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ACCESSBANK - AZERBAIJAN'S ACCESSIBLE EUROPEAN BANK

B Mission — to provide access to financial services for Azerbaijan's low and middle income households and micro and
small businesses

B Founded in October 2002 as a green-field bank, the Micro Finance Bank of Azerbaijan. Renamed AccessBank in
September 2008

Operates with a full banking licence, delivering a complete range of banking services

Shareholders: EBRD (20%), IFC (20%), BSTDB (20%), KfW (20%), Access Microfinance Holding (16.53%) and LFS
Financial Systems (3.47%)

B |eading microfinance lender in Azerbaijan with over 30% market share, serving 78,000 business and 22,000 retail
clients

Twenty-three branches and 1,000 staff across the country
USD 375 million in total assets and USD 297 million loan portfolio at year-end 2009
Highest rated non state-owned bank in Azerbaijan by Fitch Ratings (BB+ Long-term IDR & D Individual Rating)
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KEY RESULTS
2008 2009 Change
Balance Sheet Items USD (‘000) USD (‘000)
Total Assets 242 091 374 514 55%
Liquid Assets 29 119 70536 142%
Total Loan Portfolio (gross) 208 154 296 991 43%
Business Loan Portfolio 191 303 276 400 44%
Micro Loans (< $ 10,000) 87 883 141 988 62%
Trust and Small Loans ($ 10,001 - $ 100,000) 68 522 81161 18%
Medium Loans (> $ 100,000) 34 898 53 251 53%
Consumer Loan Portfolio 12 219 14 377 18%
Other Loans 4633 6214 34%
Accrued Interest and Disbursement Fees 1315 2193 67%
Loan Loss Reserve 5138 8211 60%
Net Loan Portfolio 204 331 290 974 42%
Fixed and other Assets 8 644 13 004 50%
Customer Deposits 27 281 84 676 210%
Borrowings 170 090 220 821 30%
Equity 41572 66 349 60%
Profit and Loss Account USD (‘000) USD (‘000)
Operating Income 39 223 59 595 52%
Operating Expense 22 478 34714 54%
Profit Before Tax 16 745 24 881 49%
Profit After Tax 13 052 24 886 91%
Ratios |
Return on Equity (year-end) 31.6% 37.5% 19%
Return on Average Assets 6.8% 8.2% 21%
Cost / Income 57.3% 58.2% 2%
Capital Adequacy 24.6% 25.8% 5%
Number of Outstanding Loans 71148 100 489 41%
Number of Business Loans 47 753 78 025 63%
Number of Micro Loans 45017 74 284 65%
Average Micro Loan Size (disbursed USD) 2712 2737 1%
Number of Trust, Small and Medium Loans 2736 3741 37%
Average Trust, Small, and Medium Loan size (disbursed USD) 46 937 46 864 -0%
Number of Agro Loans 8 995 24 500 172%
Average Agro Loan Size (disbursed USD) 2207 2194 -1%
Number of Deposit Accounts 28 158 114 507 307%
Number of Branches 20 23 15%
Number of Staff 863 960 1%

Portfolio at Risk (>30 days) 0.56% 0.85% 52%
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MISSION STATEMENT

AccessBank’s mission is to provide access
to financial services for Azerbaijan’s low and
middle income households and micro and small
businesses.

AccessBank strives to provide a complete range
of financial services, including loan products,
current and savings accounts, money transfer
and payment services, plastic cards and trade
financing. AccessBank aims to achieve the
highest banking standards, in particular with res-
pect to efficiency, transparency, customer satis-
faction, responsibility, prudence and human re-
source development. As a commercial bank with
a full banking licence, AccessBank also offers
financial services to other categories of clients,
including larger enterprises and international
organisations, especially where this delivers
synergies with AccessBank’s core mission.
AccessBank focuses on micro and small busi-
ness because this sector is vital for the develop-
ment and diversification of Azerbaijan’s econo-
my, the creation of jobs and the elimination of
poverty. While most micro and small businesses
operate profitably and their flexibility helps them

absorb economic shocks, their growth is often

limited by a lack of access to financial services. AccessBank has been created to close this gap: to provide
access to European standards of financial services for the micro and small business community as a whole,
including the households who form part of this community, and to create a more inclusive financial system.
AccessBank’s dedicated products and risk management technology, specifically developed to serve these
sectors, allow the bank to do this efficiently and profitably. AccessBank’s profitability facilitates the bank’s
long-term sustainability, rapid expansion and maximum impact.

AccessBank’s shareholders are united in their commitment to development, enabling AccessBank to invest
extensively in increasing outreach without focusing on maximising short-term returns. AccessBank invests
intensively in the training of its young and highly motivated staff to ensure the best possible service for the
bank’s customers and the sustained growth of AccessBank.



LETTER FROM THE CHAIRMAN OF THE SUPERVISORY BOARD

Rising to the challenge

In 2009 Azerbaijan felt the impact of the global financial crisis.
Although, in a global context, the Azerbaijan economy remained
relatively strong, the economic cooling increased the risks faced
by Azerbaijan’s business and banking community. While many
banks in Azerbaijan responded to the increased risk by restraining
lending, AccessBank countered market trends by expanding
its outreach in 2009. At the same time AccessBank maintained
excellent portfolio quality and generated healthy profit — all three
aspects forming a solid basis for continuing the bank’s growth and
activities in 2010 and beyond.

Financial services for micro and small enterprises remain the
core of AccessBank’s business. During 2009 the number of
business credit customers increased by 57% to 76 000, proving
AccessBank’s reliability as a business partner in times of turmoil.

This reliability is also reflected in AccessBank’s increasing depo-
sit business. The bank’s depositor client base increased four-fold and AccessBank is now serving more
than 65 000 households and enterprises by offering safe and customer-friendly current accounts, term
deposits and savings plans.

During 2009, AccessBank amplified its vital role in providing financial services to Azerbaijan’s micro and
small businesses and low and middle income households. The staff and management of the bank success-
fully stepped up to the increasing risks in the local economy. More than ever before in its history, AccessBank
has contributed to economic stability, the expansion of micro and small businesses, diversification of the
economy, creation of employment and elimination of poverty.

The positive impact that AccessBank is having on its clients was documented by an independent impact
assessment study published in 2009 by the Azerbaijan Microfinance Association. This study revealed that
the household incomes and business revenues of long-term AccessBank credit clients were over 90%
higher than for new clients who had yet to realise the benefits of partnering with AccessBank.

The shareholders are proud of AccessBank’s continuing outstanding stability in the face of an increasingly
challenging economic environment, of its role in mitigating the impact of the cooling of the economy in
Azerbaijan and its contribution to the welfare of its customers.

Michael Jainzik \JLN\ M .
Chairman of the Supervisory Board U



LETTER FROM THE MANAGEMENT

AccessBank 2009 — Managing growth and risk

As the economy cooled in 2009, AccessBank continued to ex-
pand its outreach and grow its portfolio, while successfully
managing the increased risk. At the end of 2009, AccessBank had
posted a 43% increase in its total loan portfolio and was providing
financing to 76 000 businesses across the country — 65% more
than a year earlier. This included 24 000 businesses involved in
the agricultural sector, making AccessBank the leading investor

F

in agriculture in Azerbaijan. At the same time the total value of all
loans with any arrears over 30 days remained below one per-cent
of the total portfolio, testifying to the strength of AccessBank’s risk
management.

Through careful planning and business development, the
AccessBank management also succeeded in significant risk
reductions in its portfolio by improving regional and sectoral diver-

sification, reducing the proportion of the portfolio accounted for by

larger loans, and increasing the bank’s local currency resources and the proportion of the portfolio denomi-
nated in the local currency — thereby reducing currency risk for both the bank and its clients.

The strength of AccessBank’s risk management was again formally recognised by Fitch Ratings, which,
both in 2009 and at the start of 2010, reaffirmed the bank’s ‘BB+’ Long-term Issuer Default Rating, matching
the country ceiling. In addition, at the start of 2010, Fitch Ratings increased AccessBank’s individual rating,
making it Fitch’s highest rated non state-owned institution in Azerbaijan (from ‘D/E’ to ‘D’).

The growing confidence in AccessBank among the population of Azerbaijan led to a threefold increase
in total deposits in 2009, which doubled the proportion of the portfolio financed by deposits and financed
over 60% of the year’s portfolio growth. This also reduced the bank’s need to attract new refinancing from
international sources.

While the staff and management are proud of the bank’s success, management is not complacent and
understands that as the bank grows and the economic environment becomes increasingly complex, the
risks faced by the bank also escalate. To meet this challenge, AccessBank never stops investing in the
continual training and development of its staff and management and in constant review and upgrading of
its risk management and control systems. Together, we are confident and ready to meet the challenges
that face the bank and to continue to be Azerbaijan’s reliable banking partner for low and middle income
households and micro and small businesses.

PR

Dr Andrew Pospielovsky /=

General Manager ! [



SHAREHOLDERS

AccessBank, a closed-type joint stock bank, opened on 29 October 2002 as the Micro Finance Bank of
Azerbaijan. In September 2008 the bank changed its name to AccessBank. AccessBank has six share-
holders led by Triple-A rated international financial institutions that are committed to the development of
Azerbaijan and microfinance. The nominal share capital at the end of 2009 was AZN 20 million consisting of
20 million shares with a nominal face value of AZN 1 each. In March 2010, the share capital was increased
by AZN 21.8 million, through the capitalisation of retained earnings, to AZN 41.8 million. The nominal face
value of shares was increased to AZN 2.09 while the distribution and number of shares remained the same.

Black Black Sea Trade and Development Bank (20% share of AccessBank equity)
B
|

Teads & The Black Sea Trade and Development Bank (BSTDB) is an international financial

dtll K

Development institution established by 11 countries from the Black Sea region. The mission of the
. HLI[] |

bank is to accelerate development and promote co-operation among its shareholder
countries. The bank has an authorised capital of SDR 3 billion (approximately USD 4.5 billion), and pro-
vides trade and project financing, guarantees and equity to both public and private enterprises in its mem-
ber countries in order to encourage their economic development and regional co-operation, and to establish

stronger economic linkages. (www.bstdb.org)

(Q European Bank for Reconstruction and Development (20%)

The EBRD is an international financial institution that supports projects in 29 countries
European Bank

for Reconstruction and
Development

from central Europe to central Asia. Investing primarily in private sector clients whose
needs cannot be fully met by the market, the bank promotes entrepreneurship and
fosters transition toward open and democratic market economies. The EBRD is the largest single inves-
tor in the region and also mobilises significant foreign direct investment into its countries of operation. The
bank invests mainly in private enterprises, usually together with commercial partners. It provides project
financing for the financial sector and the real economy, both new ventures and investments in existing
companies. It also works with publicly-owned companies to support privatisation, restructuring of state-
owned firms and improvement of municipal services.

Owned by 61 countries and two intergovernmental institutions, the EBRD maintains a close political dialogue
with governments, authorities and representatives of civil society to promote its goals. In all its operations
the EBRD follows the highest standards of corporate governance and sustainable development. As a public
institution, the EBRD is committed to a rigorous public information policy. (www.ebrd.org)

SiS IFC International Finance Corporation (20%)

) il
INTERNATIONAL FINANCE CORPORATION . . . . . .
PrivaeEntepriscParncrship poverty and improve their lives. IFC fosters sustainable economic growth in de-

IFC, a member of the World Bank Group, creates opportunity for people to escape

veloping countries by supporting private sector development, mobilizing private capi-



tal and providing advisory and risk mitigation services to businesses and governments. The corporation’s
new investments totalled USD 14.5 billion in fiscal 2009, helping channel capital into developing countries

during the financial crisis. (www.ifc.org)

KfW - Kreditanstalt fiir Wiederaufbau (20%)
Jesess ka KfW Development Bank is committed to improving the economic and social condi-
ENTWICKLUNGSBANK  tions of people in developing and transition countries. Through its Financial Co-
operation (FC) on behalf of the German government, it contributes to reducing
poverty, protecting natural resources and securing peace worldwide. KfW has been one of the key players
in developing micro and SME finance in Eastern Europe and the CIS over the past 10 years.
KfW Development Bank is part of the government-owned KfW Banking Group, which has been stimulating
the economy, society and ecology in Germany, Europe and worldwide for more than five decades. With
a balance sheet total of more than EUR 400 billion in 2009, KfW Bankengruppe is among the 10 largest
German banks. (www.kfw.de)

@ ACCGSSHOlding Access Microfinance Holding AG (16.53%)

MICROFINANCE AG AccessHolding is a strategic investor in the microfinance industry. It was
established in 2006 by LFS Financial Systems (16.12%) and is owned

by an international group of private and public investors including (16.12% each): CDC Group plc (a UK
government-owned fund investing in developing and emerging economies); EIB — European Investment
Bank (the European Union’s financing institution); IFC; KfW Development Bank; Omidyar Tufts Microfinance
Fund (created by the founder of EBay); and MicroAssets (3.26%), a staff investment programme of LFS.
AccessHolding invests in microfinance institutions and develops these investments through a combination
of equity finance, holding services and management assistance, building a global network of AccessBanks

with a common brand identity. (www.accessholding.com)

% LFS Financial Systems GmbH (3.47%)
LFS is a Berlin-based consultancy firm specialising in financial sector projects in de-

FINANCIAL SYSTEMS veloping countries and transition economies. Since its foundation in 1997, LFS has be-

come one of the leading consultancies in the field of micro and small business financing. Its proven lending
technology and hands-on approach, implemented by a growing team of permanent consultants, have made
LFS one of the preferred partners of international donors and investors.

Going beyond the scope of traditional consultancy, LFS is investing in microfinance institutions, assuming
a dual role as manager and investor. Building upon the success of its first investments of this kind, LFS has
now created an international network of microfinance banks under the AccessBank brand.

(www.Ifs-consulting.de)
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ACCESSBANK - HISTORY

2002 Total Asset Loan Portfollo Deposit Number of
+ Founded on 29 October as the Mic- Yo OtalASSELS Portfoli {mbero
€4 | WsDmiliony | Amount | Number Orttollo 1 Branches
ro Finance Bank of Azerbaijan by (USD million) | of Clients | (USD milion)
BSTDB, EBRD, IFC, KfW and LFS 2002 49 - 1
2003 57 33 2000 - 4
2003 3000
¢ First refinancing 1oan received from ------
EBRD (USD 5 million) p— — -
2004 2007 133.3 1145 46 000 14 14
2008 242.1 69 000 26.5
» Current accounts and money trans-
fer systems launched ------

2005

+ Term deposit launched and AccessBank joins the international SWIFT, Western Union and PrivatMoney
money transfer networks

» First non-shareholder refinancing loans received from Global Microfinance Facility, Blue Orchard,
Deutsche Bank, Incofin, and Triodos

 First regional branch opened in Ganja

2006

» Retail business developed through the launch of additional deposit products, retail lending, debit cards,
the installation of the first ATMs, and joining the Visa card network and several more money transfer
networks

2007

* AccessHolding joins as a new shareholder

« Continuing launch of new retail and ‘cross-sector’ products, including international trade-finance, Visa-
branded debit cards, Salary Projects, point-of-sale terminals and off-branch ATMs

+ Dedicated Agro Loan product launched
» Alpha rating obtained from M-CRIL specialist microfinance rating agency

* New refinancing loans concluded in year exceed USD 50 million including: the first closing of
AccessBank’s debut bond — the first bond from an Azerbaijani issuer on international capital markets;
the first AZN-denominated loan from an international private investor, SNS Institutional Microfinance
Fund; and AccessBank’s first subordinated loan, from Deutsche Bank (USD 10 million)
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2008

» Micro Finance Bank of Azerbaijan renamed AccessBank to create a stronger and more distinct brand

+ BB+ rating received from Fitch Ratings — the highest rating of any private bank in Azerbaijan and
matching the country ceiling

* New refinancing loans concluded in year exceed USD 80 million, including the second closing of
AccessBank’s debut bond and the signing of the bank’s first syndicated loan, arranged by EBRD

* AccessBank’s Agroloan product named ‘Best New Product’ by Azerbaijan Microfinance Association

+ AccessBank joins the UN Global Compact — the first bank in Azerbaijan to do so

2009

+ BB+ rating confirmed by Fitch Ratings — again the highest rating of any private bank in Azerbaijan

« Three new branches open, two branches relocate to new premises and a further two branches double
in size. The expanded branches and two of the new branches are located outside Baku

+ Deposits triple during the year. Combined with retained earnings to finance 90% of the portfolio growth,
they reduce the need for refinancing

* AccessBank named one of the three most sustainable banks of Eastern Europe in the 2009 Financial
Times Sustainable Banking Awards, with the main criteria being Environmental, Social and Corporate
Responsibility and Corporate Governance

* MIX ranks AccessBank one of the top 50 microfinance institutions in its 2008 Global Composite 100
ranking

* AccessBank joins the International Campaign for Client Protection hosted by the Center for Financial
Inclusion — the first bank in Azerbaijan to do so

* AccessBank CEO named ‘Banker of the Year’ for 2009 in Azeri Business Awards



BUSINESS REVIEW

POLITICAL AND ECONOMIC ENVIRONMENT

‘Stable’ best describes the political and economic environment of Azerbaijan. While political stability did not
face any challenges in 2009, economic stability was strained as oil prices fell and devaluations affected
Azerbaijan’s neighbours. The Central Bank did intervene to support the Manat (AZN) through H1, but by
H2 rebounding oil prices and the continued energy export-driven trade and current account surplus had
restored confidence in the AZN and economy. While government spending and economic growth did slow
in 2009, in a global context, the Azerbaijan economy escaped relatively unscathed.

The State Statistics Committee reported 9.3% GDP growth for 2009, but this is based on measuring the
contribution of oil to GDP in terms of volume produced and not actual income derived from the sale of the
oil. Thus in monetary terms, 2009 GDP was reported at AZN 34.6 billion (USD 43.3 billion), or 8.9% down
on the 2008 reported total of AZN 38.0 billion (USD 47.4 billion). This resulted in a reduced state budget
in 2009, with total budget revenues of AZN 10.3 billion (USD 12.9 million) or 4.1% down on 2008, and
expenditures of AZN 10.6 billion (USD 13.2 billion) or 1.9% down. The reduction in monetary GDP and
government spending helped dampen inflation with CPI in 2009 officially reported at 1.5% (7% according
to unofficial estimates), compared with 21% in 2008.

Despite the reduction in oil prices, the trade surplus remained healthy at USD 8.6 billion on exports of
USD 14.7 billion and imports of USD 6.1 billion. The AZN remained virtually unchanged versus the local
reference currency, the USD, at AZN 0.8031 at 2009-end versus AZN 0.8010 at 2008-end. Energy exports
should ensure continued economic stability in the medium-term, but the commaodity price collapse in 2008
demonstrates that diversification of the economy remains the main challenge facing Azerbaijan, alongside
controlling inflationary pressures, spreading the benefits of the oil income and reducing corruption.

A similar scenario occurred in the banking sector with growth slowing from the heady levels of over 50%
year-on-year growth in 2006-2008, but still remaining positive. Growth slowed with many banks reducing
lending when faced with liquidity pressures resulting from refinancing difficulties, as global capital markets
dried up. However, the Central Bank did intervene to boost liquidity, reducing the deposit reserve to 0.5%
in Q1 from 6% at the start of the year (and 12% at Q3-2008-end), abolishing a 5% reserve requirement on
foreign borrowings and providing direct loans to many banks. In the end, total banking assets increased by
14% in 2009 (from AZN 10.3 to AZN 11.7 billion) and the total loan portfolio by 20% (from AZN 6.8 to AZN
8.2 billion). As a proportion of GDP, total banking assets increased to 33% and the total loan portfolio to 24%,
compared with 27% and 18% respectively at 2008-end, but this still represents relatively low levels of pene-
tration. Deposits increased by a much lower figure of 4% to AZN 5.7 billion and remain at only 17% of GDP.
In order to encourage the strengthening of the banking sector, the President of Azerbaijan also declared
a three-year tax exemption for profit that is capitalised, beginning from 1st of January 2009 — this should
also help improve liquidity in 2010 by reducing tax payments for the banking sector. While the Central Bank
has been advocating consolidation in the banking sector for many years, no such consolidation occurred in
2009 and the number of banks remained at 46.
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The reduction in lending activity by many banks augmented the importance of AccessBank as the lender
to Azerbaijan’s small business community. AccessBank significantly outperformed the sector on all key
aspects and this was reflected in the improvement of AccessBank’s market share and position. In terms
of total banking assets, AccessBank’s market share increased to 2.7% from 2.0% at 2008-end and out
of 46 banks, AccessBank rose to ninth position from 11th at 2008-end. In terms of total loan portfolio, the
improvement was even more dramatic as the bank moved from tenth to sixth position with an increase in
market-share to 2.9% from 2.3%. In agricultural lending, AccessBank took first place among the reporting
banks. While figures on the number of business clients are not published, AccessBank’s leading position in
micro and small business lending is undisputed.

Apart from the banks, some 96 non-bank financial institutions operate in Azerbaijan, of which approximately
18 are engaged in microfinance. The Azerbaijan Microfinance Association (AMFA) collects data for 31 insti-
tutions involved in microfinance (consisting of 18 non-bank financial institutions and 13 banks, including
AccessBank). The micro loan portfolio of these institutions stood at USD 443 million at 2009-end, giving
AccessBank 36% market share and making AccessBank by far the leading microfinance institution, fol-
lowed by Finca with 16% market share.

ACCESSBANK'’S POSITIVE IMPACT ON CLIENTS

In 2009, an independent study by the Azerbaijan Microfinance Association (AMFA) found that
AccessBank has a significant positive impact on its microfinance clients. The study surveyed 2 000
microfinance customers in Azerbaijan, half of whom were new clients and half of whom were long-
term clients. While AccessBank offered only slightly higher average loan sizes to new clients than the
general study (AZN 1 500 vs. AZN 1 100), long-term clients received substantially larger loans (AZN
3 400 vs. AZN 2 000). Despite this, a higher percentage of AccessBank clients reported paying their
loans with business income than those in the general study (80% vs. 71%).

The result of the financing is that the average household income of AccessBank’s long-term clients
was 90% higher than for new clients (AZN 3 800 compared to AZN 2 025) and business income was
120% higher (AZN 12 397 compared to AZN 5 629). The higher income levels also filtered through
to higher spending on education, savings and other ‘quality-of-life’ areas. These figures were higher

for AccessBank clients than for clients of the sector as a whole. The study concluded that these dif-

ferences demonstrate the significant positive impact AccessBank’s financing activity is having on the
development of Azerbaijan’s micro and small entrepreneurs. (Full report available on our website).

While competition in the banking and microfinance sector is intensifying, the effective provision of finan-
cial services to AccessBank’s target client groups by other banks remains limited. At the same time, with
respect to non-bank MFIs, AccessBank’s advantage is that it is able to provide clients with a full range of
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financial services, in addition to basic financing. AccessBank maintains its market leading position in micro

and small business financing by delivering its services with maximum efficiency and transparency and
saving clients’ time and money. Competition is having minimal impact on AccessBank’s growth and, over
the last two years, AccessBank has seen demand for its services increase as many banks and institutions
restrict their lending activities in the face of liquidity and risk management difficulties.

FINANCIAL RESULTS

AccessBank’s total assets increased by 55% in 2009, ending the year at USD 375 million compared with
USD 242 million at 2008-end. The growth was financed through a combination of increased customer de-
posits (up 210% to USD 82 million from USD 55 million at 2008-end), retained earnings (USD 25 million)
and increased borrowing (up 30% to 219 million from USD 168 million at 2008-end). Capital adequacy re-
mained extremely strong, ending the year at 26% for Total Capital Adequacy and 21% for Tier 1 — or more
than twice the Central Bank regulatory norm of 12% and 6% respectively.

Post-tax profit for 2009 reached USD 25 million, compared to USD 13 million in 2008. The improved
profitability was driven by continued growth in income streams, mainly through portfolio growth (up 43%
to USD 297 million from USD 208 million at 2008-end) while costs were controlled. Profitability was also
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boosted by the tax exemption on capitalised profit (see above) from which AccessBank benefited as all
2009 profit was capitalised. Good cost-control was reflected in the Expense / Income ratio, which ended
the year at 58%, the same level as in 2008. A slight decrease in Financial Income to 33.1%, from 33.8%
in 2008, was balanced by a reduction in the net Financial Expense to 8.5% from 9.1% in 2008, resulting in
portfolio yield remaining nearly unchanged at 24.6%, compared with 24.7% in 2008.

CLIENTS BENEFIT FROM ACCESSBANK’S PROFITABILITY

As AccessBank scaled up and improved its efficiency, the business of the bank began to generate
profit. To date, the shareholders have reinvested all profit into growing the business, facilitating the
rapid expansion of the bank. As a result, 18 times as many businesses were receiving financing from
AccessBank in January 2010 compared to four years earlier, in January 2006. Just as significantly,
the profitability of the bank facilitated a dramatic increase in lending in AZN, the local currency, remo-

ving currency risk for tens of thousands of AccessBank’s borrowers. As the equity of the bank is de-

nominated in AZN, this forms one of AccessBank’s main AZN resources. As retained earnings are fed
into the equity of the bank, AccessBank’s AZN resources also increase. At 2009-end, AccessBank
was able to provide AZN denominated loans to 58,000 business borrowers (74% of the total), com-
pared to 4 300 at 2006-end (33% of the total). AccessBank’s AZN portfolio increased to the equiva-
lent of USD 85 million at 2009-end (31% of the business portfolio), from USD 4.5 million at 2006-end
(10% of the business portfolio).

LOAN PORTFOLIO DEVELOPMENT

AccessBank’s total outstanding loan portfolio increased 43% in 2009, well above the 17% portfolio growth
posted by the banking sector as a whole, reaching USD 297 million, from USD 208 million at 2008-end. A
total of 104 000 loans for USD 363 million were disbursed in 2009 (up from 76 000 loans for USD 269 mil-
lion in 2008), with an average loan size of USD 3 494 (down slightly from USD 3 534 in 2008). By the end
of the year, the total disbursals at AccessBank had exceeded USD 900 million and 275 000 loans. Portfolio
quality remained excellent, with Portfolio at Risk > 30 days (measured as the full principal amount of all
loans with any payments overdue for more than 30 days as a percentage of the total portfolio) at 0.85%,
compared with 0.56% the previous year. This increase comes as a function of two factors: first, AccessBank
writes off very few loans, with the write-off of USD 223 000 in Q1 of 2009 being the first since 2006 and in-
cluding no write-offs of SME loans, meaning that many of the loans in arrears have been accumulating over
several years; and second, as the economy cools, some businesses are experiencing difficulties. Portfolio
growth was highest in the Micro Loan segment as management responded to the changes in the economic
environment by adopting a more conservative approach in SME and Retail lending (see below).
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OUR CLIENTS

A FLOCK OF HIS OWN

Adil Imanov started his working life as a shepherd on the local collective farm in Imishli. When the Soviet
Union collapsed in 1991, he seized the opportunity to buy 120 sheep from the farm to start his own flock.
Over the years, his flock grew, but without access to financing the growth was slow. In 2009 with a USD
20 000 Agro loan from AccessBank, Mr Imanov was able to increase his flock to 600, boosting both his
income and that of the three shepherds he now employs.

Development of Total Loan Portfolio 2008-2009
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BUSINESS BANKING

Portfolio Development - The outstanding business loan portfolio increased by 44% in 2009 to end the
year at USD 276 million (78 000 loans to 76 000 clients), compared to USD 191 million at 2008-end. In
total, 82 000 loans for USD 338 million were disbursed in 2009, increases of 56% and 38% respectively

over 2008. The average size for all business loans was USD 4 130, with 50% of all business loans being
disbursed to first-time AccessBank clients. For many of these clients, the loans constituted their first from
a financial institution.

The most significant growth was posted in the Micro Loan segment, ranging in amount from USD 100 to
USD 10 000, with the outstanding portfolio increasing by 62% during the year to USD 142 million (74 000
loans). The segment continued to dominate both in terms of numbers of loans — 95% of all business loans
were below USD 10 000 and 85% were below USD 5 000 — and in terms of amount, accounting for over
51% of the total business portfolio. A total of 79 000 Micro Loans for USD 217 million were disbursed in
2009 (average loan size USD 2 737), exceeding the total disbursed to SME clients in 2009 two-fold (see be-
low), demonstrating AccessBank’s focus on the Micro segment. The strength of AccessBank’s risk manage-
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ment is reflected by the exceptionally low Portfolio at Risk > 30 days rate for the Micro Portfolio, which stood
at 0.4%. Risk for both the bank and clients was also reduced by a continuing increase in the proportion of
loans disbursed in local currency, with 62 586 of the 79 000 (76%) Micro Loans disbursed in 2009 disbursed
in AZN, compared with 34 000 (64% of the total) in 2008 (see box text above). AccessBank’s constant com-
mitment to increasing efficiency is demonstrated by the continuing growth in the average portfolio per loan
officer. At 2009-end, this stood at USD 556 000, or 53% higher than at 2008-end when the figure was USD
364 000.

As a further commitment to efficiency, and in order to meet client demand, AccessBank extended its Micro
Loan methodology to the USD 10 001-USD 20 000 segment and differentiated this as a separate product
in 2008. This simplified the lending process for these loans, making it quicker for both clients and staff. At
the start of 2009 this product was given the name Trust Loans. In 2009, 853 Trust Loans for USD 14 million
were disbursed and at year-end the outstanding portfolio was 1 084 loans for USD 13 million, 89% higher
than at 2008-end.

The SME portfolio (loans over USD 20 000) grew by 26% in 2009 to USD 122 million with a total of 1 733
loans for USD 107 million disbursed during the year (average loan size of USD 61 761). The SME Portfolio
at Risk > 30 days increased during the year from 0.8% to 1.4%, in part because the bank has yet to write
off any SME loans and overdues have accumulated over time, as well as because of the general eco-
nomic slowdown. Despite the increase, this rate remains excellent and maintaining portfolio quality remains
management’s priority.

Breakdown of Outstanding Business Portfolio
by Loan Amount at Disbursement as of 31 Dec 2009
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The diversification of AccessBank’s loan portfolio across economic sectors continued to improve in 2009.
Reflecting the structure of the private sector economy and microfinance, wholesale and retail trade con-
tinued to claim the largest share, with 59.4% of the outstanding business loan portfolio at year-end, followed
by services (15.8%) and agriculture (12.3%). Despite the high figure for trade, this was down from 66% at
2008-end and 73% at 2006-end. The portfolio in this sector is also highly diversified across a wide range
of both wholesale and retail trade activities. The decrease in the proportion of the portfolio accounted for
by trade was absorbed by the agriculture sector, which recorded the largest increase in 2009, growing from
6.5% at 2008-end and from 1.2% at 2006-end. The statistics are even more impressive in terms of numbers
of loans, with 28% of the portfolio accounted for by agriculture (up from 17% at 2008-end and 5% at
2006-end) reflecting the smaller average loan size in this sector.

The growth of the agricultural sector in AccessBank’s portfolio is a direct result of the success of the Agro
Loan product introduced in 2007. In AccessBank’s regional branches, up to half of all business loans are
now disbursed under this product. By year-end the outstanding Agro Loan portfolio (included in the Micro
Loan portfolio) reached USD 38 million from USD 14 million at the end of 2008 (with an average loan dis-
bursal of only USD 2 194). Quality remains excellent with Portfolio At Risk > 30 days of 0.28%. The total
portfolio for the Agro Loan product is higher than that reported specifically for the primary agricultural sector
above, as the Agro Loan product is also used for financing agriculture-related services and businesses that
have seasonal income flows (e.g. clients selling seed and fertilizers or veterinary services, which are clas-

sified under the trade and services sectors respectively).

—— Breakdown of Outstanding Business Portfolio by Sector as of 31 Dec 2009 ——
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OUR CLIENTS
: ’-‘?r‘- i 3 -"jl'!"""' FROM HOBBY TO THRIVING BUSINESS
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\ {"‘: - *1 Ashraf Habibov has cultivated decorative plants for over

20 years in the southern town of Astara. This began as
a hobby to supplement his income as a mathematics
teacher at a local school. But after 30 years in the class-
room Mr Habibov retired and devoted himself to his
plants.

However, his low income meant he had little spare
cash to repair damage caused by the region’s powerful
thunderstorms or to invest in expanding the business.
- . Over the last three years, Mr Habibov has taken three
/ ' . - | AccessBank loans of AZN 2 000 — 4 000 which have al-
i e lowed him to purchase more seedlings, expand his flower

e b g :
S v & F g beds, improve his irrigation system and promptly repair
his greenhouse. He has earned a good reputation and

. . l..‘ 27 o - f..‘ v
e (qrb =¥ n | today Mr Habibov takes orders from across the country.

Corporate Services - As AccessBank’s clients develop, their financial services needs are also becoming
more sophisticated. The Corporate Services Department was created to meet this demand and the Head
Office unit supports branch staff in delivering specialised products to clients, such as managing company
payrolls through AccessBank under Salary Projects (see below) and Trade Finance Operations. The de-
partment also endeavours to attract and serve larger Azerbaijani and foreign companies and organisations
that require banking services but are not necessarily seeking financing. The current account and deposit
balances of such organisations, and their employees, help the bank meet its strategic objective of expand-
ing and diversifying AccessBank’s funding base for core, micro and small business lending activities.

RETAIL BANKING AND OPERATIONS

Having developed a range of core products in 2006 and 2007, AccessBank is now focused on deepening its
client base and growing business volumes. This includes extensive staff training and increased marketing
and client outreach programs within the community.

Deposits and Current Accounts — The growth of deposit and current account volume in 2009 was
exceptional, increasing 210% compared to sector-wide growth of only 4% during the year, which attests to

the strengthening of AccessBank’s reputation in Azerbaijan. Total current accounts and deposits closed the
year at USD 82 million (115 000 accounts), compared with USD 26 million at 2008-end (28 000 accounts).




The USD 56 million growth in deposits financed over 60% of the portfolio growth, and the proportion of

deposits to Total Assets and to Loan Portfolio doubled to 23% and 28% respectively in 2009 (from 11% and
13% at 2008-end).

Account Turnover — Account turnover increased 85% in 2009 despite businesses’ continued preference
for informal transfer systems that bypass both tax authorities and legal restrictions on international pay-
ment transfers. Non-cash turnover increased by 84% to USD 175 million in 2009, from USD 95 million in
2008, while cash turnover increased by 63% to USD 497 million in 2009, from USD 306 million in 2008. In
developing this business, AccessBank focuses on providing excellent customer service and offering clients
transfers through the HOEKS Azerbaijani inter-bank clearing system, SWIFT for international transfers, and
access to the bank’s network of correspondent accounts.

Money Transfer Systems — International remittances from family members working abroad are a vital
source of revenue for many low-income Azerbaijani families. To serve this market, AccessBank offers
clients a range of leading international money transfer systems for account and non-account holders, in-
cluding Western Union, CoinStar (formerly Travelex), Bistraya Pochta, PrivatMoney, Migom and Contact —
the last four being oriented to the CIS where the majority of Azerbaijani migrant workers seek employment.
The total number of transactions via these systems grew by 38% to 30 225 in 2009, while the total amount
transferred contracted by 3% to USD 18 million. The decrease occurred as devaluations in Russia and
Ukraine, where the majority of Azerbaijani migrant workers are employed, reduced their dollar incomes and
the amounts they had available to remit. Indeed, money transfers dropped 20% in volume during the year
for Azerbaijan as a whole, showing that AccessBank again expanded its market share.

Development of Deposit Accounts in 2008-2009
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Visa Cards — In 2009, AccessBank focused on increasing its client base for the bank’s Visa-branded plastic

cards, especially under Salary Projects, after developing a wide range of products and features in 2007 and
2008. Features of the AccessBank Visa Cards include a ‘multi-currency’ option, meaning that the cards
can be linked to AZN, USD and EUR accounts allowing the user to make purchases in any of the three cur-
rencies, both in Azerbaijan or abroad, without incurring any currency conversion fees or commissions — a
first for Azerbaijan. Other features include card-to-card transfers and payment for mobile-phone services
and utilities through ATMs. One of the strategic aims in introducing the Visa debit cards was to encourage
clients to use their current accounts and keep excess cash on deposit in AccessBank. With the launch
of Salary Projects with the bank’s SME clients in 2007, and the growth of this service since, AccessBank
has further encouraged the use of current accounts by SME, corporate clients and their employees. Un-
der the project, employers pay their employees’ salaries through AccessBank and AccessBank issues
the employees plastic debit cards with which the employees can access their salary accounts at either
AccessBank branches or its ATMs. In addition to increasing current account balances and turnover, Salary
Projects also helps strengthen the relationship with SME and corporate clients. In 2009 AccessBank also
attracted several educational institutions which now pay their monthly student scholarships through Salary
Projects. This helped to increase the total number of individuals enrolled in Salary Projects from 1 500 at
2008-end to 7 500 by 2009-end (through 96 Salary Projects). The total number of debit cards increased by
157% in 2009 to 15 070 from 5 854 a year earlier. The total value of transactions in 2009 increased more
slowly — 59% to USD 26 million — primarily due to the low values of transactions on student scholarship
cards. While growth in 2009 was strong, AccessBank still considers this aspect of the business to be in the
early stages of development.

Retail Lending — AccessBank is developing retail lending in pursuit of three strategic objectives: first, to
extend access to financing to low and middle income households; second, to help AccessBank develop a
retail client base — a market where AccessBank was relatively unknown and which is essential for attrac-



ting deposits; and third, to strengthen links with SME and corporate clients through expanding the range of

services provided by AccessBank. The first retail loan product — Partner Loans — was introduced in 2006 to
help families finance the acquisition of core household goods as well as to provide a service to the bank’s
SME clients. Under the Partner Loan product, AccessBank teamed up with some of AccessBank’s SME
clients who are retailers of electrical goods, household appliances and furniture. The retailers direct their
customers to AccessBank to finance purchases from the retailers and, in some cases, the retailers also
provide an additional guarantee for the loans. The programme also provides loans to the retailers’ staff,
similarly guaranteed by the retailers. This was followed in 2007 by Auto Loans to finance the purchase of
vehicles and in 2009 by Cash Loans to individuals in specific, selected, stable professions (initially only
doctors and teachers) and Deposit Loans — or loans secured by deposits — that allow clients to obtain short-
term financing without having to break their long-term deposits.

Because of the economic cooling in 2009, management exerted extreme caution in Retail lending and
the Retail portfolio finished the year at USD 14.4 million (22 000 loans). While this was 18% higher than
at 2008-end when it finished at USD 12.2 million (23 000 loans), this was still down from the peak of USD
15.3 million (26 000 loans) reached in July 2008. As a percentage of the total portfolio, Retail loans ac-
counted for only 4.8% at 2009-end, compared with 10% at 2007-end. Partner Loans continue to account
for the largest proportion of the Retail Portfolio at 53%, followed by Cash Loans — 38%, Auto Loans —
6.4% and Deposit Loans — 2.4%.

AccessBank is committed to developing retail lending responsibly to ensure that clients are not over-
burdened with debt. Management has actively restrained the growth of this business by strictly limiting
the number of retail partners with which it works, developing restrictive retail loan products and observing
stringent limits on debt-to-income ratios of loan applicants. The clearest proof of AccessBank’s responsible
lending is the very low arrears rate with the PAR > 30 days rate standing at 1.4% at year-end.

Retail Credit Development (Outstanding Portfolio) in 2008-2009
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OUR CLIENTS

BAKING FOR MASALLI

Ramin Mammadaliyev’'s home region of
Masalli has a strong tradition of baking
bread in ‘tandir’, or clay-ovens. He soon
realized, however, that baking was con-
fined to single-oven cottage bakeries
which were inefficient and could not meet
demand. Mr Mammadaliyev brought in
his mother’'s knowledge of baking to start
a larger-scale bakery with several ovens
and employees, making bread and a local
speciality, ‘levengi’ roast chicken or chicken
stuffed with walnuts. Over the years, his
business expanded to eight ovens and
nine employees, but productivity was still
limited by the weather as five of the ovens
were outdoors and there was no drainage.
With a USD 20 000 loan from AccessBank
in 2009, Mr Mammadaliyev improved
drainage and enclosed the outdoor ovens,
weather-proofing his operation. This has
also allowed him to increase employee
salaries by 30% and to start saving for the

further expansion of the business.

Marketing — In 2009, AccessBank’s multi-media marketing campaigns focused on promoting the con-
tinued availability of business loans, despite the crisis, to reinforce AccessBank’s reputation of reliability.
While this was the first time AccessBank had focused a marketing campaign on loans, it also proved to
be the most successful ‘deposit’ campaign — helping to instil confidence in the bank among the public and
attract deposits. Other marketing activities extended from localised promotions for new branch openings
and community outreach events to a cross-over marketing and Corporate Social Responsibility project —

sponsoring a series of three classical concerts at the Baku Philharmonic: one for mothers and babies, one

for institutionalised youth and one as a showcase for young musicians. The marketing department is also
heavily involved in AccessBank’s Call Centre, which by year-end was fielding 1 000 calls per day about
bank services.
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REFINANCING

In 2009, AccessBank funded the majority of the USD 89 million portfolio growth through growth in de-
posits and retained earnings, which totalled USD 81 million and reduced AccessBank’s need for external
refinancing. The bank received a total of USD 65 million in new refinancing in 2009 and rolled-over a further
USD 5 million in funding, or significantly less than the USD 81 million the bank received in 2008. Total bor-
rowings increased by USD 49 million to USD 219 million from USD 170 million at the end of 2008. Notable
transactions during the year included: the drawing down of AccessBank’s first syndicated loan (USD 28
million, arranged by EBRD); a new USD 15 million loan from IFC; the roll-over of a USD 5 million loan with
an increase of an additional USD 2 million, both denominated in AZN, from DWM / SNS Microfinance Fund;
and the signing of an AZN denominated loan from EBRD for USD 10 million (with disbursal scheduled for
2010). Other funding was provided by KfW (USD 10 million under a loan concluded in 2008), DWM / SNS
Microfinance Fund (USD 5 million) and Triodos (USD 5 million).

AccessBank’s easy access to refinancing was further strengthened by the reconfirmation of the BB+
Long-Term Issuer Default Rating by Fitch Ratings, the highest rating for any private Azerbaijani bank and
matching the country ceiling.

INFRASTRUCTURE

In 2009, AccessBank opened three new branches: one in Baku and two in the regions, in Jalilabad and
Salyan. AccessBank now serves 12 main cities and towns of Azerbaijan with a total of 23 branches. This
brings AccessBank close to its goal of providing nationwide coverage. Two existing branches were relo-
cated to new premises: Ganja to larger premises as the business had outgrown the previous location and
the Airport branch to a new location in Badamdar in line with the relocation of the wholesale markets. Two
branches, Sheki and Lenkoran, were doubled in size to accommodate the growth of the business and ad-
ditional office space was obtained for the Head Office.

During the year, AccessBank also invested significant resources into upgrading communication links to all
branches, laying a fibre-optic cable to the Head Office server and creating an off-site back-up Disaster Re-
covery Computing Centre. To reduce IT-risk, the bank uses only fully-licensed software in all its operations.

RISK MANAGEMENT

The strength of AccessBank’s risk management is demonstrated by the excellent portfolio quality. Neverthe-
less, management is not complacent, recognising that as economic growth slows and the bank increases
in scale, risks are also increasing. Strengthening risk management and controls remains a continual and
constant process. Credit risk management, the major risk for AccessBank, was strengthened significantly in
2005 with the creation of a Head Office credit management unit to oversee business lending (now including
a Director of Business Banking and separate heads for Micro, SME, Corporate Services, Back Office and
Training) and relieving Senior Loan Officers of direct lending duties, allowing them to concentrate fully on

the management, control, training and supervision of loan officers in the branch.
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A PASSION FOR WOOD-CARVING

Vusal Khaligov, who works as an air traffic controller at the

local airport in Lenkoran, has a passion for wood carving.

e

He supplements his income by carving traditional acces-
sories for weddings and souvenirs and takes orders from
individuals and shops in Lenkoran and Baku. However,
high quality products with fine detail require high qual-

ity materials — without spare cash Mr Khaligov often had
to purchase materials for each individual order, which
meant he took longer to complete orders and lost cus-
tomers. With the help of AccessBank, Mr Khaligov took
loans of AZN 2 000 and USD 3 000 in 2007 and 2009
respectively to purchase materials in bulk and expand his
stock. This has helped him to meet orders quickly and to

increase his margins. Now he is saving to open his own

shop so that he can sell his craftwork directly.

This structure was consolidated in 2006 and 2007 with branch level Heads of SME and as the staff be-
came more experienced in their new positions. Similar to Credit, Head Office functions were also created in
2006 to manage the risk of the Retail and Operations business. This now includes Departmental Heads for
Banking Services, Retail Lending, Methodology and Development and Payment Cards.

This matrix control structure of hierarchical subordination to the branch manager, with technical supervision
by Head Office business managers, has proven to be not only efficient, but also effective in ensuring that
policies and procedures are adhered to and risk is well managed.

In 2008, Risk Management was strengthened by the creation of Risk, ALCO and IT committees, reporting
quarterly to the Supervisory Board, and the formation of a Risk Management Department — initially respon-
sible for reviewing all new loans for exposures over USD 100 000, adding another layer of independent
review, and for strategic monitoring and analysis of risk. In 2009, the Risk Management Department was
further strengthened with the addition of four staff to increase monitoring of both sectoral risks and risk
across the bank, to review Micro and SME analyses and to investigate customer complaints.

With the increase in non-credit operations, anti-money laundering and anti-terrorist financing procedures
become even more important. AccessBank has adopted detailed procedures for managing both issues,
which are centred on a strict KYC (Know Your Client) policy and which serve to protect the citizens and laws

of Azerbaijan.The procedures have been prepared in accordance with FATF (Financial Action Task Force)

and other international recommendations.
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AccessBank’s business success is reliant on the bank’s IT systems for day-to-day operations and manage-
ment information. All branches are connected online, and all business is fully integrated in a central data-
base. This provides management with instant up-to-date information on all activities, available at any time
at their desk-top PCs, contributing to management’s control capacities and risk management.

The efficacy of the control mechanisms and Risk Management in AccessBank is subject to constant review
by the Internal Audit Function. By 2009-end, the Audit Department numbered ten full-time staff who audited
each branch and Head Office department twice per year. The work of the department is led and supported
by the Audit Committee which reports directly to both the Supervisory Board and the General Assembly of
Shareholders.

The technical development of Risk Management in the bank is also supported by business specialists in
Berlin, from LFS, at the AccessHolding level.

OUTLOOK

The cooling of the economy in 2009 impacted the Azerbaijan Banking Sector as a whole and increased
risk. However, AccessBank and its staff rose to the challenge and the bank continued its rapid growth, in-
creasing outreach and improving efficiency, while successfully managing risk and remaining true to its core
mission of serving micro and small businesses and low and middle income households. It is anticipated that
the economic environment in 2010 will be more stable but will also mark the beginning of more tempered
growth for the country.

Although competition in the sector has intensified in recent years, AccessBank remains the only bank
focused on serving the needs of Azerbaijan’s low and middle income households and micro and small
businesses. As such, it remains the only bank with both the dedicated products to serve these market
segments and the proven technology and staff expertise to manage the risk associated with this market.
AccessBank’s advantage over other microfinance institutions is that, as a bank operating with a full banking

licence, AccessBank is able to offer a complete range of financial services to clients.

As the economy matures during 2010, management expects AccessBank to do the same. This maturation
will result in lower growth rates in the loan portfolio and branch network, as focus will be on deepening
penetration rather than broadening it. AccessBank will also continue to increase resources allocated to
the control and management of risk, as decreased money supply growth (lower GDP growth and lower
inflation) will challenge many businesses.

AccessBank enters 2010 in a robust position with high capital adequacy and liquidity, excellent portfolio
quality and strong deposit growth and refinancing partners. AccessBank’s reputation in the Azerbaijani
market has also risen dramatically as it demonstrated the true strength and stability of the bank through the
challenges of 2009. The management team and staff have proven their expertise and ability to deal with
new challenges and management is confident that, together with the shareholders, AccessBank will suc-
cessfully face the challenges that 2010 will bring and continue to be Azerbaijan’s reliable banking partner.
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ORGANISATION AND STAFF

AccessBank’s professionally trained and highly motivated team is the foundation for the success of
AccessBank. The bank takes pride in the transparent and equal-opportunity staff selection and promotion
process. The bank recruits primarily university graduates, valuing integrity and motivation over previous
banking experience. Professional and banking skills are taught to new staff through extensive training,
most of which is conducted through in-house seminars and on the job. The rapid growth of the bank offers
dynamic career opportunities. Management positions that were initially held by foreign managers have now
been filled by local candidates from within the institution, with only the General Manager position still filled
by an expatriate. As a result, AccessBank can rely on a team of experienced, tested, confident and loyal
employees who are willing to work and think independently.

The highest decision-making body in AccessBank is the General Assembly of Shareholders, which met
three times in 2009. The General Assembly appoints the five members of the Supervisory Board, which
meets quarterly to oversee the work of the bank and its management. In 2009, the Supervisory Board
consisted of Mr Michael Jainzik, Chairman; Mr Syed Aftab Ahmed; Mr Orhan Aytemiz; Mr Thomas Engel-
hardt and Ms Oksana Pak, who was replaced by Ms Victoria Miles at the beginning of 2010. While the
membership of the Supervisory Board has changed over the years, four of the five board members have
been involved with AccessBank since its inception in their respective institutions in different capacities.
AccessBank thus benefits from having a strong Supervisory Board that has a deep understanding of the
bank, the region and microfinance.

Day-to-day business is directed by the five-member Management Board, chaired by Dr Andrew Pos-
pielovsky who has overall responsibility for the management of the bank. The branch managers and com-
pliance officer, as well as the Legal and Human Resources departments, report directly to him. Shakir
Ragimov, Business Banking Director since 2008, is responsible for the Micro Loans, SME Loans, Credit
Back Office, Risk Management and Corporate Services departments. Mr Anar Gasanov, Retail and Opera-
tions Director since 2007, is responsible for Banking Services, Retail Lending, Plastic Cards, Cashiers,
Marketing, Methodology and Development and the Call Centre. Mr Rufat Ismailov, Infrastructure Director
since 2006, is responsible for the Branch Network, Procurement and Facilities, the Secretariat, Security, IT
and the Archive Department. And Elshan Hajiyev, the Finance Director since the opening of the bank, is in
charge of Accounting, Financial Control and the Treasury Department.

AccessBank has a matrix management structure, in which technical supervision by Head Office depart-
ments complements a hierarchical structure where staff in branches report to their respective branch man-
agers. Business managers for Micro, SME and Retail Lending, Credit Back Office, Banking Services, Plas-
tic Cards and Cashiers oversee their respective activities throughout the branch network, providing branch
managers and staff with invaluable support and guidance.

The Audit Committee is appointed by the General Assembly of Shareholders and controls the work of
the Internal Audit Department. It consists of three members: Christopher Falco, Chairman, Ms Alexandra
Weichesmiller and Mr Sohrab Farhadov. The internal auditors conduct frequent and independent checks
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of all business throughout the branch network. Moreover, internal auditors and the Audit Committee advise
the management on policies, procedures and the general control environment.

In 2008, ALCO, IT and Risk Committees were created to strengthen risk management. These committees
are appointed by, and report directly to, the Supervisory Board.

Organisation Chart as of December 2009
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SOCIAL, ENVIRONMENTAL AND ETHICAL CORPORATE
RESPONSIBILITY

Adherence to high ethical standards and responsible banking has been at the core of AccessBank’s corpo-
rate culture since its inception and social corporate responsibility permeates all aspects of the bank’s work
— starting with the treatment of staff, extending to relations with clients and including responsibilities to local
communities, authorities, shareholders and refinancing partners.

In 2008, AccessBank formalised its commitment by joining the UN Global Compact. The Compact specifies
adherence to principles within four core areas: human rights, environmental protection, labour rights and
anti-corruption — basic principles pursued by AccessBank since its inception. This was further strengthened
in 2009 when AccessBank joined the International Campaign for Client Protection hosted by the Center
for Financial Inclusion, which advocates avoidance of over-indebtedness, transparent pricing, appropriate
collection practices, ethical staff behaviour, mechanisms to redress grievances and privacy of client data.
AccessBank was the first bank in Azerbaijan to join the Global Compact and the Campaign for Client Pro-
tection.

AccessBank, sharing the Global Compact’'s commitment to labour protection, is committed to fair and equal
opportunity recruitment, treatment, and promotion of staff, irrespective of gender, race, nationality or reli-
gion. This is set out within the staff and gender policies and within the Global Compact and includes a code
of conduct providing guidance to staff on professional behaviour. AccessBank leads the sector with the
provision of staff training and provides additional private health insurance as well as highly competitive re-
muneration. Further to the goals of the Global Compact, AccessBank has been taking proactive measures
to encourage women to pursue careers in what are generally perceived in Azerbaijan as ‘male’ positions
within the bank.

The transparent, clean and un-bureaucratic financial services provided to AccessBank’s clients meet the
anti-corruption standards of the Global Compact and Campaign for Client Protection while also serving as
a trademark of AccessBank. Further to the commitment to transparency, AccessBank was the lead bank in
Azerbaijan in the Price Transparency Initiative organised by Micro Finance Transparency. The initiative col-
lects and verifies actual loan cost information from microfinance organizations and publishes comparable
effective interest rates of these institutions.

The Global Compact calls for a commitment to human rights, which AccessBank implements both through
its treatment of staff and clients and through its responsible pursuit of its business activities. The bank de-
votes great care to ensure that the loans provided make a positive contribution to both the client and the
community. There are many business activities that AccessBank will not finance, as management considers
them to be detrimental to the community. Responsible lending, both in retail and business, also means en-

suring clients are not burdened with debt they may not be able to afford. The commitment to this principle is



Ky Annual Report 2009 / AccessBank, Azerbaijan

Charitable concert in State Philharmonic Hall Blood-donor day for thalassemic children

for institutionalised children

Gardening day Training for disabled

demonstrated by the bank’s exceptionally low arrears rates. Additionally, AccessBank helps people in Azer-
baijan with one of the most universal human rights — freedom from poverty (see page 12, AccessBank’s
Positive Impact on clients) — providing opportunities for business and professional development.

Expanding on the responsibilities to local communities and authorities, AccessBank has become one of the

leading agencies for the creation of professional employment opportunities, especially in the regions. The
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bank is also committed to meeting all its tax and social insurance obligations and is now one of the leading
tax contributors in the Azerbaijani financial sector, contributing AZN 6.9 million (USD 8.6 million) in taxes
and social insurance payments in 2009 (including employee income taxes).

Additionally, AccessBank endeavours to go beyond standard duties to local communities by helping in
more innovative ways, sponsoring and supporting charitable and community projects that involve staff and
benefit and encourage the evolution of inclusive local communities (see below, AccessBank — Building
Inclusive Communities).

AccessBank strives to live up to the environmental standards laid out in the Global Compact, particularly
in the belief that the best way to protect the environment is to prevent damage in the first place. By adher-
ing to an exclusion list that prohibits loans to businesses engaged in ecologically hazardous activities,
AccessBank not only protects the eco-system of Azerbaijan, but also sets an example as a leader in the
local banking industry. This list has been prepared in accordance with the strict requirements of the bank’s
shareholders and appraisal of environmental risk is part of standard lending procedures. A summary of
AccessBank’s activities in this area is compiled in an annual Environmental Report. As a commitment to

these ideals, this report is the first from a financial institution in Azerbaijan to be printed on recycled paper.

ACCESSBANK - BUILDING INCLUSIVE COMMUNITIES

AccessBank plays an important role not only in the economic development of local communities
across Azerbaijan. AccessBank also supports, sponsors and encourages staff to become involved
in charitable and community projects that both benefit and promote the evolution of inclusive local
communities.

Examples of such projects in 2009 include: sponsoring the Girls Leading Our World (GLOW) sum-
mer camp for schoolgirls from the regions of Azerbaijan, which involved one of AccessBank’s female
managers; hosting an environmental summer school and making presentations there, including dis-
cussions on the impact of the economy on the environment; supporting a photography competition
and exhibition promoting environmental awareness organised by Green Bikers, a local youth en-

vironmental NGO; planting of trees and shrubs to revitalize urban areas; providing concerts at the

Baku Philharmonic with proceeds going to the education and life-skills training of local, institutional-
ised young people; organisation of work-skills training for physically disabled people, culminating in
employment of suitable candidates within the bank; entrepreneurial training for people in the regions
of Azerbaijan; and the organisation of parties at homes for institutionalised children and the disabled
to bring staff and the disadvantaged closer together and encourage the development of a more in-
clusive society. Staff also collected clothing and funds to support the homes.
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INDEPENDENT AUDITOR'S REPORT

To the Management Board and Sharehclders of the AccessBank Closed Joint Siock Company (CJSC):

We have audited the accompanying financial statements of the AccessBank CJSC (the “Bank”) which
comprise the statement of financial position as at 31 December 2008 and the related statement of

fve income, statement of changes in equity and statement of cash fiows for the year then
ended and & summary of gignificant accounting polickes and other explanatory nobes,

Management’s Responsibiliy

Managament is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaning inemal conirol relevant to the preparation and fair presantation of
financial statements that are free from material misstatement, whether due to fraud or emor; selecting
and applying appropriate accounting policies; and making accounting estimates that anse reasonable in
the circumstancas.

Auwdifor's Responsibiily

Oner responsibidity 5 10 express an opinion on these financial statements based on our audil. We
conducied our audit in accordance with International Standards on Auditing. Those Standards requine
thal we comply with ethecal reguirements and plan and perform the audil (o oblain reasonabls
assurance whether the financial statemeants are free from material misstalement.

An audil imolves performing procedunes to oblain audit evidence about the amounts and disclosures in
the financial stalements, The procddures selected depend on the audilors judgment, including the
assessment of the risks of material misstatement of the financial staternents, whether due to fraud or
error. In making those risk assessments, the audilor considers. internal control relevant 1o the enlily's
presparation and fair presentation of the financial statements in order to design awdit proceduras that are
appropriate in the circumstances, but nol for the purpose of expressing an opinkon on the effectivenass
of the anlity's internal contral. An auwdit also includes evaluating the appropriateness of scoounting
policies used and the neasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial stalements.

We believe that the audd evidence we have obtained i sufficient and appropriabe to provide a basis for
our audit opinion.

Opinion

Im our opinkon, the accompanying financial statements present fairly, 0 all material respecls, the
financial position of the Bank as of 31 December 2000, and ¥ financisl performance and its cash flows
for the year then anded in accordance with International Financial Reporting Standards.

%MH:E@&PM: Akt F?Lévd?ayﬁm Iy

Baku, the Republic of Azerbaijan
31 May 2010
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Stafemant of Finaneial Pagitian
Hote H Decembar 31 Decembear

In thausands of Azerbalianl Manals 2009 008
ASEETS
Cash and cash eguivalenis T 48,567 16,380
Ilmdal:ﬂﬂ' cash balances walh tha Cmirﬂﬂal'l:ﬂfﬁm‘bﬂl}m

Fepublic "CRART) 253 S
Invesimants available for sale 10 40 5,863
D from other banks 8 o828 20
Loans and advances o cusiomars L] X33 B 183 668
Investment securnities held to maturity - 125
Pm-pﬂt;r. plant and aquEpmant 11 7123 5127
Intangite assals 11 1,594 a77
Other financial assets 12 280 163
Other assels 13 wr 516
TOTAL ASSETS 300,772 153,848
LIABILITIES
Dusa to other banks 14 3,005 2z
Cusiomes accounts 15 G4, 00 21,852
Oiher borrowed Tunds 18 168,120 138,051
Currénl incoms tax liabikty 3 = 1,754
Drearmed inconms i Eabadity 23 - 12
Cther Bnancial Eablites 17 2107 T56
Qther liabilities 4 -
Subordinated debd 18 B2 8,180
TOTAL LIABILITIES 24T A48T 160,516
EQUITY
Share capial 19 20,000 20, 000
Ratained aamings 33285 13,288
TOTAL EQUITY 53,285 331,299
TOTAL LIABILITIES AND EQUNTY 300,772 183,918

Mr. Andraw Posps
Acting Chairman of the Manag

At 31 Decamber 2008, the prevailing exchange rates were USD 1= AZN 08031 and EUR 1 = AZN
1.1499 (31 Decamber 2008 USD 1 = AZN 0.8010 and EUR 1 = AZN 1.1252), rafer to Hote 3.

Th noters s ol on pages 5 bo 58 foem an integral pa of thess Bnancial stalemants. 1



AccessBank CJSC
Statement of Comprahensive Income

in Mousands of Azerhafani Manals Hote 2008 2008
Indbirea. i 20 68,198 45471
Inderes] apense 20 (18,733} [12,545)
Mat intorest income 45,465 32,926
Preveisicn ko boan imgarment o {2 500) {2,118)
Mat interest income after provision for kean impairment 45,866 30,810
Fee and commission income 21 TET 523
Fea and commission axpanss 21 (171} (200
Gaing le=s lossas from trading In foneign cumencles 8453 395
Foreign exchangs (lossy gain (52B) 2
Cither opearating ncoms 34 B
Prowision recovary | (charge) for ofhar financial assebs 12 . (54}
Administrathre and othar cperating axpensas 22 (2T BT9) (18,071)
Profit before tax 19,982 13,413
Income tax cradl | {expansa) 23 4 {2,958)
Profit for the year 18,986 10,455
Othar comprahanahie Income for tha voar -
Total comprehensive Income for the year 19,986 10,455
Earnings per shane for profit attributable to the equity

holders of the Bank, basic and diluted

(pxpressod in AZMN por shang) 24 0.5 0868

The noles sed cut on pages 5 to 56 form an integral pat of these financial stalemants,
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Statement of Changes in Eguity
in thousands of Azorbaand Manals Share capital  Retalned samings Tatal
Balance at 31 Decembear 2007 11,000 2844 13,844
Proifil Tar the year attibulable io codinary

harshold B 10,455 10,455
Shane issua S.000 - 8,000
Balance at 31 December 2008 20,000 13,2080 3% X4
Profit for the year attributable io crdinany

sharehalders - 19,586 19,885
Tetal mecognised profit for the year attibulable

o ordinary shamholders - 19,586 19,984
Balance at 31 December 2008 20,000 RS L 53,285

T""IBM:IHMMMH 5 10 56 Tomn an inlegral par of thess financial staemants.
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Statement of Cazh Flows
1 thausands of ADebaian Manals Mote 2009 2008
Cash flows from operating activites
Interast receked 67 1587 40,520
Irbsrast paid {16, 741) {10,450)
Feas arnd Sommissions recahsed TET 2,784
Feas and commissions paid [(171) {200)
Incorms recahved fram rading in foreign curmancies - a7
Char operating income recednad 32 GTR
54l costs pald {15,454} {10,233)
Administrathve and cther oparating axpanses pakl {10,052) (6567}
Imeeemne tax paid {1,755) {1,601}
Cash flows from operating activities before changes in
operating asssts and liabiliies 23,743 15,608
Med increase in mandatory cash balances wish the CRAR 42 a7
Med (increasae) [ decreasas in due from oiher banis (63T 7]
Med (increasa) [ decreasa in kbans and sdvances o Cusiomerns {71,7349) (F1.073)
Med increass) / decreass in ofher financial assabs (128) 259
Med incrsass | (decreasa) in due o olther banks 3,003 E
Mol increags | (decraase) in customer sccounts 41,534 9432
Mo increase | (decraase) in other Snancial iabilities i ] S04
Med incrpasa | (decreasa) in other liabilties 34 -
Met cash from operating activities (12,358) (44, 514)
Cash flows from investing activities
Apguision of investments avaitaba for sale 10 - (38,4.28)
Procesds on sake of wvesiments available for sale 5,945 2T 33T
hequistion of proparty and equipment 11 {2,808) {2.5400)
hoquisaon of intangibls assets 11 {1,565) (B35)
Met cash generated from | jused) in investing activities 1473 [4,568)
Cash flows from financing activities
Procesds from olfed Bodraasd funds 18 52 330 55815
of aiter bormawed Bunds (11,606) [6.725)
bssue of ordinany shanes 19 - 8,000
Het cash from financing activities 40,724 58,080
Effect of exchange rate changes on cash and cash
equivalanis is6 387
Het increase In cash and cash eguivalents ap,207 5407
Cash and cash eguivalents al the begnning of the year 16,360 £.953
Cash and cash squivalents at the end of the year 7 46,567 16,360

The nofes sed out on pages 5 to 56 Torm an integral part of these Bnancial statements,
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Notes fo the Financlal Statements = 37 Decamber 2000

1 Introduction

Thesa financial stalements have bean prépared in accordance with International Financial Reporting
Standards for the year ended 31 December 20089 for AccessBank Closed Joint Stock Compamy (the
“Bank®).

The Bank was Inconporated in the Republic of Azerbaljan on 5 September 2002 as Closed Joint Stock
Company Micro Finance Bank of Azerbaijan. The Bank is regulated by the Cenlral Bank of the Repubdic
of Azerbaijan (the "CBAR") and conducts ils business under license number 245, On & September 2008
the Bank changed it5 lagal name from CJSC Micro Finance Bank of Azerbaijan to AccessBank CUSC.

Principal . The Bank's principal business activity is commerdial and retall banking operations
within the Republic of Azerbaljan.

The Bank parlicipates in the state deposit insurance scheme, which was introduced by the Axerbaijani
Law, "Deposits of individuals insurance in Azerbaijan Republic™ dated 20 December 2006, The State
Depesit Insurance Fund guarantees full repayment of deposits of individuals in the amount up 1o AZM
30,000,

The Bank has twenty three branches within the Republic of Azerbaijan. (31 December 2008: twenty
branches within the Republic of Azerbaijan)

Registered address and place of business. The Bank's registered address is:

176 B.Safaroglu Streat,
Blaku AZ 1004,

Republic of Azerbaljan

Prasemtation currency. These financial statements are presented in thousands of Azerbaijani Manals
(“AZTN").

2 Oparating Envirenment of the Bank

The Republic of Azerbaifan. The Republic of Arerbadian displays certaln characieristics of an emenging
marked, including existence of a currency that is not freely convertible in mosl countries oulside the
Republic of Azerbajjan, restrictive curmency controls and relatively high infiation. The banking sector in the
Republic of Azerbaljan iz sensithve to adverse flectuatons in confidence and economic conditions, The
Azerbaijani economy ofcasionally expersnces falls in invesions’ confidence in the banking sactor
accompaniesd by reduchons i liquidity. Managemenl s unable o predict economic frends and
developments in the banking seclor and whal effect, if any, delerioration in the liquidity or confidence in
the Azerbaijani banking System could hawve on the financial position of the Bank. However, management
nobes thal the Bank has strong redations with refinancing pariners and has not experienced any liquidity
difficulties to date.

The tax, cumency and customs legislation within the Republic of Arerbaijan is subject to warying
internpretations, and changes, which can occur frequently. Furthermore, the need for furher developments
in the bankruptcy lews, the absence of formalised procedures for the registration and enforcement of
collaleral, and other legal and fiscal impediments confribule 1o the difficullies experenced by banks
currenily operaling in the Republic of Azerbaijan. The future economic direction of the Republic of
Azerbaijan is largely depandent upon the effectiveness of economic, financial and monetary measures
undertaken by the Government, together with tax, legal, regulatory and political developments,
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2 Operating Environment of the Bank (continwed)

Impact of the ongoing global fnancial and economic crisis. The ongaing global liquidity crisis which
commencad in the middle of 2007 has resulted in, among other things. a lower lavel of capital market
funding, at times much higher than normal interbank lending rales and lower liquidity levels across the
Azerbagani banking sector resulting in a significant reduction in the number of new loans and advances
made bo customers and higher funding costs where it remalns possible o obtain debt finance from
Imernational Instiutions or other local banks. The uncertainties in the global financial market have also
led o bank failures and bank rescues in the United States of America, Western Europe and in Russia.
Such circumstances could affect the ablity of the Bank to obtain new bormowings and re-finance its
existing bormosings at teems and conditions similar to those applied to earlier transactions. The borrowers
of the Bank may also be affected by the lower liquidity situation which could in turn imipact their ability to
repay their outstanding loans, Deteriofating operating conditions for DOMMoWETs may also have an impact
on management's cash flow forecasts and assessment of the impairment of financial and non-financial
assats. To the extent that information s available, managemen! has reflected revised estimales of
expected futura cash fiows in thedr impairment assessments.

Management |s unable to reliably estimate the effects on the Bank's financial position of any furiher
deterioration in the liquidity of the financial markeds and the increased volatility in the currency and egquity
markets, Management believes that they are taking all the necessary measures lo support the
development of the Bank's business in the current circumstances and nofes thal Bank has sirong
relations with rafinancing partners and has not experiance any liguidity difficulties to date.

3 Summary of Significant Accounting Policies

Basis of preparation. These financial statements have bean prepared in accordance with International
Financial Reporting Standards under the historical cost conwvention, as modified by initial recognition of
financial instruments at fair walue and the revaluation of certain finencial Instrements. The primcipal
accounting policies applied In the preparation of these financial statersents are set out below,
Management, being the Management Board who approved these financial statements for issue, have the
power io amend these financial statements. Any such change requires the approval of the Management
Board,

Going concern. Management prepared thesa financial stalernents on a golng concern hasis,

Financial Instruments - key measurement ferms. Depending on ther classification financial
instrumenis are carried at fair value, or amortised cost as described below,

Falr walve is the amount for which an asset could be exchanged, or a llability setiled, beteeen
knowiedgeable, willing paries in an arm's length ransaction. Fair valug is the curment bid prce for
financial assets and current asking price for financial Eabdilies which are quoded in an active market, For
assels and liabilities wilh offsefting marked risks, the Bank may use mid-marked prices as a basis for
establishing fair values for the offsetling risk positions and apply the bid or asking price to the ned open
position as appropriate. A financial instrumant is regarded as quoled in an active market i quoted prices
are readily and regulary availabde from an exchange or other institution and those prices represent actual
and regularly occurring marked transactions on an arm's length basis,

Valyation techniques such as discounied cash flow models or models based on recent anms length
fransactions of congsideration of financial data of the imestees are used to determine the fair value of
cartain financial instruments for which external marked pricing information i not availlable. Valuation
technigues may reguine assumptions nod suppored by observable market data, Disclosures are made in
these financial statements if changing any such assumplions to a reasonably possible alternative would
result in significantly different profit, income, total assels o tolal liabifies,

Cast is the amaunt of cash or cash equivalents paid or tha fair value of tha other consideration given o
acquire an asset at the time of its acguisition and includes transaction costs. Measurement at cost is only
applicable to investments in eguity instruments that do not have a quoted market price and whose fair
value cannat be rellably messuned,
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3 Summary of Significant Accounting Policies (continued)

Transachon cosfs afe intremental costs thal afe direclly atiribulable 1o the acquisilion, issue of disposal
of a financial instrument. An incremental cost is ona that would not have been incurred if the transaction
had not taken place. Transaction costs inclede fees and commissions paid o agents (including
employeas acting as selling agents), advisors, brokers and dealers, levies by regulatory agencies and
securities exchanges and transfer taxes and duthes. Transaction costs do nod include debd premiums of
discounts, financing cosls or internal administrathve or holding costs.

Amoriized cost is the amount a1 which the financial insirument was recognised al initial recognilion less
any principal repayments. plus accrued imterast, and for financial assels lass any write-down for incurrad
impaiment losses. Accreed interest includes amortisation of transaclion cosis deferred at indtial
recognition and of amy premium or discount to maturity amount using the affective inferast mathod.
Accrued inbenest income and accrued interes! expanse, including both accrued coupon and amortised
discount or premium (intluding fees deferred at origination, i any), are nol presented separately and are
included in the carmying values of related balance shest ilams,

Tha effectve inferest melhod is 8 method of allocaling inferasl incomea or inlerest axpansa over the
relevant period so &8s 1o achieve a constant perodic rate of inferest (effective interest rate) on the carmying
amount. The effective interest rate (s the rate that exacily discounts estimated fulure cash payments or
receipls (excluding fulure credit losses) throwgh the expected (e of the financial instrument oF a Shorber
pariod, if appropriale, fo the nel camying amount of the financial insirument. The effective inlerest rate
discounts cash flows of varable inberest instruments to the ned inlerest re-pricing date except for the
pramium of discount, which reflects the credif spread ovar the floating rate specified in the instrument, or
other variables thal are noi resat to market rates. Swech premiums or discounts are amortised over the
whole expected life of the instrument. The present value calculation includes all fees paid or recaived
bebween parses to the contract that are an integral part of the effective interast rate.

Initial recognition of Mnancial instruments. Trading securities, dervatives and other “financial
instruments ai fair value through proft or loss® are initially recorded at fair value. All other financial
instruments are initially recorded at fair value plus transaction costs. Fair value at initial recogmnition ks best
evidenced by the transaclion price. A gain of loss on inital recognition s only recorded il there is a
difference betwean fair value and transaction price, which can be evidenced by other obsarvable current
markel ransachions in the same ingtrement o by & valuation techmque whose inputs include only dafta
from obserdable markels

Al purchases and sales of financial assets that require delivery within the time frame established by
regulation of markel convention (“regular way” purchases and sales) are recorded at trade dale, which is
the date that the Bank commits 1o deliver a financial asset, All other purchases are recognised when the
entity becomes a party to the contraciual provisions of the instrument.

Derecognition of financial assefs. The Bank derecognises financial assels when (a) the assels are
redeamid or the nghts 1o cash flows from the assets olherwise axpered o (b) the Bank has fransfermed
tha righls to the cash flows from the financial assets or entered into a qualifying pass-through
arrangement while ([) also transferring substantially all the risks and rewards of cwnership of the assets or
{il} neither transferring nor retaining substantially all risks and rewards of cwnership but not retaining
control. Contred is retained # the counterparty does not have the practical ability to sell the assed in iis
entirely bo an unrelated thind party withoul neading to impose restriclions on the sale.

Cash and cash equivalents. Cash and cash equivalents are cash al hand and in bank accounts and
itams which are readily convertible to known amounts of cash and which are subject to an insignificant
risk of changes in value. Cash and cash equivalents include all interbank placements with original
maturities of less than three months, Restricted funds are excluded from cash and cash equivalents.
Cash and cash equivalents are carmied at amortised cost,

Mandatory cash balances with the CBAR. Mandabory cash balances in AZN and foreign curmency held
with the CBAR are carried al amorised cost and represent non-inlérest bearing mandalory regerve
deposits, which are nol available to finance the Bank's day-to-day operations, and hance ang Aot
considarad as part of cash and cash equivalents for the purposas of the statement of cash fows.
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3  Summary of Significant Accounting Policies (continued)

Due from other banks. Amounts due from other banks are recorded when the Bank advances money o
counterparty banks with no intention of trading the resulling unquoted nof-derivalive receivable due on
fiwed of determinable dates, Amounts due from other banks arg carmied al amorised cosl.

Loans and advances fo cusiomers. Loans and advances to customers are recorded when the Bank
advances money to purchase or oniginate an unguoted non-dervative recaivable from a customer due on
fiwed or determinable dates and has no intention of trading the receivable. Loans and advances o
customers are cammied al amorised cost.

Impairment of fnancial assets carmed af amortised cost. Imparment losses ane recognised in prafi
or loss whien incurred as a resull of one of more evenls (Closs events”) that occurmed afler the initial

ion of the financial assel and which have an impact on the amount or timing of the estimated
future cash flows of the financial assef or growp of financial assats that can be reliably estimated. If the
Bank determines thal no objeciive evidence exisis thal impairment was Incurmed for an individually
assessed financial assed, whedher significant or not, it includes the asset in a group of financial assets
wilh samilar credil fisk characterstics and collectively assesses them for impairment. The primary factors
that the Bank considers whether a financial assel is impaired is &5 overdue siatus and realisability of
related collateral, f any. The following other principal criteria are also used o determine that thera is
objective evidence that an impaiment loss has cocumed;

= gy instalment is overdue and the late payment cannod be attribuled {0 a delay causad by the
sattlement syslems;

- the bomower experences a significant financial difficulty as evidenced by bomower's financial
infarmation that the bank oblains;

= thi boffowes considens Bankruplcy or 3 findncidl reonganisation;

- there is adverse change in the payment siatus of the borower as a resull of changes in the
national or local economic conditions thal smpact the Bormower, oF

- the value of collateral significantly decreases as a result of deteriorating market conditions,

For the purposes of a collective evaluation of Impairment, financial assets are grouped based on similar
credil risk characleristics. Those characteristics are relevant to the estimation of future cash flows for
groups of such assets by being indicative of the debtors’ ability to pay all amounts due acoording to the
contraciual terms of the assels being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets and the esperience of management in
respect of the axtent to which amounts will become overdue as a result of past loss events and the
success of recovery of overdue amounts. Past experience is adjusted on the basis of current observable
data to reflect the effects of current conditions that did not affect past periods and 1o remove the effects of
pasl conditions that do not exist currenthy.

If the terms of a financial asset held &t amortised cost ane renegoliated or olhenwise modified because of
financial difficulties of the bormower or issuer, mpairment is measured using the original effective inlerest
rate before the modification of terms.

Impairmient losses are abways recognised through an allowance account 1o write down the asset's
carrying amount {o the present valwe of expected cash flows (which exclude futuwre credil losses that have
maf been incurred) discounted at the orginal effective interest rate of the assel, The calculation of the
present value of the estimaled fulure cash flows of a collateralised financial asset reflects the cash flows
that may resull from foreclosure less costs for oblaining and selling the collateral, whether or not
foreciosure is probable.

If, l'iﬂ subsequent pariod, the amount of the impairment koss decreases and the decrease can be related
1o an event occurring after the impairment was recognised (such as an improvement in the
dabtor’s credit rating), the previously recognised impairment boss ks reversad by adjusting the allowance

account throwgh profit or loss.

Uncollectible assets are written off against the related impaiment loss provision after all the necessary
procedures lo recover the asset have bean completed and the amount of the loss has been detarmined.
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3 Summary of Significant Accounting Policles (Continued)

Subsequent recoveries of amounts praviously written off are credited (o impairment loss account in profit
or lozs for the year.

Repossessed collateral. Repossessed collateral represents financial and non-financial assels acquied
by the Bank in settiement of overdue loans. The assets are initially recognised at fair value when acquined
and included in premisges and equipment, ofher financial assels or invenlones within olher assels
depending on their nature and the Bank's infention in respect of recovery of these assels and ane
subsequently remeasured and accounted for in accordance with the accounting policies for thesa
categories of assats.

Where repossessed collateral results in acguiring control over a business, the business comblination Is
accounted for using the purchase method of accounting with fair value of the settied loan representing the
cost of acquisition, Accounting policy for associates is applied to repossessed shares where the Bank
obtaing significant mfluence but not control. Cost of the associate is the fair value of the loan setiled by
repossessing the pledged shares.

Credit related commitments. The Bank enters into credil related commitments, incheding letters of cradit
and financial guaraniees. Financial guarantees represent imewocable assurances to make payrments in
the eveant that & customer cannot mest hisher obligations to third parties and carry the same chedil fisk a8
loans. Financial guarantess and commitments to provide a loan ane initially recognised a1 their fair value,
which is normally evidenced by the amount of fees received, This amount is amartised on a straight line
basis gwer the life of the commitment, excepd for commitments 1o onginale loans f it & probable that the
Biank will enter inlo a specific lending armangament and does nof expect 10 sell the resulting loan shorthy
after origination; such loan commitment fees are defermad and included in the cammying value of the koan
on initial recognition. At each balance sheet date, the commitments are measured at the higher of (i) the
unamortised balance of the amount at initial recogniticon and (§) the best estimate of expenditure reguired
to satte the commitment at the balance sheet date.

Imvestment securittes held to matwrity. This classification incledes guoted non-derivative financial
assets with fixed or determinable payments and fixed maturities that the Bank has both the intention and
ability to hold to maturity. Mansgemeni delermines the classification of invesiment securiies held 1o
maturity al their initial recognition and reassesses the appropriatenass of thal classification al each
balance sheet date. Imvestment securities held 1o maturily are caniied al amortised cost.

Imvesiment securities avaffable for sale. This classificaton includes investmen securities which the
Bank Intends to hold for an indefinite period of time and which may be sold in response 1o needs for
liquidity or changes in interest rates, exchange rales or eguily prices,

Investment securities available for sale are carried al fair value, Interest income on available-Tor-sale debl
gecurties is calculated using the effective inferest method and recognised in profit of loss for the year.
Dividends on avadablefor-sale equily instruments are recognised in profit of loss for the vear when the
Bank's right 1o receive payment i established and it is probable that the dividends will be collected. All
other elemants of changes in the fair value are recognised in other comprehensive income until the
investment is derecognized or impaired, al which time the cumulative gain or less B reclassified from
other comprehensive income to profit or loss for the year.

Impairmant losses are recognised in profit or koss for the year when incurred as a result of one or more
avents ("loss events”) that occurred after the inikal recognition of investment securities avalable for sale.
A significant or prolonged decline in the fair value of an equity security below its cost is an indicator that i
is impaired. The cumulative impairment loss — measwed as the difference between the acquisition cost
and the current fair value, less any impairment loss on that asset previously recognised in profit or loss =
i% reclassified from other comprebansive income 1o profif or loss for the year. Impainment losses on equity
instruments are nod reversed and any subseguent gains are recognised in other comprehensive income.
If. in a subsegquent pariad, the fair value of 3 debl instrument classified as avalable for sale increagses and
the increase can be objectively related to an event occurring after the impairment |05 was recognised in
profit or loss, the impairment loss i reversed through profit or loss for the year,

Property, Plant and Equipment. Fropery, plant and equipment are staled at cosl less accumulated
depreciation and provision for impairment, whene required.
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3 Summary of Significant Accounting Policles (continued)

Costs of minor repairs and maintenance are axpensad when incurred. Cost of replacing major parts o
components of property and equipment are capitalised and the replaced part ks retired,

Al the and of each reporting pericd management assesses whather there i any indication of impairment
of premises and equipmeni. If any such indication exists, managemeni estimates (he recoverable
amount, which is detarmined as the higher of an asset’s fair value less costs to sell and ils value in use.
The carrying amount is reduced o the recoverable amount and the impairment loss is recognised in profit
or lass for the year. An impairment loss recognised for an assed in prior years is reversed if there has
baan a changa in the estimates used to determine the assat’s valua in use o fair value less cosls o sedl,

Gains and losses on disposals determined by comparing proceeds wilh carmying amouni are recognised
in profit or loss for the year {within other operating income or expenses).

Depreciation, Land and construction in progress are not depreciated. Depreciation on ibems of property
and equipménd i calculabed using the straightdine method {o allocate their cost to their residual values
ower their estimated useful lves as follows:

Computers and communication eguipment 4 years;
Furniture, fixtures and othar 4 to 5 years;
\fehickes 4 years;
Leasehold improvements 5 years,
Cawn buildings 10 yirs

The residual value of an assed is the estimated armount thal the Bank would curmently oblain from disposal
of the assel less the estimated costs of disposal if the assel were already of the age and in the condition
expectsd al the end of its useful e, The assels’ residual values and useful lives are reviewed, and
adjusted if appropriate, at the end of sach reporting period.

Intangible assets, The Bank's intangible assets other than goodwill have definite useful life and primarily
inchude capitaliged computer softwang

Acquired computer softwane licences, patents and rademarks are capilalised on the basis of the costs
incurred 10 acquing and bring them Lo use,

Development cosis that are direclly associabed with identfiable and unigue software controlled by the
Bank are necorded as intangble assels if the inflow of incremental economic benefits excesading costs is
probable. CapRalised costs inchede staff costs of the software development team and an appropriate
portion of relevant overheads. All other cosis associated with compuler software, e.g. ks maintenance,
are axpensed when incurred. Capitalised computer software i amorised on a straight-line basis owver
expected useful life of 5 years.

Acquired compater software licences are capitalisad on the basis of the costs Incurred 1o acquire and
bring 1o use the specific software. Development cosls thal are directly associated with idenifiable and
unique software controllied by the Bank are recorded as intangible assets if the inflow of incremental
economic benefits exceading costs is probable, Capitalised costs inchude staff costs of the software
dessopment leam and an appropriate portion of relevant overhead. All other costs associated with
computer softwara, e.3. its maintenance, are expansad when incurred, Capitalized computer software s
amaortised on a straight line basis over expected usefl life of 3.5 10 5 years,

Operating leases. Where the Bank is a lessee in a lease which does not fransfer substantialy all the
risks and rewards incidental to cwnership from the lessor fo the Bank, the iolal lease payments are
changed 1o profil or loss for the vear [rental expense) on a straight-Ene basis over the period of the leasa.

Leases embedded in olher agreements are separated if (a) fulfilment of the arangement is dependant on
the use of a specific assel of assels and (b) the armangement conveys a right 1o use the assat.

10
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3 Summary of Significant Accounting Policies (eantinued)

Due to other bamks. Amounts due 1o other banks are recorded when money of olher assels ane
advanced 1o the Bank by counlerparty banks, The non-derivative kability s carmed at amorised cost, If
the Bank purchases is own cebl, it is removed from the balance sheet and the difference babween the
cammying amount of the liabiity and the consideration paid is intluded i gains or losses arsing from
retirement of debt.

Customer accounts, Customer accounts are non-derivative liabilites io individeals, state or corporate
customers and are carried at amoriised cost,

Other borrowed funds, Other borrowed funds include loans from noneresident financial institution with
fied miaturity and fixed and floating interest rates, Other borrowesd funds are carried al amontised cost.

Shareholder loans are carmied at amortised cost. Obligations o retumn secuilies bomrowed and sold o
third parties ane carmied at fair value through profit or loss.

Suwbordinated dabt Subordinated debt includes long-ferm non-derivative liabilities 1o International
financial institutions. and s carried at amortised cosi. Debt s dassified as subordinaled debd when its

nt ranks after all other creditors in case of liquidation. Subordinated debl is included in “tier 2
capital” of the Bank, for the capital adequacy caleulalion purposes,

Income taxes. Income laxes have been provided for in the financial statements in accordance with
Azerbaijani lagislation enacted or substantively enacted by the balance shest date. The ncome tax
charge comprises current tax and deferred tax and is recognised in the slatement of compeehensive
income, except if it is recognised directly in equity because it relates to transactions ithal are also
recognized, in the same or a differant period, directhy iy aquity.

Current tax is the amount expecled to be pald to or recovered from the Laxation aulhorities in respect of
tawable profits for the current and prior periods, Taxable profits are based on estimabes if financial
slatements are authorsed poor 1o filing relevant tax refurns, Taxes, ofher than on income, ane recorded
within adminigiralive and operaling expenses,

Deferred income lax & provided, using the balance shes liability methad, for tax koss carmy forsands and
temporary differences anising between the tax bases of assets and liabilities and their camying amounts
for financial répoing puiposes. |n accondance with the nilial recognition exemption, deferred taxes are
not reconded for temporary differences on initiall recognition of an asset or a liability in a transaction other
than a business combination if the transaction, when indtially recorded, affects neither accounting nos
taxable profit. Deferred tax balances are measured at lax rates enacted or substantively enacied at the
balance sheat date, which are expecied to apply to the period when the temporany differences will
reverse or the tax kss camy foreards will be wilised. Deferred tax assels for deductible temporary
diffarences and tax loss carry forwards are recorded only to the estent that it is probable that fulure
taxable profit will be avalable, against which the deductions can be ullised.

On 14 Mowvember 2008, a new Law on “Stimulation of Increasing the Capitalization of Banks, Inswrance
and Reinsurance Companies” (“the Law”) was enacted, According to the Law the profit tax rate for banks,
nsurance and rensurance companies 5 reduced o 0% for three fiscal years starting from 1 January
2008, for the porion of the profit which is transferred to share capital. Management of the Bank
considered the impact of the enactment of the Law on the Bank's deferred tax calculation, As the
Management is anticipating to transfer current year profit fo share capital in the next 3 years period
covered by the Law, the Bank will be able to utilise the benefils of this Law. Therefore, as at 31 Decembser
2009, the Bank did nof recognize deferred laxes for those temporary taxable and deductible differances,
which will bé reversed batwean 31 Decambar 2008 and 31 Decembear 2011,

1



AccessBank CJS5C
Neotes to the Financial Statements - 31 December 2009

3 Bummary of Significant Accounting Policies |continued)

Provisions for Nabilitfes and charges. Provisions for labilites and charges are non-financial liabilites of
uncerain liming of amounl Thiy are accrued when the Bank his a present legal of constructive
obligation as a result of past events, it is probable that an outfiow of resources embodying economic
benafits will be required to settla the obligation, and a reliable estimate of the amount of the obligation can
e mande.

Trade and other payables. Trade payables are accrued when the counterparty has performed is
oblegations under the contract and ane carmed at amorised cosi.

Share capital, Ondinary shanes and non-redeemable preference shares with discretionary dividends are
both classified as equity. Incremental costs directly attributable to the issue of new shares are showm in
equity 85 a deduction, net of tax, from the proceeds. Any axcess of the fair value of consideration
recehmed over the par value of shares issued ks recorded a5 share premium i eguity.

Prederence shares which camy 8 mandalory coupon or ane redesmable on a specific date or al the oplion
of the shareholder are classified a8 financial kabiities and are presented in other borrowed funds, The
dividends on these preference shares ane recognised as interesi expense on an amorsed ool basis
using the effective interest method,

DNvidends. Dividends are recorded in aquily in the period in which they are dedclared. Any dividends
declared after the end of the reporting period and before the financial siatements are authonised for issue
are disclosed in the subsequent events note. The statulory accounting repors of the Bank are the basis
for profit distribution and other appropriations.,

Income and expense recognition, Interes! incorme and expense ang recorded in the safemen] of
comprehinsiag income for all debl mebruments on an accrual basis using the effective inlerast method,
This method defers, as par of intérest income or expenss, all fess paid or recehved betwesn the parties
b the contract that are an integral part of the effectve interest rate, transaction costs and all other
premiums or discounts.

Fees integral 1o the effective interest rate include origination fees receed or paid by the entity relating o
the creation or acguisition of & financial asset or issuance of & financial labdity, for example fees for
evaluating credibvorthiness, evaluating and recording guaraniees or collateral, negotiating the terms of
the Instrument and for processing transaction documents. Commitment fees received by the Bank io
originale hsans &l market interest rates ane Integral to the efecthee Interest rate if it is probable that the
Bank will enter into a specific lending amrangement and does nof expect to sell the resulting loan shortly
after origination, The Bank does not designate lean commitments as financial liabilities at fair value
through profit o boss,

When loans and other debl instruments bacome doubthd of collection, they ane written down to present
value of expected cash inflows and interest income is thereafier recorded for the urwinding of the present
value discount based on the asset's effective interest rate which was used to measure the impairment
loss,

All other fees, commissions and other income and expense fems ane generally recorded on an accrual
basis by reference to completion of the specific ransaction assessed based on the actual service
provided as a proporion of the tofal services (o be provided. Loan syndication fees are recognised as
income whan the syndication has bean completad and the Bank retained no part of the loan packags fior
itself or retained a part at the same effective interest rate for the other participants.

Commissions and fees arsing from negotiating, of participating in the negotiation of a transaction for a
third party, such as the acquisiion of loans, shares or other securities or the purchase or sale of
businezses, and which are eamed on axecution of the underlying transacton, are recorded on its
completion. Portfolioc and other management advisony and service fees are recognised based on the
applicable service contracls, useally on a time-proportion basis, Assel management fees related to
investrnent funds are reconded rateably over the pefiod the service is provided, The same principle s
applied for wealth managemend, financial planning and cusiody services thal are continually provided
over an exlended period of fime,
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3 Summary of Significant Accounting Policies (continued)

Foreign currency transiation. The Bank's funclional and presentation currency is the national currency
of the Republic of Azerbaijan, Azerbaijani Manats ("AZN").

Monetary assets and llabilities ane translated ino entity’s functional currency at the official exchangs rate
of the CBAR at the respective balance sheet dates. Forelgn exchange gaing and losses resulting from the
settliement of transactions and from the translation of monetary assets and liabilities into the Bank's
funclional currency at vear-end official exchange rates of the CBAR are recognised in profil o loss.
Translation at year-and rates does nod apply to non-monatary items, incheding equity investments. Effects
of exchangs rale changes on the fair value of equity securities are recorded as part of the fair value gain
of loss,

At 31 Decembar 2009, the principal exchangt: rates ware LUSD 1 = AZN 08031 and ELUR 1 = AZN 1.1488
(31 December 2008: USD 1 = AZN 08010 and EUR 1 = AZM 1.1282).

Oiffsefting. Financial assets and lisbilities are offset and the net amouwnt reporied in the statement of
financial position only when there is a legally enforceabla right to offset the recognised armounts, and
there is an intention to eilher seltle on a net basis, or to realise the assel and sette the liability
simuliansously,

Earnings per share, Preferencs shares arg nol redesmable and ane considersd to be participating
shares, Eamings per share are determined by dividing the profit or less attributabde to owners of the Bank
by the weightad average number of participating shares cuistanding during the reporting year.

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

The Bank has no begal or constructive obligation to make pension or similar benefit payments beyond the
payments o the statutory defined contribution scheme.,

Segment reporting. Operating segments ara reported in a manner consistent with the internal reporting
prowided to the Bank's chief operating decision maker. Segments whose revenue, result of assels are ten

percent or more of all the segments are reported separataly.

Changes in preserfation. Where necessary, comesponding figures have been adjusted to conform o
the presentation of the current year amounis.

The revised 1AS 1, Presentation of Financial Statements, which became effective from 1 Jamsary 2000
requines an eniity to present a statement of financial position as al the beginning of the eardiest
comparative period ('opening siatement of financial position”), when the enlity appies an accounting
palicy retrospectivily o makes a retrospective reslatement o when it reclassifies ibems in its financial
statemants.
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3 Summary of Significant Accounting Policies: (continued)

Management considered thés requirement in the context of applying the revised 1AS 1 and in the context
of the reclassification presanted in this note. Management concluded that i is not essential for the Bank
to present the opening balance sheet as of 1 January 2008 or additional disclosures in the notes in the
financial statements since the reclassification does not have a materal impact on these financial
statements. The emission of those disclosures i therafone, in management's view, nol material,

The following table presents changes in dassification performed for the reporing purposes:

Balances as per IFRS | Comparatives as per IFRS Reason for reclassification
&t 31.12.2008 at 31,12.2009

Cash and cash equivalents | Cash and cash equivalents 4 Mostro accounls wilh olher comespondent

AFM 9046 AZM 16,360 banks were reclassified from “dee from
banks".

Due from banks - Dust from banks - Mostro accounts with other comespondent

AFM T334 AZM 20 banks wera reclassified to "cash and cash
equivalents",

4 Critical Accounting Estimates, and Judgements in Applying Accounting Policies

The Bank makes estimates and assumpbions thal affect the amounls recognised in the financial
statements and the carmying amounts of assets and abilities within the next financial year. Estimates and
judgements 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 ceriain jedgements, apart from those involving estimations, in the process of
apphing the accounting policies. Judgements that have the most significant effect on the amouwnts
recognised in the financial statements and estimates that can cause a significand adjustment to the
canying amount of assets and kabilities within the next financial year incluede:

impairment losses on loans and advances. The Bank regularly reviews is loan portfolios 1o assess
impairment, In determining whether an impairment loss should be recorded in profit o loss for the year,
thi Bank makes jedoements as o whelher there i any obserdable dala indicaling thal there is a
measurable decrease in the eshmated fubune cash flows from a portfolio of loans bafore the decrease can
be identified with an indhidual lean in that porfalio. This evidence may include obsanvable dala indicating
mmmmanmmmmammmmmminam or national or local
economic conditions that comelate with defaults on assels in the group. Management uses estimates
based on historical loss axperience for asseds with credit risk characteristics and objective evidence of
impairment similar to those in the portfolio when scheduling #s future cash flows. The methodology and
assumplions used for estimating both the amount and timing of future cash fiows are reviewed regularly
to reduce any differences between loss estimates and aciual loss experience. A 10% increase or
decrease in aciual loss experence compared fo the loss estimates used would result in an ncrease of
decrease in loan impairment losses of AZN 1,316 thousand (2008: AZM 583 thousand), respectively.
Impairment losses for individually significant Ioans are based on estimates of discounted future cash
fiows of the individuad loans, taking inkto account repayments and mealisation of any assets held as
collateral against the loans. A 10°% increase or decrease in the actual loss experience compared to the
estimated future discownied cash flows from individually significant lpans, which could arise from
differences in amounts and timing of the cash flows, would not result v any incressae o decrease in loan
imparment losses (2008: no Increase or decrease in loan impairment losses).

Initial recognition of related parly transactions. In the normal course of business the Bank enters into
ftransactions with is related parties. |A5 38 reguires initial recognition of financial instruments based on
thedr fair values. Judgement i applied in datarmining if transactions are priced al market or non-marked
interest rates where there s no acthve 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 distlosed in Nole 31,
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5 Adoption of Hew or Revised Standards and Interpretations

Ceriain new standards and interpredations became effective for the Bank from 1 January 2008:

IFRS 8, Opwrating Segments. The standard applies 1o enlities whose deld or equity instruments are
traded in @ public markel or that file, or are in the process of filing, ther financial statements with a
regulatcry onganisation for the purpose of issuing amy class of instrumenis in a public marketl. IFRS 8
requires an enlity to report financial and descriplive information about Bs operating segments, with
gegment information presented on a similar basis to that used for inernal reporting purposes. The
adoption of IFRS 8 has resulted in assessment of the Bank performance on the basis of operating
segmeants. Tha operating segments were defined by the Bank as Micro, SME, Trust, Siaff Loans and
Retail a5 detailed in Nobe 25,

IAS 23, Borrowing Costs, revised In March 2007. The main change is the remowval of the option of
immediately récognising as an expensa bomowing costs thal relate io assels that take a substantial
period of lime 10 get resdy for use oF sale, Borrowing costs that are directly atiributaible to the acquisition,
constrection or production of an asset that necessarnily take a substantial period of time Lo el ready fof fs
intended use or sale {(a gualifying asset) form part of the cost of that asset, if the commencement date for
capialisation is on or after 1 Janyary 2009, Other borrowing costs are recognised as an expense using
the effective interest method.

IAS 1, Presentation of Financial Ftatements, revised in September 2007, The main change in A5 1
is the replacement of the income statement by a statement of comprehensive income which includes all
non-cwner changes in equity, such as the revaluation of availlable-for-sale financial assets, Allernatively,
enlfies & allowed (o present two stalements: a separale income statement and a stalement of
pomprehensive income, The Bank has elected to present a single statement of comprehensive iNcome,
The revised IAS 1 also introduces a requirement to present a stalement of financial position (balance
thﬁll] &l the beginning of 1he earies] ﬁﬁ'ﬁnﬂﬂﬁ'ﬂ& period whenever the enlily restales comparatives dus

to reclassifications, changes In accounting policies or comections of errors. The revised 1AS 1 had an
impact on the presentation of the Bank's financial statements bud had no impact on the recognition or
reasurament of specific transactions and balances.

Improvemeants to International Financial Reporting Standards (issued in May 2008) In 2008, the
Intermational Accounting Standards Board decided flo iniliate an annual mprovements project as a
method of making necessary, bul non-urgent, amendments to IFRS. The amendments consist of a
rixture of substantive changes, clarificathons and changes i lerminclogy in varous standards, The
substantive changes relate 1o the following areas: classification as held for sake under IFRS 5in case of a
loss of control over a subsidiary, possibiily of presentation of financial instruments held for brading as
non-current under LAS 1; accounting for sale of IAS 16 assets which were previously held for rental and
classification of the related cash fiows under LAS 7 as cash flows from operating activites; clarification of
defmition of a curfailment under 145 19, accounting for boedow marked interest rale government loans in
accordance with 145 20; making the definition of bomowing cosis in 1AS 23 consistent with the effective
interast method; clarification of accounting for subsidiaries held for sale under WAS 2T and IFRS 5;
reduction in the disclosure reguirements relating fo associates and joint weniures under L1AS 28 and LAS
31; enhancement of disclosures required by [AS 36; clarification of accounting for atvertising costs under
145 38; amending the definition of the fair value through profil or loss category 1o be consistent with
hedge accounting under IAS 38, infroduction of accounting for invesiment properties under construction
in accordance with LAS 40; and reduction in restrictions over manner of determining fair value of biological
assels under 1AS 41, Further amendments made to |AS B, 10, 18, 20, 28, 34, 40, 41 and to IFRS 7
represent ferminology or ediforial changes only which the IASB believes have no or minimal effect on
accounting. The amendments did nof have an impact on the Bank excapl

= A5 16, Property, Plant and Equipment (and consequential amendments to IAS 7). Under
the amended standard, entities thal routinely sell assets previously held for rental are required 1o
classify such assels as imvenbories from the point that the assels cease o be leased and becomea
held for sabe, while the proceeds from sale are recognised as revenue. The rent and proceeds
from sale have to be dassified as cash flows from operating activites. The Bank amended i
accounting policies accondingly.
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5 Adoption of New or Revised Standards and Interpretations (continued)

= |45 20, Accownting for Government Grants and Disclosure of Government Assistance. The
amendmeant reguires benefits arising from govarnment loans at below-market interest rates to be
accounted for as governmend grants, with the benefil calculated as the difference between the
proceeds and the initial fair value of the loan, net of transaction costs, The amendment applies
prospeciively to government loans received in periods baginning on o afler 1 January 2009,

= [AS 40, lnvestment Property (and conseguential amendments te A5 16). Propery that s
under constrection or development for future use as invesiment property is browghl within lhe
geope of the revised 1AS 40. Whene the fair value model is applied, such property is messured at
far value. Where the fair value of imesiment property under construchion is nof reliably
measurable, the propedy 5 measured at cost untl the eardier of the date construction is
cosmplated or the date at which the fair valua becomes refiably measurable. The Bank apples (e

amendment prospectheely from 1 Jamnueary J009,

Puttable Financlal instruments and Obligations Arising on Liguidation—IAS 32 and 1AS 1
Amendment, The amendment reguires classification as equity of some financial instruments thal meet
the: dedinition of financial liabilities. The amendment did not have an impact on these financial statements.

Vesting Conditlons and Cancellations—Amendment to IFRS 2, Share-based Payment. The
amandment carified that only service condiions and pedormance condilions are vesting conditions.
Oiher features of a share-based payment are nol vesting conditions. The amendment specifies that all
cancellations, whather by the entity or by other parties, should receive the same accounting treatment.
The amendment did not have an impact on these financial statements.

IFRIC 13, Custfomer Loyalty Programmes, IFRIC 13 clasifies that whers goods of senices are sold
togather with a customer loyally incentive (for example, loyally points or free products), the amangement
is a mulliple-glement arangemen and the consideration recehable from the customer s alacaled
batesen the components of the arangement wsing fair valuas, The interpretation did nod have an impact
on thesa financial statemenis.

IFRIC 15, Agreements for the Construction of Real Esfate. The inlerpretation applies 1o the
accounting for revenws and associated expensas by entities that underake the construction of real estale
directly or through subcontractors, and provides guidance for defermining whather agresmants for the
construction of real estate are within the scope of [AS 11 or 15 18. It also provides criteria for
determining when entities should recognisa revenue on swch transactions. The interpratation did not have
any material impact on thesa financial statements.

Cost of an Investment in a Subsidiary, Jolntly Controfled Entity or Assoclate—IFRS 1 and IAS 27
Amendment, lssuved In May 2008. The amendment allows first-time adopters of IFRS to measure
investiments in subsidiaries, jointly controlled entities or associates at fair value or at previous GAAPR
camying value as deemed cost in the separate financial stalements. The amendment also requines
disiributions from pre-acquisilion nel assels of invesiees o be recognised in profd or loss for the year
rathér than as a recovery of (he imasiment, The amendment did nol have an impact on these financial
staternents,

Improving Disclosures about Financial Instruments - Amendment fo IFRS T, Financial
Instruments: Discloswres, [ssued in March 2009, The amendmeni requires enhanced disclosures
about fair value measurements and Bguidity risk. The entity is required to disclose an analysis of financial
instruments ueing & threedevel fair value measurement herarchy. The amendment (a) casifies thal the
maturity analysis of liabilities should include issued financial guaraniee coniracts at the maximum amount
of the guarantes in the eariest period in which the guaraniee could be called; and (b) requires disclosure
of remaining contractual maturities of financial darivatives if the contracheal maturities are essantial for an

of the timing of the cash flows. An entity will further have to disclose a maturity analysis of
financial assets B holds for managing liquidity risk if that information s necessary 1o enable users of its
financzal staternents to evaluale the nalure and extent of liquiddly risk. The enhanced disclosures are
included in these financial statements.
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5 Adoption of New of Revised Standards and Interpretations (continwed)

Embedded Derfvatives - Amendments fo IFRIC 9 and [AS5 39, [eswed fn March 2009, The
amendments clasly that on reclassification of a financial assel oul of the 'at fair value through peofit oF
loss' category, all embedded desvalives hineg 10 Do assessed and, o necessary, separalely accounied
for. The amendment did nod have an impadc on these financial stalements.

IFRIC 16, Hedges of a Nef lnvesiment in a Foreign Operation. The inlerpretation explains which
curmancy risk exposwres are eligible for hedge accounting and states that translation from the funclional
cufrancy 1o the presantation curency does not create an expasure to which hedge accounting could be
applied. The IFRIC allvws the hedging instrument to be held by any entity or enlities within a group
axcept the foreign operation that itself is being hedged, The interpretation also clarfies how the currency
translation gain or loss reclassified from other comprebensive intome to profit or loss is caloulated on
disposal of the hedged foreign operation. Reporting entities apply 145 39 to discontinue hedge accounting
prospectively when their hedges do not meet the criteria for hedge accounting In IFRIC 16, IFRIC 16 did
nol have an impact on these financial statements.

The International Financial Reporting Standard for Small and Medium-sized Entities (issuved in
July 20058) is a selfconfained sfandard, fallored fo the needs and capabilities of smaller
businesses. Many of the principles of full IFRS for recognising and maasuring assets, liabilities, income
and expense have been simplified, and the mumber of required disclosures have been simplified and
significantly reduced. The IFRS for SMEs may be applied by entiies which publish general purpose
financial statements for external users and do not have public accountability. The Bank is not eligible to
apply the IFRS for SMEs due to the public accountability of its Banking business,

indass otherwise stated above. the amendmeants and interpretations did not have any significant effect on
the Bank’s financial stalements,

1] Niew Accounting Pronsuncemeants

Cerlaln new standards and inlerpredations have been published that are mandatory for the Bank's
accounting periods beginning on or after 1 January 2010 or laler periods and which the Bank has not
early adopbed.

IFRIC 17, Distribufionz of Non-Cash Azszelz fo Ownerz [effective for annual periods beginning on or
after 1 July 2008). The inlerpretation clarfies when and how distribution of non-cash assels as dividends
b the owners should be recognised, An enlity should megsure a liability 1o distribule non-cash assels as
a dividend io its owners al the fair value of the assels o be disiribuled. A gain or l05s on disposal of the
distributesd non-cash asseds will be recognised in profil or loss for the year when the entity seltles the
dividend payable. IFRIC 17 i nod expacted to have an impact on the Bank’s financial slatemeants.

IFRIC 18, Transfers of Asseis from Customers (effective for annual periods beginning on or after 1
July 2008). The interpretation clarifies the accounting for transfers of asseis from customers, namely, the
circumstances In which the definition of an asset |z met; the recognition of the asset and the
miaasurement of fs cost on initkal recognition; the identdication of the separately denifiable services (one
oF more Senices in exchange for the ransfemed assel); the recognition of revenue, and the accounting
for iransfers of cash from cusiomers, IFRIC 18 is nod expected bo have any impact on the Bank's financial
statemants.

Classification of Rights Issues - Amendment to IAS 32 (issved 8 October 2008, effective for annual
periods beginning on o after 1 February 2010). The amendment exempts certain righls ssues of shares
with procesds denominated in foreign currencies from classification as financial derivathves. This
amengment i nod expecied to have any impact on the Bank's financial statements,
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[+ MHew Accounting Proncuncemeants (continued)

IAS 27, Consolidated and Separate Financial Sfatements (revised January 2008; effective for annual
pencds beginning on of after 1 July 2009). The revised 1AS 27 will require an enlity to atinbute total
comprehensive income to the owners of the parent and to the non-controling interests (previously
"minofity interesis”) even i this resulls in the non-controlling interests having a deficit balance (the current
standard reguires the excess losses o be allocated to the owners of the paren In most cases). The
revised standard specifies that changes in a parent’s ownership interest in a subsidiary that do not result
in the loss of control must be accounted for as equily ransactions. 11 also specifies how an entity should
measure any gain or loss arsing on the loss of control of a subsidiary. Al the date when conirol is kos),
any invesiment retained in the formear subsidiary will have to be measwed &t its fair value. This
amendment is not expecied (o have any impact on the Bank's financial statements,

IFR5 3, Business Combinations (revised January 2008; effective for business combinations for which
the acquisition date is on or after the baginning of the first annual reporting pericd beginning on or after 1
July 2009). The revised IFRS 3 will allow entities o choose 1o measure non-controlling interests using the
existing IFRS 3 mathod (proportionate share of the acquire’s identifiable net assets) of at fair value, The
revised IFRS 3 is more detaled in providing guidance on the application of the purchase method to
business combinations, The requirement o measuns al fair value every asset and lability at each step in
@ slep acquisition for the purposes of calculating a portion of goodwil has been removed, Instead, in a
business combination achieved in slages, the acquirer will have to remeasure its previously held equity
inferest in the acquire af its acquisition=date fair value and recognise the resulling gain or loss, if any, in
profit or loss for the year, Acquisition-related costs will be accounted for separately from the business
combination and therefora recognisad as axpensas rather than included in goodwill. An acquirer will have
10 recognise al the ml.llﬂrﬂl'l date a liability for any conlingent purchase consideration, Changes in the
value of that liablity after the acquisition date will be recognised in accordance with other applicable
IFRSs, as approgriate, rather than by adjusling goodwill. The revised IFRS 3 brings indo its scope
business combinations imvelving only mutual entdles and business combinations achieved by conirsci
abone. This amandment is not expected to have any impact on the Bank's financial slatements.

Eligible Hedged Hemsi—Amendment fo AS I8, Financial Instruments: Recognition and
Measuremant (effactive with retrospective application for annual periods beginning on or after 1 July
2003). The amendment clarifies how the principles that determine whether a hedged risk or portion of
cash flows is eligible for designation should be applied in paricular situations. The amendment & not
expacied to have any Empact on the Bank's financial statements as the Bank does not apply hedge
accounting.

IFRS 1, First-time Adoption of International Financial Reporting Standards (lollowing an amendment
in December 2008, affective for the first IFRS financial statements for a period beginning on o after 1
July 2009). The revised IFRS 1 relains the substance of ils previous version bul within a

siruchune in ofder 1o make A easier for the reader to understand and 1o better accommodate future
changes. The Bank contluded thal the revised slandand does nod have any effect on its financial
statamints,

Group Cash-seffied Share-based Payment Transactions - Amendments fo IFRS 2, Share-based
Payment (effective for annual periods beginning on or after 1 January 2010). The amendments
provide a clear basis to determine the classification of share-based payment awards in both consolidated
and separate financlal statements. The amendments incorporate into the standard the guidance in IFRIC
& and IFRIC 11, which are withdrawn. The amandments expand on the guidanca given in IFRIC 11 to
sdiress plans thal were préindously nol considered in the mlerpretation. The amendments akso darify the
defined terms in the Appendix to the standard, The Bank does nol expect the amendments 1o have any
material effect on its financial statemants.

Additional Exempiions for First-time Adopters - Amendmenis te IFRS 1, Firsi-tfime Adoption of
IFRS (effective for annual percds beginning on or after 1 January 2010). The amendments exempl
entities using the full cost method from retrospective application of IFRSS for ol and gas assels and also
exempl enlities wilth existing leasing contracts from reassessing the classification of those confracts in
accordance with IFRIC 4, ‘Determining Whather an Arangement Conains a Lease’ whan the application
of their national accounting requirements produced the same resull. The amendments will not have any
impact on the Bank's financial stalements.
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] Mew Accounting Pronouncements (continued)

improvemants fo Infermational Financial Reporting Standards (Tsswed in
fo IFRS 2, IAS 38, IFRIC 9 and [FRIC 16 are effective for annual perfods mwnnmnr-mrf
July 2005; amendments to IFRS 5, IFRS B, 145 1, IAS T, IAS 17, IAS 36 and [AS 3§ are effective for
annual perieds beginning on or after 1 January 2010). The improvements consist of a mixture of
substantve changes and clarifications In the following standards and inferpretations: clarification that
contributions of businesses in commaon control transactions and formation of joint wenturas are not within
the scope of IFRS 2. carificaton of disclosure requirements set by IFRS 5 and othir standands for non-
current assets (or disposal groups) classified as held for sale or discontinued operations; FECUFENG 10
report & measure of 1ofal assets and liabilities for each reporiable segment under IFRS 8 only if such
amounls are réguiardy provided 1o the chief operaling decision maker; amending LAS 1 to allow
classification of cerain liabilities settled by entity's own equity instrumenis as non-current; changing IAS 7
such that only expenditures that result in a recognised asset are eligible for classification as nvesting
El:il'l'rh'ﬂﬁ. allmwg classification of certain long-term land leases as finance leases wnder IAS 17 even

ownership of the land at the end of the lease; providing additional guidance in IAS 18
lu:rr dﬂtﬁmlnlng whether an entity acis as a principal or an agenl; clarfication In 1AS 36 that a cash
genarating wnit shall not ba larger than an operating segment before aggregation; supplemanting 1AS 38
ﬁuﬂing measunement of fair value of intangible assels acquined n a business combination; amendi

38 {1} to include In its scope option contracts thal could result in business combinations, (i) to o

the period of reclassifying gains or losses on cash flow hedging instruments from equity to profit or loss
for the year and (i) 10 slabe thal a prepayment oplion is dosely relatled 1o the host conlract & upon
exerciza the bomower reimburses aconomic loss of the lender; amending IFRIC 9 to state that embedded
derivatives in contracls acquired in comman control transactions. and formation of joint venbures are not
within its scope; and refmoving the restriction i IFRIC 16 that hedging instruments may not be hald by (he
foreign operation that itself is being hedged. Tha Bank does nof expect the amendments to have any
material effect on its financial statements.

Amendmeni to IAS 24, Related Parly Disclosures |issued in Movember 2000 and effective for annuwal
periods beginning on of after 1 January 2011). IAS 29 was revised in 2009 by (a) simplifying the
definiion of a related pardy, darifying its infended meaning and eliminaling inconsisiencies; and by (b)
providing a partial exemplion from the disclosure reguinem ents for governmenl-related entities,

IFRS 9, Financial Instruments Parf 1; Classification and Measurement. IFRS 9 was issued in
November 2008 and replaces those parts of |AS 39 relating to the classification and measurement of
financial assets. Kay features are as follows:

= Financial assets are reguired o be classified inlo tvo measurement categories: those o be measuned
subsequently at fair value, and those to be measured subsequently at amorised cost. The decision is
1o be made ai initial recognition. The dassification depends on the entiy™s busingss model for
managing is financial instruments and the contractual cash flow characienstics of the instrument.

« An instrument is subsegquently measured al amortized cost only if it is a debt instrument and bath (i)
the objective of the entity's business model i to hold the asset to collect the contractual cash fiows,
and (i) the asset’s confractual cash flows represent only payments of principal and intenest (thal is, it
::l'w "basic loan features™). All other debl instruments are 1o be measured a1 fair valuse through

it oF boss,

e Al equity instruments are lo be measured subseguantly at fair valwe., Equity instruments that are held
for trading will e messured at fair valse throwgh profit or loss. For sl other equity investiments, an
imevocable election can be made al initial recognition, to recognise unrealised and realised farr value
gains and losses through other comprehensive income rather than profil or loss. There is to ba no
recycling of fair value gains and losses to profit or loss. This election may ba made on an instrumeant-
by-instrument basés. Dividends are to ba presented in profit or loss, as long as they represent a returm
on [mestment.

While adoplion of IFRS B is mandatery from 1 January 2003, earer adopbon B permitbed.

The Bank i5 considering the implications of the standard, the impact on the Bank and the timing of its
adopiion by the Bank_
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L New Accounting Promouncemants (continued)

IFRIC 13, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods
beginning on of after 1 July 2010). This IFRIC clarifies the accounting when an entity renagotiates the
termis of ils debt with the result that the Eability is exdinguished through the debior Bsuing its own equity
instruments to the creditor. A gain or loss is recognised in the profi and loss account based on the fair
value of the equity instruments comparad 1o the camying amount of the dabt. The IMarpretation will mot
have any impact on the Bank's financial stalements as the Bank doas nol extinguish it financial labilites
with equily instrurmenls,

Prepayments of a Minimum Funding Requirement = Amendmendt fo IFRIC 74 (effective for annual
peripds beginning on or after 1 January 2011). This amendment will have a Emited impact as it applies
only to companies that are reguired to make minimwm funding contributions 1o a defined benefit pension
plan. It remoses an unintended coansequence of IFRIC 14 related to voluntary pension prepayments when
there is a minirmum funding requirement. The amendment will not have any impact on the Bank's financial
statements

Limited exemption from comparative IFRS T disclesures for first-time adoplers - Amendment to
IFRS 1 {effective for annual pericds beginning on or after 1 July 2010). Existing IFRS preparers wera
granted refief from presenting comparative information for the new discloswes reguired by the Manch
2009 amendments to IFRS 7 ‘Financial Instruments: Disclogures’. This amendment o IFRS 1 provides
frst-time adoplers with the same fransiion provisions as ncluded in the amendment 1o IFRS 7. The
amendrnent will nol have any impsct on the Bank's financil slatements,

Unless olhersise described above, the new slandards and interpretalions are nol expecled 1o
significantly affect the Banks financial stalements,

T Cash and Cash Equivalents

31 December 31 December

In thowrsands of Azerbaland Wanars 2000 2008
Cash on hand 12.081 a2
Cash balances with the CBAR (other than mandatory mesenve doposils) 11,239 TES
Comespondent accounts and ovemight placemants with othar banks:

- Republic of Azerbaljan 17,332 4,142
- Criher oouUnkries 3915 3,172

Total cash and cash equivalents 45, 55T 16,360
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T Cash and Cash Equivalents (continued)

The credit quality of cash and cash equivalents balances may be summarised as follows al 31 December

2009:
Cash balances Correspondent Total
with the CBAR accounts and
ovarnight
in Mhousands of Manals placamants
Maithar pas! dise nov impained
- Gowemment of the Republc of Azerbaljan 11,234 - 11,238
- Raled Azamagani banks:
BT with a slable oullook . 4. T18 4. T8
FHeRE with & stable ouliook . T T2
Miocady's/Bal with a negatve cutiook ¥ ar
Fiich/B with & negative outlook g 27
Maocdy'aB2 with 8 stable outlook | 1
= Oifvier nrated Axetaijani banks " 12480 12480
- QECD banks - 478 5478
- Hon=0ECD banks 436 436
Total cath and cash eguivalents, excleding cash on hand 11,239 23 247 34 488

The published infemational rating for the Republic of Azerbaijan i BB+ Stable (Fitch Ratings - affirmed

on 2 June 20049),

Interisl rate analysis of cash and cash equivalents s disclosed in Nobe 26, Information on related party

balances i disclosed in Node 31.

The credit qualily of cash and cash equivalents balances may be summarised as follows at 31 Decembear
2008:

Cash balances Total
with the CBAR accounts and
overnight
i ifoupand's of Azerbaland Manals placemints
Mapitfar past due nor impained
- Govemment of the Republc of Azerbaljan T55 - 55
- Raied Azerbaljani banks:
B - with & stabla outloak | (Filch) - 134 -
B2 with 8 negative ouliook / [Moody) . a .
EaZ with a stable outlook | (Moody) - 3 -
= Oitheer unrabed Acerbaijani banks - 4,003 -
= QECD banks - 2,744 -
= Hon-CHECD banks - 427 -
Total cash and cash equivalents, excleding cash on hand TE5 T34 2068
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B Dhue from Other Banks

in thowsands of Aparbalan AManais 3 Decomber 2004 3 December 2008
Shoet-term placements with other banks H838 20
Total due from other banks 9838 20

On 10 Movember 2008 the Bank signed a deposit agreament with AG Bank in the amount of USD 5,000
thousand with maturity date of 7 May 2010, The deposit bears markel Inberest rale. The oulstanding
amount of this deposil a5 81 31 December 2009 is USD 5,090 thousand or AZN 4,088 thousand,

On 15 October 2009 the Bank signed a deposit agreement with YapikKredi Bank Joint Stock Company in
the amound of USD 5,000 thowsand with maturity date of 15 April 2010, The deposit baars market interest
rate. The outstanding amouwnt of this deposit as al 31 December 2009 is USD 5086 thousand or AZN
4,085 thousand.

On & July 2009 the Bank signed a deposit agreement with Kapital Bank in the amount of USD 2,000
thousand with maturify dale of 8 January 2010, The deposit bears markel inferest rabe, The outstanding
amount of this deposd as at 31 December 2009 i LS 2,036 thousand of AZN 1,635 thausand.

An analysis by credit quality of amounts due from other banks oulstanding at 31 December 2009 is as

Tollows:

Shori-term placemants
dn thiwrsands of Azarbaliand Wanais with other banks
Neither past dus nor impaired
- Rated Azerbaiani banks:

Fitch/B- with a negafive outiook 4 08
Fich/E+ with a stable oulook 1,635
Fitch/B- with & stabla ouliook 20
Othar unrated Azerbagand banks 4 DES
Total due from other banks o B2R

Management of the Bank did not detesming any objective evidence of impairment of the balances due
from other banks and tharefore, no provision for impairment was recorded al 31 December 2008 or 31
Drecamiber 2008.

Amounts due from other banks are not collateralised. An analysis by credit guality of amounts due from
other banks cutstanding at 31 December 2008 = as follows:

Short-term placements
In ihousands of Anarbafand Manais with othar banks
Maitfar past dos Aor inpairad
= Raied Azerbaijani banks:
FitchS- with a siabla ouliook 20
Total due from other banks 20

Interest rate analysis of due from other banks is disclosed in Nole 26, Refer 15 Note 20 for the estimated
fair value of each class of amounts due from ofher banks. Information on related party balances is
disclosed in Nobe 31,
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a Loans and Advances to Customers

31 Decamber 3 Decamber

I thausands of Arachafan Manafs 2009 D008
Micro kxamns (up o AZM 16.000) 125,182 TE,Z85
Small and medium enerprsas leans [“SME lbans” — over AZN 16,0000 B8 426 TT.843
Rt ians to individuals 11,651 9835
Siaff Icars 5,016 ariz
Less: Prowision for loan impairment (6,554 ) (4,116)
Tedad loans and sdvances 1o cusiomens 233,581 163,669
The movaments in the provision for kaan impairment during 2008 are as follows:

Micrg SME Retail loans St Total

laans lsans s loans
In thousands of Ararbafan Manals inedividuals
Provision for lean impairment at 1 January 2009 1,713 1866 352 B35 4,118
Provision for impainment during the year 1.250 1.284 54 11 2559
Amounts writien off durng the year as uncolliectible (G8) - (T&) - [144)
Racowary of previously writien off loans 23 - - 23
Provision for kean impairment af 31 Decembaer 2009 918 3.250 330 BE 6,504
The mevements in the provision for kean impairment during 2008 are as follows:

Micro SME Retall loans Staff Total

loans loans to  lpans
Iy thoursands of Azerbadan Manafs individuats
Provigion for loan impairment at 1 January 2008 Trd ars 204 kil | 1,987
Provision for impainmeant during the year = r 111 148 54 X118
Rpoowany of prvwiously writien off loans 13 - - - 13
Provigion for loan impairment at 31 December 2008 1,713 1866 352 B3 4116

The provision for impairment during 2009 differs from the amount presented in the statement of
comprehensive income for the year due to AFN 23 thousand recovery of amounts previously writtan off

as wncolectible, The amount of the was credited directly to the provisions line in the statemant
of comprehensive income for the year (2008: AZN 13 thousand).

Economic seclor risk concenirations within the customer loan portfolio ane as follows:

31 Decembar 2009 31 Decamber 2008

In iowsands of Azevhafani Manals Amount o) Amount )
Trade 132,935 553 102652 1.2
Senvicn 5,288 14.7 20,218 12.0
Agriculiurg 27411 11.4 959590 6.0
Manufacturing 18,682 7.8 13988 8.3
Hioysahodd 16,650 6.9 13413 B.O
Transpoation 9,269 5.8 T523 4.5
Total loans and advances to

customers (before impalrment) 240,275 100.0 167,785 100.0
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E: Loans and Advances to Customers (continued)

At 31 December 2008, the Bank had 11 borrowers (31 December 2008: 19 bomrowers) with aggregated
loan amownis above AZM 300 thousand. The total aggregate amount of these loans was AZM 8631
thousand (31 December 2008: AT 9,624 thousand) or 3.6% (31 December 2008: 5.7%) of the gross
loan portfolio. The Bank is concentrated in micro lending and has a leading position in the retad banking
segment in the country, The largest loan exposure to a single cuslomer as at 31 December 2009 was the
oulstanding amount of Ioan o a local company in the amount of AZN 1,528 thousand (31 December

20048: AZM 353 thowsand).

Infoemation about collateral at 31 December 2009 is as follows:

Micra SME Reisil loans Siaff Todal
loans loans to loans
in thousands of Azerbalanl Wanats individuals
Linsgcured loans - 543 543
Loans collateralised by
- regl gstaba .80 81,664 49 4458 4 202
- yahicla 1.815 466 720 14 3015
= invaniony and egquipment 115,414 14,405 10,632 - 140,451
= pihr assals 33 1,691 250 - 1,874
Total leans and advances 1o
[=TE N T 125,182 B8 428 11,851 5018 240,275
Inforrnation aboul collateral at 31 December 2008 is as follows:
Micro SME  Retail loans Staff Total
loans Loans 1o loans
0 thousands of Azerbaland Manats individuals
Lindscunsd kans - = 431 431
Lasung coltalaralisesd by
= il estaba 4410 B8, 4849 a 3,268 TH,208
= yishichs 1,385 11 281 21 2,200
= invenbory and egquipment T, 489 .5 o521 - &7, 701
- pther assals i 1,242 2 - 1,245
Total kxans and advances 1o
EUSIOMmans 78,285 T7.243 B.B35 3,722 187, TES

Other assels pledged as collateral mainly include furniture, fidure and gold. The disclosure above
represents the lower of the carrying valuee of the loan or collateral taken; the remaining part is disclosed
within tha unsacured exposures. The camying value of loans was allocaled based on the liguidity of the

assels taken as collateral.
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a Loans and Advances to Customers (continwed )

An analysis by credit quality of loans outstanding al 31 December 2000 k= as follows:

Micro SME Rtail loans Staff Total

i thousands of Azarbalian Manads loans boans  fo individuals loans
Total eurrent and not impained 124,377 36,122 11,510 5018 23T 028
Past due bl nod impuiced
= loss than T days overdus andice

restructured lnans 173 TEI 13 - arag
Total past dwe but not impaired 173 793 13 974
Loans indhdually dafermingd fo

be impaked (gross)
- 8 to 50 days everdue and'or

reainscened loans 278 154 a7 = 52T
- gved B diys cverdus andios

restracihured loans 3546 1357 I - 1,744
Total individually impaired laans

[Qross) [ 14511 128 = 2.ET1
Gross carrying walus of lpans 125,182 S8 426 11,651 CA 240,275
Less impairment provisions (2,818} (3,250) (330} [26) (6.554)
Todal loans and advancas bo

CUElGmers. 122,204 85176 11,321 4 820 2%3 BE1
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a Loans and Advances to Customers (continued)

An anakysis by credit quality of loans oulstanding at 31 December 2008 & as follows:

Micre SME Retail loans Saafr Total

In iRousands of Azsrbagand loans loans i+ loans

BManars individuals
Total cwrrant and not impaired TEA5D 7,256 2,637 3,702 186, 554
Past due Bt nod
= lpss than 7 days overdus andior

msinuciured bans 118 43 18 - 180
Total past due but not impaired 118 43 19 - 180
Loans indvidually catermingd fo

b impaired (gross)
- 8 1o 90 days ovenrdue andior

resinuciuned kans E2 - 23 - 175
- el D danys cverdus andior

restructuned loans 126 Bd4 BE 20 BTG
Total Individually impaired

leans (gross) 208 Ba4 i 20 1,051
Gross carrying walue of loans T6.285 17,543 9,835 araz 167,785
Less impairment provisions [1,713) (1,866) {352) aE) 4,118)
Total loans and advances b

cusiomars T4.5TE T5.87T 9,483 3,637 163,660

Fast due but mot impaired loans primarily inclede collaleralised loans where the fair value of collaleral
covers the overdue interest and principal repayments. The amount reporbed as past due bul nod impairesd
i the whole balance of such loang, not only the individeal instalments thal are past due,

The Bank applied the portfolio provisioning methodology prescribed by I1AS 39, Financial Instruments:
Recognilion and Measurement, and creatled portiolio provisions for impairment losses that were incurmed
but hane not been specifically identified with any individual kaan by the balance sheet date. The Bank's
policy is 1o classify each loan as ‘cument and not Empaired’ until a specific objective evidence of
impaimient of the loan is identified. The impairment provisions may exceed the tolal gross amownt of
indrddually impaired loans as a result of this policy and the portfolic impasrment mathodalogy.

The primary faclors that the Bank considers in delermining whether a loan is impaired ane its overdue
status and realisabidity of relaled collateral, if any. A% a result, the Bank presents above an ageing
analysis of loans thal are individually dedarmined o be impained,
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9 Loans and Advances to Customers (contimued)

The fair value of collateral in respect of loans past due bui not impaired and in respect of loans
individually determinad 1o be impaired ai 31 Decamber 2000 was as Tollows:

Micro loans SME Retail loans to Staff Total

in Mousends of Arerhajanl Menals lpans individuals loans

Fair valuwe of coliaoral - ban past

e b not impained
- raal estala : 1845 - - 1,882
= wificha 19 - - - 18
- inventony and squipmisnt 562 T4E 27 . 1,357
Fair value of coladoral - indlhvidualy

impained ipang
= fadl asials B4 335 - = 3280
« vishicky 103 62 . - 165
= Inventony and equipment 1,800 T3 280 - 2813
Total 2,625 6,603 307 - 9535

The fair value of collaberal in respect of boans pas! dee bul not impaired and in respect of oans
individually determined to be impaired at 31 December 2008 was as follows:

Micro SME  Refail loans to Staif Todal

in ihousands of Arerhafanl Wanals Ipans lpans Individuals loans

Fair vinlue of colladeral - kan past

o but nof impairpd
= real ostate ar a5 - 122
- vehicka 1 - - - 1
- inventony and equipment e - 4 - 368
Fair vadue of colsliarsl - inotvrdualy

impaired ipans

- raal aslale - 1820 - 2B 1.84E
= wikicha 48 - - - 4B
- iventory and equipment 556 - 2a7 853
Taotal 968 1,905 348 28 J2av

Refer o Note 20 for the estimated fair value of each class of loans and advances 10 customens, |nteres)
rale analysis of loans and advances 10 customers is disclosed in Note 26, Informaticn on rsabed party
balances is disclosed in Mobe 31.
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10 Investmaent Securities Available for Sale

31 Decembear 3 December
i thowsands of Arerbaganl Manais ooh 2008
Dobt securities issued by the CBAR - S8
Equity securities 40 &
Total investment securities avallable for sake 40 5863

AL 3 December 2000 the principal equily invesiment securities avallable for sale wene:

Hame Hature of business Country of registration Falr Valum
20009 2008

KuliEan Sarion Azeshaijan 40 &0

Total 40 40

Al 31 December 2000, balance of the equity securities representied AZN 40 thousand paid in 2006 for
equity shares of “MlliKan™ representing 1% of ownership, Currently the main aclivity of “MaliKart™ is
payment processing system thal deals with plastic cards used for cash withdrawal from fourteen
thousand POS-lerminals within the Bepublic of Azerbagan. The Bank purchased and maintains these
equity securities as a prerequisite to oblain access to the services provided by “MilliKart® for processing
transactions made with plastic cards Eswed by tha Bank.

The Bank fully redeemed the debl securites issued by the CBAR at maturily in January 2009

Ireesstment securities available for sale as at 31 December 2009 are nol publicly traded. Dwe fo the
rature of the local financial markels, it & not possible to oblain curmeni market valee for these
invesiments, For these investments, fair value is estimaled by reference fo the discounted operating cash
flowws of the inmnestes,

Managament could not ridiably estimate the fair valug of the Bank’s invesiment in shares of “MilliKart™.
The investment s carmied ab cost of AZM 40 thousand (31 December 2008: AZN 40 thousand). The
imvesiea has not published recent financial information about its ocperations, its shares are not quoted and
recant rade prices are not publicly accessible.
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11 Proparty, Equipment and Intangible Assoels

Computer Furnlture  Motor F'rllmhnlnd Total Computer Taotal
and Office vehicles proparty  software

in thousands of Azarbaiand egquipment mmml-nt and  licences

Manats -
Cosl &l 1 January 2008 713 1446 115 29882 5255 124 5,380
Accurnulaled deprecition (317) {817) {56) {762) (1,752) (52)  (1.804)
Carrying amount at

1 January 2008 ki1 BZ20 a8 2220 3,504 TZ 3,576
Addiions 83 Bah 123 1.154 2540 935 3475
Deprociation chage [191) (403 (47} [2TE) R 30y (94T)
Carrying amount at

31 December 2008 SRS 1,306 135 1,008 S12T 7T 104
Cast al 31 Dacemiber 2008 1,088 2326 238 4 138 T.T8B 1059 B.B4T
Agcumulated depreciation (500} (1020}  (103) {1,0348) (ZBE1) (B2} (2.743)
Carrying amount &l

31 Decamber 2008 SBE 1,308 135 3,008 5127 arr 6,104
Addibons a5z 1,504 a3 1,338 3,287 1489 4, TTE
Daprecaation chame [&55) (612} [65) 358) 1,201) (4T} (1,763}
Carrying amount af 31

December 2009 ERBS 2,198 183 4077 7123 1,994 2117
Caost al 31 Decamber 2009 1,440 3,779 322 4 838 10,373 2548 12,027
Accumulated deprisciation (755)  (1.581)  (158) {TE1) {3.258) {554}  (LB10)
Canrying amownt af 31

Dacambar 2004 GBS 2,198 163 4077 7.123 1,994 2117
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12 Other Financial Assets

in thowrsands of Aperhajani Manals 3 December 2008 31 December 2008
Satthemaents with monay bransfer sysliems 180 122
Sattlemants with plastic cands. 69 a5
(hes 40 =
Liss pllpwancs for impairment losses [54)
Total gther financial asseis 88 183
Movements in the provision for impairment of other financial assels during 2009 are as follows;
Sattlerments with Tatal
i thousands of Azsrbagani Manals plastic cards
Provision for impainment at 1 January 2009 54 54
Amourits wiien off during the year a8 uncollecie (54) (54}
Provision for impainment at 31 Decamber 2009 -
Movements in the provision for impairment of other financial assets during 2008 were as follows:
Settlernents with Total
In thousands of Azerbaiani Manats plastic cards
Provision Tor impaioment at 1 January 2008 . -
Provisicn for impairment during th year 54 54
Proviskon for Impaioment at 31 December 2008 54 5l
Analysis by credit quality of other financial assets outstanding at 31 December 2000 is as follows;
Settlements with hﬂﬂmnﬂﬂ Crthar Total
maney transfer plastic &
i thousands of Azerbadanl Manals SYEIRMmE
Neithar pas! due rar impaired
= Collected or setthed after the end of
the rmeporting pasiodd 180 & 40 289
Tatal neither past due nar
impained 150 -] 40 88
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12 Other Financial Assets (continued)

Analysis by credit quality of ather financial assets cutstanding at 31 December 2008 was as folows:

Settiemants with Sattlarmants with Tatal
money transier plastic cards

In ibousands of Arerhafani Manals systems
Maihar past oue nor Impares
= Colaclsd oF sallied afar he and of
the reporing petod 122 41 163
Total neither past due nor impaired 122 # 163
b imparired (gross)
- 30 o 90 days overdue - 54 54
Total individually impaired {gross) - 54 54
Less impalrment provisian - (54} (54}
Todal othar inancial assets 122 4 183

The primary factors that the Bank considers in determining whether the alhs financial assel is impaingd
are As overdue stalus and realisabiity of related collateral, i any. As a result, the Bank presents above an
ageing analysis of other financial assels that are individually determined 1o be impaired. Nedther past due
nof impaired, but renegoliated balances represent the carmying amount of other financial asset that would
othersise be pasi due or impaired whose lerms have been renegoliabed.

Reefer o Mote 29 for the disclosure: of the fair value of each class of other financial assats. Information on
relabed party balances & disclosed in Mote 31.

13 Oiher Assels

31 Decambser 31 December
in tousands of Azerbaian) Manats 2008 2008
Advancas for purchase of inkangibhe assets and equipment Tiz L
Propaid axpenses 265 192
Citheair - 328
Total other assats a57 E1&
Current 265 520
MNon-cument Taz 86

Information on related party balances is disclosed in Note 31.

] |
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14 Due to Other Banks

31 Dacambar 31 Decambar
in thowusmnds of Asarbafand Manads 2008 2008
Comespondant scoounts and ovemight placements of alber banks 2 2
Shod-larn placements of ofher banks 3,003 =
Tatal dus to other banks 3,005 2

On 30 April 2008 and 28 October 2008, AccessBank Liberia placed short term deposits In AccessBank
CJSC in the amount USD 3,023 thousand and USD 523 thousand with marked interest rate and maturity
dates 25 April 2010 and 27 April 2010, respectively. At 31 December 20009, the cutstanding amounts due
o other banks under these deposits were USD 3,208 thousand or AZM 2,576 thousand and USD 532
thousand or AZN 42T thousand, respectivily,

1% Customer Accounts

1 Decarmibsir 31 Decamber
i thousanas of Ararbaian Manais 2009 2008
Public organisations
- Term daposils 3003
Other legal entities
« Curmand'settlemant accounts 2651 1007
= Term depasits 10,575 4375
Indiwiduals
= Curment/demand accounts 6265 3,780
- Term deposits 42,505 12 600
Total customer accounts 64,995 Fal.lv]
Economic secion concentralions within cusiomer atcounis ane as follows:

31 December 2008 31 December 2008

1 thousands of jarw Alanats Aumsoant k. Amount k.
Indinviduals 48,770 To.0 16,470 T5.4
Insuwance and ather financial senicas 10610 16.3 4,274 18.8
Fublic organisasons 3003 4.6 . .
Trada, sarvices, manuiaciuring 2818 4.1 1,108 5.0

Total cusiomer accounts 100.0 21,852 100.0

64,999
Al 31 December 2009, the Bank had 51 aclive customers (31 December 2008: 18 customers) with
balances above AZM 150 thousand. The aggregate balance of these customers was AZM 32708
thousand (31 December 2008: AZN 7,584 thousand) or 50% (31 December 2008: 37%) of total customer
acoounis.

Refer to Mote 29 for the disclosure of the fair value of each class of customer accounts, Interest rate
Fmﬂ customer scoounts ts disclosed in Note 26. Information on related pady balances is disclosed
i} -
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16  Ciher Borrowed Funds

31 December I December
In ifausands of Ararbaian AManafs 2009 2002
Ewropean Bank for Reconsirucon and X2 317 2018
Developing Word Markels Securilizations 3.A. - MFBA BOND 1 Pl 20 486
Kredtanstat fir Wiederaufbau 19,335 11,810
Intemational Finance Corporation 13847 2491
Pafolaar Efecienbewaarbednyl MY 11573 5,000
Trhﬁmﬁmt-:drﬂ.'ﬂ' [custodian of Trodos Falr Share Fund) 9,993 5,978
Biua Orchard Loan for Development 9597 O EaT
Ghobal Microfinancs Facility 8165 B143
D Micro Credit Fund 6,504 8,831
Bank im Bistum Essan 5720 5,691
Swiss Invastment Fund for Emanging markets 4914 4 847
VDK Spaarbank M.V, 4 B35 4 810
MIMLAM Microhnancs Cifshors Mastar Fund LP 4110 4 047
Impulse Microfinancs Imeestment Fund 4,064 4,050
Global Commarcial Microfinance Consortium, LTD 3207 31
Black Soa Trade and Developmant Bank 251 3,248
Triphe Jump BV, 2488 2478
Microfinance Loan Obbgations 5.4, - Companment Losal 2487 2480
CPEC Fund for Imermational Devalopmesl 2245 3
ReponsAbilty S1.CANM. 2055 2050
Cikaredl Ecumanical Desslopmian] Cooperathve Sociaty LA 1812 3065
Dewveloping Workd Markels Secuilizaions 54 = NS Microfinance Fund 1611 1,604
Asian Durrelopmaant Bank 1.305 2,087
Duaal Return Find 5104, 1254 2 462
EMF Microfinance Agm 1218 1.216
Fingthic MicroSinance Fund 41 BD1
Vaniage Muteal Fund 274 255
Total term borrowings 168,120 128,051

On 19 Nowember 2008 the Bank signed a syndicated loan

December 2008: USD 2,515 thousand or AZN 2,015 thousand).

with Ewropean Bank fior
Reconstrection and Development in the amouni USD 28,000 thousand. The Bank recehed this loan In
two tranches in the amount of USD 14,000 thousand each on 10 March 2009 and 19 Oclober 2004,
Principal amoents are 1o ba repaid in semi-annual instalments starting on 9 June 2010 and ending on 9
Decembear 2011, Interest is paid in semi-annuall instalments starting from 8 June 2008, At 31 December
2004, tha balance of borrowing under this faclity was LSO 27, TAR thausand or AZM 22 317 thousand (31
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16  Oither Borrowed Funds (continued)

On 25 June 2008 and 1 December 2002 ithe Bank signed loan agreaments wilh Petterlaar
Effectanbeawaarbedigt MY in tha amownt of USD 5,000 thousand and AZM 1 606 thousand (equavalent of
USD 2.000 thowusand) respectvely. Principal amounts are bo be repaid in teo equal instalments on 15
March 2012 and 31 July 2012, and in one instalment on 18 Decembar 2011, respectively, Interest is paid
in semi-annual instalments for the koan in the amaunt of USD 5,000 thousand and in quarterly instalments
for the sther loan. At 31 December 2009, the balance of borrowing from Pettesiaar ENaclenbewaarbadript
N.Y. was USD 14.410 thousand or AZM 11,572 thousand (31 December 2008: LISD T.27T thousand or
AN 5 500 thousand].

On & Hovember 2008 the Bank signed a loan agreement with Kredfanstalt fir Wiederaufbau in the
amount of USD 32 000 ihousand. Interest = 1o be pald In sic instalmanis startng from March 2011,
Prnicipal i 1o ba repaid in $ix equal semi-annus instalmants by 30 September 2013, which & ths maturily
date, Al M1 December 2003, the balance of borrowing from Kreditanstalt for WisderauTbau was USD
24075 thousand or AZN 18,235 thousand (37 December 2008: USD 14,880 thousand or AZN 11,810
thowsand)

On 18 Dacembar 2008 the Bank signed loan agreemants with the Intemational Finance Cofporation in
the amount of WSD 15000 thousand. Principal amounts are bo be repaid In sk equal semi-annual
nstalments by maturily date which i 15 March 2014 Interest is o be paid starting from June 2010 In
gemi-annual insialmenis. At 31 December 2008, the balance of borrowing from [nfernational Finance
Corporation was USD 17244 thousand or AZN 13847 thousand (31 December 2008 USD 3110
thousand of ALM 2,491 thousand)

Om 1 Seplember 2009 the Bank signed a loan agreamant with Triodos SICAY Il (Trcdos Microlmance
Fund} in the amount of USD 5,000 thousand. Principal |5 to be repaid on 1 Oclobaer 2011, which is the
maturity date. Inberest is to be paid In sami-annual instalments staring from 1 January 2010, A1 31
Decamber 2008, tha balance of borrowing from Tricdos SICAY 11 (Tricdos Microfinance Fund) was USD
12,443 thousand of AZN 8553 thousand (31 Decamber 2008: LISD 7483 thousend or AZM 5878
thouaand).

All the above lpans as wall a5 tha loans granted in earlier years bear market interest rales.

The Bank i obliged to comply with cerain fnancial covenants stipulated by tha aforemantioned
borrowing agreemants, At 31 December 2008, management balieves that the Bank was in complance
with thosa covenands.

Refar to Mote 2% for disclosure of the fair value of each class of other borrowed funds. Inferest rate
analysis of other borrowed funds is disclosed in Mobe 26, All exisiing borrowing agreemanis as at 31
Dacember 2005 bear markat inlerest rate (31 Decamber 2008 market interest rale). Informabon on
related party balances is disciosed in Mote 31.

The carrying value of each class of othar borrowed funds approximates fair value as 31 Decamber 2009
and 31 Decembar 2008. Al 31 December 2008, the estimated fair value of olher borrowed funds was
AH 169 120 thousand {31 December 2008 AZN 128,051 thousand),
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17 Other Financial Liabilities

Oihver financial llabiities comprise the following:

31 Decembeer 31 December
In dhousangs of Asarbalan Manals 2009 2008
Accrwed stafl cost 1881 404
Accrusd expensas 176 167
Sestlernants with money transfer syslems 136 180
Oithar 134 -
Total other financial llabllites 2407 756

Refer 1o Mote 29 for disclosure of the fair value of each class of other financial liabilities.
18  Subordinated Debt

On 2 July 2007 the Bank signed a subordinated loan agreement with the Deutsche Bank
Aktiengesellschaft (registered in Germany) in USD 10,211 thousand, The loan bears markel interest rate,
Principal is to be repakd on maburity, which Is 31 December 2014, Interest is pald quartery, starting from
31 August 2007 The debt ranks after all other creditors in case of liguidation, The Bank iz oblged to
comply with ceriain financial covenants stipulated by the aforementioned borrowing agreement. At 31
December 2009, management believes that the Bank was in compliance with those covenants. At 31
Dascember 2009, the batance of the bormowing under this facilfy was USD 10,223 thousand or AZM 8,222
thousand (31 December 2008: USD 10,238 thousand or AZM 8,189 thousand).

Refer to Mote 29 for the disclosure of the fair value of subordinated debl Interest rate analysis of
subordinaed debl i disclosed in Mole 26, Information on related pary balances is disclosed in Mote 31,
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18  Share Capital

Mumbier of Ordimary Tivtal
In ifousands of Anerbaian Manals outstanding shares

axcap! for number off shams shares

Al J-IeryiH! 11,000 11,000 11,003
My shares isswsd 9000 9,000 9,000
A1 January 2008 20,000 20,000 0,000
ew shares isswed - - -
At 31 Decembar 2009 20,000 20,000 20,000

The total authorized number of shares & 20,000 thowsand shares (31 December 2008: 20,000 thausand)
wilh & par value of AZN 1 per ghare (31 December 2008: AZM 1 per share), All issued ordinary shanes

are fully paid, Each share carmies one vole,

As ab 31 December 2000 and 2008, the following shareholders owned the ssusd shares of the Bank:

31 Decamber 2009,

31 Decambar 2008,

Chirnars % of shareholding % of shareholding
Intematicnal Finance Corporation 20.00 20,00
Black Sea Trade and Development Bank 20.00 20,00
Kreditanstal fir Wisderaulbau 2000 20000
Eurapaan Bank Tor Reconstruction and
Dy edcprnasnt 20,00 20000
AccassHolding 18.53 16,63
LF3 Financial Sysams 34T 347
Total 100.0 100.0
20 Interast Income and Expensa
1 thoueanas of Arsrbagan Manads 2008 2008
interest Income
Loang and sdvances (o clmloman BE BT 45 002
Diea froen ather banks 1.507 oz
Irnaalmenl sacuisas svadable fof saka 44 87
Total iInterest Incomae 68,138 45471
interest expanss
Othiar bormowed funds 13411 10,207
Term deposils 4231 1,377
Tem placemants of ofher banks 158 -
Subondinated dabt 33 861
Total interest expense 18,733 12,545
Met interest incoms A9 465 312,826
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21 Fes and Commission Income and Expense

in thousands of Azsrbaian Manads 2008 2004
Fes and commission income

= Satllemant ransachons 317 2T
= Commiggion income on purchass or sale of forgign cumency 147 &
- Cash colection 132 BS
- Guaraniess ssued 40 17
= e Fh| 42
Total fes and commission incoma TE&T 523
Fase and commission sxpanse

« Plastic cands TE 28
- Cash ransscions 43 125
- Seftlement fransacions ig 36
Total fee and commission expense 171 200
Met fee and commission incoms 596 323
22 Administrative and Other Operating Expens es

i1 Mousands of Azsvbaan Manads 2000 Faful]
Siall costs 16,5095 10,358
Advedising and markeding senices 1817 1,147
Printineg. slationery and office 1.314 1,004
Diepreciation of property and equipment 11 1,291 a7
Fanl on office premisas 1.245 107
Repair and mainienance 1,158 &oT
Socurity senicas fix s a2
Sardca and membarship fooes B0 1.000
Communication ra 514
Software program support expensa £25 2
Amcrtizsation of softwane 1 472 k1]
Basiness raval espsansa 152 143
Likias 134 107
Dapetait Insurance Fund fees 110 &
Ceher 551 427
Total administrative and other operating expenses 7878 18,071

Incheded in staff costs are social security contributions of AN 2915 thousand (2008 AN 1,837

thousand).

ar
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23 Income Taxes

imcome tax credit recorded in the statement of comprehensive Income comprises the following:

In thousands of Azsrbugani Manats 2009 2008
Currenl tax eapends B 2915
Defirrad tax {creditfchamge {12) 43
Income tax (crediticharnge for the year () 2,958

The income tax rabé applicable 1o the majority of the Bank's income during the year ended 31 December
2008 s 22%. The reconciliation batesen the axpected and the actual taxation charge is provided below.

in ihousands of Arsvhaian Mansds 20049 2008
Prafit bafore tax 19,8982 13413
Theombical tax charme al siabulory rals (22%) 4,396 2951
Tax effest of parmanan] diferences 106 T
Current incoms tax Eability not acorued due 10 three-pear tax holiday (4,786} .
Forversal of tax effect of fempomary  differences due fo three=year tax

hiolday 80 -
Incame tax (credityehange for the year (4 2058

In the year of 2008, a new law on “Stimulation of Increasing the Capitalization of Banks, Insurance and
Remsurance Companies”™ was enacted. According to the law the profil tax rate for banks, insurance and
reinsurance companies is reduced 1o 0% for three fiscal years from 1 January 2008, where all profits are
ratained within the business and transferred (o the registered charter capital. The managemeant did not
accrue any current income tax liability for the resulls of the year ended 31 December 2008 based on s
intention o benafit from the provisions of the law. The cumrent taxable profit which ks transferred to the
share capital is AZM 21,800 thousand. (2008: nil)

On 18 June 2008, the Republic of Azerbaijan reduced the standard corporate income tax rate from 22%
bo 20% with effect from 1 Jameary 2010,

Differences betwean IFRS and statutory taxation regulations in Azerbailen give rise (o lemporary
differences between the carying amount of assels and liabdfties for financial reporting purposes and heir
tax bases, Due 1o the ihred-year fax holiday nofed above, the net deferred fax liabdsty of AZN 12
thousand outstanding as at 31 December 2008 was fully reversed during 2009, considering tha fact that,
all those temporary differences would have reversed by the end of the tax holiday pericd. The tax effect of
the movements in these temporary differences is detaled bedow:

1 January Credited! 3 December
0 (charged] o 2005
In hovsands of Arerhafan Manads profit or loss
Tax effect of deductible)taxable) temporary
differences
Propéry, equipmenl and intangibe assets (18] 18 .
Other Eabdities B {E} .
Mot deferred tax assel / (liability) {12] 12 =
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23 Income Taxes (continued )

1 January Cradited! 31 Decembar
2008 [eharged) to 2008
In thousands of Azarbaifani Manais profit or loss
Tax affect of deductible/[taxable] temporary
differences

Proparty, equipmaent and intangible assets {12} (&) (18)
Crihar kabdlities 43 (37 ]
Mt doferred tax asset | (llabllity) L (43) (12)

24  Eamnings per Share

Basic eamings({loss) per share are calculated by dividing the profit or loss atiributable to equity holders of
thex Bank by the weighled average number of ordinary shares in issue during the year, axcluding tresswry
shanes,

The Bank has ng dilutive potential ordinary shares; tharefore, the dilubed eamings per share equal the
basic eamings per share. Eamings per share are calculated as followss:

mmum‘ 'mmmmdm 2008 2008
Profit for the year aftibutable i rdenasy shadaholdans 10,986 10,455
‘Waighted arverage numbaer of ordinary shanes in issune (thowsands) 20,000 15,644

Basic and diluted profil per ordinary share (expresaed in
AZM per share) 0.0 0.86

25  Segment Information

The chief operating decision maker, the Management Board, reviews the Bank's internal reporting which
prifarily comprize the information prepafed for IFRS reporting pufposes in ofder 1o astess performancs
and allocate resources. The operaling segments have been determined based on these reports as
Prllonars:

. Micro = Micro loans up to AZN & thousand issued 1o enlerprises fof corporabe purposes:

. Trust — Micro loans bebwean AZM B thousand and AZM 16 thousand issued to enterprises for
corporabe purposses;

* EME - Loans above AZN 16 thousand issued fo small and medium enterprises for corporate
PUNSERE,

. Retad — Congumer loans issued and deposits attracied from individuals; and

. Siaff Loans - Loans issued to employess of the Bank.

For the puposes of these financial statements the Bank aggregated Micro loans with Trust loans and
called this reportable segmeni as “Micro”, and aggregaled Retad with Staff Loans and called this
reportable segment a5 "Refail”. The aggregations wers done in accordance with the gqualitative and
qualitative aggregation requirements as set out in IFRS 8.
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25  Segment Information (continued)

The Management Board assesses the performance of the operating segments based on a measure of
adpsbed profit before income lax. This measurement basis excludes the effect of certain expenses from
thé opirating segments as disclosed in the redevant reconciliation below. Other information provided 1o
the Managament Board is measwred in 8 manner consistent with that in these financial statements,
excepd for the items pressnted in the relevant reconciliation balow. The reconclling Bems are managed al
the Bank level and are not allocated 1o the segments for management andfor reporting purposes,

Segment information for the reporiable segmends of the Bank for the years ended 371 December 2008 and
3 December 2008 5 sel out balow:

1 thousae NM[ Manals Micro SME Fatail Total
Year ended 31 Decombar 2009

Extamal reven ues:

= Irliris] incomie 40,250 21,704 4,611 66,567
= Fesgr and commission income - - LT TEY
= (Mher cperating income - - 04 399
Easamus Inom eolamal cusiomsrs 40 250 21,706 ST7T 87, T3k
Extamal axpanses:

= Intgrisd gopuensa 9,780 T.ET4 1288 18,733
= Fon and commission axpansa - - 1M 7
- Provision fior lpan impaimmeant 1.250 1.264 65 1.599
Expanss from sademal cusiomds 11,010 8,058 1,538 21,5803

Adjusted profit before non-segment income,
administrative and other expanse and incoma
tax 29,240 12,748 4,242 46,230

Total assels reported 112,264 85,178 16.241 233,681

B

Yoar anded 31 Decembar 2008

Exfamal revan sas:

= Irlares] income 24 FTT 17326 1489 45,082
- Fos g commisson ncome - - 523 523
= Ofr cprating inooms . = 1) i
Revanue from esdemal cusiomearns 24 ETT 17326 4363 45,066
Exiemal axpenses:

= Inlgresd eapensa 5,703 5,827 1015 12,545
= Fr and commission axponse - - 200 200
= Provision for lnan impairmant S35 a8 202 2,116
Expanse from extemal cusiomar s 6,629 6815 1417 14,861

Adjusted profit before non-segmant incoma,
adménistrative and other expense and income
Lax 17 648 10,511 2048 31,105

Total assols reported T4, 5TE 15,917 13120 163,668
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25  Segment Information (continued)

& reconciliation of adjusied profil befone incomea tax 1o total profit balfore Income tax s provided as Tollows:

fear ended Year anded
mmdm“ Manals 31 Decambar 2008 31 Decamber 2008
Adjusted profit befons non-sepment income,
administrative and other expense and income tax 45,230 31,108
Hon-segment inberest incoma 1631 e
Administrative and cther oparating expenses 2T BTE 18071
Profit before incoma tax 19,982 13413

Feporable sagments’ assels am reconciled 1o 1olal axsels o Tollows;

In thovsands of Anerbafan Manals 3 December 3003 31 December 2008
Total segment assets 253,681 163 668
Cash and cash equivalents 46 567 16,360
Mandalory cash balances with CBAR 253 #a5
Invesiments available for sale 40 5863
Due from other banks 9,824 20
Invasimenis securiSes held (o maburity - 125
Proparty, plant and equipment T3 SAET
Intangibhe assots 19654 arr
Crhar fnancial assets 285 163
Crihir asaals a7 616
Total assets por statement of financlal position 300,772 193815

The above segment information is prepared in USD and then converbed into AZN for the purposes of
these financial statements. The balance sheat items are transiated using the official exchange rale & of

the reporting date. Management believes thal, the exchange rales wsed 1o transkale income and

expenses approximate the exchange rates at the date of respective ransactions,

As the Bank's all operations are camied out In Azerbaljan, the Bank does nol provide geographical

information regarding its segments,

The Bank does not have any major customer that it relies on as prescribed in IFRS B. Therelors, the

Bank does not provide additional information on major customers,
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26  Financial Risk Management

The Bank has exposure bo financial risks which inclede credit, liquidity, marked and operational risks, The
taking of risk is integral o the Bank's business, The Bank's risk manasgement function's aim is to achieve
an appropriaie balance betwesn risk and refurn and o minimise polential adverse affects on the Bank's
financial parfformance.

Risk Management Framework. The Management Board is the primary body responsible for the risk
management function in the Bank. The risk management function is camied ol in respect of financial

rigks [credil, market, and liquidity risks) and operational risks. Financial risk comprises markel risk
{including currency risk, interest rate risk and other price risk), credit risk and liquidity risk. The primary
objectives of the financial risk management function of the Management Board are to establish risk limits
and then ensure that exposure fo risks slays within these limis. The Managemeni Board s also
responsible for emsuring an appropriate balance s established between risk and return, whilst minimizing
any potential adverse effects on the Bank's financial performance, The operational and legal risk
management funclions are intended to ensure proper funclioning of internal policies and procedures o
minimise operational and lagal risks,

The Bank's risk managemeni meathodology, policies and assessment procedures are designed to identify,
analyza. mitigate and manage the risks faced by the Bank. This s accomplished through setting of
appropriate risk limis and controds, whilst ensuring sullable monitoring of rsk levets and compliance with
the Bmits and procedures on an ongoing basis, The risk management polickes and procsdunes ans
resvienad regulary bo reflect changes in marked condibions, and new products and senions offened, This i
1o engura thal “besl practices” are implemented in the Bank,

Rizk Msnagement Bodies and Governance. Risk management policies and processes around the
assessment, approval, monioring and control of risks are perdformed by a number of specialised bodies
within the Bank, intluding commithess and depariments which comply with the requirement of the
resspiscliveg Ararbagani laws, the CBAR requlations and indusiry best practices.,

The Supervisory Board has overall responsability for the owersighl of the risk management framework.
This ncludes the management of key risks, along with the review and approval of risk m

policies and key sk Bmits such a5 large exposuras, economic and product sector limits. [t also delegates
cartain risk supervision authority levels to the Management Board, the Risk Management Committes, the
Cradit Committes, and the Assed and Liability Committes (SALCO").

Orwverall roles and responsibilities for the risk management framework are shown beldow:

Responsibility area Decision-making body Exscutive Managsmant
Frepamation of policles and procedures Managameanl Board-level Risk -

regarding Risk managament Managamen] Commilles

Market and Bquicy sk ALCO Treasuny

Credl, couniny, concantralion risk Risk Commiligs Cristiil Deparimant
Operalional fsks Managament Boand Bank's Deparmants
Siralegic and orpanizational rick Supendsory Board Managamen] Board

Cradit risk. The Bank takes on exposwne 1o cfedit risk, which is the risk that ongé party 1o a financial
instrument will cause a financial l0ss for the other party by failing to discharge an obligation. An exposure
to credil risk arises as a resull of the Bank's lending and other transactions with counterparties giving rise
to financial assels including likalihood that borrower or counterparty fails to meet their obligations in
accordance with agreed terms.

The Bank's maximum exposure fo credit risk ts reflected in the carmying amounts of financial azsets on fhe
balance sheet. For guarantees and commitmeants 1o exfend credil, the Makimum exposure 1o chedil risk is
the amiount of the commitrnent. Refer to Mote 28, The credit risk is miligated by collaleral and other credit
enhancemenis a3 disclosed in Nole 9,
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26  Financial Risk Management (continwed)

The principal credit risk managament mathods used i described in the formal Credit Policy adopted and
implemented by the Bank. Thesa include the setting of limils and the diversification of the credil portiolio
based upon defined criterion (such as indusiry, duration, related persons, region, ete.). Credits will also
be classified atl initiation and theoughout the (e of the loan based upon a risk level determined wsing best
practice rating systems. Such tools will also be used 1o establish appropriate provisions for pobential
losses as necessary. All restrictions and norms issued by the CBAR, related to lending operations, have
also bean carefully considerad and embedded into the Bank’s Cradit Policy.

The Bank also structures the levels of credit risk it undertakes by placing limits on the amown of risk
accepted in relation o one borrower, or borrowers, and to geographical and industry segmenis, The Emits
on the level of credit risk by product and industry sector are approved regulary n:.f mamgmunt Such
risks are monitored on a revolving basis and subject to an annual or more freguent

Tha general credit risk approval structure, for corporate legal entities, private individuals and financial
organisations, is as follows:

For secured boans:

- The Supervisory Board reviews and approves lmits abowe 3% of the total statutory equity up to a
raxirnum limit of 205 of the total statutory equity for all loans and meets on a regular basis,

= The Credit Commities reviews and approves all limits below 3% of tha total statwiony equity. The
Credit Commitiee meets on a regular basis.

Loan applications originated by the relevant clisnt relationship managers are passed on to the relevant
credit committee for approval of credit imit. Exposure to credit risk is also managed, in part, by obtaining
collateral and corporate and personal guaraniees.,

The Bank uses formalised internal credit ratings to monitcr exposures to credit Ask. The Bank's credit
department reviews ageing analysis of outstanding boans and follows up on pasi due balances,
Manapement therefore conssders il appropriate to provide ageing and other information about credit mak
as disclosed in Notes B and 9.

Credit risk for off-balance sheet financial instruments |s defined as the possibility of sustaning a loss as a
resull of another party to & financial instrument failing to perform in accordance with the terms of the
conlracl. The Bank uses the same credit polices in assuming conditional obligations as il does Tof one
balance sheel financial instrumnents, through esiablished credd approvals, risk conbtral limils and
monitoring procedures,

Market risk. The Bank takes on exposure 1o markel risks. Market risks arise from open positions in
{a) currency, () interest rate and (c) equity products, all of which ane exposed to general and specific
marked movements, Management sels limits on the wvalue of risk that may be accepbed, which is
monitored on a daily basis. However, the use of this approach does noi prevent |losses oulside of these
Emits in the evant of more significant markat movements.

Currency risk. The Bank is exposed to the effects of fluctuations in the prevalling localiforelgn currency
exchange rates on its financial position, Currency risk is the risk thal movemenis in foreign exchange
rates will affect the Bank's income o the value of its portfalios of financial instrurments.,

The Bank uses every efforl to match its assels and Eabdiies by currency. Exposune (o foreign exchange
risks faced by the Bank are also limited by tha CBAR normative requirements, which place a 10% of

capital limit on open positions in any single foreign currency and a 20% open limit on all forelgn
currencies.

In respect of cumency risk, management sats limis on the level of exposure by currency and In total for
both overneght and Intra-day positions, which are monitored daily,
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26  Financial Risk Management (continued)

The iable bedow summarises the Bank's exposure fo foreign currency exchange rate risk at the balance
sheal data:

At 31 Decambar 2009 At 31 Deceamber 2008
Monetary  Monetary  Mel balance Monetary Monetary Mot balance
in thousands of fimancial financial sheet financial fimancial shaet
Azarbalian Manais assets  liabilities position AEs0LE liabliit as position
Azxertaifani Manats 85678 44,420 45,258 6,886 22,671 34215
U5 Dollars 198,745 195,025 (284) 128,408 133,239 {4,831)
Euros 211 096 {1,985) 1.710 2,835 {1.225)
s 224 B 218 181 9 186
Total 230,658 24T 453 43,208 187,185 150,850 28,345

The following table presents sensiivities of profil o loss and equity 1o reasonably possible changes in
exchange rales applied al the balance sheat date, with all other variables held constant:

At 31 Dacarmbar 2008 AR 31 Decombar 2008
in thowsands of Azerbaliand Wanats impact on profit or loss Impact on profit or loss
L5 Doltar strangthening by 107% (28} (482}
LIS Doltar weakening by 10% 28 )
Eurg strengshening by 10% (154) [122)
Eurg waakening by 10% 156 122

All investments securities. available for sale as at 31 December 2009 and 31 December 2008 weare
densminated in AZM, therefore, any reasonable possible change in exchange rates would nol have amy
impact on equity.

The exposure was calculaled only for monétary balances denominated in currencies other than the
functional currency of the respective entity of the Bank.

Interest rate sk, The Bank fakes on exposure to the effects of fuctuations in the prevailing levels of
marké intenest rales on its financial posilion and cash flows. Interest margins may increass as a result of
such changes bl may reduce or create lesses in the event thal unespecied movements arise.

Managament monitors on a daily basis and sets limits on the level of mismaich of inferest rate repricing
that may be underiaken.
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26  Financial Risk Managamant [continuad)

The table below summarses the Bank's exposure to interest rate risks. The table presents the
aggregated amounts of the Bank's financial assets and liabilities at camying amounds, categorised by the
earier of contractual interest repricing or maturity dates.

Demand and From 1 io From&ts  More than Total
bess than &maonths 12 months 1 year
In thaueangs of Arsrhalan Manars 1 menth
31 Decambar 2009
Tabsl finandial assets 67 B30 92,737 60 x41 G0.800 290,858
Tabsl fancial liabilees 17 535 T4 440 a7 B43 117 838 247 453
Met interest sensitivity gap at 31
December 2008 50,345 18,267 11,508 (57,035) 43,205
31 December 2008
Tolad fnancal zasets M3 55,738 48 640 48,504 187,195
Tolad fnancial liabites T2 26,790 14,704 108,626 158,850
I BEME

e e hriy o w4 31 26,585 28,948 33838 (81124) 28,348

At 31 December 2009, if inferest rales af that dale had been 100 basis points kower (2008: 100 basis
points lowes) with all olher variables held constant, peofit for the year would have been AZMN 485
thousand (2008: AZN 329 thousand) highar, mainly as a result of lower inferest expense on variable
interest liabiltias, The impact of 8 reasonabdy possible shift in market interast retes on components of
equity, other than due to the effects of the changa in profit on retained earnings. would not be significant.

If interest rates had been 100 basis points higher (2008: 100 basis points highar), with all other varables
held constant, profit would have bean AZM 485 thousand (2008: AZN 320 thousand) lower, mainly as a
result of higher interest expense on variable interest Eabilities. The impact of a reasonably possible shat in
market interest rates on components of aquity, other than due to the effects of the change in profit on
retaned earmings, would not be significant.

The Bank monitors interest rates for is financial instruments. The table below summarises effective
intenast rates, including the effect of any fees, commissions, and / of tax kabiities that may be payable,
based on regors reviewed by key management personnel:

31 Decembar 2000 31 Decembaer 2008

in % p.a, AT usp EUR AZN Usp EUR
Angets

D from other banks 9,54 i - 12.62 - -
Loans and advances (0 cusiomans 33.40 3240 - 34.00 33.00 -
Invvasimen] sacuntss avalable for

Ak 4.10 . . 8,53 R .
Linbilities
Tarm dipoais 10,88 10.54 6,17 13,00 12.3% 6,00
Tem placements of ofher banks - 10,8 - - - -
Othar borroswad funds 12,05 220 - 12,00 9.72
Subordinated dabil - 1111 - - 1191

The sign "=~ in the table above means that the Bank does not have the respective assets or labilities in
the corresponding curmency,

A5



AccessBank CJISC
Motes fo the Financial Statemenis = 31 December 2003

26  Financlal Risk Managemant (continued)

I risk concentrations. The geographical concentration of the Bank's financial assets and
ligbilitias at 31 December 2009 |5 el out bebow:

W1 thousands of Anerhaiani Manafs Azarbaijan QECD MNon-DECD Total
Ansals

Cash and cash equivalents 40,652 5478 434 46 55T
Mandalory cash balances with the CRAR 253 = - 253
Chea from othar banks 9,828 - - 428
Loans and advances o cuslomers 233,681 - - 233681
Irnéasstimsand saaiiiias Svaiabla Tor saks 40 - - 40
Omher fnancial assats . 143 146 789
Total financial asasts 204 454 5619 SBS 280,658
Liabilities

Dt b olhear bainks 2 . 3,003 3005
Cuslomes sceourls [iE Rl ] = - 4 e
Oher bomowed funds = 152,333 16, 78T 168,130
Other financial Eabilities 2,040 &F - 207
Subordinated debt - B2 - g2z
Total financial liabilities E7.041 180,622 19,750 24T 483
Mt balance sheal position 21T 413 [155.003) [18.D05) 43 205
Credit related commitments 482 - = AE2
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26 Financial Risk Management [continuad)

The geographical concentration of the Bank's financial assets and kabiliies al 31 December 2008 is set
ol bedons:

i thowrsands of Ararbaian Manalzs Arerbaijan OECD Man-0ECD Total
Aszpis

Cash and cash aquivabsnis 13,188 2,745 427 168,380
Mandaiony cash balances with CBAR 585 . . ey
Dheer from: other banks 0 = - a0
Loans and advances o cuslomear 1636686 - - 163,669
IFreesimant securilies avaiable for sale 5863 - = 5,883
IFvestment sacurilies hebd 1o maturity 125 - - 125
Oiesr Brancial assals 102 =1 11 183
Total financial assets 183,962 2,785 438 187,195
Liabilities

Chesét I oitheisr banks 2 ] ] 2
Cusiomes accournbs 21 857 - - 21,852
O bomosned funds = 110,53% 17,518 128,081
Cthar finmncial Eabditios S50 - 167 TEG
Subordinated dabd - 8185 - 8,189
Total financial liabikties 224843 118,722 17, 6BS 158,850
Het balance sheet position 164,519 (115,927} (17.247) 28,345
Credit related commibtmants 113 ] ] 113

Assels, liabilities and credil relaled commitments have generally been based on the country in which the
counterpady is localed. Batances wilh Azerbaijan counlerparies aclually outstanding tofrom off-shore
companies of these Azerbaian counterpariies are allocated o the caption “Azerbaijan”. Cash on hand
and pramises and squipment have bean allocated basad an the country in which they ane physically hedd.

Liquidity risk. Liquidity risk is the risk that an enlity will encountar as a result of unavailability of funding
difficulties in meating obligations associated with financial Rabilities when they fall due. The Bank is
exposad to dadly calls on its avallable cash resources from owverndght deposits, current accounts, maturing
deposits, loan drawdowns and guarantees from margin, The Bank does not mainiain cash resources to
meat all of these neads as experience shows that a minsmum bevel of reirvestment of maturing funds can
be predicled with a high level of cartainty,

The day-io-day liquidity management is performed by the Treasury Depariment within a comprehensive
framework Sel by the Assets and Liabilities Commities, and monitored independently by tha Managemant
Board. The Bank monitors and reports Bguidity risk dadly, paying particular attention to ensuring that there
are optimal bevels of cash and cash equivalent instruments to fund increases in assels, unexpecied
decreases in llabilities, as well as meeting legal requirements, while optimizing the cost of carming any
ExoEss liquidity.

T manage liquidity risk, the Bank performs daily moniloring of future expected cash flows on dients’ and
banking operations, which forms part of the asset and Rability management process. The Bank also has
1 comply with minimum leveds of liquidity required by the CBAR.

The Bank seeks to maintain a stable funding base primarily consisting of amounts due to other banks,
torporate and retal customer deposits. The Bank invests the funds in diversified portfolios of liquid
assels, in order (o be able lo respond quickly and smaoathly to unforesean liguidity reguirements.
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26  Fimancial Risk Management (continued)

The biguidity management of the Bank requires considering the level of liguld assels necessary to setthe
obligations as they fall due; maintaining to a range of funding sources; maintaining funding
contingency plans; and monitoring balance sheel lquidity rabos agamst regulatory requirements. The
Bank calculates instant liquidity ratio on a daily basis in accordance with the requirement of the CBAR.
This ratio is calculated as the ratio of highly-liquid assets to liabilities payable on demand. The ralio was
273% al 31 Decamber 2008, whaeraas the minimum percentage required by the CBAR is 30%.

The Treasury Department recaives information about the liguidity profile of the financial assets and
liabiliies, The Treasury Depariment then provides for an adequate portfolio of shori-term liquid assets,
largely made up of short-term liguid frading securities, deposits with banks and other inter-bank facilites,
to ensure that sufficient liquidity s maintained within the Bank as a whole.

The tale below shows assets and liabilities at 31 December 2009 by their remaining contractual maturity.
The amounis disclosed in the matuity table are the conbractual undiscounted cash flows, including
contraciual amounts o be exchanged under gross loan commitments, Such undiscounted cash flows
differ from the amount included in the balance sheet because the balance sheel amount & based on
discounted cash flows.

When the amount payable is not fioed, the amount disclosed is delermined by reference to the condilions
axisting at the reporting date. Foreign curency payments ane translaled using the spol exchange rate al
the balance sheet date.

The maturity analysis of financial instruments at 31 Decamber 2008 is as follows:
Demand From 1te From&io Fram Orvar 5 Total

and legss B months 12 months 12 months YRS
than io 5 years

in thowsands of Azevbadani Manals 1 month
Bagels
Cash and cash equivalents 48 567 - - - = 45 567
Mandalory resarves with the CHAR - - - - 253 253
Due from ofher banks 3,218 GAT2 - - 20 10,007
Loans and advances (o cusiomerns 17,5963 93,304 BEES0 108,626 2185 308,373
Investmand securities available for sale - - - - 40 44
Canar financial asseds ¥ L) - - - - 4 ]
Todal BE.134 09,281 B8, 200 108,628 2408 &5 520
Liabilities
Dhue B0 atheisr banks 2 2005 - E - 3,087
Cusiomer accounks 13,387 13,054 1,550 12,036 = 70,067
Orthager bormesed funds 2,102 21,109 19280 154615 62 18T 488
Other financial Eabilties 2107 = . - - 2,107
Subordinated dabl - 455 455 11841 - 12,7854
Financzal guaraniess 5] 213 200 - - 482
Total potential future payments for

fimancial obligations 1T 66T 37026 51.525 173,512 362 ZB5.992
Liguidity gap arising from financial

nEtrumants S0 48T 62,055 34 TES {H.IH] 2138 78,537
Cumulative liguidity gap 50,467 112582 147287 77401 78,537
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26 Financial Risk Management (continued)

The maturity analysis of financial instruments at 31 December 2008 is as follows:

Demand From 1to Frométo From Ovar 5 Total
and less & months 12 months 12 months yeans
than te 5 years

n thowsands of Azerbaliani Manals 1 month
Aszeis
Cash and cash equivalanis 16,360 - - - - 16,360
Mandalory reserves with the CBAR - - - - 985 295
Dhsis Broim e Danks - - - - 2 20
Loans and advancss 1o Cusiomans 11,958 60,152 60,197 B3 G2 2851 218,220
Invesstmnd securities available for sale 5,802 - - - . 5,892
Evesstmands hadd 1o maturity 124 - - - - 126
Crihar financial assats 163 - - - 163
Tatal 14,489 80,152 60,197 83,262 3686 241.7TE
Liabilities
Due o banks i - - - - .
Cusiomer accounls 6955 4,433 6,485 EE2Z - 23,239
Crihear bomossed funds - 6,296 12,185 115277 24,717 158476
Criheir on ancsal Eabaditias TEiE - - - - 756
Subordinabad dabl - 454 e 11,820 454 13,182
Finandal guaranées - 113 - - - 1132
Todad potential future payments for

financlal obligations 7783 10,946 18,12 132719 25471 195,768
Liguidity gap arising from financial

instruments 28,748 48, 158 41088  (40457)  [(21,B0%5) 45008
Cumulative liguidity gap 26,746 TSE02 116870 67513 48,008

Liquidity requirements to support calls under guarantees and standby letters of credit are considerably
legs than the amount of the commitment disclosed in the above maturity analysls because the Bank does
riok generally expect the third pany o draw funds under the agresment. The tolal oulstanding contraciual
amount of commitments to extend credit as included in the above maturity table does nol necessarily
reprasent future cash requiremenls, since many of these commitments will expire of lerminate withouwt

being funded,
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26  Financial Risk Management {continued)
The Bank doés nof use the above maturity analysis based on undiscounted contractual maturities of

liabilities to manage liguidity. Instead, tha Bank maonitors expected maturities and the resulting expected
liquidity gap as folkows:

Demand From1ioc Frométo From Crver & Total

and less B months 12 months 12 months years
than ta 5 yaara

In thavsands of Azerbaland Manals 1 manth
At 3 December 2000
Financial assets &7.880 2737 69241 58,660 1440 260,653
Financial liabiitas 17,534 36410 471491 145,744 274 247 453
Mat lliquidity gap based on axpected

maturitins 20,346 56,327 21,750 |36, 054 ) G686 43,205
At 31 December 2008

Financial asoets 313 55,733 48 540 4B 463 2,041 187,185
Financial liabililess 7. 730 10,207 17,5623 108,495 18,855 158 50
Met liquidity gap based on sxpecied

maturitins 25,583 45,531 AT {60,032) {14.554) 28,345

The above analysis is based on expected malurites, The entire portfolio of Irading securities is therefore
classified within demand and less than one manth based on management's assessment of the portfolic’s
realisalility,

Thz ralching and/or controlled mismatchang of the maturitbes and interest rates of assets and l@bilities is
fundamental ta the management of the Bank, |t is unusual for banks ever (o be complately matched since
business transacted is oflen of an uncerain term and of different types. An unmaiched position potentially
enhances profifability, bul can also increase the risk of losses. The maturites of asseds and liabilities and
the ability to replace, at an acceptable cost, interest-bearing liabilities as they matura, are imporant
faciors in assassing the liguidity of the Bank and its exposuwre to changes in interest and exchange rates.

Management believes thal in spite of a substantial portion of customer accownts being on demand,
diversification of these deposits by number and type of depositors, and the past experience of the Bank
woukd indicate that these customer accounts provide a long-lerm and stable source of funding for the
Bank.

27 Management of Capltal

The objectives of management when managing the Bank's capital are (i) 10 comply wilh the capital
requirements set by the CBAR and (i) to safeguard the Bank's ability 1o contivue as & going concem,
Compliance with capital adeguacy ratios set by the CBAR is monitored monthly with reports cutlining their
calculation reviewead and signesd by the Finance Direclor. Tha other objectives of capital management are
evalualed anmnually.
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27  Management of Capital (eontinued)

Under the cumrent capital requirements sed by the CBAR banks have to: (&) hold the minimum level of
total statutory capital of AZM 10,000 thousand: (b) maintain & rathe of regulatony capital to risk welghted
assets ("statutony capital ratio”) at or above a prescribed minimum of 12% and (c) maintain a rato of ter-1
capital {0 the risk-weighted assets (the Teer-1 capital ratio’) at or above the prescribed minimum of 6%,
Regulalory capital i based on the Bank's réports prepaned under the CBARs regulations and comprises:

3 Decembar 31 December
Iy Moueans HM' | i anale 2008 2008
Mal asssls undar Arahaiani GAAR 33,00 22 844
Less imvastments (i) (40
Less intangible assals {1,995) {900)
Pius siatutory income for the year 19,586 10532
Flus ganaral provisan for impasrmiant 2473 2,248
Pius subsrdenalesd debl 7.B85 8179
Total regulatery capital 62,608 42,863
Total capltal adequacy ratio 32.5% 23.8%

The Bank is also subject to minimum capilal requirements eslablished by covenants stabed in loan
agréaments, incdheding cipilal adequacy levels calculded m acoordance with the requirements of the
Bagel Accord, as defined in the International Convergence of Capital Measurement and Capital
Standards (updated Aprl 1998) and Amendment to the Capital Accord to inconporate marke! risks
{updated Mowember 2005), commionly known as Basel |. The composition of the Bank's capital calculated
in accordance with Basel Accord is as follows:

in) Mousands of Azerhagan Manals 2009 008
Tier 1 capital

Share capkal 20,000 20,000
Falained agmings 33, F85 132894
Tortad thar 1 capiial 53,785 33,285
Tiar 2 capital

Prawvision on sk weighlad assals X076 2,144
Subsedinated debl B2300 8,181
Less: investments in financial insitulicns {40} [0}
Total ier F capital 11,236 10,285
Total capital 64,521 43,584
Total capital adequacy ratio 26.2% 4.6%

The Bank complied with all externally imposed capital requirements throughout the year ended 31
Decamber 20048,
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28  Contingencles and Commitmants

Legal proceedings. From time o time and in the normal course of business, claims against the Bank
ey e recetved. On the basks of s own estimates and imemal professional advice management s of
the opinion thal no material losses will be incurred in respect of claims and accordingly no provision has
been made in these financial siatements.

Tax legisiation. Tax, curmency and customs legeslation of the Republic of Azerbaijan are subject 1o
varying interpredations, and changes, which ¢an occur freguently. Management’s interprefation of such
lagisiation as applied (o the transactions and activity of the Bank may be challenged by the relevant tax
authorties, As a result, significant additional taxes, penalties and inerest may be assessed, Acconding 1o
the Tax Code of the Republic of Azerbaijan fiscal periods remain open to review by the authorities in
respect of laxes for three calendar years preceding the year of review. Under cerlain legislative
circumsiances revienws may cowar kanger penods.

The Bank’s management believes that its interpretation of the relevant legisiation is appropriate and the
Bank's tax, currency and customs positions will be sustained. Accordingly, at 31 December 2009 no
provision for polential tax liabilities was recorded.

Capital expenditure commitments, A5 al 31 December 2008, the Bank had no capilal expenditure
commitrments.

lease commitments. As at 31 Decembear 2009, the Bank had no commiiments under non-
cancellable lease agreaments.

with covenardts. As at 31 December 2008 and during the year then ended, there were
covenants that the Bank should have complied with. The Bank is subject to certain covenants related
peirnarily o its bormowings. Mon-compliance with such covanants may result in negative consegueances for
the Bank Including, growth in the cost of borrowings and declaration of defaull. As at 31 December 2009
thi Bank was in compliance with all covenants imposed by international financial insiiutions.

Credit related commitments. The primary purpose of these instruments ks to ensure that funds are
avallable o a customer as required. Guaranees and standby letters of credit, which represent irevocable
asgurances that the Bank will make payments in the event that a cuslomer cannod mest iz obligatons 1o
third paries, carry the same credit risk as koans. Documentary and commencial letters of credil, which are
written undertakings by the Bank on behall of a customer authorising a third party 1o draw drafts on the
Bank up o a stipulated amount under specilic lerms and condiliong, are collateraled by the underying
shipmenis of goods to which they relate o cash deposits and therefore camy bess risk than a direct
bormowing.

Commitments (o extend cradit represent unused portions of authorisations (o extend credi in the form of
hoans, guarantess of letbers of credit. With respect to credit risk on commitments 1o axtend credit, the
Bank is potentially axposed to kees in an amouwnt egqual to the fotal unused commitments. However, the
li&ely amount of loss is bkess than the total unused commiments since most commitments to extend credit
are contingent wpon customers malntaining specific credit standards. The Bank monitors the term to
maturity of creddl related commilments because longer-lerm commitments generally have a greater
degree of credil risk than shorter-lerm commitments. Ouistanding credit related commitments and thedr
fair values are as follows:

31 December 31 Decambear
1 thousanas of gan Manals 2008 200B
Guaranises ssued 48z 113
Total credit related commitments 482 113

The credit related commitments were denominated in Azerbaljanl Manais at 31 December 2008, The
future undiscounted cash flows from cred®t related commitments are equal o AZN 15 thousand (31
December 2008: AZN 3 thousand) as al 31 Decamber 20049,
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29  Fair Value of Financial Instruments
{a) Fair values of financial instruments carried af amortised cost.

At 31 Decamber 2000, fair values of financial nstruments carmied at amortised cos! appraximabed to their
carmying values,

Fair value is the amount at which a financial instrument could be exchangsd in a current transaction
betwean willing parties, other than in a forced sale or liguidation, and is best evidenced by an acthe
quoted market price. Where guoted market prices are nol available, the Bank used valuation technigues,
Ceriain valuation lechniques required assumplions thal were nol supporied by obsensable market data,

The fair wahse of unquoted fioed interest rate instruments was estimated based on estimated fulure cash
flows expacied (o be received discounted at currant inferast rates for new instruments with similar credit
risk and remaining maturity. Discount rates used depend on currency, matwrity of the instrument and
credit risk of the counterparty and were as follows:

31 Decembaer 2009 31 December 2008

Due from other banks

Shorl-leim placesmants with obher banks % o 14% pa. T o 14% pa.
Loans and advances o cusiomers

Loans 15 cusiomans — SME and micrs lbans 16% 1o 36% paa. 16% to 36% pa.
Loans 1o cusicmens - retal kbans o individuals 12% 1o 35% pa 12% b0 35% p.a.
Investment securities hold to maturily

Fapo notes of tha CBAR 2% pa, 2% pa.
Due to othar banks

Shori-lerm placement 1o othar banks. - -
Cusiomer aecoiims

« Tadr daposits of individuals 29 15 20°% p.a. 1% ko 20% poa.
Cithar Borrowed fungs

= T barowings from companies/gosemmant agencies B% 10 12% p.a. 8% ko 12% p.a,
Swhordinated debt

= Sybordinated debi 11% p.a, 11% p.a.

30  Presentation of Financial Instruments by Measurement Category

For the purposes of measurement, |AS 39, Faancial Mnstruments: Recogniion and Measurement,
classifies financial assets into the following categorias: (a) loans and receivablaes: (b) avallable-for-sale
financial assets; (o) financial asseis held to maturity and (d) financial assets ai fair value through profit or
loss ("FWTPL"). Financial assets at fair walue through profit or loss have two subcategories: () assels
designated as such upon initial recognition, and (i) those classifed as held for trading.
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30  Presentation of Financial Instruments by Measurement Category (continued)

The following lable provides a reconciliation of classes of financial assets with these measurement
calegories a5 of 31 Deceamber 2009:

Loans and Investment securities Total
receivables Avallable for sale
In ihouzands of Azerbadani Manals (throwgh egulty]
ASSETS
Gash and cash equivalents 46,567 - 46,567
Mandatory cash balances with the CBAR 53 - 253
Investmants secuvites avallable for sale - 46 40
Due from other banks
= Bhor-leem pacaments with oiher banks G828 - 49828
Leans and advances o cusiomers
= Micns loans 122 264 - 122 264
= SME lcans 95,176 - 95,176
= Falad bhans o ndvidials 11321 - 11,321
= Stall loans 4 920 - 4 8920
Oibar Francial sasots 280 - 280
TOTAL FINAMCIAL ASSETS ZA0.618 40 200 858
HON-FINANCIAL ASSETS 10,914 - 10,114
TOTAL ASSETS H0,TIZ 40 300,772

The following table provides a reconciliation of financial assets with the measuremeant calegores defined
in LAS 39, Fnancial Insfruments: Recogmiion and Measwemand, as of 31 Decamber 2008

Loans and Insestment Held to Total
receivables Securities Available for maturity

in frousands of Azevbagani Manads Sale (through equity)
ASSETS

Cash and cash aquivalants 168,280 - - 16,360
Mandaiory resenses with CBAR gas - - 285
Invesiment securities available for sake = 5863 - 5583
Do from other banks
= Shorf<4erm placements with other banks with

onginal maburi$es of mone than three months 20 - 20
Loans and advances fo cusiomers
- Micro loans FER-Tid - - T4,572
- SMIE lpans 15977 - - T59TT
= Foislad haans b indrviduals 8483 - - 9483
= Sial lsans 3637 - - 3637
Ivesiment Securities held (o maturity - - 125 125
Oitbar Mnancial assaeds 1683 . - 163
TOTAL FIMAMCIAL ASSETS 181,207 5,863 125 187,185
HON-FINAMCIAL ASSETS B, 720 - - 8. T20
TOTAL ASSETS 187 82T 5,863 125 183915
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31  Related Party Transactions

Parties are generslly considered to be related if the parties are under common conbrol or one party has
the ability 1o control the other party of can exercise significant influence over the other party in making
financial of operational decisions. In congsadening each possible related party relalionship, atlention is
direcied io the substance of the relationship, not merely the legal form,

A 31 December 2009, the outstanding balances with related parties wene as follows:

Shareholders Entithes under joint Ky managemsnt
personnsl

Ins thaesansds of Ararbaiani Manals conins el
Gross amount of lbans and advances io

cusiomeans (coniractual inberesd rae: 12 -22 %) - - IR
Dua to banks - 3003

Curenl accounls - - 32
Termn deposits - . D08
Cithr bormrowed funds 548,020 - -
At 31 Decembear 2008, the outstanding balances with related paries wera as follows:

I thawsands of Aparbaian Menads Sharaholders bt ril
Gross amount of bang and advances o

customans (contraciual inberest mie; 12 <168 - 175
Tam deposis - GO0
Other bomoaed funds 19,564

The incoma and expense Hems with relabted pares for the year ended 31 Decamber 2009 were as
follows:

I ifousands of Ararbaanl Manals Shareholders man 1 izl
Inbarast iNcoma = ai
Inberasl expea e 3,020 33
Paymenl for managemant and softwans suppor 1,012 -

The income and expense Bems with related parties for the year ended 371 December 2008 were as
Tolborers:

fn Mhaveands of Ararbaian Menads Shareholders TR el
Intarast InCome - 18
Inberas! axpanss Qa5 20
Payment far managemant and softwars suppor F .
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3 Related Party Transactions [continuad)
Key management compensabion is presented below,

31 Decembeer 2002 31 Decembar 2008
Expanss Accruad Expanss Meerued
Iny havsands of Arerbafansy AManals liability liabiliy
Shorl-term banafits
- Salafieg 482 az 36T
Todal 482 9z 367 .

32  Ewvents After the Balance Sheet Dabe

Subsaquént to the balance sheal dale, according 1o the decision of General Assembly of Shareholders
hold on 27 January 2010 the Bank increased its share capital from AZM 20,000 thowsand to AZM 41,800
thousand by ulilising s statutory taxable profit, AZMN 21,757 thousand for the year ended 31 December
2000 and transferring AZM 43 thousand from its retained eamnings from previous wears, Emission
proceduras were completed on 16 March 2010,
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BAKU & ABSHERON BRANCHES

Head Office and Central Branch — 137 A.Guliyev St
20th January Branch — 1c A.Mustafaev St

Azadlyg Branch — 97 Azadlig Ave

Babek Branch — 76¢c Babek Ave

Badamdar Branch — 34 Badamdar Highway
Bakikhanov Branch — 70 M.Fataliyev St

Bul-Bul Branch — 33 Bul-Bul Ave

Elmler Akademiyasi Branch — 4a Inshatchilar Ave
Khalglar Dostlugu Branch — G.Garayev Ave, opposite
building 126

Khirdalan Branch — H.ZTagiyev St, Block 27
Mardakan Branch — 2a Esenin St

Natavan Branch — 3 Moskva Ave

Sabayil Branch — 15 R.Rza St

Sumgayit Branch — 9/11 Sulh St, 1 m/d, Sumgayit city
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REGIONAL BRANCHES

Ganja Branch — 32 Abbaszade St, Ganja city

Gazakh Branch — H.Aliyev Ave, Gazakh city

Goychay Branch — 96 H.Aliyev Ave, Goychay city
Jalilabad Branch — H.Aliyev Ave, Jalilabad city

Khachmaz Branch — 215 N.Narimanov Ave, Khachmaz city
Lenkoran Branch — H.Aslanov Ave, Lenkoran city
Mingechevir Branch — 98a U.Hajibeyov St, Mingechevir city
Nizami Branch — 110 Khatai Ave, Ganja city

Salyan Branch — Y.Gasimov St, Salyan city

Sheki Branch — 17 M.A.Rasulzade St, Sheki city

Zaqatala Branch — 29/1 FAmirov St, Zagatala city
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