@ AccessBank

l{{ annual report 2010



SUPERVISORY BOARD

o

Mr Michael Jainzik ~ Mr Syed Aftab Ahmed  Mr Orhan Aytemiz Mr Thomas Engelhardt Ms Victoria Miles
Chairman

Dr Andrew Pospielovsky Mr Rufat lsmayilov Mr Shakir Ragimov Mr Anar Gasanov Mr Elshan Hajiyev
General manager Deputy General Manager Business Banking Retail Banking Financial Director
and Infrastructure Director Director and Operations Director

ACCESSBANK - AZERBAIJAN'S ACCESSIBLE EUROPEAN BANK

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

2010 2009 Change
Balance Sheet Items USD (‘000) USD (‘000)
Total Assets 458,733 374,514 22.5%
Liquid Assets 81,763 70,586 15.8%
Total Loan Portfolio (gross) 340,671 296,991 14.7%
Business Loan Portfolio 312,591 276,400 13.1%
Micro Loans (< $ 10,000) 159,205 141,988 12.1%
Trust and Small Loans ($ 10,001 - $ 100,000) 84,809 81,161 4.5%
Medium Loans (> $ 100,000) 67,962 53,251 27.6%
Consumer Loan Portfolio 21,412 14,377 48.9%
Staff Loans 6,668 6,214 7.3%
Accrued Interest and Disbursement Fees 3,661 2,193 66.9%
Loan Loss Reserve 9,568 8,211 16.5%
Net Loan Portfolio 333,607 290,974 14.7%
Fixed and Other Assets 43,363 12,954 234.8%
Customer Deposits 158,755 84,674 87.5%
Borrowings 202,873 220,824 -8.1%
Equity 93,314 66,349 40.6%
Profit and Loss Account USD (‘000) USD (‘000)
Operating Income 77,582 59,595 30.2%
Operating Expense 44,684 34,714 28.7%
Profit Before Tax 32,898 24,881 32.2%
Profit After Tax 32,799 24,886 31.8%
Ratios |
Return on Equity (year-end) 35.1% 37.5% -6.4%
Return on Average Assets 7.8% 8.2% -4.9%
Cost / Income 57.6% 58.2% -1.0%
Capital Adequacy 26.5% 25.8% 2.7%

Miscellaneous

Number of Outstanding Loans 122,519 100,489 21.9%
Number of Business Loans 92,135 78,025 18.1%
Number of Micro Loans 87,654 74,284 18.0%
Average Micro Loan Size (disbursed USD) 3,029 2,915 3.9%
Number of Trust, Small and Medium Loans 4,481 3,741 19.8%
Average Trust, Small, and Medium Loan Size (disbursed USD) 51,287 46,864 9.4%
Number of Agro Loans 33,802 24,500 38.0%
Average Agro Loan Size (disbursed USD) 2,300 2,194 4.8%

Number of Deposit Accounts 181,635 114,507 58.6%

Number of Branches 28 23 21.7%

Number of Staff 1,243 960 29.5%

Portfolio at Risk (>30 days) 1.00% 0.85% 17.6%
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MISSION STATEMENT

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

ccessBank strives to be a re-
Asponsible bank and provide
a comprehensive range of
financial services that are appropri-
ate to the needs of our clients, includ-
ing loan products, current and sav-
ings accounts, money transfer and
payment services, plastic cards and
trade financing. AccessBank aims to
achieve the highest banking stand-
ards, in particular with respect to ef-
ficiency, transparency, customer sat-
isfaction, responsibility, prudence and
human resource development. As a
commercial bank with a full banking
licence, AccessBank also offers fi-
nancial services to other categories
of clients, including larger enterprises
and international organisations, es-
pecially where this delivers synergies
with AccessBank’s core mission.
AccessBank focuses on micro and
small business because this sector is
vital for the development and diversi-
fication of Azerbaijan’s economy, the
creation of jobs and the elimination of
poverty. While most micro and small
businesses operate profitably and
their flexibility helps them absorb eco-

nomic shocks, their growth is often
limited by a lack of access to financial
services. AccessBank has been cre-
ated to close this gap: to provide ac-
cess to European standards of finan-
cial services for the micro and small
business community as a whole, in-
cluding the households who form part
of this community, and to create a
more inclusive financial system. Ac-
cessBank’s dedicated products and
risk management technology, spe-
cifically developed to serve these
sectors, allow the bank to do this ef-
ficiently and profitably. AccessBank’s
profitability facilitates the bank’s long-
term sustainability, rapid expansion
and maximum impact.

AccessBank’s shareholders are
united in their commitment to de-
velopment, enabling AccessBank to
invest extensively in increasing out-
reach without focusing on maximis-
ing short-term returns. AccessBank
invests intensively in the training of
its young and highly motivated staff
to ensure the best possible service
for the bank’s customers and the sus-
tained growth of AccessBank.
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Success and responsibility

ACCESSBANK AZERBAIJAN

LETTER FROM THE CHAIRMAN
OF THE SUPERVISORY BOARD

n eight years, from its birth as a green-field start-up, AccessBank has grown to become

Azerbaijan’s leading small business bank. The Bank is spearheading development and

diversification of the economy, especially in the regions, where it is also the leading in-
vestor in agriculture. AccessBank’s impact extends beyond the 140,000 businesses it has
financed — AccessBank serves as a model of ‘best practice’ in Azerbaijan and its success
has motivated many Azerbaijani banks to copy its practices and even follow it into the SME
and micro-finance markets.

With this success comes a heavy mantle of responsibility — a mantle which the Share-
holders and management shoulder solemnly. This responsibility extends to all stakeholders
— it begins with fair and equal treatment of staff, where AccessBank recruits young university
graduates, invests heavily in training, and offers opportunities to build professional careers.
It extends to transparent and beneficial relations with our clients, ensuring all our products
are appropriate to and have a positive impact on our clients. It includes responsibilities to
local communities and authorities where AccessBank goes beyond fulfilling its legal obliga-
tions, such as payment of taxes, and where AccessBank strives to make a positive contribu-
tion to the development of the communities in which it works. Finally, AccessBank is com-
mitted to being transparent in its performance and relations with respect to our shareholders
and refinancing partners.

This commitment was recognised in 2010 by awards from the SMART Campaign and
Microfinance Centre for AccessBank’s ‘Excellence in Client Protection and Avoidance of
Over-Indebtedness’; by Euromoney naming AccessBank as the ‘Best Bank in Azerbaijan’ in
its annual ‘Awards for Excellence’; and by Standard and Poor’s rating agency which ranked
AccessBank as the ‘Most Transparent Bank in Azerbaijan’ in its inaugural Transparency and
Disclosure Survey of Azerbaijan’s Banks.

While many institutions are now trying to follow AccessBank’s example, AccessBank
remains the only bank dedicated to serving small business and low and middle income
households, with the products and risk management experience to do so responsibly and
sustainably. The shareholders remain proud and committed to AccessBank’s outstanding
role in the development and diversification of Azerbaijan’s economy and supporting the
welfare of its clients.

Michael Jainzik L}
Chairman of the Supervisory Board \J (_/ltu.p ﬁﬁﬁ{’—
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LETTER FROM
THE MANAGEMENT

ccessBank is now entering a new phase in its development. The last five years

can be characterised as the ‘Take-off phase of AccessBank’s development,

marked by the rapid expansion of the Bank, its branch network, client base and
portfolio. On the back of this growth AccessBank took its place among Azerbaijan’s lead-
ing banks and as the country’s small business bank. As AccessBank approaches the
completion of its core branch network, this phase is ending and growth is slowing. The
Bank is now entering a new phase of ‘Maturity’ — of consolidating its role and position in
the Azerbaijan financial services market. The era of rapid growth through physical ex-
pansion of the branch network and client base is now in the past. At the same time, with
the expansion of the institution and the slowing of economic growth, risk is increasing.
This also necessitates a shift in management focus — from prioritising growth to strength-
ening risk management.

While AccessBank management believes that there is still potential for slower growth,
management expects this growth to come from deepening of client relationships with a
broader range of products. This will further raise the sophistication and complexity of the
Bank’s work, which also entails new risks.

We take confidence from the fact that during our eight-year history our staff and man-
agement have also matured — we have learned from our shortcomings as well as our
success. Our staff and management have now accumulated considerable experience in
working with Azerbaijan’s small business community and managing risk and, together,
we remain ready to meet the challenges that lie before us.

Dr Andrew Pospielovsky
General Manager )
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SHAREHOLDERS

AccessBank, a closed-type joint-stock bank, opened on 29 October 2002 as the Micro Fi-
nance Bank of Azerbaijan. In September 2008 the Bank changed its name to AccessBank.
AccessBank has six shareholders led by Triple-A rated international financial institutions
that are committed to the development of Azerbaijan and microfinance. The nominal share
capital at the end of 2010 was AZN 41.8 million consisting of 20 million shares with a nomi-
nal face value of AZN 2.09 each following an increase of AZN 21.8 million in March 2010,
through the capitalisation of retained earnings. In March 2011, the share capital was in-
creased by a further AZN 26 million, again through capitalisation of retained earnings, to
AZN 67.8 million. The nominal face value of shares was thus increased to AZN 3.39 while the
distribution and number of shares remained the same.

15'-’."- L\
S~
Trade & Z
| lr';c]npﬂwm
Bank

European Bank

for Reconstruction and
Development
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Black Sea Trade and Development Bank

(20% share of AccessBank equity)

The Black Sea Trade and Development Bank (BSTDB) is an international financial
institution established by 11 countries from the Black Sea region. The mission of the
bank is to accelerate development and promote co-operation among its shareholder
countries. The bank has an authorised capital of EUR 3.5 billion, and provides trade
and project financing, guarantees and equity to both public and private enterprises
in its member countries in order to encourage their economic development and re-
gional co-operation, and to establish stronger economic linkages. (www.bstdb.org)

European Bank for Reconstruction and Development (20%)

The EBRD is an international financial institution that supports projects in 29
countries from central Europe to central Asia. Investing primarily in private sector
clients whose needs cannot be fully met by the market, the bank promotes entrepre-
neurship and fosters transition toward open and democratic market economies.
The EBRD is the largest single investor in the region and also mobilises significant
foreign direct investment into its countries of operation. The bank invests mainly in
private enterprises, usually together with commercial partners. It provides project
financing for the financial sector and the real economy, both new ventures and
investments in existing companies. It also works with publicly-owned companies
to support privatisation, restructuring of state-owned firms and improvement of mu-
nicipal services.

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



INTERNATI(&.\'AL FINANCE CORPORATION

PrivateEnterprisePartnership

ENTWICKLUNGSBANK

@ AccessHolding

MICROFINANCE AG

LFS

FINANCIAL SYSTEMS

International Finance Corporation (20%)

IFC, a member of the World Bank Group, creates opportunity for people to es-
cape poverty and improve their lives. IFC fosters sustainable economic growth
in developing countries by supporting private sector development, mobilizing pri-
vate capital and providing advisory and risk mitigation services to businesses
and governments. The corporation’s new investments totalled USD 14.5 billion in
fiscal 2009, helping channel capital into developing countries during the financial
crisis. (www.ifc.org)

KfW - Kreditanstalt fur Wiederaufbau (20%)

KfW Entwicklungsbank (KfW Development Bank): On behalf of the German Fed-
eral Government, KfW Entwicklungsbank finances investments and accompany-
ing advisory services in developing and transition countries. Its aim is to build up
and expand the social and economic infrastructure of the respective countries,
and to advance sound financial systems while protecting resources and ensur-
ing a healthy environment. Kf\W Entwicklungsbank is a leader in supporting re-
sponsible and sustainable microfinance and is involved in target group-oriented
financial institutions around the world. It is part of KfW, which has a balance
sheet total of EUR 442 billion (as of 31 December 2010). KfW is one of the five
biggest banks in Germany and is AAA-rated by Moody’s, Standard & Poor’s and
Fitch Ratings. (www.kfw.de)

Access Microfinance Holding AG (16.53%)

AccessHolding is a strategic investor in the microfinance industry. It was es-
tablished in 2006 by LFS Financial Systems (16.12%) and is owned by an in-
ternational group of private and public investors including (16.12% each): CDC
Group plc (a UK government-owned fund investing in developing and emerging
economies); EIB — European Investment Bank (the European Union’s financing
institution); IFC; KfW Development Bank; Omidyar Tufts Microfinance Fund (cre-
ated by the founder of EBay); and MicroAssets (3.26%), a staff investment pro-
gramme of LFS. AccessHolding invests in microfinance institutions and develops
these investments through a combination of equity finance, holding services and
management assistance, building a global network of AccessBanks with a com-
mon brand identity. (www.accessholding.com)

LFS Financial Systems GmbH (3.47%)

LFS is a Berlin-based consultancy firm specialising in financial sector projects
in developing countries and transition economies. Since its foundation in 1997,
LFS has become one of the leading consultancies in the field of micro and small
business financing. Its proven lending technology and hands-on approach, im-
plemented by a growing team of permanent consultants, have made LFS one of
the preferred partners of international donors and investors.

Going beyond the scope of traditional consultancy, LFS is investing in microfi-
nance institutions, assuming a dual role as manager and investor. Building upon
the success of its first investments of this kind, LFS has now created an interna-
tional network of microfinance banks under the AccessBank brand.
(www.Ifs-consulting.de)
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2002
B Founded on 29 October as the Micro Fi-
nance Bank of Azerbaijan by BSTDB,
EBRD, IFC, KfW and LFS

2003

B First refinancing loan received from EBRD
(USD 5 million)

2004
B Current accounts and money transfer sys-
tems launched

2005

B Term deposit launched and AccessBank
joins the international SWIFT, Western
Union and Privat Money money transfer
networks

B First non-shareholder refinancing loans
received from Global Microfinance Faci-
lity, Blue Orchard, Deutsche Bank, Incofin,
and Triodos

m First regional branch opened in Ganja

2006
B Retail business developed with introduction
of additional deposit and money transfer
products, retail lending, debit cards, ATMs,
and joining the Visa card network

2007

B AccessHolding joins as a new shareholder

m Continuing introduction of new retail and
‘cross-sector’ products, including interna-
tional trade-finance, Visa-branded debit
cards, Salary Projects, and point-of-sale
terminals

B Dedicated Agro Loan product launched
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B Alpha rating obtained from M-CRIL specia-
list microfinance rating agency

B New refinancing loans concluded in the
year exceed USD 50 million including: the
first closing of AccessBank’s debut bond —
the first bond from an Azerbaijani issuer on
international capital markets; the first AZN-
denominated loan from an international
private investor, SNS Institutional Microfi-
nance Fund; and AccessBank’s first sub-
ordinated loan, from Deutsche Bank

2008

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

B BB+ rating first received from Fitch Ra-
tings — the highest rating of any private
bank in Azerbaijan and matching the
country ceiling

B New refinancing loans concluded in the
year exceed USD 80 million, including the
se-cond closing of AccessBank’s debut
bond and the signing of the Bank’s first
syndica-ted loan, arranged by EBRD

B AccessBank’s Agroloan product named
‘Best New Product’ by Azerbaijan Micro-
finance Association

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

2009

B AccessBank named one of the three most
sustainable banks of Eastern Europe in the
2009 Financial Times Sustainable Banking
Awards

B AccessBank joins the ‘SMART’ Campaign
for Client Protection — the first bank in Az-
erbaijan to do so



2010

m BB+ rating confirmed by Fitch Ratings,
with Individual Rating increased to ‘D’ — the
highest rating for a private bank in Azerbai-
jan

® Five new branches open, including three in
the regions and two in Baku, and a building
purchased for the new Head Office

B First dividend of AZN 5 million distributed
to shareholders. Deposits increased 86%
during the year to finish at USD 152 million.
This combined with retained earnings to
more than cover asset growth and reduce
dependency on foreign borrowings

B Became a lead sponsor of the Azerbaijan
Football Federations Association, (AFFA)
which includes 11 men’s, women’s and ju-
nior national teams

Total Assets

Loan Portfolio

Number of
Clients (USD million)

B AccessBank CEO named ‘Banker of the
Year’ in Azeri Business Awards

® Awarded ‘5 Diamonds’ by the Microfinance
Information Exchange for transparency —
the highest level available

B The Microfinance Centre (MFC) recog-
nised AccessBank for good practice in cli-
ent protection and avoidance of over-in-
debtedness — making it the only MFI in the
Caucasus so awarded

B Euromoney named AccessBank the Best
Bank in Azerbaijan in annual ‘Awards for
Excellence’

B Standard and Poor’s rating agency ranked
AccessBank as the most transparent bank
in Azerbaijan

Deposit

Portfolio Number of

Branches

(USD million) (Ugg?r:?lﬁzn)
2002 4.9 01
2003 5.7 33
2004 8.9 6F
2005 22 18
2006 55 47
2007 133 115
2008 242 208
2009 375 297
2010 459 341

117 - 1

2,000 - 4
3,000 - 5

5,500 0.6 6
16,000 4 10
46,000 14 14
69,000 27 20
98,000 82 23
120,000 152 28
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BUSINESS REVIEW

POLITICALAND ECONOMIC ENVIRONMENT

arliamentary elections in November 2010
Pconfirmed the stability and continuity of the

existing political order, with only 24 out of 125
deputies replaced. On the economic front, in 2010
Azerbaijan maintained stable, albeit slower, eco-
nomic growth than in years past. Oil prices remained
steadily high, driving budget and current account
surpluses and supporting the stability of the curren-
cy. However, this slower growth led to deflation in
real estate demand and prices, impacting negatively
on the construction sector, which previously served
to stimulate the non-oil sector of the economy. As
such, some negative trends have filtered into SMEs,
reducing growth and demand for financing. In addi-
tion, inclement weather in 2010 affected some crops
in specific regions of Azerbaijan, reducing agricul-
tural incomes for many, which then had a dampen-
ing impact on the general economy of the regions of
Azerbaijan.

The State Statistics Committee reported 5% GDP
growth for 2010, officially lower than the 9.3% figure
reported for 2009, but higher when considering ac-
tual income earned from the sale of oil rather than
volume produced. Thus, GDP for 2010 was report-
ed as AZN 41.5 billion (USD 52.1 billion) — or 20%
higher in monetary terms than the 2009 total of AZN
34.5 billion (USD 43.3). This resulted in an increase
in state budget revenues of 10% to AZN 11.4 billion
(USD 14.3 billion) in 2010, compared to AZN 10.3
billion (USD 12.9 billion) in 2009, and 11% in expen-
ditures to AZN 11.8 billion (USD 14.8 billion) in 2010
compared to AZN 10.6 billion (USD 13.2 billion). In-
flation was kept in check with CPI officially reported
at 5.7% (in line with unofficial estimates), compared
with 1.5% in 2009 and 21% in 2008.

The higher oil prices fed through to an increase in
the trade surplus to USD 14.8 billion (USD 8.6 billion
in 2009) on exports of USD 21.3 billion and imports
of USD 6.6 billion. This supported the stability of the
currency and the AZN remained virtually unchanged
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against the local reference currency, the USD, atAZN
0.7979 versus AZN 0.8031 at 2009-end. Energy ex-
ports should ensure continued economic stability in
the medium-term, but the volatility of energy prices in
2008 and the subsequent slowing of the construction
and real estate markets reinforce the need for eco-
nomic diversification. Other concerns include control
of inflationary pressures, spreading the benefits of oil
income, and reducing corruption.

The development of the banking sector reflected
that of the economy with some banks faring better
than others, but with no significant ‘shocks’. Total
banking assets increased by 14% (from AZN 11.7
billion to AZN 13.3 billion) in 2010 — the same as in
2009, while the total loan portfolio increased by 8%
(from AZN 8.0 billion to AZN 8.6 billion) — lagging be-
hind the 2009 growth figure of 20%. However, 2009’s
growth was concentrated in the majority state-owned
International Bank of Azerbaijan while growth in 2010
was more dispersed through privately owned banks.
Deposits increased by a slightly faster rate of 20% to
AZN 5.1 billion. As a proportion of GDP, total banking
assets decreased slightly to 32% (33% in 2009), the
total loan portfolio to 21% (24% in 2009), and depos-
its to 12% (17% in 2009), representing relatively low
levels of banking penetration.

In 2010 the banking sector continued to benefit
from the three-year tax exemption for profit that is
capitalised, which began from 1 January 2009 — in-
troduced to help strengthen the sector. While the
Central Bank has been advocating consolidation in
the banking sector for many years, little consolida-
tion has occurred and the number of banks at 2010-
end stood at 45 (compared with 46 at 2009-end) with
the licences of three minor banks under suspension
as they are being wound down.

AccessBank continued to outperform the sector,
but less so in 2010 than in years past as the eco-
nomic slowdown impacted on the lower rungs of the
economy. In terms of total banking assets, Access-
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Bank’s market share increased to 2.8% from 2.7% at
2009-end while rising to seventh position from ninth
out of 45 banks in the market. At the same time, the
Bank held its position in terms of total loan portfo-
lio at sixth as market share increased from 2.9% to
3.0%. In agricultural lending AccessBank maintained
its top position — well ahead of any competitors — with
more than 14% share of the total agricultural portfolio
of Azerbaijan’s banking sector.

Apart from the banks, approximately 19 non-bank
credit organizations are engaged in microfinance.
The Azerbaijan Microfinance Association (AMFA)
collects data for 30 institutions involved in microfi-
nance (consisting of these 19 non-bank financial
institutions and 11 banks, including AccessBank).
The micro loan portfolio of these institutions stood
at USD 488 million at 2010-end, giving AccessBank
36% market share (same as at 2009-end), double its
nearest competitor and making AccessBank by far

the leading microfinance institution in Azerbaijan, es-
pecially with small farmer households.

While competition in the banking and microfi-
nance sector is intensifying, the effective provision
of financial services to AccessBank’s target client
groups by other banks remains limited. At the same
time, with respect to non-bank MFls, AccessBank’s
advantage is that it provides clients a full range of
financial services, including savings products, in ad-
dition to basic financing. AccessBank maintains its
market leading position in micro and small business
financing by delivering its services with maximum ef-
ficiency and transparency — saving clients’ time and
money. The intensifying competition is, however,
increasing the risk of client over-indebtedness, as
many clients seek and obtain loans from multiple-
lenders. AccessBank management takes this risk
seriously and is spearheading AMFA's ‘One Client
One Lender Campaign’

‘ONE CLIENT — ONE LENDER’ -

AccessBank is committed to responsible banking
— to being a reliable and transparent long-term
partner for its clients, offering services that are
truly beneficial. Through careful analysis of the
business and its repayment capacity, Access-
Bank helps entrepreneurs evaluate the risks they
face and pace their development to avoid unrea-
sonably high debt that they may not be able to
cope with. This extends to retail lending, where
AccessBank’s loan products are carefully tailored
and targeted to help families acquire core house-
hold goods without overburdening clients with
debt. AccessBank’s aim is for each loan to have
a positive impact on our clients. AccessBank has
formalised its commitment by joining the SMART
Campaign for Client Protection in 2009 — the

first bank in Azerbaijan to do so. This is a global
campaign working with microfinance leaders to
help deliver transparent, respectful, and prudent
financial services to all clients.

CLIENT PROTECTION AND RESPONSIBLE BANKING

In 2010 AccessBank was one of the lead institu-
tions in MFTransparency’s Transparent Pricing
Initiative — that published comparative APR
interest rates on MFTransparency’s web-site;
and in May AccessBank was awarded for its
Excellence in Client Protection and Avoidance

of Over-Indebtedness by the SMART Campaign
and Microfinance Centre (MFC) at the annual
MFC conference. Now AccessBank is attempting
to tackle over-indebtedness caused by multiple
lending by different institutions through spear-
heading AMFA’s ‘One Client — One Lender’
campaign which is working towards limiting over-
indebtedness. However, the clearest and most
objective measure of AccessBank’s commitment
to responsible banking are the Bank’s low ar-
rears rates with PAR > 30 days at 2010-end at
1.00% for the entire portfolio. Even in the Bank’s
Retail lending PAR >30 ended the year at a very
low level of 0.56%.
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FINANCIAL RESULTS

AccessBank’s total assets increased by 23% in
2010, ending the year at USD 459 million compared
with USD 375 million at 2009-end. The USD 84 mil-
lion increase was financed by deposit growth of USD
70 million (up 86% to USD 152 million from USD
82 million at 2009-end) and profit (USD 33 million).
This allowed for a reduction in borrowings of 9% to
USD 200 million from USD 219 million at 2009-end.
Capital adequacy remained extremely strong, end-
ing the year at 28% for Total Capital Adequacy and
25% for Tier 1 — or more than twice the Central Bank
regulatory norm of 12% and 6% respectively.

Post-tax profit for 2010 reached USD 33 million,
compared to USD 25 million in 2009. The improved
profitability was driven by continued growth in in-
come streams, mainly through portfolio growth (up

15% to USD 341 million from USD 297 million at
2009-end) while costs were controlled. Profitability
was also boosted by the tax exemption on capi-
talised profit (see above) from which AccessBank
benefited as all 2010 profit was capitalised. In Oc-
tober the Bank paid its first dividend to sharehold-
ers of AZN 5 million (from 2008’s retained earnings).
Good cost-control was reflected in the Expense / In-
come ratio, which ended the year at 58%, the same
as 2009. As the Bank reduced its dependence on
foreign financing there was an increase in Finan-
cial Expense to 9.4% from 8.5% in 2009, coupled
with a slight reduction in Financial Income to 33.0%
from 33.1%, reflecting the increasing proportion of
higher cost local deposits in the Bank’s refinancing
structure.

As AccessBank scaled up and improved

its efficiency, from 2007 onwards the Bank
began to generate regular profit. AccessBank
shareholders and management are commit-
ted to sharing the benefits of the Bank’s prof-
itability with our clients and over the last 12
months the Bank has been able to reduce its
lending interest rates by 3 percentage points.
But the benefit of AccessBank’s profitability
for our clients extends beyond reductions in
interest rates. Prior to 2010 the shareholders
reinvested all profit earned by AccessBank
into expanding the Bank and branch net-
work. As a result, 20 times as many clients
were receiving financing from AccessBank in
January 2010 compared to five years ear-
lier, in January 2006. More importantly, the

CLIENTS BENEFIT FROM ACCESSBANK’S PROFITABILITY

profitability of the bank facilitated a dramatic
increase in local currency lending (in AZN),
removing currency risk for tens of thousands
of AccessBank’s borrowers. As the equity of
the Bank is denominated in AZN, this forms
one of AccessBank’s main AZN resources.
As retained earnings are fed into the equity of
the Bank, AccessBank’s AZN resources also
increase. At 2010-end, AccessBank was able
to provide AZN denominated loans to 80,000
clients (66% of the total) compared to 4,300
at 2006-end (33% of the total). AccessBank’s
AZN portfolio increased to the equivalent of
USD 119 million at 2010-end (35% of the
total), from USD 4.5 million at 2006-end (10%
of the total).
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OUR CLIENTS

M In the northern Azerbaijan town of Shabran, llha-
ma Aliyeva works with seven other women from her
community to make carpets in the traditional “Shir-
van” style. It takes three to four women two months
to make the high quality carpets. While this high lev-
el of labour makes for quality carpets, it also makes
for an expensive product. Finding buyers can take
some time, leaving Ms Aliyeva with little income to
purchase the materials required for her next project.
With loans of AZN 900 and AZN 1,000 from Access-
Bank, Ms Aliyeva has been able to purchase the
needed materials and also repair her loom. This has
led to an increase in salaries for the seven women
working for her in some of the only positions avail-
able to women in her town.

LOAN PORTFOLIO DEVELOPMENT

ccessBank’s total outstanding loan portfolio
Aincreased 15% in 2010, reaching USD 341

million from USD 297 million at 2009-end.
A total of 123,000 loans for USD 436 million were
disbursed in 2010 (up from 104,000 loans for USD
363 million in 2009), with an average loan size of
USD 3,554 (up negligibly from USD 3,494 in 2009).
In the first quarter of the year, total cumulated dis-
bursals from AccessBank surpassed USD 1 billion
and finished the year at USD 1.3 billion to more
than 220,000 clients (400,000 loans). Portfolio
quality remained excellent, with Portfolio at Risk
> 30 days finishing the year at 1.00%, compared

with 0.85% at the end of 2009. This exceptionally
low level of arrears reflects AccessBank’s commit-
ment to responsible lending and avoidance of client
over-indebtedness (see ‘One Client - One Lender’
box, p.12). Loan write-offs in 2010 totalled USD 1.7
million, which included USD 1.3 million in the first
write-off of SME loans to date, much of which is still
expected to be recovered, but was written off, as
recovery through the courts in Azerbaijan can take
many years. Portfolio growth was again highest in
the Micro and Trust Loan segment, as demand in
the SME segment remained subdued by the cooling
in the economy.

DEVELOPMENT OF TOTAL LOAN PORTFOLIO 2009-2010
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BUSINESS BANKING

BUSINESS PORTFOLIO DEVELOPMENT

he outstanding business loan portfolio in-
Tcreased by 13% in 2010 to end the year at

USD 313 million (92,000 loans to 90,000 cli-
ents), compared to USD 276 million at 2009-end. In
total 90,000 loans for USD 397 million were disbursed
in 2010, increases of 10% and 17% respectively over
2009. The average size for all business loans was
USD 4,398, with 41% of all loans still being disbursed
to first time clients.

Micro loans, ranging from USD 100 — USD 10,000,
grew the most in absolute terms during 2010, up 12%
or USD 17 million during the year to USD 159 million
(88,000 loans). The Micro segment continues to domi-
nate both in terms of number of loans — 95% of busi-
ness loans were below USD 10,000 and 79% were
below USD 5,000 — and in terms of amount, making
up 51% of the total business portfolio. A total of 87,000
Micro Loans for USD 250 million were disbursed in
2010 — nearly doubling the total disbursed to SME
clients during the year, demonstrating AccessBank’s
continued focus on the Micro product. The strength
of AccessBank’s risk management is reflected by the
exceptionally low Portfolio at Risk > 30 days rate for

the Micro Portfolio, which stood at 1.09% at year-end,
with only 90 micro loans for USD 350,000 written-off
in 2010. Risk for both the Bank and clients was also
reduced by the continuing increase in the proportion of
Micro Loans disbursed in the local currency. Indeed,
85% of Micro Loans (75,000 of 87,000) disbursed in
2010 were provided in AZN, up from 76% in 2009 and
64% in 2008.

The most significant growth in relative terms was
posted in the ‘Trust Loan’ segment, ranging from USD
10,001 to USD 20,000, with the outstanding portfolio
increasing by 47% during the year to USD 19 million
(1,700 loans), with 1,088 Trust Loans for USD 18 mil-
lion disbursed during the year. This segment was add-
ed in 2008 to further improve efficiency by applying
Micro Lending technology and speed to larger loans.

The SME portfolio (loans over USD 20,000) grew
by 11% in 2010 to USD 135 million with a total of
1,781 loans for USD 129 million disbursed during
the year (average loan size of USD 72,431). The
SME Portfolio at Risk > 30 days finished the year
at 1.01%, with USD 1.3 million written-off during the
year. Maintaining portfolio quality remains manage-
ment’s top priority.
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The diversification of AccessBank’s loan portfo-
lio across economic sectors continued to improve in
2010. Reflecting the structure of the economy and
microfinance in general, the wholesale and retail
trade segment continued to claim the largest share,
with 58.2% of the outstanding business loan port-
folio in terms of amount at year-end. This was fol-
lowed by services (17.6%) and agriculture (14.8%).
Despite the high figure for trade, this number has
decreased over the years from 73% at 2006-end.
The portfolio in this sector is also highly diversified
across a wide range of both wholesale and retail ac-
tivities. The decrease in the proportion of the portfo-
lio accounted for by trade was absorbed by the agri-
cultural sector, which recorded the largest growth in
2010 from 12.3%. In terms of number of loans, the
agricultural sector now accounts for a much higher
share, over one-third of the total — reflecting the
smaller average loan size in the sector.

The growth of the agricultural sector in Access-
Bank’s portfolio is a direct result of the success of
the Agro Loan product introduced in 2007. In Ac-
cessBank’s regional branches, up to half of all busi-
ness loans are now disbursed under this product. By
year-end the Agro Loan product portfolio had reached
USD 50 million with an average disbursal of only USD
2,230. Quality also remains excellent with Portfolio at

Risk of 1.37%, although this does mark an increase
on the 2009-end figure of 0.28%, reflecting the fact
that 2010 was a relatively weak year for agriculture
in Azerbaijan due to inclement weather affecting some
crops. The total portfolio for the Agro Loan product is
higher than that reported specifically for the primary
agricultural sector above, as the Agro Loan product
is also used for financing agriculture-related services
and businesses that have seasonal income flows (e.g.
clients selling seed and fertilizers or veterinary serv-
ices, which are classified under the trade and services
sectors respectively).

CORPORATE SERVICES

s AccessBank’s clients develop, their finan-
Acial services needs are also becoming more

sophisticated. The Corporate Services Depart-
ment was created to meet this demand and the Head
Office unit supports branch staff in delivering spe-
cialised products to clients such as Trade Financing
or managing company payrolls through AccessBank
under Salary Projects. The department also endeav-
ours to attract and serve larger Azerbaijani and foreign
companies and organisations that require banking
services, but are not necessarily seeking financing.
The current account and deposit balances of such or-
ganisations, and their employees, help the bank meet
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RETAIL BANKING AND OPERATIONS

its strategic objective of expanding and diversifying
AccessBank’s funding base for core, micro and small
business lending activities.

DEPOSITS AND CURRENT ACCOUNTS
The growth of deposit and current accounts volume
in 2010 remained extremely strong after an excep-
tional 2009. Total deposits increased a further 86%
in 2010 after 210% growth in 2009 to reach USD
152 million (182,000 accounts), compared with USD
82 million (115,000 accounts) at 2009-end and only
USD 26 million at 2008-end. The share of Total As-
sets financed by deposits has now tripled over the
last two years to 33% at 2010-end, compared to
11% at 2008-end.

ACCOUNT TURNOVER
Account turnover increased by 33% in 2010 de-
spite businesses’ continued preference for infor-
mal transfer systems that bypass both tax authori-
ties and legal restrictions on international payment
transfers. While this non-cash turnover increased
to USD 233 million, cash turnover increased 68%

to USD 835 million in 2010 from USD 497 million
in 2009. In developing this business, AccessBank
focuses on providing excellent customer service
and offering clients transfers through the HOEKS
Azerbaijani inter-bank clearing system, SWIFT for
international transfers, and access to the Bank’s
network of correspondent accounts.

MONEY TRANSFER SYSTEMS
International remittances from family members
working abroad are a vital source of revenue for
many low-income Azerbaijani families. To serve this
market, AccessBank offers clients a range of lead-
ing international money transfer systems for account
and non-account holders, including Western Union,
CoinStar (formerly Travelex), Bistraya Pochta, Pri-
vatMoney, Caspian Money, and Contact — the last
four being oriented to the CIS where the majority of
Azerbaijani migrant workers seek employment. The
total number of transactions via these systems grew
by 24% to 37,500 in 2010, while the total amount
transferred increased by 18% to USD 22 million.
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B Namig Agayev learned his trade in his uncle’s
wood-workshop in Baku for seven years before
returning to his hometown of Khudat, in northern
Azerbaijan, to set up on his own. He started by
renting a corner of someone else’s workshop,
but, on the basis of the experience he gained
in Baku, he developed his business quickly and
was able to add two employees. However, when
Mr Agayev received large orders he often found
himself short of capital to purchase the wood he
needed. Also, Mr Agayev wanted to buy fresh
wood and cure this himself, so as to increase his
margins and have more control over the quality
of his raw materials, but curing wood takes time
and requires more capital. With a AZN 1,000 loan
from AccessBank in 2008, Mr Agayev was able
to buy fresh wood at lower prices and take larger
orders. This has helped him to improve the qual-
ity of his products and expand his business so
that he now has six employees and rents his own
workshop. Mr Agayev’s income has also grown,
helping him to support his young and growing
family.




VISA CARDS
In 2010, AccessBank continued its focus on in-
creasing the client base for the Bank’s Visa-brand-
ed plastic cards through Salary Projects, expan-
sion of the ATM network, and wider acceptance.
Features of the AccessBank Visa Cards include a
‘multi-currency’ option, meaning that the cards can
be linked to AZN, USD and EUR accounts allowing
the user to make purchases in any of the three cur-
rencies, both in Azerbaijan or abroad, without incur-
ring any currency conversion fees or commissions
— a first for Azerbaijan. Other features include card-
to-card transfers and payment for mobile-phone
services and utilities through ATMs. One of the stra-
tegic aims in introducing the Visa debit cards was
to encourage clients to use their current accounts
and keep excess cash on deposit in AccessBank.
Salary Projects, whereby employees receive their
salaries from their employer via their AccessBank
debit cards further encourage the use of current
accounts by SMEs, corporate clients and their em-
ployees and strengthen their relationship with the
Bank. The number of Salary Projects by the end of
2010 reached 126 with 10,000 cards, from 96 with
7,500 cards at 2009-end. The total number of debit
cards increased by 30% to 19,519 from 15,070,
and the total volume of transactions increased even
faster — up 64% to USD 42 million. Improvements

in AccessBank’s plastic cards offering in 2010 in-
cluded receiving ‘Principal Membership’ status from
Visa which will allow AccessBank to perform clear-
ing of international transactions directly with Visa,
rather than another intermediary; the acceptance
of MasterCard at all ATMs; complete in-house card
generation (reducing cost and reducing the time re-
quired to issue new cards); and provision of insur-
ance for cardholders for fraudulent transactions by
third parties.

RETAIL LENDING

AccessBank’s Retail lending serves three strategic
objectives: firstly, it fulfils our mission of providing
financial services to low and middle income house-
holds; secondly, it helps AccessBank develop a re-
tail client base for attracting deposits; and thirdly, it
strengthens links with SME and corporate clients by
providing financing to their customers and employ-
ees. AccessBank’s range of Retail loan products in-
cludes: Partner Loans — providing financing to the
customers of retailers of core household goods; Auto
Loans; Cash Loans to individuals in selected stable
professions; and Deposit Loans — loans secured by
deposit that allow clients to obtain short-term financ-
ing without having to break their long-term deposits.

In 2010 the Retail loan portfolio increased by
49% ending the year at USD 21 million (30,000

RETAIL CREDIT DEVELOPMENT (OUTSTANDING PORTFOLIO IN USD) IN 2009-2010
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loans). However, this growth was from a low starting
point and the Retail loan portfolio remains a rela-
tively small percentage of the total portfolio at 6.3%.

AccessBank is committed to developing retail
lending responsibly to ensure that clients are not
overburdened with debt. Management has actively
restrained the growth of this business by strictly limit-
ing the number of retail partners with which it works,
developing restrictive Retail loan products and ob-
serving stringent limits on debt-to-income ratios of
loan applicants. The clearest proof of AccessBank’s
responsible lending is the very low arrears rate with
the PAR > 30 days rate standing at 0.56% at year-
end, with only 95 Retail loans for USD 59,000 writ-
ten off in 2010.

MARKETING
In 2010 AccessBank became one of the main
sponsors of the Azerbaijan Football Federations
Association (AFFA). This sponsorship supports

eleven national football teams, including men’s
and women’s senior and junior teams, and indoor
and beach football teams. AccessBank and AFFA
are also working together to promote and support
the development of football and healthy sports par-
ticipation in schools and across the country, as we
strive to go beyond our core mission in playing a
positive role in the communities we work in.

Other marketing activities continue to include
television, billboard and bus advertisements.
These have focused on the availability of loans,
which has continued to act as the Bank’s most suc-
cessful ‘deposit’ promotion campaign to date as it
instils public confidence in the Bank. Other market-
ing activities extended from localised promotions
for new branch openings to community outreach
events. The Marketing Department also supports
AccessBank’s Call Centre, which is fielding more
than 450 calls per day.
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REFINANCING

In 2010 AccessBank met most of its refinancing
needs with increasing deposits and retained earn-
ings. The Bank obtained a total of only USD 25.5
million in new refinancing during the year and
rolled-over a further USD 5.5 million — significant-
ly less than the USD 70 million received in 2009
and USD 81 million in 2008. Total outstanding bor-
rowed funds contracted from USD 221 million to
USD 203 million during the year, and the share of
assets financed by foreign borrowings decreased
to 43% from 58% at 2009-end and 69% at 2008-
end. Meanwhile the share of total assets financed
by deposits tripled to 33% at 2010-end, from 23%
at 2009-end and 11% at 2008-end. Transactions
during the year included: the draw-down of an AZN
denominated loan from EBRD of USD 10 million; a
new USD 3 million loan from DWM Income Funds
also denominated in AZN; a draw-down of USD 5
million from the OPEC Fund for International De-
velopment; a new loan of USD 7.5 million from the
Microfinance Enhancement Facility; and the roll-
over of three expiring loans for USD 5.5 million from
Triodos Fair Share Fund/Triodos Doen. While the
amount of international refinancing AccessBank re-
quired in 2010 was relatively small, the Bank faces
no shortage of offers of funding from international
lenders. This position is reinforced by the continu-
ing annual reconfirmation of AccessBank’s BB+
Long-Term Issuer Default Rating by Fitch Ratings,
the highest rating for any private Azerbaijani bank
and coupled with the highest individual rating of any
bank in the country at ‘D’.

INFRASTRUCTURE
In 2010, AccessBank opened five new branches,
three in the regions and two sub-branches in Baku,
bringing the total to 28. The regional branches in-
cluded full service branches in Barda and Goychay.
The other regional branch was the addition of a Re-
tail branch in Ganja in order to take pressure off
the main branch while also offering more targeted
services to clients. Likewise, two sub-branches of-
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fering retail services excluding Retail lending were
opened in Baku suburbs, reducing the travel burden
on clients. With these additions, AccessBank now
serves 13 main cities and towns of Azerbaijan and
covers most of the population with a branch in their
own or an adjacent region.

In November, AccessBank purchased a building
in Baku for use as the Bank’s future Head Office.
This will allow the Bank to consolidate its entire
Head Office staff in one location and is expected
to guarantee the Head Office needs for the next
twenty years. Refurbishment of the building will
be one of the two major infrastructure projects in
2011. The second infrastructure project, which has
already been initiated and will continue through the
next two years, is the migration of the Bank’s core
banking software to Temenos T-24 MCB. These will
be major investments for the Bank over the next two
years, both in financial terms and management ca-
pacity.

RISK MANAGEMENT

The strength of AccessBank’s risk management
is demonstrated by the excellent portfolio qual-
ity. Nevertheless, management is not complacent,
recognising that as economic growth slows and
the bank increases in scale, risks are also esca-
lating (see ‘One Client — One Lender’ box, p.12).
Strengthening risk management and control re-
mains a continual and constant process. Credit
and Operational risk , the major risks faced by Ac-
cessBank, is managed at branch level by strict poli-
cies and procedures, segregation of functions, and
Senior Loan Officers, Senior Back Office Special-
ists, Chief Cashiers, and Heads of SME and Cus-
tomer Service. These are branch-level managers
dedicated to training, supervising and controlling
their respective teams. They are supported by their
Branch Manager and Head Office Business and
Departmental Heads and training and support staff.

This matrix control structure of hierarchical sub-
ordination to the branch manager, with technical su-
pervision by Head Office business managers, has



proven to be not only efficient, but also effective in
ensuring that policies and procedures are adhered
to and risk is well managed.

In 2008, Risk Management was strengthened
by the creation of a Risk Management Department
and Risk, ALCO and IT committees, reporting quar-
terly to the Supervisory Board. Since its creation
the Risk Management Department has grown to
eight staff, responsible for reviewing all exposures
over USD 100,000, undertaking selective portfolio
reviews, and strategic monitoring and analysis of
all aspects of risk.

Currency and liquidity risk is managed by a
daily review by the Treasury Department, Finance
Director and General Manager of the Bank’s cur-
rency and liquidity position and of their compliance
with limits set by the Supervisory Board. Currency
Risk is minimised by balancing lending in local and
foreign currency with the Bank’s local and foreign
currency resources (see ‘Clients Benefit from Ac-
cessBank’s Profitability’ box, p.14). Management

OUR CLIENTS

B Anvar Khagverdiyev first ap-
proached AccessBank for a micro
loan for his farm in the village of
Charkhi in northern Azerbaijan.
With a large piece of property and
specialty, high production cows,
he quickly outgrew the value of
micro loans, and approached the
AccessBank branch in Khachmaz
for an SME loan. Since that time
Mr Khagverdiyev has taken loans
ranging from USD 5,000 to USD
100,000 to expand his property
and output. This has allowed him
to increase his workforce from 17
to 27 in the summer.

of Currency, Liquidity and Interest Rate risk is then
reviewed on a monthly basis by the ALCO Com-
mittee and on at least a quarterly basis by the Risk
Committee and Supervisory Boards.

With the increase in non-credit operations,
anti-money laundering and anti-terrorist financing
procedures become even more important. Access-
Bank has adopted detailed procedures for manag-
ing both issues, which are centred on a strict KYC
(Know Your Client) policy and which serve to protect
the citizens and laws of Azerbaijan. The procedures
have been prepared in accordance with FATF (Fi-
nancial Action Task Force) and other international
recommendations.

AccessBank’s business success is reliant on the
bank’s IT systems for day-to-day operations and
management information. All branches are con-
nected online, and all business is fully integrated
in a central database. This provides management
with instant up-to-date information on all activities,
available at any time at their desk-top PCs, contrib-
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uting to management’s control capacities and risk
management. This will be further strengthened with
the introduction of the Temenos T24 system, which
has been vetted throughout internationally respect-
ed banks over many years.

The efficacy of the control mechanisms and Risk
Management in AccessBank is subject to constant
review by the Internal Audit Function. By 2010-end,
the Audit Department numbered nine full-time staff

who audited each branch and Head Office depart-
ment twice per year. The work of the department is
led and supported by the Audit Committee which
reports directly to both the Supervisory Board and
the General Assembly of Shareholders.

The technical development of Risk Manage-
ment in the bank is also supported by business risk
and audit specialists in Berlin, from LFS, at the Ac-
cessHolding level.

OUTLOOK

The economic stability prevalentin 2010 is ex-
pected to persist through 2011 and beyond,
especially as the outlook for oil prices re-
mains strong. Nevertheless, credit risk continues to
challenge the banking sector as some businesses
are struggling to deal with the changing economic
environment after the ‘boom-years’ of 2005-2008.
In addition, the weaker agricultural year of 2010 is
having a trickledown effect on a wide range of con-
sumers and consumer-oriented businesses, espe-
cially in the regions of Azerbaijan.

The developments in Azerbaijan’s economy
are reflected in AccessBank’s own development:
growth rates for the Bank are also slowing as the
changing economic environment is dampening de-
mand for financing and as the main expansion of
AccessBank’s branch network nears completion.
However, the slower economic growth and lower
inflation have had a positive impact on savings,
making deposits more appealing. This has served
to diversify AccessBank’s funding sources and also
increased the Bank’s local currency resources,
helping the Bank increase AZN lending and reduce
currency risk for its clients and therefore itself. The
Bank will continue to seek ways of reducing and
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mitigating risk where possible and is now prioritising
strengthening of risk management and control over
growth for 2011 and the medium term.

Although competition in the sector has intensi-
fied in recent years, AccessBank remains the only
bank focused on serving the needs of Azerbaijan’s
micro and small businesses and low and middle in-
come households. As such, it remains the leading
bank with both the dedicated products and proven
risk management expertise to serve these market
segments responsibly and sustainably. Unlike non-
bank microfinance institutions, AccessBank is able
to offer a complete range of financial services to cli-
ents, including current and savings accounts and
money-transfer systems. AccessBank enters 2011
in a robust position with high capital adequacy and
liquidity, excellent portfolio quality, strong deposit
growth and a deep pool of refinancing partners.
AccessBank’s leading reputation in the Azerbaijani
banking market has been cemented by good serv-
ice, reliability, and visibility. The management team
and staff have proven their expertise and ability to
deal with new challenges and are confident that, to-
gether with the shareholders, AccessBank will face-
up to any uncertainties that 2011 may bring.



OUR CLIENTS

M Tarlan Movlamov began making baklava
in Khachmaz in 1987 in a small workshop
in his yard. Using high quality ingredients,
his confectionery became known through-
out the region, even though he sold his
baklava at a premium price. However, his
workshop was small and cramped, limit-
ing his output and making the work gruel-
ling. So with five loans from AccessBank
ranging from AZN 500 to AZN 1400, Mr L
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CORPORATE GOVERNANCE,
ORGANISATION AND STAFF

rom its foundation, the Shareholders and
Fmanagement of AccessBank have been

committed to pursuing the highest standards
and international best practice in Corporate Govern-
ance and organisation of the Bank. The Organisa-
tional Structure of the Bank is clearly defined with
all duties, responsibilities and processes delimi-
tated and documented in policies, procedures and
job descriptions. The revision and improvement of
these policies and procedures as well as Corporate
Governance in the Bank as a whole, is a continual
and constant process. AccessBank’s leading com-
mitment to Corporate Governance was confirmed
in 2010 by the Standard & Poor’s Ratings Agency
which ranked AccessBank as the ‘most transpar-
ent Azerbaijani bank’ in its inaugural Transparency
& Disclosure (T&D) Survey of Azerbaijan’s banking
sector.

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

AccessBank has a matrix management struc-
ture, in which technical supervision by Head Office
departments complements a hierarchical structure
where staff in branches report to their respective
branch managers. Business managers for Micro,
SME and Retail Lending, Credit Back Office, Bank-
ing Services, Plastic Cards and Cashiers oversee
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their respective activities throughout the branch net-
work, providing branch managers and staff with in-
valuable support and guidance.

GENERAL ASSEMBLY

OF SHAREHOLDERS
The highest decision-making body in AccessBank is
the General Assembly of Shareholders, which met
five times in 2010, with 100% of the shares repre-
sented by physically present individuals at all five
meetings. The General Assembly appoints the five
members of the Supervisory Board, members of the
Management Board, and Audit, Risk, ALCO and IT
Committees and determines the remuneration of
the Supervisory Board and Audit Committee mem-
bers. Other responsibilities include the approval of
the external auditor and the audited financial state-
ments, creation of reserves, extraordinary audits
and branch openings and closing. Further powers
include all actions regarding the shares of the Bank,
including distribution of profit, increases in charter
capital, issuance or listing of shares and selling of
shares to any party.

SUPERVISORY BOARD

In 2010, the Supervisory Board consisted of Mr
Michael Jainzik, Chairman; Mr Syed Aftab Ahmed;
Mr Orhan Aytemiz; Mr Thomas Engelhardt and Ms
Victoria Miles (see facing page). The Supervisory
Board met five times in person in 2010, three times
with all five Supervisory Board members physically
attending, and twice with four members physically
present.

While the membership of the Supervisory Board
has changed over the years, four of the five Board
members have been involved with AccessBank
since its inception in different capacities. All five
have extensive relevant, but also diverse, regional
and professional experience. AccessBank thus ben-
efits from having a very strong Supervisory Board
that has a deep understanding of the Bank, the re-
gion, microfinance and banking.

The Supervisory Board of AccessBank is ap-



ACCESSBANK SUPERVISORY BOARD MEMBERS

Mr MICHAEL JAINZIK, Chairman

Member and Chairman of AccessBank’s Supervisory Board since December 2006. After
being responsible for Kf\W’s banking sector investments in Azerbaijan from 2003 to 2007,
Mr Jainzik currently works as a Principal Sector Economist in KW’s competence centre
for financial system development. Mr Jainzik studied Economics and Management at the
Universities of Lineburg and Witten/Herdecke (Germany) and ETEA Cérdoba (Spain) and
received the degree of “Diplom-Okonom” (German equivalent to a Masters in Economics
and Management). Mr Jainzik is fluent in German and English, and also speaks Spanish.
Apart from AccessBank, Mr Jainzik serves on the Supervisory Boards of the Belarusian
Bank for Small Business and the Luxemburg-based microfinance investment company
Rural Impulse Fund Il. For Rural Impulse Fund Il, he also serves on the fund’s Investment
Committee.

Mr SYED AFTAB AHMED

Member of AccessBank’s Supervisory Board since its inception (June 2002). Mr Ahmed
worked with the International Finance Corporation (IFC) from August 1989 until his retire-
ment in December 2006. The last position he held at IFC was that of Senior Manager,

in charge of implementing IFC’s global microfinance strategy and investment programs.
Since his retirement, Mr Ahmed has continued to serve on the supervisory boards of five
other financial institutions and funds in Europe and the Far East. Mr Ahmed holds a Mas-
ter’'s Degree in Economics. He is a Pakistani national, currently residing in the USA, and is
fluent in English.

Mr ORHAN AYTEMIZ

Member of AccessBank’s Supervisory Board since its inception (June 2002). He has been
a Director in BSTDB’s Project Finance group, based in Thessaloniki, Greece, since Janu-
ary 1999 where he is responsible for project and corporate finance and equity investments
in general industries, transportation, tourism and real estate sectors in the countries of

operation of BSTDB. His previous experience includes working for the Turkish Develop-

ment Bank and Turk Eximbank in Turkey. Mr Aytemiz graduated with an MA in Sociology
from Eastern Michigan University and with a BS in Business Administration from Middle

East Technical University. He is Turkish and is fluent in Turkish and English.

Mr THOMAS ENGELHARDT

Member of AccessBank’s Supervisory Board since September 2006, prior to which he was
the General Manager of AccessBank from its inception. He is the Chairman of the Manage-
ment Board of AccessHolding, and a Managing Director of LFS Financial Systems. Joined
LFS in 1996, and was responsible for the establishment and organisation of AccessBank.
Previously he worked on MSME and downscaling projects in Uzbekistan, Azerbaijan and
Bosnia and Herzegovina. Mr Engelhardt graduated from the Free University of Berlin with
an MSc in Economics and a BA in Slavic Studies. Mr Engelhardt is German, fluent in Ger-
man, English and Russian.

Ms VICTORIA MILES

Member of AccessBank’s Supervisory Board since February 2010. Ms Miles joined JPMor-
gan in 2000 and is now Co-Head of the Global Emerging Market Corporate Fixed Income
Research team, as well Head of Strategy for CEEMEA Corporate Research and the Senior
Credit Research Analyst for Emerging Markets Financial Institutions. She has specialized
in emerging markets research since 1993. Ms Miles has received the number one ranking
in the Institutional Investor Poll for Eastern European Credit Analysts and in the Eurom-
oney Poll for emerging markets credit research many times. She graduated from Durham
University with a BA in Economics and Spanish. Ms Miles is British and is fluent in English
and Spanish.
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pointed by the General Assembly of Shareholders
and determines the business policy of the Bank,
within the mission framework set by the General
Assembly of Shareholders, and oversees and re-
views the work of the Management Board and
committees of the Bank. None of the Supervisory
Board members own shares in the Bank and they
are remunerated for their attendance at meetings at
a fixed rate determined by the General Assembly of
Shareholders.

ACCESSBANK MANAGEMENT
BOARD MEMBER

Day-to-day business is directed by the five-member
Management Board, chaired by Dr Andrew Pos-
pielovsky who has overall responsibility for the man-
agement of the Bank. The compliance officer, as well
as the Legal and Human Resources departments
report directly to him. Mr Shakir Ragimov is respon-
sible for Business Banking and Risk Management.
Mr Anar Gasanov is responsible for Retail and Op-
erations including Plastic Cards, Marketing, and the
Call Centre. Mr Rufat Ismayilov is responsible for
the Bank’s Infrastructure, including Procurement,
Security and IT. And Elshan Hajiyev, the Finance Di-
rector, is in charge of Accounting, Financial Control
and the Treasury Department. Branch managers re-
port to the Management Board as a whole.

Remuneration of the Management Board is de-
termined by the Supervisory Board and may include
annual bonuses related to the performance of the
Bank which in 2010 did not exceed 25% of their to-
tal remuneration. No managers or employees of Ac-
cessBank are shareholders of AccessBank.

AUDIT COMMITTEE - The Audit Committee is
appointed by the General Assembly of Sharehold-
ers and reports directly both to the Supervisory
Board and General Assembly of Shareholders. The
Audit Committee oversees the work of the Internal
Audit Department (see Risk Management above)
and reviews the work of the External Auditors. It
consists of three members with a broad range of lo-
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cal and international audit and banking experience:
Christopher Falco, Chairman, is a Senior Banker
at the European Bank for Reconstruction and De-
velopment, based in Baku, with extensive experi-
ence in banking and MSME consulting; Mr Sohrab
Farhadov received his MA in Economics at Bowling
Green State University and has since worked in au-
dit and financial control in Azerbaijan; Ms Alexan-
dra Weichesmiller is an international audit specialist
with LFS Financial Systems and previously was a
Senior Auditor with Ernst & Young.

ALCO COMMITTEE - The ALCO Committee is
appointed by and reports directly to the Supervi-
sory Board. The Committee reviews on a monthly
basis: liquidity; maturity, currency and interest rate
matching; and compliance with regulatory norms
and covenants including capital adequacy and large
loan exposures. The Committee is comprised of the
Management Board and the Head of Treasury.

RISK COMMITTEE - The Risk Committee is ap-
pointed by and reports directly to the Supervisory
Board. The Committee monitors and reviews on a
quarterly basis systemic and bank specific risks,
including sector, currency, liquidity, refinancing,
market and operational risks. The Committee also
reviews macro economic and social developments
in Azerbaijan and how this could impact on the busi-
ness of the Bank and makes recommendations to
Bank management on adjustments in lending and
refinancing policy. The Committee is comprised of
the Management Board and the Head of Risk.

IT COMMITTEE - The IT Committee is appointed
by and reports directly to the Supervisory Board.
The Committee monitors and manages IT issues
in AccessBank on a quarterly basis, including IT in-
vestments, development projects and communica-
tion links between the branches and Head Office.
The Committee is comprised of the Management
Board and the Head of IT.



ACCESSBANK MANAGEMENT BOARD MEMBERS

Dr ANDREW POSPIELOVSKY,

General Manager and Chairman of the Management Board

Joined AccessBank in June 2006 as General Manager and Chairman of the Manage-
ment Board, and is responsible for the day-to-day management of the Bank. Prior to join-
ing AccessBank, Dr Pospielovsky worked on numerous MSME projects throughout the
former Soviet Union as well as in Asia and Africa with particular focus on risk manage-
ment, product development, MIS updating, and marketing. He has also worked as an
Emerging Markets Analyst and a Lecturer at the University of London, where he attained
his Doctoral degree. Dr Pospielovsky also serves on the supervisory boards of Access-
Bank Tajikistan and DAWF — the German - Azerbaijan Business Association. Originally
from England, Dr Pospielovsky is fluent in English and Russian.

Mr RUFAT ISMAYILOV, Deputy General Manager and Infrastructure Director

Joined AccessBank in September 2002 as a Micro Loan Officer. Promoted to Senior
Loan Officer and subsequently to Branch Manager of Central Branch, prior to his ap-
pointment as Administration Manager in 2005. In February 2006, Mr Ismayilov joined the
Management Board with responsibility for the Bank’s Infrastructure and Procurement.
He has a Master’s Degree in Finance from the Azerbaijan State Economic University. Mr
Ismayilov also serves on the supervisory board of the Azerbaijan Micro-Finance Associa-
tion (AMFA). Mr Ismayilov is Azeri and is fluent in Azerbaijani, Russian and English.

Mr SHAKIR RAGIMOV, Business Banking Director

Joined AccessBank in September 2002 as a Micro Loan Officer. Promoted to Senior
Loan Officer and in March 2004 to the newly established SME Department, which he
then headed from December 2005. In April 2008, he was promoted to Head of the Busi-
ness Banking Department and became a member of the Management Board. He has a
Master’s Degree in Business Administration and Finance from the Azerbaijan State Eco-
nomic University. Mr Ragimov is Azeri and is fluent in Azerbaijani, Russian and English.

Mr ANAR GASANOV, Retail & Operations Director

Joined AccessBank in September 2002 as a Micro Loan Officer. Promoted to Senior Loan
Officer then to the SME Department. In July 2006 he was appointed to the newly created
post of Head of Retail Banking, where he was involved in the creation and development
of AccessBank’s Banking Services, Plastic Cards and Consumer Lending departments
and deposit products. In September 2007 Mr Gasanov was appointed to the Management
Board as the Director of Retail Banking and Operations. Mr Gasanov has a Master’s De-
gree in Banking and Lending from Istanbul University. He is Azeri and fluent in Azerbaijani,
Turkish, Russian and English.

Mr ELSHAN HAJIYEYV, Finance Director

Mr Hajiyev has been the Finance Director and a member of AccessBank’s Management
board since the founding of the Bank. Prior to joining AccessBank Mr Hajiyev worked at
HSBC Bank in Baku as a Financial Control Supervisor for six years and, prior to that, at
the Industrial Investment Bank of Azerbaijan in Baku and Menatep Bank in Moscow. He
has a Master’s Degree in Freight Transport from the Moscow Institute for Road Transport
and a diploma in Financial Services Management from the Institute of Financial Services
(Chartered Institute of Bankers, UK). Mr Hajiyev is Azeri and is fluent in Azerbaijani, Rus-
sian and English.
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dherence to high ethical
standards and responsible
banking has been at the

core of AccessBank’s corporate
culture since its inception, and so-
cial corporate responsibility per-
meates all aspects of the Bank’s
work — starting with the treatment
of staff, extending to relations with
clients and including responsibili-
ties to local communities, authori-
ties, shareholders and refinancing
partners.

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

AccessBank, sharing the Glo-
bal Compact’'s commitment to la-
bour protection, is committed to
fair and equal opportunity recruit-
ment, treatment, and promotion of
staff, irrespective of gender, race,
nationality or religion. This is set
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SOCIAL, ENVIRONMENTAL
AND ETHI

Humanitarian aid for families of
victims of the Khodjaly Massacre

Excursion for disabled children
to the country in Ganja

Blood donation drive for tha-
lessemic children

CAL CORPORATE
RESPONSIBILITY

out within the staff and gender
policies and within the Global
Compact and includes a code of
conduct providing guidance to
staff on professional behaviour.
AccessBank leads the sector with
the provision of staff training and
provides additional private health
insurance as well as highly com-
petitive remuneration. Further to
the goals of the Global Compact,
AccessBank has been taking
proactive measures to encour-
age women to pursue careers
in what are generally perceived
in Azerbaijan as ‘male’ positions
within the Bank. Women make up
36% of the total workforce of the
Bank and 26% of the manage-
ment.

The transparent, clean and
un-bureaucratic financial serv-
ices provided to AccessBank’s
clients meet the anti-corruption
standards of the Global Compact
and SMART Campaign for Cli-
ent Protection while also serving
as a trademark of AccessBank.
Further to the commitment to
transparency, AccessBank was
the lead bank in Azerbaijan in
the Price Transparency Initia-
tive organised by Micro Finance
Transparency. The initiative col-
lects and verifies actual loan cost
information from microfinance or-
ganizations and publishes com-
parable effective interest rates of
these institutions on the internet,
available to all. This transpar-
ency was recognised in 2010
when Standard & Poor’s named
AccessBank the most transpar-



ent bank in Azerbaijan in their ‘Transparency and
Disclosure by Azerbaijani Banks’ report.

The Global Compact calls for a commitment to
human rights, which AccessBank implements both
through its treatment of staff and clients and through
its responsible pursuit of its business activities. The
Bank devotes great care to ensure that the loans
provided make a positive contribution to both the cli-
ent and the community. There are many business
activities that AccessBank will not finance, as man-
agement considers them to be detrimental to the
community. Responsible lending, both in retail and
business, also means ensuring clients are not being
burdened with debt they may not be able to afford.
The commitment to this principle is demonstrated by
the Bank’s exceptionally low arrears rates. Addition-
ally, AccessBank helps people in Azerbaijan with
one of the most universal human rights — freedom
from poverty — providing opportunities for business
and professional development.

Expanding on the responsibilities to local com-
munities and authorities, AccessBank has become
one of the leading agencies for the creation of pro-
fessional employment opportunities, especially in
the regions. The Bank is also committed to meeting
all its tax and social insurance obligations and is now
one of the leading tax contributors in the Azerbaijani
financial sector, paying AZN 11.5 million (USD 14.4

million) in taxes and social insurance payments in
2010 (including employee income taxes).

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

AccessBank strives to live up to the environmen-
tal standards laid out in the Global Compact, par-
ticularly in the belief that the best way to protect the
environment is to prevent damage in the first place.
By adhering to an exclusion list that prohibits loans
to businesses engaged in ecologically hazardous
activities, AccessBank not only protects the eco-
system of Azerbaijan, but also sets an example as
a leader in the local banking industry. This list has
been prepared in accordance with the strict require-
ments of the Bank’s shareholders and appraisal of
environmental risk is part of standard lending proce-
dures. A summary of AccessBank’s activities in this
area is compiled in an annual Environmental Report.
This commitment extends to a procurement policy
focused on minimizing the environmental impact of
purchases. As a commitment to these ideals, Access-
Bank was the first financial institution in Azerbaijan to
print its Annual Report on recycled paper.

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

Examples of such projects in 2010 include:
sponsoring the Girls Leading Our World
(GLOW) summer camp for schoolgirls from
the regions of Azerbaijan, with participation
of an AccessBank female manager; distri-
bution of food to needy families for the holi-
days by Bank staff; regular visits by staff to

ACCESSBANK - BUILDING INCLUSIVE COMMUNITIES

various homes for orphans, disabled, pen-
sioners and veterans to distribute goods,
and provide entertainment and company;
sponsorship and judging of the Azerbaijani
portion of the ‘Writing Olympics’, an inter-
national English language writing competi-
tion; sponsorship of the ‘Seeing in Colour’
art exhibition and workshop for young Azeri
artists organised with the British Council

in Azerbaijan; financing and printing of

a handbook for doctors, caregivers and
relatives of people with Down’s syndrome;
as well as numerous other community
projects handled personally by the Bank’s
staff.
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INDEPENDENT AUDITOR'S REPORT

To the Management Board and Shareholders of the AccessBank Closed Joint Stock Company (CISC):

We have audited the accompanying financial statements of the AccessBank CJSC (the “Bank™ which
comprise the statement of financial position as at 31 December 2010 and the related statement of
comprehensive income, statement of changes in equity and statement of cash flows for the year then
ended and a summary of significant accounting policies and other explanatory notes.

Management’s Responstbility

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

Auditor’s Responsibility

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

An audit invelves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the accompanying financial statements present fairly, in all material respects, the

financial position of the Bank as of 31 December 2010, and its financial performance and its cash flows
for the year then ended in accordance with International Finaneial Reporting Standards.

Ba]iu,:am Republic of Azerbaijan
g April 2011

PricewaterhouseCoopers Awdif Azerbaijon LLC

The Landmark Office Plaza 111, 12* floor, goA Nizami Street

AZ 1010, Baku, Azerbaijon

T +004 (12) 407 25 15, Fr+004 (12) 407 74 11, WhiRke. paod.corm/az



AccossBank CJSC
Statemant of Financial Position

T 31 December 31 Dacembaor

in thousande of Azerbaijan Manals 2010 2006
ASSETS
Cash mnd cadh aguivalants 7 87 808 48 847
Mandatary canh balances with the Cantral Dank of Azerbaijan

Rapliblic ("CBAR") aM 253
Invailmant decurlies avallabla for dale 40 Al
Dus from othior banks B 7.023 B,az0
Lomne and sdvancss (o ouslomarn 7} 204,185 233 681
Invaatmant proparien 10 21,708 .
Praparty, plant and squipmant 1" g0z 7.123
Intangible assals 11 1,816 1,064
Cafarrad incoma 1ax asdal 22 &1 -
Othar financial assats 12 B27 288
Othar assets 13 1,318 o7
TOTAL ABBETS 368,023 300,772
LIABILITIES
D tes albor banks T 3,040
Customaer accaunts 14 120,871 o4, D08
Ciher horrowad Tunds } 15 153,802 180,120
Currant incorma tax llability iz 130 v
Othar financial liabilitios 10 2,700 2107
Cihar liabililles 120 34
Subardinated dall i7 8,180 B222
TOTAL LIABILITIES 291,868 24T 407
EQUITY
Share capital 18 41,800 20,000
Ratained aamings a2 865 33,285
TOTAL EQUITY T4, 488 53,288
TOTAL LIABILITIES AND EQUITY 368,023 300,772

Approvaed for illﬂli and signad on bahall of tha Managamant Board on 28 April 2041,

Dr. Andrew Posplalovsky B&
Chairman bwﬂnﬂﬂﬂl‘ﬂﬂr‘lt
—

r. Elshap'Hajiyay
nance Diractor, mamber of tha
anagamant Board

At 31 Dacembar 2010, the pravailing exchanga rales ware USD 1 = AZN 0.7979 and EUR 1 = AZN 1.056
(31 Decembar 2008; USD 1 = AZN 0.8031 and EUR 1 = AZN 1,1480), rafar to Mala 3,

Tha notes aet out an pagas 5 1o 53 form an integral part of these financial statamants, !



AccessBank CJSC
Statement of Comprehensive Income

In thousands of Azerbaijani Manats Note 2010 2009
Interest income 19 87,703 68,198
Interest expense 19 (25,589) (18,733)
Net interest income 62,114 49,465
Provision for loan impairment 9 (2,067) (2,599)
Net interest income after provision for loan impairment 60,047 46,866
Fee and commission income 20 1,129 767
Fee and commission expense 20 (175) (171)
Gains less losses from foreign currency dealing 749 893
Foreign exchange (loss)/ gain 75 (528)
Other operating income 78 34
Impairment loss on property, plant and equipment (257) -
Administrative and other operating expenses 21 (35,397) (27,879)
Profit before tax 26,249 19,982
Income tax (expense) / credit 22 (79) 4
Profit for the year 26,170 19,986
Other comprehensive income for the year - -
Total comprehensive income for the year 26,170 19,986

Earnings per share for profit attributable to the equity

holders of the Bank, basic and diluted

(expressed in AZN per share) 23 1.31 0.99
2

The notes set out on pages 5 to 53 form an integral part of these financial statements.



AccessBank CJSC
Statement of Changes in Equity

In thousands of Azerbaijani Manats Share capital Retained earnings Total
Balance at 31 December 2008 20,000 13,299 33,299
Total recognised profit for the year attributable

to ordinary shareholders - 19,986 19,986
Balance at 31 December 2009 20,000 33,285 53,285
Increase in share capital 21,800 (21,800) -
Dividend paid/declared - (5,000) (5,000)
Total recognised profit for the year attributable

to ordinary shareholders - 26,170 26,170
Balance at 31 December 2010 41,800 32,655 74,455

The notes set out on pages 5 to 53 form an integral part of these financial statements. 3



AccessBank CJSC
Statement of Cash Flows

In thousands of Azerbaijani Manats Note 2010 2009
Cash flows from operating activities
Interest received 87,573 67,157
Interest paid (22,207) (16,741)
Fees and commissions received 1,129 767
Fees and commissions paid (175) (171)
Income received from foreign currency dealing 749 893
Other operating income received 78 33
Staff costs paid (20,761) (15,494)
Administrative and other operating expenses paid (11,696) (10,052)
Income tax paid - (1,755)
Cash flows from operating activities before changes in operating

assets and liabilities 34,690 24,637
Net (increase) / decrease in mandatory cash balances with the CBAR (118) 742
Net decrease / (increase) in due from other banks 2,658 (9,637)
Net increase in loans and advances to customers (34,294) (71,739)
Net increase in other financial assets and other assets (576) (126)
Net (decrease) / increase in due to other banks (3,005) 3,003
Net increase in customer accounts 58,525 41,534
Net increase in other financial liabilities 181 90
Net increase in other liabilities 95 34
Net cash generated from / (used in) operating activities 58,156 (11,462)
Cash flows from investing activities
Proceeds on sale of investment securities available for sale - 5,945
Acquisition of investment property 10 (21,708) -
Acquisition of property and equipment (4,400) (2,906)
Acquisition of intangible assets (179) (1,566)
Net cash (used in) / generated from investing activities (26,287) 1,473
Cash flows from financing activities
Proceeds from other borrowed funds 15 26,203 52,330
Repayment of other borrowed funds (41,909) (11,606)
Dividend paid (5,000) -
Net cash (used in) / generated from financing activities (20,706) 40,724
Effect of exchange rate changes on cash and cash equivalents 75 (528)
Net increase in cash and cash equivalents 11,238 30,207
Cash and cash equivalents at the beginning of the year 46,567 16,360
Cash and cash equivalents at the end of the year 7 57,805 46,567
The notes set out on pages 5 to 53 form an integral part of these financial statements. 4



AccessBank CJSC
Notes to the Financial Statements — 31 December 2010

1 Introduction

These financial statements have been prepared in accordance with International Financial Reporting
Standards for the year ended 31 December 2010 for AccessBank Closed Joint Stock Company (the
“Bank™).

The Bank was incorporated in the Republic of Azerbaijan on 5 September 2002 as Closed Joint Stock
Company Micro Finance Bank of Azerbaijan. The Bank is regulated by the Central Bank of the Republic
of Azerbaijan (the “CBAR”) and conducts its business under license number 245. On 6 September 2008
the Bank changed its legal name from CJSC Micro Finance Bank of Azerbaijan to AccessBank CJSC.

Principal activity. The Bank’s principal business activity is commercial and retail banking operations
within the Republic of Azerbaijan, with a focus on serving agricultural, and micro and small business
customers.

The Bank participates in the state deposit insurance scheme, which was introduced by the Azerbaijani
Law, “Deposits of individuals insurance in Azerbaijan Republic” dated 29 December 2006. The State
Deposit Insurance Fund guarantees full repayment of deposits of individuals in the amount up to AZN
30,000.

The Bank has twenty eight branches within the Republic of Azerbaijan. (31 December 2009: twenty three
branches).

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

176 B.Safaroglu Street,
Baku AZ1000,
Republic of Azerbaijan

Presentation currency. These financial statements are presented in thousands of Azerbaijani Manats
(“AZN").

2 Operating Environment of the Bank

The Republic of Azerbaijan. The Republic of Azerbaijan displays certain characteristics of an emerging
market, including existence of a currency that is not freely convertible in most countries outside the
Republic of Azerbaijan, restrictive currency controls and relatively high inflation. The banking sector in the
Republic of Azerbaijan is sensitive to adverse fluctuations in confidence and economic conditions. The
Azerbaijani economy occasionally experiences falls in investors’ confidence in the banking sector
accompanied by reductions in liquidity.

The tax, currency and customs legislation within the Republic of Azerbaijan is subject to varying
interpretations, and changes, which can occur frequently. Furthermore, the need for further developments
in the bankruptcy laws, the absence of formalised procedures for the registration and enforcement of
collateral, and other legal and fiscal impediments contribute to the difficulties experienced by banks
currently operating in the Republic of Azerbaijan. The future economic direction of the Republic of
Azerbaijan is largely dependent upon the effectiveness of economic, financial and monetary measures
undertaken by the Government, together with tax, legal, regulatory and political developments.




AccessBank CJSC
Notes to the Financial Statements — 31 December 2010

2 Operating Environment of the Bank (continued)

Impact of the ongoing global financial and economic crisis. The global financial and economic crisis
which commenced in the middle of 2007 has resulted in, among other things, at times a lower level of
capital market funding and higher interbank lending rates and lower liquidity levels across the Azerbaijani
banking sector. At times this has resulted in a significant reduction in the number of new loans and
advances made to customers and higher funding costs where it remains possible to obtain debt finance
from International Institutions or other local banks. The uncertainties in the global financial market have
also led to bank failures and bank rescues in the United States of America, Western Europe and in
Russia. Such circumstances could affect the ability of the Bank to obtain new borrowings and re-finance
its existing borrowings at terms and conditions similar to those applied to earlier transactions. The
borrowers of the Bank may also be affected by the lower liquidity situation which could in turn impact their
ability to repay their outstanding loans. Deteriorating operating conditions for borrowers may also have an
impact on management's cash flow forecasts and assessment of the impairment of financial and non-
financial assets. To the extent that information is available, management has reflected revised estimates
of expected future cash flows in their impairment assessments.

Management is unable to reliably estimate the effects on the Bank's financial position of any further
deterioration in the liquidity of the financial markets and the increased volatility in the currency and equity
markets. Management believes that they are taking all the necessary measures to support the
development of the Bank’s business in the current circumstances and notes that Bank has strong
relations with refinancing partners and has not experience any liquidity difficulties to date.

3 Summary of Significant Accounting Policies

Basis of preparation. These financial statements have been prepared in accordance with International
Financial Reporting Standards under the historical cost convention, as modified by initial recognition of
financial instruments at fair value and the revaluation of certain financial instruments. The principal
accounting policies applied in the preparation of these financial statements are set out below.
Management, being the Management Board who approved these financial statements for issue, have the
power to amend these financial statements. Any such change requires the approval of the Management
Board.

Going concern. Management prepared these financial statements on a going concern basis.

Financial instruments - key measurement terms. Depending on their classification financial
instruments are carried at fair value, or amortised cost as described below.

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction. Fair value is the current bid price for
financial assets and current asking price for financial liabilities which are quoted in an active market. For
assets and liabilities with offsetting market risks, the Bank may use mid-market prices as a basis for
establishing fair values for the offsetting risk positions and apply the bid or asking price to the net open
position as appropriate. A financial instrument is regarded as quoted in an active market if quoted prices
are readily and regularly available from an exchange or other institution and those prices represent actual
and regularly occurring market transactions on an arm’s length basis.

Valuation techniques such as discounted cash flow models or models based on recent arms length
transactions or consideration of financial data of the investees are used to determine the fair value of
certain financial instruments for which external market pricing information is not available. Valuation
technigues may require assumptions not supported by observable market data. Disclosures are made in
these financial statements if changing any such assumptions to a reasonably possible alternative would
result in significantly different profit, income, total assets or total liabilities.

Cost is the amount of cash or cash equivalents paid or the fair value of the other consideration given to
acquire an asset at the time of its acquisition and includes transaction costs. Measurement at cost is only
applicable to investments in equity instruments that do not have a quoted market price and whose fair
value cannot be reliably measured.
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Notes to the Financial Statements — 31 December 2010

3 Summary of Significant Accounting Policies (continued)

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal
of a financial instrument. An incremental cost is one that would not have been incurred if the transaction
had not taken place. Transaction costs include fees and commissions paid to agents (including
employees acting as selling agents), advisors, brokers and dealers, levies by regulatory agencies and
securities exchanges and transfer taxes and duties. Transaction costs do not include debt premiums or
discounts, financing costs or internal administrative or holding costs.

Amortised cost is the amount at which the financial instrument was recognised at initial recognition less
any principal repayments, plus accrued interest, and for financial assets less any write-down for incurred
impairment losses. Accrued interest includes amortisation of transaction costs deferred at initial
recognition and of any premium or discount to maturity amount using the effective interest method.
Accrued interest income and accrued interest expense, including both accrued coupon and amortised
discount or premium (including fees deferred at origination, if any), are not presented separately and are
included in the carrying values of related balance sheet items.

The effective interest method is a method of allocating interest income or interest expense over the
relevant period so as to achieve a constant periodic rate of interest (effective interest rate) on the carrying
amount. The effective interest rate is the rate that exactly discounts estimated future cash payments or
receipts (excluding future credit losses) through the expected life of the financial instrument or a shorter
period, if appropriate, to the net carrying amount of the financial instrument. The effective interest rate
discounts cash flows of variable interest instruments to the next interest re-pricing date except for the
premium or discount, which reflects the credit spread over the floating rate specified in the instrument, or
other variables that are not reset to market rates. Such premiums or discounts are amortised over the
whole expected life of the instrument. The present value calculation includes all fees paid or received
between parties to the contract that are an integral part of the effective interest rate.

Initial recognition of financial instruments. Trading securities, derivatives and other “financial
instruments at fair value through profit or loss” are initially recorded at fair value. All other financial
instruments are initially recorded at fair value plus transaction costs. Fair value at initial recognition is best
evidenced by the transaction price. A gain or loss on initial recognition is only recorded if there is a
difference between fair value and transaction price, which can be evidenced by other observable current
market transactions in the same instrument or by a valuation technique whose inputs include only data
from observable markets.

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

De-recognition of financial assets. The Bank derecognises financial assets when (a) the assets are
redeemed or the rights to cash flows from the assets otherwise expired or (b) the Bank has transferred
the rights to the cash flows from the financial assets or entered into a qualifying pass-through
arrangement while (i) also transferring substantially all the risks and rewards of ownership of the assets or
(ii) neither transferring nor retaining substantially all risks and rewards of ownership but not retaining
control. Control is retained if the counterparty does not have the practical ability to sell the asset in its
entirety to an unrelated third party without needing to impose restrictions on the sale.

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

Mandatory cash balances with the CBAR. Mandatory cash balances in AZN and foreign currency held
with the CBAR are carried at amortised cost and represent non-interest bearing mandatory reserve
deposits, which are not available to finance the Bank’s day-to-day operations, and hence are not
considered as part of cash and cash equivalents for the purposes of the statement of cash flows.
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3 Summary of Significant Accounting Policies (continued)

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

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

Impairment of financial assets carried at amortised cost. Impairment losses are recognised in profit
or loss when incurred as a result of one or more events (“loss events”) that occurred after the initial
recognition of the financial asset and which have an impact on the amount or timing of the estimated
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. The primary factors
that the Bank considers whether a financial asset is impaired is its overdue status and realisability of
related collateral, if any.

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

- any instalment is overdue and the late payment cannot be attributed to a delay caused by the
settlement systems;

- the borrower experiences a significant financial difficulty as evidenced by borrower’s financial
information that the bank obtains;

- the borrower considers bankruptcy or a financial reorganisation;

- there is adverse change in the payment status of the borrower as a result of changes in the
national or local economic conditions that impact the borrower; or

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

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

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

If the terms of a financial asset held at amortised cost are renegotiated or otherwise modified because of
financial difficulties of the borrower or issuer, impairment is measured using the original effective interest
rate before the modification of terms.

Impairment losses are always recognised through an allowance account to write down the asset’s
carrying amount to the present value of expected cash flows (which exclude future credit losses that have
not been incurred) discounted at the original effective interest rate of the asset. The calculation of the
present value of the estimated future cash flows of a collateralised financial asset reflects the cash flows
that may result from foreclosure less costs for obtaining and selling the collateral, whether or not
foreclosure is probable.
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3 Summary of Significant Accounting Policies (continued)

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised (such as an improvement in the
debtor’s credit rating), the previously recognised impairment loss is reversed by adjusting the allowance
account through profit or loss.

Uncollectible assets are written off against the related impairment loss provision after all the necessary
procedures to recover the asset have been completed and the amount of the loss has been determined.
Subsequent recoveries of amounts previously written off are credited to impairment loss account in profit
or loss for the year.

Repossessed collateral. Repossessed collateral represents financial and non-financial assets acquired
by the Bank in settlement of overdue loans. The assets are initially recognised at fair value when acquired
and included in other non-financial assets or inventories within other assets depending on their nature
and the Bank’s intention in respect of recovery of these assets and are subsequently remeasured and
accounted for in accordance with the accounting policies for these categories of assets.

Where repossessed collateral results in acquiring control over a business, the business combination is
accounted for using the purchase method of accounting with fair value of the settled loan representing the
cost of acquisition. Accounting policy for associates is applied to repossessed shares where the Bank
obtains significant influence but not control. Cost of the associate is the fair value of the loan settled by
repossessing the pledged shares.

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

Investment securities available for sale. This classification includes investment securities which the
Bank intends to hold for an indefinite period of time and which may be sold in response to needs for
liquidity or changes in interest rates, exchange rates or equity prices.

Investment securities available for sale are carried at fair value. Interest income on available-for-sale debt
securities is calculated using the effective interest method and recognised in profit or loss for the year.
Dividends on available-for-sale equity instruments are recognised in profit or loss for the year when the
Bank’s right to receive payment is established and it is probable that the dividends will be collected. All
other elements of changes in the fair value are recognised in other comprehensive income until the
investment is derecognised or impaired, at which time the cumulative gain or loss is reclassified from
other comprehensive income to profit or loss for the year.

Impairment losses are recognised in profit or loss for the year when incurred as a result of one or more
events (“loss events”) that occurred after the initial recognition of investment securities available for sale.
A significant or prolonged decline in the fair value of an equity security below its cost is an indicator that it
is impaired. The cumulative impairment loss — measured as the difference between the acquisition cost
and the current fair value, less any impairment loss on that asset previously recognised in profit or loss —
is reclassified from other comprehensive income to profit or loss for the year. Impairment losses on equity
instruments are not reversed and any subsequent gains are recognised in other comprehensive income.
If, in a subsequent period, the fair value of a debt instrument classified as available for sale increases and
the increase can be objectively related to an event occurring after the impairment loss was recognised in
profit or loss, the impairment loss is reversed through profit or loss for the year.
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3 Summary of Significant Accounting Policies (continued)

Investment property. Investment property is property held by the Bank to earn rental income or for
capital appreciation, or both and which is not occupied by the Bank. Investment property includes assets
under construction for future use as investment property.

Investment property is initially recognised at cost, and subsequently measured by using cost model
whereby carrying amount is equal to assets acquired less accumulated depreciation and provision for
impairment, where required. If any indication exists that investment properties may be impaired, the Bank
estimates the recoverable amount as the higher of value in use and fair value less costs to sell. The
carrying amount of an investment property is written down to its recoverable amount through a charge to
profit or loss for the year. An impairment loss recognised in prior years is reversed if there has been a
subsequent change in the estimates used to determine the asset's recoverable amount.

Earned rental income is recorded in profit or loss for the year within other operating income.

Subsequent expenditure is capitalised only when it is probable that future economic benefits associated
with it will flow to the Bank and the cost can be measured reliably. All other repairs and maintenance
costs are expensed when incurred. If an investment property becomes owner-occupied, it is reclassified
to premises and equipment. Depreciation on items of investment property is calculated using the straight-
line method to allocate their cost to their residual values over their estimated useful lives. Estimated
useful lives of investment property are 20 years.

Property, Plant and Equipment. Property, plant and equipment are stated at cost less accumulated
depreciation and provision for impairment, where required.

Costs of minor repairs and maintenance are expensed when incurred. Cost of replacing major parts or
components of property and equipment are capitalised and the replaced part is retired.

At the end of each reporting period management assesses whether there is any indication of impairment
of premises and equipment. If any such indication exists, management estimates the recoverable
amount, which is determined as the higher of an asset'’s fair value less costs to sell and its value in use.
The carrying amount is reduced to the recoverable amount and the impairment loss is recognised in profit
or loss for the year. An impairment loss recognised for an asset in prior years is reversed if there has
been a change in the estimates used to determine the asset’s value in use or fair value less costs to sell.

Gains and losses on disposals determined by comparing proceeds with carrying amount are recognised
in profit or loss for the year (within other operating income or expenses).

Depreciation. Land and construction in progress are not depreciated. Depreciation on items of property
and equipment is calculated using the straight-line method to allocate their cost to their residual values
over their estimated useful lives as follows:

Computers and communication equipment 4 years
Furniture, fixtures and other 4t0 5 years
Vehicles 4 years
Leasehold improvements 5 years
Own buildings 10 years
Investment properties 20 years

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 assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at the end of each reporting period.

10



AccessBank CJSC
Notes to the Financial Statements — 31 December 2010

3 Summary of Significant Accounting Policies (continued)

Intangible assets. The Bank’s intangible assets other than goodwill have definite useful life and primarily
include capitalised computer software.

Acquired computer software licences, patents and trademarks are capitalised on the basis of the costs
incurred to acquire and bring them to use.

Development costs that are directly associated with identifiable and unique software controlled by the
Bank are recorded as intangible assets if the inflow of incremental economic benefits exceeding costs is
probable. Capitalised 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. Capitalised computer software is amortised on a straight-line basis over
expected useful life of 5 years.

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and
bring to use the specific software. Development costs that are directly associated with identifiable and
unique software controlled by the Bank are recorded as intangible assets if the inflow of incremental
economic benefits exceeding costs is probable. Capitalised costs include staff costs of the software
development team and an appropriate portion of relevant overhead. All other costs associated with
computer software, e.g. its maintenance, are expensed when incurred. Capitalised computer software is
amortised on a straight line basis over expected useful life of 4 to 5 years.

Operating leases. Where the Bank is a lessee in a lease which does not transfer substantially all the
risks and rewards incidental to ownership from the lessor to the Bank, the total lease payments are
charged to profit or loss for the year (rental expense) on a straight-line basis over the period of the lease.

Leases embedded in other agreements are separated if (a) fulfilment of the arrangement is dependent on
the use of a specific asset or assets and (b) the arrangement conveys a right to use the asset.

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

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

Other borrowed funds. Other borrowed funds include loans from non-resident financial institution with
fixed maturity and fixed or floating interest rates. Other borrowed funds are carried at amortised cost.

Shareholder loans are carried at amortised cost. Obligations to return securities borrowed and sold to
third parties are carried at fair value through profit or loss.

Subordinated debt. Subordinated debt includes long-term non-derivative liabilities to international
financial institutions and is carried at amortised cost. Debt is classified as subordinated debt when its
repayment ranks after all other creditors in case of liquidation. Subordinated debt is included in “tier 2
capital” of the Bank, for the capital adequacy calculation purposes.

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

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

11
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3 Summary of Significant Accounting Policies (continued)

Deferred income tax is provided, using the balance sheet liability method, for tax loss carry forwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts
for financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are
not recorded for temporary differences on initial recognition of an asset or a liability in a transaction other
than a business combination if the transaction, when initially recorded, affects neither accounting nor
taxable profit. Deferred tax balances are measured at tax rates enacted or substantively enacted at the
end of the reporting period, which are expected to apply to the period when the temporary differences will
reverse or the tax loss carry forwards will be utilised. Deferred tax assets for deductible temporary
differences and tax loss carry forwards are recorded only to the extent that it is probable that future
taxable profit will be available, against which the deductions can be utilised.

On 14 November 2008, a new Law on “Stimulation of Increasing the Capitalization of Banks, Insurance
and Reinsurance Companies” ("the Law") was enacted. According to the Law the profit tax rate for banks,
insurance and reinsurance companies is reduced to 0% for three fiscal years starting from 1 January
2009, for the portion of the profit which is transferred to registered share capital. Management of the Bank
considered the impact of the enactment of the Law on the Bank's deferred tax calculation. As the
Management is anticipating to transfer current year profit to share capital in the next 3 years period
covered by the Law, the Bank will be able to utilise the benefits of this Law. Therefore, as at 31 December
2010, the Bank did not recognise deferred taxes for those temporary taxable and deductible differences
which will be reversed between 31 December 2010 and 31 December 2011.

Uncertain tax positions. The Bank's uncertain tax positions are reassessed by management at the end
of each reporting period. Liabilities are recorded for income tax positions that are determined by
management as more likely than not to result in additional taxes being levied if the positions were to be
challenged by the tax authorities. The assessment is based on the interpretation of tax laws that have
been enacted or substantively enacted by the end of the reporting period and any known court or other
rulings on such issues. Liabilities for penalties, interest and taxes other than on income are recognised
based on management’s best estimate of the expenditure required to settle the obligations at the end of
the reporting period.

Trade and other payables. Trade payables are accrued when the counterparty has performed its
obligations under the contract and are carried at amortised cost.

Share capital. Ordinary shares and non-redeemable preference shares with discretionary dividends are
both classified as equity. Incremental costs directly attributable to the issue of new shares are shown in
equity as a deduction, net of tax, from the proceeds. Any excess of the fair value of consideration
received over the par value of shares issued is recorded as share premium in equity.

Preference shares which carry a mandatory coupon or are redeemable on a specific date or at the option
of the shareholder are classified as financial liabilities and are presented in other borrowed funds. The
dividends on these preference shares are recognised as interest expense on an amortised cost basis
using the effective interest method.

Dividends. Dividends are recorded in equity in the period in which they are declared. Any dividends
declared after the end of the reporting period and before the financial statements are authorised for issue
are disclosed in the subsequent events note. The statutory accounting reports of the Bank are the basis
for profit distribution and other appropriations.

Income and expense recognition. Interest income and expense are recorded in the statement of
comprehensive income for all debt instruments on an accrual basis using the effective interest method.
This method defers, as part of interest income or expense, 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
premiums or discounts.

12
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3 Summary of Significant Accounting Policies (continued)

Fees integral to the effective interest rate include origination fees received or paid by the entity relating to
the creation or acquisition of a financial asset or issuance of a financial liability, for example fees for
evaluating creditworthiness, evaluating and recording guarantees or collateral, negotiating the terms of
the instrument and for processing transaction documents. Commitment fees received by the Bank to
originate loans at market interest rates are integral to the effective interest rate if it is probable that the
Bank will enter into a specific lending arrangement and does not expect to sell the resulting loan shortly
after origination. The Bank does not designate loan commitments as financial liabilities at fair value
through profit or loss.

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

All other fees, commissions and other income and expense items are generally recorded on an accrual
basis by reference to completion of the specific transaction assessed based on the actual service
provided as a proportion of the total services to be provided. Loan syndication fees are recognised as
income when the syndication has been completed and the Bank retained no part of the loan package for
itself or retained a part at the same effective interest rate for the other participants.

Commissions and fees arising from negotiating, or participating in the negotiation of a transaction for a
third party, such as the acquisition of loans, shares or other securities or the purchase or sale of
businesses, and which are earned on execution of the underlying transaction, are recorded on its
completion. Portfolio and other management advisory and service fees are recognised based on the
applicable service contracts, usually on a time-proportion basis. Asset management fees related to
investment funds are recorded rateably over the period the service is provided. The same principle is
applied for wealth management, financial planning and custody services that are continually provided
over an extended period of time.

Foreign currency translation. The Bank’s functional and presentation currency is the national currency
of the Republic of Azerbaijan, Azerbaijani Manats (“AZN").

Monetary assets and liabilities are translated into entity’s functional currency at the official exchange rate
of the CBAR at the end of the respective reporting period. Foreign exchange gains and losses resulting
from the settlement of transactions and from the translation of monetary assets and liabilities into the
Bank’s functional currency at year-end official exchange rates of the CBAR are recognised in profit or
loss. Translation at year-end rates does not apply to non-monetary items.

At 31 December 2010, the principal exchange rates were USD 1 = AZN 0.7979 and EUR 1 = AZN 1.0560
(31 December 2009: USD 1 = AZN 0.8031 and EUR 1 = AZN 1.1499).

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

Earnings per share. Preference shares are not redeemable and are considered to be participating
shares. Earnings per share are determined by dividing the profit or loss attributable to owners of the Bank
by the weighted average number of participating shares outstanding during the reporting year.

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

The Bank has no legal or constructive obligation to make pension or similar benefit payments beyond the
payments to the statutory defined contribution scheme.
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3 Summary of Significant Accounting Policies (continued)

Segment reporting. Operating segments are reported in a manner consistent with the internal reporting
provided to the Bank’s chief operating decision maker. Segments whose revenue, result or assets are ten
percent or more of all the segments are reported separately.

Changes in presentation. Where necessary, corresponding figures have been adjusted to conform to
the presentation of the current year amounts.

The revised IAS 1, Presentation of Financial Statements, which became effective from 1 January 2009
requires an entity to present a statement of financial position as at the beginning of the earliest
comparative period (‘opening statement of financial position’), when the entity applies an accounting
policy retrospectively or makes a retrospective restatement or when it reclassifies items in its financial
statements.

The third statement of financial position as of 1 January 2009 is not presented in these financial
statements as a result of the below described changes in presentation. Management considered this
requirement in the context of applying the revised IAS 1 and in the context of the reclassification
presented in this note. Management concluded that it is not essential for the Bank to present the opening
statement of financial position as of 1 January 2009 or additional disclosures in the notes in the financial
statements since the reclassification does not have a material impact on these financial statements. The
omission of those disclosures is therefore, in management’s view, not material.

The following table presents changes in classification performed for the reporting purposes:

Reason for reclassification

Balances as per IFRS
at 31.12.2009

Changed IFRS figures of
31.12.2009 in 31.12.2010
financial statements

Fee and commission income
Settlement transactions — AZN 37
thousand

Other — AZN 71 thousand

Fee and commission income
Settlement transactions — AZN 25
thousand

Commission from plastic cards —
AZN 180 thousand

Other — AZN 17 thousand

Commission from Plastic card
transactions have been
removed from “Settlement
transactions” and from “Other”
and added as a separate line
for consistency with current
year's figures.

Fee and commission expense
Settlement transactions — AZN
38 thousand

Plastic cards — AZN 76 thousand
Other — AZN 14 thousand

Fee and commission expense
Settlement transactions — AZN
35 thousand

Plastic cards — AZN 88 thousand
Other — AZN 5 thousand

Commission expense has
been removed from “Plastic
card” subsection to
“Settlement transactions”
subsection and Commission
expense has been removed
from “Other” subsection to
“Settlement transactions”
subsection to achieve a more
appropriate presentation.

Statement of Cash Flows 2010

Statement of Cash Flows 2009

Reason for changes

Gross

Income received from trading in
foreign currencies — AZN

749 thousand (2009:

AZN 893 thousand)

Effect of exchange rate changes on
cash and cash equivalents — AZN
75 thousand

(2009: AZN (528) thousand)

Net

Effect of exchange rate changes
on cash and cash equivalents —
AZN 365 thousand

Management  decided to
change presentation of the
gains and losses from foreign
currencies and present them
separately on the face of the

Statement of Cash Flows,
including the comparative
information. Management

concluded that this change in
presentation was immaterial,
therefore not further
disclosures were made in this
financial statements regarding
this change.
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4 Critical Accounting Estimates, and Judgements in Applying Accounting Policies

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

Impairment losses on loans and advances. The Bank regularly reviews its loan portfolios to assess
impairment. In determining whether an impairment loss should be recorded in profit or loss for the year,
the Bank makes judgements as to whether there is any observable data indicating that there is a
measurable decrease in the estimated future cash flows from a portfolio of loans before the decrease can
be identified with an individual loan in that portfolio. This evidence may include observable data indicating
that there has been an adverse change in the payment status of borrowers in a group, or national or local
economic conditions that correlate with defaults on assets in the group. Management uses estimates
based on historical loss experience for assets with credit risk characteristics and objective evidence of
impairment similar to those in the portfolio when scheduling its future cash flows. The methodology and
assumptions used for estimating both the amount and timing of future cash flows are reviewed regularly
to reduce any differences between loss estimates and actual loss experience.

Initial recognition of related party transactions. In the normal course of business the Bank enters into
transactions with its related parties. IAS 39 requires initial recognition of financial instruments based on
their fair values. Judgement is applied in determining if transactions are priced at market or non-market
interest rates where there is no active market for such transactions. The basis for judgement is pricing for
similar types of transactions with unrelated parties and effective interest rate analysis. Terms and
conditions of related party balances are disclosed in Note 30.

Classification of the partially leased out building as “Investment property”. Main part of a premise
that the Bank possessed as at 31 December 2010 with a carrying value of AZN 21,708 thousands was
leased out to third parties. Management considered the relevant clause in IAS 40 requiring that, if the
portions of the premise could not be sold separately, the property would be classified as investment
property only if an insignificant portion is held for use for administrative purposes. Therefore, this premise
was classified as Investment Property as at 31 December 2010.

5 Adoption of New or Revised Standards and Interpretations
Certain new standards and interpretations became effective for the Bank from 1 January 2010:

IFRIC 17, Distributions of Non-Cash Assets to Owners (effective for annual periods beginning on or
after 1 July 2009). The interpretation clarifies when and how distribution of non-cash assets as dividends
to the owners should be recognised. An entity should measure a liability to distribute non-cash assets as
a dividend to its owners at the fair value of the assets to be distributed. A gain or loss on disposal of the
distributed non-cash assets should be recognised in profit or loss when the entity settles the dividend
payable.

IFRIC 18, Transfers of Assets from Customers (effective for annual periods beginning on or after 1
July 2009). The interpretation clarifies the accounting for transfers of assets from customers, namely, the
circumstances in which the definition of an asset is met; the recognition of the asset and the
measurement of its cost on initial recognition; the identification of the separately identifiable services (one
or more services in exchange for the transferred asset); the recognition of revenue, and the accounting
for transfers of cash from customers.
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5 Adoption of New or Revised Standards and Interpretations (continued)

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for annual
periods beginning on or after 1 July 2009). The revised IAS 27 requires an entity to attribute total
comprehensive income to the owners of the parent and to the non-controlling interests (previously
“minority interests”) even if this results in the non-controlling interests having a deficit balance (the
previous standard required the excess losses to be allocated to the owners of the parent in most cases).
The revised standard specifies that changes in a parent’s ownership interest in a subsidiary that do not
result in the loss of control must be accounted for as equity transactions. It also specifies how an entity
should measure any gain or loss arising on the loss of control of a subsidiary. At the date when control is
lost, any investment retained in the former subsidiary has to be measured at its fair value.

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which
the acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1
July 2009). The revised IFRS 3 allows entities to choose to measure non-controlling interests using the
previous IFRS 3 method (proportionate share of the acquiree’s identifiable net assets) or at fair value.
The revised IFRS 3 is more detailed in providing guidance on the application of the purchase method to
business combinations. The requirement to measure at fair value every asset and liability at each step in
a step acquisition for the purposes of calculating a portion of goodwill has been removed. Instead, in a
business combination achieved in stages, the acquirer has to re-measure its previously held equity
interest in the acquiree at its acquisition-date fair value and recognise the resulting gain or loss, if any, in
profit or loss for the year. Acquisition-related costs are accounted for separately from the business
combination and therefore recognised as expenses rather than included in goodwill. An acquirer has to
recognise a liability for any contingent purchase consideration at the acquisition date. Changes in the
value of that liability after the acquisition date are recognised in accordance with other applicable IFRSs,
as appropriate, rather than by adjusting goodwill. The revised IFRS 3 brings into its scope business
combinations involving only mutual entities and business combinations achieved by contract alone.

Group Cash-settled Share-based Payment Transactions - Amendments to IFRS 2, Share-based
Payment (effective for annual periods beginning on or after 1 January 2010). The amendments
provide a clear basis to determine the classification of share-based payment awards in both consolidated
and separate financial statements. The amendments incorporate into the standard the guidance in IFRIC
8 and IFRIC 11, which are withdrawn. The amendments expand on the guidance given in IFRIC 11 to
address plans that were previously not considered in the interpretation. The amendments also clarify the
defined terms in the Appendix to the standard.

Eligible Hedged Items—Amendment to IAS 39, Financial Instruments: Recognition and
Measurement (effective with retrospective application for annual periods beginning on or after 1 July
2009). The amendment clarifies how the principles that determine whether a hedged risk or portion of
cash flows is eligible for designation should be applied in particular situations.

IFRS 1, First-time Adoption of International Financial Reporting Standards (following an amendment
in December 2008, effective for the first IFRS financial statements for a period beginning on or after 1
July 2009). The revised IFRS 1 retains the substance of its previous version but within a changed
structure in order to make it easier for the reader to understand and to better accommodate future
changes.

Additional Exemptions for First-time Adopters - Amendments to IFRS 1, First-time Adoption of
IFRS (effective for annual periods beginning on or after 1 January 2010). The amendments exempt
entities using the full cost method from retrospective application of IFRSs for oil and gas assets and also
exempt entities with existing leasing contracts from reassessing the classification of those contracts in
accordance with IFRIC 4, 'Determining Whether an Arrangement Contains a Lease' when the application
of their national accounting requirements produced the same result.
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5 Adoption of New or Revised Standards and Interpretations (continued)

Improvements to International Financial Reporting Standards (issued in April 2009; amendments
to IFRS 2, IAS 38, IFRIC 9 and IFRIC 16 are effective for annual periods beginning on or after 1
July 2009; amendments to IFRS 5, IFRS 8, IAS 1, IAS 7, IAS 17, IAS 36 and IAS 39 are effective for
annual periods beginning on or after 1 January 2010). The improvements consist of a mixture of
substantive changes and clarifications in the following standards and interpretations: clarification that
contributions of businesses in common control transactions and formation of joint ventures are not within
the scope of IFRS 2; clarification of disclosure requirements set by IFRS 5 and other standards for non-
current assets (or disposal groups) classified as held for sale or discontinued operations; requiring to
report a measure of total assets and liabilities for each reportable segment under IFRS 8 only if such
amounts are regularly provided to the chief operating decision maker; amending IAS 1 to allow
classification of certain liabilities settled by entity’s own equity instruments as non-current; changing IAS 7
such that only expenditures that result in a recognised asset are eligible for classification as investing
activities; allowing classification of certain long-term land leases as finance leases under IAS 17 even
without transfer of ownership of the land at the end of the lease; providing additional guidance in IAS 18
for determining whether an entity acts as a principal or an agent; clarification in IAS 36 that a cash
generating unit shall not be larger than an operating segment before aggregation; supplementing IAS 38
regarding measurement of fair value of intangible assets acquired in a business combination; amending
IAS 39 (i) to include in its scope option contracts that could result in business combinations, (i) to clarify
the period of reclassifying gains or losses on cash flow hedging instruments from equity to profit or loss
for the year and (iii) to state that a prepayment option is closely related to the host contract if upon
exercise the borrower reimburses economic loss of the lender; amending IFRIC 9 to state that embedded
derivatives in contracts acquired in common control transactions and formation of joint ventures are not
within its scope; and removing the restriction in IFRIC 16 that hedging instruments may not be held by the
foreign operation that itself is being hedged. In addition, the amendments clarifying classification as held
for sale under IFRS 5 in case of a loss of control over a subsidiary published as part of the Annual
Improvements to International Financial Reporting Standards, which were issued in May 2008, are
effective for annual periods beginning on or after 1 July 2009.

Unless otherwise stated above, the amendments and interpretations did not have any significant effect on
the Bank’s consolidated financial statements.

6 New Accounting Pronouncements

Certain new standards and interpretations have been issued that are mandatory for the annual periods
beginning on or after 1 January 2011 or later and which the Bank has not adopted early.

Classification of Rights Issues - Amendment to IAS 32 (issued on 8 October 2009; effective for
annual periods beginning on or after 1 February 2010). The amendment exempts certain rights issues of
shares with proceeds denominated in foreign currencies from classification as financial derivatives.

Amendment to IAS 24, Related Party Disclosures (issued in November 2009 and effective for annual
periods beginning on or after 1 January 2011). IAS 24 was revised in 2009 by: (a) simplifying the
definition of a related party, clarifying its intended meaning and eliminating inconsistencies; and by (b)
providing a partial exemption from the disclosure requirements for government-related entities.

IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods
beginning on or after 1 July 2010). This IFRIC clarifies the accounting when an entity renegotiates the
terms of its debt with the result that the liability is extinguished through the debtor issuing its own equity
instruments to the creditor. A gain or loss is recognised in profit or loss based on the fair value of the
equity instruments compared to the carrying amount of the debt.

Prepayments of a Minimum Funding Requirement — Amendment to IFRIC 14 (effective for annual
periods beginning on or after 1 January 2011). This amendment will have a limited impact as it applies
only to companies that are required to make minimum funding contributions to a defined benefit pension
plan. It removes an unintended consequence of IFRIC 14 related to voluntary pension prepayments when
there is a minimum funding requirement.
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6 New Accounting Pronouncements (Continued)

Limited exemption from comparative IFRS 7 disclosures for first-time adopters - Amendment to
IFRS 1 (effective for annual periods beginning on or after 1 July 2010). Existing IFRS preparers were
granted relief from presenting comparative information for the new disclosures required by the March
2009 amendments to IFRS 7, Financial Instruments: Disclosures. This amendment to IFRS 1 provides
first-time adopters with the same transition provisions as included in the amendment to IFRS 7.

IFRS 9, Financial Instruments Part 1: Classification and Measurement. IFRS 9 issued in November
2009 replaces those parts of IAS 39 relating to the classification and measurement of financial assets.
IFRS 9 was further amended in October 2010 to address the classification and measurement of financial
liabilities. Key features of the standard are as follows:

e Financial assets are required to be classified into two measurement categories: those to be measured
subsequently at fair value, and those to be measured subsequently at amortised cost. The decision is
to be made at initial recognition. The classification depends on the entity’s business model for
managing its financial instruments and the contractual cash flow characteristics of the instrument.

¢ Aninstrument is subsequently measured at amortised cost only if it is a debt instrument and both (i)
the objective of the entity’s business model is to hold the asset to collect the contractual cash flows,
and (ii) the asset’s contractual cash flows represent only payments of principal and interest (that is, it
has only “basic loan features”). All other debt instruments are to be measured at fair value through
profit or loss.

¢ All equity instruments are to be measured subsequently at fair value. Equity instruments that are held
for trading will be measured at fair value through profit or loss. For all other equity investments, an
irrevocable election can be made at initial recognition, to recognise unrealised and realised fair value
gains and losses through other comprehensive income rather than profit or loss. There is to be no
recycling of fair value gains and losses to profit or loss. This election may be made on an instrument-
by-instrument basis. Dividends are to be presented in profit or loss, as long as they represent a return
on investment.

e Most of the requirements in IAS 39 for classification and measurement of financial liabilities were
carried forward unchanged to IFRS 9. The key change is that an entity will be required to present the
effects of changes in own credit risk of financial liabilities designated as at fair value through profit or
loss in other comprehensive income.

While adoption of IFRS 9 is mandatory from 1 January 2013, earlier adoption is permitted.

Disclosures—Transfers of Financial Assets — Amendments to IFRS 7 (issued in October 2010 and
effective for annual periods beginning on or after 1 July 2011.). The amendment requires additional
disclosures in respect of risk exposures arising from transferred financial assets. The amendment
includes a requirement to disclose by class of asset the nature, carrying amount and a description of the
risks and rewards of financial assets that have been transferred to another party yet remain on the entity's
statement of financial position. Disclosures are also required to enable a user to understand the amount
of any associated liabilities, and the relationship between the financial assets and associated liabilities.
Where financial assets have been derecognised but the entity is still exposed to certain risks and rewards
associated with the transferred asset, additional disclosure is required to enable the effects of those risks
to be understood.
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6 New Accounting Pronouncements (Continued)

Improvements to International Financial Reporting Standards (issued in May 2010 and effective
from 1 January 2011). The improvements consist of a mixture of substantive changes and clarifications
in the following standards and interpretations: IFRS 1 was amended (i) to allow previous GAAP carrying
value to be used as deemed cost of an item of property, plant and equipment or an intangible asset if that
item was used in operations subject to rate regulation, (ii) to allow an event driven revaluation to be used
as deemed cost of property, plant and equipment even if the revaluation occurs during a period covered
by the first IFRS financial statements and (iii) to require a first-time adopter to explain changes in
accounting policies or in the IFRS 1 exemptions between its first IFRS interim report and its first IFRS
financial statements; IFRS 3 was amended (i) to require measurement at fair value (unless another
measurement basis is required by other IFRS standards) of non-controlling interests that are not present
ownership interest or do not entitle the holder to a proportionate share of net assets in the event of
liquidation, (ii) to provide guidance on acquiree’s share-based payment arrangements that were not
replaced or were voluntarily replaced as a result of a business combination and (iii) to clarify that the
contingent considerations from business combinations that occurred before the effective date of revised
IFRS 3 (issued in January 2008) will be accounted for in accordance with the guidance in the previous
version of IFRS 3; IFRS 7 was amended to clarify certain disclosure requirements, in particular (i) by
adding an explicit emphasis on the interaction between qualitative and quantitative disclosures about the
nature and extent of financial risks, (i) by removing the requirement to disclose carrying amount of
renegotiated financial assets that would otherwise be past due or impaired, (i) by replacing the
requirement to disclose fair value of collateral by a more general requirement to disclose its financial
effect, and (iv) by clarifying that an entity should disclose the amount of foreclosed collateral held at the
reporting date and not the amount obtained during the reporting period; IAS 27 was amended by
clarifying the transition rules for amendments to IAS 21, 28 and 31 made by the revised IAS 27 (as
amended in January 2008); IAS 34 was amended to add additional examples of significant events and
transactions requiring disclosure in a condensed interim financial report, including transfers between the
levels of fair value hierarchy, changes in classification of financial assets or changes in business or
economic environment that affect the fair values of the entity’s financial instruments; and IFRIC 13 was
amended to clarify measurement of fair value of award credits. The Bank does not expect the
amendments to have any material effect on its financial statements, except the amendment to IAS 1
which was early adopted by the Bank as explained in Note 5.

Unless otherwise described above, the new standards and interpretations are not expected to
significantly affect the Bank’s financial statements.

7 Cash and Cash Equivalents

31 December 31 December
In thousands of Azerbaijani Manats 2010 2009
Cash balances with the CBAR (other than mandatory reserve deposits) 28,001 11,239
Cash on hand 20,935 12,081
Correspondent accounts and overnight placements with other banks:
- Republic of Azerbaijan 3,540 17,332
- Other countries 5,329 5,915
Total cash and cash equivalents 57,805 46,567
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7 Cash and Cash Equivalents (continued)

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

2010:
Cash balances Correspondent Total
with the CBAR accounts and
overnight
In thousands of Azerbaijani Manats placements
Neither past due nor impaired
- Government of the Republic of Azerbaijan 28,001 - 28,001
- Rated Azerbaijani banks:
Moody’s/B2 with a stable outlook - 143 143
Fitch/B with a stable outlook - 12 12
Moody’s/Ba2 with a negative outlook - 1 1
Fitch/B with a negative outlook - 11 11
- Other unrated Azerbaijani banks - 3,373 3,373
- OECD banks - 4,999 4,999
- Non-OECD banks - 330 330
Total cash and cash equivalents, excluding cash on hand 28,001 8,869 36,870

The most recently published international ratings for the Republic of Azerbaijan are BBB-/Stable (Fitch
Ratings-issued on 20 May 2010), Bal/Positive (Moody'’s investors’ Service-issued on 8 March 2011) and
BB+/Positive (Standard Poor’s-issued on 21 December 2010).

Interest rate analysis of cash and cash equivalents is disclosed in Note 25. Information on related party

balances is disclosed in Note 30.

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

2009:
Cash balances Correspondent Total
with the CBAR accounts and
overnight
In thousands of Azerbaijani Manats placements
Neither past due nor impaired
- Government of the Republic of Azerbaijan 11,239 - 11,239
- Rated Azerbaijani banks:
Moody’s/B2 with a stable outlook - 4,716 4,716
Fitch/B with a stable outlook - 72 72
Moody’s/Ba2 with a negative outlook - 37 37
Fitch/B with a negative outlook - 26 26
Moody’s/B2 with a stable outlook - 1 1
- Other unrated Azerbaijani banks - 12,480 12,480
- OECD banks - 5,478 5,478
- Non-OECD banks - 437 437
Total cash and cash equivalents, excluding cash on hand 11,239 23,247 34,486
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8 Due from Other Banks

In thousands of Azerbaijani Manats 31 December 2010 31 December 2009
Short-term placements with other banks 7,023 9,828
Total due from other banks 7,023 9,828

On 12 November 2010 the Bank signed a deposit agreement with a rated local bank in the amount of
AZN 3,000 thousand with maturity date of 12 May 2011.The deposit bears market interest rate. The
outstanding amount of this deposit as of 31 December 2010 is AZN 3,023 thousand.

On 23 December 2010 the Bank signed a deposit agreement with a rated local bank in the amount of
AZN 4,000 thousand with maturity date of 01 July 2011.The deposit bears market interest rate. The
outstanding amount of this deposit as of 31 December 2010 is AZN 4,000 thousand.

An analysis by credit quality of amounts due from other banks outstanding at 31 December 2010 is as
follows:

Short-term placements
In thousands of Azerbaijani Manats with other banks

Neither past due nor impaired
- Rated Azerbaijani banks:
Fitch/B- with a stable outlook 7,023

Total due from other banks 7,023

Management of the Bank did not determine any objective evidence of impairment of the balances due
from other banks and therefore, no provision for impairment was recorded at 31 December 2010 or 31
December 2009.

Amounts due from other banks are not collateralised. An analysis by credit quality of amounts due from
other banks outstanding at 31 December 2009 is as follows:

Short-term placements
In thousands of Azerbaijani Manats with other banks

Neither past due nor impaired
- Rated Azerbaijani banks:

Fitch/B- with a negative outlook 4,088
Fitch/B+ with a stable outlook 1,635
Fitch/B- with a stable outlook 20
Other unrated Azerbaijani banks 4,085
Total due from other banks 9,828

Interest rate analysis of due from other banks is disclosed in Note 25. Refer to Note 28 for the estimated
fair value of each class of amounts due from other banks. Information on related party balances is
disclosed in Note 30.
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9 Loans and Advances to Customers
31 December 31 December
In thousands of Azerbaijani Manats 2010 2009
Micro loans (up to AZN 16,000) 142,718 125,182
Small and medium enterprises loans (“SME loans” — over AZN 16,000) 108,477 98,426
Retail loans to salaried individuals 17,275 11,651
Staff loans 5,350 5,016
Less: Provision for loan impairment (7,635) (6,594)
Total loans and advances to customers 266,185 233,681
The movements in the provision for loan impairment during 2010 are as follows:
Micro SME Retail Staff Total
loans loans loans to loans
salaried
In thousands of Azerbaijani Manats individuals
Provision for loan impairment at 1 January 2010 2,918 3,250 330 96 6,594
Provision for impairment during the year 1,318 590 147 12 2,067
Amounts written-off during the year as uncollectible (280) (1,048) (47) - (1,375
Recovery of previously written-off loans 21 323 5 - 349
Provision for loan impairment at 31 December 2010 3,977 3,115 435 108 7,635
The movements in the provision for loan impairment during 2009 are as follows:
Micro SME Retail Staff Total
loans loans loans to loans
salaried
In thousands of Azerbaijani Manats individuals
Provision for loan impairment at 1 January 2009 1,713 1,966 352 85 4,116
Provision for impairment during the year 1,250 1,284 54 11 2,599
Amounts written-off during the year as uncollectible (68) - (76) - (144)
Recovery of previously written-off loans 23 - - - 23
Provision for loan impairment at 31 December 2009 2,918 3,250 330 96 6,594
Economic sector risk concentrations within the customer loan portfolio are as follows:
31 December 2010 31 December 2009
In thousands of Azerbaijani Manats Amount % Amount %
Trade 146,339 53.4 132,936 55.3
Service 44,054 16.1 35,288 147
Agriculture 37,124 13.6 27,411 11.4
Household 22,707 8.3 16,659 6.9
Manufacturing 16,882 6.2 18,692 7.8
Transportation 6,714 2.4 9,289 3.9
Total loans and advances to
customers (before impairment) 273,820 100 240,275 100.0
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9 Loans and Advances to Customers (continued)

At 31 December 2010, the Bank had 14 borrowers (31 December 2009: 11 borrowers) with aggregated
loan amounts above AZN 500 thousand. The total aggregate amount of these loans was AZN 10,672
thousand (31 December 2009: AZN 8,631 thousand) or 3.9% (31 December 2009: 3.6%) of the gross
loan portfolio. The Bank is concentrated in agricultural, and micro and small business lending. The largest
loan exposure to a single customer as at 31 December 2010 was the outstanding amount of loan to a
local company in the amount of AZN 1,099 thousand (31 December 2009: AZN 1,526 thousand).

Information about collateral at 31 December 2010 is as follows:

Micro loans SME  Retail loans Staff Total
loans to salaried loans

In thousands of Azerbaijani Manats individuals
Unsecured loans - - - 707 707
Loans collateralised by:
- real estate 10,856 92,372 68 4,564 107,860
- vehicle 1,492 690 723 10 2,915
- inventory and equipment 130,303 14,637 7,190 10 152,140
- other assets 67 778 9,294 59 10,198
Total loans and advances to

customers 142,718 108,477 17,275 5,350 273,820

Information about collateral at 31 December 2009 is as follows:

Micro loans SME Retail loans Staff Total
Loans to salaried loans

In thousands of Azerbaijani Manats individuals
Unsecured loans - - - 543 543
Loans collateralised by:
- real estate 7,920 81,864 49 4,459 94,292
- vehicle 1,815 466 720 14 3,015
- inventory and equipment 115,414 14,405 10,632 - 140,451
- other assets 33 1,691 250 - 1,974
Total loans and advances to

customers 125,182 98,426 11,651 5,016 240,275

Other assets pledged as collateral mainly include furniture, fixture and gold. The disclosure above
represents the carrying value of the loan based on the assets taken as collateral.
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9 Loans and Advances to Customers (continued)

An analysis by credit quality of loans outstanding at 31 December 2010 is as follows:

Micro SME Retail loans Staff Total
loans loans to salaried loans

In thousands of Azerbaijani Manats individuals
Total current and not impaired 140,414 106,506 17,160 5,344 269,424
Past due but not impaired
- less than 7 days overdue and/or

restructured loans 571 806 8 - 1,385
Total past due but not impaired 571 806 8 - 1,385
Loans individually determined to

be impaired (gross)
- 8to 30 days overdue and/or

restructured loans 582 157 52 - 791
- 30 to 90 days overdue and/or

restructured loans 194 195 15 - 404
- over 90 days overdue and/or

restructured loans 957 813 40 6 1,816
Total individually impaired loans

(gross) 1,733 1,165 107 6 3,011
Gross carrying value of loans 142,718 108,477 17,275 5,350 273,820
Less impairment provisions (3,977) (3,115) (435) (108) (7,635)
Total loans and advances to

customers 138,741 105,362 16,840 5,242 266,185
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9 Loans and Advances to Customers (continued)

An analysis by credit quality of loans outstanding at 31 December 2009 is as follows:

Micro SME Retail loans Staff Total

In thousands of Azerbaijani loans loans to salaried loans

Manats individuals
Total current and not impaired 124,377 96,122 11,510 5,016 237,025
Past due but not impaired
- less than 7 days overdue and/or

restructured loans 173 793 13 - 979
Total past due but not impaired 173 793 13 - 979
Loans individually determined to

be impaired (gross)
- 8 to 30 days overdue and/or

restructured loans 178 121 89 - 388
- 30 to 90 days overdue and/or

restructured loans 98 33 8 - 139
- over 90 days overdue and/or

restructured loans 356 1,357 31 - 1,744
Total individually impaired

loans (gross) 632 1,511 128 - 2,271
Gross carrying value of loans 125,182 98,426 11,651 5,016 240,275
Less impairment provisions (2,918) (3,250) (330) (96) (6,594)
Total loans and advances to

customers 122,264 95,176 11,321 4,920 233,681

Past due but not impaired loans primarily include collateralised loans where the fair value of collateral
covers the overdue interest and principal repayments. The amount reported as past due but not impaired
is the whole balance of such loans, not only the individual instalments that are past due.

The Bank applied the portfolio provisioning methodology prescribed by IAS 39, Financial Instruments:
Recognition and Measurement, and created portfolio provisions for impairment losses that were incurred
but have not been specifically identified with any individual loan by the end of the reporting period. The
Bank’s policy is to classify each loan as ‘current and not impaired’ until a specific objective evidence of
impairment of the loan is identified. The impairment provisions may exceed the total gross amount of
individually impaired loans as a result of this policy and the portfolio impairment methodology.

The primary factors that the Bank considers in determining whether a loan is impaired are its overdue
status and realisability of related collateral, if any. As a result, the Bank presents above an ageing
analysis of loans that are individually determined to be impaired.
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9 Loans and Advances to Customers (continued)

The fair value of collateral in respect of loans past due but not impaired and in respect of loans
individually determined to be impaired at 31 December 2010 was as follows:

Micro loans SME loans Retail loans to Total
salaried
In thousands of Azerbaijani Manats individuals
Fair value of collateral - loan past
due but not impaired
- real estate 116 2,897 - 3,013
- vehicle - - - -
- inventory and equipment 733 799 3 1,535
Fair value of collateral - individually
impaired loans
- real estate 621 3,853 - 4,474
- vehicle 47 62 19 128
- inventory and equipment 5,295 319 198 5,812
Total 6,812 7,930 220 14,962

The fair value of collateral in respect of loans past due but not impaired and in respect of loans
individually determined to be impaired at 31 December 2009 was as follows:

Micro SME Retail loans Total
loans loans to salaried
In thousands of Azerbaijani Manats individuals
Fair value of collateral - loan past
due but not impaired
- real estate 37 1,845 - 1,882
- vehicle 19 - - 19
- inventory and equipment 582 748 27 1,357
Fair value of collateral - individually
impaired loans
- real estate 84 3,215 - 3,299
- vehicle 103 62 - 165
- inventory and equipment 1,800 733 280 2,813
Total 2,625 6,603 307 9,535

Refer to Note 28 for the estimated fair value of each class of loans and advances to customers. Interest
rate analysis of loans and advances to customers is disclosed in Note 25, Information on related party
balances is disclosed in Note 30.
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10 Investment Properties

In thousands of Azerbaijani Manats 2010 2009
Investment properties at cost at the beginning of the year - -
Investment properties acquired during the year 21,708 -
Investment properties at cost at the end of the year 21,708 -

As at 31 December 2010, the carrying value of investment property approximated its fair value.

The Bank purchased this premises on 5 November 2010. The Bank intends to use this premises in the
future for its own needs as head office. Starting from 1 December 2010 the Bank took over the right to
lease out 5,058 square metres of this premises.

The rental income on investment property in 2010 amounted to AZN 68 thousand and is included in other
operating income.
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11  Property, Equipment and Intangible Assets

Computer  Furniture  Motor Premises and Total Computer Total
and office vehicles leasehold property  software

In thousands of equipment improvement and licences

Azerbaijani Manats equipment
Cost at 1 January 2009 1,088 2,326 238 4,136 7,788 1,059 8,847
Accumulated depreciation

/ amortisation (500) (1,020) (103) (2,038) (2,661) (82) (2,743)
Carrying amount at

1 January 2009 588 1,306 135 3,098 5,127 977 6,104
Additions 353 1,588 93 1,339 3,373 1,489 4,862
Disposals - (136) 9) (637) (782) - (782)
Accumulated depreciation

[ amortisation of

disposals - 50 9 637 696 - 696
Depreciation / amortisation

charge (255) (612) (65) (359) (1,291) (472)  (1,763)
Carrying amount at

31 December 2009 686 2,196 163 4,078 7,123 1,994 9,117
Cost at 31 December 2009 1,441 3,778 322 4,838 10,379 2,548 12,927
Accumulated depreciation

/ amortisation (755) (1,582) (159) (760) (3,256) (554)  (3,810)
Carrying amount at

31 December 2009 686 2,196 163 4,078 7,123 1,994 9,117
Additions 626 1,068 183 2,252 4,129 221 4,350
Disposals (61) (55) - - (116) 1) (117)
Transfers 33 9 - - 42 (42) -
Accumulated depreciation

/ amortisation of

disposals 54 34 - - 88 1 89
Depreciation / amortisation

charge (369) (898) 97) (520) (1,884) (558) (2,442)
Carrying amount at 31

December 2010 969 2,354 249 5,810 9,382 1,615 10,997
Cost at 31 December 2010 2,039 4,800 505 7,090 14,434 2,726 17,160
Accumulated depreciation

/ amortisation (1,070) (2,446) (256) (1,280) (5,052) (1,111) (6,163)
Carrying amount at 31

December 2010 969 2,354 249 5,810 9,382 1,615 10,997
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12 Other Financial Assets

In thousands of Azerbaijani Manats

31 December 2010 31 December 2009

Settlements with money transfer systems 126 180
Settlements with plastic cards 83 69
Other 318 40
Total other financial assets 527 289
Analysis by credit quality of other financial assets outstanding at 31 December 2010 is as follows:
Settlements with  Settlements with Other Total
money transfer plastic cards
In thousands of Azerbaijani Manats systems
Neither past due nor impaired
- Collected or settled after the end of
the reporting period 126 83 318 527
Total neither past due nor impaired 126 83 318 527
Analysis by credit quality of other financial assets outstanding at 31 December 2009 was as follows:
Settlements with ~ Settlements with Other Total
money transfer plastic cards
In thousands of Azerbaijani Manats systems
Neither past due nor impaired
- Collected or settled after the end of
the reporting period 180 69 40 289
Total neither past due nor impaired 180 69 40 289

The primary factors that the Bank considers in determining whether the other financial asset is impaired
are its overdue status and realisation ability of related collateral, if any. As a result, the Bank presents
above an ageing analysis of other financial assets that are individually determined to be impaired. Neither
past due nor impaired, but renegotiated balances represent the carrying amount of other financial asset
that would otherwise be past due or impaired whose terms have been renegotiated.

Refer to Note 28 for the disclosure of the fair value of each class of other financial assets. Information on

related party balances is disclosed in Note 30.
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13 Other Assets

31 December

31 December

In thousands of Azerbaijani Manats 2010 2009
Advances for purchase of intangible assets and equipment 496 732
Prepaid expenses 356 265
Prepayments for operating lease agreement 102 -
Other 362 -
Total other assets 1,316 997
Current 718 265
Non-current 598 732

14 Customer Accounts

31 December

31 December

In thousands of Azerbaijani Manats 2010 2009
Public organisations
- Term deposits 6,173 3,003
Other legal entities
- Current/settlement accounts 5,027 2,651
- Term deposits 26,228 10,575
Individuals
- Current/demand accounts 10,649 6,265
- Term deposits 78,594 42,505
Total customer accounts 126,671 64,999
Economic sector concentrations within customer accounts are as follows:

31 December 2010 31 December 2009
In thousands of Azerbaijani Manats % Amount %
Individuals 70.5 48,770 75.0
Insurance and other financial services 22.3 10,610 16.3
Public organisations 4.8 3,003 4.6
Trade, services, manufacturing 2.4 2,616 4.1
Total customer accounts 100 64,999 100

At 31 December 2010, the Bank had 97 active customers (31 December 2009: 51 customers) with
balances above AZN 150 thousand. The aggregate balance of these customers was AZN 59,737
thousand (31 December 2009: AZN 32,709 thousand) or 47% (31 December 2009: 50%) of total

customer accounts.

Refer to Note 28 for the disclosure of the fair value of each class of customer accounts. Interest rate
analysis of customer accounts is disclosed in Note 25. Information on related party balances is disclosed

in Note 30.
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15 Other Borrowed Funds

31 December 31 December
In thousands of Azerbaijani Manats 2010 2009
European Bank for Reconstruction and Development 20,698 22,317
Developing World Markets Securitizations S.A. - MFBA BOND 1 20,568 20,606
Kreditanstalt fur Wiederaufbau 18,291 19,335
International Finance Corporation 12,263 13,847
Pettelaar Effectenbewaarbedrijf N.V 10,078 11,573
Blue Orchard Loan for Development 9,636 9,697
Triodos Custody B.V (custodian of Triodos Fair Share Fund) 8,341 9,993
Global Microfinance Facility 8,112 8,165
Microfinance Enhancement Facility — Cyrano 6,018 -
Bank im Bistum Essen 5,697 5,720
OPEC Fund for International Development 5,310 2,235
MINLAM Microfinance Offshore Master Fund LP 4,124 4,110
Swiss Investment Fund for Emerging markets 3,663 4,914
Impulse Microfinance Investment Fund 3,645 4,068
Dexia Micro Credit Fund 2,876 6,608
Microfinance Loan Obligations S.A. - Compartment Local 2,450 2,467
Developing World Markets SCA — SICAV SIF 2,404 -
VDK Spaarbank N.V. 2,389 4,836
Black Sea Trade and Development Bank 1,789 2,521
Developing World Markets Securitizations S.A — SNS Microfinance Fund 1,604 1,611
Dual Return Find S.I.C.A.V. 1,251 1,259
OikoCredit Ecumenical Development Cooperative Society U.A. 882 1,812
Finethic Microfinance Fund 798 841
Asian Development Bank 517 1,305
Vantage Mutual Fund 288 274
Global Commercial Microfinance Consortium, LTD - 3,207
Triple Jump B.V. - 2,486
ReponsAbility S.I.C.A.V. - 2,095
EMF Microfinance AgmvK - 1,218
Total term borrowings 153,692 169,120

On 12 March 2009 the Bank signed a loan agreement with the International Development Fund of OPEC
in the amount USD 5,000 thousand. The Bank received this loan on 27 May 2010. Principal amount is to
be repaid in semi-annual instalments starting on 27 May 2012 and ending on 27 May 2013. Interest is
paid in semi-annual instalments starting from 27 November 2010. At 31 December 2010, the balance of
borrowing under this facility was USD 4,985 thousand or AZN 3,978 thousand.

On 8 December 2009 the Bank signed a loan agreement with the European Bank for Reconstruction and
Development in the amount AZN equivalent of USD 10,000 thousand. The Bank received this loan in two
tranches in the amount of USD 5,000 thousand each on 7 April 2010 and 7 August 2010. Principal
amount is to be repaid in semi-annual instalments starting on 7 February 2011 and ending on 7 April
2014. Interest is paid in semi-annual instalments starting from 7 October 2010. At 31 December 2010, the
balance of borrowing under this facility was AZN 8,238 thousand.

On 20 August 2010 the Bank signed a loan agreement with Microfinance Enhancement Facility SA,
SICAV - SIF in the amount USD 7,500 thousand. Principal amount is to be repaid on 30 August 2013.
Interest is paid in semi-annual instalments starting from 31 January 2011. At 31 December 2010, the
balance of borrowing from Microfinance Enhancement Facility SA, SICAV - SIF was USD 7,542 thousand
or AZN 6,018 thousand.

On 8 November 2010 the Bank signed a loan agreement with the Developing World Markets SCA —
SICAV SIF in the amount of AZN equivalent of USD 3,000 thousand. Principal amount is to be repaid on
30 November 2012. Interest is paid in quarterly instalments starting from 28 February 2011. At 31
December 2010, the balance of borrowing from Developing World Markets SCA — SICAV SIF was AZN
2,404 thousand.
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15 Other Borrowed Funds (continued)
All the above loans as well as the loans granted in earlier years bear market interest rates.

The Bank is obliged to comply with certain financial covenants stipulated by the aforementioned
borrowing agreements. At 31 December 2010, management believes that the Bank was in compliance
with those covenants.

Refer to Note 28 for disclosure of the fair value of each class of other borrowed funds. Interest rate
analysis of other borrowed funds is disclosed in Note 25. Information on related party balances is
disclosed in Note 30.

16 Other Financial Liabilities

Other financial liabilities comprise the following:

In thousands of Azerbaijani Manats 31 December 2010 31 December 2009
Accrued staff cost 2,140 1,661
Accrued expenses 259 176
Settlements with money transfer systems 157 136
Other 210 134
Total other financial liabilities 2,766 2,107

Refer to Note 28 for disclosure of the fair value of each class of other financial liabilities.
17 Subordinated Debt

On 2 July 2007 the Bank signed a subordinated loan agreement with Deutsche Bank Aktiengesellschaft
(registered in Germany) for USD 10,211 thousand. The loan bears market interest rate. Principal is to be
repaid on maturity, which is 31 December 2014. Interest is paid quarterly, starting from 31 August 2007.
The debt ranks after all other creditors in case of liquidation. The Bank is obliged to comply with certain
financial covenants stipulated by the aforementioned borrowing agreement. At 31 December 2010,
management believes that the Bank was in compliance with those covenants. At 31 December 2010, the
balance of the borrowing under this facility was USD 10,252 thousand or AZN 8,180 thousand (31
December 2009: USD 10,223 thousand or AZN 8,222 thousand).

Refer to Note 28 for the disclosure of the fair value of subordinated debt. Interest rate analysis of
subordinated debt is disclosed in Note 25. Information on related party balances is disclosed in Note 30.
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18 Share Capital

Number of Ordinary Total

In thousands of Azerbaijani Manats outstanding shares
except for number of shares shares

At 1 January 2009 20,000 20,000 20,000
New shares issued - - -
At 1 January 2010 20,000 20,000 20,000
Increase in nominal value of shares - 21,800 21,800
At 31 December 2010 20,000 41,800 41,800

The total authorised number of shares is 20,000 thousand shares (31 December 2009: 20,000 thousand)
with a par value of AZN 2.09 per share (31 December 2009: AZN 1 per share). All issued ordinary shares
are fully paid. Each share carries one vote. The Bank did not issue any new shares in year ending 31
December 2010, however, funds amounting AZN 21,800 thousand were transferred from retained
earnings to Share Capital which increased the nominal value of the shares.

As at 31 December 2010 and 2009, the following shareholders owned the issued shares of the Bank:

31 December 2010,

31 December 2009,

Owners % of shareholding % of shareholding
International Finance Corporation 20.00 20.00
Black Sea Trade and Development Bank 20.00 20.00
Kreditanstalt fir Wiederaufbau 20.00 20.00
European Bank for Reconstruction and

Development 20.00 20.00
Access Microfinance Holding AG 16.53 16.53
LFS Financial Systems GmbH 3.47 3.47
Total 100.0 100.0
19 Interest Income and Expense
In thousands of Azerbaijani Manats 2010 2009
Interest income
Loans and advances to customers 86,861 66,647
Due from other banks 815 1,507
Investment securities available for sale 27 44
Total interest income 87,703 68,198
Interest expense
Other borrowed funds 14,163 13,411
Customer accounts 10,491 4,231
Subordinated debt 935 933
Term placements of other banks - 158
Total interest expense 25,589 18,733
Net interest income 62,114 49,465
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20 Fee and Commission Income and Expense

In thousands of Azerbaijani Manats 2010 2009
Fee and commission income

- Settlement transactions 351 251
- Commission from plastic cards 280 180
- Commission income on purchase or sale of foreign currency 253 147
- Cash collection 185 132
- Guarantees issued 35 40
- Other 25 17
Total fee and commission income 1,129 767
Fee and commission expense

- Plastic cards 101 88
- Settlement transactions 57 35
- Cash transactions 2 43
- Other 15 5
Total fee and commission expense 175 171
Net fee and commission income 954 596
21  Administrative and Other Operating Expenses

In thousands of Azerbaijani Manats Note 2010 2009
Staff costs 21,013 16,595
Advertising and marketing services 2,150 1,817
Depreciation of property and equipment 11 1,884 1,291
Printing, stationery and office supplies 1,698 1,314
Rent on office premises 1,384 1,245
Repair and maintenance 1,258 1,158
Service and membership fees 1,154 800
Security services 1,132 936
Communication 803 779
Software program support expense 717 525
Amortisation of software 11 558 472
Business travel expense 226 152
Utilities 182 134
Deposit Insurance Fund fees 144 110
Other 1,094 551
Total administrative and other operating expenses 35,397 27,879

Included in staff costs are social security contributions of AZN 3,524 thousand (2009: AZN 2,915

thousand).
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22 Income Taxes

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

In thousands of Azerbaijani Manats 2010 2009
Current tax expense 130 8
Deferred tax credit (51) (12)
Income tax charge / (credit) for the year 79 (4)

The income tax rate applicable to the majority of the Bank’s income during the year ended 31 December
2010 is 20% (22% in 2009). The reconciliation between the expected and the actual taxation charge is
provided below.

In thousands of Azerbaijani Manats 2010 2009
Profit before tax 26,249 19,982
Theoretical tax charge at statutory rate (20/22%) 5,250 4,396
Tax effect of permanent differences 29 106
Current income tax liability not accrued due to three-year tax holiday (5,200) (4,786)
Reversal of tax effect of temporary differences due to three-year tax holiday - 280
Income tax charge / (credit) for the year 79 4)

On 14 November 2008, a new law on “Stimulation of Increasing the Capitalization of Banks, Insurance
and Reinsurance Companies” was enacted. According to the law the profit tax rate for banks, insurance
and reinsurance companies is reduced to 0% for three fiscal years from 1 January 2009, for the portion of
the profit which is transferred to the registered share capital. As management intended to transfer AZN
26,000 thousand of 2010 profit to registered share capital (2009: AZN 21,800 thousand) management
accrued AZN 130 in current income tax liability for the remaining portion of profit which will not be
transferred to registered share capital.

On 19 June 2009, the Republic of Azerbaijan reduced the standard corporate income tax rate from 22%
to 20% with effect from 1 January 2010.

Differences between IFRS and statutory taxation regulations in Azerbaijan give rise to temporary
differences between the carrying amount of assets and liabilities for financial reporting purposes and their
tax bases. The tax effect of the movements in these temporary differences is detailed below:

1 January Credited to 31 December
In thousands of Azerbaijani Manats 2010 profit or loss 2010
Tax effect of deductible temporary differences
Property, equipment and intangible assets - 51 51
Net deferred tax asset - 51 51
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22 Income Taxes (continued)

1 January Credited/ 31 December
2009 (charged) to 2009
In thousands of Azerbaijani Manats profit or loss
Tax effect of deductible/(taxable) temporary
differences
Property, equipment and intangible assets (18) 18 -
Other liabilities 6 (6) -
Net deferred tax asset / (liability) (12) 12 -

23  Earnings per Share

Basic earnings/(loss) per share are calculated by dividing the profit or loss attributable to equity holders of
the Bank by the weighted average number of ordinary shares in issue during the year, excluding treasury
shares.

The Bank has no dilutive potential ordinary shares; therefore, the diluted earnings per share equal the
basic earnings per share. Earnings per share are calculated as follows:

In thousands of Azerbaijani Manats except for number of shares 2010 2009
Profit for the year attributable to ordinary shareholders 26,170 19,986
Weighted average number of ordinary shares in issue (thousands) 20,000 20,000

Basic and diluted profit per ordinary share (expressed in
AZN per share) 1.31 0.99

24 Segment Information

The chief operating decision maker, the Management Board, reviews the Bank’s internal reporting which
primarily comprise the information prepared for IFRS reporting purposes in order to assess performance
and allocate resources. The operating segments have been determined based on these reports as

follows:

e Micro — Loans up to AZN 8 thousand issued to entrepreneurs and farmers;

e Trust — Loans between AZN 8 thousand and AZN 16 thousand issued to entrepreneurs and
farmers;

e SME - Loans above AZN 16 thousand issued to entrepreneurs and small and medium
enterprises for corporate purposes;

e Retail — Consumer loans issued to salaried individuals and attracted deposits and bank
transaction business; and

¢ Staff Loans — Loans issued to employees of the Bank.

For the purposes of these financial statements the Bank aggregated Micro loans with Trust loans and
called this reportable segment as “Micro”; and aggregated Retail with Staff Loans and called this
reportable segment as “Retail”. The aggregations were done in accordance with the qualitative and
qualitative aggregation requirements as set out in IFRS 8.
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24  Segment Information (continued)

The Management Board assesses the performance of the operating segments based on a measure of
adjusted profit before income tax. This measurement basis excludes the effect of certain expenses from
the operating segments as disclosed in the relevant reconciliation below. Other information provided to
the Management Board is measured in a manner consistent with that in these financial statements,
except for the items presented in the relevant reconciliation below. The reconciling items are managed at

the Bank level and are not allocated to the segments for management and/or reporting purposes.

Segment information for the reportable segments of the Bank for the years ended 31 December 2010 and

31 December 2009 is set out below:

In thousands of Azerbaijani Manats Micro SME Retail Total
Year ended 31 December 2010

External revenues:

- Interest income 54,393 25,601 6,631 86,625
- Fee and commission income 1,129 1,129
- Other operating income 902 902
Revenue from external customers 54,393 25,601 8,662 88,656
External expenses:

- Interest expense 13,360 10,118 2,111 25,589
- Fee and commission expense 175 175
- Provision for loan impairment 1,288 622 157 2,067
Expense from external customers 14,648 10,740 2,443 27,831
Adjusted profit before non-segment income,

administrative and other expense and income

tax 39,745 14,861 6,219 60,825
Total assets reported 138,741 105,362 22,082 266,185
Year ended 31 December 2009

External revenues:

- Interest income 40,250 21,706 4,611 66,567
- Fee and commission income - - 767 767
- Other operating income - - 399 399
Revenue from external customers 40,250 21,706 5,777 67,733
External expenses:

- Interest expense 9,760 7,674 1,299 18,733
- Fee and commission expense - - 171 171
- Provision for loan impairment 1,250 1,284 65 2,599
Expense from external customers 11,010 8,958 1,535 21,503
Adjusted profit before non-segment income,

administrative and other expense and income

tax 29,240 12,748 4,242 46,230
Total assets reported 122,264 95,176 16,241 233,681

37



AccessBank CJSC
Notes to the Financial Statements — 31 December 2010

24  Segment Information (continued)

A reconciliation of adjusted profit before income tax to total profit before income tax is provided as follows:

Year ended Year ended
In thousands of Azerbaijan Manats 31 December 2010 31 December 2009
Adjusted profit before non-segment income,
administrative and other expense and income tax 60,825 46,230
Non-segment interest income 1,078 1,631
Impairment loss on property, plant and equipment 257 -
Administrative and other operating expenses 35,397 27,879
Profit before income tax 26,249 19,982

Reportable segments’ assets are reconciled to total assets as follows:

In thousands of Azerbaijan Manats 31 December 2010 31 December 2009
Total segment assets (loans and advances to customers) 266,185 233,681
Cash and cash equivalents 57,805 46,567
Mandatory cash balances with CBAR 371 253
Investment securities available for sale 40 40
Due from other banks 7,023 9,828
Investment properties 21,708 -
Property, plant and equipment 9,382 7,123
Intangible assets 1,615 1,994
Deferred income tax asset 51 -
Other financial assets 527 289
Other assets 1,316 997
Total assets per statement of financial position 366,023 300,772

The above segment information is prepared in USD and then converted into AZN for the purposes of
these financial statements. The balance sheet items are translated using the official exchange rate as of
the reporting date. Management believes that, the exchange rates used to translate income and
expenses approximate the exchange rates at the date of respective transactions.

As all of the Bank’s operations are carried out in Azerbaijan, the Bank does not provide geographical
information regarding its segments.

The Bank does not have any major customer that it relies on as prescribed in IFRS 8. Therefore, the
Bank does not provide additional information on major customers.

25 Financial Risk Management

The Bank has exposure to financial risks which include credit, liquidity, market and operational risks. The
taking of risk is integral to the Bank’s business. The Bank’s risk management function’s aim is to achieve
an appropriate balance between risk and return and to minimise potential adverse effects on the Bank’s
financial performance.

Risk Management Framework. The Management Board is the primary body responsible for the risk
management function in the Bank. The risk management function is carried out in respect of financial
risks (credit, market, and liquidity risks) and operational risks. Financial risk comprises market risk
(including currency risk, interest rate risk and other price risk), credit risk and liquidity risk. The primary
objectives of the financial risk management function of the Management Board are to establish risk limits
and then ensure that exposure to risks stays within these limits. The Management Board is also
responsible for ensuring an appropriate balance is established between risk and return, whilst minimizing
any potential adverse effects on the Bank’s financial performance. The operational and legal risk
management functions are intended to ensure proper functioning of internal policies and procedures to
minimise operational and legal risks.
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25  Financial Risk Management (continued)

The Bank’s risk management methodology, policies and assessment procedures are designed to identify,
analyse, mitigate and manage the risks faced by the Bank. This is accomplished through setting of
appropriate risk limits and controls, whilst ensuring suitable monitoring of risk levels and compliance with
the limits and procedures on an ongoing basis. The risk management policies and procedures are
reviewed regularly to reflect changes in market conditions, and new products and services offered. This is
to ensure that “best practices” are implemented in the Bank.

Risk Management Bodies and Governance. Risk management policies and processes around the
assessment, approval, monitoring and control of risks are performed by a number of specialized bodies
within the Bank, including committees and departments which comply with the requirement of the
respective Azerbaijani laws, the CBAR regulations and industry best practices.

The Supervisory Board has overall responsibility for the oversight of the risk management framework.
This includes the management of key risks, along with the review and approval of risk management
policies and key risk limits such as large exposures, economic and product sector limits. It also delegates
certain risk supervision authority levels to the Management Board, the Risk Management Committee, the
Credit Committee, and the Asset and Liability Committee (“ALCO”").

Overall roles and responsibilities for the risk management framework are shown below:

Responsibility area Decision-making body Executive Management
Preparation of policies and procedures Management Board-level Risk

regarding Risk management Management Committee

Market and liquidity risk ALCO Treasury

Credit, country, concentration risk Risk Committee Credit Department
Operational risks Management Board Bank’s Departments
Strategic and organisational risk Supervisory Board Management Board

In May 2010 the bank introduced a position of branch control officer on a pilot basis, dedicated full-time to
performing control functions aimed at reducing credit and operational risks. Management intends to
expand the appointment of branch control officers to all of its large branches.

Credit risk. The Bank takes on exposure to credit risk, which is the risk that one party to a financial
instrument will cause a financial loss for the other party by failing to discharge an obligation. An exposure
to credit risk arises as a result of the Bank’s lending and other transactions with counterparties giving rise
to financial assets including likelihood that borrower or counterparty fails to meet their obligations in
accordance with agreed terms.

The Bank’s maximum exposure to credit risk is reflected in the carrying amounts of financial assets on the
statement of financial position. For guarantees and commitments to extend credit, the maximum exposure
to credit risk is the amount of the commitment. Refer to Note 27. The credit risk is mitigated by collateral
and other credit enhancements as disclosed in Note 9.

The principal credit risk management methods used is described in the formal Credit Policy adopted and
implemented by the Bank. These include the setting of limits and the diversification of the credit portfolio
based upon defined criterion (such as industry, duration, related persons, region, etc.). Credits will also
be classified at initiation and throughout the life of the loan based upon a risk level determined using best
practice rating systems. Such tools will also be used to establish appropriate provisions for potential
losses as necessary. All restrictions and norms issued by the CBAR, related to lending operations, have
also been carefully considered and embedded into the Bank’s Credit Policy.

The Bank also structures the levels of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or borrowers, and to geographical and industry segments. The limits
on the level of credit risk by product and industry sector are approved regularly by management. Such
risks are monitored on a revolving basis and subject to an annual or more frequent review.
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The general credit risk approval structure, for corporate legal entities, private individuals and financial
organisations, is as follows:

For secured loans:

- The Supervisory Board reviews and approves limits above 3% of the total statutory equity up to a
maximum limit of 20% of the total statutory equity for all loans and meets on a regular basis;

- The Credit Committee reviews and approves all limits below 3% of the total statutory equity. The
Credit Committee meets on a regular basis.

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

The Bank uses formalised internal credit ratings to monitor exposures to credit risk. The Bank’s credit
department reviews ageing analysis of outstanding loans and follows up on past due balances.
Management therefore considers it appropriate to provide ageing and other information about credit risk
as disclosed in Notes 8 and 9.

Credit risk for off-balance sheet financial instruments is defined as the possibility of sustaining a loss as a
result of another party to a financial instrument failing to perform in accordance with the terms of the
contract. The Bank uses the same credit policies in assuming conditional obligations as it does for on-
balance sheet financial instruments, through established credit approvals, risk control limits and
monitoring procedures.

Market risk. The Bank takes on exposure to market risks. Market risks arise from open positions in
(a) currency, (b) interest rate and (c) equity products, all of which are exposed to general and specific
market movements. Management sets limits on the value of risk that may be accepted, which is
monitored on a daily basis. However, the use of this approach does not prevent losses outside of these
limits in the event of more significant market movements.

Currency risk. The Bank is exposed to the effects of fluctuations in the prevailing local/foreign currency
exchange rates on its financial position. Currency risk is the risk that movements in foreign exchange
rates will affect the Bank’s income or the value of its portfolios of financial instruments.

The Bank uses every effort to match its assets and liabilities by currency. Exposure to foreign exchange
risks faced by the Bank are also limited by the CBAR normative requirements, which place a 10% of
capital limit on open positions in any single foreign currency and a 20% open limit on all foreign
currencies.
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In respect of currency risk, management sets limits on the level of exposure by currency and in total for
both overnight and intra-day positions, which are monitored daily.

The table below summarises the Bank’s exposure to foreign currency exchange rate risk at the end of the
reporting period:

At 31 December 2010 At 31 December 2009

Monetary Monetary Net Monetary Monetary Net

In thousands of financial financial position financial financial position
Azerbaijani Manats assets liabilities assets liabilities

Azerbaijani Manats 140,882 98,801 42,081 89,678 44,420 45,258
US Dollars 188,068 188,177 (109) 198,745 199,029 (284)
Euros 2,902 4,315 (1,413) 2,011 3,996 (1,985)
Other 99 16 83 224 8 216
Total 331,951 291,309 40,642 290,658 247,453 43,205

The following table presents sensitivities of profit or loss and equity to reasonably possible changes in
exchange rates applied at the end of the reporting period, with all other variables held constant:

At 31 December 2010 At 31 December 2009
In thousands of Azerbaijani Manats Impact on profit or loss Impact on profit or loss
US Dollar strengthening by 10% (11) (28)
US Dollar weakening by 10% 11 28
Euro strengthening by 10% (141) (199)
Euro weakening by 10% 141 199

All investment securities available for sale as at 31 December 2010 and 31 December 2009 were
denominated in AZN, therefore, any reasonable possible change in exchange rates would not have any
impact on equity.

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

Interest rate risk. The Bank takes on exposure to the effects of fluctuations in the prevailing levels of
market interest rates on its financial position and cash flows. Interest margins may increase as a result of
such changes but may reduce or create losses in the event that unexpected movements arise.
Management monitors on a daily basis and sets limits on the level of mismatch of interest rate repricing
that may be undertaken.
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The table below summarises the Bank’'s exposure to interest rate risks. The table presents the
aggregated amounts of the Bank’s financial assets and liabilities at carrying amounts, categorised by the
earlier of contractual interest re-pricing or maturity dates.

Demand and From 1to From 6 to More than Total
less than 6 months 12 months 1year

In thousands of Azerbaijani Manats 1 month
31 December 2010
Total financial assets 75,865 105,234 81,491 69,361 331,951
Total financial liabilities 22,733 79,876 71,983 116,717 291,309
Net interest sensitivity gap at 31

December 2010 53,132 25,358 9,508 (47,356) 40,642
31 December 2009
Total financial assets 67,880 92,737 69,241 60,800 290,658
Total financial liabilities 17,535 74,440 37,643 117,835 247,453
Net interest sensitivity gap at 31

December 2009 50,345 18,297 31,598 (57,035) 43,205

At 31 December 2010, if interest rates at that date had been 100 basis points lower (2009: 100 basis
points lower) with all other variables held constant, profit for the year would have been AZN 621
thousand (2009: AZN 495 thousand) higher, mainly as a result of lower interest expense on variable
interest liabilities. The impact of a reasonably possible shift in market interest rates on components of
equity, other than due to the effects of the change in profit on retained earnings, would not be significant.

If interest rates had been 100 basis points higher (2009: 100 basis points higher), with all other variables
held constant, profit would have been AZN 621 thousand (2009: AZN 495 thousand) lower, mainly as a
result of higher interest expense on variable interest liabilities. The impact of a reasonably possible shift in
market interest rates on components of equity, other than due to the effects of the change in profit on
retained earnings, would not be significant.

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

31 December 2010 31 December 2009

In % p.a. AZN USD EUR AZN USD EUR
Assets
Due from other banks 9.6 - - 9.5 7.8 -
Loans and advances to customers 34.6 26.4 15.0 35.2 27.9 -
Investment securities available for

sale - - - 4.1 - -
Liabilities
Term deposits 121 13.1 8.0 13.6 13.6 8.5
Term placements of other banks - - - - 105
Other borrowed funds 11.1 8.1 - 12.1 8.2 -
Subordinated debt - 11.1 - - 11.1 -

The sign “-“ in the table above means that the Bank does not have the respective assets or liabilities in
the corresponding currency.
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Geographical risk concentrations. The geographical concentration of the Bank’s financial assets and

liabilities at 31 December 2010 is set out below:

In thousands of Azerbaijani Manats Azerbaijan OECD  Non-OECD Total
Assets

Cash and cash equivalents 52,477 4,999 329 57,805
Mandatory cash balances with the CBAR 371 - - 371
Due from other banks 7,023 - - 7,023
Loans and advances to customers 266,185 - - 266,185
Investment securities available for sale 40 - - 40
Other financial assets 121 332 74 527
Total financial assets 326,217 5,331 403 331,951
Liabilities

Customer accounts 126,671 - - 126,671
Other borrowed funds - 140,939 12,753 153,692
Other financial liabilities 2,610 134 22 2,766
Subordinated debt - 8,180 - 8,180
Total financial liabilities 129,281 149,253 12,775 291,309
Net position 196,936 (143,922) (12,372) 40,642
Credit related commitments 748 - - 748
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The geographical concentration of the Bank’s financial assets and liabilities at 31 December 2009 is set
out below:

In thousands of Azerbaijani Manats Azerbaijan OECD _ Non-OECD Total
Assets

Cash and cash equivalents 40,652 5,476 439 46,567
Mandatory cash balances with CBAR 253 - - 253
Due from other banks 9,828 - - 9,828
Loans and advances to customer 233,681 - - 233,681
Investment securities available for sale 40 - - 40
Other financial assets - 143 146 289
Total financial assets 284,454 5,619 585 290,658
Liabilities

Due to other banks 2 - 3,003 3,005
Customer accounts 64,999 - - 64,999
Other borrowed funds - 152,333 16,787 169,120
Other financial liabilities 2,040 67 - 2,107
Subordinated debt - 8,222 - 8,222
Total financial liabilities 67,041 160,622 19,790 247,453
Net position 217,413 (155,003) (19,205) 43,205
Credit related commitments 482 - - 482

Assets, liabilities and credit related commitments have generally been based on the country in which the
counterparty is located. Balances with Azerbaijan counterparties actually outstanding to/from off-shore
companies of these Azerbaijan counterparties are allocated to the caption “Azerbaijan”. Cash on hand
and premises and equipment have been allocated based on the country in which they are physically held.

Liquidity risk. Liquidity risk is the risk that an entity will encounter difficulties as a result of unavailability
of funding in meeting obligations associated with financial liabilities when they fall due. The Bank is
exposed to daily calls on its available cash resources from overnight deposits, current accounts, maturing
deposits and loan drawdowns. The Bank generally does not maintain cash resources to meet all of these
needs as experience shows that a minimum level of reinvestment of maturing funds can be predicted with
a high level of certainty.

The day-to-day liquidity management is performed by the Treasury Department within a comprehensive
framework set by the Assets and Liabilities Committee, and monitored independently by the Management
Board. The Bank monitors and reports liquidity risk daily, paying particular attention to ensuring that there
are optimal levels of cash and cash equivalent instruments to fund increases in assets, unexpected
decreases in liabilities, as well as meeting legal requirements, while optimizing the cost of carrying any
excess liquidity.

To manage liquidity risk, the Bank performs daily monitoring of future expected cash flows on clients’ and
banking operations, which forms part of the asset and liability management process. The Bank also has
to comply with minimum levels of liquidity required by the CBAR. The Bank seeks to maintain a stable
funding base primarily consisting of amounts due to other banks, corporate and retail customer deposits.
The Bank invests the funds in diversified portfolios of liquid assets, in order to be able to respond quickly
and smoothly to unforeseen liquidity requirements.
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The liquidity management of the Bank requires considering the level of liquid assets necessary to settle
obligations as they fall due; maintaining access to a range of funding sources; maintaining funding
contingency plans; and monitoring statement of financial position liquidity ratios against regulatory
requirements. The Bank calculates instant liquidity ratio on a daily basis in accordance with the
requirement of the CBAR. This ratio is calculated as the ratio of highly-liquid assets to liabilities payable
on demand. The ratio was 374% at 31 December 2010, whereas the minimum percentage required by
the CBAR is 30%.

The Treasury Department receives information about the liquidity profile of the financial assets and
liabilities. The Treasury Department then provides for an adequate portfolio of short-term liquid assets,
largely made up of short-term liquid trading securities, deposits with banks and other inter-bank facilities,
to ensure that sufficient liquidity is maintained within the Bank as a whole.

The table below shows assets and liabilities at 31 December 2010 by their remaining contractual maturity.
The amounts disclosed in the maturity table are the contractual undiscounted cash flows, including
contractual amounts to be exchanged under gross loan commitments. Such undiscounted cash flows
differ from the amount included in the statement of financial position because statement of financial
position amount is based on discounted cash flows.

When the amount payable is not fixed, the amount disclosed is determined by reference to the conditions
existing at the reporting date. Foreign currency payments are translated using the spot exchange rate at
the end of the reporting period.

The maturity analysis of financial instruments at 31 December 2010 is as follows:

Demand From 1to From 6to From Over 5 Total
and less 6 months 12 months 12 months years
than to 5 years

In thousands of Azerbaijani Manats 1 month
Assets
Cash and cash equivalents 57,805 - - - - 57,805
Mandatory reserves with the CBAR - - - - 371 371
Due from other banks 79 3,243 4,002 - - 7,324
Loans and advances to customers 18,813 110,582 96,528 121,405 3,099 350,427
Investment securities available for sale - - - - 40 40
Other financial assets 256 - - - 271 527
Total 76,953 113,825 100,530 121,405 3,781 416,494
Liabilities
Due to other banks - - - - - -
Customer accounts 20,060 31,666 48,589 30,208 - 130,523
Other borrowed funds - 28,984 37,634 108,911 - 175,529
Other financial liabilities 2,766 - - - - 2,766
Subordinated debt - 454 454 10,906 - 11,814
Financial guarantees 245 399 52 52 - 748
Total potential future payments for

financial obligations 23,071 61,503 86,729 150,077 - 321,380
Liquidity gap arising from financial

instruments 53,882 52,322 13,801 (28,672) 3,781
Cumulative liquidity gap 53,882 106,204 120,005 91,333 95,114
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The maturity analysis of financial instruments at 31 December 2009 is as follows:

Demand From 1lto From6to From  Over5 Total
and less 6 months 12 months 12 months years
than to 5 years

In thousands of Azerbaijani Manats 1 month
Assets
Cash and cash equivalents 46,567 - - - - 46,567
Mandatory reserves with the CBAR - - - - 253 253
Due from other banks 3,315 6,672 - - 20 10,007
Loans and advances to customers 17,963 93,309 86290 108,626 2,185 308,373
Investment securities available for sale - - - - 40 40
Investments held to maturity - - - - - -
Other financial assets 289 - - - - 289
Total 68,134 99,981 86,290 108,626 2,498 365,529
Liabilities
Due to banks 2 3,095 - - - 3,097
Customer accounts 13,387 13,054 31,590 12,036 - 70,067
Other borrowed funds 2,102 21,109 19,280 154,635 362 197,488
Other financial liabilities 2,107 - - - - 2,107
Subordinated debt - 455 455 11,841 - 12,751
Financial guarantees 69 213 200 - - 482
Total potential future payments for

financial obligations 17,667 37,926 51,525 178,512 362 285,992
Liquidity gap arising from financial

instruments 50,467 62,055 34,765 (69,886) 2,136 79,537
Cumulative liquidity gap 50,467 112,522 147,287 77,401 79,537

Liquidity requirements to support calls under guarantees and standby letters of credit are considerably
less than the amount of the commitment disclosed in the above maturity analysis because the Bank does
not generally expect the third party to draw funds under the agreement. The total outstanding contractual
amount of commitments to extend credit as included in the above maturity table does not necessarily
represent future cash requirements, since many of these commitments will expire or terminate without

being funded.
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The Bank does not use the above maturity analysis based on undiscounted contractual maturities of
liabilities to manage liquidity. Instead, the Bank monitors expected maturities and the resulting expected
liquidity gap as follows:

Demand From lto From6to From Over 5 Total
and less 6 months 12 months 12 months years
than to 5 years
In thousands of Azerbaijani Manats 1 month
At 31 December 2010
Financial assets 75,865 105,234 81,491 66,747 2,614 331,951
Financial liabilities 22,733 60,026 80,293 128,257 - 291,309
Net liquidity gap based on expected
maturities 53,132 45,208 1,198 (61,510) 2,614 40,642
At 31 December 2009
Financial assets 67,880 92,737 69,241 59,660 1,140 290,658
Financial liabilities 17,534 36,410 47,491 145,744 274 247,453
Net liquidity gap based on expected
maturities 50,346 56,327 21,750 (86,084) 866 43,205

The above analysis is based on expected maturities. The entire portfolio of trading securities is therefore
classified within demand and less than one month based on management’s assessment of the portfolio’s
realisability.

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

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

47



AccessBank CJSC
Notes to the Financial Statements — 31 December 2010

26  Management of Capital

The objectives of management when managing the Bank’s capital are (i) to comply with the capital
requirements set by the CBAR and (ii) to safeguard the Bank’s ability to continue as a going concern.
Compliance with capital adequacy ratios set by the CBAR is monitored monthly with reports outlining their
calculation reviewed and signed by the Finance Director. The other objectives of capital management are
evaluated annually.

Under the current capital requirements set by the CBAR banks have to: (a) hold the minimum level of
total statutory capital of AZN 10,000 thousand; (b) maintain a ratio of regulatory capital to risk weighted
assets (“statutory capital ratio”) at or above a prescribed minimum of 12% and (c) maintain a ratio of tier-1
capital to the risk-weighted assets (the ‘Tier-1 capital ratio’) at or above the prescribed minimum of 6%.
Regulatory capital is based on the Bank’s reports prepared under the CBAR'’s regulations and comprises:

31 December 31 December
In thousands of Azerbaijani Manats 2010 2009
Net assets calculated based on CBAR rules 48,285 33,299
Less investments (40) (40)
Less intangible assets (1,568) (1,995)
Plus statutory profit for the year 26,372 19,986
Plus general provision for impairment 3,984 3,473
Plus subordinated debt 6,518 7,885
Total regulatory capital 83,551 62,608
Total capital adequacy ratio 28.2% 22.5%

The Bank is also subject to minimum capital requirements established by covenants stated in loan
agreements, including capital adequacy levels calculated in accordance with the requirements of the
Basel Accord, as defined in the International Convergence of Capital Measurement and Capital
Standards (updated April 1998) and Amendment to the Capital Accord to incorporate market risks
(updated November 2005), commonly known as Basel I. The composition of the Bank’s capital calculated
in accordance with Basel Accord is as follows:

In thousands of Azerbaijani Manats 2010 2009
Tier 1 capital

Share capital 41,800 20,000
Retained earnings 32,655 33,285
Total tier 1 capital 74,455 53,285
Tier 2 capital

Provision on risk weighted assets 3,757 3,076
Subordinated debt 6,518 8,200
Less: investments in financial institutions (40) (40)
Total tier 2 capital 10,235 11,236
Total capital 84,690 64,521
Total capital adequacy ratio 28.2% 26.2%

The Bank complied with all externally imposed capital requirements throughout the year ended 31
December 2010.
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27  Contingencies and Commitments

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

Tax legislation. Tax, currency and customs legislation of the Republic of Azerbaijan are subject to
varying interpretations, and changes, which can occur frequently. Management'’s interpretation of such
legislation as applied to the transactions and activity of the Bank may be challenged by the relevant tax
authorities. As a result, significant additional taxes, penalties and interest may be assessed. According to
the Tax Code of the Republic of Azerbaijan fiscal periods remain open to review by the authorities in
respect of taxes for three calendar years preceding the year of review. Under certain legislative
circumstances reviews may cover longer periods.

The Bank’s management believes that its interpretation of the relevant legislation is appropriate and the
Bank’s tax, currency and customs positions will be sustained. Accordingly, at 31 December 2010 no
provision for potential tax liabilities was recorded.

Capital expenditure commitments. As at 31 December 2010, the Bank had no capital expenditure
commitments.

Operating lease commitments. As at 31 December 2010, the Bank had no commitments under non-
cancellable lease agreements.

Contingent assets. The bank has entered into a contract with Nederlandse Financierings-Maatschappij
Voor Ontwikkelingslanden N.V for a borrowing of USD 20,000 thousand on 24 December 2010 with a
maturity date of 09 December 2013. The funds from this contract have not been drawn down as at 31
December 2010.

Compliance with covenants. As at 31 December 2010 and during the year then ended, there were
covenants that the Bank should have complied with. The Bank is subject to certain covenants related
primarily to its borrowings. Non-compliance with such covenants may result in negative consequences for
the Bank including, growth in the cost of borrowings and declaration of default. As at 31 December 2010
the Bank was in compliance with all covenants imposed by international financial institutions, and local
regulators.

Credit related commitments. The primary purpose of these instruments is to ensure that funds are
available to a customer as required. Guarantees and standby letters of credit, which represent irrevocable
assurances that the Bank will make payments in the event that a customer cannot meet its obligations to
third parties, carry the same credit risk as loans. Documentary and commercial letters of credit, which are
written undertakings by the Bank on behalf of a customer authorising a third party to draw drafts on the
Bank up to a stipulated amount under specific terms and conditions, are collateralised by the underlying
shipments of goods to which they relate or cash deposits and therefore carry less risk than a direct
borrowing.

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of
loans, guarantees or letters of credit. With respect to credit risk on commitments to extend credit, the
Bank is potentially exposed to loss in an amount equal to the total unused commitments. However, the
likely amount of loss is less than the total unused commitments since most commitments to extend credit
are contingent upon customers maintaining specific credit standards. The Bank monitors the term to
maturity of credit related commitments because longer-term commitments generally have a greater
degree of credit risk than shorter-term commitments. Outstanding credit related commitments and their
fair values are as follows:
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31 December 31 December
In thousands of Azerbaijani Manats 2010 2009
Guarantees issued 748 482
Total credit related commitments 748 482

The credit related commitments were denominated in Azerbaijani Manats at 31 December 2010. The
future undiscounted cash flows from credit related commitments are equal to AZN 10 thousand (31
December 2009: AZN 15 thousand) as at 31 December 2010.

28 Fair Value of Financial Instruments
(a) Fair values of financial instruments carried at amortised cost.

At 31 December 2010, fair values of financial instruments carried at amortised cost approximated to their
carrying values.

Fair value is the amount at which a financial instrument could be exchanged in a current transaction
between willing parties, other than in a forced sale or liquidation, and is best evidenced by an active
quoted market price. Where quoted market prices are not available, the Bank used valuation techniques.
Certain valuation techniques required assumptions that were not supported by observable market data.

The fair value of unquoted fixed interest rate instruments was estimated based on estimated future cash
flows expected to be received discounted at current interest rates for new instruments with similar credit
risk and remaining maturity. Discount rates used depend on currency, maturity of the instrument and
credit risk of the counterparty and were as follows:

31 December 2010 31 December 2009

Due from other banks

Short-term placements with other banks 9% to 10% p.a. 7% to 14% p.a.
Loans and advances to customers

Loans to customers — SME and micro loans 12% to 36% p.a. 16% to 36% p.a.
Loans to customers — Retail loans to salaried individuals 12% to 39% p.a. 12% to 39% p.a.

Customer accounts
- Customer accounts 1% to 20% p.a. 2% to 20% p.a.

Other borrowed funds
- Term borrowings from companies/government agencies 3.5% to 12% p.a. 8% to 12% p.a.

Subordinated debt
- Subordinated debt 11% p.a. 11% p.a.

29  Presentation of Financial Instruments by Measurement Category

For the purposes of measurement, IAS 39, Financial Instruments: Recognition and Measurement,
classifies financial assets into the following categories: (a) loans and receivables; (b) available-for-sale
financial assets; (c) financial assets held to maturity and (d) financial assets at fair value through profit or
loss (“FVTPL"). Financial assets at fair value through profit or loss have two subcategories: (i) assets
designated as such upon initial recognition, and (ii) those classified as held for trading.
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The following table provides a reconciliation of classes of financial assets with these measurement
categories as of 31 December 2010:

Loans and Investment securities Total

receivables available for sale
In thousands of Azerbaijani Manats (through equity)
ASSETS
Cash and cash equivalents 57,805 - 57,805
Mandatory cash balances with the CBAR 371 - 371
Investments securities available for sale - 40 40
Due from other banks
- Short-term placements with other banks 7,023 - 7,023
Loans and advances to customers
- Micro loans 138,741 - 138,741
- SME loans 105,362 - 105,362
- Retail loans to salaried individuals 16,840 - 16,840
- Staff loans 5,242 - 5,242
Other financial assets 527 - 527
TOTAL FINANCIAL ASSETS 331,911 40 331,951
NON-FINANCIAL ASSETS 34,072 - 34,072
TOTAL ASSETS 365,983 40 366,023

The following table provides a reconciliation of financial assets with the measurement categories defined
in IAS 39, Financial Instruments: Recognition and Measurement, as of 31 December 2009:

Loans and Investment Held to Total
receivables Securities Available for maturity

In thousands of Azerbaijani Manats Sale (through equity)
ASSETS
Cash and cash equivalents 46,567 - - 46,567
Mandatory reserves with CBAR 253 - - 253
Investment securities available for sale - 40 - 40
Due from other banks
- Short-term placements with other banks with -

original maturities of more than three months 9,828 - 9,828
Loans and advances to customers
- Micro loans 122,264 - - 122,264
- SME loans 95,176 - - 95,176
- Retall loans to salaried individuals 11,321 - - 11,321
- Staff loans 4,920 - - 4,920
Other financial assets 289 - - 289
TOTAL FINANCIAL ASSETS 290,618 40 - 290,658
NON-FINANCIAL ASSETS 10,114 - - 10,114
TOTAL ASSETS 300,732 40 - 300,772
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30 Related Party Transactions

Parties are generally considered to be related if the parties are under common control or one party has
the ability to control the other party or can exercise significant influence over the other party in making
financial or operational decisions. In considering each possible related party relationship, attention is
directed to the substance of the relationship, not merely the legal form.

At 31 December 2010, the outstanding balances with related parties were as follows:

Shareholders Entities under joint ~ Key management
In thousands of Azerbaijani Manats control personnel

Gross amount of loans and advances to

customers - - 128
Current accounts - - 58
Term deposits - - 288
Other borrowed funds 53,041 - -

At 31 December 2009, the outstanding balances with related parties were as follows:

Shareholders Entities under joint Key management
In thousands of Azerbaijani Manats control personnel

Gross amount of loans and advances to

customers - - 263
Due to banks - 3,003 -
Current accounts - - 32
Term deposits - - 298
Other borrowed funds 58,020 - -

The income and expense items with related parties for the year ended 31 December 2010 were as
follows:

In thousands of Azerbaijani Manats Shareholders Key management personnel
Interest income - 22
Interest expense 4,229 23
Payment for management and software support 1,410 -

The income and expense items with related parties for the year ended 31 December 2009 were as
follows:

In thousands of Azerbaijani Manats Shareholders Key management personnel
Interest income - 31
Interest expense 3,020 33
Payment for management and software support 1,012 -

52



AccessBank CJSC
Notes to the Financial Statements = 31 December 2010

30  Related Party Transactions {continued)

HKay managament compensalion is presented balow:

3 Decembar 2010 31 Decombaer 2004

Exponse Accneed Expanse Accrued
in ifousands of &narbajgani Menals liability lability
- Salaries a2 222 aE2 2
Total ThE F¥id 482 92

31 Events After the End of the Reporting Period

Subsequent to the end of the reporting percd, actording 1o the decision of the General Assambly of
Shareholders hedd on 15 December 2010 the Bank increased its share capital from AZN 41,800 thousand
o AZN 67.800 thousand, by utilising AZN 26,000 thousand of its statulory taxable profit for the year
ended 31 December 2010, The nominal value of the shares increased from AZM 2,04 to 3,39, There was
no change in the distribution or number of shares. The new share cerificates were issued on 3 March
2011 and registered by the State Securities Committes on 11 March 2011.

The bank has subseguently repaid AZN 18,389 thousand of the principal amount and AZM 5071
thousand intarest totalling AZN 23,460 thousand on its Other Bommowed Funds.

On 24 December 2010, the Bank signed a term facility agreement with Mederandse Financierings-
Maatschappi] Voor Ontwikkelingslandan M. (FMO) in the amount of USD 20,000 thousand. On 28
March 2011, the Bank received the first tranche of USD 10,000 thousand under this agreement. Principal
amounis and interesis are to be repald, in four equal semi-annual inslaliments starting from 9 June 2012
and semi-annually staring from 9 June 2011, respectively. The facility bears market interest rale.
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This report is also available in Azeri. Both versions are also on our website.
Hesabat Azarbaycan dilinda da movcuddur. Hesabatin har iki dilda varianti ila hamginin
bizim saytimizda tars ola bilarsiniz.





