DFL Caribbean Holdings Limited

DEL

Caribbean

/

ANNUAL
REPORT
20006



Table of
Contents

/] CHAIRMAN'S LETTER TO SHAREHOLDERS
A ACKNOWLEDGEMENTS AND ANNOUNCEMENTS
5 MANAGEMENT DISCUSSION AND ANALYSIS
10  BOARD OF DIRECTORS
17 INDEPENDENT AUDITORS' REPORT
13 CONSOLIDATED BALANCE SHEET
14 CONSOLIDATED INCOME STATEMENT
15 CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

16  CONSOLIDATED CASH FLOW STATEMENT

1/ NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS




} 2 DFL Caribbean Holdings Limited

Letter to

Shareholders

AUDLEY WALKER
CHAIRMAN

he Directors are pleased to report to

the Shareholders of DFL Caribbean

Holdings Limited in its first year of

existence that an Ordinary Dividend
of $11 per share ($10 in 2005) will be paid
on March 20th 2007 out of the Group’s
Consolidated Net Profit of $12.42 Million
for 2006. The Directors have reviewed
Management'’s Discussion and Analysis which
provides an account of the performance of
the Group and plans approved by the Board
for the future. Disclosures in the Notes to the
Financial Statements provide commentary and
explanations concerning risk management
and describe the measures approved and
monitored by the Board to ensure an
appropriate balance among profitability,
long term growth and development and the
achievement of our Mission.

The Directors have expanded the Management
Teamand believe that the executives will face the
challengesin 2007 with a great deal of skill and
determination supported by a cadre of strong,
experienced professionals. We are satisfied
with measures for the continuing development
of staff to create new competences and to
maintain the overall capability of the Group to
carry out its functions in the years ahead.

Accordingly, based on ourreview of thefinancial
plans and our assessments, we expect that the
DFL Caribbean Group will function effectively
in 2007 and will therefore continue to be a
significant contributor to the development
and growth of Micro, Small and Medium-
sized enterprises in the Caribbean. We also
expect an increase in profitability in 2007 and
an overall enhancement of our financial and
strategic positions.

New Beginning

DFL Caribbean Holdings Limited is the new
parent company of the subsidiaries of the DFL
Caribbean Group. The subsidiaries are focussed
on specialized enterprise development activities
in the Caribbean. This specialised focus allows
the Board and Management of each subsidiary
to concentrate on its core activity and to
build its own relationships with regional and
international partners and capital markets.
The new structure, in keeping with expected
improvements in banking law, provides a
sharper focus for risk management and
governance. It also opens up the Group to a
widerarray of management, technical resources
and partnerships for the development of Micro,
Small and Medium-Sized Enterprises.

It is well known in the Caribbean that the
supply of local capital exceeds demand. This has

created high levels of liquidity. That liquidity,
despite the low cost of deposits, cannot be
fully invested in business activities because of
the slow rate of creation and development of
new enterprises. In fact, Caribbean SME are
in decline because of inadequate responses
to globalisation of markets caused by the
impact of inflation and low productivity on
competitiveness. The region’s slowness in
developing managerial and technical skills
suited to local markets and conditions has
restricted SME.

Infrastructural stresses in communications,
transport and utilities have disproportionately
increased costs for SME and have reduced
their efficiency. This business environment is
difficult. The DFL Group must respond because
its only Mission is the growth and development
of Micro, Small and Medium-Sized Enterprises
in the Caribbean. Our response involves a New
Beginning for the Group in collaboration with
its institutional shareholders. It is founded on
three platforms:

1. Implementation of our Regional Expansion
Plan approved by the shareholders in 2005.
This includes the establishment of DFLSA
Inc. in Guyana and Suriname and the wider
use of the Group's technical capabilities to
serve larger projects and share risk through
multi-bank financing by way of loan
participations and securitizations.

2. The development of partnerships for
technical assistance through managed
entities such asthe EEVF Caribbean Trustand
its associates, Caribbean SME Development
Network Limited and Caribbean Business
Services Limited.

3. Working with new ideas in transforming
enterprises involved in manufacturing, agro-
industry and tourism and in strengthening
cross-border business activity in services
(including private education) through CDN
Management Services Limited.

The main subsidiaries of the Group are
Development Finance Limited (DFL) which
has an international credit rating of BB, and
Caribbean Development Capital Limited
(DEVCAP) which began private equity investing
two years ago taking over from DFL which
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successfully managed this operation since
1988. DEVCAP will soon launch a new regional
Private Equity Fund covering the Caribbean.

Microfin ~ Caribbean  Holdings  Limited
(MICROFIN) operates microfinance subsidiaries
in four countries. Microfin was a pioneer in
establishing microfinance in small economies.
The challenges are daunting. The demand
for microfinance in the Caribbean is spread
over small, dispersed markets. It originates
from population dynamics and economic
circumstances that bear little resemblance to
the conditions in Latin America, Asia and Africa
that make microfinance highly profitable on
those continents. We must be realistic with our
expectations for profitability in the Caribbean
and concentrate on service and impact.
However, we must ensure that Microfin wiill
be sufficiently profitable to raise commercial
funding on local and regional markets.
To ensure success in 2007, Microfin will
implement innovative technology applications
it has developed for the Caribbean. It must also
recruit dedicated and talented management
and staff for its expansion.

On behalf of the Board | wish to thank the
Management and Staff for their dedication and
resolve. | also take this opportunity to thank
my colleagues on the Board for their valuable
contributions to the work of the Board.

AUDLEY WALKER
CHAIRMAN
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Mr. Lyndon Guiseppi (CEO of RBTT Merchant Bank) and Mr. Wayne Kirton (Barbados)
joined the Board of DFL Caribbean Holdings Limited in 2006 strengthening the specialist
knowledge in finance and accounting available to the Board. Mr. Guiseppi replaced
Mr. Suresh Sookoo who resigned from the Board of Development Finance Limited on
his appointment as Chief Executive Officer of RBTT Financial Holdings Limited. We are
grateful to Mr. Sookoo for providing his expertise to the Board and for his valuable
insights and guidance. We wish him every success.

The Directors have appointed Mr. Peter Sirju (FCCA, BSc., MA) as General Manager
of CDN Management Services Limited and Group Finance Manager. Mr. Sirju has
many years of experience in commercial banking. He will be a member of the Group's
Executive Management Committee together with Mr. Prakash Dhanrajh and Ms. Gillian
Golah.

In 2006 the Board of DFLSA Inc. appointed Mr. Ed Muller a Director and General
Manager of its operations in Suriname. Mr. Muller is the former CEO of a major
banking company in Suriname. The Board of DFLSA Inc. also appointed Mr. Lindel
Harlequin as Manager, Business Development & Corporate Services with responsibility
for operations in Guyana.

AUDLEY WALKER
CHAIRMAN

DFL Caribbean Holdings Limited )

Discussion and

GERARD M. PEMBERTON
MANAGING DIRECTOR

DFL Caribbean Group

t is the responsibility of the Directors

and Management of the parent

company to establish and supervise the

policies of subsidiaries, either directly
or through delegation of authority. Policies
ensure that subsidiaries are not managed for
cross purposes and specify procedures and
controls to avoid concentrations of risks on
a consolidated basis. The Holding company
centralizes the operations of the Group by way
of management, limits and controls, approval
of all borrowings outside of the Group and
all capital expenditure in excess of stipulated
limits. Itis the responsibility of the Directors and
Management of the parent company to ensure
that each subsidiary, including the Holding
company, is capitalised adequately in terms

Analysis

of regulatory and prudential management
requirements, business opportunities and
risk. It is the responsibility of the directors
and management of the parent company to
ensure that the Holding company does not
incur expenses or take on commitments that
are not adequately covered by dividends and
other income from subsidiaries taking into
account volatility in such expected cash flows.
The financial soundness of the Group and its
overall profitability therefore depends on the
performance of the operating subsidiaries.
This Management Discussion and Analysis is
presented in that context.

Development Finance Limited

Management Discussion
and Analysis

Results and expectations

The results for 2006 were adversely affected
by delays in realizations on major Impaired
Loans and by the diminution in value of the
investment in the Microfinance subsidiary of
$1.7 Million. Capital and Reserves grew by
7.4% to $144 Million in 2006 ($9.9 Million
in 2005) thereby expanding our lending
capability and providing a strong platform of
financial soundness.

Based on the core underlying performance
going into 2007 and significant recoveries
from major Impaired Loans, we expect a
substantial increase in profitability boosted by
growth in the loan portfolio and income from
the provision of financial services in 2007.

Role in the Caribbean

Development Finance Limited (DFL) has
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Discussion and Analysis

been in existence for 35 years. The business
environment in which the Company operates
has evolved considerably over the years,
especially in Trinidad and Tobago. Our home
country now has an Investment Grade rating
and is a major exporter of Natural Gas, petro-
chemicals and oil. However the purpose of the
Company has remained the same. That has
driven the Company to raise its standards as
a licenced financial institution and to widen
its scope of operations. The Company has
also developed in step with the new economic
environment envisaged in the Caribbean’s
vision of a Single Market and Economy. DFL is
now a regional development bank, a first-class
financial institution serving the Southern and
Eastern Caribbean.

The company’s vision, core business
and strategy

Overtheyears, the Company expanded through
subsidiaries into Private Equity, Management
Services and Microfinance. During 2006
its investment in those subsidiaries were
transferred to DFL Caribbean Holdings Limited.
DFL has once more become a dedicated lender
to Small and Medium-sized Enterprises. The
changes in the volume of its loan portfolio,
especially in the manufacturing and tourism
sectors, have tended to be counter-cyclical at
distinct periods of its existence. Those changes
reflect economic cycles as well as the overall
growth and diversification of the financial
system, especially the banking industry. Today,
many firms in the manufacturing sector have
to restructure and reorient their business
in harmony with fundamental changes in
market dynamics and supply lines caused by
globalisation processes.

The Tourism sector is being reshaped as
evidenced by developments in the Northern
Caribbean, especially in the Turks and Caicos
and the Bahamas. Agro-industry is now viewed
in the perspective of “food security”. In small
economies, involvement in these sectors once

more represents a heightened level of risk
for lenders. That puts DFL back in the same
business as when it first started 35 years ago.
However, it is @ New Beginning and we have
developed a new business model.

Key performance drivers
and capabilities

The ability of DFL to carry out its Mission over
the next three years, and achieve its financial
objectives, will rest firmly on three fundamental
strengths.

1. The Company has a strong operational
and risk management framework that
will support twice the current size of the
Company while achieving a cost efficiency
ratio of less than 55% with total assets of
less than US$100 Million

2. TheCompany hasa sustainableinternational
credit rating of BB that provides access
to a wide range of financial markets and
funding sources supported by a Capital
Adequacy Ratio in excess of 20% using a
risk weighting of 150 for SME loans.

3. The Company has a strong knowledge base
of relevant experience and a wide network
of contacts in the Southern and Eastern
Caribbean

These fundamental strengths place DFL in a
highly competitive, long-term position that
clearly defines its strategies. The Company is
organised to scale up its operations as required
by counter-cyclical demand. DFL can respond
quickly to and on the down-side, has a proven
capability to manage impaired loans that are
a likely outcome of its business. It has strongly
demonstrated that capability in the last five
years, especially in 2006. In other words,
DFL is adequately equipped to be a regional
development bank and is firmly focused on its
role.

The risks that may affect the
achievement of results

The significant risks that will always challenge
the Company are described in Note 2 of tighten
the lending market.

Therefore, changes in the region’s financial
system are inevitable, especially in the
commercial banking sector. The confluence of
events will have a positive impact on liquidity
and likely effects on exchange rates and
interest rates. That makes it even more difficult
to speculate about consumer spending or
the continuation of the construction boom
around the Caribbean. We cannot forecast
the demand for funding by SME but we are
aware that there will be new opportunities
that will challenge DFL's appraisal and financial
structuring skills. Management also believes
that once more, because of counter-cyclical
demand, the volume of DFL's loan portfolio,
and the risk inherent in its operations, will
increase in 2007.

Management Discussion
and Analysis

Results and expectations

DEVCAP made a significant contribution to the
profitability of the Group as a whole although
it experienced a significant diminution in
the value of some of its investments in the
Tourism industry. This was untimely as the
portfolio is just a few years old and has not
begun to generate substantial cash flows from
realizations. In 2006, DEVCAP made US$1.7
Million in new investments and confidently
expects to achieve US$1.5 Million in the first
six months of 2007. DEVCAP’s profitability is
expected to increase in 2007.

The company’s vision, core business
and strategy

DEVCAP is dedicated to private equity
investing and mezzanine financing in SME in
the Caribbean. It has played a strong role in
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enterprise development in Trinidad & Tobago,
Grenada and St Lucia. It will expand that role
in 2007 in Barbados, Guyana and Suriname in
Tourism, Agro-Industry and Manufacturing.

Key performance drivers
and capabilities

Experience in the Caribbean has demonstrated
the necessity of correctly identifying and
implementing an appropriate  model. The
“DFL/EIB” model has been successful because
it is focused on supporting entrepreneurship
in SME and requires a great deal of diligence
and skill in evaluating risk and return within
the context of a portfolio management
strategy. Success in private equity investing
in SME requires teamwork covering a range
of specialist skills and practical knowledge of
the industries in which we invest. That creates
operating costs that must be met from cash
flows. This is feasible only if we achieve a critical
mass of investments. Success therefore requires
a long-term commitment to the business and
the on-going capability to innovate and grow.

The risks that may affect the
achievement of results

Demand for private equity among SME in the
Caribbean is limited because of the low rate of
growth of new firms and the extensive capacity
of a large number of commercial lenders
(including DFL) that can provide loan financing
for expansion. There is no continuous “deal
flow” and much time and cost is incurred in
originating new business.

In general the impact of SME risk on private
equity investing is at least two times greater
than and twice as likely as the impact of the
same risk on loans. In addition the success of
an investment is conditional not only on the
success of the business enterprise (as in the case
of loans), but also on the timing and extent of
cash flows received by DEVCAP. Finally, foreign
exchange risk can seriously reduce earnings.

These probabilities must be taken into account
in the pricing of investments. Loans are
therefore less expensive than equity financing.
Consequently, excess liquidity in regional
banking systems influences a supply of loan
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Discussion and Analysis

capital that is a rational substitute for private
equity.

Management Discussion
and Analysis

Microfin provides loan financing and business
services to local communities of micro and
small entrepreneurs who pursue profitable
business initiatives on a permanent basis and
sustain themselves as responsible citizens.
Microfin must be managed as a sustainable
and suitable source of financing for the
largest possible number of micro-enterprises
and small enterprises in the Caribbean. That
requires implementation of a Business Model
that is relevant to the Caribbean.

Results for 2006 (all figures in TT$)

On July 1st 2006, the three microfinance
companies that make up the Microfin Group
became subsidiaries of Microfin Caribbean
Holdings Limited. Microfin Caribbean Holdings
Limited acquired its microfinance subsidiaries
on July 31st 2006, and in the subsequent
period of five months to December 31st 2006
showed a Net Profit after Tax of $114,897
reported in Trinidad & Tobago dollars. However,
the results of the operating subsidiaries for the
entire twelve months in 2006 showed a loss
of $803,396, which was disappointing after
the improvements in 2005. The performance
of Microfin was better in 2006 than in the
previous year in Trinidad & Tobago but
deteriorated slightly in Grenada and worsened
in St. Lucia which made a substantial provision
for loan loss.

Results and expectations

We expect the performance in Trinidad &
Tobago and Grenada to continue to improve
and measures will be taken to stabilize and

rebuild the operations in 2007. The Group
must raise funding in local currencies in the
various countries. We do not envisage any
difficulty in raising the funding required for
portfolio expansion.

The risks that may affect the
achievement of results

Our major area of concern is Operational Risk.
It is very difficult in microfinance to maintain
a proper alignment of systems, processes and
staff quality because these vary significantly in
response to local influences. Internal control
is expensive and good strategic planning is
essential. This is probably one reason why the
distribution of MFI around the world by size
and number is heavily skewed. At least 80%
of microfinance assets worldwide are owned
by less than 30% of the MFI across the world.
Size does matter greatly in microfinance. In
the Caribbean it is a critical factor because of
inherently small, dispersed markets. Microfin,
as the pioneer in the Caribbean (in terms of
multi-country operations), faces the risk that
others might follow in its path thus making it
moredifficult for Microfinto achieveitsrequired
size. For that reason Microfin's perspective of
profitability is pragmatic. We must generate a
high level of economic value added (EVA) on
our own capital and not expect much more.

Management Discussion
and Analysis

DFLSA Inc. is similar to DFL in terms of its
dedicated focus on SME, but it also carries on
the business of microfinance in Guyana. DFLSA
Inc. is adequately capitalised and funded to
achieve its portfolio targets in 2007 and its
budgeted level of profitability.

Management Discussion
and Analysis

CDN-MS Limited provides technical, market
research, IT and financial management
services to the DFL Caribbean Group. It also
provides management and consulting services
in areas related to enterprise development
working closely with regional and international
institutions.

Responsibility for the Management Discussion
Management's responsibility is to present, to
the best of its ability, fair and balanced views
based on the effectiveness of systems, controls
and procedures that ensure that information
used internally and disclosed externally is
reliable.

%\w&

GERARD M. PEMBERTON
MANAGING DIRECTOR
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Back Row:

Gary Voss, John Andrews, Linda Rajpaul, Paula Rajkumarsingh,
Lyndon Guiseppi, Stephen Singh

Front Row:

Wilma Henry, Gaston Aguilera, Audley Walker (Chairman),
Gerard M. Pemberton (Managing Director), Wayne Kirton
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Auditors’ Report

To the shareholders of DFL Caribbean Holdings Limited

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of DFL Caribbean Holdings Limited, which
comprise the consolidated balance sheet as of 31 December 2006 and the consolidated income statement,
consolidated statement of changes in equity and consolidated cash flow statement for the year then ended and
a summary of significant accounting policies and other explanatory notes.

Management'’s responsibility for the financial statements

Management is responsible for the preparation and the fair presentation of these financial statements
in accordance with International Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors’ responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditors consider internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
financial position of the Group as of 31 December 2006, and its financial performance and cash flows for the
year then ended in accordance with International Financial Reporting Standards.

Pf‘ teewaker howie ﬁﬁdr“%
PricewaterhouseCoopers

Port of Spain

Trinidad, West Indies

10 July 2007
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Consolidated Balance Sheet - 31 December 2006
Expressed in Trinidad and Tobago Dollars

Assets 31 December
2006 2005
Balances held with Central Bank 3 $ 585,000 $ 1,935,000
Cash and Short Term Funds 4 43,298,151 22,153,356
Long term Investments 5 200,519,115 206,572,676
Loans 6 250,113,262 287,116,536
Unlisted Investments 7 59,347,197 68,987,507
Computer Software 8 249,343 1,101,555
Property and Equipment 9 17,560,111 17,750,479
Leasehold Land 13,790,081 13,790,081
Deferred Tax Asset 10 -- 94,090
Pension Fund Surplus 1M 18,579,000 9,444,400
Other Assets 12 10,416,756 7,552,698
Total Assets $ 614,458,016 $ 636,498,378
Liabilities
Borrowings 13 $ 445,123,677 $ 481,624,664
Dividends Payable 4,634,323 --
Other Liabilities 14 12,000,386 14,104,243
Total Liabilities $ 461,758,386 $ 495,728,907
Net Assets $ 152,699,630 $ 140,769,471
EQUITY
Capital and Reserves attributable to the
equity holders of the Company
Share Capital
Ordinary Shares 15 $ 42,464,300 $ 30,039,300
Preference Shares 15 14,175,000 26,600,000
Other Reserves 16 47,575,332 41,046,015
Retained Earnings 17 46,003,787 42,175,208
$ 150,218,419 $ 139,860,523
Minority Interest $ 2,481,211 $ 908,948
Total Equity $ 152,699,630 $ 140,769,471

The attached statements and notes set out on pages 17 to 47 are integral to these financial statements

On 21 June 2007, the Board of Directors of DFL Caribbean Holdings Limited authorised these financial statements for

issue.

S|

Director

L

Director
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Interest Income
Income from Unlisted Investments
Income from Investments

Interest Cost and Related Finance Charges
Net Income from Interest and Investments
Other Income

Net Charge for Provisions
General Overheads and Corporate
Expenses

Profit before Taxation
Taxation
Profit for the Year

Attributable To:
Equity Holders for the Company
Minority Interest

Earnings per share for profit
attributable to the Equity Holders
of the Company during the year
(Expressed in $ per share)

20

21

22

23

24

25

31 December

2006 2005
$ 28,968,248 $ 26,767,576
5,343,512 6,706,813
18,056,166 15,868,339
52,367,926 49,342,728
(26,156,053) (22,571,851)
26,211,873 26,770,877
11,178,484 4,401,342
37,390,357 31,172,219
(3,218,931) (239,610)
(21,514,402) (17,767,880)
12,657,024 13,164,729
(232,009) (86,992)
$ 12,425,015 $ 13,077,737
$ 12,551,807 $ 13,080,447
(126,792) (2,710)
$ 12,425,015 $ 13,077,737
$ 35.03 $ 36.37

The attached statements and notes set out on pages 17 to 47 are integral to these financial statements.

Balance as at
1 January 2005
Revaluation of Property
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Attributable to the Equity Holders of the Company

Ordinary Preference Other
Shares  Shares to be Issued  Reserves

Retained
Earnings

Minority Total
Interest

$ 30,039,300 $ 26,600,000 $ 31,706,894 $ 35,562,931 $ 908,322 $ 124,817,447

and Equipment 4,790,082 4,790,082
Currency Translation

Differences 18,191 3,336 21,527
Effect of adopting IAS

19 amended ( Note 1.3) (1,189,700) (1,189,700)
Negative Goodwill

( Note 1.3) 77,378 77,378
Net Income/(Expense)

recognised directly

in equity $ -3 --$ 4,808,273 $ (1,112,322)% 3,336 $§ 3,699,287
Profit for the year 13,080,447 (2,710) 13,077,737
Total Income recognised

for the year -- --$ 4,808,273 $ 11,968,125 $ 626 $ 16,777,024
Transfer to the EEVF (825,000) (825,000)
Transfer to Statutory

Reserve 1,030,848 (1,030,848) --
Transfer to reserve for

General Banking Risks 3,500,000 (3,500,000) --
Balance as at 31

December, 2005 $ 30,039,300 $ 26,600,000 $§ 41,046,015 $ 42,175,208 $ 908,948 $ 140,769,471
Effect of adopting IAS 19

amended (Note 1.3) 7,956,400 7,956,400
Currency Translation

Differences 282,668 282,668
Net Income/(Expense)

recognised directly in equity $ -$ -$ 282,668 $ 7,956,400 $ -$ 8,239,068
Profit for the year 12,551,807 (126,792) 12,425,015
Total Income recognised

for the year -- -9 -- 20,508,207  (126,792) 20,664,083
Transfer to the EEVF (825,000) (825,000)
Transfer to Statutory Reserve 1,246,649 (1,246,649) --
Transfer to reserve for

General Banking Risks 5,000,000 (5,000,000) --
Preference Dividend (2005)-5% (1,330,000) (1,330,000)
Ordinary Dividend (2005)-11% (3,343,263) (3,343,263)
Preference Dividend (2006)-5% (1,330,000) (1,330,000)
Ordinary Dividend (2006)-12% (3,604,716) (3,604,716)
Minority Interest DFLSA 792,023 792,023
Transfer to DFL Holdings 12,425,000 (12,425,000) 907,032 907,032

Balance as at 31
December, 2006

$ 42,464,300 % 14,175,000 $ 47,575,332 $ 46,003,787 $ 2,481,211 $152,699,630
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Operating Activities

Net profit for the period before taxation

Adjustments for non cash items in operating activities
Cash flows before changes in operating assets

Changes in operating assets
New Loans, Corporate Securities and
Unlisted Investments
Collections and Repayments on Loans and
Unlisted Investments
(Increase) in other assets
Increase in other liabilities
Decrease in balance held with Central Bank

Taxation Paid
Cash Provided by/(Used In) Operating Activities

Investing Activities
Additions to Property Equipment and
Leasehold Land
Proceeds on sale of Property and Equipment
Additions to Computer Software

Cash Used In Investing Activities

Financing Activities
New borrowings
Repayment of borrowings
Dividends paid

Cash (Used In) Financing Activities

Net Increase/(Decrease) In Cash And Short Term Funds
Cash And Short Term Funds At Beginning Of Period
Foreign Exchange Gain

Cash And Short Term Funds End Of Period

31 December

2006

$ 12,657,024
26 (6,924,661)

5,732,363

(33,956,718)

90,406,912
(2,256,797)

3,744,740

1,350,000

$

2005

13,164,729
(14,141,567)

59,288,137
(135,676)

(976,838)

(86,396,640)

69,375,835
(908,636)
626,773
1,125,000

59,152,461

(16,177,668)
(43,467)

(1,195,567)
377,813

(16,221,135)

(817,754)

(2,510,421)
34,228
(140,614)

28,807,894
(67,339,574)
(4,673,263)

(2,616,807)

(43,204,943)

7,622,500
(18,512,161)
(4,333,930)

20,862,127
22,153,356
282,668

(15,223,5917)

43,298,151

(35,038,371)
57,165,467
26,260

22,153,356
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General Information

The DFL Caribbean Group is organised by subsidiaries that are separate and distinct from each other
by the nature of their operations and/or by geographical locations but which interact with each other
through the provision of specialised services based on specific competences.

Its principal activities are that of term lenders and equity investors in Small and Medium-sized private
industrial and commercial enterprises in the Caribbean in support of which the Group provides
technical, management development and consulting services to private enterprises and for private sector
development.

On 31 December, 2006 Development Finance Ltd became a subsidiary of DFL Caribbean Holdings Limited.
The company was owned previously by shareholders who transferred their shares to DFL Caribbean
Holdings Limited.

On 1 January, 2006, DFL sold its 87% shareholding in Microfin Caribbean Holdings Ltd at a Net Asset
Value of $ 4,551,850 to DFL Caribbean Holdings Limited. This transaction is an inter-company transaction
between DFL and its parent company DFL Caribbean Holdings Limited.

On 1 January, 2006, DFL sold its 100% shareholding in Caribbean Development Capital Limited at a
Net Asset Value of $ 9,561,017 less a contingency provision of $5,000,000 to DFL Caribbean Holdings
Limited. This transaction is an inter-company transaction between DFL and its parent company DFL
Caribbean Holdings Limited.

On 1 January, 2006, DFL sold its 100% shareholding in CDN Management Services Limited at a Net Asset
Value of $ 879,129 to DFL Caribbean Holdings Limited. This transaction is an inter-company transaction
between DFL and its parent company DFL Caribbean Holdings Limited.

On 1 January, 2006, DFL entered into an agreement with its parent company DFL Caribbean Holdings to
sell its 87% shareholding in DFLSA Inc at a Net Asset Value of $ 10,845,063 to DFL Caribbean Holdings
Limited thereby transferring substantially all of the risks and rewards of ownership. This transaction is
an inter-company transaction between DFL and its parent company DFL Caribbean Holdings Limited.

This transaction requires the prior approval of the Bank of Guyana. DFL therefore retains legal ownership
of DFLSA Inc and has recognised its investment as a financial asset based on its continuing involvement
in DFLSA Inc. which is limited to the Net Asset Value of DFLSA Inc at 31 December, 2006.

The investments in these companies were derecognised at the date of sale and the Notes Receivable
arising from the transfers are recognised as a separate asset

The subsidiary, Development Finance Ltd, is incorporated as a private limited liability Company in the
Republic of Trinidad and Tobago and is registered under the Companies Act, 1995 and under the
Securities Industry Act (1995) as a reporting issuer and an underwriter. The Company has been granted
authorised dealer status under the Exchange Control Act and can accept deposits, grant credit facilities
and otherwise deal in foreign currency as it is licensed under the Financial Institutions Act (FIA) 1993 to
carry out the classes of business listed below

i acceptance/confirming house i finance house
i leasing iv. merchant banking
v mortgage lending vi financial services

DFLSA Incorporated (DFLSA) (87% owned) was incorporated in the Republic of Guyana on 6 October
2004 and began operations in 2005. Its principal activities are that of term lenders in Small and Medium-
sized private industrial and commercial enterprises in Guyana and in Suriname. The company also carries
on the business of microfinance. It is licensed as a non-depositary financial institution by the Bank of
Guyana and its registered office is 78 Church Street, Georgetown, Guyana. It has a branch in Suriname
which was licenced by the Central Bank of Suriname as a bank falling under the supervision of the Central
Bank of Suriname on 15 January, 2007.
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The subsidiary, Caribbean Development Capital Limited (DevCap) (100% owned) was incorporated in
November 1991 as a private limited liability company in the Republic of Trinidad and Tobago and its
principal activity is private equity investing, mezzanine financing in private enterprises in the Caribbean
and the management of related Funds.

The subsidiary, Microfin Caribbean Holdings Ltd (87% owned) was incorporated in January 2004 as
a private limited liability company in the Republic of Trinidad and Tobago and its principal activity is
the management of subsidiaries and associated companies providing microcredit and related financial
services on a commercial basis.

* Its subsidiary Caribbean Microfinance Trinidad & Tobago was incorporated in 15 July, 1999 as a
private limited liability company in the Republic of Trinidad and Tobago and its principal activity is
providing microcredit and related financial services on a commercial basis directly and acting as an
intermediary.

* |ts subsidiary Caribbean Microfinance (St. Lucia) Limited (100% owned) was incorporated in May
2002 as a private limited liability company in St. Lucia and is licensed under Section 4 of the St. Lucia
Banking Act #7 of 1991.

* |ts subsidiary Caribbean Microfinance (Grenada) Limited (100% owned) was incorporated in July
2002 as a private limited liability company in Grenada and is licensed under Section 3 (1) of the
Grenada Banking Act 1993 (No. 40 of 1993).

On 1 July 2006 Caribbean Microfinance Trinidad and Tobago, Limited, Caribbean Microfinance Grenada
Limited and Caribbean Microfinance St Lucia Limited became subsidiaries of Microfin Caribbean Holdings
Limited. These companies were owned by previous shareholders who also owned Microfin Caribbean
Holdings Limited. This is a common control transaction as the previous owners of the subsidiaries
continue to be the current owners through Microfin Caribbean Holdings Limited.

The subsidiary, CDN Management Services Limited (100% owned), was incorporated in November 1997
as a private limited liability company in the Republic of Trinidad and Tobago and its principal activities
are the provision of strategic and operational services to the Group and management development and
consulting services to small and medium sized enterprises and private sector development services.

As there is no IFRS standard dealing with common control transactions, in accordance with IFRS 8
(Revised), “Merger” accounting in accordance with UK GAAP is used. This allows for the subsidiaries to
be consolidated in the current and previous years using book values.

Summary of Significant Accounting Policies

1.1

1.2

Basis of preparation

The consolidated financial statements are prepared in accordance with International Financial Reporting
Standards (IFRS) in Trinidad and Tobago Dollars.

A subsidiary, Caribbean Development Capital Limited, holds minority as well as significant ownership
interests in private companies. It accounts for all such investments at Fair Value through the profit and
loss and all such investments are available for sale. IAS 28, Investments in Associates, does not apply
to the Company and under IAS 31, Interests in Joint Ventures, its interest in jointly controlled entities
is exempted from application of proportionate consolidation and the equity method. The company is
not in the process of filing its financial statements with a securities commission or other regulatory
organisation, for the purpose of issuing any class of instruments in a public market.

Use of critical estimates

The preparation of financial statements in accordance with IFRS requires the use of certain critical
estimates. It also requires management, represented by the Group Managing Director and the Group's
Financial Accountants, to exercise judgment in the process of applying the Company’s accounting
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1.2

1.3

1.4

1.5

Use of critical estimates (continued)

policies. Estimates that involve a higher degree of complexity or assumptions and estimates that are
significant in the consolidated financial statements are generally explained in IFRS 7 disclosures.

Adoption of standards

In 2005, the Company adopted IFRS 7, Financial Instruments: Disclosures, and a complementary
Amendment to IAS 1, Presentation of Financial Statements - Capital Disclosures. It replaces IAS 30,
Disclosures in the Financial Statements of Banks and Similar Financial Institutions, and disclosure
requirements in IAS 32, Financial Instruments: Disclosure and Presentation. IFRS 7 requires the disclosure
of qualitative and quantitative information about exposure to risks arising from financial instruments.
Specified minimum disclosure is mandatory concerning credit risk, liquidity risk and market risk, including
sensitivity to market risk.

In 2006 the Company adopted the amendment to IAS 19 (revised 2006). This adoption led to the
inclusion of $6,766,700 in equity (See Note 11). The adoption of IAS 21, IFRS 6, IFRIC 4, 5 and 6 had no
impact on the Company'’s policies or results.

In 2006 the Company adopted IFRS 3 which resulted in a change whereby previously recognised negative
goodwill was derecognised with a corresponding adjustment to retained earnings.

The Company has chosen not to early adopt the following standard and interpretations that were issued
but not yet effective for accounting periods beginning on 1 January 2006

IFRS 8, Operating Segments

IFRIC 7, Applying the Restatement Approach under IAS 29
IFRIC 8, Scope of IFRS 2

IFRIC 9, Reassessment of embedded derivatives

[FRIC 10, Interim Financial Reporting and Impairment
IFRIC 11, IFRS 2 Group Treasury Share Transactions

IFRIC 12 Service Concession Arrangements

The application of these interpretations will not have a material impact on the entity’s financial statements
in the period of initial application

Principles of consolidation

The consolidated financial statements of the Group include the assets and liabilities and results of
operations of DFL Caribbean Holdings Ltd and of its subsidiaries after elimination of inter company
transactions and balances. Subsidiaries are all entities over which the Company is empowered to govern
the financial and operating policies by virtue of a shareholding of more than one half of the voting rights.
Separate disclosure is made of minority interests.

Comparative information

During the year the subsidiaries that comprise the Group were all carrying out the same business as they
had been in the previous year. Management believes therefore that it would be useful and correct to
present comparative figures. The consolidated financial statements presented for 2006 include accounts
for the ultimate parent DFL Caribbean Holdings Limited. As a result the ordinary share capital shown on
the Balance Sheet for 2006 represents the shares owned by the shareholders of DFL Caribbean Holdings
Limited and the ordinary share capital shown in 2005 represents the shares owned by the shareholders
of Development Finance Limited. Both sets of shareholders are the same as explained in Note 1 above.
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Summary of Significant Accounting Policies (continued)

1.6

1.7

1.8

1.9

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that
are subject to risks and returns that are different from those of other business segments. Generally, the
businesses of the subsidiaries reflect the business segments. Details of these segments are disclosed in
Note 2.13.

Foreign currency translation

ltems included in the financial statements of each of the Group’s entities are measured using the currency
of the primary economic environment in which the entity operates (the functional currency). In the case
of the St. Lucia and Grenada subsidiaries, this functional currency is the Eastern Caribbean dollar. In
the case of DFLSA Incorporated, this functional currency is the United States Dollar since substantially
all the transactions, assets, liabilities and a substantial amount of equity of DFLSA Incorporated are
denominated in this currency.

The consolidated financial statements are presented in Trinidad and Tobago dollars, which is the
Company'’s functional currency.

Transactions denominated in foreign currencies are translated into the functional currency at the rates
of exchange prevailing at the dates of the transactions, and gains or losses arising on the settlement of
such transactions are recognised in the Income Statement.

The results and financial position of Group entities with a functional currency different to that of the
presentation currency are translated into the presentation currency as follows:

* Assets and liabilities are translated at the closing rate at the date of the balance sheet.
* Income and expenses for each income statement are translated at average exchange rates.

* All resulting exchange differences are recognised as a separate component of equity.

Long term investments

Long-term investments comprise government bonds, and other registered securities that are being
held to maturity to provide for partial redemption of Bonds issued by the Company up to 2003. These
securities are managed by Trustees by way of Trust Deeds and are shown at their Fair Value.

Unlisted investments in small and medium sized enterprises

Unlisted investments are risk investments comprising private equity and mezzanine investments made in
the form of early or expansion stage venture or development capital in privately held, unlisted companies.
The Company has significant amounts of its own capital at risk in these investments, and also uses other
sources of funding as described in Note 13. These investments are reported at Fair Value and meet
the criteria for Fair Value measurement as required by IAS 39, Financial Instruments: Recognition and
Measurement. Changes in the Fair Values of these investments give rise to gains and losses that are
recognised in the Income Statement.

Fair Value is determined by the Present Value of expected cash flows from each investment adjusted by
probability factors derived from historical analysis applicable to groups of assets with similar characteristics.
Expected cash flows are based on recent history, current data and contractual arrangements and are
discounted to Present Value by discount rates applied to each group of assets. The discount rates are
based on observed market rates adjusted by premiums that reflect corporate risk, equity risk and volatility
in small capital markets. The rates are adjusted for taxes where applicable as in the case of investments
in ordinary shares and convertible debt.

Fair Value is not affected by improvements in the performance of the companies in which investments
were made.

Fair Value is reviewed, where applicable, in comparison with Net Asset Value of equity investments,
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1.9

Unlisted investments in small and medium sized enterprises (continued)

reliable third party transaction data and with other objective evidence that may be available. Analysis
of historical Fair Value ("backtesting”) showed a reasonable correlation between estimated and realised
Fair Value at the 95% confidence level. If expected cash flows cannot be determined reliably on the basis
of history of receipts, current business projections or contractual arrangements and there is objective
evidence that the investment is permanently impaired, the investment is carried at its Net Realisable
Value under current market conditions discounted to present value.

When the Group is entering into a transaction the Group recognises the financial instrument at the
transaction price which it assumes to be the best indicator of Fair Value although the valuation obtained
from the valuation model may be different. This difference, usually a gain, is subsequently recognised in
income depending on independent assessment of the facts and circumstances of the transaction viewed
in the light of observable market data.

1.10 Revenue recognition

Interest

Interest income and expense are recognised in the income statement using the effective interest method.
The effective interest rate is the rate that exactly discounts the estimated future cash payments and
receipts through the expected life of the financial assets or liability (or, where appropriate, a shorter
period) to the carrying amount of the financial asset or liability and is not revised subsequently except in
the case of floating rates where necessary to adjust for contractual pricing based on market indices.

The calculation of the effective interest rate includes all fees paid or received, transaction cost, and
discounts or premiums that are an integral part of the effective interest rate. Transaction costs are
incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or
liability.

Interest income is recognised on an accrual basis in the period in which it is due and in accordance with
the underlying loan contract terms and conditions except for loans classified as impaired or for loans
classified as non-accrual when in management’s judgment there was a deterioration in credit quality that
if continued would lead to impairment. If a payment on a loan is contractually ninety (90) days in arrears,
the loan if not already classified as such, will be classified as non accrual unless:

1. The loan is fully secured by readily marketable collateral.

2. Management has objective evidence that supports a reasonable expectation that events will result in
repayment of the loan or in restoring it to current status within six months (180 days) from the date
a payment became contractually in arrears.

1.10 Revenue recognition

1.1

Other Income - Fees and commissions

Fees and commission income and expenses that are integral to the effective interest rate on a financial
asset or liability are included in the measurement of the effective interest rate. Other fees and commission
income, including account servicing fees, fund management fees, placement fees and syndication fees,
are recognised as the related services are performed. When a loan commitment is not expected to result
in the draw-down of a loan, loan commitment fees are recognized on a straight-line basis over the
commitment period.

Classification of impaired loans

A loan or any other financial asset (including equity investments) is classified as impaired when objective
evidence demonstrates that a loss event has occurred after the initial recognition of the asset and that
the loss event has an impact (that can be estimated reliably) on the future cash flows. An impaired loan
is a loan where the outstanding amount of the loan (without loan loss provisions) is greater than its Fair
Value measured on the basis of expected cash flows in accordance with the contracted terms of the loan.
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™

1.12

Classification of impaired loans (continued)

Impairment indicates that it is probable that the lender will be unable to collect all amounts due according
to the terms of the loan agreement. Unless the loan is fully secured by readily marketable collateral and
there is objective evidence that provides reasonable assurance of timely repayment of principal and
interest, the Group will determine whether there is objective evidence of an impairment loss by using the
following criteria to determine that there is objective evidence of an impairment loss:

* Arrears of either principal or interest for more than six months (180 days)
* Indications of insolvency proceedings
* Un-resolved breaches in loan covenants

* Adverse economic conditions that correlate historically with defaults in the Group affecting a group
of assets including deterioration in the value of collateral

Aloan that is in the process of collection may be classified separately in “Collateral-dependent loans” as
it is not impaired if the collection process is intended to be irreversible and the loan is fully secured by
readily marketable collateral that based on objective, independent evidence provides adequate assurance
of recovery of the loan. The present value of the estimated future cash flows of a collateral dependent
loan includes the cash flows that may result from the realisation of collateral, net of expenses.

Impaired loans may be reclassified as unimpaired based on events occurring after impairment was
recognised that justify a reasonable expectation that payments of principal and interest will be made in a
timely manner based on a detailed evaluation of the borrower’s financial condition by Management and
evidence that:

(@) Payment of all past due principal and interest has been received and none of the principal and
interest is due and unpaid.

(b) Payments have been received regularly for a reasonable period of time and payments are expected
to be made as scheduled.

Loans that are subject to impairment assessment and whose terms have been renegotiated in accordance
with standard terms for new loans are no longer considered past due but are treated as new loans.

Loans with re-negotiated terms

Loans that have been re-structured on concessionary terms resulting in an impairment loss are classified
separately as “Loans with re-negotiated terms” and remain in this category regardless of performance
after the re-structuring. Concessionary terms refer to extended capital repayment periods with a
moratorium on capital repayment. These concessions can create an impairment loss unless the nominal
interest is adjusted to compensate for the reduction on Fair Value.

Specific provision for loan losses

All loans are carried at Fair Value and where required are reduced to that amount by specific provisions
for loan losses. Impaired loans are valued annually and are carried at Net Realisable Value discounted to
Present Value based on the contracted loan rate and the likely timing of cash flows, including realization.
This method produces a result that approximates the Fair Value of the loan. Specific provisions are made
on every impaired loan as and when a specific provision is required to reduce the carrying value of the
loan to its estimated Fair Value. Statutory and other regulatory or probable loan loss or operational risk
requirements, if any, which exceed the amount of specific provisions, are dealt with in the Contingency
for General Banking Risks.

In the case of Caribbean Microfinance Limited, any loan that is more than five (5) days in arrears is
assessed for impairment. When a loan is more than thirty (30) days in arrears of either interest or
principal it is regarded as impaired and classified in “Portfolio-At-Risk”. If a loan is more than ninety (90)
days in arrears, expected loan loss is deemed to be 80% of the outstanding balance based on the history
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1.12

1.13

1.14

Specific provision for loan losses (continued)

of loan loss in this classification. For each loan in this portfolio a provision of 80% to 100% is made for
the outstanding loan amount. All loans more than six months (180 days) in arrears are provided for fully
and written off against the provision independent of the continuation of collections efforts.

Loans that are subject to impairment assessment and whose terms have been renegotiated in accordance
with standard terms for new loans are no longer considered past due but are treated as new loans.

Contingency for General Banking Risks

The Contingency for General Banking Risks is an appropriation of retained earnings that is not available
for distribution to shareholders and is calculated by a simulation of contingency loss based on imprecise
estimates and probabilities. It is reviewed annually and adjusted to account for changes in asset
composition, operational risk loss experience and for changes in economic conditions and statistical
assumptions that define the probability and impact of risk factors likely to affect business, currency and
financial markets generally.

Such risk factors may lead to sudden loss in the future arising from:

* Impaired ability of particular concentrations of borrowers or groups of borrowers to meet financial
commitments, due to major industry or country factors.

* Significant reduction in the market value of charges on real estate held as collateral for loans or
reductions in the value of financial investments in sinking funds intended for the liquidation of long
term liabilities.

* Exceptional changes in levels and structures of interest rates and currency values.

Property and equipment

Land and buildings are shown at fair value, based on periodic, but at least triennial, valuations by external
independent valuers, less subsequent depreciation for buildings. Any accumulated depreciation at the
date of revaluation is eliminated against the gross carrying amount of the asset, and the net amount is
restated to the revalued amount of the asset. All other property and equipment is stated at historical cost
less depreciation. Historical cost includes expenditure that is directly attributable to the acquisition of the
items. Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item will flow
to the Group and the cost of the item can be measured reliably. All other repairs and maintenance are
charged to the income statement during the financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of land and buildings are credited to other
reserves in shareholders’ equity. Decreases that offset previous increases of the same asset are charged
against other reserves directly in equity; all other decreases are charged to the income statement. Each
year the difference between depreciation based on the revalued carrying amount of the asset charged
to the income statement and depreciation based on the asset’s original cost is transferred from Other
Reserves to Retained Earnings.

Depreciation is computed on the reducing balance method over the estimated useful lives of the related
assets at the following rates:

Building - 2%
Furniture and Equipment - 12.5% - 25%
The useful lives of assets are reviewed and adjusted if appropriate at each balance sheet date.

The last valuation was done as at 31 December 2005.
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1.15

1.16

117

118

1.19

2.2

Taxation

Development Finance Limited and Caribbean Microfinance Trinidad and Tobago Limited are exempt from
taxation under the Corporation Tax Act, Chapter 75.02 as amended. Other subsidiaries are subject to
Corporation Tax.

The subsidiary Caribbean Microfinance (St. Lucia) Limited has been granted a waiver of withholding
tax for five years beginning in 2002 and the subsidiary Caribbean Microfinance (Grenada) Limited was
granted a waiver of withholding tax for ten years beginning in 2001,

Pensions

The Company has established under trust a contributory funded pension plan for all permanent employees
accounted for using the projected unit credit method. The cost of providing pensions is charged to the
income statement so as to spread the cost over the service lives of the employees in accordance with the
advice of qualified actuarieswho carry outafull valuation of the fund every three (3) years. The next actuarial
valuation is due in December 2007. The Company'’s pension obligation is measured as the present value of
the estimated future cash outflows using discount rates related to market securities which have terms to
maturity thatapproximate the terms of the related pensionliability. The Plan has been continuouslyinsurplus
for many years and a pension holiday has been in effect since 1 January, 2000 as advised by the Actuary.

Share Capital and Dividends

Dividends are recognised as a liability in the Group’s financial statements in the period in which the
dividends are approved by the Board of Directors.

Leasehold Land

Leasehold Land is shown at cost. The initial term of the lease was 199 years.

Borrowings

Borrowings are recognised initially at Fair Value net of transaction costs incurred and are subsequently
stated at amortised cost. Any difference between proceeds net of transaction costs and the redemption
value is recognised in the income statement.

Disclosure Notes to the Financial Statements
Financial Risk Management

The Group’s Mission, and the characteristics of the economies in which it operates, envisage activities
that create a matrix of financial risk made up principally of:

Credit Concentration risk
SME Risk

Credit Risk

Operational risk

v AW =

Risk related to its use of financial instruments

Concentrations accentuate risk related with Credit while operational risk heightens all risk related to
factors involved with the use of financial instruments such as Interest rates, Foreign exchange, Market
Prices and Liquidity. Capital risk management is a critical component of financial soundness and cost of
capital.

Credit concentration risk

A risk concentration refers to aggregate exposure to any group of counterparties having similar
characteristics that would cause their ability to meet contractual obligations to be affected by similar
events including changes in market, industry or economic or other conditions. Such aggregate exposure

2.3
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could produce losses large enough to threaten the financial soundness of the Group. Accordingly,
concentration of risk in the loan portfolio is measured in terms of capital and reserves. Risk concentrations
are multi-dimensional and dynamic. The probability of incidence and likely impact vary from time to
time. The Group is particularly affected because most of its loans and investments are long term. Risk
concentrations are unavoidable because of the structure, size and characteristics of Caribbean economies
and the limitations of Small and Medium-sized Enterprises.

The Group's concentration risk management strategy includes the following measures.

1) Identification of likely areas of concentration and assessment of the joint probabilities of default using
suitable methodologies and data where available and appropriate judgment based on reasonableness
in the light of experience.

2) The Board approves aggregate credit limits, in terms of capital and reserves, based on objective
criteria and analyses regarding:

a) Significant exposures to an individual counterparty or group of related counterparties.
b) Credit exposures to counterparties in the same economic/industry sector

¢) Credit exposures within the same national economies.

3) Establishment of appropriate capital structures and risk-sharing arrangements to carry on lending
and investment operations in national economies that have vulnerabilities or resource constraints.

4) The Group’s technical capability and availability of resources to manage its traditional portfolio
concentration in Manufacturing and Agro-Industry are reviewed periodically, including access to
industry-specific expertise.

5) Sectors or industries that have an intrinsic probability of default above average are subject to a
specific regime of risk management approved by the Board. The tourism industry falls into this
class. We estimate this concentration of risk at 1.6% of the portfolio of loans and investments in the
Tourism industry. The regime of risk management in the Tourism industry refers mainly to hotels and
includes the following measures.

a) Arisk management framework identifies the types of risk and sets out internal procedures for the
origination and management of hotel loans including the segregation of duties internally and the
use of industry consultants

b) A hotel risk model is used to express loan limits on a “ per room” basis related to the class of
hotel, current room revenue and occupancy rates and debt service ratios

¢) The tourism portfolio limit for periods in excess of one year is set at the lower of 33% of Total
Assets and 67% of the Total Loan Portfolio.

Small and Medium Sized Enterprises (SME) Risk

The Group's risk profile is elevated because its loans and investments are in Small and Medium-sized
Enterprises (SME) which in most Caribbean countries are vulnerable to interruptions in the supply chain
due to transport facilities, weather, utilities, licensing regimes and natural disasters such as hurricanes
and flooding. These companies are also vulnerable to sudden changes in customer preferences due to
global influences and household incomes. This risk is estimated at 0.80% of the portfolio of loans and
unlisted investments.

Most of this, but not all, can be included in the term “Country Risk” which the Group estimates at 1.0%
of its loan portfolio in countries other than Trinidad and Tobago, its host country. The origins of this
“Country Risk” are usually grounded in economic and political circumstances. This includes the inability
of countries to increase competitiveness by improving infrastructure, delivering appropriately trained
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entrants to the work force and creating conditions that allow markets to function effectively. Clearly, this
reduces the ability of SME to access finance even though financial markets are highly liquid.

DFL Caribbean manages “Country Risk” (as defined above) in various ways.

* First, it uses conventional country assessments to provide country ratings indexed to its assessment
of its home country. This relative risk rating provides a loan pricing scale.

* Secondly, in Guyana and Suriname, a local financial institution has been established so that we will
be closer to SME in those countries and better geared financially to deal with the country risk effects
in those particular countries.

* Thirdly, in the other countries not all SME are vulnerable and some are hardly affected. This allows
the Group to mix its loan and investment portfolios appropriately.

Credit Risk

The Board of DFL Caribbean Holdings has delegated authority for managing credit risk to the Boards
of subsidiary companies and to the Group’s Managing Director who is responsible, subject to oversight
by the Board's Audit Committee for implementing credit and risk management policy approved by the
Board including:

* Formulating credit policies covering collateral requirements, credit assessment, risk grading and
reporting, documentary and legal procedures and compliance with regulatory and statutory
requirements.

* The authorisation structure for the approval of credit and related decisions

* Limitation of credit concentrations, industry and country risk exposure and reviewing compliance of
business units with agreed exposure limits and the credit quality of local portfolios and ensuring that
appropriate corrective action is taken where required

* Providing advice, guidance and specialist skills and training to business units to promote best practice
throughout the Group in the management of credit risk.

* Developing and maintaining the Groups risk rating and pricing systems and its procedures for
determining impairment loss

Credit risk in the DFL Caribbean Group refers mainly to “Business Enterprise Risk” which is the probability
that an enterprise might fail and not be able to meet to meet its obligations because of poor management
or poor judgment or inadequate execution of plans. Management deals with that risk as follows:

* Management carefully evaluates business proposals using a three-tiered approach that centers on
the business enterprise, the environment in which it will operate and the likely effects of global
factors on its viability. These evaluations include analysis of market and technical factors related to
the industry and to the enterprise as well as assessments of Key Success Factors and credit criteria.

* The results of the evaluations and Management'’s insights and judgments provide inputs for a risk
rating model that takes Country Risk into account. The model centers on a normal risk threshold.
There are two ratings above this level and two ratings below. Loan pricing is based on the risk level
which is a composite rating of Enterprise, Industry and Country risk. Results based on scores that are
higher than statistically derived normal ranges are subject to independent review.

* Managementmonitors “Business Enterprise Risk” by regularly reviewing the performance of companies
in its portfolio and by arranging with members of the DFL Caribbean Group to provide management
and technical services to help identify issues and develop solutions. Experience shows that in DFL

2

DFL Caribbean Holdings Limired - (DFL Caribbean Group) 27

Disclosure Notes to the Financial Statements (continued)

2.4 Credit Risk (continued)

2.5

credit risk is accentuated by Operational Risk due to failure to review systems and procedures and
to periodically re-train senior staff, a risk that can be managed. In the microfinance subsidiaries, we
believe that credit risk is largely due to such Operational Risk.

* The Group's credit risk is managed primarily at source by the Management and Boards of subsidiaries
and monitored through the Enterprise Risk Management Framework managed by a subsidiary that
is not involved with credit or investment operations.

o The highest exposure to credit risk is in Development Finance Ltd which has its own Internal Self-
assessment and Risk Management controls centered on a senior professional manager who is
not responsible directly for loan appraisal, loan approval or loan management processes. Loan
operations and loan management services are segregated from loan origination and enterprise
appraisal responsibilities. An internal Credit Committee reviews all loan proposals as well as credit
decisions on existing loans prior to approval by executive management and the Board. This
system also supports DFLSA Inc.

o Microfin Caribbean Holdings Ltd provides similar services to its subsidiaries as well as Internal
Audit that concentrates on credit risk management and loan accounting.

o Caribbean Development Capital Ltd has its own Investment Committee that reviews all investment
proposals prior to approval by executive management and the Board.

Operational risk

Operational risk refers to the probability of financial loss from causes associated with the functioning
of the Group’s businesses processes, personnel, technology and infrastructure and also from external
factors other than credit, market and liquidity risks. Operational risk is an inevitable consequence of the
execution of the Group's various business operations, especially in the Microfinance subsidiaries.

The management of operational risk involves making appropriate judgments that balance risk and
return by taking positive measures and instituting controls to avoid financial losses and damage to the
Group's reputation while maintaining overall cost effectiveness. The Group employs an overall systems
management approach that seeks to maintain a culture of integrity, diligence and alertness while avoiding
control procedures that restrict initiative and creativity.

The primary responsibility for the development of openness and honesty and the implementation of
controls to address operational risk is assigned to senior management within each subsidiary and each
business unit. This responsibility is supported by the development of overall Group standards for the
management of operational risk in the following areas:

* Adherence to business philosophies and corporate values

* Compliance monitoring and reporting

* Internal Self-Assessments and operational reviews

* Reporting and analysis of operational losses including “near misses”

» Training and professional development in internal control systems and procedures

* Segregation of duties in critical aspects of loan management, information systems and expense
control including the independent authorization of transactions and access to systems

Compliance with group standards is supported by a programme of systematic, periodic assessment
of areas of likely operational risks identified and prioritised by management responsible for Enterprise
Risk Management and by internal audit. The results of internal audit reviews are discussed with the
management of the business unit to which they relate, with summaries submitted to the audit committee
and senior management of the Group.
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2.6 Risk related to use of financial instruments
2.6.1 Market Risk

Market Risk is the risk to the company’s financial condition resulting from adverse movements in the level
or volatility of market prices such as interest rates and exchange rates that are related with the value of
financial instruments

2.6.2 Foreign Currency Risk

Caribbean Development Capital Limited is exposed to foreign exchange risk because it makes equity

investments denominated in local currencies in various countries. The risk is significant and not readily

quantifiable especially because of the unpredictable effects of risk correlations.

* The factors that lead to actual or effective currency depreciation (such as inflation) affect profitability
and cash flows in business enterprises in different ways and the currency depreciation may improve
or reduce competitiveness.

* Given depreciation of the local currency, simultaneous appreciation or depreciation of the Group's
functional currency can increase or decrease the loss.

This equity investment risk is managed by risk-sharing with co-investors and by taking one or more of the
following measures, none of which can completely eliminate the risk without reducing earnings potential
or creating other types of risk such as interest rate or market price risk.

* Investments are concentrated in countries with relatively stable currencies

* Earnings rates include a premium based on exchange rate history

* Investments in local currency are matched by investments in foreign currency using “back-to-back”
funding arrangements with differentials in interest rates

*  "Buy-back” prices are contracted in foreign currency prices
* Equity investments are indexed to exchange rates where possible

At 31 December 2006, the subsidiary, Caribbean Development Capital Limited had investments of $ 18.3
Million in foreign currencies in countries with currencies that are:

» Historically stable $ 14.8 Million
* Currently stable, but historically vulnerable $ 3.5 Million
Continuous depreciation of vulnerable currencies at the rate of 5.0% per year for five (5) years, taking into
account risk-sharing, would lead to a potential loss of $ 0.7 Million equivalent to 8% of that subsidiary’s

capital and reserves and 0.5% of the Group's capital and reserves.

There were no significant foreign currency losses in the portfolio over the last two years. There were no
significant changes in the values of any of the relevant currencies within the last five years.

There was a Net Foreign Currency Asset position of $109,181,027 at 31 December 2006. This provides
strategic advantages related to the Company’s activities but creates an exposure to appreciation of the
TT$ currency. This risk is estimated at $1.9 Million.

The reporting currency of the Group is the Trinidad and Tobago dollar. The aggregate amount of assets
and liabilities denominated in the respective currencies are as follows:
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2.6 Risk related to use of financial instruments (continued)
2.6.2 Foreign Currency Risk (continued)

Trinidad United Pounds Other Total
& Tobago States Sterling
Dollars Dollars
Year Ended 31 December 2006
Assets $ 360,392,490 $ 210,068,787 $ 22,957,673 $ 21,039,066 $ 614,458,016
Liabilities (317,173,887) (99,809,663) -- (44,774,836) (461,758,386)
Net Assets $ 43,218,603 $ 110,259,124  $ 22,957,673  $(23,735,770) $ 152,699,630
Year Ended 31 December 2005
Assets $ 356,994,227 $ 246,259,007 § 18,276,954 $ 14,968,190  $ 636,498,378
Liabilities (384,886,456) (106,193,931) -- (4,648,520) (495,728,907)
Net Assets $ (27,892,229) $ 140,065,076 $ 18,276,954 $10,319,670 $ 140,769,471

2.7 Movements in Interest Rates

Movements in interest rates may adversely or positively affect Net Interest Income which is the difference
between interest income and the cost of funding. This risk is mitigated by matching interest rates on
assets with interest rates on corresponding liabilities. Generally, these rates are coordinated by standard
asset liability management practices. However, this may be altered because of strategy or circumstances.
In particular, the Group is exposed to interest rate risk because of:

(a) differences in the times at which interest rate movements occur (Timing risk)
(b) uncorrelated changes in interest rate indices (Index risk)
(c) fixed income debt in $US on-lent at floating rates (Basis risk)

2.7.1 Movements in Interest Rates

The impact of likely interest rate movements on Net Interest Income was simulated using the rates shown
below. At the 95% confidence interval, the likely variation (plus or minus) is approximately $ 209,000.
This could change the Group’s Net Profit by 1% and its Capital and Reserves by 0.15%.

Low High Actual

Average Local Prime 9.0% 12.0% 11.75%

Yield on US 10-year Treasuries 4.8% 5.3% 4.6%
Rate Sensitive Assets and Liabilities 2006 2005
Local currency assets $ 221,259,019 $ 311,235,682
Foreign currency assets 170,797,249 195,465,477
Total $ 392,056,268 $ 506,701,159
Local currency liabilities $ 293,440,000 $ 351,349,825
Foreign currency liabilities 26,373,868 22,313,439
Total $ 319,813,868 $ 373,663,264

2.8 Liquidity Risk

Management of liquidity risk in the Group is affected by re-investment risk that arises from the early
redemption of financial instruments in investee companies. Re-investment risk arises from the early
redemption of financial instruments in investee companies. Until such funds are re-invested the yields
can be 5.0% per annum or less. In addition early redemption can lead to reductions in Fair Value. The
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2.8 Liquidity Risk (continued)

latter risk is effectively managed by determining the likelihood of early redemption and setting the Fair
Value appropriately. DEVCAP usually has notice of six months or more that early redemption is likely.

Vulnerability to this risk requires DFL to keep liquidity at minimal levels as sudden surges in liquidity can
be expected. This is effectively managed by matching long term borrowings to new loan disbursements
to avoid reliance on liquidity. In 2006, the Group already has adequate funding in place to meet its
planned portfolio growth requirements. The Group will maintain minimum liquidity levels. It has strong
secondary and tertiary lines of liquidity.

Asillustrated in the table below, the forward liquidity positions provide comfortable tolerance for volatility
in recoverable asset values. Discounted cash flows included in the table below are insignificant.

As at 31 December 2006

1to 12 1to5 5to 10 Over 10

Months Years Years Years TOTAL
Assets $ 205,210,110 $ 182,057,245 $ 125,835,148 §$ 101,355,513 $ 614,458,016
Liabilities (90,353,110) (99,669,140) (83,268,537) (188,467,599) (461,758,386)
Difference $ 114,857,000 $ 82,388,105 $ 42,566,611 $ (87,112,086) $ 152,699,630
Brought Forward  $ - $ 114,857,000 $ 197,245,105 $ 239,811,716
Net Liquidity $ 114,857,000 $ 197,245,105 $ 239,811,716  $ 152,699,630

As at 31 December 2005

1to 12 1to5 510 10 Over 10

Months Years Years Years TOTAL
Assets $ 146,057,936 $ 173,239,682 $116,368,460 $ 200,832,300 $ 636,498,378
Liabilities (78,769,682)  (165,071,852) (68,096,624) (183,790,749) ($ 495,728,907)
Difference $ 67,288,254 $ 8,167,830 $ 48,271,836 $ 17,041,551 $§ 140,769,471
Brought Forward  $ - $ 67,288,254 $ 75,456,084 $ 123,727,920
Net Liquidity $ 67,288,254 $ 75,456,084 $ 123,727,920 $ 140,769,471

2.9 Geographical Concentrations of Assets and Liabilities

As at 31 December 2006

Total Assets % Total Liabilities %
Trinidad and Tobago $ 458,246,890 75% $ 320,129,094 69%
Eastern Caribbean 67,807,908 1% 48,666,466 11%
Guyana and Suriname 72,131,147 11% 12,930,532 3%
European Union $ 16,272,071 3% 80,032,294 17%
Total $ 614,458,016 $ 461,758,386

As at 31 December 2005

Total Assets % Total Liabilities %
Trinidad and Tobago $ 480,561,415 76% $ 368,031,329 74%
Eastern Caribbean 72,013,676 1% 23,710,381 5%
Guyana and Suriname 65,646,333 10% 3,251,578 1%
European Union $ 18,276,954 3% $ 100,735,619 20%
Total $ 636,498,378 $ 495,728,907
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2.10 Capital Risk Management
The Group monitors capital in terms of (a) Gearing ratios (b) Debt Service payments and (c) minimum
Capital Adequacy Ratios in subsidiaries.
a) The main gearing ratio refers to Net Senior Debt (borrowings less sinking funds less subordinated
debt) divided by Net Assets which should not exceed 4.0 (1.6 in 2006; 1.53 in 2005). In addition, Net
Total Debt should not exceed five (5) times Net Assets (2.92 in 2006; 1.97 in 2005). The Group can
expand total assets as planned over the next three years without exceeding these limits.
b) The Group normally maintains cash and securities equivalent to 1.5 times debt service obligations
due within one year.
¢) Each subsidiary in the Group must maintain a level of capital that is adequate in terms of its financial
risk exposures and that is in excess of required regulatory Capital Adequacy Ratios. The Group
maintains a Capital Adequacy Ratio (CAR) in excess of 15% in each subsidiary that makes loans and
investments.
At 31 December 2006, based on the following distribution of weights applied to classes of assets,
the Groups' overall CAR was 21.5% based on the Basle method of calculation.
Total Assets Risk weighting Risk-Adjusted
$ % $
Cash 43,883,151 0% --
Government securities 200,519,115 20% 40,108,823
Loans 250,113,262 150% 375,169,893
Un-listed investments ( Equity) 59,347,197 400% 237,388,788
All other assets 60,595,291 100% 60,595,291
Total Assets 614,458,016 713,262,795

21

2.12

Contingent Liabilities

The Company has entered into customs and performance bonds on behalf of its clients totalling
$259,253 (2005 - $259,253).

Financial Instruments

Financial Assets and Liabilities are carried at amounts that approximate Fair Value at the balance sheet
date. The following methods and assumptions have been used to estimate their value:

Assets
(a) Cash and Short Term Funds

As these assets are short term in nature, the values are taken as indicative of realisable value.
(b) Loans

Loans are valued net of provisions for losses. These assets result from transactions conducted under
typical business conditions in accordance with standard policies and criteria. The rates of interest
in the portfolio are market rates and the values of discounted expected cash flows of income and
capital that approximate Fair Value are substantially in accordance with the values reported in the
financial statements.

Liabilities
(@) Customer Deposits and Long Term Borrowings with fixed rate characteristics are carried at values

that are substantially equal to the Present Value of the expected cash flows discounted at current
market yields.
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2.13 Business Segments

Total Income
Net Profit/(Loss)

Total Assets
Total Liabilities

Total Income
Net Profit/(Loss)

Total Assets
Total Liabilities

Loans and
Investments

$ 45,719,688
4,696,899

523,174,408
$(395,510,853)

Loans and
[nvestments

$ 36,499,562
5,332,154

536,436,612
$(425,708,206)

As at 31 December 2006

Unlisted
Investments

9,467,651
7,379,463

62,126,223
(43,574,425)

Microfinance

6,477,023
114,897

27,505,666
(21,667,497

As at 31 December 2005

Unlisted
[nvestments

10,582,037
7,686,264

73,155,031
(61,715,255)

Notes to the Consolidated Balance Sheet
3 Balances held with Central Bank

Local currency

These balances are non-interest bearing.

4 Cash And Short Term Funds

Local currency

Foreign currency

Total Cash and Short Term Funds

5 Long Term Investments

Local currency investments

- Bond redemption funds

Foreign currency investments

Long term investments comprise:

* Fixed income investment grade sterling securities.

Microfinance

5,641,858
380,671

26,157,032
(8,103,863)

$

Management
Services

1,882,048
233,756

1,651,719

) (1,005,611)

Management
Services

1,020,613
(321,352)

749,703
(201,583)

2006

585,000

2006

$ 7624142
,674,009

$ 35

$ 43,298,151

2006

$ 141
58

,669,036

,850,079

$ 200,519,115

Group

63,546,410
12,425,015

614,458,016

(461,758,386)

Group

53,744,070
13,077,737

636,498,378
(495,728,907)

2005
1,935,000

2005
8,320,708
13,832,648

22,153,356

2005

141,611,806
64,960,870

$206,572,676

* Trinidad and Tobago Sovereign Bonds held in a Custodian Trust with Scotia Trust and Merchant Bank
Limited in favour of the European Investment Bank in respect of a loan of 8 Million Euros.
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5

6.1

Long Term Investments (continued)

* The bond redemption funds secure the floating rate bonds which mature from 2006 to 2010, 2002
to 2011, 2017 to 2022 and 2030 respectively (Note 13) and are invested in local securities issued
by the Government of the Republic of Trinidad and Tobago and in various investments and deposit
certificates issued by local commercial banks. These funds are managed by the various Trustees for
the several Bond Issues.

Loans
2006 2005
Principal $ 250,147,336 $ 291,785,148
Accrued interest 2,237,065 2,402,962
252,384,401 294,188,110
Provision for losses (Note 6.5) (2,271,139) (7,071,574)
$ 250,113,262 $ 287116,536

Maximum credit exposure

The maximum exposure to credit risk in the Group (loans plus commitments) at 31 December 2006
without taking account of any collateral held or other credit enhancements was $339,643,827 of
which DFL accounted for $297,316,493. DFLSA Incorporated accounted for $ 21,586,900 and Microfin
accounted for $20,740,434.

6.2 Concentrations in the Loans Portfolio
6.2.1 Development Finance Limited

The following table shows that tourism constitutes a major economic sector risk concentration in the
loan portfolio as at 31 December 2006.

2006 2005
Manufacturing $ 55,487,843 24% $ 30,356,446 14%
Food and beverage 10,203,351 4% 25,295,592 9%

Tourism 94,276,119 41% 104,155,106 35%
Industrial and commercial services 70,830,188 31% 123,462,253  42%
Total outstanding $ 230,797,501 $ 283,269,397
6.2.2 DFLSA Incorporated
2006 2005
Manufacturing $ 8,113,165 37% $ 10,918,713 100%
Industrial and commercial services 13,473,735 63% --
Total outstanding $ 21,586,900 $ 10,918,713

6.2.3 Microfin Caribbean Holdings Limited

Economic sector risk is not of significance or relevance in the loan portfolio of Microfin Caribbean Holdings
Limited. More than 50% of the portfolio is invested in enterprises involved in retailing activities.
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6  Loans (continued)

6.3 Sectoral Analysis of Loan Commitments — Development Finance Limited

Manufacturing
Food and beverage
Tourism

Industrial and commercial services

Total outstanding

This credit risk exposure is not mitigated by any related credit derivatives or similar instruments.

Collateral held as security generally includes charges on freehold property and equipment.

2006

$ 28,352,393

7,299,109
29,300,000
22,668,595

$ 87,620,097

$

DFL Caribbean Holdings Limired - (DFL Caribbean Group) 35

Notes to the Consolidated Balance Sheet (continued)

Loans that were neither past due nor impaired as at 31 December 2006 amounted to 81.3% of the total
portfolio for DFL, 100% of the total portfolio for DFLSA and 86.6% of the total portfolio for Microfin.

6.4 Loans past due or impaired

A Major Loan is any loan in excess of US$ 1.5 Million or 7.5% of Capital and Reserves. Major Loans that

are impaired amounted to $ 15.3 Million representing a hotel loan in one country in the Organisation of
Eastern Caribbean States (OECS). This loan is being re-negotiated and is likely to maintain debt service
commitments in 2006.

Two Major Loans amounting to $ 22.9 Million (net of loan loss provisions) that are classified as “collateral
dependent” are in the process of collection. It is expected that these amounts will be recovered fully in
six months from collateral.

In the Microfin Group, “Portfolio-At-Risk” is defined as loans in arrears over 30 days. This amounted to
$ 2,783,831 or 13.4% of the portfolio as at the Balance sheet date. The distribution of loans in arrears
is disclosed in the table below:

Ageing Amount Percentage of portfolio Provision
30- 90 days $ 2,258,847 10.9 % --
91-120 days $ 207,755 1.0% $ 171,686
121-180 days $ 317,229 1.5% $ 258,302
Total $ 2,783,831 $ 429,989
6.5 Allowance account for credit losses
2006 2005
Provision for Loan Losses
Development Finance Limited $ 1,841,150 $ 6,079,963

Caribbean Microfinance Limited $ 429,989 $ 991,611

Total Provision $ 2,271139 $ 7,071,574

6 Loans (continued)
6.5 Allowance account for credit losses (continued)
2005 6.5.1 Movement in provision for Loan Losses — Development Finance Limited
558,186 2006 2005
5,000,000 Balance at beginning of year $ 6,079,963 $ 5,379,961
27173,727 Provision made during the year 2,574,179 700,002
6,511,366 Provision released (6,812,992) -
39,243,279 Balance at end of year $ 1,841,150 $ 6,079,963
6.5.2 Movement in provision for loan losses — Caribbean Microfinance Limited
2006 2005
Balance brought forward $ 991,611 $ 4,264,163
Translation differences - 7,392
Provision released - (460,392)
Loan value written down (1,206,374) (2,819,552)
Provision made during the year 644,752 -
Balance at end of year $ 429,989 $ 991,611

Unlisted Investments

After 1 January 2005, Development Finance Limited made no unlisted investments. All unlisted
investments from that date will be made by Caribbean Development Capital Limited. The Fair Value of
the Development Finance Limited portfolio will decline normally with redemptions and there will be no
valuation gains unless there is a substantial reduction in the discount rates.

In Caribbean Development Capital early repayment of bonds amounted to $ 3,163,616 and sale of shares
amounted to $ 1,561,340. In Development Finance Limited, early repayment of bonds amounted to
$5,699,780 and sale of shares amounted to $1,000,000.

The Yield on Ten Year Government of Trinidad & Tobago Bonds (Investment Grade) was 7.75% (6.35 %
in 2005 and 6.0% in 2004). The discount rates used to value the portfolio were as follows:

Year Bonds Convertible Ordinary Preference

Bonds Shares Shares
2006 8.66% 11.01% 11.01% 9.91%
2005 8.31% 9.11% 9.11% 9.53%
Fair Value 31 December

2006 2005

Development Finance Limited $ 26,548,436 $ 37,984,706
Caribbean Development Capital Limited 32,798,761 31,002,801
Total Fair Value $ 59,347,197 $ 68,987,507
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7
7.

7.2.1 Sectoral Analysis — Development Finance Limited

DFL Caribbean Holdings Limired - (DFL Caribbean Group)

Unlisted Investments (continued)
Valuation Gain/(Loss)

Development Finance Limited

Opening Fair Value

Fair Value of investments transferred to DevCap
Principal repayments

Adjusted Opening Fair Value

Valuation Gains

Closing Fair Value

Caribbean Development Capital Limited — (DevCap)
Opening Fair Value

Fair Value of investments transferred from DFL
Additions at cost

Principal repayments

Adjusted Opening Fair Value

Valuation Gains

Closing Fair Value

Total Group Valuation Gain/(Loss)

Manufacturing
Tourism

Industrial and commercial services

7.2.2Sectoral Analysis - Caribbean Development Capital Limited

7.2.3Sectoral Analysis of Commitments - Caribbean Development Capital Limited

Manufacturing
Food and beverage
Tourism

Commercial services

Tourism

Commercial services

2006 2005
37,984,706 45,790,242
-- (1,350,601)
(14,227,038) (7.807,382)
23,757,668 36,632,259
2,790,768 1,352,447
26,548,436 37,984
31,002,801 13,147,077
-- 1,350,601
10,771,424 14,060,761
(7,234,305) (156,133)
34,539,920 28,402,306
(1,741,159) 2,600,495
32,798,761 31,002,801
$ 1,049,609 $ 3,952,942
2006 2005
$ 13,073,450 $ 10,567,007
7,345,947 17,259,210
6,129,039 10,158,489
$ 26,548,436 $ 37,984,706
2006 2005
$ 12,061,860 $ 8,534,977
-- 4,815,105
9,787,689 16,542,970
10,949,212 1,109,749
$ 32,798,761 $ 31,002,801
2006 2005
$ -- $ 802,449
1,391,609 80,626
$ 1,391,609 $ 883,075
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7
7.3

7.4

Unlisted Investments (continued)
Maximum credit exposure

The maximum exposure to credit risk (mezzanine debt plus commitments) at 31 December 2006 without
taking account of any collateral held or other credit enhancements was as follows

Development Finance Limited $ 26,548,436 $ 33,786,041
Caribbean Development Capital Limited $ 34,190,370 $ 20,362,023
Total $ 60,738,806 $ 54,148,064

This credit risk exposure is not mitigated by any related credit derivatives or similar instruments.

Collateral held as security generally include mortgages on land and buildings subordinated to Senior
Long Term Debt and other credit enhancements such as secured/unsecured personal guarantees, and
chattel mortgages on inventory and other assets.

The portfolio paying as contracted that is, neither past due nor impaired, was 90% in 2006 (83% in
2005) in the Development Finance Limited portfolio and 97% in 2006 (100% in 2005) in the Caribbean
Development Capital Limited portfolio.

There were no Unlisted Investments in Development Finance Limited or Caribbean Development Capital
Limited where terms were re-negotiated that otherwise would have experienced diminution in value or
permanent impairment.

There was a diminution in the value of investments in the Development Finance Limited portfolio of
$850,145 ($ 850,145 in 2005) and Nil (Nil = 2004) in Caribbean Development Capital Limited.

Market Risk — Sensitivity Analysis

Estimation of the Fair Value of the Un-listed Investments portfolios can have a significant impact on
the Net Profit of the Company. The Valuation relies on two key inputs that are readily observable in the
local market. These are the yield on GORTT Ten Year Bonds and the average yield on high grade non-
Government Corporate Bonds listed in Trinidad and Tobago.

Range of values of key inputs LOW HIGH ACTUAL
Corporate Bonds 1.10 1.25 1.19

The mean of the distribution generated by these values was not significantly different from the actual
value of the portfolio reported in the accounts. At the 95% confidence interval the likely variation (plus
or minus) is less than $619,000. This could change the Group’s Net Profit by 4.75% and its Capital and
Reserves by 0.45%.

Computer Software

2006 2005

Opening Net Book Amount $ 1,101,555 $ -
Transfer from Property and Equipment -- 1,302,474
Additions -- 140,614
Disposals (773,774) --
Translation Differences - 51

Amortisation Charges (78,438) (341,584)
Closing Net Book Amount $ 249,343 $ 1,101,555

In 2005, Computer Software was reclassified from Property and Equipment.
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9

10

Property and Equipment

Year ended 31 December 2006
Opening net book amount
Additions

Disposals

Depreciation charge

Closing net book amount

At 31 December 2006
Cost/valuation
Accumulated depreciation

Closing net book amount

Year ended 31 December 2005
Opening net book amount
Additions

Disposals

Depreciation charge

Closing net book amount

At 31 December 2005
Cost/valuation
Accumulated depreciation

Closing net book amount

Deferred Tax Asset

As at 1 January 2006

Credit/(charge) to the income statement

As at 31 December 2006

As at 1 January 2005

Credit/(charge) to the income statement

Translation differences

As at 31 December 2005

Freehold Furniture and
Land & Building Equipment Total
$ 14,607,547 3,142,932 $ 17,750,479
-- 1,195,567 1,195,567
-- (387,106) (387,106)
(306,711) (692,118) (998,829)
$ 14,300,836 3,259,275 $ 17,560,111
Freehold Furniture and
Land & Building Equipment Total
$ 14,932,495 8,726,526 $ 23,659,021
(631,659) (5,467,251) (6,098,910)
$ 14,300,836 3,259,275 $ 17,560,111
Freehold Furniture and
Land & Building Equipment Total
$ 14,877,496 2,956,931 $ 17,834,427
-- 1,195,567 1,195,567
-- (387,106) (387,106)
(269,949) (622,460) (892,409)
$ 14,607,547 3,142,932 $ 17,750,479
Freehold Furniture and
Land & Building Equipment Total
$ 14,932,495 7918,065 $ 22,850,560
(324,948) (4,775,133) (5,100,081)
$ 14,607,547 3,142,932 $ 17,750,479
Accelerated Tax
Tax Depreciation Losses Total
$ (9,243) 103,333 § 94,090
9,243 (103,333) (94,090)
$ - ~ -
$ (13,593) 88,387 % 74,794
4,342 14,643 18,985
8 303 311
$ (9,243) 103,333 § 94,090
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10 Deferred Tax Asset (continued)

1

Deferred Income Tax Assets are recognised for tax loss carry-forwards to the extent that the realisation of
the related tax benefit through future taxable profits is probable. The Group did not recognise deferred
income tax assets of $1,244,006 in respect of losses amounting to $3,947,704.

Relief against future taxable profits for $2,951,552 of these tax losses is restricted to 50% of taxable
income in any one year. Total cumulative tax losses, both recognised as a Deferred Income Tax asset and
unrecognised, will expire as follows:

Year of Expiry 2006 2005
2006 -- 15,211
2007 155,002 155,002
2008 667,918 667,918
2009 445,298 445,298
2010 1,185,392 1,185,392
2011 482,731 482,731
No expiry 1,011,363 1,011,363
Total Tax Losses 3,947,704 3,962,915
Less losses recognised as deferred tax asset - (170,213)
Total unrecognised tax losses 3,947,704 3,792,702
Pension Fund Surplus
The amounts recognised in the balance sheet are as follows:
2006 2005

Present value of obligation $ (17,570,100) $ (20,479,700)
Fair value of plan assets 36,149,100 38,413,200

18,579,000 17,933,500
Assets unrecognised due to carrying limits -- (8,489,100)
Asset in the balance sheet $ 18,579,000 $ 9,444,400
Movement of amounts recognised in the balance sheet
Asset recognised in the balance sheet December 31, 2005 § 9,444,400 $ 9,932,900
Amount recognised in the income statement 1,178,200 701,200
Amounts recognised in the statement of changes in equity 7,956,400 (1,189,700)
Asset in the balance sheet $ 18,579,000 $ 9,444,400
The amounts recognised in the income statement are as follows:
Current service cost $ 1,040,000 $ 1,487,600
Interest cost 1,586,600 1,382,900
Expected return on assets (3,804,800) (3,571,700)
Total included in employee costs (1,178,200) (701,200)
Expected return on plan assets $ 3,804,800 $ 3,571,700
Benefits paid (729,900) (324,900)
Actuarial loss on plan assets (5,339,000) (713,300)
Actual return on plan assets $ (2,264,100) $ 2,533,500



