Non-Government Organization
Micro Development Fund, Belgrade

Audit Report on Financial Statements
for the year ended on December 31, 2007



Non-Government Organization
Micro Development Fund, Belgrade

Audit Report on Financial Statements
for the year ended on December 31, 2006

CONTENTS

Pages
Independent Auditor's Report 1
Balance Sheet 2
Income Statement 3
Notes to the Financial Statements 4-21




- ~
//l‘\;“\ Belgrade:  Makenzijeva 41/11, tel: ++ 381 11 2433 619, 3085 B0G; fax: 2432 228; e-mail: office@revizija.co.yu
..“ " Nis: Generala Milojka LeSjanina 19; tel/fax: ++381 18 522 236; e-mail: rrni@ptt.yu
\‘\"" “ NoviSad:  Mihajla Pupina 6/V, tel: ++ 381 21 452 873; fax: ++381 21 451 662; e-mail: rrns@ptt.yu
SR

Zrenjanin: Trg Republike 4/I1, tel/fax: ++ 381 23 535 039; e-mail: rrzr@ptt.yu

MGI AUDITING & ACCOUNTING S A

CHARTERED ACCOUNTANTS

Non-Government Organization
Micro Development Fund, Belgrade

Independent Auditor's Report

We have audited the accompanying financial staté&snefhNon-Government Organization Micro Developntamd,
Belgrade, comprising of the Balance Sheet as oebéer 31, 2007 and the Income Statement for thetlyea ended.

Management’s Responsibility for the Financial Statments.

Management is responsible for the preparation aidgdresentation of these financial statementsdncgdance with
Disclosure Guidelines for Financial Reporting bydidifinance Institutions issued by the Consulta®reup to Assist
the Poorest (CGAP). This responsibility includessidning, implementing and maintaining internal ttohrelevant

to the preparation and fair presentation of finaalcstatements that are free from material misstatetywhether due
to fraud or error; selecting and applying appropeaaccounting policies; and making accounting eatés that are
reasonable in the circumstances.

Auditor’'s Responsibility

Our responsibility is to express an opinion on théisancial statements based on our audit. We ccteduour audit in
accordance with International Standards on Auditamgl instructions contained in a Handbook for ErtdrAudits of
Microfinance Institutions issued by the Consul&i@roup to Assist the Poorest (CGAP). Those statsdaquire that
we comply with ethical requirements and plan andqeen the audit to obtain reasonable assurance Wwéethe
financial statements are free from material misstagént. An audit involves performing procedures titaio audit
evidence about the amounts and disclosures in ittendial statements. The procedures selected depenthe
auditor’'s judgment, including the assessment ofigies of material misstatement of the financiatasments, whether
due to fraud or error. In making those risk assemsis) the auditor considers internal control reletv¢éo the entity's
preparation and fair presentation of the financi&htements in order to design audit procedures &natappropriate
in the circumstances, but not for the purpose giressing an opinion on the effectiveness of thiayaninternal
controls. An audit also includes evaluating the rampiateness of accounting policies used and tlasoeableness of
accounting estimates made by management, as welladigating the overall presentation of the finahstatements.

We believe that the audit evidence we have obtamesfficient and appropriate to provide a basis 6éur audit
opinion.

Opinion

In our opinion, the financial statements givae andfair view of the state of Non-Government Organizatidard/
Development Fund's affairs as of December 31, 20Q¥ of its results for the year then ended in adaoce with
Disclosure Guidelines for Financial Reporting bydidifinance Institutions issued by the Consulta®reup to Assist
the Poorest (CGAP).

Belgrade, March 14, 2008
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

1. Establishment, Management, Activity and Funds
1.1. Establishment and Management

Non-Governmental Organization Micro Development drufMicro Development Fund) was established as a
association of citizens on January 23, 2001 anidteygd with the Federal Ministry of Justice, adiog to the then
applicable law.

Since 1997 Danish Refugee Council (hereafter refleto as DRC) has been implementing self-reliantieites in
Serbia — initially directly but since 2001 via itaptive agency, Micro Development Fund (hereaftéerred to as
MDF). Since 2001 the capacity of MDF has been msgjvely enhanced in a gradual process towardpémdience.

On December 12, 2003, DRC and MDF signed the Menoonaa of Understanding that defined the spin-ofthaf
DRC's self-reliance program in Serbia to the MDF.

According to the Memorandum of Understanding, diitealization of the spin-off process, MDF has tal@ver full
management and ownership of DRC's self-reliandeities and established its independence as ofalgril, 2004.

MDF Head Office was located in Belgrade with thelreds Kneginje Zorke 11a till October 2007 when MiaF
realocated its head office to the new address @id®@ara Markovia 17. MDF has 15 branch offices and two regional
offices in the following towns: Ni$ and UZice.

Board is the highest governing body of MDF, corssist four Board members with voting power. The Roa&

represented by the Chairman. Functioning of the®@adefined by the Statute. The Director reptotthe Board and
votes only in case of the tied vote by the Boarde Tole of the Board is to monitor the activitigsje guidelines,
propose changes and help in resolving strategiesss

The Supervisor is independent control body who mspm the Board. The Supervisor is non-voting sowvito the
Board.

Management consists of Director — Ms. Milena Gojkp\winance Manager, Credit Coordinator, BDS Manager,
Office& HR Manager and two Branch Managers.

MDF has twenty-five employees.
1.2.  Activity and Funds

MDF implemented 2 core programs, financial suppmgmall entrepreneurs through “Micro Loan” and einancial
“Business Development Services” program aimed tprawve trainees vocational and business capacltie2007,
MDF performed the activities described into twddwling notes:

1.2.1. Activities under Micro Loan Program

In 2007, MDF disbursed and managed all its RevgMiman Fund Capital received from respective doriors
previous periods, as follows:

. United Nations High Commissioner for Refugees (aftee referred to as UNHCR);

" Danish International Development Assistance (hézeaéferred to as DANIDA);

. International Committee of the Red Cross (hereatfarred to as ICRC);

. Tavolo trentino con la Serbia (hereafter refeteeds TTS).

In 2005, the contracts on the hand — over of theoRi@g Loan Fund from each of these donors, exdd@@®, to MDF
ownership were signed (with UNHCR on February Gizh WANIDA — DRC on April 08 and with ICRC on Mayl3.
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

Over 2007, MDF also signed new donation contradts WNHCR, Tavolo Trentino, SPARK and entered new
cooperation with UN HABIAT with 3 contracts. Theoe¢, MDF has started the disbursement of the nig@ao from
fresh donations received from following donors:

. UNHCR - Housing loans;
. UN HABITAT — Business loans
. TTS — Business loans

During 2007, MDF has cooperated with Komercijanalaa.d., Belgrade in the process of issuing ldardients.
MDF signed a Contract regarding crediting operatioriCommission contract” with Bank, on February, 2804.
Based on the Low on Banks and other Financial Gzgdions which was in force until October 1, 200&tional
Bank of Serbia issued the official document regaperforming of MDF crediting operations as corssimn
operation (Bank is commission agent and MDF ist)ie

Operationally, Commission Contracts function in fbieowing way:

. MDF has opened bank account for the special purpdseisbursement and repayment of the loans
(“Commission” account);

. The micro loans are disbursed from the MDF finarsdarces;

. MDF apprises, approves micro loans and then subtinéslist of approved beneficiaries to Komercijalna
Banka AD;

. Komercijalna Banka AD concludes the contract wilslebeneficiaries and issues micro loans in its name
but on the behalf of MDF;

. Clients repay the loans through the bank in batfalie commission account;

. MDF has the obligation to follow up on the benefi@s.

All loans are disbursed only through the bank athdoan repayments have to be made in the bank.chkh
transactions between loan effirs and clients are allowed.

Within 2007 year, MDF disbursed 1,651 loans.
1.2.2. Activities under none financial “Business Deslopment Services” Program

In 2007, MDF implemented Vocational Training fundadUNHCR. Besides, MDF paid a lot of attentionttostaff
capacity building in order to secure qualitativegderm operations.

1.3. Description of Programs
1.3.1. The Micro Loan Program
Micro Loan Program provides financial support tdrepreneurs with skills and ideas for start up evaelopment of
existing business as to create or sustain jobspidgram provides clients with continued accedsitiding in order to

enhance gradual businesses strengthening and stscswetainability.

The Micro Loan Program includes the following protdu

. Loans aimed at primarily creating opportunities fefugees, IDPs and local population financed ydfu
originating from UNHCR;

. Loans to financially active poor people in Serlifehced by funds originating from DANIDA;

. Loans aimed at primarily creating opportunities feconomically vulnerable IDPs financed by funds
originating from ICRC;

. Loans aimed at individuals or group of individuéds the creating or expansion of an enterprise aif- s
employment financed by funds originating from TTS;

. Housing loans aimed at IDPs from Kosovo who suda#gs@dopted their living conditions and improvido
the new residential communities in Serbia funded)BYHCR fresh donation;

. Business loans at refugees, IDPs and smaller giopoof resident businesses financed by UN HABITAT

micro loan fund capital for business loans as gdanttion in value of 20% and MDF funds in valug6%.

EMGIR >



Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

Loans aimed at primarily creating business opportuities for refugees, IDPs and local population finaced by
funds originating from UNHCR — disbursements of these loans is based on the Agrgetoncluded on February
02, 2005 between UNHCR and MDF. This Agreementigets Annex E which refers to the Agreement on thedH-
over of Grant pertaining to UNHCR Revolving LoannEs. Based on this Agreement on the Hand — ov@&raht
MDF received entire right of ownership and use lef Revolving Fund. Responsibilities of MDF is toeuthe
revolving fund for microcredit activities only ard report to UNHCR with a narrative and financiaport on the
status of the programe for next one full calendsary

The total amount of the Revolving Fund that waadgferred for ownership was equal to RSD 67,329(&d@8ivalent
to USD 1,100,510 with the applied exchange raté1o18). The amount of RSD 67,329,178 included funtigh

were already collected and maintained in the sépéi@nk accounts (relating to UNHCR funds) of theRvand other
funds which were in the form of payments due fromnis provided to the beneficiaries. MDF convertedamount of
RSD 67,329,178 into EUR amount by applying the bgyofficial rate at the date of hand-over, so gsiealent in
EUR was 595,776.

Loans to financially active poor people in Serbiaihanced by funds originating from DANIDA — disbursements
of these loans is based on Asset Transfer Cortceiuded on April 08, 2005 between DRC and MDFs(tontract
is effective from January 01, 2005). According s tContract DRC transferred the ownership of as@etan Fund
and Physical Assets) to MDF. The value of the LBand transferred was EUR 745,461 (the figures wlefaed in
EUR currency, by Contract). This amount includeEldR 651,550 initial loan fund capital plus EUR @Bl in
retained interest and principal income from loativig.

Loans aimed at primarily creating opportunities for economically vulnerable IDPs financed by funds
originating from ICRC — disbursements of these loans is based on Agreemnetite Transfer of Revolving Loans
Funds concluded on May 31, 2005 between ICRC and-MEased on this Agreement on the Hand — over ahGr
MDF received entire right of ownership and use lef Revolving Fund. Responsibilities of MDF is toeuthe
revolving fund for microcredit activities only and report quarterly to ICRC with a narrative anagficial report on
the status of the programe for the period from Jafn2005 to May of 2008. The total amount of thads that was
transferred to MDF ownership was EUR 181,500 (itpar€ was defined in EUR currency, by Agreement)..

Loans aimed at individuals or group of individuals for the creating or expansion of an enterprise or alf-
employment financed by funds originating from TTS- disbursements of these loans is based on Agretennethe
Management of TTS Loan Fund Capital concluded tydu2005 between TTS and MDF. Based on this Agerd,
the funds are provided in trusteeship to MDF by TH& revolving fund remains the legal propertyTdfS until a
formal hand-over by TTS to MDF. Also, MDF will pawanagement fee to TTS on the received TTS funtseatate
7% per annum on quarterly basis. The total amoéritireds received in 2006, was EUR 50,000. This Agrent
started on July 7, 2005 and ends on June 30, ZU8¥ .agreement on the Management of TTS Loan FumitaCa
concluded on July 7, 2005

In 2007, MDF and Tavolo Trentino cooperation wasttmed through a new contact for supporting theess to
credit and overall enhancement of living and wogkionditions of people in Kraljevo suburbia. Theesmgnent on the
Management of TTS Loan Fund Capital was concludedagust 6, 2007. Based on this Agreement, thediare
provided in trusteeship to MDF by TTS, but revolyiiuind remains the legal property of TTS until erfal hand-over
by TTS to MDF. Also, MDF will pay consulting seres fee to at the rate 4% per annum on quarterfg based on
the TTS Invoice in installments. The total amouintumds received in 2007, was EUR 7,000. This Agrest started
on July 1, 2007 and ends on July 1, 2009.

Housing loans aimed at IDPs from Kosovo who succdsBy adopted their living conditions and improved into
the new residential communities in Serbia funded byJNHCR fresh donation - In 2007, MDF has started new
Housing project for IDPs population funded by UNH(Based on the signed agreement and relating anemdm
UNHCR contributed to MDF the Revolving Loan Fundstlhie amount RSD 17,332,135 (in five installmenid)e
Agreements on the Hand - over of Grant pertainmérévolving Loan Fund to MDF were also signed. €Fae,
based on these agreements on the Hand - over oft, GDF received entire right of ownership and wethe
Revolving Fund. The total amount of the Revolvinmé that is transferred for ownership is equal 8DRL7,332,135
(as stated above, the total amount was receiv@®07). MDF converted the amount of RSD 17,332,186 EUR
amount by applying the buying official rate at ttete of hand-over, so its equivalent in EUR was 2831

BMGI

6



Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

Responsibilities of MDF is to use the revolving dufor microcredit activities only and to report WtiNHCR with a
narrative and financial report on the status ofgfagrame for next four full calendar years.

Business loans at refugees, IDPs and smaller progimmn of resident businesses financed by UN HABITATnicro

loan fund capital for business loans as grant donatn in value of 20% and MDF funds in value of 80% -
disbursements of these loans is based on Agreeafertoperation concluded on January 22, 2007 betvidd

HABITAT and MDF. According to the agreement andhiitthe proposed project it is planned to implen@etits
valued up to USD 7,500 each. The credits will barficed from MDF funds in amount up to 80%, while thN

HABITAT will contribute to the MDF's crediting fundmount of 20% loans grant funds for the MDF. ThHeRvwill

further on use the received annuities as Revolkungd.

General Characteristics of the loan product

The loans were disbursed and repaid in RSD amduntssing EUR as index currency. MDF classifieslitan
products in four groups, as stated below:

In 2007 MDF offered the following loan products:
Micro-classic
For Start-up entrepreneurs, unemployed peoplecgrial workers, entrepreneurs who have unregdtbusinesses,
entrepreneurs whose businesses are registeredngerithan 6 months, employees supplementing thewone,
opening market sales.
1. Loans are approved to:

= Starting up new business

= For developing current businesses,

Loans are approved progressively:

Cycles Amount€ Rep?r)r/]rgr?tr;]tsp))eriod
I 200-2,000 6-18
Il 200-3,000 to 24
I 200-4,000 to 24
\Y% 200-5,000 to 24
2. The 1st repayment is due one month after reoéifpinds.
3. Repayments are on a monthly basis.

Loan repayment is assured by collateral and comynes®d collaterals are:
= Promissory note signed by two endorses and
= At least two administrative bans or promissory rajta legal entity.
Loan processing fee is 2%.
For loans from ICRC fund, repeat loan amount isaup,500 €.
Our ex product Micro-Bonus are automatically trensfd to the Micro-classic with maximum amount d@@® € and
24 months repayment period depending on the loale.cy

Micro-entrepreneur
Target group: Entrepreneurs with businesses regs®& months or longer.
1. Methodology: Individual

2. Loans are approved for:
Business development, registered 6 months or longer

BMGI



Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

3. Loan amount:
=  Minimum 500 €
=  Maximum 5,000 €

4, Repayment period: 6-24 months

5. The 1st repayment is due one month after disluest.

6. Repayments are on a monthly basis.

7. Loan repayment is assured by collateral and camhymused collaterals are:
= For amounts up to 3,000 € promissory note signedway endorsers, promissory note of a legal entity,
minimum two administrative bans or promissory nafta legal entity.
= For amounts over 3,000 €, promissory note signethige endorsers, promissory note of a legal eritirge
administrative bans or promissory note of a legéihe
Loan processing fee is 2%.

Micro-home

Target group: Internally displaced people from Kasowho are in need to solve their housing probleyn
reconstructing a house or flat.

1. Loans are approved for:

= Building materials purchase

= Costs of hiring qualified workers for adaptation

= Buying already existing property ( a house or ftagt need reparation.

Loan amount: 200 — 4,000 €

Repayment period: Up to 48 months

The 1st repayment one month after disbursement.

Repayments are on a monthly basis.

Loan repayment is assured by collateral and camhyrused collaterals are:
Promissory note signed by two-three endorsers, iggmry note of a legal entity, administrative bamssalary, or
promissory note of a legal entity / mortgage.

Loan processing fee is 2%.

oUAWN

Micro-packet

Target group: Refugees — UN Habitat Rental Houslegeficiaries who choose business loan as suppokage.
Loan conditions are as for micro-classic.

1.3.2. Business Development Services
In 2007, MDF implemented Vocational Trainings andr@ulum Trainings funded by UNHCR.

The aim of the Vocational Training program was pgnade the IDP skills and/or adjust their curremtfgssions in
order to enhance their chances of successful emmgotyat the local labour market or within their oursiness.

The aim of the Curriculum Trainings (CT) was to noye skills and knowledge of unemployed adults agni@Ps as
well as prepare them for future independent joligoerance in area of curriculum for which they pak#gs training
for.

Besides, MDF paid a lot of attention to its stafpacity building in order to secure qualitativedaerm operations.
Variety of trainings and seminars were attended/iDF management, middle management, Loan OfficedcsBIDS
program staff.

In 2007, MDF started the new project “Economic Emeament of Roma waste collector in Valjevo” finaddsy the
UN HABITAT.
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

The project targeted the most vulnerable and ecaradiynchallenged Roma families in Valjevo, who aneking their
living through collecting, sorting and selling wastThey were provided BDS services - technicalstmsce in
upgrading their businesses as well as improving gadf-reliance.

In 2007, MDF started to implement “Economic Streening of the Most Vulnerable Population of Pandevo
financed by UN HABITAT.

The project targeted the most vulnerable and ecaadiy challenged families in Pancevo. The benefieis were
supported with BDS services: Vocational Trainings fusiness purposes and business start up sudpesides, the
project supported MDF capacity building.

In 2007, MDF started the “Settlement and Integratib Refugees Program” Implementation of SuppodkBges for
Rental Housing Beneficiaries funded by UN HABITAT.

The project offers BDS to Refugees to find moreabile solutions and self-reliance strategies withexmunicipalities
where they decided to integrate. The beneficianes offered different support packages (vocatitnainings, micro
loans, other technical support...)

2. Basis of Preparation of the Financial Statements

2.1.  Accounting Policy

The accompanying financial statements have begmaped in accordance with Disclosure GuidelinesHimancial
Reporting by Microcredit Institutions prepared b tConsultative Group to Assist the Poorest (CGAMese
guidelines are voluntary norms recommended by autative group of international donors. Thus astifation’'s
failure to comply with the CGAP’s guidelines wouitbt necessarily imply that the institution or iigahcial
statements are in violation of any legal or othéharitative accounting or reporting standard.

2.2. Basis of Accounting
The financial statements of the MDF have been pegpan a cash basis. Under this convention, tréiosacare
recognized when cash is received (and recordeeasue) or paid (and recorded as expenses), not thibg occur.

MDF uses Loan Tracking System (LTS) which is MIShathe main purpose to provide information relevianthe
administration of the portfolio, including:

. Identity of the client;

. Amount disbursed,;

. Loan terms, such as interest rate, penalty, mgfurit
. Repayment schedule-amounts and timing;

. Amount and timing of payments received;

. Amount and aging of delinquency;

. Outstanding balance.

Some of the data generated by LTS flow directlyithhe accounting system and financial statemerdls-as
disbursements, repayments, interests, penaltiessloecovery, but some of them flow only indirectlguch as
delinquency that is used to estimate provisionth@accounting system. This information feeds th#® accounting
system and financial statements such as followirgjtipns: Loans Outstanding (Gross and Net), Firiocome,
Allowances for Loan Loss. EUR currency is the inadexrency of the LTS, used for calculation of ainsaction
connecting to micro loans.

2.3. Reporting and Accounting Currency

The financial statements of the MDF have been pezbin EUR currency whereas the functional curremag RSD.
Accordingly these financial statements should retbnsidered as being fully consistent with theiltesf financial
position, which would be shown if they have beegspnted in the functional currency.

According to MDF accounting policy, buying officiakchange rate (EUR:RSD) prevailing on the datasfsaction
is used for calculating of the transactions denateith in RSD currency, during the year. This aldates to the
transactions recorded in LTS that are explaingtiérNote -2.2.

EIMGI 9




Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

Items of the Income Statement excluding the Inter@enalties and Loans recovery which related toronioans

activities (such as Operating Expenses, Finanaists; Fees), as well as revenues and expensesdrédafctivities

under none financial “Business Development Progravhich are denominated in RSD currency are expdesse
EUR. The EUR amounts have been calculated, by eqgptiie average exchange rate 1IEUR:79.4709R SD hwins

calculated by MDF (the sum of the buying officiathange rates prevailing at the last day of eachtimwas divided
by 12).

Some items of the Balance Sheet ( Fixed Assetsk Bamrent Account etc) denominated in RSD are esqwé in
EUR at the buying official exchange rate prevailiighe balance sheet date — 1IEUR:77.6515RSD. @lemée Sheet
items denominated in EUR are disclosed in thegioal amounts.

Comparative Information
The comparative numerical information in previowsipd has been disclosed in the Financial Statesnant
expressed in EUR currency.

3. Summary of Significant Accounting Policies

3.1 Financial Income
Financial income results from microcredit activstiend includes: interest on loans, penalties,aatesn current assets,
fees, cost recovery, and recovery from writtenadihs which have been recorded when received.

3.2. Provision for Loan Losses
Provision for loan losses represents expensesdetatactual or anticipated loan losses. Provifiorioan losses is
shown separately from other expenses in the Incdtaiement.

The MDF policy is to write off the loans with mottean 180 days late, automatically. The loan paddfid deducted
and loan loss reserve is reduced for the valuerité wffs. The relating expenses are disclosed sd¢gparately in the
Income Statement.

In case when the calculated value of loan losshaltwe at the end of the period is less then theevaf loan loss
allowance at the beginning of the period, the diffee is treated as income and therefore it isratgg disclosed in
Income Statement as Decrease of Loan Loss Reserve.

3.3.  Operating Expenses and Financial Costs

Operating expenses and financial costs represkeipénses related to generating operating incamefinancial
income and to the operation of the MDF. They cdnsfspersonnel expenses, office rent, communicatosts,
services, other administrative expenses, taxe fe@s, incurred and paid in the current accourpiegpod.

3.4.  Grant Revenues and None Operating Expenses

Income from grants received for non-micro-loan paog and expenses associated with them are segiefjate
income and expenses related to micro-loan activitighe Income Statement, so that the financidbpmance (profit
or loss) from micro-loan operations can be deteggchin

3.5. Loans

Gross outstanding loan portfolio is the amountoainls that has been disbursed but has not been @paritten off.
Net outstanding loans are stated as the amountrafile outstanding less reserves for loan impaimProvision for
loan impairment is provided as described in Nog 3.

Loans are disbursed in RSD as the equivalent @figaeed amount in foreign currency EUR by using hagyfficial
exchange rate prevailing on the date of transactt@payment of loans is in RSD and also is indeetbreign
currency EUR using buying official exchange ratevailing on the date of transaction.

3.6. Provision for Allowances for Loan Loss
Provision for uncollectible loans is recognizedassexpense, charged against income and deductedtffr® total
amount of loans.

EIMGI 10



Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

The main measure of loan delinquency is based amyggprtfolio at risk ratio derived from the Loarratking
System. From the Financial Statements it is seahahthe end of the fiscal year, MDF computes avipion for
doubtful loans. The allowance is determined by wpgl predicted loss percentages to aged loans gtbhp lateness
of payments. A loan becomes late as soon as a feldenhstallment is missed. The predicted loss gp@gages are
based on management’s analysis of historical outsoof late loans.

Allowance for loan loss is an amount set asiddéBalance Sheet to recognize probable futureltsses so that the
true value of the loan portfolio is fairly statethe amount of the allowance loan loss is showra asgative asset
deducted from the loan portfolio.

The allowance is increased by additional loan loevision expense. Expenses related to actual ticigeted loan
losses are shown separately from other expendghe Income Statement.

Loans are separated into classes depending on famy days overdue they are. MDF calculates loandtegvance
according to the following policy:

Days late Percentage for reserve
1-30 5.00%
31-60 25.00%
61-90 50.00%
90-180 75.00%
>180 100.00%

Based on the experience from the previous periob$ Mas defined the percentage stated in the alable &s the
basis for the calculation of the loan loss allowandowever, MDF made Decision that the value of [tan loss
allowances at the end of period must not be unfi&¥wof the gross loans outstanding.

A loan is first considered late after the first sgid payment. Once a loan has been defined asdateto enter write-
off status it has to be over 180 days late.

3.7. Fixed Assets
Purchased fixed assets are recorded at costs. dpye is calculated on a straight-line basis gshe
annual depreciation rate defined on the basesofstimated useful life of an asset.

Donated fixed assets (equipment and vehicle) ai@ded at the net value stated in the donor’s book.

3.8. Long-term liabilities
Long-term liabilities shall include liabilities viitmaturity over one year from the date of execyti@ compilation of
the Financial Statements.

Liabilities shall be evaluated at the nominal valmount resulting from the respective operatingfinancial
transactions supported by the credible certificates

3.9. In-kind Subsidies

In-kind subsidies show an estimated of additiongdemses that MDF would have if subsidies not givieiF
discloses in-kind subsidies in the Income Staterbeltw net income from operations.
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

Balance Sheet
4, Bank Current Accounts

The Bank Current Accounts represent all cash availan December 31, 2007.
MDF operates through the accounts in RSD curreety With Komercijalna banka AD, Beograd

Bank accounts 2007

EUR
Bank account for MDF business activities 8,367
Bank account for disbursement and repayment ofsloan 24,578
Other bank accounts relating to loan activities 1,094
Transfer bank account (held with Komercijalna bank) 6,322
Bank account relating to the Vocational Training\aies 365
Bank account relating to the Action funded by Ewamp Agency for Reconstruction 1
Bank account relating to the Action funded by UN BIAAT 22,164
Total 62,891

Disclosed EUR amounts represent the equivalen®&S@ amounts which were calculated by applying bgfficial
exchange rate prevailing at the Balance Sheet date.

The amount of EUR 6,322 reported as Transfer ban&unt represents the amount of made loan repagnettree
last days of 2007 (as stated in payment depopi)slbut recorded in the bank statements issu2@ds.

5. Loans Outstanding

The balance of the net loans outstanding disclasdabde Balance Sheet amounts EUR 2,614,985 antkseta the
following:

Donor Gross values AIIowar}gzsfor loan Net value
EUR EUR EUR

UNHCR 1,187,559 (11,876 1,175,643
DANIDA 870,152 (8,702 861,45D
ICRC 280,786 (2,808 277,97B
Tavolo Trentino 73,179 (732) 72,447

UN HABITAT 15,963 (160) 15,808

UNHCR HOSING 213,762 (2,138 211,62p
Total 2,641,401 (26,416 2,614,945

Gross Loans Outstanding represents outstandingipainwith MDF clients as of December 31, 2007. MiSkusing
Loan Tracking System (LTS) and EUR as index culydnc calculation of outstanding principle, as wad for all
transaction connecting to micro loans. All contsagith MDF clients provided EUR as index currency.

Allowance for loan loss reserve is the calculateiggory.

Disclosed EUR amounts were generated by LTS, ahthfe Financial Statements.
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

5.1. Changes on Outstanding Principal during 2007

Amounts are disclosed in EUR
Description UNHCR ~ DANIDA | ICRC ~ javaio  NHCR o N - Total
At the beginning of period
Opening balance as per Transaction Summary 1,189,0832,254. 252,854! 55,448 2,279,642
Opening balance as per LTS 1,139,322834,596. 252,723 55,448 2,282,089
Adjustment 236 2,342 (131) - 2,447
Disbursement 1,332,750, 967,020 336,810. 85,350 244,800 17,900 2,984,630
Repayment (1,288,922); (931,921) (309,203) (67,156) (31,038) 1,937) (2,630,177
Write off (573) - (573)
Transfer in (240) - - (240)
Transfer out 240 - - - 240
Returned principal 31 130 161
Cash Over 1,504 814 380 60 2,758
Cash Short (259) (108) (71) (28 (466
Recovery 3,648 283 410 - 4,341
Special transactions 4,924 1,119 146 - 6,221
At the end of period
gﬂﬁ?gf;”g principal as per Transaction 1,187,838 868,472 280,607 73,642| 213762 15963 2,640,284
Outstanding principal as per LTS 1,187,559 870,152 280,786 73,179 213,762 15,963 2,641,401
Adjustment (279) 1,680 179 (463) 1,117

5.2. Calculation of Allowances for Loan Loss Per dwrs during 2007

As of December 31, 2007 the total amount of Alloessfor Loan Loss disclosed in the Balance ShestEdR
26,416.The accounting policy for calculation of loan losserves is explained in Note 3.6.

The following table shows the movements in | loasslallowances:

Desription UNHCR  DANIDA | ICRC TTr:XEL% H%’I'JZICI\'TG HABITAT Total

At the beginning of period 16,122 8,346 2,544 554 - - 27,566
Loans Written off during the year (573) - - - (573)
Provision / decrease for loan loss (4,246) 356 264 178 2,138 160 (1,152)
éﬁ:?tiﬁgiﬂgggftrfgfo' 1% of gross 11,876 8,702 2,808 732 2,138 160 26,416
At the end of period (aging) 7,759 6,991 2,345 592 278 - 17,965
Provisions (disclosed as expenses) (3,094)
Decrease (disclosed as income) 4,246
Write off loans (573)

The amount of loans written off during the year vEIdR 573. The loan portfolio was deducted and lazs

allowance was reduced for the value of write offs.

BMGI
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

The calculated value of loan loss allowance as efdnber 31, 2007 was EUR 26,416. According to theFM
accounting policy (Note 3.6), the value of the ldass allowances at the end of period must notrseiul1% of the
gross loans outstanding. And therefore in case winetoan loss allowances calculated based on pgefiblio at risk
are less then the amount calculated based on Hres$ outstanding, the loan loss allowances sHmilgcognized in
the amount of 1% of gross outstanding, as it wasedo

The result of reconciliation between the total eatif loan loss allowance at the beginning of theopleafter writing
off and the calculated value of loan loss allowaatcthe end of the period was a decrease of valueWR 1,152 (net
effect). Although, the total provisions per donands amounted to EUR 3,094 and the total decreakso loss
allowance per donor funds amounted to EUR 4,24@sg&Higures were separately disclosed in the IncBtagment
as income and expenses.

The table below shows figures relating to the datedl value of allowances for loan loss based ematied portfolio
at risk and the calculated value of allowancesldan loss based on 1% of gross outstanding. Thailgledf the
calculations of these allowances are tabled segdgratrther in this Note.

Allowances for loan lossbased |  Allowances for loan loss based
on aged portfolio at risk on 1% of gross outstanding
EUR EUR
UNHCR 7,759 11,874
DANIDA 6,991 8,702
ICRC 2,345 2,808
Tavolo Trentino 592 732
UN HABITAT - 160
UN HOSING 278 2,138
Total 17,965 26,416

The table below shows loan delinquency based oml qgetfolio at risk. The loans are separated insses
depending on how many days overdue they are.
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Non-Governmental Organization Micro Development Fund, Belgrade

Notes to the Financial Statements

Outstanding principle Allowances for loan loss
Description
Amount Percent Amount
EUR % EUR
UNHCR 1,187,559 7,759
Current 1,069,376 -
1-30 days late 110,474 5 5,524
31-60 days late 6,873 25 1,718
61-90 days late 437 50 219
91 180 days late 399 75 299
DANIDA 870,152 6,991
Current 746,867 -
1-30 days late 120,262 5 6,013
31-60 days late 2,135 25 534
61-90 days late 888 50 444
91 180 days late - 75 -
ICRC 280,786 2,345
Current 250,342 - -
1-30 days late 28,178 5 1,409
31-60 days late 785 25 196
61-90 days late 1,481 50 740
91 180 days late - 75 -
Tavolo Trentino 73,179 592
Current 62,896 - -
1-30 days late 9,889 5 494
31-60 days late 394 25 98
61-90 days late - 50
91 180 days late - 75
UNHCR HOUSING 213,762 278
Current 208,207 -
1-30 days late 5,555 5 278
31-60 days late 25
61-90 days late - 50
91 180 days late - 75
UN HABITAT 15,963
Current 15,963
TOTAL 2,641,401 17,965
Current 2,353,651 -
1-30 days late 274,358 5 13,718
31-60 days late 10,187 25 2,546
61-90 days late 2,806 50 1,402
91 180 days late 399 75 299

BMGI
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

The following table shows the calculation of tharidoss allowances based on 1% of gross outstanding

Gross outstanding 1% of Gross Allowances for loan loss
outstanding
EUR % EUR

UNHCR 1,187,559 1% 11,876

DANIDA 870,152 1% 8,702

ICRC 280,786 1% 2,808

Tavolo Trentino 73,179 1% 732

UN HABITAT 15,963 1% 160

UN HOSING 213,762 1% 2,138

Total 2,641,401 1% 26,416
6. Fixed Assets
Fixed Assets consist of vehicles and equipmentatebwned by MDF.
Description 2007

EUR

Costs 31,755
Accumulated Depreciation (9,894
Net Fixed Assets 21,861
7. Long Term Liabilities
Disclosed amount of Long-term liabilities as of Betber 31, 2007 consists of:
Descriptions EUR
Deferred Revenue 24,153
UNHCR 365
UN Habitat 22,164
Deferred revenue related to donated equipment 1,624
Other Long Term Liabilities 60,140
Other Long Term Liabilities to Tavolo Trentino 57,000
Other Long Term Liabilities to UN Habitat 3,140
Total 84,293

Other long term liability of EUR 57,000 represetigbility to the TTS based on the two Agreements tba
management of TTS loan fund capital. One of the@ments was concluded on July 7, 2005. TTS traesfé¢ne loan
fund capital in the amount of EUR 50,000 (Firsttatisment of EUR 25,000 paid on February 8, 2006 sedond
installment of EUR 25,000 paid on June 22, 200@cokding to the Agreement, the revolving fund ramahe legal
property of TTS until a formal hand over by TTSM®F, so the received amount was recognized aditiaby MDF.

Another agreement was concluded on August 6, 200%. transferred the loan fund capital in the amafmMEUR
7,000 (The amount of EUR 7,000 was paid on Nover2Be2007). According to the Agreement, the revaviund
remains the legal property of TTS until a formahti@ver by TTS to MDF, so the received amount veasgnized as
liability by MDF
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

Deferred revenue represents the grants receivad ElNHCR and UN HABITAT for covering activities undaone
financial “Business Development Program” which ma¢ been spent till balance sheet date. Namelyreheived
grants were initially recognized as deferred reeenwhich has on systematic and rational grounds Ipested in
favour of incomes during the year after matchinthulie associated expenses that need to be caaecedding to the
Agreement with donors. And therefore disclosed riiada represent unspent donors’ funds as of balsimeet date
(Note 14.1).

The amount of EUR 3,140 disclosed as Other LongnTigabilities to UN Habitat represents the partatipn of 20%
of the UN HABITAT funds which was used for disbursents of loans defined in the Agreement signed éetwJN
HABITAT and MDF.

8. Net Worth

Net Worth represents the aggregate of accumuladedtitbns and retained earnings. As of December28@y it
consists of:

Descriptions EUR
Equity

Donated Equity 1,660,164
Donations for fixed assets 16,927
Cumulative Grants for Operations (Revolving loandu UNHCR) 595,774
Cumulative Grants for Operations (Initial loan ftiiBANIDA) 651,550
Cumulative Grants for Operations (Initial loan funkCRC) 181,15(
Cumulative Grants for Operations (Initial loan fudBlHCR Housing) 214,769
Retained Net Surplus (Deficit) 959,017
Prior Periods 796,214
Current Periods 162,794
Total 2,619,174

8.1. Donated Equity

Donations for fixed assets the amount of EUR 16,927 comprises the amountUWiR B1,190 which represents the
net value of equipment and vehicle granted by DAAID 2005 and the amount of EUR 5,737 which repnesé¢he
net value of equipment and vehicle granted by UNHICR006.

Cumulative Grants for Operations —disclosed amounts represent the value of the lihig fund made available by
donors (mentioned in table above) in the priorqusj except amount relating to UNHCR which represesvolving
loan fund and the value of the fresh donation resgkefrom UNHCR in 2007 for housing loans.

In 2005, each of three donors transferred the cstrirof revolving loan funds to the MDF (defined Agreements
concluded between MDF and each donor separatefgilsier Note 1.4.1.). Revolving loan fund includes theiadit
loan fund made available by donors and retainediregs from prior periods. Retained earnings fronompperiods
relating to the DANIDA and ICRS are disclosed, safey from initial loan fund, within the item — Réned net
surplus from prior period.

Cumulative grants for operations UNHCR Housing wewaed by MDF in 2007, based on the Agreement en th
Hand - over of Grant (explained in Note 1.3.1.).lIDR contributed to MDF the fresh loan funds in &meount RSD
17,332,135 (in five installments). For the accaumtpurposes the received funds were translatedJR &nounts by
applying the buying official exchange rates prawgilat the day of hand — over of grant.
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Non-Governmental Organization Micro Development Fund, Belgrade
Notes to the Financial Statements

8.2. Retained Net Surplus
Retained Net Surplus represents all funds accustilzy MDF from the micro loan activities.
As of December 31, 2007 the total amount of rethimet surplus from the prior periods was EUR 798,21

Retained Net Surplus from the current period amedirto EUR 162,794 what is also disclosed in theorime
Statement as Excess of Revenues over Expenses.

Income Statement

9. Financial Income

The total amount of financial income disclosedriodme Statement for the year ended on Decemb@08%, amounts
to EUR 676,512 and consists of:

Descriptions EUR

Interest on loans 609,990
Penalties 12,931
Fees 29,844
Loans recovery 3,648
Cost recovery 12,057
Other income 8,040
Total 676,517

Interest on loansrepresents the most significant part of finanaibime, it was generated from micro loan activity.
Interest on loans is collected with monthly loapagment.

Penaltiesare charges for late payments - 0.2% per day.
Loans Recoveryis the result of collecting loans that were writt#f.

Feesare charge for transactions relating to the loasisuisement — at value of 2% of the disbursemeoiat(1%
belongs to bank and 1% to MDF).

Cost recoveryrepresents the refund for paid salaries to emplajeewas on maternity leave, made by Authorities.

Stated EUR amounts were generated by LTS, andifedricome Statements.

UNHCR & DANIDA | ICRC TTr rear‘]’t?r']% H%'\b"élcﬁe 9y AI;JI.'\F‘ T Total
Interest on loans 298,764 213,727 70,411 15,218 1361, 734 609,99(
Penalties 6,259 4,813 1494 338 22 5 12,p31
Loans recovery 3,648 - - - - - 3,648
Fees 13,32¢ 9,679 3,368 854 2,448 179 29]846
Total 321,999 228,21C 75,273 16,410 13,606 918 F31515)
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10. Financial Costs

The total amount of financial costs disclosed icolme Statement for the year ended on December0®¥, Zmounts
to EUR 47,016 and consist of:

Descriptions EUR
Taxes 46,2259
Bank fees 791
Total 47,014

The amount of EUR 46,225 represents the amountcaidg 2007 for profit tax (the liability for privftax for 2006
was settled and advance installments for 2007 basélde tax return for previous year were paid).

11. Operating Expenses

The total amount of operating expenses discloseltidome Statement for the year ended on DecemheR@17
amounts to EUR 460,163 and consists of:

Descriptions EUR
Depreciation 4,584
Salaries and benefits 298,029
Travel Costs 23,645
Office Rent 29,494
Communication Costs 12,377
Services 29,962
Office Supplies 9,726
Vehicle Maintenance 25,684
Office Utilities 16,339
Audit Costs 9,171
Promo-activities 1,153
Total 460,164

The amount of EUR 460,163 includes all operatingesses relating to microcredit activities which sveovered
from financial income during the year.

12. None Operating Expenses

The total amount of none operating expenses disdlosIncome Statement for the year ended on DeeeBih 2007
amounts to EUR 259,230 and consists of:

Descriptions EUR
Cost related to project financed by UNHCR 162,744
Cost related to project financed by EAR 11,201
Cost related to projects financed by UN Habitat 76,151
Cost related to project financed by MFC 3,174
Fuel Coupons 5,960
Total 259,230

19
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Non-Governmental Organization Micro Development Fund, Belgrade
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Cost related to Project financed by UNHCR disclosethcome Statement for the year ended on DeceBibeP007
amounts to EUR 162,744 and it includes all expenslesing Project activities which are coveredgognts received
from UNHCR.

Cost related to Project financed by EAR disclogedncome Statement for the year ended on DecemheR(7
amounts to EUR 11,201 and it includes all expemnskding to grant program activities which are aedeby EAR
grants transferred by DRC.

Cost related to projects financed by UN Habitatldised in Income Statement for the year ended arember 31,
2007 amounts to EUR 76,151 and it includes all egpe relating three Projects activities which aneeced by grants
received from UN Habitat.

Cost related to project financed by MFC disclosedncome Statement for the year ended on DecenmheR(7
amounts to EUR 3.174 and it includes all expeneleging Project activities defined by Agreemennsid) with MFC.
These activities were temporary financed by MDF dumds. Therefore MDF recognized the receivablemfMFC
in the balance sheet in the amount of its fundsklwhias used for covering MFC expenses (Note 14).

14, None Operating Revenue

The total amount of none operating expenses disdlosIncome Statement for the year ended on DeeeBih 2007
amounts to EUR 259,230 and consists of:

Descriptions EUR
Grant Revenues from UNHCR 162,744
Grant Revenues from EAR 11,201
Grant Revenues from UN Habitat 76,151
Grant Revenues from MFC 3,174
In — kind Subsidy 5,960
Total 259,230

14.1. Grant Revenues

In 2007, UNHCR granted funds in the amount of EU83,109 for covering Project expenses defined byeltro
Agreement. In the Income Statement the Grant Resewnas reported in the amount of EUR 162,744 wd@esents
the amount of made disbursements, since the remgainnds of EUR 365 were disclosed as deferredniesén the
Balance Sheet (Note 7).

In 2007, UN Habitat granted funds in the amounEbfR 98,315 for covering Projects expenses definethtee
Project Agreements. In the Income Statement th@t@Ravenues was reported in the amount of EUR 76yifat
represents the amount of made disbursements, gircemaining funds of EUR 22,164 were disclosededsrred
revenue in the Balance Sheet (Note 7).

In 2007, EAR granted funds in the amount of EUR2Q1, for covering Projects expenses defined by Broje
Agreement. In the Income Statement the Grant Reagemas reported in the amount of EUR 11,201whaesemts
the amount of made disbursements, since the Projegent funds were reimbursed to EAR at July 972@&fter
Project termination).

Due to fact that the MFC payments defined by Ptofggreements were late, the MDF financed tempoRngject
activities from own funds (Note 13).
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14.2. In-kind Subsidy

In 2007, MDF received the fuel coupons from UNHGHDF estimated the additional expense that wouldthberred
in fuel coupons absence in the amount of EUR 5,88@lisclosed in Income Statement.

14.3. Exchange Rate difference

The exchange difference of EUR 7,279 resulting fteanslating assets and liabilities at the buyiffggial exchange
rate prevailing at the balance sheet date — 1IEUBSTIBRSD and income and expenses at average exchaisy
1EUR:79.4709RSD, which was calculated by MDF (tin@ ®f the buying official exchange rates prevailaighe last
day of each month was divided by 12).

15. Events after the Balance Sheet Date

In January of 2008 Komercijana Banka a.d., Belgradgiired termination of the “Commission contraatiich was
concluded on February 13, 2004 (Note 1.2.1.). Qlamen term was 60 days and expired on March 10082
According to that, the MDF stopped loans disburs#ma accordance with Contract on Commission Bank
Transaction with Komercijalna banka. MDF has sthutéth process of finding a new bank, activity miitgtawvith the
aim of continuing with loan activities.
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