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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023

The following statement, which should be read in conjunction with the independent auditors’ responsibilities
stated in the independent auditors’ report set out on pages 2 and 3, is made with a view to distinguishing the
respective responsibilities of the management and those of the independent auditors in relation 1o the
financiil statements of Bank Melli [ran Baku Bronch (“Bank™).

Management is responsible for the preparation of the financial statemvents that presemt fuirly the financsal
position of the Bank as at December 31, 2023, the results of its operations, cash flows and changes in
equity for the vear then ended, in accordance with Intemational Financial Reporting Standards (“IFRS")

In preparing the financial statements, management is responsible for:

- Selecting suntuble accounting principles and applying them consistently,
= Making judgments and estimates that are reasonable and prudent;

- Suting weather IFRS have been fiollowed, subject 1o any matenal departures disclosed and explained
in the financial statements; and

= Preparing the financial statements on a going concern basis, unless it & inappropriale 10 presume that
the Bank will continue in business for the foreseeable future,

Management 1 also responsible for:

- Designing, implementing and maintaining an effective and sound system of internal controls,
throughout the Bank,

- Mamtaining proper accounting records that disclose, with reasonable accuracy at any time, the
financial position of the Bank. and which enable them to ensure that the finoncial statements of the
Bank comply with IFRS;

- Maintaining statutory accounting records in compliance with legislation and accounting standards af
the Repubtic of Azerbaijan;

= Taking such steps a5 are reasonably available to them to safeguard the assets of the Bank: and
- Detecting and preventing frawd, erors and other irregularities,

The financial satemems for the vear ended December 31, 2023 were authorized for issue on Febroary 29,
2024 by the Management of the Bank.

On behall of the Management Roa

Nujafimarganmashan Asglia

ir tyizﬁ/\’utu Mirfazil
Chief Acogpiimtnni

February 29, 2024
Baku, the Republic of Azerkaijan

Bramch Manager

Februnry 29202

Baku, the Republic of Azerbaijon



INDEPENDENT AUDITORS REPORT

To the Shareholdersand the Board of Management of Bank Melli Iran Baku Branch:
Opinion

We have audited the financia statements of Bank Melli Iran Baku Branch (“Bank™), which comprise the
statement of financial position as at December 31, 2023, and the statement of profit or loss and other
comprehensive income, statement of changes in equity and statement of cash flows for the year then ended,
and a summary of significant accounting policies and other explanatory notes.

In our opinion the financial statements present fairly, in al material respects the financial position of the
Bank as at December 31, 2023, and its financial performance and cash flows for the year then ended in
accordance with International Financia Reporting Standards.

Basisfor Opinion

We conducted our audit in accordance with International Standards on Auditing (1SAS). Our responsibilities
under those standards are further described in the Auditors’ Responsibilities for the audit of the Financial
Statements section of our report. We are independent of the Fund in accordance with the International Ethics
Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code), and we have
fulfilled our other ethical responsihilities in accordance with these requirements and the IESBA Code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Emphasis of Matter — Material Uncertainty Related to Going Concern

We draw attention to Note 4 to the financia statements. Restrictions had been imposed by the Central Bank
of the Republic of Azerbaijan on the implementations of Bank's activities on April 21, 2023. Management
believes that these restrictions imposed by the Central Bank of the Republic of Azerbaijan will be removed,
and therefore the financial statements of the Bank are prepared using the going concern basis.

Our opinion is not qualified in regard to this matter.

Responsibilities of Management and Those Charged with Governance for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance
with IFRS, and for such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Bank’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless management either intends to liquidate the Bank or to cease operations, or have no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Bank’s financial reporting process.



Thase charged with governance are responsible for overseeing the Bank’s fimancial reporting prociss.

Awlivers' Responsibilities for the Awdit of the Financial Siafeneens

Our objectives ure o oblain retsonable assurance about whether the financial statements as a whole are free
from neaterial misstatement, whether die to fravd or error, and e issue an awditors’ report that inglides our
opinion, Reasonable assurance is a high level of assurance, but is not & guarantee that an sudit conducted in
accordimce with 15As5 will always detect a material misstatement when it exists. Misststements can arise
from fraud or error and are considered material if, individunlly or in the aggregate, they could reasonably be
expected o influgnce the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with 1SAs, we exercise professivnal judgment and maintain professional
scepticism throughout the andit. We also:

Identifyv and nssess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive 1o those risks, and obtain sudit evidence that s
sufficient and appropriate to provide a basis for our opinion, The sk of not detecting a material
misstatement resulting from frand is higher than for one resulting from error, as fraud may invalve
callusion, forgery, intentional omissions, misrepresentations, or the override of imemal control;

Obtain an understanding of internal control relevant to the awdit in order 10 design andit procedures that
are appropnate in the circumannces, but not for the purpose of expressing an opinion on the
effectiveness of the Bank’s internal control;

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and refuted disclosunes made by management;

Conclude on the appropriateness of management™s use of the going concern basis of accounting and.
based on ithe sudit evidence obtained, whether n material uncertminty exists related 1o evenis or
conditions that may cast significant doubt on the Bank's abibity @0 conbinue as a going concern. If we
comclude that o matérinl uncertainly exists, we are required to draw attention in our auditors” repon to the
related disclosures in the financinl statements or, if such disclosures are madequate. 10 modify our
axpinion., Chur conclusions are based on the audit evidence obtained up 1o the date of our auditors’ repor
However, futung events or ¢onditions may cause the Bank 1o cease 10 continge as & going concern,

Evaluate the overall presentation, struclure and content of the Nnandial siatements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fuir presentation.

We commumicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, incleding any significont deficiencics i inleral
cantrisl that we identify dummg our sudit.

February 29, 2024 /V .
Bakw, the Republic of Azerbaijan MI A




BANK MELLI IRAN BAKL BRANCH

STATEMENT OF FINANCIAL FOSITION
AS AT 3 DECEMBER 31, 20023
fivi Azerhaiiand Marnais)

Panilies December 31, 2023 December 3, 21022
ASSETS
Cash and cash equivalents E 46,216,965 54400 147
e from banks and other fmancal instautions T A1 65K 00 -
Loans and advances i customers ] 09,546 10,513,524
[nwestmant securitics 1 35,114,539 23,852,265
Fremises and equipiment 1 1054032 3,146,854
[mmmgible pssety o I 75,650 [od 557
Ober assety 11 464 634 4403, 4Bl
TOTAL ASSETS 122774 R6R 617011
LIABILITIES
[T 1o Banks and other financinl institutions 12 19.24] 347 33,513.212
LCusloinegs aceounts 13 A 2T 262 §.904 1 TH
[Beferred income mx Eabilivies ] 522 114 535,604
Imcome ax liability 68,012 173878
Crther labilities 14 53,944 A0l 2
Subordinated debi 15 IG 88w 400 [, 302, 64M0
TOTAL LIABILITIES 20,802 079 59,493,739
EQLUITY
Share capital 16 TReEL 1T TIEIL0T
Accumulved defici {31.638,382) (35 487,899
TOTAL EQUITY 41972789 38,123,272
_TOTAL EQUITY AND LIABILITIES 122774 868 97617011

Oin hehalf of the Munagement Board: __—

Mijalmarganmoskan Asghar Kh
Branch Munnger '

Februnry 29, 2024
Baku, the Republic of A

The motes on pages 9-45 form on integral part of these fipancisl statements.

)

gt Mirfazil
niani

February 2%, 2024
Baku, the Bepublic of Azerbeijan



BANK MELLI IRAN BAKU BRANCH

STATEMENT OF PROFIT OR LOSS ANDOTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31,2023
i Azevbifon Manars)

Year ended Year ended
Nales December 31, December 31,
2013 012
Interest inoome 17 3.LT70,645 3366621
Intenas! expense 17 (A0, 148} [231,339)
Ml interest inchma 31304597 X135 62
Crain from operations in foreign currencies - less losses IR 21 B.608 Lvg 280
Fee and commission income L] 33,236 I 754830
Fex anid commission expense 1% {95,839 {150,4%5)
Provision for impairment losses 1138891 BO2 922
Oher income 125933 20218
{Mher expenses {31,163} (34,741
Operailing Income f 44,254 4057 318
Crperating expense 20 (2,004,737} (2, 085,627)
Prefic/[loss) belore income tax 21 4315519 1,971,691
Ineome Ly expense {476,002 (203,35
Met profit for the year 3849517 1,768,334
Chhex camprehensive incame for the year - -
Icimie tax Benefit relating o companents of oo
:elmm.ﬂwm R S . "

Totul eomprehensive income for the vear 1,768,334

Chn Deehall of the Muanagensent

Branch Mapager

February 2%, 2024
Bake, the Republic of A

>



BANK MELLI IRAN BAKU BRANCH

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2023

fim .I:r_-.r.!’rm:,'urll' Mgy
Share capital  Accumulatid deficit Tutal equity
Batamee =1 00 Japuary, 2022 TaELL0TE {37, 256,233) 26, 354,934
Met prafit for the year - |, 768,334 1,768,334
_Balamce at December 31, 2022 TAE1L, 171 (35 4RTHUH) 38,123,172
et profl for the vear - 14517 5,849,517
Balance at December 31, 2023 73,611,171 (31,638,382} 41,971,780
On behall of the Managemeni Board: y

/

MNajafimarganmaskan Asghar Khalil

Mirht"'_'.-':il ¥ r Mirfazi
Chiel A tani

February 29, 2024
I

4 Baku, the Repiblic of Azerbaijan

Brameh Manager

February 29, 2024
Biatku, the Republic of Azerbaij;

The notes on pages #-45 form an imegral part of these financial statements,



BANK MELLI IRAN BAKU BRANCH

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

Year ended
December 31, 2023

Year ended
December 31, 2022

Cash flow from operating activities

Profit before income tax 4,325,519 1,971,691
Adjustments for:
Provision for impairment |osses (3,138,891) (802,922)
Depreciation and amortisation expense 131,228 131,282
Losg/(gain) on revaluation of foreign currency position (88,501) 127,372
Cash flow from operating activities before changesin
operating assets and liabilities 1,229,355 1,427,423
(Increase)/decrease in operating assets:
Due from banks and other financial institutions (32,658,500) -
L oans and advances to customers 6,238,276 81,582
Investment securities (11,262,274) (5,912,539)
Other assets 2,191,155 1,210,934
Increase/(decrease) in operating liabilities:
Due to banks and other financial institutions (15,425,663) 11,801,185
Customer accounts 34,933,195 (1,411,479)
Other liabilities (10,764) 15,518
Subordinated debt - -
Cash inflow/(outflow) from operating activities before
taxation: (14,765,220) 7,212,624
Income tax paid (595,415) (50,500)
Net cash generated/(used) from oper ating activities (15,360,635) 7,162,124
Cash flow from investing activities
Purchase of premises and equipment (7,586) (17,023)
Purchase of intangible assets (41,933) (34,212)
Net cash used in investing activities (49,519) (51,235)

Cash flow from financing activities

Net cash used in financing activities




BANK MELLI IRAN BAKU BRANCH

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDEDR DECEMBER 31, 2023
(i Azerbuliom Manars)

Effect of changes in fereign exchange ries on ¢ash and

cash equivalents 1978317 (2771214}
Effect of provision on cash and cash equivalenis 143,255 (12618}
Mel decrease in cash and cash equivalents {13,282,381) 4. 213057
Cash and cash eguivalenis, beginning of the year i 50,499,347 55,286, 1H)
Cash and cash equivalents, end of ihe vear ] 46,216,965 Sb 499 347
/7
iOn behall of the Munagement p
/ ;“"W
Najufimarganmaskan Asghar Mirhevd gar Mirfazil

Branch Manager

Februaey 20, 2024
Baku, the Republic of Azerbaijan

Chiel Acgpiniuni

Febreary 29, 2024
Baku, the Hepublic of Azerbatjan



BANK MELLI IRAN BAKU BRANCH

NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

1. INTRODUCTION

These financial statements have been prepared in accordance with International Financial Reporting
Standards for the year ended December 31, 2023 for Bank Melli 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 individual persons. The
Bank is regulated by the Central Bank of the Republic of Azerbaijan (the “CBAR”) and conducts its business
under general license number 124.

As at December 31, 2023 and December 31, 2022, the following sharehol ders owned the issued shares of the
Bank:

December 31, 2023 December 31, 2022
Shareholders Country
% %
The Islamic Republic of
“Bank Melli Iran” Iran 100 100

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

Presentation currency. These financial 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 Bank’s operations are conducted mainly in the Republic of Azerbaijan. Thus, the Bank is exposed to
risks associated with its activities in the economic and financial markets of Azerbaijan, which are
characterized by emerging market economies. Azerbaijan continues economic reforms and development of
its legal, tax and regulatory frameworks, however, these regulations are both differently interpreted and
frequently changed. As a result of all these and other legal and tax barriers, enterprises operating in
Azerbaijan face various difficulties.

In the financial statements the impact of the business environment in Azerbaijan on the Bank's operations
and financial position is assessed by the Bank's management. In the future, the business environment may
differ from management's current assessment.

International credit rating agencies regularly evaluate credit rating of the Republic of Azerbaijan. Fitch and
S& P evauated rating of the Republic of Azerbaijan as “BB+”. In 2022, Fitch and Standard & Poor’s,
internationa credit agency, affirmed long and short-term sovereign credit rating of Azerbaijan in foreign and
local currency at ‘BB+’. Moody’s Investors Service set “Bal” credit rating for the country.

Manat has remained stable during 2023. However, uncertainty over the exchange rate in the future and the
ongoing fragility of the banking system hinders policy transmission into the real economy.



BANK MELLI IRAN BAKU BRANCH

NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

The future economic growth of the Republic of Azerbaijan is largely dependent upon the effectiveness of
economic, financial and monetary measures undertaken by the Government, together with tax, legdl,
regulatory and political developments. The Management is unable to predict, al 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. Management is currently performing sensitivity
analysis under different oil prices scenarios and elaborating relevant action plans for mainlining
sustainability of business.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation. These financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) 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 all the periods presented, unless otherwise stated.

Going concern. These financial statements have been prepared on the assumption that the Bank will
continue as a going concern in the foreseeable future, which implies the realisation of assets and settlement
of liabilitiesin the normal course of business.

Financial assets and liabilities — measurement methods
Amortised cost and effective interest rate

The amortised cost is the amount at which the financial asset or financia liability is measured at initia
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’) financial assets — assets that are
credit-impaired at initia 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 losses in estimated future cash flows.

When the Bank revises the estimates of future cash flows, the carrying amount of the respective financial
assets or financial 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.

10



BANK MELLI IRAN BAKU BRANCH

NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

- 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 loss provision).

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

At initial recognition, the Bank measures a financial asset or financial liahility at its fair value plus or minus,
in the case of afinancial asset or financial liability not at fair value through profit or loss, transaction costs
that are incremental and directly attributable to the acquisition or issue of the financial asset or financial
liability, such as fees and commissions. Transaction costs of financia 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.

When the fair value of financial assets and liabilities differs from the transaction price on initial recognition,
the entity recognises the difference as follows:

- 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 lossis 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 vauethrough 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 subsequent measurement of debt instruments depend on:

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

11



BANK MELLI IRAN BAKU BRANCH

NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

Based on these factors, the Bank classifies its 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 alowance. 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
contractual 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 loss previoudy recognised in
OCl 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.

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 mode 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 mode is to 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 a forward-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 financial guarantee contracts. The Bank recognises aloss allowance for such losses at each
reporting date. The measurement of ECL reflects:

- An unbiased and probability-weighted amount that is determined by evaluating a range 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.

12



BANK MELLI IRAN BAKU BRANCH

NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

Modification of loans. The Bank sometimes renegotiates or otherwise modifies the contractual cash flows of
loans to 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 is in financial 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 substantialy 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. 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 also assesses whether the new financial asset recognised is deemed to be credit-impaired at initia
recognition, especialy 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 loss on derecognition.

If the terms are not substantially different, the renegotiation or modification does not result in derecognition,
and the Bank recalculates the gross carrying amount based on the revised cash flows of the financial asset
and recognises a modification gain or loss in 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 contractua rights to receive the cash flows from the assets have expired, or when they have been
transferred and either (i) the Bank transfers substantialy all the risks and rewards of ownership, or (ii) the
Bank neither transfers nor retains substantialy 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, financia liabilities are
classified as subsequently measured at amortised cost, except for:

- Financial liabilities at fair value through profit or loss: this classification is applied to derivatives,
financia 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
at fair value through profit or loss are presented partialy in other comprehensive income (the amount
of change in the fair value of the financial liability that is attributable to changes in the credit risk of
that liability, which is determined as the amount that is not attributable to changes in market
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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 create, or enlarge, an
accounting mismatch, in which case the gains and losses attributable to changes in the credit risk of
theliability are also presented in profit or 10ss;

- Financid liabilities arising from the transfer of financia assets which did not qualify for
derecognition, whereby a financia liability is recognised for the consideration received for the
transfer. In subseguent periods, the Bank recognises any expense incurred on the financial liability;
and

- Financia 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 expired).

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 changes in value. 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 balances with 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 unguoted 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 advances to customers. Loans 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 are initially 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 the loan on initial 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 less accumulated depreciation and impairment losses, if any.
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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 is retired.

If impaired, premises and equipment are written down to the higher of their value in use and fair value less
costs to sell. The decrease in carrying amount is charged to profit or loss to the extent it exceeds the previous
revaluation surplus in equity. An impairment loss recognized for an asset in prior years is reversed 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 as
follows:

Premises 2%
Computers and communication equipment 20%
Furniture, fixtures and other 20%
Vehicles 12,5%
Other fixed assets 20%

The residual value of an asset is the estimated amount that the Bank would currently obtain from disposal 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. The residua value of an asset is nil if the Bank expects to use the asset
until the end of its physical life. The assets’ residual values and useful lives are reviewed, 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 costs incurred to acquire and bring to use
the specific software. Development 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 costs is 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, eg. its
maintenance, are expensed when incurred. Capitalized computer software is amortized on a straight line
basis over expected useful lives of 10 years.

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

Subordinated debt. Subordinated debt includes long-term non-derivative liabilities to Bank Melli Iran Head
Office and is carried at amortised cost. Debt is classified as subordinated debt when its repayment debt ranks
after all other creditors in case of liquidation. Subordinated debt is included in “Tier 2 capital” of the Bank.

Income taxes. Income taxes have been provided for in the financial statements in accordance with
Azerbaijani legidation 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.

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
financia reporting purposes. In accordance with the initial recognition exemption, deferred taxes are not
recorded for temporary differences on initia recognition of an asset or aliability in atransaction other than a
business combination if the transaction, when initially 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
comprehensive income for all debt instruments on an accrual basis using the effective interest method. This
method defers, as part of interest income or expense, al 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.

Feesintegral to the effective interest rate include origination fees received or paid by the entity relating to the
creation or acquisition of afinancial asset or issuance of afinancial liability, for example fees for evaluating
creditworthiness, evaluating and recording guarantees or collateral, negotiating the terms of the instrument
and for processing transaction documents. Commitment fees received by the Bank to originate loans at
market interest rates are integral to the effective interest rate 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. The Bank
does not designate |loan commitments as financia liabilities at fair value through profit or loss.

When loans and other debt instruments become doubtful of collection, they are written down to the present
value of expected cash inflows and interest income is thereafter recorded for the unwinding of the present
value discount based on the asset’s effective interest rate which was used to measure the impairment loss. All
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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 actua service provided as a
proportion of the total servicesto be provided.

Foreign currency trandation. Ingtitutions 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.

The exchange rates at year-end used by Bank in the preparation of the financia statements are as follows:

December 31, 2023 December 31, 2022

USD/AZN 1.7000 1.7000
EUR/AZN 1.8766 1.8114

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 JUDGEMENTS |IN APPLYING
ACCOUNTING POLICIES

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within
the next financial 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 financia statements and estimates that can cause a significant adjustment to the carrying
amount of assets and liabilities within the next financial year include:

Going concern. Despite the fact that, according to the letter of the Central Bank of the Republic of
Azerbaijan dated April 20, 2023 No. 6-1-06/2-2136/2023 on cancellation of the bank account agreement,
started from April 21, 2023 bank suspended all operations on opening and performing operation on the
accounts of individuas, with the exceptions of cash or non-cash outflow of from remain outstanding balance
in bank account, receiving funds from customers with the purpose of fulfilling the obligations against of the
bank, as well as salaries and other similar payments (vacation, business trip, socia insurance, pension,
unemployment benefit, dismissal benefit, alimony) to branch employees, execution of court decisions, write-
offs from account on the basis of payment documents that provide for payments to the state budget, to the
off-budget state fund for mandatory state socia insurance fees, and to the budgets of municipalities , these
financial statements have been prepared on the assumption that the Bank will continue its operations on the
basis of the going concern and will continue to operate on the basis of this principle in the near future.
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Measurement of the expected credit |oss allowance. The measurement of the expected credit |oss allowance
for financial assets measured at amortised cost and FVOCI is an areathat 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 number 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 financial 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. IFRS 9 requires initia recognition of financia instruments based on their
fair values. Judgement is applied in determining if transactions are priced at market or non-market interest
rates, where there is no active market for such transactions. The basis for judgement is pricing for similar
types of transactions with unrelated parties and effective interest rate analysis. Terms and conditions of
related party balances are disclosed in Note 27.

Tax legidation. Azerbaijani tax, currency and customs legislation is subject to varying interpretations.
5. STANDARDSAND INTERPRETATIONSISSUED AND NOT YET ADOPTED

Certain new standards, amendments to standards and interpretations are not yet effective for the year ended
December 31, 2023, with the Bank not opting for early adoption. These have, therefore, not been applied in
preparing these financia statements.

The IASB has amended Sale and Leaseback Liabilities (Amendments to | FRS 16) to clarify how sales and
leaseback transactions that meet the requirements of IFRS 15 should be accounted for as sales. Lease
liabilities on sale and leaseback (amendments to | FRS 16) require the lessee to subsequently measure the
lease liability arising from the leaseback so as not to recognize any amount of gain or loss retained in the
right of use. The new requirements do not prevent a seller-lessee from recognizing in profit or loss any gains
or losses associated with the partial or complete termination of a lease. The amendments are effective for
annual periods beginning on or after 1 January 2024. Earlier application of standard is permitted.

In October 2022, the IASB issued an amendment entitted Long-Term Liabilities with Covenants
(Amendmentsto IFRS No. 1) to determine the impact on the classification of obligations that an entity must
satisfy within twelve months of the reporting period. According to the amendment, the classification of a
liability as current or non-current is affected only by the conditions that the entity must comply with on or
before the reporting date. In addition, an entity must disclose in the notes to the financia statements to users
of the statements the risk that long-term obligations with covenants may be settled within twelve months.
The amendments are effective for annual periods beginning on or after 1 January 2024.

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

Unless otherwise described above, the new standards and interpretations are not expected to affect
significantly the Bank's financial statements.
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6. CASH AND CURRENT PLACEMENTSWITH OTHER BANKS

December 31, 2023 December 31, 2022
Cash on hand 4,117,570 4,965,178
Cash balances with the CBAR 42,061,470 38,599,448
Correspondent accounts and overnight placements with
other banks:
- The Republic of Azerbaijan 3,032 2,972
- Other countries 50,567 16,095,678
Less: alowance for impairment losses (15,674) (163,929)
Total cash and cash equivalents 46,216,965 59,499,347

The analysis by credit quality of cash and current placements with other banks at December 31, 2023 is as
follows:

Correspondent

accounts and

Cash overnight

Cashon balanceswith placementswith
hand the CBAR other banks Total

Current and not impaired

- Cash on hand 4,117,570 - - 4,117,570
- The Republic of Azerbaijan - 42,061,470 - 42,061,470
- Other countries - - 37,925 37,925
Total current and not impaired 4,117,570 42,061,470 37,925 46,216,965
Total cash and cash equivalents 4,117,570 42,061,470 37,925 46,216,965

The analysis by credit quality of cash and current placements with other banks at December 31, 2022 is as
follows:

Correspondent
accounts and
Cash over night
Cashon balanceswith placementswith
hand the CBAR other banks Total
Current and not impaired
- Cash on hand 4,965,178 - - 4,965,178
- The Republic of Azerbaijan - 38,599,448 - 38,599,448
- Other countries - - 15,934,721 15,934,721
Total current and not impaired
Total cash and cash equivalents 4,965,178 38,599,448 15,934,721 59,499,347
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7. DUE FROM BANKSAND OTHER FINANCIAL INSTITUTIONS

December 31, 2023

December 31, 2022

Short-term deposits in Resident banks 7,959,666
Short-term deposits in non-Resident banks -
REPO transactions with corporate securities 32,658,500
Less: provision for impairment (7,959,666)

7,919,706

(7,919,706)

Total due from banks and other financial
institutions 32,658,500

The balance value of the amounts due from banks as of December 31, 2023 and December 31, 2022
approximate their fair values. As of December 31, 2023, the amounts due from banks and other financial

ingtitutions was AZN 32,658,500 (2022: nil).

Short-term deposits placed in resident banks consist of amounts placed in bankrupted banks Atrabank OJSC
and Roya Bank OJSC in previous years against which the Bank recognised allowance for impairment losses

in the entire amount of the funds.

8. LOANSAND ADVANCESTO CUSTOMERS

December 31, 2023

December 31, 2022

Loanstoindividuals 6,461,753 12,665,060
Corporate loans 253,800 322,117
Total loans and advances to customers (gross) 6,715,553 12,987,177
Deferral commission (29,542) (59,327)
Less: advances for loan impairment losses (1,595,465) (2,414,322)
Total loans and advancesto customers 5,090,546 10,513,528

Total loans to customers’ amount to AZN 5,090,546 at December 31, 2023 (December 31, 2022: AZN

10,513,528).

The movement in the provision for loan impairment during 2023 is as follows:

Loansto Corporate
individuals loans Total
Allowance for impairment at January 1, 2023 2,375,520 38,802 2,414,322
Provision during the year 479,109 265 479,374
Reversal of provision for impairment during the year (1,283,930) (14,301) (1,298,231)
Write-off of provision for impairment during the year - - -
Allowance for impairment at December 31, 2023 1,570,699 24,766 1,595,465
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The movement in the provision for loan impairment during 2022 is as follows:

Loansto Corporate
individuals loans Total
Allowance for impairment at January 1, 2022 2,059,406 13,075 2,072,481
Provision during the year 1,376,500 27,457 1,403,957
Reversal of provision for impairment during the year (1,060,386) (1,730) (1,062,116)
Write-off of provision for impairment during the year - - -
Allowance for impairment at December 31, 2022 2,375,520 38,802 2,414,322

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

December 31, 2023 December 31, 2022
Amount % Amount %
Corporate loans
Construction 205,018 3.05 247,731 191
Trade and services 48,782 0.73 74,386 0.57
Total corporateloans 253,800 3.78 322,117 2.48
Loansto individuals
Repair of apartment 4,189,958 62.40 8,162,420 62.85
Car purchase 1,669,732 24.86 2,975,170 2291
Consumer loans 403,863 6.01 1,286,924 9.91
Trade and services 198,200 2.95 240,546 1.85
Total loansto individuals 6,461,753 96.22 12,665,060 97.52
Total loansand advancesto customers (gross) 6,715,553 100.00 12,987,177 100.00

Refer to Note 22 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 loans and advances to customers.

The carrying value of each class of loans and advances to customers approximates fair value at December 31,
2023 and December 31, 2022.
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9. INVESTMENTSSECURITIES

As at December 31, 2023 and December 31, 2022 the Bank’s balances of investment securities at amortised
cost are as follows:

Interest to December 31, Interestto  December 31,

nominal % 2023 nominal % 2022
Securities of the Ministry of Finance of AR:
Ne AZ0201040166 5.50 2,331,103 - -
Ne AZ0201040166 5.00 3,242,535 - -
Ne AZ0106022947 7.00 1,026,526 - -
Ne AZ0106025940 7.00 1,146,497 - -
Ne AZ0105020942 - - 450 2,128,965
Ne AZ0106017947 - - 5.00 1,000,990
Ne AZ0106017947 - - 5.00 1,502,220
Ne AZ0106022947 - - 550 1,023,596
Ne AZ0106025940 - - 5.00 1,138,447
Ne AZ0106039480 - - 5.00 667,288
Ne AZ0106031948 - - 5.00 4,715,912
Ne AZ0104001976 - - 4.80 5,009,371
Ne AZ0105032947 5.20 3,653,843
Securitiesof CBAR
Ne AZ2083024706 8.14 1,049,086 - -
Ne AZ2088024701 8.14 933,295 - -
Ne AZ2095024701NAZ340 8.35 2,973,387 - -
Ne AZ2100024705BA2344 8.59 2,975,244 - -
Ne AZ2116024707 9.02 2,937,586 - -
Ne AZ72120024701 8.60 3,136,344 - -
Ne AZ2112024701NA2356 8.00 824,934 - -
Ne AZ2173024707 8.30 1,016,795 - -
Ne AZ2185024703 7.80 3,422,602 - -
Ne AZ2189024709 NA23133 7.80 1,105,666 - -
Ne AZ2191024705 NA23135 7.50 996,145 - -
Ne AZ2195024701 NA23139 7.00 5,996,794 - -
Ne AZ2043024705 - - 450 3,011,633
Total investment securitiesat amortised
cost - 35,114,539 - 23,852,265
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10. PREMISES, EQUIPMENT AND INTANGIBLE ASSETS

Furniture  Computersand Software
and communication Other fixed  Total premises and
Premises fixtures equipment Vehicles assets and equipment licences Total
Balance as at January 01, 2022 3,181,920 14,491 27,247 9,984 56 3,233,698 157,740 3,391,438
Additions - 7,722 9,301 - - 17,023 34,212 51,235
Disposal - (128,645) (11,887) - - (140,532) - (140,532)
Depreciation/amortisation charge (83,460) (5,008) (8,005) (7,364) (50) (103,887) (27,395) (131,282)
Accumulated depreciation on disposal - 128,645 11,887 - - 140,532 - 140,532
Balance as at December 31, 2022 3,098,460 17,205 28,543 2,620 6 3,146,834 164,557 3,311,391
Additions - 3,887 3,699 - - 7,586 41,933 49,519
Disposal - (8,850) (21,611) - - (30,461) - (30,461)
Depreciation/amortisation charge (83,460) (6,043) (8,259) (2,620) (6) (100,388) (30,840) (131,228)
Accumulated depreciation on disposal - 8,850 21,611 - - 30,461 - 30,461
Balance as at December 31, 2023 3,015,000 15,049 23,983 - - 3,054,032 175,650 3,229,682
Cost at December 31, 2022 4,173,009 290,923 152,930 89,410 18,347 4,724,619 361,248 5,085,867
Accumulated depreciation (1,074,549) (273,718) (124,387)  (86,790) (18,341) (1,577,785) (196,691) (1,774,476)
Balance as at December 31, 2022 3,098,460 17,205 28,543 2,620 6 3,146,834 164,557 3,311,391
Cost at December 31, 2023 4,173,009 285,960 135,018 89,410 18,347 4,701,744 403,181 5,104,925
Accumulated depreciation (1,158,009) (270,911) (111,035)  (89,410) (18,347) (1,647,712) (227,531) (1,875,243)
Balance as at December 31, 2023 3,015,000 15,049 23,983 - - 3,054,032 175,650 3,229,682
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11. OTHER ASSETS

December 31, 2023

December 31, 2022

Receivable from governmenta organisations

Other financial assets 266,718 376,910
Total financial assetswithin other assets 266,718 376,910
Immovables received in satisfaction of non-performing loans - 18,169
Deferred expenses 142,405 29,641
Advance payments for different services 43,849 3,533
Advance payments for taxes 11,664 12,227
Total other assets 464,636 440,480

In accordance with the decree of the Mayor 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. This fact amounted
to receivable 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 is taking 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 Roya 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 decison 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 alowance for impairment losses in the amount of AZN 9,295,963 against this
receivable from governmental organization in accordance with IFRS 9 Financial Instruments.

12. DUE TO BANKSAND OTHER FINANCIAL INSTITUTIONS

December 31, 2023 December 31, 2022

Méelli Iran Bank - Head Office 19,239,364 33,475,055
Correspondent accounts and overnight placements of other

banks 1,983 2,023
Short-term amounts owed to other insurance companies - 36,134
Total dueto banksand other financial institutions 19,241,347 33,513,212
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The outstanding amounts due to banks and other financial institutions approximate their fair values as of
December 31, 2023 and December 31, 2022. At December 31, 2023 the estimated fair value of due to banks

and funds borrowed was AZN 19,241,347 (2022: AZN 33,513,212).

Due to banks and other financial institutions consists of AZN 19,239,364 amount in 2023 (2022: AZN
33,475,055) which involves deposit accounts and correspondent accounts of Bank Melli Iran Head Office in

AZN, USD and EUR.
13. CUSTOMER ACCOUNTS

December 31, 2023

December 31, 2022

State owned enterprises and public or ganizations 42,702,628 663,512
- Current Accounts 42,700,045 654,481
- Closed Customer Accounts 2,583 9,031
Other legal entities 190,242 5,164,589
- Current Accounts 140,168 5,114,331
- Closed Customer Accounts 50,074 50,258
Individuals 1,134,392 3,076,275
- Current Accounts 654,931 2,588,161
- Term Deposits - 10,131
- Closed Customer Accounts 479,461 477,983
Total customer accounts 44,027,262 8,904,376

Economic sector concentrations within customer accounts are as follows:

December 31, 2023

December 31, 2022

Amount % Amount %
Individuas 1,134,392 2.58 3,076,275 34.55
Transportation or communication 272 - 3,744,817 42.06
Manufacturing and industry 23,264 0.05 30,521 0.35
Construction and real estate 31,565 0.07 1,149,088 12.90
Embassies and consulates 42,700,794 96.99 452,598 5.08
Other institutions of foreign governments 1,561 - 209,207 2.35
Trade and services 103,544 0.24 186,929 2.10
Agriculture and recycling 618 - 885 0.01
Public organisations 269 - 1,702 0.02
Other 30,983 0.07 52,354 0.58
Total customer accounts 44,027,262 100.00 8,904,376 100.00

The balance amount of customer accounts is their fair values as of December 31, 2023 and December 31,
2022. The fair value of customer accounts is AZN 44,027,262 as of December 31, 2023 (2022: AZN

8,004,376).
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14. OTHERLIABILITIES

Other liabilities comprise the following:
December 31, 2023 December 31, 2022

Itemsin course of settlement 140 15,555
Other financial liabilities 13,255 19,971
Total financial liabilities within other liabilities 13,395 35,526
Tax payable 34,594 22,530
Other payables 5,955 5,956
Total other liabilities 53,944 64,012

15. SUBORDINATED DEBT

On February 9, 2017, the Bank signed Subordinated Debt Agreement with the Bank Mélli Iran Head Office
(the “Head Office”), registered in Tehran, the Islamic Republic of Iran, for obtaining funds in the amount of
EUR 9,000,000 to raise its capital via Tier-2 with the maturity till December 30, 2024. This borrowing is not
guaranteed by any assets of Bank Mélli Iran Baku Branch and the balance bears no interest and initialy
considered to be repayable in five equal annual ingtaments with a first instalment due on December 30,
2020.

According to the letter #9944/0003/354771 from Head Office dated December 31, 2020, the Bank agreed to
postpone repayment of the subordinated debt until December 30, 2029. First instalment initially considered
to be on December 30, 2024 was postponed in accordance with new repayment schedule.

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.

At December 31, 2023, the estimated fair value of subordinated debt was AZN 16,889,400 (2022: AZN
16,302,600).

16. SHARE CAPITAL

Tota registered and paid shares of the Bank amounted to AZN 73,611,171 as of December 31, 2023. The
movement of sharesis asfollows:

Share capital Total
At December 31, 2022 73,611,171 73,611,171
- increase in share capital - -
At December 31, 2023 73,611,171 73,611,171
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17. INTEREST INCOME AND EXPENSE

Year ended
December 31, 2023

Year ended
December 31, 2022

I nterest income comprises:

Interest income on assets at amortised cost 3,170,645 3,366,621
Total interest income 3,170,645 3,366,621
Interest income

Loans and advances to customers 1,619,165 2,375,031

Placements with banks and other financial institutions - -

Investment securities 1,551,480 991,590
Total interest income 3,170,645 3,366,621
Interest expense comprises:

Interest expense on liabilities recorded at amortized cost (40,148) (231,359)
Total interest expense (40,148) (231,359)
Interest expense

Customer accounts (19 (420)

Placements of banks and other financial institutions - (706)

Other (40,129) (230,233)
Total interest expenses (40,148) (231,359)
Net interest income 3,130,497 3,135,262

18. GAIN FROM OPERATIONSIN FOREIGN CURRENCIES-LESSLOSSES
Gain on foreign exchange operations - less |osses comprises:
Year ended Year ended

December 31, 2023

December 31, 2022

Dealing operations 130,197 235,652
Revaluation of foreign currency balances 88,501 (127,372)
Net gain from operationsin foreign currencies 218,698 108,280
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19. FEE AND COMMISSION INCOME AND EXPENSE

Year ended
December 31, 2023

Year ended
December 31, 2022

Fee and commission income comprises:

-settlements 20,644 63,951

-cash operations 22,605 63,058

-other operations 9,987 48,842
Total fee and commission income 53,236 175,851
Fee and commission expense comprises.

-settlements (83,350) (130,830)

-cash operations (5,034) (11,839)

-other operations (7,455) (7,826)
Total fee and commission expenses (95,839) (150,495)
Net (42,603) 25,356

20. OPERATING EXPENSES
Year ended Year ended

December 31, 2023

December 31, 2022

Salaries and wages 1,005,939 1,032,686
Taxes, other than income tax 283,805 291,304
Depreciation and amortisation expenses 131,228 131,282
Repair and maintenance 169,947 121,174
Communications 113,647 104,700
Premises security 95,179 90,299
Printing and office supplies 68,587 70,960
Utilities 51,251 61,297
Insurance expenses 33,649 33,363
Auction expenses 19,145 24,189
Professional services 20,741 19,632
Membership 10,278 10,006
Advertising 1,486 1,591
Charity expenses 8,000 -
Other 101,855 93,144
Total operating expenses 2,114,737 2,085,627
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21. INCOME TAX

Income tax expense comprises the following:

December 31, 2023

December 31, 2022

Taxable temporary differences:

Total taxabletemporary differences

Deductible temporary differences:

Premises and equipment (1,637,760) (1,631,370)
L oans and advances to customers (972,810) (1,046,950)
Total deductibletemporary differences (2,610,570) (2,678,320)
Net deferred (deductible)/ taxable temporary differences (2,610,570) (2,678,320)
Net deferred tax liability at the statutory tax rate (20%) (522,114) (535,664)
Net deferred tax asset/(liability) (522,114) (535,664)
Year ended Year ended

December 31, 2023

December 31, 2022

Net deferred tax liability at the end of the year (at the statutory

tax rate of 20%) (522,114) (535,664)

Net deferred tax (liability)/asset at the beginning of the year (535,664) (556,682)

Changein the deferred incometax for theyear charged to

profit 13,550 21,018

Deferred income/(expense) charged to equity - -

Deferred income/(expense) charged to profit 13,550 21,018
Year ended Year ended

December 31, 2023

December 31, 2022

(Loss)/profit before income tax 4,325,519 1,971,691
Tax at the statutory tax rate (865,104) (394,338)
Unrecognised carry forward tax losses for the year 878,654 415,356
Incometax expense 13,550 21,018
Current income tax expense (489,552) (224,375)
Change in the deferred income tax 13,550 21,018
Income tax expense (476,002) (203,357)

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

Risk is inherent in the Bank’s activities but it is managed through a process of ongoing identification,
measurement and monitoring, subject to risk limits and other controls. This process of risk management is
critical to the Bank’s continuing profitability and each individual within the Bank is accountable for the risk
exposures relating to his or her responsibilities.

The Manager of the Branch is ultimately responsible for identifying and controlling risks; however, there are
separate independent bodies responsible for managing and monitoring risks.

The Risk Department has the overall responsbility for the development of the risk strategy and
implementing principles, frameworks, policies and limits. It is responsible for the fundamental risk issues
and manages and monitors relevant risk decisions.

The Manager of the Branch has the responsibility to monitor the overal risk process within the Bank.
Internal Audit

Risk management processes throughout the Bank are audited annually by the internal audit function, which
examines both the adequacy of the procedures and the Bank’s compliance with the procedures. Internal
Audit discusses the results of all assessments with management, and reports its findings and
recommendations to the Audit Department.

The Bank’s risks are measured using a method which reflects both the expected loss likely to arise in normal
circumstances and unexpected losses, which are an estimate of the ultimate actual loss based on statistical
models.

Certain related data was received from the Internal Audit Department in order to improve the effective
functioning of the audit process and to coordinate the audit operations.

The Internal Audit Department's reports were obtained and examined during the audit process, and no issues
have been identified that may have an impact on the financial statements.

The risk management function within the Bank is carried out in respect of financia risks, operational risks
and legd risks. Financial risk comprises market risk (including currency risk, interest rate risk and other
pricerisk), 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 operationa and lega risk management functions are
intended to ensure proper functioning of internal policies and procedures to minimise operational and lega
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), financial 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 bal ances with market counterparties and reverse repurchase agreements.

30



BANK MELLI IRAN BAKU BRANCH

NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2023
(In Azerbaijani Manats)

Credit risk measurement. The estimation of credit exposure for risk management purposes is 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.

- EAD is based on the amounts the Bank expects to 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 claim and availability of
collateral or other credit support. LGD is expressed as a percentage loss 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 loss expected to be made if the default occurs over the remaining expected
lifetime of the loan.

Forward-looking 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 portfaolio.

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

- Afinancid instrument that is not credit-impaired on initial recognition is classified in “Stage 1" and
has its credit risk continuously monitored by the Bank.

- If adignificant increase in credit risk since initial recognition is identified, 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”.

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

- A pervasive concept in measuring ECL in accordance with IFRS 9 isthat 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 quaitative criteria have been met:

Quantitative criteria. The remaining Lifetime Probability of Default at the reporting date has increased,

compared to the residua Lifetime Probability of Default expected at the reporting date when the exposure
was first recognized.
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Qualitative criteria. If one or more of the following criteria have been met:

- Theborrower isin short-term forbearance;

- Direct debit cancellation;

- Extensionto the terms granted;

- Significant increasein credit spread;

- Significant adverse changes in business, financial and/or economic conditions in which the borrower
operates,

- Actual or expected forbearance or restructuring;

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

- Significant change in 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 contractua payments.

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

- Theborrower isinlong-term forbearance;

- Theborrower is deceased;

- Theborrower isinsolvent;

- Theborrower isin breach of financia covenants;

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

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

- Itisbecoming probable that the borrower will enter bankruptcy;

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

The criteria above have been applied to all financial instruments held by the Bank and are consistent with the
definition of default used for interna credit risk management purposes. The default definition has been
applied consistently to maodel 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 criteria for 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 al financia institutions of Azerbaijan. These limits are regulated in
compliance with 2022 July 22 dated Resolution Ne 29/1-2 "Regulation on prudential ratios and requirements
related to credit risks, including large credit risk exposures”.

The limits, other than the limits of the Regulatory Body are developed and revised by the Risk Management
Department on a quarterly basis. In the case of material change to the market environment, the limits may
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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 Méelli 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. The loan approval process is 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 authoritiesfor credit granting approval. Credit Committee monitors and approves al loans
within set limits. Limits on loans are as follows:

- Business loans (59 months) — withcollateral of real estate - maximum limit USD 150,000;

- Loansto individuas (59 months) — with collateral of real estate - maximum limit USD 100,000;

- Loansto individuals according to deposits- maximum limit up to the amount of deposit;

- Loansto individuals who worksin offices of Iran Islamic Republic in Azerbaijan’s governmental

ingtitutions - maximum limit USD 30,000;
- Loansto individual s with guarant or maximum limit USD 10,000;
- Loans for the purpose of car purchase with collateral of car - maximum limit USD 15,000;

The Bank performs a detailed evaluation of potential borrowers before granting loans. This analysisis based
on their financial situation, position on the market, type and vaue of collatera 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 specia monitoring report presented for consideration to the Credit
Committee of the Bank. The Bank aims for &l 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 allowance is recognised. The gross carrying amount of financial assets below
also represents the Bank’s maximum exposure to credit risk on these assets:
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2023

Stage 1 Stage 2 Stage 3
12-month ECL Lifetime ECL Lifetime ECL Total
AZN AZN AZN AZN
Corporateloans 234,514 3,033 16,253 253,800
Loansto individuals 4,868,116 212,801 1,380,836 6,461,753
Repair of apartment 3,141,962 113,062 934,934 4,189,958
Consumer loans 1,231,742 68,322 369,668 1,669,732
Car purchase 298,272 31,417 74,174 403,863
Trade and services 196,140 - 2,060 198,200
Gross carrying amount 5,102,630 215,834 1,397,089 6,715,553
Deferral commission (28,482) (1,060) - (29,542)
Loss alowance (179,485) (18,891) (1,397,089) (1,595,465)
Carrying amount 4,894,663 195,883 - 5,090,546

2022

Stage 1 Stage 2 Stage 3
12-month ECL Lifetime ECL Lifetime ECL Total
AZN AZN AZN AZN
Corporate loans 305,863 - 16,253 322,116
Loansto individuals 10,860,230 263,137 1,541,694 12,665,061
Repair of apartment 6,894,606 160,634 1,107,181 8,162,421
Consumer loans 2,613,737 59,832 301,601 2,975,170
Car purchase 1,130,341 42,671 113,912 1,286,924
Trade and services 221,546 - 19,000 240,546
Gross carrying amount 11,166,093 263,137 1,557,947 12,987,177
Deferral commission (57,197) (2,129) - (59,326)
Loss alowance (823,220) (33,155) (1,557,947) (2,414,322)
Carrying amount 10,285,675 227,853 - 10,513,528

The appraisa of the collateral value provided to secure a loan is conducted by independent qualified
companies and by the Bank’s professional staff depending on type of collateral and amount of credit granted.

Credit risk for off-balance sheet financia instruments is defined as the possibility of sustaining a loss as a
result of another party to a financia instrument failing to perform in accordance with the terms of the
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contract.

The Bank uses the same credit policies in making conditional obligations as it does for on- balance sheet
financial instruments through established credit approvals, risk control limits and monitoring procedures.

Market risk. The Bank takes on exposure to market risks. Market risks arise from open positions in interest
rate, currency and equity products, all of which are exposed to general 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 afinancia 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 itsfinancia 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:

Total at
AZN usb EUR Other December 31,
2023
FINANCIAL ASSETS
Cash and cash equivalents 9,827,384 2,156,117 34,219,945 13,519 46,216,965
Due from banks and other financial
institutions 32,658,500 - - - 32,658,500
Loans and advances to customers 5,090,546 - - - 5,090,546
Investment securities 35,114,539 - - - 35,114,539
Financial assets within other assets 266,718 - - - 266,718
TOTAL FINANCIAL ASSETS 82,957,687 2,156,117 34,219,945 13,519 119,347,268
FINANCIAL LIABILITIES
Due to banks and other financia
institutions 137 3,046,502 16,194,708 - 19,241,347
Customer accounts 42,947,405 555,345 524,512 44,027,262
Financial liabilities within other
liabilities 13,395 - - - 13,395
Subordinated debt - - 16,889,400 - 16,889,400
TOTAL FINANCIAL LIABILITIES 42 960,937 3,601,847 33,608,620 - 80,171,404
NET BALANCE SHEET POSITION 39,996,750 (1,445,730) 611,325 13,519 39,175,864
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Total at
AZN USD EUR Other December 31,
2022
FINANCIAL ASSETS
Cash and cash equivalents 1,977,018 3,544,431 53,956,043 21,855 59,499,347
L oans and advances to customers 10,513,528 - - - 10,513,528
Investment securities 23,852,265 - - - 23,852,265
Financial assetswithin other assets 376,910 - - - 376,910
TOTAL FINANCIAL ASSETS 36,719,721 3,544,431 53,956,043 21,855 94,242,050
FINANCIAL LIABILITIES
Due to banks and other financial
institutions 5449 3,037,255 30,470,508 - 33,513,212
Customer accounts 955,608 2,164,531 5,784,237 - 8,904,376
Financial liabilities within other
liabilities 35,526 - - - 35,526
Subordinated debt - - 16,302,600 - 16,302,600
TOTAL FINANCIAL LIABILITIES 996,583 5,201,786 52,557,345 - 58,755,714
NET BALANCE SHEET POSITION 35,723,138 (1,657,355) 1,398,698 21,855 35,486,336

Currency risk sensitivity. The Risk Management Department of the Bank daily monitors and regul ates
foreign currency risk related to commercia 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 is aso limited
by the CBAR normative requirements are exhibited in the table below:

Open currency position On freely con_vertlble on clospd On bank metals
currencies currencies

Long open currency position 10% 7%

(per currency)

Short open currency position 10% 7%

(per currency)

Net long open currency position 20% 14% 3%

Net short open currency position 20% 14% 3%
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As at December 31, 2023 the Bank was in compliance with open currency position limits determined by
local legidation.

The Bank’s open currency position determined by local legislation 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.

Interest rate risk. The Bank takes on exposure to the effects of fluctuations in the prevailing levels 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 a daily 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:

Asat December 31, 2023 Asat December 31, 2022

Interest rate  Interest rate Interest rate  Interest rate
1% -1% 1% -1%

FINANCIAL ASSETS
Due from banks and other financial
institutions - - - -
L oans and advances to customers 50,905 (50,905) 105,135 (105,135)
Investment securities 351,145 (351,145) 238,523 (238,523)
FINANCIAL LIABILITIES
Due to banks and other financial institutions (192,413) 192,413 (335,132) 335,132
Subordinated debt (168,894) 168,894 (163,026) 163,026
NET IMPACT ON PROFIT BEFORE
TAX 40,743 (40,743) (154,500) 154,500

Geographical concentration

The geographical concentration of financial assets and liabilities as of December 31, 2023 is set out below:

Azerbaijan OECD Non-OECD |
Republic countries countries Total

FINANCIAL ASSETS
Cash and cash equivalents 46,179,040 478 37,447 46,216,965
Due from banks and other financial
institutions 32,658,500 - - 32,658,500
L oans and advances to customers 5,090,546 - - 5,090,546
Investment securities 35,114,539 - - 35,114,539
Financial assets within other assets 266,718 - - 266,718
TOTAL FINANCIAL ASSETS 119,309,343 478 37,447 119,347,268
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FINANCIAL LIABILITIES

Due to banks and other financial institutions 1,983 - 19,239,364 19,241,347
Customer accounts 43,335,778 - 691,484 44,027,262
Financial liabilities within other liabilities 13,395 - - 13,395
Subordinated debt - - 16,889,400 16,889,400
TOTAL FINANCIAL LIABILITIES 43,351,156 - 36,820,248 80,171,404
NET BALANCE SHEET POSITION 75,958,187 478 (36,782,801) 39,175,864
The geographical concentration of assets and liabilities as of December 31, 2022 is set out bel ow:
Azerbaijan OECD Non-OECD
. . - Total
Republic countries countries

FINANCIAL ASSETS
Cash and cash equivalents 43,564,626 135,941 15,798,780 59,499,347
L oans and advances to customers

10,513,528 - - 10,513,528
Investment securities 23,852,265 - - 23,852,265
Financial assets within other assets 376,910 - - 376,910
TOTAL FINANCIAL ASSETS 78,307,329 135,941 15,798,780 94,242,050
FINANCIAL LIABILITIES
Due to banks and other financial institutions 38,158 - 33,475,055 33,513,212
Customer accounts 6,406,348 - 2,498,028 8,904,376
Financial liabilities within other liabilities 35,526 - - 35,526
Subordinated debt - - 16,302,600 16,302,600
TOTAL FINANCIAL LIABILITIES 6,480,032 - 52,275,683 58,755,714
NET BALANCE SHEET POSITION 71,827,297 135,941 (36,476,903) 35,486,336

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

Other risk concentrations. The Management determines risk concentrations based on the evauation of
guantitative 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 Bank
everyday incurs risks related to the usage of the monetary funds intended for operations with overnight
placements, customer accounts, repayment of deposits, granting loans, payments on guarantees and
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derivative financial instruments. The Bank doesn’t hold enough monetary funds to meet all the obligations
shown above at the same time, as it is possible to forecast exactly the necessary level of the monetary funds
amount intended for meeting these obligations based on the experience. The liquidity risk is controlled by the
management of the Bank.

The Bank seeks to maintain a stable funding base comprising primarily amounts due to other banks,
corporate and retail customer deposits and debt securities and invest the funds in diversified portfolios of
liquid assets, in order to be able to respond quickly and smoothly to unforeseen liquidity requirements.

The liquidity management of the Bank requires considering the level of liquid assets necessary to settle
obligations as they fall due; maintaining access to a range of funding sources, maintaining funding
contingency plans and monitoring balance sheet liquidity ratios against regulatory requirements.

The Bank calculates its instant liquidity ratio on a monthly basis in accordance with the requirement of the
Central Bank of Azerbaijan Republic.

In accordance with the directions of the CBAR, the Bank calculates the quick ratio as a ratio of weighted
daily assets to weighted daily liabilities. This ratio is calculated based on the balances from the Bank’s
financial statements prepared in accordance with local standards.

Risk Management Departament obtains the information on the liquidity profiles related to financial assets
and liabilities, monitors the liquidity position every day and regularly do testings of sensitivity for liquidity
based on different scenarios which include standard and unfavorable market conditions. After this,

Management maintains adequacy of short-term liquid assets which include short-term debt securities for sale,
short-term placements with other banks for the purpose of maintenance enough liquidity in the Bank.

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;
iv.  Monitoring of cash flows related to the Bank’s credit activity;

v.  Control complience with OPFC currency limits.
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The Bank controls maturities and liquidity shortage summarized as follows at December 31, 2023:

Uptol 1monthto 3months Morethan Total
month 3 months to 1year 1 year
FINANCIAL ASSETS
Cash and cash eguivalents 46,216,965 - - - 46,216,965
Due from banks and other financial
ingtitutions 32,658,500 - - - 32,658,500
L oans and advances to customers 180,356 365,611 1,451,355 3,093,224 5,090,546
Investment securities 5971,080 19,430,434 5,545,063 4,167,962 35,114,539
Financial assets within other assets 266,718 - - - 266,718
TOTAL FINANCIAL ASSETS 85,293,619 19,796,045 6,996,418 7,261,186 119,347,268
FINANCIAL LIABILITIES
Due to banks and other financial
ingtitutions 19,241,347 - - - 19,241,347
Customer accounts 44,027,262 - - - 44,027,262
Financial liabilities within other liabilities 13,395 - - - 13,395
Subordinated debt - - - 16,889,400 16,889,400
TOTAL FINANCIAL LIABILITIES 63,282,004 - - 16,889,400 80,171,404
LIQUIDITY GAP ASAT 31
DECEMBER 31, 2023 22,011,615 19,796,045 6,996,418  (9,628,214) 39,175,864
CUMULATIVELIQUIDITY GAP AS
AT 31 DECEMBER 31, 2023 22,011,615 41,807,660 48,804,078 39,175,864
The Bank controls maturities and liquidity shortage summarized as follows at December 31, 2022:
Uptol 1monthto 3months  Morethan Total
month 3 months to 1year 1 year
FINANCIAL ASSETS
Cash and cash equivalents 59,499,347 - - - 59,499,347
L oans and advances to customers 337,067 677,014 2,983,582 6,515,865 10,513,528
Investment securities - - 8,021,004 15,831,261 23,852,265
Financial assets within other assets 376,910 - - - 376,910
TOTAL FINANCIAL ASSETS 60,213,324 677,014 11,004,586 22,347,126 94,242,050
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FINANCIAL LIABILITIES
Due to banks and other financial

ingtitutions 33,513,212 - - - 33,513,212
Customer accounts 8,899,376 5,000 - - 8,904,376
Financial liabilities within other liabilities 35,526 - - - 35,526
Subordinated debt - - 16,302,600 16,302,600
TOTAL FINANCIAL LIABILITIES 42,448,114 5,000 - 16,302,600 58,755,714

LIQUIDITY GAP ASAT DECEMBER
31, 2022 17,765,210 672,014 11,004,586 6,044,526 35,486,336

CUMULATIVE LIQUIDITY GAP AS
AT DECEMBER 31, 2022 17,765,210 18,437,224 29,441,810 35,486,336

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 potentially
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 changes in 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.

Liquidity coverage ratio. The liquidity coverage ratio must meet the minimum requirement established by
CBAR. The bank must calculate the liquidity coverage ratio in aggregate and separately in foreign currency.
As of December 1, 2023, banks with a liquidity coverage ratio of 100 (one hundred) percent or more in
aggregate and separately in foreign currency must ensure that those ratios do not fall below 100 (one
hundred) percent. As of December 31, 2023, the Bank complied with the minimum requirements set by
CBAR regarding the liquidity coverage ratio (783.9 % in total, 1,190.5 % in national currency, 137.8 % in
foreign currency).

23. 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 interpretations, and

changes, which can occur frequently. Management’s interpretation of such legislation, as applied to the

transactions and activity of the Bank, may be chalenged by the relevant state authorities. Recent events

within the Republic of Azerbaijan suggest that the tax authorities may be taking a more assertive position in

their interpretation of the legidation and assessments, and it is possible that transactions and activities that

have not been chalenged in the past may be challenged. As a result, significant additional taxes, pendlties
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and interest may be assessed. Fiscal periods remain open to review by the authorities in respect of taxes for
three calendar years preceding the year of review. Under certain circumstances reviews may cover longer
periods.

Capital expenditure commitments. At December 31, 2023, the Bank had no significant contractual capital
expenditure commitments in respect of premises and equipment, or in any other areas (2022: nil).

Compliance with covenants. The Management has made judgments during interpretation of local legislation
requirements and determination of the Bank’s compliance with special covenants in credit facility
agreements. These judgments comprise calculation methods and impact of such potential 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 financial instruments is to maintain providing
financial assetsto 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 usualy have higher credit risk comparing to short-
term liabilities, the Bank monitors the period untill the maturity date of the credit related commitments.

The total outstanding contractual amount of un-drawn credit lines, letters of credit, and guarantees does not
necessarily represent future cash requirements, as these financial instruments may expire or terminate
without being funded.

24, 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 evaluated
annually.

Under the current capital requirements set by the Regulatory Body, banks have to: (a) hold the minimum
level of share capital of AZN 50,000 thousand; (b) maintain a ratio of regulatory capita to risk weighted
assets (“statutory capital ratio”) at or above a prescribed minimum of 10% and (c) maintain a ratio of tier-1
capital to the risk-weighted assets (the ‘Tier-1 capital ratio’) at or above the prescribed minimum of 5%.
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Tier-1 capital

Tier-2 capital

Less: exclusion from capital
Total statutory capital
Risk-weighted assets
Statutory capital ratio
Tier-1 capital ratio

December 31, 2023

December 31, 2022

37,285,711 35,418,889
20,783,443 18,372,080
(175,650) (164,557)
57,893,504 53,626,412
13,317,328 37,462,871
435% 143%
279% 94%

Management believes that the Bank isin compliance with the statutory requirements of the Regulatory Body

at December 31, 2023.

For the year ended on December 31, 2023, there were differences in the Statement of Financial Position and
Statement of Profit or Loss prepared in accordance with the regulations determined by the Central Bank of
the Republic of Azerbaijan and local legislation. The reason of main differences was due to application of
IFRS 9. Those differences are shown in the following tables:

On Statement of Financia Position:

December 31, 2023 December, 31 2023 Differences
(According to IFRS) (Accordingto local
legislation)
L oans and advances to customers 5,090,546 4,080,076 1,010,470
Deferred income tax liability 522,114 327,434 194,680
Accumulated deficit (31,638,382) (32,454,172) 815,790
On Statement of Profit or Loss:
2023 2023 Differences
(Accordingto IFRS) (Accordingtolocal
legislation)
Interest income 3,170,645 3,098,459 72,186
Provision for impairment losses 3,138,891 3,247,558 (108,667)

25. FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair values of financial instruments carried at amortized cost are as follows:

December 31, 2023

December 31, 2022

Carrying Carrying

amount Fair value amount Fair value
Financial assets
Cash and current placements with other banks 46,216,965 46,216,965 59,499,347 59,499,347
Due from banks and other financial institutions 32,658,500 32,658,500 - -
L oans and advances to customers 5,090,546 5,090,546 10,513,528 10,513,528
Investment securities 35,114,539 35,114,539 23,852,265 23,852,265
Financial assets within other assets 266,718 266,718 376,910 376,910
Total financial assetscarried at amortised cost 119,347,268 119,347,268 94,242,050 94,242,050
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December 31, 2023

December 31, 2022

Carrying Carrying

amount Fair value amount Fair value
Financial liabilities
Due to banks and other financial institutions 19,241,347 19,241,347 33,513,212 33,513,212
Customer accounts 44,027,262 44,027,262 8,904,376 8,904,376
Financial liabilities within other liabilities 13,395 13,395 35,526 35,526
Subordinated debt 16,889,400 16,889,400 16,302,600 16,302,600
Total financial liabilities carried at amortised cost 80,171,404 80,171,404 58,755,714 58,755,714

26.

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 financial
or operationa decisions. In considering each possible related party relationship, attention is directed to the
substance of the relationship, not merely the legal form.

Cash and cash equivalents

- entities with joint control or significant
influence over the entity
Due from banks and other financial
institutions

- entities with joint control or significant
influence over the entity

- key management personnel of the entity
or itscloserelatives
L oans and advancesto customers

- key management personnel of the entity
or its close relatives
Allowance for impairment losses

- key management personnel of the entity
or itscloserelatives
Dueto banksand other financial
institutions

- entities with joint control or significant
influence over the entity

- key management personnel of the entity
or itscloserelatives
Customer accounts

- entities with joint control or significant
influence over the entity

- key management personnel of the entity
or itscloserelatives

December 31, 2023
Total category

Related as per financial Related

party statements party

balances caption balances
46,163,366

37,925 15,931,749
32,658,500
6,715,553

79,521 110,036
(1,595,465)

(2,797) (8,120)
19,241,347

19,239,364 33,475,055
44,027,262

- 71,869

December 31, 2022

Total category
as per financial
statements
caption

59,499,347

12,987,177

(2,414,322)

33,513,212

8,904,376
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As at December 31, 2023 and December 31, 2022 benefits to key management personnel were as follows:

Year ended Year ended

December 31, 2023 December 31, 2022

Short-term benefits — salaries and bonuses 210,420 197,512
Total 210,420 197,512

During the year ended December 31, 2023 key management’s compensation, comprising salaries and
benefits of the Bank’s director and assistant director are classified as short-term payments in accordance IAS
19 "Employee Benefits’.

27. EVENTSAFTER THE REPORTING PERIOD

No significant transactions have been identified for disclosure after the reporting date.
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