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T the board of trustees of Renewable Resourees and Energy Fficiency Fund,

We have audited the accompanying financial statements of the Renewable Resources and Energy
Efticiency Fund (the “Fund”), which comprse the balance sheet as of December 31, 2008, and the
meiime statement and cash flow statement for the vear then ended, and a summary of significant
accounting pelicies and other explanatory notes.

Managerment’s Rerpanscbality far the Financtal Staterents

Management 15 responsible for the preparanion and fair presentation of these financial statements
nr acoordance with Internanonal Financial Reporting Stndards. This responsibility inchades:
designing, implementng and maintaining internal control relevant o the preparation and far
preseataton of fnancial statements that are free from materal misstatement, whether due to fraud
or error; selectng amd applying appropoate accounnng policies: and making accounung estumares
that are reasonable in the crcumstances

Aludtter’s Responsebely

Our respemsibudity is (o express an opinion on these financial starements based on our andir, We
conducted our audit in accordance with the International Standards on Auditing, Those standards
reguire that we comply with ethical requirements and plan and perfonm the audit to obeam
reasonable dssurance whether the fivancial statements are free of matenal misstatement,

A audie mvolves performing procedures 1o obtain sudin evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the fsks of materal misstatement of the financial starements, whether
due to fraud or errorn, In making those nsk asscssments, the anditor considers ntemal control
eelevant to the Fund’s preparation and fair presentation of the financial statements in order to
desigrn audit procedures that are approprdiate in the ¢ireumstances, but not for the purpose of
cxpressing an opinion an the effectivencss of the Fund's internal contol. An audie mcludes
evalugting the appropratencss of accountng polictes used and the reasonablencss of accounnng

estimates made by management, as well #s evalizating the overall financial statement presentation.
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We believe that the audit evidence we have obtained is sufficient and appropriate woprovide a basis
foar car aucdit apinion.

i
In our opinion; the financial statements pive a true and faur view of the financial position of the
Fund as of December 31, 2008, and of its operations and irs cash Hows for the vear then ended an

accotdance with [nternational Financial Reporting Standards,
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December 31, 2008

Disclaimer

The attached financial stacements were ongmally prepared m Armenian bnguage and then translated
into English for the conventence of readers. Tn the event of any differences berween the English
and Armenian versions, the Armerian will prevail.
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Balance sheet

Intheusand drams Asal Asof
Decamber 31, December 31,
Mote 2008 2007
Assots
Mon-cumant assels
Property and equipment 4 38,247 42,141
Intangible assels 1,344 1,848
Borrowings provided 5 1,279,450 1075238
1,319,041 1,119,227
Current assels
Inventones 1,178 1.370
Raceivables and advances G 24 454 139,514
Barrowings provided ] 8,373 9.662
Bank balanceas 540,056 75,7493
734,061 229,759
Tatal assets 2,053,102 1.548,985
Liabilities and fund balance
Fund batancedqdafct) 23,725 (45.582)
Norn-cumant fabiihes
Grants relaled lo assels 2T 246 31,118
Barrowings received 1,279,450 1.075,238
1,306,696 1,106,356
Curran! labililes
Accounts payable 8 131.545 230,889
Borrowings recelvad 34 583 24 505
Deferred income 522,030 25,387
Current income 1ax liabilities 14,523 5601
702,661 283212
Total iahilities and fund balance 2,063,102 1,348 986
The financial statements were approved on April 15, 2000 by
Tamara B_aba}'z}f!}{‘-b ) Larsa D:Li]:!k].rnn
Executiv ' .gtz_:r / Fmancal Mapage
The birfahee 20 b read in n'uuur:u:lin@flrh the netes w0 and Tormng part of the Anancial sfatemenes 56t out on

pages T oo 28 &




Renowable Resources and Energy EHiciency Fund

Financial statements
Decomber 31, 2008

5
Income statement
inthousand drams Year ended Year ended
Cecember 31, Decamber 31
Mate 2008 2007
income
Income from aperation ] 1,317 549 1,329,875
Finance incame 114 240 GOAYS
Income from agency cantracis 842302 50,5585
Oither income 4 064 5774
1,515,845 1,485.60G
Expanses
Prajecl expanses 10 {1,300.545) (1.480.137)
Finance costz [14,354) (7,097)
Administrative expenses (78.532) {101 967
Hher expenses [14,630) (10310}
Gaindiloss) from exchange rate differences 8B1 45,815}
Profit{ioss) bafore taxes 112,145 (168.717)
Income tax expense 1 [21,838) {11,008)
Frafilf{loss) for the year 6,307 {164,725}
2008 2007
Change in the fund balancaddahci)
Al the beginning of the year [45.582) 123,143
Profit’{lass] for the yaar 90,307 {169 7251
Al the end of the year 43 725 (4 587}
Lhe wacome staterment i fo be vead in conjunciion with the notes to and fermung part of e Gnanoal smremens sor oo

ony pgres 7 oo 28,
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Cash tlow statement

In thowsand drams

Cash flows from operating aclivities

Profit{loss) for the year

Adiustments

Depreciation amd amartization

Finance costs

Financa income

Income 1ax expansa

Income from granis

Oparating profitficss) bafora working capitel changes

Change ininventories
Change in recewables and advances
Change in payables

Income tax paid
Interest paid
Mal cash used in oparaling achivities

Cash frows from investing activities

Acguisition of propery and equipment and intangible assets
Cash recelved through grants

Imterest received

Mat cash from invesling achiviies

MNet increpsedfdecreass) i cash
Cash gl the heginming of tha year
Cashal tha and of the yaar

[
Year ended Year ended
December 31, Dacamber 31
2008 2007
90,307 (169 725)
15157 9322
14,504 7.087
{114,940) (B0.0758)
21,838 11,008
{14,631} (B 755)
12,125 (211.168)
152 b
L (139,832}
(5, 344) -
£31,567) (349,110
{12.816) (5,207}
11.273) {3,783}
{85.756) (362,100)
(10, 755) (18.482)
504,402 245278
123,376 46,860
617,019 27315
BR1,283 {28,455)
78,783 167.278
540,055 TE.T03

The cash fow statement 1= to be cead i coajunetion with the notes o zod foeming pact of the Bnaneal stavments sot oot

o pages 7 ro28,
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Notes to the financial statements

1 Mature of operations and general information

Eenewable Resources and Energy Lifficiency Fund (the “Fund”) has been established on November
21, 205; in aceordance with the decree W99 6 the Government of the Republic of Anmeni
{"TRA™Y dated Apeil 28, 20005,

The Fund is a non-for-profit organization. The founder of the Fund is the Republic of Ammenia (the
"Founder™),

The objectives ol the Fumd are o
) facilitate investments in the renewable encegy and energy efficiency sectors;
by promote the development of energy efficiency and renewable cnergy market m Armenia;
¢} treduce adverse anthropegenic impaets on the environment and human health;
dy develop activities focused on energy safety and inereasing of energy svstem reliabibiny;
¢} in case of abtaining respective authonty under the B legislation, initiate loan and crodi
projects promoting the sector development on behalf of the Government, based upon
the agency contracts signed with the Government,
The potential benefictaries ol projects implemented by the Fund may be:
a)  management bodies of mult-apartment butldings;
b} cconomic entities;
¢) ‘secondary schools;
d} individuals.
Within the framework of the “Development Credit Agreement” (the “DCA™) signed between the
International Development Association (the “IDA™) and the RA dated July 20, 2005, the TDA has
lent to the RA an amount equal to Special Drawing Rights 10 million o assist in the
implementation of the “Urban Heating Project’” (hereinafter, the “Project™), whereas an agency
contract was signed on January 16, 2006 berween the RA Government represented by the Ministry

of Finance and FEeonomy and the Fund, which 15 deserdbed below:

*  According to the contract, the Fund shall carry our legal and other actvities for the
wmnplementation of the Project on behalf of the RA Government;

*  Wirhin the Project framework, the Fund shall ensure the execution of activites antcipated
by components specitied in the DA,
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e The Fund shall execute the lenders dght pursuant to envil conteacts in force and signed by
“Heating and Mult-apartment Buildings Assistance Management Bodies Support Projecrs
PIL™ 81, wiathin the framework of Letter-Agreement No FPF (3 3533-0-0 of “Advance for
Proposed Urban Heatng Project™ signed between the BA and 1A on Apdl 3, 2003,

The average number of employees of the Fund dunng 2007 was 20 (2007: 205

The Fund's repistered office 15 located ar 1 Melik Adamyan street, Yerevan, RA.

2 Basis of preparation

2.1 Statement of compliance

The financial statements have been prepared based on the accounting recotds maintained under the
requirernents of the Armenian legislation and presented in accordance with Tnternational Financial
Reporting Standards (“IFRS™) The only additnonal discloser relates to financl instruments and
fnancul risk management disclosed in the note 13, 0 accordance with RS 7 “Finaneial
Instruments; Disclosures™,

2.2 Basis of measurement

The fmancial statements have been prepared on the historical cose bass,

2.3 Functional and presentation currency

The matonal currency of Armenia 15 the Armieman deam (“dram’™), which is the Fund’s funectional
currency, since this currency best reflects the economic substance of the underlying events and
teansactions of the Fund.

These financial statements are presented in Armenian deams, since management believes thae this
currency 1 more useful for the users of these financial starements. All Anancial mfarmanan
prcsmrcd m Armenian drams has been ronaded o the nearest thousand.

2.4 Use of estimates and judgment

The preparation of financal statements in conformuty with [FRS sequires management o make
crtical accounting estmates and assumptions that affect the reported amounrs of assers and
liabilines at the date of the fnancial statements and the reporied amounts of revenues and expenses
dunng the reporung period. Sgnificant areas involving a higher depree of judgment or complexty,
or areas where assumpions and estmates are sigmificant to the hnancial statements are disclosed in
the note 14 10 the Nnancial statements.

2.5 Adoption of new and revised standards

T the current year the Fund has adopted all of the new and revised Standards and Interpretations

issued by the International Accounting Srandards Board (the “TASBE") and International Finaneial

Bepaorting Intespretations Committes (the “[FRICY) of the LASE that are relevant to its operations
and effectve for annual reporting peneds beginning on |anvary 1, 2008,
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2.6 Standards and Interpretations not yet applied by the Fund

A the date of autherization of these fnancial staements, certain new Standards, amendments and
[nterpretations to the existing Standards have been pubbshed but are not vet effectve. The Fund
s not carly adopted any of these pronouncements,

Manggement anticipates that all of the proncuncements will be adepted in the Fund's accounting
pohicy for the frst peciod begmning after the effect date of the pronouncement.

The new Standards, amendments and Interpretations to the existing Standards that are not
p £
yet effective but are expected w be relevant to Fund’s financial statements

LAS | Presestation of Financeal Ntatemensy (revised 2007)

Mew amendments in this standard affeet the presentaton of owner changes in equiry and mrroduce

a statement of ct:mpﬁ:hunsn'c income. Preparers will have the aprion af presenting items of income

and expense and components of other comprehensive income ether in a single statement of
eomprehensive income with subtotals; or 10 two separate statements (3 separie NCoMe StAEMEenT
fullosred by a statement of other comprehensive income). This amendment does not affect the

financial position ar results of the Fund, but will gve nse w addinonal disclosures,

The new Standards, amendments and Interpretations to the existing Standards that are not
vet effective and are not expected to be significant to the Fund®s financial statements

LFRES 3 Busdwerr Combimations {revised 2008)

This standard 15 applicable for business combinations occutring in reporting pericds beginning on
or after July 1, 2009 and will be applied prospectively: The new standard introduces changes to the
accounting requirements for business combinations, but still requires the use of the purchase
method, and will hivce 9 significant effect on business combinations occurring in feporting periods
bemnning on o after july 1, 2009,

IFRIC 13 Crstomer Loyally Progransmer

This mrerpremuon clarifies that when goods or services are sold topether with a customer lovaley
incentve (loyalty points or free products), the arrangement 15 a multiple-clement areangement and
the consideration recervable from the customier is allocated between the components of the
arrangement using fair values. The Fund currently 15 oot nunning a simiar programme, Aecordingly,
management believes that this Interpretanon is not relevant to the Fund’s financial statements.

Amendment to IFRS 2 Share-based Payment
This amendment relates 1o vestung conditons and cancellasons. The Fund currently i not maning

any share-based payment scheme. Accordingly, management believes thar this amendment is not
relevant to the Pund’s financal statements.
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1 TAS 23 Barmadng Coats (revised 2007)

Amendments 10 this standard require the capatalization of boreowing costs, o the extent they are
directly atrriburable to the acquisinon, production or construction of qualifying assers that need a
period of dme to get ready for their mrended use or sale,

In aceordance with the transitienal provisions of the amended Standard, no changes will be made
for borrowing costs incurred 16 rhis dare that have heen expensed.

Accordingly, mansgement believes thar this interpretation 15 not relevant o the lund’s financal

SALCHCILS,
Annual improvements 2008

The TASB has issued lmtroeessents for Daternationad Finanaal Reporting Ntandards 2008, Maost of these

i : g
amendments become effective in annual peniods beginning onoor after January 1, 2009 Management
bielieves that these mmprovements will not have significant unpact oo the Fund finaneal statements.

LAS 23 (Amendment) Bomune Coite (effective from January 1, 20099

The definttion of borrowings costs has been amended so that interest expense is calculated usmp the
effectve interest rate method defined 1o LAS 39 Bevanaiad Dnctraimente: Recopritesn and Measurvorent
{effective from January 1, 20090, The Fund wallapply the TAS 23 (Amendment) prospectively o the
cﬂ]Jimiizam i of boregwing costs from January 1, 2009,

N TAS 28 (Amendment) Investments in Assaciates (and comsequential amendpsents to LAY 32 Vinandal
Uertrwrments: Prerentation and [FRS 7 Financal Initrsements: Disclasseres) (effecove from January 1, 2009)

. Annvestment in associate is treated as 4 single asser for the purposes of a single asser. The Fund
will apply the LAS 28 (Amendment) to impairment tests related to investments in subsidiaries and
any refated impairmient losses from Janoacy 1, 2000,

LAS 36 (Amendment) Daparrment of larets (effective from January 1, 2009)

~ 1 Where Fair value less costs o sell is calenbaiied on the basss of discounred cash flows, disclosures
equivalent to those for value-in-use caleulation should be made. The Fund will apply the LAS 36
{Amendment) and provide the required disclosures where apphicable for impairment rests from
S January 1, 2009,

LAS 38 (Amendment) {nfanaeble Aseetr (effective from January 1, 2009

A prepayment may only be recognized in the event that payment has been made in advance of
abtaining right of dccess o goods of receipt of services.

Additionally, the amendment deletes the wording that states that there @5 “rarely if ever” support for
use of 4 method that results in a lower rate of amortzation than the staight-line method, The
amendment will not have an mnpact on the Fund’s operations, smee all inanmble assets are
amortized using the straght-line method.
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LAS 20 {Amendment) Aananiing for Gorernment Grants and Disclosiere of Government Assivtanse (effectve
From Jamuey 1, 2009

The heneht of a below-market rate povernment loan is measured as the difference berween the
garrving amount i aceordance with TAS 3% and the progeeds recetved wath the benefit 1o be
accounted for i accordance with LAS 20 The Fuad will apply the [AS 20 (Amendment) from
January 1, 20009
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3 Significant accounting policies

3.1 Foreign currencies

Foraign currency transactions

In prepating the financial statements, transactions in currencres other than the funcuonal currency
are recorded ar the raes of exchange defined by the Central Bank of Armenia prevailing on thic
dates of the transactions. At each balance sheet date, monetary items denominated in foreign
currencies are retranslated ar the rates defined by the Central Bank of Ammema prevatling on the
Balance sheet date, which s 306,73 drams for 1 US dollar as of December 31, 2008 (December 31,
2007: 304,22 drams for | US dollar), Non-monetary items carnied at faie value that are denaminared
m foreygn currencles are retranslated at the rates prevailing on the date when the fair value was
determined. Non-monetary items that are measured m terms of lustonc cost ma foreagn curreney
are not relranslated,

Exchange differences arising on the sertlement and retranslanon of monetary stems, are inchaded in
profit or loss for the perind, Exchange differences arising on the rewansladon of non-monetary
items carried at fair value are included in profit or Joss for the period, excepr for differences arising
et the teanslanon of non-monetary 1tems 1o respect of which gains and losses are recognized
direcily inequiry. For suih nan-maenetary iems, any exchange component of that gain or loss salso
recognized directly 1o equity.

3.2 Property, plant and egquipment

Praperty and equipment are stated at cost less accumulated deprecianen and any accumulated
impaimment losses. Whete an item of property and equipment coinprises major components having
different useful lives, they are sccounted for as separate items of property and equipment,

Cost includes professional fees and, for qualifying assets, barrowing costs capitalized in accordance
with the Fund’s sccounting policy. Deprecation of these assets, on the same basis as other PEOPELTY
assets, commences when the assets are ready for their intended vse.

1’k gam or friss ari.:aing on the diﬁpusﬂ or redrerment of an dtem of property and ECUIpnEnt 18
determned as the difference berween the sales proceeds and the carmying amount of the assel and 1=
recognised 1 MICOMmE Of EXPenses,

Expenditure to replice a component of an tem of property and equipment that is accouned for
separately, s capitalized with the carrying amount of the component being watten off, Odher
subsequent expenditure s capitalized of future economic benefits will anse from the expendiuee. Al
other expenditure, including repair and maintenance, 15 recognized in the statement of income jnd
expenses as incurred.
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Depreciation 5 charged to the statement of income and expenses on a steaighe line basis over the
estienated vseful lives of the individual assers. Depreaation commences when assers are available for
use, The esamated useful lives dre as follows:

Camputers and accessones - 4 years
Vehicles - Syears
Cither - Byears.
3.3 Intangible assets

Tntangible assets, which are acquired by the Pund and which have finite useful lves, are stated at
cost less accumulated amortization and impaitment losses,

Amartization is charped 1o the statement of income and expenses on a straight line basis over the
estimated useful bves of the intangible assets, which 15 esumated at 5 vears for accounung software.

3.4 Inventories

Tnventones are stated at the lower of cose and aet realizable value, MNer realizable vilue 1 the
estimniated selling price in the ardinary course of business, less the estimated costs of completion and
selling expenses. The cast of inventories s based on the first-in first-out ponople and mcludes

expenditure incurred m acquiring the mventodes and bronging them o their existing locaton and
conditicn.

35 Financial instruments
Financial assets and financial liabilities are tecognized when the Fund becomes a part to the
contractual provisions of the financal instrument.

Financial assers are derecognized when the contractual mghts to the cash flows from the financal
assel expire, or when the financial asset and all substannal nisks and rewards are tansferred.

Financal hahilities are derecognized when they are extinguished, discharged, cancelled or expire,
Financmal assers and financial liabilities are measured initially at Giir value plus transaction costs,
except for financial assers and financial liabilitics carded ar fair value through profic or loss, which
are measured iniriul]}' at fiar valee.

Fimancal assers financial labilities are measured subsequently as descrbed below,

Financial assels

Pinaneil assees other than hedging instruments are divided 1nto the following cateponies:

loans and recervables

Ginancial assets at fair value through peofic or loss

available-for-sale Nnancial assets

held-to-marunty mvestments.
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Financial assets are assigned to the different categones on winal recogrtion, depending on the
characterisncs of the instrument and its purpose, A financial instrument's categary 15 relevant for the
way it 15 measured and whether any resulting income and expenses 15 recognized m profin or loss o
directly 1n equity, See note 15.2 for o summary of Fund's financial assets by catepory,

Generally, the Fund recognizes all financial assers using sentlement day accounting, An assessmeant
of whether a financial asser 1s impatred 15 made at least at each reporang daces All income and
expense relating 1o fmancial assets ate recognized in the [conselidated] income statement line item

"finance costs” ar "Tance income”, respectively
1 Loans and borrowings

Loans and borrowings are recopnized mitally ar fair value, net of transaction costs associated with
the borrowing, Subsequent to inital recognition, loans and borrowings are stted at amornzed cost
with any ifference between eost and redemption value recogmized inthe starement of income and
expenses over the period of the bormowings on an effective interest basis,

Borrowings, provided by the Fund to commercial banks wathin the framework af the agreement
sipned with the BA Government, are recorded in the balance sheet of the Fund as financial assers,
though the Fund acts as an agent in this transaction,

Interest and other income incurred in connection with borrowings are recopnized as mourred as part
of finance assets.

i Acoounts receivable

Clurrent accounts receivable are mitially recopnized at fair value. Subsequently they are measured at
amortized cost less provision for impaimnent. A provision for imparrment of recetvables 1s
established when there 15 objectve evidence that the Fund will not be able to collect all amoanes due
according to the onginal terms of the receivables, Significant financial difficultes of the debtorand
detault and delinquency i payments (more than 365 days overdue) are considered mdicators that
the recervable is impaired. The amount of the provision is the difference between the assee’s
carrying amount and the present value of the estmated furure cash flows, discounted ar the onginal
effective interest mite,

The balance of the allowange is adjusted by recording a charge or income to the statement af
inceme and expenses of the r::ljnﬂinj__r period. Any amount written-off with respect 1o customer
aecount balinces is charged agains the existing allowance for doubrful accounts. All accounts
recenvable for which collection 15 not considered probable are wotten-off

il Bank balances

i ash and bank balanees are included in the catepory of “loans and recewvables™

Financial liabilities

The Fund's fnancial Babilites include borrowings, payables meluding finance lease labilities, which
are measured at amortized cost using the effectve mterest rate method. A summiary of Fund's
financial labilities by category is given in note 15.2.
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i Loans and horrowings

Ioans and borrowings are recognzed initially at fair value, et of ansaction costs assaciated with
the borrowing. Subsequent 1o initial recognition, loans and borrowings are stated at ampriized cost
with any difference beoween costand redemption value recognized in the statement of income and
cxpenses over the perod of the borrowings on an effective interest basis,

Horrowings, received from the BA Government, which were provided as borrowings to commercil
hanks. are recorded in the balance sheet of the Fund as financial liabilines, though the Fund acts as
an agent 10 this transacton.

Interest and other costs meursed in connecuon with borrowings are expensed as incurred as part af
finance expenses:

i Accounts payable
Pavables aze stared at fair value and subsequently stated at amortized cost,
3.6 Impairment

impairmant of property and equipment. infangible assets

Assets that have an indefinite useful life ate not subject 1o amortization and are tested anaually for
impairment. Assets that are subject o amortiaation are reviewed for impairment whenever events Gr
changes in circumstances indicate that the carryiig amount may oot be recoverable. An unpatrment
lass 1s recognized for the amount by which the asset’s carrping amount pxgeeds its recoveralile
arrount.

Recoverable amount is the higher of net selling price and value in use. If the recoverable amount of
an asset of cash-generaung unit is estimated to be less than its catrying amount, the carrying amoun!
of the asset or cash-generating unit 1s reduced to its recoverable amount, Impairent losses are
recopnized as an expense immediately, unless the relevant asset 1s carnted ata revalued amount, in

which case the impairment loss i@ rreated asa revaluanon decrease,

Where an mpairment loss subsequently reverses, the carrying amount of the asser or cash-
generating unit 15 mereased to the revised estmate of its recoverable amount, bur so that the
increased earrying amount does not exceed the carrying amount that would have been determined
had no impairment loss recognized for the asset or cash-gencrating umt in prior years, A reversal of
an impairment loss 15 recognized as mmcome snmediately, unless the relevant asset s carried at

revalued amount, inwhich case any reversal of impairment loss 18 treated as a revaluation increase
Impairment of financial assels

Finanecial assets, aother than those at fair value through Income O eXpeises, are assessed for
indicators of impairment at each balance sheet date. Financial assets are impaired where there i
objective evidence that, a5 4 result of one or more cvents that accurred after the inital recogmtion
of the fnancial asser, the estimated future cash flows of the investment have heen unpacted

For Anancial assers carned at amortized cost, the amount af the impairment i the difference
between the assel’s carrping amount and the present value of esumated future cash Flows,
disecunted at the orgnal effective mrerest rate,
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1 Loans and borrowings

Loans and borrowings are recopnized inmially at fair value, net of transacton costs associated with
the borrowing. Subsequent to tmoal recognition, loans and horrowings are stated ar amortized eost
with any difference between cost and redempition value recopnized in the statement of income and
expenses over the penod of the borsowings on an effcctive nterest basis,

Borrowings, recerved from the RA Government, which were provided as horrowings to commercial
banks, are recorded in the balance sheet of the Fund as fimancial liabilites, though the und acts as
an agent m this teamsaction.

Interest and other costs incurred in connection with borrowings are expensed as incurred as part of
finance expenses

i Accounts payable
Payabiles aze stated ac fair value and subsequently stared at amortized cost.
3.6 Impairment
Impairment of property and equipment, intangible assets

Assers that have an mndefinare useful life are not subject 10 amortixation dnd are rested annually for
mpairment. Assets that are subject to amortization are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An tmpairment
Inss 15 recogmized for the amount by which the asset’s carmving amount exceeds its recoverahle
amount

Recoverable amount is the higher of net selling price and value in use. T the recoverable ameount of
an asset or cash-gencrating unit s estimared to be less than its carrying amount, the carrving amount
of the asset or cash-generating unir is reduced to 1ts recoverable amount. Impairment losses are
recognized as an expense inmediately, unless the relevant asset is carried at a revalued amount, in
which case the impainment loss is treared as a revaluation decrease,

Whete an tmpairment loss subscquently reverses, the carrving amount of the asset or cash-
generanng umt is increased to the revised estimate oF its recoverable amount, but so thar the
inereased carrying amount does not exceed the carrymp amount that would have been deétermined
had no impaimment loss recognized for the asset or cash-generating unit in prior years: A reversal of
an impaiement loss is recognized-as income immediately, unless the relevant asset s carried at a
revalued amount, in which case any reversal of impairment loss is treated a5 revaluation increase,

Impairment of financial assets

Financial assets, other than those at fair value theough income or expenses, are assessed for
indicators of impairment at each balance sheet date. Financial assers are impaired where there 1s
objective evidence that, as a result of one or more events that occurred after the initial recognition
of the financial asset, the estumated future cash flows of the investment have been impacted.

For financial assets carnied at amortized cost, the amount of the impairment is the difference
between the asset’s carrying amount and the present value of estimated foture cash fows,
discounted at the original effectve interest rate.
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The cartying amount of the financial asset 1s reduced by the impairment loss divectly for all financial
assets with the exception of receivables where the carrying amount is reduced through the use of an
allowanee account.

IE i subsequent period, the amounr of the impaimment loss decreases and the decrease can be
related objecuvely to an event occurning after the impairment was recognized, the previously
recopnized impatrment loss 1 reversed through income or expenses to the extent that the carrying
amount of the investment at the date the impairment is reversed does not exceed what the
amortized cost would have been had the impairment not been recognized.

In respect of available-for-sale equity secuntis, any 1ncrease 1n fair value subsequenr 1o 2n
mpairment loss 5 recognieed directly 1o equity.

3.7 Grants
Grrants are not recopnized unal there is reasonable sssurance that the Fund will comply with the
eonditions attaching to them and rthe prants will be received,

Grants whose pritary condition 15 that the Fund should purchase, construet or otherwise acquure
non-curtent assels are recognized as deferred income in the balance sheet and transferred 0 income
Or expenses on a svstematic and sational basts over the useful bves of the related assets as income
related o prants,

Other grants are recognized as Gnancing in the statement of income and expenses over the penods
necessary to match them with the cost for which they are mtended to compensate, on a systematic
basis, Grants that are receivable as compensanon for expenses or losses already ncurred or for the
purpose of pving unmediate financial support 10 the Fund with no furure related coses are
recognized as ineome in the reporang penod in which they become receivable.

3.8 Income tax

Currene tax is the expécted tax pavable on the taxable income for the year, using tax tates enacted or
substantially enacted at the balance sheet date, and any adjustment to tax payable in respect of
PECVIOUS Yedrs.

The assets and services received by the Fund for off charge and the expenditures related to them are
not cxposed to lncome taxaton,

Deferred income tax is provided using the balance sheet liabiliey method, providing for temporary
differences berween the carrying amounts of assets and labilities for financial reporiing purposes
and the amounts used for tasation purposes. The amount of deferred income tax provided is based
ant the expected manner of realization or settlement of the carving amount of assets and liabilines,
using tax rates enacted of substanually enacred at the balance sheet date.

A deferred income tax asset is recognized oaly to the extent that it is probable that futare taxable
profits will be avatable agamst which the unused tax losses and credits can be utilized. Deferred
income tax assets are reduced to the extent that it is no longet probable thar the related tax benefie
will be realized.

3.9 Income from agency contracts

According 1o the agency contact signed berween the RA and the Fund, the Fund 15 obliged 1o
pursue the objective of the projects on the request, at the expense and on behalf of the RA,
megnwhile receiving appropriate compensation for the services rendered in the framework of this
contract. Within the scope of the agency contract all chargeable services were rendered for the
implementation of the Projects’ objectives. The amount of sales consists of the number of voices
presented to the BA Ministry of Finance and Economy,
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4 Property, plant and equipment

Inthousand drams

Ciast

as of January 1, 2007
Additions

as of Decembear 31, 2007
Additions

as of December 31, 2008

Accurmulated depraciation

as of January 1, 2007
Charge for the year
as of December 31, 2007

Charge for the year
as of Dacember 31, 2008

Carmying amaunt
as of December 31, 2007
as of December 31, 2008

17

Machinary and
equipment Vehicles Cithat Total
20511 ¥.971 BB2Z 37104
H58 14,800 2.724 18,452
71,459 22,771 11,346 55 588
10,759 3 e 2 10.759
32,228 2277 11,346 G5, 345
2,326 1.329 a72 4.627
51437 1,504 2,087 8,818
7463 2923 3,059 13,445
7.830 4,554 2,269 14.653
15,293 TATT 5,528 28,095
14,006 19,848 B287 42,141
16,835 15,204 G018 38,247

Asof December 31, 2008 and December 31, 2007 the Fund does not have any pledged property

and equipment,

Diuzing the reporting period the depreciation expense amounting to drams 14,653 thousand (2007:
drams 8818 thousand) was included in administranve expenses.

As of December 31, 2008 the property and equipment at the cost of drams 125,364 thousand (2007

drams 116,219 thousand) were fully depreciated.
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3 Borrowings provided and received

According to the “Development Credit Apreement” (the *IDOA™) signed between the Internanonal
Development Associaton {the “IDA”™) and the RA, the TDA has agreed to lend to the RA an
amount equal to Special Drawing Rights (SDR) 10 million to assist in the mplementation of the
“Usrban Heating Project” (heremnafter, the "Praject™).

In accordance with agreement reached wath the 1DA, the RA Gowvernment, through the Fund,
should allocate those bomowings to banks or Participating Firancial Insttutons that are eredir
organizations (the “PFI") for on-lending to Beneficiaries included in the framework of the Project.

For this purpose an additional agreement has been signed between the RA Ministry of Finance and
Economy and the Fund. The maturity period of cach part of the loan s seven years. The Pund is
obliged to pay to the RA Ministry of Finance and Economy an interest of 1% per annum o he
accrued on the outstanding balance of each borrowing. Tn 2008 borrowings provided to the Fund
amounted to drams 351,382 thousand (2007: US dollars 500,000 and drams 586,430 thousand),

[rs 2006 the Fund has signed contracts on horrowings with “ACBA Credit Agrical Bank™ CISC and
“Ardshimnvestbank™ CJSC and in 2008 “Cascade Bank™ CJSC.

Dhuring 2008 the Fund has provided drams 350,000 thousand to “ACBA Credit Agricol Bank™ CJ5C
(2H07: drams 586,450 thousand), drams 1,382 thousand to Cascade Bank” CJSC (2007: nil], and 13
dollars 00,000 10 “Ardshimmvescbank™ CISC, which was fully redeemed i 2008 hefore the
maturity date,

Thanng 2008 the Fund has provided US dollars 1,902,667 and drams 10,757 thousand 1o “Cascade
LICO™ CISC, However, these amounts were not reflected in the financial statements of the Fund, 1n
accordance with the agency contract signed berween the Fund and the Ministry of Finance and
Lchnomy the ownership nghts of borrowings belong o the RA Government,

Borrowangs to PEIs are provided bath in Armenian deams and US dallars,

The interest rates are defined as follows:

*  Forborrowings denominated i US dallazs: 6 months LIBOR plus | percent shall be charged;

*  [or borrowings denominated in Armenian drams; the weighted average intercst mate of 91180
days deposits attracted from individuals as caleulated by the Central Bank of Armenia for
Armensan banks. The average rate for the past 6 months will be used, which may nor be lower
than 175 Dollars 6 months LIBOR,

Under the agency contract signed between the RA Ministry of Finance and Economy and the Fund,
within the framework of Letter-Agreement No PPF Q) 353-0-AM of “Advance for Proposed Usban
Heatg Project”, the ownership rights of the principal amount of the borrowings belong to the B
Ministry of Finance and Economy. The principal amount is directed o be wsed as suli-loan
resources, defined by additional bortowing agreement,

Az presented m the note 35 of the accounting policy, the amounts borrowed from the RA
Government and allocated to commercial banks are recognized in the balince sheet of the Fund,
considering the fact that the Fund has a contractual agreement to repay the borrowings to the BA
Crovernment, even if it fails to collect all due borrowings from the commercial banks,

In 2007 2 contract on borrowing was signed between the Fund and “Cascade UCO™ CJSC,
Dhuring 2008 the Fund has provided US dollars 1,902 667 and deams 10,757 thousand to “Cascade
LCO™ CISC. However, these amounts were not reflected in the financial statements of the Fund.
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51 Borrowings provided
In nousand drams Ag of As of
December 31, December 31,
2008 2007
Provided borrowing 1,287,823 1,084 920
Including:
Larg-larm partion 1,279,450 1,075 238
Short-lerm portion 8,373 o682

Borrowings mature in 7 vears and bear a weighted average mterest rate of 6.1% annually [2007; 6,1%
annually)

Borrowings are secured by guartantees, property and other pledges.

The matunty penods tor the borrowings are as follows:

In thousand drams As of A oof

December 31, December 31,

2008 2007

B menths or l2ss £,990 3360

B-12 months 1,383 6322

1-5 yaars 836450 124,323
Crvar § years J43.000 950,915

1.287 823 1,084 920

The fair values of borrowings equal their carrying amount, as the Fund provides berrowings with
such terms anly within the framework of the described agreement,

The carrving amounts of the Fund’s borrowings are denominated in the following currencies:

As ol Aol
Decembear 31, [racember 31,

2008 27
Armanan dram 1.28T7.823 932 810
US dollar = 152,110
1,287,823 1,084,520

As of December 31, 2008 interests recetvable amownt 1o deams 6,990 thowsand (2007 drams 3,360
thousand).

5.2 Borrowings received
In thousand drams. Az of Az al
December 31, Decamber 31
2008 2007
Borowing received 1,314,033 1.099.573
Including:
Lang-erm parlion 1279450 1,075,238
Shortlarm porlicn 34.583 24,335

Borrowings mature in 7 years and bear a weighted average interest rate of 1% annually (2007: 1%
annually).

The maturty pegods for the borrowings are as follows:
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In thousand drams As of
December 31,
1

G menths or less 33,200
B-12 months 1,383
1-5 years 936,450
Cwer § years 343,000
1.314 033

20

Asof
December 31,
2007

18,013
6,322
124,323
550,915

{9573

The fair values of horrowings equal their carrying amount, since it is possible to atteact such

amounts with similar terms only in the scope of special contracts.

The carrying amounts of the Fund's bortowings are denominated in the following currencies:

Asof Agaf

December 31, Decamber 31,

2008 2007

Armanian dram 1,312,425 947 348
S doflar 1,605 . 152 227
1,314,033 1.098.573

As of December 31, 2008 mrerests payable amount o deams 33,200 thousand {2007: drams 18,013

thousand),
6 Receivables and advances
In $housand drams Asaf Mg of
December 31, December 31
2008 2007
Receivables from the RA Gavernment 78172 126,303
Advancas 92 2311
Ciher 5180 5,300
54,454 135,914

Becewable amounting to drams 78,172 thousand (2007: drams 126,303 thousand) thousand consists
of accrued expenses which are subject to subsequent redemption by the RA Government based on

extsiing sgreement, Management belioves that this ameount is fully recoverable.
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T Grants related to assets
In thiousarnd drams
2008 2007
Balance al baginning of year 3,118 21,432
Addition 10,7549 18,452
Recagnized as incoms (14.631) {8,7948)
Batance al end of year 27,246 31,118
8 Accounts payable
In thousand drams s of Aol
Dacember 31, December 31,
2008 2007
Payables to contractors 113,410 165, 504
Taxes payable 20582 5724
Advances o beneficiaries 11,945 f2.085
Cther 4,108 3565
131,545 230 888
L] Deferred income
In thousand drams
2008 2007
Balance at beginning of year 28,387 156,684
Addifions 2,083,617 1,927 457
Borrowings repaidiprovided), net 1197, 248) (744 173
Revenue redempiion {58.574) (109.065)
Repayment of the amaounts provided by the RA Governmeant {128.266)
Transferred to the grants related 1o assels 110,758) {18.482)
Grants recognized as income {1,164 827 (1,184 534)
Batance al end of year 522.031}_ 28,387
Aldditions

Additions include amounts provided to pursue the objectives of the Project
The financing is received from the following sowrces

. The World Bank,
* The BA Government

Borsuings repatd(frovided)
These include the differences berween the amounts provided 1o commercial banks and those repawd.

In 2(08 provided borrowings amonnted to drams 351,385 thousand (2007: deams 744,173
thousand) and repaid borrowings amounted to drams 154,135 thousand (2007: nil).
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Boderupizon of recetbalifes

Within the szcope of the agency comract all chargeable services were rendered for the
implementation of the Projects” objectives. The amount of sales consists of the aumber of invoices
presented o the A Mintstry of Finance and Ecanomy.

[ 2008 income and respectively recetvables amounted to drams 98874 thousand [2007: degins
109,065 thousand),

Redemtition of the KA Govermment finaning.
The redempuion of the amounts recevable from the RA Government depends on the amounrs

recovered duning the reporting period aganst the amounts dishursed dunng the previous period to
pursue the abjectives of the Project.

10 Operating income

In thousand drams Year ended Year ended
Diecember 31, December 31,
2008 2007
Income recagnized fram defermad incamis 1,164,827 1.184 634
Income recognized from grant related to assets 4631 18482

Income recogrized from advances to beneficiaras 55,000
Income from the financing of RA Gavernment 73,081 126,859
1.317 549 1,320,875

Twcante vecngmized from advances fo bengliaarves
Dunng 2008 the Fund disbursed deams 59,000 thousand from advinces to beneficiaries oof “Cas
and Heating Project”.

Incanee from the financing of the BoA Guivernment
Income from the BA Govermment financing includes amounts disbused by the Fund to pursue the
obyectives of the Project, which are subject to be reimbursed.

11 Project expenses
In thousand dramis Yaar ended Year anded
Dacamber 31, December 31,
o 2008 2007
“Urban Heating Project” 823,589 1,048,830
"Renawabie Energy Project” 211,880 101,549
“"Gas and Haating Project” 265,068 309,758
1,500,545 1,480,137
12 Income tax expense
In thousand dramsa Yearended Year entded
December 31, December 31,
o 2008 2007
Current tax 21,838 11,008
Deferred tax e e
21,8358 11,008
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Reconciliaton of effectve tax race 15 as follows:
In thousard drams Year ended Year ended
December 31, Efiective 1ax December 31, Effeciive tax
2008 rate (%) 2007 rale (%)
Frofit before taxation (under IFRS) 112,145 {158.717)
Tax caloulated al a tax rate of 20% (2007
20%) 22,429 20 {31,743) 20
(Mon-taxable)non-deductible lems, net (501) (0.5} 42,751 {25.9)
Income tax expense 21,838 18.5 11,008 {5.9)
13 Subsequent events

Cin March 3, 209 the Cenrral Bank of Armenia has decided not to interfere 1n exchange marker and
to go back to flosung exchange rate, Thes change {exchange rate of deam aganst US dollar has been
depreciated 21.7%e duning one day) has not affected the exchange mie nsk and financial position of
the Fund in 2009 due to the fact that the main part of the Fund’s payables 15 denomimated in
Armenian dram. See note 151, whare 15 ;:-rr:‘.ﬁum{:d r:'.:{chémgt: rate rsk of Fund as nrr::pﬂr!mg dare:

14 Critical accounting estimates and judgments
Listimates and judgments are continually evaluated and are based on histoncal expencnce and other
factors, mcluding expectations of future events that are believed to be reasonable under the
ClECUmstances,

14.1 Critical accounting estimates

The Fund makes estimates and assumptions concerning the future, The resulting accounting
estimates will, by definition, seldom equal the related actual resules. The estmates and assumprions
that have a significant nsk of cavsing s matenal adjustment to the carmying amounts of assets and
Liabilities within the mext financial year are discussed below,

Vecording 1o the bomowing contract signed beeween the Fund and the Minisiry of Fiance aond
Eronemy of the Republic of Armema, the Fund bas received borrowings from the RA Government
and redirected those amounts to commercial banks as borrowings (refer o note 5

The assets and labilines peaerated from these borrowings (including mterest recenvables and
pavables) are recognized 10 the balance sheet of the Fund, because according to the contract signed
between the Fund and the BA Mimustry of Finance and Economy, the non redemption nsks
connected to those borrowings are carned by the Fund,

Howeser, had not been those borrowings recopnized in the financial statements of the Fond, the
borrowings included in the balance sheet would be presented as follows:

2008

In thousand drams
Cument accounting Without those bofrowings

Assefs
Non-current assels
Bormowings provided 1,287,823 5,890

Liabilities and furd balance

Non-curent ifabilities
Bormowings received 1,314,033 33,200
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2007

In thowsard drams
Current actounting

Without those borrewings

Assels
Barrowings provided 1,084,520

Liabilities and fund balance
Borrowings receied 1.0958,573

15 Financial instruments

15.1 Significant accounting policies

3,360

17,551

Derails of the significant accounting policies and methads adopted, including the criteria fur

recogniton and the basis on which income and cxpenses are recagnized, in respect of each class of

financial asser, financial hability and equity instmment are disclosed in the note 3.

15.2 Categories of financial instruments

The carrying amounts presented in the fnancial statement relate o the following categories of assets

and liabalines:

Financial aszets

In thausand drams As of A5 af
Decamber 31, Decamber 31
2003 2007
Loans and receivables:
Borrowings provided 1,287 823 1,084 220
Recelvables 84,362 131,603
Bank batances G40.056 78,793
2,012 241 1,285 316
Financial liabilities
In thousand drams Asof A ol
Decamber 31, December 31,
2008 2007
Financal labilites maasured at amortized costs:
Loans and borrawings 1,314,033 1.095.573
Payables 17.518 173070
1,431.551 1,272,643

See note 1.5 for a descoption of the accounting palicies for cach category of financial instmaments,

The fair values are preseated in the related notes,

The Fund's policics and the purposes for financial nisks management instruments are presented in

the note 15,

16 Financial risk management

Exposure 1o market risk (including currency nisk and interest rate risk), credit nsk and liguidicy rigk

arises in the normal course of the Fund’s activity.
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16.1 Financial risk factors

b Markes resk

25

I'he fund’s activities expose it primarily to the risks of changes in foreign currency exchange rates

isec b below) and meerest mates (see ¢ below).

b Faretesr correney ok

The fund underrakes certain transacnons denominated in [otedgn carrencies. Heace, CXPOSULES T

exchange rate fluctuations arise.

The exposure of the Fund’s financial asscts and Ainancial liabilities o the forenn currency risk is as

fallovws:
ltem
Frealy canvartible
2008 Armenian drams curmencies
Financial assets
Borrowings provided 1,287,823 =
Receivables 58,950 28 412
Bank balances 143,107 456,949
1,450,880 521,363
Financial iabiites
Borrowings provided 1,312,428 1,605
Payablas 117,518 =
1,429,046 1,605
Mal pasition 50,934 5§19.756
Iem
Frealy converdible
2007 Armenian drams GUMEncias
Financial agsels
Borrowings provided 432 810 152,110
Receivables 5,300 126,303
Bank balances o 37,985 40,808
976,095 318,221
Received loans G947 246 152227
Fayables 173,070 -
1,120,416 152,227
Mat posilion {144.521) 166,954
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The Fund 15 mainly exposed to US dallar and Euro exchange rates. The followng table details the
Fund’s sensitivity toa 20% (2007:10%) increase and decreazse in dram against US dollar. 20%:
[2007:10%) represents management’s assessment of the possible change'in forcign exchange rates,
The sensitivity analysis includes only cutstanding foreign currency denominated maonetary stems and
actjusts their translation ar the period end fora 20% (2007:10%) change in foreign currency rates,

The sensitivity analysis includes related party and non-related party loans. A positive number

indicates an merease in profit or loss and other equey where dram strengthens agninst the relevant

CULLCTICY.
LS dollar impact
2008 2007
Profit orloss 103,951 5488
10:3.951 S4B

ol Leguidity risk

The Fund’s pelicy is o run & prudent iquidity management policy by means of helding sufficient
cash and bank balances, as well as highly liquid assets for making all operational habilities when
those become due.

16.2 Fair values
Management believes that the carrying amounts of financial assets and financial liabiliies recorded
at amortized cost in the financial statements approximate their far values,

17 Contingencies

17.1 Business environment

Armenia continues 1o undergo political and economuc changes: As an emerging marker, Armena
does not possess a developed business and regulatory infrastructure that penerally exists 107 maore
mature [ree market economy. In additnon, economic conditions continue to limit the volume of
activiry in the financial markets, which may not be reflective of the values for financial instruments.
The main obstacle to further economic development 15 a low level of ccomomic and institutional
developrient, along with a centralized economic base and regional instability.

The internatonal rating agency Moody's Investors Service has assessed Armenia’s sovereign ranng
Ba2 “Stable Outlook™ tn its annual report produced at the end of 2008. According to the report, the
country's low government debt and mimmal refinancing risks are allowing its rating to mamrain a
stable putlook in the current environment. A weak revenue base is the main fiscal tisk, although it 15
amchorated by the very comfortable debt service profile, 1ts good relations with its efficial creditors,

and the iquidity provided by the Diaspora.

Due to smaller extent of the involvement of foreign capital i the equities of Armeman businesses,
as well as the comparably small foreign investments m the Armenian economy and the isalaton of
its relevant sectors from the rest of the watld, the ongoing financial crsis ohservable in more
developed and mature economies is not particularly severe and observable in Armeniaas of the
reporung date.
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However,in times of more severe marker stress, the Armenian cconomy as well as the fund may be
subject to that cnisiz and the effects of the enisis may be sipnificant, The possible effects on the Tund
may include the decrease of grants, difficultics in obtaining funds, ete. All these problems may lead
1o the lessened hquadity of the Fond and, acenrdingly, to going concera problems, However, as the
number of vanables and assumptions involved in these vncertainnes 1 big, management cannot
make a reliable estimare of the amounts by which the carrying amounts of assers and liahilines of the
Fund may be affected.

Accordingly, the finanoal statements of the Fund do oot include the effects of adjustments, if any,
which might have been considered necessary, had the effects of the current global crisis hecome
ohservable and reliably measurable in Armemna,

17.2 Insurance

The Armenian insurance industry 1 in its development stage and many forms of insurance
protection commaen in other pates of the world are not yer generally available in Armenia. The Fund
does not have full coverape for its plane factlities, basiness interruption, or third parry liabiliry in
respect of property or environmental damage arising from acadents on the Fund property or
relatng to the Fund operatnons. Unol the Fund obtains adequate insurance coverape, there 15 a nsk
that the loss or destruction of certain assets or environmental damage could have a matenally
adverse affect on the Fund's aperations and fnancial positon.

17.3 Tax contingencies

The txation system mn Armenia 18 relatvely new and is charscterized by frequently changing
legislation, which 13 often subject to interpretation, Often differing interpretations exist among
wanous tixaton authorities and jurisdictions. Taxes are subject to review and investigauons by tix
authorities, which are enabled by law to impose severe fines and penalties.

These facts may create tax risks in Armenia substantially more than m other developed countries.
Management believes that it has adequately provided for rax labilines based on s interpretanon of
tax legishtion. However, the relevant authorities may have differing interpretations and the effects
could be spnificant.

18 Related party transactions

18.1 Transactions with management and close family members

The Fund's related parnes include its key management,

Key management received the following remuncration during the year, which is included in payrall
and employee benefits,

In-thousand drams Year ended Year ended
December 31, December 31,

- 2008 2007

Salanes and bonuses, including contributicns to Social State fund 18.832 14,967
18,032 14,987




