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- Fundo de Crédito Comunitario
A Project of World Relief Corporation
. Maputo, Mozambique -
I I AUDIT REPORT
. Introduction
1 We have audited the financial statements of Fundo de Crédito Comunitario (FCC), a project of World Relief

Corporation (WRC), WRC is registered as an international non-governmental organization (NGO) in Mozambique under the
name of World Relief Mozambique (WRM), comprising the balance sheet as at 30 September 2004 and the related
statements of income and cash flow for the year then ended.

- J
J

Responsibility

b

2 It is the responsibility of the institution’s management to prepare financial statements that give a true and fair view
of the institution’s financial position and the results of its operations. Our responsibility is to express an opinion on these
financial statements based on our audit.

Scope

-

3 We conducted our audit in accordance with International Standards on Auditing. An audit includes examination, on
a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes an assessment of
the significant estimates and judgments made by the institution’s management in the preparation of the financial statements,
and of whether the accounting policies are appropriate to the organization’s circumstances, consistently applied and adequately
disclosed.

-

-+ We planned and performed our audit so as to obtain all the information and explanations that we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free of
material misstatement. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the
financial statements.

& -

Opinion

5 In our opinion the financial statements identified above present a true and fair view of the financial position of -
Fundo de Crédito Comunitario at 30 September 2004 and the results of its operations for the period then ended in
accordance with International Accounting Standards.

RO Rudsn L6

Maputo.
20 December 2004
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In US Dollars
_ Notes 2004 2003
ASSETS
. Current Assets
Cash and Short-Term Investments 3 493,825 466,970
- Gross Loan Portfolio 663,659 698,758
. Loan Loss Reserve (58,923) (13,277)
Net Loan Portfolio 4 604,736 685,481
. Other Current Assets 5 123,517 99,728
Total Current Assets 1,222,078 1,252,179
i Non-Current Assets
Net Fixed Assets 6 169,014 145,778
& Total Non-Current Assets 169,014 145,778
. TOTAL ASSETS 1,391,092 1,397,957
. LIABILITIES
— Current Liabilities
. Savings Guarantees 7 453,571 372,151
Other Current Liabilities 8 77,348 113,826
i Total Current Liabilities 530,919 485,977
Non-Current Liabilities
— Deferred Revenue 9 50,000 96,885
. Total non-Current Liabilities 50,000 96,885
i TOTAL LIABILITIES 580,919 582,862
i EQUITY
l Donated for Loan Capital (current period) 85,000 142,321
Donated for Loan Capital (ending periods) 442,684 300,363
- Donated Equity (current period) 452,412 405,403
l Donated Equity (ending periods) 2,804,507 2,399,104
Prior Year Retained Earnings (2,432,096) (1,810,103)
w Retained Earnings (current period) (542,334) (621,993)
l TOTAL EQUITY 810,173 815,095
i TOTAL LIABILITIES and EQUITY 1,391,092 1,397,957
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For the years ended 30 September 2003 and 2004
In US Dollars

Total South North . Total South North
Notes 2004 2004 2004 2003 2003 2003

Financial Revenue
Interest from Loan Portfolio 10 613,817 468,022 145,795 513,978 359,014 154,964
Interest from Other Loans 11 10,155 10,155 6,917 5,757 1,160

Interest from Investments 12 4,273 3,221 1,052 3,513 2,179 1,334

Total Financial Revenue 628,245 481,398 146,847 524,408 366,950 157,458

Other Income 13 2,984 2,057 927 1,087 1,087 -

Total Operating Revenue 631,229 483,455 147,774 525,495 368,037 157,458
Financial Expenses

Interest on Savings Guarantees 14 26,875 24,070 2,805 18,664 15,460 3,204

Interest on Borrowings 15 4,110 4,014 96 11,696 11,696 -

Total Financial Expenses 30,985 28,084 2,901 30,360 27,156 3,204

Loan Loss Reserve Expense 16 93,891 18,490 75,401 5,004 - 5,004
Operating Expenses

Administrative Expenses
Office Expenses 18 458,782 263,586 195,196 410,697 264,664 146,033

Depreciation 45,189 14,934 30,255 43,110 15,483 27,627

Total Operating Expenses 1,096,248 704,802 391,446 1,053,708 727,339 326,369

NET OPERATING INCOME (589,895)  (267,921)  (321,974) (563,577)  (386,458)  (177,119)
Non-Operating Revenue

Grant Revenue 19 537,412 349,734 187,678 547,724 244,047 303,677

Extraordinary Income 20 47,560 47,407 153 - = ' =

Extraordinary Expense 21 - 58,416 = 58,416

Capital Grant to Net Worth 22 85,000 35,000 50,000 142,321 23,391 118,930

NET NON-OPERATING
INCOME 499,972 362,141 137,831 346,987 220,656 126,331

TOTAL NET INCOME (89,923) 94,220  (184,143) (216,590)  (165802)  (50,788)

. Personnel Expenses 17 592,277 426,282 165,995 599,901 447,192 152,709
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For the years ended 30 September 2003 and 2004
In US Dollars

Cash Flow from Operating Activities

Net Operating Income
Adjustments for Non-Cash Items
Changes in Working Capital

Net Cash Flow from Operating Activities
Cash Flow from Investing Activities
Net Change of Fixed Assets

Net Cash Flow from Investing Activities
Cash Flow from Financing Activities

Deferred Revenue
Grant Revenue

Net Cash Flow from Financing Activities

Extraordinary Expense

TOTAL FUNDS GENERATED

Cash and Cash Equivalents at the Beginning of the Year

Cash and Cash Equivalents at the End of the Year

Notes

23
24

21

2004 2003
(589,895) (563,577)
147,560 29,460

47,088 (61,521)
(395,247) (595,638)
(68,425) 90,395
(68,425) 90,395
(46,885) (7,024)
537,412 547,724
490,527 540,700

. (58,416)
26,855 (22,959)
466,970 489,929
493,825 466,970
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All amounts in US dollars

1.1

1.2

2.1

22

2:3

2.4

Information System

Fundo de Crédito Comunitério (FCC) uses accounting software called “IDEAS for Windows” which functions at
the head office and consolidates the accounting information produced by the branch offices. The branch offices use
an accounting software called “Quickbooks” to record all the branch-level operations and another called “CLAMS”
to track client 1oans and 1oan p ortfolio. T he head o ffice and its branches transfer a ccounting and management
information via E-mail or courier.

FCC’s accounts are consolidated, but profit and loss statements can be presented by North and South regions, with
head office accounts consolidated with the South region. This report is based on the trial balance of the 2004 fiscal
year accounting period.

Accounting Policies
Basis of presentation

The balance sheet and the profit and loss account are prepared on the basis of historical cost.

Recognition of costs and revenue

Costs and revenues are registered in accordance with the accruals basis of accounting except for interest revenue
which is only accounted for when received.

Operations in foreign currencies

Revenue and expenditure transacted in Mozambican meticais (MZM) and other foreign currencies are translated
into US dollars (USD) at the rate ruling on the date of the transaction. Assets and liabilities denominated in MZM
are translated into USD at the rate ruling on the balance sheet date. The resulting differences are dealt with in the
income and expenditure account.

Fixed assets

Fixed assets of the organization are stated using the cost of acquisition. According to World Relief financial policy,
items are c onsidered to be a fixed asset when purchased for 3,000 US dollars or more. However, the previous
policy set a threshold of 1,000 US dollars, so historical fixed assets may include items that are less than 3,000 US
dollars. Depreciation is calculated using the straight-line method at the following rates according to World Relief
financial policy:

Buildings 7 years
Leasehold improvement 7 years
Vehicles S years
Computer hardware 3 years
Computer software 4 years
Furniture & fixtures 8 years
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3 Cash and Short-Term Investments

3.1 Petty cash
2004 2003
2,591 1,338

This amount represents the total amount in petty cash for different offices.

3.2  Cashin transit
2004 2003
1,595 10,089

The cash in transit consists of the funds collected from clients and not yet deposited in the commercial bank at the

end of the month.

3.3 Cash in banks

2004 2003
Deposits in local banks - MZM 289,263 303,244
Deposits in local banks - USD 60,928 129,337
Deposits in foreign banks - USD 1,885 2,105
FCC Total 352,076 434,686

The bank account balances in MZM were translated into dollars using the selling price rate given by the Bank of

Mozambique at the end of each month.

34 Short-term investments

2004 2003
BIM - Local term deposit 46,614 0
Banco Austral - Local term deposit 69,921 0
Citibank - Overseas term deposit 21,028 20,857
Total short-term investments 137,563 20,857

This heading includes investments of short-term deposits by FCC.

-
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4 Loan Portfolio

FCC’s loan portfolio has the following composition:

Community bank loans
Solidarity group loans
Special group loans
Restructured loans
Individual loans

Gross loan portfolio

Loan loss reserve
Net Loan Portfolio

The community bank loans carry a monthly interest rate of 5% on the initial capital, have a maximum loan term of

4 months, and have bi-weekly repayments.

Solidarity group and special group loans carry a monthly interest rate of 5% on the initial capital, have a maximum
loan term of 6 months, and have bi-weekly or monthly repayments.

Individual loans represent clients that are part of the refugee integration project of World Relief and a few clients

from Maputo area.

The restructured loans are the loans from the Nampula branches that were out of cycle and rescheduled for a new

period of 3 months.

2004 2003
261,155 339,414
68,357 80,778
223,338 212,449
25,680 -
85,129 66,117
663,659 698,758
58,923 13,277
604,736 685,481
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Notes to the Financial Statements
For the years ended 30 September 2003 and 2004 (continued)
All amoupnts in US dollars

5.1

52

5.3

54

3.5

Other Current Assets

Employee advances
2004 2003

24,727 24,197

Loans to employees carry a monthly interest rate of 2% on the initial capital, have a maximum term of 1 year, and
have monthly repayments.

Other advances
2004 2003

33,123 30,025

Other advances include the amount of USD 18,626 paid to SOMOTOR ordering motorbikes. It also includes USD
18,722 for cashew processing machines and other machines for small business development in Nampula as part of
an agricultural development grant from World Vision that FCC is no longer part of as of the end of September
2003. The remaining amount is composed of former staff loans, small advances for staff travel, and other
receivables from released promoters. Due to various circumstances to recover those advances, the reserve is
created for future losses. At the end of the fiscal year, the other loss reserve equals to USD 26,020

Due from World Relief Mozambique
2004 2003

52,814 30,150

This amount represents the balance due from World Relief’s Mozambique country office as funds advanced by
FCC and funds transferred from World Relief Baltimore and yet to be received from World Relief Mozambique.

Prepaid expenses
2004 2003

12,562 15,356

Prepaid expenses consist of prepaid rent for some of the branch offices as well as building improvements made to
the Maputo office.

Inventory
2004 2003

291 -

Inventory consists of clients’ passbooks that are stored for sale.




[image: image11.jpg]ol U T B B B B BE BR A A .1 .1 “

Notes to the Financial Statements
For the years ended 30 September 2003 and 2004 (continued)
All amounts in US dollars

6

Net Fixed Assets
2004 2003
169,014 145,778
Leasehold Computer
Improve- Hardware & Fumiture &
Buildings ments Vehicles Software Fixtures Total
Cost
At 30 September 2003 52,878 4,596 201,915 24,877 45,502 329,768
Additions - - 68,425 - - 68,425
Disposals - - - - - -
At 30 September 2004 52,878 4,596 270,340 24,877 45,502 398,193
Depreciation
At 30 September 2003 19,392 2,592 127,933 20,572 13,501 183,990
Additions 6,649 919 28,921 3,079 5,621 45,189
Disposals - - - - - -
At 30 September 2004 26,041 3,511 156,854 23,851 19,122 229,179
Net Fixed Assets
At 30 September 2003 33,486 2,004 73,982 4,305 32,001 145,778
At 30 September 2004 26,837 1,085 113,486 1,226 26,380 169,014
10
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8.1

8.2

8.3

8.4

Savings Guarantees

2004 2003
Community bank savings guarantees 171,720 178,616
Solidarity group savings guarantees 66,691 55,694
Special group savings guarantees 174,778 116,212
Individual loans savings guarantees 40,382 21,629
Total savings guarantees 453,571 372,151

FCC requires mandatory savings from clients. These savings are held as guarantees and kept in commercial banks.
Clients are eligible to withdraw their savings balance at the end of every cycle, provided all members of the group
have repaid their loans in full. Clients who have satisfied all loan repayments and are members of groups that
complete their full repayment on-time are eligible to receive a 3% return on their initial savings balance at the end
of the cycle. This provides an incentive for timely loan repayments and for clients to build their savings guarantees
account.

Other Current Liabilities

Due to World Relief Baltimore
2004 2003

22,903 68,280

This amount is the balance of expatriate salaries and benefits for World Relief staff who worked under the UNDP
grant to launch microfinance activities in Nampula. The grant was stopped prior to the scheduled end date and
World Relief Baltimore continued to charge FCC for the service of the expatriates. World Relief Baltimore has
committed to write-of the debt.

Accounts payable
2004 2003

18,038 18,520

Accounts payable at the end of fiscal year includes payroll taxes, telephone bills, audit fees, other service
providers’ bills and some deposits from clients that were of unknown designation during the closing period.

Accrued expenses
2004 2003

1,653 1,437

Accrued expenses are the cost of the September telephone and electricity bills.

Indemnity provision
2004 2003

34,754 25,589

FCC has made a provision for indemnities, a labor practice in Mozambique that pays employees a portion of their
historical salary in the case of layoff or dismissal. As the program of an international NGO, FCC is not legally
obligated to provision for indemnities. However, FCC’s intention to someday register as a Mozambican company
has led it to begin provisioning for indemnities.

11
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All amounts in US dollars

10

Deferred Revenue

World Relief Canada

Swedish International Development Agency (Malonda)

Total deferred revenue

2004 2003

10,000 67,868
40,000 29,017
50,000 96,885

Deferred revenues are restricted grants received by FCC that have not yet been used before closing period.

Interest from Loan Portfolio

Community bank loans
Solidarity group loans
Special group loans
Individual loans

Total interest from loan portfolio

Interest from Other Loans

Staff loans
Other loans

Total interest from other loans

Interest from Investments

This amount represents interest earned from bank accounts and short term deposit.

Other Income

2004 2003
284,176 382,039
78,043 68,480
198,057 28,696
53,541 34,763
613,817 513,978

2004 2003
10,122 6,748
34 169
10,155 6,917

Other income is generally from passbooks. It also includes income from renting the guest house in Nampula.

12
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14 Interest on Savings Guarantees
FCC requires mandatory savings from clients. These savings are held as guarantees and can only be withdrawn
upon full repayment of the loan. Savings guarantees are kept in commercial banks and FCC pays interest to clients
at 3% per cycle on the balance at the end of the loan cycle.

15 Interest on Borrowings

FCC had a credit facility from GAPI for a short period of time. In 2003, FCC had a line of credit at BIM.

16 Loan Loss Reserve Expense

FCC is allocating to a general reserve 2% of the outstanding portfolio less the portfolio at risk. A specific reserve
is calculated using an aging schedule of overdue loans.

17 Personnel Expenses
2004 2003
Expatriate salaries and benefits 53,179 137,442
Local salaries and benefits 504,316 417,390
Other employee expenses 34,781 45,069
Total personnel expenses 592,276 599,901
18 Office Expenses
2004 2003
Communications 73,429 615408
Consultant and legal fees 52,207 34,955
Equipment purchase 48,653 53,856
Exchange loss - 7,334
Office rent 57,505 53,609
Project development 131 5,714
Travel 71,462 57,664
Other expenses 155,395 136,157
Total office expenses 458,782 410,697

Equipment purchase includes also vehicle purchase less than USD 3,000 to be considered as fixed asset according
to World Relief policy. Other expenses primarily are office supplies, office security, and vehicles expenses.

13
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19

20

21

Grant Revenue

2004 2003
World Relief 225,249 262,721
Alchemy Project - 9,985
Swedish International Development Agency (Malonda) 100,018 130,048
SEEP 37,467 -
UNHCR - 80,629
DCI Ireland Embassy 20,000 -
Ford Foundation 3,628 -
USAID - 39,600
World Relief Canada 151,050 -
World Vision - 24,741
Total grant revenue 537,412 547,724

World Relief grant includes the cash transfer of USD 124,663 for general operating expenses, USD 53,179 for
expatriate salaries and benefits and USD 47,407 for goods and services. SIDA grant is restricted to operations in
Niassa area branches. SEEP and DCI contributions are for improving system and efficiency. The grant received
from World Relief Canada is to support operations and capitalized the revolving loan fund.

Extraordinary Income

This income is generated by the currency conversion gain loss of assets and liabilities when the exchange rate for 1
USD was 23,655 Meticais at the end of September 2003 and 21,453 Meticais at the end of September 2004.

Extraordinary Expense

In J anuary 2 000, F CC received a grant to begin microfinance operations in Nampula province. In 2001, FCC
received another grant for a combined microfinance and agriculture program in Niassa province. After one year of
operations, it was decided to separate the microfinance and agriculture programs in Niassa province. This
separation was effected as of the end of September 2002. The extraordinary item is the disposal, net of
depreciation, of all capital assets transferred to World Relief’s agriculture program after the separation with FCC at
the end of September 2003.

14
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All amounts in US dollars

22 Capital Grant to Net Worth

Alchemy Project

Swedish International Development Agency SIDA/Malonda)
UNHCR

World Relief Canada

World Vision

The capital grant is part of the grant revenue received to capitalize the loan revolving fund.

23 Adjustments for Non-Cash Items

Net change in depreciation
Loan loss reserve increased
Loan loss reserve utilised
Indemnity provision increased
Currency conversion gain

Total adjustments for non-cash items

24 Changes in Working Capital

Loans to clients

Net receivables

Prepaid expenses

Inventory

Savings guarantees

Payables

Total changes in working capital

2,004 2,003
: 9,985
S 50,000
- 70,336
85,000 :
: 12,000
85,000 142,321
2004 2003
45,189 14,853
93,891 5,004
(48,245) (1,350)
9,165 10,953
47,560 o
147,560 29,460
2004 2003
35,099 (277,375)
(26,292) 7,602
2,795 (7,826)
291) 6,772
81,420 178,150
(45,643) 31,156
47,088 (61,521)
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