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Bank Melli fran Baki Branch

Statement of Financial Position
{fn Azerhaijoni Manay)
K 31 December 3 December
2019 2018
ASSETS
Cash and cash equividents 7 S0 630 804 50 680 500
Dee from bunks and other finoncial institutlons 8 309019 2476514
l.eans and advances to customers ] 4184622 3,577,001
Imesiment seciwitios 110 22815550 Me10,327
Premises and equipment 11 FA0RATD 3,504 486
Imangible assets 11 B 065 43,141
Onher isdeie 12 4. 785234 20,548 832
TOTAL ASSETS R, 718,740 110,441,470
LIABILITIES
Duie 1o banks and other finaneial institutions 13 31,737,984 10913001
Cislomer accounts 14 11,947 580 A5 216
Craferred Ircome tax Liability 22 ELIEUR 1 297050
Ciher labilities I5 FTIT 100261
Subordinated debt L] 17,031,500 17521200
TOTAL LIABILITIES 62,124,245 57,291,318
EQUITY
Shore cepatal 17 73611,171 T3611171
Bevaluation surplus 2,238 b, 665
Aocumulated deficit (37018914) (20467 698)]
TOTAL EQUITY 36,504,495 53,150,142
TOTAL EQUI'I:'II' AND LIABILITIES 98,718,740 110,441,470

On behalf of the Management Bo

Najalimargunmaskan Asg
Branch Manuger

03 February 2020
Batku, the Republic of Azerbaijan

LA L
Mirheydaroy Viighr Mirfazil
Chiel Accountant

(3 Februnry 2020

Baku, the Republic of Azerbaijan

3
Thee nadies on pagis 7-94 form an intezral part of these financial statements




Bank Melfi fraon Baku Brounch
Statement of Comiprehensive Tncome

(i Azerboifoni Manais)
Note Year ended 31 Year ended 31
December 2019 ecember 2008
Interest income 18 2,845,032 2874 588
Inierest expanssa 15 {121.853) (112.285)
Net interest incomi 2721174 2 Tal.a0]
Fee and commission income 19 17739 284,432
Fee and commission expense 149 i 108,5309) {08877}
Crnin from operations In foreign currencies - less 209 643,001 275,305

lasses
Provision for impairment losscs g {IRZ293.015) S0 80
Other income 38,793 123076
Onher expenses < 1,300} -
Crperating (loss)income (14,832,170} 3, T46.440
Operaling expenses 2F (1, 710665) (1,393, 3504)
{ Loss ifprofit before income tax [16,542.835) 2,153,136
Income oy expense 22 (13,921} (12,847}
Net (lossiiprofit for the year [ 16,556,756) 2140189
Other comprehensive income for the year L 1,342
frcomie ax benefir re.!'.i.rr.l.rrg o conrpaReiy af 1 1o% 1.343
irther coamtpire hewsive iRcome

Total comprehensive (lossyincome for the (16,555,647) 2,141 581

yir

On behalf of the Mana

Najafimarganmas
Branch Mamugey

03 February 2020
Baku, the Republic of Azerbaijan

Chiel Acconntamnt

03 February 2020
Baku, the Republic of Azerbaijan

The notes on pages T-44 form-an integral part of these financisl stntementa




Bank Melli fran Baku Branch

Statement of Changes in Equity
(T Azerbaifani Mamars;
Share Hevaluation Accomuloied
Capital surplus defieil FORM Kquiyy
Balance at 01 Jonuary 2015 TIE11.171 12,036 (212.614,596) 51,008,611
Additingnal paid-in capital . = i -
MNet profit for the year = - 2,140,189 2,140,184
Other comprehensive income for the year - 1,342 - 1.342
Healisstion of ressluntion surplus - {6,709} &.70 &
Balanee at 31 December 2018 T3611.171 [T (20467 6598) 53.150,142
et loss for the year - - 116,556,756) (16,536,756)
Other comprebensive income for the year - 1,109 - |, 10%
Realisation of revalvation surplus 5 (5, 540) 5 540 :
Balance st 31 December 2019 TIHL1,1TI TI38  (ATOIB914) 36 S594,49%8
e

Miﬂuymmﬁm Mirfazil

Chief Accountant

03 February 2020
Baku, the Republic of Azerbaijan Baku, the Republic of Azerbaijan

3

The notes on pages 7-44 form an integrul part of these financial statements,



Bank Mefli Fran Baku Branch

Najafimarganmashy
Branch Man .-

3 Febeiary 2020
Baku, the Republic of Azerbaijan

The notes on piges 7-44 form an integral part of these financial sttements

Sratement of Caxh Flows
{in Azertvaifoni Morois)
Nte Year ended 31 Year eoded 31
December 1019 December 2018
Cuash flow from spersting activities
{Lass)/profit before income fax [16.542.835) 2,153,136
Adiusimenis for
Provizion for impoirment losses 18,293,015 (520,901)
Depreciation and amortisation expense 116,447 | 15,068
Loss on revalustion of foreign currency posilion [1.3R2 A1, 7495
Cush Now from operating sctivities before changes
in operating assets and liabilities 1 873,009 1,809,098
{Increase)/decrease in operating assets:
Bue from anks and other financial instinnions 2311961 7,450
Loans and advonces to pustomers (1,208 5368) 264,409
Imvestment securities (2,205.2093) (2, 259.0140)
Other assets (5,530,911) [51,815)
Inerease/{decresse) in operating Habllitles:
Due (o banks and other financial institutions | 368,487 1,516,745
Customer Accounts 3684765 5,034,130
Oiher liabdlities J92. 7T 722
Subordinnted delst =
Cash inllow from operating activities before
bsatica LI91 300 9,321,812
Ingome tox paid . .
Net cash from operating activities L,191,316 9221 822
Cash Mlow from investing sctivities
Purchase of premises and equipment (12,355) {4.212)
Purchase of intangible asscts (50,000) .
Met cosh wied in investing sctivities (62, 355) {4:212)
Cash Mow from financing netivities
Met cosh used in financing activites . -
Effect of changes in foreign exchivgze rates on cash and
aiah ekt (1231, 767) (2021,827)
Net (decrease)inerease in cash and cash equivalents {102 .506) TA95,783
Cash and cash equivalents, beginning of the vear 7 60,024,786 23 830,003
Cash and cash equivalents, end of the vear T 50921980 60,034,786

Chiel Accountant

03 February 2020

Baku, the Republic of Azerbaijan



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

1 I ntroduction

These financial statements have been prepared in accordance with International Financial Reporting
Standards for the year ended 31 December 2019 for Bank Mélli Iran Baku Branch (the “Bank’), which was
incorporated in Azerbaijan in 1993.The Bank’s principal business activity is commercial and retail banking
operations.

Basic activities. The Bank’s primary business consists of bank services for legal and individua persons.
The Bank is regulated by Financial Market Supervisory Authority of the Republic of Azerbaijan and the
Central Bank of the Republic of Azerbaijan (together referred to as the “Regulatory Body™) and conducts
its business under general license number 124.

As at 31 December 2019 and 31 December 2018, the following shareholders owned the issued shares of
the Bank:

Shareholders Country 31 December 2019 31 December 2018
% %
“Bank Melli Iran” Iran Islamic Republic 100 100

Registered address and place of business. The Bank’s registered address is:
Nobel ave. 23, AZ 1025, Baku, the Republic of Azerbaijan

Presentation currency. These financia statements are presented in Azerbaijani Manats (“AZN”). The
Azerbaijani Manat (“AZN”) is the official currency of Republic of Azerbaijan.

2 Operating Environment of the Bank

The Republic of Azerbaijan continues economic reforms and development of its legal, tax and regulatory
frameworks towards the market economy. The future stability of Azerbaijan’s economy is largely
dependent upon these reforms and devel opments and the effectiveness of economic, financial and monetary
measures undertaken by the government. The future economic direction of the Republic of Azerbaijan is
largely dependent upon the effectiveness of economic, financial and monetary measures undertaken by the
Government, together with tax, legal, regulatory and political developments. The Management is unable to
predict, all developments in the economic environment which would have an impact on the Bank’s
operations and consequently what effect, if any, they could have on the financial position of the Bank.

3 Summary of Significant Accounting Policies

Basis of Preparation. These financial statements have been prepared in accordance with International
Financial Reporting Standards (“TFRS”) under the historical cost convention. The principal accounting
policies applied in the preparation of these financial statements are set out below. These policies have been
consistently applied to al the periods presented, unless otherwise stated.

Changesin Accounting Policies

The Bank hasinitialy applied IFRS 16 Leases from 1 January 2019. Adoption of IFRS 16 did not have a
material effect on the Bank’s financial information presented in these financial statements due to the fact
that the Bank had no material lease agreements as at 31 December 2019.



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

3 Summary of Significant Accounting Palicies (Continued)
Financial assets and liabilities — measurement methods
Amortised cost and effective interest rate

The amortised cost is the amount at which the financial asset or financial liability is measured at initial
recognition minus the principal repayments, plus or minus the cumulative amortisation using the effective
interest method of any difference between that initial amount and the maturity amount and, for financial
assets, adjusted for any loss allowance.

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial asset or financial liability to the gross carrying amount of a
financial asset (i.e. its amortised cost before any impairment allowance) or to the amortised cost of a
financial liability. The calculation does not consider expected credit losses and includes transaction costs,
premiums or discounts and fees and points paid or received that are integral to the effective interest rate,
such as origination fees. For purchased or originated credit-impaired (‘POCI”) financia assets — assets that
are credit-impaired at initial recognition — the Bank calculates the credit-adjusted effective interest rate,
which is calculated based on the amortised cost of the financial asset instead of its gross carrying amount
and incorporates the impact of expected credit lossesin estimated future cash flows.

When the Bank revises the estimates of future cash flows, the carrying amount of the respective financial
assets or financia liability is adjusted to reflect the new estimate discounted using the origina effective
interest rate. Any changes are recognised in profit or loss.

Interest income. Interest income is calculated by applying the effective interest rate to the gross carrying
amount of financial assets, except for:

- POCI financial assets, for which the original credit-adjusted effective interest rate is applied to the
amortised cost of the financial asset.

- Financial assets that are not “POCI” but have subsequently become credit-impaired, for which
interest revenue is calculated by applying the effective interest rate to their amortised cost (i.e. net
of the expected credit |oss provision).

Initial recognition and measurement. Financia assetsand financial liabilities are recognised when the entity
becomes a party to the contractual provisions of the instrument. Regular way purchases and sales of
financia assets are recognised on trade-date, the date on which the Bank commits to purchase or sell the
asset.

Atinitial recognition, the Bank measures afinancial asset or financia liability at itsfair value plusor minus,
in the case of afinancial asset or financia liability not at fair value through profit or loss, transaction costs
that are incrementa and directly attributable to the acquisition or issue of the financial asset or financia
liability, such asfees and commissions. Transaction costs of financial assets and financial liabilities carried
at fair value through profit or loss are expensed in profit or loss. Immediately after initial recognition, an
expected credit loss alowance (ECL) is recognised for financial assets measured at amortised cost and
investments in debt instruments measured at fair value through other comprehensive income (FVOCI),
which results in an accounting loss being recognised in profit or loss when an asset is newly originated.



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

3 Summary of Significant Accounting Palicies (Continued)

When thefair value of financia assetsand liabilities differsfrom the transaction price oninitial recognition,
the entity recognises the difference asfollows:

- When the fair value is evidenced by a quoted price in an active market for an identical asset or
liability or based on a valuation technique that uses only data from observable markets, the
differenceisrecognised asagain or loss.

- Inall other cases, the difference is deferred and the timing of recognition of deferred day one profit
or loss is determined individualy. It is either amortised over the life of the instrument, deferred
until the instrument’s fair value can be determined using market observable inputs, or realised
through settlement.

Financial assets

Classification and subsequent measurement. The Bank classifies its financial assets in the following
measurement categories:

- Fair value through profit or loss (FVPL);
- Fair value through other comprehensive income (FVOCI); or
- Amortised cost.

Debt instruments are those instruments that meet the definition of a financial liability from the issuer’s
perspective, such as loans, government and corporate bonds and trade receivables purchased from clients
in factoring arrangements without recourse.

Classification and subseguent measurement of debt instruments depend on:

- the Bank’s business model for managing the asset; and
- the cash flow characteristics of the asset.

Based on thesefactors, the Bank classifiesits debt instruments into one of the following three measurement
categories.

Amortised cost. Assets that are held for collection of contractual cash flows where those cash flows
represent solely payments of principal and interest (“SPPI”), and that are not designated at FVPL, are
measured at amortised cost. The carrying amount of these assets is adjusted by any expected credit loss
allowance. Interest income from these financial assets is included in “Interest income” using the effective
interest rate method.

Fair value through other comprehensive income (FVOCI). Financia assets that are held for collection of
contractua cash flows and for selling the assets, where the assets’ cash flows represent solely payments of
principal and interest, and that are not designated at FVPL, are measured at FVOCI. Movements in the
carrying amount are taken through OCI, except for the recognition of impairment gains or losses, interest
revenue and foreign exchange gains and losses on the instrument’s amortised cost which are recognised in
profit or loss. When the financial asset is derecognised, the cumulative gain or 1oss previously recognised
in OCI is reclassified from equity to profit or loss and recognised in “Net investment income”. Interest
income from these financial assets is included in “Interest income” using the effective interest rate method.

9



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

3 Summary of Significant Accounting Policies (Continued)

Business model. The business model reflects how the Bank manages the assets in order to generate cash
flows. That is, whether the Bank’s objective is solely to collect the contractual cash flows from the assets
or isto collect both the contractual cash flows and cash flows arising from the sale of assets.

If neither of these is applicable (e.g. financial assets are held for trading purposes), then the financial assets
are classified as part of “other” business model and measured at FVPL. Factors considered by the Bank in
determining the business model for a group of assets include past experience on how the cash flows for
these assets were collected, how the asset’s performance is evaluated and reported to key management
personnel, how risks are assessed and managed and how managers are compensated.

SPPI. Where the business model isto hold assets to collect contractual cash flows or to collect contractual
cash flows and sell, the Bank assesses whether the financial instruments’ cash flows represent solely
payments of principal and interest (the “SPPI test”). In making this assessment, the Bank considers whether
the contractual cash flows are consistent with a basic lending arrangement i.e. interest includes only
consideration for the time value of money, credit risk, other basic lending risks and a profit margin that is
consistent with a basic lending arrangement. Where the contractual terms introduce exposure to risk or
volatility that are inconsistent with a basic lending arrangement, the related financial asset is classified and
measured at fair value through profit or loss.

Impairment. The Bank assesses on aforward-looking basis the expected credit losses (“ECL”) associated
with its debt instrument assets carried at amortised cost and FVOCI and with the exposure arising from
loan commitments and financia guarantee contracts. The Bank recognises aloss alowance for such losses
at each reporting date. The measurement of ECL reflects:

- Anunbiased and probability-weighted amount that is determined by evaluating arange of possible
outcomes,
- Thetime value of money; and

Reasonable and supportable information that is available without undue cost or effort at the reporting date
about past events, current conditions and forecasts of future economic conditions.

Modification of loans. The Bank sometimes renegotiates or otherwise modifies the contractual cash flows
of loansto customers. When this happens, the Bank assesses whether or not the new terms are substantially
different to the original terms. The Bank does this by considering, among others, the following factors:

- If the borrower isin financia difficulty, whether the modification merely reduces the contractual
cash flows to amounts the borrower is expected to be able to pay.

- Whether any substantial new terms are introduced, such as a profit share/equity-based return that
substantially affects the risk profile of the loan.

- Significant extension of the loan term when the borrower is not in financia difficulty.

- Significant change in the interest rate.

- Changein the currency the loan is denominated in.

- Insertion of collateral, other security or credit enhancements that significantly affect the credit risk
associated with the loan.

If the terms are substantially different, the Bank derecognises the original financial asset and recognises a
“new” asset at fair value and recalculates a new effective interest rate for the asset.

10



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

3 Summary of Significant Accounting Palicies (Continued)

The date of renegotiation is consequently considered to be the date of initial recognition for impairment
calculation purposes, including for the purpose of determining whether a significant increase in credit risk
has occurred.

However, the Bank al so assesses whether the new financial asset recognised isdeemed to be credit-impaired
at initial recognition, especially in circumstances where the renegotiation was driven by the debtor being
unable to make the originally agreed payments. Differences in the carrying amount are also recognised in
profit or loss asagain or |oss on derecognition.

If the terms are not substantially different, the renegotiation or modification does not result in derecognition,
and the Bank recadl culates the gross carrying amount based on the revised cash flows of the financia asset
and recognises a modification gain or lossin profit or loss. The new gross carrying amount is recalculated
by discounting the modified cash flows at the original effective interest rate (or credit-adjusted effective
interest rate for purchased or originated credit-impaired financial assets).

Derecognition other than on a modification. Financial assets, or a portion thereof, are derecognised when
the contractual rights to receive the cash flows from the assets have expired, or when they have been
transferred and either (i) the Bank transfers substantially all the risks and rewards of ownership, or (ii) the
Bank neither transfers nor retains substantially all the risks and rewards of ownership and the Bank has not
retained control.

Financial liabilities

Classification and subsequent measurement. In both the current and prior period, financial liabilities are
classified as subsequently measured at amortised cost, except for:

- Financid liabilities at fair value through profit or loss: this classification is applied to derivatives,
financial liabilities held for trading (e.g. short positions in the trading booking) and other financial
liabilities designated as such at initial recognition. Gains or losses on financial liabilities designated
a fair value through profit or loss are presented partialy in other comprehensive income (the
amount of change in the fair value of the financia liability that is attributable to changes in the
credit risk of that liability, which is determined as the amount that is not attributable to changesin
market conditions that give rise to market risk) and partialy profit or loss (the remaining amount
of change in the fair value of the liability). This is unless such a presentation would creste, or
enlarge, an accounting mismatch, in which case the gains and losses attributable to changes in the
credit risk of the liability are also presented in profit or 10ss;

- Financia liabilities arising from the transfer of financial assets which did not qualify for
derecognition, whereby a financial liability is recognised for the consideration received for the
transfer. In subsequent periods, the Bank recognises any expenseincurred on thefinancial liability;
and

- Financial guarantee contracts and loan commitments.

Derecognition. Financial liabilities are derecognised when they are extinguished (i.e. when the obligation
specified in the contract is discharged, cancelled or expires).

Cash and cash equivalents. Cash and cash equivaents are items which are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changesin value.

11



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

3 Summary of Significant Accounting Policies (Continued)

Funds restricted for a period of more than three months on origination are excluded from cash and cash
equivalents. Cash and cash equivalents are carried at amortized cost.

Mandatory cash balanceswith the Central Bank of Azerbaijan Republic (the “CBAR”). Mandatory cash
balancesin AZN and foreign currency held with the CBAR are carried at amortized cost and represent non-
interest bearing mandatory reserve deposits, which are not available to finance the Bank’s day-to-day
operations.

Due from other banks. Amounts due from other banks are recorded when the Bank advances money to
counterparty banks with no intention of trading the resulting unquoted non-derivative receivable due on
fixed or determinable dates and the Bank has no intention of trading unquoted non-derivative receivables.
Amounts due from other banks are carried at amortized cost.

Loans and advancesto customers. L oans and advances to customers are recorded when the Bank advances
money to purchase or originate an unquoted non-derivative receivable from a customer due on fixed or
determinable dates and has no intention of trading the receivable. Loans and advances to customers are
carried at amortized cost.

Credit related commitments. The Bank enters into credit related commitments, including letters of credit
and financial guarantees. Financial guarantees represent irrevocable assurances to make payments in the
event that a customer cannot meet its obligations to third parties and carry the same credit risk as loans.
Financial guarantees and commitments to provide aloan areinitially recognized at their fair value, which
is normally evidenced by the amount of fees received. This amount is amortized on a straight line basis
over the life of the commitment, except for commitments to originate loans if it is probable that the Bank
will enter into a specific lending arrangement and does not expect to sell the resulting loan shortly after
origination; such loan commitment fees are deferred and included in the carrying value of theloan oninitial
recognition. At each balance sheet date, the commitments are measured at the higher of (i) the remaining
unamortized balance of the amount at initial recognition and (ii) the best estimate of expenditure required
settling the commitment at the balance sheet date.

Premises and equipment. Premises are stated at revalued amounts, as described below, less accumulated
depreciation and provision for impairment, where required. All other items of premises and equipment are
stated at cost |ess accumul ated depreciation and impairment losses, if any.

The costs of minor repairs and maintenance are expensed when incurred. The cost of replacing major parts
or components of premises and equipment items are capitalized and the replaced part isretired.

If impaired, premises and equipment are written down to the higher of their value in use and fair value less
coststo sell. The decreasein carrying amount is charged to profit or lossto the extent it exceedsthe previous
revaluation surplus in equity. An impairment |oss recognized for an asset in prior yearsisreversed if there
has been a change in the estimates used to determine the asset’s value in use or fair value less costs to sell.

Gains and losses on disposals determined by comparing proceeds with carrying amount are recognized as
profit or loss from disposal of fixed assets.

Depreciation. Depreciation on other items of premises and equipment is calculated using the straight-line
method to allocate their cost or revalued amounts to their residual values over their estimated useful lives
asfollows:
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3 Summary of Significant Accounting Palicies (Continued)

Premises 2 9%;
Computers and communi cation equipment 20%;
Furniture, fixtures and other 20%;
Vehicles 15%;
Other fixed assets 20%.

Theresidua value of an asset is the estimated amount that the Bank would currently obtain from disposa
of the asset less the estimated costs of disposal, if the asset were already of the age and in the condition
expected at the end of its useful life.

Theresidual value of an asset isnil if the Bank expectsto use the asset until the end of its physical life. The
assets’ residual values and useful livesarereviewed, and adjusted if appropriate, at each balance sheet date.

Intangible assets. All of the Bank’s intangible assets have definite useful life and primarily include
capitalized computer software.

Acquired computer software licenses are capitalized based on the costsincurred to acquire and bring to use
the specific software. Devel opment costs that are directly associated with identifiable and unique software
controlled by the Bank are recorded as intangible assets if the inflow of incremental economic benefits
exceeding costsis probable. Capitalized costs include staff costs of the software development team and an
appropriate portion of relevant overheads. All other costs associated with computer software, e.g. its
maintenance, are expensed when incurred. Capitalized computer software is amortized on a straight line
basis over expected useful lives of 10 years.

Dueto other banks. Amounts due to other banks are recorded when money or other assets are advanced to
the Bank by counterparty banks. The non-derivative liability is carried at amortized cost.

If the Bank purchases its own debt, it is removed from the balance sheet and the difference between the
carrying amount of the liability and the consideration paid is included in gains or losses arising from
retirement of debt.

Customer accounts. Customer accounts are non-derivative liabilities to individuals, state or corporate
customers and are carried at amortized cost.

Other borrowed funds. Other borrowed funds include loans from resident and non-resident financial
ingtitutions with fixed maturities and fixed or floating interest rates. Term borrowings are carried at
amortised cost.

Income taxes. Income taxes have been provided for in the financial statements in accordance with
Azerbaijani legislation enacted or substantively enacted by the end of the reporting period. The income tax
charge comprises current tax and deferred tax and is recognized in the statement of comprehensive income
except if it is recognized directly in the statement of other comprehensive income because it relates to
transactions that are also recognized, in the same or a different period, directly in the statement of other
comprehensive income.
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3 Summary of Significant Accounting Palicies (Continued)

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of
taxable profits for the current and prior periods. Taxable profits are based on estimates if financial
statements are authorized prior to filing relevant tax returns. Taxes, other than on income, are recorded
within administrative and operating expenses.

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

In accordance with the initial recognition exemption, deferred taxes are not recorded for temporary
differences oninitia recognition of an asset or aliability in atransaction other than a business combination
if the transaction, when initiadly recorded, affects neither accounting nor taxable profit. Deferred tax
balances are measured at tax rates enacted or substantively enacted at the balance sheet date which are
expected to apply to the period when the temporary differences will reverse or the tax loss carry forwards
will be utilized. Deferred tax assets for deductible temporary differences and tax loss carry forwards are
recorded only to the extent that it is probable that future taxable profit will be available, against which the
deductions can be utilized.

Income and expense recognition. Interest income and expense are recorded in the statement of
comprehensiveincome for al debt instruments on an accrual basis using the effective interest method. This
method defers, as part of interest income or expense, all fees paid or received between the parties to the
contract that are an integra part of the effective interest rate, transaction costs and all other premiums or
discounts.

All other fees, commissions and other income and expense items are generally recorded on an accrual basis
by reference to completion of the specific transaction assessed on the basis of the actual service provided
as aproportion of the total servicesto be provided.

Foreign currency trandation. Institutions of the Bank's functional currency of the primary economic
environment in which the entity is the currency. The Bank’s functional and presentation currency is the
national currency of the Republic of Azerbaijan, Azerbaijani Manats (“AZN”).

Monetary assets and liabilities are translated into entity’s functional currency at the official exchange rate
of the CBAR at the respective balance sheet dates. Foreign exchange gains and losses resulting from the
settlement of transactions and from the translation of monetary assets and liabilities into Bank’s functional
currency at year-end official exchange rates of the CBAR are recognized in profit or loss.

Trandation at year-end rates does not apply to non-monetary items, including equity investments. Effects
of exchange rate changes on the fair value of equity securities are recorded as part of the fair value gain or
loss.

Rate of exchange as at 31 December 2019:

1USD = 1.7000 AZN (31 December 2018: 1 USD = 1.7000 AZN)
1 EUR = 1.9035AZN (31 December 2018: 1 EUR =1.9468 AZN)
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3 Summary of Significant Accounting Palicies (Continued)

Earnings per share. Earnings per share is determined by dividing the profit or loss attributable to owners
of the Bank by the weighted average number of participating shares outstanding during the reporting year.

Staff costs and related contributions. Wages, salaries, contributions to the Azerbaijan Republic state
pension and social insurance funds, paid annual leave and sick leave, bonuses, and non-monetary benefits
are accrued in the year in which the associated services are rendered by the employees of the Bank.

4 Critical Accounting Estimates and Judgmentsin Applying Accounting Policies

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within
the next financia year. Estimates and judgments are continually evaluated and are based on management’s
experience and other factors, including expectations of future events that are believed to be reasonable
under the circumstances. Management also makes certain judgments, apart from those involving
estimations, in the process of applying the accounting policies. Judgments that have the most significant
effect on the amounts recognized in the financial statements and estimates that can cause a significant
adjustment to the carrying amount of assets and liabilities within the next financial year include:

Measurement of the expected credit loss allowance. The measurement of the expected credit loss
allowance for financial assets measured at amortised cost and FVOCI is an area that requires the use of
complex models and significant assumptions about future economic conditions and credit behaviour (e.g.
the likelihood of customers defaulting and the resulting losses). A humber of significant judgements are
also required in applying the accounting requirements for measuring ECL, such as:

- Determining criteriafor significant increase in credit risk;

- Choosing appropriate models and assumptions for the measurement of ECL ;

- Establishing the number and relative weightings of forward-looking scenarios for each type of
product/market and the associated ECL ; and

Establishing groups of similar financia assets for the purposes of measuring ECL.

Initial recognition of related party transactions. In the normal course of business, the Bank enters into
transactions with its related parties. Terms and conditions of related party balances are disclosed in Note
28.

Tax legidation. Azerbaijani tax, currency and customs legidlation is subject to varying interpretations.
5 Adoption of New or Revised Standards and I nter pretations
The following new standards and interpretations became effective for the Bank from 1 January 2019:

IFRS 16, Leases. IFRS 16 was issued in January 2016 and specifies how an IFRS reporter will recognise,
measure, present and disclose leases. The standard provides a single lessee accounting model, requiring
lessees to recognise assets and liabilities for al leases unless the lease term is 12 months or less or the
underlying asset has a low value. Lessors continue to classify leases as operating or finance, with IFRS 16’s
approach to lessor accounting substantially unchanged from its predecessor, IAS 17. The standard is
applicable for annual periods beginning on and after 1 January 2019.
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5 Adoption of New or Revised Standards and Interpretations (Continued)

The application of the new standard has not materially affected the Bank’s financial statements due to the
fact that the Bank has no material lease agreements as at 31 December 2019. For detailed information on
the adoption of the standard by the Bank refer to Note 3 Summary of Sgnificant Accounting Policies.

IFRIC 23, Uncertainty over Income Tax Treatments. IFRIC 23 is effective for annua reporting periods
beginning on or after 1 January 2019. The interpretation addresses the determination of taxable profit (tax
loss), tax bases, unused tax losses, unused tax credits and tax rates, when there is uncertainty over income
tax treatments under IAS 12. It specifically considers:

- Whether tax treatments should be considered collectively;

- Assumptions for taxation authorities examinations,

- The determination of taxable profit (tax loss), tax bases, unused tax losses, unused tax credits and
tax rates;

- Theeffect of changesin facts and circumstances.

Amendments to IFRS 9, Prepayment Features with Negative Compensation. The amendments are
effective for annua reporting periods beginning on or after 1 January 2019 and amends the existing
requirements in IFRS 9 regarding termination rights in order to alow measurement at amortised cost (or,
depending on the business model, at fair value through other comprehensive income) even in the case of
negative compensation payments.

Amendments to |AS 28, Long-term Interests in Associates and Joint Ventures. The amendments are
effective for annual reporting periods beginning on or after 1 January 2019 and clarifies that an entity
applies IFRS 9 Financial Instruments to long-term interests in an associate or joint venture that form part
of the net investment in the associate or joint venture but to which the equity method is not applied.

Annual Improvementsto | FRS Standards 2015-2018 Cycle

These improvements are effective for annual reporting periods beginning on or after 1 January 2019 and
include amendments to the following standards:

IFRS 3 and IFRS 11 - The amendmentsto IFRS 3 clarify that when an entity obtains control of a business
that isajoint operation, it remeasures previously held interests in that business. The amendmentsto IFRS
11 clarify that when an entity obtains joint control of abusinessthat isajoint operation, the entity does not
remeasure previously held interestsin that business.

IAS 12 - The amendments clarify that al income tax consequences of dividends (i.e. distribution of profits)
should be recognised in profit or loss, regardless of how the tax arises.

IAS 23 - The amendments clarify that if any specific borrowing remains outstanding after the related asset
is ready for its intended use or sale, that borrowing becomes part of the funds that an entity
borrows generally when cal culating the capitalisation rate on general borrowings.

6 New Accounting Pronouncements

Certain new standards and interpretations have been issued that are mandatory for the annua periods
beginning on or after 1 January 2020 or later and which the Bank has not early adopted.

IFRS 17, Insurance Contracts. IFRS 17 requiresinsurance liabilities to be measured at a current fulfilment
value and provides a more uniform measurement and presentation approach for all insurance contracts.
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6 New Accounting Pronouncements (Continued)

These requirements are designed to achieve the goal of a consistent, principle-based accounting for
insurance contracts. IFRS 17 supersedes IFRS 4 Insurance Contracts and is effective for annua periods
beginning on or after 1 January 2021.

The Management is considering the implications of these standards, their impact on the financial statements
and the timing of its adoption by the Bank.

7 Cash and Cash Equivalents

31 December 2019 31 December 2018

Cash on hand 3,053,769 2,403,997
Cash bd ances with the CBAR 31,559,581 23,186,797
Correspondent accounts and overnight placements with other
banks:
- The Republic of Azerbaijan 3,056 6,250
- Other countries 25,305,574 34,427,742
Less: dlowance for impairment losses (291,176) (344,277)
Total cash and cash equival ents 59,630,804 59,680,509

The analysis by credit quality of cash and current placements with other banks at 31 December 2019 is as

follows:
Correspondent
Cash on Cash bal ances accg::rt;ar;]? Total
hand with the CBAR 9
placementswith
other banks
Current and not impaired
- Cash on hand 3,053,769 - - 3,053,769
- The Republic of Azerbaijan - 31,559,581 3,056 31,562,637
- Other countries - - 25,014,398 25,014,398
Total current and not impaired 3,053,769 31,559,581 25,017,454 59,630,804
Total cash and cash equival ents 3,053,769 31,559,581 25,017,454 59,630,804
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7 Cash and Cash Equivalents (Continued)

The analysis by credit quality of cash and current placements with other banks at 31 December 2018 isas

follows:
Correspondent
Cashon  Cash balances accg\tjgrtrs]iar;](: Total
hand with the CBAR g
placementswith
other banks
Current and not impaired
- Cash on hand 2,403,997 - - 2,403,997
- The Republic of Azerbaijan - 23,186,797 6,250 23,193,047
- Other countries - - 34,083,465 34,083,465
Total current and not impaired 2,403,997 23,186,797 34,089,715 59,680,509
Total cash and cash equivalents 2,403,997 23,186,797 34,089,715 59,680,509

8 Due from Banks and Other Financial I nstitutions

31 December 2019 31 December 2018

Short-term deposits placed in resident banks 7,995,898 14,150,504
Short-term deposits placed in non-resident banks 3,812,076 -
Less: dlowance for impairment losses (7,998,955) (11,673,990)
Total due from banks and other financial institutions 3,809,019 2,476,514

The balance values of the amounts due from banks as of 31 December 2019 and 31 December 2018
approximate their fair values.

Short-term deposits placed in non-resident banks inlcude a deposit in the amount of EUR 2,000,000 (AZN
3,807,000) placed by the Bank in foreign bank on 28 November 2019 and bearing annual interest rate of
1.5%. The maturity date of the deposit is 27 February 2020.

Short-term deposits placed in resident banks consist of amounts placed in bankrupted banks Atrabank OJSC

and Royal Bank OJSC in previous years against which the Bank recognised allowance for impairment
lossesin the entire amount of the funds.
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9 L oans and Advancesto Customers

31 December 2019

31 December 2018

Loansto individuds 5,683,761 4,424,649

Corporate loans 27,596 77,751
Total loans and advancesto customers (gr 0ss) 5,711,357 4,502,400

Less: dlowance for loan impairment losses (1,526,735) (924,739)
Total loans and advancesto customer s 4,184,622 3,577,661
The movement in the provision for loan impairment during 2019 is as follows:

Loansto Corporate
individuals loans 1@

Allowance for impair ment at 1 January 2019 870,313 54,426 924,739
Provision during the year 768,926 - 768,926
Reversd of provision for impairment during the year - (42,295) (42,295)
Write-off of provision for impairment during the year (124,635) - (124,635)
Allowance for impairment at 31 December 2019 1,514,604 12,131 1,526,735

The movement in the provision for loan impairment during 2018 is as follows:

Loansto Corporate
individuals loans '@
Allowance for impairment at 1 January 2018 60,520 1,350,484 1,411,004
Provision during the year 809,793 - 809,793

Reversd of provision for impairment during the year

(1,296,058) (1,296,058)

Allowance for impairment at 31 December 2018 870,313

54,426 924,739
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9 Loansand Advancesto Customers (Continued)

Economic sector risk concentrations within the loans to customersis as follows:

31 December 2019

31 December 2018

Amount % Amount %
Corporate loans

Trade and services 27,596 0.48 77,751 1.73
Construction - - - -
Total cor porate |l oans 27,596 0.48 77,751 1.73

Loansto individuals
Repair of apartment 3,811,930 66.74 3,005,351 66.75
Car purchase 859,870 15.06 527,251 11.71
Consumer loans 854,524 14.96 672,061 14.93
Trade and services 157,437 2.76 219,986 4.88
Total loansto individuals 5,683,761 99.52 4,424,649 98.27
Total loans and advancesto 5711,357 100.00 4,502,400 100.00

customer s (gr 0ss)

Thecarrying value of each class of |oans and advancesto customers approximatesfair value at 31 December

2019 and 31 December 2018.

Refer to Note 23 Financial Risk Management for the information on credit risk related to loans and

advances to customers.

Management believes that allowances for loan impairment calculated by the Bank are sufficient for fair
presentation of carrying values of |oans and advances to customers.

10 Investment Securities

Asat 31 December 2019 and 31 December 2018 the Bank’s balances of investment securities at amortised

cost are as follows:
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10 Investment Securities (Continued)

Interestto 31 December Interest to 31 December
nominal % 2019 nominal % 2018

Securities of the Ministry of Finance of

AR:

N:A30104002743 6.99 4,449,911 - -
N:A30104002743 6.82 213,310 - -
N:AZ0104004749 7.09 6,621,685 - -
N:AZ0104004749 7.52 1,258,336 - -
N:AZ0104006744 6.00 4,954,301 - -
N:AZ0104007742 5.80 263,487 - -
N:A30104011744 6.00 2,904,340 - -
N:AZ0105010695 8.46 964,685 - -
N:AZ0105010695 8.37 385,481 8.46 965,948
N:AZ0105006693 7.99 800,000 7.99 814,442
N:AZ0104003683 - - 7.90 4,432,985
N:AZ0105003641 - - 12.00 2,979,700
N:AZ0104002685 - - 7.98 2,884,598
N:AZ0104005688 - - 8.00 2,509,686
N:AZ0104006686 - - 7.93 1,248,096
N:1S0104004681 - - 8.00 1,092,495
N:AZ0104003683 - - 8.05 846,124
N:AZ0102009682 - - 7.25 816,565
N:AZ0104005688 - - 8.19 628,472
N:AZ0105010695 - - 8.37 386,264
N:AZ0105006552 - - 15.00 375,594
N:1S0104004681 - - 8.18 218,637
N:AZ0105001553 - - 15.00 210,373
N:AZ0105008558 - - 15.00 200,348
Total investment securities at i 22,815,536 i 20,610.327

amor ti sed cost
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11  Premises, Equipment and I ntangible Assets

. Furnitureand Computgrs gnd . Other fixed Total premises Softwareand
Premises . communication Vehicles . . Total

fixtures . assets and equi pment licenses

equi pment

Eg’lznce asat 1 January 3,515,761 21,810 18,203 52,511 - 3,608,285 50,198 3,658,483
Additions ; 634 3,328 ; 250 4212 - 4212
She;;f'm”’m”'sa“’” (83,460) (6:370) (4,208) (13.839) (44)  (108011) (7057)  (115.068)
Eg‘llgnce asat 31 December 3,432,301 16,074 17,233 38,672 206 3,504,486 43141 3547627
Additions ; 5323 7,032 ; ; 12,355 50,000 62,355
Disposa ; ; ; ; ; ; ; ;
?he;;‘zc'a'or‘/amr“sa'o” (83,460) (6,468) (4,851) (12,542) (50) (107,371) (9,076) (116,447)
Sg"lgnce asat 31 December 3,348,841 14,929 19,414 26,130 156 3,409,470 84,065 3493535
Cost a 31 December 2018 4,173,009 462,631 150,174 89,410 18,347 4,893,571 167,379 5,060,950
Accumul ated depreciation (740,708) (446,557) (132,941) (50,738) (18,141)  (1,389,085) (124238)  (1,513,323)
S(‘;’"lgnce asat 31 December 3,432,301 16,074 17,233 38,672 206 3,504,486 43141 3,547,627
Cost a 31 December 2019 4,173,009 397,096 139,288 89,410 18,347 4,818,050 217,379 5,035,429
Accumul ated depreciation (824,168) (383,067) (119,874) (63,280) (18191)  (1,408,580) (133314)  (1,541,894)
Balance asat 31 December 3,348,841 14,929 19,414 26,130 156 3,409,470 84,065 3493535

2019
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12  Other Assets
31 December 2019 31 December 2018

Receivable fromgovernmental organisations - 9,295,963
Total financial assets within other assets - 9,295,963
Immovables received in satisfaction of non-performing loans 4,724,910 11,173,023
Deferred expenses 27,769 52,921
Advance payments for different services 20,019 14,396
Advance payments for acquisition of intangible assets 12,526 12,529
Total other assets 4,785,224 20,548,832

In accordance with the decree of the Mgjor of Baku dated November 18, 2014 on the construction of the
new park, the Bank’s building in the net book value of AZN 9,295,963 was dismantled. Thisfact amounted
to receivabl e balances from unsettled regular-way trades. The parties cannot negotiate on the compensation.
However, the Management of the Bank believes that their terms will apply.

Currently, the Bank istaking action in order to receive the compensation for the damage. The caseis heard
at Baku Administrative-Economical Court No.1. The Bank claims the amount equal to the net book value
of the building at the date of the dismantling, which is revalued value less accumulated depreciation. The
building was revalued by an Independent Firm of Valuers on 3 July, 2013. The basis used for the appraisal
was the composition of the replacement cogt, the discounted cash flow and the market value. The fair value
of the building after valuation amounted to AZN 9,400,000. The building was previoudy pledged by Royal
Bank as collateral for the deposit received from the Bank. The collateral was accrued to the Bank as a
compensation for impairment loss provision based on the court decision in 2013 and was recognized as
premises and equipment and measured at revalued amount at initial recognition.

This matter isin court proceedings.

The Bank recognised allowance for impairment losses in the amount of AZN 9,295,963 against this
receivable from governmental organization in accordance with IFRS 9 Financial Instruments.

13 DuetoBanksand Other Financial I nstitutions
31 December 2019 31 December 2018

Bank Melli Iran - Head Office 31,338,418 30,867,620
Export Development Bank of Iran 310,397 18,040
Correspondent accounts and overnight placements of other 22739 12205
banks

Short-term amounts owed to other insurance companies 66,432 15,716
Total dueto banksand other financial institutions 31,737,986 30,913,601

The outstanding amounts due to banks and other financial institutions approximate their fair values as of
31 December 2019 and 31 December 2018. Outstanding amounts due to Banks and other financia
ingtitutions as at 31 December 2019 include the following:
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13 Dueto Banksand Other Financial I nstitutions (Continued)

Amounts of AZN 31,338,418 (2018: AZN 30,867,620) represent correspondent accounts of Bank Mélli
Iran Head Officein USD and EUR.

Amounts of AZN 310,397 (2018: AZN 18,040) consist of correspondent accounts of Export Development
Bank of Iranin USD and EUR.

There were no any financial covenants as at 31 December 2019 and 31 December 2018 with regard to the
amounts due to banks and other financial ingtitutions that the Bank should have complied with.

14  Customer Accounts

31 December 2019 31 December 2018

State owned enter prises and public or gani zations 288,473 317,471
- Current accounts 286,654 317,201
- Closed customer accounts 1,819 270
Other legal entities 8,529,044 5,465,163
- Current accounts 8,482,593 5,435,596
- Closed customer accounts 46,451 29,567
Individual's 3,130,063 2,676,582
- Current accounts 2,793,484 2,326,752
- Term deposits 10,000 7,745
- Closed customer accounts 326,579 342,085
Total customer accounts 11,947,580 8,459,216

Economic sector concentrations within customer accounts are as foll ows:

31 December 2019 31 December 2018

Amount % Amount %
Individuds 3,130,063 26.20 2,676,582 31.64
Construction and red estate 4,506,201 37.72 121,858 1.44
Transportation or communication 3,807,087 31.86 131 -
Embassies and consul ates 207,185 1.73 218,822 2.60
Trade and services 95,340 0.80 5,168,974 61.10
Other institutions of foreign 80,082 068 98,287 116
governments
Agriculture and recycling 47,549 0.40 14,651 0.17
Manufacturing and industry 44,956 0.38 109,051 1.29
Public organisations 301 - 362 -
Other 27,916 0.23 50,498 0.60
Total customer accounts 11,947,580 100.00 8,459,216 100.00
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14 Customer Accounts (Continued)

The balance amounts of customer accounts approximate their fair values as of 31 December 2019 and 31
December 2018.

15 Other Liabilities

Other liabilities comprise the following:
31 December 2019 31 December 2018

Items in course of settlement 29,873 12,183
Other financid lidbilities 902,178 16,632
Total financial liabilitieswithin other liabilities 932,051 28,815
Tax payable 59,023 66,500
Other payables 6,243 4,946
Total other liabilities 997,317 100,261

16  Subordinated Debt

On 9 February 2017, the Bank signed Subordinated Debt Agreement with the Bank Mélli Iran Head Office,
registered in Tehran, the Iran I1slamic Republic, for obtaining funds in the amount of EUR 9,000,000 to
raise its capital via Tier-2 with the maturity till 30 December 2024. This borrowing is not guarenteed by
any assets of Bank Melli Iran Baku Branch and the balance bears no interest and is repayable in five equal
annual instalments with afirst instalment due on 30 December 2020.

At 31 December 2019, the estimated fair value of subordinated debt was AZN 17,131,500 (2018: AZN
17,521,200).

The repayment of the Bank’s subordinated debt ranks after all other creditors in case of liquidation of the
Bank, or; before the maturity if the Branch experiences good financial position.

17  ShareCapital

Totd registered and paid shares of the Bank amounted to AZN 73,611,171 as of 31 December 2019. The
movement of sharesis asfollows:

Shar e capital Total
Balance at 31 December 2018 73,611,171 73,611,171
- increase in share capitd - -
Balance at 31 December 2019 73,611,171 73,611,171
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18 Interest Income and Expense

Year ended 31
December 2019

Year ended 31
December 2018

Interest income comprises:

Interest income on assets recorded at amortised cost 2,843,032 2,874,888
Total interest income 2,843,032 2,874,888
Inter est income

Loans and advances to customers 1,050,021 745,811

Placements with banks and other financid institutions 47,676 -

Investment securities 1,745,335 2,129,077
Total interest income 2,843,032 2,874,888
Inter est expense compr i ses:

Interest expense on liahilities recorded at amortized cost (121,853) (112,285)
Total interest expense (121,853) (112,285)
Interest expense

Customer accounts (463) (2,877)

Placements of banks and other financid institutions (29,197) (14,310)

Other (92,193) (95,098)
Total interest expenses (121,853) (112,285)
Net interest income 2,721,179 2,762,603

19 Feeand Commission Income and Expense
Year ended 31 Year ended 31

December 2019

December 2018

Fee and commission income comprises:

-settlements 116,769 213,159

-cash operations 47,863 57,484

-other operations 12,747 13,789
Total fee and commission income 177,379 284,432
Fee and commi ssion expense comprises:

-settlements (59,787) (92,467)

-cash operations (40,982) (6,527)

-other operations (7,740) (9,883)
Total fee and commi ssi on expenses (108,509) (108,877)
Net 68,870 175,555
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20 Gainfrom Tradingin Foreign Currency

Gain on foreign exchange operations - less | osses comprises:

Year ended 31 Year ended 31

December 2019  December 2018

Deding operations 664,383 337,100

Reva uation of foreign currency baances (11,382) (61,795)

Net gai n from operationsin foreign currencies 653,001 275,305
21  Operating Expenses

Year ended 31 Year ended 31

December 2019

December 2018

Sdaries and wages 852,731 910,538
Taxes,other than income tax 269,526 239,984
Depreciation and amortisation expenses 116,447 115,068
Repair and maintenance 98,914 43,263
Auction expenses 87,829 14,504
Premises security 72,924 67,240
Insurance expenses 47,048 40,349
Utilities 30,944 22,171
Communicetions 30,316 29,793
Printing and office supplies 28,083 15,856
Professiona services 16,544 18,567
Membership 5,924 6,000
Advertising 3,003 6,764
SWIFT expenses - 25,708
Miscellaneous 50,432 37,499
Total oper ating expenses 1,710,665 1,593,304
22  Income Tax

Year ended 31 Year ended 31

December 2019

December 2018

Net deferred tax ligbility at the end of the year (at the

statutory tax rate of 20%) (309,862) (297,050)
Net deferred tax (liability)/asset a the beginning of the (297,050) (285.445)
year

Change in the deferred income tax for the year

charged to profit (12.812) (11,605)
Deferred income/(expense) charged to equity 1,109 1,342
Deferred income/(expense) charged to profit (13,921) (12,947)
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22 Income Tax (Continued)
Year ended 31 Year ended 31
December 2019 December 2018
Profit before income tax (16,542,835) 2,153,136
Tax at the statutory tax rete 3,308,567 (430,627)
Unrecognised carryforward tax losses for the year (3,322,488) 417,680
Income tax expense (13,921) (12,947)
Current income tax expense - -
Change in the deferred income tax (13,921) (12,947)
Income tax expense (13,921) (12,947)

Differences between IFRS and Azerbaijani statutory taxation regulations give rise to temporary differences
between the carrying amount of assets and liabilities for financial reporting purposes and their tax bases.

23  Financial Risk Management

The risk management function within the Bank is carried out in respect of financial risks, operationa risks
and legal risks. Financial risk comprises market risk (including currency risk, interest rate risk and other
price risk), credit risk and liquidity risk.

The primary objectives of the financial risk management function are to establish risk limits, and then
ensure that exposure to risks stays within these limits. The operational and legal risk management functions
are intended to ensure proper functioning of internal policies and procedures to minimise operational and
legal risks.

Credit risk. Credit risk is the risk of suffering financial loss, should any of the Bank’s customers, clients or
market counterparties fail to fulfil their contractual obligations to the Bank. Credit risk arises mainly from
interbank, commercial and consumer loans and advances, and loan commitments arising from such lending
activities, but can also arise from credit enhancement provided, such as credit derivatives (credit default
swaps), financia guarantees, letters of credit, endorsements and acceptances.

The Bank is also exposed to other credit risks arising from investments in debt securities and other
exposures arising from its trading activities (“trading exposures”) including non-equity trading portfolio
assets and derivatives as well as settlement balances with market counterparties and reverse repurchase
agreements.

Credit risk measurement. The estimation of credit exposure for risk management purposesis complex and
requires the use of models, as the exposure varies with changes in market conditions, expected cash flows
and the passage of time. The assessment of credit risk of a portfolio of assets entails further estimations as
to the likelihood of defaults occurring, of the associated loss ratios and of default correlations between
counterparties. The Bank measures credit risk using Probability of Default (PD), Exposure at Default
(EAD) and Loss Given Default (LGD):

- PD represents the likelihood of a borrower defaulting on its financial obligation, either over the
next 12 months, or over the remaining lifetime of the obligation.
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- EAD isbased on the amounts the Bank expectsto be owed at the time of default, over the next 12
months or over the remaining lifetime.

- Loss Given Default (LGD) represents the Bank’s expectation of the extent of loss on a defaulted
exposure. LGD varies by type of counterparty, type and seniority of clam and availability of
collateral or other credit support. LGD is expressed as a percentage |oss per unit of exposure at the
time of default (EAD). LGD is calculated on a 12-month or lifetime basis, where 12-month LGD
is the percentage of loss expected to be made if the default occurs in the next 12 months and
Lifetime LGD isthe percentage of 1oss expected to be madeif the default occurs over the remaining
expected lifetime of the loan.

Forward-l1ooking economic information is also included in determining the 12-month and lifetime PD, EAD
and LGD. These assumptions vary by product type. The Bank performs historical analysis and identifies
the key economic variables impacting credit risk and expected credit losses for each portfolio.

Expected credit |oss measurement. IFRS 9 outlines a “three-stage” model for impairment based on changes
in credit quality sinceinitial recognition as summarised below:

- A financial instrument that is not credit-impaired on initial recognition is classified in “Stage 1”
and hasits credit risk continuously monitored by the Bank.

- If asignificant increase in credit risk sinceinitial recognition isidentified, the financial instrument
is moved to “Stage 2” but is not yet deemed to be credit-impaired.

- If thefinancial instrument is credit-impaired, the financial instrument is then moved to “Stage 3”.

- Financial instruments in Stage 1 have their ECL measured a an amount equal to the portion of
lifetime expected credit losses that result from default events possible within the next 12 months.
Instrumentsin Stages 2 or 3 have their ECL measured based on expected credit losses on alifetime
basis.

- A pervasive concept in measuring ECL in accordance with IFRS 9 is that it should consider
forward-looking information.

- Purchased or originated credit-impaired financial assets are those financial assets that are credit-
impaired on initia recognition. Their ECL is aways measured on alifetime basis (Stage 3).

The Bank considers a financia instrument to have experienced a significant increase in credit risk when
one or more of the following quantitative or qualitative criteria have been met:

Quantitative criteria. The remaining Lifetime Probability of Default at the reporting date has increased,
compared to theresidual Lifetime Probability of Default expected at the reporting date when the exposure
was first recognized.

Qualitative criteria. If one or more of the following criteria have been met:
- Theborrower isin short-term forbearance;
- Direct debit cancellation;

- Extension to the terms granted;
- Significant increase in credit spread;
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- Significant adverse changes in business, financia and/or economic conditions in which the
borrower operates,

- Actua or expected forbearance or restructuring;

- Actua or expected significant adverse change in operating results of the borrower;

- Significant changein collateral value (secured facilities only) which is expected to increase risk of
default;

- Early signs of cash flow/liquidity problems such as delay in servicing of trade creditors/loans.

The Bank defines a financial instrument as in default, which is fully aligned with the definition of credit-
impaired, when it meets one or more of the following criteria

Quantitative criteria. The borrower is more than 90 days past due on its contractual payments.

Qualitative criteria. The borrower meets unlikeliness to pay criteria, which indicates the borrower is in
significant financial difficulty. These are instances where:

- Theborrower isin long-term forbearance;

- Theborrower is deceased;

- Theborrower isinsolvent;

- Theborrower isin breach of financial covenants,

- Anactive market for that financial asset has disappeared because of financia difficulties;

- Concessions have been made by the lender relating to the borrower’s financial difficulty;

- It isbecoming probable that the borrower will enter bankruptcy;

- Financial assets are purchased or originated at a deep discount that reflects the incurred credit
losses.

The criteria above have been applied to al financia instruments held by the Bank and are consistent with
the definition of default used for internal credit risk management purposes. The default definition has been
applied consistently to model the Probability of Default (PD), Exposure at Default (EAD) and Loss given
Default (LGD) throughout the Bank’s expected loss calculations.

Aninstrument is considered to no longer be in default (i.e. to have cured) when it no longer meets any of
the default criteriafor a consecutive period of six months. This period of six months has been determined
based on an analysis which considers the likelihood of a financial instrument returning to default status
after cure using different possible cure definitions.

In addition, there are certain limits introduced and regularly monitored by the Regulatory Body which are
also mandatory to comply for all financial institutions of Azerbaijan. The following sub-limits are applied
by the Bank:
(1) the maximum loan amount for one borrower or related borrowers is, asfollows:
(i) 20 per cent of the Bank’s tier 1 capital if the market value of the collateral is at least equal to 100 per
cent of the value of the loan and less if there is no 150 per cent of the value of the loan collateralized
by real estate; and
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(ii) 7 per cent of the Bank’s tier 1 capital if the market value of the collateral is at least equal to 100 per
cent of the value of the loan and less if there is no 150 per cent of the value of the loan collateralized
by real estate; and

(2) All large loans in aggregate must not exceed 8 times in total of the Bank’s total equity;

(3) the total maximum amount of the Bank’s loans to related parties must not exceed:

(i) 20 per cent of the Bank’s total equity for all such loans; and

(it) 10 per cent of the Bank’s equity per legal person; or

(iii) 3 per cent of the Bank’s equity per physical person.

The serates are cal culated based on the figures from the Bank’s financial statements prepared in accordance
with local standards.

Thelimits, other than the limits of the Regulatory Body are devel oped and revised by the Risk Management
Department on a quarterly basis. In the case of material change to the market environment, the limits may
also be reviewed. A proposal for any change to the limits is first provided to the Credit Committee and
subsequently to the Management Board of Bank Mélli Iran for approval.

The Credit department reviews the adherence to all limits on a regular basis and some of the limits
(maximum exposure to a single borrower or group of related borrowers, maximum exposure to related
parties) are checked prior to the issue of any new loan.

The Credit Policy of the Bank regulates the authorities and responsibilities of each body of the Bank
involved in lending process and determine the limits for credit granting approval the rules for monitoring
of loans, the principles of rating system implemented by the bank, lending procedures etc.

Loan Approval Procedure and Delegation. Theloan approval processis conducted in accordance with the
procedures described in Lending Policy of the Bank. The delegation of authorities for loan granting
approval process has been defined within the limits set by Head office by Credit Committee of the Bank.

Delegation of authorities for credit granting approval. Credit Committee monitors and approves al
loans within set limits. Limits on loans are as follows:

- Business |oans (36 months) — withcollateral of real estate - maximum limit USD 150,000
equivalents,

- Loans to individuals (36 months) — with collateral of real estate - maximum limit USD 50,000
equivalents,

- According to deposits - maximum limit USD 400,000 equivalents;

- Loans to individuals who works in offices of Iran Isslamic Republic in Azerbaijan’s governmental

institutions - maximum limit USD 20,000 equivalents;

- Loansto individua s with guarant or maximum limit USD 10,000 equivalents;
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- Loans for the purpose of car purchase with collateral of car - maximum limit USD 10,000

equivalents;

The Bank performs adetailed eval uation of potential borrowers before granting loans. Thisanalysisis based
on their financial situation, position on the market, type and value of collateral provided for secure the loan
and on credit history of the potential borrower.

Monitoring isimplemented on aregular basis during the whole duration of aloan.

As the interest payments under the majority of the loans are made on a monthly basis it gives the Bank
additional indicators of the borrower’s financial condition. In case of overdue repayments, an extraordinary
monitoring is executed by the Problem Cases Department which executes all types of loans’ monitoring for
the purpose of ensuring the security of Bank’s assets and minimising possible credit risks and losses, and
the results of it are to be formulated in special monitoring report presented for consideration to the Credit
Committee of the Bank. The Bank aims for al loans to be secured by guarantees and various forms of
collateral (real estate, vehicles, deposits, etc).

Credit risk exposure. The following table contains an analysis of the credit risk exposure of financial
instruments for which an ECL allowanceisrecognised. The gross carrying amount of financial assets below
also represents the Bank’s maximum exposure to credit risk on these assets:

2019 2018

Stage 1 Stage 2 Stage 3

12-month Lifetime Lifetime
ECL ECL ECL Total Total
AZN AZN AZN AZN AZN
Corpor ate | oans - - 27,596 27,596 77,751
Loanstoindividuals 1,687,392 3,224,771 771,598 5,683,761 4,424,649
Repair of gpartment 1,069,105 2,411,945 330,881 3,811,931 3,005,351
Consumer loans 393,092 296,873 164,560 854,525 672,061
Car purchase 225,195 515,953 118,720 859,868 527,251
Trade and services - - 157,437 157,437 219,986
Gross car ryi ng amount 1,687,392 3,224,771 799,194 5,711,357 4,502,400
Loss dlowance (19,840) (806,193) (700,702) (1,526,735) (924,739)
Carrying amount 1,667,552 2,418,578 98,492 4,184,622 3,577,661

Collateral and other credit enhancements. The Bank employs arange of policies and practicesto mitigate
credit risk. The most common of these is accepting collatera for funds advanced. The Bank has interna
policies on the acceptability of specific classes of collateral or credit risk mitigation.

The Bank closely monitors collatera held for financial assets considered to be credit-impaired, as it
becomes more likely that the Bank will take possession of collateral to mitigate potential credit losses.
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Market risk. The Bank takes on exposure to market risks. Market risks arise from open positionsin interest
rate, currency and equity products, all of which are exposed to genera and specific market movements.
Management sets limits on the value of risk that may be accepted, which is monitored on a daily basis.
However, the use of this approach does not prevent losses outside of these limits in the event of more

significant market movements.

Currency risk. Currency risk is defined as the risk that the value of afinancial instrument will fluctuate due
to changes in foreign exchange rates. The Bank is exposed to the effects of fluctuations in the prevailing
foreign currency exchange rates on its financial position and cash flows.

At the end of the reporting period the Bank’s exposure to foreign currency exchange rate risk is presented

in the table below:

FINANCIAL ASSETS

Cash and cash equivalents
Due frombanks and other
financial institutions

Loans and advances to
customers

Investment securities
Financial assets within other
assets

FINANCIAL LIABILITIES

Due to banks and other financial
institutions

Customer accounts

Financial liabilities within other
liabilities

Subordinated debt

NET BALANCE SHEET
POSITION

AZN

2,662,536

4,144,651
22,815,536

29,622,723

82,575
791,632
30,286

904,493
28,718,230

usD

7,912,611

7,912,611

7,040,205
2,553,308
8,373

9,601,886
(1,689,275)

EUR

44,186,419
3,809,019

39,971

48,035,409

24,615,206
6,286,464
392

17,131,500
48,033,562

1,847

Other

4,869,238

4,869,238

2,316,176
893,000

3,209,176
1,660,062

Total at 31

December 2019

59,630,804
3,809,019

4,184,622
22,815,536

90,439,981

31,737,986
11,947,580
932,051

17,131,500
61,749,117

28,690,864
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FINANCIAL ASSETS
Cash and cash equivdents
Due from banks and other
financid institutions

L oans and advances to
customers

Investment securities
Financid assets within other
assets

FINANCIAL LIABILITIES
Due to banks and other financia
institutions

Customer accounts

Financid liabilities within other
liabilities

Subordinated debt

NET BALANCE SHEET
POSITION

AZN

754,911
401,075

3,361,466
20,610,327
9,295,963
34,423,742

15,361
341,085
28,815

385,261
34,038,481

usb

8,274,167
871,970

149,717

9,295,854

6,465,975
1,948,349

8,414,324
881,530

EUR

50,540,846
1,203,469

35,850

51,780,165

24,432,265
6,159,681

17,521,200
48,113,146

3,667,019

Other

110,585

30,628

141,213

10,101

10,101
131,112

Total at 31

December 2018

59,680,509
2,476,514

3,577,661
20,610,327
9,295,963
95,640,974

30,913,601
8,459,216
28,815

17,521,200
56,922,832

38,718,142

Currency risk senditivity. The Risk Management Department of the Bank daily monitors and regulates
foreign currency risk related to commercial bank operations as follows:

i.  Holding the open currency position limits determined by the Regulatory Body for every foreign

currency,

ii.  Monitoring of the reciprocal relation between currency position level and liquidity level for every

foreign currency;

iii.  Forecasting of change trends in foreigncurrency exchange rates as USD and EUR;

iv.  Analysis of activity of the Bank’s large customers engaged in export-import operations and bank

operations.

Open positionsin foreign currencies. Exposure to foreign exchange risk faced by the Bank isaso limited
by the Regulatory Body’s normative requirements, which place a 10% of capital limit on open positionsin

any single foreign currency and a 20% open limit on al foreign currencies.

As at 31 December 2019 the Bank was in compliance with open currency limits determined by local
legislation. The Bank’s open currency position determined by local legidation is calculated based on the
Bank’s statements prepared in compliance with local standards and this calculation may materially differ
from the information given in the Bank’s current financial statements.
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I nterest raterisk. The Bank takes on exposureto the effects of fluctuationsin the prevailing level s of market
interest rates on its financial position and cash flows. Interest margins may increase as a result of such
changes, but may reduce or create losses in the event that unexpected movements arise. The Management
Board monitors on adaily basis and sets limits on the level of mismatch of interest rate reprising that may
be undertaken. The table below summarizes the Bank’s exposure to interest rate risks:

FINANCIAL ASSETS

Due frombanks and other financial
institutions

Loans and advances to customers
Investment securities

FINANCIAL LIABILITIES

Due to banks and other financial institutions

NET IMPACT ON PROFIT BEFORETAX

Geographical concentration

As at 31 December 2019

Interest rate Interest rate
1% -1%
38,090 (38,090)
41,846 (41,846)
228,155 (228,155)
(317,380) 317,380
(9,289) 9,289

As at 31 December 2018

Interest rate
1%

24,765

35,777
206,103

(309,136)

(42,491)

Inter est r ate

-1%

(24,765)

(35,777)
(206,103)

309,136

42,491

The geographical concentration of financial assets and liabilities as of 31 December 2019 is set out below:

Azerbaijan OECD Non-OECD
. . ) Total
Republic countries countries
FINANCIAL ASSETS
Cash and cash equivalents 34,616,406 1,668,136 23,346,262 59,630,804
Pug frqm banks and other financial 35,013 ) 3,774,006 3,800,019
institutions
Loans and advances to customers 3,600,903 - 583,719 4,184,622
Investment securities 22,815,536 - - 22,815,536
Financial assets within other assets - - - -
TOTAL FINANCIAL ASSETS 61,067,858 1,668,136 27,703,987 90,439,981
FINANCIAL LIABILITIES
Pug to .banks and other financia 85,158 ) 31,652,828 31.737.986
institutions
Customer accounts 9,096,208 - 2,851,372 11,947,580
Fmgpqal liabilities within other 932,051 ) ) 932,051
liabilities
Subordinated debt - - 17,131,500 17,131,500
TOTAL FINANCIAL LIABILITIES 10,113,417 - 51,635,700 61,749,117
NET BALANCE SHEET POSITION 50,954,441 1,668,136 (23,931,713) 28,690,864

35



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

23 Financial Risk Management (Continued)

The geographical concentration of assets and liabilities as of 31 December 2018 is set out below:

Azer baijan OECD Non-OECD
. . ) Total
Republic countries countries
FINANCIAL ASSETS
Cash and cash equivd ents 25,597,044 468,449 33,615,016 59,680,509
Pugfrqm banks and other financid 2.476514 i i 2476514
Institutions
Loans and advances to customers 3,577,661 - - 3,577,661
Investment securities 20,610,327 - - 20,610,327
Financid assets within other assets 9,295,963 - - 9,295,963
TOTAL FINANCIAL ASSETS 61,557,509 468,449 33,615,016 95,640,974
FINANCIAL LIABILITIES
Due to banks and other financial 23,836 - 30,889,765 30,913,601
institutions
Customer accounts 6,324,478 - 2,134,738 8,459,216
Elnqw_c!d liabilities within other 28,815 i i 28,815
ligbilities
Subordinated debt - - 17,521,200 17,521,200
TOTAL FINANCIAL LIABILITIES 6,377,129 - 50,545,703 56,922,832
NET BALANCE SHEET POSITION 55,180,380 468,449 (16,930,687) 38,718,142

Assets, liabilities and loan liabilities are classified according to the counterparts’ operation country. Cash,
precious metal's, and equipments are classified according to the holding countries.

Other risk concentrations. The Management determines risk concentrations based on the evaluation of
quantitative indexes for the risks within the reporting period. This disclosure is based on the information
presented to key management personnel and represents currency, credit and interest rate risk concentration

analysis.

Liquidity risk. Liquidity risk exists when the maturities of assets and liabilities do not match. The liquidity

risk is controlled by the Risk Management Departament.

The functions of Risk Management Department are set out bel ow:

i.  Compliance with the minimum liquidity requirements of the Regulatory Body (as a percentage of

assets and liabilities should not be less than 30%);

ii.  Reporting to the Bank’s director and assistant director on the forecast levels of cash flows;

iii.  Monitoring of large deposit concentrations;

iIv.  Monitoring of cash flows related to the Bank’s credit activity;
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v.  Control complience with OPFC currency limits.

The Bank controls maturities and liquidity shortage summarized as follows at 31 December 2019:

Uptol 1monthto3 3 monthsto Morethanl
Total

month months 1 year year
FINANCIAL ASSETS
Cash and cash equivalents 59,548,910 - - 81,894 59,630,804
Due frombanks and other financial 5075 3,768,980 - 35014 3809019
institutions
Loans and advances to customers 1,202 10,174 415542 3,757,704 4,184,622
Investment securities - 4,663,220 18,152,316 - 22,815,536
Financial assets within other assets - - - - -
TOTAL FINANCIAL ASSETS 59,555,187 8,442,324 18,567,858 3,874,612 90,439,981
FINANCIAL LIABILITIES
!:)ue_ to _banks and other financial 31.737.986 ) ) i 31.737.986
institutions
Customer accounts 11,937,580 - 10,000 - 11,947,580
I_:lnz_a.r_u_:lal liabilities within other 932051 ) ) i 932051
liabilities
Subordinated debt - - - 17,131,500 17,131,500
TOTAL FINANCIAL LIABILITIES 44,607,617 - 10,000 17,131,500 61,749,117
LIQUIDITY GAP AS AT 31
DECEMBER 2019 14,947,570 8,442,324 18,557,858 (13,256,888) 28,690,864
CUMULATIVELIQUIDITY GAP 14,947,570 23,389,894 41,947,752 28,690,864

AS AT 31 DECEMBER 2019
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The Bank controls maturities and liquidity shortage summarized as follows at 31 December 2018:

Uptol 1monthto 3monthsto Morethanl
Total
month 3 months 1 year year
FINANCIAL ASSETS
Cash and cash equivadents 59,583,730 - - 96,779 59,680,509
Pug frgm banks and other financid ) . R 2476514 2,476,514
institutions
Loans and advances to customers 175,492 288,416 1,161,435 1,952,318 3,577,661
Investment securities 172,984 3,901,163 14,391,795 2,144,385 20,610,327
Financid assets within other assets 9,295,963 - - - 9,295,963
TOTAL FINANCIAL ASSETS 69,228,169 4,189,579 15,553,230 6,669,996 95,640,974
FINANCIAL LIABILITIES
_Due_to_bmks and other financid 30,913,601 i i _ 30913601
Institutions
Customer accounts 8,451,516 - 7,700 - 8,459,216
Elnqw_c!d liabilities within other 28,815 i i i 28,815
ligbilities
Subordinated debt - - - 17,521,200 17,521,200
TOTAL FINANCIAL
LIABILITIES 39,393,932 - 7,700 17,521,200 56,922,832
LIQUIDITY GAP ASAT 31
DECEMBER 2018 29,834,237 4,189,579 15,545,530 (10,851,204) 38,718,142
CUMULATIVE LIQUIDITY GAP 29,834,237 34,023,816 49,569,346 38,718,142

ASAT 31 DECEMBER 2018

The matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is
fundamental to the management of the Bank. It is unusual for banks ever to be completely matched since
business transacted is often of an uncertain term and of different types. An unmatched position potentialy
enhances profitability, but can also increase the risk of losses. The maturities of assets and liabilities and
the ability to replace, at an acceptable cost, interest-bearing liabilities as they mature, are important factors
in assessing the liquidity of the Bank and its exposure to changesin interest and exchange rates.

The management considers that although the great part of customer accounts has “demand” status,
diversification of these deposits by number and type of depositors, and the past experience of the Bank
would indicate that these customer accounts provide along-term and stable source of funding for the Bank.
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24  Commitmentsand Contingencies

Legal proceedings. From time to time and in the normal course of business, claims against the Bank can
be received. On the basis of its own estimates and both internal and external professional advice the Bank’s
management is of the opinion that no material losses will be incurred in respect of claims and accordingly
no provision has been made in these financial statements.

Tax legidation. Azerbaijani tax, currency and customs legislation is subject to varying changes, which can
occur frequently. Management’s interpretation of suchlegislation, asapplied to the transactionsand activity
of the Bank, may be challenged by the relevant state authorities.

Capital expenditure commitments. At 31 December 2019, the Bank had no significant contractual capital
expenditure commitments in respect of premises and equipment, or in any other areas.

Operating lease commitments. At 31 December 2019, the Bank had no significant operating lease
commitments (2018: nil).

Compliance with covenants. The Management has made judgments during interpretation of loca
legidation requirements and determination of the Bank’s compliance with special covenants in credit
facility agreements. These judgments comprise calculation methods and impact of such potentia
contradictions on the Bank. The Management based on the rules it uses believes that the determination of
the impact of the current contradictions on the financial statements was properly accomplished. If proof
that, management’s approach is not the correct, penalties or other sanctions may be imposed against the
Bank.

Obligations related to credits. The main purpose of these financia instruments is to maintain providing
financial assets to customers.

Commitments for granting credits comprise unused part of the amounts not approved by the Management
for granting credits as loans, guarantees or letters of credit. The Bank incurs risks of loss which equals to
the total amount of potential unused commitments when the unused amounts should be used due to the
credit commitments. However, as the great part of credit related commitments depends on some
requirements concerning customer’s payment ability, the estimated amount of loss is less than the amount
of unused commitments. Due to the fact that long-term liabilities usually have higher credit risk comparing
to short-term liabilities, the Bank monitors the period untill the maturity date of the credit related
commitments.

25 Management of Capital

The Bank’s objectives when managing capital are to comply with the capital requirements set by the
Regulatory Body, to safeguard the Bank’s ability to continue as a going concern and to maintain a sufficient
capital base to achieve a capital adequacy ratio of at least 10%.

Compliance with capital adequacy ratios set by the Central Bank of Azerbaijan is monitored monthly with
reports outlining their calculation reviewed and signed by the Bank’s director and assistant director, Chief
Accountant and Head of Internal Audit Department. Other objectives of capital management are eval uated
annually.

39



Bank Melll fran Boku Branch
Motes on the Financlel Neatemenis
[T Azerbaiionl Manars)

25 Mansgement of Capital (Continwed)

Under the currenl capital requirements sef by the Regulmory Body, banks have 1 (a) hold the minimum
level of share capital of AZN 30,000 thowsand; (b} maintain 3 ratio of regulatory capital 1o risk weighied
prsets {stututory capital rutio™) at or phove & preseribed minimum of 10% and (¢) madntain o ratio of tier-
| capital to the risk-weighted assets (the * Tier-1 capital ratio’) at or sbove the prescribed minimum of 5%

21 December 2019

Tier=1 cugilal 36,592,257
Less: deduciion from -1 capliil (Ed {aE)
Ther-1 capiind after ded wedion 36 508,193
Tier-2 capital 1T442516
Le=int desdisehiom [ram w:lF.il:q' H
Tkl stnfuiory capidinl R
Ridk-weighted aaels 41,544,556
Staiutary capital ratio 130%
Tier-1 capitul rutis LA

Manugement helieves that the Bank is in compliance with the statutory requirements of the Regulmtory
Body at 31 December 2019,

16 Fair Vuloe of Financial Instrumenis

Fair valwes of Amancial instrisiments carmed al amortized cost ore as follows:

31 December 20019 A1 December XO1K

Carryving Carrying

wmEan Fair valug Arnn Fair value
Financial assets
Cash and cash squovnlends S0 630 80 S0 630 804 I06B0 SO0 59 480 500
Dee from tanks and other financial institugions 3 R Y B 1R 2AT6H 514 2476514
Lonrs and advances (o customens 4 184 632 4. 184622 3377661 35774461
lovesiment securities 22 H13.536 22815536 20,600,327 204610327
Finmncial ssets within other pigeis 1334 1,334 9205043 U205 043

Total Gnuncial sssets corcied ot omortised cost  90341,3015 90,441,305 95,640,974 95640974
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26 Fair Value of Financial I nstruments (Continued)

31 December 2019

31 December 2018

Carrying Carrying

amount Fair value amount Fair value
Financial liabilities
Due to banks and other financid institutions 31,737,986 31,737,986 30,913,601 30,913,601
Customer accounts 11,947,580 11,947,580 8,459,216 8,459,216
Financid liabilities within other liabilities 932,051 932,051 28,815 28,815
Subordinated debt 17,131,500 17,131,500 17,521,200 17,521,200
Total financial liabilitiescarried at amortised
cost 61,749,117 61,749,117 56,922,832 56,922,832
27  Presentation of Financial I nstruments by Measurement Category

Financial assets Total at 31

at amor tised cost

December 2019

Financial assets

Cash and cash equiva ents 59,630,804 59,630,804
Cash on hand 3,053,769 3,053,769
Cash baances with the CBAR 31,559,581 31,559,581
Correspondent accounts 25,017,454 25,017,454

Due from banks and other financid institutions 3,809,019 3,809,019

Loans and advances to customers 4,184,622 4,184,622
Loansto individuads 5,683,761 5,683,761
Corporate loans 27,596 27,596
Allowance for loan impairment (1,526,735) (1,526,735)

Investment securities 22,815,536 22,815,536

Financid assets within other assets 1,334 1,334

Total financial assets 90,441,315 90,441,315

Non-financial assets 8,277,425 8,277,425

Total assets 98,718,740 98,718,740

41



Bank M€lli Iran Baku Branch
Notes on the Financial Statements
(In Azerbaijani Manats)

27  Presentation of Financial I nstruments by Measurement Category (Continued)

Financial assets Total at 31
at amortised cost December 2018

Financial assets

Cash and cash equiva ents 59,680,509 59,680,509
Cash on hand 2,403,997 2,403,997
Cash baances with the CBAR 23,186,797 23,186,797
Correspondent accounts 34,089,715 34,089,715

Due from banks and other financid institutions 2,476,514 2,476,514

Loans and advances to customers 3,577,661 3,577,661
Loansto individuds 4,424,649 4,424,649
Corporae loans 77,751 77,751
Allowance for loan impa rment (924,739) (924,739)

Investment securities 20,610,327 20,610,327

Financid assets within other assets 9,295,963 9,295,963

Total financial assets 95,640,974 95,640,974

Non-financial assets 14,800,496 14,800,496

Total assets 110,441,470 110,441,470

28 Transactionswith Related Parties

Parties are generally considered to be related if the parties are under common control or one party has the
ability to control the other party or can exercise significant influence over the other party in making financia
or operational decisions. In considering each possible related party relationship, attention is directed to the

substance of the relationship, not merely the legal form.
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28 Transactionswith Related Parties (Continued)

31 December 2019

Rel ated

party
bal ances

Total category as
per financial

statements
caption

31 December 2018

Rel ated

party
bal ances

Total category as
per financial

statements
caption

Cash and cash equivad ents
- entities with joint control or
significant influence over the
entity
- key management personnel of the
entity or its close relatives
Loans and advances to customers
- entities with joint control or
significant influence over the
entity
- key management personnel of the
entity or its close relaives
Allowance for impairment losses
- entities with joint control or
significant influence over the
entity
- key management personnel of the
entity or its close relaives
Due to banks and other financid
institutions
- entities with joint control or
significant influence over the
entity
- key management personnel of the
entity or its close relatives
Customer accounts
- entities with joint control or
significant influence over the
entity
- key management personnel of the
entity or its close relaives

25,014,396

29,391

(294)

31,652,828

59,630,804

5,711,357

(1,526,735)

31,737,986

11,947,580

34,083,464

5,394

(54)

30,867,620

28,426

59,680,509

4,502,400

(924,739)

30,913,601

8,459,216

Asat 31 December 2019 and 31 December 2018 benefits to key management personnel were as follows:

Year ended 31 Year ended 31

December 2019 December 2018

Short-term benefits — salaries and bonuses 157,618 160,970
Total 157,618 160,970
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28 Transactionswith Related Parties (Continued)

During the year ended 31 December 2019 key management’s compensation, comprising saaries and
benefits of the Bank’s director and assistant director are classified as short-term payments in accordance
IAS 19 "Employee Benefits'.

29 EventsAfter the Reporting Period

There were no significant events for disclosure after the reporting period and before the date of approval of
these financial statements.



