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To the shareholder of National Bank of Pakistan Baku Branch

Repott on the audit of the financial statements

Quualified opinion

We have audited the financial statements of National Bank of Pakistan Baku Branch
{the "Bank"), which comprise the statement of financial position as at December 31, 2021, and the
statement of comprehensive income, the statement of changes in equity and the statement of cash flows
for the year then ended, and notes to the financial statements, including a summary of significant accounting
policies.

In our opinion, except for the effects of the matters described in the Basis for qualified opinion section of
our report, the accompanying financial statements give a true and fair view of the financial position of the
Bank as at December 31, 2021, and its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRS).

Basis for qualified opinion

The Bank has recorded a provision against loans and advances to customers amounting to AZN 592,819
and provision against immovables received in satisfaction of non-performing loans amounting to
AZN 125,632, as at December 31, 2021, however, the recorded provision was not as per the regulatory
requirements of Central Bank of Azerbaijan as mentioned in note 8 and note 12 to the financial statements.
Further, the Bank has not adopted IFRS 9 ‘Financial Instruments’ from its applicable date January 1, 2018.
Therefore, the Bank has not recotded the provision against loans and advances to customers as required
by IFRS 9 ‘Financial Instruments’ which constitutes a material departure from IFRS, however, considering
the age of Bank’s loan portfolio, the provision as per IFRS 9 ‘Financial Instruments’ is not expected to be
materially different as requited by the local tegulations. We were unable to obtain sufficient appropriate
audit evidence about the net cattying amounts of these financial assets at amortised cost as at December
31, 2021 and its impact on the Bank’s net loss for the year and accumulated losses because we were not
provided the impact assessment of IFRS 9 by the management. Further, we were unable to satisfy ourselves
on the existence, valuation and recoverability of certain advances, prepayments and deposits amounted to
AZN 274,584 as at December 31, 2021, due to lack of supporting documents. Consequently, we were

unable to determine whether any adjustments to these amounts were necessary.

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

Emphasis of matter paragraphs

We draw attention to note 2 of the finandial staterments which states that the Board of Directors of National
Bank of Pakistan (“Parent Bank™) has decided to close the Bank. Therefore, use of the going concern basis
of accounting is not appropriate in these circumstances. Accordingly, these financial staternents have not
been prepared on a going concern basis. These financial statements have been prepared on modified IFRS
basis where assets were tested for impairment. Qur opinion is not qualified in respect of this matter.

We draw attention to note 25 of the financial statements which states that the Bank does not comply with
the minimum capital requirements as per the applicable local regulations. Our opinion is not qualified in
respect of this matter.
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Independent auditors' report (continued)

Responsibilities of management and those charged with governance for the financial statements

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

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

Those charged with governance are responsible for overseeing the Bank’s financial reporting process.
Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes
our opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted
in accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered matetal if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

® Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The tisk of not detecting a material
misstatement resulting from fraud is higher than for one tesulting from etror, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

® Obtain an understanding of internal control relevant to the audit in order to design audit procedutes
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Bank’s internal control.

¢ Evaluate the appropriateness of accounting policies used and the teasonableness of accounting
estimates and related disclosures made by management.

¢ Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Bank’s ability to continue as a going concern. If we
conclude that 2 material uncertainty exists, we are required to draw attention in our auditors’ report to
the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditors’
report. As the Bank has applied for liquidation, future events or conditions including relevant
approvals, may cause the Bank to wind up the operations.

® Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the aydit and significant audit findings, including any significant deficiencies in internal
control that we identify \during our audit.

Grant Thorntén -
Balwu, Republic of Azerbaijan

Date: April 26, 2022



National Bank of Pakistan Baku Branch

Financial Statements

Statement of financial position
As at December 31, 2021

Assets

Cash and balances with Central Bank
Balances with other banks

Loans and advances to customers
Investments held to maturity

Property, equipment and right-of-use assets
Intangible assets

Other assets

Total assets

Liabilities

Dhue to banks and other financial institution
Customers’ accounts

Other liabilities

Total liabilities

Equity

Share capital

Other reserves

Accumulated losses

Total equity

Total equity and liabilities

Notes

13
14
15

16

2021 2020
AZN AZN
4,755,551 2,674,649
493,538 263,188
1,566,794 1,614,221
1,972,449 6,981,280
564 37,368

9,564 12,752
771,873 701,829
9,570,333 12,285,287
- 360

573,786 2,911,915
4,337 10,829
578,123 2,923,104
9,420,000 9,420,000
722,812 722,812
(1,150,602) (780,629)
8,992,210 9,362,183
9,570,333 12,285,287

These financial statements for the year ended December 31, 2021 were approved by the Management Board

on April 26, 2022 and were signed by:

Mr. Sahib Guliyev
Acting General Manager

Baku, Azerbaijan Republic

\
Ms. Xumar Mehdiyeva
Chief Accountant

The accompanying notes 1 to 29 form an integral part of these financial statements.
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National Bank of Pakistan Baku Branch

Financial Statements

Statement of comprehensive income
For the year ended December 31, 2021

Notes
Interest income 17
Interest expense 17
Net interest income
Reversal of provision on loans and advances to
customers — net 8

Net interest income after provision

Othet income — net

(Gain from foreign exchange operations — net 18
Fees and commission income 19
Fees and commission expense 20
Operating profit

Operating expenses 21

Loss before income tax

Income tax expense 22

Net loss for the year

Other comprehensive income

TOTAL COMPREHENSIVE LOSS FOR THE YEAR

2021 2020
AZN AZN
282,394 389,841
282,394 389,841
14,715 1,113
297,109 390,954
- 796

1,093 17,497
16,834 44,940
(18,041) (9,840)
296,995 444,347
(666,968) (806,534)
(369,973) (362,187)
(369,973) (362,187)
(369,973) (362,187)

The accompanying notes 1 to 29 form an integral part of these financial statements.
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National Bank of Pakistan Baku Branch

Financial Statements

Statement of changes in equity
For the year ended December 31, 2021

Balance at January 1, 2020

Net loss for the year

Total comprehensive loss
for the year

Balance at December 31, 2020

Net loss for the year
Total comprehensive loss
for the year

Balance at December 31, 2021

Share Other Accumulated Total
capital reserves losses equity
AZN AZN AZN AZN
9,420,000 722,812 (418,442) 9,724,370
- - (362,187) (362,187)

- - {362,187} (362,187}
9,420,000 722,812 (780,629) 9,362,183
- - (369,973)  (369,973)

- - (369,973)  (369,973)
9,420,000 722,812 (1,150,602) 8,992,210

The accompanying notes 1 to 29 form an integral part of these financial statements.
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National Bank of Pakistan Baku Branch

Financial Statements

Statement of cash flows
For the year ended December 31, 2021

OPERATING ACTIVITIES

Loss before tax

Adjustments for non-cash and non-operating items:

Charge/(Reversal) of provision for impairment loss at
balances with other banks

Reversal of provision for impairment losses — net
Depreciation of propetty, equipment and right-of-use assets
Amortization of intangible assets

Finance cost on lease liability

Loss on revaluation of foreign cutrency operations

Changes in operating assets and liabilities:
Loans and advances to customers

Investments held to maturity

Other assets

Due to banks and other financial institutions
Customers’ accounts

Other liabilities

Cash inflow from operating activides before taxation

Income tax paid
Net cash generated from operating activities

INVESTING ACTIVITIES
Purchase of property and equipment
Purchase of intangible asset

Net cash used in investing activities

FINANCING ACTIVITIES
Payment of finance cost on lease liability
Payment of lease liability

Net cash used in investing activities

Effect of changes in foreign exchange rates on cash and
cash equivalents

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Notes

10
11

21

10
11

2021 2020
AZN AZN
(369,973) (362,187)
2,327 (796)
(14,715) (1,113)
36,804 86,647
3,188 3,673

- 7,215

1,656 (3,193)
(340,713) (269,754)
62,142 24,739
5,008,831 (1,590,814)
(63,022) (24,466)
(360) -
(2,338,129) 2,505,098
(6,492) 949
2,322,257 645,752
- (3,700)
2,322,257 642,052
- (2,946)

- (1,800)

- (4,746)

- (7,215)

- (83,617)

- (90,832)

(1,656) 3,193
2,320,601 549,667
2,928,095 2,378,428
5,248,696 2,928,095

The accompanying notes 1 to 29 form an integral part of these financial staternents.
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National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements
For the year ended December 31, 2021

1 Legal status and nature of operations

National Bank of Pakistan Baku Branch (the “Bank”) was incorporated in Azerbaijan in 2005 and regulated
by the Central Bank of the Republic of Azerbaijan (the “CBAR”) and conducting its business undet general
license number 248. As at December 31, 2021 the registered address of the Bank is located at Nobel Ave.
9A, AZ 1001, Baku, the Republic of Azerbaijan.

The principal activities of the Bank are to provide commercial and retail banking setvices to legal entities
and physical persons. The Bank has 19 employees (2020: 22 employees) as at December 31, 2021.

As at December 31, 2021 and 2020, the following shareholder owned the issued share capital of the Bank.

2021 2020
% %
National Bank of Pakistan (Incorpotated in Islamic Republic of Pakistan) 100 100
2 Statement of compliance with International Financial Reporting Standards {IFRS)

These financial statements of the Bank have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB). The Board
of Directors of National Bank of Pakistan (“Parent Bank™) in its 302 meeting have approved business
strategy for the international operations of the Parent Bank. As part of its future strategy, the Board of
Ditectors of Parent Bank has decided to close opetations of the Bank. Therefore, the use of going concern
basis of accounting is not approptiate in the citcumstances. Accordingly, these financial statements have
not been prepared on going concern basis. Thetefore, modified IFRS basis has been adopted by the Bank
and accordingly all assets have been tested for impairment.

3 Standards, interpretations and amendments to existing standards

3.1 Standards, interpretations and amendments to existing standards that are
effective in 2021

Following relevant new standards, revisions and amendments to existing standards wete issued by the IASB,
which are effective for the accounting petiod beginning on or after January 1, 2021 and have been adopted
by the Bank, where applicable except IFRS 9 which has not been adopted. The application of these
amendments to IFRSs has not had any material impact on the amounts tepotted for the cutrent year but
may affect the accounting for the Bank’s future transactions or atrangements.

= Amendments to IFRS 9, TAS 39, IFRS 7, IFRS 4 and IFRS 16 relating to phase 2 of interest rate
benchmark reforms.

3.2 Standards, interpretations and amendments to existing standards that are not
yet effective and have not been adopted early by the Bank

At the date of authodsation of these financial statements, the following relevant new standards,
interpretations and amendments to existing standards have been published but are not yet effective and
have not been adopted eatly by the Bank. Information on the relevant new standards, amendments and
interpretations that are not yet effective has been given on next page.




National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

3 Standards, interpretations and amendments to existing standards (continued)

3.2 Standards, interpretations and amendments to existing standards that are not
yet effective and have not been adopted early by the Bank {continued)

- Effective for |

| New and revised IFRS annual period
beginning on or

Amendments to [AS 16 Property, plant and equipment telating to proceeds 1 January 2022 |
before intended use.
Amendment to IAS 37 Provisions, Contingent Liabilities and Contingent Assets 1 January 2022

relating to onerous contracts, N ]
Amendments to IFRS 3 Business Combinations relating to reference to 1 January 2022
conceptual framework ) S
Annual improvements to IFRS standards 2018 — 2020 o 1 January 2022
Amendments to [AS 8 Accounting policies, Changes in accounting estimates and 1 January 2023
errots
Amendments to IAS 1 Presentation of Financial Statements relating to R ]anuary 2023

 classification of Liabilities as Current or Non-Current o -
Amendment to IFRS 17 Insurance contracts 1 January 2023
Amendment to IFRS 10 Consolidated Financial Statements and TAS 28 Effective date
Investments in Associates and Joint Ventutes relating to treatment of sale or deferred

| contribution of assets from investors ) indefinitely

Management anticipates that all the relevant pronouncements will be adopted in the Bank's accounting
policies for the first period beginning after the effective date of the pronouncement. The Bank's
management has yet to assess the impact of these changes on the Bank's financial staternents.

4 Summary of significant accounting policies

4.1 Overall considerations

These financial statements have been prepared using the modified measurement bases specified by IFRS
for each type of asset, liability, income and expense. The measurement bases are more fully described in
the accounting policies below.

4.2 Basis of preparation

The accounting policies applied in the preparation of these financial statements are consistent with those
applied in the annual financial statements for the year ended December 31, 2020, except that these financial
statetnents have not been prepared on going concetn basis and assets of the Bank have been tested for
impairment,

The preparation of the financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates. Estimates
and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised and in any future periods affected. Information
about significant areas of estimation uncertainty and critical management judgments in applying accounting
policies and changes in estimation uncertainty and critical management judgments that have the most
significant effect on the amounts recognised in the financial statements are described in note 4.26 and 4.27.




National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

4 Summary of significant accounting policies (continued)

4.3 Foreign currency translation

Functional and presentation currency

These financial statements are presented in Azerbaijan Manat (AZN), which is also the functional currency
of the Bank.

Foreign currency transactions and balances

Foreign currency transactions are translated into the functional currency, using the exchange rates prevailing
at the dates of the transactions (spot exchange rate). Foreign exchange gains and losses resulting from the
settlement of such transactions and from the remeasurement of monetaty items at year-end exchange rates
are recognised in statement of comprehensive income.

Non-monetaty iterns measured at historical cost are translated using the exchange rates at the date of the
transaction (not retranslated). Non-monetary items measured at fair value are translated using the exchange
rates at the date when fair value was determined. For the purpose of translation of financial assets and
financial liabilities denominated in foreign currencies the following year-end exchange rates have been used:

2021 2020
AZN/1USD 1.7000 1.7000
AZN/1 EURQ 1.9265 2.0890

4.4 Cash and cash equivalents

Cash and cash equivalents are items which are readily convettible to known amounts of cash and which are
subject to an insignificant risk of changes in value. Cash and cash equivalents include cash on hand and
balaneces with CBAR with original matutities of thtee months ot less from the date of acquisition. Cash and
cash equivalents are carried at amortized cost less impairment.

4.5 Mandatory cash balances with the CBAR

Mandatory cash balances in AZN and foreign currency held with the CBAR are carred at amortized cost
and represent non-interest-bearing mandatory reserve deposits, which are not available to finance the
Bank’s day-to-day operations.

4.6 Balances with other banks

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

4.7 Loans and advances to customers

Loans and advances to customets are recorded when the Bank advances money to purchase or originate an
unquoted non-derivative receivable from 2 customer due on fixed or determinable dates and has no
intention of trading the receivable. They are initially measured at fair value plus incremental direct
transaction costs, and subsequently at their amortised cost using the effective interest method, less
impairment.




National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

4 Summary of significant accounting policies (continued)

4.8 Credit related commitments

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

4.9 Impairment of financial assets

All financial assets except for those at fair value through profit or loss are subject to review for impairment
at least at each reporting date. Financial assets are impaired when there is any objective evidence that a
financial asset or a group of financial assets is impaited. For amouats due to the Bank, significant financial
difficulties of the debtor, probability that the debtor will enter bankruptcy and default of payments are all
considered indicators of impairment.

Impairment losses are recognized in the statements of comprehensive income. Impairment losses are
reversed when an increase in the financial asset's recoverable amount can be related objectively to an event
oceurting after the impairment was recognized, subject to the restriction that the carrylng amount of the
financial asset at the date that the impairment is reversed shall not exceed what the catrying amount would
have been had the impairment not been recognized. The write back is recognised in the statement of
comprehensive income. Where financial assets are impaired through use of an allowance account, the
amount of the loss is recognized in the statement of comprehensive income. When such assets are written-
off, the wiite-off is made against the relevant allowance account.

Impaitment of loans and advances

Losses on impaired loans are recognised promptly when there is objective evidence that impairment of a
loan has occurred. Impairment losses are calculated on individual loans and on group of loans assessed
collectively. Impairment losses are recorded as charges to the statement of comprehensive income. The
carrying amount of impaired loans on the statement of financial position is reduced through the use of
impairment allowance accounts. Losses expected frotn future events are not recognised. Impairment losses
are recognised promptly when there is an objective evidence that impairment of a financial asset has
occurred as a result of one ot tore events that occutred after the initial recognition of the financial asset
and which have an impact on the amount or timing of the estitmated future cash flows of the financial asset
or group of financial assets that can be reliably estimated. If the Bank determines that no objective evidence
exists that impairment was incurred for an individually assessed financial asset, whether significant or not,
it includes the asset in a group of financial assets with similar credit risk characteristics and collectively
assesses them for impairment.

Along with the prudential regulations of the primary factors that the Bank considers whether a financial
asset is impaired are its overdue status and realizability of related collateral, if any. The following other
ptincipal ctiteria are also used to determine that there is objective evidence that an impairment loss has
occurred:

o the viability of the customer's business model and its capability to trade successfully out of financial
difficulties and generate sufficient cash flow to service its debt obligations;
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National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

4 Summary of significant accounting policies (continued)

4.9 Impairment of financial assets (continued)

Impairment of loans and advances (continued)
¢ the realisable value of security (or other credit mitigations) and likelihood of successful repossession;
¢ the likely deduction of any costs involved in recovery of amounts outstanding,

¢ the botrrower expetiences a significant financial difficulty as evidenced by borrower's financial
information that the Bank obtains;

¢ the borrower considers bankruptcy or a financial reorganisation; or

¢ the adverse change in the payment status of the bortower as a result of changes in the international or
local economic conditions that impact the borrower.

Write-offs of loans and advances and guarantees

A loan and guarantee (and the related impairment allowance) is normally written off, either partially or in
full, when there is no realistic prospect of recovery of the principal amount and, for a collateralised loan,
when the proceeds from realising the security have been received.

4.10 Held to maturity investments

Held to maturity investments are non-derivative financial assets with fixed or determinable payments and
fixed maturities that the management has an intention and ability to hold till maturity. Investments held to
maturity are measured at amortized cost using the effective interest method, less any identified impairment
losses.

4.11 Property, equipment and right-of-use assets

Allitems of property and equipment are stated at cost less accumulated depreciation and impairment losses,
if any. The Bank does not own any premises in the current and in prior year. The costs of minor repairs
and maintenance ate expensed out when incurred. The cost of replacing major parts or components of
propetty and equipment items are capitalized and the replaced part is retired.

If impaited, property and equipment are written down to the higher of their value in use and fair value less
costs to sell. The decrease in carrying amount is charged to statement of comprehensive income. An
impaitment loss recognized for an asset in prior yeats is reversed if there has been a change in the estimates
used to determine the asset’s value in use or fair value less costs to sell.

Gains and losses on disposals are determined by comparing proceeds with carrying amount and recognized
in statement of comprehensive income from disposal of fixed assets. Depreciation on items of property,
equipment and right-of-use assets is calculated using the straight-line method to allocate their cost to their
residual values over their estimated useful lives as follows:

» Furniture and fixtures 25%
¢ Computers and communication equipment 25%
s Vehicles 15%
¢ Other fixed assets 15%
e Right-of-use asset Over the tertn of the lease perod

The residual value of an asset is the estimated amount that the Bank would currently obtain from disposal
of the asset less the estimated costs of disposal, if the asset were already of the age and in the condition
expected at the end of its useful life. The residual value of an asset is nil if the Bank expects to use the asset
until the end of its physical life. The assets’ resicual values and useful lives are reviewed, and adjusted if
appropriate, at each reporting date.
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National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

4 Summary of significant accounting policies (continued)
4.12 Intangible assets

All of the Bank’s intangible assets have definite useful life and primarily include capitalized computer
software. Acquired computer software licenses ate capitalized based on the costs incurted to acquire and
bring to use the specific software. Developtment costs that are directly associated with identifiable and
unique software controlled by the Bank are recorded as intangible assets if the inflow of incremental
economic benefits exceeding costs is probable. Capitalized costs include staff costs of the software
development team and an appropriate portion of relevant overheads. All other costs associated with

computer software, e.g. its maintenance, are expensed when incurred. Capitalized computer software is
amortized on a straight-line basis over expected useful lives as follows:

¢ Computer software 10%
4.13 Impairment of non-financial assets

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are largely
independent cash inflows (cash-generating units). As a result, some assets are tested individually for
impairment and some are tested at cash-generating unit level. All individual assets or cash-generating units
are tested for impairment whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable.

An impairment loss is recognised for the amount by which the asset's or cash-generating unit's carrying
amount exceeds its recoverable amount, which is the higher of fait value less costs to sell and value-in-use.
To determine the value-in-use, management estimates expected future cash flows from each cash-
generating unit and determines a suitable interest rate in otdet to calculate the present value of those cash
flows.

All assets are subsequently reassessed for indications that an impairment loss previously recognised may no
longer exist. An impairment charge is reversed if the cash-generating unit's recoverable amount exceeds its
carrying amount.

4.14 Other assets

Other assets ate measuted at initial recognition at fair value and are subsequently measured at amortised
cost and impairment loss, if any, using the effective interest rate method.

4.15 Due to other banks

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

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

4.16 Customers’ accounts

Customers’ accounts are non-derivative liabilities to individuals, state ot corporate customers and are
catried at amortized cost.
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National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

4 Summary of significant accounting policies (continued)
4.17 Other borrowed funds

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

4.18 Other liabilities

Other liabilities are initially measured at fair value, and are subsequently measured at amortised cost, using
the effective interest rate method.

4,19 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial position
only when there is a legally enforceable tight to offset the recognised amounts and there is an intention to
settle on a net basis, ot to realise the asset and settle the liability simultaneously.

4.20 Equity and reserves

Shares are classified as equity when there is no contractual obligation to transfer cash ot other financial
assets. Accumulated losses include all current and prior period retained profits/losses. All transactions with
owners are recorded separately within equity.

4.21 Provisions and contingent liabilities

Provisions are recognised when present obligations as a result of a past event will probably lead to an
outflow of economic resources from the Bank and amounts can be estimated reliably. Timing or amount
of the outflow may still be uncertain. A present obligation arises from the presence of a legal or constructive
commitment that has resulted from past events.

Provision for guarantee claims and other off-balance sheet obligations is recognized when intimated and
reasonable certainty exists to settle the obligations. Expected recovedes are recognized by debiting
customer accounts. Chatge to statement of comprehensive income is stated net of expected recoveries.
Provisions are not recognised for future operating losses.

Provisions are discounted to their present values, whete the time value of money is material.
All provisions are reviewed at each reporting date and adjusted to reflect the current best estimate.

In those cases where the possible outflow of economic resources as a result of present obligations is
considered improbable or remote, no Hability is recognised, unless it was assumed in the course of a business
combination.

4.22 [Income and expense recognition

Interest income and expense are tecorded in the statement of comprehensive income for all debt
insttuments on an accrual basis using the effective interest method. This method defers, as part of interest
income or expense, all fees paid or received between the parties to the contract that are an integral part of
the effective interest rate, transaction costs and all other preminums or discounts.

4.23 Operating expenses

Operating expenses are recognised in profit or loss upon utilisation of the service or at the date of their
origin.
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4 Summary of significant accounting policies (continued)

4.24 Staff costs and related contributions

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

As requited by Azerbaifan legislation, the Bank withholds amounts of pension conttibutions from the

salaries of employees and pays them to the state pension fund along with its own share of contribution.
Upon retirement all retirement benefit payments are made by the state pension fund. Further, in accordance
with amendments in the Tax Code of the Republic of Azerbaijan, these rates have been set as 15% and
10% for the Bank and employees respectively which were applicable from January 1, 2019.

4.25 Taxation
Income tax expense represents cutrent and defetred tax expense/income.

Current taxation

The current tax expense is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the statement of comprehensive income because it excludes items of income or expense that
are taxable or deductible in other years and it further excludes items that are never taxable or deductble.
The Bank's cutrent tax expense is calculated using tax rates that have been enacted or substantively enacted
in the Azerbaijan Republic during the repotting period.

Deferred taxation

Deferred tax is the tax expected to be payable or recoverable an differences between the carrying amounts
of assets and liabilities in the financial staterents and the cotresponding tax bases used in the computation
of taxable profit and is accounted for using the liability method. Defetred tax liabilities are generally
recognized for all taxable temporary differences and deferred tax assets are recognized to the extent that it
is probable that taxable profits will be available against which deductible temporary differences can be
utilized. Such assets and lisbilities are not recognized if the tempotary difference arises from the initial
recognition of other assets and liabilities in a transaction that affects neither the tax profit nor the accounting
profit.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that
it 1 no longer probable that sufficient taxable profits will be available to allow all ot part of the asset to be
recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period when the
liability is settled or the asset is realized. Deferred tax is charged ot credited in the statement of
comprehensive income, except when it telates to items charged or credited directly to equity, in which case
the deferred tax is also dealt with in equity. Defetred income tax assets and deferred income tax liabilities
are offset and reported net on the statement of financial position if:

. The Bank has a legally enforceable right to set off current income tax assets against current income
tax liabilities: and

o Deferred tax assets and the deferred income tax labilities relate to income taxes levied by the same
taxation authority on the same taxable entity.

The Azerbaijan Republic also has various other taxes, which ate assessed on the Bank's activities. These
taxes are included as 2 component of operating expenses in the statement of comprehensive income.
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4 Summary of significant accounting policies (continued)
4.26 Significant management judgement in applying accounting policies

The preparation of the financial statements requites management to make certain judgements, estimates
and assumpdons that affect the reported amount of financial assets and liabilities and the resultant
allowances for impairment and fair values. In particular, considerable judgment by management is tequired
in the estimation of the amount and timing of future cash flows when determining the level of allowances
required for impaired loans to customers. Estimates and judgments are continually evaluated and are based
on historical experience and other factors including expectations of future events that are believed to be

teasonable under the citcumstances. Estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to estimates are recognized prospectively.

Recognition of deferred tax assets

The extent to which deferred tax asset can be recognised is based on an assessment of the probability of
the Bank’s future taxable expenses against which the deductible temporary differences can be utilised. In
addition, significant judgement is requited in assessing the impact of any legal or economic limits ot
uncertainties (see note 4.25).

Valuation of financial instruments

As described in note 27, no financial instruments are fair valued rather are carried at cost or amortised cost.
Management believes that the carrying values of financial instruments reported approximate their fair values
as at December 31, 2021.

Impairment of loans and advances to customers

The Bank regularly reviews its loans and receivables to assess for impairment. The Bank's loan impaitment
provisions are established to recognize incurred impairment losses in its portfolio of loans and receivables.
The Bank considers accounting estimates related to allowance for itnpaitment of loans and receivables a
key source of estimation uncertainty because (i) they are highly susceptible to change from petiod to petiod
as the assumptions about future default rates and valuation of potential losses relating to impaired loans
and receivables are based on recent petformance expetience, and (i) any significant difference between the
Bank’s estimated losses and actual losses would requite the Bank to record provisions which could have a
material impact on its financial statements in future petiods.

The Bank uses management's judgment to estimate the amount of any impairment loss in cases where a
borrower has financial difficulties and there are fow available sources of historical data relating to similar
borrowers. Similatly, the Bank estimates changes in future cash flows based on past performance, past
customer behavior, observable data indicating an advetse change in the payment status of borrowets in a
group, and national or local economic conditions that correlate with defaults on assets in the group.
Management uses estimates based on histotical loss expetience for assets with credit tisk characteristics and
objective evidence of impaitment similar to those in the group of loans. The Bank uses management's
judgment to adjust observable data for a group of loans to reflect cutrent circumstances not reflected in
histotical data.

The allowances for impairment of financial assets in the financial statements have been determined on the
basis of existing economic and political condidons. The Bank is not in a position to predict what changes
in conditions will take place in the Republic of Azerbaijan and what effect such changes might have on the
adequacy of the allowances for impatrment of financial assets in future periods.

Along with the prudendal regulations of CBAR the primary factors that the Bank considers whether a
financial asset is impaired are its overdue status and realizability of related collateral, if any.
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4 Summary of significant accounting policies (continued)
4.26 Significant management judgement in applying accounting policies {continued)
Impairment of loans and advances to customers (continued)

The following other principal criteria are also used to determine that there is objective evidence that an
impairment loss has occurred:

* the viability of the customer's business model and its capability to trade successfully out of financial
difficulties and generate sufficient cash flow to service its debt obligations;

s the realizable value of security (or other credit mitigations) and likelihood of successful repossession;
¢ the likely deduction of any costs involved in recovery of amounts outstanding;

¢ the borrower expetiences a significant financial difficulty as evidenced by botrower's financial
information that the Bank obtains;

e the borrower considers bankruptey or a financial reorganisation;

e the adverse change in the payment status of the borrower because of changes in the international or
local economic conditions that impact the bortower.

4.27 Estimation uncertainty

Information about estimates and assumptions that have the most significant effect on recognition and
measurement of assets, liabilities, income and expenses is provided below. Actual results may substantially
differ.

Useful lives of depreciable and amortisable assets

Management reviews the useful lives of depreciable and amortisable assets which include property and
equipment, and intangible assets at each reporting date, based on the expected utility of the assets to the
Bank. Actual results, however, may vary due to technical obsolescence, particulatly relating to software.

Impairment of property, equipment and intangible assets

An impairment loss is recognised for the amount by which the asset's or cash-generating unit's carrying
amount exceeds its recoverable amount. To determine the recoverable amount, management estimates
expected future cash flows from each cash-generating unit and determines a suitable interest rate in order
to calculate the present value of those cash flows. In the process of measuring expected future cash flows
management makes assumptions about future operating results. These assumptions relate to future events
and circumstances. The actual results may vary and may cause significant adjustments to the Bank's assets
within the next financial year.

In most cases, determining the applicable discount rate involves estimating the appropriate adjustment to
market risk and the appropriate adjustment to asset-specific tisk factors.

Provisions

Provisions are raised based on management’s estimates from information available sugrounding particular
transactions. Prudence is exercised when estimating provisions so as not to materially overstate the Bank’s
reported net income and understates its liabilities.
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4 Summary of significant accounting policies {continued)

4.27 Estimation uncertainty (continued)
Going concern assumptions and carrying values

Based on the decision made by the Boatd of Directors of the Parent Bank, as per management’s judgement
these financial statements have not been prepared on a going concern basis. Management assutmes that
their request for the liquidation of the Bank will be accepted by the Central Bank of Azerbaijan and subject

to their approvals the Bank will wind up ite operations. Accordingly, cartying values of the assets and
liabilities have been assessed for any potential impairment. Management assume that the assets of the Bank
will be realized in due course at least to their current carrying values, to discharge its liabilities.

Provision for impairment of loans and advances to customers

Loans and advances to customers ate measured at amottized cost less allowance for impairment losses. The
estimation of allowances for impairment involves the exetcise of significant judgment and estimates. The
Bank estimates allowances for impairment with the objective of maintaining provisions at a level believed
by management to be sufficient to absotb losses incurred in the Bank's loan portfolio. The calculation of
provisions is based on ctiteria detetmined by the applicable prudential regulations of CBAR.

Confingent liability arising from litigations

Due to the nature of its operations, the Bank may be involved in litigations arising in the ordinary course
of business. Provision for contingent liabilities arising from litigations is based on the probability of outflow
of economic resources and reliability of estimating such outflow. Such matters are subject to many
uncertainties and the outcome of individual matters is not predictable with assurance. Estimates and
underlying assumptions are reviewed on an ongoing basis. Revisions to estitnates are applied prospectively.
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5 Cash and balances with Central Bank

2021 2020

AZN AZN

Cash on hand 282,394 134,880
Cash balances with CBAR othet than mandatosy resetve deposits ‘ 4,467,779 2527369

4,750,173 2,662,249

Mandatory reserve deposits with CBAR 5,378 12,400

Cash and cash equivalents 4,755,551 2,074,649

Mandatory minimum reserve deposits ate not available for use in the Bank's day-to-day operations. Cash
on hand, balances with CBAR and mandatory minimum reserve deposits are non-interest-bearing,

6 Cash and cash equivalents

Cash and cash equivalents for the purpose of the statement of cash flows include the following components:

2021 2020

AZN AZN

Cash and balances with Central Bank (note 5) 4,750,173 2,662,249

Balances with other banks (note 7) 498,523 265,846

Cash and cash equivalents 5,248,696 2928095
7 Balances with other banks

2021 2020

AZN AZN

Correspondent accounts 498,523 265,846

Less: allowance for impairment losses (4,985) (2,658

493,538 263,188

The following table show reconciliations from the opening to the closing balance of the allowance for

impairment loss.

2021 2020

AZN AZN

Balance as at January 1, 2,658 3,454
Chatge/(Reversal) for the year 2,327 (796)
Balance as at December 31, 4,985 2,658
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8 Loans and advances to customers
2021 2020
AZN AZN
Loans and advances to customets, pross 2,159,613 2,221,755
Less: Provision for impairment loss (592,819) (607,534)
Loans and advances to customets, net 1,566,794 1,614,221

The Bank has recorded a provision against loans and advances to customers of AZN 592,819
(2020: AZN 607,534), however, the requited provision as per Central Bank of Azerbaijan’s regulations was
A7ZN 2,145,584 (2020: AZN 2,187,544) as at December 31, 2021. The Bank has not recorded the additional
provision based on verbal understanding with the local regulator.

Loans and advances to customers carty interest rates tanging from 10% to 20% (1% for restructured loans
only) per annum {2020: 10% to 20% per annum).

2021 2020
AZN AZN
Cotporate loans 1,296,466 1,304,825
Individuals® loans
- Trade and Services 521,211 523,087
- Manufacturing 319,313 367,938
- Consumer Loans 22,623 25,905
Less: Provision for impairment loss (592,819) (607,534)
1,566,794 1,614,221
The movement in the provision for loan impairment during 2021 is as follows:
Trade
Corporate and Consumer
Loans | Services | Manufacturing Loans Total
AZN AZN AZN AZN AZN
Provision for impairment loss at
January 1, 2021 371,809 143,888 85,152 6,685 607,534
Reversal of provision during the year (12,215) (262) (2,166) (72) (14,715)
Provision for impairment loss at
December 31, 2021 359,594 143,626 82,986 6,613 592,819
The movernent in the provision for loan impairment during 2020 is as follows:
Trade
Corporate and Consumer
Loans | Services | Manufacturing Loans Total
AZN AZN AZN AZN AZN
Provision for impairtment loss at January
1, 2020 372,059 144,523 85,341 6,724 608,647
Reversal of provision during the year {250 (635) (189 (39 (1113
Provision for impairment loss at
December 31, 2020 371,809 143,888 85,152 6,685 607,534
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8 Loans and advances to customers {continued)

Economic sector risk concentration within the loan to customers s as follows:

2621 2021 2020 2020

AZN Y AZN Y%
Corporate loans
Manufacturing 966,086 44.73 966,086 43.48
Construction 17,761 0.82 17,761 0.80
Trade and services 312,619 14.48 320,978 14.45
Total corporate loans 1,296,466 60.03 1,304,825 58.73
Individuals
Trade and services 521,211 24.13 523,087 23,54
Manufactuting 319,313 14.79 367,938 16.56
Consutnet loans 22,623 1.05 25,905 1.17
Total individuals 863,147 39.97 916,930 41.27
Total loans and advances to
customers before impairment 2,159,613 100.00 2,221,755 100.00

The analysis by credit quality of loans at December 31, 2021 is as follow:
Corporate | Trade and . Consumer
Loans Services Manufacturing Loans Total

Past due but not impaired
- Not overdue - - - 7,221 7,221
Total past due but not
impaired - - - 7,221 7,221
Loans individually determined to
be impaired
- 90 to 180 days overdue - - - - -
- 181 to 360 days overdue - 8,560 - 2,114 10,674
- more than 360 days overdue 1,296,466 512,651 319,313 13,288 2,141,718
Total individually impaired loans 1,296,466 521,211 319,313 15,402 2,152,392
Gross carrying values 1,296,466 521,211 319,313 22,623 2,159,613
Less provisions for impairment loss (359,594) (143,626) (82,986) (6,613) (592,819)
Total loans and advances to
customers 936,872 377,585 236,327 16,010 1,566,794
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8 Loans and advances to customers (continued)

The analysis by credit quality of loans at December 31, 2020 is as follow:

Cotporate | Trade: and Manufacturing Consumer Total
Loans | Services Loans
Past due but not impaired
- Not overdue - 9,937 - 12,616 22,553
Total past due but not
impaired - 9,937 - 12,616 22,553
Loans individually determined
to be impaired
- 90 to 180 days overdue - - - - -
- more than 360 days overdue 1,304,825 513,150 367,938 13,289 2,199,202
Total individually impaired
loans 1,304,825 513,150 367,938 13,289 2199202
Gross carrying values 1,304,825 523,087 367,938 25905 2,221,755
Less provisions for impairment
loss (371,809) (143,888) (85,152) (6,085) (607,534)
Total loans and advances to
customers 933,016 379,199 282,786 19,220 1,614,221
9 Investments held to maturity

As at December 31, 2021 and December 31, 2020 the Bank’s balances of investments held to matutity are

as follows:

Shott term notes of Central Bank of

Azerbaijan
Government securities

Interest to Interest to 2021 2020
nominal %  nominal % AZN AZN
6.01 - 1,035,241 -
5.06-516 3565-7.80 937,208 0,981,280
1,972,449 6,981,280

The Bank has investment in Government secutities with maturities ranging from 1 to 5 years
(2020: 1 to 5 months). Further the investment includes accrued interest of AZN 3,290
as at December 31, 2021 (2020: AZN 103,520).
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11 Intangible asset
2021 2020
AZN AZN
Cost
Balance as at January 1, 88,978 87,178
Additions - 1,800
Balance as at December 31, 88,978 88,978
Accumulated amortization
Balance as at January 1, 76,226 72,553
Amortization for the year (note 21) 3,188 3,673
Balance as at December 31, 79,414 76,226
Carrying value as at December 31, 9,564 12,752
12 Other assets
2621 2020
AZN AZN
Financial assets
Deposits 10,689 10,686
Non-financial assets
Advances, prepayments and deposits 338,107 267,598
Immovables received in satisfaction of non-petforming loans - net* 376,896 376,896
Other tax receivables 46,181 46,649
761,184 691,143
Total other assets 771,873 701,829

* The Bank has recorded a provision of AZN 125,632 and there was no movement during the current yeat.
However, the required provision as per Central Bank of Azerbaijan’s regulations was AZN 347,343 as at
December 31, 2021, The Bank has not recorded the additional provision based on verbal understanding
with the local regulator.

13 Due to banks and other financial institution
2021 2020
AZN AZN
Other financial institution - 360
- 360
14 Customers’ accounts
2021 2020
AZN AZN
State owned enterntises and public oreanizations
- Cutrent accounts 234,717 186,035
Other legal entities
- Current accounts 142,837 2,599,480
Individuals
- Current accounts 196,232 126,400
Total customers’ accounts 573,786 2,911,915
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14 Customers’ accounts (continued)

Economic sector concentrations within customers’ accounts are as follows:

Constructon and real estate
Embassies and consulate
Individuals

Trade and services
Manufacturing and industry

State owned enterprises

15 Other liabilities

Financial liabilities

Items in course of settlement

Non-financial liabilities

Other tax payables

Total other liabilities

16 Share capital

2021 2020
AZN Yo AZN %
140,454 2448 2,594,237 89.09
234,717 40.91 185,954 6.39
196,232 34.20 126,400 434
2,383 0.41 5,014 0.17
- - 229 0.01
- - 81 0.00
573,786 100.00 2911915  100.00
2021 2020
AZN AZN
4,077 9,268
4,077 9,268
260 1,561
260 1,561
4,337 10,829

Tatal share capital of the Bank is amounting to AZN 9,420,000 as at December 31, 2021
(December 31, 2020: AZN 9,420,000). Refer to note 25 "Management of Capital”.

17 Net interest income

Interest income

Interest income on loans and advances to customets

Placement with banks and other financial institutions

Investments held to maturity

Interest expense

Deposits and other financial institutions

Net interest income

2021 2020
AZN AZN
193 1,580

5 349
282,196 387,912
282,394 380,841
282,394 389,841
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18 Gain from foreign exchange operations - net

Gain on dealing in operations — net
Revaluation of foreign currency opetations — net

Total loss from foreign exchange operations — net

19 Fees and commission income

Settlements
Cash operations
Other operations

Total
20 Fees and commission expense
Settlements

Cash opetations
Other operations
Total

21 Operating expenses

Salaries, wages and other benefits
Rent expense

Communications expenses
Depreciation for the year (note 10)
Repair and maintenance expenses
Premises’ security

Legal fees

Professional services

Amortisation for the year (note 11)
Provision for balances with other banks (note 7)
Membership fees

Taxes other than income tax
Finance cost on lease liability

Miscellaneous expenses

2021 2020
AZN AZN
2,749 14,304

(L656) 3,193

1,093 17,497

2021 2020
AZN AZN
9,912 13,715
3,716 7,058
3,206 24,167

16,834 44,940

2021 2020
AZN AZN
4,172 4,165
2,290 300

11,579 5,375
18,041 9,840

2021 2020

AZN AZN

332,127 407,107
85,535 48,573
68,444 114,654
36,804 86,647
29,933 28,357
27,311 29,010
24,961 24,216
16,600 17,000
3,188 3,673
2,327 8
1,066 745
675 608

- 7,215
37,997 38,699
666,968 806,534




National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

22 Taxation

Azerbaijan commercial and tax legislation in particular may give rise to vatying interpretations and
amendments. In addition, as management's interpretation of tax legislation may differ from that of the tax
authorities, transaction may be challenged by the tax authorities, and as a result the Bank may be assessed
for additional tax, penalties and interest. The management believes that the Bank is in substantial
compliance of tax legislation.

Deferred tax asset

Deferred tax asset of AZIN 205,932 (2020: AZN 125,165) for the year has not been tecognised based on
the management assumption that the Bank does not expect future taxable profits in order to realize the
benefit, therefore, no deferred tax asset has been recorded.

income tax expense

During the year and in prior years, the Bank has incurted taxable losses. Hence no profit tax or related
teconciliation has been recognised in these financial statements. The effective tax rate for current and ptior
year was 20%.

23 Related parties

The Bank in the normal course of business carties on business with other entities that fall within the
definition of related party contained in TFRS as issued by the TASB. These transactions are catried out in
the normal course of business and are measured at exchange amounts, being the amounts agreed by both
the parties. For the putpose of these financial statements, entities are considered to be related to the Bank
if it has the ability, directly or indirectly, to exercise significant influence over the entities in making financial
and operating decisions, or vice versa, or whete the Bank and other entity is subject to common control ot
significant influence, key management personnel and other related parties.

Details of related party transactions entered into duting the year are set out below.

Related party balances

2021 2020
AZN AZN
Balances with other banks
- entities with joint control or significant influence over the entity —
net 25,000 263,188
Transactions with related parties
Salaries, wages and other benefits to key management personnel wete as follows:
2021 2020
AZN AZN
Shott-term benefits — salaries and bonuses 80,135 157,395
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24 Contingencies and commitments
Operating environment

Emerging markets such as Azerbaijan are subject to different risks than more developed markets, including
economic, political and social, and legal and legislative risks. As has happened in the past, actual or perceived
financial problems or an increase in the perceived risks associated with investing in emerging economies
could adversely affect the investment climate in Azerbaijan and the Azerbaijan's economy in general,

Laws and regulations affecting businesses in Azerbaijan continue to change rapidly. Tax, currency and
customs legislation within Azerbaijan are subject to varying interpretations, and other legal and fiscal
impediments contribute to the challenges faced by entities cutrently operating in Azerbaijan. The future
economic direction of Azerbaijan is largely dependent upon economic, fiscal and monetary measures
undertaken by the government, together with legal, regulatory, and political developments. Thete has been
major devaluation in Azerbatjan Mannats against US dollars since February 21, 2015, The government has
mtroduced a floating exchange rate since December 21, 2015, which was previously pegged against US dollars.
Furthermore, the Gowt. femove the restriction on maximum and minimum margin deviation from regulator
exchange rate and now Bank can set their own exchange rate based on matket supply and demand basis.

The global financial turmoil that has negatively affected Azerbaijan's financial and capital markets in 2009
and 2010 receded and Azerbaijan's economy returned to growth in 2011 and 2012. However significant
economic uncertainties remain. Adverse changes arising from systemic risks in global financial systems,
including any tightening of the credit environment or from decline in the oil and gas prices could slow or
disrupt the Azerbaijan's economy, adversely affect the Bank's access to capital and cost of capital for the
Bank and, more penerally, its business, results of operations, financial condition and prospects. Because
Azerbaijan produces and expotts large volumes of oil and gas, Azerbaijan's economy is particulatly sensitive
to the price of 0il and gas on the world market which has fluctuated significantly during the year,

Due to rapid spread of COVID-19 pandemic in the early of 2020 many govemnments, including the
Government of the Republic of Azerbaijan, have introduced various measures to combat the outbreak,
including travel restrictions, quarantines, closure of business and other venues and lockdown of certain
area, These measures have affected the global supply chain, demand for goods and services, as well as scale
of business activity.

Itis expected that pandemic itself as well as measures for its consequences’ minimization may influence the
business of the entities in wide range of industries. Since March 2020 significant volatility in stock, currency
and commodity markets exists, including dectrease in crude oil prices and fluctuations in exchanges rates.

In otder to prevent the widespread of COVID-19 pandemic, the Government of the Republic of
Azerbaijan keeps taking comprehensive tneasutes in all directions. As a response, in March 2020 the
President of the Republic of Azerbaijan signed a decree for action plans to minimize the impact of the
pandemic. In accordance with this decree, anti-crisis stimulus package of AZN 2,500,000 thousand is being
developed to support individuals and various businesses in the country. Also, the CBAR continues its
monetary policy to ensure stability of AZN exchange rates. The Bank continues to assess pandemic effect
and changing micro- and macroeconomic conditions on its activities, financial position and financial results.

In the first half of 2020 the global economy was negatively impacted by coronavirus pandemic ({COVID-
19) spread. By June-July 2020 many countries have started to demonstrate signs of reduced spread of the
pandemic. And the authorities started to gradually lift or ease restrictions. This tendency has supported a
recovety in global financial and commodity markets. However, the peak of the pandemic in the countries
was reached during the months of June-July 2020, and as a result the lock-down measures became even
more stringent. These measutes resulted in gradual reduction of novel coronavirus cases, and by August
2020 many governments, including the Government of the Republic of Azerbaijan started easing
restrictions. In December 2020, second wave of COVID-19 hit the country. The Government of the
Republic of Azerbaijan has again implemented few measutes to control the pandemic.
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24 Contingencies and commitments (continued)
Operating environment (continued)

Bank conducts all of its operations in the Republic of Azetbaijan. The economy of the Republic of
Azetbaijan is particularly sensitive to oil and gas prices. During the recent years the Government of the
Republic of Azerbaijan initiated major economic and social reforms to accelerate transition to a mote
balanced economy and reduce dependence on oil and gas sector.

In the year 2019 the CBAR continued easing monetaty conditions while maintaining stability of the
Azerbaijani manat. As a result, CBAR refinancing rate was reduced from 9.8% to 7.5% p.a. In addition,
significant foreign currency sales were made to maintain stability of the Azerbaljani manat, which was kept
flar at 1.7000 for 1 USD throughout the period. During 2020 and 2021, the CBAR continued to easy
monetaty conditions while maintaining the stability of the Azerbaijani manat, which was kept flat at 1.7000
for 1 USD throughout the period. As a result, the CBAR refinancing rate was reduced from 7.25% to 6.25%
and remained flat since then.

During period of March-June 2020 the increasingly restrictive lock-down measures to combat COVID-19
in the country were significantly reducing economic activity and aggregate spending levels. Social distancing
and quarantine measures were resulting in the closure of retail, transport, travel, cateting, hotel,
entertainment and many other businesses. The activity of intetnational trade was also significantly reduced.
Finally, oil prices have tumbled to historical lows and moderately recovered by the end of the period.
Support package was introduced by the Government of the Republic of Azerbaijan and the CBAR to
counter the economic downturn caused by the COVID-19 pandemic. These measures include, but are not
limited to, subsidized lending to affected industries, payments to unemployed individuals and easing of
certain regulatory restrictions to help the financial sector maintain its capabilities to provide resources and
help customers avoid liquidity shortages as a result of the COVID-19 containment measures. In 2021, the
CBAR increase the minimum required capital adequacy ratio from 11.0% to 12.0% for banks of systematic
importance, which include the Bank, and from 9.0% to 10.0% for all othet banks. On December 31, 2021,
CBAR restored the status of previous requirements for the minimum capital adequacy ratios.

The Second Nagorno-Karabakh war

The Second Nagorno-Karabkh war started on 27 September 2020 and ended on 10 November 2020 with
the signing of a ceasefire statement by the President of the Republic of Azerbaijan, the Prime Minister of
the Republic of Armenia and the President of the Russian Federation. According to this statement,
Azerbaijan regains control over the tetritoties that had previously been occupied by Armenia. As of the
date of the approval of these financial statements there ate no major violations of the ceasefire statement.

Azerbatjan is getting ready to rebuild the liberated tetritories in accordance with modesn urbanism and the
region is enteting a new period marked by construction, infrastructure work that is expected to reshape the
outlook of the region. Management of the Company expects increase in nominal GDP levels of Azerbaijan
in the foreseeable future which will be caused by large infrastructure projects on liberated lands as well as
due to unblocking of economic and transport communications in the region.

Legal proceedings

From time to time and in the notmal coutse of business, claims against the Bank are received from
customers and counterparties. However. there is no matetial case against the Bank as at December 31, 2021
The Bank has filed various legal cases against the defaulted customers for the recovery of outstanding
amount or for the realization of the collateral.

Taxation

Commercial legislation of the Republic of Azerbaijan, including tax legislation, may allow mote than one
interpretation. In addition, there is a risk of tax authorities making arbitrary judgments of business activities.
If a treatment, based on management’s judgment of the Bank's business activities, was to be challenged by
the tax authorities, the Bank may be assessed for additional taxes, penalties and interest.
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24 Contingencies and commitments (continued)

Operating environment {continued)
Taxation (continued)

Such uncertainty may relate to the valuation of financial instruments, valuation of provision for impairment
losses and the market pricing of deals. Additionally, such uncertainty may relate to the valuation of
temporary differences on the provision and recavery of the provision for impairment losses on loans and
advances to customers and receivables, as an undetestimation of the taxable profit.

Generally, taxpayers are subject to tax audits with respect to three calendar years preceding the year of the
audit. However, completed audits do not exclude the possibility of subsequent additional tax audits
performed by upper-level tax inspectorates reviewing the results of tax audits of their subordinate tax
inspectorates.

25 Capital management
Compliance with regulatory ratios

Central Bank of Azerbaijan tequires banks to maintain certain prudential ratios computed based on
statutory financial statements. As at December 31, 2021, the management believes that the Bank was in
compliance with these ratios except mentioned below.

Capital management policies and procedures

The Bank’s objectives when managing capital are to comply with the capital requirements set by the CBAR,
to safeguard the Bank’s ability to continue as a going concern and to maintain a sufficient capital base to
achieve a capital adequacy ratio of at least 11%.

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

Capital adequacy ratio

Under the current capital requirements set by the CBAR, banks have to: (2) hold the minimum level of
share capital of AZN 50,000,000; (b) maintain a ratio of regulatory capital to risk weighted assets (“statutory
capital ratic”) at ot above a prescribed minimum of 11% and (¢} maintain a ratio of ter-1 capital to the risk-
weighted assets (the ‘Tier-1 capital ratio”) at or above the prescribed minimum of 5%. As a result of verbal
understanding between Presidents of the Islamic Republic of Pakistan and the Republic of Azerbaijan in
2015, the Bank got an exemption from the CBAR’s requirement regarding the minimum level of share
capital for twenty years. The Management believes that the Bank is in compliance with the rest of the
statutory requitements of the CBAR as at December 31, 2021.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain
amounts and ratios of total and tier 1 capital to risk weighted assets. The capital to risk weighted assets ratio
was calculated in accordance with the guidelines issued by tegulator on capital adequacy using the principles
employed by the Basel Committee by applying following tisk estimates to the assets and off-balance sheet
commitments net of allowances for impairment losses.
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25 Capital management (continued)
Capital adequacy ratio (continued)

The Capital ratios as per reports submitted by the management to the CBAR are as under:

2021 2020
AZN AZN
Tier 1 capital before deductions 9,113,152 9,519,819
Less: Deductions (55,191) (59,401)
Tier 1 capital after deductions 9,057,961 9,460,418
Tier 2 capital 5,320 12,460
Total regulatory capital held 9,063,281 9,472,878
Total disk weighted assets 2,962,550 2,890,220
Total regulatory capital ratio
(minimum requirement 11% (2020: 11%)) 305.93% 327.76%
Tier 1 capital ratio (minimum requirement 6% (2020: 6%a)) 305.75% 327.33%

26 Categories of financial assets and liabilities

The carrying amounts presented in the statement of financial position relate to the following categories of
assets and liabilities:

Notes 2021 2020

Financial assets AZN AZN
Financial assets measured at amortized assets:

Cash and balances with Central Bank 5 4,755,551 2,674,649

Balances with other banks 7 493,538 263,188

Loans and advances to customers 8 1,566,794 1,614,221

Investments held to maturity 9 1,972,449 6,981,280

Other assets 12 10,689 10,686
Total 8,799,021 11,544,024
Financial Labilities
Financial liabilities measured at amortized assets:

Due to banks and other financial institutions 13 - 360

Customers’ accounts 14 573,786 2,911,915

Other liabilites 15 4,077 9,268
Total 577,863 2,921,543
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27 Financial instrument risk
271 Fair value measurement of financial instruments

Fair value is the price that would be received to sell an asset or paid to transfer a lability in an orderly
transaction between market participants at the measurement date. Differences can therefore atise between
the carrying values under the historical cost method and fait value estimates. As pet management's estimates
fair value of the Bank's financial instruments that are not cattied at fair value in the statement of financial
position is stated below:

2021 2020

Approximate Approximate

Carrying Fair Catrying Fair

value value value value

Financial assets: AZN AZN AZN AZN

Cash and balances with Central Bank 4,755,551 4,755,551 2,674,649 2,674,649

Balances with other banks 493,538 493,538 263,188 263,188

Loans and advances to customers 1,566,794 1,566,794 1,614,221 1,614,221

Investments held to maturity 1,972,449 1,972,449 6,981,280 6,981,280

Other assets 10,689 10,689 10,686 10,686

Total 8,799,021 8,799,021 11,544,024 11,544,024

Financial liabilities:

Due to banks and other financial

institutions - - 360 360

Customers’ accounts 573,786 573,786 2,911,915 2,911,915

Other liabilities 4,077 4,077 9,268 9,268

Total 577,863 577,863 2,921,543 2,921,543

Sufficient financial assets are available to meet the financial Habilities.

Assets and liabilities in the statement of financial position measured at fair value are grouped into three
levels of fait value hierarchy. This grouping is determined based on the lowest level of significant inputs
used in fair value measurement, as follows:

® Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

¢ Level 2: inputs other than quoted prices included within Level 1 that ate abservable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. detived from prices).

¢ Level 3: inputs for the asset or liability that are not based on observable market data (unobservable
inputs).
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27 Financial instrument risk (continued)

271 Fair value measurement of financial instruments (continued)

‘The following table shows the Levels within the hierarchy of financial assets and liabilitles as at

December 31, 2021 and December 31, 2020

December 31, 2021

Assets for which fair values are

disclosed:

Cash and balances with Central
Bank

Balances with other banks

Loans and advances to customers

Investments held to maturity
Other assets

Liabilities for which fair values are
disclosed:
Due to banks and other financial
institutions
Customets’ accounts
Other Habilities

December 31, 2020

Assets for which fair values are
disclosed:

Cash and balances with Central
Bank

Balances with other banks

Loans and advances to customers
Investments held to maturity
Other assets

Liabilities for which fair values are
disclosed:

Due to banks and other financial
institutions

Customers’ accounts

Other liabilities

Level 1 Level 2 Level 3 Total
AZN AZN AZN AZN
- - 4,755,551 4,755,551

= - 493,538 493,538

- - 1,566,794 1,566,794

- E 1,972,449 1,972,449

- - 10,6389 10,689

- - 573,786 573,786

- - 4,077 4,077

- - 2,674,649 2,674,649

- - 263,188 263,188

- - 1,614,221 1,614,221

- - 6,981,280 6,981,280

- - 10,686 10,686

- - 360 360

- - 2911915 2911915

- - 9,268 9,268
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27 Financial instrument risk {continued)
27.2 Risk management objectives and policies

The Bank's business involves taking on risks in a targeted manner and managing them professionally. The
cote functions of the Bank's risk management are to identify all key tisks for the Bank, measure these risks,
manage the risk positions and determine capital allocations. The Bank regulatly reviews its risk management
policies and systems to reflect changes in markets, products and best market practice.

The Bank's aim is to achieve an appropriate balance between risk and return and minimise potential adverse
effects on the Bank's financial performance.

The Bank defines risk as the possibility of losses ot profits foregone, which may be caused by internal or
external factors.

The Bank's risk management is coordinated at its head office, in close cooperation with the board of
directors (Boatd). The Board provides written principles for overall risk management, as well as written
policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk and use of non-
derivative financial instruments.

The Bank is exposed t¢ vatious tisks in telation to financial instruments. The Bank's financial assets and
liabilities by category are summarised in note 26. The main types of risks are market risk, credit risk, liquidity
risk and operational risk.

Market risk

Market risk is the risk that market prices and rates can change, and this can have an adverse effect on
profitability and/or capital. The Bank is exposed to number of market risks relating to its daily operations,
atising from open positions in interest rates and currency, all of which are exposed to general and specific
matket movements. For the purpose of market risk, management identifies its main market rsk factors as
equity position risk, interest rate risk and foreign curtency risk. The predominant market risk is foreign
currency tisk and interest rate risk. The Bank is not exposed significantly to equity position risk as it has no
capital market operations.

The Bank, as a matter of policy, seeks to identify, measure, monitor and control market risks in order to
protect against adverse movement in market prices and rates and to optimize the risk / return profile of its
open positions. The Board mainly oversees development and implementation of market risk policy and dsk
measuring / monitoring methodology and teview and reporting of market risks against Hmits.

Foreign currency risk

Foreign currency risk is the risk that the fair value ot futute cash flows of a finandial instrument will fluctuate
because of changes in foreign exchange rates.

Foreign exchange risk is the risk that the earnings and/or capital will fluctuate due to changes in foreign
exchange rates. The Bank's foreign exchange exposure consists of foreign currency cash on hand, balances
with CBAR, balances with other banks, and customers” accounts.
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27 Financial instrument risk (continued)
27.2 Risk management objectives and policies (continued)
Foreign currency risk (continued)

The Bank manages its foreign exchange exposures by matching foreign currency assets and liabilities. Net
open position and counterparty limits have been established to limit risk concentration.

Foreign currency denominated financial assets and liabilities which expose the Bank to currency risk are
disclosed below.

Foreign currency exposure

UsD EUR Total

December 31, 2021 AZN AZN AZN
- Financial assets 531,073 52,461 583,474
- Financial liabilities (388,760) (37,621) (426,381)
Total exposure — net 142,313 14,780 157,093

Foreign currency exposure

uUsD EUR Total

December 31, 2020 AZN AZN AZN
- Financial assets 217,716 115,645 333,361

- Financial liabilities (266,739) (36,777) {303,516)
Total exposure — net (49,023) 78,868 29,845

The following table illustrates the sensitivity of profit/(loss) before tax and equity in regard to the Bank's
financial assets and financial liabilities and the UJSDD/AZN exchange rate and EUR/AZN exchange rate "all
other things being equal’. It assumes a +10% change of the USD/AZN exchange rate for the year ended
at December 31, 2021 (2020: £10%). A £10% change is considered for the EUR/AZN exchange rate
{2020: £10%). The sensitivity analysis is based on the Bank's foreign currency financial instruments held at
each reporting date.

If the AZN had weakened against the USI> by 10% (2020: 10%) and EUR by 10% (2020: 10%} respectively
then this would have had the following impact:

Profit/ (loss) before tax Equity
USsSD EUR UsD EUR
AZN AZN AZN AZN
December 31, 2021 14,231 1,478 11,385 1,182
December 31, 2020 (4,902) 7,887 (3,922) 6,310
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27 Financial instrument risk (continued)
27.2 Risk management objectives and policies {continued)

Foreign currency risk (continued}

If the AZN had strengthened against the USD by 10% (2020: 10%) and EUR by 10% (2020: 10%)
respectively then this would have had the following impact:

Profit/(loss) before tax Equity
UsSD EUR USD EUR
AZN AZN AZN AZN
December 31, 2021 (14,231) (1,478) (11,385) (1,182)
December 31, 2020 4,902 (7,887) 3,922 (6,310

Exposures to foreign exchange rates vary during the year depending on the volume of overseas transactions.
Nonetheless, the analysis above is considered to be representative of the Bank's exposure to foreign
cutrency risk.

Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. Fair value interest rate risk is the risk that the value of a financial
instrument will fluctuate because of changes in market interest rates.

The Bank takes on exposure to the effects of fluctuations in the prevailing levels of market interest rates
on both its fair value and cash flow risks. Interest matgins may increase as a result of such changes but may
reduce losses in the event that unexpected movements arise. The Bank sets limits on the level of mismatch
of interest rate re-pricing and value at risk that may be undertaken, which is monitored daily by Risk
Management Specialist.

The table below illustrates the sensitivity of profit/(loss) before tax and equity to a reasonably possible
change in interest rates of +1% (2020: £1%). These changes are considered to be reasonably possible based
on observation of current market conditions. The calculations are based on a change in the average market
interest rate for each period, and the interest-bearing financial instruments held at each reporting date that
ate sensitive to changes in interest rates. All other variables are held constant. There are no interest bearing
deposits therefore sensitivity analysis related to interest expenses is not relevant.

Profit/ (loss) before tax Equity
AZN AZN AZN AZN
December 31, 2021 +1% -1% +1% -1%
Net Interest Incomme 35,392 {35,392) 28,314 (28,314)
December 31, 2020
Net Interest Income 85,955 (85,955) 68,764 (68,764)

36



LE

8SI°TZZ'8  SIGI8YF - S18°6£6 ST LBET €09°¢65°C
£98°LLS €98°LLS - i - - -
LLOYY LLO'Y - - . - -
98L€LS  98L'ELS - - - - -
120°66L8  8LL'6STS - SI8°6£6 8EH'E LSET £09°C65°T
63901 689°01 - - - - -
6¥TLET - - 98L°9€6 860°1 L9SF 869°€€0°T
P6L995T - - 620y oreT 0zs S06°69S T
8€S°C6y  BES'CHY - . . - -
166°6GLY  TSS'SSLY - E - - -
NZV NZV NZV NZV NZV NZV NZV
[eey, Sunreaq s3ead sIEaA yeai SITow ¢  uow
15939101 S uey g URpIM U Ing T INg | GREIN
-uoN IO g aead | S[puow ¢  [luour |
UEI) IO ﬁmﬁmu UHOE ﬂﬁJu QIO

%I0°9 — 2490°S
%L8'91

%
ajer 359Ul
aderaae
IANI3IPH

ded Sutond-s1 18219907 10,

SIRMIER 39O

SIUNOI0E I2WI0)SNT)

[erouEn} 19130 pue mm—ﬂ&@ o} anJ
SINIQEN [eOBRUL]

SI3SSE IS

Lpmyews o1 pray sjuemmsAU]

SIWOISND O SIIUEAPE PUB SUBO]

SYUEQ TYIO IEM S0UE[Bg]

Jueg [ETIU3]) YIM SIDUE[EQ PUE YSE)
19)2SSE [EIDUBHE]

1202 ‘1€ 12quada(q

‘Bumpid-o1 3723 15319901 JO YIILWSIW JO [249] sAEDSA[ A[qE) FurmofoF T

{penunuoo) ysu ajes ysasapul

{panunuos) sarijod pue saagoslqo yuswabeuew usy r Al ¥ A

(panupuoo) ¥sU JuaWnIIsSU [eIoueuly 1z

TZ07 T€ I9qUI203(] PIPU Jea4 a3 10
(PANURU0D) SIYIUIIIEIS [EIOUBUL Y] 03 SIION]

SIUIWIAI LIS [EIDUBUL]

youerqg myjeg ueispied Jo Jueq [BUONEN



8¢

I8+'2298  086'9C - CLT'668°9 85z'ot 095°0¢ 01+'6€9°1 de8 Supnd-ar 1821301 [B10],
€rSIZ6T  epSIzeT - - - - -
89Z°6 892°6 - - - - - - SIOIIEY 1Y)
cl6'li6e  S16'1I6T - - - - - - SIUNODDE TOWO)ST)
09¢ 09¢ - B B - - B [EPUETY I9TI0 PUE SYUEq ©) ang]
SINMIqEL [eIoueuly
POWPSIL Ce8reT - €LT'668°9 852'9C 09<°0¢ 01F'6€9°1
989°01 989°01 - - - - - - S19SSE JOY1()
0871869 - - 005°2L8°9 85z'9C 095°0¢ T96'9% %8 L — %S9'§ Apnieur 0) pjRY S1USUNSIAUL
1ZZ%19'T - - gLi'1T . - PP TEST %4,89'61 5J9UI0ISND 0] SIDULAPE PUE SULO|
881°¢9¢ 881°C9T - - - - - - SNUEQ JII0 PIM sa0UL[eq
6F9vLOT  6VOFLIT - . - - - - AUE( [EA0I)) UM SIIUE[EY PUE YSET)
:51988¢ [EIOUeul,]
NZV NZV NZV NZY NZV NZY NZY % 0TOT ‘1€ 13qWa3(]
Eeor Buneaq sreak sTeak T34 syuow qruouw aes
Isalanug § e G P [unpmsang ¢ unpmsang o 1591107 Seraar
-uoN E N g Teas | sypuow ¢ oW | 2ATDIFH
UE) X0 U 2FO] B[] SIOW]

_wqmuﬁauuH I}EI quHUuQ..— .wO &UHNEQ..E 30 —Ubvﬂ mvu.m..ﬂmﬂ_.,—..— Qﬁﬂmu Mﬁ.txroﬁ_o.w Uﬂrﬁ
{ponunuoa) ysi1 ajea 3salajul
{panuijuo3) sajojjod pue seaansalqo Juswabeuewu ysiy

[AF ¥ A

{(ponuijuos) ¥ysu JusINIISUI [EIdUEUl | 1z

120 IS ¥33qWada(] PIPua JEak 341 10,4
(pPanunuos) SIUAUIIIEIS [BIDUBUL 9Y) 03 SIOION]

SIUDUWIIE]G [eIDUBUL]

youerg nyjeq ULISD[Ed JO Jueg [BUONEN



National Bank of Pakistan Baku Branch

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2021

27 Financial instrument risk {(continued)
27.2 Risk management objectives and policies {continued)
Credit risk

Credit risk is the risk that arises from the potential that an obligor is either unwilling to perform an
obligation of its ability to perform such obligation is impaited resulting in economic loss to the Bank. The
Bank attempts to control credit risk by monitoting credit exposures, limiting transactions with specific
counter parties and continually assessing the creditworthiness of counter parties.

The focus of the Bank's commercial lending continues to be shott-term trade related financing on a secured
and self liquidating basis. The Bank will also continue its emphasis on diversification of its assets to avert
large single industry ot group exposute.

‘The Bank has developed an internal rating model, which allows it to determine the rating of counterparties.
The rating of corporate borrowers is based on an analysis of the financial ratios of the botrower, and an
analysis of the market and industry sector, in which the botrower operates. The model also takes into
consideration various qualitative factors, such as management efficiency and borrower's market share.

The application of the internal rating model results in a standardized approach in the analysis of corporate
borrowers and provides a quantitative assessment of the creditworthiness of a borrower that does not have
a rating from an international rating agency. The model takes into account specific local market conditions.

The quality of the internal rating model is examined on a regular basis through an assessment of both its
effectiveness and validity. The Bank revises the model when deficiencies are identified.

The Bank applies internal rating methodologies to specific corporate loans and groups of retail and small
business loans, which incorporate vatrious undetlying master scales that are different from those used by
international rating agencies. As a result, it is not possible to make a cross-product score compatison which
would agree to the outstanding balance of loans and advances to customers per the statement of financial
position. As such, more detailed information is not being presented.

‘The banking industry is generally exposed to credit risk through its financial assets and contingent liabilities.
The credit risk exposure of the Bank is concentrated within the Azerbaijan Republic. The exposure is
monitored on a regular basis to ensure that the credit limits and credit worthiness guidelines established by
the Bank's risk management policy are not breached.
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27 Financial instrument risk (continued)
27.2 Risk management objectives and policies {(continued)
Credit risk {continued)

The following table details the gross cattying value of financial assets and those that ate impaired:

Net

cartying

Gross value Impaired value

December 31, 2021 AZN AZN AZN
Financial assets:

Cash and balances with Centtal Bank 4,473,157 - 4,473,157

Balances with other banks 498,523 (4,985) 493,538

Loans and advances to customets 2,159,613 (592,819) 1,566,794

Investments held to maturity 1,972,449 - 1,972,449

Other assets 10,689 - 10,689

9,114,431 (597,804) 8,516,627

December 31, 2020

Financial assets:

Cash and balances with Central Bank 2,539,769 - 2,539,769
Balances with other banks 265,846 (2,658) 263,188
Loans and advances to customers 2,221,755 {607,534} 1,614,221
Investments held to maturity 6,981,280 - 6,981,280
Other assets 10,686 - 10,686

12,019,336 (610,192) 11,409,144

Net exposure of credit risk

The Banks net exposure to credit risk vares significantly and is dependent on both individual risks and
general market economy risks.

The following table presents the net exposure to credit risk of on-balance sheet and off-balance sheet
financial assets. For financial assets in the statement of financial position, the net exposure is equal to the
carrying amount of those assets ptior to any collateral. The Bank’s net exposure to credit risk under
contingent liabilities and commitments to extend credit, in the event of non-petformance by the other party
where all counterclaims, collateral or security prove valueless, is represented by the contractual amounts of
those instruments, While determining the reserves for doubtful debts, the Bank considers the pledges or
mortgages in hand.
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27 Financial instrument risk {(continued)
27.2 Risk management objectives and policies (continued)
Credit risk {(continued)

Net exposure of credit tisk (continued)

Eligible

Net collateral Net
exposute pledged exposure
AZN AZN AZN

December 31, 2021
Cash and balances with Central Bank 4,473,157 - 4,473,157
Balances with other banks 493,538 - 493,538
Loans and advances to customers 1,566,794 (4,734)% 1,562,060
Investments held to maturity 1,972,449 - 1,972,449
Other assets 10,689 - 10,689

Eligible

Net collateral Net
exposure pledged exposure
AZN AZN AZN

December 31, 2020
Cash and balances with Central Bank 2,539,769 - 2,539,769
Balances with other banks 263,188 - 263,188
Loans and advances to customets 1,614,221 (18,188) 1,596,033
Investments held to maturity 6,981,280 - 6,981,280
Other assets 10,686 - 10,686

* The total amount of gross collateral as at December 31, 2021 is AZN 2,893,400, AZN 4,734 includes
only those eligible colleterial where 100% haircut has not applied.

Off-balance sheet risk

The Bank applies fundamentally the same risk management policies for off-balance sheet risks as it does
for its on-balance sheet risks. In the case of commitments to lend, customers and counterparties will be
subject to the same credit management policies as for loans and advances. Collateral may be sought
depending on the strength of the counterparty and the nature of the transaction.
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27 Financial instrument risk (continued)
27.2 Risk management objectives and policies (continued)
Operational risk

The Bank's operational risk is related to possible losses which may be incurred as a result of failures
occutring in the Bank's day-to-day operations, such as breakdown in electronic and telecommunication,
toutines or other systems - additional factors being insufficient levels of professional skills or human errors.
In order to keep the Bank's operational risks to a minimum level, various tools are used to manage
operational tisk using a common categorization of risk.

The Bank's approach to operational risk is not designed to eliminate risk, rather, to contain it within the
acceptable levels, as determined by seniot management, and to ensure that they have sufficient information
to make informed decisions about additional controls, adjusttnents to controls, or other risk responses.

28 Concentration of financial instruments
The majotity of concentration of financial assets and liabilities related to banking activities is within the

boundaries of Azerbaijan Republic. The following is the detail of geographical concentration of financial
instruments:

Azerbaijan OECD Or]gg}l;
Republic Countries countries Total
December 31, 2021 AZN AZN AZN AZN
Financial assets:
Cash and balances with Central Bank 4,755,551 - - 4,755,551
Balances with other banks 460,264 25,000 8,274 493,538
Loans and advances to customers 1,566,794 - - 1,566,794
Investments held to maturity 1,972,449 - - 1,972,449
Other assets 10,689 - - 10,689
8,765,747 25,000 8,274 8,799,021
Financial liabilities;
Due to banks and other financial
institutions - - - -
Customers’ accounts 573,786 - - 573,786
Other liabilities 4,077 - - 4,077
577,863 - - 577,363
Net gap 8,187,884 25,000 8,274 8,221,158
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28 Concenfration of financial instruments (continued)
Azetbaijan OECD e
Republic Countries countries Total
December 31, 2020 AZN AZN AZN AZN
Financial assets:
Cash and balances with Central Bank 2,674,649 - - 2,674,649
Balances with other banks = 263,188 - 263,188
Loans and advances to customers 1,614,221 - - 1,614,221
Investments held to marurity 6,981,280 = - 6,981,280
Other assets o 10,686 - . 10,686
11,280,836 263,188 B 11,544,024
Financial liabilities:
Due to banks and other financial
institutions 360 - - 360
Customers’ accounts 2,911,915 . - 2,911,915
Other liabilities 9,268 - - 9,268
2,921,543 - - 2,921,543
Net gap 8,359,293 263,188 - 8,622 481

29 Post-reporting date events and impact of COVID-19

The spread of COVID-19 has severely impacted many local economies around the globe. In many
countties, businesses are being forced to cease ot limit operations for certain periods of time. Measures
taken to contain the spread of the virus, including travel bans, quarantines, social distancing, and closures
of non-essential services have triggered significant disruptions to businesses worldwide, resulting in an
economic slowdown. Global stock matkets have also experienced great volatility and a significant
weakening. Governments and central banks have responded with monetaty and fiscal interventions to
stahilise economic conditions.

Management of the Bank is closely observing the development of situation around outbreak of COVID-
19 (Cotona virus) and is taking all necessary precautions. Management believes that this will have no
significant effect on Bank’s operations. The duration and impact of the COVID-19 pandemic remains
unclear at this time. Due to the changing circumstances, it is not possible to reliably estimate the duraton
and severity of these consequences, as well as their impact on the Bank’s financial position and results of
the Bank.

The strict special quarantine measures introduced by the Azerbaijani Government to combat the COVID-
19 outbreak, such as travel restrictions, quarantines, closure of business and other avenue, lockdowns of
certain areas throughout the country ceased on 18 January 2021. Later on, again special quarantine measures
wete introduced till June 2021 and according to the decision of the Cabinet of Ministers No. 336, was then
extended from November 1, 2021 to January 1, 2022 in the country. Based on the order of Cabinet of
Ministers on “Vaccination Strategy covering 2021-2022 years” dated 16 January 2021, gradual vaccination
of Azerbaljani population has started.
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