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MANAGEMENT REPORT ON THE RESULTS OF THE AUDIT OF THE FINANCIAL STATEMENTS FOR THE YEAR 2003
Dear Sirs,

According to the agreement No 010908 dated January 07, 2004 between F.N. Audit Service LLC and Norwegian Refugee Council (NRC), we have completed an audit of the financial statements of Normicro for the year 2003. Our findings are based on the information and documents provided to us by Normicro’s representatives and partly comply with provisions of the International Accounting Standards. All the documents and information provided for our review is wholly the responsibility of Normicro.

Below are our comments for your consideration:

1.  Terms of Reference
Our audit covered the following aspects of financial activities of Normicro:

· Accounting and Internal Control Systems, including internal accounting and controls procedures, documents, packages etc.

· Credit Manual and Portfolio Related policies

· Loan Portfolio and loan tracking software, Credit transactions, including calculation of credits interests, balances, repayment schedules, credit agreements, collection of fees, principal amounts of credits, file documentations, etc.;

· Loan Loss provisions, including creation of general and special reserves;

· Cash & Bank transactions, including credit and general administration transactions, bank reconciliations etc.

· Debt – recording and classification of loans received, interest paid, etc.
· Grants – classification and use of grants received, recording etc.
· Equity, including share capital and retained earnings; 
· Revenues and expenses – correctness of recording, timing, attribution, etc.
· Statutory compliance – taxes, social contributions and other statutory requirements.
· Opening balances – all the opening balances as of January 1, 2003 for the purpose of International Standards on Auditing.

2.  Accounting and Internal Control Systems

During the audit we reviewed the accounting and internal control systems operating within the Organization.  The systems demonstrated a satisfactory level of reliability of the information produced by them.
3.  Credit Manual and Portfolio Related Policies

During the audit of credit manual and portfolio related policies we have determined that the subject manual and policies partially meet the requirements of CGAP standards, IAS and government rules with regards to maintenance of credit portfolio. 

4. Loan Portfolio and loan tracking system, Credit Transactions
Locally developed interim loan tracking software “Microcredit” is used for loan tracking. This system lacks accounting module therefore accounting transactions are not tracked by the loan tracking software.  The software is specially designed for credit organizations and allows analyzing and reporting some reports related to customer loans, interest repayments, personal information on customers, loans status, loans securities etc.  The audit procedures allow us to conclude that the MIS provides reliable information, to a certain degree, related to loan transactions.

Our audit of credit transactions was conducted on a sample basis.  Representative sample of loans were tested in Baku, Beylaqan and Khachmaz branches.  As a result, no material mistakes were revealed in recording of credits issued to customers, credits repayments, interests calculated and received from customers, recording of fees, fines etc., filing of documents etc.
5.  Loan Loss Provisions
There are no statutory regulations for non-bank credit organizations with regards to provision for possible loan losses.  Through the year 2003 provisions were made only for irrecoverable loans which were written off against the provision. Bank rules of the National bank of the Azerbaijan Republic were applied by Normicro for creation of special reserves.  
6.  Cash and Bank Transactions

During the audit of cash and bank transactions we have not revealed any material mistakes.
7.  Debt (Credits Received)

During the audit of debt of the Norwegian Microcredit LLC we did not reveal any material misstatements or mistakes.

8.  Grants

During the audit of the Grants we did not reveal any material misstatements or mistakes.  Usage of grants received by Normicro corresponds with the purposes and classifications stated in grant agreements.  Grants received for operational purposes were added to the current period revenues.  The grants received for capital and equipment purposes were added to the organization’s equity.
9.  Equity

During the audit of equity we did not reveal any material misstatements or mistakes.

10.  Revenues and Expenses

Revenues and Expenses related to credit transactions were recorded and accounted for in US Dollars, which is the primary currency credits issued to customers.  All the administrative expenses were incurred in Azerbaijani manats and transferred to US Dollars at the rate applicable at the reporting date for the purpose of the including them into the financial statements in accordance with the IAS. 
11.  Statutory Compliance

VAT

We would like to bring your attention to the fact that currently Normicro is registered with the Tax Department as a VAT payer.  VAT paid to suppliers is offset with other taxes due by the Organization.  The total amount of VAT offset with the Tax Ministry since the moment of VAT registration is USD 3,299 (AZM 16,240,344).  
Profit Tax and SPF Balances

Due to uncertainties existing in the legislation concerning non-for-profit credit institutions in the recent years Profit Tax and Social Contributions were reported to the Tax Ministry and Social Protection Fund, but not paid.  The closing balances as of December 31, 2003 for Profit Tax and Social protection Fund are 35,519 USD.  The organization is liable for both 2% social contributions from employees’ salaries and for personal income tax.
12.  Opening Balances
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13, Summary

We would ke o summarizeth i st discussed i thecurent Reporta follows:

1. We wouldrcommend creating new MIS softwae intcgrating loan tacking and accourting modules.

2. Though ledgers for cash transactions are used in the arganization we would recommend having il
balanc sheet and general ledger accord to law on accounting.

3. As & result of audit findings we disclosed copies of passport and tax registration codes of physical
entity client are notrequired. We would recommend requiring these documents from the clierts.

Note: This rporting format prepard bsed o it rportsconduct i theyeu of 2003 on Natios!
Audit Standards.

Sincerely Vours,

Fuad Aliyey.
Director

FN. Audit Serviee LLC.
“The member ofthe Azcrbeijan Auditors Palsce
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