TAS Ltd

Micro-Loan Fund “MicroInvest”


Auditors’ report

Based on the results of audit of conditions of accounting and financial reporting of Microloan Fund “MicroInvest”, Khujand 

To the management of MLF «MicroInvest»

1.
We, specialists of LLC “Tajik Audit Service” have audited the accompanying consolidated balance sheet as of December 31, 2005, and the related statements of income and cash flows for the year then ended. We have also audited the activities and conditions of accounting and internal control systems of Microloan Fund «MicroInvest», Khujand (further MLF “MicroInvest”). The management of MLF “MicroInvest” is responsible for proper organization and employment of financial accounting, compilation and presentation of financial statements. Our responsibility is to express an opinion on these financial statements based on our audits. 

2.
We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the audited aspects of activities, conditions of accounting and internal control systems, financial statements and any other audited related documents of MLF “MicroInvest” are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the reliability, correctness, transparency and legality of performed activities of MLF “MicroInvest” and the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, evaluating the accuracy of purposeful disbursement of funds, as well as personnel policies, condition of office work and the overall presentation of the financial statements.  We believe that our audits provide a reasonable basis for our opinion.
3. In our opinion, the consolidated financial statements give true and fair view of the financial position of MLF «MicroInvest» as of December 31, 2005, and of the results of its operations and its cash flows for the year then ended in accordance with the current legislation.

Director of LLC “Tajik Audit Service”



S. Sadykov

Auditors:







A. Mirzoaliev

D. Khomushev

Date: 25.04.2006.

Consolidated Balance sheet as of December 31, 2005

	 
	 
	 
	 

	 
	 
	In somoni
	In USD

	US$
	Exchange rate somoni/USD 
	3,20  
	 

	 
	Assets
	 
	 

	B1
	Cash in safe and bank
	208 693,20  
	65 230,89  

	B2
	Investments
	 
	 

	B3
	Loan portfolio
	2 978 988,98  
	931 137,74  

	B4
	(Allowance for doubtful loans)
	9 412,02  
	2 941,90  

	B5
	Net loan portfolio
	2 969 576,96  
	928 195,84  

	B6
	Other current assets
	143 950,37  
	44 994,33  

	B7
	Total current assets
	3 322 220,53  
	1 038 421,07  

	B8
	Long term investments
	 
	 

	B9
	Long term assets:

 Fixed assets and intangible assets
	394 123,06  
	123 190,40  

	B10
	     (Accumulated depreciation)
	-82 111,62  
	-25 665,50  

	B11
	Depreciated cost of fixed assets and intangible assets
	312 011,44  
	97 524,91  

	B12
	Total long term assets
	312 011,44  
	97 524,91  

	B13
	Total assets
	3 634 231,97  
	1 135 945,98  

	 
	Liabilities and equity
	 
	 

	 
	Liabilities
	 
	 

	B14
	Clients’ savings and deposits
	 
	 

	B15
	Other deposits
	 
	 

	B16
	Short term commercial loans
	1 023 776,00  
	320 000,00  

	B16a
	Interest payable
	 
	0,00  

	B17
	Total current liabilities
	1 023 776,00  
	320 000,00  

	B18
	Long term commercial credits
	 
	 

	B19
	Long term subsidiary credits
	 
	 

	B20
	Other liabilities
	0,00  
	0,00  

	B20a
	Deferred income
	258 632,71  
	80 840,41  

	B21
	Total liabilities
	1 282 408,71  
	400 840,41  

	 
	Equity
	 
	 

	B22
	Owners’ equity
	 
	 

	B23
	Loan portfolio grant
	1 390 777,93  
	434 713,20  

	B24
	Operational expenses grant
	564 043,20  
	176 302,07  

	B25
	Profits/Losses  of past periods
	78 406,84  
	24 507,50  

	B26
	Profits/Losses of current period
	318 595,29  
	99 582,81  

	B27
	Total equity
	2 351 823,26  
	735 105,57  

	B28
	Total liabilities and equity
	3 634 231,97  
	1 135 945,98  


Consolidated Income statement for the period from January 1 to December 31, 2005

	 
	 
	Somoni
	USD

	US$
	Exchange rate somoni/USD
	3,1993
	 

	 
	 
	 
	 

	 
	Financial income
	     
	 

	I1
	Interest income
	1 087 448,33  
	339 901,96  

	I2
	Investment income (exchange rate difference income)
	2 240,93  
	700,44  

	I3
	Other income (administrative fees and others)
	119 618,09  
	37 388,83  

	I4
	Total financial income
	1 209 307,35  
	377 991,23  

	 
	Financial expenses
	 
	

	I5
	Expenses on credits interest
	81 012,81  
	25 322,04  

	I6
	Deposit interest expenses
	0,00  
	0,00  

	I7
	Total financial expenses
	81 012,81  
	25 322,04  

	I8
	Gross financial income
	1 128 294,54  
	352 669,19  

	I9
	Expenses on allowance for doubtful loans
	7 250,61  
	2 266,31  

	I10
	Net financial income
	1 121 043,93  
	350 402,88  

	 
	Operational expenses
	 
	

	I11
	Salaries and other payments (salary taxes)
	410 056,07  
	128 170,56  

	I12
	Administrative expenses
	344 034,48  
	107 534,30  

	I13
	Exchange rate difference losses
	48 358,14  
	15 115,21  

	I14
	Total operational expenses
	802 448,69  
	250 820,07  

	I15
	Profits/Losses from operational activities
	318 595,24  
	99 582,81  

	I16
	Grants on operational expenses (NOVIB)
	74 290,84  
	23 220,97  

	I17
	Grants on loan portfolio (ACDI/VOCA)
	22 122,50  
	6 914,79  

	I18
	Net Profits/Losses
	415 008,58  
	129 718,56  


Consolidated Cash flows statement of MLF “MicroInvest” for the period from January 1 to December 31, 2005    

	 
	In somoni

	Operating activities cash flows
	 

	Cash inflows
	 

	Loans repayment
	11 548 865,49  

	Loan interest repayment
	1 040 351,37  

	Administrative fees repayment
	110 032,61  

	Penalties for delinquency
	9 585,48  

	Other inflows (return of advances to personnel)
	14 154,00  

	Total inflows
	12722988,95

	Cash outflows
	 

	Loans issuing
	12 701 760,00  

	Salaries and bonuses payment
	309 275,89  

	Payment of taxes
	143 859,55  

	Payments for economic expenses
	182 852,77  

	Payments for goods and services
	140 718,97  

	Total outflows
	13478467,18

	Balance of cash after operating activities
	-755 478,23  

	Investment activities cash flows
	 

	Sale of fixed assets
	 

	Purchase of fixed assets
	329 721,36  

	Balance of cash after investment activities
	-329 721,36  

	Financial activities cash flows
	 

	Advances from donors
	172 485,77  

	Receipt of credit
	1 636 285,77  

	Repayment of credit and interest, negative exchange rate difference
	797 706,75  

	Balance of cash after financial activities
	1 011 064,79  

	 
	 

	Cash at the beginning
	282 828,00  

	Cash at the end
	208 693,20  


Notes to conditions of financial and tax accounting, internal control and financial reporting for year 2005.

1. General information on the organization

1.
Full name of the organization:  Microloan Fund «MicroInvest».

2.
Legal ground of activities of the audited organization: Certificate №001-1738 about registration of the Charter of the Microloan Fund «MicroInvest», issued by Ministry of Justice of Republic of Tajikistan, dated June 9, 2005. 

3.
Substantive provisions of the Charter:

1.1. Microloan Fund «MicroInvest» is established by the decision of president of International organization ACDI/VOCA dated January 27 2005 and is independent, noncommercial, non membership organization implementing social, humanitarian and publicly useful goals. Non-commercial corporation ACDI / VOCA, is established in State Illinois, USA and implements activities in accordance with the legislation of the USA, is the sole founder of the fund.

1.2. The Fund carries out the activity on the basis of Constitution of Republic of Tajikistan, Civil code of Republic of Tajikistan, Law of Republic of Tajikistan «On Microfinance Organizations»; other legislative acts of Republic of Tajikistan, Normative Acts and Regulations of National Bank of Republic Tajikistan.

2.2. For achievement of the goals, Fund carries out the following types of activities:

2.2.1. Disbursement of loans to the physical and legal persons, individual and to the groups of the business financing, to business owners in accordance to the Credit Policy and Procedures of the Fund, which may be modified from time to time.

4.
MLF «MicroInvest» has Certificate of the National Bank of the Republic of Tajikistan dated June 13 2005, allowing implementing microloan operations.  

5.
Management bodies: Trustees Board, Executive Committee

6.
Legal address: Khujand, Khujandy street, 166.

7.
Actual address:, Khujand Shark street, 27\6.

8.
MLF «MicroInvest» is a legal entity, has independent balance, TIN №510016582, issued on April 4 2005, SIN № С0030620054339, issued on June, 3 2005.

9.
MLF «MicroInvest» has: local currency account №20202972801225000000 in JSC Bank “Eskhata”, Khujand, foreign currency account (US dollars) №22204840800008000000 in JSC Bank “Eskhata”, Khujand, foreign currency account (Euro) №22204978700009000000 in JSC Bank “Eskhata”, Khujand.

10.
MLF «MicroInvest» is the legal successor of Micro-Entrepreneurs Support Development Center (MDTM). MDTM was liquidated after establishment of MLF «MicroInvest».

11.
MLF «MicroInvest» has branches in Istravshan and Isfara, officially registered by Ministry of Justices, which operate on the basis of the ratified Statutes on Branches.

12.
Management personnel: General Director: Shoira Sadykova, Chief Accountant: Abdulloev Kahhor.

13.
Period of audit: from January 1 2005 to December 31 2005.

14.
Date of visit: from April 17 2006 to April 22 2006.

15.
Legal basis for conducting an audit: Agreement between MLF «MicroInvest» and the LLC «TAS», signed on April 15 2006.

16.
Requisites of the audit company: 

a. Title: Limited Liability Company «Tajik Audit Service».

b. Address: Dushanbe, Rudaky street, 144.

c. tel\fax: (372) 224 76 32, e-mail: tas-tj@mail.ru, Web Site: www.tas.tj

The results of audit of constitutive and other documents indicate that MLF «MicroInvest» carries out the activity in accordance with provisions of the approved constitutive documents.

2. General information on audit

We, specialists of the LLC «Tajik Audit Service» during the period from April 17 to April 22 2006 visited Microloan Fund «MicroInvest», located in Khujand for the purpose of assessment of the conditions of accounting and internal control systems and reliability of the financial statements data. 

During our audit the following specialists were involved:

	№ 
	Name and last name, position
	Information of qualifying certificate, or certificate
	Duty during an audit

	1.
	Abdumalik Mirzoaliev,  Chief Auditor 
	Licensed auditor, qualifying certificate №000110 and license №000202 dated 31.05.05 on a right for conducting of general audit
	General assessment of conditions of statements and reports. General assessment of internal control system. Assessment of conditions of accounting of assets, liabilities and equity.  Processing of audit results, preparation of audit reports.

	2.
	Dovud Khomushev Auditor
	Licensed auditor, qualifying certificate № 1 and license №1 dated June 30 2004 on a right for conducting audit of banks
	Processing of audit results, preparation of audit reports.

	3.
	Kyomiddin Mirzoev, Auditor
	Certificated accountant practitioner  (САР)
	Tax audit, itemized audit of financial reporting, audit of income and expenses. Documentary audit


The responsibility for the implementation and continued operation of adequate accounting and internal control systems, compliance with legislative requirements, compilation of financial and tax statements rests with the management of the audited organization. 

The responsibility of the administration of audited subject also includes taking timely measures for prevention and correction of weaknesses, including the weaknesses discovered by the auditors, in the design of accounting and internal control systems, and financial and tax statements.

Our responsibility is to express an independent and grounded opinion on the conditions of audited activities and events occurred during the audited period, the level of reliability of financial statements, the effectiveness of internal control system and the administrative structure.

The purpose of this report is to inform the management of MLF “MicroInvest” about the results of our audit of accounting and internal control systems, detection of errors, which could cause material misstatements in financial reporting, and to support our conclusions with factual findings. 

The report also includes the recommendations and proposals on improvements of office work, systems of internal control and accounting, effectiveness of administrative and personnel policies of the audited subject. 

We note that our recommendations and proposals are not obligatory, and their implementation is at sole discretion of the administration of MLF “MicroInvest”. Our opinion on the efficiency of management, systems of accounting and internal control, reliability of financial statements and purposeful disbursement of funds, expressed in this report, does not provide an absolute level of assurance that the checked aspects of subject’s activities are free of material misstatements.

We are not responsible for any kinds of damage, resulted from use of the current information by third parties or in the interests of third parties. 

3. Audit approach description 

Our audit was conducted in accordance with International Standards on Auditing, along with the standards and guidelines of internal auditing.

The aim of our audits was assessment of the conditions of accounting and internal control systems, taxation and the reliability of financial statements.

The following procedures were applied during our audit:

· examination of adoption and application of accounting policies, and their correspondence with nature of the business;

· review of  administrative documentation, contracts, constituent acts, minutes of administration meetings;

· examination of compliance with the requirements of related legislation and regulations during the financial operations;

· examination of appropriate draw-up and authenticity of documentation, supporting financial operations;

· analysis of accounting and internal control systems;

· examination of methodology and compliance of accounting records with accounting principles;

· accounting procedures testing;

· arithmetic verification of calculations;

· review of accounting system for the purpose of discovering of incorrect records and further clarification and verification of their contents;

· general review of financial reporting items.

Special attention was paid to some aspects of financial statements, due to high risk assessment considered at the stage of audit planning:

· Accounting of issued loans and review of loan portfolio;

· Accounting of operations using funds received through purposeful financing;

· Accounting of tax obligations.

At the stage of planning and during the process of audit, the condition of internal control system was analyzed in order to assess the volume of sufficient appropriate audit evidence, required for  expression of our opinion about the reliability of financial statements. Procedures performed during audit do not mean the conduct of complete detailed review of internal control system in order to discover all possible infractions. 

During our audit, we examined the compliance of financial operations of the audited subject with the requirements of the applicable legislation of RT. 

Our audit was planned and performed in the way to obtain reasonable assurance about whether errors having significant influence on accounting data would be discovered. Taking into account the rationality of time and work expenditure, we used selective testing in our audit, and the risk of misstatements in each aspect of financial statements determined the selection. 

We used selective testing of series of financial operations performed by the organization in order to get sufficient assurance that examined financial statements, as well as accounting entries and reports, are free of material misstatements. The aim of our audit is not the expression of the opinion on absolute compliance of activities of the organization with the requirements of related legislation. 

After acquaintance with accounting and internal control system of the audited organization, we defined procedures required to obtain reliable and proven evidence in order to be able to express an opinion on effectiveness degree of accounting and internal control systems. Defined procedures included examination of financial operations, expedient and purposeful disbursement of funds and completeness of its accounting entries, along with timely and correct compilation and presentation of financial statements. In cases, when we could rely on accounting and internal control systems, examination of key features of internal control system was performed. Concrete list of the procedures was compiled on the basis of the results of internal control system examination, the significance of the aspects of activities, the nature of operations, the presence of changes in activities under the influence of changes in the related regulations and other factors.

Our audit was planned and performed in the way to obtain reasonable assurance about whether errors having significant influence on accounting data would be discovered. 

We believe that our audits provide us with sufficient appropriate audit evidence, required to express our opinion on the degree of effectiveness of accounting and internal control systems, administration, personnel policies, as well as on correctness of compilation of financial, tax and statistical statements in all material respects and according to practiced principles. 

Selective testing methods include the conduction of selective audit procedures in order to test internal control system, to assess administrative system, as well as to test accounting items.

During the testing of order of specific events accounting, we analyzed the data, confirming completeness, accuracy, facts of occurrence and accounting entries of the most significant financial operations of the audited organization.

During an audit the following procedures were conducted:

· Review of turnovers on the accounts of synthetic accounting for the purpose of discovering of the incorrect entries with the further specification and clarification of their content;

· Analysis of formation order indicators of the financial reporting, verification of mutual correspondence of separate indicators;

· Analysis of correspondence of data in primary documents to the registers of the analytical accounting, data in the analytical accounting with data in synthetic accounting, data of accounting registers with the balance sheet data;

· Review of administrative documentation, contracts, correspondence, verification acts and mutual clearing-offs.

During our audits we used non-statistical approach of audit sampling. Non-representative sampling was used in cases when our professional reasoning based on the results of sample audit did not concern the entire audited population or when we were inspecting singled out group of operations. 

Performed procedures enabled us to test the presented documentation and to make conclusions on the reliability of financial statements, degree of effectiveness of internal control and administrative systems and condition of accounting.

4. Assessment of effectiveness of internal control system. Accounting policies. Presentation of financial reporting
In accordance with ISA 400 “Risk Assessments and Internal Control”, we assessed internal control system of MLF “MicroInvest” in order to express an opinion on effectiveness of the functioning control system, its correspondence with size and nature of the entity.

Proper development and condition of internal control system is the responsibility of the management of MLF “MicroInvest”.

For the purpose of assessment of effectiveness and reliability of internal control system, we paid special attention to the capabilities of the system to control:

· the authenticity of business operations entries;

· the completeness of performed operations;

· timely recording of operations in accounting registers;

· adequate assessment and classification;

· adequate control for the purpose of guaranteed correct calculation and classification;

· by safety features of information management systems;

· safety level of access to information on loan portfolio and possibility of personnel or other persons to edit the data of recorded operations;

· Procedures of saving files and documents;

· Instruments for providing safety of files and documents;

· the process of loan approvals.

For the purpose of assessment of effectiveness and reliability of internal control system, control environment and separate kinds of control, we analyzed the following aspects of activities of MLF “MicroInvest”:

· adoption of accounting policies and the main principles of accounting;

· functional appropriation and role of personnel, responsible for keeping accounting books and compilation of financial statements;  

· competence and experience of employed personnel;

· proper organization of administration of the subject’s activities;

· distribution of responsibilities and authorities among personnel participating in accounting of operations, approval of statements, preparation of accounting entries and responsible for cash payments;

· organization of compilation, circulation and archiving of documentation supporting financial operations;

· order of accounting entries of operations and forms and methods of accounting data processing;

· use of Computer Information Systems environment for data processing and compilation of statements;

· areas of accounting with potentially high risk of errors or misstatements in financial reporting.

In order to test internal control system, we used selective testing procedures for examination of correspondence of entries in books of account with primary documents of related financial operations occurred in corresponding period. In addition, we interviewed the staff directly involved in these financial operations. 

Conclusions of auditors on audit results:

The results of our audits indicate that accounting and internal control systems of MLF «MicroInvest» function in accordance with the requirements of related legislation. Financial operations and processes are appropriately designed and recorded in accounting registers, and, on the whole, the audited financial reporting data present true and fair view. 

The results of audit of the conditions of accounting and financial reporting indicate that:

The accounting system of organization suits the specific purposes of internal control, as it provides: 

 i.
the adequate distribution of duties;

ii.
separation of  material accountability from access to accounting records;

iii.
separation of operation sanctioning from material accountability for assets involved in operations;

iv.
separation of accountability for financial operations and responsibility for their recording in accounting .

In addition, it is verified that:

· In MLF «MicroInvest» the sufficient distribution of responsibilities and limitation of authorities between management and employees executing duties of Fund is provided;

· In MLF «MicroInvest» the separation of functions of sanctioning of operations, their recording in accounting, their control, responsibility for safety of assets, conduct of control procedures is provided;

· The organizational structure of Fund includes proper number of subdivisions and involved personnel necessary for implementation in full all types of the conducted operations;

· The financial-economic operations tested by auditors are conducted on the basis of the documents designed in accordance with related legislative regulations;

· Agreements on material accountability are signed with all employees accountable for safety of property;

· Accounting for inventory and other control procedures are conducted in accordance with the related legislative regulations.
Our audit also included confirmation of numeric data and disclosures in accounting records, financial statements and payment documents.

The results of our audit indicate that: 

-
accounting records of pecuniary operations comply with rules and regulations of related legislation;

-
accounting procedures comply with accounting adoption and application practices.  

Detailed analysis and assessment of the conditions of accounting and internal control systems and recording procedures indicate that:

a.
MLF has an accounting policy approved by Decision of the Trustees Board of MLF «MicroInvest», protocol №2 dated November 14, 2005, and accounting procedures are performed in accordance with its regulations;

b.
accounting records are kept by means of “1C – Accounting” computer software;

c.
MLF keeps accounting records in compliance with the requirements of related legislation, in particular:

· 
International Standards of Financial Reporting, 1998 edition;

·
The Law of RT “On micro-financing organizations” dated May 17, 2005;

·
Regulation №137 of National Bank of Tajikistan “On micro-loan funds” dated March 28, 2005;

·
Instructions on application of card of accounts for commercial banks, approved by the decision №290 of the board of directors of National Bank of RT, dated October 28, 2004;

·
other legislative regulations.

 d.
We are convinced, that MLF has a full authority to develop the working card of accounts, allowing detailed accounting of financial operations and processes, and to specify it at own discretion in the Accounting policy;

e.
MLF uses national currency- somoni, as its accounting currency;

MLF is registered in the bodies of taxation and social insurance. MLF periodically presents the required reports to the respective official bodies.
The confirmed financial reports include Balance Sheet, Income and Cash flows statements notes to them. The mentioned financial reports are compiled in accordance with the requirements of IFRS. In the confirmed financial reports some items are recorded aggregately. 

5. Review of the main regulations of Accounting policy of MLF “MicroInvest”

1. Calendar year is the financial period;

2. Assessment and recognition of income and expenses is made according to accrual concept;

3. Allowance for doubtful accounts is allocated from balance of total doubtful accounts according to the following aging schedule:

· 10% - delinquency from 8 to 15 days;

· 25% - delinquency from 16 to 30 days;

· 50% - delinquency from 31 to 45 days;

· 75% - delinquency from 46 to 60 days;

· 100% - delinquency from 61 to 75 days and more.

Balance of allowance for doubtful accounts is revised at the end of every month.

After 180 days from the moment of recognition of receivables and absence of repayment, it is written off from the allocated allowance for doubtful accounts, based on the decision of Trustees Board at the end of every quarter.

Grants accounting is conducted according to IFRS 20 ”Accounting for Government Grants and Disclosure of Government Assistance”.

Grants, provided for assets purchases (fixed assets and intangible assets), are accounted as deferred income, which is recognized as an income on the systematical and rational basis during the period of useful life of fixed asset.

Grants, provided for operational expenses are recognized as an income in the period, when those operational expenses, included in grant, occurred, and are shown in Income statement as other income.

Grants, provided for loan portfolio, are recognized as an income in the period, when the grant was received, and are shown in Income statement separately.

6. Comments to the items of consolidated balance sheet

The following were examined thoroughly during our audit:

· Balance Sheet;

· Income Statement;

· Cash Flows Statement;

· Program and financial reports for specific donors;

· Synthetic and analytical account cards;

· Accounting registers;

· Primary accounting documentation.

It is necessary to state that we had full access to all documents and files. All the necessary documentation and information were provided to us.

а) Regarding cash in safe:

· Verified that the Fund keeps detailed records of cash flows;

· All the cash documents, presented to us, are properly designed;

· Cashier’s office is isolated from other accounting objects, steel fireproof safe is present;

· Cash orders are numerated in chronological order, all the documents are signed by authorized personnel;

· Balance of account 10101 “Cash in safe – national currency” as of December 31, 2005 comprises the following:

	
	Head office in Khujand
	Isfara branch
	Istravshan branch
	Total

	Loan cash
	583,93  
	0,00
	771,20  
	1 355,13  

	Operational expenses cash
	9 922,33  
	0,00
	90,15  
	10 012,48  

	Grant cash
	725,18  
	0,00
	0,00  
	725,18  

	ACDI/VOCA cash
	41904,96
	0,00
	0,00
	41904,96

	 
	53136,40   
	0,00
	861,35  
	53997,75 


· Bank operations are recorded appropriately, no infractions are detected. 

· Balance of bank accounts is confirmed by bank record from respective banks:

· Head office: balance of current correspondent account as of December 31 is equal to 3413,12 somoni;

· Istravshan branch: balance of current correspondent account as of December 31 is equal to 124,01 somoni;

· Isfara branch: balance of current correspondent account as of December 31 is equal to 2266,63 somoni.

· Aggregate amount of balance in bank accounts in national currency equaling to 5803,76 somoni is confirmed.

· Balance of bank accounts is confirmed by bank record from respective banks:

· Balance of EURO account as of December 31, 2005 according to bank record equals to 35940,40 somoni (9500 EURO);

· Balance of USD account as of December 31, 2005 according to bank record equals to 112951,29 somoni (35305,00 USD).

· Aggregate amount of balance on bank accounts in foreign currency equaling to 148891,69 somoni is confirmed.

b) Regarding distributed loans accounting:

· Balance of receivables from loan-holders account presents real view;

· Balance of account 10913 “Loans to physical persons” as of December 31, 2005 comprises the following:

	 
	Head office in Khujand
	Isfara branch
	Istravshan branch
	Total

	Loans to physical persons
	1 957 964,85
	213 673,61
	797 938,50
	2 969 576,96

	Doubtful loans
	9 412,00
	0
	0
	9 412,00

	Allowance for doubtful loans
	-9 412,00
	0
	0
	-9 412,00

	 
	1 957 964,85
	213 673,61
	797 938,50
	2 969 576,96


· The number of active clients equals to 3355 persons, 1801 of them are women; 

· Classification of loans issued complies with the regulations of accounting policy:

·  loans are divided into due, overdue and written off loans;

· MLF allocates provision for doubtful loans according to the approved policy. Amount and order of allocation of provision, on the whole, corresponds with the economic nature of accrual of doubtful accounts;

· MLF issues loans with interest rates from 2,5% to 4% monthly. Interest rate varies depending on economic conditions, geographic location of a loan-holder. It is verified that micro-financing operations in the Fund are performed in accordance with all the principles of micro-financing;

· Operations, related to lending, are regulated by developed and approved Accounting Policy. Accounting policy of MLF “MicroInvest” is approved by the decision of MLF «MicroInvest» Board of Advisors, protocol №2 dated November 14, 2005. Before the date of approval of the mentioned Accounting Policy, loans had been issued according to the regulations of the similar document, approved by the predecessor of MLF - MDTM;

· According to Accounting policy of MLF, interest is accrued on remaining debt amount according to agreed debt repayment schedule. Administrative fee is accrued once during the period and is paid at the end, together with the final installment of the loan, and amounts to 0,5% to 1.5% of loan amount;
· 8 steps of financing are set by MLF and period and amount of loan, respectively. During our audit it is verified that the Fund in full complies with the clauses of Accounting Policy during lending operations;

· We selectively examined several files of loan-holders. The following are enclosed in the files: 

· Information on meetings and interviews with a group;

· Document with notes on requests by a group;

· Decision of Credit Committee;

· Loan request;

· Information on a client;

· Loan provision policy; 

· Codex of a group;

· Minutes of a group meeting;

· Memorandum of a group on their formation;

· Copies of passports of group members.

· Documentary design of issued loans is flawless;

· Responsibilities of personnel, involved in work with loan-holders, and personnel, involved in operations with finances, are properly separated;

· Accounting for issued loans is kept on accrual basis. The amount stated in Balance Sheet is confirmed.

c) Regarding “Other current assets” account:

· The following current assets are recorded on this account:

· Balance of the account “Accounts receivable”, amounting to 95655,00 somoni, represents prepayments for purchase of building, according to agreement with the building owner. In accordance with the agreement, MLF makes monthly installments amounting to 10000 USD in local currency with exchange rate of NB of RT. The amount in the statement was accumulated as of December 31;

· The balance of the account “Prepaid expenses” amounting to 1198,41 somoni represents prepayment for rented office of Istravshan branch – 880 somoni, and for permit of NB of RT to get a long-term foreign currency credit - 318,41 somoni, we confirm these amounts.

· It was verified during our audit that the amount of accrued interest, receivable by the Fund in the audited period, equals to 1087448,33 somoni, received in cash – 1040351,37 somoni, balance of the account amounting to 47096,96 somoni is confirmed;

· Interest accounting is conducted according to accrual concept corresponding with the principles of IFRS.

d) Regarding long term assets:

· Accounting of fixed assets objects is kept properly, amortization is accrued every six month according to rates, set by Tax Code of RT;

· All objects of fixed assets are recorded appropriately, inventory cards and fixed assets accounting books are kept, inventory numbers are present;

· Agreements on material accountability are signed with all employees using specific objects;

· According to the results of our audit, it was verified that the Fund has the following categories of fixed assets in its disposition:

	 
	Historical cost
	Accumulated depreciation
	Depreciated cost

	Equipment
	213 905,21  
	53 360,49  
	160 544,72  

	Furniture and accessories
	70 047,08  
	16 605,92  
	53 441,16  

	Vehicles
	64 283,00  
	5 841,42  
	58 441,58  

	 
	 
	 
	 

	Total
	348 235,29  
	75 807,83  
	272 427,46  


· We consider that the classification described above complies with the principles of IFRS and CGAP;

· Total amounts of objects of fixed assets by sources of funds used for purchase are as follows:

	 
	  Historical cost
	Accumulated depreciation
	Depreciated cost

	ACDI \ VOCA
	134 932,93  
	56 592,18  
	78 340,75  

	NOVIB
	212 598,36  
	19 215,95  
	193 382,41  

	Own equity
	704,00  
	0,00  
	704,00  

	 
	 
	 
	 

	Total
	348 235,29  
	75 808,13  
	272 427,16  


· We, on the whole, confirm the presence and proper conditions and accounting of objects specified in Balance sheet.

· Accounting of objects of intangible assets is conducted appropriately, depreciation is accrued according to rates, set by Tax Code of RT;

· All the objects of intangible assets were purchased on funds, received through purposeful financing (grants). Total amounts of objects of intangible assets by sources of funds used for purchase are as follows:

	 
	Historical cost
	Accumulated depreciation
	Depreciated cost

	ACDI \ VOCA
	18 655,77  
	6 076,55  
	12 579,22  

	NOVIB
	27 232,00  
	226,93  
	27 005,07  

	 
	 
	 
	 

	Total
	45 887,77  
	6 303,49  
	39 584,28  


· We confirm the costs, proper condition and accounting of objects of intangible assets.

e) Regarding received credit liabilities:

· Balance of the account “Credits” consists of credit received from LLC “Frontiers” amounting to 320000,00 USD;

· The following details, regarding this item, were verified during our audit:

· Credit agreement between LLC “Micro-credit company “Frontiers” and MLF “MicroInvest”, dated August 10, 2005. Credit №0030, amount of credit – 100000,00 USD. Fixed interest rate – 13,9% annually of principle sum, interest is paid on monthly basis, the principle sum is to be repaid on January 9, 2006 – 50000 USD and on February 11, 2006 – 50000,00 USD. According to the approved schedule, interest paid as of December 31 equals to 4833 USD, tax on interest equaling to 537 USD was withheld (10%) and paid to the taxation bodies of RT. The pledge for given credit is the credit portfolio amounting to 318482,99 somoni (100379 USD), or 235 persons – loan-holders;

· Credit agreement between LLC “Micro-credit company “Frontiers” and MLF “MicroInvest”, dated September 12, 2005. Credit №0034, amount of credit – 90000,00 USD, fixed interest rate – 15%, date of full repayment is March 10, 2006, the principle sum is to be repaid on February 28, 2006 – 45000 USD, and on March 10, 2006 – 45000 USD. According to the approved schedule, interest paid as of December 31 equals to 3647 USD, tax on interest equaling to 406 USD was withheld (10%) and paid to the taxation bodied of RT. No pledge was required.

· Credit agreement between LLC “Micro-credit company “Frontiers” and MLF “MicroInvest”, dated November 11, 2005. Credit №0038, amount of credit – 50000,00 USD, fixed interest rate – 14,5%, date of full repayment is November 14, the principle sum is to be repaid starting from July 31 with monthly installments of 10000 USD. According to the approve schedule, interest paid as of December 31 equals to 834 USD, tax on interest equaling to 93 USD was withheld (10%) and paid to the taxation bodies of RT. No pledge was required.

· Credit agreement between LLC “Micro-credit company “Frontiers” and MLF “MicroInvest”, dated December 28, 2005. Credit №0040, amount of credit –260000,00 USD, fixed interest rate – 13,5%, date of full repayment is December 28, 2006. The amount received according to this agreement as of December 31, 2005, equals to – 80000,00 USD. The pledge is the credit portfolio amounting to 832348,23 somoni (260165,73 USD).

· We confirm the total sum of liabilities item.

f) Regarding the account “Deferred income”:

· Balance of the account “Deferred income” as of December 31, 2005 equals to 258632,71 somoni, this amount comes from grant of NOVIB (project №TAJ -504428-0003903) amounting to 90000,00 EURO. In assets this amount is represented by:

· 9500 EURO (35940,40 somoni) on foreign currency bank account;

· fixed assets amounting to 193 382,41 somoni;

· intangible assets amounting to 27 005,07 somoni.

· Balance of the account “Deferred income” is not revalued according to exchange rate difference.

· We confirm the amounts recorded on the account “Deferred income”.

g) Regarding accounts of “Equity” section:

· It was ascertained that MLF received assets from donors and predecessor of the Fund amounting to 2240034,12 somoni. According to assignment act, dated July 22, 2005, between MDTM and MLF “MicroInvest”, MDTM from capital section assigned funds amounting to 315000 somoni, earlier received from ACDI /VOCA and 71240,85 somoni – funds accumulated as income from activities of MDTM; also, according to assignment act between the representative office of ACDI/VOCA in RT and MLF “MicroInvest”, dated November 11, 2005 from capital section 1075777,93 somoni - USAID grant funds for loan portfolio were assigned, 692297,74 somoni – funds accumulated as income from issued loans, and 85717,60 somoni - USAID grant funds in the form of fixed assets:  total - 2240034,12 somoni;

It was disclosed that according to assignment act, dated November 11, 2005, the Fund received the following funds from ACDI/VOCA on non-repayable basis:

	Received from ACDI/VOCA on November 11, 2005

	 
	 
	 
	 

	Cash
	 
	35 741,93  
	 

	Loan portfolio
	 
	1 722 129,57  
	 

	Fixed and intangible assets
	 
	153 588,70  
	 

	Accumulated depreciation
	 
	-57 666,93  
	 

	USAID grant for loan portfolio
	 
	 
	1 075 777,93  

	USAID grant for purchase of fixed assets
	 
	 
	85 717,60  

	Income of ACDI/VOCA
	 
	 
	692 297,74  

	 
	 
	 
	 

	Balance
	 
	1 853 793,27  
	1 853 793,27  


At the same time according to assignment acts dated July 28, 2005; the Fund received the following amounts from its predecessor:

	Opening balance of MLF “MicroInvest” on 28.07.05

	 
	 
	 
	 

	Cash
	 
	187 000,00  
	 

	Issued loans
	 
	671 460,78  
	 

	Fixed assets
	 
	154 891,86  
	 

	Credits by “Frontiers”
	 
	 
	308 700,00  

	"Novib" grant
	 
	 
	318 411,79  

	ACDI/VOCA grant
	 
	 
	315 000,00  

	MDTM income
	 
	 
	71 240,85  

	 
	 
	 
	 

	Balance
	 
	1 013 352,64  
	1 013 352,64  


Objects of fixed and intangible assets, received within the framework of donors’ donation, should be recorded in accounting by the following entry: 

Debit Fixed assets, intangible assets – depreciated cost;

Credit Surplus of capital - grants
As depreciation is being accrued, the following entry is recorded:

Debit Depreciation expenses
Credit Accumulated depreciation
At the same time, recognition of grants as income is recorded by means of the following entry:

Debit Surplus of capital - grants
Credit Income recognition - grants
Regarding the funds received from the donors on non-repayment basis for loan portfolio, the amount, recorded on “Surplus of capital – loan portfolio grant” is unchangeable.

7. Comments to the items of consolidated Income statement

а) Regarding financial income:

· It was ascertained that the Fund, for the purposes of financial reporting, keeps accounting of income on accrual basis. We confirm timely and complete recording of earned income in consolidated Income statement.

b) Regarding accounting of financial expenses:

· Interest expenses for credits received from LLC “Frontiers” and “Bank Eskhata” equaling to 81012,81 somoni is recorded under this item.

c) Regarding accounting of expenses on allowance for doubtful accounts:

· Expenses on allowance for doubtful accounts were accrued according to approved Accounting policy. We consider that the Fund has an authority to determine the percentage on its own. The Fund employs ageing schedule for accounting of doubtful accounts. This item is not to be taken into account for calculation of profits tax. In the audited period the Fund was registered as simplified taxation system taxpayer, and there was no need for calculation of income tax;

d) Regarding accounting of operational expenses:

· We confirm the actual existence of expenses recorded in the consolidated statement. Below are comments to most significant items of expenses:

· Salaries of permanent and non-permanent staff were accrued correctly. The entire amount of accrued salaries was paid. Social Security Fund taxes were accrued correctly. The total of amounts of items “Salaries”, “Other additional payments” and “Other additional payments to personnel” was used as taxable amount for accrual of Social taxes. 

· Depreciation of fixed assets objects is accrues according to rates set by Tax Code of RT. We consider that depreciation amounts of objects purchased within the framework of projects are not to be taken into account for calculation of profits tax of the Fund;

· All expenses recorded in the statement are actual and supported by primary documentation.

8. Comments to the items of consolidated Cash flows statement

a) Regarding loan repayments cash inflows:

· According to financial accounting data the following cash flows, regarding issuing and repayments of loans, were verified and confirmed by our audits:

	
	Amount in somoni

	Loans issued as of 01.01.05г.
	1 835 190,77

	Loans issued 
	12 701 760,00  

	Loans repaid 
	11 548 865,49     

	Loans written-off
	     9 096,30               

	Balance on 31.12.05 including doubtful loans
	2 978 988,98  

	Including doubtful loans
	9 412,02  


b) Regarding interest payments cash inflows:

· Total amount of interest on loan portfolio is confirmed. 

	Items
	Statements
	Amount in somoni

	Interest income
	Income statement
	1 087 448,33

	- Interest receivable
	Balance sheet 
	47096,96

	= Repayment of loans interest
	Cash flows statement 
	1 040 351,37


c) Regarding repayment of administrative commissions on loans:

· Cash inflows from administrative commissions on loans are recorded under this item.

d) Regarding salary and bonuses payments:

· Service contracts salaries and payments are recorded under this item of Income statement. The amount includes only net payments.

e) Regarding tax payments:

· According to accounting data in the audited period MLF made payment of taxes timely and in corpora.

f) Regarding payments for goods and services:

· Cash payments related to bank services, conduct of trainings and others are recorded under this item. 

g) Regarding purchase of fixed and intangible assets:
· Total amount of cash payments for purchase of long-term employment objects is confirmed.

h) Regarding to advances from donors:
· We confirm the adequate and timely accounting of funds advanced from donors.

i) Regarding received credits:
· Timely receipts and recording of credit funds from LLC “Frontiers” and “Bank Eskhata” is confirmed.

j) Regarding repayment of credits, interest and negative exchange rate difference:

· Total amount of payments for repayment of credits and interest is confirmed.

k) General opinion on the structure of Cash flows statement:

· We confirm the amounts of inflows and outflows of cash, recorded in the statement. 

Risks

The main risks with potential significant influence on MLF are foreign currencies risk and credit risk. 

· Market risk. In the process of its usual activities, MLF is subject to market risk. Market risk is related to the fluctuations of interest rates and foreign currencies exchange rates.

· Foreign currencies risk. MLF invests in assets (purchase of building for office). According to the agreement signed with building owner, the amount payable is in foreign currency. Besides this, the credit amount received by MLF LLC “Frontiers” is in foreign currency. Therefore, MLF is subject to exchange rate differences risk. 

· Interest rates risk. Financial position and cash flows of MLF are subject to fluctuations of market interest rates. Interest rate margin might increase due to change in interest rates, but might also decrease due to unforeseen fluctuations. 

· Liquidity risk. Liquidity risk is related to the probability, that the Fund might become unable to repay current and future financial obligations.  The Fund might be obliged to pay all the cash, accumulated from repayments of loans issued by the Fund.

Subsequent events

After the financial period end there were no events that might significantly influence the financial position of the Fund on the balance date, or require additional disclosures.  

Operations with related parties:

MLFR “MicroInvest” did not perform operations with related parties.

Date of approval

Current financial reports are approved by the Management of MLF “MicroInvest” on _______ __, 2006.

9. Brief review of loan portfolio 

MLF “MicroInvest”, in accordance with the regulations of its constitutive documents, performs activities of micro-financing of small- and medium-scale entrepreneurs in Sugd region. 

Process of selection, approval and maintenance of micro-loans is clearly regulated by Financing policy of MLF. 

Personnel of MLF performs examinations of potential clients for the purpose of assessment of risk degree of  loan issuing.

It was verified that the personnel of loans department of the Fund are highly qualified specialists, who participated in advanced training and refresher courses. 

Detailed information on the structure of loan portfolio for the audited period is presented in the table below:

	Financial Institution: 

 
	MicroInvest - Tajikistan

	Period: 2005 year
	 
	 

	Current Exchange Rate for 1USD=
	Tajik Somoni
	3,1993

	 
	 
	Total
	USD

	P1
	No. active Clients 
	3 355
	 

	P2
	Number of loans held by women
	1 801
	 

	P3
	Number of loans to first time borrowers         (since January)
	1 854
	 

	P4
	Value of loans outstanding (gross) - OLP
	2 978 989
	$931 138

	P5
	No of loans disbursed during the period          (since January)
	11 636
	 

	P6
	Value of loans disbursed during period           (since January)
	12 701 760
	$3 970 168

	P7
	Average Loan term (in weeks)
	14
	 

	P8
	Frequency of payments (in weeks)
	4
	 

	P9
	No. Active Savers (voluntary and forced)
	N/A
	 

	P10
	Total savings amounts
	N/A
	 

	P11
	Portfolio at risk total  
	9 412
	$2 942

	P12
	Portfolio at risk less than 30 days
	0
	 

	P13
	Portfolio at risk 31-90 days
	5 198
	 

	P14
	Portfolio at risk above 90 days
	4 214
	 

	P15
	Nominal Interest Rate
	39%
	 

	P16
	Interbank Lending Rate
	9,0%
	 

	P17
	Inflation rate (annual rate)
	6,3%
	 

	P18
	Number of staff (total)
	58
	 

	P19
	Number of Credit Staff (credit officers, credit managers)
	30
	 

	P20
	Number of active loans with initial value < $1,000
	3 340
	 

	P21
	Value of active loans with initial value <$1,000
	2 838 902
	$887 351

	P22
	Effective Interest Rate [%]
	0
	 

	P23
	Value of Loans Written Off [Amount]
	2 880
	 

	P23a
	Value of Renegotiated and/or Rescheduled Loans [Amount]
	0
	 

	P24
	Portfolio by Sector (Trade) [Amount]
	1 888 408
	 

	P24a
	Portfolio by Sector (Agriculture) [Amount]
	835 677
	 

	P25
	Portfolio by Sector (Service) [Amount]
	85 301
	 

	P26
	Portfolio by Sector (Manufacturing) [Amount]
	157 779
	 

	P27
	Client Jobs Including Entrepreneur (#)
	6 201
	 


In the process of audit we examined internal control system, accounting system, character and flows of issued loans. During our audit, we performed examination of test samples, including tests on expediency of expenses and completeness of accounting records of issued loans and accrued interest in accounting registers. Completeness of recording of received interest and their purposeful use were also examined.

The results of our audit indicate that that systems of accounting and internal control of loan portfolio in MLF “MicroInvest” does not have significant weaknesses. 

10. Audit of taxation condition
Taxation of micro-financing funds is regulated by the following legislative and regulative acts:

a. Tax Code of RT;

b. Instruction on order of withholding of income tax by source of income, approved by Minister of internal revenue and taxes of RT, dated August 4, 2005 №3-12\309;

c. Instruction on order of calculation and payment to the state budget of profits tax of legal persons, approved by Minister of internal revenue and taxes of RT, dated August 4, 2005 №3-12\309;

d. Instruction on order of calculation and payment to the state budget of minimal tax on profits of enterprises, approved by Minister of internal revenue and taxes of RT, dated August 4, 2005 №3-12\309.

In the audited period the organization paid the following taxes:

· Withheld income tax from salaries;

· Social taxes;

· Simplified taxation system tax;

According to the results of our audits it was verified that the audited subject calculated and paid taxes in the following way:

a) Regarding income tax: tax is calculated and paid correctly. 

b) Regarding social taxes: social taxes are calculated and paid correctly;

c) The Fund calculated and paid tax on non-residents, due to operations with foreign enterprise;

d) In the audited period the Fund duly calculated and paid simplified taxation system tax.

e) We strongly recommend that MLF should turn to general taxation system, since simplified accounting and taxation system is applied to subjects, specified by Ministry of Finances of RT, and to which respective regulations of Ministry of Finances of RT are applied. According to asset 302 of Tax Code of RT, “…credit organizations” could not be simplified taxation system taxpayers. 

It is necessary to state that starting from January 1, 2006, the Fund is registered as profits tax and VAT taxpayer.

It was ascertained by our audit that MLF “MicroInvest” presented tax statements to the taxation bodies on timely basis. 

We consider that the condition of taxation accounting, on the whole, complies with the requirements of taxation legislation. 
11. Conclusion

We, specialists of LLC “Tajik Audit Service”, conducted our audit in accordance with International Standards on Auditing. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the systems of financial and taxation accounting, and financial statements are free of material misstatement. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements of MLF “MicroInvest” for the audited period, on the whole, give true and fair view in all material respects. 
Director of LLC “Tajik Audit Service”
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