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HATTHA KAKSEKAR LTD. HKL

Message from the Chairman

As foreseen in HATTHA KAKSEKAR's annual report of last year, 2003 was a year of transition.

During the year, HATTHA KAKSEKAR was able to conduct the planned activities and attain its
objectives:

decrease of portfolio growth to enable to implementation of new procedures

recruitment of senior qualified staff to reinforce the management team

staff training at all levels to improve capacity to handle their duties

improvement of portfolio quality and recovery of overdue loans, and

increase of subscribed capital with new partners, demonstrating shareholders’ confidence

Despite the slowdown of portfolio growth and the resulting diminution in income and increase in
general expenses - salary, and other expenses - we note with satisfaction that HATTHA KAKSEKAR
was able to break-even and record a small profit, at the end of the fiscal year.

2004 will be a year of new challenges. HATTHA KAKSEKAR will need to:
achieve portfolio growth
attain higher profitability

take full advantage of the head office move to Phnom Perth, without losing sight of its rural
customer base

adapt to evolving market conditions
choose and implement an appropriate management information system (MIS), and

design and adopt an adequate social benefits package for the staff, within the means of the
institution, to ensure long term sustainability.

I was happy to have been involved with the company since its beginning, and regret my inability to
pursue my mandate, due to health reasons. | take this opportunity to congratulate the team, especially
the General Manager and the new technical assistance, who have been indefatigable and shown their
capacity to take appropriate decisions in difficult circumstances, and integrate and motivate new
arrivals.

I am convinced that now, at the start of a new stage, HATTHA KAKSEKAR is well-equipped to deal
with the growing institution.

Good luck in your venture!

Jacques Gautheron
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HATTHA KAKSEKAR LTD. HKL

General Manager's Highlight

After HATTHA KAKSEKAR'’s spectacular expansion during the preceding years, it was necessary to
take a pause. During 2003, HATTHA KAKSEKAR went through this necessary phase. The Action Plan
adopted in October 2002 and approved by the Board of Directors, was successfully implemented. The
principal features of this plan were:

A 230 % increase of shareholders' equity, from USD 77,850 to USD 257,850, with the welcome
participation of CORDAID, a Dutch NGO. This increase, gives HATTHA KAKSEKAR the financial
soundness to ensure continuous development. The company is pleased to acknowledge the trust and
confidence from international and local organizations, as well as its own clients. As a result, HATTHA
KAKSEKAR has renewed its loan contract with the Rural Development Bank (RDB) and signed a new
loan agreement with CORDAID, in order to optimize and diversify it's funding.

Improving operational procedures and the internal control process at all levels was an important part of
our action plan. However, this action could not be achieved without qualified staff. That is why
HATTHA KAKSEKAR reinforced its management team with new senior staff and restructured the
organizational chart to improve management quality and prepare for the next phase of expansion.
Training and development was considered a priority. With the collaboration of the Mekong Private
Sector Development Facility, HATTHA KAKSEKAR organized staff training courses for 50 participants,
in basic accounting and credit risk evaluation. Senior management conducted other internal training
sessions.

As a consequence, during the year, the company delivered better service to its clients in terms of
quality, efficiency and speed of response. That was - and remains - the ultimate purpose of its action
plan. We have striven to satisfy the needs of our clients, and remain committed to this mission. At the
same time, HATTHA KAKSEKAR also improved the quality of its credit portfolio, credit procedures and
risk analysis, to ensure that we provide the right loan to the right client, for business improvement,
better living standards and the creation of added value and income for adequate reimbursement, in
order to safeguard HATTHA KAKSEKAR'’s own financial sustainability.

At this stage of its growth, HATTHA KAKSEKAR recognizes the importance of implementing a suitable
management information system (MIS). HATTHA KAKSEKAR has been carefully studying the market
to identify and select an adequate software package. Senior management has participated in
numerous demonstrations conducted by software vendors locally and internationally. In addition, we
received financial support from the Consultative Group to Assist the Poorest (CGAP) to hire a local IT
consultant to undertake a needs assessment study and subsequently, help evaluate and select
appropriate software for HATTHA KAKSEKAR, in 2004.

The financial results of 2003 show the high commitment of the staff, as follows:

As at year-end, loans outstanding were USD 1.42 million, almost unchanged compared to
USD 1.43 million, in 2002. This is due mainly to the reorganization and strengthening,
described above.

Portfolio at risk was USD 142,229, down by USD 112,364 compared to USD 254,593, in 2002,
a reduction to 10 %, a tremendous improvement from the 18 %, at year-end 2002. This
portfolio amelioration is a result of new credit methodology, staff training, better internal control
process, and the implementation of a new process for bad debt recovery. Consequently, more
than 50 % of loans written-off, in 2002 were recovered in the course of 2003.

A slight decrease in the net profit, at USD 38,390, compared to USD 42,196 in 2002.
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HATTHA KAKSEKAR LTD. HKL

ACTION PLAN FOR 2004

HATTHA KAKSEKAR'’s action plan for 2004, is as follows :
Head Office will be moved to Phnom Penh, in February 2004.

Selection and implementation of an adequate software during the year.

Plan to invite Planet Finance to conduct new rating during the 2" quarter of 2004. The
assignment will be 80 % financially supported by CGAP.

To strengthen its management, by qualified Human Resource, Internal Audit, and Branch
Managers.

Since previous trainings have been successful and satisfactory, we will continue to
cooperate with MPDF to respond to other training required of our staff.

Staff motivation remains a key factor to increase productivity at HATTHA KAKSEKAR.
HATTHA KAKSEKAR will study and propose a staff benefits package comprising
provident fund, health insurance, overtime, and an incentive scheme, to encourage our
staff to put its best effort in the work.

HATTHA KAKSEKAR is continuing to make its best effort to achieve full operational and
financial self-sufficiency, in the long term.

| take this opportunity to thank all HATTHA KAKSEKAR staff for their commitment during the year.
Our success is the result of this collective involvement. | would like to express my gratitude as well to
HATTHA KAKSEKAR directors, shareholders, and all partners who continue to encourage and
support us through either technical or financial assistance, such as the Ministry of Economy and
Finance, the National Bank of Cambodia, Agence Francaise de Developpement (AFD), Save the
Children US, MPDF and Coordination of Project d' Appui au Secteur de la Micro- Finance (PASMF),
lenders and other organizations. The year 2004 will be one of new challenges for all of us. We will

need to contribute to achieve our common goals and missions.

Hout leng Tong
General Manager
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Organizational Chart
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Governance

The performance in year 2003: HATTHA KAKSEKAR has implemented an action plan to
improve quality of services provided to customers, organization, internal control process and
staff expertise.

The Board meetings are conducted on a six-monthly basis, and the last meeting was held in
November 2003. Mr. Jacques Gautheron was the chairman of the Board. The General
Assembly of shareholders meets once a year.

The table below shows the share capital for the yea r: (in US Dollars)

Shareholders % of ownership Total
HATTHA KAKSEKAR NGO 49.85 128,550
SIDI 19.95 51,450
Cordaid 19.40 50,010
Staff Association 9.82 25,320
Mr. Jean Thiboutot 0.98 2,520
Total 257,850

Mr. Jacques Gautheron|
President
Members Members Members Members Members
Representing HKNGQ |Representing HKSA | Representing SIDI Mr. Jean Representing
Mr. Hout leng Tong Ms. Im Vandith Mr. Jacques Gautheron [or[Thiboutot CordAid
Mrs.Alka Couet Mr. Hugo Couderg
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HATTHA KAKSEKAR LTD. HKL

Management Team

Mr. Hout leng Tong, 36 years old, General Manager, is founding member of HATTHA
KAKSEKAR, since 1996. He represents the shareholding of HATTHA KAKSEKAR
NGO. In 1991, he obtained a Bachelor of Agriculture degree in Phnom Penh, and has
13 years experience in Micro Finance and staff management. He has attended,
locally and externally, extensive courses in Staff Management, Financial
Management, Planning, Leadership, Human Resource Management, and Micro-
finance Management. He was invited for visits/workshops in the USA, the Philippines,
Indonesia, Germany and other countries.

Ms. Im Vandith, 30 years old, was promoted as Deputy General Management in
March 2002, from Accounting Manager. She holds a Bachelors Degree in Accounting
from Phnom Penh and joined HATTHA KAKSEKAR, in 1995. Prior to that, she had
worked with UNTAC in Pursat and the American Relief Committee. She has attended
many courses/workshops such as Project Planning, Monitoring and Evaluation for
Micro Finance Institution, Financial Analysis for Micro Finance, Accounting and
external courses, such as in Cavite of the Philippines, and in Bali in Indonesia.

Mr. Pierre Yves Crochet Damais, French, Temporary Technical Assistant to HATTHA
KAKSEKAR, since October 2002, appointed by SIDI and AFD. His mission is to
collaborate with senior management and the Board of directors, to define and apply
HKL' s action plan. He was involved for more than 30 years with Credit Lyonnais,
where after 4 years as senior auditor, he was in charge of retail banking in the
International Division.

Mrs. Lay Rachana, 27 Years old, Senior Credit Manager, joined HKL in January 2003.
She obtained an MBA in April 2000 at the Asian Institute of Technology, in Thailand.
She attended an exchange program in Nantes, France for four months during her
MBA. She has almost three years experience in the banking sector with Credit
Agricole Indosuez, Phnom Penh after graduating. For two years she was an
instructor in banking and human resource management. She has attended numerous
workshops related to credit management; leadership and communication, organized
by local training providers and visited an MFI in Indonesia, on assignment from HKL.

Mr. Try Chanthy, Cambodian, 29 years old, Senior Internal Audit Manager, joined HKL
in August 2003. He obtained a BBA, Accounting at Maharishi Vedic University of
Cambodia in 1997. He is a member of the Association of Chartered Certified
Accountants (ACCA) since 2001. He has five-year experience in Audit and
Assurance Services with Ernst & Young Cambodia and PricewaterhouseCoopers,
since graduation. He had been assigned to work as a senior auditor in-charge of
overseas, especially in Vietham. He has also attended numerous audit related
courses in Cambodia and overseas.

Mr. Bong Benly, MIS Manager, 32 years old, joined HKL in December 2002. He
obtained a secondary school certificate in 1986 in Takeo province. He has 10 years
experience in the Canadian Training Center Project, Pursat Province. In addition, he
attended extensive courses in database programming, network and Window NT
administration, business administration, marketing, accounting and management.

Mr. Sin Sophearak, Human Resource and Administrative Manager, 29 years old,
completed high school in 1995. He joined the company in July 2002. He obtained a
certificate of Leadership at Leadership Character Development Institute in 2000. It
was a two-year study program, including extensive English, Accounting, Marketing,
and Management. He also attended other courses, such as communication,
leadership, and human resources, and administration.
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HATTHA KAKSEKAR LTD. HKL

Our Mission

To improve income in agricultural, commercial and manufacturing enterprises in the rural
areas of Cambodia by providing loans at reasonable interest rates and encouraging savings;
and specifically targeting women and poor families in order to help them achieve a higher
income.

We intend to fulfill our mission through:

Loans that meet the specific needs of farmers, and small businessmen;

Cost-efficient credit and savings methodologies;

Sound customer service and staff motivation;

Profitability to ensure growth and sustainability;

As a licensed MFI, working in partnership and continuing to link with local, national

and International organizations, in accordance with the national regulation.

Our products and services

HATTHA KAKSEKAR offers two types of loan products. One is called small business loan,
which ranges from USD 50 to USD 3000 with the monthly interest rate charging from 2% to
3%. Another one is agricultural loan, specifically provided to seasonal production and ranging
from USD 50 to USD 500 at 4% monthly interest rate.

HATTHA KAKSEKAR also supports client savings. We have two kinds of savings:
compulsory and voluntary.

Compulsory savings are made in monthly deposits of each borrower, for an amount related
to the size of the loan. Voluntary savings are open to every one situated in HATTHA
KAKSEKAR'’s areas of operation.
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HATTHA KAKSEKAR LTD. HKL

History of HATTHA KAKSEKAR LTD.

OCSD/OXFAM-Quebec, a Canadian organization created a food security project in May 1994, by to
play an important role as a credit component supporting rural people in Pursat province. In August
1994, the project started to disburse its first loans in four communes within the province. Since the
operation was successful, in November 1996, it registered with the Ministry of Interior of Cambodia as
a non-governmental organization (NGO) with the name "HATTHA KAKSEKAR", which, in Khmer,
literally translates as "Farmer's Hand", and can also be interpreted as "A Helping Hand for the
Farmer".

HATTHA KAKSEKAR NGO had its central office in Sampov Meas district of Pursat and its first branch
was also in the same location. In 1997, it opened another branch in the Staung district, briefly called
Branch 2, and another in Kravagn District, Branch 3. It should be noted that the expansion of Branch
2 was received the financially support of GTZ, the German international aid agency, and Branch 3 by
the French Agency for the Development (AFD - Agence Francaise de Développement).

In February 2000, another branch was opened in Siem Reap, Branch 4, with the support of AFD and
the Ministry of Economics and Finance. During the year, and due to the difficulties of covering all
areas of Kampong Thom, HK decided to split Branch 2 in two separate branches, with the new one -
Branch 5, located in Stoeung Sen district. The operation area was clearly divided between these two
branches, despite both being located in the same province. Branch 2 operates the western part of
Kampong Thom province and the Eastern part of Siem Reap, such as Staung and Chikreng districts,
respectively. Branch 5, on the other hand, serves the rest of the areas in the province.

In April 2001, HATTHA KAKSEKAR NGO registered with the Ministry of Commerce with a paid-up
capital of USD 77,850, subscribed by four shareholders: HATTHA KAKSEKAR NGO, HK Staff
Association, Société d'Investissement et de Développement International (SIDI) and Mr. Jean
Thiboutot, a private individual, who had worked as a consultant for HATTHA KAKSEKAR NGO. At this
time the activities of HATTHA KAKSEKAR NGO were transferred to the limited company, which was
given the name of HATTHA KAKSEKAR Limited.

In October 2001, the National Bank of Cambodia (NBC), after a thorough inspection, granted a Micro
Finance license to HATTHA KAKSEKAR LTD, for a three-year period, to conduct credit and savings
activities in Cambodia. An official inauguration ceremony was organized to announce that the
company had become a licensed Micro-finance Institution under the NBC regulations and supervision.

The company was then totally restructured to become sustainable. Internal Audit, Credit, Financial,
Management Information System and Human Resource departments were created to manage the
company's operations, efficiently. To continue to strive toward its mission and goals, and expand its
operations, at the beginning of 2002, HATTHA KAKSEKAR LTD opened another branch in Banteay
Meanchey province with the partial support - both in terms of office equipment and fund capital - of
Save the Children, USA.

In 2003, the company raised its paid-up capital by USD 180,000 to USD 257,850 with a 19%
participation of CORDAID, a Dutch NGO. as In November 2003, the Board of Directors meeting
approved the proposal of moving HATTHA KAKSEKAR LTD the Head Office, to Phnom Penh to
increase opportunities internally and externally. The move was completed in February 2004.
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Credit Activities

Loan portfolio

Increase geographic outreach and improve company image to build trust and
confidence of clients.

Prudentially control portfolio growth in order to improve its quality. As a result,
loans outstanding at the end of 2003 remained almost unchanged at USD 1.42
million, compared to year-end, 2002. Annual loan disbursement was lower than
the previous year.

Portfolio at risk decreased considerably to below 10%, as a result of the effective
implementation of the action plan, in 2003.

Efficient collection of bad debt, with the recovery of around 50 % of loans written-
off in 2002.

Organizational Structure

Creation of the function of Chief of Credit Unit in each branch to directly supervise
and control the operations of the credit staff and the loan portfolio, in order to
improve productivity and loan quality. In addition, at the head office level, creation
of the positions of Credit Controller and Credit Portfolio Supervisor, to closely
monitor and follow-up all branch loan operations.

Downsizing excess commune or part-time staff, pursuant to the new credit
policies and procedures.

Filling-up the position of Senior Credit Manager.

Other major events

Workshops were held by the Head of the Credit Department to train staff in new
loan documentation, policies and procedures. In addition, a specific training on
"Customer focus and service quality" was delivered for the purpose of improving
client services.

Visit of Save the Children, USA and its partners at the Siem Reap branch, in
January 2003.

AFD mission from Paris to evaluate the impact of AFD grant on the institution and
the rural population, in March 2003.

A mission of PASMF in March 2003, organized by H.E. SON Koun Thor,
coordinator of PASMF.

Internship of students from the Phnom Penh Institute of Technology and Management, in
credit and general management.
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Financial activities

Finalization of the budget for 2004 with allocation to each branch.
Improvement of the cash management functions with clear segregation of
responsibilities among staff in-charge of maintaining the key and the
combination of the safe, and setting up “maximum cash on hand” holdings
in each branch office.

Introduction of daily cash reconciliation and monthly bank reconciliation in
all branches accountants.

Introduction of the format of monthly management information report, with
analysis of results achieved against budgeted figures and the previous
period; to understand and highlight significant movements, variances and
material accounts etc.

Membership of MFI Alliance, the newly created Cambodian association of
microfinance institutions.

ORGANIZATIONAL STRUCTURE

Definition and implementation of the functions of the accountant and the,
treasurer with clear segregation thereof.

Elaboration of the job descriptions of accountants, treasurers, tellers and
administrators. As a consequence, most of the accounting tasks that had
been performed by the administrator have now been transferred to
accountants and treasurers. ,

Definition and setting-up of the terms of reference of the Asset-Liability
Management Committee,

Filling-up the position of Financial Manager.

OTHER MAJOR EVENTS

Other briefings have been made to relevant staff, to clarify job descriptions and
financial tasks such as: key risk findings related to loans, savings, accounting and
administration, comparative figures, cash management guidelines, etc,
Participation in MFI Alliance meetings,

Participation in a workshop on “Suspicious Transaction”, offered by the NBC.
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Internal Audit Activities

The Internal Audit Committee is now fully implemented, with regular quarterly meetings, in
the presence of the external consultant,

The Audit Manual and Audit Procedures have been finalized and in place for the internal
audit department,

The Audit plan and training schedule for internal audit department have been set with the
approval of the internal audit committee,

Guidelines for Client Visits have been set and available for field visit assignments,
Guidelines for Credit and Savings File Review have been set and in implementation,

The Client Interview Questionnaire and Form was revised to fit the current conditions of
the credit policy,

cash management audit was conducted three times in Stung branch (B2), twice in Steung
Sen Branch (B5) and Siem Reap branch (B4), and three times in Banteay Meanchey
branch (B6)

two full audits were conducted in B4, and twice in Sampoav Meas branch B1, B5, B6, and
once in B2.

A special audit was undertaken in B2 and B1,

Conducted an internal review in Head Office (HO), a follow up audit of HO, two times in
B1, once in B6 and B5,

All management and staff were debriefed on all issues/findings to and corrective actions
were taken on most important areas.

ORGANIZATIONAL STRUCTURE (I wd put this before the 1A activities)

There are two junior internal auditors and one manager, in the Internal Audit Department
The terms of reference of the internal audit committee have been drawn-up. The chairman
of this committee is a non-operational director of the Board of Directors,

The terms of reference of the HO Management Team have also been set up,

Job descriptions of internal audit manager and internal auditor are formalized.

OTHER MAJOR EVENTS

The audit manager attended a seminar relating to experiences in the internal audit of
MFls.

The audit manager attended a seminar at the NBC on Deposit Insurance System.

The internal auditors attended internal training conducted by the internal audit manager on
the topics of “Audit Guide/Manual’, “Audit Procedures/Programs”, “Internal Audit”,
“Organization's Control Environment”, and “Risk Assessment and Internal Controls”,

The internal auditors attended two specific training courses on “Accounting and Financial
Analysis” and “Integrated Micro-Credit Appraisal” organized by the Mekong Private Sector
Development Facility with the financial support of Agence Frangais de Developpement.
Various meetings with other external parties such as AFD, EMT, BIC Group etc.
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Management Information System (MIS) Activities

2003 was an important year for the MIS Department. The MIS Manager undertook several measures
to ensure operational management of the company. These were, as follows:

Support and maintenance of computer operation, communication tools and information
processing at the Head Office and the branches.

data protection and weekly backup of all important data.

Development of a customer database, human resource database and other required
applications.

Analyis of potential software packages for final selection and acquisition. As a result, our
management team undertook the following on-site visits :

0 “Click loan program” developed by ACLEDA Bank PLC, in Phnom Penh.
o “Micro Banker” (FAO/GTZ), at Theaneakea Phum Cambodia, Phnom Penh.
o0 MFI 2000 developed by PT.Ukabima Bank in Indonesia.

In addition, we participated in workshops organized by the Rural Development Bank to present
“Microbanker (FAO/GTZ)", IFLEX from India and its “Microbanker-Iflexsolutions”, and E-merge
(TEMENOS), at Peng Heng specialized bank.

During the year, we were successful in receiving a grant by CGAP to conduct consultative services in
order for a needs assessment study of the information system requirements of HATTHA KAKSEKAR
LTD., to evaluate potential software packages and to recommend the most appropriate software. As a
result, the M2, software developed by Southern Horizon, CEBU City, Philippines was recommended. .

As at year-end 2003, a number of important tasks remained pending. However, we aim to continue
these activities, as follows:

Complete and implement MIS policies and procedures,

Finalize the development of customer and human resource databases,

Select and acquire an appropriate software to accelerate and enhance HKL's operations,
Provide training on IT to branch staff,

Develop and launch a website,

Recruit junior IT staff to provide back-up for the MIS Manager,

Produce required reports: annual report, promotional leaflets, diary and other documents.
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Human Resource Activities

A. WHY HIGH STAFF TURNOVER?
Eliminate the part-time staff to adapt new credit procedures.
Lay off staff suspected of having committed frauds and thefts.

Hire new qualified staff to respond to the company's needs.

B. HUMAN RESOURCE ACTIVITIES
Cooperate with other departments for staffing.
Coordinate training to improve HATTHA KAKSEKAR's activities.

0 provision of two specific training courses on “Accounting and financial
analysis” and “Integrated Micro-Credit Appraisal” organized by the Mekong
Private Sector Development Facility, and financially supported by AFD. Each
course was split in two groups of 25 and 30 participants, among credit officers,
bad debt collectors, accountants, administrators, chiefs of credit unit, and
branch managers.

Monitor staff performance to ensure high productivity.

Update Human Resource and Administration policies and procedures to strengthen
staff performance and increase motivation.

Review salaries in coordination with each department.
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Meeting a successful client

Mrs. Sok Chanthy, is 33 years old, married with 3 children. She lives in Stoeung Sen village,
Kampong Krabao commune, Stoeung Sen district, Kampong Thom province. She sells

traditional Khmer medicines.

From the beginning, she had a small business, selling her own products, under the label
"Has Sarith", from a small shop in Stoeung Sen market. In April 2002, she borrowed USD
500 from HATTHA KAKSEKAR LTD., for the first time. With the money, she bought a Korean
motorbike for her husband to sell the medicines, door-to-door. She also purchases more
stock and finished-traditional medicines, from Phnom Penh, called "Ly Bunrith". During the
loan cycle, she made punctual repayment from money earned in her business. After

reimbursing the loan, she still had the motorbike and some stock of traditional medicines.

To respond to market demand, she decided to increase the size of her business and
borrowed another USD 700. With this she rented another shop for her husband to sell the
same products. This was a successful move, and Ms. Sok had no problem in paying off her

second loan, on time.

This successful experience led her to borrow a third loan of USD 1,200, for a new Dream
2004 cycle in place of the old one and more stocks. Therefore, working with the commitment
of herself and her family, her assets and living conditions have increased. She has now
moved to a new house in Kampong Thom. She is very happy with HATTHA KAKSEKAR'’s
credit and savings services and whenever we meet, she always remembers our financial

supports and thanks our staff for the friendly service.
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Achievements

Credit and savings are the core business of HATTHA KAKSEKAR LTD. With the joint effort

of all its, we have achieved the followings result in 2003:

I. Geographic outreach
We operate in 4 provinces, in 23 districts equivalent to 132 communes and 922 villages. Our
branch and sub-branch offices are present in 19 locations in order to be close to the clients

to enable them to obtain and repay loans, easily.

ii. Client outreach

During the year, we received more than 7,000 loan applications of which almost 6,000 were
granted loans. Of these, male borrowers represented 43 % and female 57 %. By age, clients
fall within the following categories: 20 % from 18-30 years, 52 % from 31-45 and 28 % over
45 years.

iii. Purpose

We are proud to serve clients who are really willing to upgrade their living standard and
improve their business. As a result, we disbursed 20 % of loans for agricultural activities, 53
% for retail trade and commerce, 17 % for services, 5 % to the transportation sector and 5 %
to other businesses, as shown below:

kkkkk

Transportation Other activities
5% 5%

Agriculture
20%

Services
17%

Trade and
commerce
53%
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HATTHA KAKSEKAR LTD. HKL

Financial Analysis

Profitability:

Our gross profit margin compared to average loan portfolio increased from last year, from 31 % to
35 % and yield on gross portfolio increased slightly from last year - 35% to 36%. Consequently,
net result before grants compare to average loan outstanding also improved from negative
balance (- 1%) last year to break-even this year.

Financial management:

Our debt ratio compared to total liabilities decreased by 7 % from 16 % last year to 9 % this year.
Consequently, our financial costs ratio compared to average loan outstanding also decreased

from 4 % last year to 1 % this year.
(Add “This was due to the fact that keeping strict control of our portfolio growth, we were able to
reduce our overall borrowing, by reimbursing USD 290,000.”)
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Retained earningand
legalreserve

Source of Funds, as at 31 December 2003

9
8% Other

Loanfrom
Cordaid
3%

Customer
deposits
4%

Loanfrom
ADB-RDB
3%

Subordinatedloans
55%

liabilities
8%
Shareholders
18%

Donated
equity
1%

HKL

Use of Funds, as at 31 December 2003
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Auditors’ Report

PRICEWATERHOUSE(QOPERS

P houseCoopers (Cambodia) Lid

124 Norodom Boulevard, Chamkarmon
Phnom Penh

Kingdom of Cambodia.
Tel :(855) 23 218 086
Fax : (B55) 23 211 594

AUDITORS' REPORT TO THE BOARD DIRECTORS OF
HATTHA KAKSEKAR LIMITED

We have audited the financial statements, expressed in United States dollars, of Hattha Kaksekar Limited
(“HKL") as at 31 December 2003 and for the year then ended. These financial statements, as set out on
pages 5 to 26, have been prepared in accordance with International Financial Reporting Standards. As
discussed in note 2 to the financial statements, the translation in Khmer Riel is made for the sole purpose
of complying with the NBC requirement.

Respective responsibilities of management and auditors

HKL’s management is responsible for the preparation of financial statements which give a true and fair
view. In preparing financial statements which give a true and fair view, it is fundamental that appropriate
accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion based on our audit, on those financial statements
and to report our opinion to you.

This report, including the opinion, has been prepared for and only for the Company’s directors and for no
other purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or
to any other person to whom this report is shown or into whose hands it may come, except where

expressly agreed by our prior consent in writing.
Basis of Opinion

We conducted our audit in accordance with International Standards on Auditing. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial
statements. It also includes an assessment of the significant estimates and judgements made by HKL’s
management in the preparation of the financial statements, and of whether the accounting policies are
appropriate to HKL's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance as to
whether the financial statements are free from material misstatement. In forming our opinion, we also
evaluated the overall adequacy of the presentation of information in the financial statements. We believe
that our audit provides a reasonable basis for our opinion,

Opinion

In our opinion, the financial statements expressed in United States dollars give a true and fair view, in all
material respects, of the financial position of HKL as at 31 December 2003 and of the results of its
operations and cash flows for the year then ended in accordance with International Financial Reporting
Standards.

?qu. QWG ) L_\au-ﬁd (3
PRICEWATERHOUSECOOPERS (CAMBODIA) LIMITED \
Phnom Penh, Kingdom of Cambodia
Date: 26 February 2004
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Balance Sheet as at 31 December 2003
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Statement of Changes in Shareholders’ Equity
For the Year Ended 31 December 2003
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HATTHA KAKSEKAR LTD. HKL

Income Statement as at 31 December 2003
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HATTHA KAKSEKAR LTD. HKL

Cash Flow Statement for the Year Ended 31
December 2003
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Our partners

During the year 2003, HATTHA KAKSEKAR LTD. maintained excellent collaboration and
smooth communications with all its partners. We continue to widen our contacts with the
international institutions, to ensure stronger and expanding operations of HATTHA
KAKSEKAR LTD.

This year we worked in close partnership with:

SIDI: our shareholder since 2001

CORDAID: our shareholder since 2002

AFD-Agence Francaise de Developpment

National Bank of Cambodia-NBC: government institution
Alterfin Bank

SC-Save the Children US

RDB/ADB

World Bank/CGAP

Page 23 of 23 HATTHA KAKSEKAR Annual Report 2003



