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IRAQI COMPANY FOR FINANCING SMEs, LTD.

The Iraqi Company for Financing SMEs (ICF-SME)

Our Vision:

To lead the innovation of financial services for SMEs nationwide

Our Founding Shareholders:

—

% Ashur International Bank

A

@ The Bank of Baghdad

Basrah International Bank for Investment

Gulf Commercial Bank

Iraqi Middle East Bank for Investment

Mosul Bank for Investment and Development

National Bank of Iraq

North Bank

Sumer Commercial Bank

Our Mission:

The Iraqi 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.
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Chairman Mr. Wadea Al-Handhal and representatives from the shareholder banks attend an ICF-SME
shareholder’s meeting in Baghdad.

Chairman’s Statement

Small and medium enterprises carry out the key role of economic growth and stabilization in developing economies,
and especially in Iraq. They provide essential goods and services to the public, and in the process, create new jobs,
raise household income, and contribute to our national development and sense of well being.

This in turn makes the supporting role of ICF-SME so much more vital. By offering through its private bank network
much needed stable funding, priced around 20% below going market rates for SME loans, to primarily first time
borrowers, the ICF-SME responds to the demand of small businesses in Iraq for financing from institutional lenders.

All large private sector companies were at one point in their histories small, but responsive and efficient enterprises.
As they grew, they offered new job opportunities to the work force. But those small companies did not evolve without
financing to support their growth.

The ICF-SME is the bridge connecting small and medium enterprises to the private commercial bank network. Since
operations commenced in mid 2009, the Company has distinguished itself by rapidly transforming grants awarded to
it through the USAID-Tijara Provincial Economic Growth Program into 781 small business loans at December 31,
2010 , valued at 17.8 billion Iraq Dinars, with all loans originated through ICF-SME’s sharecholder bank network.
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Managing Director's Report

Aboutl the Company

The Iraqi Company for Financing SME’s continued
during 2010 to implement through its shareholder banks
an SME lending program offering loans out to two years
in all Iraqi provinces at attractive interest rates. A key
feature of our program requires participating banks to
maintain a separate SME loan account to accumulate
repayments on ICF-SME program loans. These
repayments are promptly utilized to finance continuously
new generations of SME's loans (recycling) .

ICF-SME administers a sponsor’s funding program
through participating banks and accounts in full for all
utilization. ICF-SME is unique in that it harmonizes
the goals of the program sponsor with ICF-SME’s
specialization in program design and execution,

and through this oversight process, with the private ICF-SME Managing Director Sherwan Mustafa in “Al-Mada
commercial bank loan origination network. Culture Foundation Round Table” at 2010 that discussed

developing the SME Sector in Iraq

Highlights of 2010

Several key events occurred during the year :

* January — ICF-SME obtained 50% of the USAID-INMA $1 million grant awarded to the company in December
2009 to make agribusiness loans in Anbar.

¢ February — The Shareholders’ Advisory Committee adopted a new policy requiring all participating lenders to
keep at least 95% of program funds in loans to SME's.

* March - The program’s bank network reached all 18 provinces in Iraq
* May — ICF-SME obtained the second 50% of the $1 million INMA grant.

¢ July — The first province requested Ministry of Finance approval for a $10 million loan fund for its provincial
SME borrowers, all under ICF-SME administration.

* August — Shareholders approved to increase the company’s paid-in share capital to $1 million before year end.

* September — The company began development of a specialized loan reporting software for its bank network to
facilitate improved loan status monitoring.

* October — Paid in Capital was confirmed at $1million by the Company Registrar.

* November — UNOPS/ILO entered into discussions with the company to administer its UN-certified SME training
program in Iraq.

* December — ICF-SME took initial steps, in compliance with CBI Instruction No. 3 of 2010, to become a direct
lender (note: the company would guarantee any loan through the Iraqi Company for Bank Guarantees (ICBG) first.)

Results Overview= Qur Steps 1o Success

The ICF-SME participatingbanksin 2010 increased their cumulative loan count by over 93%, from 404 loans at December
31, 2009 to 781 loans at December 31, 2010. This exceeded our estimate made one year ago of 650 loans, and despite
only a modest 17% increase in resources during the year. Loan size average remained the same for both years at $19,400,
raising cumulative disbursements, also by over 93%, to $15.1 million from the previous year end level of $7.8 million.
New jobs resulting from these new SME loans, in virtually all cases extended to new SME borrowers, climbed to

almost 1,000, based on very conservative estimates. Indeed, if we factor in the indirect jobs associated with these new
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loans, then additional new jobs attributable to the ICF-SME loan program to date will surpass 2,000. Such results
could not have been achieved without the earnest and competent efforts of our shareholder lending banks. Not
only did they efficiently generate new loans to SMEs, they also collectively added their own resources to ICF-SME
program funds by 27% during 2010, compared to 21% during 2009, for a combined cumulative two-year average of
24%. Increasingly, our shareholders lend out from their own resources.

The Continuing Challenge

These encouraging developments, however, do not remove major challenges. First there is the challenge of meeting
the SME demand for credit. We estimate that the top 15% of small businesses in Iraq, having 3-29 employees, alone
need $1.6 billion of bank credit in addition to our estimated $200-$300 million currently offered by all private and
state banks in Iraq today.

A recent study sponsored by the USAID-Tijara program shows that only 5% of SME’s have ever borrowed from
banks. This should be much greater given SME’s pivotal role accelerating economic growth and creating jobs. The
World Bank , in comparing data from 21 MENA countries, ranks Iraq at the bottom of “Loans to SME’s as a Percentage
of GDP”. This is one of the reasons why the company supports the ongoing USAID-Tijara private sector initiatives to
improve bank expertise and desire to lend to SMEs.

A second major challenge that we confront is to find new funding to equip ICF-SME and lending banks with more loan
resources. During 2010 the company made clear progress in communicating its message and attracting new interest
from potential funds providers.

Training:

Access to finance is not solely a matter of increasing
financing sources for borrowers. It is also a matter
of pre-conditioning the borrowers with focused
management training to enable the borrower to
better manage his business and attract institutional
lenders. Therefore, the company continues to
build capacity to conduct training under UNOPS/
ILO sponsorship with a view to become a major
coordinator of training for Iraqi SMEs through
Iraqi institutions.

ICF-SME shareholders convene in Baghdad to deliberate on
Company business and future strategy.

Looking Ahead

We enter 2011 observing that more SMEs will look for bank financing. During 2010 general market interest rates
and borrowing costs came down, making SME loans more affordable to borrowers. The volume of SME lending,
although not meeting underlying demand for credit, continues to rise slowly. This in turn helps private commercial
banks acquire improved skills to diagnose and manage SME credit risk. Some banks have begun to view SME lending
as a safer and more profitable line of business to pursue because smaller loans diversify risk while attract loyalty from
new SME borrowers. Some have even begun to lend for three-year terms.

To continue this upward trend, ICF-SME looks forward to further collaboration with more sponsors to finance SMEs,
a process which will create more jobs for Iraqi citizens, while accelerate economic growth.. And to any potential
provider of funds, we give assurance that the company will continue to support economic revitalization in Iraq by
efficiently sustaining through its bank network a maximum level of loan creation with all funds accorded to it.
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Summary Results and Analysis

ICF-SME specializes in attracting funding sponsors, organizing lending consortia, and in converting sponsor loan
capital into SME loans through the private commercial bank network. Presently, the Company has nine private bank
shareholders creating SME loans, first from loan capital placed with them, and secondly, from recycling efficiently all

repayments into a new generation of loans.

ICF-SME Program Schematic — How the Company Operates
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By December 31, 2010, after 18 months in operation, ICF-SME’s lending consortium had originated ID 17.8 billion
of loans to SMEs ($15.2 million). The consortium banks accomplished this through prompt loan creation by using
funds initially allocated to them (46% of the total), efficient recycling of repayments (30%), and bank loan co-funding,

effectively augmenting total loan volume an additional 24% .

The importance of recycling grows over time. As loans of 2009 were repaid, for example, loans created during 2010
rose 59% by recycling these repayments, 27% by bank co-funding, and 14% from the $1 million INMA Grant obtained

in 2010 for Agribusiness loans in Anbar province.

Loan Origination Results in ICF-SME’s First 18 months in Operation :
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The ICF-SME bank network lent primarily in the Central regions, more so in 2010, than in 2009. As a result, the
cumulative effect was to raise the portion of loans to the nine provinces located in the North Central (which includes
Baghdad province) and the South Central regions to 79% of all disbursements. All provinces in Iraq had registered at
least one loan through the ICF-SME program within its first 7 months in operation.

Regional Loan Disbursement — July 2009 through December 2010

( LOAN DISBURSEMENT BY REGION AS OF (31/12/2010) \
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At December 31, 2010, ICF-SMEs 781 loans had created 955 direct jobs and an estimated 2,000 additional indirect
jobs in Iraq. Job creation varies depending on the economic sub sector:

We estimate from a data base of several thousand SME loans, for example, that almost four times as much loan volume
is needed to create a job in Commercial Trade, as is needed to create a job in Agriculture ($30,100 for Trade compared
to $8,700 for Agriculture). Job creation and economic revitalization accelerates in all economic sub sectors with
expanding SME loan volume.

SME Job Growth Variation By Economic Sub-Sector
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ICF-SME at Work

Meet Diwaniyah’s Mr. Pickle

Fifteen years ago, Abdul Kareem Najim returned home
to Diwaniyah after graduating from Baghdad’s Institute
of Technology. He opened a mini market that also sold
pickles he produced at home at night. Abdul made his
pickles the traditional way, preserving them in jars
for 40 days without using acetic acid, an additive that
accelerates the pickling process but makes the pickles
less flavorful. Before long, as many people were coming
to buy pickles as groceries.

In October 2009, Abdul yielded to public demand and
opened the Abu Ali pickle shop with a $9,000 small and
medium enterprise loan from Gulf Commercial Bank.
The bank was equipped to handle loan requests like
that from Abdul because of co-funding from the Iraqi
Company for Financing SMEs (ICF-SME).

Thanks to the loan, which he used to buy fiberglass
containers, Abdul’s profits increased 40%. He hired four
new employees and decided to start producing his own
vinegar. Instead of having to drive to Najaf and spend ID
35,000 for a 220-litre container of vinegar, Abdul today
makes his own at an equivalent cost of ID 5,000.

Abdul Kareem Najim proudly displays his products. He opened the
Abu Ali pickle shop with a $9,000 small and medium enterprise
loan from Gulf Commercial Bank.

Mercy clinic can mean the difference
between life and death

Al-Obaidi is one of the most impoverished areas of
Baghdad, a city recovering from eight years of terrorist
violence. Unemployment is high in the low-income area
traditionally underserved by the government.

Al-Obaidi has numerous healthcare needs because
clinics that provide emergency and preventive medical
services are few and far between.

Medical nurse Sabah Jassim Sabt, 41, is seeking to fill
the healthcare gap in the area through Mercy Clinic,
which he opened recently after receiving a $25,000 small
and medium enterprise loan from Ashur Bank, one of 13
Iraqi private banks supported by the USAID-Tijara and
the Iraqi Company for Financing SMEs (ICF-SME).

The aptly named medical facility serves more than 50
patients every day. It provides dental, physiotherapy,
radiography, laboratory and reproductive health services.

Al-Obaidi doesn’t have a government health center or
private hospital. For the area’s working class residents,
With a $25,000 SME loan from Ashur Bank Sabah opened Mercy Mercy Clinic makes the difference between life and
Clinic. He bought all the necessary equipment to provide better death.

health services in AI-Obaidi city.
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Loan opens new world for pet store
owner

Omar Faisal Fadhil’s “World of Nature” is something
of an attraction in Mosul, northern Iraq’s center for
trade, industry and communications. Fast recovering
from years of terrorist violence, the city of 3,500,000
people has dozens of new and successful businesses.
But few have the appeal of Omar’s pet store, a soothing
emporium stocked with colorful fish and twittering birds
plus fish ponds, bird cages, feed and ornamental plants
that make his parakeets, gold fish and canaries feel right
at home.

The 32-year old entrepreneur recently increased his
stock of birds and fish after receiving a $10,000, loan
from the Mosul branch of Baghdad Bank, one of 13
private banks supported by the USAID-Tijara and the
Iraqi Company for Financing SMEs (ICF-SME).

After receiving the loan used to buy new little friends
with feathers and fins, Omar’s sales jumped by 20
percent.

What began as a hobby has become a lucrative business
for Omar, who now breeds fish and birds in his house and
sells them at the store. Indeed, his business is so good
that recently he hired two employees to assist him at the
store. He plans to get another loan to expand his business
and open a second store in Mosul.

Omar Faisal Fadhil achieved his dream and opened “World of
Nature” pet store in Mosul. He obtained a $10,000 loan from the
Mosul branch of Baghdad Bank.

ICF-SME Loan Helps Najaf Carpenter
Adapt to Changing Markets

Carpenters don’t always build houses or furniture. If
they are 51-year old Najaf carpenter Wafa Abdullah
Mohammad they build boats, specifically eight-meter
long wooden river boats used for fishing or pleasure
excursions. The boats cost between ID 300,000 to ID
1,500,000 and are highly prized by people from Anbar
and Salah ad Din who use them on the large lakes of
Razzaza and Tharthar.

Until 2009, Wafa had difficulty meeting demand. A
$14,456 SME loan from Gulf Commercial Bank with
funds provided by the Iraqi Company for Financing
SMEs (ICF-SME) allowed him to buy special hardwood
for the hulls of his boats and power tools necessary to
produce the boats more rapidly. Increased production
resulted in added profits, which he used to build a 750-sq
meter factory and employ four other carpenters.

The boat business is booming, but Wafa sees trouble on
the horizon. The diminished flow of the Euphrates River
makes navigation difficult and imported fiberglass boats
are cheaper than hand-crafted wooden ones. He plans to
diversify by asking Gulf bank for a $25,000 loan to buy
the machinery necessary to produce evaporative pads for
water air coolers.

Thanks to a $14,456 SME loan from Gulf Commercial Bank,
Wafa bought special hardwood and new equipment to expand his
production of quality boats.
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FINANCIAL SECTION

Auditors Independent Opinion

GF ¢H. Al-Salman & Co

Cooperating Firm Of

PRICEAWTERHOUSE(COPERS

Independent Auditor’s Report
To the shareholders of
Iraq Company For Financing Small and Medium Sized Enterprises Ltd.

N ?/4) ‘k}i"é ‘:ﬁ:.’r

2002,

Report on the financial statements

We have audited the accompanying financial statements of Iraqi Company for Financing Small and Medium Sized
Enterprises Limited, which comprise the balance sheet as of December 31st 2010, and the income statement,
statement of changes in equity, and cash flow statement for the year ended December 31st 2010 and a summary
of significant accounting policies other explanatory related notes.

Management’s responsibility for the financial statements

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
marinating 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.

Auditor’s 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 whether the financial statements are
free from material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s 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 polices 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’s for our audit
opinion.
Opinion
In our opinion, the accompanying financial statements presents fairly, in all material respects, the financial position

of the Company as of December 31st 2010, and of its financial performance and cash flow for the year ended
December 31st 2010 with International Financial Reporting Standards.

Farquad Al-Salman, B.S¢, FCCA
F.H.Al-Slmanm & Co.

Cooperating Firm of PricewaterhouseCoopers
Public Accountants and Auditors
Baghdad-Iraq

Baghdad- June 16" 2011

#26 e @ St Juje Sec 925 da. @ AlJadiriva 4 el @ Baghdad dlasg
Baghdad + 964 790 133 4767 sas; @ Tel. + 964 1 7789282 /7789136 Lola
Erbil + 964 750 427 2864 Jwe, @  Amman + 962 799 791 688 [lwe
E-mail: fraquad@fh-alsalman.com / farquad_alsalman@yahoo.co.uk e www.fh-alsalman.com s sy a8 s
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BALANCE SHEET
AS OF DECEMBER 31st 2010

STATEMENT (A )

December 31st

2010 2009

ASSETS Number Iraqi Dinars(000) Iraqi Dinars(000)
Current assets
Cash and cash equivalents 5 1,437,264 329,376
Loans granted to banks 6 8,232,000 7,056,000
Other current assets 7 2,246 1,237
Total Assets 9,671,510 7,386,613
LIABITIES AND EQUITY
Current liabilities
Trade and other payables 8 6,070 4,680
Provisions 9 31,918 8,390

37,988 13,070
Long term liability
Conditional grant received 10 8,232,000 7,056,000
Total Liabilities 8,232,000 7,069,070
Equity
Share capital - Ordinary shares 11 1,176,000 270,000
Reserves
Retained earnings 12 214,245 45,165
Other reserves 12 11,277 2,378
Total equity 1,401,522 317,543
Total Equity and Liabilities 9,671,510 7,386,613

The notes on pages ( 7 ) to ( 22 ) are an integral part of these financial statements
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v

INCOME STATEMENT FOR THE

12- MONTH PERIOD at DECEMBER 31st 2010

Revenues

Revenues received from loans granted

Expenses
Employees expenses
Service expenses

Operating profit

Other income

Non — operational expenses
Pretax profit

Corporation tax

Profit after Tax

In accordance with Iraqi Companies
Law

Attributable:
Statutory legal reserve
Retained earnings

Number

14
15

16

17

STATEMENT (B)

December 31sl

2010

Iraqi Dinars(000)

318,259

(79,580)
(46,299)
192,380
25,734

(8,217)
209,897
(31,918)
177,979

8,899
169,080

177,979

2009
Iraqi Dinars(000)

96,432

(29,900)
(24,052)
42480
13,453

55,933
(8,390)
47,543

2,378
45,165

47,543

The notes on pages ( 7 ) to ( 22 ) are an integral part of these financial statements

STATEMENT OF CHANGES IN EQUITY

FOR THE Year Ended DECEMBER 31st 2010

Share

Capital

1D (000)
Balance Opening 270,000
Increased Capital 906,000
Profit for the year —_—
Balance-Dec 31 2010 1,176,000

Retained
Earnings
1D (000)

45,165

169,080
214,245

Statutory
Capital
Reserve
1D (000)
2,378
8,899
11,277

STATEMENT ( C )

Total of Total

Reserves  Equity

ID (000)  ID (000)
47,543 317,543
—_ 906,000
177,979 177,979
225,522 1,401,522

The notes on pages ( 7 ) to ( 22 ) are an integral part of these financial statements
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STATEMENT OF CASH FLOW
FOR THE Year Fnded DECEMBER 31st 2010

STATEMENT (D)
December 31 st

Number 2010 2009
Iraqi Dinars(000) Iraqi
Dinars(000)
Cash flows from operating activities
Pretax profit 209,897 55,933
Loans granted to banks 6 (1,176,000) (7,056,000)
Other current assets- accrued income 7 (1,009) (1,237)
Trade and other payables - accrued expenses 8 1,390 4,680
Income Tax Payment (8,390) —_
Net cash generated from operating activities 974,112 (6,996,624)
Cash flows from financing activities
Conditional grant received 10 1,176,000 7,056,000
Subscription of paid up capital 11 906,000 270,000
Net cash used in financing activities 2,082,00 7,326,000
Net increase in cash and cash equivalents 1,107,888 329,376
Cash and cash equivalents at beginning of year 329,376 _
Cash and cash equivalents at end of year 5 1,437,264 329,376

The notes on pages ( 7 ) to ( 22 ) are an integral part of these financial statements
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IRAQ COMPANY FOR FINANCING SMALL AND MEDIUM
SIZED ENTERPRISES LIMITED - BAGHDAD

1. General Information

Iraq Company for Financing Small and Medium Sized Enterprises Limited — Baghdad was incorporated via
“Registration Certificate” No.(2/72012) dated May 18th 2009, with a subscribed and paid up capital of ID 270,000,000
(Iraqi Dinars Two Hundred seventy Million Only), for the purpose of contributing into the economic growth of Iraq,
with particular attention to the banking

sector, by obtaining the necessary financial facilities in order to achieve the necessary expansion in the credit facilities
to be awarded by the private banks to small and medium sized enterprises in Iraq. Also to assist in implementing
modern banking techniques in compliance with international banking standards.

The company is domiciled in Iraq, and has not been a member of another company, through out the year ended
December 31st 2010.

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 December 31st 2010.

2 .1 Basis of preparation

The financial statements of Iraq Company for Financing Small and Medium Sized Enterprises Limited have been
prepared in accordance with International Reporting Standards (IFRS). The financial statements have been prepared
under historical cost convention.

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. The
area involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant
to the financial statements, are

disclosed in Note (4).

Interpretations to existing standards that are not yet effective and not relevant to Company operations .

The following interpretations to existing standards have been published that are mandatory for the Company’s
accounting periods beginning on or after May 1 st 20006, or later period, but not relevant for the Company’s operations.

IFRIC 7, Applying the Restatement Approach under IAS 29 , Financial Reporting in Hyperinflationary Economics
(Effective from March 1st 2006). IFRIC 7, provides guidance on how to apply the requirements of IAS 29 in a
reporting period in which an entity identifies the existence of hyperinflation in the economy of its functional currency
of a hyperinflationary economy as its functional currency, IFRIC 7 is not relevant to the Company’s operations; and
IFRIC 8, Scope of IFRS 2 (effective for annual periods beginning on or after May Ist 2006) .

IFRIC 8 requires considerations of transactions involving the issuance of equity instruments-where the identifiable
consideration received is less than the fair value of the equity instrument issued — to establish whether or not they fall
within the scope of IFRS 2. As the Company did not issue any equity instruments in the current year or in the previous
year, IFRIC is not relevant to Company’s operations.

IFRIC 9, Reassessment of Embedded Derivatives ( effective for annual periods beginning on or after June 1st 2006).
IFRIC 9 requires any entity to assess whether an embedded derivative to be separated from the host contract and
accounted for as a derivative when the entity becomes a party to the contract.

Subsequent reassessment is prohibited unless there is a change in the terms of the contract that is significantly modifies
the cash flows that otherwise would be required under the contract, in which case reassessment is required. IFRIC 9 is
not relevant to the Company’s operations, as the Company does not have embedded derivatives.
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Notes to the Financial Statements (continued)

IFRIC 10, Interim Financial Reporting and Impairment ( effective for annual periods beginning on or after November
15t 2006). IFRC 10 prohibits the impairment losses recognized in an interim period on goodwill, investments in equity
instruments and investments in financial assets carried at cost to be reversed at a subsequent balance sheet date. As the
Company does prepare interim financial statements IFRC 10 is not relevant to Company’s operations.

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 Iraqi

Dinars (ID) which is the Company’s functional and presentation currency.

b) Transactions and balances

Foreign currency transactions are translated into functional Currency using the exchange rates prevailing at the date
of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from
the translation 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

Property plant and equipments are shown at historical costs, less depreciation, Historical costs includes expenditure
that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate assets, as appropriate, only
when it is probable that future economic benefits associated with the item .

Subsequent costs are included in the asset’s carrying amount or recognized as a separate assets, as appropriate, only
when it is probable that future economic benefits associated with the item will flow to the Company, and the cost
of item can be measured reliably. The carrying amount of the replaced part is derecognized. All other repairs and
maintenance are charged to the income statement during the financial period in which they are incurred.

Depreciation on assets is calculated on the straight-line method to allocate their cost over their estimated useful lives,
at the rates prevailing with the statutory legislations in this respect.

The residual value of the assets and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.
Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are recognized
within other (losses) or gains — net, in the income statement.

2.4 Impairment of non-financial assets

Assets that are subject to amortization are reviewed for impairment whenever events or changes in the circumstances
indicate that the carrying amount may not be revocable. An impairment loss is recognized for the amount by which
the asset’s carrying amount exceeds its revocable amount . the revocable amount is the higher of an asset’s carrying
amount exceeds its revocable amount. The revocable amounts the higher of an asset’s market value less costs to sell
and value in use.

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

IRAQI COMPANY FOR _——
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Notes to the Financial Statements (continued)

2.5 Trade and other receivables

Trade receivables are recognized initially at fair value and subsequently measured at an amortized cost using the
effective interest majored, less provision for impairment. The carrying down of the asset is reduced through the use an
allowance account, and the amount of the loss is recognized in the income statement, with general and administrative
expenses. When a trade receivable is uncollectible, it is written off against the allowance account for trade receivables.
Subsequent recoveries of amounts previously written off are credited against general and administrative expenses in
the income statement.

2.6 Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits with banks held cal, other short term highly liquid investments
with original maturities of three month nor less, and bank overdrafts.
Bank overdraft are shown within borrowings in current liabilities on the balance sheet.

2.7 Trade and other payables

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

2.8 Borrowings

Borrowing are recognized initially at fair value, net of transaction costs incurred. Borrowing are subsequently stated at
amortized cost, any difference between the proceeds ( net of redemption costs) and the redemption value is recognized
in the income statement over the period of the borrowings using the effective method.

Borrowing are classified as current liabilities unless the Company has an unconditional right to defer settlement of the
liability for at least 12 months after the balance sheet date.
2.9 Provisions

Provisions are recognized when the Company has a present legal or constructive obligation as a result of past events,
and it is probable that an outflow of resources that might be required to settle the obligation and reliable estimate of
the amount can be made.

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. The Company recognizes when the amount of revenue can be reliably measured,
it is probable that future economic benefits will flow to the entity and special criteria have been met.

2.11 Dividends distribution

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

2.12 Financial assets

The Company classifies its financial assets in the following categories: at fair value through profit or loss, loans and
receivables, and available for sale. The classification depends on the purpose for which the financial assets were

acquired. Management determines the classification of its financial assets at initial recognition.
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Notes to the Financial Statements (continued)

a) Financial assets at fair value

Financial assets at fair value through profit or loss are financial assets held for trading. A financial assets is classified
in this category if acquired principally for the purpose of selling in the short term. Assets in this category are classified
as current assets.

b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in the active market. They are included in the current assets, except for maturities greater than 12 months after the
balance sheet date. These are classified as non current assets. Loans and receivables are classified as trade and other
receivables in the balance sheet.

2.13 Share capital

Ordinary shares are classified as equity

2.14 Comparatives

Comparative figures are adjusted to be in conformity with changes in presentation in the current year.

3. Financial Risk Management

3.1 Financial risk factors

The Company’s activities expose it to a variety of financial risks: material risk (including currency risk, fair value
interest rate risk, cash flow interest rate risk and price risk), credit risk and liquidity risk. The Company’s overall risk
management is programmed to focus on the unpredictability of financial markets and seeks to minimize potential

adverse effects on the Company’s financial performance.
a) Market risk

The Company operations are exposed to foreign exchange risk arising from various currency exposures, primarily
with respect to the US $.

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

b) Credit risk

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. Deposits are made with banks
that have acceptable credit rating. The utilization of credit limits are regularly mentioned.

¢) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash, the availability of funding through an adequate
amount of committed credit facilities.
Company’s management aims at maintaining flexibility in funding by keeping committed lines available.

IRAQI COMPANY FOR _——
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Notes to the Financial Statements (continued)

3.2 Capital risk management

The Company’s objectives when managing capital are to safe guard 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 to reduce the cost of capital.

The Company monitors capital by monitoring the gearing ratio. This ratio is calculated as net debt divided by total
capital. Net debt is calculated as total borrowing (including borrowings and trade

and other payables, as shown in the balance sheet) less cash and cash equivalents. Total capital is calculates as equity,
as shown in the balance sheet, plus net debt.

3. 3 Fair value estimation

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair
values.
Trade 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 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. The resulting accounting estimates will, by
definition, rarely equal the related actual results. The estimates and the assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are
outlined below:-

a) Taxation

The Company is subject to corporation tax. Significant is required in determining the provision for taxation. There are
many transactions and calculations for which the ultimate tax determination is uncertain during the ordinary course of
business. The Company recognize liabilities for anticipated tax audit issues based on estimates of whether additional
taxes will be due, where the final tax outcome of these matters is different from the amount that initially recorded, such
difference shall have an impact on the “corporation tax” for the period in which such determination is made.

b) Provision for impairment of trade receivables
The Company establish a provision for impairment of trade receivables, in accordance with the applicable accounting

policies in that respect. The recoverable amount of trade receivables is compared with the carrying amount of
receivables, in order to determine the amount of the impairment. Such calculations require the use of estimates.
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Notes to the Financial Statements (continued)

5. Cash and Cash Equivalents

December 31st

FINANCING SMEs

2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
Cash in hand 1,736 356
Balance at banks
Current account 259,528 59,020
Short term bank deposit 1,176,000 270,000
1,437,264 329,376
6. Loans Granted to Banks
December 3 1st
2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
Ashur International Bank for Investments 782,640 752,640
Bank of Baghdad 1,534,680 1,034,880
Basra Bank for Investment and Finance 623,280 623,280
Gulf Commercial Bank 1,136,440 1,105,440
Iraqi Middle East Investment Bank 717,360 717,360
Mosul bank for Investment and Finance 829,080 829,080
National Bank of Iraq 673,400 764,400
North Bank for Investments and Finance 1,476,480 770,280
Soumer Bank for Investments 458,640 458,640
8,232,000 7,056,000
7. Other Current Assets
December 31st
2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
Accrued income
Being interest not received from short
term deposits during the year ending
December 31st 2010 2,246 1,237
IRAQI COMPANY FOR
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Notes to the Financial Statements (continued)

8. Trade and Other Payables

December 31st

2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
Accrued expenses
Professional audit fees 5,900 4,680
Social Security Establishment 170 —
6,070 4,680

9. Provision for Taxation

The amount of “provision for taxation”
has been in conformity with the
assessment by the General Commission

for Taxes to that effect
December 31st
2010 2009
Iraqi Dinars Iraqi Dinars

(000) (000)

Opining balance - January 1st 2010 8,390 —_—
Current yeans provision for tax 31,918 8,390
40,308 8,390

Settlement of previous year’s tax (8,390) —_
Balance as of December 31st 2010 31,918 8,390

Calculation of Current year’s provision for taxation
Iraqi Dinars (000)

Pretax profit, as per attached statement (B ) 209,897

Add : Unallowable expenses for taxation purposes

Penalties and fines 500

Previous years’ expenses 2,386
Taxable profit 212,783
Provision for taxation is calculated as 15% of amount of “taxable profit” 31,918
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Notes to the Financial Statements (continued)

10. Conditional Grant Received

ICFSME Ltd has 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 1st 2009, to be distributed among the
ICFSME’s founding shareholders, as indicated in Note ( 6 ) above.

Subject to the general conditions of the said grant, is that on the expiration date (December 31st 2010) ICFSME has
the right to convert the amoubt of the “conditional grant” to shares to be distributed among the founding shareholders
who have received their share of the said grant, and be considered as part of the equity.

ICFSME implemented a contract with INMA Project via USAID for a value of US$ 1,000,000 for the purpose of
creating a program for loans to be granted to small and medium size agricultural projects to be executed through local
banks operating at Al Anbar Province, with the purpose of creating a competitive environments among the local banks
in the said Province and at the same time improving the agricultural efforts at the said Province.

December 31st

US$ Iraqi Dinars (000)
Luis Berger Grant 6,000,000 7,056,000
INMA Grant 1,000,000 1,176,000
7,000,000 8,232,000

11. Share Capital

During the year ended December 31st 2010 ICFSME increased its ordinary share capital by ID 906,000,000 making
a total value as of December 31st to be ID 1,176,000,000 in conformity with the Registrar of Companies Resolution
to that effect, as indicated below:-

December 31st

US$ Iraqi Dinars (000)

Ashur International Bank for Investments 130,666 30,000
Bank of Baghdad 130,667 30,000
Basra Bank for Investment and Finance 130,667 30,000
Gulf Commercial Bank 130,666 30,000
Iraqi Middle East Investment Bank 130,667 30,000
Mosul bank for Investment and Finance 130,666 30,000
National Bank of Iraq 130,667 30,000
North Bank for Investments and Finance 130,667 30,000
Sumer Bank for Investments 130,667 30,000

1,176,000 270,000
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Notes to the Financial Statements (continued)

12. Reserves

As in accordance with the prevailing statutory legislation, that the after tax profit is to be attributed by 5% to “Statutory
Capital Reserve”, while the remaining balance is to transferred to *“ Retained Earnings”

Statutory Capital Retained
Reserve Earnings
Iraqi Dinars Iraqi Dinars
(000) (000)
Balance as of January 1st 2010 2,378 45,165
Profit for the year-as per Statement (B) 8,899 169,080
Balance as of December 31st 2010 11,277 214,245

13. Revenues Received from Loans Granted

As within the terms of contracts implemented between ICFSME and the related local banks, that an “administrative
fee” is to be charged at the rate of 4% during the year ended December 31st 2010, as indicated below:-

Year Ended December 31stl

2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
Revenues from The LBG Grant-USAID
30,758 9,988
Ashur International Bank for Investments 41,395 14,739
Bank of Baghdad 24931 8,295
Basra Bank for Investment and Finance 44,892 15,555
Gulf Commercial Bank 28,694 8,984
Iraqi Middle East Investment Bank 33,163 11,666
Mosul bank for Investment and Finance 28,586 10,819
National Bank of Iraq 31,465 10,490
North Bank for Investments and Finance 18,345 5,896
Soumer Bank for Investments 282,229 96,432
Revenues from INMA Grant - USAID 20,136 —_—
Bank of Baghdad 15,894 —_—
North Bank for Investments and Finance 318,259 96,432

14. Employees Emoluments

The emoluments incurred during the year ended December 31st 2010 had amounted to ID (000) 79,580 while in the
previous year it had amounted to ID (000) 29,900. Apart from the increase in staff salaries and allowances.a new
item has been introduced during the year ended December 31st 2010 which the ICFSME’s contribution in the “Social
Security” scheme., as indicated below:-
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Notes to the Financial Statements (continued)

Year Ended December 31st

2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
73,426 28,800
Staff salaries 5,050 1,100
Allowances 1,104 —
Social security contribution 79,580 29,900

Year Ended December 31st

2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
73,426 28,800
Staff salaries 5,050 1,100
Allowances 1,104 —_
Social security contribution 79,580 29,900

15. Services Expenses

These are expenses which effects directly the operational activities of [CF-SME .During the year ended December 31st
2010, it had amounted to ID(000) 46,299 while during the previous year it was ID(000) 24,052 as indicated below:-

Year Ended December 31st

2010 2009
Iraqi Dinars Iraqi Dinars
(000) (000)
Consultancy charges — 2,000
Publicity, printing, and entertainment 9,555 6,414
Transport expenses 2,056 529
Travel and deligation expenses 17,940 3,180
Communication 1,659 532
Subscriptions 1,500 —_—
Rewards to non-employees for services 750 —_
Legal charges 6,013 3,512
Bank charges 926 3,205
Professional fees 5,900 4,680
46,299 24,052
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Notes to the Financial Statements (continued)

16. Other Income

Other income consist of interest received as a result of short term deposis at local banks and subsidies received during
the year, as indicated below:-

17. Non- Operational and Other Expenses

Those expenditure are considered to be an indirect expenses and has no direct effect on the operational activities which
were carried during the year, as shown below:-

Year Ended December 31st

2010 2009
Iraqi Dinars (000)  Iraqi Dinars (000)

Non-operational expenses

Fines 500 _
Taxes and dues 5,331 S
5,831 N

Other expenses

Previous years) expenses 2,386 —_—

8,217 e

18. Susequent Events

During 2011 ICFSME took the necessary steps toward increasing further the paid up capital, by adopting the clauses
provided in the “conditional grants” clauses.
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Corporate Information

ICF-SME is an Iraqi company created with financial assistance from the United States Agency for
International Development (USAID) and the American people.

Advisory Committee Membership:

Auditors:

Legal Advisor:

ICF-SME Headquarters:

ICF-SME Bank Account:

Grantors:

Contact Information:

Technical Advisor:

IRAQI COMPANY FOR
FINANCING SMEs

Managing Director’s of nine shareholder
banks:
Chairman: Ashur International Bank
Members: Gulf Commercial Bank
Bank of Baghdad
Iraqi Middle East Bank
Sumer Commercial Bank
North Bank
Mosul Bank for Inv. and Development
Basrah International Bank
National Bank of Iraq

Farqad Al-Salman
Mr. Dheaa Al-Baaj

Iraq, Baghdad, Al-Mansour District, Al-
Ameerat Street, D. 601 - St. # 26/1

Gulf Commercial Bank
Headquarters Branch Baghdad, Karradah
District, Al-Elwiyah Square

USAID-Tijara
USAID-INMA

Website: www.icfsme.com
Email: info@icfsme.com
Managing Director’s email:
smustafa@icfsme.com
Financial Manager’s email:

wsagman(@icfsme.com

USAID-Tijara
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