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On soz - Milli Bankin
[dare Heystinin sadri

Milli Bankin missiyast

2005-ci il miistogil dovleteilik tariximizde on yadda
galan illorden  biri  olmusdur.  Azarbaycan
igtisadiyyatinin sigrayish inkisaf dovrii davam ctmis
va Olkomiz igtisadi artim dinamikasina gére diinyada
lider mévgelorino ¢ixmisdir,

Siyasi baximdan 2005-ci il Azerbaycanin dovlet
olaraq daha da gliclenmasi, regional lider vo niifuz
sahibi olmagq ambisiyalarinin reallasmasi, o6lkedaxili
demokratik quruculugun daha da inkisaf etmosi ile
yadda qalacaqdir.

Milli 6nderimiz Heydor Sliyevin iroli stirdiiyii vo
son iki ildo méhtorem Prezidentimiz [lham Oliyev
torofindon ezmkarligla hoyata kegirilon permanent
inkisaf kursu bu giin heyrotamiz neticaler
vermakdadir,

Olde olunmus inkigaf dinamikast ohalinin hoyat
soviyyesinin ehemiyyotli yiiksolmesi, iqtisadi
nailiyyotlorin hor bir ailonin, har bir insanmin hayatina,
yasayisina tosir etmoasi ilo sociyyovidir.

Olkonin dinamik iqtisadi inkisafi stibhesiz ki,
reallagdirilan iqtisadi strategiyanin ardicilh@ vo yiiksek
makroiqtisadi semoroesi ilo baghdir. 2005-ci ilde
olkonin igtisadi idareetme organlar torofindon stabil
inkisafin dostoklonmesine yonelen ¢ox miihiim islor
goriilmiisdiir. O climleden 6lkenin merkezi banki olan
Azorbaycan Respublikasi Milli Banki da hesabat ili
orzinde Olkedo yiliksek veo dayamiglt makroigtisadi
dinamikanin davam etmosindo foal istirak etmisdir.

Qlobal iqtisadiyyatin inkisafi gosterir ki, ¢ox
miirekkob bir proses olan makroiqtisadi idareetmade
morkoezi bankin xiisusi rolu vardir. Bu rolun asas
mahiyyeti makroiqtisadi sabitliyin gorunmasini tomin
edon ¢evik pul sivasetinin heyata kegirilmesidir.
"Azarbaycan Respublikasi Milli Banki haqqinda"
ganunda bu missiya dolgunlugla 6z oksini tapmus, 6z
solahiyyaetlori daxilinde qiymotlorin sabitliyinin tomin
edilmoasi Milli Bankin osas maqsedi kimi tesbit
olunmugdur.

Mahz bu meqgseddon ireli gelorok Milli Bank pul
siyasatinin strategiya ve taktikasini formalagdirr,
oziiniin foaliyyatinin biitlin pillelerinde bu magsede

yonolmis prioritetlori miieyyon edir. 2005-ci ilde
Milli Bankin bu mogsodo yonelmis faaliyyati
ahamiyyatli neticelorin olode olunmasina imkan
vermisdir. Belo ki, 6ton il Milli Bankin yiiriitdiiyii pul
siyasati olkede birraqemli inflyasiya tempinin
saxlanmasina, hamg¢inin manatin xarici sabitliyinin vo
olkonin uzunmiiddatli alverisli beynolxalq reqabet
gabiliyyatinin  qorunub  saxlanmasina  imkan
vermisdir.

Bank sisteminde dayanmigh sabitliyin gorunmasi,
bu  sahade  transformasiya  proseslorinin
dorinlosdirilmasi  vo banklarin iqtisadiyyatda
maliyye vasitociliyl funksiyasinm giliclondirilmasi
istigamatinde do Milli Bank 2005-ci ilde miihiim
todbirlor hoyata kegirmisdir.

Olko Prezidenti conab [lham Sliyev torofindon irali
striilmils yeni igtisadi doktrina, Azerbaycanin igtisadi
tarixindo baslamig yeni dovr, 90-ci illorin avvallerinde
bag vermis hiperinflyasiya ve devalvasiya yiiklinii
atarag, yeni milli pulun dévriyyoye buraxilmasini telob
etmisdir. Bu menada 2006-c1 ilde heyata kegirilon
denominasiya "YENI TARIXIN MANATI" folsofosini
oziindo torenniim etdirir. Olkodo denominasiyanin
mohz 2006-c1 ilde ugurla reallasmast figiin bu todbirin
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Foreword - Governor of the National Bank

Governor

of the National Bank

Mission statement of the National Bank

2005 was one of the most memorable years in our
history of independent sovereignty. Azerbaijan's econ-
omy proceeded on its path of extensive development
and managed to take over the leading position in the
world in terms of the pace of economic growth.

From the political standpoint, 2005 will be remem-
bered as a ycar of Azerbaijan reinforcing its sover-
cignty, realizing its regional leadership and authority
ambitions and further developing in-country demo-
cratic principles.

The permanent development policy pursued by the
national lcader Heydar Aliyev and successfully con-
tinued in the past two years by the honorable President
[Tham Aliyev have started producing remarkable out-
comes recently.

Maintaining and increasing the accomplished pace
of economic growth is essential to considerably
enhance the public's welfare and ensure that econom-
ic achievements would have a positive impact on
every household, every person.

The country's dynamic economic development is
undoubtedly linked with the consistency and high
macroeconomic efficiency of the economic strategy
underway. In 2005 the country's economic manage-
ment bodies and agencies took a range of significant
measures to support stable and sustainable develop-
ment. The country's central bank, the National Bank of
the Azerbaijan Republic, was also very actively
involved during the reported year in providing support
to the continuation of the country's high and sustain-
able macroeconomic advancement.

Global economic development suggests that the
central bank plays an essential, special role in the very
sophisticated process of macroeconomic administra-
tion. The substance of this role is to implement a flex-
ible monetary policy that secures macroeconomic sta-
bility. The Law on the National Bank of the
Azerbaijan Republic manages to cover exactly that
mission and identifies the National Bank's principal
goal as ensuring domestic price stability within the
scope of its competence.

Guided by that particular aim, the National Bank
designs the strategy and tactics of its monetary policy
and identifies priorities for all phases of its operations.
National Bank's relevant activities during 2005
allowed for accomplishing quite outstanding results.
Thus, the monetary policy pursued by the National
Bank during the last year managed to maintain a sin-
gle-digit inflation rate, as well as to preserve the for-
eign stability of the Manat and the country's long-term
favorable international competitiveness.

The National Bank also took a number of important
steps during 2003 to preserve the sustainable stability
of the banking system, expand the transformation
processes in this sector and enhance the banks' finan-
cial intermediation functions in economy.

The new economic doctrine introduced by the coun-
try's President Mr.ITham Aliyev required issuing new
national tender while alleviating the hyperinflation
and devaluation burden imposed in early 1990s when
Azerbaijan's new economic history period com-
menced. In this view, the denomination carried out in
2006 reflects the philosophy of the "NEW HISTORY
MANAT". Both sustainable macroeconomic stability
and dynamic development prospects exist to support
successful implementation of the denomination effort
in 2006.

The denomination will allow for bringing the
Manat's exchange rate closer to those of the world's
leading currencies, optimizing the country's scope of
prices, and improving the national bank note design,
security and nominal structure to international stan-
dards.

Year's outcomes and prospective goals

As a result of the high macroeconomic development
the physical volume of the Gross Domestic Product
(GDP) doubled in 2005 against 2000 and by 1.5 times
as opposed to 2002. GDP per capita reached
USD1520 having gone up by 1.8 times over the past 5
years.

The country's economic growth rate in 2005 reached
26.4%, while the non-oil sector's economic growth
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bashca sertlori olan - hem davaml makroigtisadi
sabitlik, hom do dinamik inkisaf perspektivlori
méveuddur.

Denominasiya manatin mezennesinin diinyanin
aparict  valyutalarin ~ miibadile  mezenneloring
yaxinlasdirmaga, olkodoki qiymatler miqyasim
optimallagdirmaga, milli pul nisanlarimin dizaymni,
mithafizesini vo nominal strukturunu beynalxalq
standartlara tam uygunlasdirmaga imkan verocokdir.

llin yekunlari vo qarsida duran vezifolor

Formalasmis yiiksok makroigtisadi dinamika
naticesinde Umumi Daxili Mohsulun (UDM) fiziki
hecmi 2005-ci ilde 2000-ci ile nisboten 2 dofoa, 2002-
ci ilo nisbaton ise 1,5 defo artrmgdir. Adambagina
diigon UDM-in hacmi ise 1520 ABS $-na ¢atmus,
onun son 5 ilde artimi 1,8 dofo olmusdur.

2005-ci ildo olke igtisadiyyatimin artim siireti
26,4%-0 catmis, geyri-neft sektorunda igtisadi artim
tempi iso 8,2% toskil etmisdir. Ohalinin pul
golirlorinin ikirogomli artimi naticasinde istehlak
bazarinda emtoe ve xidmotloro tolobat genislonmis,
biitiin bazar seqmentlorinde, o ciimladen daginmaz
omlak bazarinda yiiksok igtisadi foalliq miisahide
olunmugdur.

Belo bir artim dinamikasi, eloco do diinya neft
bazarlarinin elverisli konyunkturu vo 6lkonin sosial-
iqtisadi inkisafim dostokloyen aktiv fiskal siyasetin
yeridilmesi soraitinde igtisadiyyatda mocmu tolobin
yitksok templo genislonmasi bas vermisdir.

Son iki ildo neft golirlorinin genis istifadesino
baslanmasi igtisadi artima tosir edon osas faktorlardan
birino ¢evrilmokdadir. 2004-cii ilin ortalarindan
baslayaraq mahz bu golirlerin istifadesine baslanmasi
naticesinde Olkade yoxsullug xeyli azalmus, igtisadi
infrastruktur shomiyyetli deracade yaxsilagsmaga
baglamis, qeyri-neft sektorunda oOzel sahibkarliga
maliyyo dostoyi artmigdir.

Neft golirlorinin artmasi geraitinde "holland
sindromu"na yol verilmomosi vo ohalinin real pul
golirlerinin yiiksok artim tempinin saxlanmast igtisadi
siyasatin osas vozifasina gevrilmisdir, Moahz bu
zarurotdon irali gelerek 2005-ci ilin ortalarindan
baglayaraq 6lkedo kompleks antiinflyasiya tadbirlori
reallasmaga baslamus, noticode tokreqomli inflyasiya
tempina nail olunmusdur.

Antiinflyasiya todbirlorinin ugurla reallasmasinda
Milli Bankin hayata kegirdiyi gevik pul vo moazonne
siyasati xiisusi rol oynamisdir. Neft golirlorinin

valyuta bazarmda yaratdigi boyik tezyiqe
baxmayaraq Milli Bank pul siyasoti alotlori vasitosile
pul kiitlosinin artim tempini mogbul seviyyade
saxlamig, inflyasiyanin monetar amillorino tam
nozaret etmigdir. Eyni zamanda manatin
mozonnosinin - "tenzimlensn lizon" mezonno
rejiminda formalagsmasi noticosinde pul teklifinin
artim menbalari magsadyonlii tenzimlenmigdir,

Golon ilde Milli Bank qarsisinda duran osas vezifo
yiiksok igtisadi artim seraitinda giymetlor sabitliyinin
gorunmasl, illik inflyasiyanin bir regemli mocrada
galmasint temin etmeokdir.

2006-c1 ildo do neft golirlorinin élkenin sosial-iqtisadi
inkisaf magsedlorine foal istifadosi davam olunacag. 1l
orzinde blidce  xorclorinin - 70%-dok  artum
prognozlagdinlir, o cimleden investisiya xorclorinin 3,8
dofe, sosial xorclorin iso 30%-den ¢ox artnlmas
nazarde tutulur. Neft golirlorinin biidcade payinin 60%-
o catmasi gozlenilir. Dovlet xorclorinin ohemiyyotli
artmasi igtisadiyyatin biitiin seqmentlerine tosir edir,
sosial sferada soraitin davamh yaxsilasmasma xidmot
edir.

Bu bir terefden yiiksek golir vead edirse, digor
torofden iqtisadiyyata valyuta tezyigini artirir. Belo
soraitde iqtisadi idaroetmo sahasinde mesuliyyet
daha da artir, makroiqtisadi veziyyatin monitoringinin
giiclondirilmasi va igtisadi orqanlar arasinda daha six
koordinasiya teleb olunur.

2006-c1 ilde valyuta bazarina tezyigin artacagini
nezoro alarag Milli Bank manatin mezonnasinin
"tenzimlonon  {izoan  mezenna"  rejiminde
formalagmasinin davam etmasine sorait yaradacaqdir.
Bu rejim bir torofden 6lkenin neft golirlerinin keskin
artmasi soraitindo manatin miioyyan
mohkemlenmasine vo bununla da idxal giymetlori
vasitosilo inflyasiyanin asagi dismosine serait
yaradir. Diger torofdon "tonzimlenan lizen" mezenna
rejimi manatin  mohkemlonmesi  tempini
mohdudlasdirmaga imkan verir ki, bu da olkede
istehsal olunan omteslorin beynalxalq bazarlarda
rogabate davamliliginin gorunmasini tomin edir.

2005-ci ildo oldugu kimi 2006-c1 ilde do Milli Bank
pul aqreqatlarinin artim templerini ciddi nezaret
altinda saxlayacaq, pula tolobin yalmz inflyasiya
yaratmayan hissosini ddemaye ¢alisacaqdir.

Neft golirlorinin tesiri altinda iqtisadiyyata pul
toklifinin geniglonmesi bunun shamiyyetli hissesinin
maliyye bazarlarina yonaldilmesi zeruratini meydana
gotirir. Serbest pullarin maliyye bazarlarinda ¢okmosi
vo belalikle, pul kiitlosinin istehlak bazarma gixan
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rate made 8.2%. The two-digit growth rate of individ-
ual income led to enhanced demand for goods and
services on the consumer market and higher econom-
ic activity in all market segments, including the real
estate market.

Such growth dynamics as well as the world oil mar-
ket's favorable conditions and the active fiscal policy
supporting the country's socio-economic development
led to rapid expansion of the economy's total demand.

Increasing use of oil revenues in the past two years
has turned into a major contributor to the economic
growth. As a result of use of these revenues since mid-
2004 poverty has been considerably reduced, econom-
ic infrastructure began improving substantially and
private financial support to the non-oil sector has
increased.

The economic policy pursued two major objectives
of preventing the Dutch Diseasc and maintaining the
high growth rate of the public's real monetary incomes
against the background of increasing oil revenues.
Hence, the country needed to launch comprehensive
anti-inflation measures starting from mid-2005, which
resulted in a single-digit inflation rate.

The successful implementation of the anti-inflation
measures played a special role in the National Bank's
effective monetary and exchange rate policy. Despite
of the huge pressure put on the foreign exchange mar-
ket by the increasing oil revenues, the National Bank
managed to maintain the monectary aggregate at an
acceptable level using a set of monetary policy tools
and kept the monetary factors of inflation under full
control. In parallel, sources of money supply growth
were expediently regulated as a result of the manat's
exchange rate forming up in an environment of "regu-
lated floating" exchange rate.

The primary objectives of the National Bank for the
nex! year are to preserve the price stability in an envi-
ronment of high economic growth and maintain the
annual inflation in a range of single-digit rates.

Oil revenues will continue to be actively used for
socio-ecconomic development purposes in 2006, A
growth of up to 70% is projected for the budgetary
expenditures for the year, including 3.8 time increase
of investment costs and over 30% growth of social
expenditures. Oil revenues arc cxpected to constitute
60% of the budget. The considerable increase in pub-
lic expenditures affects all segments of economy and
serves the purpose of continuous improvement of the
social sector.

Although this promises major revenues on one

hand, on the other hand it will increase the currency
pressure on the economy. Therefore, accountability
will increase in terms of economic management and
expanded monitoring of macroeconomic conditions
and closer coordination among economic agencies
and authorities will be required.

Considering the anticipated increase of the currency
market pressure in 2006 the National Bank will enable
environment for continued formation of the manat's
exchange rate on the "regulated floating exchange
rate” basis. This would allow strengthening manat to a
certain extent in an environment of dramatically
increasing oil revenues and reduce inflation pass-
through caused by import prices. On the other hand,
the "regulated floating" mode allows for limiting the
rate of manat strengthening, which would enable the
locally made products to sustain international compe-
tition.

As in 2005, the National Bank will closely supervise
and control the growth rates of money supply in 2006
and will attempt to pay only the part of the money
demand that does not originate inflation.

Expanded money supply in the economy resulting
from oil revenues requires directing a substantial por-
tion thereof to financial markets. Reduction of free
money in financial markets, hence limitation of the
money aggregate that reaches the consumer market
allows for reducing the impact of money supply on
inflation.

Leaning on the experience of the world's leading
central banks, the National Bank seeks to expand its
efforts for developing financial markets in order to
increase the value of money rather than quantity that
is to transform the short-term interest rate into the
main regulatory indicator of the monetary policy. This
would allow for increasing the anti-inflation effective-
ness of the country's monetary policy and broaden the
range of regulatory options with respect to its econom-
ic cycle.

The outcomes of 2005 represent a very successful
start point for accomplishing the above described
objectives. Both the money supply growth parameters
and the accomplished inflation rate, and the financial
market development trends have established a favor-
able foundation for the monetary policy to be pursued
in 2006.

Further expansion of the financial intermediation
capacities of the banking sector in order to promote
active use of the increasing financial resource for
development of the non-oil sector is among the prior-
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hissasinin mohdudlagmasi pul kiitlosinin inflyasiyaya
tosirinin azalmasi iigiin sorait yaradir.

Milli Bank diinyanin aparict merkezi banklarinin
tocriibesine osaslanaraq maliyye bazarlarinin
geniglonmaesindo 6z seylerini artirmagla pulun
kemiyyati deyil, onun deyerinin - qisamiiddotli faiz
dorocesinin - pul siyasotinin osas tonzimloyici
indikatoruna cevrilmasina nail olmaq moqsadini
giidiir. Bu, olkenin pul siyasetinin antiinflyasiya
somorasini daha da artirmaga, onun iqtisadi tsiklin
tonzimlonmesinde imkanlarinin  genislonmasine
imkan verocokdir.

2005-ci ilin yekunlar1 biitin bu vezifelorin
reallagmasi {igiin ugurlu baslangicdir. Istor pul
kiitlosinin artim parametrlori vo inflyasiyanin nail
olunmug saviyyesi, isterse do maliyye bazarmnin
inkisafindaki meyllor 2006-c1 ilde yeridilacak pul
siyasati ti¢iin olverisli baza yaradr,

Artan maliyye resurslarinin qeyri-neft sektorunun
inkisafina aktiv istigamotlondirilmesi figiin bank
sektorunun maliyye vasitoecilik imkanlarinin daha da
artirimast Milli Bankin 2006-c1 il {iglin miieyyen
etdiyi miihiim prioritetlordendir. Bu magsadlo
banklarin daha ciddi kapitallasmasi, emanatlorin
sigortalanmasi mexanizmlarinin yaradilmast ve pogt
infrastrukturu platformasinda pogt-bank tosisatlarinin
institusionallasdirilmasi nozorde tutulur,

Prognozlara goro 2010-cu ilde olkede neft
istehsalinin giindalik hacmi 2004-cti ildoki 0,4 min,
barelo qgarsi 1.2 min. barel toskil edecekdir. 2006-
2024-cii illordo Azorbaycanin neft golirlori 140 mird.
dollara cata biler. Neft sorvetlorinin titkenen resurs
olmasi bu servetlerin geyri-neft sektorunun siiretli
inkisafi moqsadlorine istifadesi strategiyasinin
meydana golmasini sortlondirmisdir. Qlobal olaraq

Elman Riistomov
Milli Bankin Idaro
Heyetinin sadri

stabillik va dayamigh inkisaf 6lkonin iqtisadi
inkisaf doktrinasinin baza hadaflarini toskil edir.

Niifuzlu beynalxalg ekspertlordon biri demisdir:
"1993-1994-cii  illarda  maliyva  resurslarinin
catismamazhigr soraitinds Azarbavean miidriklikis
makroiqtisadi sabitlivi tamin etdi va bohrandan
ugurla ¢ixdr. Indi Azarbaycan ugurlu nefi strategiyas
naticasinda tam aks saraitda, veni béviik maliyya
imkanlart saraitindadir va bevnalxalg ictimaiyyat
Azarbavcandan vena da miidrik addimlar gozlayir. Bu
addimlar sabitlik va dayanilqli inkisaf vazifalarini
tamin etmalidirlar."

Mohz bu addimlart reallasdirmaq iglin 6lke
Prezidenti mohterem Ilham ®liyev conablar
torofinden zeruri formanlar vo seroncamlar verilmis,
oOlkenin iqtisadi doktrinasinin hadoafleri
miiayyonlosdirilmisdir.

Tobii resurslarla zongin olan 6lkelorde stabilliyin
vo makroiqtisadi tarazligin temin olunmasi bu
resurslardan semarali istifadeni nezerds tutur. Bu
somaraliliyin osas gostoricisi yiiksok deracade
diversifikasiya olunmus ve klasterloro osaslanan
alternativ igtisadiyyat modelinin togokkiil etmosidir.

Bu baximdan Azerbaycanda neftden asihlif
minimallagdirmaq igiin golocok 20 il iigiin yeni
iqtisadi doktrinanin heyata kegirilmesi mithim
vozifadir. Bu doktrina beynalxalq reqabete davamli,
post-industrial, innovasiya ve elm-tutumlu yeni
iqtisadiyyatin yaradilmasini ohato edocokdir.

Azerbaycan Respublikasi Milli Banki bu global
vazifenin reallasmasina horterofli destok veracek,
Oziiniin osas missiyast olan makroiqtisadi sabitliyin
qorunmas: siyasatini 2006-c1 ilde ve ondan sonraki
strateji dovrda de hayata kecirocokdir.

oY1




Foreword - Governor of the National Bank

ities identified by the National Bank for 2006. In this
view, banks will be further capitalized, an individual
deposit insurance scheme will be introduced and post-
bank offices will be institutionalized based on the
postal infrastructure.

Projections indicate that in 2010 daily oil produc-
tion will make 1.2 mil barrels against the 0.4 mil bar-
rels in 2004, During the period of 2006-2024 the coun-
try's oil revenues may reach USD140 billion. As oil is
a depleting resource, a strategy is required for using
these resources to support rapid development of the
non-oil sector. Overall stability and sustainable
development represent the basic targets of the
country's economic development doctrine,

A reputable foreign expert said: "In an environment
of financial deficit in 1993-1994 Azerbaijan managed
to preserve macroeconomic stability and escape the
impending crisis with wisdom. Today Azerbaijan
experiences quite the opposite, as a result of the suc-
cessful oil strategy, enjoys new tremendous financial
opportunities and the international community
expects Azerbaijan to take more well-thought and
cautious steps onwards. Such steps should seek to

Elman Rustamov
Chairman of the Management Board
The National Bank of Azerbaijan

ensure stability and sustainable development.”

In this view, the country's President Mr. Ilham
Aliyev issued relevant decrees and directives and
identified the country's economic doctrine targets in
order to realize the above said steps.

Preserving stability and macroeconomic balance in
natural resource-rich countries implies efficient use of
such resources. The primary indicator of such effi-
ciency is the set up of a highly diversified and cluster-
based alternative economic model.

In this view, implementation of a new economic
doctrine in the next 20 years is essential in order to
minimize Azerbaijan's dependence on oil. This doc-
trine will promote an internationally competitive,
post-industrial, innovative and scientifically substanti-
ated economic framework.

National Bank of Azerbaijan will render all the nec-
essary support for accomplishment of this target and
will continue to pursue its policy of preserving macro-
economic stability in 2006 and beyond as the primary
mission.

o le Ay,
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[ QLOBAL PROSESLOR VO
AZORBAYCAN IQTISADIYYATI

I.1. Diinya iqtisadiyyati

2005-ci ildo yiiksok vo deyisken neft giymatlorino,
bas vermis bir sira tobii folaketloro vo geyri-
miteyyonliklorlo bagli ortaya ¢ixan bezi risklero
baxmayaraq diinya iqtisadiyyatinda inkisaf meyllori
davam etmisdir. Umiimdiinya igtisadi artimi 2004-cii
illo miigayisedo zoiflose do uzunmiiddotli trenddon
yiiksek olmugdur. Belo ki, ilkin giymetlendirmelers
gbro 2005-ci ilde diinya iizro Umumi Daxili Mohsul
(UDM) 4,3%, o ciimloden kend tosorriifati istehsali
2,3% artmusdr.

il orzindo enerji dastyicilarinin  qiymotinin
ohemiyyetli artmasimin  qabaqcil  6lkelerdeki
inflyasiyaya tasiri giiclii olmamugdir, Belo ki, bir ¢ox
Olkolorde neftin bahalagmasinin effektlori artim
dostekloyon iqtisadi siyasot todbirlori hesabina
kompensasiya  edilmisdir.  Bu  ilin  osas
xiisusiyyoetlorinden  biri  diinyanin ~ miixtolif
regionlarinin iqtisadi voziyyotlori arasindaki forgin
artmast olmusdur. Bozi olkelerde monetar siyasot
sortlegdirildiyi halda digorlerindo doyismoz qalmis ve
hotta yumsaldilmigdir. Umumilikda, 2005-ci ilde
diinya maliyyo bazarlarinda faiz deracelori asai
olmusg, qlobal giymotli kagizlar bazar ise korporativ
monfootliliyin yiikselmesi ilo destoklonmisdir.

"Hamburq Diinya-Iqitisadi-Arxivi" (HWWA)
toskilatinin qiymetlondirmesine gére 2005-ci ilin
sonunda diinya xammal birjast indeksi 15,3 bond
artaraq son dord ilde en yiiksok saviyyaye - 195,8-0
yiiksolmigdir. On ¢ox artim 19,7 bond toskil eden
enerji xammalina tosadiif edir. Qara metal momulatlar
lizro birja indeksi ise oksine, 2,1 bend asgagi
diismiisdiir.

Qlobal dirgalisin asas lokomotivi olan ABS-da ayri-
ayr1 gostericilor miixtolif istigamotlorde doyisse de,
iqtisadiyyatda esasen pozitiv meyllor misahido
olunmusdur. ilkin hesablamalara goro ABS-da UDM-
in artimi 3,5% toskil ctmisdir. Noticodo "istchsal
giiclorinin yiiklonme amsal" 80,1%-o ¢atmig, emok
mahsuldarhigr 0,6%, omok haqqi xercleri ise 3,5%
artmisdir. Olkada igtisadi artimin siiretlonmesi osasen
istehlak xarclorinin artmasi hesabina bas vermisdir.

Inflyasiya Federal Ehtiyat Sisteminin (FES)
hadefladiyi  seviyyado  (1,9%)  olmusdur.
Inflyasiyanin formalasmasinda neqliyyat ve rabito
xidmatlerinin tariflorinin artmasi ohemiyyetli istirak
payma malik olmusdur. Yalmz mebel istchsali ve
dizayn xidmeti inflyasiyaya azaldici istigametdo tesir
etmigdir. Hesabat ilinde ABS-da issizlik 5,1%
soviyyosine dismiisdiir.

Qlobal telebin ve neftin diinya qiymetinin
yilkselmosi noticosindo ABS-in cari amaliyyatlar
balansinda kesirin artmas: miisahide edilmisdir. Bu da
osason istehlak mallarnin idxah hesabina olmusdur.
[stehlakin miioyyon qoder mohdudlasdiriimasi
mogsodile FES-nin Aciq bazar iizre Komitosi ugot
daracasini hesabat dovrii orzindo bir neco dofe
dayisarak 2.25%-den 4,25%-0 qaldirmisdir.

Diinya UDM-inda ikinci an bdyiik paya malik olan
Yaponiyada ilkin giymetlendirmelore gore 2005-ci
ildo UDM 2,1% artmigdir. Yaponiyada iqtisadi
artimin siirotlonmasinde miiessisolarin investisiya
xorclori ve ixracin artimi baglica amil olmusdur.
Igsizlik soviyyosi 4,3% toskil etmis vo 0,2%
deflyasiya miisahida olunmusgdur,

2005-ci ilde Yaponiyanin Markezi Banki 6ziiniin
asas faiz dorocasini deyismemis ve 0,01%
saviyyasinde saxlamisdir.

Hesabat dovriinde Avrozonada da igtisadi canlanma
proseslori davam etmisdir, Belo ki, 2005-ci ilde ilkin
qiymetlendirmolore géro Avrozonada UDM-in hecmi
1,3% artmigdir. Iqtisadi aktivlik hom soxsi istehlak,
hem do investisiyalar hesabina canlanmugdir. 9lverisli
maliyyelosme soraiti, qlobal tolobin artmasi
avrozonada investisiya seraitini yaxsilagdirmugdir.
Lakin Avrozonada issizlik soviyyesi holo do nisbi
yiiksek olaraq galmis (8,4%), inflyasiya soviyyasi ise
2,2% toskil etmisdir.

2005-c¢i ildo Avropa Merkozi Banki (AMB) 2005-
ci ilde ugot derecesini doyiserek 2%-don 2,25%-o
yiikseltmisdir.

2005-ci ilde asas Avrozona odlkelerinden biri olan
Almaniyada igtisadi artim davam etmigdir. Belo ki,
ilkin molumatlara gére Umumi Milli Galir UDM-in
hacmini listalayarak 2248,7 mlrd. avro toskil etmisdir
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[ GLOBAL PROCESSES AND
AZERBAIJAN'S ECONOMY

1.1. World economy

Despite of certain risks that arose in connection
with the high and volatile oil prices, a number of nat-
ural disasters and uncertainties in 2005, the develop-
ment trends still continued in the world economy.
Although the world economic growth rate was some-
what below the 2004 rate, it was still above the long-
term trend. Thus, preliminary estimations suggest
that the world's Gross Domestic Product (GDP)
increased by 4.3%, with agriculture increasing by
2.3% in 2005.

The substantial growth of energy carrier prices
during the year did not have a major cffect on infla-
tion in advanced countries. Thus, the effects of oil
price increases in many countries were compensated
by economic policy arrangements designed to sup-
port growth. A primary characteristic of this year
was the increased difference between the economic
positions of different regions of the world. While
some countries made their monetary policy more
stringent, others retained or even mitigated the poli-
cy. Overall, the interest rates on the world's financial
markets remained low in 2005 and the global securi-
ties market was supported by increased corporate
profitability.

According to the assessment of "Hamburg World
Economic Archives" (HWWA), the world's raw
material exchange index increased by 15.3 points by
the end of 2005, thus reaching the highest level in the
past four years - 195.8. The highest growth of 19.7
points pertained to energy raw materials. The
exchange index for ferrous metals has declined by
2.1 points.

Although individual indicators in the world's pri-
mary engine of global revitalization, the USA,
altered in some respects, the economy mostly
showed positive trends. Preliminary calculations
suggest that the GDP grew by 3.5% in the USA. As
a result, the "productive capacity load factor”
reached 80.1%, labor productivity rose by 0.6%, and
labor costs by 3.5%. The acceleration of the coun-
try's economic growth was primarily caused by an

increase of consumer expenditures.

Inflation was at the rate of 1.9% as targeted by the
Federal Reserve System (FRS). Increased transporta-
tion and communication service tariffs made a sub-
stantial contribution to inflation. Only furniture pro-
duction and design services had a reducing effect on
inflation. Unemployment dropped down to 5.1% in
USA during the reported year.

Increased global demand and world oil prices
resulted in an increased current transaction balance
deficit in the USA, which primarily pertained to
imports of consumer goods. To limit consumption to
a certain extent the FRS's Open Market Committee
modified the discount rate several times during the
year, eventually going up from 2.25% to 4.25%.

Preliminary evaluations indicate that in Japan, the
second largest contributor to the world GDP, the
GDP increased by 2.1% during 2005. The economic
growth in Japan was primarily caused by increased
corporate  investment costs and  exports.
Unemployment rate was 4.3% and deflation rate was
0.2%.

The Central Bank of Japan maintained its principal
interest rate flat at 0.01% during 2005.

Economic revitalization processes continued in the
Euro zone during the reported year as well. Thus,
preliminary evaluations for 2005 indicate that GDP
in Euro zone increased by 1.3%. Economic activity
gained an impetus primarily due to both private con-
sumption and investments. Favorable financing
terms and increased global demand improved the
overall investment environment in Euro zone.
However, unemployment rate remained relatively
high in Euro zone (8.4%), while inflation rate was
2.2%.

The European Central Bank (ECB) modified the
discount rate in 2005 from 2% to 2.25%.

Germany, a major Euro zone country, continued
economic growth processes during 2005. Thus, pre-
liminary estimations suggest that National Income
exceeded the GDP by totaling to 2248.7 billion
Euros, which means a 1.5% increase versus the pre-
vious year. Household revenues declined by 0.5%,
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ki, bu da avvelki illo miigayisade 1,5% artim
demokdir. Ev tosarriifatlanmin alde etdiyi golirlor
0,5% azalmis, miiassisolorin moenfooti ise 6,1%
artmigdir, 2005-ci ilde sonaye istehsalinin heacmi
avvalki ilo nazaron 2,4%, o ctimledon investisiya
yonlimlii mallarin istehsali 4,6%, istchlak mallarmn
istchsali iso 1,9% artmisdir. Iqtisadi artimin
sirotlonmasine  istehlak  xorclorinde  artimin
ohomiyyetli tesiri olmusdur. Belo ki, son istehlak
xorcleri 1,23%, o ciimledon fordi istchlak xarclori
1,4%, dovlat istehlak xerclori iso 0,5% artmisdir.
stehlak xorclorinin artimma uygun olaraq iQI 2005-
ci ilin dekabr ayinda evvelki aya nezoron 0,9%,
perakendo ticarot giymatlori indcksi 0,1%, sonaye
istehsal¢tlarinmn - giymot indeksi  0,3% artmis,
topdansatis qiymet indeksi iso doyismoez qalmisdir,
Son istehlak xorclorinin artiminda omok haglarinin
arttimi mithiim rol oynamugdir. Belo ki, 2005-ci ilde
orta emak haqqt 0,4% artmisidir,

Almaniyadan forqli olaraq diger Avrozona élkosi
olan Fransada ticaret balansi kosirli olmusdur. Belo ki,
iqtisadiyyatin ovvalki illorde miisahido olunan zoif
artim tempinin siirotlonarok 3% toskil etmosine
baxmayaraq 2005-ci ilde Fransamin diinya
ticarotindoki xiisusi ¢okisi 4,9%-0 godor azalmisdir.
Miiqayiso fi¢lin qeyd edok ki, Almaniya 6ziiniin diinya
ticarotindeki 10%-lik paymi neinki qoruyub saxlamus,
hatta 2000-2005-ci illor arzinde bu géstericinin 1,4%
artimina nail olmusdur. Fransa ixracmin zaiflomesinin
osas sebabi 35 saathq is hoftosinin tatbigi noticesinde
olkonin regabaet gabiliyyetini pislogdirmasidir.

2005-ci ilde Fransada igsizliyin soviyyesi
deyismoyorok 10%, biidco kesrinin UDM-o nisboti
is0 3,2% olmusdur. Fransamin dovlet borcu isa avvalki
illo miiqayisede 1,4% bendi artaraq UDM-in 66,5%-
no ¢atmsdir.

2005-ci ilde Italiyada iqtisadi artim tempi 0,2%
togkil etmigdir. Bununla yanagi, olkede issizliyin
azalmasi prosesi davam etmis ve issizlik 7,7%-o
godor azalmisdir ki, bu da Avrozonanin orta
gostoricisindan 0,9% bendi asagidir.

Hesabat dovriinde Italiyada istehlak qiymetlori
indeksi 2,2% toskil etmisdir. Biidco kosrinin UDM-o
nisboti ovvalki ille miiqayisedo 1% bondi artaraq
4,3%-0 catmisdir. Bunun osas sebeblerinden biri
vergi doracelorinin qismen azaldilmasidir. Bu
soraitdo italiyanm dévlet borcu UDM-in 108,6%-no
catmigdir ki, bu da Avropa Birliyinde (64,1%) en
yliksok gostoricidir.

2005-ci ildo Ingiltorodo UDM 1,8% artimigdir.
ingiltere  Morkozi Banki inflyasiyam 2%
soviyyosinda hadeflomis vo ilin sonuna bu soviyyeys
nail olunmusdur ki, bu da Avropa Birliyi iizro orta
gostoricidon (2,1%) azdir. Qiymet artimi on ¢ox
nagliyyat sferasinda miisahide edilmisdir.

ingiltorads issizliyin timumi seviyyesi do Avropa
Birliyi dlkolorindo oldugundan bir qoder asag olmus
(4,9%), omok haqq iso 4,6% artmusdir. Dovlet
borcunun UDM-o nisbati avvelki ille miiqayisodo 1,2%
bendi azalarag 2005-ci ilin sonuna 35,6% toskil
ctmigdir.

Ingiltoro Banki 6ziiniin ugot derecasini hesabat dévril
arzindo dayiserek 4,75%-den 4,5%-0 endirmigdir.

Aparict  6lkelerin iqtisadiyyatinda bas veren
proseslor onlarin valyuta mozennolorinde vo fond
indekslerinde do 6z oksini tapmigdir. Hesabat dovrii
arzinde ABS dollarinin mezennesi diinyanin aparict
valyutalarma nezeran yiikselmisdir.

Belo ki, 2005-ci ildo ABS dollarinin avroya
nozoron 14%, Isvecro frankina nozeron 14,4%,
Yapon yenino nozeron 14,1%, Ingilis funt sterlingino
nazoran 11,1%, Rus rubluna nezoren iso 3,9%

2005-ci ilde ABS dollarinin avroya nezeren mazennosi
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while corporate profits increased by 6.1%. Industrial
production increased by 2.4% during 2005 versus the
previous year, including a 4.6% increase in produc-
tion of investment goods and 1.9% increase in con-
sumer goods production. Increase in consumer
expenditures had a substantial effect on acceleration
of economic growth. Thus, final consumer expendi-
tures increased by 1.23%, including private con-
sumer expenditures going up by 1.4% and public
consumer expenditures by 0.5%. Proportionately to
the consumer - xpenditure growth, the CPI increased
by 0.9% ... December 2005 versus the previous
month, retail price index increased by 0.1%, produc-
er price index rose by 0.3%, while wholesale price
index remained flat. Salary raise made a material
contribution to the growth of final consumer expen-
ditures. Thus, the average salary increased by 0.4%
during 2005.

Unlike Germany, another Euro zone country,
France, had trade balance deficit. Thus, although the
economic growth rate that had been somewhat slack
in previous years paced faster thereby reaching a
point of 3%, France's overall share of the world trade
went as low as 4.9% in 2005, For comparison,
Germany did not only manage to retain its share of
10% of the world trade but also accomplished a 1.4%
increase of that indicator during 2000-2005. The pri-
mary cause of deteriorated exports in France is the
country's poor competitiveness caused by the intro-
duction of a 35 hour working week.

In 2005 unemployment remained unchanged in
France, at 10%, and the ratio of the budget deficit to
GDP made 3.2%. The sovereign debt of France has
increased by 1.4% from the previous year, thus
reaching 66.5% of the GDP.

Economic growth rate in Italy made 0.2% in 2005.

Furthermore, unemployment rate continued to
reduce, eventually coming down to 7.7%, which is
0.9% below the mean Euro zone rate.

Italy's consumer price index constituted 2.2% dur-
ing the reported year. Ratio of budget deficit to GDP
increased by 1% against the previous year and
totaled to 4.3%. Among principal reasons of this is
the certain decrease of tax rates. In this view, [taly's
sovereign debt reached 108.6% of the GDP, which is
the highest indicator in European Union (64.1%).

GDP increased by 1.8% in England during 2005.
Bank of England targeted inflation at 2% and man-
aged to accomplish this rate by the end of the year,
which is below the average European Union indica-
tor (2.1%). Transport sector was the main contributor
to the price increase.

Unemployment rate in England was also somewhat
lower that the mean rate for European Union countries
(4.9%), with salary increased by 4.6%. Ratio of sover-
eign debt to GDP declined by 1.2% against the previ-
ous year and totaled to 35.6% by the end of 2005.

Bank of England reduced its discount rate during
the reported period from 4.75% to 4.5%.

Economic processes taking place across the world
also had an effect on currency exchange rates and
stock indices of different countries. The US Dollar
exchange rate increased against the world's leading
currencies during the reported year.

Thus, in 2005 US Dollar exchange rate against
Euro got stronger by 14%, against Swiss Franc by
14.4%, against the Japanese Yen by 14.1%, British
Pound by 11.1% and Russian Ruble by 3.9%. It
should be noted that the slight devaluation of Euro
was also caused by the political uncertainty created
by rejection of the European Constitution by France
and Holland.

US Dollar against Euro exchange rate, 2005
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Dou Jons vo Nikkey indekslorinin dinamikast
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Dou Jons Nikkey

mohkomlonmisdir. Qeyd edek ki, avronun doyerden 30 en iri sonaye sirketinin orta giymotini oks etdiron
diismosine  Fransa ve  Hollandiyada Avropa  Dou Cons indeksi 0,5%, ABS-n 100 on iri yiksok
Konstitusiyasinin - gobul edilmomasi naticesindo  texnoloji sirketinin sohmlorinin giymetlori asasinda

FTSE Eurotop ve Dax indekslorinin dinamikas
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yaranmis siyasi geyri-miiayyenlik do tesir gostormisdir,  hesablanmis Nasdag indeksi 3,1% artrmsdir. Tokio
Hesabat dévrii orzinde osas fond indekslerinin ~ Fond Birjasinda herraca ¢ixarilan 225 on iri sirketin

soviyyasi ABS-da sabit qaldigi halda, Avropada vo  sehmlerinin qiymetlori osasinda hesablanmis Nikkey

Yaponiyada miioyyon toraddiidlore moruz qalmigdir.  indeksi iso 41,9% yiikselmisdir.

Belo ki, Nyu York Fond Birjasinda herraca ¢ixarilan Avropanin 100 on iri sirketinin sehmlerinin

Diinya bazarinda | barel neftin giymetinin dinamikasi (ABS dollan ilo)

?4 _-— - _——— e = — — —  — —_— 1
i
69 A
5 E_J
o JT * v
B s (Pp. - e
64 F & a2
- e - ﬁ
. ] ol
59 A RS 4 e,
o T o * >
z = e 3§ » -,
= " ] - T *
54 o 4 ¥
R _ T r e Lt
__(—: o wy % -
49 A Gange
v

e N
.,

39— e e daaisaas sy T I e ey
uy wy w uy wy uwy wy uy w wy uy w w uw uw uwy uwy uwy uy w uw w w w [T wy wn uwy
o8 g B o8 @ @& @ @ @ § 9w w8 89 9 hoa s e e s e a9 & g &
— - o o Eaed 0 (] o = wn u w0 (<=] P~ P~ Lt @ o o (=2 =11 = = - == o o ']
B oS 5 o= 3 oW B oW & B s R W M SR e i R R R e o S R e e e
=+ o L M~ o w L=} o4 el w o™ o) P~ - w o« (=] o uy w [=>] o™ w (=2} (3] w [=:] [=1
= - = bl = - Ll s o (=1 o = { = = o= (2t = o (=] - o — o = o (=1 = o3

London Beynolxalq Neft Birjasinda Brend markali neft
Nyu-York Omtoe Birjasinda WTI markah neft
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Dynamics of Dow-Jones and Nikkei indices
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= Dow-Jones Nikkei

While main stock indices remained stable in USA  Nikkei index calculated based on the stock prices of
during the reported period, Europe and Japan experi-  the top 225 traded companies at the Tokyo Stock
enced some fluctuations. Thus, the Dow-Jones aver-  Exchange increased by 41.9%.

FTSE Euro top and DAX indices
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age that indicates the average price of the 30 largest The FTSE Euro top 100 index based on the stock

traded industrial enterprises at the New York Stock  prices of Europe top 100 companies increased by
Exchange went up by 0.5%, and the NASDAQ index  21.9%, and DAX index, the average stock price of top

calculated based on the stock prices of the top 100 100 companies traded at the German Stock Exchange
high technology companies increased by 3.1%. The  increased by 27.2%.

1 Barrel of Oil Price Changes at the Global Market (USD)
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Brent Oil at the London International Oil Exchange
WTI Oil at the New York Commodity Exchange




Qlobal prosesler vo Azerbaycan igtisadiyyati

qiymotlori esasinda hesablanmis FTSE euroiop 100
indeksi 21,9%, Almaniya Fond Birjasinda horraca
c¢ixartlan 100 on iri girketin sehmlerinin orta qiymeti-
DAX indeksi 27,2% artmigdir,

2005-ci ilde diinya bazarmda Brent markali neftin
orta giymoti 55,4% toskil etmisdir. Hesabat ilinin
avqust-sentyabr aylarinda neftin qiymoti hotta 65%
6tmiisdiir ki, bu da 2004-cii ilde oldugundan (41,38)
34,1% ¢ox  olmusdur. Neftin  giymotinin
yiitksolmasinin asas sebebi nefte olan global telobin
artmastdir. Bununla belo siyasi amillorin, habelo
Katrina qasirgasi noticosindo ABS-da neft hasilatinda
yaranmig problemlorin do neflin giymetine tesiri dovr
arzinde ahamiyyatli olmusdur. Qeyd edok ki, neftin
giymatinin qalxmasi OPEK torefinden istehsal
kvotasmn artirilmasi garaitinde bas vermisdir.

2005-ci ilde diinya bazarinda olvan metallarin giymeti
10%, domir filizi 39,5%, kond tosorriifat xammali 2,6%,
orzaq xammali 3,2%, senaye xammali 13,8%, cemi
enerji dagtyicilan iizro qiymet 16,7% artmisdir.

1.2 Azorbaycanda iqtisadi arfim ve onun menbsleri

2005-ci ilde olke iqtisadiyyati Umumi Daxili
Mehsulun, istehsal ve qeyri-istehsal xarakterli
investisiya qoyulusunun, shalinin, miiessisolarin vo
doévlet biidcasinin galir vo xarclorinin yitksek artim
tempi ile xarakterizo olunmusdur. Dovr erzinde

mohsullara xarici tolobin artmasi, xiisusile neftin diinya
bazar qiymetinin yiiksek olmasi hesabat ilindo igtisadi
artimm formalasmasinda miihiim rol oynamuslar.

e Moacimu talab
Son istehlak xarclori.

Yiiksok iqtisadi fealliq, fiskal xerclerin, shalinin
pul golirlarinin davamli olaraq artmasi ve olverisli
xarici konyunktura mocmu tolobin, xiisusilo onun
istehlak hissosinin ehamiyyatli artmasina tokan
vermisdir. Mocmu tolobin demok olar ki, biitiin
komponentlor iizro artimi Olkodo yiiksok templi
igtisadi artimin  formalasmasinda miihiim rol
oynamisdir. ilkin qiymetlondirmelero gora 2005-ci
ilde avvalki ile nisbeten son istehlak xorclori 23,3%,
o ciimlodon ev tesarrifatlarmin mal vo xidmetlare
xarclori 27,5%, hokumetin istehlak xorclori 24,3%,
ev tesorriifatlarina xidmat edon qeyri-kommersiya
toskilatlarmin istehlak xorclori iso 13,7% artmisdir.

- Ev tosorriifatlart. 2005-ci ilde ev tosarriifatlarinin
istehlak xorclorinin artmasinda onlarm gelirlerinin
artimi miihiim rol oynamigdir. Hesabat ilinde ohalinin
pul golirlori avvalki illo miiqayisede 27%, onun osas
manbelerinden biri olan orta ayliq emek haqq: ise
21,9% artmigdir. Ev tesorriifatlarinin gelirlerinin
artmasinda fiskal ekspansiya ehemiyyotli amil

Qrafik 1. Azorbayjanda son istehlak xarjlorinin strukturu, %
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26,4%-lik iqtisadi artim tempinin olde edilmosinde
daxili ve xarici iqtisadi mihitin elverisli olmasi
onomli rol oynammgdir. Makroigtisadi sabitliyin
davamli xarakter almasi, 0zel investisiyalarin
stiretlondirilmesine xidmet eden biznes miihitinin
yaxsilagmasi  iqtisadi  inkisafi  daha  da
sirotlondirmisdir. Eyni zamanda sosial rifahin
yiiksoldilmasine ve 6lkede bazar infrastrukturunun
inkisafina yonolmis fiskal siyasatin daha ekspansiv vo
effektiv xarakter almasi, Azerbaycandan ixrac olunan

olmugdur. Naticade, biidconin sosial xarclorinin
ohalinin comi pul gelirlerindeki payr 2004-cii ilde
14%-den 2005-ci ilde 15%-o qader artmigdir.
2005-ci ilde ev teserriifatlarimin son istehlak
xarclarinin keskin artmasi onun pul xerclemelerinin
ahomiyyotli deracede artmasina gotirib ¢ixarmisdir.
Hesabat ilinde ohalinin pul xerclerinin 70,3%-i mal
ve xidmatlerin ddenilmesine yonaldilmis, 29,7%-i iso
yigima getmisdir. Mal ve xidmetlore xerclomelerinin
65,8%-1 iso arzaq mallarmin alinmasina yonelmisdir.




Average Brent oil price on the world markets made
USD55.4 during 2005. In August-September of the
reported year the oil price even exceeded USD6S5,
which is 34.1% above the year 2004 level (USD41.3).
The primary cause of the oil price increase is the
growth of the global demand for oil. Furthermore,
political factors as well as the problems caused by the
Catherine storm to the US oil industry had a major
effect on oil price increase during the reported period.
It should be noted that oil prices increased as OPEC
raised the production quotes.

World market prices for non-ferrous metal increased
by 10% during 2005, metal scrap by 39.5%, agricultur-
al raw materials by 2.6%, food input materials by 3.2%,
industrial raw materials by 13.8% and energy carriers
by 16.7%.

[.2. Bconomic growth in Azerbaijan and its sources

In 2005 the country's economy was characterized
by a high growth rate of the Gross Domestic
Product, production and non-production invest-
ments, individual, corporate and public budget rev-
enue and expenditures. During that period the
favorable domestic and foreign economic environ-

Global processes and Azerbaijan's economy

ular, world market oil prices went up considerably
thus leading to economic growth during the report-
ed year.

o Aoorecate demand
Final consumer expenditures.

High economic activity, continuous increase of
fiscal expenses and individual incomes, as well as
favorable foreign market conditions gave an impetus
to a material increase in total demand, especially its
consumer component. Growth in virtually all com-
ponents of the total demand played an important role
in the country's high economic growth rate.
Preliminary evaluations indicate that final consumer
expenditures in 2005 against the previous year
increased by 23.3%, including household goods and
services costs by 27.5%, government's consumer
costs by 24.3%, and consumer costs of non-com-
mercial enterprises serving households by 13.7%.

- Houscholds. Increase in household revenues
made a substantive contribution to the growth of
houschold consumer expenditures during 2005.
During the reported year individual money income
increased by 27% against the previous year, while
average monthly salary, being a major source there-
of, and went up by 21.9%. Fiscal expansion was a

Chart 1: Structure of final consumer expenditures in Azerbaijan, %
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ment made a vast contribution to the 26.4% annual
economic growth, Continuous macroeconomic sta-
bility and further improvement of the business cli-
mate that served the purpose of speeding up the pri-
vate investment processes promoted economic
growth even further. In parallel, the fiscal policy
that sought to expand social welfare and develop
the country's market infrastructure became more
expansive and effective, foreign demand for goods
exported from Azerbaijan increased, and, in partic-

significant factor contributing to the household
income growth. As a result, the share of budget's
social expenditures in the total household income
increased from 14% in 2004 to 15% in 2005.

The drastic increase in the household final con-
sumer expenditures in 2005 led to a considerable
growth in cash spending.

During the reported year 70.3% of the household
cash spending pertained to purchase of goods and
services and 29.7% to collection. 63.8% of the goods
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- Hokumot vo cv toserriifatlarma xidmot cdon
qeyri-kommersiya toskilatlari. 2005-ci ildo son
istehlak xorclorinin artiminda hékumet vo ev
tosorriifatlarina  xidmet edon qeyri-kommersiya
toskilatlarinm istehlak xorclorinin de ohemiyyeti
bdyiik olmusdur. Belo ki, son istehlak xarclorinin
20%-i yalmz bu iki sahenin payma diismiisdiir.
Hoékumatin istehlak xorclorinin artimi baslica olaraq
omok haqqi ve mal vo xidmetlere xerclerin artmas:
hesabina bas vermisdir.

2005-ci ilde dévlet biidcosindo nozerde tutulan
xorclorin 25,4%-ni ve ya 2803,6 mird. manatini
omayin ddenilmasi xorclori toskil etmisdir ki, bu da
avvalki illo miiqayisode 32,4% coxdur. Mallarmn
alinmast vo xidmetlorin 6denilmesi xorclori ise
dovlet biidcesi xorclorinin 33,4%-ni ve ya 36558
mlrd. manatimi toskil etmoeklo avvelki ilin miivafig
soviyyosini 46,6% lstelomisdir.

2005-ci ilda iqtisadiyyatin inkisafina miixtolif daxili
va xarici monbelordon 27,1 trln. manat (5,9 mird.
dollar) investisiya yoneldilmisdir ki, bu da evvelki
ilin saviyyesinden 12,7% ¢oxdur.

Mocmu investisiya qoyulusunun 32,8%-ni daxili
investisiyalar togkil etmisdir, 2005-ci ildo daxili
investisiyalarm UDM-do pay1 13,6%, qeyri-neft
UDM-da payi ise 23,2% olmusdur.

Meacmu investisiyalarin 71%-1 neft sektoruna,
yalniz 29%-1 qeyri-neft sektorunun inkisafina
yonolmisdir. Hesabat ilindo daxili investisiyalarin
84.6%-1 miiossisa ve toskilatlarin 6z vesaitlori, 6,3%-
i bank kreditlori, 3,6%-1 ohalinin soxsi vosaitlori,
3,5%-1 biidco vesaitleri, 1,4%-i biidcodonkenar
fondlarin vesaiti, 0,6%-1 ise diger menbeler hesabina
maliyyelasdirilmisdir.

Oten illordo oldugu kimi investisiyalarm onomli
hissesi iri hacmli layiholorin hoyata kegirilmasine
yonalmisdir. Bu, kapital emtealorinin idxalm
artirmaqla beraber iqtisadi artima Onemli tohfe
vermokdadir. Istor neft, isterse do qeyri-neft
sektorunda 1ri layihelerin reallagdimlmas: ilo bagh
investisiyalar miioyyon tikinti xidmatlorine do tolob
yaradir ki, bu da hesabat ilinde tikintide artimm
mihiim amilino ¢evrilmisdir.

Iqtisadiyyata calb edilmis investisiyalarm 77%-i
sonaye saholerinin inkisafina (o ctimloden 1,6%-i
emal senayesino, 4,8%-i elektrik enerjisinin
istehsalina), 6,1%-1 monzil tikintisine, 6,9%-i
noqliyyata, 2,1%-i ticarat ve xidmete, 2,4%-i
rabiteye, 0,8%-1 kond tesorriifatina, 4,7%-i iso digor
sahelara yonoldilmisdir.

2005-ci ilde qeyri-neft sektoru sahelorino
yonoldilon investisiyalarin artim tempi 6ton illoro
nisboton xeyli yiiksok olmusdur. Belo ki,
investisiyalar gida sonayesindo 28,6%, manzil
tikintisinda 15,4%, geyri-metal mineral maddolorin
istehsalinda 68,9%, rabitodo 27.4%, tohsil ve
sohiyyade 1,7 dofo artrmisidir.

2005-ci ilde investisiyalarin calb edildiyi bolmalor
igorisinde  6zol sektorun payr artmagda davam
etmigdir. Hesabat ilindo ovvalki ilo nisboton geyri-
dovlat bdlmasine yénolon investisiyalar 4,8%, dovlet
bolmasine celb edilon investisiyalar ise 91,8%
artmsdir.

- fordi soxslorin investisivalar. DSvIot torofinden
sahibkarhigin inkisafina diggetin artirilmasi yeni
iqtisadi miinasibatlorin formalagmasini daha da
stirotlondirmis, bunun neticesinde ovvallor muzdla
isloyon bir ¢ox soxslor fordi sahibkar kimi fealiyyot
gostormaye baglamigdir. 2005-ci ilde esas kapitala
investisiya qoyulusunun da mehz 3,6%-i soxsi
vosaitlor hesabina maliyyologmisdir, Fiziki soxslorin

Qrafik 2. Iqtisadiyyata investisiya qoyulusu hagqinda malumat (min. ABS dollar)
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and services acquisition costs pertained to food
products.

- Non-commercial enterpriscs serving govern-
ment and houscholds. Consumer expenditures of
non-commercial enterprises serving government
and households also played an important role in the
growth of final consumer expenditures in 2005.
Thus, these two sectors alone accounted for 20% of
the total final consumer expenses. The govern-
ment's consumer expenses rose primarily due to the
growth of salary and goods and services acquisition
costs.

Labor remuneration costs constituted 25.4% or
AZM2803 billion of the public budget's projected
costs in 2005, which is 32.4% above the previous
year's level. Goods and services acquisition costs
constituted 33.4% or AZM3655.8 billion, thus
exceeding the last year's rate by 46.6%.

AZM2T7.1 trillion (USDS5.9 billion) worth of invest-
ments from different local and foreign sources were
made for economic development purposes during 2003,
which 12.7% higher than the previous year's level.

Domestic investments accounted for 32.8% of the
total investments. Domestic investments accounted
for 13.6% of GDP and 23.2% of the non-oil sector
GDP in 2005.

71% of the total investments were placed in the oil
sector and only 29% in the non-oil sector. During the
reported year, 84.6% of the domestic investments
were placed by enterprises and institutions from their
own funds, 6.3% from bank loans, 3.6% from house-
hold private funds, 3.5% from budgetary resources,
1.4% from extra budgetary funds, and 0.6% from
other sources.

Global processes and Azerbaijan's economy

As in previous years, a large portion of investments
were directed at implementation of large scale proj-
ects. It makes a major contribution to the overall eco-
nomic growth while serving the purpose of increasing
imports of capital commodities. Investments associat-
ed with implementation of large-scale projects in both
oil and non-oil sectors caused a demand for construc-
tion services to increase, which turned into a signifi-
cant factor contributing to construction growth during
the reported period.

77% of investments placed in economy were made
for development of industrial sectors (including 1.6%
for processing industry, 4.8% for power generation),
6.1% for residential construction, 6.9% for transport,
2.1% for trade and services, 2.4% for communica-
tions, 0.8% for agriculture and 4.7% for other sectors.

In 2005, investments in non-oil sectors had a sub-
stantially higher growth rate as opposed to previous
years. Thus, investments in food industry increased by
28.6%, residential construction by 15.4%, non-metal
mineral substance production by 68.9%, communica-
tions industry by 27.4%, education and health care
sector by 1.7 times.

Private sector continued to increase its share within
sources of investments in 2005. Investments to the
non-state sector increased by 4.8% and to state sector
by 91.8% during the reported year.

- Investment hy private persons. Government's
increasing attention to private business development
promoted new economic relations, wherefore a num-
ber of individuals who had previously worked on a
remunerated basis started operating as private busi-
nesses. Individual investments thus made 3.6% of the
core capital investments made in 2005. Increase in the
collection factor in addition to the portion of individ-
ual revenues used for consumption was a major con-
tributor to expansion of private investments,

Chart 2: Investments across economic sectors (USD million)
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golirlorinin istehlaka geden hissesi ile yanasi yigima
gedon omsalinin da artmasi sexsi investisiyalarin
genislonmasindo asas faktor olmusdur.

- hékumat investisivalari. 2005-ci ilde mecmu
tolobin artiminda rolu olan mithiim amillerden biri deo
hokumetin investisiya xorclorinin artimidir. Belo ki,
hesabat ilindo dovletin investisiya xerclori ovvelki
ille miigayisode 1,7 defo artaraq 820 mlrd. manat ve
ya biidea xorclorinin 7,4%-ni toskil etmisdir. Qeyd
edok ki, investisiya xorclorinin 489 mird. manatim vo
ya 59,6%-ni istehsal vo infrastruktur yonimli
layiholar, 245,7 mird. manatim ve ya 30%-ni sosial
yoniimli layiheler, 6,1 mlrd. manatim ve ya 0,7%-ni
institusional yoniimlii layihelor ve 77,6 mlrd.
manatint vo ya 9,5%-ni ise erazilorin barpast,
yenidenqurulmas1 vo osash tikinti layihelori iizro
xarclar togkil etmisdir. Eyni zamanda il erzinde osas
kapitala investisiya qoyuluslarimin 3,5%-i biidco
vosaitlori hesabina hoyata kegirilmisdir.

- xarici investisivalar. Mocmu investisiyalarmn
67,2%-1 xarici monbalor hesabina formalasmisdir,
Xarici investisiyalarin 4161,5 mln. ABS dollarmi vo
ya 93,6,%-ni birbasa investisiyalar, 281,8 min ABS
dollarim ve ya 6,3%-ni kreditlor vo ssudalar toskil
etmisdir.

Xarici talob

2005-ci ilda daxili ve xarici faktorlarin miisbet tosiri
soraitindo ticarot dovriyyesinin yaxsilagmasi prosesi
davam etmisdir. iqtisadi artim tempinin siirotlonmasi,
milli mohsullara xarici tolobin (ticarot torofdagi olan
Olkelorde iqtisadi artim) yiikselmesi, olverisli
investisiya miihitinin yaradilmasi ticarot dovriyyasinin
miisbot saldoya malik olmasim sertlondirmisdir.

Biitovlikkde 2005-ci ilde ticaret balansimin (imumi
saldosu miisbet olmus ve avvalki illo miigayisoda
34,6% artaraq UDM-in 1,2%-ni toskil etmisdir.

- idxal. Olkaye idxal olunan mohsullarm hocmi
4200,0 mIn $ vo ya UDM-in 33,5%-ni toskil etmisdir.
2005-ci ildo idxalin strukturu avvalki ille miiqayiseda
yaxsilagmigdir. Belo ki, idxalin strukturunda erzaq
mohsullarinin xiisusi ¢ekisi 10,6%-0 vo ya ovvolki
dovrle miigayisade 1,2% bendi azalmisdir ki, bu da
idxali avez eden istehsal sahelorinin inkisafi ilo
alagodardir. 2005-ci ilde eorzaq mehsullari lizre
porakendo omtoe dovriyyesinin 13,8%-1 idxal
hesabina ddenilmisdir ki, bu da avvelki ilin miivafiq
gostaricisindon 7,7% bondi azdir.

idxal olunan mallarin 33,3%-i investisiya toyinath
mallarm (masin ve avadanliglarin) payina diismiisdiir.
Olkoyo idxal edilon magmn vo avadanhglarin oksor
hissesi geyri-neft sektorunun inkisafin1 nozerde tutan
investisiya layiholorinin reallagdirilmasi ilo bilavasito
olagalidir.

- ixrac. Ixracin hoemi 4346,9 min.$ vo ya UDM-in
34,6%-ni toskil etmisdir. Hesabat ilindo ticarot
torofdasi  olan Olkelorde qeyri-neft sektoru
mohsullarina olan tolobin artmasi ixracin strukturunda
qeyri-neft sektorunun xisusi ¢okisinin 6ten ildoki
14,1%-dan 2005-ci ilde 17,1%-0 qoder artirmusdir.
Qeyri-neft sektorunun ixracinda agrar ve kimya
sonayesinin mohsullar Gstiinlik toskil etmisdir, Belo
ki, qeyri-neft sektoru lizro ixracin 26%-i bitkigilik
mohsullari, 17,7%-i kimya sonayesi mohsullar,
14,2%-1 azqiymotli metallar vo onlarin memulatlary,
9,7%-1 kaucuk vo polimer materiallar, 8,5%-i hazir
yeyinti mehsullar, 7,7%-i toxuculuq materiallari vo
memulatlar hesabina hoyata kegirilmisdir.

Hesabat dovrii orzinde olkenin strateji ixrac
mohsullarindan olan kimya mehsullar, alvan vo qara
metallar vo pambigim ixracinda da artim miisahide
olunmusdur. Bununla belo, ixrac olunmus mallarm
strukturunda neft mehsullari yliksek paya malik
olmus ve imumi ixracin 76,1%-ni toskil etmisdir.
Qeyd edok ki, 2005-ci ildo xarici dovletloro 3337

Qratik 3. Macmu telebin iqtisadi artima tohfosi
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- Government investments. Growth of government
investment costs was among major factor contribut-
ing to the increase of the total demand in 2005.
Thus, public investment expenditures increased by
1.7 times against the previous year, hence totaling to
AZM820 billion or 7.4% of the total budget expen-
ditures. It should be noted that AZM489 billion or
59.6% of the investment expenditures pertained to
production and infrastructure projects; AZM245.7
billion or 30% to social projects; AZM6.1 billion or
0.7% to institutional projects and AZM77.6 billion
or 9.5% to area rehabilitation, reconstruction and
capital construction projects. In parallel, 3.5% of the
corc capital investments were made from budgetary
sources.

- Foreign invesiment. Foreign sources accounted
for 67.2% of the total investments. USD4161.5 mil
or 93.6% of foreign investments are direct invest-
ments, USD281.8 mil or 6.3% are loans and advances.

Foreien demand

Trade turnover continued to improve against the
background of positive effects of domestic and for-
cign factors in 2005. Increased economic growth,
enhanced foreign demand for national products
(economic growth in trading partner countries) and
favorable investment climate caused the trade
turnover to arrive at a positive balance.

Overall, trade turnover had a positive balance in
2005, and, having increased by 34.6% as opposed
to the previous year, made 1.2% of the GDP.

- Imports. Imports of goods to the country totaled
to USD4200.0 mil or 33.5% of the GDP. The struc-
ture of imports in 2005 improved as compared to
the previous year. Thus, the share of food products
in the structure of imports reached 10.6% or
decreased by 1.2% as compared to the previous

Global processes and Azerbaijan's economy

period, which is caused by development of produc-
tion sectors replacing imports. Imports covered
13.8% of the retail commodity turnover of food
products in 2005, which is 7.7% below the appro-
priate indicator of the previous year.

Investment-oriented goods (machinery and equip-
ment) accounted for 33.3% of the total imported
goods. Most machinery and equipment imported to
the country are directly connected with implemen-
tation of investment projects designed to support
non-oil sector development.

- Exports. Exports totaled to USD4346.9 mil or
34.6% of the GDP. The increase of demand for non-
oil sector products in the trading partner countries
during the reported year led to an increase of the
non-oil sector's share within the export structure
from 14.1% in the previous year to 17.1% in 2005.
Agricultural and chemical industry products
accounted for the largest portion of the non-oil sec-
tor's exports. Thus, plant cultivation products made
26% of the non-oil sector's total exports; chemical
industry products made 17.7%; low-value metal
and metal products made 14.2%; rubber and poly-
mer materials constituted 9.7%; food products
made 8.5%; and weaving materials and items made
7.7%.

Exports of chemical products, ferrous and non-
ferrous metals and cotton, all representing the coun-
try's strategic export products, also increased during
the reported period. Furthermore, oil products con-
stituted a major portion within exported goods by
totaling to 76.1% of the overall exports. It should be
noted that crude oil accounted for USD2218.8 mil
or 66.5% of the USD3337 mil worth of oil products
exported to foreign countries in 2005.

Thus, demand factors played a significant role in
forming up the real economic growth during 2005.

According to estimations, the 26.4% real eco-

Chart 3: Contribution of total demand to economic growth
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min. $ hecminde ise ixrac olunan neft mehsullarinin
22188 mln. $ ve ya 66,5%-ni xam neft togkil edir.

Beloliklo, 2005-ci ilde real iqtisadi artimin
formalagmasinda toleb amilleri shomiyyetli rola
malik olmusdur.

Hesablamalara osaseon hesabat ilindo 26,4%-lik real
igtisadi artim tempine daxili tolob 20,8% bendi, o
ciimleden, ev tosorriiffatinin istechlak xorclori 6,3%
bondi, hokumet ve ev tesorriifatlarina xidmot edon
geyri-kommersiya toskilatlarin istehlak xorclori
7,1% bondi, osas fondlarm timumi yigimi da daxil
olmagla ddvriyye vesaitlerinin deyisimi 7,4% bendi),
xalis xarici tolob iso 5,6% bondi tohfo vermisdir.

- neft sektoru. 2005-ci ilde 6lko igtisadiyyatnmn
inkisafinda neft sektorunun siirotli artiminin mihiim
rolu olmusdur. Dovr arzinde UDM-in 41,3%-i mehz

foaliyyot gosteren oOzel miilkiyyatli miiessisalor
terafindan istehsal edilmigdir.

Qeyri-neft sektorunun real artim tempinin (8,2%)
formalasmasinda senayenin ehemiyyetli rolu
olmusdur. Senayenin geyri-neft sektorunda istehsalin
hacmi avvalki ille miiqayisede 14,8% artmigdir.

Senaye istehsalinin hacminin artiminda demok olar
ki, biitlin sahaler miisbat istirak payma malik
olmusdur. Istehsalin hocmi elektroenergetika
sahasinde 5,3%, metallurgiyada 52,6%, vyeyinti
senayesinda 8,2% (o ciimleden qida mehsullarimin
istehsali 4,2%), masingayirma ve metal emah
miiessiselorinde 30,2% artmisdir. Yiingiil senaye
milossiselorinde artim daha siirotli olmusdur. Bu
sahalorde istehsalin artimi 61% toskil etmisdir.

Son iller olke iqtisadiyyatinda miisahido edilon
tikinti bumu tikinti materiallarinin istehsalina giiclii
impuls vermisdir. Hesabat ilindo tikinti materiallari
sonayesinda istehsalin artimi 20% olmusdur.

Qrafik 4. 2005-ci ildo UDM-in sahe strukturu (%)
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Manba: "Sosial-igtisadi inkisaf 2005", ARDSK 2005

bu sektorda istehsal edilmisdir ki, bu ovvelki ilo
nisboton 10% bondi goxdur. Dvvelki illerden forgli
olaraq neft scktorunun inkisafina neft hasilati ilo
yanasi neft emalimin da artmasi ehamiyyetli tosir
etmigdir. Neft hasilati 2005-ci ildo ovvalki ille
miiqayisade 70,5% artmugdir. Neft emali sonayesindo
iso istehsalin hecmi avvelki ildeki 9,1%-den 2005-ci
ilde 14,2%-o goder artnugdir. Neft emalmin artmas:
neft  sektorunda  istehsalin  keyfiyyatinin
yaxgilagmasint xarakterizo edir.

- qeyri-neft sektoru. 2005-ci ildo qeyri-neft
sektorunun UDM-do xiisusi gokisi 58,7% toskil etmis,
mohsul istehsalinin 73,9%-1 qeyri-neft sektorunda

10,6%

kend teserriifati
tikinti
naqliyyat

5.8% sosial ve diger fordi xidmatler
sonaye

tijaret vo xidmet
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UDM-in artiminda ehomiyyatli istirak payr olan
nagliyyat sektorunda dovriyyo artmagda davam etmis,
noqliyyat yiikdagimasi 9,2%, sernigin dagimasi isa
4.8% artmigdir. Yiik dasinmasi demir yolu nagliyyati
ila 26,8%, avtomobil naqliyyati ilo 6,6%, sernigin
daginmasi ise avtomobil nagliyyati ile 4,5%,
metropolitenda 7,3%, hava neqliyyatinda ise 11,5%
artmigdir.

2005-ci ildo kond teserriifatinda artim 7,5% toskil
etmigdir. Taxil ve cay istisna olmagla demok olar ki,
kend tosorriifatinin biitiin sahslorinde artim miisahido
olunmusdur,

Hesabat ilinde meyve vo gilomeyvenin istchsali




nomic growth rate of the reported year breaks down
as follows in terms of contribution shares: domestic
demand - 20.8%, including household consumer
expenses - 6.3%; consumer expenses of non-com-
mercial enterprises serving government and house-
holds - 7.1%; modification of turnover assets
including total return on fixed assets - 7.4%; and net
foreign demand - 5.6%.

- Oil sector. The rapid development of the oil sec-
tor made a major contribution to the country's eco-
nomic growth in 2005. During the period, 41.3% of
the GDP were produced in that sector, which is 10%
higher than the previous year's level. Unlike the
previous years oil refinery growth also had a signif-
icant effect on the oil sector development in addi-
tion to oil production. Oil production has increased

Global processes and Azerbaijan's economy

Virtually all sectors had a positive share in the
industrial production output growth. Output rose by
5.3% in power engineering; metallurgy by 52.6%;
food sector by 8.2% (including food production
sector by 4.2%); machinery and metal processing
sector by 30.2%. Light industry enterprises had a
more rapid growth. Output growth in these sectors
totaled to 61%.

The construction boom observed in the country's
economy in recent years gave a strong impulse to
production of construction materials. Output of
construction material industry grew by 20% during
the reported year.

Transport sector, a major contributor to GDP
growth, continued to display increasing turnover,
with cargo transportation increasing by 9.2% and
passenger transportation by 4.8%. Railway cargo
transportation increased by 26.8%, motor way
cargo transportation by 6.6%; motor way passenger

Chart 4: GDP's sector-based breakdown in 2005 (%)
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by 70.5% in 2005, compared to previous year. The
oil refinery sector's output volume increased from
9.1% in the previous year to 14.2% in 2005. The
increase of oil refinery indicates the improvement
in the quality of the oil sector's production.

- Non-oil sector. In 2005 the non-oil sector con-
stituted 58.7% of the GDP, and 73.9% of the pro-
duce was made by private enterprises operating in
the non-oil sector.

Industry played an important role in forming up
the real growth rate of the non-oil sector (8.2%).
Output of the industry's non-oil sector increased by
14.8% as compared to the previous year,
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transportation increased by 4.5%, subway trans-
portation by 7.3%, aircraft transportation by 11.5%.

Agricultural sector growth rate constituted 7.5%
in 2005. Except wheat and tea, basically all agricul-
tural sectors demonstrated growth to various
extents.

Fruit and dry fruit production increased by 47.2%
and vegetable production went up by 4.7% during
the reported period, principally due to increased
output. However, adverse weather and climate con-
ditions caused wheat production to drop down by
1.4% and tea production by 30%.
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47,2%, torovezin istehsali ise 4,7% artmusdir ki, bu da
mohsuldarhgin yiiksoldilmesi hesabina olmusdur.
Lakin tabii-iqlim soraitinin alverissiz kegmosi taxil
istehsalinin 1,4%, ¢ay istehsalmin ise 30%-o qodor
azalmasint sortlondirmisdir.

o Makroigtisadi tarazlig va inflvasiva

ovvolki illerde telob vo toklif amillerinin artim
templerindo miisahide edilen miixteliflik 2005-ci
ildo do davam etmis vo bu, makroigtisadi tarazhgin
formalasmasinda baslica faktora gevrilmisdir. Belo ki,
2005-ci ilde mocmu tolobin komponentlarinin artim
tempi mecmu toklifin komponentlorinin artim tempini
gismen istolomis ve macmu teklif macmu telebin
artimina gecikme ilo reaksiya vermisdir.

neft sektoru iizro omek mohsuldarhgmin artim
tempini orta hesabla 2-3 dofe iistelomigdir. Omok
haqqr ve omok mohsuldarhiginin artim tempinde
yaranan farq inflyasiyanin xorc amilinin de
foallagsmasini sortlendirmisdir,

- Istehlak qiymotlori indeksi. Dévr erzindo 5,4%
togkil eden inflyasiya asasen erzaq mehsullarimin ve
bozi xidmat nivlerinin giymatlarinin
bahalagmasindan ireli golmigdir. Belo ki, orzaq
mehsullart 6,3%, xidmeotlor ise 5,7% bahalasmigdir.
Qeyd edek ki, il arzinde inflyasiyanin 84,1%-i arzaq
mehsullarmin qiymatlorinin bahalagmasi hesabina bas
vermigdir. O ciimladan ¢orok, ¢orok mohsullart ve
yarmanin pay1 -2,5%, at vo ot mehsullarinin 46,7%,
meyve-terovoz mohsullarinin 32,7%, yag ve piyin

Qrafik 5. Iqtisadi artim, emek mehsuldarlig1 vo real galirlor (2000-2005)
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Macmu teleb amillerinin artiminda shalinin maddi
rifah halimin yiikseldilmasine xidmet eden sosial
xerclorin vo xarici investisiyalarin yiikselmasi
ohomiyyetli tosir payma malik olmusdur. Xiisusilo
dovlet biidcasinin sosial xarclorinin artim tempi
macmu tolebin daha siiretle genislonmesi ligiin
mithiim tekanverici amil olmugdur. 2004-cii ilin
sonundan etibaron bu proses emtoo vo xidmeotlore
talobin  teklifi ohomiyyetli lstolomesi ilo
noticelonmis, bazarda yeni tarazh@m yaranmas
giymotlerin artmasma sebeb olmugdur. Bu proseso
omok haglarmin artimmin qeyri-neft sektoru iizro
amek mehsuldarhgmmin artimini iistelomesi de tosir
gostormisdir.

Belo ki, aparilan hesablamalar da gostorir ki, orta
ayhq emek haqqinin real artim tempi xisusilo geyri-

1,5%, siid vo yumurtanin 3,5%, seker, gaymn 2%,
ickilor vo tiitiiniin 0,3% teskil etmisdir. Qeyri-orzaq
mallart vo xidmatlorin bahalagmas1 esasen inzibati
yolla tenzimlenen qiymotlerin artirilmasi hesabma
bas vermisdir. Belo ki, istehlak sobatinda 7,1% xiisusi
cokiye malik olan inzibati tonzimlenan xidmat
grupuna aid olan giymetler yanacaq iizro 0,9%, qaz
lizro 80,8% ve su iizre 44,7% artmig ve onlarin
inflyasiyaya tohfosi biitovliikde 0,7% teskil etmisdir.

- Sonaye istchsaleilarmin giymot indeksi. 2005-ci
ildo sonaye istehsalgilarinin giymot indeksi 10,8%
artmigdir.  Qiymet artimi  emal sonayesi ilo
milqayisade hasilat senayesinde daha siirotli
olmugdur. Bele ki, il rzinde SIQI hasilat senayesindo
15,4%, emal sonayesinde ise 3% togkil etmisdir.
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o Macroeconomic stability and inflation

The diversity that the growth rates of demand and
supply factors had displayed in the previous years
continued in 2005 as well, which turned into the
primary factor of forming up the macroeconomic
balance. Thus, components of total demand had a
somewhat higher growth rate than that of the com-
ponents of total supply in 2005, wherefore total
supply responded to the total demand growth with a
lag.

Increase of social expenditures and foreign
investments serving the purpose of improving the
financial welfare of the general public had a signif-
icant effect on the total demand factors' growth.
Growth rate of the state budget's social expendi-

- Consumer price index. Inflation rate of 5.4%
observed during the reported period was caused
primarily by increased prices for food products and
some services. Thus, food product prices have
increased by 6.3% and prices for services by 5.7%.
It should be noted that increase of food product
prices accounted for 84.1% of the year's inflation,
where bread, bread products and cereals made
2.5%; meat and meat products - 46.7%; fruit and
vegetable products - 32.7%; butter and fat - 1.5%;
dairy and eggs - 3.5%; sugar and tea - 2%; bever-
ages and tobacco - 0.3%. Prices of non-food prod-
ucts and services increased mainly due to growth
of administratively regulated prices. Thus, the
prices of the administratively regulated group of

Chart 5: Economic growth, labor productivity and real income (2000-2005)
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tures was a particularly significant contributor to
the more rapid expansion of total demand. This
process being underway since late 2004 resulted in
demand for goods and services drastically outpac-
ing supply, and the new balance established on the
market caused prices to go up. This process was
also affected by the salary growth outpacing the
non-oil sector labor productivity.

Thus, estimations suggest that the real growth
rate of average monthly salary cxcceded the
growth rate of the non-oil sector labor productivity
in particular by 2-3 times on average. The gap
between the salary and labor productivity growth
rates also caused the inflation's expense factor to
become more active.

services that constitutes 7.1% of the consumer bas-
ket increased by 0.9% for fuel; 80.8% for gas and
44.7% for water, with their total contribution to
inflation making 0.7%.

- Industrial producer price index. The industrial
producer price index increased by 10.8% in 2003.
Production sector displayed a more rapid price
growth as compared to the processing sector. Thus,
the production sector's IPPI made 15.4% and the
processing sector IPPI constituted 3%.

- Agricultural producer price index. Agricultural
producer price index rose by 2.2%. Except for fruit
and livestock products, plant cultivation products
producer price index displayed a 5.7% decrease
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- Kond tosorriifati istehsalgilarinin giymet indeksi.
Kond tosorriifatt mohsullan istehsalgilarnm giymot
indeksi 2,2% artmisdir. Il orzinde meyvogilik ve
heyvandarhq mehsullari istisna olmagla bitkicilik
mohsullarmin istehsalgr giymetleri indeksindo 5.7%
azalma miisahide olunmusdur. Istehsalgi giymatlori
indeksi meyvo mohsullarinda 11,9%, heyvandarliq
mohsullart {izra ise 12,9% artmisdur,

Beloliklo, 2005-ci ildo &6lke igtisadiyyat
makroiqtisadi ~ baximdan  keyfiyyetco  yeni
xtisusiyyotlore  malik  olmasi ile  xarakterizo

olunmugdur. Belo ki, avvalki illo miigayisodo igtisadi
artim tempi xeyli yiiksolmis vo inflyasiyanin tempi
asag diismusdiir. Daxili ve xarici tolobin artim siiretinin
va diinya neft giymotlorinin yiiksok olaraq qalmaqda
davam etmosi, habelo ticarot torofdaslarmda inflyasiya
gOstoricilorinin yiiksok olmasmna baxmayaraq 6lkedo
giymotlerin artim tempi Oton illo miqayisodo
azalmigdir. Cari ildo aparilmig makroiqtisadi siyaset vo
antiinflyasiya todbirleri iqtisadiyyatda inflyasiya
tozyiqlorinin azalmasina onomli t6hfe vermisdir.

1.3.Toadiye balansi

2005-ci ilde olkade yiiksok templi iqtisadi artimin
davam etmasi, milli mohsullara xarici telobin
(partnyor Glkolorde iqtisadi artim) yiikselmasi,
investisiya miihitinin daha da yaxsilasmas: soraitindo
kapital axminin genislonmesi, diinya bazarlarinda
neftin qiymotinin yikselmosi kimi amiller todiyo

balansinin parametrlorinin ehemiyyatli yaxsilasmasint
sortlondirmisdir

2005-ci ilde tediye balansimin imumi saldosu
miisbot olmus, 6ton ille milqayisedo 1,6 defe artaraq
UDM-in 4,8%-ni toskil etmisdir.

Olkede yiiksok templi igtisadi artim strategiyasinin,
0 ciimloden onun vacib torkib hissesi olan neft-gaz
strategiyasinin ugurla reallasdiriimasi olkenin ixrac
potensialinin artmasini sertlondirmisdir. Neticodo
avvalki dovrlerden forgli olaraq 2005-ci ilde daxili
yigim normast investisiyalari Ustelomis, todiye
balansinin cari omeliyyatlar hesabinda son iller olan iri
hoemli monfi saldo ilk defo olaraq profisitle
avozlonmisdir.

2005-ci ilda cari hesabm saldosu miisbot 167.3 min. §
mabloginde olaraq UDM-in 1,3%-ne baraber olmusdur.

Xarici ticarot balansinin miisbot saldosu kecen illo
miiqayisade 20 defodon gox artaraq UDM-in 26,3%-
no beraber olmus ve cari emeliyyatlar hesabinm
monfi  saldosunun  profisitle  neticolonmaosini
sortlondiron osas amil olmugdur. Diger torofden,
kapitalin vo maliyyonin horoketi hesabinin miisbat
saldosu 85,2% azalsa da, UDM-in 3,5%-ni toskil
edorok todiye balansimm timumi saldosunun 72,5%-
no boeraber olmugdur. Beloliklo hom cari hesabin
saldosu, hem do kapital ve maliyyenin horoketi
hesabinin saldosu miisbet olaraq todiyo balansinin
iimumi miisbat saldosunu sortlondirmisdir.

Todiyo balansinin sektorlara ayrilmagla tohlili ise
gosterir ki, avvelki illorde oldugu kimi 2005-ci ilde
do xarici iqtisadi emeliyyatlar neft-qaz scktoru Gizro

Toadiya balansimin asas analitik gostericilori
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during the year. Producer price index for fruit prod-
ucts made 11.9% and for livestock products 12.9%.

Hence, the country's economy in 2005 was char-
acterized with conceptually new features from
macroeconomic viewpoint. Economic growth rate
considerably increased and inflation rate decreased
as opposed to the previous year. Despite of domes-
tic and foreign demand growth pace and world oil
prices as well as inflation rates in trading partner
countries remaining high, the price growth rate in
the country declined as compared to the previous
year. Macroeconomic policy and anti-inflation
measures taken during the current year had a signif-
icant contribution to reducing inflation pressures.

1.3. Balance of payments

Increased capital inflow and world market oil
prices against the background of continued rapid
economic growth, increased foreign demand for
domestic products (economic growth in partner
countries) and further improvement of the invest-
ment environment in 2005, have been the main con-
tributors to the considerable improvement of the
parameters of the balance of payments.

The overall balance of the balance of payments

was positive in 2005 and, having gone up by 1.6
times against the last year's indicator, made 4.8% of
the GDP.

Successful implementation of the country's high
economic growth strategy, including its vital com-
ponent, the oil and gas strategy, has caused the
country's export potential to increase. As a result,
unlike previous periods, the internal return rate past
the investments in 2005 and the large negative bal-
ance of the current account of the balance of pay-
ments in the recent years for the first time was
replaced by a surplus.

The balance of the current account was USD167.3
mil in 2005 thus totaling to 1.3% of the GDP.

The positive net of the foreign trade balance
increased by over 20 times as opposed to the last
year and thus totaled to 26.3% of the GDP, there-
fore being main factor causing the negative balance
of the current account to switch to surplus. On the
other hand, although the positive net of the capital
and cash flow account decreased by 85.2%, it con-
stituted 72.5% of the overall balance of payments
being 3.5% of the GDP. Thus, both the net current
account and the net capital and cash flow account
being positive caused the overall balance of pay-
ments net out positively.

A sector-based review of the balance of payments
indicates that, like in previous years, foreign eco-
nomic transactions in 2005 netted positively in the
oil and gas sector and negatively in the non-oil sec-

Basic analytical indicators of the balance of payments

2004

I. Net current account -2589.2
Net foreign trade balance 161.3
Net services -2238.4
| Net revenues -700.6
Net current transfers | 188.5
I1. Net capital and cash flow account | 2973.2
Direct investments | 2329.7
Oil bonus 21.6
Loans and other investments 621.9
[IL. Total net balance of payments 384.0
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miisbat saldoya, qeyri-neft sektoru iizro iso monfi
saldoya malik olmusdur.

Neft-qaz sektoru tizro Gimumi daxilolmalar esasen
neftin ixraci vo bu sektora colb edilon xarici kapitalin
hesabina formalagir. Bu sektor iizro Odenisler ise
manfootin vo investisiyalarin repatriasiyasii, masin,
mexanizm vo digar texnoloji avadanliglarin idxalinin
vo Osas [xrac Boru kemorlorinin tikintilori ilo bagl:
Tirkiye ve Giirciistan  orazilorindeki islerin
maliyyelesdirilmesine serf olunan vesaitlori oks
etdirir. Neft-qaz sektoru {izre yaranmis imumi miisbot
saldo iqtisadiyyatin diger sektorlarmin xarici valyutaya
telobatinin maliyyelesdirilmesini ve 6lkonin valyuta
ehtiyatlarmm artmasin tomin etmisdir.
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2005-ci il orzinde olkenin beynelxalq igtisadi
foaliyyatinin cari emoliyyatlar iizro biitiin sahalerinde
macmu daxilolmalar vo 6denisler arasindak: balansda

Cari hesabin saldosu

Xarici ticarot balansinin saldosu
Xidmatlar balansinin saldosu
Galirlarin saldosu

Cari transfertlorin saldosu

- cari omoliyyatlar hesabinda 1673 min. §
mabloginda profisit yaranmisdir.

Cari omsliyyatlar hesabinda profisitin yaranmasi
asasan neft-qaz scktoru iizro mallarm ixracinm artim ilo
izah olunur. Bela ki, nefi-qaz sektoru {izro mallarmn ixrac
3.2 mird. § olmusdursa, 2005-ci ilde bu gosterici 2,1 defe
artaraq 6,9 mlrd. $ catmusdir. Bu ise 6z ndvbesinde xarici
ticarat balansmin saldosunun da miisbat 161,3 min. $-dan

3,3 mlrd. $-a qeder yiikselmesini sortlondirmisdir.

Xarici ticarat dovriyyesi 12 mird. $ toskil etmis vo
2004-cii ilin gostericisindon 64% c¢ox olmusdur.
Olkeyo idxal olunan mallarm hocmi 4,3 mird. ABS
dollari ve ya UDM-in 34,5%-ni, ixracin hacmi iso 7,6
mlrd. $ vo ya UDM-in 61%-ni toskil etmisdir. Xarici
ticarat balanst 3,3 mird. § mablaginda va yva UDM-in
26,3%-i haddinda nuishat saldo ilo naticalanmisdir.

Xarici ticarotin UDM-do xiisusi gokisinin kegen illo

Xarici ticarotin UDM-do xiisusi ¢akisi hagda melumat, %-lo
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Total oil and gas revenues are formed mainly from
oil exports and foreign capital invested in that sec-
tor. Payments made in that sector included repatria-
tion of profits and investments, financing of imports
of vehicles, mechanisms and other technological
equipment, and works performed in Turkey and
Georgia in line with construction of the Main Export
Pipeline. The total positive net balance of the oil
sector allowed for financing the foreign exchange
needs of other economic sectors and increasing the
country's foreign exchange reserves.

The balance of total revenues and payments for all
segments of current transaction in the country's year
2005 international economic operations, the current
account, netted at a surplus of USD167.3 mil.

The surplus in the current account was caused pri-
marily by increased oil and gas exports. Thus, while

Net current account balance
Net foreign trade balance
Net balance of services

Net revenues

Net current transfers

the oil and gas industry's imports of goods totaled to
USD3.2 billion, that indicator rose by 2.1 times in
2005 hence reaching USD6.9 billion. This, in turn
caused the net balance of foreign trade from the pos-
itive USD161.3 million to USD3.3 billion.

Foreign trade turnover totaled to USDI2 billion
and exceeded the year 2004 rate by 64%. Goods
imported in the country totaled to USD4.3 billion or
34.5% of the GDP, and exports totaled to USD7.6
billion or 61% of the GDP. The positive net foreign
trade balance totaled to USD3.3 billion or 26.3% of
the GDP.

The 9.7% increase of foreign trade's percentage in
the GDP as opposed to the last year thus totaling to
96% overall indicates the country's deeper integra-
tion in the world economy and higher degree of
openness.

Foreign trade as percentage of GDP, %
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Qlobal prosesler vo Azerbaycan igtisadiyyati

2005-ci ilda xarici ticarat iizrs asas toraf miigabillari (MIn.$)

! ’ omtos

| dovriyyesi
Italiya 4658
Rusiya Federasiyasi 1003

| Tiirkiye 646
Fransa 560
Tiirkmanistan 511
Singapur ‘ 471
Almaniya 380
Birlogmis Kralliq 372
Iran (Islam Respublikas) 306
Cin 277
Basqalari 2815
Comi 11999

o climladen:

MDB dévlatlori 2295
Digar dovlatler | 9704

miiqayisede 9,7% artaraq 96%-o catmasi Glkeinin
diinya iqtisadiyyatina daha six inteqrasiya olundugunu,
onun agiqliq deracasinin yiiksoldiyini gostorir,

2005-ci ilde Azerbaycan diinyamin 135 dovleti ilo
omtoa ticaroti etmisdir. Xarici ticaratin 19%-1 MDB tizvii
olan dévlatlorin, 81%-i iso diger xarici dévlotlorin payina
diigiir. Dovlotimizin taliya, Rusiya, Tiirkiye, Fransa,
Tiirkmenistan, Singapur, Almaniya, Birlesmis Krallig,
iran vo Cin ilo daha intensiv ticarot olagelori olmusdur.
Biitévlikde Azerbaycan Respublikasimin idxal-ixrac
omoliyyatlarinim 76,5%-1 yuxarida adi ¢okilon esas torof
miigabillari olan 10 dovlat ile aparilmisdir.

Biitovliikdo, ovvolki illo miiqayisada xarici ticarat

|
[xrac Idxal i Saldo |
__—| S — | |
' 4565 93 +4472 |
289 714 -425
276 370 94
406 154 +252
I 274 237 +37
123 348 =225
35 345 =310
10 362 -352
166 140 +26
99 178 -79
1406 1409 -3
7649 4350 +3299
912 1383 -471
6737 2967 +3770 |

tempi idxal mallarinin orta qiymetinin artim tempindonl
33 faiz bandi gox olmusdur. 2005-ci ildo Slkodon ixrac
olunan mallarin orta giymati 51% artdig1 halda, idxal
mallarinin orta giymati comi 18% artmusdir.

Omtoo ixracl.  Xarici ticarotin daha da
sorbastlagdirilmasi, yanacaq kompleksinin ixracat
yoniimlii miiessiselorindo istehsalin inkisafi, habelo
diinya bazarinda neftin, pambigin olverisli qiymot
konyunkturu ixracatin daha da artmasina tekan vermis
vo 2005-ci ildo omtoo ixract 2004-cii ildekine
nisboton 2 dofo artaraq 7,6 mird. § cox olmusdur.
Noticedo ixrac olunmus mallarm strukturunda neft
mohsullart dominant yer tutmaqda qalmig vo onlarin

Idxal vo ixracin hacmi

' Comi
L ____(artim "+", azalma "-")_ |

Mallarin ixraci 3906
Mallarin idxali 768
Xarici ticarat dovriyyasi 4674
Ticarot balansinin saldosu 3138

dovriyyasinin iimumi hecmi 4,7 mlrd. ABS dollari, o
climleden ixrac 3,9 mird. §, idxal ise 0.8 mird. §
moblaginde artmigdir. Mallarin ixraci tizro timumi
artimin 59%-1 qiymot faktoru ile, 41%-i iso fiziki
hecm faktoru ilo bagh olmusdur.

Mallarin idxalnin artimina goldikde ise giymot
faktorunun pay1 68%, fiziki hacm faktorunun payi ise
32% olmugdur. Ixrac mallarinin orta giymatinin artim

" o ciimlodon faktorlar iizro deyi;‘.magi
1594 2312 ‘
249 | 519 '
1843 2831
1345 1793

payma timumi ixracin 86,5%-i diismiisdiir.

2005-ci il erzinde xarici dovlotlore 6,6 mird. $ neft
mohsullari ixrac olunmusdur ki, bu da 2004-cii ilin
miivafiq gdstoricisindon 2,1 defe goxdur. ixrac
olunmus biitiin neft mehsullarmmn yalmz 1,1 mird. §
godari neft emali mohsullarinin, 5,5 mlrd. § ise xam
neftin ixracimin paymna disiir. ixrac olunmus xam
neftin 4,8 mird. § Azorbaycan Beynoalxalq Omeliyyat




Global processes and Azerbaijan's economy

Main foreign trade counterparts in 2005 (USD million)

Commodity
! turnover
|
Italy ! 4658
Russian Federation ' 1003
' Turkey 646
France 560
- Turkmenistan 511
Singapore _ 471
Germany I 380
United Kingdom 372
| Iran (Islamic Republic) 306
| China 277
Other countries 2815
Total 11999
including:
CIS countries 2295
Other countries i 9704

| Azerbaijan had commodity trade relations with
135 countries in 2005. CIS countries accounted for
19% and other foreign countries for 81% of the for-
eign trade. Our country had more intensive trade rela-
tions with Italy, Russia, Turkey, France,
Turkmenistan,  Singapore, Germany, United
Kingdom, Iran and China. Overall, the aforemen-
tioned 10 countries accounted for 76.5% of the
Azerbaijan Republic's total imports and exports.

In general, the total foreign trade turnover increased
by USD4.7 billion as opposed to the last year, as well
as exports rose by USD3.9 billion and imports by
USDO0.8 billion. 59% of the total growth in exports of

Imports and exports

Exports of goods 3906
Imports of goods 768
Foreign trade turnover 4674
| Net trade balance | 3138

goods related to the price factor and 41% to the phys-
ical quantity factor.

As far as growth of imports of goods is concerned,
the price factor's share was 68% and the physical
quantity factor's share was 32%. Growth rate of the
average price of exported goods exceeded the growth
rate of the average price of imported goods by 33 per-
centage points. While the goods exported from the

__(increase "+", decrease "-") |

Net
Exports | Imports balance
4565 ‘ 93 +4472
289 714 -425 i
276 , 370 -94
406 . 154 +252
274 | 237 +37
123 ; 348 -225
33 ' 345 -310
10 362 -352
166 140 +26
99 178 j -79
1406 1409 | -3
7649 4350 +3299
912 1383 -471
6737 2967 +3770

country had an average price increase of 51%, the
average price of imported goods went up by only 18%
in 2005.

Exports of goods: Further liberalization of foreign
trade, development of production at the export-orient-
ed fuel sector enterprises, increased oil prices and cot-
ton prices at world markets furthered the growth of
exports and in 2005 exports of goods doubled as com-
pared to 2004 thus exceeding USD7.6 billion. As a
result, oil products retained their dominant position
among exported goods constituting 86.5% of the total
exports.

USD6.6 billion worth of oil products were exported

| Including factor-caused adjustments

1594 2312
249 518
1843 2831
1345

1793

to foreign countries in 2005, which exceeds the year
2004 rate by 2.1 times. Refined oil products account-
ed only for USDI.1 billion and crude oil for USD5.5
billion of the total exported oil produce. The
Azerbaijan International Operating Company (AIOC)
produced USD4.8 billion worth of crude oil out of the
total amount exported. Of that, USD918 million is the
profit oil of the Azerbaijani Government and USD2.5




Qlobal proseslor vo Azarbaycan iqtisadiyyati

ixracin strukturu (Min.$)

i 1 2004-cii il | 209T-ci i
ixrac - comi 3743.0 100.0 7649.0 100.0
| o cilimladen: : ‘
1. Yanacaq-xammal mohsullar 33784 90.3 6974.7 _ 91.2
- neft mohsullar 3096.5 82.7 6618.4 ' 86.5
- digor xammal 281.9 7.6 356.3 4.7
2. Magin ve avadanliq 184.9 4.9 303.0 . 4.0
- lizon qazma qurgusu 136.3 3.6 264.8 | 3.5
3. Xalq istehlaki mallari 173.8 4.6 ' 349.9 ‘ 4.5
4. Digor mallar 59 0.2 214 0.3

Sirkoti (ABOS) torofinden hasil olunmus neftdir.
Bunun da 915,8 min. § Azerbaycan hokumetinin
payina diisen golir nefti, 2,5 mlrd. § "Osrin miiqavilosi"
ilo bagl xarici dlkelorin iri neft sirkotlori torofindon
Azorbaycana yonoldilmis birbasa investisiyalarin
repatriasiyasi (xam neft soklinde), yeni neft-qaz
sektorunun xarici 6hdeliklerinin azalmasi hesabina vo
1,4 mird. § ise konsorsiumun xarici paygt sirketlorinin
golir nefti kimi ixrac edilmisdir. Ixrac olunmus {imumi
xam neftin 608,4 min. $ iso ARDNS ve 6lkenin digor
miiassisolari tarafinden xarico gondorilmisdir.

Toeqdirolayiq haldir ki, 2005-ci il erzinde dlkenin geyri-
neft sektorunun payina disen ixrac mallarinin timumi doyeri
2004-cii ilo nisbaten 50,2% artaraq 765,8 min. $ catmisdir,
Bu artim asas etibart ilo kimya mohsullarnimin, olvan ve qara
metallarin, pambiq mahlicimin ve kend tesorriifat
mohsullarinin ixracinm artimi hesabina olmusdur.

Omtoo idxah. Teqdirelayiq haldir ki, 2004-cii ille
miiqayisaede 2005-ci il erzinde Olkeyo idxal olunan
mallarin strukturunda orzaq mallarinin xiisusi ¢okisi
2,2% azalmisdir, Bunun ise osas sobebi idxali avez
edon yerli istehsalin inkisafi ilo baghdir.

Fiziki soxslorin idxalimi (706,7 mln. $) ve
humanitar mallart (40,1 min. $) da nezero almagla
2005-ci il arzindo 6lkemiza 1,4 mird. $ mobleginde
istehlak mallari gatirilmigdir. Bunun da 38,6%-i, yeni
555,3 min.$ erzaq mohsullarinin payima diisiir.

Idxalin strukturunda investisiya yoniimlii masin-
avadanhglarin v mallarin xiisusi ¢okisi 38,4% toskil
edorak 1,7 mlrd.$ berabar olmusdur. Bunun da 94.5%-
ni beynalxalq nefi-qaz kontraktlan gorcivesindo 6lkoyo
colb olunmus investisiyalar hesabina idxal olunmug
mallar teskil edir. Bundan bagqa 2005-ci il orzindo
Olkoya 277,2 min.§ deyerinde tebii qaz ve imumi
mablagi 964,7 min. $ boraber olan istehsal toyinath
magin-avadanliq, kimya, qara vo olvan metal
moehsullar da getirilmisdir.

2005-ci ilde xarici dovletlerle Azerbaycanin
iqtisadi elagelerinde qarsiligh xidmetlor esas
yerlorden birini tutmugdur ve hemin xidmetlorin
imumi hacmi 3,3 mird. $ toskil etmisdir. Bunun da

idxahin strukturu (Min.$)

Idxal - comi

3581.7
o climladon:

- 1. Xalq istehlaki mallari 1203.0
- orzaq mahsullari %
- digorlori 665.3
2. Investisiya yéniimlii mallar 1726.7

- beynolxalq neft-qaz
konsorsiumlart 1624.2
- digarleri 102.5
3. Diger mallar 652.0
- tobii qaz 252.6

2004 O 2005 ]

i 1000 | 43499 100.0
33.6 1438.3 3.1
15.0 5553 | 128
18.6 883.0 203

482 | 16697 38.4

i | |

L 453 1578.0 36.3
2.9 91.7 2.1
18.2 12419 28.5
7.1 277.2 6.4
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Structure of exports, (USD million)

Total exports 3743.0
Including:
1. Fuel and raw materials 33784
- oil products 3096.5
- other raw materials 281.9
2. Vehicles and equipment 184.9
- floating excavator 136.3
| 3. Consumer goods 173.8
| 4. Other goods 5.9

billion made repatriation of direct investments (in
the form of crude oil) in Azerbaijan by large oil
companies of foreign countries under the Contract
of the Century, that is reduction of the oil and gas
sector's foreign liabilities, and USD1.4 billion worth
of profit oil exported by the foreign companies-
members of the consortium. USD608.4 million
worth of oil out of the total crude oil exported was
sent by SOCAR and other domestic companies to
foreign countries.

It should be noted that the exported goods of the
non-oil sector had a total value of USD765.8 million
having increased by 50.2% in 2005 as opposed to
2004. This growth was primarily caused by exports
of chemical products, ferrous and non-ferrous met-
als, cotton and agricultural products.

Imports of goods: It should be noted that food
products increased their share of the total imported
goods by 2.2% in 2005 as opposed to 2004. This was
primarily caused by development of domestic pro-
duction replacing imports.

A total of USDI1.4 billion worth of consumer goods

2004 | 2005 )
i |

100.0 7649.0 100.0
90.3 69747 912
82.7 6618.4 86.5
76 3563 47

49 3030 | 40

36 2648 | 35

46 349.9 45

0.2 214 0.3

were imported in our country in 2005 including
imports by individuals (USD706.7 million) and
humanitarian products (USD40.1 million). Of these,
38.6% or USD555.3 million are food products.

Share of investment-oriented vehicles and equip-
ment and goods totaled to 38.4% making USD1.7 bil-
lion. Of these, 94.5% are goods imported by invest-
ments made in the country under the international oil
and gas contracts. In addition, in 2005 the country
imported USD277.2 million worth of natural gas and
production-oriented machinery and equipment, chem-
ical, ferrous and non-ferrous metal products worth of
USD964.7 million.

Mutual services were among the leaders in
Azerbaijan's cconomic relations with foreign coun-
tries in 2005 and totaled to USD3.3 billion. Of
these, USD2.7 billion are services provided by non-
residents to Azerbaijan's legal entities and individ-

Structure of imports (USD million)

Total imports 3581.7
Including:

1. Consumer goods 1203.0

- food products 537.7

| -other 665.3

| 2. Investment goods 1726.7
- international oil and gas

consortiums 1624.2

- other 102.5

3. Other goods 652.0

- natural gas 252.6

2004 | 2005
100.0 43499 100.0
33.6 1438.3 33.1
15.0 555.3 12.8
18.6 883.0 203
482 1669.7 38.4
453 1578.0 363
29 91.7 2.1
18.2 1241.9 28.5
7.1 277.2 6.4
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2,7 mlrd. $ qeyri-rezidentlor terofinden Azerbaycanin
rezidentlerine, 683,0 min. § ise Azerbaycan
rezidentlerinin  xarici  olkelerin  rezidentlerine
gosterdiyi  xidmotlerdir.  Beloliklo, xidmatlar
balansinin saldosu menfi 2 mird. § yaxin olmugdur ki,
bu da UDM-in 16%-ne borabordir. Bu géstorici 2004-
cti ilde 26,3%-0 borabor olmusdur.

Xidmatler balans1 kosiri esasen beynoalxalq
kontraktlar ger¢ivesindo Glkonin neft-qaz sektorunun
foaliyyeti ilo baghdir. Belo ki, bu sektorda hesabat
dovrii arzinde goriilmiis islerin yerine yetirilmosi ilo
olagedar olkeda istifade olunmus 4,1 mird. §
mablaginde birbasa xarici investisiyalarin 1,7 mlrd. $
tikinti-qurasdirma ve diger xidmatlorle bagh xercloro
gore xarici dovletlerin rezidentlorine ddonilmisdir. Bu
iso xidmatler balansinin kesirinin 84%-ni toskil edir.

Beynolxalq kontraktlar ¢orgivesinde neft-qaz
sektorunun foaliyyeti ilo bagli xidmetlerin idxalim
istisna etmeklo xidmetlor balanst 2005-ci ilin
yekunlarma gore comi 312,5 min. $§ hacmindo menfi
saldo ilo naticolonmisdir,

Todiyo balansinda 6z oksini tapmis qarsthigh
xidmetlor ddvriyyasinin 18,5%-1 naqliyyat lizro aparilan
emoliyyatlarin payma diisiir. Umumi doyari 618,1 min,
$ borabor olan naqliyyat xidmetlorinin 61,3%-i
Azorbaycan rezidentlarinin xarici dovletlerin nagliyyat
sistemlorinden istifade etmoleri ilo alagedardir.

Oz novbesindo Azerbaycanmn rezidentlorinin
gostardiyi naqliyyat xidmetlorinin imumi doyeri 2004-
cli ilo nisboton 16,3% artaraq 239,2 min. $ beraber
olmugdur. Bu vesaitin boyiik hissesi TRASEKA layihasi
corgivosinda Olke orazisi vasitosile Orta Asiya dlkeleri
ilo Avropa Olkeleri arasinda tranzit yiikdagimalarinin
intensivlesmesi noticesinde alde edilmisdir.

Hesabat dovriinde turizmlo bagh xaricilere
gostarilon xidmetlerin deyeri 2004-cii ilo nisboten
17,% artaraq 77,7 min. $ borabar olmusdur ki, bunun da
21,0%-i (16,3 min. §) geyri-rezidentlorin Azorbaycana
isgiizar soforlori ilo baglidir. Oz ndvbesindo xarici
olkaler terofinden Azerbaycan rezidentlorine turizmlo
bagh gostorilon xidmatlerin doyeri de 2004-cii ilo
nisboton 274% artaraq 164,0 mln. $ mobloginde
olmugdur. Bunun da osas hissosi (89%-i) Azerbaycan
votondaslarinin sexsi saferleri ile bagli xarici 6lkelorde
olarken sarf etdikleri xerclorinin (mekik idxal istisna
olmagla) paymna diisiir. Umumiyyetle, qarsiliglt
xidmotloerin olkonin xarici Olkelor ilo emtos vo
xidmatlor ilizro Gmumi idxal-ixrac ddvriyyesindo
xtisusi ¢okisi 21,8% toskil etmisdir.

Golirler iizro daxilolmalarin va ddenislerin imumi
dovriyyesi 2 mlrd. $ 6tmiisdir. Bunun 90,1%-ni (1,8
mird. $§) Azerbaycandan Odeniglor teskil edir. Bu
mablegin ise esas hissesini (1,4 mird. §) Azerbaycan
Beynolxalg  Omeliyyat  Sirketinin  xarici
investorlarmin payina diison galirlerinin repatriasiyasi
(xam neft soklindo), geyri-rezidentlore &donilmis
omoak haglan (112,2 min. $) ve xarici kreditlorden
istifadoyo gore Gdenilen faizler (nefi-qaz sektoru da
daxil olmagla 153,5 min. $) toskil edir.

Galirlorlo bagh 6lkeye daxil olmus vesait 2004-cii
ildo 52,9 min. $ oldugu halda, 2005-ci il erzinde bu
gostorici 3,8 defe artaraq 201.8 miIn. § beraber
olmugdur. Bunun da 31,3 min. § Ddvlot Neft
Fondunun vesaitlorine, 31,1 min. $ Milli Bankin
sorencaminda olan xarici valyuta ehtiyatlarma vo 5,7
min. § iso 2-ci pille banklarinin xaricdo yerlosdirilmis
aktivlerine hesablanmis faizlor iizre gelirlordir.

Cari transfertlor {izro xarici olkelerden alman
humanitar mallarin, texniki ve diger yardimlarin
Umumi deyeri 2004-cii ilo nisbaten 59 min. $
mablaginde artaraq 122,3 mIn.$ soviyyosine catmisdir.

Yardimlarin  imumi deyaerinin xeyli hissoesini
humanitar idxal mallari togkil edir. Belo ki, 2005-ci il
arzinde 6lkoye getirilmis humanitar idxal mallarinin
mumi hacmi 40,1 min. $§ mebleginde
qiymetlendirilmigdir. Biitévliikde cari transfertlor
lizro emoliyyatlarin miisbat saldosu 2004-cii ile
nisbeton 2,6 dofo artaraq 483,9 min. $ (UDM-in
3,8%-no) barabar olmusdur.

2005-ci ilde 6lko iqtisadiyyatinda istifade olunmus
xarici kapitalin imumi hocmi 4,9 mird. $ teskil ederak
avvalki ilin gostericisinden 7,1% ¢ox olmusdur.

Ovvelki dovrlorde olke igtisadiyyatinda istifade
olunmus birbasa investisiyalarin repatriasiyasi vo
xarici  iqtisadiyyata  yoneldilmis  birbasa
investisiyalarin iimumi meblegi 4,1 mird. $ teskil
edorok ovvelki ilin gostericisinden 70% ¢ox
olmusdur. Bu artim osas etibarile "Osrin miigavilosi"
ilo bagl neft-qaz sektorunun xarici ohdeliklerinin
azalmasi hesabina xarici 6lkelerin iri neft sirkotlori
terofindon  Azorbaycana yoneldilmis birbaga
investisiyalarin repatriasiyasmin hocminin artmasi ilo




uals, and USD683.0 worth of services were provid-
ed by Azerbaijan to foreign country residents. Thus,
the net balance of services made negative USD2
billion, which is 16% of GDP. This indicator was
26.3% in 2004.

The deficit in the balance of services is related
mainly to the operations of the country's oil and gas
sector under the international contracts. Thus, in
connection with works performed during the report-
ed period in the country in that sector a total of
USD4.1 billion was spent, of which foreign direct
investments worth of USD1.7 billion were paid to
foreign country residents for construction and other
services. That made 84% of the deficit of the bal-
ance of services.

The balance of services as of the end of 2005
totaled to USD312.5 million, a negative net bal-
ance, excluding the imports of services related to
the oil and gas sector's operations under the interna-
tional contracts.

Transport operations accounted for 18.5% of the
mutual services turnover reflected in the balance of
payments. Use by Azeri resident of transport sys-
tems of foreign countries accounted for 61.3% of
the transport services with a total worth of
USD618.1 million.

Transport services provided by Azerbaijan to for-
eign countries increased by 16.3% as opposed to
2004 in terms of value thus reaching USD239.2
million. A large portion of that amount was
obtained as a result of intensified cargo transporta-
tion between the Middle Asian and European coun-
tries through Azerbaijan using the TRACECA
route.

During the reported period travel services provid-
ed to foreign residents increased in terms of value
by 17.9% as opposed to 2004 thus totaling to
USD77.7 million, of which 21.0% (USD16.3 mil-
lion) were related to non-residents' trips to
Azerbaijan. In turn, the worth of travel services pro-
vided by foreign countries to Azeri residents
increased by 27.4% as opposed to 2004 thus total-
ing to USD164.0 mil. The major portion of that
amount (89%) relates to spending of Azeri residents
while on private trips to foreign countries, In gener-
al, mutual services had a share of 21.8% of the total
commodity and service imports and exports
turnover with foreign countries.
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The total turnover of revenue-related income and
payments exceeded USD2 billion. Of this, 90.1%
(USDL.8 billion) constitute Azerbaijan's payments. A
major portion of that amount (USD1.4 billion) is the
repatriation of revenues of foreign investors of the
Azerbaijan International Operating Company (in the
form of crude oil), salaries to non-residents
(USD112.2 mil) and interest paid on foreign loans
(USD153.5 mil including the oil and gas sector).

While the country's revenues made USD52.9 mil in
2004, this indicator increased by 3.8 times in 2005 thus
totaling to USD201.8 mil. Of this, USD31.3 mil are
interest income on the State Oil Fund's resources,
USD31.1 mil are interest on the National Bank's foreign
exchange reserves and USDS5.7 mil are interest on inter-
national assets administered by 2nd tier foreign banks.

Total value of humanitarian goods, technical and
other assistance received from foreign countries under
current transfers increased by USD59 mil as opposed
to 2004 thus totaling to USD122.3 mil.

Humanitarian aid products account for the largest
portion of the total value of assistance. Thus, the total
amount of humanitarian aid products imported in the
country in 2005 was evaluated at USD40.1 mil. In
general, the positive net balance of the current transfer
transactions increased 2.6 times as opposed to 2004
thus totaling to USD483.9 mil (3.8% of GDP).

Foreign capital used in the country's economy in
2005 totaled to USDA4.9 billion thus exceeding the last
year's indicator by 7.1%.

Repatriation of direct foreign investments used in
the country's economy during the previous periods
and direct investments in foreign economies totaled to
USD4.1 billion which is 70% above the last year's
indicator. This growth was primarily caused by the
increased amount of repatriation of direct investments
in Azerbaijan by reducing the oil and gas sector's for-
eign liabilities under the Contract of the Century.
Thus, while the amount of investments repatriated in
2004 from the oil and gas sector totaled to USD1.2 bil-
lion, this indicator increased by 2.4 times thus reach-
ing USD2.8 billion in 2005.

During the reported period, the structure of foreign
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Olkada istifade olunmus xarici kapital aximmm strukturu
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baghdir. Belo ki, 2004-cii ildo neft-gaz sektoru iizro
repatriasiya olunmus investisiyalarm hocmi 1,2 mird. $
yaxin moablagde oldugu halda, 2005-ci ilde bu
gostarici 2,4 dofo artaraq 2,8 mlrd. $ catmusdir.
Hesabat dovrii arzinde olke igtisadiyyatinda istifade
olunmug xarici kapitalin strukturunda da mihiim
keyfiyyet doyisikliklori bag vermigdir. Belo ki, dovlet
tominat olmayan kreditlorin xiisusi ¢okisi 2004-cii ilde
4.8% toskil etdiyi halda, 2005-ci ilde bu gosterici 416,3
min, § gedar ¢oxalaraq 8,5%-o beraber olmusdur. Bu
artimin osas amili Xezerin Azerbaycan sektorunda
beynalxalqg neft-qaz  layihelori  {izre islerin
intensivlesmosi ilo bagli Baki-Tiflis-Ceyhan ve Baki-
Orzurum Boru Komarlerinin Azerbaycan erazisindoki
tikintisini vo BIPI Eksploreysn (Sah Deniz) Ltd.
layihosi ilo  olagodar  goriilmis  islorin
maliyyelosdirilmasi figlin 2879 mIn. § moblogindo
kreditin almmasidir. Bu mablegin do 158,9 min. $ Baki-
Tiflis-Ceyhan Boru Kemeri Sirketi terofindon, 129,0
mlin. § iso ARDNS terofinden colb olunmus vesaitdir.

Iqtisadi artimm stimullasdinlmast baximindan on
effektiv formada - birbasa investisiyalar formasinda
olke igtisadiyyatinda istifade olunmus daxilolmalar 4
mlrd. § 6tmiigdiir. Bu investisiyalarin strukturunda neft-
gaz sektorunun xiisusi ¢akisi 94,3% toskil ctmisdir ki,
bu da iri neft-qaz layihelori, BIPI Eksploreysn (Sah
Daniz) Ltd. ve Conub Qafgaz Kemari Sirketinin (Baki-
Tiflis-Orzurum qaz kemerinin) tikintisi layihesi ve
Azorbaycan Beynolxalq Omeliyyat Sirketinin Azori-
Cirag-Giinasli yataginda islerin intensivlesmosi ilo

olagedar 6lke iqtisadiyyatinda istifado olunmus
sormayselarle baglidir.

Hesabat ili orzinde geyri-neft sektoru iizro bir ¢ox
xarici  sermayeli  miossisolor ve  firmalar
iqtisadiyyattmizin  miixtelif saholerine birbasa
investisiyalar soklinde béyiik hecmde xarici kapital
yoneltmislor. Belo ki, ovvalki ille milqayisede geyri-
neft sektoruna yoneldilmis birbasa investisiyalarin
imumi hoemi 2,2 defe artarag 230,5 min. § olmusdur.

Hesabat dovrlinde iqtisadiyyatimizda istifade
olunmus xarici sermayelorin Gmumi hecminin 17,6%-
ni birbasa dovlot veo dovlet tominath kreditlor, 6zol
sektora celb olunan kredit vo ssudalar, depozitlor vo s.
kapital axinlar toskil edir.

2005-ci il arzinde todiye balansinda oks etdirilmis bu
gostaricilorin imumi mablagi 861,8 min. § baraber
olmus ve evvalki ille miiqayisodo 2,4 dofo artmigdir,
Homin mablagin 33,4%-1 (287,9 min. $) beynalxalq neft-
qaz kontraktlan corcivesinde Olke erazisinde goriilon
islari maliyyologdirmok tigiin ssuda soklinde beynalxalq
maliyya toskilatlarmdan calb edilon vosaitdir. 282,1 min.
$ vesait iso birbasa dovlet ve dovlet teminati esasinda
calb olunmus vesaitdir. Bunun da 19,7 min, § Beynolxalg
Valyuta Fondundan daxil olmus, 262,4 min. § iso osas
etibar ila "Azorbaycan Hava Yollan" Dévlat Konserni,
"Azorenerji" Sehmdar Camiyyati, TRASEKA yolunun
vo irriqasiya-drenaj sisteminin  berpalan, kend
teserriifatinin vo "Azersu" Sohmdar Comiyyeti lizre
investisiya layihalerinin maliyyalasdirilmesi ilo bagh
beynolxalg maliyye ve diger teskilatlar terafinden
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Flow of foreign capital used in the country
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capital used in the country's economy also underwent
significant qualitative changes. Thus, while loans
without government guarantee had a share of 4.8% in
2004, this indicator increased to USD416.3 mil in
2005 thus totaling to 8.5%. The primary factor
behind that growth is the USD287.9 mil loan bor-
rowed to finance the construction of the Baku-
Thilisi-Ceyhan and Baku-Erzurum Export pipelines
in Azerbaijan and BP Exploration Ltd's (Shakh
Deniz) project in connection with intensified works
under the international oil and gas projects in
Azerbaijan's sector of the Caspian Sea. Of this
amount, USD158.9 million are the resources for the
Baku-Tbilisi-Ceyhan and USD129.0 mil are the
resources obtained by SOCAR,

Direct investments, being the most effective form
of stimulating economic growth, totaled to USD4
billion. Oil and gas sector accounted for 94.3% of
the investments, which is related to investments
used in the country's economy in connection with
large oil and gas projects, BP Exploration Ltd
(Shakh Deniz) and South Caucasus Pipeline
Company (Baku-Tbilisi-Erzurum gas pipeline) con-
struction project and intensified works of the
Azerbaijan International Operating Company at the
Azeri-Chirag-Guneshly oilfield.

During the reported period, a number of oil and
gas sector enterprises and companies with foreign
investments made large foreign capital investments
in different economic sectors in the form direct

. | { . .
investments. Thus, the total amount of direct invest-

ments in the non-oil sector increased by 2.2 times
thus reaching USD230.5 mil.

Direct government and government-secured
loans, loans and advances to the private sector,
deposits and other capital flows accounted for
17.6% of the total amount of foreign investments
used in the country's economy during the reported
period.

The amount of that indicator reflected in the bal-
ance of payments in 2005 equaled USD861.8 mil
having increased by 2.4 times as opposed to the last
year. Of this amount, 33.4% (USD287.9 mil) are
resources borrowed from international financial
institutions to finance works performed in the coun-
try under the international oil and gas contracts.
USD282.1 million worth of resources are public
and publicly guaranteed loans. Of this, USDI19.7
mil were received from the International Monetary
Fund, USD262.4 mil were used by the Azerbaijan
Airlines State Concern; Azerenergy JSC; for reha-
bilitation of the TRACECA road and irrigation and
drainage systems; financing of agricultural projects
and investment projects of Azersu JSC, obtained
from international financial and other institutions.

Banks, joint ventures and companies acquired
loans, investments, deposits and other capital flows
comprised USD291.8 million rising by 3.2 times or
by USD200.1 million from the last year. As a result,
the share of these flows in the structure of foreign




Qlobal prosesler vo Azarbaycan igtisadiyyati

aynlmis kreditlorin istifade olunmus hissesidir.

Kreditlor vo diger investisiyalarm 291,8 min. $ ise
banklar, birga miiassisolor ve firmalar terefindan celb
olunmug kreditler, depozitlor ve diger kapital
axmlarmin payma diisiir. 9vvalki ille miiqayisade
olkede istifade olunmus xarici kapitalin strukturunda
onlarn timumi hecmi 3,2 dofo vo ya 200,1 min. $
mablaginda artmugdir. Noticade onlarnn xiisusi ¢okisi
4,0% artaraq 6,0%-o ¢atmsdir.

2005-ci il arzinde todiyo balansi iizre kapitalin vo
maliyyonin horoketi hesabinda aparilmig emsliyyatlar
olkenin beynolxalq investisiyalar balansinin aktivlor vo
ohdoliklor bolmalorinin miivafiq olaraq 2,5 mird. § ve
3,0 mird. § mebleginde artmasim sertlendirmisdir.
Noticodo xalis beynalxalq investisiya mévqeyinin
amoliyyatlar tizro doyismesi 424,0 min. $§ mabloginde
monfi saldoya barabar olmusdur.

Belslikla, 2005-ci ilin 01 yanvar tarixine olan
olkenin xalis beynalxalq investisiya movqeyinin 9363
min. § monfi saldosu mozoanne forgi ve diger
doyismelor do nezere almmagla 13,0 min. ABS
dollar1 meblaginde azalaraq 01 yanvar 2006-c1 il
tarixine monfi 9350 min. § baraber olmusdur.

Investisiya movgeyinin belo yiiksok menfi saldo ilo
noticelonmasi pozitiv hal olarag dlka rohbarlivinin
son on ilde apardigi ugurlu igtisadi siyasatle alagedar
xarici kapitalin 6lkeye stiratli axini ile baghdir. Belo
ki, bu iller erzinde igtisadi artimin stimullasdirilmast
baximindan on effektli forma olan - birbasa
investisiyalar soklinda celb olunmus vesaitin imumi
hoemi 20,0 mird. $ ¢ox olmusdur.

Bu vesaitden 7,0 mird. § qgederi investisiyalarin
repatriasiyast kimi (osason xam neft soklindo) geri
qaytarilmis vo naticade 2006-ci ilin 01 yanvar tarixine dza/
sektora daxil olan milessiselorin birbasa xarici investorlar
qargismdaki dhdoliklerinin galign 12,8 mird. $ berabor
olmusdur. Bu 6hdaliklarin ise 85,9%-i, yeni 11,0 mird. $
beynolxalq neft kontraktlar gergivesinde hayata kegirilon
layihelorla bagh "Neft-qaz sektoru"nun payma diisir.

Pozitiv hal olaraq onu da geyd etmok lazimdir ki,
olkenin bank scktorunun xalis beynelxalq investisiya
movgeyi 2006-ct ilin 01 yanvar tarixine miisbat 957.6
min. § toskil etmigdir. Bu iso 6z ndvbesinde 6lkenin
beynalxalq investisiva movqeyi lizre yarannus menfi
saldonun milayyen qoder azalmasina tesir gstarmisdir.

Olkonin xalis beynalxalq investisiya mdvgeyinin
monfi saldosunun 4,0 mird. $ diger investisiyalar
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kateqoriyasina daxil olan depozitler, kreditler, debitor
borclart vo digor Shdoeliklordir. Bunun da 42%-i, yoni
1650 mln. § birbasa dovlat vo dovlat teminatina asason
Olkeya colb olunmug kreditlorle elagedar yaranmig
dovlat borcunun paymna diisiir. Bu hdsliklarin UDM-
in hacminda xtisusi ¢okisi kegan ille miigayiseda 5,5%
azalaraq comi 13,1%-o borabar olmusdur.

Naticodo agor 2004-cii ilin yekunlart {izro xarici
dovlet borcunun dlkenin strateji valyuta ehtiyatlarina
nisbati 77,5%-0 barabor idise, 2005-¢i ilin yekunlarina
gore bu gosterici 64,2%-0 qoder azalmigdir. Xarici
dovlat borcunun imumi hacmi 6lkenin strateji valyuta
ehtiyatlarindan 922 min. § az olmusdur.

Azarbaycan iqtisadiyyatina yoneldilmis xarici
sarmayslarin va 6lkenin ixrac potensialinin durmadan
artmasi vo aparilan ugurlu igtisadi siyaset dlkenin xarici
borcu tizre olan ddonislore telebati ve idxal olunmus
amtes va xidmatlarin deyerini tam maliyyalasdirmekle
yanasi, 6lkenin strateji xarici valyuta ehtiyatlarinin da
artmasini tomin etmisdir. Belo ki, hesabat dovrii orzinde
strateji valyuta ehtiyatlar 25,6% artaraq 2006-c1 il 01
yanvar tarixine 2571,7 min. $ hacminde olmusdur.
Bunun da 1394,0 min. $ Dovlet Neft Fondunun
aktivlerinden, 1177,7 min.$ ise Milli Bankin macmu
beynalxalq aktivlerinden ibaratdir. Bu vosaitin do 961,7
min.$ Milli Bankin serencaminda olan resmi valyuta
chtiyatlarindan ibarotdir ki, bu da neft-qaz sektoru
istisna olmaqla mallarin ve xidmetlerin 3,4 ayhq
idxalim maliyyelegdirmaye imkan verir. Bu ise diinya
tecriibasinda gebul olunmus beynalxalq kifayatlilik
meyarindan da yiiksokdir.

Biitovlilkde, 2005-ci ilde tediye balansinmn
parametrlori xarici secktorda dayanigh tarazhgin
moveud olmasina ve bunun da odlke daxilindaki
inkisaf proseslerinin  destoklenmasinde miihiim
makroiqtisadi faktor olmasina dolalat edir.




capital used in the country's economy increased by
4.0% thus reaching 6.0%.

Capital and cash flow account transactions car-
ried out in the balance of payment in 2005 caused
the asset and liability sides of the country's interna-
tional investment balance sheet to increase by
USD?2.5 billion and USD3 billion respectively. As a
result, the change of the net international invest-
ment position by transactions equaled a negative
net balance of USD424.0 mil.

Thus, the net negative balance of the country's
international investment position of USD9363 mil
as of January 1, 2005 decreased by USDI13.0 mil
due to exchange rate gaps and other changes and
equaled USD9350 mil as of January 1, 2006.

Such a high negative balance of the investment
position, being a positive accomplishment is the
result of the country management's successful eco-
nomic policy implemented in the past ten years,
which entailed a rapid inflow of foreign capital in
the country. Thus, the total amount of funds attract-
ed in the form most effective for stimulation of the
economic growth during these years - direct invest-
ments - exceeded USD20 billion,

USD7.0 billion of that amount was repatriated
(mainly in the form of crude oil) and as a result as
of January 1, 2006 the balance of liabilities of the
privale sector companies to foreign investors
equaled USDI12.8 billion. 85.9% or USDI1.0 bil-
lion of these liabilities relate to the oil and gas sec-
tor connected with the projects implemented under
the international oil contracts.

It should be noted as a positive accomplishment
that the net international investment position of the
country's banking system made a positive
USD957.6 mil as of January 1, 2006. This, in turn,
had a certain effect of reducing the country's over-
all negative net balance of the international invest-
ment position.

USDA4.0 billion of the negative net balance of the
country's net international investment position are
deposits, loans, accounts receivable and other obli-
gations in the investment category. 42% or
USD1650 mil of that amount is the sovereign debt
formed by loans directly to the government or gov-
ernment-secured. The share of such obligations in
GDP decreased by 5.5% as opposed to the last year
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thus equaling 13.1%.

As a result, while the foreign sovereign debt as of
the end of 2004 had a ratio of 77.5% to the country's
strategic foreign exchange reserves, this indicator
rose up to 64.2% as of the end of 2005. The total
amount of the foreign sovereign debt is less than the
country's strategic foreign exchange reserves by
USD922 mil.

Continual growth of foreign investments and the
country's export potential and the successful econom-
ic policy have enabled the government to fully finance
the needs for servicing the foreign debt and imported
goods and services, as well as to increase the country's
strategic foreign exchange reserves. Hence, the strate-
gic foreign exchange reserves have increased by
25.6% during the reported period amounting to
USD2571.7 million as of January 1, 2006.
USD1394.0 million of this amount are the State Oil
Fund's assets and USD1177.7 million are the National
Bank's total international assets. USD961.7 million of
total reserves are the official foreign exchange
reserves administered by the National Bank, which is
sufficient to finance 3.4 months worth of imports of
goods and services except for oil and gas sector. This
rate exceeds the international sufficiency standard.

In general, the parameters of the balance of pay-
ments in 2005 indicate sustainable balance in the for-
eign sector, which is an important macroeconomic
factor that supports the development processes ongo-
ing in the country.




Pul siyasati vo monetar sabitlik

II PUL SIYASOTI
VO MONETAR SABITLIK

2.1. Milli Bankm pul siyasati rejimi

Hadaflarindan va bu hadafa nail olmag vollarimdan
astlt olaraq pul sivasati mixtalif strategivalara vo ya
refimlora  avriir. Tocritbada pul sivasatinin pul
kiitlasinin - hadoflonmasi,  valvuta
hadaflonmasi, inflvasivanmn birbasa hadaflonmosi va s.
kimi refimlari vardr.

Azerbaycan Milli Bankinin pul siyasatinin son
meqsadini giymetlorin sabitliyinin temin olunmasi
toskil edir. Tacriibe goésterir ki, merkezi bank
torofinden dayanigli igtisadi artimin desteklenmesinin
on optimal yolu qiymetlerin sabitliyinin temin
edilmesidir, "Azerbaycan Respublikasinin Milli Banki
hagqinda" Qanunun 4-cii maddosino gore "Milli
Bankin foaliyystinin asas moeqsedi 6z selahiyyetlori
daxilindo qiymetlerin sabitliyinin tomin edilmesidir".

Pul siyasetinin son moqsedine wralig hadaflor
vasitesilo nail olunur. Azerbaycanda inflyasiya tizro
hedefo nail olmaq ti¢tin pul siyasotinin araliq hadefi
kimi pul kiitlesinden istifade edilir. Hadef gotiiriilon
inflyasiya soviyyoasindon asili olaraq teleb olunan pul
kiitlasinin artim haddi teyin edilir ve bu gésterici pul
siyasatinin tatbiqi ligiin istigamat rolunu oynayir.

Azerbaycanda pul siyasetinin araliq megsedleri
arasinda pul kiitlesine daha cox dstiinlitk verilmosi
uzunmiiddotli dévrde inflyasiyanin dinamikasinin
osasen mohz pul kiitlesinden asili olmasi ile
olaqadardir. Bunu ekonometrik metodlarin tetbiqi ile
aparilms tedgigatlar da tesdiq edir.

Funksional ohatosini (pulun funksiyalarim dasiyan
biittin maliyye aktivlerini ohato etma deracasi) vo
siyasato yararliliq doracesini nozers alaraq Milli
Bank araliqg meqsed kimi milli valyutada genis pul
kiitlosi olan - M2 pul agreqatindan istifade edir.

Manatin mozennesi ronzimlonon iizon mozonna
rejiminda formalasdigindan, mazonna va faiz daracalori
pul kiitlosinin deyisiminden asil olaraq deyisir.

Son maqsadle yanasi pul kiitlesinin hom do pul
siyasetinin operativ hodofi ile six qarsihigh elagede
olmasi onun araliq hedef kimi yararliligim daha da
artirir. Azorbaycanda pul siyasetinin taktiki vo ya
operativ hadafi pul bazasidir.

mMazannasinin

Pul bazasi iizro operativ hedefdon asili olaraq pul
siyasati alotlorinin kemiyyat parametrlori, o ciimloden
aciq bazar amoliyyatlarimin hecmi, banklara verilocak
kreditlorin mablagi ve s. miloyyenlosdirilir,

Operativ vo araliq hodoflore nail olunmasi baza
inflyasiya {izre mileyyen olunmus hadefo nail olmaga
imkan verir.

2.2. Pul siyasatinin yekunlari

2003-cti ilin sonlarindan etibaron miistoqil
dovletimizin inkisafinda yeni dovr baslamis, Olke
iqtisadiyyatinda yeni keyfiyyot meyllori giiclonmisdir.

Yeni dovr igtisadi inkisafin sigrayish fazaya daxil
olmasi, igtisadiyyatda sahovi-regional diversifikasiyanin
start gotiirmosi, neft golirlorinin miihiim sosial ve
igtisadi layiholore foal yoneldilmesi ve ohalinin maddi
rifahinin ehamiyyatli yaxsilasmast ile saciyyevidir.

Nazariyyaden ballidir ki, giymetlorin deyismasi ilk
novbada bazar iqtisadiyyatinin osas ganunu olan -
tolob-toklif qanununa osaslamir. Teleb teklifi
istolodikde iqtisadiyyatin herareti yiikselir, xerclor
artir, istehsal (toklif) iso buna gec reaksiya verir, toklif
lazimu siirat gotiirena qeder inflyasiya bas verir. 2004-
cii ilin sonu vo 2005-ci ilin ilk aylarinda Azorbaycan
iqtisadiyyati iigiin de bu saciyyavi olmusdur.

Belo ki, davamh ikiroqemli igtisadi artim seraitindo
iqtisadiyyatda mecmu xorclorin biitiin kanallar -
istehlak, investisiya, dovlet xarclori, xarici tolob (xalis
ixrac) tizro yiiksok artim dinamikasi formalasmisdir.
iqtisadi-iggiizar foalliq Oziiniin  en  "qaynar
nogtolori"ne yaxilasmigdir. UDM-in istehsal 2005-
ci ilde 1990-c1 ildeki saviyyeni 11% 6tmiisdiir. Olke
iqtisadiyyatinda moecmu telebin qeyri-onanavi
elementleri (menzil alisi, minik avtomobili, mobil
telefonlar, qeyri-orzaq mallarin alist vo s.)
genislonmisdir.

Olkeye valyuta axinlarinin ¢oxalmasi, shalinin pul
golirlarinin ikireqemli artim tempinin davam etmasi,
bu sababden istehlak bazarinda telebatin toklifi
ohomiyyetli listelomasi ve bir sira struktur faktorlarin




Monetary policy and monetary stability

I MONETARY POLICY
AND MONETARY STABILITY

2.1. National Bank's monetary policy regime

Monetary policy is divided into different strategies
or regimes depending on targets set and ways 1o
accomplish such targets. A variety of regimes are
used in practice such as money supply targeting, cur-
rency exchange rate targeting, direct inflation target-
ing, efc.

The ultimate goal of the National Bank's monetary
policy is to provide price stability. Experience shows
that the most optimal way for a central bank to support
sustainable economic growth is to provide price stabil-
ity. Pursuant to the Law on the National Bank of the
Azerbaijan Republic, Article 4, "the primary goal of
the National Bank's activity is to ensure price stability
within the scope of its competence."

The ultimate goal of the monetary policy is
achieved through inferim targets, Azerbaijan uses
money supply as an interim target of monetary policy
in order to achieve the inflation targets. The required
growth threshold of money supply is established
depending on the level of the targeted inflation rate,
which threshold is then used as the benchmark for
application of the monetary policy.

Azerbaijan has traditionally preferred money supply
as an interim monetary policy tool because the infla-
tion rate fluctuations have for a long time been associ-
ated with the money supply. Econometric studies con-
firm that too.

Considering the functional coverage (coverage of
all financial money function bearing assets) and poli-
cy eligibility, the National Bank uses the M2 mone-
tary aggregate, the national currency-denominated
broad money.

Exchange rate and interest rates fluctuate depend-
ing on money supply alterations since the manat
exchange rate is formed on the regulated floating
exchange rate basis

In addition to the ultimate goal, the linkage of the
money supply with the operative target of the mone-
tary policy also serves to enhance its eligibility as an
interim target. Themoney base serves as the tactical or
operative target of the monetary policy in Azerbaijan.

The operative target of the money base is used to
identify the quantitative parameters of the monetary
policy tools, such as open market transactions, amount
of loans to be granted to banks, etc.

Accomplishment of operative and interim targets
allows for achieving the baseline inflation target set.

2.2. Outcomes of the monetary policy

Our independent country has been experiencing a
new period of development since late 2003, with new
quality trends getting stronger in the country's econo-
my.

The new period is characterized with a break-
through cconomic development; start up of sector and
regional diversification in the economy, active utiliza-
tion of oil revenues for significant social and econom-
ic projects and considerable improvement of the pub-
lic's financial welfare.

Theory has it that prices change primarily per the
basic law of a market economy: the law of demand
and supply. When demand exceeds supply the heat of
economy gets high, expenses rise, while production's
(supply's) response lags and inflation originates before
supply gets underway. This is exactly what happened
to Azerbaijan's economy in late 2004 and early 2005,

Thus, in an environment of sustainable two-digit
economic growth rate all channels of total expenses in
the economy such as consumption, investment, public
expenditures, foreign demand (net exports) displayed
growth dynamics. Economic business activity reached
its "boiling point". GDP production in 2005 exceeded
the 1990 level by 11%. Untraditional elements of total
demand of the country's economy (apartment pur-
chase, passenger cars, mobile phones, non-food prod-
ucts, etc,) broadened.

With the currency inflow to the country expanding,
continued two-digit growth of population's money
incomes leading to consumer market demand exceed-
ing supply dramatically and a number of structural
factors becoming very active, annual inflation sprang
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foallagmasi geraitinde 2005-ci ilin 1-ci riibiindo illik
inflyasiya tokroqemli mecradan ¢ixmisdi.

Bu igtisadi artima, xiisusilo qeyri-neft sektorunun
inkigsafina vo sosial proqramlarin ugurla hoyata
kecirilmesine ciddi manea yaratnug, aktivlerin
deyersizlogmosi ve investisiya risklorinin artmasi
tohlitkasini artirmigd.

Beloliklo, 2005-ci ilin ovvellerinde &lkedo
inflyasiyanin yiikselmosi agagidaki amillerlo bagh
olmugdur:

- igtisadi artun, galirlarin vo istehlak xorclorinin artimi;

- ixracin va neft galirlorinin daxili tolobin genislon-
masina tasirinin artmast;

- yiiksak investisiva foalhigimn yaratdigr giichi
multiplikator (mosgullug va istehsal) effekt:

- istehsaln (1oklifin) talob (xarclor) ekspansivasma nishaton
gecikmasi, ahalinin pul galirlarinin: real arnm  tempinin
istehlak sobatini formalasdiran gevri-neft sektorumun (sonave,
kand tasarriifat) artim tempini tistolamasi:

- doviar tarafindon tonzimlonon bazi givmatlorin
artmast, sonaveda topdansans givmotlorin artmasi,
naticads "varc inflvasivast” effektinin varanmasi;

- bazi istehsal va ticarat segmentlorinds gevri-tokmil
ragabat miihiti;

2005-ci ilin dekabr ayinda inflyasiyanin seviyyesi
ovvalki ilin dekabrina nisboton 5,4%, orta illik
inflyasiya iso 9,6% toskil etmigdir, Miiqayise iigiin
2005-ci ilde neft dlkolori olan Qazaxistanda 12 ayhq
inflyasiya 7,5%, Rusiyada iso 10,9% toskil etmisdir.

okser merkezi banklar Gi¢lin oldugu kimi, Milli
Bank iiciin do pul siyasetinin osas hedefi baza
inflyasiyadir  (inzibati  qavdada — tonzimlonaon
givmotlarin dovismosindon vo mdvsiimi amillorin
tasirindan tamizlonmis istehlak qivmatlari indeksi).
Baza inflyasiya bir il arzinde makroiqtisadi siyasetin,
o ciimladon pul siyasetinin inflyasiyaya real tosirini
olgmaye imkan veron indikatordur.

Hamar orta prinsipine esaslanaraq hesablanmisg
baza inflyasiya 2.8%, mévsiimi toreddiidlerin vo
inzibati tenzimlonen qiymetlerin ¢ixarilmast yolu ilo
hesablanan baza inflyasiya ise 3,9% toskil etmisdir.
Bu, 2004-cii ildo ictimaiyyeto togdim edilmis
"Azerbaycan Respublikasi Milli Bankinin 2005-ci il
tigin pul siyasotinin esas istigamotlori"nde oks
olunmus baza inflyasiya prognozu (5-7%)
garcivosindodir.

Inflyasiya proseslorinin struktur tohlili gdsterir ki,
585 (iyun ayma qoder bu gosterici 268 olmusdur)

IQI vo baza QI (mdvsiimi ve inzibati tenzimlonen giymatler gixilmagla), %

12
10 1 / —
8 1 /
41 e
ol T -
0 T T T T T
2000 2001 2002 2003 2004 2005
baza inflyasiya * iimumi inflyasiva
Manba: ARDSK-nin malumatlart va AMB-nin hesablamalari

- giiclii fiskal ekspansiva, pula talobin koskin artmas.

Bitin bunlari nozere alaraq "Azorbaycan
Respublikasinda antiinflyasiva  todbirlorinin
giiclondirilmosi hagqinda"” Olke Prezidenti torafindon
31 may 2005-ci il tarixli mithiim Ferman imzalandi.

Bu formana uygun olarag Milli Bank hokumetle
birlikde antiinflyasiya todbirlerini heyata kegirmoye
bagladi. Cevik pul ve mozonno siyaseti vo digor
todbirlor neticesinde tekragamli inflyasiya hadefine
nail olundu.

adda mal ve xidmet nGviiniin osasen 15 névii nazera
garpacaq qiymet artimma meruz qalmus, digerlerinin
giymetleri ise son derece miilayim deyismisdir.
Kaskin giymat artiminin yalmiz 10-15 mehsul n6viinii
ohate etmesi [Qi-nin oteri, iqtisadiyyatin temol
gostoricilori ilo gortlonmeyon amillerin tosirine
maruz galdigini tesdiq edir. Beloliklo, dtori amillorin
tosirini Oziinde ehtiva edon baza inflyasiyasinin
hesablanmig dinamikasi igtisadiyyatda miiveqqati
inflyasiya' amillerinin meylini gostorir.

'Hamar orta prinsipi ayn-ayn omtoo vo xidmot novlori iizro qiymot doyismalorinin 10% asagi vo 10% yuxan hodlorinin gixanlaraq qalan maddolorin orta gokili

qiymat dayigmosine esaslanir.
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out of the single-digit range in the 1st quarter of 2005.

This caused serious barriers to economic growth,
especially development of the non-oil sector and suc-
cessful implementation of social programs and posed
the threat of asset devaluation and investment risk
enhancement,

Thus, inflation rate increase in early 2005 was
linked with the following:

- economic growth, income and consumer expense
growth,

- increased effect of exports and oil revenues on expan-
ston of domestic demand;

- strong multiplication effect caused by the high invest-
ment activity (emplovment and production),

- production (supply) lugging to respond to demand
(expenses) expansion, population's real money income
growih rate exceeding the growth of the non-oil sector
forming the consumer basket (industry, agriculture):

- increase of some staie regulated prices, increase of

indstrial wholesale prices, resultant "cost inflation" effect;
- unfair competition in some production and trade
SCCMEents;

- strong fiscal expansion and dramatic increase of

demand for money.

compared to the last year's December, with average
annual inflation rate being at 9.6%. For comparison, in
2005 such oil countries as Kazakhstan and Russia had
12 month inflation rates of 7.5% and 10.9% respec-
tively.

As with most central banks, baseline inflation is the
primary target of the monetary policy for the National
Bank (consumer price index regulated depending on
changes of administrativelv regulated prices and sea-
sonal factors). Baseline inflation is an indicator that
allows for measuring the real effect of macroeconom-
ic policy as well as of the monetary policy on inflation
throughout the year.

Baseline inflation calculated based on the smooth
average principle made 2,8%, and baseline inflation
calculated by deducting seasonal fluctuations and
administratively regulated prices made 3.9%, which is
within the range of the bascline inflation forecast (5-
7%) presented in the "Basic objectives of the mone-
tary policy of the National Bank of the Azerbaijan
Republic for 2005" report published in 2004,

A structural review of the inflation processes indi-
cates that mainly 15 types out of 585 items (the num-
ber of 268 until June) of goods and services have dis-

CPI and baseline CPI (less scasonal and administratively regulated prices), %

10 1

= ] BN o
I

2000 2001 2002

core inflation

Given all of the above said, the country's President
signed the important Decree "On reinforcing anti-
inflation measures in the Azerbaijan Republic” on
May 31, 2005.

Pursuant to this decree the National Bank started in
conjunction with the government to take anti-inflation
measures. The efficient monetary and exchange rate
policies managed to achieve the single-digit inflation
rate target,

The inflation rate in December 2005 made 5.4% as

2003

T T T

2004 2005

overall inflation

played a considerable price increase, while the rest
experienced quite slight price changes. Dramatic
increase of prices for only 10-15 items indicates that
CPI was affected by interim factors not conditioned by
fundamental indicators of economy. Thus, the calcu-
lated dynamics of baseline inflation that demonstrates
the effects of interim factors indicates that the econo-
my tends to experience temporary inflation' factors.

' Smooth average principle is based on the average weighted price changes of items remaining after subtracting 10% from bottom and 10% from top thresholds
2 p g £ p i £ P

of price changes of individual goods and services.
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Milli Bank torofinden inflyasiya tzre qurulmus
ekonometrik model 2005-ci il orzinde 5,4% toskil
eden inflyasiyamin  makroigtisadi  amillerinin
giymaetlendirlmesine imkan vermisdir. Belo ki,
istehlak giymetlerinin deyisiminin 36,5%-i monetar
amillarin, 63,5%-i iso geyri-monetar amillorin tosiri
altinda bag vermisdir. Inflyasiyanin formalasmasinda
M2 pul kiitlesinin artimi artiric istigametdo 22,8%,
nominal effektiv mozennenin bahalasmas: ise azaldic
istigamatda 13,7% rol oynamigdr.

xidmetlerin qiymetlorinin artmas ilo alagedar inflyasiya
gozlemolerinin yiikselmosi (23,1%), qis aylarinda
movsiimi amillar ise 17,3% tesire malik olmusdur.

Hesabat ilinde kend teserriifatt mohsullanmin yay
mévsiimiinde ucuzlasmasi neticesinde illik QI 11,5%
azalmisdir, Milli Bankin hesablamalarina gore sirf
mdvsiimi, yoni her ilin miivafiq dovriinde tekrarlanan
amillorin illik inflyasiyanin formalasmasinda istirak
28,8% toskil etmisdir.

Baza inflyasiya

‘ Baza IQI (mévsiimi tomizlonmis)

Dekabr | 1] 91 | 77
| Yanvar | 0,9 0.9 8.6
Fevral | 0,7 16 | 05
Mat | 07 23 10,2
‘ Aprel 0.1 24 10,2
May | 06 @ 18 | 92
3‘ fyun [ 0] 1,7 9,
& Iyul 0,2 15 8,7
Avqust 0.2 1,3 8.4
Sentyabr | 0,5 1.8 8.2
Oktyabr ' 06 24 40
‘ Noyabr 0,7 3.1 43
Dekabr 0,7 39 39

Qeyri-monetar amillordon isa inflyasiyaya artirici
istigamatda tasir edon amil kimi ovvelki aylarda giymot
artimlaninin inersiyasi, habelo yanacaq ve kommunal

_l Baza IQ1 (10% hamar orta)

|
52 08 | 11 | 53 | a5
8.4 08 08 66 | 68
8,1 0.5 13 70 68
8.1 07 20 16 6.9
80 04 24 9 70
8,0 04 20 73 0|
79 03 17 70 70 |
80 0,1 16 6.9 70
82 | 0] 15 68 ! 70
83 | 02 17 66 | 69
78 02 19 36 65 |
15 | 04 23 31 | 6l
AT 28 28 59

2005-ci ilde son 10 ilde ilk defo olaraq 6lkenin

Inflyasiyanin monetar va geyri-monetar amillori®, %

4,6%

3,7%

13,7%

33%

22.8% 11,5%

17,3%

pul kiitlosinin artumt (+)

nominal effektiv mezonnonin bahalagmasi (-)
suyun giymetinin inzibati yolla bahalasmasi (+)
qazin bahalasmasi (+)

infliyasiya gizlomeleri (+)

bazara mal ve xidmet toklifinin artmasi (-}

mdvsiimi amiller (yay aylarinda) (-)

OREmRO0CNRE

mavsiimi amiller (qis aylarinda) (-)

*(+) igarosi uygun komponentlarin dovr arzindo inflyasivaya artimel, (-) isarasi iso azaldici istiqametda tosirini gostorir,




National Bank-devised cconometric mode] for
inflation allowed for evaluating the macroeconomic
factors of inflation that made 5.4% in 2005. Thus,
monetary factors accounted for 36.5% and non-mone-
tary factors for 63.5% of the consumer price changes.
In forming inflation the M2 money supply had an
increasing effect on growth at the rate of 22.8%, while
the nominal effective exchange rate increase had a
reducing effect of 13.7%.

Monetary policy and monetary stability

ous months as well as fuel and utility price increases
(23.1%), and winter time seasonal factors had a 17.3%
effect.

As a result of agricultural products going down in
price in summer time in the reported year the annual
CPI declined by 11.5%. Pursuant to the National
Bank's calculations, strictly seasonal factors, that is
those recurring in a certain season of each year, had a
28.8% increasing effect on the annual inflation.

Baseline inflation

I | Baseline CPI (seasonally adjusted) | Baseline CPI (10% smooth average) :

| " . "~ I _ T |

| | o | | | |
| December LI | 97 | 77 52 | 08 | 71 | 353 | 43
C 0 Jaary 09 09 | 86 | 84 08 | 08 | 66 63
February 07 | 16 95 | 8l 05 | 13 | 70 | 68
March 07 23 102 8.1 07 | 20 76 6.9
| April 01 | 24 | 102 80| 04 | 24 ‘ 79 | 70
| May 06 | 18 92 8,0 04 20 13 7.0
o Jue ol | | o9l | 19 03 17 010
& Wy 02 15 8.7 8,0 0,1 ‘ 1,6 ‘ 69 | 70
| August 02 13 | 84 82 01 15 68 70
| September | 05 | 18 | 82 | 83 02 | 17| 6 69
| October 06 | 24 | 40 18 02 19 36 6.5
November | 0,7 Bl 43 7,5 0.4 \ 23 | 31 | el
| December 0,7 39 | 39 7,1 03 28 28 59

The increasing effects from non-monetary factors
on inflation came from inflation expectations increas-
ing in line with inertia of price increases from previ-

In 2005, for the first time in the last 10 years, the

Monetary and non-monetary factors of inflation2, %

13,7%

33%

2.8% 11,5%

17.3%

pul kiltlosinin artim (+)

nominal effektiv mozennanin bahatagmas (<)
suyun giymotinin inzibati yolla bahalagmasi (+)
qazin bahalasmasi (+)

infliyasiya gozlomalori (+)

bazara mal vo xidmot toklifinin artmast (-)

mévsimi amillor (yay aylarinda) (-)

N M- SRS

movsiimi amillor (qus aylannda) (-)

*(+) sign indicates the increasing effect of relevant components and () indicates the reducing effect on inflation
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todiyo balansinin cari hesabinda boyiik hecmli
miisbat saldo yaranmig, eyni zamanda kapitalin
horaketi hesabinda olkeye daxil olan valyutamin
hocminin 6lkeden ¢ixarilan valyutanin  hecmini
tistelamisdir. Todiyo balansinda yaranmis miisbat saldo
valyuta bazarina tezyiqi keskin artirmig ve bu tozyigin
artmasinda neft golirlori ohomiyyatli tesire malik
olmusdur.

Bu veziyyat gézlenilen idi ve Milli Bank 2005-ci il
tictin ~ formalagdirdigi  pul  siyasetinin  osas
istigamatlerinde bu faktoru nezere almisdi.

2005-ci il tigiin Milli Bank baza inflvasivamn 5-7%
haddinda saxlanmasim hadaflamis va bu hadafo nail
olmag ligiin pul kiitlasinin hacmini 0z alatlari ila
tonzimlamisdir.

Valyuta bazarina tozyiqin artmasi soraitinde Milli

Naticade miidaxilonin hacmi 2005-ci ilde 119 min. $
yaxin olmusdur ki, bu da 2004-cii illo miiqayisede
25,1% azdr. Pul kiitlasi artiminin asas monbayi olan
misbot miuidaxilenin maqsedydnlii azaldilmas:
naticesinde 2005-ci ilde pul kiitlesi miilayim templo
artmusdr,

Paralel olaraq miidaxile neticesinde artan pul
kiitlosinin inflyasiya yaradan hissesini Milli Bank 6z
notlari vasitesilo sterilizasiya etmisdir. {lin sonuna
dovriyyede olan notlarin hacmi 156,5 mird. manat
olmus, onun hacmi il arzindo 58,1% artmusdir. Bank
sisteminin qisamiiddatli likvidliyini tenzimlomak {igiin
Milli Bank REPO emoaliyyatlarmdan da aktiv istifade
etmisdir.

Noticade Milli Bankin bilavasite nazaratinde olan
manatla pul bazasi il erzinde comi 7,5% artrmsdir,

Pul agregatlarmin dinamikas hagqinda molumat, mird. manatla

B Nagd pul O Talob olunanadek

Bank pul bazarindaki tarazhg saxlamag, slave pul
emissiyasina yol vermomok vo bununla da baza
inflyasiya lizra qoyulmus hodefo nail olmaq iigiin
valyuta bazarina midaxilesini optimallasdirmisdir.

145,01
140,04
135,01
130,04
125,04

120,04

0O Miiddotli O Xarici valyuta ilo

Miiqayise iigiin 2004-ci ilda pul bazasmm artimi 38%
toskil etmisdi. Genis monada manatla pul kiitlosi (M2)
iso 16% artmgdir ki, bu da 2004-cii ildeki artim
tempindan 2 dafe azdir. Beloliklo, Milli Bank 2006-c1

M-2 pul aqreqatinin artim tempi, %-lo (ten ilin miivafiq dovriino nozoron)
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country's balance of payments arrived at a large posi-
tive net balance in the current account, while the cap-
ital account had the currency inflow to, exceed the
currency outflow from the country. The positive net
balance of the balance of payments drastically
increased the currency market pressure and oil rev-
enues also made a significant contribution to further-
ing this pressure.

This had been expected though and the National
Bank had taken this factor into account when devel-
oping the basic objectives for the 2005 monetary
policy.

For 2005 the National Bank targeted the baseline
inflation to be maintained within the 5-7% range and
regulated the money suppl volume using its own
lools in order to achieve the set target.

thereby achieve the set inflation target. As a result, the
total intervention amounted to USD119 mil in 2008,
which is 25.1% below the 2004 level. As a result of
purposeful reduction of positive intervention that rep-
resents the main source of money supply growth, the
money supply increased slightly in 2005.

In parallel the National Bank sterilized the portion
of the money supply that caused inflation as a result of
the intervention using its notes. Total notes outstand-
ing as of the year-end amounted to AZM156.5 billion;
their amount increased by 58.1% during the year.
National Bank also actively engaged in REPO transac-
tions with an aim to regulate the banking system's
short-term liquidity.

Eventually, the manat money base closely moni-
tored by the National Bank has increased by only

Money aggregate dynamics, AZM billion
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With the currency market pressures building up, the

O Term

O Foreign exchange

7.5% during the year. For comparison, in 2004 the

money base rose by 38%. The broad manat money
supply (M2) rose by 16%, which is twice as less as the
2004 growth level. Thus, the National Bank drastical-

Growth rate of M2 money aggregates, % (over the respective period of the last year)
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National Bank optimized its currency market interven-
tion with an aim to maintain the money market bal-
ance, prevent any additional money emission and
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Ehtiyat pullar va onun struktur elementlori, mlrd. manatla

[Fs | ooms | somaes | 01012006 ‘
1. Ehtiyat pullar (3+4+7) 4168.1 3673.9 4429
2. Ehtiyat pullar manatla (3+5.1+6.1+7) 3200.2 32437 3439 ‘
3. Dévriyyada olan pullar 2031 2969.1 2970.5
4, Bank ehtiyatlar (5+6) 1537 704.8 1458.5 ‘
5. Miixbir hesablari (5.1+5.2) 1091,1 286,3 1039,5
5.1. manatla 470.8 2746 468.5
5.2. xarici valyuta ilo 620.3 11,7 571 ‘
6. Macburi chtiyatlar (6.1+6.2) 4459 418,5 419,5
6.1. manatla 98,3 0 0
6.2. xarici valyuta ilo 3477 4185 419.5
7. Digor depozitlor 0 0 0 |

ildo monetar soraiti sortlogdirmoklo inflyasiyanin
monetar faktorlarini kaskin mehdudlagdirmisdir.

Iqtisadiyyatda pul tozyigini azaltmaq iigiin Milli Bank
morhoalolorle ugot deracasini 7%-don 9%-o qaldirmisdr.
2005-ci ildo son illar ilk defo olaraq ugot deracasi 3 dofo
doyisdirilmisdir. Ugot deracesinin indiki soraitde iqtisadi
tsiklin stabillogdirmasi rolu o qeder de tesirli olmasa da,
onun doyisdirilmasi inflyasiya gbzlemelerinin milayyen
gedor azalmasina imkan vermisdir.

Milli Bank {imumi monetar soraitin sertlogdirilmesi
styasoti ilo yanast bank sistemi lizro izafi likvidliyin
paylanmasinda ohomiyyatli forgin olmasim nezoro
alaraq hom de qusamiiddetli likvidliyo ehtiyaci olan
banklarin tolobatlarmi lombard vo overnayt kreditlori
hesabma 6demisdir. '

Macburi ehtiyat normalar1 da pul siyasetinin miihiim
tenzimlomae alati kimi istifade olunmusdur. Macburi
chtiyat normalan qisamiiddetli depozitlor tizre 10%,

uzunmiiddatli depozitlar iizra ise sifir soviyyesindo
olmusdur.

Milli Bank, miiteraqqi beynolxalq praktikam nezora
alaraq, 1 iyun 2005-ci ilden etibaron macburi ehtiyatlarin
klassik ortalanma sistemi ilo hesablanmasi praktikasmn
totbig etmoyo baslamisdir. Bu praktikaya uygun olaraq
hesabat dovriiniin sonunda teqdim olunan hesabat
asasinda banklarin celb etdiklori depozitlor iizro méveud
dorace ile mecburi ehtiyatlarm meblogi miieyyen
olunur. Novbati hesabat dovrii arzinde banklar mocburi
chtiyatlardan sorbost sokilde istifade ede biler. Bu
sistemin totbigi banklara likvidliyi daha gevik idare
etmok imkani vermoklo barabar banklararasi pul bazan
va giymatli kagizlar bazarinin inkisafina da tekan verir,

2005-ci ilde pul kiitlesinin strukturunda miisbet
tendensiyalar davam etmisdir. Olkado bank
infrastrukturunun  siirotli inkisafi, xiisusen do
miiteraqqi 6danis sistemlorinin totbiqi, iri vo xirda

Noagd pulun genis pul kiitlesinde (M-2) xiisusi ¢okisi, %-la
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Reserve money and its structural elements, AZM billion

S A |

—

] 01012005 3012008 Jﬁ 01.01.2006

1. Reserve money (3+4+7) | 4168.1 3673.9 4429
! |
| 2. Reserve money in Manat (3+5.1+6.1+7) 3200.2 32437 ‘ 3439
|3, Ciroulating money 2631 2969.1 | 2970.5
‘ 4. Bank reserves (5+6) 1537 704.8 ‘ 1458.5
‘ 3 Corr;:s}pc;:c:ir:nzfmunts (5.145.2) 1091.1 2863 1039.5

o 4708 274,6 | 4685

oo 6203 11,7 571

6. Required reserves (6.146.2) 4459 4185 | 4195

6.1. in manat 08,3 0 0
- 3477 4185 | 4195
| 7. Other deposits 0 0

ly restrained monetary factors of inflations by making
the monetary conditions more stringent in 2006.

National Bark raised the discount rate on a phased-
in basis from 7% to 9% in order to reduce the money
pressure on the economy. The discount rate was mod-
ified 3 times in 2005 for the first time in the past years.
Although the discount rate may not have a great effect
in terms of stabilizing the economic cycle in today's
conditions, its modification did allow for reducing the
inflation expectations to a certain extent.

In addition to pursuing the policy of making the
overall monetary conditions more stringent, the
National Bank also covered the needs of banks expe-
riencing short-term liquidity problems with Lombard
and overnight facilities given the substantial gaps in
distribution of instant liquidity within the banking
system.

The reserve requirements were also used as a major

monetary policy regulation tool. Reserve requirements
were set at 10% for short-term and at 0% for long-
term deposits.

Leaning on the modern best banking practices, the
National Bank introduced the practice of assessing
required reserves on the classical averaging basis as of
June 1, 2005. As per this practice, required reserves are
assessed for deposits taken by banks using the cstab-
lished rate based on the banking reports submitted at the
end of the reporting period. Banks may use the required
reserves freely during the next reporting period. This sys-
tem, in addition to enabling banks to manage liquidity
more effectively, also gives an impetus to development
of the interbank money market and securities market.

The money supply structure displayed positive
trends in 2005. Rapid development of the country's
banking infrastructure, especially state-of-the-art pay-
ment systems, creation of a bulk and low-value inter-
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Pul siyasoti vo monetar sabitlik

Odoniglor fizro banklararasi elektron hesablasmalar
sisteminin yaradilmasi, plastik kart dovriyyesinin
siirotlo  geniglonmasi il orzinde qeyri-nagd pul
kiitlosinin artmasima olave stimul vermisdir.

Manatla pul kiitlosinin strukturunda nagd pulun xiisusi
cokisi ilin avveline nezeron 0,8% azalmsdir. Bank
sisteminin pul yaratmag qgabiliyyatini xarakterizo eden

"Azorbaycan Respublikas: Milli Bankinin 2005-ci il
liciin pul siyasotinin asas istiqgametlori"ndo belo bir
mohkomlonma prognozlasdirilmisdi. Milli Bank
valyuta bazarindan aligyonlii miidaxilesini azaltmaqla
manatin mezennasinin asasen tolob vo toklif esasinda
formalagmasina gorait yaratmisdir.

Xarici valyuta kiitlesinin manat kiitlasine nisboton daha

Manatin ikitorofli real moazanna indekslori, (2004 dekabr=100)
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Rusiya 110,2 104,7 ‘
Ukrayna 101 96,5
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Yaponiya 121,7 - 1288
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gostoricilorin da yaxsilasmasi miisahido edilmisdir. Belo
ki, pul multiplikatoru 2005-ci ilde 8,5% artmusdir.

Valyuta bazarina tozyiqin artmasi soraitinde Milli
Bankin bazara miidaxilosinin meqsedyonlii azalmas
vo manatin "tenzimlonon iizon mezenna rejiminda"
formalagsmasi dehlizinin genislonmesi neticesindo
2005-ci ilde manatin ABS dollarina qars1 mezennaesi
6,3% mdéhkemlanmigdir.

Holo 2004-cii ilde ictimaiyyate togdim edilmis

¢ox olmasi manatmn bazar doyerinin bahalagmasmi labiid
etmigdir. Bu hom do miidaxile hesabina pul emissiyasinmn
keskin artimmnin garsisini almisdir. Manatin bahalasmas
idxal giymetlorinin do mileyyon ucuzlasmasma sorait
yaratmugdir. Beloliklo, 2005-ci ilde manatin bahalasmasi
miihiim antiinflyasiya faktoru olmusdur.

Manatin ~ nominal  ikiterefli  mozennosinin
mohkemlonmesi real ikiterafli mozennelorin do
mohkemlenmesine tosir gostermigdir. 2005-ci ildo
manatim mezennasi Ukrayna istisna olmagqla real olaraq
tohlil olunan biitiin 6lkelorin valyutalarma nezeren
bahalasmisdir.

Qeyri-neft sektoru iizro nominal effektiv mozenne indeksi ( dekabr 2004=100)
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bank electronic payment system, and expansion of
plastic card turnover provided an additional incentive
for expansion of the non-cash money supply during
the year.

The share of cash within the manat money supply
has declined by 0.8% as opposed to year-start. The
banking system's indicators that characterize moncy

Manat's bilateral real exchange rate indices (December 2004=100)

| Nominal bilateral exchangjcgte
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objectives of monetary policy of the National Bank of
the Azerbaijan Republic for 2005" publicized back in
2004. By reducing its purchase-oriented intervention
on the currency market the National Bank sought to
ensure that the manat exchange rate is formed mainly
on the demand and supply basis.

As the foreign exchange money supply exceeded

' Real bilateral exchange rate index

| index* .
USA ‘ 1068 1 108.5
Euro zone 1207 124.4
Great Britain 117,8 121,6
Turkey ‘ 102,9 100,8
Russia | 110,2 104,7
Ukraine | 96.5
Georgia ] 105,7 104,9
Iran 110.8 105,6
Kazakhstan 109,9 107.4
Japan | 121,7 128,8
Isracl 117,9

raising abilities also improved. Thus, the money mul-
tiplier rose by 8.5% in 2005.

Within the currency market pressure building up the
National Bank reduced the market intervention and
expanded the manat "regulated floating exchange rate
basis" formation corridor wherecby the Manat's
exchange rate against the US Dollar was reinforced by
6.3% in 2005.

Such reinforcement was forecast in the "Basic

manat money supply, the manat's market value need-
ed to be increased. It also prevented money emission
from being excessively increased via intervention.
With the manat adding value, import prices declined
to some extent. Hence, the increase of the manat
price turned into a major counter-inflation factor in

2005, _
Reinforcement of the manat's nominal bilateral

exchange rate contributed to reinforcement of the real
bilateral exchange rate as well. In 2005 the manat's
exchange rate grew against currencies of all countries
reviewed, except Ukraine.

Nominal effective exchange rate index for the non-oil sector (December 2004=100)
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Pul sivaseti vo monetar sabitlik

Olkonin  qeyri-neft sektoru fizro reqabot
qabiliyyatini qiymatlondirmok ii¢tin nominal ve real
mezonna indekslorinin neft sektoru ¢ixilmagla daha
maqsadeauygundur,

2004-cii ilin dekabrina nozeran qeyri-neft sektoru tizro
nominal effektiv mezenne (ticarot partnyoru olan
olkolorin valyutalarna nezeron ikiterafli nominal
mazennalerinin dayisiminin ticaret xiisusi cokilori
nozero almmaqla hendesi ortasi) {imumi ticarat
dovriyyesi tizre 12,4%, idxal gokili 13,3%, ixrac cokili
9,2% artrmsdir.

Qeyri-neft sektoru tizro real effektiv mezenno iso
2005-ci ilin dekabr ayinda 6ton ilin dekabrina nozeren
Uimumi ticarat dovriyyosi tizro 12,2%, idxal ¢okili

iqtisadiyyatin sektorlari iizro qarsiligh resurs
axinlarinin olagelendirilmesi vo giymetlendirilmesi,
imumi makrosxemin yaradilmasi ve lokal
ckonometrik modellarin bu makrosxema inteqrasiyas
tomin edilmis, 2006-c1 il iiglin maliyye programi
cksperimental olaraq tortib edilmisdir.

Azarbaycan iqtisadiyyatt {iglin adekvat olan baza
inflyasiyanin gqiymatlondirilmasi metodologiyasi tam
doqiglosdirilmis, miixtelif metodlar iizre baza
inflyasiyanin hesablanmasina baslanmisdir.

Valyuta bazarnin formalasmasinin mikrofaktorlarinin
modellasdirilmesi hoyata kecirilmisdir. Modelda Milli
Bankin  valyuta miidaxilolorinin  makroigtisadi
somaraliliyi tohlil olunmus, Probit ve Logit modellori

Qeyri-neft sektoru iizro real effektiv mozenne indeksi (dekabr2004=100)
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13,7%, ixrac ¢okili 5,9% artmisdir. Real effektiv
mozennonin doyisimine hem nominal valyuta
mozonnalorinin  dayisimi, hom do qiymetlerin
deyigimi artirict tosir gostormisdir.

2005-ci ilde manatin nominal ve real moazonnesinin
bahalagmasina baxmayaraq uzunmiiddetli dévrde 6lkenin
beynelxalq regabat qabiliyyati alverisli olaraq qalmaqdadir.

Belo ki, neft sektoru istisna olmagla 2000-ci ilin
dekabrina nozoren real effektiv mozennenin agag
diismosi tempi Gmumi ticarot dovriyyesi iizro 4,5%,
idxal iizre 5,5%, ixrac lizre iso 13,6% toskil etmisdir.

2.3. Igtisadi todqiqatlar ve statistika.

Monetar idareetmenin igtisadi tedgiqat bazasinin
daha da genislondirilmesi megsedile Azerbaycan
igtisadiyyatinin maliyye programimin metodoloji
bazasinin yaradilmasi, ilkin makromodelin vo
prognozlagdirma  sisteminin  qurulmasi {iciin
informasiya resurs bazasi yaradilmis vo bu sahodo
diinya tecriibosi yrenilmisdir.
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lizro tohlil apanlmigdir. Bundan bagqa valyuta
miidaxilolerinin zamana goére semeraliliyi Kalman
modeli osasinda miioyyon olunmus ve Milli Bank
valyuta bazarma miidaxile etmodikdo manatn ABS
dollarina nozeren mozennesinin hansi istigamotde
doeyismosi vo timumiyyatlo valyuta bazarinda yaranacaq
potensial veziyyot prognozlagdiriimisdir.

Bank sisteminda islahatlarin davam etdirilmosi vo
(mumi iqtisadi inkisaf strategiyasina uygun azad
rogabat bazarinda foaliyyet gosteron milli bank
sisteminin  formalagdirilmasi megsodile "Bank
Sisteminin Inkisaf Programmnin (2004-2005-ci illor)
giymotlondirilmesi veo aktuallagdiriimasi" {izre
hesabat hazirlanmigdir. Bundan basqa bank sisteminin
inkigaf meyllorinin riiblik tehlilinin aparilmasi ve
bank sistemninds likvidlik meselelori, mezonne
siyasatinin  banklara tosiri hesabatlar
hazirlanmisdir.

lizro




Nominal and real exchange rate indices less the oil
sector are the most appropriate tools to evaluate the
competitiveness of the country's non-oil sector.

As compared to December 2004, the nominal effec-
tive exchange rate for the non-oil sector (geometrical
average of bilateral nominal exchange rate fluctua-
tions against trading partner country's currency less
trade percentage weights) increased by 12.4% on
overall trade turnover, by 13.3% on imports and 9.2%
On exports.

The non-oil sector's real effective exchange rate
increased by 12.2% in total trade turnover, 13.7%
in imports and 5.9% in exports in December 2005
as opposed the month of December of the last year.

Monetary policy and monetary stability

and evaluated, an overall macro-scheme was designed and
local econometric models were integrated into this macro-
scheme and a financial program for 2006 was piloted.

The methodology for evaluating the baseline infla-
tion adequate for Azerbaijan's economy was refined
and baseline inflation estimates were commenced
using different techniques.

Micro-factors of currency market formation were
modeled. The model evaluated the macroeconomic
effectiveness of the National Bank's currency inter-
ventions and Probity and Legit models were used for
analysis. In addition, timing efficiency of currency
interventions was determined using the Kaman model
and the probable scenarios of the manat exchange rate

Non-oil sector's real effective exchange rate index (December 2004=100)
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The increase of the real effective exchange rate
was affected in increasing respect by both nominal
currency exchange rate changes and price changes.

Despite of the increase of the manat's nominal and
real exchange rates in 2005, the country's internation-
al competitiveness still remains favorable in the long
run. Thus, with the oil sector excluded, the real effec-
tive exchange rate dropped down for the total trade
turnover by 4.5%, for imports by 5.5% and for exports
by 13.6% since December 2000.

2.3. Economic studies and statistics.

Information resource base was established with an
aim to develop a methodological basis for financial
programs for Azerbaijan's economy, design a prelimi-
nary macro-model and forecasting system in order to
further expand the economic research framework of
monetary management, and international experiences
in this area were studied and evaluated.

Resource flows across economic sectors were linked

changing against the US Dollar and potential condi-
tions on the currency market were projected based on
assumption of the National Bank not intervening the
currency market,

The "Evaluation and Update of the Banking System
Development Program (2004-2005)" report was
developed with an aim to continue the banking system
reforms and form a national banking system operating
in a free competitive market environment as per the
overall economic development strategy. Furthermore,
reports were prepared on quarterly analyses of the
banking system's development trends and banking
system's liquidity issues and effects of the exchange
rate policy on banks.




Maliyyo bazarlar

2005-ci ilde avvelki illardo oldugu kimi maliyye
bazarlarinin institusional inkisafi vo dorinlosmasi
moqsadlorine  xiisusi  digget yetirilmigdir. Bu
istiqgamotde yeni maliyye alotlorinin normativ-hiiquqi
vo institusional bazasinin yaradilmasi, moveud
maliyye alatlorinin daha da tokmillogdirilmaesi {izro bir
sira todbirlor hoyata kegirilmisdir. Burada bazarlarin
inkigaf etmosi ilo yanast pul siyasetinin agiq bazarda
amoliyyatlar  vasitosilo  hoyata  kegirilmasi
imkanlarinin genislendirilmosi asas meqsed olmusdur.

Hesabat dévriinde Milli Bankmn yeritdiyi pul siyaseti
cor¢ivesinde valyuta bazarina miidaxilolerin azalmas:
noticosindo  milli  valyutamin  mazennasinin
formalasmasinin daha da liberallasmasi inflyasiya ilo
miibarize istigametinde atilmig miihiim addim olmusdur.

Eyni zamanda pul bazasmmn pul siyasetinin arahq
hadafi kimi se¢ilmosi vo bu hadafa nail olmagq figiin
aparilan omaliyyatlarin  genislonmesi giymotli
kagizlar bazarinin inkisafina ciddi tekan vermisdir.
Doévlat qiymatli kagizlar bazarinm hacmi 2005-ci il
orzinde 3 dafe artmisdir,

Milli Bankin notlarindan vo Maliyyo Nazirliyinin
qusamiiddotli istigrazlarindan ibaret olan dovlot
giymotli kagizlari bazarinin siiratle artmasi bu iki
qurum arasinda fealiyyotin six koordinasiyasini zoruri
etmisdir. Bu magsadle Milli Bankin ve Maliyyo

MALIYYD BAZARLARI

Nazirliyinin miitoxossislorindon ibaret Koordinasiya
Surast yaradilmigdir. Koordinasiya Surasinin miitomadi
iclaslarinda dovlet giymetli kagizlarin buraxilis hacmlori
vo miiddotlori miizakire olunmus vo buraxilislar
razilagdirtlmus grafiklore uygun hayata kecirilmisdir.

[l arzindo omeliyyatlarn hacminin artmast ilo yanas
onlarm cesidlori de ¢oxalmisdir, yeni ameliyyatlar -
qisamiiddatli notlarla REPO {izro herraclar vo
horracdankenar REPO emoliyyatlart - aparilmisdir.
Milli Bankin amaliyyat strukturunun tekmillogdirilmosi
mogsadile notlarin todaviil miiddetinin yalniz 28 giin,
harracin kegirilme vaxtinm iso hor heftonin ¢ersonbo
giinii olmasi gorara alinmsdir. .

3.1. Valyuta bazan

Son 3 ilde oldugu kimi 2005-ci ilde de 6lkenin todiye
balansinin saldosunun miisbet olmasi naticesindo daxili
valyuta bazarinda toklif olunan xarici valyutanin hacmi
ohamiyyatli daracade artmis, valyuta bazarimin hacmi
Oton ilo nisbeten 21,4% artaraq 8,4 mlrd. § toskil
ctmigdir.

2005-ci ilde pul siyaseti ¢ercivesindo valyuta
bazarinda neytral movqeyi hadef gotiirarek Milli Bankin
daxili valyuta bazarindaki satiglart 380,2 min. §$, valyuta
aliglart iso 499,0 mln. $ toskil etmigdir. Noticado il

2005-ci ilda 1 ABS dollarimin Azorbaycan manatima garsi orta
ayhq rosmi mezennasinin dinamikas:
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[II FINANCIAL MARKETS

In 2005, as in previous years, special attention was
given to institutional development and expansion of
financial markets. A number of efforts were taken
with an aim to develop legal and regulatory and insti-
tutional frameworks for new financial instruments and
to further improve the existing financial tools. The pri-
mary objective of this exercise was to explore and
expand possibilities of implementing the monetary
policy using open market transactions in addition to
overall development of the market.

aFurther liberalization of the national currency
exchange rate formation as a result of reduced curren-
cy market intervention under the monetary policy
implemented by the National Bank during the report-
ed period was an important step to mitigate inflation.

In parallel, using the money base as an interim tar-
get of the monetary policy and the operations carried
out with an aim to accomplish this target gave a strong
impetus to the securities market development. The
government securities market tripled in terms of trans-
action volumes in 2005,

The rapid growth of the government securities mar-
ket that consists of the National Bank's notes and the
Finance Ministry's short-term securities required clos-
er coordination between these two agencies. To this
end, a Coordination Board was established composed

of representatives of the National Bank and the
Ministry of Finance. The Coordination Board met reg-
ularly to discuss scopes and terms of government
securities issues; securities were issued as per
approved schedules.

Transactions expanded both in terms of scope and
range during the year; new transactions were carried
out such as REPO auctions with short-term notes and
extra-auction REPO transactions. It was decided to set
the note maturity period at only 28 days and auction
every Wednesday of each week in order to improve
the operations unit of the National Bank,

3.1. Currency market

As in the past 3 years the amount of foreign
exchange offered on the domestic currency market
increased considerably as a result of the positive net
balance of the country's balance of payments in 2005;
the currency market transactions increased by 21.4%
against the last year's level thus totaling to USD8.4
billion.

Targeting a neutral position on the currency market
under the 2005 monetary policy, the National Bank
sold USD380.2 mil and purchased USD499.0 mil on
the domestic currency market. As a result, the

Officcial exchange rate fluctuations of USD1 against

Azeri manat in 20035

4950,00
4900,00
4850,00
4800,00
4750,00
4700,00
4650,00
4600,00
4550,00
4500,00
4450,00 A

4400,00 T T T T

January February March  May  June

July  AugustSeptemberOctoberNovemberDecember




arzinde Milli Bankin valyuta bazarma xalis miidaxilosi
ahigyonlii olmus ve comi 118,8 min. $ taskil etmisdir ki,
bu da valyuta bazarinin hocminin 1,4%-ni teskil edir.
Boyiik valyuta axmlart vo Milli Bankin
mildaxilelorinde neytral movqeyi valyuta bazarinda
toklifin tolobi listelomasi ilo vo hesabat divrii orzindo
ABS dollarmin manata qarsi mezennosinin bir goder
mohkemlenmasi ile naticelonmisdir. Belo ki, rosmi
mozonna il erzindo 6,3% (310  manat)
mohkemlenerak ilin sonuna 4593 teskil etmisdir.

3.2. Qiymatli kagizlar bazart

Pul siyasatinin bazar omeliyyatlar1 vasitesilo vo
xiisusilo agiq bazarda omeliyyatlarla yeridilmosi
corcivesinde Milli Bankin notlarindan genis istifade
olunmugdur. 11 orzinde qisamiiddotli notlarin
yerlogdirilmesi iizro Milli Bank torefinden 53 herrac
kegirilmisdir,

Horraclarda 1,575 mird. manat toklifo qars1 1,342
mird. manat tolob olmusdur. Yerlosdirilmis notlarin
hacmi 943,7 mlrd. man. togkil etmisdir. Orta l¢iilmiis
golirlilik dovr erzindo artaraq dévriin ovvelinde
kegirilmis ilk auksiondaki 4,36% seviyyesindon
11,41% soviyyosine yiiksolmisdir. Bu ise ilin
ortalarindan baslayaraq Maliyye Nazirliyi terefinden

kegirilmis DQI {izro herraclarda golirliyin artmasi ilo
olagadardir. 2005-ci ilin sonuna dovriyyedo olan
notlarin hacmi 114,2 mird. manat teskil etmisdir.

2005-ci ilin ortalarinda qisamiiddetli notlarin buraxilis
sxemi daha da sadelosdirilmisdir. Buraxilislarin
miiddatinin 4 hofte (28 giin) vo herraclarin hor haftenin
corsanbo giinii kegirilmesi gorara alinnusdir.

2005-ci ildo Milli Bank terofinden REPO
omoliyyatlarindan  genis  istifado  olunmaga
baglanmugdir. 11 arzinde qisamiiddetli notlar tizre 30
REPO herract kegirilmig, REPO omsoliyyatlarnmn
hacmi timumilikde 635,7 mird. manat toskil etmisdir.
REPO emeliyyati lizra gelirlik ilin ovvelindas 4,18%-
don ilin sonuna 9,17%-o kimi artmsdir.

2005-ci ilde Maliyye Nazirliyi torofindon DQI-lorin
yerlosdirilmesi tizro 23 horrac kegirilmisdir. il orzindo
emissiya olunmug DQI-lerin hacmi 505 mird. manat,
yerlogdirilmis DQI-lorin hocmi iso 265,5 mird. manat
togkil etmisdir. 2005-ci ilin sonunda dévriyyada olan
DQI-lorin hocmi 139,9 mird. manat teskil etmisdir.
Orta élgiilmiis goalirlilik iso ilk herracda 10,53%
soviyyesindon sonuncu harracda 12,76% soviyyesine
qodor yiikselmisdir.

Yerlogdirilmis DQI-n hacmi va galirliliyi

{mlrd. man.)

150020 05 |

01.09.2005

el wy
g g
= S
-3

=3 =
— Eagl
—3 4

16.06. 2005 |
04.07.2005 |
18.07.20 05 [

2405200 5 |
12.08.2005

1 yerlogdirilmis hacm

. [a) y p ) w oy s

g 2 ° 28 § g 8 8 ¢

4 8 5 8 o 98 o4 9 §

2 8 g £ s = = o = 4o

2 8 g 2 3 2 8 £ 88
orta olgulmus gelirlik




National Bank's net currency market intervention was
purchase-oriented and totaled to USDI18.8 mil,
which makes 1.4% of the currency market.

Large currency flows and the National Bank's neu-
tral intervention position resulted in currency market
supply exceeding the demand and certain reinforce-
ment of the US Dollar against the Manat in the report-
ing period. Thus, the official exchange rate increased
by 6.3% (AZM310) and made AZM4593 by the end
of the year.

3.2. Securities market

National Bank used its notes widely when imple-
menting the monetary policy through market transac-
tions and especially open market transactions.
National Bank held 53 auctions to sell short-term
notes during the year.

Auctions had a supply of AZM1.575 billion
worth of notes against the actual demand of
AZM1.342 billion. Total notes sold amounted to
AZM943.7 billion. The average weighted yield
increased during the period, ranging from 4.36% at
the first auction to 11.41%. This is due to the
increased yield of SGS at auctions held by the

Ministry of Finance starting midway through the
year. 2005 year-end notes outstanding totaled to
AZM114.2 billion,

The scheme of issuance of short-term notes was fur-
ther simplified in 2005. Maturity periods were set at 4
weeks (28 days) and auctions were to be held on
Wednesday every week.

National Bank started using REPO transactions
broadly in 2005. 30 REPO auctions for short-term
notes were held during the year; REPO transactions
totaled to AZM®635.7 billion. Year-start REPO
transaction yield of 4.18% increased to 9.17% at the
year-end.

Ministry of Finance held 23 auctions to sell SGS
in 2005. SGS issued during the year amounted to
AZMS505 billion, SGS sold totaled to AZM265.5
billion. SGS outstanding as of the end of 2005
totaled to AZM139.9 billion. Average weighted
yield of 10.53% at the first auction rose to 12.76%
at the last auction.

Amount and yield of sold SGS
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Valyuta ehtiyatlarnim idaro olunmast

[V VALYUTA EHTIYATLARININ
IDARD OLUNMASI

4.1. Valyuta ehtiyatlarinin idars olunmasi
strategiyasi

Milli Bankin valyuta ehtiyatlarinin idare edilmesindo
baglica moagsad tehliikesizlik ve likvidlik prinsiplorini
osas tutaraq gelirliliyin miimkiin qodor maksimallas-
dirilmast olmusdur.

Valyuta ehtiyatlarinm idaro edilmesi bilavasito Milli
Bank terefinden ve xarici menecerlor vasitosila
aparilmigdir,  Ehtiyatlarn ~ idaro  olunmasinin
tohliikosizlik v likvidlik teloblorine cavab vermesi
ligiin beynalxalq maliyye bazarlarimin yiiksek ctibarh
maliyyo alotlorindon istifado olunmus ve xarici
kontragentloro yiiksok reyting tolobi ireli stiriilmiisdiir.

2005-ci ilde Milli Bankda iki baslica istiqamat iizro 1)
valyuta ehtiyatlarinin idaro olunmasi effektivliyinin
artirilmasi mogsadilo ehtiyatlarim idare olunmasina
portfel yanagmasi vo 2) risklerin idare olunmasinimn
tokmillogdirilmosi vo institusional bazasinmn formalas-
dirlmasi istiqgametinda zeruri tedbirlor goriilmiisdiir.

Ehtiyatlarin idare olunmasina portfel yanasmast
istiqameti {izro uzunmiiddetli risk-gelir géstoricilori
osasinda Milli Bankin toloblorine cavab veran optimal
portfel miioyyanlosdirilmisdir. On yiiksok dévlet
teminatina vo genis bazara malik olan ABS-in 1-3 illik

dovlet qiymetli  kagizlarindan  ibaret  portfel
formalagdirilmisdir.

Risklorin idare olunmast sisteminin tokmillosdirilmesi
ve  institusional  bazasimn  formalasdiriimasi

istigametindo iso xarici merkezi banklarnn tocriibasi
dyronilmis vo Milli Bankda risklorin idare olunmast izro
toskilati  doyisiklik aparilmagla xiisusi  bélme
yaradilmigdir ki, bu da risklerin idare olunmasinin
kompleks sisteminin totbigine imkan verocekdir.

2005-ci ilde ABN Amro, JP Morgan ve UBS banklar
xarici menecerlor gismindo chtiyatlarin bir hissesini
idaro etmokde davam etmislor. Bu daha uzunmiiddotli
va genis gesidli maliyyo alotlorine investisiya etmoklo
Milli Bankin investisiya portfelini diversifikasiya
etmoaye, golirliliyi yiiksoltmeye ve eyni zamanda
maliyye bazarlarinda faaliyyeti genislondirmeyo imkan
vermisdir.

Valyuta ehtiyatlarmin artan hacmini vo onlarin
lkemiqyash ohemiyyetini nezero alaraq, ehtiyatlarin
daha semarali idare olunmasi magsedile yeni idaroetme
tsullannin ve maliyya texnologiyalarmin tetbigi {iciin
texniki yardim layihelorine vo bu sahede aparici
institutlarin tecriibasinin Gyrenilmesino xiisusi digqot
verilmigdir. Milli Bankda valyuta ehtiyatlarnin idare
edilmosinin  tokmillogdirilmosi mogsadilo Diinya
Bankinin  Xezinodarliq Departamenti torafinden
Ehtiyatlarin idareetme vo maslohet programi (RAMP)
corgivesindo Milli Banka texniki yardimin gostorilmasi
xususile shemiyyaetlidir, Bu program ¢ercivesinda ilkin
olaraq Milli Bankn valyuta chtiyatlarinin idaro edilmeosi
sahosindo tolebatlart giymatlendirilmis ve aktivlerin
idaro edilmesinde portfelin indekslosdirilmasinin
totbiqine dair moslehatlor alinmisdir.

4.2. [dareetmenin neticolari

2005-ci il orzinde valyuta ehtiyatlarinin hocmi 84.8
min. dollar artaraq 961,7 min. dollara catmisdir. BVF-
nin kreditlori iizro borcun ddenilmesine 50,6 mIn.$
hacminda vesait sorf olundugunu noazere alsaq, nisbi
artim 135,4 min. § toskil etmis vo bu artim asason,
daxili valyuta bazarindan aliglar, habelo valyuta
aktivlarinin idare edilmesinden golirlor hesabina
olmugdur. Idareetmonin imumi somaraliliyi 3,1%
olmusdur.

2005-ci il erzinde valyuta ehtiyatlarinin idaro
edilmesinin - semeraliliyine beynalxalq maliyye
bazarlarinda bag veren bir sira proseslor shomiyyaetli
tosir gostermisdir. Bunlardan on shemiyyatlilori
ABS-da Federal Ehtiyat Sistemi (FES) torofinden faiz
darocelarinin davamli artimi vo ABS dollarnin diger
aparic valyutalara nisbaton giiclonmesi olmusdur.

ABS-da FES-in faiz derecelerinin artimi pul
bazarina investisiya imkanlarimi artirmus, diger
torofdon ise bu proses borc ¢hdeliklori bazarinda
golirliliyin miloyyon qoder enmesine sobeb
olmugdur. Bu da xarici idareetmonin semaroliliyine
mioyyon mohdudlasdiricr tosir gostermisdir. Daxili
idarectmo {lizro qisamiiddetli depozitlor iistiinliik
toskil etdiyinden bu tesirin miqyasi genis olmamsdir.




Foreign exchange reserve management

IV FOREIGN EXCHANGE RESERVE
ADMINISTRATION

4.1. Foreign exchange reserve administration
strategy

The primary goal in managing the National Bank's
currency reserves is to maximize profits while ensur-
ing security and liquidity.

Foreign exchange reserves were administered both
directly by the National Bank and external managers.
Highly reliable financial instruments of international
financial markets were used and high rating require-
ments were set forth to foreign counterparts to ensure
that reserve management meets the security and lig-
uidity criteria.

In 2005 the National Bank took appropriate meas-
ures to ensure that 1) a portfolio approach is used to
reserve management with an aim to enhance the effec-
tiveness of foreign exchange administration and 2)
improve risk management and form an institutional
framework.

An optimal portfolio was identified that met the
National Bank's requirements based on long-term
risk-benefit indicators with an aim to meet the portfo-
lio approach to reserve management criteria. A portfo-
lio was formed composed of 1-3 year maturity US
government securities that enjoy the highest sovereign
guarantee and broad market.

Experiences of foreign central banks were studied
for improvement of the risk management system and
formation of the institutional framework and the
National Bank set up a special unit, which would
allow for applying a comprehensive risk management
system.

In 2005 ABN Amro, JP Morgan and UBS banks
continued to administer a part of the reserves as exter-
nal managers. By investing in such longer-term and
diverse financial instruments the National Bank man-
aged to diversify its investment portfolio, enhance
return and expand financial market operations in par-
allel.

Considering the increasing amount of foreign
exchange reserves and their national significance,
special attention was given to technical assistance
projects and studying relevant experience of leading

institutions in terms of new management techniques
and financial technologies with an aim to ensure more
effective management of reserves. The World Bank's
Treasury Department-sponsored Reserve
Management and Advisory Program (RAMP)
designed to provide the National Bank with technical
assistance with an aim to improve the National Bank's
foreign exchange reserve management is essential in
this respect. The program initially identified the
National Bank's reserve management needs and pro-
vided advice on how to index the portfolio for asset
management.

4.2. Outcomes of management

In 2005 foreign exchange reserves totaled to
USD961.7 mil having increased by USD84.8 mil.
Given that USD50.6 mil were spent to pay borrow-
ing debts to IMF, the relative growth would make
USD135.4 mil and this growth is primarily formed
from domestic currency market acquisitions, as well
as proceeds from foreign asset management. Overall
management efficiency was 3.1%.

A number of processes occurring at international
financial markets had an impact on the efficiency of
foreign exchange reserve management in 2005. The
most significant were the continuous increase of the
interest rate by the US Federal Reserve System (FRS)
and US Dollar's reinforcement against other leading
currencies.

The increase of US FRS's interest rates enhanced
the money market's investment opportunities, while
on the other hand this process caused the yield on debt
securities market to go down to a certain extent. This
had a somewhat restraining effect on external manage-
ment. As short-term deposits dominate in domestic
management, that effect was not of a large scale
domestically.




Bank sistemi vo maliyye sabitliyi

V BANK SISTEMI VO
MALIYY®O SABITLIYI

5.1. Bank sisteminin inkisaf parametrlari

2005-ci ilde bank sisteminin inkisafi sahosinde
hoyata kegirilon tedbirlor naticesinde banklarmn
aktivleri vo kapitali yiiksok templo artmaqda, resurs
bazast iso genislonmekdo davam etmisdir.

01.01.2006-c1 il tarixine banklar terefinden olke
igtisadiyyatina verilmis kreditlorin UDM-o nisbaoti
01.01.2005-ci ille miigayisede ciizi dayigorok 11,8%,
colb edilmis depozitlorin nisbati ise 12,1% toskil
etmigdir. Eyni zamanda qeyd etmek lazimdir ki, bank
sisteminin bir sira diger parametrlorinin dinamikasinda
miioyyon zoifloma miisahide olunmusdur, Belo ki,
hesabat ddévrlii orzinde bank sisteminin comi
aktivlerinin arim tempi 2004-cii illo miigayisedo bir
qodor zeiflomis vo 01.01.2006-c1 il tarixine onun
UDM-o nisbati 19,0% teskil etmisdir. (miiqayise tiiin
qeyd etmok lazimdir ki, 01.01.2005-ci il tarixine bu
gosterici 19,9% toskil edirdi), Hesabat dovrii orzinde
bank sisteminin kapitalinim UDM-o nisbati iso ovvolki
illo miiqayisade 0,1 faiz bendi artaraq 2,9%-o
catmusdr.

Aktivlor. 2005-ci il orzinde comi bank aktivlori 294,5
mlrd. manat ve va 35,4% artaraq 1 yanvar 2006-ci il
tarixino 11259,9 mird. manat saviyyesine catmisdir.

Hesabat dovrii arzinde kommersiya banklarinin real
sektorla ~ kredit emsliyyatlarinin  migyasinin
geniglenmesi bank aktivlerinin artmasinin asas sababi
olmusdur. Belo ki, 2005-ci il arzindo geyri-maliyya
sektoruna verilmis kreditlorin hocmi &ten illo
milqayisade 2483,5 mlrd. manat ve ya 54,9 % artaraq
7006,7 mlrd. manat soviyyoesinedek catmisdir
(miigayise tiglin qeyd etmok istordik ki, 2004-cii ilin
yekunlarina esasen kredit qoyuluslari  51,9%
artmigdir) Noticodo bank aktivlerinin strukturunda bu
omeliyyatlarin payt ilin evvelindoki 47,7%-den ilin
sonuna 56,4%-doak yiiksalmisdir.

Verilmis kreditlorin valyuta strukturunda da
milayyen doyisikliklor bas vermokdoadir. Belo ki,
hesabat dovriiniin avvelinde manatla tesbit edilmis
kreditlerin pay1 31,1% oldugu halda dévriin sonuna bu
gostorici artiq 36,1% cuvarinda olmusdur.

Qeyri-maliyye scktoruna verilmis kreditlorin miiddet
strukturuna geldikde burada uzunmiiddetli kreditlorin

Bank sisteminin aktiviorin strukturu va dinamikas (mlrd. manat)

01.01.2005 01.01.2006
Nagd vosait w2 s
' Miixbir hesablar 21482 2312,2
Maliyyo sektoruna telebler 411,8 4782
| gfgé :-E)T?)I(]E)I‘E; scktoruna 39673 63444
Investisiyalar : 4710 558.8
Digor aktivlor | 8123 1017,7
Comi 83148 112599

Bank sisteminin inkisafinda miisahida edilon pozitiv
meyller 2005-ci ildo bank foaliyyetinin kemiyyet vo
keyfiyyot parametrlerinin  (xiisusilo, banklarin
kapitallasma  deracesinin, heyata kegcirdiklori
ameliyyatlarm novlorinin ve hecminin artirilmasi vo s.)
yaxgilagdiriimas: hesabina daha da gliclenilmis,
iqtisadiyyatda vasitegilik rolu moéhkemlenmisdir.

payinimn artmasini xiisusi qeyd etmok lazimdir. Belo ki, il
orzinde Odenis miiddeti bir ilden artiq olan kreditlorin
hacmi toxminen 85,5% artaraq comi kredit qoyuluslarmmn
36,8%-dek catrmgdir (2005-ci ilin avveling uzunmiiddotli
kreditlorin pay1 30,7% togkil edirdi).

Iqtisadiyyatin - miixtelif saholori tizro kredit
goyulusunda ev teserriifatlarina (fiziki sexslore) verilmis




Banking system and financial stability

V BANKING SYSTEM AND
FINANCIAL STABILITY

5.1. Banking system's development parameters

As a result of actions taken to promote develop-
ment of the banking system in 2005, bank assets and
capital continued to grow rapidly and the resource
market continued to expand.

Ratio of bank loans to the country's economy to
GDP as of 01.01.2006 changed slightly as compared
to 01.01.2005 and totaled to 11.8%, while ratio of
deposits made 12.1%. It should also be noted that
some other parameters of the banking system were
somewhat slacking. Thus, the growth rate of the total
bank assets during the reported period somewhat
slackened as compared to 2004 and its ratio to GDP as
of 01.01.2006 made 19.0% (for comparison it should
be noted that this indicator was 19.9% as of
01.01.2005). Ratio of the banking system's capital to
GDP increased by 0.1 percentage points as compared
to the previous year and totaled to 2.9%.

Positive development trends of the banking system
in 2005 were further strengthened due to improvement
of quantitative and qualitative parameters of banking

Structure and dynamics of bank assets (AZM billion)

Expansion of the scope of lending transactions of
commercial banks with the real sector during the
reported period was the primary cause of bank asset
growth. Thus, loans to the non-financial sector in 2005
increased by AZM2483.5 billion or 54.9% as com-
pared to the previous year and totaled to AZM7006.7
billion (for comparison, it should be noted that loans
increased by 51.9% in 2004). As a result, the share of
such transactions increased from the year-start rate of
47.7% to the year-end of 56.4% within total bank
assets.

The currency structure of loans granted also
changed. Thus, while manat-denominated loans had
a share of 31.1% at the start of the reporting period,
this indicator rose to 36.1% by the end of the period.

As for the maturity structure of loans to non-finan-
cial sector, special mention should be given here to
the growth of long-term loans. Thus, loans with a
maturity over one year increased by about 85.5%
thereby reaching 36.8% of the total loans (long-term
loans made 30.7% of total loans at the start of 2005).

Loans to houscholds (individuals) draw special

- | 01012005 B 01012006
'Cash ‘ 498,2 548,5
Correspondent accounts 21482 2312,2
Due from financial sector 4118 4782
i Due from non-financial sector (net) 39673 | 6344.4
Investments 477.0 558,8
Other assets 812.3 ‘ 1017,7
| Total 8314,8 11259,9

(especially bank capitalization level, increased range
and amount of transactions, etc.) and the banking sys-
tem's intermediation role was enhanced.

Asscts: In 2005 total bank assets increased by
AZM294.5 billion or 35.4% and amounted to
AZM11259.9 billion as of January 1, 2006.

attention among total loans to economic sectors.
Loans to individuals increased during the year about
44.7% thereby totaling to AZM1847.5 billion by the
end of the year. Individual lending is turning into a
significant component of banking services. Thus,
such loans constitute 26.4% of the loan portfolio.
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Bank aktiverinin ve kredit qoyuluglaninin dinamikas
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kreditlor xiisusi ehemiyyet kasb edir. il arzindo fiziki
soxsloro verilmis kreditlorin hacmi toxminen 44,7%
artaraq ilin sonuna 18475 mird. manat soviyyesina
catmigdir. Ohalinin kreditlogmasi bank xidmotlorinin
miuhiim hissesine ¢evrilmekdedir. Belo ki, bu kreditlor
comi kredit portfelinin 26,4%-ni togkil edir.

Bank fealiyyotinin diger ohomiyyatli istigameti
ticarot vo  xidmet sektoru ile  elagelerin
gliclondirmasidir. Onenavi olaraq bu sektora verilmis
kreditlor comi kredit qoyuluslarinda miihiim xiisusi
¢okiyo malikdir. Hesabat dovrii arzinda bu kreditlarin
hocmi 66,4% artarag 01 yanvar 2006-c1 il tarixine
1805,9 mlrd. manat toskil etmisdir. 2005-ci il arzindo
comi bank kreditlorindo ticarot vo xidmet sektoruna
verilmis kreditlarin pay1 24%-don 25,8%-dok artmmgdir.

Kredit qoyuluglan

01.07.05 01.10.05 01.01.06

2005-ci ilde banklar torafinden real sektora verilmis
kreditlor hem miitlaq hem de nisbi ifadede shemiyyetli
dorocede artmugdir. Belo ki, il erzindo energetika,
kimya ve tobii ehtiyatlar sektoruna verilmis kreditlorin
mablogi toxminen 8 dofo artaraq ilin sonuna 906,8
milrd. manat olmusdur. Bu kreditlorin comi kredit
goyuluslarinda xiisusi ¢ekisi ise ilin avvelindeki 2,5%-
don ilin sonuna 12,9%-dek artnsdr.

Kand tesarriifatina verilmis kreditlorin hacmi dten illo
miiqayisado 87,8% artaraq 474,2 mird. manat ¢atmisdir.

2005-ci ilde geyri-maliyya sektorunun kreditlos-
masinin - milsbot dinamikasim  miioyyonloesdiren
amillorin tosiri giiclonmisdir. Bu amillor sirasinda bir
torafdon miiossiso vo toskilatlarin kredit resurslarina
olan yiiksak telob, digor torofdon iso kredit toskilatlart

Kredit portfelinin keyfiyyet gostericilori

01 yanvar 2005-ci il
5%

3%

B Qeyri-gonaatbexs [ Tehliikeli

01 yanvar 2006-ci il
9%

O Umidsiz [ Standart
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Dynamics of bank assets and loans

(mlrd. AZM)
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Another significant segment of banking business,
relations with the trade and service sector, is also
becoming stronger. Traditionally loans granted to
this sector have had a considerable share within the
total loans. Such loans increased by 66.4% during
the reported period and totaled to AZM1805.9 bil-
lion as of January 1, 2006. The share of loans to the
trade and services sector within the total bank
loans increased from 24% to 25.8% during the
year.

Bank loans to the real sector expanded consider-
ably both in absolute and relative terms during
2005. Thus, amount of loans granted to the energy,
chemical and natural resources sector during the
year increased by about 8 times and totaled to

01.07.05 01.10.05 01.01.06

AZM906.8 billion. The share of such loans within
the total bank loans increased from 2.5% to 12.9%
during the year.,

Loans to agriculture increased by 87.8% as
opposed to the last year and totaled to AZM474.2
billion.

The effect of factors that determine the positive
dynamics of the non-financial sector lending
became stronger in 2005. Such factors include on
one hand the high demand of enterprises and
institutions for credit resources, and on the other
hand the enhanced abilities of credit institutions
to lend due to the growth of attracted term
resources (including deposits with a period of
over | year).

Quality indicators of loan portfolio,

January 1, 2005
5%

3%

6%

[ Doubtful

B Unsatisfactory

January 1, 2006
9%

O Bad

[ Standard
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torofindon (o ciimloedon 1 ilden artiq miiddete) celb
edilon miiddatli vesaitlorin artmast noticesinde kredit
qoyuluslarinin genislanmesini xiisusi geyd etmek olar.
Maliyyo sektoruna verilmis kreditlor, yerlogdirilmis
depozitler vo s. lizro tolobler hesabat dévrii erzinde
16,1% artaraq 01 yanvar 2006-c1 1l tarixino 478,2 mird.
manat seviyyasine catmuisdir ( o ciimloden banklararas

soxslorin emanetlorinin artim tempini  (22,7%)
iistolomisdir. 01 yanvar 2006-c1 il tarixine fiziki vo
hiiquqi sexslerden calb olunmus vesaitlerin hacmi 2005-
ci ilin OI yanvar tarixi ilo miigayisede 14459 mird.
manat artaraq 6572,2 mlrd. manat saviyyesine ¢atmsdir.

Qeyd etmoak lazimdir ki, depozit vo emanatlorin artim
tempi sohmlorin nozarat zerfi dovlete moxsus olan

Bank sisteminin passivlorin strukturu va dinamikasi (mrd. manat)

Ohaliden calb edilmis omanatler

Hiiquqi sexslardan calb olunmus

depozitlor

Maliyye sektorundan calb edilmis
| vosaitler

Digor ¢hdaliklor

Kapital o ciimlodon:
Nizamnams kapitali
Monfaat
Digor kapital maddalari

Comi

kreditlorin hocmi 60,7% artaraq 01 yanvar 2006-c1 il
tarixine 228,9 mlrd. manat ¢atmisdir). Bu zaman onu da
geyd etmok lazimdir ki, comi bank aktivlerinde bu
emoliyyatlarin xiisusi payr ¢ox ciizi (0,7 faiz bondi)
doyisarok 4,3% toskil edir.

Hesabat dovril erzindo banklarin kredit portfelinin
keyfiyyeti qonaatbexs seviyyade olmus, il erzinde vaxt
kegmis kreditlorin, kreditlor iizro ehtiyatlarin doyismesi
dinamikasinda miisbet meyllor miisahide olunmusdur.

Vaxti kegmis kreditlorin comi kredit qoyulusundaki
pay1 01 yanvar 2005-ci il tarixindo olan 6,1%-don 01
yanvar 2006-c1 il tarixine 4,4%-dok azalmisdir.

Aktivlorin digor maddolorina geldikde iso yiiksek
likvidliyo malik, lakin golir gotirmeyen nagd
vosaitlorin - vo  miixbir hesablardaki  qaligin
aktivlordoki paymin azalmasii xiisusi geyd etmok
olar. Belo ki, 2005-ci ilin yanvar aymin l-na bu
maddelerin xiisusi ¢okisi 31,8% oldugu halda ilin
sonuna bu gostorici 25,4%-dok azalmisdir. Bu da
banklarda likvidliyin idaro olunmasmin, yeni
investisiya alotlorinin totbigini oks etdirir.

Ohdoliklor. Banklarin ~ resurs  bazasinin
formalagmasinda enenavi olaraq calb olunmus depozit
vo omanatlorin pay: yiiksok olmusdur (74%). Burada
onu da geyd etmoak lazimdur ki, hesabat dévriinde hiiquqi
soxslorin depozitlorinin artim tempi (28,6%) fiziki

01.01.2005 01.01.2006
20156 25727
3110,7 3999,5
9733 1578,8
830,7 1267,6
13849 19413
1051,0 1298,1
15,2 2133

178,7 4299 ,

|

83148 112599

banklarla miiqayisade Gzel banklarda daha yiiksok
olmugdur. Belo ki, 01 yanvar 2005-ci il tarixino sohmlorin
nozarot zorfi dovlote mexsus olmayan banklarda
yerlogdirilmis depozit ve emanatlorin xiisusi ¢okisi 31%
toskil etdiyi halda 01 yanvar 2006-c1 il tarixine bu gésterici
bir godor de artaraq 33,5% (578,9 mird. manat) 2168,2
mird. manat seviyyesine ¢atmisdir. Bu da bir daha bank
sektorunda ragabatliliyin artmasini tesdiq edir.

Colb olunmus vosaitlorin - miiddet strukturuna
goldikde burada miiddetli depozitlerin il orzinde 38,9%-
don gox artaraq 01 yanvar 2006-ci il tarixe 3611.4 mird.
manat seviyyasine ¢atmasini xiisusi geyd etmok olar.

Hesabat dévrii  orzinde banklar vesaitlorin
banklararasi kredit bazarindan colb edilmesi iizro
omaliyyatlardan da genis istifado etmislor. {1 arzinde
bu tisulla celb edilmis vosaitlarin hacmi 62,2% artaraq
ilin sonuna 1578,8 mlrd. manata gatmisdir (miiqayiso
tigin 01.01.2005-ci il tarixine banklararasi kredit vo
depozitlerin hocmi 973,3 mird. manat olmugdur).
Beloliklo do, banklarin comi 6hdeliklerindo
banklararasi bazardan calb edilmis vesaitlorin pay1 01
yanvar 2005-ci il tarixindoki 14,0%-den 01 yanvar
2006-c1 il tarixine 16,9%-dok artmigdir,

Kapital. 01.01.2006-c1 il tarixine bank sisteminin
mecmu kapitali 46,1%  (vo ya 531,7 mird. manat)
artaraq 1686,2 mlrd. manata catmigdir. Macmu kapitalin




Claims on the financial sector on loans, deposits
and other instruments increased by 16.1% during
the reported period and reached AZM478.2 billion
as of January 1, 2006 (with interbank loans increas-
ing by 60.7% and totaling to AZM228.9 billion as
of January 1, 2006). It should also be noted that the
share that such transactions held within total bank

Banking system and financial stability

It should be noted that the growth rate of corpo-
rate and individual deposits was greater with pri-
vate banks rather than state-owned banks. Thus,
while as of January 1, 2005 the share of corporate
and individual deposits placed with non-state con-
trolled banks was 31%, this rate changed by
January 1, 2006 by 33.5% (AZM578.9 billion) thus

Structure and dynamics of banking system's liabilities (AZM billion)

Individual deposits

Corporate deposits

| Due to financial sector

Other liabilities
Capital, including;
Paid-in capital
. Profit
Other capital items

Total

assets changed slightly (0.7 percentage points)
thereby totaling to 4.3%.

Bank loan portfolio has remained satisfactory
during the reporting period, and positive trends
were observed during the year in terms of overdue
loans and loan loss provisions.

The share of past due loans within the total loans
of 6.1% as of January 1, 2005 reduced to 4.4% as of
January 1, 2006.

As for other asset items, the reduction of the share
of highly liquid but non-earning cash and corre-
spondent account balances within the total assets
should be mentioned. Thus, while such assets had a
share of 31.8% as of January 1, 2005, this rate
declined to 25.4% by the year-end. This derives
from bank liquidity management and utilization of
new investment tools.

Liabilities: Corporate and individual deposits
have traditionally had a large share within the
resource base of banks (74%) It should be noted
that the growth rate of corporate deposits (28.6%)
exceeded that of the individual deposits (22.7%).
As of January 1, 2006 total corporate and individual
deposits increased by AZM1445.9 billion as com-
pared to January 1, 2005 and thereby totaled to
AZM6572.2 billion.

01.01.2005 01.01.2006 |

20156 25727

3110,7 3999,5

9733 15788

830,7 1267,6

13849 19413

1051,0 1298,1

155,2 2133

178,7 4299
8314,8 11259,9

totaling to AZM2168.2 billion. This also indicates
the banking sector's increasing competitiveness.

As for the maturity structure of attracted
resources, term deposits increased by over 38.9%
during the year and totaled to AZM3611.4 billion as
of January 1, 2006.

During the reported period banks used the
interbank credit market more actively to get
access to funds. Resources attracted in this man-
ner increased during the year by 62.2% and
totaled to AZM1578.8 billion by the end of the
year (for comparison, total interbank loans and
deposits amounted to AZM973.3 billion as of
01.01,2005). Thus, interbank resources increased
their share within the total bank liabilities from
14% as of January 1, 2005 to 16.9% as of
January 1, 2006.

Capital. Total bank capital increased by 46.1% (or
AZM531.7 billion) and amounted to AZM1686.2 bil-
lion, The growth pace of the total capital exceeded the
growth rate of bank assets and liabilities. This is a fac-
tor that indicates the intensive growth of bank capital
base.

Banks' total capital increased primarily due to the
growth of Tier I capital. Thus, Tier I capital increased
by AZM358.9 billion (36.4%) and totaled to
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Banklarda yerlogdirilmis depozit ve amanatlorin artim tempi (%)

Ozal banklar
iizro

Divlot

banklar tizra

Biitiin banklar

iizro

artim tempi bank aktivlerinin vo ¢hdeliklorinin artim
tempini iistolomisdir. Bu da banklarin kapital bazasinin
intensiv arfimmi oks eden bir amildir.

Banklarin mecmu kapitalin artmi 1-ci deracoli
kapitalin yiikselmasi hesabina bas vermisdir. Bels ki,
I-ci doreceli  kapital 358,8 mlrd. manat (36,4%)

nizamnama kapitahmn (244,6 mlrd. manat) hem do
boliisdiirilmemis menfoatin (122,5 mird. manat)
artmasi hesabina bas vermisdir.

2-ci doracali kapital 2005-ci il erzinde 195,3 mird.
manat (v ya 69,4%) artaraq 476,6 mlrd. manat toskil
etmisdir.

Bank sisteminin macmu kapitalinin dinamikasi (mlrd. manat)

1-ci dorocoli kapital
Nizamnama kapitalt
Boliisdiiriiimamis menfoot

| Digor kapital maddelari

1-ci daracali kapitaldan tutulmalar

' 2-ci doracoli kapital

Cari ilin monfoati

| Digor kapital maddeleri
Mocmu kapitaldan tutulmalar

| Macmu kapital

artaraq 1345,3 mird. manat teskil etmisdir ki, bu da
macmu kapitalin yiikselmesinin 80%-ni toskil edir.

Bu zaman onu da qeyd etmoek lazimdir ki, 1-ci
doroceli kapitalin artimi ilk defo olarag hem

] 01.01.2005 01012006 ].
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‘ 10373 | 12819
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| 0,6 24

' SR I 282

| 281.3 | 476.6
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86,9 | 2516

| 1133 | -135,7

| 1154,5 ! 1686,2

Bank foaliyyotinin maliyyo noticolori. 2005-ci ilde
banklarin maliyye durumunun sabitlesmosi davam
etmigdir. Bele ki, il erzinde banklarm xalis monfoati
46,6% artaraq 285,2 mird. manat seviyyesine ¢atmisdir

Banklarmn golirliliyini xarakterizo edon gostoricilor (%)
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Growth rate of corporate and individual bank deposits (%)

Private banks

State banks

All banks

0 5 ¥ 13

AZM1345.3 billion, which makes 80% of the total
regulatory capital growth.

It should also be noted that for the first time tier 1
capital increased due to the growth of both the paid-in
capital (AZM244.6 billion) and undistributed profits
(AZM122.5 billion).

e s tea

| Tier 1 capital
| Paid-in capital
Undistributed profits
| Other capital items
‘ Deductions from Tier | capital
Tier 2 capital
‘ Current year's profits
Other capital items
‘ Deductions from total regulatory capital
| Total regulatory capita_l B
Tier 2 capital increased by AZM195.3 billion during
2005 (or 69.4%) and totaled to AZM476.6 billion.

Financial outcomes of bank performance:
Financial position of banks continued to stabilize

Net p_rofitjfavél_'zig_e assets (ROA)__ -
Net profit/average capital (ROE)

Interest income/average assets

Interest income on loans to customers/average assets

Interest expenses/average assets

Provisions to possible asset loss reserves/
average assets

during 2005. Thus, net profits of banks increased
during the year by 46.6% and reached AZM285.2
billion (total revenues rose by 47.1% and amount-
ed to AZM1345.1 billion, and total expenses rose
by 49% thereby totaling to AZM1131.8 billion).
The share of profitably operating banks within

Dynamics of bank total regulatory capital (AZM billion)
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the banking system increased to 83.7% as of
January 1, 2006, while the number of loss banks
declined to 16.3% (for comparison it should be
noted that these indicators were 63.6% and 36.4%

Bank profitability indicators (%)

2004

2005

T P ——
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8,3 10,1
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(macmu gelirlor 47,1% artaraq 1345,1 mird. manat,
macmu xorclor iso 49% artaraq 1131,8 mlird. manat
toskil etmigdir).

Foaliyyat gostoron banklarin icerisinde menfootlo
isloyan banklarm payi 01 yanvar 2006-c1 il tarixino
83,7%-dak artmug, zorerlo isloyon banklarin say1 iso
16,3%-dok azalmisdir (miiqayise {i¢iin geyd etmok
istordik ki, 01 yanvar 2005-ci il tarixine bu gostariciler
miivafiq olaraq 63,6% ve 36,4% olmusdur).

Banklarin galirlorinin strukturu onlarin kredit
amoliyyatlarinin artmasi ilo bilavasite baglidir.

Bank sektorunun gelirliliyini xarakterizo edon
gostoricilor iizro miisbot meyllar miisahide olunmusdur. 1
arzindo xalis menfoatin aktivlerin orta meblogine vo
kapitahn orta mablegine nisbetlerinin bir goder
azalmasinin osas sobobi aktiv ve kapitalin xalis menfoatile
miigayisada daha yiksek temple artmasi olmusdur.

5.2. Bank sisteminds institusional meyller vo
islahatlar

2005-c1 ilde de Milli Bankin bank siyasetinin
osasini monetar vo fiskal ekspansiya soraitinde
sistemin dayanigliginin Vo sabitliyinin
méhkemlondirilmosi, hemginin maliyye vasitogilik
funksiyasinin  genislendirilmasi vo igtisadiyyatin
maliyyo resurslarina artan tolobatim tomin ede

maliyye davamliginin méhkemlendirilmasine yardim
etmoklo, onlarin fealiyyatinin geniglondirilmosine,
bank sistemine olan inamin ve maliyye vasitogilik
funksiyasinin semersliliyinin artmasina miisbot tosir
gostarmisdir.

Banklarin  kapitahnin - artimimi - Milli  Bankin
minimum macmu kapital normativinin artirilmas:
xiisusile stimullagdirmigdir. Belo ki, Milli Bankin
idaro Heyotinin 30 iyun 2005-ci il tarixli qorari ilo
yeni acilan banklar (iclin minimum nizamname
kapitalinin meblagi 1 yanvar 2006-c1 ilden 50 mird.
manata ¢atdirlmasi gorara alinmigdir. Hoemin qerarla
foaliyyotde olan banklarin mecmu kapitalinin
minimal miqdarinin 2006-2007-ci iller erzinde
morholalerle yeni agilan banklarin minimal kapital
soviyyosino  c¢atdirilmasi  gerara alinmis  vo
kapitallasma qrafiki 23 dekabr 2005-ci il tarixli
gorarla tasdiq edilmisdir.

Naticads, il arzinde banklarin sohmdar kapitali 248
mird. manat (+24%) artarag 1285 mird. manat,
mocmu kapitali iso 532 mlrd. manat (+46%) artaraq
1686 mlrd. manat toskil etmisdir.

Kapitallasma proseslori neticesinde banklarm
kapital adekvatlig gostericisi do miisbot dinamika ilo
dayiserak 19.8 %-don 20,8 %-o catmus, il orzinde
mocmu kapitalinin meblagi 50 mlrd. manatdan yuxari
olan banklarin say1 3-den 8-dok artmisdir.

Banklarin kapitallagmasi, mlrd manat
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bilecok effektiv bank sisteminin formalasdirilmas:
toskil etmisdir. Bu strategiyaya nail olunmasi
mogsedilo  Azerbaycan Bank Sisteminin Inkisafi
Programi (2004-2005-ci iller) ilo miiayyen olunmus
todbirlorin icrasi davam etdirilmisdir.

Bank sisteminin ciddi kapitallagdinimasi ve
konsolidasiyas: tosobbiisleri davam etdirilmisdir.
Kapitallasma ve konsolidasiya proseslori banklarin

2004

2005

[ banklarin macmu kapitah

Milli Bank banklarin kapitallasmasi strategiyasim
2006-c1 ildo do davam etdirmayi planlasdirir ve il
orzinde foaliyyet gostoron banklarin meacmu
kapitalmin mobloginin 8,2 min AZN-o catdirilmasin
nozaratde saxlayacaqdir,

Effektiv idareetmoa sistemlorinin toskilinin tomin
edilmasi magsadi ilo banklarda beynalxalq standartlara
uygun korporativ idareetme standartlarinin totbigi




respectively as of January 1, 2005).

The structure of bank income is directly linked with
the growth of banks' lending transactions.

Indicators that characterize the banking sector's
profitability displayed positive trends. The pri-
mary cause of a certain decline in the ratios of the
net profits to average weighted assets and average
weighted capital was the fact that the growth rate
of assets and capital exceeded that of the net prof-
its.

5.2. Institutional trends and reforms in the
banking system

In 2005, the National Bank's banking policy was
grounded in the principles of furthering the system's
sustainability and stability in an environment of mon-
ctary and fiscal expansion, as well as to deepen the
financial intermediation function and promote devel-
opment of a banking system able to effectively cover
the increasing financial resource requirements of the
economy. To this end, actions were continued under
the Azerbaijan Banking System Development
Program (2004-2005) with an aim to accomplish the
above said mission.

The banking system's capitalization and consolida-
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lated by the National Bank's increase of the minimum
total capital requirement. Thus, the National Bank's
Management Board decision of June 30, 2005 set the
minimum paid-in capital for new banks at AZM50 bil-
lion as of January 1, 2006. The same decision binds
the operating banks to bring their total regulatory cap-
ital in compliance with the minimum capital require-
ment for new banks on a phased-in basis during 2006-
2007 and the capitalization schedule was approved by
a decision of December 23, 2005.

Ultimately, share capital of banks increased by
AZM248 billion (+24%) during the year and totaled to
AZMI285 billion, and the total regulatory capital
increased by AZMS532 billion (+46%) and totaled to
AZM1686 billion.

As a result of capitalization processes banks' capi-
tal adequacy ratio also changed positively, rising
from 19.8% to 20.8%, while the number of banks
with total capital over AZM50 bil increasing from 3
to 8.

National Bank plans to continue the bank capital-
ization strategy in 2006 as well and will supervise
banks raising their total regulatory capital to
AZNS.2 mil.

With an aim to establish effective management sys-
tems, banks continued to introduce corporate gover-

Bank capitalization, AZM bil
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tion efforts were continued. Capitalization and consol-
idation, in addition to supporting banks' financial sus-
tainability, also serve the purpose of expanding their
operational outlook and capacities as well as enhanc-
ing the public confidence in the banking system and
increasing the effectiveness of the financial intermedi-
ation function.

The growth of bank capital was particularly stimu-

2004

2005
[ bank total regulatory capital

nance standards in accordance with best international
practices in 2005 as well. The legal grounds for appli-
cation of international corporate governance standards
by banks are presented in the Law of the Azerbaijan
Republic on Banks as well as the National Bank's
Regulation for Corporate Governance Standards in
Banks.

Yet, as corporate governance is a new experience
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2005-ci ilde de davam etdirilmigdir. Banklarda
korporativ idareetmenin beynalxalq standartlarinin
totbiginin  hiiquqi bazasint "Banklar haqqinda"
Azorbaycan Respublikast Qanunu, hemginin Milli
Bankin  "Banklarda  korporativ  idareetme
standartlarinin totbigi Qaydalan" toskil edir.

Bununla bels, korporativ idareetmenin yerli tocriibo
ligiin yeni bir idaraetmo aloti olmasi ve hatta gabaqcil
olkolordo miirokkeb ve davamli bir proses sayilmasi
olkede standartlarm tetbiqi ohateli tedbirlern
goriilmosini tolob edir. Buna gore do Milli Bank
korporativ idareetmo standartlarnin tetbigini x{isusi bir
layiho vasitasilo dostoklomesini davam etmisdir.

Banklarda korporativ idareetme prinsiplorinin totbigine
metodoloji dastek magsadile xarici texniki yardimdan da
istifade etmokle 2005-ci ilde Milli Bank terefinden 6
korporativ idareetma standarti vo "Strateji planin
hazirlanmas: {izre Metodoloji Rehborlik" hazirlanmisdir,
Bu standartlarin totbigi tocriibesini inkisaf etdirmok
mogsedi ilo xiisusi seminar vo miizakirolor vasitesi ilo
banklara texniki dostok gostorilmisdir.

Standartlarin semerali tetbiginde {invanl texniki
yardimin ehamiyyati osas gotiiriilorok il orzindo xarici
torof miigabillerinden bele yardim calb edilmisdir. 4
pilot bankda  Almaniyanin  KfW  Bankimin
maliyyolosmosi ilo hoyata kegirilmis "Qabaqcil
korporativ idareetma standartlarinin tetbigi" layihesi
ugurla basa catmisdir. Almaniyanin  Omanet
Banklarinin Beynolxalqg Omekdashq Fondu terafinden
idara edilon bu layihe "nou-hau" kimi sonradan yerli
partnyor olan Azerbaycan Bank Tedris Merkozi
torofindon olave 4 bankda davam etdirilmisdir,

2005-ci ilde Beynelxalg Maliyya Korporasiyasi
torafinden Isvecronin Igtisadi Masaleler iizre Dovlot
Katibliyinin (SECO) maliyyo dostoyi ile Azerbaycanda
Korporativ idaroetmo Layihosinin icrasina baslanmis vo
bank sektorunda korporativ idareetmenin tatbigi
komponenti vasitosi ilo banklara texniki yardim figlin
"Pilot program" elan edilmisdir. Program ¢orgivosinda 3
banka texniki yardim gosterilmesi nezerde tutulmus ve
artiq bir bank secilmigdir. Paralel olarag 2005-ci ildo
xiisusi seminarlar ve treninglor, hemginin interaktiv
texniki dostek gésterilmisdir.

Gostorilen yardim ile yanasi Milli Bank torefinden
hoyata kegirilon prudensial tonzimleme ve nezaret
vasitesi ile korporativ idareetmo standartlarmin
banklarda tetbiginin cari veziyyeti nezaretde
saxlamlir.  Banklarda  aparilan  yoxlamalar
corgivesinde il orzinde 37 bankda korporativ
idarectmenin tatbiqi veziyyeti giymetlendirilmigdir,

Naticoda, standartlarin 8 bankda magbul seviyyedo
totbiq olunmasi, 6 bankda ise tetbiq prosesinde
mithiim miisbat tendensiyalar- miisahide edilmisdir.
Qiymatlondirme naticosindo 23 banka korporativ
idaroetma prinsiplerin  tetbiginin  veziyyetinin
tekmillogdirilmosi ilo alaqadar tapsiriglar verilmis vo
icrasi nozarate alinmisdir.

Korporativ idareetmenin mithiim elementi kimi
banklarin maliyye seffafliginin artinlmas: ve maliyye
hesabatlarmin ~ MHBS  uygun tertib edilmasi
istiqametinde todbirlor davam etdirilmisdir. 2005-ci
ildo 23 banka audit "Boyiik dordliiys" daxil olan
sirkotlor torofinden aparilmisdir, 2005-ci ilin sonuna bu
banklarin bank aktivlerinda pay1 91% teskil etmisdir.

Milli Bank korporativ idareetmo standartlarimnm
banklarda tam totbigini bank sisteminin sabit inkisafinin
mithiim sertlordon sayir ve onun semarsliliyinin
artirilmast istiqametinda soylorini golacok illordo do
davam etdiracekdir. 2006-c1 ilde aktivlerin hecmino .
goro ilk 20 bankda standartlarin totbiginin minimum
maqgbul seviyyoyo catdirlmasi hodef kimi miieyyen
olunmusdur. 2005-ci ilin sonuna bu banklarin bank
aktivlerinde pay1 89% toskil etmisdir.

Bank sisteminda saglam roqabet miihitinin temin
edilmasi istigamatindo todbirlorin hoyata kegirilmosi
davam etdirilmisdir.

2005-ci ilde banklarin kapitalinin  artinlmast,
korporativ idarectme standartlarm totbiqi ve ozl
banklarin bazar paymm artmasi biitovlikde bank
sisteminda reqabet miihitinin yaxsilagdinlmasma tokan
vermigdir. Belo ki, il arzinde 6zel banklarn aktivlerin
artim dinamikasi 36% vo depozitlerinin artim dinamikas
45% taskil etmisdirse, dovlet banklarinda bu gostoriciler,
miivafiq olarag, 33% ve 29% toskil etmisdir.

Azorbaycan Respublikasi Prezidentinin "Azerbaycan
Respublikasinda maliyye-bank sisteminde islahatlarin
dorinlegdirilmosi ilo alagadar olave tadbirler haqqinda" |
mart 2005-ci il tarixli Fermammndan ireli gelen
tapsiriglarin icrast ¢argivesinde dovlet banklarinin
ozollogdirilmasi  proseslorinin  siiretlondirilmasi
mogsadile  bu banklarda aktivlorin daha da
saglamlagdiriimasi, maliyye durumunun giiclondirilmesi,
emaliyyat sferasmin genislondirilmesi kimi bir sira
tadbirlerin hayata kegirilmosi davam etdirilocokdir.

2005-ci il arzinda bank faaliyyeti infrastrukturunun
genislondirilmesi ve inkisafi istigametinde bir sira
layiholor hoyata kegirilmisdir. Markezlogdirilmis
Kredit Reyestri 2005-ci ilde istismara verilmis ve
tocriibe gosterir ki, banklar kredit reyestrinin
malumatlarindan genig sokilda istifade edirlor.
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and concept to the local community as well as being
quite sophisticated and continual process even in
advanced countries, the process of introduction of
such standards here requires a great deal of effort.
Therefore, the National Bank continued to support
introduction of corporate governance standards
under a special project.

Using also foreign technical assistance to pro-
vide methodological support to application of cor-
porate governance principle in banks, the National
Bank developed 6 corporate governance standards
and the "Strategic Plan Development Guidelines"
in 2005, With an aim to promote the practice and
experience of applying these standards, technical
assistance was provided to banks in the form of
special seminars and roundtables.

Realizing the importance of targeted technical
assistance to ensure effective application of stan-
dards, such assistance was requested and gained
from foreign counterparts. 4 pilot banks success-
fully completed the German KfW-sponsored
"Advanced Corporate Governance Standards"
project. This project implemented International
Cooperation Fund of Germany's Savings Banks
was thereafter continued by the local counterpart,
the Azerbaijan Bank Training Center, in 4 other
banks on a "know-how" basis.

The Azerbaijan Corporate Governance Project
was launched by the International Finance
Corporation with financial support from the Swiss
Economic Affairs State Secretariat (SECO) in
2005, and a "Pilot Program" was declared for tech-
nical assistance for banks through the corporate
governance component in the banking sector. The
program envisages provision of technical assis-
tance to 3 banks and one bank has already been
selected. In parallel, special seminars and training
courses as well as interactive technical assistance
was provided in 2005.

In addition to the assistance provided, the
National Bank closely monitors the progress and
status of introduction of corporate governance
standards in banks through prudential regulation
and supervisory activities. Annual bank inspec-
tions evaluated the status and progress of applica-
tion of corporate governance standards in 37 banks
during the year. As a result, 8 banks were found to
have a satisfactory progress, and 6 banks demon-
strated significantly positive trends in terms of
introducing corporate governance standards. As a

result of the evaluation 23 banks were instructed
to improve the corporate governance standards
introduction situation; their actions are being fol-
lowed-up.

Actions were continued to enhance financial
transparency of banks and IFRS-compliant report-
ing as an important element of corporate gover-
nance. In 2005 23 banks were audited by audit
firms from the "Big Four". As of the end of 2005,
these banks accounted for 91% of the total bank
assets.

National Bank regards complete introduction of
corporate governance standards in banks as an
essential condition of stable development of the
banking system and intends to continue its efforts
with an aim to increase its overall effectiveness. A
target has been set to have top 20 banks in terms of
asset size to have an acceptable status of introduc-
tion of corporate governance standards in 2006.
These banks accounted for 89% of total bank
assets as of the end of 2005.

Actions were continued in the banking system
with an aim to ensure fair and sound competition.

Increase of bank capital, introduction of corpo-
ratc governance standards and increase of the
share of private banks in 2005 gave an impetus to
improving the competitive environment in the
banking system. Thus, while private banks' assets
rose by 36% and deposits by 45% during the year,
state-owned banks had 33% and 29% rates respec-
tively.

Pursuant to the Presidential Decree of March I,
2005 "On additional measures to enhance banking
system reforms in the Azerbaijan Republic",
efforts will continue to accelerate the process of
privatization of state-owned banks by further
streamlining the assets, improving the financial
position and expanding the operational scope of
such banks.

A number of projects were implemented in 2005
designed to expand and develop the bank operat-
ing infrastructure. A Centralized Credit Register
was put in operation in 2005 and the experience so
far indicates that banks actively and broadly use
the data available in that credit register.

MilliKart Card Processing Center set up in 2005
with an aim to expand and bring the payment
infrastructure to compliance with international
standards started providing banks with local card
processing services. MilliKart Card Processing
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Odonis infrastrukturunun ~ genislondirilmosi  vo
beynalxalq seviyyoyo catdirlmasi mogsadi ile 2005-ci
ilde yaradilmus "MilliKart" Kart Prossesing Merkezi
banklara lokal kartlarin prosesingi sahesinde xidmet
gostormoyo  baglamisdir.  Beynolxalg miqyasda
amoliyyatlarin aparilmasi {ictin "MilliKart" Kart
Prosesing Moarkozi VISA vo MasterCard beynolxalq kart
togkilatlarinda  sertifikasiyadan kegmis Prosesing

investorlar iigiin calb ediciliyinin artmasi davam etmisdir.

2005-ci il orzinde banklarin kapitalinda xarici
sormayalorin hacmi 73 mlrd. manat (43%) artaraq
243 mlrd. manat teskil etmisdir. Neticodo 2005-ci ildo
yerli banklarin nizamname kapitalinda xarici
sormayolorin payi 16%-don 19%-dok artmisdir.

il erzinde iki yerli bankin kapitalina birbasa xarici
sormayolor edilmis, bir xarici bankin yerli filiali

Morkazi 2006-c1 ildon etibaron beynolxalq kartlara  foaliyyote baslamisdir.
xidmet gostorilmeasini planlagdirilir. Noticado xarici kapitalli  banklarm  bank
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2005-ci ildo bank vo maliyya sektorunun miihiim  aktivlerinde xiisusi ¢ekisi 16%-don 23%-dok, bank

stimulu  kimi Ipoteka Fondunun hiiqugi bazasi
yaradilmigdir. ©n qabaqgeil beynelxalq tocriiboyo
osaslanmis vo xarici ckspertlorin texniki yardimi ilo
hazirlanmis "Ipoteka hagqinda" Azerbaycan Respublikasi
Qanunu qiivvoyo minmisdir. Homginin ipoteka kreditlorin
verilmosi  vo  tokrar maliyyolosdirilmesi  iizre
infrastrukturun formalasdiriimas: sahesindo bir sira
tedbirler gériilmiigdir. 2006-c1 ilin avveline ipoteka
Fondunun iso baglanilmast {iiin biitiin islor tamamlans
vo artiq kreditlorin verilmasine baslanlmgdir.

Bank sisteminde hoyata kegirilon institusional
islahatlar noticosinde il erzinde bank sektorunun xarici

depozitlorde xiisusi ¢okisi iso 12,5%-don 17%-dok
artmisdir.

Pozitiv hal kimi banklarin kapitalinda Avropa
Yenidonqurma vo Inkisaf Banki, DEG-Almaniya
investisiya Korporasiyasi vo Almaniya ©manat
Kassalarinin Beynolxalq inkisaf Fondu kimi iri
institusional investorlarin istirakin1  vurgulamag
lazimdr.

Azorbaycan Milli Banki xarici sermayolorin bank
kapitalinda istirakinin dostoklonmesi siyasatini 2006-
c1 ilde do davam etdiricok.

50

40

30 A

20 1

2003

@ comi banklarin say1

2004

2005
[ xarici kapitalh banklarin sayi




Banking system and financial stability

Center has been certified by VISA and MasterCard
International in order to carry out international
transactions. The Processing Center intends to
start providing international card services as of
2006.

The legal framework for the Mortgage Fund was
developed in 2005, which represents a powerful
incentive for the banking and financial system.
The Law of the Azerbaijan Republic of Mortgage,
developed based on the best international practices

and totaled to AZM243 billion. As a result, the
share of foreign investments in local banks' equity
rose from 16% to 19% in 2005.

Direct foreign investments were placed in the
equity of two local banks during the year, a local
branch office of a foreign bank opened for busi-
ness.

As a result, the share of banks with foreign cap-
ital in total bank assets rose from 16% to 23% and
in bank deposits from 12.5% to 17%.
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and using technical assistance from foreign
experts, took effect. A number of measures were
also taken to put in place an infrastructure for
mortgage lending and re-financing. All arrange-
ments are complete and put in place for the
Mortgage Fund to start operating in early 2006;
loans are already being granted.

As a result of the institutional reforms imple-
mented in the banking system, the banking system
continued to enhance its investment attractiveness
for foreign investors.

Foreign investments in the bank equity
increased by AZM73 billion (43%) during the year
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Equity investments in local banks by large insti-
tutional investors such as the European Bank for
Reconstruction and Development, DEG - German
Investment  Corporation and International
Cooperation Fund of Germany's Savings Banks are
a very positive accomplishment.

National Bank of Azerbaijan intends to continue
to pursue the policy of supporting foreign invest-
ments in local bank equity in 2006 as well,
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5.3. Bank nozarati

ovvalki illerde oldugu kimi 2005-ci ilde do Milli Bank
bank nozareti sahosindo islahatlarin ve tekmillesdirme
tadbirlorinin hayata kegirilmesini davam etdirmisdir.

Dinamik artan iqtisadi aktivlik seraitinde bank
nozaratinin somaraliliyinin artirlmasi vo keyfiyyetinin
yaxsilagdirmast, banklarin beynalxalq soviyyede gebul
edilmis standartlar ve tocrilboye uygun cevik vo
qabaglayici prudensial tedbirleri Oziinde oks etdiron
riskyoniimlii nozaratlo ohate edilmesini toleb edir.

2005-ci ilde Milli Bank bank nazaretinin normativ-
hiiquqi bazasinin vo institusional strukturunun Bank
nozaroti tizro Bazel Komitosinin "Semerali bank
nozarotinin asas prinsiplori”no tam uygunlasdiriimasi
lizra isleri davam etdirmisdir.

2004-cii ilde goebul edilmis "Banklar haqqinda"
Azorbaycan Respublikasi Qanunu vo qanunalti
normativ-hiiquqi aktlar osason Osas prinsiplori 6ziinde
ks etdirmisdir. 2005-ci ilde Bazel prinsiplorino "tam"
uygunlugu tomin etmok moagsedile "Konsolidasiya
osasinda prudensial hesabatlarin toetbiqi, togdim
edilmasi vo nozaret Qaydalan" hazirflanmis ve gobul
edilmigdir. "Banklarm vo xarici banklarin yerli
filiallarmin kenar auditinin aparilmasi Qaydalari"nin
layihesi hazirlanmisdir.

Bank nozaroti ilo mesgul olan emokdaslarinin
foaliyyotinin  semareliliyinin  artirllmas:  vo
bitovlikdo nezarat proseslorinin  keyfiyyotinin
yaxsilagdirilmasi iiglin xarici texniki yardimdan istifade
edilorek banklarda daxili nozaretin toskilini, problemli
banklarda miiveqqgeti idareetmenin totbigi vo
lisenziyalagdirma proseslorini ohato edon metodoloji
rohbarlikler qebul edilmisdir.

2005-ci ildo xarici nozarot sahosinde goriilmiis
soylor banklarin hesabatlarimin emali sisteminin
tokmillogdirilmesine  vo  erken  xeberdarlq
sistemlarinin totbiqine istigametlonmisdir.

Banklarin prudensial hesabatlarinin gobulu vo emal
lizro avtomatlagdirlmig sistemi tokmillesdirilmis vo
molumatlar bazasinin miqrasiyast tamamlanmisdir.
Sistemin platformasinda erken xoberdarliq sisteminin
"qmmmz bayraqlar" ve "oxsar banklar qrupu" aletlori
totbiq edilmigdir.

Xarici amillerin bank sektoruna tesirinin ve xarici
miihitin doyigimi soraitindo bank sisteminin davamliginin
qiymetlendirilmesi Gigiin "soraitin inkisafi" modeline
osason stress-testlogdirmonin totbigine baslannusdir.
Xarici nezarot ¢orcivesindo miixtolif nov ssenarilor
(valyuta mezennalerinin ve faiz derecelerinin doyismesi,

aktivlerin keyfiyyotinin pislosmesi) osasinda her bir bank
tizro ayrica vo kombine, habelo bu amillorin biitiin
sistema neqativ tasirinin giymetlendirilmosi tigiin {imumi
bank sisteminin  simulyasiyalart apanlir.  Stres-
testlogdirmonin noticelari cari nazaret prosesinde istifade
olunur,

Pullarin yuyulmast Vo terrorgulugun
maliyyelosdirilmesine qarsi miibarizo gorgivesinde
Milli Bank todbirlerin daim tesebbiiskar1 kimi ¢ixis
etmis ve hazirda bu istigametde hokumatin foaliyyetini
koordinasiya edon Pullarin  yuyulmasina ve
terrorgulugun maliyyologdirilmosine qarst todbirlor
tizra Ekspertlor Qrupuna rehbarlik edir. Bu Qrup
torofindon "Qeyri-qanuni yolla olde edilmis pul
vesaitlorinin vo ya diger amlakin leqallasdiriimasima vo
terrorgulugun maliyyelogdirilmesine garst miibarizo
haqqinda" Qanun layihasi hazirlanmisdur.

Homginin Milli Bank miixtolif meselolorlo bagh
beynolxalq togkilatlarla (Avropa Surasi yaninda Pullarin
yuyulmasma qarsi todbirler {izre Ekspertlor Komitosi
(MONEYVAL), Beynolxalq Valyuta Fondu ve BMT-nin
Narkotiklor vo Cinayot Ofisi ilo aktiv emekdaslq edir.

Daxili nozaratin normativ bazasinin tokmillosdirilmosi
liclin "Banklarda daxili nezarot tizro Metodoloji
Rohborliyin" yeni redaksiyasi hazirlanmisdir. Yeni
redaksiyada "Banklar haqqinda" Qanunun gobulu
noticesinde oldo edilmis yeni nozarot alotlorinin tetbiqi
genis toforriiati ilo 6z oksini tapmisdir. Ovvelki
redaksiyadan forqli olaraq yeni redaksiyada bank
foaliyyetinin biitiin saholorinde olan risklorin askar
edilmesinin vo  qiymetlendirilmasinin  ¢ox doqiq
alqoritmleri vo metodologiyasi verilmisdir.

Siiretli texnoloji doyisiklikler 6denis sistemlorinin
tehlitkosizliyinin ve semeroliliyinin tomin edilmosi
magqsodilo ddenis sistemine xidmet edon operatorlari,
Odenis sisteminin texniki vo program teminatinin
provayderlori, hemginin  6denig  sistemlorinin
istifadagileri iizorinde nozarotin teskilini zoruri edir.

Oksor morkazi banklar kimi Milli Bank da sistem
ohomiyyetli 6denis sistemlori iizorinde nazaratin
togkilini maliyyo sabitliyini temin eden miihiim
funksiya kimi deyerlendirir. Odenis sistemlerinin
tokmillosdirilmosi, onlar {izerinde semarsli nazaret
sisteminin  togkili iizro golocok strategiyanin
formalagdiran ~ "Odenis  sistemlorine  nezarot
Konsepsiyasi"nin layihosi xarici texniki yardimdan
istifado etmakle 2005-ci ilde hazirlanmusdir.

2005-ci ilde lisenziyalagdirma sahosindo Milli
Bankin soylori banklarin qanunvericiliyo vo miitoraqqi
beynolxalq tecriiboyo uygun lazimi seviyyede idaro




5.3. Bank supervision

As in previous years the National Bank continued
to move forward with the reforms and improve-
ment-oriented adjustments in the banking supervi-
sion sector in 2005 as well.

In an environment of dynamically growing eco-
nomic activity, banking supervision needs to
enhance its effectiveness and quality, and cover
banks with risk-oriented supervision that incorpo-
rates efficient and proactive prudential measures in
conformity with internationally accepted standards
and best practices.

In 2005 the National Bank continued to improve
the legal and regulatory framework and institution-
al structure of the banking supervision function to
compliance with the Basel Banking Supervision
Committee's Core Principles of Effective Bank
Supervision.

The Law of the Azerbaijan Republic on Banks
and related regulations adopted in 2004 mainly
incorporated the Core Principles. In 2005, with an
aim to ensure "full" compliance with the Basel core
principles, the Regulation for Consolidated
Prudential Reporting and Supervision was devel-
oped and passed. Regulation for External Audit of
Banks and Local Branch Offices of Foreign Banks
was drafted.

Internal written policies were developed and
adopted by banks for internal controls, problem
bank receivership and licensing processes using
foreign technical assistance in order to enhance the
effectiveness of bank supervisory staff's operations
and to improve the overall quality of bank supervi-
sion.

Off-site bank supervision efforts taken in 2005
were designed to improve the bank report process-
ing system and to introduce the early warning sys-
tem.

The automated bank prudential report acceptance
and processing system was streamlined and migra-
tion of the data base was completed. "Red flags"
and "similar bank group" tools of the early warning
system were applied on the platform of the system.

Introduction of the stress testing practices was
launched based on the "condition development" model
to evaluate the banking system's sustainability in an
environment of external factors affecting the banking
sector and the environment changing continually.
Individual and combined as well as general banking
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system simulations are made in order to identify the
negative impact of external factors on the banking sys-
tem based on different scenarios within the framework
of off-site supervisory activities (currency exchange
rate and interest rate fluctuations, asset quality deteri-
oration). Results of stress testing are used in ongoing
Supervisory process.

National Bank has always put forth initiatives con-
cerning prevention of money laundering and terrorism
financing and presently directs the Expert Group
responsible for Anti-Money Laundering and
Terrorism Financing Prevention measures that coordi-
nates the government's related actions. This Group
drafted a Law "On prevention of legalization of ille-
gally acquired money or other property and terrorism
financing".

In addition, the National Bank also cooperates with
a number of international institutions on a range of
issues (Expert Committee of the European Council for
Anti-Money Laundering (MONEYVAL),
International Monetary Fund and UN's Drug and
Crime Office.

The On-site Inspection Manual for Banks was
revised with an aim to improve the regulatory frame-
work for on-site bank supervision. As a result of adop-
tion of the newly revised Law on Banks the new
supervisory tools were described in detail. Unlike the
previous revision, the new manual provides clearer
techniques and methodologies for identification and
evaluation of risk inherent in all fields of banking.

Rapidly advancing technological modifications
require close supervision of payment system service
operators, payment system's hardware and software
providers as well as payment system users in order to
ensure security and efficiency of the payment system.

Like most central banks, National Bank also treats
supervision of systemic payment systems as an impor-
tant function contributing to financial stability. The
Payment System Supervision Concept Paper was
drafted in 2005 using foreign technical assistance,
which identifies the future strategy for improvement
of payment systems and setup of an effective supervi-
sion system.

National Bank's licensing efforts in 2005 were
aimed at ensuring that banks are managed in compli-
ance with laws and modern international practices as
well as allowing only fit and proper persons to be eli-
gible as bank administrators.

3 banking licenses were issued during the year: to 2
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edilmesinin tomin olunmasimna, habela banklarin idare
edilmasine yalniz magbul vo lazimi kefiyiyotloro
malik olan sexslarin buraxilmasina istigamatlonmisdir.

il arzinda 3 bank lisenziyast verilmisdir: 2 yeni agilan
banka vo iki bankin birlogmasi naticesinde yarannus
yeni banka. Hemginin 3 bank lisenziyasi lagv
edilmigdir: 2 lisenziya - banklarin birlosmosi, 1
lisenziya bankin baglanmasi sobebinden.

Banklar torofinden daxil olmus sonadlor osasinda 40
filialin, 23 s6benin vo 168 valyuta miibadile
montogosinin agilmasina icaze verilmisdir. il orzinde
Milli Bank torofindon 16 filialin fealiyyetine xitam
verilmis vo 260 valyuta-miibadilo mentogesinin
foaliyyeti dayandirilmigdir.

Xarici bank qurumlarmin Azerbaycan maliyye bazarina
maraqlarinin artimi 2005-ci ildo do miisahide olunurdu. I
arzinde 2 xarici bankm yerli niimayendaliyine foaliyyot
gostormok {iglin icazo verilmisdir.

Kredit ittifaglarmin lisenziyalasdinlmasi sahesinde
14 kredit iffifagina mehdud bank foealiyyetinin hoyata
kegirilmosi tigiin xiisusi raziliq verilmigdir. {1 arzinde
prudensial tolablarin yerina yetirilmamasi ilo alaqodar
3 kredit ittifaqmnin xiisusi razihg logv edilmisdir.

Beynolxalg humanitar teskilatlar ve donorlar
torofindon maliyyolosdirilon bank olmayan kredit
toskilatlarmin lisenziyalasdirilmas: sahesindo 2 bank
olmayan kredit tagkilatina moehdud bank foaliyyatinin
hoyata kegirilmesi tigiin xiisusi raziliq verilmigdir.

2005-ci ilde Milli Bank kommersiya banklarinin
inzibatgilarmin  tutdugu  vezifolora  uygunlugunun
qiymatlondirilmesi ve "Banklar hagqinda” Qanunun
toloblorine uygun olaraq attestasiyasmin kegirilmosi
sahasindo islori davam etdirmigdir. Il arzinde kommersiya
banklarinin 237 inzibatgist Attestasiya Komisiyasinin
miisbet royini alaraq attestasiyadan kegmisdir,

2005-ci 1l arzinda hor bir banka fordi yanasma tetbiq
olunmagla onlarin maliyye veziyyeti prudensial
hesabatlar ~ esasinda  giymetlendirilmis  ve
ganunvericiliyo uygun olarag pozuntulara ve
nogsanlara yol veren banklara qarsi tosir todbirlori
goriilmiigdiir. Biitovliikde hesabat dovrii erzinde 60-a
yaxin halda banklara tesir vo toshih todbirleri tatbig
edilmis, foaliyyatinin mdvcud ganunvericiliyin
toleblorino uygunlagdirilmasi, o ciimloden toskilati
strukturun tokmillegdirilmesi, idareetme orqanlari
arasinda miivafiq solahiyyot bolgiilerinin aparilmasi,
banklarin daxili reglamentinin uygunlasdiriimasinin
tamamlanmasi, daxili nezaret ve risklorin idare
edilmosi sistemlorinin miivafiq qaydada qurulmas
barode doqiq gosterislor verilmisdir. Naticado il

orzindo banklar terafinden normativ teloblorin
pozulmas: 2 dofo azalmisdir.

Daxili ~ nozarotin  tekmillesdirilmesi  ve
semoreliliyinin artirlmas: tgiin aparilan yoxlamalarin
mogsadlorinde prioritetlik bank omeoliyyatlarinin
saglamligindan, onlarin aparilmasi zamani yaranan
risklorin, banklarin maliyyo voziyyetinin, foaliyyotin
keyfiyyot aspektlorinin vo perspektivlerinin tohlilini
osas kimi gobul eden pesokar giymetlondirmenin
totbigine deyismisdir.

il orzinde banklarda 72 yoxlama hoyata
kegirilmisdir. Aparilmis yoxlamalar hom AMB-nin
togobbiisii, hom do mohkemanin goerari ilo olmusdur.
Kegirilmis yoxlamalar bank sisteminin aktivlorinin
48%-ni ohato ctmisdir.

AMB-nin togobbiisii banklarda herterofli, kapitalin
formalasmasi ilo bagl, valyuta miibadile mentogelerinin
foaliyyotinin  qiymotlondirilmosi, kassa ve digor
omoliyyat sahelorinin yoxlamlmasi ilo olagedar
yoxlamalar apariimisdir. Bir sira banklarla normativlerin
tonzimlenmasi tizro xiisusi Todbirlor Plan razilasdirlms
va icrasi ciddi nezareto gotiiriilmiisdiir.

Hesabat dovriinde bir nego bankda MHBS-nin
totbiqi ilo bagl kenarlasmalar agkar edilmis,
nogsanlarin aradan qaldirilmasi barede tapsiriglar
verilmis, icrasi nozarato gotiiriilmiisdiir.

Biitovliikdo, 2005-ci il erzinde daxili ve xarici
nozarot todbirleri ¢orcivesinde bir neco banka
dividentlorin verilmasi vo amanatlorin colb edilmosi
gadagan cdilmis, qohumluq olagelerinde olan
inzibatcilar idaractmo strukturlarindan
kanarlagdirtlmis, banklarm geyri-maliyyo
miossiselorinda olan investisiyalarin ve bankin
kapitalinda icazesiz olde ecdilmis mihiim istirak
paylarinin logv edilmosi tolob edilmisdir.

Daimi diqget merkezinde saxlamlan bank
nezaratinin institusional inkisafi {i¢lin nezarot blokunda
monofunksional struktur totbiq edilmisdir, Il erzindo
komiyyot va keyfiyyot parametrlori nozero alinmagla
blokun kadrlarla komplektasiya edilmesi davam
etdirilmigdir. Omekdaslarin professional inkisafi ticiin
USAID Bank Nozareti Programn texniki yardimindan
istifade edorok xtisusi "akkreditasiya programi”
kegirilir. Tadris gorgivesindo toskilat daxili, yerli vo
xarici  treninglorle  biitin  emokdaslar  ehate
olunmugdur. Cami il erzinde emokdaslar 18 mdvzuda
seminar vo treninqlerde istirak etmis vo her bir
amokdas orta hesabla 200 saata yaxin hacminde todris
kegmisdir.

Bank foaliyyetinin transmilli soviyyoede inkisafi vo




newly opened banks and the new bank formed from
the merger of two banks. Also, 3 banking licenses
were cancelled: 2 licenses due to the merger of banks
and | license due to the closure of a bank.

Permissions were issued to open 40 branch offices,
23 units and 168 currency exchange offices based on
documents submitted by banks. During the year the
National Bank terminated operations of 16 branch
offices and suspended 260 currency exchange offices.

Foreign banking institutions continued to show
increasing interest in Azerbaijan's financial market in
2005 as well. During the year permissions were issued
for local representative oftices of 2 foreign banks.

Special permits were issued to 14 credit unions for
limited banking activities under the credit union
licensing program. Special permits of 3 credit unions
were revoked during the year for failure to comply
with prudential requirements.

Special permits were issued to 2 non-bank credit
institutions for limited banking activities under the
program of licensing non-bank credit institutions
financed by international humanitarian institutions
and donors.

In 2005 the National Bank continued to appraise
eligibility and qualification of commercial bank
administrators for their jobs and to certify in accor-
dance with the Law on Banks. During the year 237
bank administrators were positively appraised by
the Certification Committee.

Financial positions of each bank was evaluated
based on prudential reports using an individual
approach to cach bank and measures and sanctions
were taken with respect to banks incompliant with
the applicable laws in 2005. In general, corrective
and enforcement actions were taken with respect
to about 60 banks during the reported period and
instructions were issued to the banks at fault to
improve operations to compliance with the exist-
ing laws, as well as to improved the organization-
al structure, have in place division of powers
among corporate organs, complete harmonization
of internal written policies, and set up appropriate
internal controls and risk management systems. As
a result, regulatory incompliance halved during
the year.

The priorities of bank inspections carried out with
an aim to improve the quality and increase the effi-
ciency of internal controls shifted from safety and
soundness of bank transactions to professional evalu-
ation grounded in analysis of risks arising, banks'
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financial position, quality aspects and prospects of
operations.

During the year 72 bank inspections were carried
out. The inspections were initiated both by the NBA
and court orders. The inspections covered 48% of the
total bank assets.

The NBA-initiated comprehensive inspections
addressed capital formation, evaluated operations of
currency exchange offices, checked cash and other
transactions. Special Action Plans were developed and
followed-up for a number of banks with regards to
regulatory compliance.

A number of banks were found to have deviated
from IFRS during the reported period; instructions
were issued to remove the identified deficiencies and
the execution was followed-up.

Overall, as a result of on-site and off-site superviso-
ry activities in 2005 several banks were prohibited to
pay dividends and take deposits, related administra-
tors were removed from the management bodies,
requirements were set forth to eliminate equity invest-
ments in non-financial institutions and unauthorized
major shareholdings in banks.

A mono-functional unit was sct up within the super-
visory function to promote institutional development
of bank supervision that has continually remained
under close attention. The unit staffing continued
throughout the year given quantitative and qualitative
considerations. A special "accreditation program" was
carried out using USAID Bank Supervision Program's
technical assistance with an aim to support skill devel-
opment and professional qualification of the person-
nel. The training program's internal, local and foreign
training modules covered all staff members. Overall,
personnel attended seminars and training sessions on
18 subjects, with 200 hours of training per employee
on average.

Considering the transnational promotion and inte-
gration of banking business to world markets, the
National Bank views necessary the establishment of
an information exchange system to share data with
foreign countries' financial regulatory and supervisory
agencies as part of reciprocal communication mecha-
nism, wherefore it continued its efforts to further the
international collaboration on banking supervision in
2005 as well.

Along the lines of partnership with foreign bank
supervisors from countries of mutual representation of
banking, a Memorandum of Cooperation was signed
with the Bank Regulation and Supervision Agency of
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diinya bazarlarina inteqrasiya seraitinde Milli Bank
xarici Olkelorin maliyye tonzimlonmesi veo nozaroli
organlan ile garsihigh elage mexanizmlerinin tomin
edilmosi iiciin onlarla informasiya miibadilesi
sisteminin yaradilmasini zeruri hesab edir ve bank
nozaroti sahosinde beynelxalq qarsihigli fealiyyetin
geniglondirilmesi istiqgamatinde islorin goriilmosini
2005-ci ilde do davam etdirmisdir.

Qarsilight tomsilgiliye malik xarici Olkeslarin bank
nazarot orqanlart ile emekdasliq ¢oarcivesinde Tirkiye
Bank Tonzimlenmesi vo Nezaroti Agentliyi ilo
Omokdashq haqqinda Sazis imzalanmisdir. Hazirda
Giirctistan Milli Banki ve Rusiya Federasiyasinin
Markezi Banki ilo ©mekdasliq bareds sazis layihalari
imzalanmaq orafosindadir.

5.4. Bank ganunvericiliyinde yeniliklar

Bank sisteminde aparilan ardicil islahatlarin yeni
strateji dovrde davamu iiciin bank isi sahesindo
ganunvericiliyin inkisafi hesabat ilindo Milli Bankin
prioritet maqsadini tagkil etmisdir.

Oton ilde gobul olunmus yeni bank ganunlarinm icra
mexanizmlorinin - yaradilmasi, bank  sisteminin
foaliyyeti liclin hiiqugi miihitin geniglondirilmasi,
olkenin pul todaviili sahesinde denominasiya
todbirlorinin normativ hiiqugi esaslarimin yaradilmasi,
ipoteka kreditlori bazarimin tosokkiil tapmasi igiin
zoruri hiiqugi bazamin formalagdirilmasi, Sdonis
sistemlerinin tokmillosdirilmesi vo inkisafi maqgsadile
ganunvericilik todbirlorinin hoyata kecirilmasi kimi
miithiim vozifolor Milli Bankm normayaradicilig
foaliyyatinde asas yer tutmusdur.

Normativ bazanmn inkigafi. Bank sisteminin sabitliyini
mohkamlendirmek ve bank ganunvericiliyi sahosindo
 movcud normativ bazam beynalxalg standartlara ve
gabaqeil diinya tocriibesine uygun gobul edilmis osas
bank qanunlanna uygunlasdirmaq moeqsadila Milli Bank
bir sira yeni normativ aktlar gobul etmis, bazi aktlarina
iso olave vo doyisikliklor aparmsdir.

Milli Bankin miihiim funksiyalarina aid olan bank
nezareti sahosinde "Banklar hagqinda" Qanunla
mileyyenlosdirilmis vozifolori hoyata kecirmok vo
banklar iizerinde daha semarali nozaratin metodologi-
yasini tamin etmok mogsadile "Konsolidasiya asasinda
prudensial hesabatlarin tortibi, teqdim edilmesi vo
nozarat Qaydalan" hazirlamb gobul edilmisdir, Homin
Qaydalar banklarin vo xarici banklarm yerli filiallarinin
maliyya veziyyatinin qiymatlendirilmesini onlarin daxil
oldugu ve ya yaratdigi korporativ qurumlarn maliyye

foaliyyatini birgo oks etdiren va beynelxalq standartlara
uygun olaraq tartib edilon prudensial hesabatliq osasinda
aparilmast {i¢lin hiiquqi osaslar yaratmusdir.,

Eyni zamanda "Azarbaycan Respublikasinin Milli
Banki hagqinda” Azerbaycan Respublikasi Qanununun
yenilikloeri nazera alinaraq "Macburi ehtiyatlarin
normasl, hesablanmasi v saxlanmast Qaydasi", "Bank
sisteminde pullarin ekspertizasinin togkili vo aparilmasi
Qaydalart", "Azerbaycan Respublikasi Milli Banki
terafindon kredit toskilatlarinin yenidon maliyyelosdir-
masi Qaydalart", "Azerbaycan Respublikasi Milli
Banki torafinden sonuncu instansiya kreditoru kimi
kredit toskilatlarina tominathi kreditlorin verilmosi
Qaydalar1”, "AMB-nin kapital ehtiyatlarinin formalas-
dinlmas1 ve istifadesi Qaydalan" vo digor normativ
sonadler qobul edilmig, bir sira aktlara diizolislor edilmisdir.

Oten illor erzinde bank maliyyoe hesabathgmda
beynalxalq standartlara kecid heamginin mihasibat
ucotunun togkili ve apariimasini tenzimlayen yeni aktin’
gobul edilmasine zoruret yaratmisdir, Bununla olagodar
"Azarbaycan Respublikasinda foaliyyoet gostoron kredit
togkilatlarinda  miihasibat  ugotunun  aparilmasi
Qaydalan" Milli Bank terofindon tosdiq edilmisdir.

Denominasiya todbirlorinin hiiquqi bazasi. 2006-ci il
01 yanvar tarixinden etibaran tedaviilde olan pul
nisanlarmimn giymetlor miqyasmin deyigdirilmosi
(denominasiya) strategiyasi ilo alagodar 2005-ci il ¢ox
masuliyyotli bir il idi. Mahz hesabat ilinde bu miihiim
ictimai-siyasi ohomiyyeto malik tedbirin hiiquqi
osaslart yaradilmis vo icrasmna baslanilmisdir. Olko
Prezidentinin 2005-ci il 7 fevral tarixli xiisusi Farmani
ilo bu igloro start verilmis vo bir sira normativ hiiqugi
aktlar gebul edilmisdir. Qanunvericilik sahasindo
goriilmiis todbirlor denominasiyanin sistemli sokildo
hayata kegirilmesine serait yaratmis vo pullarin
doyisdirilmesi ile bagh Olke ehalisini maliyya
xorclorindon gorumugdu. Belo ki, "Banklar haqqinda”
Azarbaycan Respublikasi Qanununa 04 mart 2005-ci il
tarixdo qobul edilmis diizelislorle pul nisanlarinin
dayisdirilmasi zamam komisyon haqglarm ve ya her
hans1 diger 6denislarin tutulmasi qadagan edilmis vo bu
qaydam pozan banklara garst inzibati ganunvericilikde
masuliyyot tadbirlori nozerde tutulmusdur.

infrastruktur qanunvericiliyin inkisafi. infrastruktur
ganunvericiliyinin inkisaf etdirilmasi 2005-ci ilde xtisusi
yer tutmusdur. Bunun da ¢ox sada izaht onunla baghdir
ki, bank 6z iqtisadi mahiyyetine gore ictimai-6zel
qurumdur vo foaliyyeti prosesindo olduqgcea genis ictimai
miinasibetlera daxil olmaq macburiyyetindadir. Banklar
haqqinda sahevi ganunlarm ve Milli Bankin normativ




Turkey. Draft Memorandums of Cooperation pend
signing with the Georgian National Bank and Russian
Federation's Central Bank.

5.4. Banking law innovations

Development of banking laws was set as a pri-
ority for the National Bank in the reporting year
in order to continue the consistent banking
reforms in the new strategic period.

The National Bank set a number of regulatory
tasks of utmost significance such as developing
enforcement and implementation mechanisms
for the new banking laws passed last year,
expanding the legal environment for the banking
system's operations, developing legal and regula-
tory grounds and basis for denomination
arrangements with respect to the country's cash
turnover, forming the necessary legal framework
for promoting the mortgage lending market, tak-
ing required legislative measures with an aim to
improve and develop payment systems.

Development of the regulatory framework: In
order to reinforce the stability of the banking
system and to improve the existing regulatory
framework of the banking laws to the newly
adopted core banking laws developed in compli-
ance with international standards and best prac-
tices, the National Bank passed a range of new
regulations and revised and amended some other
acts.

In order to achieve the bank supervisory objec-
tives set out in the Law on Banks and provide a
more effective bank supervision methodology in
line with its major function of bank supervision
the National Bank developed and passed the
Regulation for Consolidated Prudential
Reporting and Supervision for Banks. This
Regulation establishes the legal basis for evalua-
tion of the financial position of banks and local
branch offices of foreign banks based on joint,
international standard-compliant prudential
reporting that covers the financial performance
of the corporate entities such banks are affiliated
with or created.

In parallel, given the amendments to the Law
of the Azerbaijan Republic "On the National
Bank of the Azerbaijan Republic, the National
Bank passed the "Regulation for Norms,
Calculation and Administration of Required
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Reserves", "Regulation for Money Expert
Examination for Banks", "Regulation for Credit
Institution Refinancing by the National Bank of
Azerbaijan", "Regulation for the Azerbaijan
National Bank's Last Resort Lending to Credit
Institutions”, "Regulation for Creation and Use
of NBA's Capital Reserves" and made amend-
ments to a range of other regulations and docu-
ments.

The recent transition of the banking system to
international financial reporting standards
required a new regulatory act that would address
organization and implementation of accounting.
In this view, the National Bank approved the
"Accounting Regulation for Credit Institutions
Operating in the Azerbaijan Republic".

Legal framework for denomination arrange-
ments: 2005 was a year of high responsibility
due to the strategy of modifying the value scope
(denomination) of bank notes in circulation as of
January 1, 2006. It was during the reported year
that the legal grounds for such socially and polit-
ically crucial arrangement were designed and
introduced. Presidential Decree of February 7,
2005 launched the process and a range of regula-
tory acts were adopted. Legislative arrangements
enabled environment for systemized approach to
the denomination and preserved the country's
population for financial expenses in line with the
upcoming bank note replacement. Thus, amend-
ments to the Law on Banks made on March 4,
2005 prohibited charging any commission fees
or any other levies in line with bank note
replacement and provided for liability in accor-
dance with administrative laws for failure to
comply with such provisions.

Development  of infrastructure laws:
Development of infrastructure laws had a special
place in 2005 within the range of priority tasks.
The very simple explanation is that a bank is
essentially a socially private entity and needs to
deeply and broadly involve in social and commu-
nity relations in course of its business. As the
special banking laws and the National Bank's
regulatory framework mainly addresses relations
among the banking system's entities, improve-
ment and development of other related legal
branches is an important task.

A major and significant step in this respect was
the adoption of the Law of the Azerbaijan




Bank sistemi vo maliyye sabitliyi

bazasinin asasen bank sisteminin subyektlori arasinda
miinasibotlori tenzimladiyini nezoro alaraq diger
olagadar hiiquq sahelerin tekmillesdirilmesi ve inkisafi
miihiim vozifodir.

Bu sahade boyiik ve ehemiyyetli addimlardan biri 15
aprel 2005-ci il tarixinde ‘"Ipoteka haqqinda"
Azoarbaycan Respublikasi Qanununun gobul edilmesidir.
Bu Qanun, bir terafdan, miilki hiiquqi miinasibatlerde, o
ctimladen bank-miigtori .miinasibatlorindo ipoteka ilo
bagl moselalerin sistemlagsmosing, soffaflasmasina
sorait yaradir. Diger teroefden, ganun Azerbaycanda
ipoteka kreditlogmasi sisteminin yaradilmasi vo inkisafi
tictin zoruri hiiquqi bazanin temolini goymusdur. Ipoteka
kagizimin  hiiquqi statusu ve dovriyye gaydalar,
ipotekanin realizasiya formalar, bu zaman teroflorin
hiiquglarinin - miidafiesi ve o6hdoliklerinin hoyata
kegirilmasi toloblori, torpaq vo yasayis saholorinin
ipotekasinin xtisusiyyotlori vo ipotcka ilo bagh digor
mithiim moselolor bu Qanunun mahiyyetini toskil edir.

Ipoteka ilo olageli miinasibotlorin inkisafinin névbeti
moarhalesi  Azorbaycan Respublikasi  Prezidentinin
"Azorbaycan Respublikasinda ipoteka kreditlori sisteminin
yaradilmasi haqqinda” 16 sentyabr 2005-ci il tarixli
Farmaninm imzalanmast olmusdur. Hemin Fermanla Milli
Bankin nozdinde Azerbaycan Ipoteka Fondu yaradilns,
22 dekabr 2005-ci il tarixli Formanla ise Fond haqginda
Osasname ve Fondun vesaiti hesabina ipoteka kreditlorinin
verilmesi qaydalan tosdiq edilmisdir.

Eyni zamanda ipoteka krediti sisteminde yeniden-
maliyyologdirme mexanizminin osas instrumenti olan
ipoteka kagizimin totbigi megsedilo Azorbaycan
Respublikasmin Nazirlor Kabinetinin 05 sentyabr 2005-
ci il tarixli 165 nomroli gorar ilo "ipoteka kagizi"nin
niimunavi formas: tosdiq edilmisdir.

Hesabat ilinin sonunda artiq foaliyyetde olan Fondun
standart toloblerine dair hiiquqi senadlorin hazirlanmasi vo
ekspertizast islorino baglanilmigdir ki, bu da névbeti ildo
Azorbaycanda ilk defe olaraq ipoteka krediti sisteminin
sekyuritizasiya modelinin tetbigine imkan verocekdir.

2005-ci ildo Milli Bankin faaliyyetinin diger mithiim
istigamoti do Azerbaycan Respublikasinda nagdsiz
hesablagmalar sisteminin, xiisusilo de elektron Gdonis
vasitelerinin  inkisaf etdirilmesine yonelmisdir.
"Azorbaycan Respublikasinda Milli Odenis Sisteminin
inkisafi {lizro 2005-2007-ci illor ficiin Dovlat
Programn”ni, Respublika Prezidentinin miivafiq forman
vo seroncamlarini da esas tutaraq bu sahade bir sira
normativ hiiquqi senadlerin layiheleri hazirlanmisdir.

Belo ki, iqtisadi foaliyyet gdstoron soxslerin ve
ohalinin elektron Gdenis sistemlerindon daha genis vo

foal istifado edilmesini, eloce de nagd pul kiitlesini
nagdsiz dovriyyoyo celb edilmoesini tomin etmok
magsadilo perakende ticaret, iase ve diger xidmet
milessisalorinde  hesablagmalarin ~ ddenis  kartlar
vasitasilo aparmaq tigiin pos-terminallarin qurasdiriimas
vo bu sahade mdveud beynolxalq standartlarin istifado
edilmasi tiglin Milli Bank terefinden miivafiq gaydalar
layihesi hazirlanaraq olaqadar dovlet orqanlari ilo
razilagdirmig vo Azorbaycan Respublikasi Nazirlor
Kabinetinin tasdigine teqdim edilmisdir.

Qanunvericilik sahasinde layiho islori. 2005-ci ildo
bank sistemi ii¢lin ohomiyyotli olan bir sira
qanunvericilik aktlarinin layihalori islonib hazirlanmigdir.

Belo ki, Azerbaycan Respublikasinda Yoxsullugun
Azaldiimas! ve Iqtisadi inkisaf iizro Dévlot Programindan
cixig ederok "Mikromaliyye toskilatlar haggmda" ganun
layihesi tizerinde tekmillegdirilme islori davam etdirilmis
vo layihe beynolxalq maliyyo qurumlarnnin reyine
gondarilmisdir. Bu layiho 6lkede, xiisusilo do kend
yerlorindo bank olmayan kredit togkilatlarmin mikro-
kreditlogdirmo foaliyyatinin genislonmesine, maliyyo
vasitogiliyinin foallasmasina, mesgulluq problemlorinin
aradan qaldinimasma xidmot edir.

Hesabat ilinde hazirlanan diger qanun layihosi
"Yasayis-tikinti omanetlori haqqinda"dir. Layihenin
moqsedi Azarbaycan vetendaslarimin 6z monzil
problemlorinin halli imkanlarini artirmaq vo maliyye
bazarinda bu sahade alternativ isullarin toklif
edilmosino sorait yaratmaqdir. Diinya tocriibesinde
ipoteka kreditlori sisteminin "depozit" ve ya "emanet-
kredit", bozi hallarda iso "Almaniya" modeli kimi
tammnan bu formasmin qanunvericilik osaslarinin
layihasi iizorindo islorken gabaqeil xarici tecriibo
nozero alinmug, sistemin osas foaliyyet prinsiplori vo
mexanizmlori Gyrenilmisdir. Layihede bu sahodo
ixtisaslagdinlmis banklarin yaradilmasi ve maqsedli
xarakter dastyan yasayis-tikinti emanetlorinin xiisusi
statusundan ¢ixis ederok onlarin foaliyyetine dair
spesifik teleblor miioyyon edilir. Bu qanun layihesinin
gobulu Azerbaycanda ipoteka krediti sisteminin
inkisafina yeni bir tofhe kimi gebul edilo bilor. Layiha
dovlat organlarmm miizakirasine teqdim edilmisdir.

Beloliklo, hesabat ilinde hazirlanan bu vo diger
mithiim qanunvericilik layihelori, bank isi sahesinde
gobul edilon vo tokmillogdirilon normativ senadler
bank foaliyyotinin getdikco hiiquqi miihitinin daha da
yaxsilagdiriimasina, bank vo maliyye xidmatinde, eloce
do bank nezarotinde beynolxalq alomdo gobul edilon
standartlarm totbigine, milli bank sisteminin regabet
glicliniin artirlmasina xidmet etmisdir.




Republic "On mortgage" on April 15, 2005. This
Law, on one hand, allows for systemizing and
promoting transparency of mortgage-related
issues in civil law relations as well as bank-cus-
tomer relations. On the other hand, the law lays
the necessary legal foundation for creation and
development of a mortgage lending system in
Azerbaijan. This Law addresses a range of
important mortgage-related issues such as the
legal status and turnover procedures of the mort-
gage paper, mortgage realization forms, protec-
tion of rights and fulfillment of obligations of the
concerned parties, characteristics of land and
residential area mortgages and other significant
issues.

The next step of developing mortgage-related
relations was the Presidential Decree "On cre-
ation of a mortgage lending system in the
Azerbaijan Republic" of September 16, 2005.
Pursuant to this Decree, the Azerbaijan
Mortgage Fund was set up under the National
Bank, while the next Decree of December 22,
2005 approved the Fund's Regulations and pro-
cedures for mortgage lending from the Fund's
resources.

Furthermore, the Cabinet of Ministers'
Resolution No.165 of September 5, 2005
approved the sample format of the "mortgage
paper" with an aim to apply the mortgage paper
that represents the main instrument of the mort-
gage lending system's refinancing mechanism.

Development and expert examination of legal
documents commenced in accordance with the
standard requirements of the Fund that already
operated by the end of the reported year, which
would allow to introduce next year the securiti-
zation model of the mortgage lending system for
the first time in Azerbaijan.

Another major task of the National Bank in
2005 was to develop and promote the cashless
settlement system in the Azerbaijan Republic,
especially electronic payments. A number of
legal and regulatory acts were drafted in this
respect in accordance with the "State Program for
Development of the National Payment System in
the Azerbaijan Republic for 2005-2007" and
related Presidential Decrees and Orders.

Hence, the National Bank drafted, coordinated
with the relevant state authorities and submitted
to the Cabinet of Ministers of the Azerbaijan
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Republic for approval relevant procedures for
installation of post-terminals, using the existing
international standards and best practices, at
retail trade and service outlets and entities with
an aim to promote broader and more active use
of electronic payment systems by individuals
engaged in economic activities and the general
public as well as to attract the cash money sup-
ply to the non-cash turnover.

Legislative drafting: A number of laws impor-
tant for the banking system were drafted in 2005.

Thus, Azerbaijan, leaning on the State
Program for Poverty Reduction and Economic
Development, continued to improve, and sent to
international financial institutions for comments
the draft law "On micro-finance institutions".
This draft law serves the purpose of promoting
micro-financing operations of non-bank credit
institutions in the country, especially in rural
areas, promoting financial intermediation and
alleviating employment problems.

Another draft law developed during the report-
ed year was the law "On residential and con-
struction deposits". The objective of the law is to
create better opportunities for Azeri citizens to
tackle their housing problems and enable the
financial market to offer alternative solutions to
this end. Development of the legislative grounds
for the mortgage lending system's "deposit" or
"deposit-credit" form or sometimes known as the
"German" model, used the advanced foreign
experiences and main operating principles and
mechanisms of the system were studied. The
draft law provides for creation of specialized
banks and, given the special status of the target-
ed residential construction deposits, establishes
specific requirements with respect to their oper-
ations. Enactment of this law can be treated as a
new contribution to the development of the mort-
gage lending system in Azerbaijan. The draft law
has been submitted to state authorities for dis-
cussion.

Hence, significant draft laws developed during
the reported year, adopted or revised regulatory
documents governing banking business serve the
purpose of further improving the legal environ-
ment of banking, introducing internationally
accepted standards of banking and financial
services as well bank supervision and enhancing
the national banking system's competitiveness.




Odanis sistemlari, informasiya texnologiyalari va nagd pul dévriyyasi

VI ODONIS SISTEMLORI, INFORMASIYA
TEXNOLOGIYALARI VO NAGD PUL
DOVRIYYOSI

6.1. Elektron ddenis sisteminin inkisafi

"Azorbaycan Respublikasinda Milli  Odenis
Sisteminin Inkisafi {izro 2005-2007-ci illor {igiin Dévlet
Programi"nda nezerde tutulmug todbirlerin icrasiin
temin edilmoesi, odenis sistemlorinin effektiv ve
fasilosiz istismarmin togkil edilmosi 2005-ci ildo Milli

2005-ci ildo AZIPS sistemindo sonod say1 316 min,
sanad dovriyyesi 67,4 trln. manat olmus, AZIPS
sisteminda orta giinlitk senad say1 1250 toskil etmisdir.

2002-ci ildo yaradilmis vo Milli Odenis Sisteminin
arxitekturasinin ikinci elementi olan Xirda Odenisler
tizre Hesablasma Kliring Sistemine (XOHKS)
"Pakistan Milli Bankinin Baki filiah" ve "Xalq bank"

AZIPS vo XOHKS tizre ddenis senadlerinin meblagi ( milyard manat)

27043
13810

2001 2002 2003
Bankin odenis sistemlerinin inisafi sahosindeki
foaliyyetinin asasini toskil etmisdir.

Milli 6denis sistemi arxitekturasinin birinci miihiim
clementi olan SWIFT - Beynolxalq Maliyyo
Telekommunikasiva Sisteminin bazasinda 2001-ci ilda
yaradilmig Real Vaxt Rejiminde Banklararasi Milli
Hesablagmalar Sisteminin (AZIPS) igtirak¢ilarmin say:
2005-ci ilde 43-0 catmisdir. Hesabat ili orzinde
"Royalbank of Baku" BKB, "Qafqaz inkisaf Bank:"
BKB ve "Xalq bank" ASC AZiPS-o {izv olmusdur.

67424

W AZIPS
1 XOHKS

2004 2005

ASC XOHKS-o iizv olmus, istirakgilarin iimumi sayi
43-a gatmusdr,

2005-ci il {izro XOHKS sisteminde sonod sayr 754
min, sanad dovriyyesi 6,1 trln. manat olmus, senodlorin
sayl 216 min artmigdir. Orta giinliik senad sayr 3000
adad toskil etmisdir.

Bu sistemlerin foaliyyoto baslamas: ilo &lkade
maliyye bazarlarnin inkisafi {iglin olverisli sorait
yaranmig vo bu, daha semerali pul siyasetinin
aparilmasina, iqtisadi inkisafin siiratlonmesino vo

AZIPS vo XOHKS iizre Gdenis senadlerinin say1 (min adadle)

2001 2002 2003

2004

754

W AZIPS
[ XOHKS

2005




Payment systems, information technologies and cash turnover

VIPAYMENT SYSTEMS, INFORMATION

TECHNOLOG

=S AND CASH

TURNOVER

6.1. Electronic payment system's development

The National Bank's activities aimed at promoting
the operations of the payment systems in 2005 were
grounded in the principles of ensuring implementation
of the actions provided for under the "State Program
for Development of the National Payment System in

In 2005 AZIPS had 316 thousand documents and a
document turnover worth of AZM67.4 billion. The
average daily number of documents processed by
AZIPS made 1250.

The Gross Settlement and Clearing System (GSCS),
established in 2002 and representing the second ele-
ment of the National Payment System's architecture,

Amount of payment documents in AZIPS and GSCS (AZM billion)

2001 2002 2003

the Azerbaijan Republic for 2005-2007" and effective
and uninterrupted operation of the payment systems.

The number of members of the Real Time Interbank
National Payment System (AZIPS) established in
2001 on the basis of the International Financial
Telecommunications System, SWIFT, the first major
element of the national payment system's architecture,
increased to 43 in 2005. In the reported year Royal
Bank of Baku JSCB, Gafgaz Inkishaf Banki JSCB and
Halg Bank JSCB joined AZIPS.

67424

50822

I AZIPS
I Gscs

2004 2005

was joined by Pakistan Milli Bank's Baku branch
office and Halg Bank JSCB; thus, the number of the
system's members reached 43.

In 2005 the GSCS processed 754 thousand docu-
ments, had a document turnover worth of AZM®6.1
trillion; the number of documents increased by 216
thousand. Average daily number of documents made
3000.

Operation of these systems enabled environment for
development of the country's financial markets,

Number of payment orders in AZIPS and GSCS (thousand units)

2001 2002 2003

154

H AZIPS
0 GSCS
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maliyye sabitliyinin derinlogmesine miisbat tesir
gostormisdir.

Maliyyo Sektorunun Qiymetlondirilmesi Programu
(FSAP) gorcivesinde Beynelxalq Valyuta Fondunun
(BVF) miitoxessisleri torofinden sistem ehemiyyetli
odonis sistemi olan AZIPS-in bu sistemlor {igiin
miioyyen edilmis Osas Prinsiplore uygunlugu tam tesdiq
olunmusdur.

Azorbaycan Respublikast Prezidentinin 9 dekabr
2004-cii il tarixli formani ilo tosdiq edilmis
" Azorbaycan Respublikasinda Milli Odenis Sisteminin
Inkisafi iizro 2005-2007-ci illor iigiin Ddvlot
Programi"nin yerino yetirilmosi iizre 2005-ci ildo
ohemiyyatli islar goriilmiisdir.

Dévlat Programinin osas maqsedi genis ohali
toboqosinin vo tosorriifat subyektlerinin Milli Odenis
Sisteminin (AZIPS-Real Vaxt Rejiminde Banklararast
Hesablasmalar sistemi, XOHKS-Xirda Odonislor Uzro
Hesablasma Kliring sistemi) imkanlarindan daha aktiv
istifadoeyo colb edilmasi, biitiin 6lko {izre vahid elektron
odonis mokaninin yaradilmasy, hiiquqi ve fiziki sexslorin
maliyye xidmetlerine cixis imkanlarimin daha da
geniglondirilmasi, iqtisadi dovriyyada olan pul kiitlosinin
nagdsiz dovriyyaya ve bank sistemine colb edilorok dlke
iqtisadiyyatimin inkisafina investisiya edilmasi {igiin
olverigli zomin yaratmaqdan ibarotdir.

Qarsiya goyulmus mogsedlora ¢atmag ti¢lin Dovlat
Programinda nezerda tutulmus on miihiim tedbirlor
lizro asagidaki islor gorilmiisdiir:

° Ik novbade dlkedo kart ddenislerinin daha
da inkisaf etdirilmesi vo Milli Odenis Sisteminin
arxitekturasimin -~ tamamlanmasi  {iglin ~ yeni
infrastrukturun-Milli Kart Prosessing Morkozinin
yaradilmasi iizro iglor baga catdirlmisdir.

° Diinya Bankinin "Maliyye Sektoruna Texniki
Yardim Layihasi" corcivesinde  Azerbaycan
Respublikast Hokumetine ayrilmg kreditden istifade
olunmagla Kart Prosessing Morkezinin yaradilmasi
iciin_ mithiim  toskilati islor hoyata kegirilmis,
beynolxalq standartlara cavab veran en miiasir
avadanliq ve program teminatina asaslanan prosessing
markozi yaradilaraq istismara verilmigdir.

. Kart ~ Prosessing  Markezinin  ilkin
infrastrukturunun yaradilmas: mogsedile 46 bankomat
vo 100 POS terminal alinaraq kommersiya banklarina
paylanilmisdir. Prosessing merkezinin VISA ve
MasterCard  beynelxalq kart teskilatlarinda
sertifikatlagdirilmasi tizre intensiv islore baglanmisdir.

° Milli Odonis Sisteminin osas istirakgilari
olan kommersiya banklarimin, xiisusile sistem

ohomiyyetli ve genis filial sebekesine malik olan
banklarin  daxili informasiya vo hesablagma
sistemlorinin inkisaf etdirilmesi vo beynolxalq
standartlara uygunlasdirilmasi istiqgamotindo iglor
davam etdirilmisdir.

° Korporativ idareetme standartlan gorgivesinde
hor bir bank fizro onlarin daxili informasiya vo
hesablagma sistemlorinin voziyyeti baredo miivafiq
diagnostika ve qiymatlendirme islori aparilmigdir.

Kommunal Xidmeti Teskilatlarinin, habela vergi,
gbmriik , pensiya ve diger sosial miidafio ddoniglorini
hoyata kegiron hokumot qurumlarinin milli odenis
sistemi infrastrukturuna texnoloji inteqrasiyasinin
tamamlanmasi Dévlet Programinda nazerde tutulmus
asas tadbirlordon biridir.

Bu todbirin icrasi ilo elagodar olaraq kommunal
xidmati toskilatlarmin daxili informasiya sistemlerinin
voziyyeti, istismar edilon program tominatlarmin
funksional imkanlari, lokal kompiiter goboakesinin
torkibi, bas ofisle filiallar arasinda informasiya
miibadilosi {i¢iin nezorde tutulmus rabito olagosi, bas
miihasibatliq sistemlorinin avtomatlagdiriima seviyyesi
arasdirilmis vo miivafiq giymotlondirmelor aparilmugdir.

Kommunal xidmeti toskilatlarmin Milli Odenis
sisteminin imkanlarindan daha somoreli vo effektiv
istifado etmasi, kommunal xidmetleri {izro 6donislerin
yigim soviyyesinin artinlmast ve bu sahade maliyye
dovriyyosinin bank sistemine calb edilmasi vo soffafligin
daha da artiilmasi liciin onlarin 6denis sistemlori
infrastrukturuna texnoloji inteqrasiyast mogsadilo
morkozlosdirilmis  vahid  informasiya sisteminin
yaradilmas: konsepsiyast islonib hazirlannusdir.

Hemin konsepsivaya mivafiq olaraq biitiin
kommunal xidmetlori iizre abonentlerin vahid
kodlasdirma prinsipine esaslanan markezlosdirilmis
informasiya bazasi yaradilmali, kommunal xidmati
toskilatlarinin informasiya bazalari ilo
alagelendirilmali vo perspektivda biitiin dlkoni ohato
etmolidir. Yaradilacaq Servis Biirosunun foaliyyati
noticesinde hor bir abonent 6ziine an yaxin olan bank
v ya pogt ddenis mantaqasindo kommunal xidmoti
iizro borcu barode tam informasiya almaq ve
odenisini ister nagd yolla, istersa do plastik kart
vasitesile hayata kegirmok imkani1 qazanacaqdir. Eyni
zamanda miisterilor internet Banking xidmetinden
istifadoe etmoklo kommunal xidmatlari iizro borclar
haqqinda genis informasiya almaq vo Odenislarini
aparmaq imkanina malik olacaqlar.

Bu konsepsiyanin reallagdirilmasi {giin xarici
tocriibe Oyrenilmis, Diinya Bankinmn "Maliyye




which, in turn, had a positive effect on implementing
a more effective monetary policy, accelerating eco-
nomic growth and enhancing financial stability.

Under the Financial Sector Assessment Program
(FSAP), the International Monetary Fund's (IMF)
experts fully ascertained conformity of AZIPS, a
payment system of paramount importance, to the
Core Principles set forth for such systems.

Significant amount of work was done in 2005 in
order to implement the "State Program for
Development of the National Payment System in
the Azerbaijan Republic for 2005-2007" approved
by Presidential Decree of December 9, 2004,

The principal goal of the State Program is to
attract a broad group of population and economic
subjects to more active use of the National Payment
System's capacities (AZIPS - Real Time Interbank
Payment System; GSCS - Gross Settlement
Clearing System), establish a country-wide uniform
clectronic payment framework, improve access of
legal entities and individuals to financial services,
and to support investments in the economic devel-
opment by attracting the money supply in econom-
ic turnover to non-cash turnover and banking sys-
tem.

The following works have been done under the
most significant items of the State Program in order
to accomplish the tasks set:

° Arrangements have been completed to set
up the National Card Processing Center, a new
infrastructure required to further promote plastic
card payments in the country and complete the
National Payment System's architecture.

o Significant organizational works were
completed to set up the Card Processing Center
using the loan granted to the Government of
Azerbaijan under the World Bank's "Financial
Sector Technical Assistance Project”, the process-
ing center was established and put in operation fur-
nished with the state-of-the-art equipment and soft-
ware meeting the international standards.

° 46 ATM's and 100 POS terminals were
purchased and distributed to commercial banks with
an aim to set up the primary infrastructure of the
Card Processing Center. Intensive works began to
certify the processing center with VISA and
MasterCard International.

o Efforts were continued to develop and
improve to compliance with international standards
the internal information and settlement systems of
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commercial banks that are main members of the
National Payment System, especially systemic
banks with a broad branch office network.

o Each bank was inspected and evaluated for
the status of their internal information and settle-
ment systems under the corporate governance stan-
dard implementation program.

The State Program stipulates as a priority task
completion of the engineering integration of utility
service providers as well tax, customs, pension and
government agencies responsible for other social
payments to the national payment system's infra-
structure.

To this effect, utility service providers were
inspected and evaluated for the status of internal
information systems, functional capacities of soft-
ware used, setup of local computer networks, com-
munication links designed to support data exchange
between the head office and divisions and level of
automation of general ledger systems.

The concept was developed for a centralized uni-
form information system's establishment to support
engineering integration of utility service providers
to the payment systems' infrastructure with an aim
to enable them to use the National Payment
System's capacities more effectively and efficient-
ly, increase the utility service collection rates and
attracting the related financial turnover to the bank-
ing system and improve its transparency.

The concept envisages creation, interface with the
utility service providers' databases and, in the
future, expand the coverage throughout the country,
of a centralized database based on the principle of
uniform coding of all utility service users. Any user
may use the Service Bureau to be established to
obtain complete information about his or her utility
service bills and debts at the nearest bank or post
office and make the payment either in cash or with
a plastic card. Furthermore, customers will be able
to use the Internet Banking service to obtain com-
plete information regarding their utility service bills
and make payments via the Internet.

Foreign experience was studied in order to realize
this concept and experts were invited from the
World Savings Banks Institute to provide advice
under the World Bank's "Financial Sector Technical
Assistance Project”. The experts started developing
a set of the system's specifications and business
plan.

Essential works were commenced to complete engi-
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Sektoruna Texniki Yardim Layihesi" ¢arcivesinde
moeslahat xidmeti gostermek liciin Diinya ©Omanat
Banklari Institutundan beynalxalq ekspertlor bu ise
colb olunmusdur. Ekspertlorlo birge sistemin texniki
sortlor toplusunun ve biznes planinin hazirlanmast
istiqgamatinde zoruri islora baglanilmigdur.

Biidce vesaitlarinin daxil olmast va istifade edilmasi
tizorinde someroli nozarotin toskili ve dovlot
vosaitlorinin -~ idare  edilmesinin  daha  da
tokmillegdirilmesi, eyni zamanda ohaliye emak haqq,
pensiya, toqaiid vo diger sosial miiavinatlorin miiasir
6denis mexanizmlori vasitesilo sade ve rahat yollarla
paylanmasina zemin yaratmaq mogsadile vergi, gomriik
organlarmin ve diger hokumet qurumlarmm odenis
sistemlori infrastrukturuna texnoloji inteqrasiyasinin
hoyata kecirilmasi  Uglin -~ shemiyyetli  isloro
baglanilmisdir.

Bu istiqgamotdo aidiyyati dévlet qurumlar ilo birlikde
miivafiq todbirlor hoyata kegirilmigdir. Belo ki,
Azorbaycan Respublikasinin - Maliyye Nazirliyi
torofindon Bas Dovlet Xezinedarliginin avtomat-
lasdinlmis informasiya sisteminin yaradilmasina
baglamlmigdir. Homin sistem yaradildigdan sonra onun
Milli Odenis sisteminin osas komponentlerindon biri
olan Xirda Odoniglor Uzro Hesablagma Kliring
sistemine gosulmasi maselasi hell olunacaqdir, Bu iki
sistemin inteqrasiyast noticesinde ddvlet biidcesine
daxilolmalar ve biidcaden xerclonmelar barada vergi,
gomriik organlar operativ, dolgun informasiya olde ede
bilocoklor vo bununla da dovlet vesaitlerinin somarali
idaro edilmesina serait yaradilacaqdir.

Dévlat Programinda reallagdirilmasi nezerde
tutulan osas tadbirlerden biri do 6denis sistemlerinin
cografi ehate dairesinin genislondirilmaesi, regionlara
istigamotlondirilmasi, eyni zamanda tosorriifat
subyektlorinin ve ev teserriifatlarinn maliyye
xidmetlorine ¢ix1g imkanlarinin daha da artinlmasidir.

Ohalinin yoxsul tobeqosinin daha ¢ox comlogdiyi
rayon ve kend yerlerinde 6denis sistemleri vo maliyya

xidmatlori  infrastrukturunun  genislondirilmasi,
regionlarda pensiya, teqalid wveo diger sosial
miavinetlerin  paylanmasmnmn  milasir  ddenis

mexanizmlori vasitosilo hoyata kegirilmasi, kend
yerlorindo kommunal xidmatleri ilo bagh ddenislerin
yigiminda moveud olan  problemlerin  aradan
qaldiriimas {igiin Azerbaycan Respublikasinin Rabito
ve Informasiya Texnologiyalar Nazirliyi ile birlikde
xiisusi bir layihenin hoyata kegirilmesi Ggiin zoruri
todbirler heyata kecirilmigdir. Bu layihenin osas
mahiyyati genis filial sebakaesine malik olan, shaliye

pensiya, toqaiid ve diger sosial miiavinetlarin
paylanmasi, habelo kommunal xidmeti 6denislarinin
toplanmasinda boyiik tecriibesi olan Milli poct
operatorunun ("Azarpogt" Dovlet Miiessisasinin va
Naxgivan MR Rabite ve Informasiya Texnologiyalari
Nazirliyinin) pogt sebekesi platformasinda poct
amanatlori ve pog¢t hesablagmalari sisteminin
yaradilmasi, habelo pogt sobokesinin Milli Odenis
Sistemi infrastrukturuna inteqrasiya edilmesidir.

Layihonin hoyata kegirilmasi li¢lin ona maliyye ve
texniki destoyin gostorilmesi maqsadile Azerbaycan
Respublikasinin Milli Banki Azerbaycan Respublikasi
Hokumatile birlikde beynolxalq maliyyo qurumlari ilo
danisiglar aparmis ve naticede Diinya Banki ile
"Maliyyo  Xidmetlorinin  Inkisafi  Layihasi"
¢orgivosindo bu layihenin maliyyelosdirilmesine
glizostli  kredit ayrilmast barede razilig »lde
olunmusdur. Diinya Bankinin Direktorlar Surasinda
layiha lzre kredit sazisi tesdiq olunmus, bu meqsad
tiglin 10 miIn. $ hocmindo kredit ayrilmasi barodo
Azorbaycan Respublikasi Hokumeti ile Diinya Banki
arasinda miivafiq kredit sazisi imzalanmisdir.

Dévlet Programinda osas toedbirlorden biri da
odonis sistemlorinde risklorin idara edilmosinin
semaraliliyinin artirtlmast, tohliikosizlik
standartlarmm miioyyen edilmosi vo elektron ddonis
sistemlorinin ~ foaliyyeti tizerinde beynolxalq
standartlara cavab veran nezarot sisteminin
yaradilmasinin hoyata kegirilmosidir.

Bu istigamatde maqsedyonlii islere baslanilmis va
beynolxalq tocriibanin dyrenilmesi, bu istigametda donor
toskilatlardan texniki yardim vo maliyyo dostoyinin oldo
edilmesi megsadile intensiv tedbirler hoyata kecirilir.
Bununla elagadar olaraq artiq Isvegre Milli Bankinin
texniki yardimina nail olunmus ve beynalxalq tacriibaye
miivafiq olaraq 6denis sistemlerinin faaliyyatina nazarat
tizro konkret isloro baglantlnsdur.

6.2. Informasiya Texnologiyalarmnin inkisafi

2005-ci ilde Informasiya Texnologiyalarmmn inkisafi

Milli Bankin foealiyystinde miihiim istiqamelerdan biri

olmugdur. Bu istigametde asagidaki prioritetlor iizro
komlpeks tadbirler hayata kegirilmisdir:

° "Azorbaycan  Respublikasinda  Milli

Odonis Sisteminin Inkisafi {izro 2005-

2007-ci iller iiclin Dévlet Programi’nda

noezerde tutulmus tadbirlerin yerino
yetirilmasi ile oalagedar Korporativ
idareetmo  standartlart  gor¢ivesindo




neering integration of tax, customs authorities and
other government agencies to the payment systems
infrastructure with an aim to ensure effective over-
sight of budget resource receipt and disbursement
and further improve public resource administration,
as well as to ensure simple and convenient distribu-
tion of salaries, pensions, benefits and other social
allowances using modern payment mechanisms.

Relevant actions were taken in this respect in
conjunction with the related government agencies.
Thus, the Ministry of Finance began establishing an
automated information system for the Head State
Treasury. Following set up of that system, it will be
connected to the Gross Settlement Clearing System
that represents a component of the National
Payment System. As a result of integration of these
two systems, tax and customers authorities will
have access to online complete data on state budget
revenues and spending whereby effective adminis-
tration of public resources will be ensured.

A major task to be implemented under the State
Program is geographical expansion of the payment
systems' coverage, regional direction, and improve-
ment of access of economic subjects and house-
holds to financial services.

Required actions were taken in order to imple-
ment a special project in conjunction with the
Ministry of Communications and Information
Technology of the Azerbaijan Republic with an aim
to expand the payment systems and financial serv-
ices infrastructure in urban and rural areas of most
concentration of low-income population groups,
provide payment of pensions, benefits and other
social allowances using modern payment mecha-
nisms and to address the existing problems associ-
ated with collection of utility bills in rural areas.
The primary objective of the project is to set up a
post deposit and postal settlements system on the
post network platform of the National Postal
Operator (AzerPocht State Enterprise and Ministry
of Communications and Information Technology of
Nakhchivan AR) that has a broad branch office net-
work and extensive experience in distribution of
pensions, benefits and other social allowances as
well as utility bill collection, and to support integra-
tion of the postal network into the National
Payment System.

National Bank of Azerbaijan together with the
Government of Azerbaijan held negotiations with
international financial institutions to gain financial
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and technical assistance for implementation of the
project and, as a result, agreement was reached with
the World Bank for granting a grace-termed loan
under the "Financial Services Development
Project". The project loan agreement was approved
by the World Bank's Board of Directors and an
appropriate loan agreement was signed by the
Government of Azerbaijan and World Bank for
granting a USD10 mil loan.

Another basic task of the State Program is to
increase the effectiveness of payment systems' risk
management, identify security standards and to set
up a supervision system to oversee the operations of
electronic payment systems that would meet inter-
national standards.

Appropriate activities were launched to this end
and intensive actions were taken in order to learn
the relevant international experience and obtain
donor technical and financial support. Thus, the
Swiss National Bank has already allocated techni-
cal assistance and specific activities began with an
aim to set up supervision of electronic payment sys-
tems' operations in accordance with international
standards,

6.2. Development of information technologies

Development of information technologies was a pri-
ority objective of the National Bank in 2005. A set of
measures were implemented to this end:

o Development of internal information sys-
tems of banks and provision of method-
ological assistance to banks for improve-
ment of such systems to compliance with
international standards under the corporate
governance standards introduction project
in line with accomplishment of the tasks set
out in the State Program for Development
of the National Payment System of the
Azerbaijan Republic for 2005-2007;

. Necessary modifications in the information
systems of the National Bank along the
lines of the Presidential Decree "On modi-
fication of the nominal value and price
scope of bank notes of the Azerbaijan
Republic";

o Improvement of the modules and regulato-
ry and methodological frameworks of the
General Ledger System and Automated
Bank Reporting System given their needs;
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banklarin daxili informasiya sistemlerinin
inkisaf  etdirilmesi ve  beynalxalq
standartlara uygunlasdirilmasi sahesinde
banklara metodoloji yardimin gosterilmasi;

e "Azorbaycan Respublikasinda pul nisanlarinin
nominal deyerinin vo giymetlor miqyasmnm
deyisdirilmasi  (denominasiyasi) hagqmda"
Azorbaycan ~ Respublikasi  Prezidentinin
Formanminin icrasmin temin olunmast ilo
olagodar  Milli  Bankin  informasiya
sistemlerindo zoruri doyisikliklerin edilmasi;

e Bag Miihasibat Sisteminin vo Avtomatlagdmlmg
Bank Statistika Hesabati Sistemlerinin
modullarmmn ~ ve  normativ-metodoloji
bazasinin  ehtiyaclara uygun olarag
tokmillegdirilmasi;

o Milli Bankin lokal seboke infrastrukturunun
inkisaf  etdirilmesi, lokal  sobekeda
informasiya sistemlarinin effektli istismarinin
tomin edilmasi.

"Azerbaycan Respublikasinda Milli  Odenis
Sisteminin inkigafi tizro 2005-2007-ci illor Gigtin Dovlot
Programi"nin icrast ilo bagh Milli Bank terofinden
Korporativ  Idareetmo standartlari  gorgivosinde
banklarda tetbiq olunan program teminatlarmin
mdvcud voziyyotinin dyronilmesi ilo elagadar olaraq
diagnostika vo giymetlondirme islori aparlmisdir.

Olkedo foaliyyat gostoron banklarin daxili
informasiya ve hesablagmalar sistemlorinin inkisafinin
stirotlondirilmoesi ~ vo  beynoelxalq  standartlara
uygunlagdinlmas: sahesinde banklarla kompleks is
apartlmigdir. 2005-ci ilde 4 kommersiya bankmnin daxili
informasiya vo bas miihasibat sistemlori tamamilo
yenidon qurulmug, 7 bankda ise olave modullarin
qurulmas: hesabma miiasirloesdirme ve standartlas-
dirma igleri hoyata kegirilmigdir.

"Azorbaycan  Respublikasinda  Milli ~ Odonis
Sisteminin inkisafi {izro 2005-2007-ci illor iigiin Dovlot
Programi"nin icrast ¢er¢ivesinde banklarm daxili
informasiya sistemlorinin inkisafini siirotlondirmek ve
beynolxalq standartlara uygunlasdinimaq megsadila
"Banklarda Informasiya Texnologiyalarmin totbigi
Qaydalart"nin layihesi hazirlanaraq teqdim olunmusdur.

Azorbaycan Respublikasinda pul nisanlarinin
nominal deyerinin ve qiymetlor miqyasinin
doyisdirilmesi  (denominasiyasi) haqqinda olke
Prezidentinin 07 fevral 2005-ci il tarixli formaninin
icrast cercivesinde Milli Bankin Bag Miihasibat
Sisteminin modullarinda, Avtomatlasdirlmis Bank

Statistika Hesabati ve Morkoezlosdirilmis Kredit
Reyestri ~ Sistemlorinde, Milli Bankin Orazi
idarolarinda istismar olunan "Omeliyyat Giin" program
kompleksinde zoruri doyisiklikler edilmisdir.

Milli Bankin lokal seboke infrastrukturunun inkisaf
etdirilmosi iizre Milli Bankin Osas Markezinde
foaliyyet gistoron ddonis ve informasiya sistemlerinin
arxiv iglerinin elektron xatt vasitosilo avtomat rejimde
aparilmasi ticlin Sumgqayit Ehtiyat Merkezi ile geher
ATS-i arasinda telekommunikasiya sobokasindo
mithiim tekmillesma islori hoayata kecirilmisdir.
Sumqayit gohor ATS ilo Ehtiyat Markez arasinda
méveud mis kabel miiasir fiber optik kabello ovoz
olunmus, bu meqsadle alinmig seboke avadanliglari
Osas vo Ehtiyat Morkezde, miivafiq ATS-larde
quragdirilmigdur.

Hesabat dovriinde Milli Bankin biitin - AZIPS,
XOHKS, KPM, BMS vo Statistika sistemlorinin arxiv
islorinin elektron xatt vasitaesile aparilmasinin hoyata
kecirilmosi tomin edilmisdir.

Milli Bankin Sumqayit sohorindoki ehtiyat inzibati
binasinda Ehtiyat Markozdo foaliyyet gisteron
sistemlorin is¢i stansiyalart hazirlanmig vo sobokoyo
gosulmusdur,

Telekommunikasiya ~ gobokesinde  aparilan
tokmillesme neticesinde asagidaki miisbot naticolors
nail olunmusdur:

- Giindalik olaraq arxiv islori iizre magnit
lentlorinin  avtomobillo Ehtiyat Moerkezine
aparilmasinin aradan qalxmast;

- Serverlorin daha gox islek ve chtiyat hissasi
¢otin tapilan elektron-mexaniki lent qurgusunun
yiiklonme giiciiniin keskin surotde asag diismesi;
- Amxiv iglerinin magnit lentlerine yazilmasi
vo lentdon barpasi ligiin tolob olunan vaxt itkisinin
aradan qalxmast;

- Arxiv islerinin kommunikasiya sobokasi
vasitosilo aparilmasi neticesindo sirot ve
etibarliligin, vaxta qanastin alda edilmasi;

- Ehtiyat serverlorinin isino real vaxtda
nozarot etmok imkanin yaramasi.

Milli  Bankin daxili lokal sebekasinin
diagnostikasmin vo inzibatgiliginin aparilmas: ile
alaqodar goboke resurslarina nozarotin aparilmasi vo
meydana galmis problemlarin operativ suratde aradan
qaldirilmasini, sebekenin idaroedilmosi soviyyosinin
yiikseldilmasini, sebakede moveud olan proseslar
hagda hesabatlarm yaradilmasim, istonilon ndqgtedon
idareetmenin asanligini, nasaz kanallarin izole edilorak
sistem tohlilkesizliyinin tomin edilmesini miimkiin




° Development of the National Bank's local
network infrastructure and promotion of
effective operation of information systems
in the local network.

In line with the "State Program for Development of
the National Payment System in the Azerbaijan
Republic for 2005-2007", the National Bank
inspected banks for the status of existing software
used under the corporate governance standards
project.

Comprehensive works were done in conjunction
with banks for acceleration and improvement to
international standards of internal information and
settlement systems in banks operating in the coun-
try. In 2005 4 commercial banks had to completely
rebuild their internal information and general ledger
systems and 7 banks modernized and upgraded their
systems by installing new additional modules.

The draft "Information Technology Regulation
for Banks" was developed and presented for review
with an aim to accelerate the development and
improvement to international standards of internal
information systems along the lines of the "State
Program for Development of the National Payment
System in the Azerbaijan Republic for 2005-2007".

Along the lines of the Presidential Decree on
modification of nominal values and price scope of
bank notes of the Azerbaijan Republic of February
7, 2005, necessary comprehensive modifications
and adjustments were made to the modules of the
National Bank's General Ledger System,
Automated Bank Reporting System and Centralized
Credit Registry System as well as the "Operational
Day" software complex used in the National Bank's
District Offices.

Significant improvement works were carried out
in the telecommunications network connecting the
Sumgayit Alternate Site with the city ATS with an
aim to support via electronic lines the archiving
works of the payment and information systems
operating at the National Bank's Principal Site in
order to promote the National Bank's local network
infrastructure. The existing copper cable connect-
ing the Sumgayit city ATS with the Alternate Site
was replaced with modern fiber optical cable and
the network equipment purchased to this end was
installed at the Principal and Alternate Sites and
related ATS.

During the reported period the National Bank
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provided electronic line support for archiving
works of all of the National Bank's systems -
AZIPS, GSCS, KPM, GLS and Reporting System.

Work stations of the Alternate Site's systems
were prepared and connected to the network that
operate in the reserve building of the National Bank
in Sumgayit.

The telecommunications network improvement
activities resulting in the following positive accom-
plishments:

- Archive magnetic tapes no longer need to
be transported by automobile daily to the
Alternate Site:

- The load capacity of the electronic-
mechanic tape unit that represents the most
operated and difficult to find spare parts compo-
nent has decreased dramatically;

- Waste of time required to record and
restore files to and from magnetic tapes has
been eliminated;

- Speed and reliability and time savings
accomplished by filing archives via communica-
tions network;

- Ability to provide real time supervision of
reserve/alternate server operation.

In line with diagnostics and administration of the
National Bank's internal local network, the National
Bank installed the IBM Tivoli Net View software
and server local network with an aim to supervise
network resources and promptly tackle arising
problems, increase the administration level of net-
works, provide network process reports and ensure
easy management and system security by isolating
any malfunctioning channel.

Appropriate adjustments were made to the
"Administrative and Operating Procedures for the
General Ledger System" with an aim to ensure
effective operation of the National Bank's local
network information systems. Furthermore, the
modules of the General Ledger System (GLS)
were modified as per the National Bank's needs in
order to bring the National Bank's accounting and
operations management to international standards.

Implementation of the General Ledger System
accelerated conduct of transactions and reinforced
operational supervision. It also enabled the National
bank to develop 1AS-compliant annual financial state-
ments and more accurately analyze the Bank's per-
formance ratios. This system as an integral part of the
accounting and financial record-keeping function of




Odonis sistemlori, informasiya texnologiyalar vo nagd pul dovriyyoesi

eden IBM Tivoli Net View program teminati vo server
lokal sobokeda tatbiq edilmisdir.

Milli Bankin lokal sobokosindo informasiya
sistemlorinin effektiv istismarinin toskil edilmeosi
moqsedile "Bag Miihasibat Sisteminin Inzibati Istismar
Qaydalar1"na zeruri doyisikliklor vo olavelar edilmisdir.
Hamginin Milli Bankin ucgot ve emeliyyatlarinin
idareedilmasinin avtomatlasdinimas: iizro beynolxalq
standartlara uygun Bas Miihasibat Sisteminin (BMS)
modullarinin Milli Bankin chtiyaclarina uygun olaraq
tokmillogdirilmesi hoyata kecirilmisdir.

Bag Miihasibat Sisteminin totbiqi neticasinde
omoliyyatlarin yerino yetirilmesi stirotlonmis vo
omoliyyatlara nozaret gliclonmigdir. Beynoalxalq
Miihasibat Standartlarinin teloblarina cavab veran illik
maliyyo hesabatlarimi tortib etmok vo Bankin
gostericilorini daha diizgiin tehlil etmek imkam olde
edilmisdir. Bu sistem, miihasibat vo maliyyo ugotu
sahosinde bank nozaratinin ayrilmaz terkib hissesi
olmagla, maliyye sahesindo idarectmoyo, miihasibat
ucotu  sahosinde  iso  osas  istigamatlorin
mioyyanlosdirilmasing, inkisaf etdirilmasine vo
goriilon todbirlerin semaraliliyinin artirlmasina gerait
yaratmisdir.

BMS-in modullart Milli Bankda foaliyyet gdstoran
Odonis sistemlori ilo inteqrasiyada effektli istismar
olunur vo daim aktuallagdirihr.

BMS-in Ehtiyat Markezdeki serverlorinde arxiv
islorinin elektron tisulla aparilmas ilo elagedar olaraq
"Bas Miihasibat Sisteminin Inzibati Istismar
Qaydalari"na deyisiklikler ve olavelar edilmisdir.
BMS-in foaliyyotinin Qaydalara edilmis doyisiklilore
uygun olaraq tonzimlanmasi tomin edilmisdir.

Avtomatlasdinlmis  Bank  Statistika Hesabati
Sisteminin (ABSHS) yaradilib istismara verilmesi
noticesinde kredit toskilatlarindan elektron {isulla
sistema daxil olan malumatlarin Bank nezarati,
Tadiyye balansi, Bank statistikas: vo Monetar modullar
lizra emal edilerak istehlakeilarn istifadasine verilmasi
tomin edilmisdir.

Hesabat dovriinde ABS-in Beynelxalq inkisaf
Agentliyinin texniki yardim ilo sisitemin "Nozaret
bloku"nun yeni "Fina" sistemine kegirilmasi prosesina
baglaniimisdir. Bu mogsedlo omeliyyat sistemi
instalyasiya olunmus, Fina sistemi il isloyen yeni is
yerlori hazirlanmugdr.

ABSHS-nin Ehtiyat Moerkezdaki serverlorinds arxiv
islorinin elektron tisulla aparilmasi ile elagedar olaraq
sistemin inzibati istismar qaydalarina doyisikliklor va
olavelor edilmisdir.

Azorbaycan Dévlet Igtisad Universitetinde "Virtual
Milli Bank" Todris Morkozi yaradilmis vo tolobata
uygun olaraqg ABSHS sistemi homin moerkozdo
instalyasiya olunmusdur.

2005-ci ilde Morkazlosdirilmis Kredit Reyestri
Sistemi {izro tokmillogdirma islori aparilmis, banklarda
istifade {i¢iin nazerde tutulmug programda miisyyen
doyisikliklor edilmigdir. Sistemin axtaris modullar
tokmillosdirilmigdir.

Beynolxalq internet sobokesinde yaradilmis WEB-
saytda Milli Bankin iqtisadi vo statistik gostoricilori,
Milli Bank ve banklar hagqinda qanunlar ve normativ
aktlar, Milli valyutanin xarici valyutalara nisboton
giindelik moezennesi haqqinda miintezem olaraq
malumatlar olde etmak imkant yaradilmigdr.

6.3. Denominasiya ve nagd pul dévriyyesi

|. Denominasiva. Olkedo qiymetler migyasini
optimallagdirmag, manatin mozennoesinin dinyanin
aparict  valyutalarin  miibadile  mozennalerine
yaxinlasdirmag, milli pul nisanlarinin dizaynini,
miithafizosini vo nominal strukturunu beynoalxalq
standartlara uygunlagdirmaq moagsadile Azerbaycan
Respublikast Prezidentinin "Azorbaycan
Respublikasinda pul nisanlarinin nominal dayarinin ve
giymatlor migyasinin dayigdirilmesi (denominasiyasi)
haqqinda” 2005-ci il 7 fevral tarixli Formam ila 1
yanvar 2006-c1 ilden 6lkodo denominasiyanin hoyata
kegirilmasi qorara alinmigdir.

Denominasivamn makroigtisadi zarurati

Denominasiyanin hayata kegirilmasi iiciin élkade
fundamental makroiqtisadi sorait formalasmisdir.

Son 10 ildo mohkem ve dayanigh makroigtisadi
sabitlik alde olunmus, iri investisiya axinlari baglamis,
igtisadi artim borpa olunmus, 1996-2005-ci illorda
orta hesabla illik inflyasiya comi 3,9% toskil etmisdir.
Manatin ABS dollarina qarst mazennasi 1995-2005-ci
illorde stabil qalaraq comi 3,5% deyismisdir. Manatin
mazennasinin sabitliyinin tominat olan resmi valyuta
ehtiyatlar1 dévr erzinde 4 defs, strateji valyuta
chtiyatlari iso 9 defo artmigdr.

Boyiik hacmde valyuta axinlanini nezers alaraq
golocokdo de manatin mezennasinin méhkem olmasi vo
valyuta ehtiyatlarmin artmast gozlonilir. 1996-c1 ilden
baglayaraq Azerbaycan iqtisadiyyat: davamh olaraq artir
vo son bir nego ilde ikiregemli artim tempine malik
olmugdur, Ugurlu neft strategiyasi noticosindo  yaxin
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bank supervision served the purpose of identifying
and developing financial administration practices
and primary objectives of accounting as well as
increasing the effectiveness of actions taken.

GLS modules are effectively operated and regu-
larly updated in integration with the National
Bank's payment systems.

Adjustments and revisions were made to the
Administrative Operation Procedures for the
General Ledger System in line with the electronic
filing on the GLS Alternate Site servers. GLS
presently operates in compliance with the revised
Procedures.

Implementation of the Automated Bank
Reporting System (ABRS) data of credit institu-
tions electronically entered in the system are
processed by the Bank Supervision, Balance of
Payments, Banking Statistics and Monetary mod-
ules and thereafter made available to users.

During the reported period, US International
Agency for Development provided technical assis-
tance for transition of the system's Supervisory
Block to the new FINA system. An operating sys-
tem was installed to this end and new FINA-based
workstations were set up.

Administrative operating procedures were adjust-
ed and revised in line with the electronic adminis-
tration of filing on the ABRS Alternate Site servers.

The Virtual National Bank fraining facility was
set up at the Azerbaijan State Economic University
and the ABRS was installed in that center as need-
ed.

Improvements were made in the Centralized
Credit Registry System in 2005 and appropriate
modifications were made in the software designated
for banks. The system's search engines and modules
were streamlined.

A web-site set up in the Internet provides access
to information regarding the National Bank's eco-
nomic and statistical indicators, laws and regula-
tions on the National Bank and banks and daily
exchange rates of the national currency against for-
eign currencies.

6.3. Denomination and cash turnover

|. Denomination. With an aim to optimize the coun-
try's price scale, improve the manat's exchange rate
against the world's leading currencies, and to improve
the national bank note's design, security and nominal

structure to international standards, it was decided to
carry out denomination in the country as of January I,
2006 under the Presidential Decree "On modification
of nominal values and price scale of bank notes in the
Azerbaijan Republic (denomination)" of February 7,
2005.

Veacroecononic need ,'f-:-':' '.'fI{’.'a GHHRALTON

Fundamental macroeconomic environment was
established in the country with an aim to carry out
the denomination.

Strong and sustainable macroeconomic stability
was achieved in the past 10 years, large investment
flows began, economic growth was reinstated and
in 1996-2005 annual inflation rate made only 3.9%
on average. Manat's exchange rate against US
Dollar remained stable throughout 1995-2005 and
changed by 3.5% only. Foreign exchange reserves
and strategic forcign exchange reserves that repre-
sent the very basis of the manat's exchange rate sta-
bility increased by 4 and 9 times accordingly.

Given the large currency flows, the manat's
exchange rate is expected to remain strong and for-
eign exchange reserves are expected to grow further
in the future. Since 1996 Azerbaijan's economy has
been increasingly expanding and has achieved two-
digit growth rates in the past several years. The suc-
cessful oil strategy is expected to further increase
the economic growth in the near term, and, in par-
ticular, cause a breakthrough economic growth in
the non-oil sector.

The new generation bank notes were designed
based on a uniform family concept along the lines
of denomination. The new national currency units
are closely linked both from technical and aesthetic
and conceptual standpoints. This linkage also
serves the purpose of forming the uniformity phi-
losophy of both coins and notes.

Global experiences suggest that national currency
that has lost its nominal value to a considerable
extent due to high inflation and devaluation taking
place in the previous periods is essential in an envi-
ronment of sustainable economic stability.

Reinstating confidence in the national currency's
stability on part of individuals and business commu-
nities facing high price scales, ensuring broader use
of the national currency as collection and payment
tender and simplifying accounting and reporting are
the conditions that make denomination necessary.
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illordo iqtisadi artimin daha yiikselmesi, xiisusile qeyri-
neft sektorunda sigrayish igtisadi artim gozlenilir,

Denominasiya gorcivasinde yeni nosil pul nisanlari
vahid ailo konsepsiyasi osasinda islonmisdir. Yeni milli
pul vahidleri hem texniki-estetik, hom do ideya
baximmdan bir biri il six baghdir. Bu baghliq hem de
sikka vo asginaslarin vahid folsafesini formalagdirr.

Diinya tocriibosi gostorir ki, davamli iqtisadi
sabitlik soraitindo ovvelki dovrlorde bas vermis
yiiksok inflyasiya ve devalvasiya naticesindo nominal
deyerini ohemiyyotli deracede itirmis milli
valyutanin denominasiyasi zeruridir.

Yiiksok qiymot miqvasi ilo izlesen ohali vo is
adamlarinin milli valyutanin sabitliyine inaminin barpa
edilmasi, yigim vo ddenis vasitesi kimi milli valyutadan
istifade olunmasinin tomin edilmosi vo ugot vo hesabat
islorinin sadelesdirilmesi denominasiyam zeruri edon
osas sortlordir.

Beloliklo, beynalxalq tocriiboye miivafigq olarag
yiiksek roqemlorde ifade olunmus eskinaslarin
dovriyyesi ile bagl texniki vo amaliyyat ¢atinliklorini
aradan qaldirmag, milli valyutaya ictimai inamin
borpasina gorait yaratmag, inflyasiya gozlentilorini
azaltmag, nagd pulun istehsal ilo bagh xorclori azaltmaq
vo qiymetlerin pulla ifadosini sadelosdirmek magsadile
Azerbaycanda denominasiyanin hayata kegirilmesi
zorurati yaranmugdir,

LDenoninasiveintin migvast

Azarbaycanda denominasiyanin 1:5000 nisbetindo
hayata kegirilmesi nozords tutulmusdur, Bu:

- Manatin mozennasini toxminon 1 manat = |
ABS dollart vo ya 1 Avro kimi miayyen-
logdirmaya vo beloliklo yeni manati on giymetli vo
mohkam milli valyutaya malik 6lko kimi teqdim
ctmaya imkan verir;
- Ohalinin yaxmn tarixden yaddasinda qalan
soviyyoye enmasini sortlendirir;
- Analoji mallar tizre daxili ve xarici giymetlori
daha asanhigla miiqayiso etmoyo imkani yaradir;
- lqtisadiyyatda  dollarlasma  soviyyesinin
azalmasma ve iri algi-satqilarin manatla aparilmasina
zomin yaradir;
- Boyik hocmde dovlet xerclerine genaet
etmayo imkan verir bu halda pul dévriyyesinin
boyiik bir hissesini sikkeler toskil edecokdir ki,
onlarin da Omiir miiddati eskinaslarin Gmiir
miiddotinden bir ne¢o dofo gox olmagla ve
istehsal xorclori daha azdir;

- 5000:1 nisbati "texniki inflyasiya"nin bag
verma chtimalim azaldir, yoni denominasiyadan
sonra pullarin formalasacaq binar strukturu
qiymotlorin boyiik hacmde yuvarlaglasdirlmasina
Zoruret yaratmir.

rent pullarin dizayvn Konsepsivast

Biitiin sikkelor ve askinaslar Misteqgil Azorbaycan
ideyasini tosvir edirlor. Denominasiya ile dovriyyoye
12 nominalda pul nisanlarmmn buraxilmasi nezerade
tutulmugdur. Bunlardan 6-s1 askinaslardan (1, 5, 10,
20, 50, 100 ekvivalentinda), 6-s1 (1,3,5,10,20,50 qopik
sikkolorin) iso metal sikkolorden ibarotdir.

Har askinasin va ona uygun sikkenin 6z mévzusu var.
Bunlar modaniyyat vo incosonot, adebiyyat ve yazi,
tarix, Qarabag, tohsil ve gelocek, igtisadi inkisaf kimi
movzulardan ibaretdir. Her bir Azoerbaycanlinin
tiroyindo qirur hissi doguran milli remzler, tarixi koklor
ve inamli golocak biitin eskinas vo sikkolori bozoyir.

Milli doyerler ve votonporvorlik xiisusi bir
mdvzudur. Masolon, 20 manathq eskinas Qarabag
mdvzusunu toronniim cdir. Burada oks olunmus motiv
Azerbaycan xalqmn siilhsevarliliyini tecossiim etdirir.
Eyni zamanda iso milli suverenliyimizin qorunmasinda
miibarizliyimizi vo qiidretimizi torenniim edon qalxan
va qlinc da tesvir olunmusdur,

Xalgimizin 6z gedim medeniyyeti, adobiyyati vo
yazisina goro diinya sivilizasiyasinda tutdugu layigli yer
do pul nisanlarinda 6z oksini tapmisdir, Bakimin qgala
divarlar;, Qobustamin gaya heroqliflori 6lkemizin
gadimliyinin romzloridir,

Tohsil vo golocak yiksok bilikli genclik remzini
terenniim edir ki. bu da yeni pul nisanlarinda 6z oksini
tapmugdir

Biitiin ideyalarin rcallasmasimin osas sorti olarag
iqtisadiyyat ve inkisaf mévzusu da 6z oksini tapir vo
biitlin miitoraqqi ideyalarin hem do qorbe inteqrasiya
miistavisindo oksi verilir,

Belo yiiksak toloblor qoyan dizayn konsepsiyasini
ugurla reallagdirmaq tigiin pul ¢api sahosinde maghur
miitexessis avronun miiallifi Robert Kollina segilimigdir.

Yeni manatin islonmesi zamani pul ¢api sahesinde
biitiin miitoreqqi meyllar ve on son nailiyyatlor nozere
alinmisdir.

Yeni pullarin yitksok keyfiyyot ve miihafize
parametrlori tomin olunmusdur ki, bu da hetta avronun
gostaricilorini de iistoloyir.

Pullarin miihafize parametrlori [svecre Morkozi
Bankmimn texniki komayi ile islenmisdir, Bu bankin
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Hence, the need for denomination arose in
Azerbaijan with an aim to tackle the technical and
operating difficulties associated with the highly
denominated bank notes in accordance with interna-
tional practices, enhance public confidence in the
national currency, reduce inflation expectations, cut
down cash generation costs and simplify cash denom-
ination of prices.

Scope of denomination

Azerbaijan envisages a denomination at the scale of
1:5000, which:

- Allows for setting the manat's exchange rate at
approximately AZM1=USDI or | Euro and there-
fore presenting the new manat as the country with
the most valuable and strong national currency;

- Ensures the public going down to the level
still in people's minds from the recent history;

- Allows for simpler and easier comparison of
domestic and foreign prices of similar goods;

- Provides for reduction of the economy's dol-
larization level and using manat for large-scale
trading activities;

- Allows for large-scale public expenditure sav-
ings; coins will compose a large portion of the cash
turnover and since their service life is times longer
that that of bank notes, production costs will be
reduced;

- The 5000:1 ratio will reduce the "technical
inflation" probability that is the binary structure of
money to be formed after the denomination does
not necessitate a large-scale price increase.

Desien concept of the new bank notes

All coins and bank notes depict Independent
Azerbaijan's national idea. The denomination intends
to release money units of 12 denominations, of which
6 are bank notes (equivalent of 1, 5, 10, 20, 500 and
100) and 6 are coins (1, 3, 5, 10, 20, 50 kopecks).

Each bank note and a related coin have their own
theme, such as culture and arts, literature and fic-
tion, history, Garabagh, education and future, eco-
nomic development. National symbols, historical
roots and secure future, dear to any Azeri citizen's
heart, are depicted on all bank notes and coins.

National values and patriotism are a special
theme. For instance, the 20 Manat bank note
describes the Garabagh theme. The motive

described here touches upon the sovereignty of the
Azeri nation. In addition, a spear and a sword are
depicted that convey our willingness to fight for,
and our desire to protect our national sovereignty.

Our nation's worthwhile place in the world's civi-
lization it holds due to its ancient culture, literature
and written language is also reflected on the new
bank notes. Baku fortress walls, Gobustan rock
signs are the tokens of our country's ancient age.

Education and future express the token of educat-
ed youth, which is also reflected by the new bank
notes.

The economic and development theme are also
symbolized as they represent the basic requirement
for achieving any ideas; also, the idea of integrating
with the west is also duly noted.

In order to realize a design concept of such high
requirements, the famous money printing expert,
the author of the Euro design Mr. Robert Collina
was selected.

Development of the new manat's concept consid-
ered all modern trends and latest accomplishments
and advancements of money printing.

The new bank notes are provided with high qual-
ity and security parameters that even exceed the
Euro parameters.

The bank notes' security parameters were worked
out with technical assistance from the National
Bank of Switzerland. The Swiss Franc issued by
that bank is viewed as the standard template across
the world in terms of security.

The new manat features a 4-tier security system.
The first tier is for the general public, 2nd for trade
facilities, 3rd for banks and 4th for the National
Bank.

For the first time in the world, the manat bank
notes feature the "Trust Seal" holographic system,
which is the most reliable and latest security
advancement element.

All organizational arrangements were addressed
in conjunction with the related authorities in order
to prepare for the release of the new manat into
turnover as of January 1, 2006.




(Odonis sistemlari, informasiva texnologivalan ve nagd pul dévriyyesi

emissiya etdiyi Isvegra franki diinyada miihafize
doracasine gore etalon kimi gebul edilmisdir.

Yeni manatin 4 pilloli mithafizoe sistemi moveuddur.
Birinci pille-ohali tigtin, 2-ci - ticarot obyektlori tigtin, 3-
cii banklar, 4-cii ise Milli Bank {iciin nezerde
tutulubdur.

Diinyada ilk defo olaraq manat askinaslarinda "Trust
Seal" holografik sistemi istifade olunmusdur. Bu en
etibarli vo on son miihafize elementidir.

Yeni manatin 2006-c1 ilin yanvar aymin 1-don
dovriyyoyo buraxilmasi ilo bagh aidiyyat organlarla
birlikde biitiin toskilatt mosololor hall olunmusdur.

2. Nagd pul dovriyyesi, 2006-c1 ilde hoyata
kegirilmasi nozordo tutulan denominasiyaya hazirliq
corgivosinde nagd pul dovriyyesinin teskili, pullarmn
saxlanmasi, dagimmasit ve tehliikesizliyi sahasinde
méveud normativ-metodoloji bazanin  beynalxalq
praktikaya uygunlasdinilmasi, texniki  bazanin
mohkemlendirilmesi  istigamotinde  magsadyonlii
todbirler hayata kegirilmisdir.

il arzinde nagd pul sferasinin idare olunmast va isin
toskili sahosindoe miivafiq normativ baza hazirlanmis,
qlivwvadoe olan normativ senadlor ise tekmillag-
dirilmisdir, "Azorbaycan Respublikasinin  kredit
togkilatlarinda kassa emoliyyatlarimin aparilmast vo
giymetlilerin inkassasiyasinin tegkili" Qaydalan
qiivveye minmisdir.

"Azorbaycan Respublikasinin  Milli Bankinda
emissiya-kassa omoliyyatlarinin aparilmasi" Qaydala-
1na ise zeruri deyisiklikler edilmisdir.

iqtisadiyyatin nagd pula olan tolobatinin miioyyonlog-
dirilmasinin metodologiyasi tokmillesdirilmisdir.

Riyazi-iqtisadi model osasinda iqtisadiyyatin kéhno
va yeni pul nisanlarina olan telebati nominallar {izre
miloyyonlosdirilmisdir.

Shalinin sosial rifahinin yiiksaldilmesine yonelmis
hoyata kegirilon genis sosial yoniimlii tedbirler
igtisadiyyatda nagd pula olan tolobati koskin artwmisdir.
Bele ki, 2004-cii illo miiqayisade dovriyyeda nagd pul
kiitlosi 340 mird. manat (ve ya 13%) artaraq 2,97 trin.
manata catmisdir.

Hesabat dovrii erzinde Bank sistemi iizro kassa
moxarici 4.1 trln. manat, kassa madaxili ise 4.0 trln.
manat togkil etmisdir. Bunlarla yanasi il arzinde "Tomiz
pul" siyasotinin aparilmasi ¢orcivesinde dovriyyedo
yararsiz pullarn secilmesi, yenilori ilo ovoz olunmasi
prosesi davam etdirilmisdir.

il orzindo dovriyyaden gixarilmis yararsiz pul
mablogi nazoro almmagla ¢atismamazhigin ortilmasi

va talabatin ddonilmasi ficiin 750 mird. (50.000
manathq askinaslar) manat meblaginde pul ¢ap
olunaraq dlkeya gotirilmisdir.

Olko iqtisadiyyatinm nagd pula olan tolebatinin
fasilosiz olaraq 6denilmesi megsedilo regionlara 2.4
trin. manat nagd pul dasinmigdir.




2. Cash turnover. Effective measures were taken
during the year in order to improve the existing regu-
latory and methodological framework for cash
turnover organization, cash storage, transportation and
security to meet the practical reality requirements and
reinforce the technical framework in preparation for
the denomination scheduled for 2006.

A relevant normative framework was developed
during the year for administration and organization of
cash turnover and the existing normative documents
were refined. Regulation for Cash Transactions and
Valuables Transportation in Credit Institutions of the
Azerbaijan Republic took effect.

Necessary modifications were made to the
Regulation for Emission and Cash Transactions for
the National Bank of Azerbaijan.

The methodology was improved for identification
of the economy's cash needs.

The economy's needs for old and new bank notes
were identified by denominations using a mathemati-
cal and economical model.

Comprehensive  socially-oriented ~ measures
designed to improve the public's social welfare caused
the economy's cash needs to increase dramatically.
Thus, cash in turnover increased by AZM340 billion
as compared to 2004 (or 13%) and totaled to
AZM2.97 trillion.

During the reported period, the banking system's
total cash expenditures totaled to AZM4.1 trillion and
cash revenues to AZM4 trillion. Furthermore, selec-
tion and replacement of unfit bank notes with new
ones continued during the year under the "Clean
Money" program.

AZM750 billion (bank notes of AZMS50.000
denomination) worth of bank notes were printed and
delivered to the country to cover the deficit and meet
the demand including the amount of bank notes with-
drawn from turnover as unfit.

AZM?2 4 trillion of cash was transported to regions
in order to ensure that the economy's cash needs are
continuously met.

Payment systems, information technologies and cash turnover
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2005-ci ildo Milli Bankin beynelxalq emokdashgmin
asas istigamatlori Avropaya integrasiya istigametinde
bank sektoru iizro todbirlerin elagelondirilmesi,
beynalxalq maliyye institutlan, xarici morkozi banklar
vo xarici igtisadi-maliyye teskilatlan ile moveud
alagalarin inkisaf ctdirilmesi, yeni alagslerin qurulmast,
Milli Bankda hayata kegirilen islahatlara xarici texniki
yardimin colb edilmosinden ibaret olmusdur. Eyni
zamanda bankin son illor arzinde bdyiik nailiyyatler
alde etdiyi istiqametlor {izre toplanmis tocriibonin diger
xarici morkezi banklarla béliismesi do beynolxalq
omokdagh@in yeni istigametine ¢evrilmisdir,

7.1. Avropaya inteqrasiya

Azerbaycan demokratiya, bazar iqtisadiyyati
goraitinda inkisaf edon ve Avropanin bir hissesi olan
olke kimi Avropaya inteqrasiyan: strateji magsod kimi
mieyyan etmisdir. Bu baximdan Azerbaycanin bank
sisteminin Avropaya inteqrasiyast Milli Bankin baslica
prioritetlarindendir.

Azorbaycan ilo Avropa lttifaqi (Al) arasinda 1996-
ct ilde imzalanmis Torafdasliq vo Omakdasliq Sazisi
(TOS) Al ilo Azorbaycan arasinda olagolorin hiiquqi
vo praktiki bazasini toskil edir vo Azorbaycanin Al ilo
miinasibotlerinde yeni imkanlar agir.

2005-ci ilde Azerbaycan vo Avropa Birliyi arasinda
omokdasliq olagelori "Avropa Qonsulug Sivasoti”
(A0S) programi corcivosinde davam etdirilmisdir.
Azarbaycan Respublikasi Prezidentinin 2005-ci il 1
iyun tarixli Serencami ile Azarbaycan Respublikasinin
Avropa lttifagmmm "Avropa Qonsulug Siyaseti"ne
daxil olmast va Azerbaycan lizro Foealiyyot planmimn
islonib  hazirlanmas1  ile  bagh  Azarbaycan
Respublikasinn Avropava integrasiva lizro Doviot
Komissivast ~ yaradilmig ve Avropa Ittifaqi ile
Faaliyyet Planin hazirlanmasina baslanilmisdir.

2005-ci ilin oktyabr ayinda Fealiyyet Planin
miizakiresi mogqsodilo Avropa Komissiyasi ilo
Azerbaycan Hoékumoti arasinda Bakida damisiglar
kegirilmis vo Planin layihesi hazirlanmigdir. Foaliyyet
Planina Milli Bankin teklifi esasinda maliyye-bank
sektorunda emokdasliq tizre asagidaki layiheler daxil
edilmisdir:

98

Pul siyasoti ve iqtisadi tadgiqatlar sahole-
rinde monetar qurumlarin potensialinin
gliclondirilmasi;
Muasir informasiya texnologiyalarindan
istifado  etmokle  regionlarin  bank
xidmatlarine ¢ixis imkanlarimin artirilmas;
Miiasir beynelxalq standartlara uygun
olaraq, maliyyo bazarlart ve maliyye
vasiteciliyinin inkisafi Giclin uygun esash
strategiyanin hazirlanmasi;
Ohalinin bank sektoruna inaminin artirtlmasi
ilo olagedar Azorbaycanda emanatlerin
sifortalanmast sisteminin yaradilmasi;
ipoteka kreditlogmesi sistemi igiin hiiqugi
bazanin yaradilmasi;
Danigiglarin névbeti merhalesinin 2006-c1 ilin
ovvollerinde Briissel sohorinde kegirilmosi nozorde
tutulmusdur.

7.2. Beynoalxalq maliyya té$kilatiar| ilo
amokdaghq

Beynolxalg Valyuta Fondu. Beynelxalg Valyuta
Fondunun (BVF) ekspertlorinin 2005-ci il erzinda Milli
Banka miitemadi saforleri erzinde asagidaki mesololor
barade miizakiro vo meslehatlosmeler aparilmigdir:

IV madde iizro  maoslohatlosmalor
corgivosindo iqtisadi siyasetin vo maliyyo
siyasetinin qiymatlendirilmasi;
inflyasiyanin yiingiil hadeflonmosi rejimine
kegid ilo bagl hazirliq ve miivafiq tedqiqat-
prognozlagdirma potensialimin  giiclon-
dirilmasi;

Milli Bankin notlar, xarici valyuta bazarinda
irelilayisler vo emaliyyatlar,

Tadiyyae balansi ve beynalxalq investisiya
movqeyi;

. Makroiqgtisadi soklarin bank sisteminin
sabitliyine miimkiin menfi tesirlerinin
gabagcadan miieyyen olunmasi ve nezaret
mexanizmlorinin giiclondirilmesi vasitosilo
garsisinin alinmas.




National bank's international relations

VII NATIONAL BANK'S
INTERNATIONAL RELATIONS

In 2005 the top priorities of the National Bank's
international cooperation included coordination of
banking activities leaning towards European integra-
tion, development of the existing relations with inter-
national financial institutions, foreign central banks
and financial institutions, establishment of new con-
tacts, and gain of foreign technical assistance to sup-
port reforms implemented by the National Bank. In
parallel, a new area of international partnership orig-
inated as the Bank started sharing its vast experi-
enced gained in the past years with foreign central
banks.

7.1. European integration

Azerbaijan defines European integration as a
strategic mission as a democratically developing
country seeking to promote market economy and
being a part of Europe. In this view, integration of
Azerbaijan's banking system to Europe is a top pri-
ority for the National Bank.

The Partnership and Cooperation Agreement
(PCA) signed between Azerbaijan and European
Union (EU) in 1996 determines the legal basis for
EU's and Azerbaijan's relations and establishes
new opportunities for Azerbaijan's relations with
EU.

Azerbaijan's partnership with the European
Community continued in 2005 under the European
Neighborhood Policy (ENP) program. Presidential
Decree of June 1, 2005 established the Azerbaijan
Republic's European Integration State Committee
along the lines of Azerbaijan's accession to the
European Union's European Neighborhood Policy
and development of the Azerbaijan Activity Plan,
and such Activity Plan for cooperation with the
European Union was developed.

European Commission and Government of
Azerbaijan had negotiations in 2005 in Baku to dis-
cuss the Activity Plan; as a result, the draft Plan was
developed. The following financial and banking sec-
tor partnership projects were included in the Activity
Plan as recommended by the National Bank:

Enhancement of the potential of monetary
agencies in terms of monetary policy and
economic studies and research;
Improvement of access of regions to bank-
ing services using modern information
technologies;
Development of a fundamental strategy for
promotion of financial markets and finan-
cial intermediation in accordance with
international standards;
Establishment of an individual deposit
insurance scheme in Azerbaijan in order to
enhance public confidence in the banking
sector;
Development of a legal framework for
mortgage lending system;

Next phase of the negotiations is scheduled for early

2006, to be held in Brussels.

7.2. Cooperation with international financial
institutions

The International Monetary Fund: International
Monetary Fund's (IMF) experts discussed and provid-
ed advice on the following issues during their regular
visits to the National Bank during 2005:

Evaluation of the economic policy and
financial policy along the lines of Article
IV consultations;

Preparation and reinforcement of the
appropriate research and forecasting poten-
tial for transition to the light inflation tar-
geting framework;

National Bank's notes, foreign currency
market advancements and transactions,
Balance of payments and international
investment position;

Prevention of possible negative effects of
macroeconomic shocks on the banking sys-
tem by early identification and reinforce-
ment of controls.
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2005-ci il arzinde pul siyaseti garsisinda miioyyen
olunmus taktiki ve strateji hodeflerin realizasiyasi,
igtisadiyyata pul tozyiqinin tenzimlonmesi, antiinflya-
siya siyasotinin istiqamatlori vo naticeleri barado BVF
ekspertlori ilo meslehatlogmelor aparilmisdir. Homgi-
nin, Milli Bankda tadiyye balansimn tertibi vo prognozu
sahesinde Fond terafinden texniki yardim gosterilmisdir.

Beynolxalg Valyuta Fondunun (BVF) cragi Surasi
Yoxsullugun Azaldilmasi ve Iqtisadi Artima Destok
Kredit Mexanizmi (PRGF) iizre {i¢ illik program
corcivosindo tedbirlerin  Azerbaycan Respublikasi
terefinden icra veziyyotinin besinci ve sonuncu icmalim
basa catdirmigdir. Bununla Sura, Azorbaycan
Hokumetinin xalis beynolxalq ehtiyatlar, vaxti kegmisg
xarici borclarin yigilmamasi, golir vo xorc smetalarinin
tosdigi va illik biidco tortibi prosesinin tokmillogdiril-
mosi lizre plamin tosdiqi il alagedar olan tadbirlerin icra
meyarlarindan azad edilmo barade miiracietini tomin
etmis oldu.

Diinya Banki. Milli Bank Azerbaycan Respublikasin
Diinya Bankimin Direktorlar Surasinda tomsil etmoklo
olkomizin Bankla emekdasliginin elagelendirilmesini
hayata kegirir. 2005-ci il orzinde Milli Bankla Diinya
Banki arasinda miixtelif movzular ehate eden goxsayl
goriislor kegirilmis vo amokdashgin cari voziyyeti ve
golocak inkisaf perspektivleri miizakiro olunmusdur.

2005-ci ilde miizakire edilon prioritet mosalolordon
biri garsidaki illerde Bankla omokdashigin prioritet
istiqamatlorinin milayyenlosdirilmesi vo yeni Olke
Torefdashq Strategiyasi layihosinin miizakirosi olmus-
dur. Strategiyamin hazirlanmasmim 2006-c1 ilin birinci
yansinda basa catdirtlmasi vo tosdiq edilmesi nazerde
tutulur.

Milli Bank 6lkemizin Diinya Banki ile emakdasligin
olagolendirmekle yanasi maliyyo sektorunda hoyata
kegirilon bir sira layihelerde Bankin esas terofdasidir.

Belo layiholordon biri Maliyyo sektoruna texniki
yardim layihosi olub, esas moqsedi Azorbaycan
Hékumatinin maliyyo sektorunda inkisaf strategiyasinin
dosteklenmasinden, o ciimloden bank infrastrukturu-
nun giiclondirilmasi vo banklarin yenidon qurulmasi va
diversifikasiyasina texniki yardimin gosterilmesindon
ibarotdir. Belo ki, Layiho gorgivesinde Xirda Odenislor
lizro Hesablasma-Kliring Sistemi (XOHKS), Milli Kart
Prosessing Merkezi, Morkozlogmis ve Merkozlogdi-
rilmis Kredit Reyestri yaradilmigdir. Homginin, Kapital
Bankda Bank emoliyyatlart sisteminin yaradilmas
istigamatinda isler davam etdirilmisdir.

Diinya Bankinin maliyye sektorunda hayata kegirdiyi
diger layihe Maliyye xidmetlorinin inkisafi layihesidir

ki, onun da esas magsadi Azerpogt Divlet Miiassisosi-
nin yeniden qurulmas vasitesile bank sistemi torefinden
zoif ohate edilen regionlarda ve kendlordo yasayan
ohalinin maliyyo xidmetlerine ¢ixis imkanlarinin
artinlmast, elektron hokumet xidmetlerinin tetbigine,
hamginin "Azorbaycan Respublikasmda Milli Odenis
Sisteminin Inkisafi tizre 2005-2007-ci illor iigiin Dévlot
Program1” ¢argivesinde nezerde tutulmus tedbirlarin
realizasiyasma yardim gostermekden vo Milli Bankda
ddonis sistemi arxitekturasmn yaradilmasmin basa
catdinlmasimdan ibaratdir. Layihenin icrasina 2005-ci
ilin oktyabr aymndan baglanilmisdr.

Bundan basqa Milli Bankda ehtiyatlarin idaro
edilmosinin tokmillogdirilmesi mogsedile Diinya Banki
Xozinadarliq departamentinin Ehtiyatlar idarectmo ve
moslohot programi (RAMP) corgivosinde emokdasliq
inkisaf etdirilmigdir,

Avropa Yenidonqurma vo Inkisal Banki. Avropa
Yenidonqurma vo Inkisaf Banki (AYIB) ilo
Azorbaycanda maliyye sektorunun giiclonmaosi
istigamatindo aktiv omekdasliq davam etdirilmisdir.
Belo ki, AYIB-in idare Heyati 17 may 2005-ci ildo
Azorbaycan Uzre Olke Strategiyasini tosdiq etmisdir.
Strategiya asagidak: osas istiqamotlordo emekdashgin
inkisaf etdirilmosini nozerdo tutur:

Qeyri-neft sektorunun inkigaf etdirilmosi;
Maliyyo sektoru;

infrastruktur;

Tabii ehtiyatlar.

AYIB-in maliyye scktoru iizro foaliyyot istigamoti
bank sistemindo aparilan islahatlar, maliyyo siyasoti vo
Azerbaycanda maliyyo institutlarina dair gelocek
siyasatin tagkili vo hayata kegirilmosine yoneldilmisdir.

Bankin 2005-ci ildo bank sektorunda fealiyyati bir sira
kommersiya banklarma (Unibank, Azerdemiryolbank,
Azoriqazbank, Bank of Baku, Mikro-maliyyelesdirme
Banki, Bank Respublika) ayirdigi kredit xatlori, ticaroti
maliyyolosdirma programi, kigik ve orta miiossiselerin
dostoklenmesinin giiclondirilmesi mogsedilo texniki
yardim ve kapitala investisiyalar vasitesile daha da
genislonmisdir,

Asiya Inkisaf Banki. Asiya Inkisaf Banki (AIB) ile
Milli Bank arasinda 2005-ci ildo intensiv emokdagliq
olagolori davam etdirilmisdir. Belo ki, AIB-in
Azarbaycandaki daimi niimayendaliyi ile bank sektoru
lizro miltomadi informasiya miibadilosi aparilmigdir.

2005-ci ilde AiB-in Azerbaycanda 6zel banklara
asagidaki istigamatlorde yardim gosterilmosi barode
maslohatlogmeler aparilmisdir:

Ticarotin maliyyslosdirilmesinin sadelesdi-
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Consultations were held with the IMF experts
regarding realization of the tactical and strategic
targets of the 2005 monetary policy, regulation of
the economy's monetary pressure, anti-inflation
policy objectives and outcomes. Furthermore, the
Fund also provided technical assistance to the
National Bank for development and projection of
the balance of payments.

International Monetary Fund's (IMF) Executive
Board completed the fifth and last status overview
of Azerbaijan's implementation of actions under the
three year Poverty Reduction and Growth Facility
(PRGF) program. Thus, the Board accepted the
Azeri Government's request for release from the
action execution criteria in line with approval of the
plan for improvement of the net international
reserve, past due foreign debt non-collection, rev-
enue and expense budget approval and annual
budget preparation process.

The World Bank: National Bank representing
Azerbaijan in the World Bank's Board of Directors is
responsible for coordination of our country's coopera-
tion with the Bank. In 2005 the National Bank had
numerous meetings with the World Bank on different
subjects and discussed the current status and future
prospects of cooperation.

The high priorities issues discussed during 2005
included the identification of the priority areas of
cooperation with the Bank in the upcoming years
and discussion of the new draft Country Partnership
Strategy. The strategy is expected to be completed
and approved in the first six months of 2006.

In addition to coordination the country's cooperation
with the World Bank, the National Bank is also the
Bank's principal counterpart in a range of the financial
sector projects.

The Financial Sector Technical Assistance was a
project of that kind, seeking primarily to support
the Azeri Government's financial sector develop-
ment strategy as well as to reinforce the bank infra-
structure and provide technical assistance for bank
reconstruction and diversification. Thus, the Project
helped established the Gross Settlement Clearing
System (GSCS), National Card Processing Center,
Central and Centralized Credit Registry.
Furthermore, works were continued to set up a
Bank operations system at Kapital Bank.

Another World Bank financial sector project is the
Financial Services Development Project, with the
principal goal of enhancing access to financial servic-
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es in regions and rural areas poorly covered by the
banking system by rebuilding the AzerPocht State
Enterprise, applying electronic services as well as sup-
porting implementation of the activities provided
under the "State Program for development of the
National Payment System of Azerbaijan in 2005-
2007" and completing the National Bank's payment
system architecture. The project implementation
began in October 2005.

In addition, cooperation was enhanced under the
World Bank's Treasury Department-funded Reserve
Management and Advisory Program (RAMP) with an
aim to improve the National Bank's reserve manage-
ment.

The European Bank for Reconstruction and
Development: European Bank for Reconstruction
and Development (EBRD) continued to promote
active cooperation with an aim to reinforce
Azerbaijan's financial sector. Thus, EBRD's
Management Board approved the Azerbaijan
Country Strategy on May 17, 2005. The strategy
envisages development of cooperation in the fol-
lowing core areas:

Non-oil sector development;
Financial sector;
Infrastructure;

Natural resources.

EBRD's financial sector activities are designed to
support the banking system reforms, financial poli-
cy and development and enforcement of
Azerbaijan's future financial institution policy.

Bank's 2005 banking sector operations were fur-
ther enhanced by lines of credit, trade financing
programs, small and medium business support tech-
nical assistance and equity investments to a number
of commercial banks (Unibank, Azerdemiryolbank,
Azerigazbank, Bank of Baku, Microfinancing
Bank, Bank Respublika).

The Asian Development Bank: Asian Development
Bank's (ADB) intensive cooperation with the National
Bank continued in 2005. Thus, banking sector infor-
mation was regularly shared with the ADB's resident
representative office in Azerbaijan.

Consultations were held with the ADB regarding
support to commercial banks in the following areas in
2005:

Implementation of the trade financing
facilitation program (together with
EBRD),
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rilmasi programinin tetbiqi (AY1B il birga),
Sehm goklinde investisiya qoyuluslarnn
hayata kegirilmasi vo miiddatli kreditlorin
verilmasi,

Olave texniki yardimla tomin edilmasi.

7.3. Xarici markezi banklarla amokdasliq

Azarbaycan Milli Bankinin faaliyyetinin gabageil
Avropa Morkozi Banklarinin soviyyesino ¢atdirmag
magqsadils il arzinds inkisaf etmis 6lkalorin markozi
banklar ilo mévcud omekdashq olageleri inkisaf
etdirilmis va yeni alagaler yaradilmisdir.

isvecra Milli Banki (IMB) ilo emokdasliq 2005-ci
ildo do yiiksok soviyyodo davam etdirilmisdir. IMB-
nin ekspertlori il arzinde Milli Banka sefor edarak
makroiqtisadi menecment, maliyye bazarimin inkisafi,
bazar emeliyyatlarmm geyri-inzibati metodlarla idaro
edilmasi, ehtiyatlarin  idaro edilmesi, 6denis
sistemlorine nozarat, insan resurslarinin idare edilmosi
va daxili audit sahalorinda texniki yardim gostormislor.

Cari il orzindo do Almaniya Bundesbanki ile
omokdashigimiz davam etdirilmisdir. Bu amekdaslq
gar¢ivosinde Bundesbank torafindon Milli Banka nagd
pulun idare edilmesi sahesinde texniki yardim
gostorilmisdir.

Tiirkiye Cumbhuriyysti Markezi Banki (TCMB) ilo
ikitarofli emekdaglq olageleri bu il do ugurla davam
etdirilmigdir. Denominasiya prosesinin  hayata
kegirilmosi corgivosindo TCMB Milli Banka doyerli
maslahatlor vermisdir. Miihasibatliq sahesindo do
tocriiba miibadilesi hayata kegirilmisdir.

Milli Bankin emekdaslart beynslxalq slagelerin
toskili, insan resurslarinin idare olunmasi, informasiya
tohliikesizliyi lizro i3 tocriibasi ilo tanig olmag
maqsadile Polsa Milli Bankina (PMB) sefer etmisdir.
2005-ci ilin sonunda PMB-nin niimayends heyeti Milli
Bankin foaliyyati ilo tams olmag, eloce do gelacekdo
texniki yardimm gostorilmasi iizre istigamatlorin
milayyan edilmasi magsedile Milli Bankda soforde
olmusdur,

Denominasiya proseslorinin hoyata kecirilmosine
texniki yardim gosterilmasi ilo baglt Avstriya Milli Bank
ilo Azerbaycan Milli Bank: arasinda qarsihigh slageler
daha da inkisaf etdirilmisdir.

2005-ci ilde Milli Bankin omokdaslari ingiltere
Moerkozi Bankinda daxili audit maselaleri iizre toctiibe
miibadilasi aparmislar.

Hemginin il arzinde Pakistan, Estoniya, Cexiya,
Cin, Ruminiya, Pakistan, Italiya, Qazaxistan, Rusiya,

Yunanistan ve diger dlkolorin Morkezi Banklar ilo
miixtolif istigamatlorde emoekdashq elagelorinin
genislondirilmasi tizro tadbirler hayata kegirilmisdir.

7. 4. Diger xarici togkilatlarla emekdashq

2005-ci ilde Isvegronin iqtisadi Maseleler lizre Dévlet
Katibliyi (SECO) ile Texniki Yardim ve Trening
Programi ¢orcivosindo omokdashq davam etdirilmisdir.
il orzinde SEKO-nun ekspertlori terofindon Milli
Bankin  emekdaslarna  "Maliyye  programinin
qurulmasi”, "Modellasdirma vo makroigtisadi tohlil" vo
digor mévzularda seminarlar kegirilmisdir,

ABS-in Beynolxalq Inkisaf Agentliyi (USAID) ilo
olde olunmus raziliga asasen 2005-ci il arzinde rezident
ekspertler torafindon bank nozareti, hiiqug, mihasibatliq
islerinin tekmillegdirilmesi ve korporativ idaroetme
movzularinda seminar vo moslohot xidmetleri hoyata
kegirilmigdir.

Milli Bankin Beynoalxalq Hesablagmalar Banki (BHB)
ilo do qarsiligh slageleri inkisaf etdirilmisdir. BHB ilo
texniki yardim ve treninglerle bagh fikir miibadilesi
aparilir.

2005-ci ildo Almaniya inkisaf Banki (KfW) ile
Omanatlorin Sigortasi Fondunun yaradilmasi ve diger
istiqgamotlorde omokdasliq alagaleri davam etdirilmis-
dir. Homginin, 2005-ci ilde KfW Bank Respublkanin
kapitalina investisiya qoyulusunu heyata kecirmisdir.

7.5. Milli Bankin nailiyyatlorinin diger merkezi
banklarla bolisiilmesi

Son iller Milli Bankda markezi bank isinin miixtelif
istigamatlori, o clmleden - Odonig sistemlori,
makroigtisadi modellosdirme, bank nezareti vo
miihasibat ugotu {izra diinya standartlarina cavab veron
miithiim naticeler alde edilmisdir. Oldo olunmus
naticolor miixtelif beynelxalq teskilatlar terofinden
yiiksek giymotlondirilmisdir. Milli Bankin nailiyyetlori
bir sira markezi banklarin diggetini calb etmisdir.

Morkezi Afrika Olkolori Banki, Oman Morkozi
Bank1, Qurgizistan Milli Banki ve Olcezair Morkozi
Bankinin filiali olan Banklararasi odenis merkezi
Azorbaycan Milli Bankda yaradilmis "AZIPS" Real
Vaxt Rejiminde Banklararast Milli Hesablagmalar
Sistemi vo "XOHKS" - Xirda Odenisler iizre
Hesablagsma-Kliring Sisteminin is xiisusiyyatlori ve
prinsipleri ilo tamg olmus, Odenis Sistemlori vo
informasiya Texnologiyalar, Tehliikesizlik vo
Hesablagmalar departamentlerin miitoxessislori ilo
tocriibe miibadilosi aparmuslar,




- Equity investments and granting term
loans,
Additional technical assistance.

7.3. Cooperation with foreign central banks

During the year existing partnership relations were
developed and new contacts were established with the
central banks of developed countries in order to
improve the Azerbaijan National Bank's operations to
the level of advanced European Central Banks.

Cooperation with the National Bank of Switzerland
(NBS) was also continued in 2005 on the high level.
NBS experts, during their trips to the National Bank,
provided technical assistance on macroeconomic
management, financial market development, non-
administrative market transaction management tech-
niques, reserve administration, payment system over-
sight, human resource management and internal
audit.

We also continued to promote our cooperation with
Germany's Bundesbank during the current year. As
part of cooperation, Bundesbank provided the
National Bank with technical assistance on cash
administration.

Bilateral partnership relations with the Central Bank
of Turkey (CBT) were also continued this year, CBT
provided the National Bank with valuable advice with
respect to denomination. Accounting experience was
also shared.

National Bank's employees visited the National
Bank of Poland (NBP) in order to learn its experience
in international affairs, human resource management
and information security. In late 2005 a delegation
from the NBP visited the National Bank with an aim
to study the National Bank's operations as well as to
identify possible arcas of future technical assistance.

National Bank's mutual relations with the National
Bank of Austria were further promoted in line with
provision of technical assistance to the denomination
processes.

In 2005 the National Bank's personnel shared inter-
nal audit experiences with the Central Bank of
England.

Furthermore, necessary actions were taken during
the year to expand partnership relations with the cen-
tral banks of Pakistan, Estonia, Czech Republic,
China, Romania, Italy, Kazakhstan, Russia, Greece
and other countries.

National bank's international relations

7.4. Cooperation with other foreign institutions

Cooperation was continued with the Swiss
Economic Affairs State Secretariat (SECO) under the
Technical Assistance and Training Program. During
the year SECO's experts delivered to the National
Bank's personnel "Financial Program Design",
"Modeling and Macroeconomic Analysis" and other
subject seminars.

Under the agreement reached with the US Agency
for International Development (USAID), resident
experts delivered seminars and advisory services on
bank supervision, accounting improvement and corpo-
rate governance.

National Bank promoted its mutual relations with
the Bank for International Settlements (BIS). Opinion
exchange is carried out with the BIS regarding techni-
cal assistance and training.

Cooperation was continued in 2005 with Germany's
Development Bank (KfW) regarding creation of the
Individual Deposit Insurance Fund and other issues. In
addition, KfW made an equity investment in Bank
Respublika in 2005.

7.5. Sharing National Bank's advancements with
other central banks

In recent years the National Bank has gained signif-
icant international standard-compliant accomplish-
ments in different arcas of central banking such as
macroeconomic modeling of payment systems, bank
supervision and accounting. The achievements made
were highly evaluated by international institutions.
National Bank's accomplishments drew attention of a
number of central banks.

Bank of Central African Countries, Central Bank of
Oman, National Bank of Kyrgyzstan and Algiers's
Central Bank's Interbank Payment Center branch
office reviewed the operating characteristics and per-
formance principles of the National Bank-established
AZIPS Real Time Interbank National Payments
System and GSCS Gross Settlement Clearing System
and shared experiences with the Payment Systems and
Information Technology, Security and Settlements
departments' experts.
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VIII MILLI BANKIN ICTIMAIYYOTLO
OLAQOLORI

2005-ci ilde Milli Bank Azerbaycan ictimaiyyatinin
biitiin tobage ve kateqoriyalari-hokumet ve qeyri-
hokumet teskilatlari, elm vo tohsil miiessisolari,
matbuat vo televiziya, humanitar qurumlar, ictimai
toskilatlar vo gruplarla 6z miinasibatlerini diinyanin
demokratik 6lkelerinde oldugu kimi miiasir pesokar
tocriiba asasinda qurmaga calismigdur.

Hesabat dovriinde informasiyanin merhelali ve
montigli idare olunmasini tomin etmaklo ictimaiyyate
miimkiin qeder ¢ox ve keyfiyyetli informasiya
verilmisdir, Materiallarin verilmo formalart vo
tislublar1 optimallasdirilmig, hom kiitlevi informasiya
vasitolori (Ki), hom do ictimaiyyotin diger
niimayaendeleri ilo perspektiv informasiya torofdashg
miihiti daha da inkigaf etdirilmisdir.

Matbuatla slage qarsiligh anlagsma, operativlik,
obyektivlik prinsipleri oesasinda  qurulmusdur.
Informasiya xidmetinin toskiline, yoni faktlarin
informasiyalagdirilmasina, matbuatin hazir
materiallarla tomin edilmasine, sorgularm maksimum
cavablandirilmasina, motbuatin vo televiziyanin
operativ monitoringine nail olunmugdur.

Operativ montoring Milli Bankin maraglarini tomsil
edoan, yaxud onu tonqid eden materiallarin tapilmasi
vo toehlilinds, bu osasda sonraki faaliyyetin
istigamotlondirilmesinde miihiim rol oynamigdr.
Olbatle, dlkeds ¢ixan biitiin metbuat ve telckanallar
izlomek ¢otindir.

Hesabat dovrii orzinde Azorbaycan motbuatinda
Milli Bank haqqinda texminen 427 xeber, rey,
miisahiba, reportaj ve tohlil yazilari derc olunmugdur.
Milli Bankin Ictimaiyyatlo olageler vo Informasiya
xidmatinin toplayaraq tesnifatlandirdigt materiallarin
14311 pozitiv, 248-i loyal, 8-i tonqgidi. 28-1 iso neqativ
xarakterli olmusdur.

Matbuat 6z sehifelarinde Milli Bankin idare Heyati
tizvloring vo digor solahiyyetli niimayandelerine,
habelo Milli Bankin Matbuat Xidmsatine istinad
etmisdir.

[l erzinde Milli Bankin apardig: islahatlar barodo
kifayet goder melumata malik olmadigindan
miloyyan sehvlare yol veran ayri-ayr1 jurnalistlorle
izahat iglori do aparlmig, onlara hoyata kegirilon

islahatlarin mahiyyeti barede tolimat xarakterli yazil
v sifahi izahlar verilmisdir.
2005-ci ilde Milli Bankda kiitlovi informasiya
vasitolori tiglin bir sira tadbirler tegkil edilmesinin de
mithiim rolu olmusdur. Hesabat dévriinde Milli
Bankda Inflyasiya ve antiinflyasiya siyaseti, Ipoteka
kreditlogsmasi, denominasiya movzular1  {izra
seminarlar kegirilmis, brifinglor toskil edilmisdir.
Seminar, brifing ve matbuat konfranslarmda Milli
Bankin Idaro Heyotinin sodri vo iizvleri, Bas
direktorlar vo departament rohbarlori igtirak etmislor.
Hesabat dovriinde dlkenin ve Milli Bankin
tarixindo on 6nemli vo ohamiyyetli hadise - yeni nesil
pul nisanlarinin teqdimat merasimi kegirilmis,
todbirdo Azerbaycan Respublikasinin Prezidenti
conab [lham Oliyev istirak etmisdir. Todbiri yerli vo
xarici kiitlovi informasiya vasitelari isiglandirmislar.
Hesabat dévriinde alde olunan biitiin qozetlorde
dorc olunan materiallarda (informasiya agentliklori,
gozet va jurnallar, telekanallar, radio dalgalart) 450
dofo Milli Bankin Idare Heyotinin sodrine, 100 dofo
Milli Bankin idare Heyatinin diger iizvlerina, 270
dofo Milli Bankin Motbuat xidmetine istinad
edilmisdir’.

' Motbuatda getmis materiallanin [jtimaiyyotlo olagolor vo Informasiya s8bosi torofindon geydo alinmis siyahist "Giindolik [jmallar” vo "Intemet xaborlori” soklinda

ayrija toqdim edilmisdir. Arxiv Milli Bankin Kitabxanasinda saxlamhr,
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VIII NATIONAL BANK'S PUBLIC
RELATIONS

In 2005 National Bank sought to build its relations
with all groups and categories of Azerbaijan's commu-
nities and society - government and non-government
institutions, research and education entities, press and
television, humanitarian organizations, public funds
and groups, on a modern professional experience basis
as in the world's democratic countries.

General public was provided with as complete and
quality as possible information during the reported
period, on a phased-in and logical administration
basis. Material handout forms and methods were opti-
mized and prospective informational partnership envi-
ronment with both mass media and other representa-
tive of society was further developed.

Relations were built with the press based on mutual
understanding, promptness and objectivity principles.
Information service was arranged, that is facts put in
advertisable form, press provided with finished prod-
ucts, queries responded to as completely as possible
and press and television monitored.

Online monitoring represented the National Bank's
interests or played an important role in identifying and
analyzing and subsequently using criticizing materials
as the basis for further work. It is understood that it is
rather difficult to keep track of all press and broadcast-
ing channels in the country.

During the reported period about 427 news,
overviews, interviews, reports and analytical articles
were published on the National Bank in the Azeri
press. The National Bank's Public Relations and
Information service collected and classified all publi-
cations as follows: 143 positive, 248 loyal, 8 criticiz-
ing and 28 negative.

Press made references to the National Bank's
Management Board members and other executive
officials as well as the National Bank's Press Service.

During the year clarifications were provided to cer-
tain journalists who had made some mistakes due to
lack of sufficient information on the National Bank's
reforms; written and verbal, educational explanations
were provided regarding the reforms implemented.

In 2005 the National Bank also arranged a number
of important events for mass media. During the report-

ed period the National Bank organized seminars and
briefings on inflation and anti-inflation policy, mort-
gage lending, denomination, etc.

National Bank's Governor and Board members,
General Directors and department directors participat-
ed in such seminars, briefings and press conferences.

During the reported period the most significant and
important event in the country's and National Bank's
history - presentation of the new generation bank
notes - was organized; the event was attended by the
President of Azerbaijan Mr. Ilham Aliyev. The event
was covered by local and foreign press.

Publications in all newspaper articles (news agen-
cies, newspapers and magazines, broadcasting chan-
nels) collected during the reported period made 450
references to the National Bank's Governor, 100 refer-
ences to other members of the National Bank's Board
and 270 references to the National Bank's Press
Service’.

* The list of published materials recorded by the Public Relations and Information department is presented separately in the form of "Daily Overviews" and

"Internet News". Archives are stored at the National Bank's Library.
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2005-ci ildo Milli Bankin foaliyyeti haqqinda derc edilmis
materiallarin yanagilma tarzine gore say
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2005-ci il orzinde motbuatin digqet yetirdiyi osas  "Iqtisadiyyat" vo "Seher" verilislorinde, ANS
movzular asagidakilar olmusdur: telekanalinin "Nazer ndqtesi", "Oton hofte" hoftelik
o Inflyasiya vo antiinflyasiya todbirlri; analitik-informasiya verilislorindo, o climledon
e Omanatlorin sigortalanmasi fondunun  "Sehor" analitik-informasiya programinda, Space
yaradilmast; telekanalinin "Hor giin" giindelik xeber ve "Her
. Makroigtisadi sabitliyin qorunmasi iizre  hefte" heftelik analitik-informasiya veriliglerinde,
Milli Bankin iizorine diison vozifolor; "Xott" verilisginde Milli Bankin ve bank sisteminin
= Denominasiya vo onu zeruri edon amillor: foaliyyetini isiglandiran siijetlor ve miisahibalor

° SSRi-nin  ®manet Bankinda qalmis
omanatlerin indeksasiya olunmasi vo geri
qaytarilmasi problemi;

o Banklarin sahibkarhg: kreditlogdirmosi ve
kredit faizlori, Milli Bankin ugot derocesi;
° Banklarin minimum nizamnama kapitalina

Milli Bank terofindon qoyulan tolobin
yerino yetirilmosi;

] Valyuta deyismo montogolori ve onlarla
bagli problemlor;

. ipoteka kreditlosmosi, miivokkil banklar
ve Ipoteka Fondunun kotirovka dorocosi;

o Bank kapitalinin konsolidasiyasi prosesi;

° Valyuta ehtiyatlarinin idaro olunmasi;

. Yeni pul nisanlari ve onlarin tehliikesizlik
clementlori;

) Bank statistikas;
° "Millikart"  prosesing merkezinin
yaradilmasi ve fealiyyate baglamasi va s.
2005-ci il arzinda yerli telekanallar torafindon Milli
Bankin fealiyyoti vo timumilikde bank sisteminde
movcud olan veziyyoto kifayot qodor maraq olmus,
telekanallarin demok olar ki hamisinda Milli Bankda
kecirilan tadbirler isiglandiriimisdir,
Hesabat dovriinds AzTV telekanalinin "Xoborlor",

verilmisdir. Lider telekanalinin "Seda" giindelik
xaber, Ictimai Televiziyanin "Sehor" informasiya
programinda, "Carg1" xeberler proqramida Milli
Bankin ~ ve  bank  sisteminin  foealiyyati
isiqlandirtlmigdir.

[l arzindo xarici kiitlovi informasiya vasiteleri ilo
do semoarali alagelar qurulmus ve bu slagelor pesokar
vo isgiizar miistoviyo yonaldilmigdir. ©lagelerin
quruldugu kiitlevi informasiya vasitolori sirasinda
"Reuters" (Boyiik Britaniya), "Associated press"
(ABS), "Frans press" (Fransa), "Interfaks", "ITAR-
TASS", RIA Novosti (Rusiya) informasiya
agentliklorini, "BBC" (Boyiik Britaniya), "TRT"
(Tirkiya), "STV" (Tiirkiya) telekanallarini,
"Amerikanin sesi" (ABS) vo "Azadliq" (ABS)
radiostansiyalarimi,  "Zaman"  (Tirkiye) ve
"Hiirriyyot"  (Tiirkiye), "“lzvestiya" (Rusiya)
qozetlorini gostermek olar. Gosterilen kiitlovi
informasiya vasitoleri Azerbaycanin bank sistemindo
bas veron en ohemiyyatli proseslor barade diinya
ictimaiyyetine melumatlar vermislor.

ictimaiyyeto informasiya otiiriilmesinin en genis
yayilmig formasi press-relizlordir. Hesabat dovriinde
orta hesabla ayda 12-14 press-reliz hazirlanmus,
kompiiter kanallari, faks ve ya Milli Bankin veb-sayti
vasitosilo miixtolif dévri nagrlare, radio ve televiziya
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Number of materials published on the
National Bank in 2005, by character
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Listed below are the main topics of interest of the
press in 2003:

° Inflation and anti-inflation measures;

. Creation of the individual deposit insur-
ance fund;

° National Bank's tasks to preserve macro-
economic stability;

o Denomination and factors of its urgency;

o Issue of indexation and return of individual
deposits remaining at the USSR Savings
Bank:

° Bank lending to private businesses and
loan interest rates, National Bank's dis-
count rate;

e Banks' compliance with the National Bank-
established minimum capital requirement;

e Currency exchange offices and related
problems;

o Mortgage lending, authorized banks and
Mortgage Fund's quotation rate;

. Bank capital consolidation;

° Foreign exchange reserve management;

o New bank notes and their security ele-
ments;

o Bank statistics:

. Creation and operation of MilliKart pro-
cessing center, etc.

In 2005 local TV channels showed adequate interest
in the National Bank's operations and the banking sys-
tem's current situation in general; almost all TV chan-
nels reported National Bank's events.

During the reported year, reports and interviews
regarding the National Bank's and the banking sys-

tem's operations were cast in AzTV channel's News,
Economics and Morning programs; ANS channel's
Point of View, Past Week weekly analytical program,
including Morning analytical show; Space channel's
Every Day daily news and Every Week weekly analyt-
ical shows, and Line show. Lider channel's Sada daily
news, Public Television's Morning news show and
Charchi news program covered the National Bank's
and banking system's operations.

During the year effective contacts were established
with foreign mass media as well, aimed at profession-
al and business issues. Such mass media agencies
included Reuters (Great Britain), Associated Press
(USA), France Press (France), Interfax (Russia),
ITAR TASS, RIA Novosti (Russia) new agencies,
BBC (Great Britain), TRT (Turkey), STV (Turkey)
TV channels, Voice of America (USA) and Liberty
(USA) radio stations; Zaman (Turkey) and Hurriyet
(Turkey); lzvestiya (Russia) newspapers. The said
mass media outlets provided the global community
with information regarding the most significant bank-
ing system processes in Azerbaijan.

Press-relcases represent the most commonly used
and spread form of public information. During the
reported period, on average 12-14 press releases were
issued each month and transmitted to different period-
ical press, broadcasting channels and news agencies
via computer channels, fax or National Bank's web
page.

Visits and meetings are not as widely spread form of
press information, yet the experience shows that if
properly used this method may give effective results.
In this view, National Bank's Public Relations and
Information department held meetings with different

109
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kanallarina, informasiya agentliklorine otiirilmiigdiir.

Qobullar vo gorlislor motbuata informasiya
Gtiirmayin o qader da genis yayilmis formalart deyil,
lakin tocriibe gostorir ki, bu metoddan mentiqls
istifade etdikde effektli natice alde etmok
miimkiindiir. Bu baximdan Milli Bankin Ictimaiyyatle
Olagelor ve Informasiya sobesi miixtelif media
niimayendalari, ictimai birlik vo jurnalist tegkilatlari
ilo gorisler kegirmis, il arzinde toxminon 103 nofori
gobul etmis, 41 defe gorislerdo olmusdur. Belo
goriiglor vo gebullar Milli Bankin vetendaglarla vo
ictimai birliklarlo alage prosesini tokmillogdirmisdir.

2005-ci il orzinde Milli Bankin maili@nba.az rosmi
elektron pogtuna 45660 moaktub daxil olmusdur.
Cografi monboyino goéro daxil olmug cemi 45660
moktubdan 43452-si (89,3%) xidmetin emokdashq
etdiyi informasiya agentliklorinden, 2208-i (10,3%)
xarici Olkolordon, 12-i (0,2%) isa Veb sohife iigiin
ayliq statistik biilletenlari hazirlayan FININVEST
sirketinden daxil olmusdur.

il arzinde xidmeti telefon vasitesilo ictimaiyyatin,
kiitlovi informasiya vasitelerinin niimayendolerinden

ve diger qurumlardan daxil olmus 802 sorgu
gevdiyyata almmgdir. Hor giin xidmate orta hesabla
25-30 zong daxil olmus ve xidmat amakdaslar tokco
telefon zonglorine her giin is vaxtinin texminan 190
degiqesini serf etmislor. Sorgulardan 152-si
votondaslardan, 110-u telekanallardan, 320-si
informasiya agentliklorinden ve 220-si qozetlorden
daxil olmugdur. Daxil olan sorgular miivafiq qaydada
cavablandirlmisdir.

Hesabat dovriinde Milli Bankin veb-sohifosi
yenidan qurulmus, onun dizayn vo strukturu tamamila
doyisdirilmigdir. Saytin dayaniglt vo stabil islemasi
ligiin onun tehliikesizliyi tomin olunmusdur. Milli
Bankin hostingindo miiasir tolablera cavab veran iki
server magint qurasdirtlmigdir.

Belolikla, 2005-ci ilde Milli Bank inkisaf ctmig
olkolorin morkazi banklarimin tecriibesi, PR xidmati
ilo bagh beynalxalq nizamlayici prinsiplori,
pesokarliq kodekslori, etik normalari ve prosedur
texnologiyalar1 esasinda ictimaiyyotlo olagolorinin
shamiyyatli deracade inkisafina nail olmusdur.




mass media representatives, public funds and journal-
ist organizations; received about 103 persons during
the year and had 43 visits. Such visits and meetings
serve the purpose of further improving the National
Bank's relations with individuals and community-
based associations,

In 2005 National Bank's official e-mail box
mail@nba.az  received 45660  messages.
Geographically, 43452 of the total of 45660 messages
were received from the news agencies the press serv-
ice works with (89.3%); 2208 (10.3%) from foreign
countries; 12 (0.2%) from FININVEST company that
develops monthly statistical bulletins for the web-site.

During the year 802 telephone queries were record-
ed from the general public, mass media and other enti-
ties. Each day the press service received on average

National bank's public relations

25-30 phone calls and the department staff spent about
190 minutes of their working time each answering
phone calls only. [52 of the phone queries came from
individuals, 110 from TV channels, 320 from news
agencies and 220 from newspapers. The incoming
queries were properly responded to.

During the reported period National Bank's web-
page was reconstructed, its design and structure were
fully modified. The web-site's security was provided
to ensure its sustainable and stable operation. National
Bank's hosting has two state-of-the-art servers.

Hence, in 2005 National Bank managed to consid-
erably expand and promote its public relations based
on the experiences of central banks from developed
countries, international PR principles, professional
codes, ethic norms and procedure technologies.
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9.2. Insan resurslarinm inkisafi

Beynelxalq standartlara miivafiq olaraq insan
resurslannin idaro edilmosinin toskili vo inkisafi Milli
Bankin strateji foaliyyet planmin prioritet istiqametlerindon
biridir.

2005-ci ilde insan resurslar idare olunmasi sahesinde
Milli Bank qargisinda bu meqsadler miiayyan
olunmusdur:

insan resurslarinin idaro olunmasmma dair
biitiin istigametlor {izre yaradilmis metodoloji
bazanin tekmillesdirilmaesi ve tam tatbiqi;
Sosial  planlagdirma ve motivasiya
sistemlorinin miiasir standartlar osasinda
tokmillosdirilmosi;

Tadrisin tekmillasdirilmasi;

insan resurslarmimn idare olunmast proseslori-
nin avtomatlasdirilmasi.

Milli Bank amokdaslarinin 2004-cii ildoki xidmoti
fealiyyatinin giymatlandirilmesi hoyata kegirilmis,
giymatlondirmenin naticalori imumilosdirilorok bir
cox omokdaglara xidmeti foaliyyoti soviyyesine
milvafiq olaraq karyera yiikselisi, miixtelif maddi
maraqlandirma ve professional inkisaf tadbirlori
mitoyyonlosdirilmisdir.

2005-c1  ilde giymetlendirme  mexanizminin
tokmillosdirilmesi moagsadile emokdaslarin professional
biliklarinin test vasitesile giymatlondirilmesi mexanizmi
daha inkisaf etdirilmisdir. Bu islerin hayata kegirilmasi
ticlin Test Komissiyasi hagqinda Osasnamo islonib-
hazirlanmis, "Milli Bank iscilorinin xidmeti foaliyye-
tinin qiymatlondirilmasi” Qaydalar tokmillos-dirilmis,
ona zeruri dlava vo deyisiklikler edilmisdir.

Milli Bankda is¢ilorin karyera yiiksolisi prosedurunun
beynolxalq standartlara miivafig olarag heyata
kegirilmasi vo daha somarali idara edilmesi magsadile
"Milli Bank iscilorinin karyera yiiksolisi" Qaydalari
hazirlanmigdir.

Il orzindo omokdaglarm karyera yiiksolisi sahosindo
praktiki isler davam etdirilmis, 46 naferin miixtelif
soviyyolordo karyera yiiksolisi tomin edilmisdir,
Onlardan 20 nefori nomenklatur vezifolore kegirilmislor,
Aparilan tohlil naticasinde mileyyenles-dirilmisdir ki,
cari  ildo omokdaslarm  karyera  yliksolisinin
cografiyasinda forgli deyisiklikler bas vermisdir. Bels ki,

Tadrisin istiqametlari
Xarici lkelards tehsil
Ingilis dili kurslari
Bank Todris Merkezi
Dévlet Igtisad Universitetinde 2-ci tahsil

hom MilliKart PM-in foaliyyato baslamasi, hom de Milli
Bankda hayata kegirilon global struktur deyisiklikleri ilo
olagedar olarag, emekdaslanin karyera yiiksoelisi bir
strukturdan digerine axinla miisahida edilmisdir.

Milli Bankda Insan resurslariin idare edilmesi iizro
prosedurlarin daha da tekmillagdirilmesi megsedile
miitemadi olaraq beynolxalq tocriibo dyronilmis, Isvecro
Markazi Banki ile bu sahade amakdasliq edilmisdir.

2005-¢i ildo movcud imkanlar daxilindo sosial
tedbirler sferasinin arasdirilmast isi apanlmis, il erzinda
omokdaglara miixtolif toyinathh miikafatlar (isin
naticalering gére aylq, bank sisteminde uzun miiddet
xidmato gore, bayram miikafatlari ve s.), 84 nefore iso
miixtolif toyinath istehlak kreditlari verilmis vo alave
maddi yardimlar gostarilmisdir.

Bununla borabor, Milli Bankda insan resurslarmin
milasir standartlara mivafiq surotde idare edilmasi,
habelo onlarin  motivasiyasinin  tomin edilmosi
magsodile Milli Bankda mdveud vezifelorin tosnifat
vo onlarin kategoriyalara bolglisii  istiqgamotindo
aragdirmalar aparilmig ve bu aragdirmalarin neticalari
osasinda miivafiq tedbirler hoyata kecirilmisdir.

2005-ci ilde Milli Bankin toskilati strukturu
tokmillogdirilmis vo Milli Bankin garsisinda duran
strateji hodeflore nail olmaga imkan versn miiasir
strukturu formalasdinlmus, bank sferasi lizro qlobal
problemlorin daha asash vo kompleks sokildo todqigi
moaqsedila yeni Igtisadi tadgiqatlar vo prognozlasdirma
departamenti yaradilmisdir. Hazirda Milli Bank 18
bolmenin daxil oldugu Merkozi Aparatdan, Naxgivan
MR idarasinden ve 10 arazi idaresindon ibaratdir.

llin yekunlarina géro Milli Bank aparatmin ve onun
tabeliyinde olan idarelerin stat say1r 651 vahid, o
climlodon statistik hesabat {izro 568 vahid olmusdur.
Iscilorin faktik sayr miivafiq surotdo 561 vo 480 vahid,
o ciimleden Milli Bankin aparatinda 414, Naxgivan
idaresinde 27, biitdvlikde erazi idarelorinde 122 vahid
toskil etmisdir.

Ali vo orta ixtisas tehsilli miitoxessislor torafinden
tutulmali olan 389 vozifodo 383 miitoxossis ¢ahsir ki,
bu da 98,4 faiz teskil edir.

2005-ci ilde Milli Bank iizro 06z xahisi ilo isden
azad olunanlar timumi is¢ilorin faktiki saymin (480
nofor) 6 faizini, yaxud 29 nofor togkil etmisdir.

2005-ci ilde do ovvalki illorde oldugu kimi, "lso

Istirakgtlarm say1 (noforlo)
103
27
7
8




9.2. Human resource development

Organization and development of human resource
management in accordance with international stan-
dards is a priority objective of the National Bank's
stratcgic action plan.

Described below are the human resource manage-
ment tasks of the National Bank in 2005:

Improvement and full-scale application of
the methodological framework covering all
areas of human resource management;
Improvement of the social planning and
motivation systems based on modern stan-
dards;

Improvement of training;

Automation of human resource manage-
ment processes.

National Bank appraised staff performance for 2004
and, as a result of such appraisal set career promotion,
various financial incentive and professional develop-
ment actions with respect to a number of staff mem-
bers given their performance levels.

The mechanism of test-based evaluation of person-
nel's knowledge and skills was further refined in 2005
in order to improve the evaluation mechanism.
Regulations were developed for the Test Committee to
be responsible for these activities, the National Bank's
Staff’ Performance Appraisal Policy was revised and
adjusted as needed.

National Bank's Personnel Career Promotion Policy
was developed with an aim to ensure the personnel
career promotion procedure in compliance with inter-
national standards and more effective administration
of personnel.

Practical works were continued during the year in
personnel career promotion; 46 persons were promot-
ed to different degrees. Of these 20 were transferred to
administrative office positions. A review indicates
that different changes took place in the geography of
personnel's career promotion during the current year.
Thus, operation of the MilliKart PC and structural
adjustments within the National Bank resulted in per-
sonnel's career promotion being accompanied with a
flow from one unit to another.

International experience was regularly studied and

Training module

Foreign country training

English language course
Bank Training Center

i 2nd education at State Economic University

Organizational structure and internal management

cooperation with the National Bank of Switzerland
was enhanced in order to further improve the human
resource management procedures of the National
Bank.

The field of social activities was studied in 2003,
various benefits were granted to personnel (merit-
based monthly bonus, bonus for length of banking
service record, holiday bonuses, etc.) and 84 persons
were granted different consumer loans and financial
support.

In addition, National Bank carried out studies
designed to explore the existing job classifications and
categorization and appropriate actions were taken as a
result of such studies in order to ensure management
of human resources in accordance with modern stan-
dards as well as to introduce a staff motivation system.

In 2005, National Bank's organizational structure
was streamlined and a modern structure was formed
allowing for accomplishing the strategic mission of
the National Bank; a new Economic Research and
Projection Department was established with an aim to
ensure comprehensive and integrated approach to
solving banking problems and issues. Presently, the
National Bank consists of a Head Office composed of
18 departments, Nakhchivan AR office and 10 district
offices.

As of the year-end, the National Bank's head office
and affiliated offices counted 651 staff positions,
including 568 staff positions as per statistical report-
ing. The actual numbers of staff members were 561
and 480 respectively, including 414 in the National
Bank's head office, 27 in Nakhchivan AR office and
122 in all district offices.

383 experts actually work instead of 389 staff posi-
tions to be occupied by higher and secondary educa-
tion specialists, which make 98 per cent.

In 2005, the number of voluntary resignations from
the National Bank made 6 per cent of the total actual
number of personnel (480 persons), or 29 persons.

In 2003, like in previous years, National Bank con-
tinued to pursue its staffing policy in accordance with
the "Recruitment and Hiring Procedures”. During the
year, 112 candidates passed initial interviews, of
which 57 persons were hired.

Training organization and improvement have

Number of trainees (persons)
103 -
27
7
8




Toskilati struktur va daxili idaraetme

gobul" Qaydalarina miivafiq olaraq Milli Bankin
biitovliikdo kadrlarla tomin olunmas ve vakansiyalarin
komplektlogdirilmosi istigamatinde meqsadyonlii
foaliyyot hoyata kegirilmisdir. Il orzindo 112 nofer
namizod ilkin miisahibaden kecirilmig, onlardan 57
nofor ise gebul olunmusdur.

Toadrisin toskili vo onun tokmillesdirilmasi son ilde
Milli Bankda aparilan islahatlarin esas teleblorinden
biridir. "Milli Bankda tedrisin toskili ve ixtisasartirma"
Qaydalarina miivafiq olaraq miixtelif istigamatlorda,
homginin prioritet sahelor lizra is¢ilerin todrisi toskil
edilmigdir.

2005-ci ilde Milli Bankin 103 miitoxossisi  xarici
olkelarda kegirilon kurslarda vo seminarlarda 6z ixtisasini
artrnugdir ki, bunlardan da 74 naferi beynelxalq maliyys
institutlarinin togkil etdiyi seminarlarda, 29 nefori ise
miixtolif xarici banklarla tocriibo miibadilosindo istirak
etmisdir. Osason Beynolxalg Valyuta Fondunun
Birlosmis Vyana Institutunun, Fransa, Almaniya,
Niderland, Ingiltoro, Isvecro, Rusiya morkozi banklarmnin
kecirdiklori bu seminarlar Milli Bank omokdaglarinin
makroiqtisadi idareetma, pul siyasati, bank siyasati vo
maliyye sabitliyi, ddenis istemlorinin foaliyyeti v diger
foaliyyat istiqamotlori ilo bagh masalolorin konseptual
incoliklori ve praktiki aspektlori ilo yaxmndan tams olmaga
genis imkanlar agmusdr.

2005-ci il eorzindo Milli Bank sistemi {izro
miitoxossislorin 44,1% -1 (146 nofor) miixtolif
istiqgamotlor {izra tohsilo colb olunmuslar.

Bundan basga Milli Bank emakdaglari ii¢iin miiasir
igtisadi problemlere hasr olunmug 10 movzu iizre
nazeri-praktiki  seminarlar  kegirilmig, habelo
denominasiya ilo elagodar biitiin orazi idarolorinin
rohberlari figlin 4 seminar togkil edilmigdir.

insan resurslarmin idaro olunmasi proseslorinin
avtomatlagdiriimast istigamatinda beynelxalq tecriiba
Oyronilmis, miixtolif saviyyolordo meoslohotlosmalor
apanilmis, Isvesronin texniki yardim agentliyi olan -
SEKO teskilatt ile emekdashq daha da
genislondirilmigdir.

9.3. Daxili audit

Har bir markezi bankin fealiyyetinde oldugu kimi,
Azorbaycan Milli Bankimin da isindo daxili auditin
inkisafi asas prioritetlardandir.

2006-c1 11 tigiin Milli Banka xas risklorin Avropa
Morkezi Bankim Daxili Auditorlar Komitesinin
risklari giymatlondirme metodologiyasina esasen
yenidon qiymetlondirilmasi aparilmig, bunun
asasinda is plani tertib olunmusdur.

Oldo olunmus tocribe vo formalagmis verdiglor
asasinda, habelo Daxili Auditorlar institutunun
miiayyen etdiyi standartlara slaveloeri nezers almagla
daxili audit isinin teskili ve heyata kegirilmosi tizro
metodologiyanin tekmillogdirilmesi sahesinde 2005-
ci ilde ehemiyyetli islor goriilmiisdiir. Bu istiqametde
bir sira metodoloji prinsiplere yeniden baxilmigdir.

Daxili ve xarici audit isinin olagalendirilmasi vo
isin tokrarlanmasini azaltmaq meqsedile xarici
auditorlarla qarsiligh is olagelori yaradilmis, xarici
auditin aparilmasi zamani bankin emekdaslar ile
xarici auditorlarin daha six olagede islomesi rejimi
tomin olunmugdur. Bu istigamatde Milli Bankda audit
yoxlamas: hoyata kegiron Deloitte and Touche
sirkatinin amekdaslart ile is alagelari qurulmus,
onlart maraqglandiran mesalolor barade miizakiralor
aparilmisdir.

Daxili nozarat sistemlorinin asas komponenti kimi
risklor matrisinin hazirlanmasi istigametindo do
maqsedyonli tadbirler hayata kegirilmigdir. Bu, istor
Milli Bankda daxili nazarat sistemlarinin beynalxalg
standartlara uygun qurulmasi, istorse de biitdvlikde
Milli Bank iizre risklerin idare olunmasinin
somoroliliyinin artirilmast baximidan ohomiyyot-
lidir. Milli Bank tizre risklor matrisinin hazirlanmas:
mogsedilo Ingiltere vo Isvegro Morkozi Banklarinin
tocriibosi dyrenilmisdir.

Daxili audit iginin avtomatlagdiriimasi magsadila
PriceWatherhouseCoopers sirkotinin "Teammate"
program teminatinin tatbigine hazirliq islerina
baglanmilmisdir.

informasiya texnologiyalari sahesinde Informasiya
Sistemlorinin Auditi vo Nozaroti Assosiasiyasinin
(ISACA) ve IT Idaregiliyi Institutunun hazirladig
COBIT standartlarinin (Informasiya ve ®Slagoli
Texnologiyalarda Nezarat Magsadleri) tatbigi
maqsadile gabaqeil olkalarin merkezi banklarmin
tocriibosi Oyronilmis  ve bununla bagli xiisusi
layihanin hayata kegcirilmasi nazarde tutulur.

Milli Bankin morkozi ofisinde Kredit toskilatlarinin
yenidon maliyyologdirilmosi, ©mok haqq vo diger
Odonislerin hesablanmasi ve ucotu, Banklara nazaret
vo Milli Kart Prosessing Merkezi mévzularinda audit
yoxlamalart heyata kecirilmisdir, Yoxlamalarin
naticoleri osasinda tdovsiyelar verilmis ve bu
tovsiyolorin bankin aidiyyati struktur bélmelorinin
foaliyyetinde nezera alinmasi iigiin zeruri tedbirlor
hoyata kegirilmigdir.

Nagd vesaitlarin ve diger giymatlilerin qorunmasi
lizro tohlilkasizliyin tomin olunmasi magsedile Milli
Bankin Orazi idaralorinde tematik vo kompleks audit
yoxlamalar hoyata kecirilmisdir.




become lately a major priority of the National Bank's
reforms. Personnel were trained on different subjects,
including priority issues in accordance with the
National Bank's Training and Skill Development
Procedures. .

In 2005 103 of the National Bank's cxperts devel-
oped their skills at training courses and seminars held
in foreign countries, of which 74 persons attended
seminars organized by international financial institu-
tions and 29 took part in experience exchange with
different central banks. Such seminars mostly organ-
ized by the International Monetary Fund's Joint
Vienna Institute, central banks of France, Germany,
Netherlands, England, Switzerland, Russia enabled
the National Bank's personnel to learn the conceptual
and practical aspects of macroeconomic management,
monetary policy, banking policy and financial stabili-
ty, payment system operations and other transactions,

In 2005 44.1% (146 persons) of the National Bank's
experts were provided with training in different areas.

Furthermore, National Bank organized 10 workshop
seminars for its personnel on today's economic issues
and 4 denomination seminars for all district office
managers.

International expericnce was studied in human
resource management automation, consultations were
held at different levels, and cooperation was further
enhanced with the Swiss technical assistance agency,
SECO.

9.3. Internal audit

As with any other central bank, National Bank of
Azerbaijan considers internal audit development as
a priority.

National Bank's risks were revaluated based on
the risk evaluation methodology of the European
Central Bank's Internal Auditors Committee and a
work plan was developed on that basis.

Significant works were carried out in 2005 in
order to improve the organization and conduct of
internal audit given the standards set by the Internal
Auditors Institute, based on the gained experience
and formed practices. A number of methodological
principles were revised in this respect.

Partnership relations were built with external
auditors in order to coordinate internal and external
audits and reduce activity duplication and bank per-
sonnel's closer cooperation with external auditors

Organizational structure and internal management

during external audits was ensured. In this view,
National Bank set partnership relations with
Deloitte and Touche audit firm that audits the
National Bank; issues of their interest were dis-
cussed.

Actions were taken to develop the risk matrix that
represents a major component of the internal audit
system. This is essential both from the viewpoint of
improving the National Bank's internal audit system
to international standards and increasing the effec-
tiveness of the National Bank's risk management in
general. The experiences of the Bank of England
and National Bank of Switzerland were studied for
preparation of the National Bank's risk matrix.

Preparations were commenced for application of
PriceWaterhouse Coopers audit firm's Teammate
software package for automation of internal audit
activities.

Experiences were studied of central banks from
developed countries and a special project is envis-
aged in order to implement COBIT standards
(Control Objectives in Information and Related
Technologies) prepared by the Information Systems
Audit and Control Association (ISACA) and IT
Management Institute.

National Bank's head office was audited for cred-
it institutions refinancing, salary and other payment
calculation and accounting, bank supervision and
MilliKart Processing Center. The audit findings
were used as the basis for recommendations and
necessary actions were taken to ensure that the
bank's related units and departments take these rec-
ommendations into account in their operations.

Targeted and full-scale audits were carried out at
the National Bank's District Offices with an aim to
ensure security of cash and other valuables.




Miistaqil beynelxalg audit sirketinin rayi

X MUSTOQIL BEYNOLXALQ AUDIT
SIRKOTININ 2005-ci ILIN YEKUNU

UZRD M

LI BANKIN MALIYYO

HESABATI BARODO ROYI

Azorbaycan Respublikast Milli Bankinin idare
Heyatinin iizvlerina:

Biz Azorbaycan Respublikasi Milli Bankinimn
(bundan sonra "Bank") 2-44-cii sehifolerde geyd
olunan 31 dekabr 2005-ci il tarixine hazirlanmig
balansini, homin tarixe biten 1l {izre menfoet ve zoror
hagqinda, pul vesaitlorinin heroketi haqqinda vo
kapitalda doyisikliklor haqqinda hesabatlarinin
(bundan sonra "maliyye hesabatlari") auditini apardiq.
Homin maliyye hesabatlarina géro Bankin rehberliyi
mosuliyyat  dasiyir.  Bizim  moasuliyyatimiz,
apardigimiz auditin naticesine osaslanaraq Bankin
maliyye hesabatlarina dair rey bildirmekden ibaratdir.

Biz auditimizi Beynolxalg Audit Standartlarina
uygun olaraq heyata kecirdik. Homin Standartlar
tolob edir ki, biz yoxlamanin apartlmasmi elo
planlagdiraq ve hoyata kegirok ki, maliyye
hesabatlarinda  oks  etdirilen  melumatlarda
ohamiyyetli sohvlorin olmamasma kifayet qoder

amin olaq. Audit maliyye hesabatlarinda aks etdirilon
mablaglari ve agiglamalari tesdiq edan siibutlarin test
tsulu ilo  yoxlamlmasindan ibarotdir, Audit
yoxlamasma hamginin Bankin rahborliyi torafinden
totbiq edilmis miihasibat prinsiplorinin vo yerino
yetirilmis toqribi hesablamalarin toyin edilmesi vo
eyni zamanda iimumi maliyye hesabatlarinin
togdimatinin giymatlendirilmesi daxildir. Biz hesab
edirik ki, apardigimiz audit naticesinda roy vermak
ligiin kifayat qoder asas toplamisiq.

Bizim royimizo géro, Bankin maliyya hesabatlart
onun 31 dekabr 2005-ci il tarixine maliyyo
voziyyotini, bu tarixdo biton il tizro foaliyyet
naticalarini vo nagd pul vesaitlarinin haraketini biitiin
ohomiyyotli  hallarda diizgiin ve Maliyye
Hesabatlarinin Beynolxalq Standartlarina uygun oks
etdirir.

18 aprel 2006-c1 il
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Independent international auditor's opinion

X INDEPENDENT INTERNATIONAL

AUDITOR'S OPINION ON THE

NATIONAL BANK'S 2005 FINANCIAL
STATEMENTS

To the Members of the Board of the National Bank
of the Republic of Azerbaijan:

We have audited the balance sheet of the National
Bank of the Republic of Azerbaijan (the "Bank") as at
31 December 2005 and the related income statement
and statements of cash flows and changes in equity
(the "f?nancial statements") for the year then ended as
set out on pages 2 to 41. These f?nancial statements
are the responsibility of the Bank's management. Our
responsibility is to express an opinion on these finan-
cial statements based on our audit.

We conducted our audit in accordance with
International Standards on Auditing. Those Standards
require that we plan and perform the audit to obtain
reasonable assurance about whether the financial
statements are frec of material misstatement. An audit
includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the f?nancial state-
ments. An audit also includes assessing the accounting

principles used and signif?cant estimates made by
management, as well as evaluating the overall finan-
cial statements presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion the financial statements present fair-
ly, in all material respects, the financial position of the
Bank as at 31 December 2005, and the results of its
operations and its cash flows for the year then ended,
in accordance with International Financial Reporting
Standards.

18 April 2006
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Miistaqil beynolxalq audit sirketinin revi

31 DEKABR 2005-Ci IL TARIXIN® BITON IL UZR®
MONFoOT VO ZoROR HAQQINDA HESABAT
(milyon Azarbaycan manati ilo)

| ~ Qeydlor 2005 2004
Faiz galirlori 4, 30 148,666 76,011
Faiz xorclori 4, 30 (20,075) (14,638)
FAIZ HESABLANAN AKTIVLOR UZRO EHTIMAL |
OLUNAN ZORORLOR UCUN EHTIYATLAR 128.501 61373
(YARADILMASINDAN) /BORPASINDAN OVVOL " | ’
XALIS FAIZ GOLIRLORI
Faiz hesablanan aktivler tizro ehtimal olunan zerorlor 5,30 (12,081) | 295

ligtin (chtiyat)/ehtiyatin barpas:

XALIS FAIZ GOLIRLORI 116510 63,668
?(anm valyuta mgvqeyinin yeniden giymetlendirilmasi ' (259,393) 1 15,710
lizra (xarc)/golir, xalis |
| i

Xarici valyuta ilo diling emeliyyatlari iizre gelir, xalis : 1,510 _ 1,735
|
'Haqq vo komissiya gelirlori : 6, 30 : 21323 16952
' Haqq ve komissiya xerclori . 6 ' (3,241) (2,482) |
iAktlvleln_ idare gdan Xarici me.neccrlar torefinden 20,902 14226
yerlogdirilon aktivlor lizro golir |
' Ticarot giymotli kagizlarinin yenidon qiymetlendirilmesi (663) )
| lizro zoror _

Sair galirler 730 844
OMOLIYYAT (ZORORI)/GOLIRLORI (102,322) 110,653
OMOLIYYAT XORCLORI 7 (81,997) | (40374)
|l izro xalis (zerer)/menfoat (184,319) 70,279

120-192-ci sohifolordoki geydlor bu maliyye hesabatlarinin ayrilmaz hissosini toskil edir. Miistaqil Auditor
Rayi 1-ci sehifede toqdim olunmusdur.




Independent international auditor's opinion

INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2005
(in Azerbaijan Manats and in millions)

- o Noes | 2005 | 2004
Interest income 4,30 148,666 76,011
Interest expense 4,30 (20,075) (14,638)

NET INTEREST INCOME BEFORE (ALLOWANCE)RECOV- |
ERY OF ALLOWANCE FOR IMPAIRMENT LOSSES ON : 128,591 61,373
INTEREST BEARING ASSETS ' !
| (Allowa.ncc)!recovery of allowance for impairment losses on inter- 5,30 (12081) ‘ 2295
est bearing assets
NET INTEREST INCOME 16510 63,668
(Loss)/gain on foreign currency translation differences, net (259.393) | 15,710
Gain on foreign currency dealing differences, 1510 1735
net R | L
Fee and commission income ' 6,30 21,323 16,952
Fee and commission expense 6 (3,241) (2,482)
' Gain on assets placed with external asset 20,902 14226
managers | |
' Loss on revaluation of trading securities . (663) | -
Other income - ! 730 ‘ 84
OPERATING (LOSS)/INCOME O (102,322) 110,653
OPERATING EXPENSES 7 J (81,997) (40,374)
Net (loss)/profit for the year o (184319) | 02719

The notes on pages 121 to 193 form an integral part of these financial statements. The Independent Auditors'
Report is on page 1.




Miistaqil beynalxalq audit sirkotinin royi

31 DEKABR 2005-Cl IL TARIXIN®
BITON IL UZRO BALANS
(milyon Azarbaycan manati ile)

" Qeydler 2005 | 2004

AKTIVLAR | | |

Nagd pul ve qisamiiddatli vosaitlor ' 8 4,535,964 4455206
Rezident banklara verilmis kreditlor, xalis ' 9 344515 298374
Ticarat qiymatli kagizlar 10 ' 91,238 -
Beynolxalq Valyuta Fondundaki qaliglar ' 1 L2313 1,212,945

tiviori idaro eden xarici menccerlor torafinden

;\c]:'lag;dirilan ;ktivler ’ W Tl ik e oL
Satis iigiin nozorde tutulan qiymetli kagizlar 13,30 . 345,528
Odenis tarixinodek saxlamlan giymatli kagizlar L1430 689359 361345
Osas vosaitlor, xalis 3 15 103,018 80,383
Qeyri-maddi aktivler, xalis ' 16 20,424 ' 19,731

Sair aktivler, xalis ' I7 33,579 3,180
CoMi AKTIVLOR | 7775370 7,525,865
OHDOLIKLOR VO KAPITAL .
OHDOLIKLOR: | | |

Dévriyyade olan nagd pul I8 2970541 2,631,036
Kredit toskilatlarinin hesablari 19,30 1458630 1,537,048 |
Hékumat hesablari 20,30 925727 581,200
Buraxilmis borce giymotli kagizlari ' 21 C157.012 99.462
Y.emdar.l alllnmlsma dair razilagmalar osasinda satilmig ” 1,000 i
qgiymetli kagizlar |

Sair depozit hesablari 23, 30 4,192 2,575
Beynolxalq maliyye institutlarindan alinmis vesaitlor 24 31,320 26,038
Beynolxalq Valyuta Fondu qarsisinda dhdoliklor ' 25 1929690 2,166,349
Sair dhdoliklor j 26 2749 3329
Comi Ghdaliklor { ‘ 7480,861 | 7,047,037
KAPITAL: - |
Nizamname kapitah . 50,000 50,000
Kapital ehtiyatlari ‘ 215867 409,551
Bey.na]xal.q Valyuta.F.ondu .qflrslsmdfi ohdeliklorin ' 28.642 19277
yenidan qiymatlendirilmasi lizra chtiyat

Comi nizamnama kapitali ve kapital chtiyatlari ‘ ' 294,509 1 4?8,828
CoMi OHDOLIKLOR VO KAPITAL 7775370 | 7,525,865 |

120-192-ci sohifolordeki qeydlor bu maliyye hesabatlarinin ayrilmaz hissosini togkil edir. Miistoqil Auditor
Royi I-ci sohifodo togdim olunmusdur.




ASSETS
'Cash and short-term funds
Loans to resident banks, net
Trading securities

‘Balances with the International Monetary Fund

Assets placed with external asset managers

Investments available-for-sale
Investments held-to-maturity
Fixed assets, net
' Intangible assets, net
Other assets, net
' TOTAL ASSETS
'LIABILITIES AND EQUITY
'LIABILITIES:

: Money issued in circulation

' Accounts of credit organizations
'Government accounts

'Debt securities issued

Securities sold under agreements

to repurchase
Other deposit accounts

| Funds borrowed from international financial institutions

i Liabilities to the International Monetary Fund

| Other liabilities
'Total liabilities
EQUITY:
‘Charter fund
‘Retained earnings

} Revaluation reserve for liabilities to the International

Monetary Fund

'Total charter fund and reserves

'TOTAL LIABILITIES AND EQUITY

BALANCE SHEET
AS AT 31 DECEMBER 2005
(in Azerbaijan Manats and in millions)

Notes

10
11

13,30
14, 30
15
16
17

18
19, 30
20, 30

21

23, 30
24

25
26

Independent international auditor's opinion

2005 2004
4,535,964 4,455,206
344515 298374

91,238 -
1237,173  1212,945
720,100 749,173

- 345,528

689,359 361,345
103,018 80,383

20,424 19,731

33,579 3,180
7775370 | 7,525,865
2970541 2,631,036
1458630 1,537,048
925.727 581,200
157.012 99.462

1,000 )

4,192 2575

31,320 26,038
1929690 2,166,349

2,749 3329
7,480,861 7,047,037

50000 50,000
215867 409,551

28,642 19277
294,509 | 478,828
71775370 | 7,525,865

The notes on pages 121 to 193 form an integral part of these financial statements. The Independent Auditors'

Report is on page 1.




Miistoqil beynelxalq audit sirkotinin royi

31 DEKABR 2005-CI IL TARIXINO BITON iL UZRO
KAPITALDA DOYISIKLIKLOR HAQQINDA HESABAT
(milyon Azarbaycan manati ila)

Beynolxalq Valyuta |
| Fondu qarsisinda ‘
Glepdiar Nizamname  Kapital ¢hdoliklorin Comi
€ kapitali ~ chtiyatlart | yeniden .
\qiymotlondiril-mesi |
 {izro ehtiyat |
31 dekabr 2003-cii il | 27,992 351,613 | 45,800 | 425,405 ‘
i 1 | - - —
Nizamnama kapitalinin artirilmas: 22,008 (22,008) - - |
Dévlat biidcosine koglirmolor - | | | -
2 . .
(geyd 26) 7,30 (16,856) (16,856) |
il iizro xalis menfoat ; - 96,802 (26,523) 70,279 ‘
31 dekabr 2004-cii il | i 50,000 409,551 19,277 | 478,828 |
il tizro xalis (zoror) , (193,684) 9,365 (184,319)
31 dekabr 2005-ci il 50,000 215,867 28,642 - 294,509

120-192-ci sohifolordoki qeydlor bu maliyye hesabatlarinin ayrilmaz hissosini togkil edir. Miistoqil Auditor
Rayi 1-ci sahifoda taqdim olunmusdur.




Independent international auditor's opinion

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2005
(in Azerbaijan Manats and in millions)

‘ ‘ ’ | Revaluation rcscrvei
: ; Retained  for hiabilities to the Total capi-
Notes  Charter fund : : ) 5 e
‘ | ! earnings International ~ tal
' ' Monetary Fund

31 December 2003 - ‘ 27,092 351,613 45,800 i4zs,4os
Capitalization of reserve funds 22,008 (22,008) - -
Transfer to the Government Budget 27,30 | - (16,856) - (16,856)

' Net profit for the year - 96802 (26523) 70279

i31 December 2004 | ‘ 50,000 | 409,551 19277 | 478828
Net (loss) for the year I - (193,684) 9,365 (184,319)

i31 December 2005 _ i 50,000 | 215,867 28,642 294,509

The notes on pages 121 to 193 form an integral part of these financial statements. The Independent Auditors'
Report is on page 1.




Miistogil beynalxalq audit sirketinin rayi

31 DEKABR 2005-CI IL TARIXIN® BITON
IL UZRO PUL VOSAITLORININ HOROKOTI HAQQINDA HESABAT

(milyon Azarbaycan manati ila)

kagizlarin geri alinmasi / (onlardan golir)

Osas vosaitlorin almmasi

Qeyri-maddi aktivlorin alinmasi

Investisiya foaliyyetinda istifado olunan xalis nagd pul vesaitleri

(3,082)

| (113,342)

- Qeydler - 2005 2004
'OMOLIYYAT FOALIYYOTINDON YARANAN NAGD PUL |
VGSAiTLBRiNiN HGRBKBTiE ‘ ‘
Qcyn-rcm.dent banklarda yerlogdirilmis vesaitlor tizro 136,465 56,650
alinmus faizlor
Rezident banklara verilmis kreditlor tizre alinmus faizlor 19,580 13,189
investisiya qiymatli kagizlar {izre alinmus faizlor 2,923 1,429
Sair almmus faizlor 179 99
B(I:ynctlxalq maliyye institutlarindan ahinms kreditlor tizro 6denilmis (9,888) (13.529) '
faizlar
Miistori hesablar {izro ddenilmis faizler | (397)  (249)
Buraxilmig bore qiymetli kagizlar tizro 6donilmis faizlor | (8,972) (520)
Odani[mis sair faizlor ' (972) N (7
Xarici valyuta Gizro diling emaliyyatlarindan yaranan golir, xalis 1,510 1,735
' Alinmis haqq ve komissiyalar 21,323 16,952
'(')dnnilmis haqq vo komissiyalar (3,241)  (2,482)
AkFiv]ari‘ idar§ Cfian xarici menecerlor torofindon yerlogdirilon 20,902 14226
aktivler iizro golir
Alinmis sair emaliyyat golirlori 730 844
Odanilmis amaliyyat xarclori (69,598)  (31,365)
?m@iyygt aktiv va fjhdali?lerinda da.yisi]‘(liklordon ovvol omoliyyat | 110,544 ' 56.973 '
oaliyyetindon yaranan nagd pul vosaitlari :
Omoliyyat aktivlerinde ve 6hdeliklerinde deyisiklikler |
Omoliyyat aktivlarinde xalis (artma) / azalma; :
Qeyri-rezident banklardan alinacaq vesaitlor (13,305) (],90],189}!
Rezident banklara verilmis kreditlor (49,153) (78,044) '
Ticarot qiymotli kagizlar (3,050) —
Sair aktivlor (28.,509) 761
Omoliyyat dhdoliklarindo xalis artma / (azalma):
Kredit toskilatlarmin hesablari (54,291) 1,176,162
'Hokumet hesablari 377.456 L1257
Sair depozit hesablari 2,830 (53,518) |
Sair ohdalikler, maliyys lizingi 6hdaliyi ¢ixilmagla (218) 2,648
Sma‘liyyhal foaliyyotindon yaranan / (istifado edilon) xalis nagd pul 342,304 ' (784.930) '
“vosaitlari
INVESTISIYA FOALIYYOTINDON YARANAN NAGD PUL | | |
VOSAITLORININ HOROKOTI:
Odonis tarixinodok saxlanilan qiymetli investisiya kagizlarindan galir | (79,238) (50,700)
Yenidon alimmasina dair razilagmalar esasinda satilmis qiymatli i 1,000 (41.100)
|

(32,022)  (10,880) |

(5350) |
(108,030)




STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2005

(in Azerbaijan Manats and in millions)

:CASH FLOWS FROM OPERATING ACTIVITIES:

Interest received on placements with non-resident banks

Interest received on loans to resident banks
Interest received on investment securities
Other interest received
Interest paid on borrowings from international financial
institutions
Interest paid on customer accounts
Interest paid on securities issued
Other interest paid
Foreign currency dealing differences, net
Fees and commissions received
‘Fees and commissions paid

Gain on assets placed with external asset managers

Other operating income received
'Operating expenses paid
Cash flows from operating activities before changes in operating assets
and liabilitics
‘Changes in operating assets and liabilities
Net (increase)/decrease in operating assets:
Due from non-resident banks
' Loans to resident banks
| Trading securities
| Other assets
'Net increase/(decrease) in operating liabilities:
Accounts of credit organizations
'Government accounts
‘Other deposit accounts
' Other liabilities, excluding finance lease liability

Net cash provided by/(used in) operating activities

‘CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from investment securities held-to-maturity

' Repurchase of/(proceeds from) securities sold under agreements to
repurchase

Acquisition of fixed assets
' Acquisition of intangible assets

Net cash used in investing activities

[ndependent international auditor's opinion

Notes |

2005 2004
136,465 56,650
19580 13,189
2,923 1,429
179 9
(9.888) (13,529
(397) (248)
(8972)  (520)
9712y (D
1,510 1,735
21323 16952
(3.241) (2482
20902 14,226
730 844
(69,598)  (31,365)
110,544 56973
(13.305)  (1,901,189)
(49,153)  (78,044)
(3.050 -
(28.509) 761
(54291) 1,176,162
37745 11277
2830 (53,518)
(218) 2,648
342304 (784,930)
|
(79.238)  (50,700)
1000 (41,100)
(32.022)  (10,880)
(3.082)  (5350)
(113,342)  (108,030)




Miistoqil beynalxalg audit sirketinin royi

31 DEKABR 2005-Ci iL TARIXIN® BITON iL UZR®O (Davami)
PUL VOSAITLORININ HOROKOTI HAQQINDA HESABAT
(milyon Azerbaycan manati ilo)

Qoydlor | 2005 2004
'MALIYY® FOALIYYOTINDON YARANAN NAGD ' | |
' PUL VOSAITLORININ HOROKOTI:
| Dc':'_wriyyaye nagd_ pulun buraxiimasi - | 339,505 | 462,? .
Maliyya lizingi 6hdaliyinin 6donilmesi | (180) | - |
| Buraxilmis borc qiyrﬁat]i kagizlart lizro golir 57,286 | 99,032
| Beynalxalq maliyyo institutlarmde-n-l_ éllnmls vosaitlordo xa]isj . 7.075 | 6.461

artma

Beynolxalq Valyuta Fondu qarsisinda dhdalikler iizro xalis (133.589) (275.858)

azalma
Dovlet biidcesine koglirmalar - (16,856)
Maliyye foaliyyatinden yaranan xalis nagd pul vesaitlori 270,097 275,295

Nagd pul vesaitlerine ve pul vesaitlerinin ekvivalentlorine . (93.042) 30,525 ‘

valyuta mazennasindaki doyisikliklorin tosiri

NAGD PUL VOSAITLORIND® VO NAGD PUL

VOSAITLORININ EKVIVALENTLORINDO XALIS 406,017 (587,140)
ARTMA / (AZALMA)

ILIN @VVOLINDS NAGD PUL VOSAITLORI VO | '

NAGD PUL VOSAITLORININ EKVIVALENTLORI 8 AR 3AB0R0
ILIN SONUNDA NAGD PUL VOSAITLORI VO NAGD g 3315.783 2.909.766 ‘

'PUL VOSAITLORININ EKVIVALENTLORI

120-192-¢i sohifelordeki qeydler bu maliyye hesabatlarinin ayrilmaz hissesini teskil edir. Miistoqil Auditor
Royi I-ci sehifode taqdim olunmusdur.




Independent international auditor's opinion

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2005 (Continued)
(in Azerbaijan Manats and in millions)

| CASH FLOWS FROM FINANCING
ACTIVITIES:

[ssue of money into circulation
Repayments of finance lease obligation
Proceeds from debt securities issued

Net increase in borrowings from international financial insti-
tutions

Net decrease in liabilities to the International Monetary Fund

Transfers to the Government budget

‘Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equiva-
lents

NET INCREASE/(DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE BEGIN-
NING OF THE PERIOD

CASH AND CASH EQUIVALENTS AT THE END OF
THE PERIOD

Notes 2005

339,505
(180)
57,286

7,075

(133,589)

270,097

(93,042)

406,017

|
8 | 2,909,766
i

8 3,315,783

2004

462,516

99,032

6,461

(275.,858)
(16,856)

273,295

30,525

(587,140)

3,496,906

2,909,766

The notes on pages 121 to 193 form an integral part of these financial statements. The Independent Auditors'

Report is on page 1.




Miisteqil beynalxalq audit girketinin rayi

31 DEKABR 2005-CI IL TARIXINO BiTON iL UZRD
MALIYY® HESABATLARINA QEYDLOR
(milyon Azoarbaycan manati ilo)

1. BANK HAQQINDA UMUMI MOLUMAT

Azorbaycan Respublikasi Milli Banki ("Bank") 22 dekabr 2004-cii il tarixdo qiivvoyo minmis "Azorbaycan
Respublikasmin Milli Banki hagqimda Qanun"a ("Qanun") miivafiq olaraq foaliyyet gostorir. Y uxarida geyd olunan
tarixadok Bank Azerbaycan Respublikasmm "Milli Bank" haqqnda 10 iyun 1996-c1 il tarixli Qanununa uygun

olaraq fealiyyot gostormisdir. Bankin hiiquqi tinvam asagidaki kimidir: R. Behbudov kii¢.32, AZ1014, Baki,
Azorbaycan.

Bankin Azerbaycan Respublikasinda 11 erazi idaresi vardir.

Qanunun 4-cii maddesine uygun olaraq:

o Milli Bankin foaliyyatinin asas mogsodi 0z solahiyyetlori daxilinde giymetlorin sabitliyinin tomin edilmesidir;

o Milli Bankin foaliyyatinin maqgsadi, hemginin, bank vo 6denis sistemlorinin sabitliyini ve inkisafin tomin
etmokdir:

. Manfoot gotiirmek Milli Bankin asas mogsedi deyildir.

Qanunun 5-ci maddosine uygun olaraq Milli Bankin osas funksiyalar asagidakilardir:

) Milli Bank dévlotin pul vo valyuta siyasetini miieyyen cdir ve hoyata kegirir;

) nagd pul dovriyyaesini toskil edir, Azorbaycan Respublikasi Konstitusiyasmin 19-cu maddesinin I1 hissosine
va bu Qanuna miivafiq olaraq pul nisanlarinin todaviilo buraxilmasini vo todaviilden ¢ixarilmasm hoyata
kegirir;

° Azorbaycan manatinimn xarici valyutalara nisbotde resmi mazennesini mitemadi miieyyon edir vo elan edir;

o ganunvericiliyo uygun olaraq valyuta tenzimini ve nezaratini hayata kegirir;

o soroncaminda olan beynelxalq qizil-valyuta ehtiyatlarini saxlayir vo idaro cdir;

. qanunvericiliyo uygun olaraq hesabat todiyo balansim tortib edir vo 6lkenin prognoz tediyo
balansinin hazirlanmasinda istirak edir;

] "Banklar hagqinda" Azerbaycan Respublikasi Qanununa, bu Qanuna vo onlara miivafiq qebul etdiyi

normativ xarakterli aktlara uygun olaraq bank foaliyyatini lisenziyalasdirir v tenzimloyir, ganunla
miiayyan edilmis qaydada bank foaliyyatine nezareti hoyata kegirir;

) Odonis sistemlorinin foaliyyetini togkil edir, olagolendirir, tonzimloyir vo onlarin iizorinde nozareti
ganuna uygun olaraq hayata kegirir;
e bu Qanunla ve diger ganunlarla nezerde tutulmus basqa funksiyalari hayata kegirir.

Milli Bank qanunvericiliyo, habelo Azorbaycan Respublikasmin torofdas ¢ixdigi beynalxalq miigavileloro
miivafiq olaraq onun solahiyyatlorine aid edilon masalalor tizro xarici dovletlerin morkezi banklari ile qarsiligl
miinasibotlorda, habelo beynalxalq maliyyo-kredit togkilatlarinda Azerbaycan Respublikasini tomsil edir. Milli
Bank foaliyyotinin miixtolif saheleri iizro xarici ddvletlorin morkezi banklari ilo emokdasliq hagqinda
miiqavilolor baglaya bilor, homginin xaricde yerloson dovlet ve 6zol merkezi kliring idareleri ilo 6z adindan veo
ona miivafiq selahiyyatlor verildiyi halda Azorbaycan dovleti adindan kliring vo hesablasmalar hagqinda
sazislor vo bagqa miiqavilolor baglaya bilor. Qanunvericiliyo miivafiq olaraq Milli Bank pul, valyuta vo bank
nozaroti sahelerindo omekdaghq mogsodi dagiyan beynolxalq ve regional toskilatlarin kapitallarinda ve
foaliyyatlarindo istirak ede biler.




Independent international auditor's opinion

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005
(in Azerbaijan Manats and in millions)

1. ORGANIZATION

The National Bank of the Republic of Azerbaijan (the "Bank") acts in accordance with the "Law on the
National Bank of the Republic of Azerbaijan" effective from 22 December 2004 (the "Law"). Prior to the above
date the Bank acted in accordance with the "Law on the National Bank of the Republic of Azerbaijan", dated 10
June 1996. The address of its registered office is 32 R. Behbudov Street, AZ1014 Baku, Azerbaijan.

The Bank has 11 regional branches in the Republic of Azerbaijan.

Article 4 of the Law sets out the objectives of the Bank, which are the following:

. the main objective of the Bank is to maintain the stability of prices under its authority;

o also the objectives of the Bank include maintaining the stability and growth of the banking and pay-
ment systems;
) profit carning is not the major objective of the Bank.

Article 5 of the Law sets out the functions of the Bank as follows:

] determines and fulfils state policy in the monetary and currency fields;

. organizes money circulation and implements money issue into and withdrawal from circulation in
accordance with section Il of Article 19 of the Constitution of the Republic of Azerbaijan and the
Law;

. determines and declares the official exchange rate of the Azerbaijan Manat in relation to foreign cur-
rencies;

) performs currency regulation and supervision in accordance with the legislation;

e maintains and manages gold and foreign currency reserves at its disposal;

. prepares the balance of payments based on legislation and takes part in the preparation of the forecast-
ed balance of payments of the country;

. provides licenses, regulates and supervises banking activities as stipulated by the "Law on Banks of
the Republic of Azerbaijan", the Law and other relevant regulations;

. organizes, coordinates and regulates payment system activities and supervises them under the legisla-
tion;

. fulfils other functions, as stipulated by the Law and other relevant regulations.

In accordance with the legislation and the international agreements that the Republic of Azerbaijan is a party
to, the Bank acts on behalf of the Government of the Republic of Azerbaijan in the mutual relations with the cen-
tral banks of foreign countries as well as with the international finance and credit organizations. The Bank may
conclude cooperation agreements in the various fields of its activity with the central banks of foreign countries,
including clearing and scttlements and other contracts with the foreign state and private clearing organizations
signed on behalf of the Bank and the Government of the Republic of Azerbaijan if entitled. In accordance with
the legislation the Bank may participate in the capital and activities of international and regional organizations
with the purpose of cooperation in the in the monetary, currency and banking supervision fields.




Miistoqil beynalxalq audit sirketinin royi

31 dekabr 2005-ci il tarixine biten il iizre maliyye hesabatlar 18 aprel 2006-ct il tarixdo idare Heyeti terafinden tesdiq
olunmusdur.

Miihasibat ugotunun esaslar

Bankin bu maliyyo hesabatlar1 Maliyyo Hesabatlarinin Beynolxalq Standartlarina (MHBS) uygun
hazirlanmigdir. Bu maliyye hesabatlarindaki mabloglor, diger qeydlor olmadiqda, milyon Azerbaycan manati
("manat") ilo ifade cdilmigdir. Bu maliyyo hesabatlart b?zi maliyye alotlorinin yeniden giymotlondirilmasi
istisna olmagqla, tarixi deyer @sasinda hazirlanmigdir.

Bank miihasibat ugotunu esasen MHBS toloblerine cavab veron Azerbaycan qanunvericiliyine uygun
qaydada aparir. Bu maliyyo hesabatlari miihasibat ugotu hagqinda Azerbaycan ganunvericiliyi esasinda
hazirlanmis ve MHBS-o uygunlagdirilmisdir.

Bankin rohberliyinden maliyye hesabatlarinin MHBS-e uygun hazirlanmasinda aktiv ve éhdaliklorin qeyd olunmus
mobloglorine, gorti aktiv ve dhdeliklerin maliyye hesabatlarnin tertib olundugu tarixde agiglanmasina vo hesabat
dovriinda golir ve xorclorin geyda almmig meblaglorine tosir eden toxmini hesablamalardan vo ehtimallardan istifade
etmak tolob olunur. Faktiki noticolor hamin toxmini chtimallardan forglene bilor. Doyisikliye xiisusilo hassas olan
toxmini hesablamalara ehtimal olunan zerorler figiin chtiyatlar vo maliyyo alotlorinin adaletli doyeri aiddir.

omoliyyat Valyutasi
Toqdim olunan maliyye hesabatlarida omeliyyat valyutast Azerbaycan Respublikasi manatidir (bundan sonra "manat").

TEETH

Maliyya alotlarinin ugota alinmasi vo dlgiilmasi

Bank maliyye aktivlorini vo Shdaliklarini yalmz o vaxt balansda ugota alir ki, o, maliyyo aloti barede
miiqavilonin terafi olur. Maliyye aktivlerinin vo ohdeliklorinin adi qaydada alqi-satqisi Bankm alqi-satq:
amaliyyatlarim apardig1 tarixde geyd olunur.

Maliyyo aktivlori vo ya dhdaliklari ilk olaraq edalatli deyer ile listogol, monfoat vo zerar hagqinda hesabatda
odaletli deyer ilo gostorilmadikdo, alisa birbasa tetbiq olunan ve ya maliyye aktivlorinin vo ya 6hdeliklorinin
buraxilmasi {izre emaliyyat xerclori moblaginde taninir. Bu maddelerin sonradan yenidon giymatlondirilmasine
dair miihasibat ugotu qaydalar1 asagida geyd olunan miihasibat ugotu qaydalarinda agiglanir.

Nagd pul vesaitleri ve nagd pul vesaitlerinin ckvivalentlori

Nagd pul vosaitlori vo nagd pul vesaitlorinin ekvivalentlorine kassada olan nagd pul, miixbir hesablar, o
ciimlodon qeyri-rezident banklarda yerlogdirilmis overnayt depozitlor vo qisamiiddetli depozitlor, aktivlori idaro
edon xarici menecerlar torafinden yerlogdirilon aktivler ve miiqavile tizro 6deme miiddati 90 giin olan qiymotli
investisiya kagizlar aiddir (qeyd 8).

Bank terafindon verilmis kreditlor

Bankin ayirdigi kreditler Bank torofinden borcalanin birbasa pul vosaitleri ile tomin edilmesi vo ya kredit
xottinda igtiraki naticosinda yaranan maliyye aktivloridir.

Bank terofinden ayrilmig biitin kreditlor adaletli deyer iistogol aidiyyati emeliyyat xorcleri mebloginde
tanimr. Ogor verilon moblogin adaletli dayari kreditin odalotli doyorina beraber deyilso, mosolon kreditin bazar
doeyerindon agagi deyorlo buraxilmasi, ona verilon adaletli doyerle kreditin odalotli deyeri arasindaki forg
kreditin ilkin taminmasi zamani zaror kimi geyde ahmir vo menfoet vo zorer hagqqinda hesabata aktivlerin
ayrilmasi {izra zororlor kimi daxil edilir.




[ndependent international auditor's opinion

These financial statements were authorized for issue by the Board of Governors on 18 April 2006.

Accounting basis

These financial statements of the Bank have been prepared in accordance with International Financial
Reporting Standards ("IFRS"). These financial statements are presented in millions of Azerbaijan Manats
("AZM") unless otherwise indicated. These financial statements have been prepared under the historical cost
convention, except for the revaluation of certain financial instruments.

The Bank maintains its accounting records in accordance with Azerbaijan law, which in majority complies
with IFRS. These financial statements have been prepared from the Azerbaijan statutory accounting records and
have been adjusted to conform with IFRS. The preparation of financial statements in conformity with IFRS
requires management to make estimates and assumptions that affect the reported amount of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the financial statements and reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those estimates, Estimates
that are particularly susceptible to change relate to the allowances for impairment losses and the fair value of
financial instruments.

Functional currency

The functional currency of these financial statements is the Azerbaijan Manat ("AZM").

y gy I ANT A0 \

Recognition and measurement of financial instruments

The Bank recognizes financial assets and liabilities on its balance sheet when it becomes a party to the con-
tractual obligation of the instrument. Regular way purchases and sales of the financial assets and liabilities are
recognized using settlement date accounting.

Financial assets and liabilities are initially recognized at fair value plus, in the case of a financial asset or finan-
cial liability not at fair value through profit or loss, transaction costs that are directly attributable to the acquisi-
tion or issue of the financial asset or financial liability. The accounting policies for subsequent re-measurement
of these items are disclosed in the respective accounting policies set out below.

Cash and cash equivalents

Cash and cash equivalents include cash, correspondent accounts including overnight deposits and short-term
placements with the non-resident banks, assets placed with external asset managers and investment securities
with an original maturity within 90 days (note 8).

Originated loans

Loans originated by the Bank are financial assets that are created by the Bank by providing money directly to
a borrower or by participating in a loan facility.

All loans originated are initially recognized at fair value plus related transaction costs. Where the fair value of
consideration given does not equal the fair value of the loan, for example where the loan is issued at lower than
market rates, the difference between the fair value of consideration given and the fair value of the loan is recog-
nized as a loss on initial recognition of the loan and included in the income statement as losses on origination of
assets. Subsequently, the loan carrying value is measured using the effective interest method.




Miistaqil beynaixalq audit sirkotinin royi

Daha sonra, kreditlorin balans doyeri effektiv faiz metodunu istifade etmoklo hesablanir. Sabit ddomo miiddati
olmayan miistorilera verilmis kreditlor gdzlonilon Gdome miiddatine asaslanmagla effektiv faiz metodu esasinda ugota
alinir. Miistorilora verilmis kreditlor ve avanslar ehtimal olunan zererler tiglin har hansi ehtiyat ¢ixilmagla xalis doyerlo
qeyde alinir.

Kreditlorin vo avanslarin silinmasi

Kreditlor vo avanslar girovlar Bankin sahibliyine kegdiyi ve kredit vo avanslarm timidsiz borclara ¢evrildiyi
halda, ehtimal olunan zorerlor {igiin yaradilmig ehtiyatlardan silinirler. Kreditlor vo avanslar banka 6denilmali
mobleglori toplamaq tigiin rehberlik torafinden biitiin miimkiin todbirlor hoyata kecirildikdon vo Bank biitiin
miimkiin tominatlart satdiqdan sonra silinir. Yerli qanunvericiliyo osason, kreditlor yalniz Idare Heyotinin qorari
vo milayyen hallarda, Mehkemenin miivafiq gorart ilo siline biler.

Faiz hesablanmayan kreditlor

Maliyye aktivlori vo ya maliyye aktivlerinin oxsar qrupu ehtimal olunan zerar noticasindo bir dofo silinarse,
faiz goliri ehtimal olunan zerori hesablamaq megsadilo golacokde daxil olacaq nagd vesait axmini
diskontlasdirmagq iigiin istifade olunan faiz dorocosini totbiq etmakle taninir.

Ehtimal olunan zererler tgiin chtiyat

Bank maliyyo aktivinin vo ya maliyye aktivleri qrupunun giymetdon diismesi hagqinda obyektiv siibut
oldugda maliyyo aktivleri iizre ¢htimal olunan zererlor ligiin chtiyatlar yaradir. Ehtimal olunan zororler figiin
ehtiyatlar zomanat ve girov hesabma barpa oluna bilon meblog daxil olmagla, amortizasiya doyari ilo geydo
alinan maliyye aktivlori Gi¢lin maliyye aktivlerinin haqiqi effektiv faiz derocesi ilo diskontlagdiriimagla
galocokdo daxil olmasi ehtimal edilon nagd pul vesaitlerinin ilkin deyeri ile balans doyari arasindaki forq kimi
hesablanir. Ogor novbeti dovr arzinde ehtimal olunan zererin meblegi azalirsa vo homin azalma qiymetden
diisme tanindiqdan sonra bas veren hadise ilo elageli olarsa, ovveller tanmmig ehtimal olunan zoeror ehtiyata
diizolis etmoklo borpa olunur. Ilkin deyer ilo ugota alinan aktivler iizre ehtimal olunan zerar lgiin chtiyat
maliyyo aktivinin balans doyeri ilo oxsar maliyyo aktivlerinin bazardaki cari rentabellik tariflori osasinda
diskontlasdirlan gelacekde daxil olacaq nagd pul vesaitlerinin ilkin deyeri arasindaki forq kimi hesablanir. Bu
clir ehtimal olunan zororlor barpa edilmir.

Ehtimal olunan zorerler Giglin ehtiyatlarin miloyyen edilmaesi riske moruz qalan aktivlarin tohlilino asaslanir
vo rehberliyin fikrince ¢okilmis xerclori borpa etmoyo kifayetdir. Ehtiyatlar ayri-ayriligda miihiim shemiyyot
kosb cdon maliyye aktivlori {igiin risk aktivlerinin fordi sokilde giymetlondirilmesi ve ayri-ayriliqda mithiim
ohamiyyot kosb etmoyon maliyye aktivleri ligiin fordi ve ya birgo giymatlendirma noticosinde yaradilr.

Ehtimal olunan zararlor iigiin ehtiyatdaki deyisiklik monfoet vo zerer hesabatinda gésterilir vo ehtimal olunan
zororlor {iglin ehtiyatin comi daxil olan {imumi aktivlerin mebloginden ¢ixilir ve balans hesabatinda gostorilir.
Ehtimal olunan zoror iizre xarcin ¢okilmasinin no dorocads obyektiv siibut oldugunu milayyonlosdirorken Bankin
nazorden kecirdiyi faktlara debitorlarn ve ya emitentlorin likvidliyi, donis etmo qabiliyyati, biznes vo maliyyo
risklori, oxsar aktivlorlo bagh 6denislerin kecikdirilmosi dorocesi, milli vo yerli igtisadi yoniimlar vo goraitlor,
girovun vo zomanetlerin adalotli doyori daxildir. Bu ve digor faktlar ayriligda vo ya birlikde maliyyo aktivlerindo
vo ya maliyye aktivleri qrupunda ehtimal olunan zerarin bas vermasi haqginda obyektiv delili oks etdiro biler.

Nozoro almaq lazimdir ki, zororlorin hesablanmasi rohberliyin ehtimallarina osaslanir. Miloyyen dovrlordo
Bankin gokdiyi mosrefler ehtimal olunan zorerlor tigiin ehtiyatlara nisbaton daha gox ola bilor ki, bu zaman
chtimal olunan zororler iigiin chtiyatn riske meruz qalan aktivler iizre ¢okilon xorcleri ohato edo bilmosi
rohbarliyin gerarindan asilidir.




Independent international auditor's opinion

Loans to customers that do not have fixed maturities are accounted for under the effective interest
method based on expected maturity. Loans and advances to customers are carried net of any allowance for
impairment losses.

Write off of loans and advances

Loans and advances are written off against the allowance for impairment losses in the case of the uncollectibil-
ity of loans and advances, including the repossession of collateral. Loans and advances are written off after man-
agement has exercised all possibilities available to collect the amounts due to the Bank and after the Bank has
sold all available collateral. In accordance with the statutory legislation, loans may only be written off with the
approval of the Board and, in certain cases, with the respective decision of the Court.

Non-accrual loans

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment
loss, interest income is thereafter recognized using the rate of interest used to discount the future cash flows for
the purpose of measuring the impairment loss.

Allowance for impairment losses

The Bank establishes an allowance for impairment losses of financial assets when there is objective evidence
that a financial asset or group of financial asscts is impaired. The allowance for impairment losses is measured
as the difference between the carrying amount and the present value of expected future cash flows, including
amounts recoverable from guarantees and collateral, discounted at the financial asset's original effective interest
rate, for financial assets which are carried at amortized cost. If in a subsequent period the amount of the impair-
ment loss decreases and the decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment loss is reversed by adjusting an allowance account. For finan-
cial assets carried at cost the allowance for impairment losses is measured as the difference between the carry-
ing amount of the financial asset and the present value of estimated future cash flows discounted at the current
market rate of return for a similar financial asset. Such impairment losses are not reversed.

The determination of the allowance for impairment losses is based on an analysis of the risk assets and reflects
the amount which, in the judgment of management, is adequate to provide for losses incurred. Allowances are
made as a result of an individual appraisal of risk assets for financial assets that are individually significant, and
an individual or collective assessment for financial assets that are not individually significant.

The change in the allowance for impairment losses is charged to the income statement and the total of the
allowance for impairment losses is deducted in arriving at assets as shown in the balance sheet. Factors that the
Bank considers in determining whether it has objective evidence that an impairment loss has been incurred
include information about the debtors' or issuers' liquidity, solvency and business and financial risk exposures,
levels of and trends in delinquencies for similar financial assets, national and local economic trends and condi-
tions, and the fair value of collateral and guarantees. These and other factors may, either individually or taken
together, provide sufficient objective evidence that an impairment loss has been incurred in a financial asset or
group of financial assets.

It should be understood that estimates of losses involve an exercise of judgment. While it is possible that in
particular periods the Bank may sustain losses, which are substantial relative to the allowance for impairment
losses, it is the judgment of management that the allowance for impairment losses is adequate to absorb losses
incurred on the risk assets.
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Beynolxalq Valyuta Fondundak: qaliglar

Bank 6z balans hesabatinda Azerbaycan Respublikasi Hokumetinin Beynoalxalq Valyuta Fondundaki ("BVF")
lizvliik Kvotasini ("Kvota"), o ciimleden, Kvota ile bagh buraxilmigs miivafiq dovlet giymetli kagizlarim
gostorir.

Bankin aktivlorine Azerbaycan Hokumetinin Xiisusi Borcalma Hiiquglan ("XBH") ilo saxladigi vesaitlor
daxildir. BVF-don almnug vesaitlere Azerbaycan Hokumeti torafinden Maliyyo Nazirliyinin BVF-ye Kvota
mableglori {izro hesablagmanin aparilmasi {igtin buraxdig1 qiymetli kagizlarla birlikde Azerbaycan Hokumoti ilo
BVF arasinda imzalannis miixtolif kredit razilasmalar1 esasinda ayrilmis kreditlor daxildir. Kreditlor effektiv
faiz metodunu istifade etmekle amortizasiya dayeri ilo qiymatlendirilir.

BVF torafindon kreditin ayrilmast ile bagh masroflor vo faiz xorclori Bankin menfoot vo zoror hesabina daxil
edilir. Kreditlor {izro faizlor Bank toroefinden odenilir ve faiz xercleri kimi gostorilir vo XBH galiglarinin
manatla yeniden giymetlondirilmosinden yaranan forqlor xarici valyuta doyismosi {izro gelirlore v xorcloro
daxil edilir.

Odonis tarixinedek saxlanilan investisiyalar

Odonis tarixinodok saxlanilan investisiyalar miioyyonlogdirilo bilon ve sabit ddenislerlo borc qiymetli
kagizlaridir. Bank hemin qiymatli kagizlar 6denis tarixinodok saxlamaq niyyetina vo imkanina malikdir, Belo
qiymetli kagizlar ehtimal olunan zororlor iigiin ehtiyat ¢ixilmaqla amortizasiya olunmug doyorlo oks etdirilir.
Amortizasiya olunmus giizostlor ddema miiddeti arzinde effektiv faiz metodundan istifade edilmoklo faiz goliri
moblaginde ugota alinir.

Satis ligiin nozordo tutulan investisiyalar

Satis {iglin nozerde tutulan investisiyalar geyri-miloyyon miiddete saxlanmasi planlasdirilan borc
investisiyalarindan ibarotdir. Homin giymetli kagizlar odalotli deyerle tammr. Satig li¢in nazerde tutulan
qiymotli kagizlar ehtimal olunan zererler ve xarici valyuta miibadilesi iizre golir vo ya zererler istisna olmagla
kapitalda deyisikliklor hesabati vasitosilo birbasa kapitalda tanmir. Qiymatli kagizlar satilan zaman ovvollor
kapitalda taminmig imumi gelirlor vo ya zerorlor menfeat vo zaror haqqinda hesabatda taninir. Lakin, effektiv
faiz metodunu istifade etmekle hesablanmis faiz manfoot ve ya zorer haqqinda hesabatda tanimir.

Bank ona moxsus olan satig {igiin nezorde tutulan investisiyalarin edalotli deyerini hesablamaq iigiin rosmi
bazar mozonnelerinden istifade edir. Oger bele mezonnolor yoxdursa, rehberlik torefindon qiymatlondirmo
aparilir.

Satig ficiin nozerde tutulan investisiyalarin odalatli doyerindoki azalma birbaga kapitalda taninarsa ve
investisiyalarin giymotden diigmesine dair agkar siibut olarsa, birbasa kapitalda taninmis imumi zeror kapitaldan
¢ixarthr vo giymotli kagizlarin satilmadigina baxmayaraq monfoot ve zoror haqqinda hesabatda taninir. Ogor
novbati dvrde, satis iiciin nezerde tutulan kimi tosniflesdirilmis bore aletinin adalatli deyeri artarsa, qiymatdon
diismo zorarinden sonra bas veron hadiso ilo alageli olan bu artim menfoat ve zerer haqqinda hesabatda taninir,
ehtimal olunan zerer menfest ve zerer hagqinda hesabatda gostorilon barpa mablagi ile geyd olunur.
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Balances with the International Monetary Fund

The Bank shows on its balance sheet the membership quota of the Azeri Government ("Quota") in the
International Monetary Fund (the "IMF"), as well as the corresponding government securities issued in respect
of the Quota.

The Bank's assets include the Azeri Government's holdings of Special Drawing Rights ("SDR"). Amounts
owed to the IMF consist of loans issued under various credit facility agreements signed between the Azeri
Government and the IMF, together with securities issued by the Ministry of Finance of Azerbaijan on behalf of
the Azeri Government to the IMF in settlement of Quota amounts. Loans are measured at amortized cost using
the effective interest method.

Charges and interest expense in respect to the credit facilities provided by the IMF are included in the Bank's
income statement. Interest on the credits is paid by the Bank and is shown as interest expense, and differences
arising from the revaluation of the SDR balances into Manats are included in foreign currency translation gains
and losses.

Investments held-to-maturity

Investments held-to-maturity are debt securities with determinable or fixed payments. The Bank has the posi-
tive intent and ability to hold them to maturity. Such securities are carried at amortized cost, less any allowance
for impairment. Amortized discounts are recognized in interest income over the period to maturity using the
effective interest method.

Investments available for sale

Investments available-for-sale represent debt investments that are intended to be held for an indefinite period
of time. The securities are measured at fair value. Gains or losses on available-for-sale securities are recognized
directly in equity, through the statement of changes in equity, except for impairment losses and foreign exchange
gains and losses, until the securities are derecognized, at which time the cumulative gains or losses previously
recognized in equity are recognized in the income statement. However, interest calculated using the effective
interest method is recognized in the income statement.

The Bank uses quoted market prices to determine the fair value for the Bank's investments available-for-sale.
If such quotes do not exist, management use appropriate valuation techniques.

When a decline in the fair value of available-for-sale investments has been recognized directly in equity and
there is objective evidence that the investments are impaired, the cumulative loss that had been recognized direct-
ly in equity is removed from equity and recognized in the income statement even though the securities have not
been derecognized. 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 recog-
nized in the income statement, the impairment loss is reversed, with the amount of the reversal recognized in the
income statement.
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Ticarat giymotli kagizlan
Ticarat giymotli kagizlar asagidaki sortlordon har hansi birine uygun golon maliyye aktivleridir:

(a)  Onlar alqi-satq tigiin saxlamlan maliyyo aktivleri kimi tosniflosdirilir. Maliyye aktivi:
(1) osasan yaxin miiddotdo satis moagsedilo alindiqda;
(i) birlikde idare olunan ve gisamiiddatli manfoatin olde edilmasi
faktimn méveud oldugu miioyyon edilmis maliyye alotlori qrupunun bir
hissasi olduqda; ve ya
(iii) derivativ olduqda (teyin olunmus derivativ ve effektiv sigorta
(hecing) alati istisna olmag|la)
alqi-satqi Gelin saxlanilan maliyye aktivi kimi tosniflogdirilir,

(b)  Tlkin tanmma zamam bu Bank torafindon monfoet ve zoror hesabinda adalotli doyorlo gostorilir.

Bu giymaotli kagizlar adalotli doyorlo, belo yenidon giymetlondirma manfoot vo zoror haggqinda hesabatda
gostorilmoklo vo ona hesablanmig faiz vo ya kupon goliri olave edilmoklo giymeotlondirilir. Bank ticarot
qiymotli kagizlarim odalotli doyorlo miioyyenlogdirmak iigiin bazar qiymotlorinden istifade edir.

Osas vesaitlor vo geyri-maddi aktivler

Osas vesaitlor vo geyri-maddi aktivler ilkin dayerdon yigiimig kéhnalmani ve her hansi taninmis giymetdan
diisme zorarini ¢ixmagla tammir, Natamam aktivlorin vo istismara buraxilmamis aktivlorin kéhnolmaosi aktivin
istifadeye hazir oldugu tarixden hesablanr.

Osas vesaitlerin kéhnalmasi ve qeyri-maddi aktivlerin amortizasiyasi ilkin deyerle hesablanir vo aktivlarin
istismar middatlori {izre silinmesini nezerde tutur. Illik faiz dereceolerinde beraber hisselore bélinmekle
kéhnelmes metodunu istifade edorok hesablanir;

| Binalar 5%
' Kompiiterlor vo rabito avadanhg: 25%
| Mebel, avadanliq vo sair ' 20%-25%
! Nagliyyat vasitolori 15%
‘Qeyri-maddi aktivler ' 10%

Osas vesaitlorin va qeyri-maddi aktivlerin balans doyerleri her balans hesabati tarixino onlarin barpa
doyerlorindon artiq hesablanmas, balans deyerinin hesablanmis barpa doyerlarinden ne qader artiq olmasini
giymotlondirmok megsodilo nozerden kegirilir. Qiymoatdon diismo zerari miivafiq dovrde qeydo alnir vo
amoaliyyat xerclorine daxil edilir. Qiymatden diisme zereri qeyde alindiqdan sonra asas vesaitlerin kéhnelme
xorclori, ondan qaliq deyerini ¢ixmaqla (egor varsa), aktivlorin diizalis olunmus balans deyerini sistemli sekilde
qgalan iqgtisadi faydali dovriine boliisdiirmek moqgsadilo golocok doévrlero uygunlagdirilir.

Dovriyyodo olan pul

Dovriyyedo olan pul "Azerbaycan Respublikasinin Milli Banki haqqmda" Azorbaycan Respublikasi
Qanununa ve onun merkazi bank kimi funksiyasina uygun olaraq Bank terefinden buraxilmis kagiz vo metal pul
nisanlarini oks etdirir. Dovriyyode olan banknotlar ve sikkelor, Bankin kassalarinda olan banknotlar ve sikkelor
c¢ixilmagla, balans hesabatinda nominal deyerle aks etdirilir.
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Trading securities
Trading securities are financial assets that meet cither of the following conditions:

(a)  They are classified as held for trading. A financial asset is classified as held for trading if it is:
(1) acquired principally for the purpose of selling it in the near term;
(i1) part of a portfolio of identified financial instruments that are man
aged together and for which there is evidence of a recent actual pattern
of short-term profit-taking; or
(i11) a derivative (except for a derivative that is a designated and effec
tive hedging instrument).

(b)  Upon initial recognition it is designated by the Bank as at fair value through profit or loss.

These investments are measured at fair value, with such re-measurement recognized in the income statement,

plus accrued interest or coupon income. The Bank uses quoted market prices to determine the fair value for the
Bank's trading securities,

Fixed and intangible assets

Fixed and intangible assets are carried at historical cost less accumulated depreciation and any recognized
impairment loss. Depreciation on assets under construction and those not placed in service commences from the
date the assets are ready for their intended use.

Depreciation of fixed assets and amortization of intangible assets is charged on their historical cost and is
designed to write off assets over their useful lives. It is calculated on a straight line basis at the following annu-
al rates:

| Buildings 5%

iComputers and communication equipment ' 25%

| Furniture, equipment and others ' 20%-25%
Motor vehicles ' 15%

| Intangible assets | 10%

The carrying amounts of fixed and intangible assets are reviewed at each balance sheet date to assess whether
they are recorded in excess of their recoverable amounts, and where the carrying values exceed the estimated
recoverable amounts, the assets are written down to their recoverable amount. An impairment is recognized in
the respective period and is included in operating expenses. After the recognition of an impairment loss the
depreciation charge for fixed assets is adjusted in future periods to allocate the assets' revised carrying value, less
its residual value (if any), on a systematic basis over its remaining useful life.

Money issued in circulation

Money issued in circulation represents banknotes and coins issued by the Bank in accordance with the Law of
the Republic of Azerbaijan "On the National Bank of the Republic of Azerbaijan" and its function as a central
bank. Banknotes and coins in circulation are recorded on the balance sheet at their nominal value net of cash in
the Bank's cash offices.




Miistaqil beynalxalq audit sirketinin rayi

Vergilor

Isgiloro verilon miikafatlar vo sosial ddenislor - istisna olmaqgla, Bank Azorbaycan Respublikasinin
ganunvericiliyine asasen biitiin vergilorden azaddir.

Ehtiyatlar

Ehtivatlar Bank ke¢mis hadiselorin noticosinde cari hiiqugi ve esaslanmis 6hdeliye malik oldugda, 6hdeliyin
yerino yetirilmasi ti¢iin iqtisadi somaro yaradan chtiyatlarin azalma ehtimah oldugda ve 6hdalik mablagi etibarl
qiymotlendirildikde ugota alinir.

Ehtiyatlar vo Beynolxalq Valyuta Fendu gargisinda éhdoliklorin yenidon qiymotlondirilmosi tizro chtiyat

Bankin 0z kapital ehtiyatlari lizro vesaitlori Qanuna miivafiq olaraq paylasdirir. Kapital ehtiyatlar
formalasdirildiqdan sonra menfastin serbast qaligi Dovlat biidcesine kogiiriiliir. Xiisusi Borcalma Hiiquglar
("XBH") ilo ifade edilmis kredit qaliglarindan yaranan mezenna fargleri manfaat ve zerer hagqinda hesabatda
xarici valyutanin yeniden qiymetlondirilmesi tizre galir ve xerclor kimi oks etdirilir vo kapitalda deyisikliklor
haqqinda hesabatda BVF qarsisinda 6hdaliklerin yeniden qiymatlendirilmesi iizre ehtiyat kimi ayrica gostorilir.
Bankin cari il {izro manfoatinden Dovlat biidcesine ayrilan hisse yuxarida gostorilon mablegleri nezers almagla
maliyye hesabatlarinda oks olunur.

Mocburi dovlat sosial sigorta haglari vo sair mitavinotlor

Azorbaycan Respublikasimin gqanunvericilik toloblorino uygun olaraq, Bank is¢ilerin emok haglarindan
macburi dovlet sosial sigorta haglar tutur ve onlar1 dovlet pensiya fonduna kogiirlic. Bundan elave bu ciir tegaiid
sistemi is¢ilor torefinden cari ddeniglerin hesablanmasim heyet lizre imumi xorclorin faizi kimi nazerde tutur.
Belo xorclor mitvafiq omok haglarimin alindigi dévrdo ¢ixilir. Toqaiide ¢ixdiqda teqatidle bagh biitiin ddenisler
doévlet pensiya fondu torofinden yerino yetirilir. Bank dovlot pensiya fondunun gaydalarindan elave limumi
amok haqqi odonislorinin faizi kimi hesablanmis iscilor torofinden cari yardimlari tolob edon pensiya ilo bagh
har hansi fordi qaydalara malik deyildir. Bundan basqa, Bankda hesablanmasi toleb olunan pensiya miiavinatlori
vo ya kompensasiya edilon miihiim miiavinatlor mévecud deyildir.

Serti aktivler vo Ghdaliklor

Resurslarin axini zamani dhdaliyin tomin olunmasi toleb olundugundan ve deqiq hesablama aparilacagi
chtimal edildiyinden bu kimi 6hdaliklor maliyye hesabatlarinda geyd olunmamigdir. Serti aktivler maliyye
hesabatlarinda geyd olunmamisdir, amma iqtisadi menfoot alde edildiyi halda agiglanmast miimkiindiir.

Golir vo xerclorin taninmasi

Faiz golirlori vo xorclori effektiv faiz dorocosi metodundan istifade etmokle hesablanir. Faiz golirine
homg¢inin investisiya qiymotli kagizlart iizre olde olunan gelir daxildir. Sair gelirler aidiyyati emaliyyatlar
yekunlagdigda menfoat ve zerer hesabinin kreditine yazilir. Kreditin ayrilmasi tizro haglar, ager miihiim
ohamiyyaetlidirse, texira salmir (birbaga xorclarle birlikde) ve kreditin real gelirliliyi Gzro diizelis kimi geyd
olunur,
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Taxation

The Bank is exempt from all taxes except for taxes on employees' remuneration and social taxes in accordance
with the laws of the Republic of Azerbaijan.

Provisions

Provisions are recognized when the Bank has a present legal or constructive obligation as a result of past
events, and it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate of the obligation can be made.

Reserves and revaluation reserve for liabilities to the International Monetary Fund

The Bank allocates amounts from its revenue reserve based on regulations in accordance with the Law. After
these allocations the remaining amount is transferred to the Government budget. Unrealized revaluation differ-
ences arising from the translation of Special Drawing Rights ("SDR") balances with the International Monetary
Fund into AZM are included in the income statement and are shown separately in the statement of changes in
equity as a revaluation reserve for liabilities to the International Monetary Fund. Amounts to be transferred to
the Government budget in respect of the profit of the Bank for the current year are, therefore, calculated after the
effect to these items in the Bank's financial statements.

Retirement and other benefit obligations

In accordance with the requirements of the Azeri legislation, the Bank withholds amounts of pension contri-
butions from employee salaries and pays them to the state pension fund. In addition such pension system pro-
vides for the calculation of current payments by the employer as a percentage of current total disbursements to
staff. Such expense is charged in the period the related salaries are earned. Upon retirement all retirement bene-
fit payments are made by the state pension fund. The Bank does not have any pension arrangements separate
from the state pension system of Azerbaijan, which requires current contributions by employer calculated as a
percentage of current gross salary payments. In addition, the Bank has no post-retirement benefits or other sig-
nificant compensated benefits requiring accrual.

Contingencies

Contingent liabilities are not recognized in the financial statements unless it is probable that an outflow of
resources will be required to settle the obligation and a reliable estimate can be made. Contingent assets are not
recognized in the financial statements but disclosed when an inflow of economic benefits is probable.

Recognition of income and expense

Interest income and expense are recognized using the effective interest rate method. Interest income also
includes income earned on investments in securities. Other income is credited to the income statement when the
related transactions are completed. Loan origination fees, if significant, are deferred (together with related direct
costs) and recognized as an adjustment to the loan's effective yicld.
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Haqq ve komissiya golirlori

Haqq vo komissiya golirlorine nagd vosaitlerin inkassasiya haqlari, miisteri xidmeti haqlar daxildir ki, onlar
da xidmetler gosterildiyi zaman golir kimi taninir.

Xarici valyuta amaliyyatlari

Xarici valyutada miioyyon edilmis pul aktiv vo chdoliklori balans tarixindoki alqi-satqr mezennesine uygun
sokilde Azorbaycan manatina konvertasiya edilir. Xarici valyuta ilo aparilan emaliyyatlar emeliyyatin yerine
yetirildiyi giine qiivvedo olan valyuta mozonnesi ilo hesablanir. Bu emeliyyatlardan yaranan golir ve zeror
xarici valyuta mdvgeyinin yeniden giymotlendirilmesi tizro xalis forq kimi geyd edilir.

Xarici valyuta mozonnaleri

Bank ilin sonuna maliyyo hesabatlarinin tortib olunmasi {igiin asagidaki xarici valyuta mezennalarindon
istifade etmisdir:

31 dekabr 2005-ci il 31 dekabr 2004-cii il
| ABS dollar: = 4593 AZM 1 ABS dollar | = 4903 AZM |
| AVRO - © 5459AZM  1AVRO = 6,682 AZM
IXBH = 6,564 AZM | XBH = 7,595 AZM

bt g RIS

Maliyye aktivlerinin ve dhdsliklerinin evezlesdirilmosi

Bank geyda alinmig mabloglori tomin etmok ligiin hiiquqi cohetden tesiredici giivvaya malik oldugda ve ya
Bank eyni zamanda aktivlerini maddi vesaite gevirmok vo ya ohdaliklorini yerino yetirmok, yaxud da her ikisi
iizro xalis osasda hesablagma aparmaq niyyotinde oldugda maliyye aktivlori ve Ohdalikleri balansda xalis
mablogle qeyd olunur. Silinmesina icazo verilmoyen maliyyo aktivinin kociirilmesini ugota alarken Bank
kogiirtilmiis aktivi vo ya olageli 6hdeliyi ovezlesdirmir.

Yeniden tosniflogdirme
31 dekabr 2005-ci il tarixine ve hemin tarixdo biton il fizro maliyye hesabatlarina uygunlagdirmag tigiin 31

dekabr 2004-cii il vo hemin tarixde biten il {izro maliyyo hesabatlarma edilmis yeniden tesniflogdirmolor
asagidakr kimidir:

o Aktivlari idaro edan xarici menecerlor torofinden yerlosdirilon vasaitlor nagd pul ve qisamiiddetli
vosaitloro daxil edilmek avoezino balans hesabatinda ayrica sotirdo gostorilmisdir;
° Hesablanmis faiz geliri vo xorci balans hesabatinda ayrica sotirde gosterilmok ovozine aidiyyati aktiv

vo Ohdeliklerle birge gosterilmisdir.
Miihasibat ugotunun totbiqinds miihiim gorarlar

Bankin rohbarliyi Azerbaycan Respublikasimin Maliyye Nazirliyi torafinden buraxilmis dovlot istigrazlarini
ddenis tarixinadek saxlanilan investisiyalar kimi tesniflogdirmayi qorara almisdur, belo ki, bu maliyyo aktivlori
lizro sabit ddonislor, sabit 6demse tarixi vardir vo Bank onlari 6donis tarixinedok saxlamaq niyyetino vo
imkanina malikdir.
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Fee and commission income

Fee and commission income includes cash collection fees and customer services fees, which are recognized as
revenue as the services are provided.

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into Azerbaijan Manats at the
appropriate spot rates of exchange ruling at the balance sheet date. Foreign currency transactions are accounted
for at the cxchange rates prevailing at the date of the transaction. Profits and losses arising from these transla-
tions are included in net foreign currency translation differences.

Rates of exchange

The exchange rates at the year end used by the Bank in the preparation of the financial statements are as fol-
lows:

| 31 December 2005 ; 31 December 2004
USD 1 = 4593 AZM USD 1 = 4903 AZM
EUR | = 5,459 AZM EUR 1 = 6,682 AZM
SDR | = 6,564 AZM SDR | = 7.595 AZM
GBP | = 7.929 AZM GBP | = 9.397 AZM

Offset of financial assets and liabilities

Financial assets and liabilitics are offset and reported net on the balance sheet when the Bank has a legally
enforceable right to set off the recognized amounts and the Bank intends either to settle on a net basis or to real-
ize the asset and settle the liability simultaneously. In accounting for a transfer of a financial asset that does not
qualify for derecognition, the Bank does not offset the transferred asset and the associated liability.

Reclassifications

Certain reclassifications have been made to the financial statements as at 31 December 2004 and for the year
then ended to conform to the presentation as at 31 December 2005 and for the year then ended as follows:

. Assets placed with external asset managers are shown as a separate line on the balance sheet instead
of being included in cash and short-term funds;
. Accrued interest income and expense are shown together with related assets and liabilities instcad of

being shown as separate lines on the balance sheet.
Critical judgments in applying the accounting policies
The management of the Bank decided to classify the government bonds issued by the Ministry of Finance of

Azerbaijan as investments held-to-maturity since these financial assets have fixed payments and fixed maturity
and the Bank has the positive intention and ability to hold them to maturity.
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MHBS-do deyisiklikler

Miihasibat Ugotunun Beynelxalq Standartlart Surast ¢oxlu sayda Miihasibat Ugotunun Beynolxalq
Standartlarma ("MUBS") diizeliglor etmis vo | yanvar 2005-ci il tarixden baglayan hesabat dovriinden etibaron
giivveye minen mioyyon MHBS hazirlamigdir. 31 dekabr 2005-ci il tarixine biten il {izro Bankin maliyyo

hesabatlarina bu dayisikliklerin tasiri miihiim olmamuigdir.

"Maliyye Alotlori: Taninma ve Qiymetlondirmo" haqqinda 39 sayli MUBS-a 2005-ci ilin iyul ayinda diizalis
edilmigdir vo doyisiklikler 1 yanvar 2006-c1 il tarixden baslayan hesabat dovriindon qiivveye minir. "Maliyye
Alatlori: Agiglamalar" hagqmda 7 saylt MHBS 2005-ct ilin avqust ayinda teqdim olunmugdur ve 1 yanvar 2007-
ci il tarixinden baslayan hesabat ilinden etibaren glivveyo minir.

T4 -
) IR )

Xalis faiz golirlori asagidakilardan ibarotdir:

. Faiz golirlari

' Qeyri-rezident banklarda yerlogdirilmis vosaitlor iizro faiz golirlori
'Rezident banklara verilmis kreditlor ve avanslar lizre faiz golirleri

' Investisiya qiymotli kagizlar izro faiz golirlori

Sair faiz gelirlori
| Comi: Faiz golirlori
Faiz xerclari

Beynoalxalq Va]yilta Fondundan alinmig kreditlor iizro faiz xorclori

Buraxilmis bore giymetli kagizlar fizro faiz xerclori

Miistori hesablar (izre faiz xerclori

Sair faiz xorclori
Cami: Faiz xarclori

' Faiz hesablanan aktivler iizre ehtimal olunan zararlar ii¢iin ehtiyatin

(varadilmasindan)/barpasindan avval xalis faiz galirlori

FLIVEAL VL ADINAIN LONONR

122,402
20,127
5,927
210
148,666

128,591

2004

57,642
13,275
4,928

166
76,011 |

13,4?9____ I
904
248

14,638

61,373

Faiz hesablanan aktivlor tizro ehtimal olunan zororlor iictin chtiyatda haroketlor asagidaki kimi olmusdur:

Aktivlor tizro zererler iigiin ehtiyatlar aidiyyati aktivlerden ¢ixilir.

31 dekabr 2003-cii il

(Ehtiyatin barpasi)/ehtiyat

31 dekabr 2004-cii il
Ehtiyat
Aktivlerin silinmesi

Ovvaller silinmis aktivlorin barpasi

31 dekabr 2005-ci il

Hékumetden
alinacaq
vosaitlor

19
(19)

Rezident
banklara
verilmis
kreditlor
18,621
(2,283)
16,338
3,559
(8035)

3,004
22,096

Iscilora
verilmis
kreditlor

44

7

51

|
[nvestisiya |
qiymetli

kagizlart |

Comi

18,684
(2,295)
16,389

12,081 |
(305)

3,004

| 30,669
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Changes in IFRS

The International Accounting Standards Board has amended a number of [AS's and issued certain IFRS's
effective for the reporting period beginning 1 January 2005. The effect of these changes was not significant
for the financial statements of the Bank for the year ended 31 December 2005.

[AS 39 "Financial Instruments: Recognition and Measurement" was amended in July 2005 and is effec-
tive for the reporting period beginning 1 January 2006, and IFRS 7 "Financial Instruments: Disclosures”
was introduced in August 2005 and is effective for the reporting period beginning 1 January 2007.

Net interest income comprises:

| 2005 2004 |
| Interest income ? ' ‘
Interest income on placements with non-resident banks ' 122402 57642
Interest income on loans and advances to resident banks C20,127 | 13275
Interest income on investment securities C5927 4928
'Other interest income ' 210 166
‘Total interest income 148,666 76,011
Interest expense B B i _ !
Interest expense on loans from the International Monetary Fund 9,470 13,479
‘ Interest expense on debt securities issued 9236 904
| Interest expense on customer accounts 397 248
 Other interest expense ! 972 ' 7
Total interest expense o a o 20,075 14,638
‘ E':: ;:ierest income before (allowance)/recovery of allowance for impairment 128,591 61,373

5. ALLOWANCE FOR IMPAIRMENT LOSSES

The movements in allowance for impairment losses on interest bearing assets were as follows:
Allowances for losses on assets are deducted from the related assets.

| ! |
. Duefrom  Loans to Loans to !Investment:

Government | resident banks employees | securities Toal |

| ' |

S | ! | I
31 December 2003 19 18,621 44 - 18,684
(Recovery of allowance)/allowance ‘ (19) (2,283) 7 - (2,295)
31 December 2004 - 16,338 51 - 16,389
Allowance . 3,559 4 8,518 12,081
Write-off of assets | - (805) - - (805)

(e 7o) : . e

Recovery of assets previously written ) 3,004 ) i 3,004

off , . _ | |
31 December 2005 | w 22,096 55 8,518 30,669




Miistaqil beynalxalq audit sirketinin rayi

6. HA00 VO KOMISSIYA GOLIRLORI VO XORCLORI

Haqq ve komissiya gelirleri ve xerclori asagidakilardan ibaretdir:

2005 | 2004
j Haqq ve komissiya golirleri: ‘
Kassa amaliyyatlar iizra haglar 14,399 11,159
Miistori xidmeti haglari ' 6,924 ' 5,793
Cami: Haqq ve komissiya galirlori 21,323 ' 16,952
2005 2004
'Haqq ve komissiya xerclori: : " 5 =m Firs
Aktivlorin idaro edon xarici menecerlor iizro haglar ' 1,748 1,665
Qiymetli kagizlarin saxlanilmasi xidmetlori iizre haglar | 392 709
‘Hesabin saxlanilmasi haqglari ' 85 107
Sair haglar ’ 1,016 ' |
‘Comi: Haqq vo komissiya xorclori ' 3,241 ' 2482
7. OMOLIYYAT XORCLORI
Omeliyyat xerclori asagidakilardan ibarotdir:
2005 2004
Banknotlarin vo sikkalerin hazirlanmasi ve ¢atdirilmasi xerclori | “37.319 6,440
iscilore sorf olunan xerclar | 15,095 ' 10,288
Kéhnolmo xorclori 1239 8930
‘Mocburi dévlot sosial sigorta haglari ' 3,178 ' 2,609
‘Rabite vo informasiya xidmatlari ila bagh xarclor i 2,798 ' 3,087
Xeyriyyo magsadlori iigiin ayirmalar - ' 2,419 ' 1,007
‘Miihafizo xidmetlori ' 1,078 ' 957
' Ezamiyye xerclori ' 1,031 ' 1,127
Doftorxana lovazimatlari ' 1,021 ' 688
Tomir vo saxlanma ' 744 ' 949
ADV xarclori 675 682
istilik vo isiglandirma ] 663 “ 618
Nagliyyatin istismar xarclori 422 341
Pesokar xidmat haglar 346 409
Cap xorclori 259 ' 220
Sigorta N B 220 200
Sair xorclor 2,320 ' 1,822 |
'Comi: Omoliyyat xorclori 81,997 | 40374




6. FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income and expense comprise:
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| 2005 | 2004 |
' Fee and commission income:
"Cash collection fees 14,399 159
Customer services fees 6,924 5,793
E Total fee and commission income 21,323 I 16,952
i ; 2005 2004
I Fee and commission expense: ! ‘
. Fees to external asset managers 1,748 ‘ 1,665
Custodial services fees 392 , 709
' Account maintenance fees 85 | 107
‘Other fees 1,016 ‘ 1
'Total fee and commission expense 3,241 2,482
7. OPERATING EXPENSES
Operating expenses comprise:
g 2005 2004
Expenses related to production and transportation of banknotes and coins 37,319 6,440
Staff costs 15,095 10,288
Depreciation and amortisation expense 12,399 8,930
Social insurance contributions 3,178 2,609
Expenses related to communication and information services 2,798 3,087
Charity ' 2419 1,007
‘Securi ty services 1,078 957
‘Business trips 1,031 1,127
Office supplies 1,021 688
' Repair and maintenance 744 949
VAT expense 675 682
'Heating and lighting 663 618 }
Vehicle running costs 422 341 |
Professional fees 346 409 |
Printing 259 220 !
jfnsin'aiu-:e 230 200 B
'Other expenses 2,320 1,822
‘Total operating expensés 81,997 40,374
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Nagd pul vo quisamiiddatli vesaitler asagidakilardan ibarotdir:

©2005 2004 |
Nagd pul o - 60220 | 101,194
'Qeyri-rezident banklardan almacaq vosaitlor: ! ' |
- Miiddotli depozitlor 3327426 | 3407855
- Overnayt depozitler - 1,066,439 864,399 |
- Nostro hesablart 70,658 56,474
Hesablanmus faiz galiri ' 11,221 i 25,284
'Comi: Nagd pul vo qisamiiddotli vosaitlor 4535964 4455206 |
Cxlsin: 6demo miiddoti 3 aydan cox olan miiddotli depozitlor (1,929,060) | (2,269.329)
ICIX1|SmZ qisamiiddatli vosaitlor tizro hesablanmis faiz goliri (11,221) | (25,284)
Ustogol: aktivlori idare edon xarici menecerlor torofinden yerlogdirilmis 720,100 749,173
Comi: Nagd pul ve nagd pul vosaitlorinin ekvivalentlori | 3,315,783 I 2,909,766

Nagd pul Bankin ameliyyat mogsadleri {i¢iin xarici valyutada saxladigi qaliglardan ibaratdir.

Biitiin qeyri-rezident banklar Moody's, Standard vo Poor's reyting agentliklorinin miioyyon etdiyi AA-
reytinginden vo Fitch Ratings agentliyinin miioyyon etdiyi Aa3 reytingindon asagi olmayan reytinglore
malikdirlar.

Rezident banklara verilmis kreditlor asagidakilardan ibarotdir:

2005 | 2004 |

Cari kreditor o - 241350 245200 |
'Odome miiddoti uzadilmis kreditlor 104183 59085
Vaxt: kegmis kreditlor | 20445 10251 ‘
Rezident banklara verilmis kreditlor tizro hesablanmis faiz golirlori 633 86 '
| 366611 314712

E;:;lﬁg]r.ﬁlzgilc(lg:ilyl;?nk]ara verilmis kreditlor tizro ehtimal olunan (22.096) (16,338) i
Comi: Rezident banklara verilmis kreditlar, xalis 344,515 298,374 '

31 dekabr 2005 vo 2004-cii il tarixlorine ddomo miiddeti uzadilmis kreditlorin béyiik hissosi dasinmaz omlak
girovu ilo tamin olunmusdur.

31 dekabr 2005 ve 2004-cii il tarixlorino biton iller tizro rezident banklara verilmis kreditlor iizro ehtimal
olunan zerorlor iiclin ehtiyatlarin harakoti 5 saylt geydde agiglanmisdir.

31 dekabr 2005 ve 2004-cii il tarixlorino Bankin bir rezident banka verilmis miivafiq olaraq 78,850 milyon
manat vo 88,040 milyon manat mobloginde krediti olmusdur ki, bu da rezident banklara verilmis kreditlorin
miivafiq olaraq 22% vo 28%-ni togkil etmoklo mithiim comlosmoni oks ctdirir.
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Cash and short-term funds comprise:

| 2005 2004
‘Cash on hand 60220 101,194
Due from non-resident banks; |

- Time-deposits ' 3,327.426 3,407,855
- Overnight deposits 1,066439 864,399

- Nostro accounts 70,658 ' 56,474
Accrued interest income ' 11,221 25,284

| Total cash and short-term funds 4,535,964 4,455,206
Less: time deposits with maturities Ioﬁ@han 3 months (],TQ,%O) ' (2,269,329)
Less: accrued interest income on short-term funds (11,221) (25,284)
Add: assets placed with external asset managers 720,100 749,173

'Total cash and cash equivalents ' 3,315,783 ' 2,909,766

Cash on hand represents cash in foreign currencies held by the Bank for operating purposes.

All non-resident banks carry ratings of not less than the equivalent of AA- rating as defined by Moody's and
Standard and Poor's rating agencies and Aa3 rating as defined by Fitch Ratings.

Loans to resident banks comprise:

| C2005 | 2004
Current loans _ 241350 245290
Rescheduled loans 104,183 59,085

IOvcrduc loans - . 20,445 | 10,251
Accrued interest income on loans to resident banks | 633 | 86

| 366,611 314,712

| Less: allowance for losses on loans to resident banks (22,096) (16,338)
Total loans to resident banks, net . 344,515 298,374

Most of the rescheduled loans as at 31 December 2005 and 2004 were fully secured by real estate.

Movements in allowances for impairment losses on loans to resident banks for the years ended 31 December
2005 and 2004 are disclosed in note 5.

As at 31 December 2005 and 2004 the Bank had a loan to one resident bank of AZM 78,850 million and AZM
88,040 million, respectively, which represents a significant concentration forming 22% and 28% of the loans to
resident banks, respectively.
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10. TICAROT QIYMOTLI KAGIZLARI

Ticarat qiymatli kagizlar asagidakilardan ibarotdir;

Nominal {izra faiz 2005 _
;Ticarat giymetli kagizlar i - . I
"ABS Xeozinodarliq notlart | 3.250% 19,188
-ABS Xozinodarliq notlart - | 3.750% | 20,487
'ABS Xozinodathq notlani | 3.375% | 27,550
ABS Xozinodarhq notlart | 4375% | 24,013
Cami: Ticarat qiymotli kagizlan | 91,238

11. BEYNOLXALQ VALYUTA FONDUNDAKI OALIOLAR

Beynolxalq Valyuta Fondundaki qahglar agagidakilardan ibarotdir:

| 2005 2004
Kvota (geyd 25) 1,173,151 1,141,774
XBH-do vesaitlor 63,899 . 71,077
Beynelxalq Valyuta Fondundaki qaliglar iizre ] '
i G 123 94
hesablanmig faiz golirlori |
Comi: Beynolxalq Valyuta Fondundak: qaliglar 1,237,173 1,212,945

Beynolxalg Valyuta Fondunun 160.9 milyon XBH mablaginde kvotast Azerbaycan Respublikasinin tizvliik
haqqim ifade edir ve bu mebleg iizro faiz hesablanmir, Homin meblogin 0denilmasi iigiin Azorbaycan
Respublikasinin hokumeti torefindon buraxilmis ve Bank terefinden BVF-nin xeyrine saxlanilan qiymatli
kagizlar 6hdoliklorde géstorilir (qeyd 25).

12. AKTIVLORI IDARD EDON XARICI MENECERLOR TOROFINDON YERLOSDIRILON AKTIVLOR

Bank aktivleri idaro eden 3 xarici menecero ABS dollarinda investisiya etmis ve onlara 6z agentlori kimi
vaxtagirt depozit ctdiyi meblogleri sermaye vo yeniden sermaye etmoyi hovalo etmisdir. Agent gisminde ¢ixis
edan xarici menecerlorin Banka istinad etmaden serencamda olan aktivlerin idare edilmesi ile bagh almaq,
satmag, saxlamaq, miibadile ctmok, onlarla bagh sovdelasmaler aparmag, depozit qoymag, satis tokliflorini vo
yerlogdirmalori qiymatlondirmok, bazarda onlarla bagh omeliyyatlara tosir etmak, kontragenti se¢gmok vo
onunla damgiglar aparmagq, hesab acmagla bagh senadlosmaler aparmaq, giindelik gararlar gebul etmoak ve ya
miivafiq miihakimeler yiiriitmok barada azad se¢im ve qoerar qebul etmak imkanlari var. Investisiya zamani
likvidliyi yuxari olan yiiksok keyfiyyotli vo qisamiiddotli alotlore tstiinlitk verilir. Standard & Poor's tarafinden
milayyen edilon AA- reytingi (vo ya Moody's terefinden mileyyen edilon Aa3 reytingi) bu investisiyalar iigiin
minimal kredit keyfiyyoti olmaqla asas gostarici sayihr.
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10. TRADING SECURITIES

Trading securities comprise:

Interest to nominal [ 2005
! Trading_ securities I ‘
US Treasury_nolcs o - i 3.250% 19,188
|' US Treasury notes | 3.750% 20,487
“US Treasury notes 3.375% 27,550
| US Treasury notes | 4.375% 24,013
| Total trading securities | | 91,238

11 BALANCES WITH THE INTERNATIONAL MONETARY FUND

Balances with the International Monetary Fund comprise:

| 2005 I 2004
Quota (note 25) 1,173,151 1,141,774

' SDR holdings 63,899 71,077

“Accrued interest income on balances with the _ o B

! , 123 94
International Monetary Fund | _

' Total balances with the International Monetary Fund 1,237,173 1,212,945

The International Monetary Fund Quota, in the amount of Special Drawing Rights ("SDR") 160.9 million, rep-
resents the membership subscription of the Republic of Azerbaijan and is non-interest bearing. Securities issued
by the Government of the Republic of Azerbaijan in settlement of this amount and held by the Bank for the ben-
efit of the International Monetary Fund are shown as liabilities (note 25).

[2. ASSETS PLACED WITH EXTERNAL ASSET MANAGERS

The Bank made investments in US Dollars in 3 external asset managers and appointed them as its agents and
delegated to manage the investment and reinvestment of certain monies and assets, deposited from time to time
by the Bank. The external managers, normally acting as agents, have complete discretion for the account of the
Bank (and without prior reference to the Bank) to buy, sell, retain, exchange or otherwise deal in investments
and other assets, make deposits, subscribe to issues and offers for sale and accept placings, underwritings and
sub-underwritings, of any investments, advise on or execute transactions in unregulated collective investment
schemes, effect transactions on all markets, negotiate and execute counterparty and account opening documen-
tation, take all day to day decisions and otherwise act as the external managers judge appropriate in relation to
the management of the funds. Investment emphasis is on high-quality, short-term instruments with a high degree
of marketability and liquidity. A minimum credit quality of AA- by Standard & Poor’s (or Aa3 by Moody's) is a
benchmark for these investments.
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Satig iigiin nazerde tutulan giymatli kagizlar asagidakilardan ibarotdir:

Nominal
tizro faiz
| Satig figtin nezerde tutulan qiymetli kagizlar
Azorbaycan Respublikasi Maliyye Nazitliyinin
buraxdigi dovlat istiqrazlar
' Satig ligiin nozorda tutulan qiymotli kagizlar fizro
hesablanmig faiz goliri

Comi: Satig ii¢iin nozordo tutulan qiymatli kagizlar

2005

[ Nominal
| lizro faiz

0.15%

2004 l
345,200
328

345,528

Azorbaycan dovlet istiqrazlari Banka verilmis manatla ifado edilon dovloet qiymaﬂi kagizlaridir. Bu giymotli
kagizlara Azorbaycan Respublikasimin Maliyyo Nazirliyi torofindon zomanat verilir.

+ 4 A7 AT FC T DIVINE N LT CA VT ANITT A KD EXFVALNTT T 47517 AD
14, ODONI Y TARIAINGDON SAALANILAN O YMOTLI KAGIZLAR

Odonis tarixinedek saxlanilan giymetli kagizlar asagidakilardan ibaretdir:

'Nominal tizra

. faiz
: Odenis tarixinadok saxlanilan qiymotli kagizlar
Mgllyyo Nazirliyi torafinden buraxilmis divlot 9.00%
istigrazlart
].'Vlz.lliyya Nazirliyi torofinden buraxilmis dovlat 0.30%
istiqrazlari -
Maliyyo Nazirliyi terefinden buraxilmis dovloet 0.15%
istigrazlari e

Odonis tarixinodok saxlanilan giymetli kagizlar
lizro hesablanmis faiz goliri

Cixilsin: ehtimal olunan zararlar ligiin ehtiyat

Comi: Odonis tarixinadok saxlamlan giymotli
kagizlar

2005

30,300
304,000
345,200
18,377
697,877
(8.518)

689,359

‘Nominal tizre!

faiz

7.00%
0.30%

2004
42,300
304,000

15,045

361,345

361,345

31 dekabr 2005 ve 2004-cii il tarixlorino Azorbaycamn dovlet istiqrazlari manatla ifade olunmugdur. Onlar
Azerbaycan Respublikasinin Maliyye Nazirliyi torafinden Bank tictin buraxilmig asagidaki investisiya qiymatli

kagizlarindan ibaratdir:

e 2000-2002-ci illordo Kapital Bank (evvelki "Birlogmis Universal Sohmdar Banki") idare vo
filiallarinda giindolik Gdonis ve hesablagmalarm apartlmasin tomin etmok ve likvidliye olan
tolobatin tomin olunmasi megsedile buraxilmis qiymetli kagizlar (illik 9% faiz derocaesi ilo);

° 2001-ci ilde Agrar-Kredit Sehmdar Comiyyatinin morkozlogdirilmig kreditler {izre osas borcun
odeanilmasi moegsedilo buraxilmis giymetli kagizlar (illik 0.3% faiz deracesi ila); ve
° 1992-1996-c1 illorde dovlet biidcesi kesirinin baglanmasi mogsodile verilmis kreditlorin avezinde

buraxilmis giymetli kagizlar (illik 0.15% faiz deracesi ila).
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Investments available-for-sale comprise

Interest to | i
' 2004

2005 Interest to .

| nominal | I nominal
Debt securities available-for-sale
Government bonds issued by the Ministry of Finance - : - - 0.15% 345,200
Accrued interest income on securities available-for- b [ ' 32§
sale .
Total securities available-for-sale | - ' 345,528

The / Azerbaijan Government bonds are AZM denominated government securities issued to the Bank. These
bonds are guaranteed by the Ministry of Finance of the Republic of Azerbaijan.
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Investments held-to-maturity comprise:

Interest to | ~ Interest to |

; 2005 : 2004
nominal nominal |
Securities held-to-maturity | ‘ ‘ '
Government bonds issued by the Ministry of 9.00% 30.300 - 7.00% | 42300
| Finance . R | : . e . ;
— g |
(?.ovemmcnt bonds issued by the Ministry of 030% | 304,000 030% | 304,000
Fimance - - . . ]
‘Government bonds issued by the Ministry of § '
Pisiiiios 0.15% 345,200 - -
Accrued interest income on securities held-to- i ' '
maturity | I 18,377 | : 15,045
697,877 361,345
Less: allowance for impairment losses | (8,518) -
Total securities held-to-maturity | 689,359 : 361,345

Azerbaijan Government bonds at 31 December 2005 and 2004 are denominated in AZM. They represent the
following investment securities issued to the Bank by the Ministry of Finance of the Republic of Azerbaijan:

o issued with the purpose of assistance to Kapital Bank (formerly United Universal Joint-Stock Bank)
in conducting daily payments and settlements of its offices and branches and maintaining sufficient
liquidity levels during 2000-2002 (9% annual interest rate);

o issued for the repayment of debts on centralized loans of Rural Investment Joint Stock Company dur-
ing 2001 (0.3% annual interest rate); and

o issued to finance the loan previously provided to cover the budget deficits during 1992-1996 (0.15%
annual interest rate).




Miistaqil beynalxalq audit sirketinin rayi

15. OSAS VOSAITLOR

| Kompiiter vo .. Mebel, ; e |
. Binalar rabite | avadanhq | Ty | Comi
" .+ vasitelerl

= ‘ i avadanligi | vesair | .
lkindoyor | T T —
31 dekabr 2004-ci il 85,992 21,319 59,807 5232 | 172,350
Olaveler 2581 904 27995 | 712 322%2
Silinmolor ' - 128 6 | (61) | (453)
131 dekabr 2005-ci il 88,573 22,098 87,735 | 5743 204,149
IT{lé-llmIS kéhnalma ‘ | |
31 dekabr 2004-cii il | 18606 | 11731 57880 3,750 91,967
il iizro kohnelme xerci 4305 4,056 719 537 19617 |
Silinmolor | 3 C(125) 67y (61) | (453) |
31 dekabr 2005-ci il ‘ 2911 15662 | 58532 4026 101,131
Xalis galiq deyeri : ‘ | | l
31 dekabr 2005-ci il 65,662 6,436 29,203 1,717 103,018
Xalis galiq doyori | e |
31 dekabr 2004-cii il 67,386 9,588 1,927 1,482 80,383

31 dekabr 2005-ci il tarixine esas vesaitlora olavelor bolmesine daxil edilen 215 milyon manat 3 il
miiddatinde maliyya lizingi ilo alinmis kompiiter ve rabite avadanhigini aks etdirir. 31 dekabr 2005-ci il tarixine
bu asas vesaitlorin xalis qaliq doyori 163 milyon manat olmusdur.

31 dekabr 2005-ci il tarixino osas vosaitloro olavolar bolmesine daxil edilon 15 milyon manat geyri-maddi
aktivlerden kompiiter vo rabite avadanhqlarina kogiirmeleri oks etdirir ki, bu da esas vesaitlera qeyri-nagd
olavadir,

16. QEYRI-MADDI AKTIVLOR

2005 2004 |
flkin doyor o ' ]
| yanvar 27,356 | 22,006

Olavaler ' 3,490 5,350

Silinmalor | (15) -

31 dekabr I 30,831 . 27,356
| Yigilmis kéhnalme - |
1 yanvar D 5 1 5417
il iizro kdhnelme xaerci 2,782 '- 2208

31 dekabr 10,407 ' 7,625
; Xalis qaliq doyari : |
31 dekabr ' 20,424 19,731

31 dekabr 2005-ci il tarixina qeyri-maddi aktivlera alaveler bolmesine daxil edilen 408 milyon manat vesait
3 il miiddetine maliyye lizinqi @sasinda alinmis qeyri-maddi aktivlori oks etdirir. 31 dekabr 2005-ci il tarixina
bu geyri-maddi aktivlarin xalis qaliq deyeri 368 milyon manat olmusdur.




15, FIXED ASSETS

| At cost

31 December 2004
| Additions

Disposals
131 December 2005
Accumulated depreciation
31 December 2004
Charge for the year
Disposals
31 December 2005
Net book value
'31 December 2005
i| Net book value
| 31 December 2004
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?Computers and Furniture, fix-
‘ Buildings = communica- | tures and
. tion equipment; other |'
| :
85,992 21,319 59,807
2,581 904 27995 |
- (125) 67) |
88,573 22,098 87,735
| .
T T s |
4305 4,056 719 '
- (125) 7
22911 15662 58532 |
I S—
65,662 6,436 29203
67,386 9,588 1,927

Motor i

vehicles ! Total
5232 172,350 |
772 32252 |
(261) 453
5,743 204,149
T [
3750 91,967
537 9,617
(261) (453)
4,026 101,131
7 103,018
1,482 80,383

AZM 215 million included in fixed asset additions for the year ended 31 December 2005 represent computers
and communication equipment acquired under a finance lease for the term of 3 years. Net book value of these
fixed assets as at 31 December 2005 was AZM 163 million.

AZM 15 million included in fixed asset additions for the year ended 31 December 2005 represent transfers
from intangible assets to computers and communication equipment which is a non-cash addition to fixed assets.

16, INTANGIBLE ASSETS

a 2005
At cost o |
1 January 27.356
Additions | 3,490
Disposals | (15)
31 December | 30,831
_ ;’\ccumu[awd_(k:prcciation s
_ 1 January ‘ 7.625
Charge for the year 2,782
131 December 10,407
 Net book value
}TDecemlE - . 20424

2004

22,006
5,350

27,356
5417
2,208

7,625

19,731

AZM 408 million included in intangible asset additions for the year ended 31 December 2005 represent intan-
gible assets acquired under a finance lease for the term of 3 years. Net book value of these intangible assets as
at 31 December 2005 was AZM 368 million.
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Sair aktivler asagidakilardan ibarotdir:

| 2005 ' 2004
Avans odoniglori - I 5,10_4 _ | 599 ‘
Sair aktivler ' 3,497 | 79
isciloro verilmis kreditlor - 2,726 | 2,548 |
' Isgiloro verilmis kreditlor {izro hesablanmus faiz goliri | 7 | 5 ‘
33,634 | 3.231
Cixilsin: ehtimal olunan zererler ligiin ehtiyat | (55) (51) |
'Cemi: Sair aktivlor, xalis 33,579 | 3,180 ‘

31 dekabr 2005 vo 2004-cii il tarixlorina biten iller {izro sair aktivler {izro ehtimal olunan zerorlor iigiin
chtiyatlarin harokoti 5 sayli qeyddo agiglanmisdir.

8 DOVRIYYODO OLAN N

Dévriyyodo olan nagd pul 1992-ci ildo milli valyutanin totbiqi tarixinden baslayaraq dovriyyeye buraxilmis
Azerbaycan Respublikasmin milli valyutas: olan manat meblagini teskil edir.

| 2005 | 2004

50,000 manat 2,325,222 1,706,080

10,000 manat ' 557,564 799,800
1,000 manat 72,121 109,259
1500 manat | 8,212 ' 8,767
1250 manat ' 2,880 ' 2,584 ,
100 manat ' 2,952 ' 2,954 i
50 manat | 1,243 ' 1,245 ‘
10 manat ' 260 ' 260 -
'S manat 63 ' 63
1 manat ' 19 ' 19

Sikkolor 5 ' 5

Coami: Dovriyyado olan nagd pul 2,970,541 ' 2,631,036

Kredit togkilatlarinin hesablari asagidakilardan ibarotdir:

' 2005 ] 2004

' Miixbir hesablar i 913,051 ' 1,089,132
‘Macburi ehtiyatlar | 545,579 447916

Comi: Kredit toskilatlarinin hesablari 7 1,458,630 1,537,048

Mocburi ehtiyatlar kredit toskilatlarimin Azorbaycan Respublikasi Milli Bankindaki hesablar iizro
bloklagdirilmig mobloglorini oks etdirir vo homin mobloglor banklarin miistorilore qgarsi miioyyen
ohdoliklarinin 10%-i kimi hesablanir. Bu moblogler iizre faiz hesablanmur.




7 (YTHF

Other assets comprise:

|
i Prepayments

| Other assets
‘Loans to employees

| z :
' Accrued interest income on loans to employees

 Less: allowance for loan impairment
|

 Total other assets, net

Movements in allowances for impairment losses on other assets for the years ended 31 December 2005 and

2004 are disclosed in note 3.

T FCOT FE TS FAF #
.t\:l VONEY | ‘-._‘u-'_r," D IN CIR¢

Money issued in circulation represents the amount of national currency of the Republic of Azerbaijan, the
Manat, issued into circulation since the introduction of the national currency in 1992.

2005
2,325,222
557.564

—

|
150,000 manats
110,000 manats
1,000 manats
/500 manats
250 manats
/100 manats
| 50 manats

10 manats
5 manats
"1 manat
| Coins

Total money issued in circulation

Accounts of credit organizations comprise:

Correspondent accounts
' Obligatory reserves
Total accounts of credit organizations

Obligatory reserves represent amounts blocked on accounts of credit organizations with the National Bank of
Azerbaijan and are calculated as 10% of their eligible liabilities to customers. These amounts are non interest-

bearing.

72,121
8,212
2,880
2,952
1,243
260
63
19
5

2,970,541

913,051
545,579
1,458,630
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2004

599
79

2,548

5
3231
(51)
3,180

S

1,706,080

799,800

109,259
8,767
2,584
2,954
1,245

2,631,036

2004
1,089,132
447916
1,537,048
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20. HOKUMOT HESABLARI

Hoékumot hesablari asagidakilardan ibarotdir:

2005 ' 2004
Budget accounts 881,352 574,449
Other demand deposits 44375 ' 6,751
Total Government accounts 025,727 ' 581,200

Biidco hesablari Azarbaycan Respublikasmin Morkozi Xozinodarligina ddenilmali vesaitlori oks etdirir.

21. BURAXILMIS BORC QIYMOTLI KAGIZLARI

Buraxilmis borc giymatli kagizlan asagidakilardan ibaratdir:

Odenis vaxtt illik kupon faiz deracesi’ 2005 2004
Qisamiiddetli notlar 3 gy 22%%55 : 4.38%-4.76% i 99,032
Qisanilddati notlie 31 ;’;ﬁi;fgggﬁ 8.85%-11.97% 156,318 i
Buraxilmis bore ' ' ' '
694 430

qiymetli kagizlar iizro
hesablanmig faiz xorei | . | |
Comi: Buraxilmis borc | 157,012 99,462

giymetli kagizlar

22. YENIDON ALINMASINA DAIR RAZILASMALAR OSASINDA SATILMIS QIYMOTLI KAGIZLAR

31 dekabr 2005-ci il tarixine yeniden ahnmasma dair razilasmalar asasinda satilmus qiymetli kagizlar Bankm
1,000 milyon manat moblogindo uzunmiiddetli hokumot istigrazlarimi yenidon almaq o6hdoliyidir. Bu
miiqavilolor iizro donis miiddeti 3 giin miloyyen olunmusdur. Bu giymetli kagizlar iizro nominal deyarin 7%-

i hacminde kupon faizi 6denilmisdir.

23. SAIR DEPOZIT HESABLARI

Sair depozit hesablari asagidakilardan ibarotdir:

2005 2004 |
Beynalxalq maliyy;) _institutlarmm hesablari : 3,]% - 2,123 I
' Digor maliyye institutlarinin hesablari 954 376
[ctimai teskilatlarin hesablari 49 | 76
4,192 | 2,575

Comi: Sair depozit hesablari

24. BEYNOLXALO MALIYYO INSTITUTLARINDAN ALINMIS KREDITLOR

Beynolxalq maliyye institutlarindan alinmig kreditloro Diinya Bankindan "Institutional Building Technical
Assistance" Programi gorgivesinda alinmig vesaitler daxildir.




20. GOVERNMENT ACCOLU
Government accounts com

Budget accounts
Other demand deposits
Total Government accounts

Budget accounts represent

21. DEBT SECURITIES ISSUED

Debt securities issued comprise:

Short-term notes

Short-term notes

" Accrued interest

| expense on debt securi-
ties issued

' Total debt securities
issued _

22. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

As at 31 December 2005 se
chase long-term government
within 3 days. Coupon of 7%

23. OTHER DEPOSIT ACC(

Other deposit accounts comprise:

| 2005 | 2004
Accounts of international financial institutions 3,196 2123
i Accounts of other financial institutions | 954 | 376
Accounts of public organizations 42 76

iTotaI other deposit accounts I 4,192 . 2578

24. FUNDS BORROWED FROM INTERNATIONAL FINANCIAL INSTITUTIONS

Funds borrowed from international financial institutions comprise funds borrowed from the World Bank under
the "Institutional Building Technical Assistance" Program.

Independent international auditor's opinion

INTS

prise:
| 2005 DR 2004
881352 ' 574,449
44375 ! 6,751
925,727 ' 581,200

amounts due to the Central Treasury of the Republic of Azerbaijan

Annual coupon rate ‘

Matriy ringe Vg | 20051 20
’ iawghzzooogs- s | ) i
g 51?,2‘;‘{‘.‘2;5338 : 8.85%-11.97% 156318 -
6% 430
! |
157012 99,462

curities sold under repurchase agreements were commitments of the Bank to repur-
bonds for the amount of AZM 1,000 million, The maturity of the agreement was
of the nominal value was paid on these securities.

JUNTS
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2005 | 2004
Alinmus kreditlor - 751,443 1,019,039
Kvota ilo alagodar buraxilmig giymetli kagizlar (qeyd 11) | L173,151 | 1,141,774 |
Beynalxalq Valyuta Fondunun hesablari S 398 3,936
Beynalxalq Valyuta Fondundan alinmig kreditlor iizre hesablanmug faiz xorclori 1,158 1,600
Comi: Beynalxalq Valyuta Fondu qargisinda 6hdeliklor 1,929,690 2,166,349

Beynolxalq Valyuta Fondu qarsisinda 6hdeliklor asagidakilardan ibaretdir:

Beynolxalq Valyuta Fondundan almmis kreditlorin ilkin 6dema miiddeti 10 ildir ve illik faiz deracesi 0.5% -
4.11% (2004: 0.5%-3.02%) toskil edir. Kreditlorin ddonilmasi 1999-cu ildo baglanmigdir. 2015-ci ilodek
kreditlorin 6donisi tam basa catdirilacagdir. Beynolxalq Valyuta Fondundan alinnug biitiin kreditlor XBH ilo
ifado edilmisdir, Kreditlor miixtolif miigavileler, o ciimladen Genislondirilmis Fond Mexanizmi, Ovozetma vo
Struktur Doyisikliklorin Genis Maliyyeasi Mexanizmi vo Yoxsullugun Azaldilmasi ve Inkisaf Mexanizmi
milqavilaleri asasinda verilmigdir.

2005 2004 !
Odonilmokdo olan mobloglor 1,380 ; 3,128 .
Maliyyo lizingi Shdoliyi | 443 | ” |
Sair 926 201 |
Comi: Sair 6hdalikler ' 2,749 3,329

Sair dhdolikler asagidakilardan ibarotdir:

" . .. .. . Minimum lizinq 6denilorinin cari
Minimum lizing 6denigleri

: deyeri
2005 2005
‘Bir il arzinde | 256 ' - 3T
2-ci1 ilden baslayaraq 5-ci il de daxil 256 206
olmagla |
512 443
‘Cixilsin: golocok maliyye mesroflori ' (69) ' Totbiq olunmur ;
Lizing 6hdaliklarinin cari deyari ' 443 ' 443
Cnu].sm: 12 ay orzinde ddonilmali ' (237) f
vosait
12 aydan sonra 6donilmoli vosait ' ' 206

Maliyye lizingi ohdeliyi @sasinda 6denilmoli vosaitlor asagidakilardan ibarotdir:

[care miiddeti 3 ildir. 31 dekabr 2005-ci il tarixine biten il iizro borcun effektiv faiz dorocosi 15% olmusdur.
Faiz deracelori miigavile tarixinde miieyyenlosdirilir vo beloliklo do Bank odalatli deyerle bagh faiz doracesi
riskine moriz galir. Lizing sabit 6denis qrafiki asasinda verilir vo sorti icare ddonislori ile bagh heg bir razilagma
yoxdur.
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Liabilities to the International Monetary Fund comprise:

| i 12005 | 2004 |
Loans received 751,443 1,019,039

‘ Securities issued in respect of Quota (note 11) I 173,151 | 1,141,774

' Accounts of the International Monetary Fund ‘ 3,938 3,936
' Accrued interest expense on loans received from the International - ‘ | Ig | 1.600
Monetary Fund _ . S I
Total liabilities to the International Monetary Fund [ 1,929,690 2,166,349

Loans received from the International Monetary Fund are loans with an original maturity of 10 years and bear
interest from 0.5% to 4.11% (2004: 0.5% to 3.02%) per annum. The repayment of the loans commenced in 1999.
The loans will be fully repaid by 2015. All loans received from the International Monetary Fund are denominat-
ed in SDR. The loans have been extended under a number of arrangements, including Extended Fund Facility,
Enhanced Structural Adjustment Facility, and Poverty Reduction and Growth Facility.

e N
26. OTHER LIABILITIES

Other liabilities comprise:

[ | 2005 2004
| Amounts in the course of scttlement’ 1,380 ' 3,128
| Finance lease liability . 443 =
Other 5 926 201
 Total other liabilities | 2,749 ' 3,329

Amounts payable under a finance lease comprise:

' o n | Present value of minimum lease
| Minimum lease payments ‘

|

L

- | payments .
- - | 2005 ' 2005 |
| Within one year . 256 237
| .In the.second to fifth years 256 ‘ 206
inclusive | o
| B B 5 12__ ) - 443
'Less: future finance charges (69) N/A
| Present value of lease obligations 443 443
' Less: Amount due for settlement within | .
(237)
12 months
Amount due for settlement after 12 | - B -
206
~months

The lease term is 3 years. For the year ended 31 December 2005 the effective borrowing rate was 15%. Interest
rates are fixed at the contract date, and thus expose the Bank to fair value interest rate risk. The lease is on a fixed
repayment basis and no arrangements have been entered into for contingent rental payments.
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27. NIZAMNAM®S KAPITALI VO EHTIYATLAR

"Azorbaycan Respublikasinin Milli Bank haqqinda" Azerbaycan Respublikast Qanununa esason Milli Bankin
nizamnama kapitah 50,000 milyon manat mioyyen edilmisdir. 2004-cii il erzindo Milli Bankin nizamnamo
fondu 22,008 milyon manat kapital chtiyatlarinin hesabina 50,000 milyon manata qodor artirilmisdir. Bank
qanunvericiliye uygun olaraq, hesabat ilinin monfoatini kapital ehtiyatlarina yéneltmisdir. Bu ayirmalardan
sonra menfeatinin galan sarbest qalif ise Dovlet biidcosine kogiiriilmugdiir, 31 dekabr 2004-cii il tarixine biton
il orzinde Dovloet blidcosine kégiiriilan vosaitlor 16,856 milyon manat toskil etmisdir.

28. MALIYYO OHDOLIKLORI VO GOZLONILMOZ HADISOLOR

Bank balansdankenar riske malik maliyyo alotlorini oks etdiren miiqavileler izro qarsihgli terof kimi ¢ixis
edir. Miixtolif doeracoli kredit risklorini 6ziindo birlesdiren bu alatler iizre qaliglar balansda 6z eksini tapmur.

Kreditin genislondirilmesi iiciin sorti 6hdeliklorle, qars: terefin chdoliklerini yerine yetirmadiyi, qoyulmus
girov vo ya qiymatli kagizlarin d?y?rinin asagi diismosi askar olundugda, Bankin maksimum kredit itkisino
maruz qalmast bu aletlerin miiqavilolorde aks olunmus dayaeri ilo gostorilir.

Bank balansdankenar ohdeliklerin idare edilmesine balans iizre emeliyyatlar tgiin istifade etdiyi kredit
nazaratini vo idaroetmo sivasotini totbiq edir.

Risk iizro 6lgiilmiis mablog Bank Nozaroti iizro Bazel Komitosinin iroli stirdilyil prinsiplor asasinda kredit
konversiya amillarini vo qarsi terafin risk dlgiilerini tatbiq etmoklo oldo edilir,

31 dekabr 2005-ci il tarixine nominal va ya miigavilo mebloglori vo risk moeblaglori asagidaki kimi olmusdur:

2005 |

- | Nominal mablag | Risk iizro 6Iqﬁlmijs mablog .:

Akkreditivier 607 ' ) |
Comi sorti Shdoliklor 607 ' )

Kapital qoyulusu ohdoliklort - 31 dekabr 2005-ci il tarixde Bankin heg bir ehomiyyatli kapital chdoliyi
olmamigdir.

omoliyyat lizingi 6hdoliklori - 31 dekabr 2005-ci il tarixdo Bankin omaliyyat lizingi ile bagli heg bir miihiim
6hdoliyi olmamisdir.

Hiiquqi prosedurlar - Vaxtagirt vo biznesin normal gedisinde miistorilor torefinden Banka qarsi iddialar galdirilir.

2004-cii 1l orzindo Azerbaycan Beynolxalq Banki SKB 5,000 milyon manat vesaitin ddenilmasi ilo bagli
Banka qarst iddia ile Yerli Iqtisad Mohkomosino miiraciot etmisdir. Homin vesait Bank torafinden bu asasla
tutulmugdur ki, Azarbaycan Beynolxalq Banki SKB iiciingii toraf igiin zomanotgi kimi ¢ixis etmis, sonuncu iso
krediti 6daye bilmemisdir.

Bank hiiquqi miidafio tadbirlori gormiisdiir ve neticede bu iddia miixtalif pillali mehkemelerden kegorok Ali
Mohkemaye geder gedib ¢ixmus, araliq qorar Bankin xeyrine ¢ixarilnus, lakin son qorar Azerbaycan Beynolxalg
Banki SKB-nin xeyrine verilmigdir. Lakin Bank hiiqugi todbirlori davam etdirmok gorarmi vermisdir vo Al
Mohkomenin Plenumuna sikayat orizesi taqdim etmisdir. Plenum sikayot arizosini sonradan baxilmaq tgiin gobul
etmisdir.

Rohborlik hesab edir ki, hesablanmamig zororler {izre miihiim xerclor olmayacaq ve miivafig olaraq maliyye
hesabatlarinda bunun tigtin ehtiyatlar yaradilmamigdir.
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27. CHARTER FUND AND RESERVES

In accordance with the Law of the Republic of Azerbaijan "On the National Bank of the Republic of
Azerbaijan”, the charter fund of the Bank is set at AZM 50,000 million. During 2004 the charter fund was
increased to AZM 50,000 million by a capitalization of AZM 22,008 million of its revenue reserves. The Bank
allocated amounts from its annual profit to its charter capital in accordance with the Law. After these allocations,
the remaining amount was transferred to the Government budget, During the year ended 31 December 2004
transfers made to the Government budget amounted to AZM 16,856 million.

28. FINANCIAL COMMITMENTS AND CONTINGENCIES

The Bank is a party to financial instruments with off-balance sheet risk. These instruments, involving varying
degrees of credit risk, are not reflected in the balance sheet.

The Bank's maximum exposure to credit loss under contingent liabilities and commitments to extend credit, in
the event of non-performance by the other party where all counterclaims, collateral or security prove valueless,
is represented by the contractual amounts of those instruments.

The Bank uses the same credit control and management policies in undertaking off-balance sheet commitments
as it does for on-balance operations.

The risk-weighted amount is obtained by applying credit conversion factors and counterparty risk weightings
according to the principles employed by the Basel Committee on Banking Supervision.

As at 31 December 2005, the nominal or contract amounts and the risk amounts were:

e 2005

! o . Nominal Amount  Risk -Wt;i-g_}-l_téd_AmOUI’lt
Letter of credit 607 . -

Total contingent liabilities ' 607 ' :

Capital commitments - The Bank had no material commitments for capital expenditures outstanding as at 31
December 2005,

Operating lease commitments - As at 31 December 2005 the Bank had no significant non-cancellable operat-
ing lease commitments.

Legal proceedings - From time to time and in the normal course of business, claims against the Bank are
received from counterparties.

During 2004 the International Bank of Azerbaijan JSCB submitted a claim to the Economic Court against the
Bank for the repayment of AZM 5,000 million, which was seized by the Bank on the grounds that the
International Bank of Azerbaijan JSCB acted as a guarantor for a third party financial institution, who defaulted
on its loan from the Bank. The Bank counteracted with defensive legal action and as a result this claim was
processed through several levels of courts up to the Supreme Court, which ruled in favour of the International
Bank of Azerbaijan JSCB. However, the Bank decided to continue its legal action and appealed to the Plenum
of the Supreme Court. The Plenum of the Supreme Court has accepted the appellation of the Bank for further
discretion.

Management is of the opinion that no material unaccrued losses will be incurred and accordingly no provision
has been made in these financial statements.
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Togaiidlor vo toqaiid planlart - Iscilor Azorbaycan Respublikasimin qanunvericiliyine miivafiq olaraq
Azorbaycan Respublikasindan sosial miiavinatler ve pensiya alirlar. 31 dekabr 2005 vo 2004-cii il tarixlerine
Bankin oziiniin hazirki, yaxud sabiq isgilori liglin har hansi alave miiavinetlor, togaiide ¢ixdigdan sonrak: tibbi
xidmat, sigorta ve ya kompensasiyalar {izro 6hdoliyi olmamigdir,

Omoliyyat miihiti - Bank esas biznes foaliyyotini Azerbaycan Respublikasinda aparir. Azerbaycan
Respublikasinda isgiizar miihito tasir edon gaydalar vo qanunlar siiretli deyisiklikloro moruz galir ve siyasetde
va isglizar mithitdo bas veron monfi doyisikliklor Bankin aktivlerini ve emaliyyatlarim riske moruz qoya bilor.

[}

Olkede qgiymetlor migyasini optimallasdirmag, manatin mezennesini diinyanmn aparici valyutalarmm
miibadilo mezennalerine yaxinlasdirmag, milli pul niganlarinin dizaynini, miihafizesini ve nominal strukturunu
beynolxalq standartlara uygunlasdirmaq megsedile Azerbaycan Respublikasi Prezidentinin "Azerbaycan
Respublikasinda pul nigsanlarinin nominal doyerinin vo qiymetlar miqyasinin deyisdirilmesi (denominasiyasi)
haqqmnda” 7 fevral 2005-ci il tarixli Fermani qiivveye minmisdir. Formanla denominasiyanin kegirilmosi 2006-
ct ilo miloyyen edilmisdir.

Bu Farmanin verilmesi naticosindo Azerbaycan Manati | yanvar 2006-c1 ilden denominasiya edilmisdir vo
homin tarixden baglayaraq 5,000 Azorbaycan Manati | yeni manata borabordir ("AZN").

1:5,000 nisbatdo denominasiyanin aparilmasinin sabablori asagidakilardir;

° Manatin mezennesini diinyanin aparici valyutalarinin miibadile mezennalerine uygunlasdirmag. Bu
Azorbaycan qiymatli vo méhkom valyutaya malik olan Glkelor sirasina daxil edocok;

° Mahsullarin giymatini ehalinin yaxin tarixden yaddasinda qalan giymetlerle evez etmek;

. Iqtisadiyyatin dollarlasmasinin qarsisini almaq. Ciinki yeni manatin ABS dollarina borabor olmasi
amoliyyatlar zamani manata Gstlinliik verilmesine zemin yaradacaqdir;

° Oskinaslarin ¢ap olunmasi iiglin dovlot xerclorine gonaet etmok. Yeni manatin boyiik bir hissesini
sikkolor toskil edacok ki, onlar dad aha uzun istismar miiddotine malikdirlar;

o Milli valyutanin dizaymini vo miihafizesini beynalxalq standartlara uygunlasdirmagq.

2006-c1 il arzindo kéhno manat yeni manatla birlikdo dovriyyodo olacaqdir. Lakin 31 dekabr 2006-c1 il
tarixindon sonra kéhno manat yalmz Azerbaycan Respublikast Milli Bank: torefindon geyri-miioyyon miiddet
arzinde yeni manata doyisdirilocekdir.

24 sayli MUBS-a asasan alaqoli toroflor dedikde asagidaki toroflor nozorde tutulur:

(a) bilavasite ve ya dolay1 yol ilo bir ve ya daha ¢ox vasitogilorin komeyi ile hesabatg1 milossisoyo nozarot edon
vo ya onun torafinden nazaretde saxlanilan, ya da homin miessise ilo Gmumi nozaratdo olan miiessiselor
(Bura holding kompaniyalar, filiallar vo tabegilikde olan miiessiselor aiddir);

(b) olageli milassisalor - Bankin miihiim tosiri altinda olan ve sermayaginin ne filiali, ne da birge miiessisesi
olan miiessiseler;

(c) bilavasite ve ya dolay: yol ilo Bankda sesverme hiiququ olan ve Bank iizerinde miihiim tosiro malik olan
fiziki soxslor;

(d) Bankin amaliyyatlarinin planlagdirilmasinda, aparilmasinda vo nozarotinde solahiyyeti ve mesuliyyeti olan
osas idaraedici heyot, yoni Bankin dircktorlan, vezifali sexslori (hemginin icragi direktor funksiyalarini icra
etmoyon idare heyatinin lizvii vo bu fiziki goxslerin yaxin aile iizvleri deo daxil olmagla;




[ndependent international auditor's opinion

Pensions and retircment plans - Employees receive pension benefits from the Republic of Azerbaijan in accor-
dance with the laws and regulations of the Republic of Azerbaijan. As at 31 December 2005 and 2004, the Bank
was not liable for any supplementary pensions, post-retirement health care, insurance benefits. or retirement
indemnities to its current or former employees.

Operating Environment - The Bank's principal business activities are within the Republic of Azerbaijan. Laws
and regulations affecting business environment in the Republic of Azerbaijan are subject to rapid changes and
the Bank's assets and operations could be at risk due to negative changes in the political and business environ-
ment.

In order to optimize the price level in Azerbaijan, to bring the exchange rate of Azerbaijan Manat closer to the
world leading currencies and to adjust design, security features and composition of local banknotes in compli-
ance with international standards the Decree of the Azerbaijan President on "Changing the nominal value and
composition of banknotes (denomination)" dated 7 February 2005 was issued.

As a result of this Decree the Azerbaijan Manat was denominated on 1 January 2006 and, starting from that
date, AZM 5,000 is equal to | New Azerbaijan Manat ("AZN").

The reasons for the 1:5,000 denomination include:
o To bring the rate of exchange of the new Manat to the level corresponding to the exchange rates of

the leading currencies of the world. This will put Azerbaijan among the countries with valued and
strong currencies;

° To bring prices of goods to the level that is still remembered by the population from the past;

E To avoid the dollarisation of the economy. As the value of the new Manat will be almost equal to the
US Dollar, it is likely that the preferred currency for transactions in Azerbaijan will be Manat;

. To cut down the Government expenses on printing paper money as a significant part of new curren-
cy will be in coins which will have a longer life;

. To bring the design and the protection of the national currency in conformity with international stan-
dards.

Throughout 2006 the old Manats will continue to be in circulation along with the new Manats. However, after
31 December 2006 old Manat banknotes will be converted to new Manats only by the National Bank of the
Republic of Azerbaijan for indefinite period of time.

(] KA I. .-' AV ..l'..

Related parties or transactions with related parties, as defined by 1AS 24 "Related party disclosures", represent:

(a) Enterprises that directly, or indirectly through one or more intermediaries, control, or are controlled by, or are
under common control with, the Bank (this includes holding companies, subsidiaries and fellow subsidiaries);

(b) Associates - enterprises in which the Bank has significant influence and which is neither a subsidiary nor a
joint venture of the investor;

(¢) Individuals owning, directly or indirectly, an interest in the voting power of the Bank that gives them signif-
icant influence over the Bank;

(d) Key management personnel, that is, those persons having authority and responsibility for planning, directing
and controlling the activities of the Bank, including directors and officers of the Bank (also non-executive
directors and close members of the families of such individuals):
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(e) sesvermada bayiik pay1 olmagla birbasa vo ya dolaysi ilo (c) ve ya (d)-de agiglanan her hansi bir goxs, ve
ya bu vasito ilo belo bir soxs ohomiyyatli tesir gostormok imkanina malik olan miiessiseler. Bura sahibi
Bankin direktorlar1 ve ya osas tosisgilori olan milossisolor vo osas idareedici heyatinin lizvii Bankla eyni olan
miiessisolor aiddir;

(f) Bankda birgo nozarate malik olan teraflor;

(g) Bankin milossiso kimi istirak etdiyi birge miiessisaler; vo

(h) Bankin va ya Bankla alaqoli her hansi milossisonin is¢ileri tiglin omak foaliyyetinin basa gatmas ilo ?laq”dar
miiavinet planlart.

Azerbaycan Respublikasi Milli Banki Azorbaycan Respublikasi Hokumatina, biidca togkilatlarina ve dévlot
nozarotindo olan diger tosisatlara bank xidmetlori gosterir. Morkozi Bank olaraq 6z fealiyyoti zamani Bank bu
toskilatlarla olageli terof olmayan teskilatlardan forgli sortlorlo omeliyyatlar apara bilor. Dlageli teroflorlo
biitiin miimkiin minasibetleri nezerdon kecirorkon, digget miinasibetlorin yalmiz hiiquqi formasina deyil
mahiyyetine yonalmalidir.

31 dekabr 2005 vo 2004-cii il tarixlorino Azerbaycan Hokumeti vo dovlet nazaratinde olan digor tesisatlarla
qgaliglar asagidaki kimi olmusdur:

. 2005 _ 2004
| Azorbaycan | . Azerbaycan .
IFIf'Jkumati ve dévlet Maltgys Hokumati ve Mityye ;
: | hesabatlart |, .. | hesabatlar |
nozarotinds olan .. . . |dovlet nazaretinde| .. . !
. {izro timumi . | {izre imumi
tosisatlarla ) olan tosisatlarla | Fo
| : kateqoriya | | kateqoriya |
| | emoliyyatlar | . omaliyyatlar ;
Satls ticiin nozorde tutulan i ) 345,528 345,528
1_r_1vcst15|yalar | |
i 689,359 689359 | 361345 361,345
investisiyalar _ _ i | .
Hokumet hesablar (925,727) (925,727) ' (581,200) (581,200)
Sair depozit hesablar _ (446) 4,192) (353) (2,575)
Kredit toskilatlarinin hesablan | (1,180,011) (1,458,630) | (1,275,644) (1,537,048)

31 dekabr 2005 vo 2004-cii il tarixina biton illor lizro Bankin Azerbaycan Hokumati vo dovlot nozarotindo
olan tesisatlar ilo apardig emoliyyatlar neticesinde manfeat vo zerer haqqinda hesabata daxil edilon mabloglor
asagidaki kimi olmusdur:

i NN 2005 2004 |
Azarbaycan . Azorbaycan | . ‘
Hokumati vo dovlet| Makyre Hokumeti vo Maliyye
- ; hesabatlarn |, . hesabatlar:
nezaratinds olan B — . dovlet nozaretinde .. . ;
. lizro timumi ; lizre Gimumi |
tosisatlarla : olan tosisatlarla :
. | kateqoriya k kateqoriya
omoliyyatlar | omoliyyatlar |
Faiz goliri _ ' . '
- Azorbaycan Hokumati | 4,446 - 148,606 4,928 - 76,011
Faiz xorei N | ] | | ] !
- Dévlet nozaretindo olan tosisatlar 123 20,075 | 35 - 14,638
IE_htiyatz‘ (Ehliyf_i_f.ll] bel]JaSI) ] B | ' | ] ]
- Azorbaycan Hokumati 8,518 . 12,081 | (19) 2.295 .

I Haqq ve komissiya goliri _ . | .
| - Dévlat nozaratinde olan tesisatlar 8,086 21,323 i 4,494 16,952
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(¢) Enterprises in which a substantial interest in the voting power is owned, directly or indirectly, by any person
described in (c) or (d) or over which such a person is able to exercise significant influence. This includes
enterprises owned by directors or major sharcholders of the Bank and enterprises that have a member of key
management in common with the Bank;

(f) Parties with joint control over the Bank;

(g) Joint ventures in which the Bank is a venture; and

(h) Post-employment bencfit plans for the benefit of employees of the Bank, or of any entity that is a related party
to the Bank.

The National Bank of the Republic of Azerbaijan provides banking services to the Government of Azerbaijan,
budget organizations and other state-controlled entities. In fulfilling its role as a central bank, the Bank may enter
into transactions with these organizations, which may be on terms different from those offered to non-related par-
ties. In considering each possible related party relationship, attention is directed to the substance of the relation-
ship, and not merely the legal form.

The outstanding balances with the Government of Azerbaijan and state-controlled entities at 31 December
2003 and 2004 arc as follows:

| ] 2005 2004 ;
Transactions with the Total catego-| Transactions with Total catego-
| Government | ryasper the Government of ry as per

- of Azerbaijan and ' financial | Azerbaijanand | financial

!state-controlled enti-| statements | state-controlled | statements |
|

! | ties | caption | entities | caption
Investments available-for-sale | ‘ s 345,528 345,528
[nvestments held-to-maturity 689,359 689,359 361,345 361,345

| | |
Government accounts (925,727) (925,727) (581,200) (581,200)
Other deposit accounts | (446) (4,192) (355) (2,575)
Accounts of credit organizations (1,180,011) (1,458,630) (1,275,644) (1,537,048)

Included in the income statement for the years ended 31 December 2005 and 2004 are the following amounts,
which arose due to transactions with the Government of Azerbaijan and state-controlled entities:

. 2005 2004
| Transactions with ‘ Total ‘Transactions with| Total cate-
' the Government category as | the Government | gory as per
| | of Azerbaijan and | per financial |of Azerbaijan and! financial
' state-controlled enti- statements cap- state-controlled | statements

' | ties ‘ tion ‘ entities | caption
Interest income ' ] ) |

- Government of Azerbaijan 4,446 | 148,666 4,928 [ 76,011
Interest expense ' 7 ' '

- State-controlled entities | 122 20,075 35 L 14,638
‘Allowance/(Recovery of allowance) | i ' ’
- Government of Azerbaijan . 8,518 12,081 (19) 2,295

. Fee and commission income | ! | ) | _
- State-controlled entities 8,086 21,323 4,494 16,952
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31 dekabr 2005 vo 2004-cii il tarixlorino biton illor izro osas idareedici heyate ddenislerle baglh menfaot vo
zoror haqqinda hesabata daxil edilon mablaglor asagidaki kimi olmusdur:

2005 2004 |
Osas idareedici  |Maliyye hesabatlar1| Osas idareedici |Maliyye hesabatlari
heyatlo lizre imumi heyatlo lizra imumi
amoliyyatlar kateqoriya amaliyyatlar kateqoriya
AL B 405 15,095 348 10288
miikafatlar . ! | ‘ f
Maocburi dévlet sosial %9 . 3178 : 94 _ 2609

sigorta haglari

31 dekabr 2005 vo 2004-cii il tarixlerino biten iller tizro Dovlat biidcosine kogiirmolorlo bagh kapitalda
doyisikliklor hagqinda hesabata daxil edilon mobloglor asagidaki kimi olmusdur:

2005 2004 |
| Azerbaycan Maliyyo hesabatlart | Azarbaycan Maliyye hesabatlar
' - Hokumetiilo | f{izroimumi | Hokumati ilo lizre (imumi
omoliyyatlar | kateqoriya omoliyyatlar kateqoriya
i _ . e e
Azorbaycan . ' f
Respublikasinin '
Dovlat biidcosine i ) | o8 16,856
kogiirmolar | . f
31 MALIYYO ALOTLORININ ODALOTLI DAYORI

Maliyye alotlorinin bazar deyerlerinin agiglanmasi 32 sayh "Maliyye aletlori: Malumatin Agiglanmasi ve
Togqdim Edilmesi" ve 39 sayli "Maliyya alatlori: Taninma ve Qiymetlondirilme” Miihasibat Ugotunun
Beynelxalg Standartlarina uygun olaraq hoyata kegirilir. ©dalotli doyar likvidasiya satigt vo ya mocburi sati
omaliyyati deyil, kommersiva omoliyyati zamani melumatlandirilmis torafler arasinda alotin miibadile edildiyi
mobloglo miieyyonlogdirilir. Bankin maliyyo alotlorinin oksor hissosinin satist figlin rosmi elan olunmus
qiymetlorlo foal bazar méveud olmadigindan, giymetlondirme mexanizmini istifade etmoklo alotlor iizre
odalatli deyerlo real satis doyerinin miioyyenlesdirilmesi {iglin cari iqtisadi hallarim ve alotloro tosir eden
risklori nezere almagla subyektiv bir fikrinin ifade edilmesi zoruriyyati vardir. Bundan bele notico ¢ixarmag
olar ki, toqdim edilmis gostoricilor Bank torofinden saxlamilan xiisusi bir maliyye alotinin agiq bazarda
satisindan hoqigoten olde edilocak giymatleri aks etdirmaye da bilor.

Rohbarlik hesab edir ki, maliyye aktivlerinin ve chdeliklerinin adaletli deyerinin Bankin balansindaki balans
doyoeri ilo miiqayisesi asagidaki cadvelds verilmisdir:
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Included in the income statement for the years ended 31 December 2005 and 2004 are the following amounts
of key management personnel remuneration:

| 2005 | 2004

| - | Transactions with Total category as ~ Transactions with | Total category as |
* key management per financial state- ~key management | per financial state-

; ‘ personnel | ments caption | personnel ~ ments caption
Salaries and bonuses 405 15,095 348 10,288
Social insurance contribu- 29 3,178 94 2,609

tions

Included in the statement of changes in equity for the years ended 31 December 2005 and 2004 are the follow-
ing amounts of transfers made to the Government budget of the Republic of Azerbaijan:

| | 2005 | 2004
Transactions with theiTotaI category as periTransactions with the Total category as per
‘ Government of  financial statements ~ Government of | financial statements

- Azerbaijan ~ caption |  Azerbaijan ~ caption
" Transfers to the | - B _ =51 a — =
Government budget '
| g | 2 .
- of the Republic of 16,856 16.856
| Azerbaijan
41IR VALI j_,-':' OF FINANCIAL INSTRUMI "NTS

Estimated fair value disclosures of financial instruments is made in accordance with the requirements of IAS
32 "Financial Instruments: Disclosure and Presentation” and IAS 39 "Financial Instruments: Recognition and
Measurement", Fair value is defined as the amount at which the instrument could be exchanged in a current trans-
action between knowledgeable willing parties in an arm's length transaction, other than in forced or liquidation
sale. As no readily available published price quotations in an active market exist for a large part of the Bank's
financial instruments, judgment is necessary in arriving at fair value using a valuation technique, based on cur-
rent economic conditions and specific risks attributable to the instrument. The estimates presented herein are not
necessarily indicative of the amounts the Bank could realize in a market exchange from the sale of its full hold-
ings of a particular instrument.

Management believes that the fair value of financial assets and liabilities compared with the corresponding car-
rying amount in the balance sheet of the Bank is presented below:




Miistaqil beynalxalq audit sirkotinin royi

Satig {igiin nezerde tutulan qiymatli kagizlarin ve donis tarixinodok saxlanilan giymtli kagizlarin adalotli
dayarinin diizgiin qiymetlondirilmesi miimkiin deyildir.

31 dekabr 2005-ci il 31 dekabr 2004-cii il |
| Balans dayeri, ‘ Odalatli deyer, | Balans dayari, " Bdaletli doyer, |
milyon manat l milyon manat milyon manat | milyon manat

PG L S e 4535964 4535964 4,455,206 4,455,206
vosaitlor . : . | |

seGont ekt vetihng 34515 | 344515 298,374 298,374

kreditlor | _ _
Ticarat qiymatli kagizlar 91,238 - 91,238 - -

| | | |
Seynaia. Vel 1,237,173 1,237,173 1,212,945 1,212,945 |
Fondundaki qaliglar .
Aktivlori idaro edon xarici | ; | |

menecerlor torafinden 720,100 720,100 749,173 749,173
yerlagdirilmis aktivler . . ‘ . |

Dévriyyade olan nagd pul 2,970,541 2,970,541 2,631,036 2,631,036

Keait tegkilatlormn 1,458,630 1,458,630 1,537,048 1,537,048
hesablari _ _ . _ B |

Hokumaot hesablar 925,727 925,727 581,200 581,200
i ) . | _ | . |

Sty bl qignmt 157012 | 157,012 99,462 99,462
kagizlar . _ . : .
Yeniden alinmasina dair s |
razilagmalar osasinda satilmig 1,000 1,000 - , - |
~qiymotli kagizlar _ | !
Sair depozit hesablari 4,192 ' 4,192 2,575 2,575 |
Beynolxalq maliyyo i . ' |
institutlarmdan alinmis 31.320 31,320 26,038 26,038 |
kreditlor _ |

Diyilelaa'y Viklyiits Pordy 1929690 | 1929690 2,166,349 2166349 |

qarsisinda Shdoliklor

32. RISKLORIN IDAR® EDILMOSI SiYASOT]

Risklorin idaro edilmasi bank biznesinin osasini toskil etmoklo bank emeliyyatlarinin miihiim clementi hesab
olunur. Omeliyyatlarin xiisusiyyotlerinden asili olaraq Bank kredit riski, likvidlik riski vo bazarda faiz vo xarici
valyuta daracosinin deyismesi kimi risklerlo iizlosir.

Omoliyyat qerarlarmin qobul edilmesi, o ciimloden, maliyye bazarmm idaro olunmasi, faiz derecelerinin
miyyon edilmasi, aktiv vo dhdeliklorin ugota alinmasi ve kreditlor iizro ehtimal olunan zeror iigiin chtiyatlarin
hesablanmast zamant Bank rehborliyi emeliyyat qerarlari bazarlarin inkisaf merhelesini, miieyyan maliyyo
vasitolori tigiin aktiv vo likvid bazari vo uzunmiiddotli galir gotiron Azarbaycan Respublikasi dévlet istiqrazlar
lizro beynolxalq miqyasda reytingin méveud olmamasini nozere almagla miivafiq molumatla mohdudlagir.

Bankin aktiv vo ohdaliklerinin strukturu kommersiya tisullari ilo deyil, ilk 6nco Bankin yerli funksiyalarinin
xisusiyyotlori ilo miioyyon edilir. Bank iizlogdiyi risklori davamli sokildo bir sira risklori idaroetmo
vasitolorinin kémoyi ilo nizamlayir. Bank terafinden risklorin idare edilmesi daxili qaydalarla tenzimlonir vo

170
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|

The fair value of investments available-for-sale and investments held-to-maturity cannot be measured reliably.

| Cash and short-term funds
| Loans to resident banks
‘ Trading securities

' Balances with the
' International Monetary Fund

| Assets placed with
external asset managers
Money issued in
circulation

“Accounts of credit

| organizations

Government accounts

|
'Debt sccurities issued

i Securities sold under agree-

ments to repurchase

I Other deposits accounts

| Funds borrowed from inter-
| national financial institutions

' Liabilities to the International
‘ Monetary Fund

31 December 2005

4,535,964
344,515

91,238

1,237,173

720,100

2,970,541

1,458,630

925,727

157,012
1,000

4,192

31,320

1,929,690

32. RISK MANAGEMENT POLICIES

| Carrying value, | Fair_value, AZM
AZM million

i million
4,535,964

344,515

91,238
1,237,173

720,100
2,970,541
1,458,630

925,127

157,012
1,000

4,192

31,320

1,929,690

|

31 December 2004
Carrying value, | Fair value, AZM

AZM million

4,455,206

298,374

1,212,945

749,173
2,631,036
1,537;)48
581,200

99,462

2,575

26,038

2,166,349

million |

4,455,206

298,374

1,212,945

749,173
2,631,036
_1,537,{]48 -
581,200

99,462

2,575

26,038

2,166,349

Management of risk is fundamental to the banking business and is an essential element of the Bank's opera-
tions. The main risks inherent to the Bank's operations are those related to credit exposures, liquidity and mar-
ket movements in interest rates and foreign exchange rates.

In taking operating decisions, including managing the financial markets, setting interest rates, and recording
assets and liabilities and estimating provisions, management are constrained by the available data, taking into
account the stage of development of the markets, the absence of an active, liquid market for certain financial
instruments, and no internationally-rated Sovereign Azeri Government bonds with a benchmark long-term

yields.

The structure of the Bank's assets and liabilities is primarily determined by the nature of the Bank's statutory
functions, rather than commercial considerations. The Bank continually manages its exposure to risk, through a
variety of risk management techniques. Risk management of the Bank is regulated by its internal instructions,
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Bankin Idare Heyoti, eloco do toyin edilmis isci qruplart torefinden ciddi nezaret olunur. idare heyeti vo
aidiyyat is¢i qruplari pul, investisiya vo Bankin xarici valyuta siyasoti ilo bagli moselelori nozeraden kegirir,
omoliyyatlarm hocmina vo Bankin partnyorlarinin giymatlondirilmesi teleblorine mohdudiyyatlar qoyur.

Bankin rohbarliyi Daxili Audit Departamenti ilo birlikdo riskin idaro edilmosi foaliyyetlerini hoyata kegirir.
Bank Avropanin iri banklarnin biznes foaliyyetine esaslanan Riskin Qiymatlondirilmesi Metodologiyasini
hazirlamigdir. Metodologiya risklori asagidaki kimi forqlondirir;

- mahiyyot etibarilo amoliyyatlarin idaro edilmosi ilo olagosi olmayan bizneslo bagl risk (maliyyo riskleri,
etibarla bagli risk vo ictimai risk) ve

- biznes foaliyyotlorinin hayata kegirilmasi iiiin daxili nezaret sistemini totbiq etmoklo idare edilon risk.

Bank asagidaki risk novlerini tonzimloyir:

Likvidlik riski

Likvidlik riski depozitlorin geri gotiiriilmosi vo 6dome miiddeti gatan maliyye alotlori il slagodar digor
maliyye Shdoliklorini 6demok figiin vesaitlorin kifayet edib-etmomasi demokdir.

Bank bu riskin idare edilmesindo aktiv ve dhdeliklorin idaro olunmasi prosesinin bir hissosi olan miisteri vo
bank amellyyatlall tizro golocokdo gozlonilon nagd pul vesaitlorinin herokatinin giindolik monitoringini hayata
kegirir. dare Heyoti depozitlor iizro toloblorin yerino yetirilmosi {iglin méveud olan ddomo miiddoti basa catan
vosaitlorin vo gézlonilmoyon seviyyelorde depozitlordon vesaitlorin ¢ixarilmasi toloblorinin yerino yetirilmosi
iiglin moveud olmali banklararast vo diger bore Shdeliklarin minimal hadlerini mileyyen edir.

Bank aktivlorin likvidliyini asagidaki tisullarla idaro edir;

o Kredit toskilatlarmin Bankdaki macburi chtiyatlarinda bag veron siirotli azalma noticosindo
qisamiiddetli nagd pul tolobatlarimi 6demak iigiin miioyyen meblegde likvid aktivler saxlamagla.
o Omoliyyat-Investisiya Strategiyasini hazirlayarken valyuta aktivlorini 4 ndve - likvid aktivlera, risklore

qarst hossas olan aktivloro, investisiya aktivlorine vo aktivleri idare edon xarici menecerlor torofindon
idaro olunan aktivlere boliiniir vo comi idaro olunan maliyyo aktivlorini miivafiq olaraq 5-15%, 10-
30%, 45-65% ve 5-25% ilo miloyyon edir. Bank likvid aktivler {igiin asagidaki dorocelori miloyyon
edir: ABS§ valyuta aktivlori iiglin 70-80%, Avro valyutali aktivleri ticiin 15-25% vo 0-10% Boyiik
Britaniyanin paundu ilo ifado olunan aktivlor {iciin.

Nagd pul vosaitlorinin faiz dorocosi riski

Nagd vesaitin faiz dorocesi riski - maliyye alotlori {izro golocokdo nagd vesaiti aximnin  bazardak: faiz
derocelerino gore deyismosi riskidir.

Bank faiz dorocosi marjasina nezarot edir vo naticode 6ziinin miihiim faiz derocesi riskine vo ya nagd
vosaitin axini riskine meruz galdigini diisiinmiir.

Bankin faiz derecosi riskinin idare edilmosi Bankin Idaro Heyati torofindon tosdiq olunmus Metodoloji Tolimatlara
asaslamir. Bu Metodoloji Telimatlar asagidaki amillore vo gostoricilore osaslanmagla faiz derocesi riskini
miieyyonlosdirir:

e Iqtisadi inkisafin dinamikasi vo igtisadi prognozlar;

o Ehtimal edilon vo cari inflyasiya deroceleri;

e Iqtisadi prognozlar vo ohalinin kreditlorden istifadesinin dinamikasi;

° Banklararasi kredit bazarinda depozitlorin ve kreditlorin faiz deracelori ve timumi mikro vo makro gostoricilor;
o Valyuta miibadilosi mozennolerinin dinamikasi ve dévlot giymetli kagizlarinin rentabelliyi

o Xarici amillor (partnyor 6lkelardo vo diinya bazarinda geden proseslor).

Valyuta Siyaseti Idaresi yuxaridak: faktorlari nozoro almagla faiz deracesi risklori tizro hesablamalari hazirlayir
vo Pul-Kredit Olagelori Komitosine toklif verir. Komite ilkin rayin layihosi barede qorar vermesi {iciin onu idare
heyatina togdim edir.

Bankin faiz dorocesi siyaseti Bankin daxili qaydalari ilo tenzimlenir, onun idare Heyati vo is¢i qruplar
torofinden tosdiglenir.
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and is closely monitored by the Board of Governors as well as designated workgroups of the Bank. The Board
of Governors and related workgroups consider matters related to the monetary, investment and foreign exchange
policy of the Bank, and set limits for volumes of operations, as well as the requirements for assessing counter-
parties of the Bank.

The Bank's management conducts its risk management activities in collaboration with the internal audit depart-
ment of the Bank. The Bank has prepared a Risk Assessment Methodology, which is based on the business activ-
ity of the large European central banks. The methodology differentiates risks between:

- the risk inherently related to the business which is not directly correlated to the management of operations
(financial risks, reputation risk, and human risk), and

- the risk managed through the implementation of internal controls for conducting business activities.

The Bank manages the following risks:

Liquidity risk

Liquidity risk refers to the availability of sufficient funds to meet deposit withdrawals and other financial com-
mitments associated with financial instruments as they actually fall due.

In order to manage liquidity risk, the Bank performs daily monitoring of expected future cash flows on banking
operations, which is a part of the assets and liabilities management process. The Board of Governors sets limits
on the minimum proportion of maturing funds available to meet withdrawals and on the minimum level on inter-
bank and other borrowing facilitics that should be in place to cover withdrawals at unexpected levels of demand.

The Bank conducts assets liquidity management as follows:

. By maintaining a certain level of liquid assets, which are readily available to meet short-term cash
needs that may occur due to a rapid decrease in the volume of credit organizations' obligatory reserves
in the Bank.

° By preparing the Investment Operational Policy, which divides the assets in foreign currency into 4
types: liquid asscts, immunization assets, investment assets and assets managed by foreign managers
and sets them as 5-15%. 10-30%, 45-65% and 5-25% of the total manageable asscts, accordingly. The
Bank sets the following targets for its liquid assets: 70-80% for USD currency asscts, 15-25% for
EUR currency assets and 0-10% for GBP currency assets.

Cash flow interest rate risk

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

The Bank monitors its interest rate margin and consequently does not consider itself exposed to significant
interest rate risk or consequential cash flow risk.

Interest rate risk management of the Bank is based on the Methodological Instructions approved by the Bank's
Board of Governors. These Methodological Instructions determine the interest rate risk based on the following
factors and indicators:

. Dynamics of economic growth and economic forecasts;

° Probable and current inflation rates;

o Economic forecasts and dynamics of the populations' use of consumer loans;

° Interest rates for deposits and loans in the inter-bank loan market and overall micro and macro eco-
nomic indicators;

e Dynamics of currency exchange rates and profitability of state securitics;

° External factors (processes in the partner countries and the world market).

The monetary policy department prepares interest rate risk calculations taking into account the factors above
and makes proposals to the committee of money-credit relations. The committee presents the draft opinion to the
Board of Governors for decision-making.

The Bank's interest rate policy is regulated by the Bank's internal instructions and approved by the Board of
Governors and workgroups.
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Asagidaki codveller faiz deracesi riskinin tohlilini ve bununla da Bankin menfoet, yaxud zororinin miimkiin
hecmini oks etdirir. Cari faiz deracelori maliyye aktivlorinin vo dhdeliklorinin kateqoriyalari ilo gosterilmisdir
ki, Bank torafindon istifade olunan faiz dorocesi siyasetinin effektivliyini vo faiz derocosinin riskini miioyyon
etmok miimkiin olsun:

2005
i . | ingilis funt = Azorbaycan |
; ABS dollan AVRO XBH s?crlinqi manati |
R a— . | SRS . .- L.
'AKTIVLOR | . | : _ |
Qisamiiddatli vosaitlor 0%-4.56%  0%-2.43% - _ 0%-4.60% - -
Rezident banklara verilmis kreditlor | - g - : 2%-12%
Ticaret qiymotli kagizlar 13.25%-4.38% - - - -
- ’ | } H
Beynolxalq Valyuta Fondundaki - ) i 0%-3.03% i i
qaliglar _ B | . _ | _ |
Odvoms tarixinedek saxlanilan qiymetli ) ) ) ) 0.15%-9% |
kagiglar | ] T PR | |
Sair aktivler - - - - 7%-9%
'OHDOLIKLOR | | | |
Hokumat hesablar 0%-3.44% - - - -
. | | | | o
Buraxilmig bore qiymetli kagizlart | - - - - ?]83},/;
H 0
Yeniden alinmasi barode razilasmalar | ) i ' i ' 79
~asasinda satilmis giymetli kagizlar | i _ _ | ’ |
Sair depozit hesablar | - 0%-1.92% - - -
Beynalxalg |jnahyyalnstltut[armdan 1%-125% A i ) )
alinmig kreditlor ' | |
Beynolxalq Valyuta Fondu garsisinda | i 0.5%- i
ohdaliklor i 4.11% )
" _ . o S 2004
_' ABS dollari AVRO ' XBH Ingilis funt = Azorbaycan |
5 _ : ) SR sterlingi ~ manati
| AKTIVLOR | | | ' | |
Qisamiiddotli vosaitler | 0%-245% 0%-2.16% - 0%-4.45% -
Rezident banklara verilmis kreditlor | - - I - - 2%7% |
'Beynelxalq Valyuta Fondundaki | _ _ 0%-2.20% ) )
qaliglar | _ _ _
' Sagls liglin nozordae tutulan giymetli ) ) ' } ) 0.15% |
kagizlar : - |
l(()adge:rzllrzrtanxmadok saxlanilan qumat]l| 0.3%-7%
_ ! | . . | |
| Sair aktivler ‘ . - £ - %
OHDOLIKLOR | | | | |
Hokumet hesablar | 0%-1.61% - - - - ]
‘Buraxilmig borc giymotli kagizlari | 2 - - - 4.38%-4.76%
! | | , _ ! i
Sair depozit hesablan | - 0%-1.56% - _ - - '

‘Beynolxalq maliyya institutlarindan |

alinmis kreditlor
‘Beynolxalq Valyuta Fondu qarsisinda | ' - | ' '
shdoliklor | - [Nkl

1% . « ’ T
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The following tables present an analysis of interest rate risk and thus the potential of the Bank for gain or loss.
Effective interest rates are presented by categories of financial assets and liabilities to determine interest rate
exposure and effectiveness of the interest rate policy used by the Bank:

| 2005
| UsD EUR SDR  GBP AZM
ASSETS I I Y |
| Short-term funds 0%-4.56% = 0%-2.43% - 0%-4.60% -
Loans to resident banks ' - ' - - ' - 2%-12%

| Trading securities 3.25%-4.38%

'
I
1

. Balances with the International
' Monetary Fund

Investments held-to-maturity - - - ! - 0.15%-9%

' Other assets _ - : ' . ' . C7%.9%
LIABILITIES . ' ' ’ i | ;

- - 0%-3.03%

'Government accounts 0%-3.44% - . - -
' ' ' ' 8.85%-
11.97%

- - - . %

j Debt securities issued - - -

! Securities sold under agreement to
' repurchase

| Other deposit accounts = 0%-1.92%
| Funds.b()l‘*rowed.from international 1%-1.25% i i ) i

: financial institutions | 1 _ _ _
TR : ! —r—
| Liabilities to the International ) | i 0.5%-4.11%

| Monetary Fund

| L i

2004
i . USD | EUR SDR GBP AZM |
| ASSETS | |
' Short-term funds 0%-245% | 0%-2.16% - 0%-445% -
i Loans to resident banks | # - - - " - 2%-7%

'Balances with the International

= B 0 0 B :
: Monetary Fund 0%-2.22%

 Investments available-for-sale ' - ' - ! - ' - 0.15%

' Investments held-to-maturity I ; . . 0.3%-7%

 Other assets ' - ' - ' - ' - ' 7%
LIABILITIES

i Government accounts 0%-1.61% - - - -

i Debt securities issued - - ' - - 4.38%-4.76%

l Other deposit accounts - 0%-1.56% - - -
' Funds borrowed from international ' ' ' |
financial institutions B
Liabilities to the International

' Monetary Fund

1% . . - .

- - 0.5%-3.02% - -
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Asagidaki codvelde balansdaki emaliyyatlar iizro faiz doracesi va likvidlik riskinin tehlili verilmisdir:

AKTIVLOR
Qisamiiddatli vasaitlar
Rezident banklara verilmis kreditlor, xalis
Ticarot qiymatli kagizlan
Beynealxalg Valyuta Fondundaki gahglar
Aktivleri idaro edon xarici menecerlor torefindan
yerlogdirilmis aktiviar
Odanig tarixinadok saxlanilan giymetli kagizlar
Sair aktivler, xalis
Comi faiz hesablanan aktivler

‘Nagd pul

“Qisamiiddatli vosaitlor

‘Rezident banklara verilmis kreditlor, xalis
Beynalxalq Valyuta Fondundaki gahglar
Osas vosaitlor, xalis
Qeyri-maddi aktivler, xalis
Sair aktivler, xalis

COMI AKTIVLOR

'OHDOLIKLOR

Hokumat hesablar
Buraxilmig bore giymatli kagizlar:
Yeniden alinmasi barede razilasmalar esasinda
satilmis giymetli kagizlar
Sair depozit hesablari

Beynalxalg maliyyo institutlarindan alinmis vosaitlor

Beynalxalq Valyuta Fondu qéi&smda Shdaliklor
‘Comi faiz hesablanan hdaliklor

Dovriyyada olan nagd pul

Kredit toskilatlarmn hesablari

Hokumat hesablar
 Sair depozit hesablar

Beynalxalq Valyuta Fondu qargisinda 6hdoliklor
Sair ohdliklor

COMi OHDOLIKLBR

Likvidlik interval
' Faiz daracesinin hossasliq intervals

Macmu faiz deracesinin hassasliq interval

- Comi aktivlerin faiz nisbati kimi macmu faiz
daracesinin hassashq intervali

| | |
~B[2F|TE]
| | S |
I I -
3260191 622412 | 553710
7930 140243 | 92899
64022 |

720,100

% | 166 -

7 19 60
4073049 719309 | 647211
60220 '
940

95 20359 | 5190
173635 | 800668 | 652401 ’

216 _ -
157012 |

1,000

B ;

530 L300
45306 | 22080 | 96950
04107 | 208 | 97341
[ = 1 = ]

9111 |
925511 |

4169
Lo - | -

7 648 948
323,774 2730 | 98289 |
%9861 | T77.938 | 554112

3868,942| 757,227 | 549870
3,868,942 | 4,626,169 | 5,176,039

50% 6%

9%

w8 & g5 e

=8| =8 g E

— 3 ¥

) ]

(NI

91238

DTS 9200

00 1348

114665 = 727821
6170

346

miloyyan
ddonis vaxti

Qéyri-

689359 |

267
6342055
60220
041

6N
LIS LIT3IST
103018 103018 |
044 2044 |
o %0 |

114665 \ BIBT | 6170 | 129659 7775370 |

COBS69 21830

10870 195313

401439 217203

206 ;
01645 | 20203 -
(286980) 514034
(286,774) 510618

4.589.265 5,399,883

63% 69%

216
15T

1,000
B
3130 |
TR0
AL
2970541
1.458.630
925511
4169
1,177,089
<M |
13517200 7480861

2970341
346,619
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The analysis of interest rate and liquidity risk on balance sheet transactions is presented in the following table:

| 2005
& i | e I e | ok
S828|2~|2-5<] & 28|94
s T L T ]
| Short-term funds 3260191 622412 553710 T N - 4436313
Loans to resident banks, net U0 M 8 | - T - - 383
Trading securities R = | - | - |%=z]| - A T )
‘Balances with the International Monetary Fund 64022 B - | = [ - | = | - |é&m|
" Assets placed with external asset managers (| = | »~ | = | <« | = | =~ |Due]
Investments held-to-maturity M9 IS - nns e - - 639,359
Other assets, net T e e | om M - - 26m
Total interest caring assets - B9 THI0 | 6210 | LGS | TR - - 634205
| Cash o | - Y
' Short-term funds 39431 - . - . - - 39431
Loans to resident banks, net - | - B - 6,170
| Balances with the International Monetary Fund - . - | = | - . 1,173,151 173151
Fixed assets, net - - - - - . 103,018 103,018
| Intangible assets, net B ¥ | = | = | * | 0424 2044
Other assets, net %5 | UM S0 | - 346 - 1 3%
' TOTAL ASSETS | '4,|73,635‘ 80668 | 652401 | 114665 | 12T T 6170 1296594 175370
LIABILITIES N ] | | | |
Government accounts 216 - o | oo . - . 216
Debt securities szl - - s | = | = | = |G
'Securities sold under agreements to repurchase e - - " - R
Other deposit accounts ' Tal - - o | % | = . B
Funds borrowed from intemational financial instirulioné 30 - 0 8569 21830 e e ] e |
Liabilities to the International Monetary Fund 5326 200 96950 | s | wsmo - - 600
' Total interest bearing liabilities M0 200 M09 208 - - AT
Money issued in circulation |- e om0 2970541
Eccounts of credit organi'z_ati(}_ns o gt - - K ‘ S o S6ET 1458630
' Government accounts wss - - e | = . - sl
Other deposit accounts 4169 .- | A T
! Liabilities to the International Monetary Fund amess - | - | - | . - e LTI
Other liabilities o1 e s w0 - - - |29
' TOTAL LIABILITIES (3374 270 | B2 | 401645 ‘ W |- 3517220 7480861
' Liquidity gap 09861 T8 SS4112 (286980) | 514034
‘Inlerest sensitivity gap '3,868,94" ?3?22? 549,870 (?86??4) 1{}618
Cumulative interest sensitivity gap 3868942 4,626,169 5,176,039 4889?65|539988;

Cumulative interest sensitivity gap as a percentage = o | <y ﬁ
J )/ ay | 30 !
of total assets . 0% 59% 67% | 63% 69%
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'AKTIVLOR
Qisamiiddatli vosaitlor
Rezident banklara verilmis kreditlor, xalis

! Beynolxalq Valyuta Fondundak: qaliglar
Aktivlari idara eden xarici menecerler torofinden
yerlogdirilmis aktivlor )

Satig li¢lin nazorda tutulan qiymetli kagizlar
Odonis tarixinedak saxlanilan qiymetli kagizlar
Comi faiz hesablanan aktivlor
Nagd pul o o
Qisamiiddatli vesaitlor
Beynelxalq Valyuta Fondundaki galglar

Osas vosaitlor, xalis
Qeyri-maddi aktivlar, xalis

-Eai"r_ﬁktivler, xalis

COMI AKTIVLOR

' OHDOLIKLOR

Hokumet hesablar
Buraxilmig bore giymatli kagizlan

Sair depozit hesablari

Ecyn?lxa]q maliyye insti_tullarmdaﬁhmms vosaitlor 115
Beynelxalq Valyuta Fondu qarsisinda 6hdaliklor

Comi faiz hesablanan dhdeliklor
Dévriyyada olan nagd pul
Kredit taskilatlarnin hesablari
Hokumet hesablan
Sair depozit hesablar
' Beynalxalq Valyuta Fondu qarsisinda éhdaliklor
Sair 6hdalikler
'CoMi OHDOLIKLOR
Likvidlik interval
Faiz deracosinin hessasliq interval

Macmu faiz daracasinin hassashq intervali

Comi aktivlarin faiz nisbeti kimi macmu faiz
daracasinin hassasliq intervali

5 | i o =il ; = |
A . ! e T2
H,Mlﬁ' 1,171,064 490,??1 [ - | - —3.5»49,0(:9!
10085 | 90825 | 111,188 8629 298374 |
e | = [ « | & | « |7 |

917 | 19,173 |

m |- - M5200 M558

an 1988 3699 304000 361,345 |
271848 1261889 | 621864 36990 | 735479 | 534660
BTN T U | 101,194 |
84943 ; I 804943 |

= | : - LT 1141774

b s | BN SRR (N

. : . . 9731 19731

T E 69 61 2200 ' 3180 |
;'3',624.653! 1,261,891 '_fezz.sw ‘ 37,051 | ?3'7,;(;?9 | fu{sﬁss:?‘szs,ssﬁ_:
| | | | | | | |

e | - | - . p : - 308
26376 | 3086 | 99462
] ' 7|

, , 2593 26,038

1600 | - | 55836 64574 3T Lo 1000639
3126 THR6 5536 64STAL | 343685 1149274

s 1 & | ' 2631036 2631036
1089132 ' M98 1537048 |

o2 | - | | 5809
258 ' ] R
: 1,|45.?10i | e | = | = | - 1,145.?1u|

s | - . . . T

22,350.029" 73,094 ‘ 5536 | 64541 | 343685 } 3,073,952;?.04?‘03?‘
774624 | 1188797 | 566967 (608490) 393994
2687202 566328 | (608751) 91794 | | |

2687212 | 3876015 ‘ 4442343 3833592 4225386

36% |'52% ‘ 59% 51% 56% | | | |

Aktiv vo 6hdoliklorin ddonis miiddatlori, homginin faiz hesablanan Shdeliklorinin ddonis vaxti catdiqda qebul
edilon deyerdo doyisdirilmesi imkanlart Bankin likvidliyinin, eloco do faiz derocolerinin ve valyuta
mozennosinin deyiskonliyino no deracode hossas olmasinin mileyyen edilmesindo miithiim ahamiyyaet dasiyir.
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- 2004
sl2z|8. /50|, &l 2 |28 &_

L S= Ve I Rl l—_‘ | © | %8 8
ASSETS A T I A A A
Short-term funds 1887210 1171064 490795 - - - - 13,549,069
' Loans to resident banks, net Cl00ss | 9085 | nss | - se2m | o 2983
' Balances with the International Monetary Fund 71171 - « | - | = - | - |
Assets placed with external asset managers w4 - - - ' - - - T
Investments available-for-sale | - : S Ms00 | - - M558
' Investments held-to-maturity Coa - 19884 | 36990 304000 - - 36LHS
Total interest earning assets QTI8H8 169 Q1864 | 360 | T4 - - 5374660
Cash o o o - - 1 = | = | & | = |HM
 Short-term funds R NN TR
Balances with the International Monetary Fund - - - < - L4174 1141774
' Fixed assets, net T | = ] = | = | = | - |sm]|ws
[ntanglble assets, net [ L S T R T
Other assets, net w2 e | ow 20 - - 380
TOTAL ASSETS 363 | 126101 ] 622503 | 31251 | W | 1241888 7505865
 LIABILITIES | | ‘ | | ' |
“Government accounts s - - - - - - 3108
' Debt securities issued 36 | B - A T
' Other deposit accounts 7 - : | @ ] < | = | B
' Funds borrowed from international financial institutions 115~ - = | B | - | - | %08 |
Liabilities to the International Monetary Fund D0 - sss36 eAsTn | 3 - - 1020639
Total interest bearing liabilities 36 O S8 | 6L M3ess - - 1492
| Moncy issued in circulation 5 | = = o w | @ . 2631036 2631036
Accounts of credit organizations L8002 - - S o 96 1537048
Government accounts 772 S A N U B R T
| Other deposit accounts o8 | - | = | - 1 - | = | - |24 |
| Liabilities to the Intenational Monetary Fund L1710 - = - | .o . L4700
Other liabilities R | -] - . -3
iTOTAL LIABILITIES ' 285009 BB4 5556 | 645,741 \ MIGS | - 307952 IO
' Liquidity gap 464 |._|3mo? S66967  (608490) 393,99
Interest sensitivity gap '2.68?.11”' - 566328 |[608 ?SI} 91194 '
Cumulative interest sensitivity gap 2687212 3876015 4442343 )R33J@7|4?25 386

Cumulative interest sensitivity gap as a percentage Vg | & ' . "
20 I | 4| h
of total assets X% - 2% % | SI% | 6%

Asset and liability maturity periods and the ability to replace interest liabilities at an acceptable cost when they
mature are crucial in determining the Bank's liquidity and its susceptibility to fluctuations in interest rates and
exchange rates.
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Valyuta mozennasi riski

Valyuta mozonnasi riski xarici valyuta mozonnesindeki d?yisiklikl?r noticosindo maliyye aletinin deyerinin
doyiso bilmosi riski kimi mioyyen olunur. Xarici valyuta mozennesindeki doyisikliklor Bankin maliyyo
durumuna vo nagd pul vesaitlorinin horeketino tosir edir. 31 dekabr 2005-ci il tarixino biton il erzindo
Azarbaycan manati ABS dollari, XBH ve AVRO-ya miinasibotde xeyli méhkomlonmisdir. Asagidaki analizde
tosvir edildiyi kimi, Bankin aktivlerinin boyiik hissesi yuxarida adlari ¢okilon xarici valyutalarda saxlanildigt
halda, Shdoliklerin az bir qismi bu xarici valyutalarla ifade olunur.ki, bu da 31 dekabr 2005-ci il tarixine biton
il tizro xarici valyuta mvqeyinin yenidon qiymotlondirilmesi iizro zerorin ohemiyyetli derecodo artmasina
sebab olmusdur. Idare Heyoti valyutalar (osason ABS dollari vo XBH) iizro risk soviyyasino hodlor toyin edir.
Bu hadlor hemginin valyuta risklorinin nizamlanmas iizro Bankin imumi strategiyalarina cavab vermolidir vo
Investisiya Komitosinin iizvlori hor giin bu hadloro riayot olunmasia nozaret edirlor. Bankin xarici valyuta
riskine moruz qalmast asagidaki codvolde gostorilir:
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Currency risk

Currency risk is defined as the risk that the value of a financial instrument will fluctuate due to changes in for-
eign exchange rates. The Bank is exposed to effects of fluctuation in the prevailing foreign currency exchange
rates on its financial position and cash flows. AZM has significantly strengthened in relation to USD, SDR and
EUR during the year ended 31 December 2005. As described in the analysis below, the majority of the Bank's
assets are held in the above mentioned foreign currencies while only the minority of the liabilities is owed in
those foreign currencies leading to significant loss on foreign currency translation differences for the year ended
31 December 2005. The Board of Governors sets limits on the level of exposure by currencies (primarily USD
and SDR). These limits also comply with the overall currency risk management strategies, compliance with
which is monitored daily by members of the Investment Committee. The Bank's exposure to foreign currency
exchange rate risk is presented in the table below:
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ACIQ MOVQE (4381,240) 3335003 484,572

2005
L= 'ABS dollar o i .
; | XBH AVRO it Comi
i e dl ]‘;\BS_ | 1 XBH= |1 AVRO=| IS‘",’], " milyon
i Tonas | VMM = 16 564 manat 5,459 manat| *? Har | manat
| 4,593 manat | ]
'AKTIVLOR _ :
N PR Yo Re Rl 135 3,673,908 . 695917 166,004 | 4,535,964 |
vosaitlor | | | | .
Rcz@cnt baqklara verilmig 344,515 ) ) ) ) | 344515
kreditler, xalis | _ _ .
Ticaret qiymatli kagizlar - 91,238 - - - 91,238
Beynolxalq Valyuta ' ' ' '
Fondundak: galiglar i i _ LB i i _ 1,237,173
Aktivlori idare eden xarici
menecerlor torofinden - 720,100 - - - 720,100
. yerlosdirilmis aktivlor _
Qdams .lamflnadak saxlamlan 689.359 i i i i 689.350
giymetli kagizlar
Osas vesaitlor, xalis 103,018 - - - - 103,018
Qeyri-maddi aktivlor, xalis 20,424 s || = - - 20424
Sair aktivlor, xalis 30,163 3416 - - | - 33,579
COMI AKTIVLOR CLIST.614 4488662 | 1237173 695917 | 166004 | 7.775370
OHDOLIKLOR | |
Dovriyyeda olan nagd pul 2,970,541 - - - - 2,970,541
Kredit toskilatlarinin hesablari 468,374 985,361 - 4,893 2 1,458,630
Hékumot hesablary 790,349 135099 - 120 159 | 925727 |
Buvramll.mg. borc qiymatli 157.012 i ) ) ) 157.012
kagizlar
Yenidon alinmasi barade
razilagmalar osasinda satilmig 1,000 - - - . 1,000
giymotli kagizlar |
Sair depozit hesablari 3,375 790 - 27 % 4,192 |
Beynolxalq maliyyo ' '
institutlarindan alinmus - 31,320 - - - 31,320
vasaitlor | | . | | |
Beynslsalq Valyua Fendu: | § you 500 : 752,601 i : 1,929,690 |
garsisinda Shdaliklar
Sair Shdoliklor 1,114 999 . 607 29 | 2749
' COMIi OHDOLIKLOR | 5,568,854 : 1,153,569 | 752,601 | 5,647 190 7,480,861 |

690270 165814 294,509




| ASSETS

Cash and short-term funds

| Loans to resident banks, net

USD

SDR

AZM | 1USD= | 1SDR=
'AZM 5,459

AZM 4,593 AZM 6,564

135 3,673,908

[ndependent international auditor's opinion

EUR
1EUR =

: Other cur-

rencies

2005
AZM

million
Total

695917 | 166,004 4,535,964

344,515 - - - - 344,515
Trading securities - 91238 - - . 91,238
Balances with the | ' '
International Monetary Fund i ) L8517 ) - o3t )i
Assets placed with external i 720,100 ) ) ) 720,100
asset managers
Invcst_ments held-to- 689,359 ) ) i _ 689.359
| maturity
| Intangible assets, net 103,018 z - - - 103,018
' Qeyri-maddi aktivlor, xalis 20,424 - - - - 20,424
Other assets, net 30,163 3416 - - - 33,579
' TOTAL ASSETS 1,187,614 | 4,488,662 | 1,237,173 | 695,917 | 166,004 | 7,775,370 |
LIABILITIES | | : | | |
Money issued in circulation 2,970,541 - - - - 2,970,541
Accounts of credit organizations 468,374 085,361 - | 4893 | 2 1,458,630
Government accounts 790,349 135,099 - : 20 | 159 925,727
 Debt securities issued 157,012 - - | - - 157,012
| _ | |
_ Securities sold under agree- 1,000 i i | i ) 1,000
ments to repurchase
|
Other deposit accounts 3,375 790 - | 27 - 4,192
| Fynds borm\jvc(% ﬁ'qln mtema- ) 31320 ) ! ) i 31,320
tional financial institutions .
| Liabilities to the International 117,089 i 752.601 | i i 1,929,690
Monetary Fund .
Other liabilitics 1,114 999 ’ 607 | 29 2,749
|| TOTAL LIABILITIES II 5,568,854 | 1,153,569 752,601 l 5,647 l 190 | 7,480,861 |
OPEN POSITION (4,381,240) 3,335,093 484,572 690,270 165,814 294,509




AKTIVLOR

'Nagd pul vo qisamiiddotli
vosaitlor

Rezident banklara verilmis
kreditlor, xalis

Beynsalxalq Valyuta
Fondundaki qaliglar

Aktivleri idaro edon xarici
menecerlor torafindon
yerlogdirilmis aktivler

Satis {igiin nozerde tutulan
giymotli kagizlar

Odonis tarixinodok saxlanilan '

giymatli kagizlar

Osas vosaitlor, xalis
Qeyri-maddi aktivler, xalis
Sair aktivler, xalis

'COMI AKTIVLOR
'OHDOLIKLOR
Dévriyyade olan nagd pul

Kredit toskilatlarinin hesablar

Hokumat hesablart
Buraxilmis bore qiymotli
Ikaglzlan

Sair depozit hesablar
Beynolxalq maliyyo
institutlarindan alinmig
‘vosaitlor -
Beynolxalq Valyuta Fondu
gargisinda hdolikler
Sair dhdaliklor

CcoMi OHDOLIKLOR
ACIQ MOVQE

Miisteqil beynolxalq audit sirkatinin royi

o ABS dollant'
Azorbaycan, 1 ABS
manatl dollan =
| 4,903 manat

& 3,389,002
208,374 -

- 749.173
345,528 =
361,345 *
80,383 -
19,731 4
3,180 -

1,108,541 |
| 263103 -
569,086 965,824
469,034 111,917
09,462 =
2,131 410
4 26,038
1,145,710 -
198 3,131
| 4,916,657

(3.808,116) 3,030,855

XBH
1 XBH =
7,595 manat

1,212,945

192,306

4.138,175 l 1,212,945 |

1,020,639

1,107,320 | 1,020,639

2004
AVRO
I AVRO =
6,682

Comi
milyon
manat

Sair |
- valyutalar

844,849

221355 4455206

298,374

1,212,945
749,173

345,528

361,345

80,383
19,731
3,180
221,355 | 7,525,865 ]
- |
2,631,036
1,537,048 |
581200

844,849

2,136
125

2
124

99,462
|

| . 2,575

26,038
| |
| 2,166,349 |

2,295
842,554

3,329
126 | 7,047,037 |
221229 478828 |




'ASSETS

' Cash and short-term funds

| Loans to resident banks

Balances with the

International Monetary Fund

|
Assets placed with external

asset managers

Investments available-for-sale

[nvestments held-to-
| maturity
|

Fixed assets, net
Intangible assets, net
Other assets, net
| TOTAL ASSETS

i LIABILITIES

' Accounts of credit organizations
| "

Government accounts
| Debt securities issued
Other deposit accounts

Funds borrowed from interna-
| tional financial institutions

Liabilities to the International
‘Monetary Fund

Other liabilities
’TOTAL LIABILITIES
IOPE_N POSITION

Money issued in circulation 2,631,036 -

| 4916,657 | 1,107,320
(3.808,116) 3,030,855 192,306

1,020,639 |

569,086 965824
469,034 111917
99,462 :
2131 | 410

; 26,038
1,145,710 s

198 3,131

SDR
ISDR =

1,212,945

UsD
AZM 1USD =
: 3,389,002 :
298,374 -
; 749,173
345,528 s
361,345 .
80,383 -
19,731 g
3,180 ;

1,020,639 \
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EUR

, IEUR = .
AZM 4,903 ' AZM ?,595|A2M 6,682 reneies

844,849

2,136
125

34

2,295

1108541 | 4,138,175 1,212,045 | 844,849

842,554

—

Other cur-

221,355

221,355

126
221,229

2004
AZM |

million
Total

4,455,206

298,374

1,212,945
749,173

345,528

361,345

80,383
19,731
3,180

| 7,525,865 |

| sl

2,631,036

1,537,048

581,200

99,462
2,575

26,038

2,166,349

3329
7,047,037 |
478,828




Miistaqil beynolxalq audit sirkatinin rayi

Qiymot riski

Qiymat riski bazar qiymatlorinin deyismesi naticesinde, bu deyisikliklerin konkret qiymatli kagiza vo ya onu
buraxana mexsus amillorden vo ya bazarda alib-satilan biitiin qiymetli kagizlara tesir géstoren amillorden asili
olmayarag, maliyyo alotinin deyarinin enib-qalxmasi ilo olagodar riskdir. Bank timumi vo ya har hansi konkret
bazar qiymotlorinin doyismosi ile elagedar 6z mehsulunun bazar risklerine meruz qalir.

Bank bazarin teleblorinde monfi doayisikliklorden ireli gelen potensial zererlerin vaxtasiri
qiymotlondirmoklo, forq ve girov teleblarini miioyyenlosdirmeklo vo onlara riayot etmoklo qiymet riskini idaro
edir.

Odalatli deyorin faiz dorocosi riski

Odalotli deyorin faiz dorocasi riski bazarda faiz dorocolorindoki doyisikliklorin maliyye alotlorinin deyerine
tosir etma riskidir.

Bankin rehborliyi bazar seraitinde monfi doyisikliklorden yarana bilen potensial zerorleri dovrii sokilde
hesablamagla edalatli doyor {izre faiz derocesi riskini tonzimloyir. Bankin idaro Heyoti Bankimn cari maliyye
foaliyyotini, odalotli doyer iizro faiz dorocesindaki deyisikliklore Bankin hossashigimi giymetlondirmek ve onun
Bankin menfoetliliyine tosirini miiayyonlosdirmak iigiin monitoring heyata kegirir.

Kredit riski

Bank o zaman kredit riskine meruz galir ki, bu zaman maliyye alatine sahib olan bir torof 6hdeliyi yerino
yetirmir vo naticade bu, diger terefo maliyye itkisine sebab olur. Bank bir miistori vo ya bir qrup miisterilor
ti¢lin tizorino gotiirdiiyil kredit riskinin miixtolif soviyyolorini totbiq edir.

Bankin Bazar Omaliyyatlari Departamenti Idaro Heyati torofindon kredit omaliyyatlari, kreditlorin tesnifats
va kreditlor {izro ehtimal olunan zororlor fi¢lin ehtiyatlarin yaradilmas, zomanaotlorin qiymetlondirilmesi tizre
daxili qaydalar kimi miioyyonlosdirilon kredit riskini miivafiq idareetmo prosedurlarinin tetbigine cavabdehdir.

Bank kredit togkilatlarinda yerlosdirilmis depozitlorin moblogino mohdudiyyetlor qoymagla xarici banklara
qoyulmus depozitlor iizro kredit risklorini idaro edir. Bu limit Investisiya Komitosi torofindon miieyyon edilorok
idaro Heyati torofindon tosdiq olunur. Bankin qoyulmus limitler cergivesinde tizlosdiyi faktiki risko giindolik
hesabatlar vasitoesi ilo nezarot edilir.
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Price Risk

Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices
whether those changes are caused by factors specific to the individual security or its issuer or factors affecting
all securities traded in the market. The Bank is exposed to price risks of its products which are subject to gener-
al and specific market fluctuations.

The Bank manages price risk through periodic estimations of potential losses that could arise from adverse
changes in market conditions and establishing and maintaining appropriate stop-loss limits and margin and col-
lateral requirements.

Fair value interest rate risk

Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in
market interest rates.

The Bank manages fair value interest rate risk through periodic estimation of potential losses that could arise
from adverse changes in market conditions. The Board of the Governors of the Bank conducts monitoring of the
Bank's current financial performance, estimates the Bank's sensitivity to changes in fair value interest rates and
its influence on the Bank's profitability.

Credit risk

The Bank is exposed to credit risk which is the risk that one party to a financial instrument will fail to dis-
charge an obligation and cause the other party to incur a financial loss. The Bank structures the levels of credit
risk it undertakes by placing limits on the amount of risk accepted in relation to onc borrower, or groups of bor-
TOWers.

The Bank's market operations department is responsible for implementing the relevant credit risk management
procedures imposed by the Board of Governors in the form of internal rules on loan transactions, classification
of loans and creation of allowance against loan losses and assessment of collateral.

The Bank manages its exposure to credit risks on deposits to foreign banks by setting limits to amount of
deposits placed with credit organizations. These limits are set by the Investments Committee and approved by
the Board of Governors. The Bank's actual exposures against limits are monitored by daily reports.
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Cografi tohlil

Bankin aktiv vo ohdeliklerinin cografi tohlili asagida geyd olunmusdur:

AKTIVLOR

Nagd pul ve qisamiiddetli vesaitler
Rezident banklara verilmis kreditlor, xalis
Ticarat qiymatli kagizlar

| Beynolxalq Valyuta Fondundakr qahgqlar

Aktivlori idaro edon xarici menccerlor torofindon
yerlosdirilmis aktivler

Odonis tarixinodok saxlanilan qiymetli kagizlar
Iasas vosaitlor, xalis

Qeyri-maddi aktivlor, xalis
Sairaktivierxalis @

COMI AKTIVLOR
OHDOLIKLOR

Dovriyyade olan nagd pul

Kredit togkilatlarinin hesablari
Hokumet hesablari

Buraxilmis bore qiymatli kagizlar

Yenidon alinmasi barado razilagmalar osasinda
satilmis qiymotli kagizlar

Sair depozit hesablar

Beynolxalg maliyyo institutlarindan alinmis vesaitlor |

Beynalxalg Valyuta Fondu garsisinda ¢hdoliklor
Sair dhdoliklor

|CoMi OHDOLIKLOR

;XALiS BALANS MOVQEYI

2005
. — ‘ Qeyri-IOIT Comi milyon
Azorbaycan [I9IT olkolori slkolori it
60220 | 447574 - 4535964
4515 | - RS
] 91,238 . 91.238
! - 1.237.173 - 1,237,173
. 720,100 ' 720,100
689,359 L o 689359
103.018 | - | - | 103018
] | |
20,424 | - ! . | 20424
11228 | 22351 JT _ | 3519 |
1208764 | 6546606 | - 7775370
g | s
2,970,541 - o 2970541
1458630 - . 1 458,630 |
| oos27 | - | - o577
157012 - - s7on
| 5 '
oo - . i 1000 |
i 99 | 3196 - | 419 ‘
; 3130 | - 31,320
- 1,929,690 - | 1,929,690 |
1114 | 1268 367 | 2,749 |

5515020 | 1965474 | 367 | 7480861 |
(4286,256) | 4,581,132 | (367) | 294509
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Geographical concentration

The geographical concentration of assets and liabilities is set out below:

2005
' Azerbaijan OECP  Other QS |Tﬁﬁilg[n
. countries  countries Total
ASSETS | | |
o ———— 60220 4475744 - 4535964
| Loans to resident banks, net 344,515 | - - 344,515 |
| Trading securities s 01,238 = 91,238
Balances with the International Monetary Fund - | 1,2.3?,]?3 | - | 1,237,173
' ﬁzz?;glaccd with external asset ) - 720.100 ' ) . 720,100 j
| Investments held-to-maturity 689,359 . 5 689,359
Fixed assets, net 103,018 - - 103,018
| Intangible assets, net 20,424 - - 20,424
Other assets, net o 11228 22351 . 33579
“TOTAL ASSETS - | 1228764 _6,546,6_0i_ - _‘_7’,-7?5,3?0 |
LIABILITIES .
Money issued in circulation 2970541 - . 2970541
Accounts of credit organizations 1,458,630 | - - | 1,458,630
_ Government accounts 025.727 | - - | 925,727
| Debt securities issued 157,012 - - 157,012
: ie;lig:]igscsold under agreements to 1,000 ) i 1,000
Other deposit accounts 996 3,196 - 4,192
|51;2219 borrowed from international financial institu- ) 31,320 ) 31,320
Liabilitics to the International Monetary Fund - 1,929,690 e 1,929,690
Other liabilities 1,114 | 1,268 367 2,749
| TOTAL LIABILITIES 5,515,020 ‘ 1,965,474 7 7,480,861
NET BALANCE SHEET POSITION (4286256) 4,381,132 _(36T) 294,509




Miisteqil beynalxalqg audit sirkstinin royi

AKTIVLOR
Nagd pul vo qisamiiddotli vosaitlor
Rezident banklara verilmis kreditlor

Beynolxalq Valyuta Fondundaki galiglar

“Aktivlori idare edon xarici menecerlor torafinden
yerlogdirilmis aktivler

Satig liciin nazerde tutulan qiymatli kagizlar
Odonis tarixinodok saxlanilan qiymetli kagizlar
Osas vasaitler, xalis
Qeyri-maddi aktivlor, xalis
Sair aktivler, xalis

\CoMI AKTIVLOR

'OHDOLIKLOR
Dévriyyadae olan nagd pul
Kredit toskilatlarinin hesablar
Hokumat hesablar

.Bumm]nur} borc giymotli kagizlar

| Sair depozit hesablar

._Beynali_al_cj"ma]iyye institutlarindan alinmig vesaitlor
Beynalxalq Valyuta Fondu qarsisinda dhdsliklor
Sair hdoliklor

' COMI OHDOLIKLOR

| XALIS BALANS MOVQEY]

Azarbaycan

101,194
298,374

345,528
361,345
80,383
19,731
3,180
1,209,735

2,631,036

1,537,048
581,200
99.462
2,548

200
4,851,494
(3,641,759)

[DIT olkalori

4,354,012

1,212,945

749,173

6,316,130

27
26,038
2,166,349
3,129
2,195,543
4,120,587

2004

Comi milyon |
manat

4,455,206
298,374
1,212,945

749,173

345,528
361,345
80,383
19,731
3,180
7,525,865

2,631,036
1,537,048
581,200
99,462
2,575
26038
2,166,349 |
3,329 |
7,047,037 ‘
478,828 ‘




| ASSETS
Cash and short-term funds
Loans to resident banks

Balances with the International Monetary Fund

 Assets placed with external asset
managers

Investments available-for-sale
| Investments held-to-maturity
Fixed assets, net
| Intangible asscts, net
.Othcr assets, net
'TOTAL ASSETS
'LIABILITIES
Money issued in circulation
| Accounts of credit organizations
Government accounts
| Debt securitics issued
Other deposit accounts
‘Fun_ds borrowed from int_cmalioaai ﬁnchial in;tilution;
Liabilities to the International Monetary Fund
Other liabilities
| TOTAL LIABILITIES
jNET BALANCE SHEET POSITION

Azerbaijan

101,194
298,374

345,528

361,345
80,383

19,731
3,180

1209735 |
|
|

2,631,036
1,537,048
581,200

99,462
2,548

200
4,851,494

I
- e o
- (3,641,759) | 4,120,587 | 478,828

OECD
countries

4,354,012

1,212,945

749,173

6,316,130

27
26,038

2,166,349

3,129

2,195,543

[ndependent international auditor's opinion

2004

.- AZM million

1L

Total

4.455.206
298,374
1,212,945

749,173

345,528
361,345
80,383
19,731
3,180
7,525,865

2,631,036
1,537,048
381,200
99,462
2975
26,038
2,166,349
3,329
7,047,037




Miistogil beynalxalq audit sirketinin rayi

3] DEKABR 2005-Ci IL TARIXIN® BITON iL UZRO
MALIYYD HESABATLARININ HAZIRLANMASI VO TOSDIQ EDILMOSI
UZRO ROHBORLIYIN MOSULIYYSTI HAQQINDA HESABAT

Miistoqil auditor hesabatinin 2-ci sohifesindoki miistoqil auditor reyindo serh olunan miisteqil auditorlarin
mosuliyyotine uygun oxunmali olan bu hesabat Azerbaycan Respublikasi Milli Bankinm (bundan sonra "Bank")
maliyyo hesabatlart ilo bagh rohberliyin miivafiq mesuliyyetini miisteqil auditorlarin mosuliyyatindon
forglendirmok mogsadile hazirlanmigdr.

Rohberlik Bankin 31 dekabr 2005-ci il tarixino maliyyo voziyyetini, emeliyyatlarinin naticolorini vo hemin
tarixde biton il lizro nagd vosaitlerinin harokotini ve kapitalda doyisikliklor hesabatim diizgiin oks etdiron vo
Maliyye Hesabatlarinin Beynolxalq Standartlarna ("MHBS") uygun olan maliyye hesabatlarinin hazirlanmasina
goro masuliyyat dagtyir.

Maliyyoe hesabatlarini hazirlayarkon rehberlik asagidakilara gore cavabdehdir:

miivafiq miithasibat ugotu prinsiplerinin se¢ilmesino vo onlarin ardicil suratdo totbigine;

adalatli ve diizgiin gorarlarin ve giymetlondirmalarin verilmosin;

maliyye hesabatlarinda hor hanst miihiim kenarlasmalari agiqlayarkon vo onlara dair garh verorkon
MHBS-in teloblorinin hansi deracode yerino yetirilmosino; vo

Bankin toxmin edile bilon dovr orzinde 0z foaliyyotini davam etdirmesi miimkiin olmayana godor
maliyyo hesabatlarimin fasilosizlik prinsipi osasinda hazirlanmasina.

Homginin rohberlik asagidakilara goro de mosuliyyet dastyir:

Bankda effektiv vo saglam daxili nozaret sisteminin qurulmasina, totbigino ve saxlanilmasina;
Bankin maliyyo voziyyotini hor zaman dogiq agiqlayan vo Bankm maliyye hesabatlarinin MHBS-in
toloblorine uygun olduguna tominat veron miihasibat yazihglarmm her zaman doqiq ve diizgin
saxlanilmasina;

miihasibat yazihglarnin Azerbaycan Respublikasinin qanunvericiliyine vo miihasibat ugotu
qaydalarina uygun apariimasina;

Bankin aktivlorinin miihafize edilmosi ligiin miimkin todbirlarin goriilmosine; vo

saxtakarliq hallarnm ve diger sehvlerin miloyyon edilmesine vo gargisinin alimasina.

31 dekabr 2005-ci il tarixino biton il {izro maliyyo hesabatlari 18 aprel 2006-c1 il tarixde Idaro Heyoti
torofindon tosdiq olunmusgdur.
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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE
PREPARATION AND APPROVAL OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2005

The following statement, which should be read in conjunction with the independent auditors' responsibilities
stated in the independent auditors' audit report set out on page 2, is made with a view to distinguishing the respec-
tive responsibilities of management and those of the independent auditors in relation to the financial statements
of the National Bank of the Republic of Azerbaijan (the "Bank").

Management is responsible for the preparation of the financial statements that present fairly the financial posi-
tion of the Bank at 31 December 2005, the results of its operations, cash flows and changes in equity for the year
then ended, in accordance with International Financial Reporting Standards ("IFRS").

In preparing the financial statements, management is responsible for:

selecting suitable accounting principles and applying them consistently;

making judgements and estimates that are reasonable and prudent;

stating whether IFRS have been followed, subject to any material departures disclosed and explained
in the financial statements; and

preparing the financial statements on a going concern basis, unless it is inappropriate to presume that
the Bank will continue in business for the foreseeable future.

Management is also responsible for:

designing, implementing and maintaining an effective and sound system of internal controls, through-
out the Bank;

maintaining proper accounting records that disclose, with reasonable accuracy at any time, the finan-
cial position of the Bank, and which enable them to ensure that the financial statements of the Bank
comply with [FRS;

maintaining statutory accounting records in compliance with legislation and accounting standards of
Azerbaijan;

taking such steps as are reasonably available to them to safeguard the assets of the Bank; and
detecting and preventing fraud and other irregularities.

The financial statements for the year ended 31 December 2005 were authorized for issue on 18 April 2006 by
the Board of Governors.




Osas makroiqtisadi gostericiler

1995 2000 2001 2002 2003 2004 2005

'Umumi daxili mohsul, mlrd. manat 10669 | 23591 26578 | 30312 35733 41873 | 59378
Fiziki hocm indeksi, %-lo | | | ' ' ' ' |
- avvalki ilo nisboten 882 1114 1099 1106 1112 1102 | 1264 |
- 1990-ct ilo nisboton 419 | 590 648 | 717 797 | 878 | 1110 |
indeks deflyator, ovvolki ilo nisboton 6458 | 106,1  102,7  100,7 @ 1040 1084 | 1102 |

Adambagina diison UDM, ABS dollar  321,6 6645 7153 7745 8967 1041 | 1517.6

_Sena‘yc istehsalinin hacm indeksi, avvelki 78.6 1060 1051 1036 1061 1057 | 133.5
ilo nisboton, %-lo !

Kond tosorrtifati istchsalinin hocm indeksi,
avvolki ilo nisboton, %-lo

93 12,1 1L 1064 0 1056 1046 | 107,5

Xarici ticarot balansi, min. $ 373,10 3194 6138 4816 982 1612 | 16843
- ixrac 6123 18583 20789 23049 2624,5 37429 50262
- idxal 9854 15389 14651 18233 27227 35817 33418
Istehlak qiymatlori indeksi, | | | |
- avvolki ilo nisboton S8 101,8 1015 1028 1022 1067 1096 |
- avvolki ilin dekabrina nisbaton 1845 1022 1013 1033 1036 1104 1054 |

Senayenin topdancatis giymet indcksi,

. 1834 1246 101.,8 97,7 116,1 1129 | 118,6 |
avvalki ilo nisboton

‘Orta ayliq nominal emok haqqp, 62467 221606 259953 315200 383100 483400 | 589500
ovvalki dovre nisboton, %-lo 4076 1202 1173 1213 0 1214 | 1262 | 1219 |
Orta ayliq real omok haqqu ' ' ' ' |
ovvelki dvro nisboton, %-lo 209 1176 1158 1174 1188 | 1183 | 1113 |
Kredit qoyulusu, mlrd. manat 1091,2 | 2332,4 24313 2600,8 | 3351,5 | 49473 | 7204,8

Yenidon maliyyalosdirme deracelori,

(dbviin Sofitrne, Y-16) 200,0 10,0 10,0 7,0 70 1 7,0 9.0

957,6 | 1629,1 1755,6 20258 | 2592,2 | 3418,0 | 3983,5 |

Genis pul kiitlosi (dovriin sonuna), mlrd.
manat

|
|
Dovloat Qisamiiddatli Istigraz Vereqgolori: | i

- yerlogdirmonin hocmi, mird. manat - 2951 4674 505,14 45534 80 | 26546
- orta dl¢iilmiis galirlilik, %-lo - 16,67 15,92 ]4,5?: 7,68 4,5 11,49

Milli Bankin notlE-l_rl - |

- yerlasdirmanin hacmi, mlrd. manat - - - - - 182,64 | 1087,22

- orta dlgiilmis golirlilik, %-lo N (e . - | - 452 93




Principal Macroeconomic Indicators

' 1995 2000 | 2001 2002 | 2003 = 2004 | 2005 |
Gross domestic product, AZM billion | 10669 | 23591 | 26578 30312 35733 | 41873 59378
_Physical amount index, % | | | T |
- relative to the previous year 882 1114 1099 1106 1112 1102 1264 |
- relative to 1990 419 90 648 L7 | 797 878 1110
Index deflator, relative to the previous year' 645,8 . 106,1 ' 102,7 ' 100,7 ' 104,0 ' 108,4 _ 11_0,2 !
'GDP per capital, USD 3216 6645 7153 7745 8967 1041 15176
|:2&‘:?5:‘&fi:;‘;d;‘g\':fguf;h}fg;‘;“;"d“ 786 1069 1051 103,6 1061 1057 1335
iit'f::v”t‘:i:lf‘;‘lfsl?:‘;ﬂf“oz L 93 1121 11,1 1064 1056 1046 1075
Foreign trade balance, USD million 3731 3194 6138 4816  -982 1612 16843
- exports 6123 18583 2078,9 23049 26245 37429 50262 |
- imports 9854 15389 14651 18233 2722,7 35817 33418
| Consumer price index, . | . . ' | :
- relative to the previous year Cs11,8 101,8 101,35 1028 1022 | 1067 1096
| - relative to the previous year's December  184,5 1022 1013 1033 1036 1104 1054 |
|:’e‘i‘t‘;"t‘;‘ig‘:’;cf’;i‘;ﬂf()g;';i;d;‘ 1834 1246 101,8 97,7 | 1161 1129 1186
Average nominal monthly salary, 62467 221606 259953 315200 383100 483400 589500
relative to the previous year, % 4076 0 1202 1173 1213 | 1214 | 1262 1219 |
Average monthly real salary, | . . . | | | |
‘relative to the previous year, % 2209 1176 1158 1174 | 1188 1183 1113 |
Loan portfolio, AZM billion 10912 23324 24313 26008 | 3351,5 | 4947.3 7204,8
E)zf::i;";‘]?dga/ﬂ) 2000 100 100 70 70 70 90
E;ﬁ’fimonetary base (period-end), AZM o576 ' 1620,1 | 17556 20258 25922 34180 39835
Government short-term securities::
- sold, AZM billion - 2951 4674 505,14 45534 80 26546 |
‘ - average weighted rate of return, % - 16,67 ' 15,92 . 14,57 . 7,68 - 4.5 ' 11,49 |
'NBA’s Notes - ' ' ' '
i sold, AZM billion : " : - ~ 182,64 1087.22
. - average weighted rate of return, % - - - - - 4,52 9,3




istehlak qiymetlorinin indeksinin doyismesi,
avvalki ilin dekabrina nisbaten, %-lo

| \fce;‘?(::i::gﬂgi maah;i?;;n, Qfl)i;]l-lg:iaq Qeyri-arzaq | q?ytﬁzjgrﬁgq - Xidmetler
1 lizro igkiler, tiitin | xidmotler mallar - mallan |
1995-ci il 84.6 90,3 68,5 686 | 869 68,4
199-ctil 68 03 320 95 | 23 1045
1997-ctil 04 07 44 00 06 146
1998-c1il  -16 90 21 30 82 06
1999-cuil 05 20 25 00 | -6 6l
2000ciil 22 40 09 17 34 44
2001ciil 13 s 05 13 1,7 0,6
2002ciil 33 48 10 17 4 0,1
2003-cii il 36 5405 0 42 03
2004-cii il 04 137 49 43 | 113 5,7
2005-ci il s4 63 43 32 53 5,7
Kredit goyulusu, mird. manat
Kreditlor - comi qisamiiddotli uzunmiiddotli |
oclimladon | o ciimledan - ociimleden

COMI vaxti keemis !C@Mi; vaxti kegmis _CGMi vaxti ke¢mis
comi | %-lo |  comi | %-lo comi ‘ %-lo

1995ciil 10912 2248 20,6 @ 9070 1894 209 1842 354 192
199-cril 13337 2737 205 12278 2637 215 1059 | 100 94
1997-ciil 15540 3150 203 14456 299,1 207 1084 | 159 | 147
1998-ciil 17029 3366 198 16669 3277 197 360 | 89 | 247
1999-cuil 17802 3642 205 17353 3555 205 449 | 87 | 194

2000-ciil 23324 5008 21,5 16803 4414 263 6523 | 594 | o1 |
2001-ciil 24313 6722 27,6 17699 | 5869 332 6614 | 853 | 129
2002-ciil 26008 5581 215 18711 4832 258 7297 | 649 | 89 |
003-ciil  335LS BLL 100 24354 2645 109 9161 | 728 | 79
200d-ciil 49473 2753 56 35039 2087 60 14434 | 663 46
2005ciil 72048 3400 47 | 45664 2430 53 | 26384 | 980 | 37




1995

1996
1997
1998
1999
2000
‘ 2001

2002
2003
2004
2005

Total goods
and services
84,6
6,8
04
-7,6
-0,5
2.2
1,3
3.3
3,6
10,4
54

Changes in Consumer Price Index,
in relation to December of the previous year, %

Food products,

drinks,
tobacco
90,3

03
0,7
9,0
2,0
4,0
1.8
48

54

13,7
63

Non-food
products,
services

68,5
32,0
44
21
2,5
0,9
0,5
1,0
0,5
49
43

Non-food
products

68,6
9,5
0,0
3,0
0,0
1,7
13
1,7
1,0
43
3,2

Loan Portfolio, AZM billion

Total Loans

TOTAL

1091,

| 13337 |

15540

17029 |

1780,2
23324

24313

{ 23315
49473

72048

2600.8

including

past due
total | %
248 20,6
2737 205
3150 203
3366 198
3642 | 205
5008 21,5
612 | 216
5581 215
3371 | 10,1
2753 | 56

3409 |

Short-term loans

including

“ TOTAL past due
L | toal | %
907.0 1894 = 209
12278 | 2637 215
i1445;a 2991 20,7
!16669 3277 | 197
17353 | 3555 | 205
16803 | 4414 | 263
17699 5869 | 332
;1871J 4832 | 258
24354 2645 ‘ 10,9
‘35019; 2087 60

47 | 45664 ‘ 2430 |

3.3

Food and
non-food
products

86,9
23
-0,6
-8,2
-1,6
34
1.7
4
42
11,3
5,3

Services

68,4
104,5
14,6
-0,6
6.1
4.4
-0,6
-0,1
-03
5,7
5,7

Long-term loans

TOTAL

184,2
1059
1084
360
449

6523
6614
7297
916,1

14434

26384

19,4

including

past due
total ‘ %
354 19,2
10,0 9.4
15,9 14,7
8.9 24,7
8,7
59.4 9,1
85,3 12,9
64,9 8,9
72,8 79
66,3 4.6
98,0 3,7




Azarbaycan Respublikasinin tadiye balans:
min. ABS dollan

i = = = = S —.é g = & — I
S = g | d L |5 | 5 |BR |3 | 5 |
S| 8|2 8|8 4|3 g% 8|
| 1 i =l < = o] = s U
| | = g = & i
= | i i ! 1 H 2
Cari hesab 1677 ST -768.4-2020,6-2589,2 -541.5 -136,51 262,1 | 5832 1673

Xarici ticarot balansi 3194 6139 4816 -982 1612 72 6878|9894 1614,7 3299,

Ixrac I1858,3.20?8,9-2304,9.2624,5:3?42,9I 11243 1697 522[}4,9I2622,? 7649 |
idxal .-1538.9-1465.{}-1823,3 -Z?ZZ,TE-SSSI,?;I I ]?,].-1{}09,2!-1215,5. -1008 .—4349,9.
Xidmaotlor balans :-224,6 | -375,1 .-935,6 I-1614,5;-2238,4 -409,9 -595.8 | -432.8 | -531,5 -1970
Ixrac | 259,8 | 289,8 | 362,1 | 4319 | 4919 | 133,9 1757 | 158 | 2153 683
idxal | -484.4 -664.9 -129?,?;2{}46,4?-2?30,5 -543.8 | -771,5 | -590,8 | -?46,8- -2653
Galirlor -3354 -367.2 —384,?I—442,0i—?00,6l-233,3 -329,5!-446,9I -636 --1645,6

Kredit (daxilolmalar) 559 41,5 37,1 527 I 529 | 424 56,7 | 51,1 | 51,5 2018

. | | | |
Debet (6domolor)  -391,3 -408,7 -421,8 -494,7 7535 -275,7 -386,2| -498 -687.5 -1847.4

Cari transfertlor 73,0 76,6 704 13421885 944 1011 1524 136 4838 |

Kapitalm vo maliyyonin
haroketi hesabi

Birbasa investisiyalar 29,1 220,1 1066,8 22932 23297 3003 287 -89,3 -39,9 | 4582

4419 3174 1051,5 2338,1 3023,3 5249 3759 -53 -329,6 566

Neft bonusu 00,0 64 00 586 216 - . 1 - |

b

Digar investisiyalar 3128 90,9 -153 -13,7 6720 2246 889 936 -289,7 1068 |

Sair vesaitlar Lo- - -86,6 (-112,11 -50,1 -253 | -259 | 9,5  -64,8 |-1256

j Ehtiyat aktivlerin doyismesi,
(- artim; + azalma)

Balans 0 0 0 0o 0 0 0 0 0 0

-2473 -188,8 -607,7

-274,2 -265,6 -196,5 -2054 -384,0 41,9 -213,5




i Current account

Foreign trade balance
Exports
Imports

Balance of scrvices
Exports
Imports

Revenues
Credit (income)

Debit (payments)

Current transfers

Capital and finance
account

Direct investments
Oil bonus

i Other investments

o

| Other funds

i Changes in reserve asscts,(-

| growth; + reduction)

Balance

29,1

2000

-167,7 -51,7 -768,4 -2020,6-2589.2 -541,5 | -136,5

3194 6139 481,6-982 1612 72 6878

2001

USD Million

2003
2004

Balance of Payment of the Republic of Azerbaijan

i ey -
5]

I g uy 5 s L':
¥ i i
s S|l BE(S 8
a2 lRTiag T
—— =} be. = |
75 = [
a N e

262.1
0894

2005

4th quarter
2005

167,3 |

583,2

1614,7 3299,1

1858,3 2078,9 2304,9 2624,5 3742,9 11243 1697 2204,9 26227 7649

-1538,9-1465,0-1823,3-2722,7-3581,7-1117,1-1009,2-1215,5 -1008 -4349.,9

246
12598
4844
3354
559 |
3013

73,0

4419

100,0

312.8

-274,2

-375,1 -935,6 -1614,5-2238.4 -409,9 |

2898 362,1 4319 4919 ]33,9I

-664,9 -129?,?.-2046,4-27’30,3

-367,2
41,5 |

-408,7
76,6

3174

220,1

6.4

90,9

-265,6 -196,5 -205.4 -384,0 419 -2135

0

3847 -442,0 -700,6

37,1 | 52,7 | 529
4218 -494,7 753,35

70,4 1342 1885

1051,5/2338,1 3023,3

1066,8|2293,2 2329,7

0,0 | 586 21,6

-153

-86,6 |-112,1 -50,1 -25,3.

0 0 0

-13,7 6720 2246 |

-595,8 -432.8
175,7 158

-543.8 -771,5 -590.8

-233,31-329,5 -446,9

424 56,7 | 51,1

-275,7 -386,2 -498

944 101,1 1524

5249 1 3759 -53

300,3 | 287  -893

; . 1

88,9 93,6

259 95
2473
0 0

o |

-53!,5. -1970 !
2153 | 683 |
-?46,8I -2653 .
-636 .—1645,6;
51,5 | 201,8 |
-.68?,5 -184?,4I
136 483,8

566 |

-329.6

-39,9 4582

= | .

1289.7 1068

648 -1256
-188,8 -607.7 i

0 0 !




Bank sistemi hagqinda me'lumat

‘Banklarin sayi
- 0 climlodan xarici kapitalli
bundan 100 %-li xarici kapitall
'Nizamnamo kapitalinin minimum heddine
qoyulan talab, min ABS dollar |
" foaliyyotdo olan banklar iiiin ‘ 1500 | 2000 | 2000 2000 | 2000 = 2500 | 2500 5000

5000 | 5000 | 5000 = 5000 | 5000 ' 5000 | 5000 5000

598,5 | 714,0 | 582,2 5319 | 628,8 | 743,8 |1051,0 1298,0

& 5 £ 01.01.2005

o 5 201.01.2001

v o & 01.01.2003

v o = 01.01.2000
w5 2 01.01.2002
~ = £ 01.01.2006

o = 201.01.1999
w5 £ 01.01.2004

banklarin faktiki nizamname kapital - mlrd.

manat |
dovlat banklarr 1397 156,6 | 57,7 334 56,1 81,0 | 1400 179,1
ozol banklar (4588 5574|5245 4985 5727 6628 9110 11189
- o climlodon xarici kapitalli ' ' ! ' : :
~ banklarin nizamnamo kapitali 684 113,1 161,7 164,0 2040 2949 352,8 4892
bundan 100 %-li xarici kapitall 0305 355 589 692 | 898 1070 1135 1128

- xarici kapitalli banklarin nizamname
kapitalimin xiisusi gokisi (%-lo) .
bundan 100%-1i xarici kapitall |
banklarm nizamname kapitalmin 5,1 5,0 10,1 13,0 | 143 ' 144 ‘ 10,8 8,7
xiisusi ¢okisi (%-lo)

114 | 158 | 278 30,8 | 324 | 39,6 | 33,6 377
| | | | |

orta hesabla 1 banka diigon nizamname

| | |
i 76 102 99 1100 | 137 162 239 295

Kredit qoyuluslari, mlrd. manat 1702,7 1780,3 2332,6,1976,8(2254,0 2980,0 4523,2 7006,7
dévlat banklari 11037,11028,6 1527,41116,3]1240,7 1456,0 2265,2 3741,4
~ iimumi moblogdo xisusi gokisi, %-lo | 609 | 57.8 | 655 565 | 550 489 50,1 534
6zol banklar 16656 751,7 | 8052 860,5 10133 1524,0 2258,0 3265,3

iimumi moblogdo xiisusi gokisi, %-lo 39,1 422 | 345 435 450 511 499 466
o ciimlodan:

* xarici kapitalls 143,10 1719 [317,1 13540 | 316,6 | 488,6 | 7629 13176,
. mumi moblogdo xisusi gokisi, %-lo 84 9.7 | 136 179 140 164 | 169 188
bundan 100%-li xarici kapitall 05,5 829 | 1205 1325 1162 1050 | 1043 1297

iimumi mablegdo xiisusi ¢okisi, %-lo ; 62 | 47 | 52 . 6,7 5.2 35 | 23 1,9
Shalicon oo Gl amenaBon L. | yang | osn | 3o | sust | 763 |12semizosisloamy

‘manat (valyuta daxil olmaqla) | _ | | . | .
'dévlot banklari 106,0 | 124,5 177,5 261,5 | 448,6 737,0 1056,4'1082,5
~ iimumi moblogds xiisusi gokisi, %-lo | 56,5 | 48,0 448 | 447 | 585 585 524 | 438
~ 6z0l banklar 81,7 113491 218,9 | 323,6 | 318,7 | 522,7 959.2 13902
{imumi meblogde xiisusi cokisi, %-lo 43,5 52,0 | 552 | 553 | 41,5 | 415 476 562

o ciimlodan: - '
xarici kapitall 548 1999 | 1621|2365 90,6 12006 401,6 5362
 Gimumi meblogdo xiisusi gokisi, %-lo | 29,2 38,5 | 409 | 404 | 11,8 159 199 217
484 580 | 984 | 140,1 | 349 52,7 | 61,2 63,6

‘bundan 100%-1i xarici kapitall 484 58,0 | 98,4 _ .
iimumi moablagds xiisusi ¢okisi, %-lo 25,8 | 224 | 248 | 239 | 45 42 | 30 | 26




Number of banks
including banks with foreign capital

of which banks with 100% foreign ownership:

Minimum paid-in capital requirement, USD
thousand

for the existing banks

for new banks

actual paid-in capital of banks, AZM billion

state-owned banks
private banks
- including banks with foreign capital
paid-in capital of banks

of which banks with 100% foreign ownership

- percentage of paid-in capital of
banks with forcign capital (%)

of which paid-in capital of banks
with 100% foreign ownership (%)

average paid-in capital per 1 bank
- AZM billion
Total loans, AZM billion
state-owned banks
percentage of the total loan portfolio (%)
' private banks
~ percentage of the total loan portfolio (%)
including
banks with foreign capital
percentage of the total loan portfolio,%
where banks with 100% foreign ownership
percentage of the total loan portfolio,%
Deposits from individuals, AZM billion
(including FX deposits)
state-owned banks
as percentage of total deposits, %
private banks
as percentage of total deposits, %
~including
banks with foreign capital
as percentage of total deposits,%
where banks with 100% foreign ownership
as percentage of total deposits,%

6.2

o | o

& | &
| S | 3
& | B
79 ‘ 70

2 | 13

5 5
1500 | 2000
5000 5000

5985 7140
1397 1566

4588 | 5574

684 1131
30,5 | 35,5 |
114 | 158
| | _
51 | 50
76 10,2

Banking System

o = 201.01.2001
v 5 201.01.2002

2000 | 2000
5000 5000

5822 531.9
577 | 334
524,5 | 4985

161,7 164,0

589 692 89.8 1070 1135 1128
278 | 308 324 396 336 377
10,1 | 13,0 143 | 144 108 87
99 | 100 137 162 239 295

v 5 & 01.01.2003

v 5 £ 01.01.2004

& 5 £01.01.2005

2000 | 2500 |
5000 | 5000

028.8 7438

56,1 810
| 572,7

12040 2949

= = £ 01.01.2006

2500 5000
5000 5000

1051,0 1298,0

1400 179,1
662,8

911,0 :1118,9

3528 4892

1702,7/1780,3 2332,6/1976,8 2254,0 2980,0 45232 70067
1037,1'1028,6 1527,4'1116,3 1240,7/1456,0 2265,2 3741.4
550 | 489 50,1 534
665,6 751,7 8052 860,5 10133 1524,0 2258,0 3265,3
39,1 422 345 435 450 SL1 499 466

60,9 57.8

143,11 171,9
84 |
1055 | 829

47 |

)

187,7 2594

1060 1245

56,5 48,0

81,7 | 1349
435 | 52,0
54,8 1 99,9
0292 385
484 580
"25,8 | 224 |

136
1205

65,5 56,5

317,01 3540

17,9

5
396.4
LT

6,7

316,6 488,60
14,0

52 3i5

762,9 13176

(140 164 169 | 188
132,5 1162 1050 1043 129,7
23
| | 99 | 35 |
585,1 7673 |1259,7 2015,6 2472,7
261,5 4486 7370 10564 1082.5

19 |

448 | 447 585 | 585 524 438

2189 [ 323,6 | 318,7|522,7 9592 1390,2
552 553 415 415 416 562

162,1 12365 90.6 2006 4016 5362
40,9 404 118 159 199 217
084  140,1 349 527 612 63,6
248 | 239 45 42 [ 30 26




01.01.95
01.01.96
01.01.97
01.01.98
01.01.99
01.01.00
01.01.01
01/01/02
01/01/03
01/01/04
01/01/05
01/01/06

Pul agreqatlari, mlrd. manat
(manatla ve SDV depozitleri ilo)

MO

dovriyyade olan nag
pul

2761
6024
865,4
1170,5
926,0
1135,8
1349,8
1469,0
1668,7
2040,9
2389,0
2737,0

d

M1

MO+tolob

olunanadak
depozitlor

401,3

9250

1173,7
1537.8
1202,5
1390,0
1577,5
1687.5
1967.4
24991
3286,3
37392

M2
—Ml+ miiddotli
depozitlar
431,0
957.6
12042
1556,3
1218,5
14043
1629,1
1755.6
20258
2592,
3418,0
3983,5

M3
M2+SDV depozitlori

1048, ]
1299.,6
1545,1
2063,7
1712,9
1989,9
2548,7
3434,
3925.8
50938
7515,2
9209,0




Money Aggregates, AZM billion
(AZM and hard currency-denominated deposits)

MO M1 M2 M3
i a _t;a.;.h ] Mbi-_clt;l';land T M+ term_ _ M2-+hard crnc;y N
- incirculation |' deposits | deposits deposits
010195 276, | 4013 w10 1048,1
01.01.96 | 602,4 1 925,0 | 957,6 | 1299,6
01.01.97 ' 865,4 ' 1173,7 1204,2 1545,1
010198 1170,5 | 1537.8 1556,3 2063,7
010199 926,0 -' 1202,5 ' 1218,5 | 1712,9
01.01.00 | 1358 13900 14043 1989,9
01.01.01 | 1349.8 | 1577,5 | 1629, 1 | 2548.7
01/01/02 ' 1469,0 ! 1687,5 1755,6 3434,1
01/01/03 1668,7 | 1967.4 | 2025,8 39258
01/01/04 2040,9 | 2499, | 2592, | 5093,8
01/01/0s 2389,0 | 3286,3 ' 3418,0 | 7515,

01/01/06 | 2737.0 37392 ' 39835 ' 9209.0




The National Bank of the Republic of Azerbaijan
32 Rashid Behbudov Str., Baku, Azerbaijan
Telephone (994 12) 493 11 22
Fax (994.12) 493 55 41
www,nba.az
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