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Our Vision: 0
To lead the innovation of financial services for SMEs nationwide i

Our Founding Shareholders:
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Our Mission Statement

The Iragi Company for Financing SMEs pioneers SME financing through innovative credit products,
stable funding, attractive loan pricing, and targeted loan programs. It champions best practices
in loan origination and underwriting. It is a catalyst that accelerates private bank engagement
directly supporting SME growth and expansion. In doing so, ICF-SME builds a sustainable financing
platform, open to future collaboration with all donors, to further revitalize Iraq’s private sector.

IRAQI COMPANY FOR FINANCING SME’S —
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Chairman’s Letter

Since its inception in 2009 our company, the Iragi Company for Financing SMEs (ICF- SME),
has developed into an important facilitator financing small and medium enterprises in Iraq
through our lending network of nine private commercial banks.

Over the past year the Company continued to strengthen its capacity as a first class, non- bank
financial institution, mobilizing and channeling funds to our network of partner banks whilst
providing ongoing technical support. Consequently, the targeted on-lending by these banks to
its SME clients continued to increase throughout the year.

Extensive research shows that SMEs are abundant in Iraq whilst their  access to bank
loans is limited. Yet, collectively SMEs worldwide make a si i?‘lcant contribution to income stability,
growth and employment, and can do the same in Iraq. The importance of SMEs to longer term
economic stability derives from their diversity and flexibility, weathering adverse economic
conditions, whilst serving the public’s needs.

This highlights an increasingly important role for ICF-SME in the future. The Company has
establisﬁed a sound platform from which it is well positioned to expand its programs and support
activities. To accomplish this we reach out for new partnerships with prospective donors and
investors to further advance SME lending in Iraq.

Increasingly prospective partners recognize the vital intermediary role of ICF-SME in stimulating
the SME sector while functioning as an independent and thoroughly professional institution.
The year ahead presents both opportunities and challenges for tKe Company as its impact
grows in the Iragi business community. On behalf of the shareholders | wish to express
my appreciation to management and our partners for their hard work and ongoing support in
building a sustainable institution for the benefit of Iraq and its people.

IRAQI COMPANY FOR FINANCING SMFE’S
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Managing Director’s Report

About the Company

The Iragi Company for Financing SME’s (ICF-SME) is unique in that it harmonizes the SME lending
program goals of its donor-sponsors with its own specialization in program design, execution, and
monitoring of program implementation that is carried out through its lending network of private
commercial banks.

- RO~ =R

During 2011, ICF-SME shareholder banks continued expanding SME financing in Iraq, offering
primarily two-year loans at attractive rates. Such loans are recycled, as loan repayments flow
back to the banks, into new loans. ICF-SME carefully monitors this process: banks accumulate
loan repayments in its ICF- SME control account to on-lend to a new generation of borrowers.
ICF-SME is committed to its major partners - shareholders and sponsors - to ensure efficient
lending through judicious adherence to its operating agreement with lenders: it allocates grant
funds to participating banks; it monitors utilization in accordance with agreed operating guidelines;
and it reports to its sponsors comprehensive, accurate results on a regular basis.

R

Grant Programs

During 201 1,ICF-SME administered two separate grant programs awarded to itin 2009 and 2010 :

e 2009 $6 million Grant: Under the USAID-Tijara Provincial Economic Growth Program,
and in partnership with Iraqi private sector banks, ICF-SME offered loans to qualified SME
borrowers,in most cases seeking bank loans for the very first time,at below market rates. Using
this $6 million starter grant, ICF-SME’s bank network expanded SME credit availability to 18
provinces in Iraq.

* 2010 $I million Grant:The USAID-Inma Program awarded $1 million to ICF-SME to finance
agri-business exclusively. This funding was initially for bank agribusiness loans in Anbar
province, but is now planned for expansion to other provinces.

As 201 | ended,the Company was preparing to enter a third US governmentgrant program of up to $9
million designed specifically to finance, at below-market rates, entrepreneurs displaced as a result
of violence and civil unrest, and bereft of income producing assets and / or means to generate
income. These loans will enable borrowers to rehabilitate or enhance existing businesses or to
finance start-up, income producing ventures.

Review of Key Results

Over the past year the Company advanced SME financing in Iraq. For the |2-month period ended
December 31,2011, ICF-SMFE’s participating banks increased their cumulative ICF-SME Program
loan count by 60%, from 781 loans at December 31,2010 to 1,249 loans at December 31,2011,
exceeding our estimate made one year ago of 1,000 loans. This significant increase in loan count
was achieved despite only a modest |7% increase in resources during the year. Average loan size
reduced slightly to $18,400 over the period under review, a favorable trend of financing smaller
enterprise requirements. Cumulative Iraqgi Dinar loan volume increased by 52% during 2011 to
$23.0 million over 2010’s total of $15.1 million.

IRAQI COMPANY FOR FINANCING SME’S
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Such results could not have been achieved without the commitment and competency of our
shareholder lending banks. Since 2009, ICF-SME’s network of lenders has efficiently utilized
their allocations from |ICF-SME to originate loans of $23.023 million, and in the process, have co-
funded from their own resources $5.273 million, or 23% of loans granted. Bank recycling of loan
repayments grew in importance as well during 201 |, contributing $ 5.6 million to this year’s loan
origination of $8 million, thus representing 65% of the total. Since inception, bank recycling of the
original grant funds into new loans has accounted for 47% of all loan origination.

Recyling & Co-Funding Impact on Loan
Orgination by ICF-SME banks , Since Inception

(@ $'000

Cumulative loan disbursements  $23.023m

.li.::l-.iundedi.:r'g,r
banks 55.273m

1-Dec 1-Dll:/
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Key occurrences and events during the year 201 I:
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. February — Received formal approval to convert $| million Grant funds to share capital.
. March — ICF-SME shareholders apply an additional $1 million of share capital to loans.
l]; . May - ICF-SME proposed to the Government of Iraq a $140 million fund for the Company
P to administer on its behalf to finance small businesses and create jobs.
[0) . June —The Company began implementation of a specialized loan reporting software,
R named Noqood, for its bank network to facilitate improved loan monitoring and reporting.
T

. September —The Company appointed Mr Wisam Noori Sagman as the new Managing
Director and increased staff.

. November — The Company committed to a new program, the Iraqgi Vulnerable Group

Support Initiative (IVGSI), launched to finance income generating activities of

R

Entrepreneurs displaced or forced to discontinue operations due to civil unrest.

. December - The Company restructured its USAID-INMA grant in order to
redeploy financing for agribusinesses more widely through additional banks to more
Provinces.

Capacity Building

Access to finance is not solely a matter of increasing sources of financing for SME
borrowers. It is also a matter of pre-conditioning the borrowers through focused
management training, enabling borrowers to better manage their businesses and attract
institutional lenders. In this area, ICF-SME continued to facilitate training under UNOPS/ILO
sponsorship with a view to become a major coordinator of training for Iragi SMEs through Iragqi
institutions. Of equal importance, ICF-SME continued to provide supporting technical services
to its partner banks. Capacity building within these institutions is seen to go hand in hand with
funding. As such, a high priority was given to improving the accuracy and consistency of bank
reporting by strengthening bank loan reporting skills.

The Continuing Challenge

In lrag, SME’s have encountered a difficult working environment and a lack of institutional
support. Today however, there is greater potential for significant SME development as the
economy stabilizes. This will translate into growing demand for additional sources of finance.
At present,access to credit is extremely low in Iraq. AWorld Bank report points out that although
growing rapidly in 2010, bank credit in Iraq stands at only 10 percent of GDP compared to a 55
percent average for the MENA region. Furthermore, less than 5 percent of SMEs in the
formal sector are estimated to have ever received a bank loan, and fewer than 10 percent of
them have ever had a bank account.

Increasing demands for SME finance present fresh challenges for ICF-SME. It must enhance its
own capacity and resources while upholding its credit policies and corporate governance standards
to increase SME financing through its shareholder banks. Key to ICF-SMFE’s sustainability remains
attracting new sources of capital, possibly in the role of an apex fund administrator allocating
resources to a variety of financial institutions. Increasingly, the Company is presenting itself to new
outside organizations in the quest for new funding sources.

_ IRAQI COMPANY FOR FINANCING SME’S



Our Donor Partners — Seamless Collaboration
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Partner bank loan placement infrastructure and branch network allows |ICF-SME to distribute
funds effectively to the ultimate target group — small and medium enterprises.This lean structure
with few layers ensures transparency and presents a strong case for supporting the Company’s
role as a catalyst of SME finance in Iraq.

ICF-SME remains open to public and private donor institutions, international financial institutions
and investors. As a private non-bank financial institution, ICF-SMFE’s expertise can leverage private
capital that might otherwise not be offered for an SME loan program.

_7AOo=HER

Company’s Characteristics:-
* |CF-SME has demonstrated that its bank network can operate effectively throughout Iraq.

* The Company’s financing structure allows donors to achieve their development objectives
whilst transferring the difficult and time-consuming task of local bank selection to ICF-SME.

* It promotes existing best practices and program resources for effective outcomes.

—— N

* It places funds with lenders based on clear selection criteria, such as institutional
sustainability, portfolio quality, depth of outreach and management quality.

* Participating banks are cIoseI{1 monitored on the basis of clearly defined performance targets
and the Company retains authority to reallocate funding if performance criteria are not met.

Taking into account the above, | remain confident that ICF-SME will retain the capacity to advance
private bank lending to small business in Iraq.

Looking Ahead

The business outlook for the year ahead is favorable. Interest rates and borrowing costs are
relatively low making SME loans more affordable to borrowers. Loan terms have begun to inch
past the two-year mark, some now even extending out to three years.The volume of SME lending
will continue to rise, forcing lenders to manage a greater volume of associated SME credit risk.
More lenders are finding this an acceptable challenge, which we see as an encouraging sign. For
the banks, more SME loans will also increase net interest revenue, and opportunities for additional
fee revenues, while diversifying credit risk.

ICF-SME will play a central role facilitating SME access to finance as SME demand increases. The
Company has evolved rapidly since inception and is today uniquely positioned to fulfill SME loan
program objectives of future sponsors.

| am grateful to the highly capable,committed management and staff of ICF-SME who are so essential
to its continuing success. The foundations we have laid in recent years will support the expansion
of SME finance. | am confident that ICF-SME can deliver on the challenges of the coming year.

IRAQI COMPANY FOR FINANCING SME’S



How We Work
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ICF-SME functions as an intermediary financial institution that channels funding (grants) to multiple
Iragi private commercial banks while offering supporting technical services. Key participants,

R reporting accountability and flow of funds are illustrated below:
E
P .
0 ICF-SME Program Mechanism
R
T
2 ICF-SME
0 Design Program
sBank Co-Funding L ici i
1 Feostna B S b S ey
1 SPDI'ISC"' ‘Borrower Targets Cnnfnrnl;ug Loans

Signed Agresment

Provides *Reports Protocol

Funding
For SHME
Loans

SME | SME |
SHE SME |

N J

The revolving nature of SME loans granted by the participating banks enabled $17.750 million of
funds to be recycled as a source for new loans by 3|1 December 201 |.This process was strictly
controlled and monitored - repayments on loans are accumulated in a separate SME control account
maintained by each bank, and continually utilized to finance a new generation of loans. ICF-SME
charges a funds management fee which, depending on the grant program under administration, may
vary from 4% p.a.down to 1.5% p.a. paid by lenders quarterly in arrears on funds allocated to them.

ICF-SMPE’s management responsibility is to allocate grant funds to participating banks; oversee
adherence to the operating procedures established; scrupulously monitor fund utilization under
the operating agreement; ensure at least 95% funds utilization in conforming SME loans, reallocating
among the lenders if necessary; and reporting thoroughly to its funding sponsors. Strict corporate
governance and operating controls yield to sponsors transparent and accurate accountability.

_ IRAQI COMPANY FOR FINANCING SME’S



Development Impact

Employment creation:-

At a conservative estimate over 2,300 new jobs were attributed to SME loans originated up to
2011 year end, in virtually all cases granted to new SME borrowers. However, the impact of the
ICF-SME loan program on job creation is greater when including indirect jobs associated with
new loans. These indirect jobs are in the value chain that is affected by new business loans -
material suppliers, transporters, business service providers, etc. We estimate 4,000 new indirect
jobs by the end of 201 | as a result of loans extended through the program, based on international

c»>CcZZp
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practice applying a conservative |.67 multiplier effect for indirect employment creation.

Figure 1: Employment creation attributed to new loans
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Regional Representation

Figure 2: Cumulative distribution of loans by sector at Dec 31,201 |
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Geographic Outreach:-

With collective representation in all 18 Iraqgi provinces our bank shareholders have disbursed
loans to all regions through their network. However, 75% of disbursements were concentrated
in the North and South Central regions.We anticipate achieving a wider outreach as the banks
progressively penetrate new segments and with our new initiative being launched for displaced
entrepreneurs in the forthcoming year.

Cumulative Distribution of Loans by Region

December 31,2011

$ 3,235,000
14 %

Naorthern Region

$ 3,982,000
17 %

$ 14,335,000
62 %

$ 1,471,000
6 %
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Supporting Female Entrepreneurs:-
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The cumulative number of loans made to female entrepreneurs increased from 94 to 134 over
the 12 month period ended 3| December 201 I, but as a percentage of total remained relatively

low at only 10%. Compared to 2010, loans to this category increased significantly on a month-by- R
month basis as shown in the chart below. At the end of December 201 | the cumulative number E
of loans had grown 57% over the previous year. P
Figure 3: Number of loans to women O
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The average value of loans granted to women remained steady above $16,500 but
still lower than average loans to men ($18,834). The relatively low percentage of loans
granted to female entrepreneurs, and the lower average value of these loans, has spurred
management to consider new initiatives targeting female entrepreneurs in the year ahead.

IRAQI COMPANY FOR FINANCING SME’S _




Mosul’s Al-Sabaya Sweets
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Until it was forced to close for three years because
of terrorist activity in Ninawa,Al-Sabaya Sweets in
Mosul had a reputation for excellence.Two years
ago, Al-Sabaya owner Mowafaq Georgis Hassn,53
decided to reopen. He applied to Mosul Bank for
a |5 million ID loan partially funded by the Iragqi

- OwER

Company for Financing SMEs. The money enabled
him to reopen his three retail stores, each of which
is attached to a large bakery.Today, the Mowafaq
family is back in business, producing 250 kilos of

— = O DN

sweets a day.Even more importantare the |9 new
.jobs his bakeries provide

Photo by Saeed L

Mowafaq Georgis Hassn used an ID 15 million ICF-
SME loan to rehabilitate Al-Sabaya Sweets in Mosul

Khadir Sulaiman Operates

Profitable Pickle Shops

Pickles are part of the daily diet in Northern Iraq.
And for the past |3 years,Khadir Sulaiman, 33, has
helped keep Dahuk kitchens well stocked with
savory vegetables. To make the jump from
wholesaler to retailer, however, Khadir needed a
loan.In 2011, Gulf Bank’s Dahuk branch awarded
him a ID 10 million SME loan. Khadir used the
money to buy six tons of lragi-grown pickles
and a ton of chilies from Turkey.

Increasedinventory enabled himto openthree retail
shops.“Selling pickles is a family tradition,” Khadir
explains.“My goal is to repay the firstloan and apply
for a second so | can buy 12 tons of cucumbers.
Selling pickles is my job just like it was my father’s.”

Photo by David DeVoss

Dahuk Pickle Vendor Khadir Sulaiman

IRAQI COMPANY FOR FINANCING SME'S




Nassriya Beds and Blankets
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There’s a modest home furnishings and textiles
shop on Al-Haboby Street in Nassriya. Sixty-four
year old Musa Mohammed Idi has worked there
all of his life. Musa’s father and grandfather ran
the shop before him.Recently, Musa noticed that
the store that sustained three generations of his

—ro~ER

family could use an upgrade.

It needed a new assortment of bedding, blankets
and fabrics plus a machine that would allow
Musa to produce mattresses, the product he

N

sold with the biggest markup. Gulf Bank
provided a loan of ID 30 million, partially financed
with funds from ICF-SME. With the moneyin hand
Musa bought new inventory plus a laser that cut
foamfor usein mattresses.Today,Musa earnsatidy

Photo by Saif Jewad profit of 16% after all expenses are paid and he’s
Musa Mohammed Idi’s New Products thinkingabout passingthebusinessalongto one of
his five children.

Company's Loan Brings Bigger

Profits

Ali Mohammed Madhi was a small businessman
with large expectations.The 47- year old merchant
wanted to expand his carpet shop and sell Turkish
carpets and blankets in addition to those from
Iran. A Bank of Baghdad loan officer in Diwaniyah
listened to his business plan and agreed to loan
him 15 million ID. Ali’s new products attracted
more customers to his shop. His store now earns
a 20% net profit, which has allowed Ali to repay
his loan and dream about further expansion.

Ali Mohammed Madhi (right) shows purple carpet

to prospective buyers.

IRAQI COMPANY FOR FINANCING SME’S
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Independent Auditors’ Report to the Shareholders of

Iraqi Company for Financing SME’s Ltd.

We have audited the annual financial statements of the Iragi Company for Financing SME's Limited
for the year ended December 31, 201 |, which comprise the Balance Sheet as at 31 December
2011, the Income Statement, the Statement of Changes in Equity, the Cash Flow statement for
the year then ended, and related notes (1) to (18).

These financial statement have been prepared under the accounting polices set out therein

_7AOo=HER

Management’s responsibility for the financial statements
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Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards. 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, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements.The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements 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 entity’s internal control.

An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the
Company as at 3|1 December 201 |, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.

ADEL M.AL- HASSON

CERTIFIED PUBLIC
ACCOUNANT

Adel alhasson & co.
CPA'’S & consultants
Baghdad- April 16th 2012

IRAQI COMPANY FOR FINANCING SME’S
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IRAQI COMPANY FOR FINANCING SME’s Ltd.

BALANCE SHEET
as at DECEMBER 31,201 |

ASSETS

Current assets

Cash and cash equivalents
Loans granted to banks
Other current assets

Non current assets
Total assets

LIABILITIES AND EQUITY
LIABILITIES

Current liabilities

Trade and other payables
Provisions

Long Term Liabilities
Conditional grant received
Total liabilities

EQUITY

Share Capital — Ordinary shares
Reserves

Retained earnings

Other reserves

Total equity

13
13

STATEMENT (A)

2011 2010

IQD(000) IQD(000)
1,623,959 1,437,264
8,232,000 8,232,000
7,818 2,246
9,863,777 9,671,510
1,543 -
9,865,320 9,671,510
15,015 6,070
33,880 31,918
48,895 37,988
7,056,000 8,232,000
7,104,895 8,269,988
2,352,000 1,176,000
388,003 214,245
20,422 11,277
2,760,425 1,401,522
9,865,320 9,671,510

IRAQI COMPANY FOR FINANCING SMFE’S




IRAQI COMPANY FOR FINANCING SME’s Ltd.
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INCOME STATEMENT R
FORTHEYEAR ENDED DECEMBER 31,201 1 llz
STATEMENT (B)

201 | 2010 0

IQD(000) IQD(000) 1;

Revenues 2

Revenues received from loans granted 14 325,453 318,259 0

1

Expenses 1
Employees expenses 15 (129,681) (79,580)
Service expenses 16 (43,549) (46,299)
Depreciation of furniture & office appliances 8 (230) -

Operating profit

Other income 17 81,337 25,734
Non-Operational expenses 18 (16,980) (8,217)
Profit before tax 216,350 209,897
Corporation tax (33,447) (31,918)
Profit for the year 182,903 177,979

In accordance with Iraqi Companies Law
Attributable to:-

Statutory legal reserve 9,145 8,899
Retained earnings 173,758 169,080
182,903 177,979

IRAQI COMPANY FOR FINANCING SME’S
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At | January 2010
Issue of share capital

Profit for the year

At 3| December
2010

Issue of share capital
Profit for the year

At 3| December
201 |

STATEMENT OF CHANGES IN EQUITY
FORTHEYEAR ENDED DECEMBER 31,2011

IRAQI COMPANY FOR FINANCING SME’s Ltd.

STATEMENT (C)
Sors TG Reaned  Toulel o tquiy
IQD(000)  IQD(000)  IQD(000)  IQD(000) IQD(000)
270,000 2,378 45,165 47,543 317,543
906,000 906,000
8,899 169,080 177,979 177,979
1,176,000 11,277 214,245 225,522 1,401,522
1,176,000 1,176,000
9,145 173,758 182,903 182,903
2,352,000 20,422 388,003 408,425 2,760,425
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STATEMENT OF CASH FLOW R

FORTHEYEAR ENDED DECEMBER 31,2011 E

STATEMENT (D) P

2011 2010 0]

IQD(000) IQD(000) R

Operating activities: T

Profit before tax 216,350 209,897 )

Adjustments for: - 0

(Increase) in loans granted to banks 6 - (1,176,000) 1

(Increase) in other current assets -Accrued income 7 (5,572) (1,009) 1
Depreciation 8 230 -
(Increase) in trade and other payables 9 8,945 1,390
Income Tax payment 10 (31,485) (8,390)
Net cash flows from/(used in) investing activities 188,468 974,112

Investing activities
Purchase of furniture & office appliances 8 (1,773) -
Net cash flows from/(used in) investing activities (1,773) -
Cash flows from financing activities

(Decrease) increase in conditional grant received I (1,176,000) 1,176,000
Subscribtion of paid up capital 12 1,176,000 906,000
Net cash flows from financing activities - 2,082,000
Net increase in cash and cash equivalence 186,695 1,107,888
Cash and cash equivalence at the beginning of year 1,437,264 329,376
Cash and cash equivalents at the end of year 1,623,959 1,437,264
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IRAQI COMPANY FOR FINANCING SME’s Ltd.
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Notes to the financial statements

| . General information

R

The Irag Company for Financing SME’s Limited was incorporated on May 18, 2009 (Registration
Certificate No. 2/ 72012), with a subscribed and paid up capital of IQD 270,000,000 (Iragi Dinars
Two Hundred Seventy Million Only).

The Company functions as an intermediary, non-bank financial institution administering funding
(grants) to its shareholder private commercial banks while offering supporting technical services.

The company is domiciled in Irag,and remained an independent entity throughout the year ended
31 December 201 1.

2. Summary of significant accounting policies

The principle accounting policies applied in the preparation of these financial statements are set
out below.These policies have been applied during the year ended 31 December 201 |.

2.1 Basis of preparation

The financial statements of the Iragi Company for Financing SME’s Limited have been prepared
in accordance with International Reporting standards (IFRS). Financial statements have been
prepared based on historical cost conventions.

The preparation of financial statements in conformity with IFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgment in the
process of applying the accounting policies. Those areas involving a higher degree of complexity,
or areas where assumptions and estimates are significant to the financial statements, are
disclosed under Note (4).

2.2 Foreign currency transactions

(a)- Functional and presentation currency

Items included in the financial statements of the Company are measured using the currency of
the primary economic environment in which the entity operates (“the functional currency”).The
financial statements are presented in Iragi Dinars (IQD) which is the Company’s functional and
presentation currency.

(b)- Transactions and balance

Foreign currency transactions are translated into functional currency using the exchange rates
prevailing at the date of transactions. Foreign exchange gain and losses resulting from the
settlement .
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of such transactions and from the transaction at year end exchange rates of monetary assets and
liabilities denominated in foreign currencies are recognized in the income statement.

Translation differences on non-monetary financial assets and liabilities are recognized in profit or
loss as part of the fair value gain or loss.

2.3 Property, plant, and equipment

All property, plant and equipment are stated at historical cost less depreciation. Historical cost
includes expenditure that is directly attributable to the acquisition of those items.

Subsequent costs are included in the asset’s carrying amount or are recognized as a separate
asset, as appropriate.The cost of basic developments is added to the value of these assets, when it
is probable that future economic benefits shall accrue over that estimated in accordance with the
standards of original performance of those assets.All other repairs and maintenance are charged
to other operating expenses during the financial period in which they are incurred.

Gains or losses on disposals of property, plant, and equipment are determined by comparing
proceeds with carrying amount. These are included in other operating expenses in the income
statement.

_-mOoO"ER

— - N

2.4 Impairment of non- financial assets value

Assets subject to amortization are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. Assets impairment
is determined by the amount of book value which is less than deemed recoverable asset value.
The recoverable value represents the fair value of the asset less selling costs and value in use,
whichever is higher.

For the purposes of assessing impairment, assets are grouped at the lowest levels for which
there are separately identifiable cash flows (cash-generating units). Non-financial assets other
than goodwill that suffered impairment are reviewed for possible reversal of the impairment at
each reporting date.

2.5 Trade / Loan receivables

Trade and / or loan receivables are recognized initially at their fair value. They are subsequently
measured at amortized cost using the effective interest method, less provision for impairment.
A provision for impairment of trade / loan receivables is established when there is objective
evidence that the company will not be able to collect all amounts due according to the original
terms of the receivables. Significant financial difficulties of the counterparty, probability that
the counterparty will enter bankruptcy or financial reorganization, and default in payments are
considered indicators that the amount to be received is impaired.

Therefore, the value of the provision for impairment represents the difference between the value
listed and recoverable value, which is the financial value of stalled cash flows discounted at market
interest rates. This impairment of trade / loan receivables is recognized as an expense in the
Income Statement.When trade / loan receivables are deemed uncollectible, it is written off against
the related allowance account. Such loans are written off after all the necessary procedures have
been completed and the amount of the loss has been determined.
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2.6 Cash and cash equivalents

Cash and cash equivalents include cash in hand, cash held at bank,demand deposits,other short-term

R

E highly liquid investments with original maturities of three months or less. Bank overdrafts are

p shown under current liabilities in the Balance Sheet.

o 2.7 Trade and other payables

R

T Trade payables are recognized initially at fair value and subsequently measured at amortized cost
using the effective interest method.

2 . .

0 2.8 Credit and credit banks

1 Credit and credit banks are recognized initially at fair value less transaction costs. Credit and

1 credit banks are subsequently stated at amortized cost. Interest expense is recognized on the

basis of the effective interest method and is included in finance costs. Credit and credit banks are
classified as current liabilities unless the company has an unconditional right to defer settlement
of the liability for at least |2 months after the reporting date.

2.9 Provisions
Provisions for restructuring costs and legal claims are recognized when: (1) the company has a
present legal or constructive obligation as a result of past events; (2) it is probable that a transfer

of economic benefits will be required to settle the obligation; and (3) the amount can be reliably
estimated.

2.10 Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods
in the ordinary course of the company’s activities, and when the collection of debtor accounts
related to the sale process is within a reasonable period.

2.11 Dividend distribution

Dividend distribution to the company’s shareholders is recognized as a liability in the Company’s
financial statements in the period for which the dividends are approved by the Company’s
shareholders.

2.12 Financial assets

The Company classifies its financial assets in the following categories:
* Financial assets at fair value through profit or loss;

* Loans and receivables; and

* Available-for-sale financial assets.

2.13 Share capital

In accordance with Iraqi Company Law, share capital is classified under common stock at no more
than one lIragi Dinar per share. Share capital plus reserves represent the owner’s equity.

2.14 Comparatives

Comparative figures are adjusted to conform to changes in presentation for the current year.
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3- Financial risk management

3.1 Financial risk factors R
The Company’s activities expose it to a variety of financial risks: material risk (including currency P
risk, fair value interest rate risk, cash flow interest rate risk and price risk), credit risk and liquidity
. , ) . C (0]
risk. The Company’s overall risk management is programmed to focus on the unpredictability R
of financial markets and seeks to minimize potential adverse effects on the Company’s financial
performance. T
3.1 Financial risk management (continued) 2
0
(a) Market risk 1
The Company operations are exposed to foreign exchange risk arising from various currency 1

exposures, primarily with respect to the US$.

The Company’s income and operating cash flows are substantially independent of change in
market rates.The Company has no significant interest bearing assets or liabilities.

(b) Credit risk

Credit risk is the risk of loss due to the non-performance of a counterparty in respect of any
financial or other obligation. Credit risk arises from cash and cash equivalents and deposits with
banks and financial institutions, as well as credit exposures to customers, including outstanding
receivables and committed transactions.

(c) Liquidity risk
Prudent liquidity risk management implies maintaining sufficient cash, the availability of funding
through an adequate amount of committed credit facilities.

The Company’s management principal liquidity risk objective is to optimally fund itself under
normal and stressed conditions.

3.2 Capital risk management

The Company’s primary objective when managing capital is to safe guard the Company’s ability to
continue as a going concern in order to provide returns for shareholders and benefits for other
stakeholders and to maintain an optimal capital structure at the most efficient cost of capital.
The Company monitors capital adequacy against its gearing ratio. The gearing ratio is calculated
as Net Debt divided by Total Capital where:

Net Debt is calculated as Total Liabilities (including all long-term and current liabilities), less cash
and cash equivalents, as reported in the Balance Sheet; and Total capital is calculated as Equity, as
defined and reflected in the Balance Sheet, plus Net Debt.

3.3 Fair value estimation

The carrying value less impairment provision of trade / loan receivables and payables are assumed
to approximate their fair values.

Trade / loan receivables and inventory value net of impairment provisions should approximate
their fair value.

4- Critical accounting estimates

Estimates and judgments are continually evaluated and are based on historical experience and
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other factors, including expectations of future events that are believed to be reasonable under
the circumstances. The Company makes estimates and assumptions concerning the future.

R The resulting accounting estimates will by definition rarely equal the related actual results. The

E estimates and the assumptions that have a significant risk of causing a material adjustment to the

P carrying amounts of assets and liabilities within the next financial year are outlined below:

(0]

R a-Income tax

T The amount of income tax provision can be determined through the identification of
unacceptable expenses for tax purposes, as well as a tax-free income, which requires preparation

2 of comprehensive study on the subject with respect to expectations for any additional amounts

0 related to tax provision.

1 b- Provision for doubtful debts

1

The Company is committed to providing for doubtful debts, in accordance with the Company’s
accounting policy. In such instances the deemed recoverable value of receivables is compared
with their book value to determine and estimate appropriate provisions.

5- Cash and cash equivalents

2011 2010
1QD (000) 1QD (000)
Cash in hand 586 1,736

Balance at banks :
Current account 1,170,373 259,528
Short term bank deposit 453,000 1,176,000
1,623,959 1,437,264

6- Loans granted to banks

2011 2010
1QD (000) 1QD (000)
Ashur International Bank for Investments 822,640 782,640
Bank of Baghdad 1,534,680 1,534,680
Basrah International Bank 529,106 623,280
Gulf Commercial Bank 1,206,440 1,136,440
Iraqi Middle East Bank for Investment 797,360 717,360
Mosulbankfor Investmentsand Development 869,080 829,080
National Bank of Iraq 473,400 673,400
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2011 2010
1QD (000) 1QD (000) R
E
North Bank for Investments and Finance 1,516,480 1,476,480 1())
Sumer Bank for Investments 482,814 458,640 R
8,232,000 8,232,000 !
2
0
7- Other Current Assets 1
1
2011 2010
1QD (000) 1QD (000)
Accrued income
Being interest not received from short term deposits
during the year ending 3| December 201 | 7,818 2,246
8- Non current assets
2011 2010
Furniture & office Equipment
1QD (000) 1QD (000)
Cost - as at January 01,201 | 1,773
Depreciation for the year 230 -
Book value, at 31 December 1,543 -

Accumulated depreciation

At January 01,201 | -

Depreciation 230 -
At December 31,201 | 230 -

IRAQI COMPANY FOR FINANCING SME’S



Notes to the financial statements (Continued)

> z22Zp

9-Trade and other payables

R

]IE, 2011 2010

(0) 1QD (000) 1QD (000)

R

T Non-Current Activity Credit 8,726 -
Accrued expenses - -

3 Professional audit fees 6,000 5,900

1 Social Security Establishment 289 170

1 15,015 6,070

10- Provision for taxation

The amount of Provision for taxation conforms to the assessment by the General Commission

for Taxes.
2011 2010
1QD (000) 1QD (000)
At | January, 201 | 31,918 8,390
Add: Current year’s provision for tax 33,447 31,918
65,365 40,308
Less: Settlement of previous year’s tax (31,485) (8,390)
At 31 December, 201 | 33,880 31,918

The Calculation of the current year’s provision for taxation is as follows:

Profit before tax, as per Income Statement

216,350
(B)
Add: Unallowable expenses for taxation 6.630
purposes - Previous years’ expenses ’
Taxable profit 222,980

Provision for taxation calculated at 15% of
taxable profit 33,447
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| I- Long Term Liabilities (Conditional grants received)

The Company has received two grants, as detailed below:
A- USAID/TIJARA Grant

The Company received a Conditional Grant from the Louis Berger Group on behalf of USAID
for the amount of US$ 6,000,000 (Grant No. 03-2009-FD801-G-8), being effective from June Ist
2009, and to be distributed among the Company’s founding shareholders, as indicated in Note (6)
above.

Subject to the general conditions of the said Grant, the Company had the right on expiration date
of the Grant (31December 2010) to convert the amount of the Conditional Grant to shares
, which are considered as part of the Company’s equity.

During the 201 | financial year $1 million of the $6 million USAID Grant was converted to share
capital with shares allocated to shareholders based on the combined percentage ownership and
loan origination performance criteria stipulated in the contract.

B- USAID/ INMA Grant

During The 2010 financial year, the Company implemented a program funded by a $1 million
USAID / INMA Grant initially to support agribusiness loans in Anbar province, but later made
available in eight other provinces.

As at December 31,201 |

US$ IQD (000)
USAID/TIJARA Grant - 2009 6,000,000 7,056,000
USAID/INMA Grant - 2010 1,000,000 1,176,000
Balance as at Ol January 201 | 7,000,000 8,232,000
Less: Conversion of USAID/
TIJARA Grant moniesGrant (1,000,000) (1,176,000)
monies
Closing Balance as 6.000.000 7.056.000

at 31 December 201 |

IRAQI COMPANY FOR FINANCING SMFE’S

c»>CcZZp

-~ Nela-Noll--!

N




Notes to the financial statements (Continued)

ol Sl A

12- Share Capital

R During the year the Company, as a result of a $| million Grant conversion, increased its ordinary
E share capital by IQD (000) 1,176,000 to a total share capital value of IQD (000) 2,352,000 as
P at 3|1 December 201 1.The transaction was authorized by a Register of Companies Resolution,
o which confirmed the allocation of share capital as indicated below:
R
T
2011 2010
(2) IQD (000) IQD (000)
i Ashur International Bank for Investments 271,116 130,666
Bank of Baghdad 355,939 130,667
Basrah International Bank 224,840 130,667
Gulf Commercial Bank 312,930 130,666
Iragi Middle East Bank for Investment 268,924 130,667
Mosul Bank for Investments and 249,513 130,666
Development
National Bank of Iraq 233,475 130,667
North Bank for Investments and Finance 256,688 130,667
Sumer Bank for Investments 178,575 130,667
2,352,000 1,176,000

| 3- Reserves

Reserves are reported in accordance with the prevailing statutory legislation requiring 5% of after
tax profit be set aside as a Statutory Capital Reserve, with the remaining balance transferred to
Retained Earnings.

Statutory Legal Retained

Reserve Earnings

(000) IQD (000) IQD

At | January 201 | 11,277 214,245
Profit for the year - as per statement ( B) 9,145 173,758
At 31 December 201 | 20,422 388,003
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1 4- Revenues received from loans granted

In terms of the Operating Agreements entered into between the Company and its participating R
banks, revenue was earned by the Company from an administrative fee charged at the rate of 4% E
per annum, as indicated below: _ P
0]
R
T
2011 2010 )
1QD (000) 1QD (000) 0
1
Revenues from USAID-TIJARA Grant 1
Ashur International Bank for Investments 32,861 30,758
Bank of Baghdad 40,244 41,395
Basrah International Bank 22,106 24,931
Gulf Commercial Bank 46,525 44,892
Iragi Middle East Bank for Investment Bank 30,975 28,694
Mosul Bank for Investments and Development 34,719 33,163
National Bank of Iraq 18,633 28,586
North Bank for Investments and Finance 33,567 31,465
Sumer Bank for Investments 18,783 18,345
Total revenues received from USAID - TIJARA 278 413 282229
Grant : )
Revenues from USAID-INMA Grant
Bank of Baghdad 19,992 20,136
North Bank for Investments and Finance 27,048 15,894
Total revenues received from USAID - INMA 47.040 36.030
Grant ’ ’
325,453 318,259
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I5- Employees Emoluments

R Employee emoluments incurred during the year ended 3|1 December 2011 amounted to IQD
E (000) 129,681 compared to the previous year of IQD (000) 79,580. Employee emoluments
P comprise staff salaries, allowances and social security contributions, as indicated below:
o 2011 2010
T 1QD (000) 1QD (000)
Staff salaries 101,023 73,426
3 Allowances 26,450 5,050
1 Social security contribution 2,208 1,104
! 129,681 79,580

16- Service and Commodity Expenses

Expenses incurred as a result of the Company’s operating activities of ICF-SME.The Company’s

contribution for stationary and training expenditure was reported as a new item during the year
ended December 31,201 1.

2011 2010
1QD (000) 1QD (000)

Commodities expenses
Stationery 150 -

Services expenses

Publicity,printing and entertainment I 1,455 9,555
Transport expenses 3,123 2,056
Travel and deligation Expenses 2,950 17,940
Communication 1,650 1,659
Subscriptions - 1,500
Rewards to non-Employees for services 11,050 750
Legal charges 6,508 6,013
Bank charges 463 226
Training Fees 200 -
Professional audit fees 6,000 5,900
43,549 46,299
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17- Other income

Other income earned during the year represents the interest received from short-term deposits R

at local banks as indicated below: E

P

2011 2010 o

1QD (000) 1QD (000) R

Interest received from short-term deposits at local 81.337 20.424 T
banks ’ ’

Subsidies received - 5310 2

81,337 25,734 (1)

1

18- Non-operational and other expenses

This expenditure, as shown below, is considered not to have any direct effect on the Company’s
operating activities: -

2011 2010
1QD (000) 1QD (000)
Non-operational and other expenses
Fines - 500
Taxes and dues 10,350 5,331
10,350 5,331
Other expenses
Other expenses Previous years’ expenses 6,630 2,386
16,980 8217
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ICF-SME is an lIragqi comBany created with financial assistance from the United States

R Agency for International Development (USAID) and the American people.
E
P
(0) Advisory Committee Membership: Il:‘:lankaging Director’s of nine shareholder
anks:
R Chairman: Ashur International Bank
T Members: Gulf Commercial Bank
Bank of Baghdad
2 Iraqi Middle East Bank for Inv.
Sumer Commercial Bank
0 North Bank for Financing & Inv.
1 Mosul Bank for Inv. & Development
1 Basrah International Bank

National Bank of Iraq

Auditors: Adel Alhasson & Co.
Legal Advisor: Mr. Dheaa Al-Baaj
ICF-SME Headquarters: Iraq, Baghdad, Al-Mansour District, Al-

Ameerat Street, D. 601 - St. # 26/1

ICF-SME Bank Account: Gulf Commercial Bank
Headquarters Branch Baghdad, Karradah
District, Al-Elwiyah Square

Grantors: USAID-Tijara
USAID-INMA
Contact Information: Website: www.icfsme.com

Email: info@icfsme.com

Technical Advisor: USAID-Tijara Provincial Economic Growth
Program
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