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l'os the Board 6f trustees of Renewable Resources and Energy Efficiency Fundl,

We have audited the accompanying financial statements of the Renewable Resources and Enerpy
Efficiency Fund (the “Fund"”), which comprise the statement of finanetal posion as of December
31, 2010}, and the satements of comprehensive mcome, changes in equity and cash flows tor the
year then ended, and a summary of significant accountng policies and other explanatory notes.

Management's Respansibalety for the Fananiial Stutements

Management 15 responsible for the preparanon and fair presentanon of these financial statements
in accordance with Internanonal Finanaal Reporung Srandards. This responsibility includes:
designing, implementng and maintaming internal control relevant to the preparation and fair
presentanon of finandal staternents that are free from matenal mussttement, wherher due to fraud
or erron sclecting and applying appropaate accounting policies; and making accounting esumates
that are reasonable 1n the arcumstances

Awditar's Reiponsabilit

Ohur responsibility is (0 exprese an opinion on these financial statements based on our audit, We
conducted our audit in accordance wath the Intemanonal Srandards on Audinng. Those standards
requure that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free of material missiatement.

An audir involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financal statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the nisks of material misstatement of the financial statements, whether
due t6 fraud or error. In making those nsk assessments, the auditor constders internal control
relevant to the entity’s preparanon and fair presentation of the financial statements in order to
destgn audit procedures that are appropnate in the circumstances, but not for the purpose of
expressing an opinion on the eifectiveness of the enuty’s internal control. An audit ineludes
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evaluating the appropnatencss of accounting pelicies used and the reasonableness ot accountung,

estimates made by management, as well as evaluanng the overall financial statement presentation.

We believe that the audit evidence we have obtaned s sufficient and appropriate to provide a basis
foor our sudit apamon,

{dwncan

In our opinion, the financial SEatements pive a tnie and fair view of the financial position of the
Fund as of December 31, 2010, and of its financial performance and its cash Rows for the vear
then ended in decordanee wath Internanonal Financial Reporting Standards,
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Statement of financial position

In thousand drams As of As of
Decamber 31 Décember 31,
Note =~ 2000 = 2009
Assals

Non-clrren! assefs

Praperty and equipment 4 18,935 23.370
Intangible assats 138 a0
Prapayments for acquisttion of non-curment assets . 2.064
Borrawings provided 5 1,392 450 ! 1,382 450
1.411.721 1.418.724
CufTon! assoers
Inventones 1.780 1,166
Receivables and advances ] 129,402 83,381
Bomrowings provided 5 - 15
Cash and bank batances 7 1,228,990 = 1.025 5639
1.380.172 1,120,102
Total assets 2,771.893 2,538,826

Equity and liabilities

Equity
Accumulated profit 386,355 293,842
386355 293 842
MNon-cument Gabities
Grants related to assets ] 3,065 15,095
Borrowings received 5 1,392,450 1.352 450
1,385,515 1.407.545
Current Nabiilies
Accounts payable =1 244 878 355,784
Borrowings received 5 4.068 3313
Deferred income 10 T26.469 455718
Current income tax fiabiiities 14,608 12,626
R 990.023 B37 419
Total equity and liggfeEe™ <o ¥ _Su, SeoN 2.771.893 2,538,826

The Ananci

Tamara Baly Roza Manutharan #
Hxecutive di Financial Manager Z L
Il statement of fir eompuminin with the notes 1o and formimg part of the financtal
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Statement of comprehensive income

In thousand drams Year anded Yaar anded
Decamber 31, Decembear 31,

Note 2010 2009

Income from operations " 1,064,608 1,183,226
Other income 125.025 133,378
Project axpenses 12 (1.037.2689) (1,177.581)
Adminislrative axpansos (B5.566) (70.768)
Rasults from operating actrvities 86 758 78,255
Finance income 892,288 Ta613
Finance costs {13,729} (12,033}
Other financial fems 13 {368,123 133,440
Profil before income tax 128,204 279,284
Income lax expense 14 {38.691) (29167}
Profit for the year 852513 250,117
Other comprehansive inceme B x
Total comprehensve income for the year 92,513 250117

The statement of comprebenstve moorne 1 10 be read moconjuncoon with the notes to and formung pare of the financial
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Statement of changes in equity

Im thousand drams Accumulated

profit o Total
as of January 1. 2008 — 43, 725 43,735
Profil for the year 250117 2 250117
Total comprahensive income fof the year 250117 250,117
as of December 31, 2009 ) 293,842 243,842
Profit for the year 92,513 o 82.513
Tolai comprahensive income for the yaar 82,513 92,513
as of December 31, 2010 386,355 385.355_

The staterment of chanpoes i eguary o fo e fead 1 conpenction with the potes to and foemmg rart of the financial

statements sot ot on Pages B to 2T
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Statement of cash flows

In thousand drams Yeaar andad Year ended
Dacember 31, Decamber 31,
2010 2009
Cash flows from oparaling activities
Frofit tor the year 92,513 250,117
Adiustmants
Dépraciation and amanization 15,260 15,381
Finance costs 13.729 12.033
Finance income (92 288) {79,612
ImEome thx axpenss 38.691 29167
Income from grants (921 .428) (1,110,581}
Cperaling loss bafore working capital changes {B55,523) (B83,496)
Change In inventories (B24) 22
Cnange in recenvables and advances (33,947 (4.236)
Change in payables {120,908) 204, 898
{1.0711,042) (682.814)
Income tax paid (34,708) {31,064}
Interest paid 112.873) {13,860)
Net cash used in opereting scliviies (1.058.6683) {727.838)
Cash flows from investing activities
Acouisition of property and equipment {10.321)
Grants received 1.358175 1,326,442
Grants utilized (178,024) {254_326)
Interest received 92,304 81,205
Net cash from investing actiifiss 1.262,134 1,113,321
Cash flows from financing activities
Proceeds from |eans and borrowings - 112,000
Repayment of loans and borrowings: - (113,000}
Net cash from financing aclivitias - -
Met increase in cash and cash eguivalents 203,451 385 483
Cash and cash equivalents at the beginning of the year 1,025,539 B40 056
Cash and cash equivalents al the end of the year 1.228.990 1,025,539
I staterment of cash Mows 15 1o be resd compmenon wirh the notes 1o and formung part of the fimanenal searements sot

okt errs pragees B o 27
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Notes to the financial statements

MNature of operations and general information

Renewable Resources and Enerpy Efficiency Fund (the “Fund™) has been established on November
21, 2005, 1 accordance with the decree N799 of the Government of the Republic of Armenia dated
Apnl 28, 2005.

The Fund is a non-for-profit organizanon. The founder of the Fund s the Republic of Armenia (the
“Founder™),

The abyectives of the Fund are 1o

¢

facilitare wnvestments in the renewable enerpy and enerpy efficiency sectors,

promote the development of energy efficiency and renewable energy marker in Arnmen;
reduce adverse anthropogenic impacts on the environment and human health;

develop activities focused on energy satery and increasing energy system reliabality,

in case of obtmmng respectve authonty under the legislaton of Republic of Armenia,

imirate loan and credit projects promoung the sector development on behalf of the
Government, based upon the agency contracts signed with the Government.

The Fund implements the following projects:

Urban Heating Project, which 1 financed under the Credit Agreement dated July 20, 2005
signed between the Internatonal Development Assocation (the “1DA”) and the
Government of the Republic of Armenia. The objective of the Project is to mcrease the use
of clean, efficient, safe and affordable heating technologies m urban schools and mulo-
apartment butldings.

(ias and Heating Project, which 15 financed under the Grant Agreement dated April 28,
2006 signed between the International Bank for Reconstruction and Development and the
Fund. The objective of the Project 15 to improve the access to gas and heating services for
the eligible houscholds in urban multi-apartment buildings.

Preparation of Electricity Supply Reliability and Energy Efficiency Project (GEF PPG
Grant T 094673, which 15 financed under the agreement dated July 16, 2009 signed
between the Internanonal Bank for Reconstuction and Development and the Goyvernment
of the Republic of Armenta. The objectuve of the Project is to prepare the Energy efficiency
camponent of Electncity Supply Relability and Energy Efficiency Project.
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—  Renewable Energy Project, which is financed under the grant agreement TF 056211 dated
Aprl T, 2006 sipned between the Intermational Bank for Reconstrucnion and Development
and the Government of the Republic of Armenia and credit agreement 4159 AM signed
berween the Intermational Development Assoctation and the Government of the Republic
of Armenta, The objective of the Project 1s to increase the role of the pravately-owned and
operated power generauon, utithzing the renewable enerpy

Cilobal Environment Faalie Project (GEF PG Geane TF 93563), which is fnanced
under the agreement dated January 22, 2009 signed bBetween the Intemational Bank for
Reconstruction and Development and the Republic of Armenia. The objective of the
Frn]q:r.‘l! 15 1o assess the I'r;lsﬂﬂlllj.' of I:“.Errlnrntnr'!.' dn][:ng of the P sthermal site with the
hrhest estimated geothermal potennal

Within the framework of the Urban Heanng Project the Government of the Republic of Armenta
should allocate borrowings through the Fund. The Fund agreed to provide its borrowings to
potential beneficianies, which are financial insnnons such as commercial banks or credit
nppanizations.

The potential beneficianes of projects implemented by the Fund can be:

a)  management bodies of mult-apartment buildings;
by} economc enies;
el secondary schools;

d) individuals

An agency contract was signed on January 16, 2000 berween the Government of the Republic of
Armema represented by the Minsery of Finance and Feonomy and the Fund, which 15 descnbed
Trelorar

® according to the contracr, the Fund shall carry out legal and other acrvines for the
umplementation of the Urban Heztng Project on behalf of the Government of Republic af
Armenia;

* within the Urban Heaung Project framework, the Fund shall ensure the execution of
activines antaipated by components specified in the Development Credit Agreement.

* the Fund shall execute the lenders nght pursuant to cvil contracts in force and signed by
“Heating and Multi-apartment Buildings Assistance Management Bodies Supporr Projects
PIL™ Sk, wathin the framework of Letter-Agreement No PPF Q 333-0-AM of “Advance
for Proposed Urban Heating Project” signed berween Republic of Armenia and IDA on
April 3. 2003,

The average number of employees of the Fund dunng 2010 was 21(2000: 20),

The legal address of the Fund 1s Melik Adamyan 1, Yerevan, Armenia.
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2 Basis of preparation

2.1 Statement of compliance

The financial statements have been prepared based on the accounung records mamtaned under the
requiremnents of the Armenian legislanon and presented i accordance with Inte rnatonal Financial
Reporting Standards (“IFRS™).

In presenting the financial statements in accordance wath TFRS only addimonal disclosures have
been made in accordance with IFRS 7 “Financial Instruments: [hsclosueres™, which relates 1o
fnancial ingruments and financial risk management disclosed in the notes 16 and 17

Currently, 1FRS do not contun  specific gudance tor non-profit organizatons and  non-
povernmental organizations concerning the accounting treatment and presentavon of Anancial
statements. Where IFRS do not give gudance on how to treat transactions specific to not for profit
sector, accounting polices have been based on the peneral pancples of TFRS, as detaled i the
Internatonal Accountng Standards Board (“IASB™) Framework for Prepuritoon and Presentatian
Femanizal Statements.

2.2 Basis of measurement

I'he financial statements have been prepared on the histoncal cost basis,

2.3 Functional and presentation currency

The nanonal currency of Ammenta i the Armenian dram (“dram”), which 1s the Fund's funcnonal
currency. since this currency best reflects the economic substance of the underlying events and
transactons of the Fund

These financial statements are presented in Armenian drams, since management believes thar this
currency 1 more useful for the users of these finanaal statements, All financial informaton
presented in Armenian drams has been rounded ro the nearest thousand.

2.4 Use of estimates and judgment

The preparation of financial statements i conformity with IFRS requires management to make
critical accounting esumates and assumptions that affect the reparted amounts of assers and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reportng period. Significant areas involvinga higher degree of judgment or complexity,
or areas where assumptions and estimates are sigmificant to the financial statements are disclosed in
the note 13 to the financial statements.

25 Adoption of new and revised standards

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

issued by the International Accounting Standards Board (the “IASB™) and Internanonal Financial

Reporting Interpretanions Committee (the “TFRICT) of the TASB that are relevant to its operations
and effective for annual reporting pertods begmning on January 1, 2010,
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Standards and Interpretations in issue but not vet adopted
TFBRS D Fepanaal Tnstrsments

This Srandard 1ssued in November 2009 and amended in October 2010 introduces new
requirements for the classificanon and measurement of financial assets and financial Habilines and
for derecogmnon, 1FRS 9 requires all recognised financal assers that are within the scope of 1AS 3%
Fimanceal Instruments: Revoguition und Measurement to be subsequently measured at amortised cost or fur
value. Specifically, debr investments that are held wathin a business model whose objective s to
collecr the contractial cash flows, and that have contrmactual cash flows that are solely payments af
prncipal and interest on the prnapal outstanding are generally measured at amornsed cost at the
end of subsequent accounnung periods. All other debt investments and ety investments are
measured at their fair values at the end of subsequent accountng periods,

The most sigmificant effect of IFRS 9 reparding the classification and measurement of financial
labilities relates to the accounung for changes in fair value of a financial lability (desigmated as ar
tair value through profit ar loss) atnbutable to changes in the credit nisk of that habiliry. Specifically,
under IFRS 9, for finanoal habihnes that are designated as at fair value through profit or loss, the
amount of change i the far value of the financial liability that is attriburable to changes in the
credit nisk of that liability &« recognized in other comprehensive income, unless the recogninon of
the effects of changes i the habiliry's eredit nsk in other comprehensive income would create or
enlarge an accounting mismatch in profit or loss, Changes in fair value artributable to a financial
habuliny's credit nsk are not subsequently reclassified to profit or loss, Previcusly, undér TAS 39, the
enuire amount of the change w the fair value of the financial lability designated as ar fair value
through profit or loss was recognized 1n profit or loss,

1FRS 9 35 effectve for annual penods beginning on or after 1 January 2013, with earlier applicanon
pernutted. The directors anucipate that TFRS 9 will be adopted in the Fund's financial staterients
for the annual penod beginning January 1, 2013 and rhat the application of the new Standard waill
have a sigmficant impact on amounts reported i respect of the Fund's financial assets and fnancial
habilines. However, it 15 not practieable to provide a reasonable estimate of that effect until a
detailed review has been completed.
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3 Significant accounting policies
3.1 Foreign currencies

Foreign currency transachions

Tn preparing the financial statements, transactions n currencies other than the funcuonal currency
are reevrded at the rates of exchange defined by the Central Bank of Armenia prevailing on the
dates of the transactions, At each reportng date, monetary items denormnated mn foreign currencies
are retranslated at the rtes defined by the Central Bank of Armenia prevailing on the reporting, dare,
which is 36344 drams for 1 US dollar as of December 31, 2010 (IDecember 31, 200%: ITTR9 drams
for 1 US dollar), Non-monetary items that are measured in terms of histonc costin foirent
currency are not retranslated.

Fxchange differences ansing on the settlement and retranslation of monetary items, age included m

the statement of comprehensive mcome for the p-:'nml.

3.2 Property and equipment

Property and equipment are stated at cost less accumulated deprectanon and any accumulated
impatrment losses. Cost compnses purchase prce mcluding import duties and non-refundable
purchase taxes and other directly artnburable cosrs.

The gamn or loss ansing on the disposal or retirement of an ttem of property and equipment 15
determined as the difference berween the sales proceeds and the carrying amount of the dsset and is
recognized in profit or less.

Subsequent expenditure is capuralized if future economic benefirs will anse from the expenditure. All
other expenditure, including repair and maimtenance, is recognized in the statement of
comprehensive mcome s mourred.

Deprecianon is charged o the statement of comprehensive income on 4 straight line basis over the
estimated useful lives of the indvidual assets. Deprecianon commences when assets are available for
use. The esnmated useful lnves arc as follows:

Computers and accessones - 4 years
\ehicles - ‘Gyears
Other - 5years
33 Intangible assets

Intangible assets, which are acquired by the Fund and which have finite useful bives, are stated at
cost less accumulated amartzation and imparment losses.

Amortization is charged to the statement of income and expenses on a straight line basts over the
estimated useful lives of the intangible asscts, which 1s estimated at 53 years for accounting software.
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3.4 Inventories

Inventones are stated at the lower of eost and net realizable value. Net realizable value 13 the
estimated selling price in the ordinary course of business, less the eznmated costs of completion and
selling expenses. The cost of inventones is based on the first-n first-out panciple and includes
expenditure incurred in acguinng the inventones and bonging them to their existng location and
condition.

3.5 Financial instruments
Financinl assets and finanenl habilites are recognized when the Fund becomes a part to the

contractual provisions of the financal instrument
Financial gssers and fnancial abilities are measured tonally at fase value plus TEANSRCHENT COSLS,

Financial assets and fmancial habalines are measured w‘!lhstqurnﬂ}' as descabed below

Financial assels
Finangial assers are divided mto the following categories:

s Joans and receivables
» financial assers ar fair value through profit or loss
o gvalable-for-sale finanoal assets

o held-to-marante investments.

Az of the repornng dates the fiinanaal assets of the Fund are cateponzed under “loans and
receivables”, A finanaal instrument's category 15 relevant for the way 1t 12 measured and whether any
resulting mcome and expenses are recognized in profit or loss or directly n other comprehensive
mecome and credited to the equuty. See note 16.2 for a summary of the Fund's financial assets by
CITEPOrT.

1 Borrowings provided

Borrewangs are recogmzed mtally at fare value, net of tmnsacton costs assoctated wath the
borrowing. Subsequent to mittal recogninon, bommowings are stated at amortized cost

Borrowings, provided by the Fond to commerdal banks and credit organizations wathin the
framewark of the apreement sipned with the Republic of Armenia government, are recorded in the
statement of finanaal posinen of the Fund as financal assets, although the Fund acts as an agent in
this transaction, since the Fund bears the nosks of non-repayment of the borrowings by the
commercial banks and credit orpanzations. However, where the Fund does not bear this risk of
non-repayvment, the borrowangs are not recognized 1 the Fund's statement of financial positon.
Instead, the Fund récords the interest payments related 1o these borrowings to be transferred to the
Government under “Pavables 1o the State budget against borrowings redeemed” caption in
accounts payable. The amounts collected from the redemption of the pnncipal amaunts of these
borrowings are mcluded 10 the statememt of cash flows as “Grants recewved” under investing
actvites;
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u Accounts recervable

Carrent accounts recenable are imally recopnized at fair value 5llb:1l.'l.l!.|{"n1|.:.' thr}' are measured at

amorized cost less Provismnn fr;r I.I'HI'}HII'T'I:'IL“I'II,.

Carants that are recervable as compensation for expenses already incurred are recognized i the

pertad when their collecnon s considered probable.
m Cash and bank balances

I'he Fund’s cash and bank balances comprise cash in hand, bank accounts and eash in reansit.
Financial iabilities

Phe Fund's financial liabilines include barrowings and pavables, which are measured at amortzed
cost usmye the effective mrerest rate method. A summary of the Fund’s financial liabiboes by
catepory 15 mven m note 16,2

w o Boreowimgs recetved

Borrewangs recemved are recopmzed munally at far value, net of ssuance costs assaciared with the
borrowmg. Subsequent 1o it recogmunon, borrowings are stated at amortized cost wath any
difference berween cost and redempuon value recognized mn the statement of comprehensive
meome over the penod of the borrowings on an effecuve interest basis. Interest and other costs
meurred in connectnon with borrowings are expensed as incurred as part of Anance expenses:

v Pavables
Trade and other pavables are stated ar fair value and subsequendy stated at amortized cost.

3.6 Impairment

Impairrment of property and equipment and infangible assets

Assets that have an indefinite useful life are not subject to amortzation and are tested annually for
impairment. Assers that are subject to amortization are reviewed for impatrment whenever events or
changes i circumstinces indicate that the carying amount may not be recoverable. An impairment
loss 15 recopnized for the amount by which the asset’s carmying amount exceeds its recoverable
arrvount.

Recoverable amount 15 the higher of net selling prnce and value in use. If the recoverable amount of
an asset or cash-generatung unit 1s esumated to be less than its carrying amount, the carrying amount
of the asset or cash-generaung umit 15 reduced to 1ts recoverable amount. Impairment losses are
recopmized as an expense immediately, unless the relevant asset is carnied ar a revalued amount, in
which case the impairment loss 1s treated as a revaluation decrease.
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Where an impatrment loss subsequently reverses, the carrying amount of the asset or cash-
penerating unit is increased to the revised esumare of its recoverable amount. but so that the
nereased carrying amount does not exceed the carrying amount that would have been determned
had no impaicment loss recogntzed for the asset or cash-generatng umit in prior years. 2\ reversal of
an impairment logs i recognized as income immediately, unless the relevant uszet 18 earned ara
revalued amount, n which case anv reversal of impairment loss 1s treated as a revaluation increase.

3.7 Grants related to assets
Girants are not recognized untl there is reasonable assurance that the Fund will comply with the
condions attaching to them and the grants will be recerved

Crrants whose pn'umry comditton 14 that the Fund should purchase, construet or otherwise doqguire
mon-cutrent assets are recogrized as deferred income in the statement of financial position and
transferred 1o the statement of comprehensive income on a systemane and ratonal basts over the
usefu] hves of the related assets

3.8 Deferred income

Financing recevied within the tramewaork of the projects implemented by the Fund are recopnized
in the statement of inancial posion as deferred ncome under current liabilines sinee at the pomt
of receipt of fmancng the directions how the resources will be unlized are not defined.

Deferred income is decreased by the amount, which s used for borrowangs: these amounts are
recognized as “Borrowings provided”(refer to note 3.3 for the accounting policy of borrowings ).

Amounts received by the Fund as redemption of the borrowings provided are accrued in deterred
mcome, since ar the point of receipt the directions how the resources will be ualized are nor
defined.

Girants that are recervable as compensation for expenses already incucred are recognized in the
perod in which they become recervable.

The other amounts are recognized as income on 3 systemanc basis in the period in which amounts
dishursed within the scope of the projects are reumbursed.

3.9 income tax
Current tax is the expected tax payable on the taxable income for the year, using tax rares enacted or

substantially enacted at the balance sheet date, and any adjustment to tax pavable in respect of
!'.If':-'\'l[!LLS ?.'E'ﬂ.[ﬁ.

'The assets and services recenved by the Fund for off charge and the expendirures related to them are
not exposed to income taxanon.

Deferred income tax is provided using the balance sheet lability method, providing for temporary
differences berween the carrying amounts of assets and liabilines for financial reporting purposes
and the amounts used for taxation purposes. The amount of deferred income tax provided is based
on the expected manner of realization or settlement of the carrying amount of assets and liabilities,
using tax rates enacted or substannally enacted at the balance sheet date.

A deferred income tax asset is recognized only to the extent that it is probable that future taxable
profits will be available against which the unused tax losses and credits can be utlized. Deferred




Renewable Resources and Energy Efficiency Fund
Financisl statements
December 31, 2010

16

meome s asects are reduced to the extent that it 1s no longer pmhulﬂc that the related tax benefi
will be realized

3.10 Income

The Fund recerves income from different sources in the fmmework of different projects. The
pohieies for the utilizanon of deferred meome and prane related o assets are desenbed in the notes
3.7 and A8, respectively,

The tinance ineomic relates to interests eamed on borrowangs provided by the Fund,

Aecording, to the agency contact sygned between Republic of Armmenma and the Fund, the Fund s
ohliged to pursue the objectve of the projects on the request, o behalf and at the expense of the
Republic of Armenia. Expenses incurred are covered by the Ministry of Finance and recognized as
meome n the penod in which the approprare senvice 15 eendered (included 1 other income).
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4 Property and equipment
In thousand drams Machinery and
equipment Vehicias Other Total
Cogt
as of January 1, 2009 — 327078 B 22,771 11,346 66,345
as of Decomber 31, 2008 32228 221 11,346 66,345
Addilians 10,321 . = 10,321
ak of Decamber 31, 2010 B 42 549 27T 11,346 76 BEEG
Accumulaled depreciation
as of January 1 2008 15,263 TATT 5328 26,098
Charge for the year B.052 4 554 2,269 14 877
as of December 31,2009 23,347 12031 7.587 42,875
Charge for the yaar 7,933 4.554 2,268 14, 756
as of December 31, 2010 31,280 16,585 9,868 ETES
Carrying ameauant
as of Decambper 31, 2008 = 8,881 10,740 3,748 23370
a5 of December 31, 2010 11.269 . 186 1,480 18,835

Duting the reporting penod the depreciauon expense amounnng (o drams 12,052 thousand {2004%:
drams 12,173 thousand) was included in adnunistrative expenses and drams 2,704 thousand in
project expenses (2009: drams 2,704 thousand)

s of December 31, 2010 and December 31, 2009 the Fund does not have any pledged property
and equpment.

As of December 31, 2010 the cost of fully depreciated property and equipment is deams 20,228
thousand (as of December 31, 200%: ml).

s Borrowings provided and received

In accordance with the Development Credic Agreement signed berween the TDA and the Republic
of Armenia, the IDA provided a borrowing amounting to 10 million SDR to the Republic of
Armenia to implement the Urban Heating Project (refer to note 1).

The Government of the Republic of Armenia has agreed with the IDA to alloeate the borrewings
through the Fund. The Fund has agreed to provide the funds received as a borrowing 1o
Participating Financial Insuinons, which arc cither commercial banks or credit organizations,
These funds will be subsequently forwarded by these Participating Financial Instrutions as loans to
beneficiaries in the framework of the Project.

For this purpose an addinonal agreement has been signed berween the Minstry of Finance and
Feonomy of the Republic of Armenia and the Fund. The maturity period of each part of the loan is
seven years. The Fund is obliged to pay to the Minsstry of Finance and Economy of the Republic of
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Armemia an mterest of 190 per annum 1o be accrued on the I:Jutsl:;md.ilng balange of each boreowing,

Frn 20010 o borrewings were provided to the Fund (2009: drams 113,000 thousand)

In 2009 the Fund signed contracts on borrowing with “ACBA Credir Agricol Bank" C]5C,
“Ardshinmvesthbank” CJSC and “Cascade Bank™ C]5C. In 2010 “Cascade Bank™ C]SU was

Festructured o Amena Bank™ CISC

Dunng 2010 the Fund has not provided any loans o Partcipanng Finanaal Insntunons (PFLs)
(2009 deams 113,000 thousand were I‘lrrﬂ.'ulnf to "ACEA Credit Agricol Bank™ C)5C),

Borrowings to PFls are provided both in Armenan deams and US dollars

The interest rates are delined as follows:

o  For bormrowings denominated m U'S dollars; 6 months LIBOR plus | percent:

¢ For borrowings denominated in Armennn drams: the weghred average interest mte of Y1180
days deposits attracted from individuals as caleulated by the Central Bank of Armenn foar
Armenian banks. The average rate tor the prast G months will be used, whach ean nor be lower
than LS Dollars 6 months LIBOR

Under the apency contract signed between the Ministrv of Finanee and Economy of the Republic of
Armenia and the Fund, within the framework of Lemer-Agreement No PPF Q 333-0-AM of
“Advance for Proposed Urban Heanng Projeat”, the nghts of control of the panapal amount of
the borrowmgs belong to the Minstey of Finance and Economy of the Republic of Armenia. The
principal amount 1s directed to be used as sub-loan resources, defined by the addinonal borrowing
agreement.

Agpresented in the note 3.5 and 15, amounts borrowed from the Govermnment af the Republic of
Armenia and allocated to commeraal banks are recognized in the statement of financial position of
the Fund, considening the fact that the Fund has a contractual agreement to repay the borrowings to
the Government of the Republic of Armenta, even if it fails 1o collect all due borrowings from the
commercial banks.

On the other hand, where the Fund iuself does not bear the nsk of non-repavment of the
borrowings, those barrowings are not ncluded in the Fund's statement of finanaal position. Dunng
2010 the Fund has provided such a borrowing of US dollars 12,500 (2009: LS dollars 1,216,533) to
*Cascade UCO" C]SC (present “Amera Bank™ CJSC). These amaunts were not reflected in the
financial statements of the Fund, due 1o the reason above.

51 Borrowings provided

In thousand drams As of December 31, Az of December 31,
2010 2008

Borrowings provided 1,352 450 1,202 466

Including.

Long-term portian 1.392 450 1,392 450

Short-term portion - 16
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Bortowings mature in 7 years and bear a woghted average interest rate of 6.6% annually (2004
£ 6% 0 anmually).
Borrowings are secured by guarantecs, property and other pledges

Phe matunty perods fur the borrowings are as follows

In thausand drams As of As of
December 31, December 31
w10 2008
Legs than 1 year . 16
1-5 yuars 1.279.450 929,450
Chyar 5 yaars 113,000 463 000
1,392 450 1,382 466

Interests recevable as of December 31, 20101 ml (December 31, 2009: drams: 16 thousand

ineluded 1 the cost of borrowings)

The earrving amounts of borrowings |*|ru\'ls.‘h:d to banks are I‘H'K.‘:'l:'ntl.‘d below:

In thousand drams As af Ag ol
Decembear 31 Decamber 31,
2010 2009
"ACBA Credit Agnicol Bank™ CJSC 1,382 450 1.382.466
5.2 Borrowings received
In thousand drams Az af Ag of
Decamber 31, Decembar 31,
2010 2009
Borrowings recsived 1,386:519 1,385,763
Ingiuding
Long-ierm portion 1,392,450 1.392.450
Short-temm portion 4 069 3313

Borrowings received mature n 7 years and bear a weighted average interest rate of 1% annually
(2009 1% annually),

The matmnty penods for the bormowings are as follows:

In thousand drams As of As of

Decompar 31 December 31,

2010 2009

Less than 1 year 4,069 33

1-5 years 1,278,450 829,450
Qvar & years 113,000 453,000

1,386,519 1,395 783
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The fair values of borrowings equal therr carmving amount, since it i3 possible to attract stich

amounts with simular terms only m the scope af special contracts,

As of December 31, 2010 interests payable amounted to deams 4,069 thousand (2009 deams 3,313

thousand)
[+ Receivables and advances
In thousand drams As of As of
Deécember 31, Decembar 31
2010 2008
Recelvables from the Government of RA and the World Bank (refar to note 11) 116,569 T4 160
Receivables from the State budge! 2187
Other . 14241
128,402 03,391

Recetvable from the Government of the Republie of Armena and the World Bank consists of
acerued expenses, which are subject 10 subsequent redemption by the Government of E{rpuhhc o
Armema and the World Bank based on the exsting agreement. Management believes that this

amaotnt s fully recoverable

T Cash and bank balances
In thousand drams As of As of
Decambar 31 Decambear 31
2010 2008
Bank accounts 1,140,030 1,025,538
Cash in transit 88,8960 -
1,228,990 1,025,539
8 Grants related to assets
In thousang drams
2010 2009
Balance at beginning of year 15.095 27,246
Recognized as income (referio note 11) {12,030 {12150
Balance at end of year 3.065 15,085
9 Accounts payable
In thausand drams Asof As of
Decembear 31 December 31,
2010 2008
Payables to contraciors BE.718 233434
Taxes payable 10,187 13,576
Payables to the State budget against bormowings redeamed 117,877 §2.263
Advances from benaficlanes 10,965 18,400
Cther 6129 [ARE
244 876 365 784




R SESSS

Renewable Resources and Energy Efficiency Fund
Financial statements
December 31, 2010
21

Paviables to contractors include gas access, instalation of gas <toves as well as pavables for consulung
and orther services.

Pavables to the State budpet against borrowings redecined mclude repayments made against
provided borrowings, which were not wcluded in the finanaal statements of the Fund

10 Deferred income

In thousand drams 2010 2009
Balance at beginning of year 455,716 522,030
Additions 1388175 1,326,442
Borrowings repakl/{provided), net - (111,817
Recovery of receivables from the Ministry of Finance of RA {98 B74) (BB.874)
Recovery of the financing to be received from the Government of RA and the

World Bank {78,150) {83,825)
Use of delerred income (refer to note 11) (908,358) (1.,088.430)
Batarce al eand of year 726,468 455,716
Neddetieny

Addinons include amourits received to pursue the objectives of the Project (refer to note 1),
The financmng 15 recerved from the following sources:

- The World Bank,
" The Government of Republic of Armenia.

Berrosmgr repaed (provided)

In 2010 thete wete no borrowings provided (2009: drams 113,000 thousand) and no borrowings
repricd (2009: drams 1,383 thousand).

Récopery of receivables from the Minisery of Finance of the Republic of rmenia

Within the scope of the agency contract signed berween the Fund and the Republic of Armenia, the
Fund submirted invoices to the Ministry of Fiance of the Republic of Armenta.

Receivables that arise from the submutted imvotces are covered from the deferred income. 1o 2010
these receivables amounted to drams 98,874 thousand (2009: drams 08,874 thousand)

Recosery af the finandng to be received from the Gapernment of the Repablic of Armenia and the World Bané
Amounts disbursed at the expense of the Fund for the implementation of projects have to e

reimbursed by the funds to be received from the Govemment of the Republic of Armenia and the
World Bank. The recovered amounts are repaid from the funds disbursed by the Fund.
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11 Income from operations

In thousand drams

Use of deferred income
Incoma recognized froem grant related to assets

Income recognized from advances to beneficianes
Income from the financing of the Governmen! of RA and the Warld Bank

Other

22

Year ended Year anded
Decembar 31 Becemper 31,
2010 2009
809,398 1,098,430
12.030 121561

11322 -

118 589 78,180
15,288 3,495

1.064 608 1,193,228

Lncome from the fimancing of the Government of the Republc of Armenia and the Warld Bank
Amounts disbursed by the Fund to pursue the objectves of the projects are subjecr 1o he
reimbursed by the Government of the Republic of Armenia and the World Bank and recopnized as

Hieome from oporatons (also refer to note 6.

12 Project expenses

In thousand drams

Lirban Heating Project

Efectricity Supply Reliablity and Energy Efficency Project

Renewabie Energy Project
Gas and Heating Project
Global Enwvirenmiant Facilty Project

13 Other financial items
In thousand drams
Gami{loss) from exchange rate differences

Financial liabilties measured at amontized cost

Borrowings nd receivables

14 Income tax expense

In thousand drams

Current tax
Defarred tax

Year ended Year anded
December 31 December 31,
2010 2009
B22 B73 415 794
33,004 N
165G 889 165 B&0
E 380,856
14,342 205 251
1.037.299 1,177,681
Year-ended Year ended
December 31, December 31,
2010 2008
F o L I {
s 0¥ T d _'f-"/ A

3424 FE2 i2.00gy ¢

(38.547) 135458
{36.123) 133,449
Year ended Year ended
December 31, Decamber 31,

2010 2008
G691 29,187
35,691 29 187
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Reconabatnen of effecove max rate 15 as follows
In thousand drams Year ended Effectiva Year anded Effactive
Decamber 31 tax rate December 31, tax rate
2010 (%) 2009 (%)
Prafilt before taxaticn (under IFRS) 128204 279,284
Tax calculated at a tax rate of 20% (2009 20%) 25841 2000 55,857 20.00
iNan-taxable)non-deductible tems. net 10,850 840 {26,680 (9 56)
Incoma jax axpanse 35691 28 40 29.167 1044
15 Critical accounting estimates and judgments

Estmates and judgments are contnually evaluated and are based on histonical experience and other
tactors, meludmg expectations of future events that are believed to be reasonable under the
CIFCUMBIANCes,

15.1 Critical accounting estimates

The Fund makes esumates and assumpnons concemung the future. The resulung accounung
estimuates will, by defimuon, seldom equal the related actual results. The esnmares and ASSUMPIONS
that have a sigmficant nsk of causng 4 matenal adjustment to the carrying amounts of assers and
liakulitses within the next financtal vear are discussed below,

According to the borrowing contract sugned between the Fund and the Ministry of Finance and
Economy of the Republic of Armenia, the Fund has recerved borrowings from the Government of
the Republic of Armenn and redirected those amounts w commeraal banks as “horrowmgs
provided” [refer tonote 5)

The assers and labibves generated from these borrowings (including interest recervables and
payables) provided to “"ACBA Credit Agricol Bank” C]SC are recognized in the statement of the
financial position of the Fund, because according to the contmct signed between the Fund and the
Minustry of Finance and Economy of the Republic of Armenia, the non-redempnon nsks connected
1o these borrowings are camned by the Fund. On the other hand, borrowangs provided to “Cascade
UCO™ CJSC (presentdy “Amena Bank™ CJSC) are not recognized in the statement of finincial
posiion of the Fund, since the Fund will not carry anv obligation for non-redemption of the
borrowing,

However, had not been those bomowings recognized in the financial statements of the Fund, the |
borrowings included in the statement of finanoal posinon would be presented as follows: |

2010 |

In thousand drams

Currant Without those
accounting borrowings
Assets
Non-curmeint assels
Borrowings provided 1,392 450 -
Liabilities

Borrowings received 1.306 519 4 D69
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ir thousand drams

Assels
Non-curenl g5sils

Borrowings provided

s

Bortawingh recaived

16 Financial instruments
16.1 Significant accounting policies
etml= ol the sypmifitant accounimg

24

Currem Without those
_Er-m-_lzl_rttl_-"lg_ borrowings
1382 466 6
1,395 763 1313

polieres and rethods adopted, inchuding the crteria tor

oo sind e basisoon winch ancome andd expenses are pecopntzeil, uy respect of cauch class ol

Fanenil asser, fnangial lnbtlty and equin mstrament arw diselosed i the now 3.5,

16.2 Categories of financial instruments
[ Ty cnrry g atnminits pfrwnm.l it the fnanceal

and I nle:

Financial 855615

I thausand drams

Loans and receivables:
Eomowitgs provided
Recelvabies

Bank balances

Financial liabilities

In thoussand drams

Financial tiatilifies measured 2t amMomized Cosls:
Loans and bormowings

Payabies

See note 35 for a deseripuon of the accounung pohicies
I"he bar values are P veented mn the related notes

carement relate 1o the following itgees Bl destls

As of As ol
December 31 Dacember 31
- 2010 08

1332 450 1,382 466

¥2T1.215 85,538

B -5 1,025,530

2 748 655 2,503,543

B oaf Asof

Dezambar 3 Cicarnber 37
. ) N ..

1.396.519 1,385 763
Zzavea 332808

1,620 243 1.728.5M1

for each category of fnancl mstriments
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17 Financial risk management
Exposure 10 market nsk inchuding curdency nisk), eredir nsk and hguiciny sk anses in the nopml

conrse Of the Fund'« actvin
171 Financial risk factors

T N T T

Ihe Tund's aenvines expose 1t pramanh to the nsks of changes i foreen curreney exchange files

s b Taeloa
| SRR PR o

e Fund undertakes certam rransacuons denominated i foeepn currencies ence, CR[MIsLTS |1

eaclimepee mte et ansc

e exprasure ot the Fund's financal assets and Soancul babilities o the Fesretignny curreney rish ik

!.i ll!i (LLA0

Item
Armanwan Frealy. canvanbie
Z810 draris _ curénciEs
Firrancial aesels
Borrowings provided 1.392 450
Recevables T 215
Bark patances 673.025 I 551 965
- 21894 6590 553 G55
Finanoial iabifities
Borrowings receved 1.386.518
Payabies 233 724
1620 243 -
MNED postion 574 447 553 966
Itermn
ArmsaEn Fresly convertitie
2008 drams - currEnCiEs
Financial assels
Borrowings provided 1,382 468
Racawvables 85538
Bank batances 352871 _ 562, B5H
1,840,875 B62 665
Finanmal ahiltes
Borrowings recened 1.393 769 1,954
Fayablas 332 BOB
_ 1,726,577 1.884
Mat pasition 114 298 BEOET4

Ihe Fund = manly exposed o US dollar and Eurs exchange rates. The Mowing table details e
Fund’s setsiovary toa 1006 (2000:104 ) merease and deerease in dram agamst LS dollar. 100

200 10 rePresents managenment’s assesseent of the Pn.\.-lhft- chanpe i I'nn'lgn exchange Fites
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The sensinvity analvsis includes only outstanding foreign currency denominated monetary items and
adjusts their transladon ar the penod end fora 100 (2009:; 107) change in foreyn currency rates, A
positive number mdicates an increase in profit or loss and other equity where dram strengthens
wnst the relevant carrency,

IS dallar impact
2010 2009
Staterment of comprehensive income 55,396 66,067

ol Lagredity sk
I'he Fund's pohcy 15 1o run a prudent bguidity management policy by means of holding sutficient
cash and bank balances, as well as highly ligguied assets for making all operational habilines when
those beeome due

18 Commitments

18.1 Operating lease commitments

The Fund as lessor

Operatung leases relate to building wath lease term of 3 years. The lessee does not have an opuon to
purchase the leased asset ar the expiry of the lease penod

MNon-cancelable operaung lease pavables are disclosed below:

In thousand drams As af As of
December 31, December 31,
2010 2008
Mt fater than 1 vear 18,000 18,000
1-5 years ; 18,000
18,000 36000
19 Contingencies
19.1 Business environment

Armema continues to undergo politcal and economic changes. As an emerging market, Armenia
does not possess a developed business and regulatory infrastructure that generally exists in a more
mature free marker economy. In additon, economie condinons continue to limit the volume of
actvity in the financial markers, which may not be reflective of the values for financial instruments.
The mam obstacle to further economic development i= a low level of economic and msttutional
development, along with a centralized economic base, regional instability and international
ECONOIMIE CTISIS.

The possible effects of these factors on the Fund may include the nability to pay creditors when
they become due, impaired reputation, difficulnes in selling the goods and services, difficulties in
obtaining funds, etc. All these problems may lead to the lessened liquidity of the Fund and,
accordingly, 1o gong concemn problems. However, as the number of vammbles and assumpuons
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involved in these uncertiintes 15 big, management cannot make a reliable esumate of the amounts
by which the carrving amounts of assets and habilines of the Fund may be affected.

The finaneial statements of the Fund do not include the effects of adjustments, if any, which might
have been considered necessary, had the effects of the current global ensis become observable and
rebiably measurable 1 Armema.

19.2 Insurance

Thie Armenan msurance industry 1s 10 its development stage and many forms of insumance
protection common in other parts of the world are not yet generally available in Armenia. The Fund
dises niot hiave full coverage for 1ts plant facilines, business mterruption, or thied party liability n
respeet of property or environmental damage ansing from acadents on the Fund property or
relating 1o the Fund operations, Unnl the Fund obtamns adequate msurance coverage, there 15 arisk
that the loss or destruction of cestain assets or environmental damage could have a marenally

adverse affect on the Fund’s operanons and financial posinon

19.3 Tax contingencies

I'be maxanon svstem i Armenia s relanvely new and 1s charmactenzed by frequently changing
lemslanon, which 1s often subject to mterpretaton. Ofren diffening interpretanions exist amony
various faxation authonues and junsdicnons. Taxes are subject to review and investigations by mx

authonues, which are enabled by law to impose severe fines and penalies

These facts may create tax nsks m Armemna substanually more than o other developed countnes.
Management believes that it has adequately provided for tax labilines based on its interpretation of
tax lemslanon. However, the relevant authonnes may have diffenng interpretanons and the effects
could be significant,

20 Related party transactions

20.1 Transactions with management and close family members

The Fund's related parnes mnclude 1s key management.

Kev management received the following remuneraton during the yvear, which is included in payroll
and emplovee benefits.

In thousand drams Year ended Year ended
Decamber 31, December 31,
2010 2009

Salaries and bonuses 19,742 20:108




