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O.M.F. ,SMART CREDIT" S.R.L.
FINANCIAL STATEMENTS
PREPARED AS AT 31 DECEMBER 2016

GENERAL INFORMATION

Microfinance Company “SMART CREDIT* LLC ("the Company”) was incorporated in May 05"
2010 year, according to the Certificate of Registration nr.MD 0095695, issued by the Ministry of
Information Development from Republic of Moldova, with the purpose of granting and managing loans
to individuals, providing guarantees on loans and bank loans, make investments according to The Law
on micrafinance organization no. 280 dated 22.07. 2004, approved by the Parliament of Rep Moldova.

lts registered address ist 10 Nationala str., Ungheni, Republic of Moldova.

The Company's number of employees as at 31 December 2016 was 22 persons.

For the revised year (2016), the top management team was comprised of: i

- Angheluta Ecaterina — Executive Director;

- Barbaneagra Larisa — Chief Accountant.

Description of Business and Consumer loan products _

Currently, the organization operates in the Ungheni, Calarasi and Chisinau regions, offering loans to
privates enabling them to repair their houses, consumer loans, mainly for computers, but also for buying
household equipment, loans to businesses in order to foster trade and commerce,

Business Model

Company's loan products are unsecured business and consumer loans with maturity of not less than
| month and not longer than 48 months; the loan amounts of not less than approximately 100 EUR and
not more than approximately 6300 EUR equivalent in MDL, and the annualized percentage rates (APR)
in a range between 34,88 % and 56,10 % per annum depending on the loan amount, maturity and type of
customer. Company aims to serve preponderant socially disadvantaged people.



O.MF. ,SMART CREDIT" 5.R.L.
FINANCIAL STATEMENTS
PREPARED AS AT 31 DECEMBER 2016

Description af revenue base

The Company’s revenue consists of (i) loan agreement commission fees, which are charged for
receiving, processing the loan application and issuing the loan, or modifying the valid loan conditions;
{ii) interest, which is charged on the outstanding principal amount; and (iii) various fees applied in case
of different breaches of loan agreement. Company business is built on the concept that we need only
performing customers and we want to avoid situations with poorly performing or defaulting loans.
Therefore the majority of Company's interest and fees income is coming from the normally performing
customers. Fees applied in cases of different breaches are targeted, as a whole, to compensate the lost
money that we should have otherwise received duly according to the original loan agreements,
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INDEPENDENT AUDITOR'S REPORT

Opinion

We have audited the financial statements of the Microfinance Company “SMART CREDIT*
LLC which comprise the statement of financial position as at December 31, 2016, income statement,
statement of changes in equity and statement of cash flows for the year then ended, and notes to the
financial statements, including a summary of significant accounting policies.

In our opinien, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 2016, and its financial performance and its cash
flows for the year then ended in accordance with National Accounting Standards (NAS),

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA). Our
responsibilities under those standards are further described in the duditor's Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of the company in accordance
with the International Ethics Standards Board for Accountants' Code of Ethics for Professional
Accountants (IESBA Code) together with the ethical requirements that are relevant to our audit of the
financial statements of the Microfinance Company “SMART CREDIT* LLC, and we have fulfilled our
other ethical responsibilities in accordance with these requirements and the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion,

Kevy Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with National Accounting Standards, particularly with National Accounting Standard 63
“Presentation of information in financial statements of the savings and loan associations and other
similar institutions™, as well as with other normative acts approved by the National Commission For
Financial Market,

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the Company
or to cease operations, or has no realistic alternative, but to do so.

Those charged with governance are responsible for overseeing the Company's financial reporting
Process.

This responsibility includes: designing, implementing and maintaining internal control relevant
to the preparation and fair presentation of financial statements that are free from material misstatement,
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whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as
whose are free from material misstatement, whether due to fraud or error, and to issu¢ an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
puarantee that an audit conducted in accordance with ISA will always detect a material, misstatement
when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the
apgregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements,

As part of an audit in accordance with ISA, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control;

» Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control;

« FEvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management;

 Conclude on the appropriateness of management’s use of the going concerns basis of accounting
and, based the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company's ability to continue activity. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor's report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Ouar
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However,
future events or conditions may cause the Company to cease (0 continue as a going concer.

» Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our andit.

We also provide those charged with governance a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards. From the matters communicated with those charged with governance,
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qﬁ_:

we determine those matters that were of most significance in the audit of the financial statements of the
current period and are therefore the key audit matters.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Other Matters

This report is addressed solely to the company's sharcholders, as a body. Our audit work has
been undertaken so that we might state to the company's shareholders those matters we are required to
state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we
do not accept or assume responsibility to anyone other than the company and the company's
shareholders as a body, for our audit work, for this report, or for the opinion we have formed.

The engagement partner on the audit resulting in this independent auditor’s report is Tatiana
Micora.

Tatiana NICORA N A LA e
Licensed Auditor, Director ! '
Certificate of audit gualification nr. AG 000194 issued r‘gl.?. 2008
Certificate of audit gualification nr. APFN 0000078 issued on 19.11,2015
W DTC dudit™ LLC

License nr. A MMII 050978 issued on 26.02. 2014

-

Chigindu, Republic of Moldova,
March 06, 2017



O.M.F. .SMART CREDIT" 5.R.L.
BALANCE SHEET
PREPARED AS AT 31 DECEMBER 2016

ASSETS

Cash in hand

Current bank accounts

Other cash equivalents

Investments in securities and shares

Changing the value of investments in securities and
shares

Deposits with banks :

Loans and borrowings to customers

Provisions for loans and borrowings impairment
Receivables on income accrued (interests on loans,
penalties, etc.)

Provisions for interests on loans and borrowings
Property and equipment, intangible assets - net
Other assets

Total Assets

LIABILITIES

Savings deposits received

Deposits for providing loans

Bank credits, loans and borrowings received

Due to interests on bank credits, loans and borrowings
received

Other liabilities

Total Liabilities

SHAREHOLDERS' EQUITY

Share capital

Unpaid capital

Withdrawn capital

Legal reserves

Other reserves

Correction of results from previous years
Retained earnings (uncovered loss) of previous years
Net profit (loss) for the year

Profit use of the year (Dividends prepaid)
Additional Capital

Difference on revaluation of long-term assets
Subszidies

Total Equity

Total Liabilities and Equity

Giacia 2016 2015
MDL MDL

2 1 169 842 1 043 282
3 1 004 765 269 856
2 8718 § 831
3 29 161 680 21 493 034
4 813219 523 771
X 372 623 173 508
4 .27 145 4291
5 1 993 002 1 719992
6 197 396 84 341
33072 663 24 264 784

21 633 875 18 106 872

170 367 143 890

152 276 18 731

23 956 518 18 269 493

2 087 278 2087 278

22724 ;

208 727 -

3361 476 1 266 385

3 240 854 2 526 359

- 277542

97276 )

137 810 137 810

9 116 145 5995 291

13 072 663 24 264 784

These financial statements were authorized to be issued on 0] March 2017 by Company’s directors
.-- ™ TRl

resented by:
/: rs. Angheluta Ecaterina, Executive director

Mrs. Barbaneagra Larisa, Chief-accountant

by rerg

* The accompanying nofes are an infegral part of these financial statements.




O.M.F. ,SMART CREDIT" S.R.L.
INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2016

Interest income on granted loans and borrowings

Other interest income

Interest expenses on deposits

Interest expenses and similar charges related to bank
credits, loans and borrowings received

Net result from the calculation and reverse of provisions
for impairment of granted loans and borrowings

Gross profit/ (loss)

Other operating income (commissions, penalties, other
rendered services)

Creneral and administrative expenses

Other operating expenses

Operating profit/ (loss)

Investment gain/ (loss) — net
Financial gain/ (loss) — net

Profit/ (loss) of the period before tax
Income tax expenses

Net profit (loss)

These financial statements were authorized to be issued on 01 March 2017 by Company’s directors

resented by:
Mrs. Angheluta Ecaterina, Executive director

2016 2015

Notes? MDL MDL
9 8579201 5857189
10 3420843 2745788
1 973167 276 44
4185192 2834 656

12 3186172 2133603
13 2773452 1810005
14 762 044 309 929
ISI5H68 2848 325

15 42 637 19 174
3793230 2867500

16 352376 341140
3240854 2526350

Mrs. Barbaneagra Larisa, Chief-accountant

7l

S =

o

* The accompanying notes are an integral part of these financial statements.




O.M.F. . SMART CREDIT" 5.R.L.
STATEMENT OF CHANGES IN SHAREHOLDERS® EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2016

Value at the end " D Value at the end
of 2015 year nereases ecreases of 2016 year

Share and additional capital MDL MDL MDL MDL

Share capital 2087278 2087278
Withdrawn capital - - 22724 -22 724
Total Share and additional capital 1087278 - 22 724 2 064 554
Legal reserves - 208 727 208 727
Other reserves - = g
Total Reserves - 208 727 208 727
Retained earnings (loss)

Correction of results from previous years = - -
Retained eamings (loss) of previous yvears 3792745 - 431 269 3361 476
Net profit (loss) of current year 222 542 3 240 854 -222 542 3 240 854
Total Retained earnings 3570203 3 240 854 208 727 6 602 330
Additional Capital - - 97 276 97 276
Difference on revaluation of long-term assets 337 810 - - 337 810
Total Non-owner's capital 337 810 - 97 276 240 534
TOTAL Fund Balance and Reserves 5995 291 3 449 581 328 727 9116 145

These financial statements were authorized to be issued @\3 .uh&mw. 2017 by Company’s directors represented by:
i
Mrs. Angheluta Ecaterina, Executive director =

Mrs. Barbaneagra Larisa, Chief-accountant o m\




O.M.F. .SMART CREDIT" S.R.L.
CASH FLOW STATEMENT (Direct Method)
FOR THE YEAR ENDED 31 DECEMEBER 2018

2016

MDL
OPERATING ACTIVITIES
1.1 Cash Flow
Interest receipts 8 875 642
Interest payments 1247 192
Ohther cash receipts related to operational activity 2 406 848
Payments to employees and social contributions 1 554 756
Other payments related to operational activity 2 137 851
Total 1.1 6 342 692
1.2 Increase (decrease) in assets
Receipts from the répayment of loans and borrowings 30 778 857
Payments of granted loans and borrowings 39 031 000
Other cash payments on the purchase of current assets 10 070
Total 1.2 - 8262 213
1.3 Increase (decrease) in liabilities
Receipts form of banks credit, loans and borrowings received 8§ 886 643
Repayment of banks credit, loans and borrowings received 5294 775
Payments on income tax 383 721
Total 1.3 3 208 147
NET CASH FLOW FROM OPERATING ACTIVITIES 1 288 626
INVESTING ACTIVITIES .
Interests receipts -
Proceeds from sale of non-current assets &
Payments to buy non-current assets 166 777
Other cash receipts or payments -
NET CASH FLOW FROM INVESTING ACTIVITIES - 166 777
FINANCING ACTIVITIES
Deposit receipts of shares, issued shares 119 814
Other proceeds from financing activities 13 402
Payments for repurchase of quotas and shares 240 000
Dividends paid -
Other cash payments 153 709
NET CASH FLOW FROM FINANCING ACTIVITIES -260 493
NET CASH FLOW BEFORE EXTRAORDINARY ITEMS 861 355
Extraordinary cash receipls or payments -
TOTAL NET INFLOW 861 355
Effects of exchange rate changes -
Cash and cash equivalents at the beginning of year 1321971
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 2 183 326

These financial statements were authorized to be issued on O1-March 2017 by C iy’ mum

ted by: 4
/" Mrs. Angheluta Ecaterina, Executive director

A
s
Mrs, Barbaneagra Larisa, Chief-accountant \_/’552‘7/
f




O.M.F. .SMART CREDIT" S.R.L.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2016

PRINCIPAL ACCOUNTING POLICIES
1 Basis of presentation

The accompanying financial statements have been prepared in accordance with National
Accounting Standards and regulations set by the Ministry of Finance of the Republic of Moldova.
The accounting policy of the Company is elaborated and approved according to the national
regulations, based on the following fundamental accounting conventions:
. Going concern;
- Equality;
. Accrual basis.

The accounting policy of the Company is prepared based on the:

. Accounting Law No.113-XVI from April 27, 2007;

. Law on microfinance companies no,280 from July 22, 2004;

. Tax Code No.1163 — XIIT from April 24, 1997;

. National Accounting Standards and National Chart of Accounts approved by the
Ministry of Finance of the Republic of Moldova on August 06™ 2013;

. National Accounting Standard 63 “Presentation of information in financial statements of
the savings and loan associations and other similar institutions” approved by the Ministry of Finance of
the Republic of Moldova on October 28, 2002;

. Rules for the make cash transactions in the national economy of Moldova, approved by
Government Decision No. 764 of 25 November 1992 and subsequent amendments;

. Legal framework issued by National Commission For Financial Markets:

. Internal regulations of the Company.

Accounting records of the Company are kept in official language, using the currency of the
Republic of Moldova, that being the Moldovan Leu (MDL). The Company uses the double recording
accounting system, that requires to keep accounting of assets, equity, debts, costs, expenses and
revenues based on accounts. Financial transactions are recorded in the Smart Credit Management
software,

All economic facts are recorded based on sources and summary documents. The Company uses
standard documents forms approved by the Ministry of Finance. When no standard forms exist, the
Company uses forms of documents approved by the management. Source documents are provided on
paper.

The company performs general inventory counts of assets and liabilities elements annually,
according the Regulation on inventory counts approved by the Ministry of Finance and Ministry of
Justice. The inventory of cash is done during every quarter of the current year,

Going concern

The Company's management has made an assessment of the Company™s ability to continue as a
going concern and is satisfied that the Company has the resources to continue in business for the
foreseeable future, Furthermore, the management is not aware of any material uncertainties that may
cast significant doubt upon the Company’s ability to continue as a going concern. Thercfore, the
financial statements continue to be prepared on the going concern basis.



O.M.F. .SMART CREDIT" 5.R.L.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2016

Surmmary of significant accounting policies
The principal accounting policies applied in the preparation of these financial statements are set out
below.

Foreign currency translation
The financial statements are presented in Moldovan lei (“MDL™), which is the company’s functional

and presentational currency.

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at vear-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognized in the income statement.

Translation differences on non-monetary items, such as equity investments classified as available-for-
sale financial assets, are included in the fair value reserve in equity. The vear-end and average rates for
the year were:

2016 2015
UsSD Euro Usp Euro
Average for the period 19.9238 22.0548 18.8161 20.898
Year end 199814 208895 19.6585 214779

Intangible assets

Acquired computer software licenses are recognized as intangible assets on the basis of the costs
incurred 1o acquire and bring to use the software. Amortization of software is calculated based on
straight-line method, considering their service life according to each software description/benefits.

Depreciation is calculated on a straight-line basis over 3-3 years.

Costs associated with developing or maintaining computer software programs are recognized as an
expense as incurred. Costs that are directly associated with the production of identifiable and unique
software products controlled by the Company, and that will probably gencrate economic benefits
exceeding costs beyond one year, are recognized as intangible assets. Direct costs include software
development emplovee costs and an appropriate portion of relevant overheads.

Property, plant and equipment

Property and equipment and other assets are recorded at cost less accumulated depreciation.
Depreciation is provided using the straight-line method over the estimated useful lives of assets. The
useful life of fixed assets is determined according to Catalogue of fixed assets and intangible assets.
The assets” residual value is determined for each asset particularly.

The assets’ residual value and useful lives are reviewed, and adjusted if appropriate, at each balance
sheet date. Assets that are subject to amortization are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An asset’s camrying
amount is written down immediately to its recoverable amount if the asset’s earrying amount is greater
than its estimated recoverable amount. The recoverable amount is the higher of the asset’s fair value less
costs to sell and value in use.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2016

Items of tangible fixed assets that are retired or otherwise disposed of are eliminated from the
balance sheet along with the corresponding accumulated depreciation. Any gain or loss resulting from
such retirement or disposal is included within the current income statement. The assets’ repair is
recognized either as a current expense or capitalized on the basis of the costs.

Intangible assets included the software Smart Credit Management, developed by SC Green
Computers LLC (Romania) and maintained by Reality Soft (Romania) for microfinance companies.
Intangible assets are stated at historical cost and are amortized using the straight-line method during
their useful lives, which do not exceed five vears.

Other assets

Inventories

The accounting of inventories is kept in quantity and value expression. Inventories are derecognized
using the weighted average cost method The inventory of tangible assets is done according to the
Regulation of inventory, at least one time per year, for determining the real value of tangible fixed
assets.

Inventory consists of fuel for own use, other materials and low value items. Inventories are stated
at the purchase value. Small value items’ residual value is not determined at initial recognition

Accounis receivable

Accounts receivables include advances given, settlements with state budget/tax, receivable from
employees.

Other current assels

Other current assets include other prepaid expenses (prepayment of office’s insurance),
maintenance fee of the software, account forms and other subscriptions,

Impairment losses on loans

Estimates and judgments are continually evaluated based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under these circumstances.
Changes in assumptions may have a significant impact on the financial statements in the period
assumptions change. Management believes that the underlying assumptions are appropriate and the
Company's financial statements therefore present the financial position and results fairly, At the
moment the provisions are created monthly, according to estimation of future losses from unpaid
loans and receivables (related interest, commissions and penalties), which are recognized as non-
performing loans (315t day overdue). Under reports the accountant calculates the amount of provision
and accounts for them.

Provisions

Provisions are recognized when the Company has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation and a reliable estimate can be made of the amount of the obligation.
When the Company expects some or all of a provision to be reimbursed, the reimbursement is
recognized as a separate asset, but only when the reimbursement is virtually certain. The expense
relating 1o a provision is presented in the statement of profit or loss net of any reimbursement.

14



O.MF. ,SMART CREDIT" 5.R.L,
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2016

Provisions are recognized according to Internal regulation nr.02 from 01.04.2012, and which are in
correlation to recommendations of Agency of Financial market, “Regulation of classification of issued
loan and related interests calculated by microfinance companies”, established by decision no.11/1
from 14.03.2012.

Financial liabilities

All financial liabilities are initially accounted in acquisition cost, which also includes all expenses
related directly with the purchase. Adjusted acquisition cost shall be used for all further reflections.
The purchase price for short-term financial liabilities is generally equal to their nominal value, which
is why short-term financial liabilities are reflected on the balance sheet in the sum deemed to be paid.

In order to calculate long-term financial liabilities” adjusted purchase price, they are accounted by
the fair value of gained remuneration. A financial liability is categorized as being shori-term, if the
liability is due within twelve months from the date of the balance sheet; or if the undertaking does not
have an unconditional right to postpone the fulfillment of the payment liability for longer than twelve
months from the date of the balance sheet. Obligations that stem from a loan agreement with a
repayment term of up to twelve months from the date of the balance sheet are reflected as short-term,
on the condition that the term of the repayment lapses prior to the approval of the annual report,

Borrowings

Borrowings are recognized initially at fair value, being their issue proceeds (fair value of
consideration received) net of transaction costs incurred. Subsequently borrowings are stated at
amortized cost and any difference between net proceeds and the redemption value is recognized in the
income statement over the period of the borrowings using the effective interest method.

Dividends

Dividends are not accounted for until they have been approved at the annual general meeting of the
company’s shareholders.

Other liabilities

Pension costs and employee 's benefits

The Company contributes in respect of its employees to the Government social, medical and
retirement contribution at the statutory rates in force during the year at 33,5% (23%, 4,5% and 6%),
based on gross salary payments. The cost of these payments is charged to statement of revenue and
cxpenses in the same period as the related salary cost.

The Company has no other obligation to provide pensions or other post retirement benefits to any of

its management or staff, accordingly, no provision for future pension costs is required

fncome Teax

For 2016 year, according to the Income Tax Code the annual profits earned by Moldovan companies
are taxed in Moldova at the rate 12%. Also the distribution of retained earnings is subject to the taxation
at the rate 6% on the amount paid out as dividends. During 2016, according to the Tax Code, “Smart
Credit” LLC paid income tax, the amount was calculated based on taxable income of 2016 year.

Income tax payable on profits, based on the applicable Moldovan tax law, is recognized as an expense
in the period in which profits arise.



O.MF. ,SMART CREDIT" S.R.L.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2016

Income Recognition

Interest income is recognized to the extent that it is probable that the economic benefits will flow
to the Company and the interest income can be reliably measured, Operating revenue arising from the
rendering of services comprises interest income on loans granted. Other operating income includes
commission income in the form of penalties, etc.

Interest income and expense is recognized in income statement for all interest-bearing financial
mstruments. Fees and commissions are generally recognized on an accrual basis when the service has
been provided. Other income is recognized on accrual basis at the moment of executing the respective
transactions.

Liguidity risk

Liquidity risk is managed by each Company. Company's loan products are unsecured business and
consumer loans with maturity of not less than | month and not longer than 48 months: the loan amounts
of not less than approximately 100 EUR and not more than approximately 6300 EUR equivalent in
MDL; and the annualized percentage rates (APR) in a range between 34,88 % and 56,10 % per annum
depending on the loan amount, matarity and type of customer.

In order to manage our liquidity, the organization can place liquidity in current accounts, term
deposits and liquid financial instruments and will constitute and maintain at any date liquid assets a
certain percentage of the total borrowings. This percentage was 0.8% in 2015 and shall reach in
subsequent years 1,5 %.

Client fraud or incapability

A client with original fraud intention or inability to repay is the second biggest possible source of
financial loss. Measures to mitigate that risk belong to specific Company’s knowhow and are not
disclosed in Annual Report Annex.

The Company use personal identification, personal contact verification, employment verification,
cross verfication of public databases, social links and statistical analysis of performing |
nonperforming clients (a scorecard) to make the credit approval / rejection decision.

Approximately 1/3 of new loan applications are rejected by Company. Client incapability or
nonperformance risk is mitigated by regulating loan product parameters (maximum loan amount,
maximum loan duration, maximum monthly repayment in relation to the client's salary, and
commission fee) that particular client qualifies for. Majority of new clients can get loans for up to a
year, with a higher APR (annualized percentage rate) to cover the increased risk of loss. Returning
clients® choice or products increases, depending on their individual performance. The APR is reduced
and the maturity can also be lengthened for up to 18 months.

General risk management policies

The management constantly observes the following ratios, and if necessary, makes adjustments
into operations, into credit policy or in finance management according to:
* CP1 - customer performance index — is the ratio of actually duly repaid loan installments against
expected (contractually required) repayments within a tolerance period for repayment delays, which is
normally 30 days; CPI is measured by whole porifolio, by different loan products, by customer
Company's and by periods. CPI 100 means that all repayments are duly made, as expected according

I6
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to the contracts. The Company’s target is CPI above 90 but it actually varies by loan product,
customer Company and even issuing offices (Moldovan regions).

* Company's liabilities versus loan portfolio, where the target is to have loans portfolio increase faster
than the Company's liabilities;

* Debt collection rates;

* Number of operations performed by each employee, and time spent on various operations — to
increase work efficiency;

= Company’s actual performance versus the budgeted performance.

Company reviews the risk identification and management policies and procedures according to the
change of Company’s activities and financial situation, several times a year. The usual review period
is once a month, but extraordinary events (such as sharp exchange rate fluctuations or competition
situation on the market) trigger immediate responses.

Loan Risk management

The Board and / or Credit Committee will assure a correct policy of administration of assets and
liabilities. This policy defines the services of organization and market. It is part of the operational
handbook. The Board will be reviewing the operational handbook at least two times a year.

Interest caleulation

The Committee shall ensure that the interest rate on loans is set at a level sufficient to cover:
+  Interest costs on funding

Risk costs {1%),

*  Eventual hedging costs,
. Administration expenses (6-10 %),
« and a ROE of at least 10 % to have 19% equity in assets,

Thus at present the company's management believes that the 26 — 35 % annual interest rate on loans
fulil this goal.

The Committee must also ensure that the interest rate is fixed at a level comparable with other
financial institutions in order not to lose existing customers and unattractive new ones.

Risk management in corruption

For businesses, corruption impedes business growth, escalates costs and poses serious legal and
reputational risks. It also raises transaction costs, undermines fair competition, impedes long-term
foreign and domestic investment, and distorts development priorities. Investors too understand that
corruption can negatively impact value and pose financial, operational and reputational risks to their
investments. (Source: UN Global Compact)

The company’s business is prepared to deal with corruption. So, the company annually performed
an external audit of the financial statements, grant loans after decision of Credit Committee that
considerably decrease some corruption problems.
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2 Cash in hand, current bank accounts and other cash equivalents

Cash includes cash in hand, current accounts in banks and other cash equivalents in Moldovan
Lei / MDL , EUR and USD.

2016 2015

MDL MDL
Cash in hand 1 169 842 1 043 282
Current at bank 7200 g 309
Cash at bank - foreign currency 997 565 261 347
Other cash E71% g 833
TOTAL 2183 325 1321 971

3 Loans and borrowings to customers, receivables on income accrued

Short-term Long-term Total

secured  unsecured  secured unsectred secured unsecured
Agriculture/ food
industry - 434 974 - 5 424 T66 - 5 859 740
Stmsiond - 2292319 - 10719082 - 13011401
Development
Consumer loans - 1 663 196 - 3 008 205 - 3571 402
Industry / Trade - 242 519 - 2739474 - 2 981 993
Transport - 233 563 - T 442 981 - 1676 544
Other purposes - 17 679 - 42921 - 60 600
I0th ooms and 4884250 24277 430 - 29161680
borrowings
Receivables on income accrued (interests on loans, penalties, ete.) 372 623

Loans are granted by individuals under the loan agreements. The number of loan beneficiaries at
31.12.2016 was 2021 people.

The maximum amount of the loan to a beneficiary at 31.12.2016 was:
a) 0 MDL - secured loans:
b) 130 000 MDL — unsecured loans.
Under the terms of maturity, loans and interest at 31.12.2016 are classified as follows:

Maturity Granted loans Total granted  Interests
secured unsecured loans on loans
A 1 2 3=142 4

Up to | month - 1 905 515 1 905 515 283 778
From 1 to 3 months - 3 924 461 3 924 461 -
From 3 months to 1 year - 14 033 588 14 033 588 -
From 1 to 3 years - 9 065 447 9 065 447 -
From 3 to 5 years - 232 669 232 669 -
More than 5 years - - = .
Total - 29 161 680 29 161 680 283 778

s
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All loans and receivables are recognized in the balance sheet when cash is advanced to borrowers.

A eredit nsk allowances for loan impairment is established if there is objective evidence that the
Company will not be able to collect all amounts due. Management uses estimates based on historical
loss experience for assets with similar credit risk characteristics and current economic climate in which
the borrowers operate. The methodology and assumptions used are reviewed regularly to reduce any
differences between loss estimates and actual loss experience. Nevertheless, it is possible, that outcomes
within the next financial year that are different from assumptions could require a material adjustment to
the carrying amount of the asset or liability affected. When a loan is uncollectible, it is written off

against the related allowances for credit losses; subsequent recoveries are credited to the income
statement.

4 Provisions for loans and borrowings impairment and for interests on loans and borrowings

Loans/ interests Value Quota (Vo) Provision
categories Loan Interest Loan Interest Loan Interest
A 1 4 5 6 T=1*5 B=4%5

Standard 27943173 X 2 X 558 Bod x
Watch 744 413 27 680 5 5 37 221 1384
Sub-standard 224 415 10 836 30 30 67 326 3251
Doubtful 249 679 29 183 6 60 149 808 17 510
Loss - - 100 100 - -
Total 29 161 680 67 699 X X 813219 22145

The assessment of provisions requires the application of management's judgment and estimates, as to
the probability of an outflow of resources, the probability of recovery of resources from corresponding
sources including security or collateral or insurance arrangements where appropriate, and the amounts
and timings of such outflows and recoveries, if any. This judgement are included into Internal
regulations of the Company nr.02 from 01.04.2012, and which are in correlation recomandation of
Agency of Financial market, “Regulation of classification of issued loan and related interests
calculated by microfinance companies”, established by decision no.11/1 from 14.03.2012. During
2016 year, the company portfolio were tested to provision monthly, and created/posted to provision.
The created provisions are included in the loss account,

19
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8 Other liabilities

Payables to employees
Debt Insurance

Orther payables
Payables to state budget
Total Other liabilities

9 Interest income on granted loans and borrowings

Interest income on:
Granted loans and borrowings

Total Interest income on granted loans and

borrowings

10 Other interest expenses

Interest expenses on granted credits, loans
and borrowings
Total Other interest expenses

11 Net profit/ (loss) on provisions recognition/derecognizing

Provisions derecognizing income
Provisions recognition expenses
Total Net profit/ (loss)

12 Other operating income

Commissions

Penalties, fines

Other income

Total Other operating income

Ending balance, Ending balance,
vear 2016 year 2015
MDL MDL

T8O Usd

55432 6 164
3597 2450

92 467 9133

152 276 18 731
2016 2015

MDL MDL

8 579 201 5857 189

B 579 201 5 857 189
2016 2015

MDL MDL

3420 843 2745 788

3 420 843 2745 788
2016 2015

MDL MDL

979 086 760 398

1 952 253 1037 142
-973 167 =276 744
2016 2015

MDL MDL

2243 780 1661 139
778 667 378037

163 725 94 427
3186172 2 133 603
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13 General and administrative expenses

Administrative staff and management costs
Depreciation of fixed assets

Taxes, duties and fees, other than income tax
Travel

Other general and administrative expenses
Total General and administrative expenses

14 Other operating expenses

Fines and penalties
Other expenses
Total Other operating expenses

15 Financial profit/ (loss) - Net

INCOME

Foreign exchange gain
Other
LOSS

Foreign exchange loss
NET FINANCIAL PROFIT / (LOSS)

16 Income tax expenses

Current income tax expenses
INCOME TAX EXPENSES

2016 2015
MDL MDL

1 744 159 1 074 593
213 026 186 652
16113 3003
136 147 43 lod
644 007 300 598
2773 452 1 810 005
2016 2015
MDL MDL

s 12027

762 (144 297 901
762 044 309 929
2016 2015
MDL MDL
230 316 243 395
41 451

272 853 265 672
-42 637 19 174
2016 2015
MDL MDL
352376 341 140
552 376 341 140
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