable 5752 17518 14304 8966
Profit tax payable (from incomes paid to 0 76 76 0
non-residents)
Income tax payable D 9010 9012 3
Vaue added tax payable 3287 4517 8152 (348)
Value added tax payable (according to the 0 4673 4673 0
tax review)
Property tax payable 0 52 43 9
Tota 9038 35846 36260 8624

The table below presents profit tax for the reporting period.

AMD’ 000

2004
Profit before profit tax 69839
Add: Non-taxable expenses 17750
Taxable profit 87589
Profit tax, 20% 17518
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The non-taxable expenses (losses) are presented below.

AMD’ 000
2004
Foreign exchange loss 91
Provisionsto the allowance for |oan losses 14970
Interest written off 6389
Penalties written off 2000
Tota 17750
AMD’ 000
2004
Unpaid previous year’ s va ue added tax 4186
Unpaid reporting year’ s value added tax 487
Tota 4673
3.8. Revenues
AMD’ 000
2004
Interest income 162991
Income from consulting 13242
Tota 176233
3.9. Other operating income
AMD’ 000
2004
Pendlties 4030
Income from income related grants 2307
Interest income from OXFAM AB loans 724
Tota 7061
3.10. Sales expenses
AMD’ 000
2004
Fuel (petrol) 3172
Vehicle maintenance and repairs 1541
Marketing and advertising 67
Tota 4780
3.11. Adminigtrative expenses
AMD’ 000
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2004
Salaries and wages 56933
Social security payments 6047
Depreciation of fixed assets 4517
Amortization of intangible assets 8
Trave and presentation 1470
Communication 1982
Rent 8371
Utilities and office expenses 3657
Audit and consulting 6182
Banking services 1208
Insurance 530
Taxes 702
Other 1451
Tota 93058

The Fund' s staff was 26 employees as of December 31, 2004.

The Fund’ s rent expenses incurred during the reporting period were as follows:

AMD’000
Region Rent expense Inczcl)g:;))t & Net amount paid (n-qr(;er:tmhs)
Yerevan-1 2241 224 2017 12
Y erevan-2 2860 286 2574 11
Vanadzor-1 230 0 230 2
Vanadzor-2 760 76 684 8
ljevan 240 0 240 12
Kapan 720 72 648 12
Gavar 720 72 648 12
Sevan 600 60 540 12
Tota 8371 790 7581

The Fund has rented office spaces in some of the regions of Armenia. The landlords are mostly
individuals (citizens of the Republic of Armenia). Therefore, from income payable to them the Fund has
withheld income tax (10%) and paid to the Government of the RA. The rent contracts have been
properly certified by notary and registered in the State Real Estate Department of Armeniain accordance
with the applicable laws and regul ations of the RA.

3.12. Financing expenses

AMD’000

2004
Interest expense on Novib Netherlands long-term [oan 1374
Interest expense on DRC long-term loan 839
Interest expense on HSBC Armenia Bank overdraft 39
Tota 2252
3.13. Other non-operating income (10ss)

AMD’ 000
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Net income
Income Expense
(loss)
Sale (disposal) of inventory 16 0 16
Exchange rate surplus (l0ss) 3054 3145 (91)
Demand deposits 48 0 48
Asset related grants 4399 0 4399
Provisionsto alowance for loan l0sses 0 14970 (14970)
Interest written of f 0 689 (689)
Penalties written off 0 2000 (2000)
Tota 7517 20804 (13287)

The interest and penalties have been written off during the reporting period by the decision of the Fund's
Director.
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