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GIRIS

Azarbaycan Respublikast Milli Bankimin 2004-cii ilin
yvekunlart iizra tagqdim etdiyi hesabatda onun illik
faaliyyatinin naticalarinin sarhi 6z aksini tapmuisdir. Milli
Bank oz faaliyyatini bayan etdiyi "Azarbaycan Respublikast
Milli Bankimin 2004-cii il diciin pul-kredit siyasatinin
bashca istiqgamatlari va 2005-2006-c1 illar iiciin prioritet
vazifalari barada bayanati"nda nazards tutulan magsad vo
vazifalarin yerina yetirilmasi iizovindo qurmusdur.

2004-cii ilda pul siyasati inflyasiyanin moaqbul
Saviyyasinin saxlanmasina, iqtisadiyyatin
remonetizasiyasimin stiratlonmasina, tadiya balansinda
davamli tarazligin va qeyri-neft sektorunun alverigli
beynalxalq ragabat qabiliyyatinin saxlanmasina, olkanin
sosial-igtisadi inkisaf proqramlarimin dastoklonmasina
yonalmaklo makroiqtisadi tsiklin daha siiratli artim
fazasina daxil olmasina alverisli sarait yaratmisdir.

Iki ragamli igtisadi artim soraitinds pula real talobatin
intensiv  suratdo  genislonmasi  iqtisadiyyatin
remonetizasiyasint xeyli stiratlondirmis, pul toklifi
kanallarimi  genislondirmisdir. ~ Dovlat  biidcasi
carcivasinda neft galirlorinin istifadasinin geniglonmasi,
iqtisadiyyata xarici investisiya qoyulusunun Yyiiksak
templi artimi, neft ixracatimin genislonmasi pula tolabatin
artmasinda miihtim faktor olmusdur. Qeyri-nagd pul
kiitlasinin genislonmasi pul siyasatinin igtisadiyyata tasir
imkanlarin (transmissiya kanallary) xeyli artirmigdir.

Yeridilmis mazonna siyasati naticasinda milli ixracat
xarici bazarlarda yiiksak qiymat iistiinliiyiina malik
olmus, "holland sindromu"nun qgarsisi alinmisdir. Milli
Bank makroiqtisadi sabitliyi qorumaq moagsadila
sterilizasiya tadbirlorini hoayata kegirmisdir. Eyni
zamanda Dovlat Neft Fondunda béyiik mablagds neft
goalirlarinin comlagmasi ham holland snidromunun
qarsistnin alinmasinda, ham da sterilizasiyanin hayata
kegirilmasinda miihiim faktor olmusdur.

Hesabat ilinds élkonin beynalxalq ddoma qabiliyyati
daha da méhkamlanmis, valyuta ehtiyatlar: artaraq mal
vo xidmoatlorin ayhq idxali, beynalxalg ani va
uzunmiiddatli likvidlik meyart nazara alinmaqla diinya
praktikasinda gabul olunmus normalara uygun olmugdur.

2004-cii ilda dinamik iqtisadi artimin tomin
edilmasinda, regional inkisafimin dastoklonmasindo,
ozal sektorun, xiisusilo ki¢ik vo orta sahibkarligin
maliyya ehtiyacimin tomin edilmasinda 6lkanin bank
sistemi ahamiyyatli rol oynamigdir.

Ozal banklarn intensiv saglamlasdirimast tadbirlarinin
davam etdirilmasi bank sisteminin davamhiliginin
mohkomlonmasina va onun  maliyya  vasitagilik
Sfunksiyasimin yaxsilasmasina alverisli sarait yaratmigdr.
Banklarm minimal kapitalina tolobin artirilmasi bank
sisteminin  kapital bazasini mohkamlondirmis, 6zal
banklarm konsolidasiyasimin tasviginin genislonmasi is2
bank sisteminin daha da irilagsmasini tomin etmisdir.

Bank faaliyyatinin hiiquqi bazasimin an qabaqcil
beynalxalq tacriibaya uygunlasdiriimasi tomin edilmisdir.
"Banklar  haqqinda  Azorbaycan Respublikasinin
Qanunu" va "Azarbaycan Respublikasimin Milli Bank
haqqinda Qanun" yeni redaksiyada qabul edilmis,

"Inoteka haqqinda" qanun layihasi hazirlanaraq tagdim
olunmugdur.

Effektiv idarsetma sistemlorinin taskilinin tomin
edilmasi maqsadila banklarda beynalxalq standartlara
uygun korporativ idaraetma standartlarimin tatbiqi
stiratlonmisdir. Eyni zamanda bank nozaratinin
qabagqcil qarb standartlarima harmonizasiyasi tizra
islor davam etdirilmigdir.

Bank faaliyyatinds soffafligin artirilmasi magsadila
banklarin  Beynalxalg ~ Maliyya  Hesabatlar:
Standartlarina kegidin tamamlanmast istiqamoatinda
saylar intensivlagdirilmigdir.

Maliyya-bank infrastrukturunun inkisafi daha da
stiratlonmisdir. 2004-cii ilds tamamlanan va 2005-ci ildan
faaliyyata baslayan Morkazlasdirilmis Kredit Reyestri va
Milli Kart Prosesing Morkazi bank xidmoatlarinin
diversifikasiyasinda va keyfiyyatinin yaxsilasmasinda,
bank xidmatlorina ¢ixis imkanlarimin genislondirilmasi vo
sadalasdirilmasinda miihiim vasitadir.

Milli Odonis Sisteminin yaradilmasi vo inkisafi
sahasinda aldo edilmis miisbat noaticalarin inkisaf
etdirilmasi va odanis sisteminin samaraliliyinin daha
da artiridmasi mogsadilo Azarbaycan Respublikasi
Prezidentinin 9 dekabr 2004-cii il tarixli formani ila
xiisusi "Azarbaycan Respublikasinda Milli Odoanis
Sisteminin inkisafi iizro 2005-2007-ci illor iiciin
Dovlat Programi” qabul olunmusdur.

Bank sisteminda institusional inkisaf proseslari
stiratlonmis, banklarin regional sabakasi, qeyri-bank
taskilatlarimin faaliyyati genislonmigdir. 2004-cii ilda
bank sektorunun asas gostoricilori iqtisadi artim
tempini ahamiyyatli iistoloyarak daha yiiksak artim
tempina malik olmusg, depozit bazast va kredit foallig
ohamiyyatli daracada yiiksalmis, bank aktiviorinin
somoarasi daha da artmisdir.

1 arzinda olkado vayuta rec&iminin
sarbastlasdirilmasinin tam basa ¢atdirilmast istigamoatinda
do ahamiyyatli iglor goriilmiis, pullarin yuyulmasma vo
terrorculugun maliyyalasdirilmasina qarst miibarizada
beynalxalq amaokdaslq genislondirilmisdir.

Milli  Bankin  éziintin ~ faaliyyatinin ~ daim
modernlasmasi, bu faaliyyatin, avvalki illords oldugu kimi
cevik taktiki va strateji planlasdirma va ciddi biidca
prinsiplari asasinda qurulmasi 2004-cii ilda nailiyyatlarin
alda olunmasinda miihiim rol oynamisdir.

Hesabatda 2004-cii ilin yekunlari il yanasi
"Azarbaycan Respublikasi Milli Bankinin 2005-ci il
tigiin pul siyasatinin asas istiqamatlori barada"
ictimaiyyata agiqlamasi da 6z aksini tapmugdur.

Eyni zamanda hesabatda miistaqil auditor sirkoti
olan "Deloitte&Touche LLC" torafindan Milli Bankin
2004-cii ildaoki faaliyyatinin, elaco do miihasibat va
maliyya balansimin yoxlanilmasimin yekunlarina dair
rayi da taqdim olunur.

Illik  hesabatin daha genis oxucu kiitlasino
catdirilmasini tomin etmak tigiin o Milli Bankin xiisusi
web saytinda (www.nba.az) da yerlogdirilmisdir.
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INTRODUCTION

The 2004 annual report of the National Bank of
Azerbaijan discusses in adequate detail the National
Bank's performance through the course of the year.
The National Bank's activities during that year were
subject to the principles outlined in the year 2004
Statement of the National Bank of the Republic of
Azerbaijan of the Monetary Policy Objectives and pri-
ority objectives for the years of 2005 and 2006.

The monetary policy implemented in 2004 was designed
to retain the inflation rate at an appropriate level, acceler-
ate re-monetization of economy, ensure sustainability of
the balance of payments and preserve the international
competitiveness of the non-oil sector, and assist the macro-
economic cycle in entering a phase of more intensive and
rapid growth by providing a meaningful support to the
country-wide socio-economic development programs.

Set against the background of a two-digit economic
growth rate, an increasingly intensive rise in the real demand
for money provided a substantial contribution to the further-
ing of the re-monetization of economy and broadening of the
money supply channels. Broader uses of oil revenues within
the public budget, a high growth rate of foreign investment
portfolios and increased oil exports were the key factors that
contributed to the increase in money demand. The monetary
policy has further secured the tools of providing material
effect with regards to the economy through the expansion of
non-cash supply (transmission channels).

The exchange rate policy resulted in national
exports securing a high price benefit on foreign mar-
kets thus effectively preventing the Dutch disease. The
National Bank took sterilization efforts to maintain the
macroeconomic stability. Large amounts of oil rev-
enues accumulating in the State Oil Fund's accounts
have also played a key role in both preventing the
Dutch disease and taking the sterilization efforts.

The country managed to further enhance its inter-
national creditworthiness during the reported year
while its foreign exchange reserves increased to the
level of internationally accepted best practices backed
with monthly imports of goods and services as well as
international instant and long-term liquidity ratios.

The domestic banking system played an increasing-
ly important role in securing a fast-pacing economic
growth, supporting regional development, and meeting
the private sector's financial needs, in particular small
and medium enterprise, in 2004.

As efforts continued to intensify the overall improve-
ment of the private banking sector, it provided a positive
impetus to promoting the sustainability of the banking sec-
tor and improving its function of financial intermediation.
The regulatory increase of the minimum capital require-
ment with respect to banks served its purpose of strength-
ening the capital base of the banking system, while the
expanded consolidation among private banks led to an
overall enhancement of the banking system as a whole.

Efforts were continued aimed at improving the
banking laws to meet the world's most advanced inter-
national practices and standards. Newly revised Law

on Banks of the Republic of Azerbaijan and Law on the
National Bank of the Republic of Azerbaijan were
passed and a draft Mortgage Law was developed and
submitted for review by relevant authorities.

Implementation of corporate governance standards
at banks in compliance with the best international
practices was accelerated to ensure that effective man-
agement systems are put in place. At the same time,
efforts were continued to harmonize the banking
supervision function in compliance with the advanced
western standards and practices.

Efforts were also further intensified to complete the
transition of banks to International Financial
Reporting Standards with an aim to improving the
transparency of banking.

Development of the financial and banking infra-
structure was further accelerated. The Central Credit
Registry, completed and put in operation in 2005, and
the National Card Processing Center serve as impor-
tant instruments in diversifying and improving the
quality of banking services, enhancing and simplifying
access to banking services.

Presidential Decree of December 9, 2004 adopted the
2005-2007 State Development Program for the National
Payment System in the Republic of Azerbaijan for positive
results to be achieved by establishing and developing the
National Payment System to be further developed and for
the effectiveness of the payment system to be improved.

Institutional development within the bank sector
was further accelerated with the regional bank net-
works and operations of non-bank institutions expand-
ing. Basic performance indicators of the banking sys-
tem advanced farther than the overall economic
growth in 2004 in terms of rate; the bank sector
expanded its deposit base and lending activities sub-
stantially and improved the efficacy of bank assets.

Significant actions were taken during the year to
fully complete the liberalization of the currency regula-
tion in the country while international cooperation was
further expanded to ensure that money-laundering and
terrorism-financing activities are effectively prevented.

National Bank managed to accomplish the out-
standing outcomes in 2004 by ongoing modernization
of operations and using flexible tactical and strategic
planning tools and budgeting principles to frame its
operations, as in the previous years.

In addition to the outputs of the year of 2004, the
National Bank discloses in this report the Basic
Principles of the Year 2005 Monetary Policy of the
National Bank of Azerbaijan.

Furthermore, an audit opinion by independent audi-
tor Deloitte&Touche LLC on the National Bank's per-
formance in 2004, as well as accounting and financial
balance sheet statements for the year is attached hereto.

The National Bank also published this report on its
web-site (www.nba.azg) to ensure its availability to a
broader audience of users.



Azorbaycan Respublikasinda sosial-igtisadi vaziyyat

1. AZORBAYCAN RESPUBLIKASINDA
SOSIAL-IQTISADI VOZIYYOT

1.1. Real sektor

2004-cii ilde olke igtisadiyyati iiclin 6nemli olan
daxili ve xarici iqtisadi miihitin alverigli olmasi bu
dovrde  yiiksek iqtisadi artim  tempinin
saxlanilmasina imkan vermisdir ve belsaliklo,
Azoarbaycan iqtisadi artim tempine gore diinyada
oncill yerlorden birini tutmaqda davam etmisdir.
Hesabat ilinde makroiqtisadi sabitliyin daha da
davamli xarakter almasi, ©6zel investisiyalarin
stiratlondirilmoasine xidmet edon biznes miihitinin
daha da yaxsilagdirilmasi, o6lke iqtisadiyyatina
miixtalif monboalorden maliyysalasdirilon
investisiyalarin yiiksek temple artimi iqtisadi
inkisafi daha da siiretlondirmisdir. Eyni zamanda
sosial rifahin yiikseldilmesine ve oOlkede fiziki
infrastrukturun inkisafina yonalmis fiskal siyasetin
daha ekspansiv vo effektiv xarakter almasi, qlobal
iqtisadi artimin siiretlonmesi ile slagedar olaraq
Azoarbaycanda istehsal olunan mallara xarici telebin
artimi, xiisusilo Azerbaycanin ixracinda miihiim
payr olan neftin diinya bazar qiymstinin yiiksek
olmasi kimi amiller hesabat ilinde iqtisadi artimin
formalagmasinda miihiim rol oynamislar.

Moacmu talab. qtisadiyyatda yiiksek templi iqtisadi
artim dinamikasimin saxlanilmasinda macmu telebin
demoak olar ki, biitin komponentleri {iizre
shamiyyetli artimin mithiim rolu olmusdur. Bels ki,
ev tosarriifatlarinin nominal golirlerinin 20,7%
artmas1 nominal xorclorin 24,4% artmasina sobob
olmusdur. Ev teserriifatlarinin xerclorinin keskin
artim1 macmu talebin istehlak tolobi komponentinin
oton illerlo miigayisede ohemiyyeatli sokilde
artmasini sortlondirmisdir. Istehlak telobinin kaskin
nominal artim1 istehlak qiymotlorine tasir
gostormoaklo beraber, hem de mal toklifinin
genislonmesine gorait yaratmisdir.

2004-cii ilde miixtelif menbslor hesabina hoyata
kegirilon investisiya xorclori 36,1% artmisdir. Oton
illorde oldugu kimi investisiyalarmm iri hacmli
layihsalerin heyata kecirilmasi ilo alagedar olan tikinti
islorine colb olunmasi miivafiq investisiya yonlii
omtoslore teleb yaradir ki, bu da esasen idxal

hesabina 6denilir. Lakin buna baxmayaraq, torkibinde
73,7% pay1 olan xarici investisiyalar da daxil omaqla
imumi investisiyalarin iqtisadi artima 6nemli tohve
vermokdadir. Belo ki, istor neft sektorunda, istorsoe do
geyri-neft sektorunda iri layihalerin reallagdiriimasi
ilo bagl investisiyalar miioyyon tikinti xidmatlorino
de teleb yaradir ki, bu da hesabat ilinde tikintide
keskin artimin miithiim amiline ¢evrilmisdir.

2004-cii ilde macmu toloebin artiminda rolu olan
mithiim amillerden biri de dovlet xerclerinin
arttmidir. Belo ki, hesabat ilindo dovlet biidcesinin
xorclori Oten illo miiqayisede 21,6% artmisdir.
Doévlet xorclorinin artimi asasen sosial sahslorde
igtisadi artimin siiretlonmasine ve sosial rifahin
yiikseldilmasine istigamatlonmigdir.

Hesabat ilinde hem daxili telebin, hem de global
tolebin yliksek temple artimi Azerbaycanin xarici
ticarot dovriyyasinin ehemiyyetli sokilde artmasina
sobob olmusdur. Bu dovrde Azerbaycanda xarici
mallara gars1 daxili teleb - idxal 31,6%, yerli mallara
qars1 xarici teleb - ixrac ise 42,6% artmigdir.

Macmu taklif. 2004-cii ilde sahibkarligin inkisafina
dovlet desteyinin davam etdirilmasi ilk ndvbade
geyri-neft sektorunun resurs potensialinin effektiv
reallasmasi {iglin miinbit institusional zemin yaratmis,
bu sahade biznes miihitini xeyli yaxsilasdirmigdir.
2004-cii ilde Umumi Daxili Mohsulun (UDM)
73,5%-1 0zol bolme terefinden istehsal edilmisdir.
Moacmu tolebin genislonmasi fonunda mal ve
xidmetlorin istehsalinin da artimu tigiin alverigli zomin
yaranmigdir. Hesabat ilinde real igtisadi artim 10,2%
togkil etmisdir. Bu dovrde iqtisadi artim qeyri-neft
sektorunda daha yiiksek olmus ve 13,4% toskil
etmisdir.

2004-cii ilde istehsal olunmus UDM-in hacmi
41872,5 mlrd. manat (8,5 mlrd.$) teskil etmisdir. Bu
Oten ilo nisbaton miiqayisali qiymstlorle 3,6 trln.
manat ¢oxdur. Adambasma diison UDM-in hacmi
1041 $ toskil etmis, onun real hocmi 2003-ci ilo
nisbaten 9,2 % artmigdir.

Hesabat ilindko UDM mohsul istehsali sahelorinde
10,8%, xidmetlorin istehsali saholorinde iso 8,9%
artmisdir. UDM-in artim1 mehsul istehsalinin demok
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Socio-economic conditions in the Republic of Azerbaijan

1. SOCIO-ECONOMIC CONDITIONS
IN THE REPUBLIC OF AZERBAIJAN

1.1. Real sector

Both domestic and foreign economic environments, hav-
ing a significant impact on the country's economy, were
favorable in 2004, therefore helping to retain the high eco-
nomic growth rate whereby Azerbaijan managed to con-
tinue to hold its advanced position among the world's
countries in terms of economic development rates. With
macroeconomic stability becoming more sustainable,
business environment, which assists in speeding up the
process of private investment improved and investments
across different sectors of the economy funded from vari-
ous sources achieving all the more higher rate of growth,
the overall pace of economic development also increased.
Furthermore, the fiscal policy, which serves the purpose of
improving the social welfare and supporting the develop-
ment of the country's physical infrastructures became more
expansive and effective while worldwide economic devel-
opment paced more rapidly and contributed to the increase
of foreign demand for goods produced in Azerbaijan,
which, in turn, together with high world market prices for
oil, which represents a substantial share of Azerbaijan's
total exports, were among the key factors ensuring the
economic growth in the reported year.

Aggregate demand. A significant increase in prac-
tically all components of aggregate demand played
an important role in retaining the high rate of eco-
nomic growth. A 20.7% increase in nominal income
of households caused their nominal expenses to go
up by 24.4%. This drastic upturn in household
expenditures, in turn, caused the consumption
demand component of the aggregate demand to go
up substantially as opposed to the previous years.
The substantial nominal increase in the consumption
demand had a positive impact on both consumer
prices and expansion of commodity supply.

Investment expenses funded from a variety of
sources increased by 36.1% in 2004. Just like in the
previous years, investments were mainly drawn to
finance construction works associated with large-
scale projects hence entailing a demand for invest-
ment-oriented commodities, which is covered most-
ly with imports. Yet, total investments where foreign

investments account for 73.7%, continue to provide a
significant contribution to the economic develop-
ment. Thus, investments related to implementation of
both oil and non-oil sector large-scale projects cause
a demand for certain construction services, which
turned into a key factor behind the dramatic increase
in the construction sector over the reported year.

An increase in public expenditures also represented
a key factor behind the growth of the aggregate
demand in 2004. Hence, public budget expenditures
grew in the reported year by 21.6% versus the last
year. This growth in the public expenditures sought
to speed up the economic growth in social sectors
and improve the social welfare.

The significant upward movement of both domes-
tic and global demand in the reported year resulted in
a substantial expansion of Azerbaijan's foreign trade
turnover. The ratio of demand to imports with
regards to foreign goods increased by 31.6% while
demand to exports ratio related to domestic goods
went up by 42.6% over this period in Azerbaijan.

Aggregate supply. Continued state support to pri-
vate business development in 2004 primarily assist-
ed in establishing an institutional framework for
effective utilization of the resource potential of the
non-oil sector and significantly improving the busi-
ness environment. The private sector accounted for
73.5% of the Gross Domestic Product (GDP) in
2004. An environment of increased aggregate
demand allowed for a growth in production of goods
and services. The real economic growth rate was
10.2% in the reported year. The economic growth
within the non-oil sector also was high during this
period constituting 13.4%.

GDP produced in 2004 totaled to AZM41872,5 bil-
lion (USDS.5 billion). This exceeds the last year's
comparable prices by AZM3.6 trillion. GDP per
capita made USD1041 with its real amount having
increased by 9.2% versus 2003.

GDP increased by 10.8% in commodity production
sectors and by 8.9% in service sectors. The GDP
growth was caused by an expansion of nearly all
production sectors, which characterizes the sector-
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olar ki, biitiin sahsler iizre geniglonmasi hesabina
tomin olunmusdur ki, bu da iqtisadiyyatin sahavi
diversifikasiyas1 prosesinin getdikco yaxsilasmasini
xarakterizo edir. Belo ki, istehsalin artimi1 senayede
5,7%, kond teserriifatinda 4,6%, tikintide 41,9%,
naqliyyatda 4,5%, rabitede 35,8%, topdan ve
parakendae satis, asyalarin temiri sahasinde 13%, sosial
va geyri-formal xidmatler sahasinde 4% olmusdur.
2004-cii ilde {Umumi mohsulun istehsali
strukturunda ciddi deyisiklik bas vermase do
senayenin vo tikintinin paymnin 6ten illerden beri
miisahide olunan artim tendensiyast davam etmisdir.
Son illerde on dinamik artim tikinti sahasinde bas
verdiyinden onun UDM-de xiisusi ¢okisi son iki ilde
8,7%-dan 13%-o yiikselmisdir.

2004-cii ildo UDM-in saho strukturu
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Noqliyyat

Senaye istehsali hacminin artiminda demak olar ki,
biitiin sahslorin miisbat istiraki ve payr olmusdur.
Istehsalin hecmi yanacaq senayesi saholerinde 2,5%, o
ciimlodon neft hasilatinda 1,1%, neft emalinda 9,1%,
elektroenergetika sahesinde 1,6% artmugdir. Istehsalin
arttimi metallurgiyada 51,4%, kimya ve neft-kimya
senayesi sahoalerinde 25,1%, masinqayirma ve metal
emal1 miiassiselarinde 59,5% toskil etmisdir.

Son iller d6lke iqtisadiyyatinda miisahide olunan
tikinti bumu tikinti materiallariin istehsalina giiclii

impuls vermisdir. Hesabat ilinde tikinti materiallar1
sonayesinde istehsalin arttimi 53% olmusdur. Bu
dovrde yeyinti senayesi ve yiingiil senaye
miessisalorinde artim nisbaten az olmusdur. Bu
sahoalarde istehsalin artimi1 miivafiq olaraq 0,1% ve
4,7% toskil etmisdir.

2004-cii ilde kend tesarriifatinda artim 4,6% taskil
etmisdir. Meyve ve teravez, bostan bitkilari istisna
olmagla demok olar ki, kend teserriifatinin biitiin
sahoalorinde artim miisahide olunmusdur. Agqrar
istehsalin artimi  bitkicilik sahasinde 3,6%,
heyvandarliq sahasinde ise 6% toskil etmisdir.
UDM-in artiminda ehemiyyetli istirak pay1 olan
nagliyyat sektorunda dovriyye artmaqda davam
etmis, naqliyyatda yiik dasinmasi 6,9%, sernisin
dasinmasi ise 3,6% artmigdir. Yiik dasinmasi demir
yolu naqliyyati ile 3,1%, avtomobil naqliyyat: ilo
10,4%, sernisin dasinmasi ise avtomobil naqliyyati
il 3,1%, metropolitenla 7,8%, hava naqliyyati ilo
26,1% artmigdir.

2004-cii ilde istehlak tolobinin ehemiyyaetli sekilde
artmas1  istehlak bazarinda yiiksek artimi
sortlondirmisdir. Hesabat ilinde 2003-cii ille
miiqayisede perakends emtes dovriyyssinin real
hacmi 13%, ohaliye gosterilen pullu xidmsatlar ise
16,4% artmigdir.

Qiymoatlor va tarif indekslori. Hesabat ilinin
yanvar-dekabr aylarinda 2003-cii ilin yanvar-
dekabr  aylar1 ile  miigayisede  senaye
istehsal¢ilarinin qiymetlari 12,9% bahalagmisdir.
Hasilat senayesi lizro istehsal qiymstleri 17,4%,
emal senayesi lizra 7,4%, elektrik enerjisi, qaz vo su
tachizati sahesinde 0,2% bahalasmisdir. Hasilat
senayesi iizro istehsal¢it qiymatlerin artimi diinya
bazarinda, hem do daxili bazarda neftin
giymatlarinin yiikselmasinden irali gelmisdir. Emal
sonayesi sahoalorinde istehsalg1 giymetler yeyinti
senayesi vo kimya senayesi izro daha ¢ox artmisdir.
Hesabat dovriinde kend teserriifatinda istehsalci
giymatlarin orta illik artimi 3,3% teskil etmisdir. Bu
dovrde istehsal¢t qiymsatlar bitkigilik iizre 1%,
heyvandarliq tizre ise 6,5% artmigdir.

2004-cii ilin yanvar-dekabr aylarinda 2003-cii ilin
yanvar-dekabr aylarina nisbeten istehlak mallar1 ve
xidmetler 6,7% bahalagnsdir. Istehlak giymetleri arzaq
mallari, icki ve tiitiin iizre 10%, geyri-erzaq mallar {izro
1,5%, xidmetler {izre ise 0,3% yliksalmisdir.
Investisiya. 2004-cii ilde igtisadiyyatin inkisafina
miixtoelif daxili ve xarici menbolorden 26,5 trin.
manat (5.4 mlrd. $) investisiya yonoaldilmisdir ki, bu
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based increasingly diversified development of the
economy. Thus, a production increase made 5.7% in
the industrial sector, 4.6% in the agricultural sector,
41.9% in the construction sector, 4.5% in the trans-
port sector, 35.8% in the communications sector,
13% in wholesale and retail and repair sector, and
4% in the social and informal services sector.

Although no substantial changes were noted in the
structure of the production of the gross product, the
upward trend in the industrial and construction sec-
tors observed for a number of years now still contin-
ued. With the construction sector being the most
fast-paced in terms of growth since recently, its per-
centage in the GDP went up from 8.7% to 13% in the
last two years.

GDP Strukture by Sector in 2004, %
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Almost all sectors contributed to the growth in the
industrial production. Production increase in the fuel sec-
tors constituted 2.5%, including oil production - 1.1%,
oil processing - 9.1%, electric power sector - 1.6%.
Production increase in metal industry totaled to 51.4%,
chemical and petrochemicals industries to 25.1%,
machinery and metal processing industries to 59.5%.

The construction boom ongoing in the country in
the recent years has given a strong impetus to the
manufacturing of construction materials. The growth

in the construction material industry made 53% in
the reported year. The growth rate in the food indus-
try and light industries was relatively low during the
same period constituting 0.1% and 4.7%, corre-
spondingly.

Growth in the agricultural sector totaled to 4.6% in
2004. The growth affected almost all sectors of the
agricultural industry save for fruit, vegetable and
melons and gourds. Agricultural production upturn
constituted 3.6% in crop production and 6% in live-
stock.

The transport sector, which represents a substantial
component of the overall GDP growth, continued to
increase its turnover whereby cargo transportation
went up by 6.9% and passenger transportation by
3.6%. Cargo transportation growth included railway
transportation growth of 3.1%, motor transport of
10.4%, while passenger transportation included a
3.1% upturn in motor transport sector, 7.8% in sub-
way transportation and 26.1% in air carriage sector.

The significant growth in the consumer demand in
2004 caused a drastic growth of the consumer mar-
ket. The real volume of retail commodity turnover
went up by 13% and chargeable services by 16.4% in
the reported year versus the corresponding figures of
2003.

Prices and tariff indices. Industrial producer prices
increased by 12.9% in January through December of
the reported year as opposed to the year 2003
January-December period. Producer prices in the
mining industry rose by 17.4%, in the processing
industry by 7.4% and by 0.2% in the electric power,
gas and water supply sectors. The producer price
increase in the mining industry was caused by
increased oil prices on both world and domestic mar-
kets. The processing industry's producer price
increase is mostly made up of price increases in food
and chemical industries.

Average annual producer price increase in the agri-
cultural sector during the reported year made 3.3%.
During this period, producer prices for crop produc-
tion rose by 1% and for livestock by 6.5%.

Consumer goods and services rose in price by 6.7%
during January-December, 2004 as opposed to
January-December, 2003. Consumer price increase
made 10% for food products, drinks and tobacco,
1.5% for non-food products and 0.3% for services.

Investment. Various domestic and foreign sources
directed economic development-oriented invest-
ments of AZM?26.5 trillion (USD5.4 trillion) in 2004
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da eovvelki ilin seviyyesinden 36,6% c¢oxdur.
Umumi investisiyalarin 76,5%-1 neft sektoruna,
23,5%-1 ise qeyri-neft sektorunun inkisafina
yonoaldilmisdir. Hesabat ilinde imumi
investisiyalarin 86,4%-1 miiassise ve toskilatlarin 6z
vosaitleri, 5,2%-1 bank kreditlori, 4%-i1 ohalinin
soxsi vesaitleri, 2,2%-1 bilidce vesaitlori, 0,4%
biidcedenkenar fondlarin vesaitlari, 1,8%-1 ise diger
menbaler hesabina maliyyalesdirilmisdir.

Igtisadiyyata celb edilmis investisiyalarin 80,3%-i
sonaye sahelarinin inkisafina, o ciimleden 3%-i
emal senayesina, 1,2%-1 elektrik enerjisi istehsalina,
6,2%-1 manzil tikintisina, 6,4%-1 naqliyyata, 1,1%-
1 ticarat vo xidmate, 2,1%-1 rabiteya, 0,7%-1 kend
tosarriifatina, 0,2%-i tikintiys, 3%-i diger sahalers
yonaldilmisdir.

2004-cti ilde geyri-neft sektoru sahasine yonaldilon
investisiyalarin artim tempi 6ton illore nisbaton xeyli
yiksek olmusdur. Bele ki, investisiyalar gida
sonayesinde 10 defe, menzil tikintisinde 59,5%,
geyri-metal mineral maddslerin istehsalinda 54%,
rabitades 2,1 dafa, tohsil ve sehiyyads miivafiq olaraq
2,5 vo 2,4 dofo artmisdir.

2004-cii ilds investisyalarin calb edildiyi bolmeler
icorisinde 0zal sektorun payi artmaqda davam
etmisdir. Hesabat ilinde geyri-dovlet bolmasine
yonelen investisiyalar 39,9%, dovlat bolmasine calb
edilen investisiyalar ise 6,6% artmigdir.

Sosial sfera. 2004-cii ilde ohalinin pul golirleri
30047,4 mlrd. manat (6.1 mlrd.$) teskil etmis vo 6ton
ille miiqayisades 20,7% artmisdir. Ohalinin adambagina
diisen pul golirleri ise 19,6% artaraq 3670,4 min manat
olmugdur. Shalinin serencamda qalan pul galirleri ise
28634,4 mlrd. manat toskil etmisdir ki, bu da avvalki
ille miigayisede 20% ¢oxdur.

Hesabat ilinde ahalinin pul xerclori 29667,3 mlrd.
manat (5.8 mird. §) teskil etmis vo 2003-cii illo
miiqayisade 24.4% artmisdir. Shalinin xarclerinde
asas yeri mal vo xidmetlerin ve xarici valyutanin
alinmas1 xorclori tutmusdur.

Ohalinin golirlerinin formalagmasinda miihiim pay1
olan ameak haqqinin saviyyesi de dten ille
miiqayisede 26.2% yiikselmisdir. Oten ilde 6lke
igtisadiyyatinda c¢alisan isgilorin orta ayliq emek
haqqi 483.4 min manat (98,4 $) toskil etmisdir. On
yiksek emek haqqi iqtisadiyyatin hasilat
senayesinde, maliyye wvasitaciliyi sektorunda,
tikintide ¢alisan isgilore ddenilmisdir.

Déviat maliyyasi. Olkedo aparilan struktur ve
sosial-iqtisadi islahatlar biitiin sahalerde oldugu kimi

dovlet maliyye sisteminde sabitliyin daha da
mohkamlandirilmasine ve dovlet biidcesinin galir ve
xarclarinin artimina 6z miisbat tesirini gostormisdir.
2004-cti ilin dovlet biidcesinin golir ve xarclarinin
dinamikasinda avvalki illerde oldugu kimi yiiksek
artim miisahide olunmusdur. Bels ki, biidca galirlori
2003-cii ile nisbaten 1278,2 mlird. manat ve ya
20,8% artaraq 7405,8 mlrd. manat (1.5 mird. $) icra
olunmus ve UDM-in 17,7%-ni teskil etmisdir.
Biidca xarclori ise ovvalki ile nisbeten 1335,5 mlrd.
manat vo ya 21,6% artaraq 7505 mlrd. manat (1.53
mlrd. $) icra olunmus ve UDM-in 17,9%-ni teskil
etmisdir.

Olke Prezidentinin ohalinin sosial veziyyetinin daha
da yaxsilasdirilmasi, biidce teskilatlarinda ve diger
sferalarda ¢alisan iscilorin emoek haqqlarinin
artirtlmasi ile bagh silsile foermanlarinin naticesi
olaraq 2004-cii ilin dovlet biidcesi de avvalki illorde
oldugu kimi sosial yoniimlii xarclorin Ustiinlik toskil
etmasi ilo xarakterize olunur. Biitovliikkde biidce
xorclorinin 44,5%-1 sosial xarclera (emek haqqi,
pensiya ve miiavinet ddenisleri) yonaldilmisdir. Sosial
miidafie ve sosial teminat xercleri 2003-cii ile
nisbeten 10,5% artaraq 1182,3 mlrd. manat toskil
etmisdir. Biidce xorclerinin  19,4%-1  dlke
igtisadiyyatina investisiya qoyulusuna yonaldilmisdir.

Dovlat biidcasinin kasiri proqnozda 315 mlrd. manat
nozorde tutulsada, ilin sonunda 99,2 mlrd. manat
olmusdur ki, bu da UDM-in 0,2%-ni teskil edir.

1.2. Tadiyya balansi

2004-cii ilda daxili vo xarici faktorlarm miisbat tasiri
saraitinda tadiyya balansimin yaxsilasmast davam
etmisdir. Belo ki, olkada yiiksak templi igtisadi artimin
davam etmoasi, milli mohsullara xarici talobin (partnyor
olkalarda igtisadi artim) yiiksalmasi, alverisli investisiya
igliminin yaradimast sayasinda kapital axini, diinya
bazarlarinda neftin giymatinin ahomiyyatli artimi,
manatin real effektiv mozannasinin dinamikast kimi
miihiim amillor xarici iqtisadi alagalor iizra
daxilolmalarin 6danislori tistalomasini tomin etmisdir.

Biitovliikde tediye balansinin veziyyeti 2004-cii
ilde xarici tarazligin qorundugunu gosterir. Belo ki,
2004-cii ilde tadiyya balansinin iimumi saldosu
miisbat olmus ve 6ten ille miiqayisede 87% artaraq
UDM-in 4.5%-ni toskil etmisdir.

Son iller 6lkede ambisiyal iqtisadi artim strategiyasinin,
o ciimleden onun vacib terkib hissesi olan neft
strategiyasinin reallagdirilmast 2004-cii ilde de daxili
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which exceeds the last year's rate by 36.6%. 76.5%
of the total investments are placed in the oil sector
and 23.5% in the non-oil sector. Equity investments
of enterprises and institutions accounted for 86.4%
of the total investments made during the reported
period; bank loans for 5.2%; individual savings for
4%; budgetary funds for 2.2%; extra-budgetary
funds for 0.4% and other sources for 1.8%.

80.3% of the total investments made were directed
to the industrial sectors, including 3% for the pro-
cessing industry; 1.2% for power generation; 6.2%
for residential construction; 6.4% for transport; 1.1%
for trade and services; 2.1% for communications;
0.7% for agriculture; 0.2% for construction and 3%
for other sectors.

The growth rate of the non-oil sector investments in
2004 substantially exceeded the growth rates of the
previous years. Thus, investments in the food indus-
try increased by a tenfold; in residential construction
by 59.5%; in non-metal mineral production by 54%;
in communications by 2.1 times and in education and
health care by 2.5 and 2.4 times, respectively.

The share of the private sector in terms of invest-
ments drawn continued to increase in 2004.
Investments made in the non-public sector in the
reported year increased by 39.9% while investments
to the public sector went up by 6.6%.

Social sector. Cash income of households totaled to
AZM30047.4 billion in 2004 (USD6.1 billion),
which is 20.7% above the last year. Cash income per
capita went up by 19.6% to AZM3670.4 thousand.
Cash income in retention of households totaled to
AZM28634.4 billion, which is above the last year's
rate by a measure of 20%.

Cash expenditures of households totaled to
AZM29667.3 billion (USDS5.8 billion) in the report-
ed year, which exceeds the year 2003 rate by 24.4%.
Goods, services and foreign exchange acquisition
costs constitute the largest cost element of household
expenditures.

Salary levels, being a significant contribution to
household revenues, also increased by 26.2% versus
the last year's levels. Average monthly salary of a
regular employee was AZM483.4 thousand
(USD98.4) in the past year. The highest salary levels
pertain to the mining industry, financial intermedia-
tion sector and construction industry.

Public finance. The structural and socio-economic
adjustments underway in the country, among other
areas, provided a positive impact on further improv-

ing the sustainability of the public finance system
and increasing the public budget revenues and
expenditures. Public budget revenues and expendi-
tures showed a significant increase in 2004, as in the
previous years. Thus, budget revenues increased by
AZM1278.2 billion or 20.8% as opposed to 2003 to
AZM7405.8 billion (USD1.5 billion), hence consti-
tuting 17.7% of the GDP. Budget expenditures went
up by AZM1335.5 billion or 21.6% as opposed to
2003 to AZM7505 billion (USD1.53 billion), hence
constituting 17.9% of the GDP.

As a result of consecutive Presidential Decrees
aimed at further improving the social welfare of the
population and raising salaries in budget-funded
institutions and other sectors, the year 2004 public
budget is characterized by giving a distinct prefer-
ence to social expenditures, as was the case in the
previous years. 44.5% of the total budget expendi-
tures were designated to meet social needs (salary,
pension and allowance payments). Social security
and social protection expenditures rose by 10.5%
versus year 2003 rate, to AZM1182.3 billion. 19.4%
of the total budget expenditures were allocated to
meet the economy's investment needs.

While the public budget deficit was projected at
AZM315 billion, it only arrived at AZM99.2 billion
at the year-end, which makes 0.2% of the GDP.

1.2. Balance of payments

Favorable domestic and foreign factors contributed
to further improving the balance of payments in
2004. Thus, continued high-rate economic growth,
increased foreign demand for domestic products
(economic growth in counterpart countries), capital
influx due to a favorable investment climate, sub-
stantial oil price increase on world markets and
growth of the Manat's real effective exchange rate
were among the key factors that caused the proceeds
from foreign economic relations to exceed the corre-
sponding payments.

In general, the status of the balance of payments in
2004 indicates efforts to preserve an external bal-
ance. Thus, the total net balance of payments in 2004
was positive having increased by 87% as opposed to
the last year hence constituting 4.5% of the GDP.

The implementation of an ambitious economic
growth strategy launched in recent years, including
the oil strategy, an important component thereof,
caused domestic demand to exceed revenues or
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tolobin golirleri ve ya investisiyalarin yigimlar
iistelomasini sertlondirmisdir ki, bu da tediyye balansimin
cari emoliyyatlar balansinda iri hacmli menfi saldonun
artmasinda 6ziinii gostermisdir. Belo ki, 2004-cii ilde cari
hesabin kesiri 6ten illo miiqayisede 28.1% artmis vo
UDM-in 30.4%-ne catnusdir. Lakin, investisiyalarla
daxili yigimlar arasindaki forqi ortmek iiclin valyuta
ehtiyatlarinin istifadesine ehtiyac olmamis ve hetta xarici
yigimlar (kapitalin hareketi hesabinin miisbat saldosu)
hesabina onlarin artimina nail olunmusdur.

istehsalin genislonmasi, bu asasda milli gelirin
artmasi, daxili yigim normasinin yiiksalmesi
perspektivde de xarici tarazhigin dayaniqligi iiciin
real zomin yaradir.

Todiyye balansinin sektorlara ayrilmagla tohlili ise
gostarir ki, evvalki illerde oldugu kimi 2004-cii ilde do
xarici iqtisadi emeliyyatlar nefi-qaz sektoru iizro miisbat
saldoya, geyri-neft sektoru iizro ise menfi saldoya malik
olmusdur. Neft-qaz sektoru {izre daxilolmalar osasen
neftin ixrac1 vo bu sektora celb edilon xarici birbaga

Toadiyya balansinin asas analitik gostoricilori

2003

Min. §
I.Cari amoliyyatlar hesabinin saldosu -2020.6
Xarici ticarat balanst -98.2
Xidmetloer balansi -1614.5
Golirlar balansi -442.0
Cari transfertlor balansi 134.1
II.Kapitalin vo maliyyonin harakati 2338.1
hesabinin saldosu
Birbasa investisiyalar 22932
Neft bonusu 58.6
Diger investisiyalar -13.7
Sair vesaitler -112.1
III.Tadiyya balansinin iimumi saldosu 205.4

Cadveldan de gériindiiyii kimi kapitalin ve maliyyenin
hereketi hesabmim miisbet saldosu UDM-in 35.5%-ni
toskil ederoek nainki cari emoliyyatlar balansinin kesirini
ortmiis, hom do todiyye balansinin iimumi saldosunun
miisbat olmasini temin etmisdir. Kapitalin horokati tizro
miisbat saldonun cari emeliyyatlar hesabimin menfi
saldosunu shemiyyaetli dereceds (1.2 dofd) listelomsasi,
xarici yigmmlarm iri miqyasda daxili dovriyyeye celb
olunmasi hem de dlkede isgiizar fealligin yiiksek
seviyyade oldugunu gosterir.

Onu da geyd edoek ki, colb olunan investisiyalar
hesabima daxili idxal1 evez eden ve ixracyoniimli

2004
UDM-de %-lo Min. $ UDM-do %-la

-27.8 -2589.2 -30.4
-13 161.3 1.9
-22.2 -2238.4 -26.3
-6.1 -700.6 -8.2

1.8 188.5 22
32.1 3023.3 35.5
31.5 2329.7 27.3
0.8 21.6 0.3
-0.2 672.0 7.9
-15 -50.1 -0.6
2.8 384.0 4.5

investisiyalarin hesabina formalasir. Bu sektor {izro
Odenisler iso moenfoetin ve investisiyalarin repatriasiyasin,
masin, mexanizm ve diger texnoloji avadanliglarn
idxalmin maliyyelesdirilmesine serf olunan vesaitlorini
oks etdirir. Neft-qaz sektoru iizro yaranmis timumi miisbet
saldo igtisadiyyatin diger sektorlarmin xarici valyutaya
tolobatinin maliyyelogdirilmesini vo olkenin valyuta
ehtiyatlarinin artmasini tomin etmisdir.

1.2.1. Cari amaliyyatlar hesabi

2004-cii ilde oOlkenin beynoalxalq iqtisadi
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investment returns in 2004 too, which, in turn, caused
the current account balance of the balance of pay-
ments to grow negatively to a large extent. Thus, the
current account deficit rose by 28.1% in 2004 as
opposed to the last year rate thereby reaching a 30.4%
share of the GDP. However, there was no need to use
foreign exchange reserves to cover the gap between
investments and internal rates of return; even external
rates of return (positive balance of the capital
account) were sufficient to provide their growth.

imports due to the investments drawn, which pro-
vides the national income growth and internal rate of
return increase, is justifiably expected to secure a
sustainable foreign balance.

A sector-based analysis of the balance of payments
indicates that foreign economic operations in 2004,
just as was the case in the preceding years, had a
positive balance in the oil and gas sector and a neg-
ative balance in the non-oil sector. Oil and gas rev-
enues are mainly formed from the proceeds from oil

Basic analytical indicators of the balance of payments

2003 2004
USD mil Percentage of GDP USD mil Percentage of GDP

I. Balance of current account -2020.6 -27.8 -2589.2 -30.4
Foreign trade balance -98.2 -1.3 161.3 1.9
Balance of services -1614.5 -22.2 -2238.4 -26.3
Balance of revenues -442.0 -6.1 -700.6 -8.2
Balance of current transfers 134.1 1.8 188.5 2.2
I1. Balance of the capital and finance 2338.1 32.1 3023.3 35.5
account

Direct investments 2293.2 315 2329.7 27.3
Oil bonus 58.6 0.8 21.6 0.3
Other investments -13.7 -0.2 672.0 7.9
Other resources -112.1 -1.5 -50.1 -0.6
I11. Total the balance of payments 205.4 2.8 384.0 4.5

As the Table above shows, the positive balance of
the capital and finance account made up 35.5% of the
GDP whereby it managed not only to cover the deficit
in the current account but also to ensure a positive net
balance of payments. The fact that the positive bal-
ance of the capital account covered the negative bal-
ance of the current account to a substantial extent (1.2
times) and large external rates of return are drawn to
the domestic turnover serves as a clear evidence of
business activities being on a high level.

It should also be noted that an expansion of export-
oriented production which substitutes domestic

exports and foreign direct investments to this sector.
Oil and gas sector disbursements are related to repa-
triation of profits and investments and funding costs
associated with imports of vehicles, mechanisms and
other technological equipment. The overall positive
balance in the oil and gas sector assisted in financing
the foreign exchange needs of other sectors and
enlarging the country's foreign exchange reserves.

1.2.1. Current account

The net balance of total current account revenues
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fealiyyetinin biitiin sahsloerinde cari hesab iizro
moacmu daxilolmalar ve Odenisler arasindaki
balansda - cari amaliyyatlar hesabinda 2589.2 min.
$ mobloginde kesir yaranmisdir.

Birlosmis Kralliq, Iran, Almaniya, Tiirkmenistan,
Qazaxistan ve Giirciistan ilo daha intensiv ticarot
olageslari olmusdur. Biitovlikde Azarbaycan
Respublikasinin idxal-ixrac emeliyyatlarmi 69.1%-1

2003-cii il 2004-cii il
600 -
134 161 189
200 -
-200 - =
-600 - -442
-1000 - =01
-1400 -
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2600 -2238
-2589
C] Cari hesabin saldosu D Xidmetlor balansimin saldosu
C] Xarici ticarot balansmin saldosu . Galirlerin saldosu
. Cari transfertlorin saldosu
Oten illo miigayisede cari emeliyyatlar | yuxarida adi ¢ekilen esas teref miiqabilleri olan 10

hesabindaki kesirin artmasi xidmatlar balansinin ve
golirler balansinin kesirinin artmasi ile izah olunur.
Bunun iso osas sebobi bir terofdon xarici kapital
hesabina Olkaye investisiya yoniimli xidmatlerin
axini, diger terafden ise xarici investorlarin payina
diisen golirlarin repatriasiyasi ile baghdir.

Xarici ticarat balansi. 2004-cii ilin yekunlarina
goro xarici ticarot dovriyyesi 7324.7 min. § toskil
etmis ve 2003-ci ilin miivafiq gostericisinden
37.0% ¢ox olmusdur. Olkeye idxal olunan
mohsullarin hecmi 3581.7 min. $ ve ya UDM-in
42%-ni, ixracin hacmi ise 3743.0 min. § ve ya
UDM-in 43.9% teskil etmisdir. Xarici ticarat
balanst oton ildaki koasira qarsi 161.3 min. §
moblaginds va ya UDM-~in 1.9%-i haddinda miisbat
saldo ils noticolonmisdir. Belslikla, qeyri-
rezidentlerin milli mahsullara telabi rezidentlerin
xarici mallara telabini iisteloyerak iqtisadi artimin
davam etmosi li¢iin alave "xarc effekti" yaratmisdir.

Idxal ve ixracn UDM-de xiisisi ¢okisinin ovvelki
illerle miigayisede ehemiyyetli artimi hem doe 6lkeinin
diinya iqtisadiyyatina daha six inteqrasiya olundugunu,
onun agiqliq deracasinin yiikseldiyini gosterir.

Xarici ticaratin 24.6%-1 MDB lizvii olan dovletlerin,
75.4%-1 ise diger xarici dovletlerin payina diisiir.
Déovletimizin Italiya, Rusiya, Tiirkiye, Israil,

dovlet ile aparilmisdir.

Toaqdirelayiq haldir ki, 2004-cii ilde ixracin
strukturunun diversifikasiyasi davam etmisdir. 1l
orzinde ixracin strukturunda geyri-neft sektorunun
xtisusi ¢okisi 3% artmigdir. Beloa ki, hesabat dovrii
orzinda Olkenin strateji ixrac msehsullarindan olan
kimya mahsullari, alvan ve qara metallar veo
pambigin ixract kecon ile nisbeten xeyli artmis vo
miivafiq olaraq 144.3 mln., 97.1 mln. ve 35.6 min. §
moablaginde olmusdur. Son illards iqtisadiyyatin bu
sahalarine xeyli xarici investisiyalar celb edilmis vo
bazi iri ixracat yoniimlii miiessiselar xarici
sirketlorin idaragiliyine verilmisdir. Bels ki, 6lkeanin
strateji moehsullarindan olan pambiq mahlicinin
ixracina pambiqtemizlome miiessiselerinde bu
sirketlor mahlic ixract siyasetinin yeniden
formalagsmasina foeal tesir gosterirlor. Ele bu
sebabdan do 2004-cii ilde ixrac olunmus pambigin
deyeri 2001-ci ile nisbaten 2.4 dofe artmisdir. Eyni
zamanda geyd etmoak lazimdir ki, bu iller erzinds
ixrac olunmus pambigin miqdar1 da 15.9 min ton
artmisdir.

Bununla bels ixrac olunmus mallarin strukturunda
neft mohsullar1 hale do dominant yer tutur ve onlarin
paymna Umumi ixracin 82.7%-i diislir. Hesabat
dovriinde xarici dovletlora 3096.5 min. $ neft
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and disbursements related to all areas of the country's
international economic activities in 2004, that is the
current account, had a deficit of USD2589.2 mil.

2003
600 -

200 -

134

Among the country's counterparts with most intensive
trade relations are Italy, Russia, Turkey, Israel, United
Kingdom, Iran, Germany, Turkmenistan, Kazakhstan
and Georgia. In general, the above stated counterpart
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C] Neft balance of current account

C] Neft foreign trade balance

The increase in the current account deficit against the
last year's level was caused by an increase in the deficit
of the balance of services and balance of revenues.
These, in turn, were caused mainly by an influx of
investment-related services funded from foreign
sources of capital on one hand, and repatriation of rev-
enues owned by foreign investors on the other hand.

Foreign trade balance. The foreign trade turnover
totaled to USD7324.7 mil in 2004, wherefore it
exceeded the corresponding indicator for year 2003
by a measure of 37.0%. Commodity imports totaled
to USD3581.7 mil or 42% of the GDP, and exports
to USD3743.0 mil or 43.9% of the GDP. The foreign
trade balance arrived at a positive net balance of
USD161.3 mil or 1.9% share of the GDP versus the
last year's deficit rate. Hence, the demand of non-
residents for domestic products exceeded the
demand of residents for foreign goods whereby cre-
ating an additional "cost effect" that supported pro-
motion of the economic growth.

The substantial increase in imports and exports as a
percentage of the GDP against the levels of the pre-
ceding years also indicates the country's more com-
prehensive integration into the global economic
framework and increased openness and transparency.

CIS countries account for 24.6% of the foreign trade
transactions and other foreign states for 75.4%.

-2589

D Net balance of services
. Net balance of revenues
. Net balance of foreign transfers

countries accounted for 69.1% of all import and
export transactions of the Republic of Azerbaijan.

It should be noted that the structure of exports con-
tinued to diversify in 2004. The non-oil sector
increased its share of exports by 3% during the year.
Thus, chemical product, non-ferrous and ferrous
metal and cotton exports, which represent the coun-
try's strategic export products, have significantly
increased throughout the year, therefore totaling to
USD144.3 mil, USD97.1 mil and USD35.6 mil
accordingly. Large foreign investments were drawn
to these economic sectors in recent years with some
large export-oriented enterprises put under manage-
ment contracts administered by foreign companies.
Furthermore, these companies are actively involved
in forming up the export policy for ginned cotton by
ginneries as ginned cotton represents a strategic item
within the country's overall exports structure. This is
the factor that caused the cotton price to go up by a
measure of 2.4 times in 2004 versus the year 2001
rate. It should also be noted that the amount of cot-
ton exported during these years also increased by
15.9 thousand tons.

Yet, oil products still dominate and account for
82.7% within total exports. USD3096.5 mil worth of
oil products were exported to foreign countries over
the reported period where the share of crude oil con-
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mohsullar ixrac olunmusdur ki, bunun da 2393.1 min.
$ xam neft toskil etmisdir. Ixrac olunmus xam neftin
1779.2 min. $ Azerbaycan Beynoslxalq Omesliyyat
Sirketi (ABOS) terafinden hasil olunmus galir nefti
togkil edir. Bunun iso 1459.1 min. $ "Osrin
miiqavilesi" ile bagl xarici Olkelerin iri neft
sirkatlorinin, 320.1 min. $ ise Azerbaycanin paylarina
diisen golir neftidir. Olkeden ixrac olunmus {imumi
xam neftin 613.9 min. $ iso ARDNS-nin ve 6lkenin
diger miiessisalarinin payina diismiisdiir. Bu ise kecon
ilin miivafiq gostericisinden 102.1 min. § ¢oxdur.

1726.7 mln. $§ mebleginde olmusdur. Bu artim
beynolxalq neft kontraktlar1 ¢ergivesinde 6lkaye colb
olunmus investisiyalarin artimi ile elagedar olmusdur.
Bundan basga 2004-cii il orzinde 6lkeys 252.6 min.
ABS dollarhq tebii qaz ve iimumi meblagi 633.0 min.
ABS dollara beraber olan istehsal toyinath kimya, gara
va alvan metal moahsullar1 da gatirilmisdir.
Biitovliikde, kecon illo miigayisede xarici ticarot
dovriyyesinin imumi hacmi 1977 mln. $, o climleden
ixrac 1118 mln. $, idxal ise 859 mln. § mebloeginde
artmigdir. Hesablamalar gosterir ki, mallarin ixraci

Xarici ticaratin sektorlar iizra bolgiisii, %-12

2001

Ixrac - comi 100
Neft-qaz sektoru 90.1
Digor sektorlar 9.9
Idxal - comi 100
Neft-qaz sektoru 32.0
Digor sektorlar 68.0

Fiziki soxslorin mokik idxalm (363.5 min.$) ve
humanitar mallart (39.0 mIn.$) da nezers almagla
2004~cii il arzindo 6lkemize 1203.0 min. ABS dollarliq
xalq istehlaki mallar1 gatirilmisdir. Bunun da 44.7%-1,
yoni 537.7 min. ABS dollarlig1 arzaq mehsullarinin
payina diisiir. Idxalm strukturunda investisiya yoniimlii
masin-avadanliglarin ve mallarin xiisusi ¢okisi 48.2%-
9 catmis vo kecen illo miiqayisade 44.1% artaraq

2002 2003 2004
100 100 100
88.8 85.7 82.7
11.2 14.3 17.3
100 100 100
383 54.1 56.5
61.7 45.9 43.5

lizre iimumi artimin 82.7%-1 qiymat faktoru ile bagh
oldugu halda, mallarin idxali iizre bu faktorun xiisusi
¢okisi comi 40.6% toskil etmisdir. Bunun iso osas
sobobi ixrac mallarinin orta qiymetinin idxal
mallarinin giymetinden 7 faiz bendi ¢ox olmasidir.
Belo ki, 2004-ci il orzinde oOlkeden ixrac olunan
mallarin orta qiymeti 30% artdig1 halda, idxal
mallarinin orta qiymeti cemi 23% artmisdir.

Idxal-ixrac mallarinin 2004-cii ilda 2003-cii ils nisbaton doyismosi

Comi

(artim "+", azalma "-"

Mallarin ixraci 1118

Mallarin idxali 859
Xarici ticarat dovriyyosi 1977
Ticareat balansinin saldosu 259

Min. $

o climloden faktorlar lizro deyismo

Fiziki hacm Qiymat
193 925
510 349
703 1274
-317 576
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stitutes USD2393.1 mil. Profit oil produced by the
Azerbaijan International Operating Company
(AIOC) accounts for USD1779.2 mil worth of the
total crude oil exports, where, in turn, large foreign
oil companies claim USD1459.1 mil worth of profit
oil and Azerbaijan USD320.1 mil worth of profit oil
produced under the "Contract of the Century".
SOCAR and other domestic entities account for a
share of USD613.9 mil within the total crude oil
exports. It exceeds the last year's corresponding rate
by USD102.1 mil.

USD1726.7 mil in cash terms. This increase was
ensued from the growth of investments made in the
country under international oil contracts. In addition,
the country also imported USD252.6 mil worth of
natural gas and a total of USD633.0 mil worth of
chemical, ferrous and non-ferrous metal input prod-
ucts in 2004.

Overall, the foreign trade turnover increased by a
total of USD1977 mil as opposed to the last year,
where exports rose by USD1118 mil and imports by
USD859 mil. Estimations suggest that while the

Breakdown of Foreign Trade by Sectors, %

2001

Total exports 100
Oil and gas sector 90.1
Other sectors 9.9
Total imports 100
Oil and gas sector 32.0
Other sectors 68.0

Azerbaijan imported a total of USD1203.0 mil
worth of consumer goods during 2004, including
shuttle trade imports (USD363.5 mil) and humani-
tarian aid supplies (USD39.0 mil), where food prod-
ucts account for 44.7% or USD537.7 mil. The share
of investment-related hardware and equipment and
goods reached 48.2% within the total imports, hav-
ing increased by 44.1% against the last year's rate to

2002 2003 2004
100 100 100
88.8 85.7 82.7
11.2 14.3 17.3
100 100 100
383 54.1 56.5
61.7 45.9 43.5

price factor is responsible for 82.7% of the overall
growth in commodity exports, it only covers 40.6%
in terms of commodity imports. This is principally
due to average price of export products exceeding
imported product price by 7 percentage points.
Hence, while the average price of exported goods
rose by 30%, the average price increase for imported
goods was as low as 23%.

2004 vs. 2003 Changes in Product Imports and Exports

Total

(increase "+", decrease

Product exports 1118

Product imports 859
Foreign trade turnover 1977
Net foreign trade balance 259

USD mil

including factor-caused changes

Physical amount Price
193 925
510 349
703 1274
=317 576
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Xidmatlor balansi. 2004-cii il erzinde xarici
dovletlerle Azerbaycanin iqtisadi alagelerinde qarsiliglt
xidmetler asas yerlorden birini tutmusdur ve hemin
xidmetlorin imumi hecmi 3222.4 min. $ toskil etmisdir.
Bunun da 2730.4 miln. § geyri-rezidentlor torofinden
Azerbaycanin hiiquqi ve fiziki sexslerine, 492.0 min. $
iso Azerbaycanin xarici Olkelerin rezidentlerine
gostordiyi xidmetlerdir. Belolikla, xidmatlar balansimnimn
saldosu menfi 2238.4 mIn. $ toskil etmisdir ki, bu da
UDM-in 26.3%-na beraber olmusdur.

Xidmeatler balansi kesirinin bela yiliksek olmasinin
asas sobablorinden biri beynsalxalq neft kontraktlari
car¢ivasinda 6lkenin neft-qaz sektorunun fealiyyeti ilo
baghdir. Belo ki, bu sektorda hesabat dovrii arzinde
goriilmiis islerin yerine yetirilmasi ilo alagedar istifade
olunmus 4.3 mird. $ mebleginde xarici kapitalin 1.9
mlrd. $ tikinti-qurasdirma ve diger iggiizar xidmatlorlo
bagh xerclere goére xarici dovletlerin rezidentlarine
Odenilmesidir. Bu ise 6z ndvbasinde xidmatlor
balansimin kesirinin 85.3%-ni toskil edir.

Tediyye balansinda 6z oksini tapmis qarsiliqh
xidmatler ddvriyyesinin 15.4%-1 naqliyyat iizre
aparilan emoliyyatlarin payina diisiir. Umumi deyeri
495.0 mln. $-a berabar olan naqliyyat xidmetlorinin
58.5%-1 Azarbaycan rezidentlorinin xarici dovletlerin
naqliyyat sistemlorinden istifade etmsalori ile
olagedardir. Oz ndvbesinde Azerbaycanin diger
Olkelora gosterdiyi naqliyyat xidmstlerinin timumi
deyeri 205.7 min. $-a berabar olmusdur. Bu vesaitin
xeyli hissesi TRASEKA layihasi ¢arcivesinde
respublika erazisi vasitoesilo Orta Asiya 6lkelori ilo
Avropa Olkelori arasinda tranzit yiikdasimalarmin
intensivlegmasi naticesinde olde edilmisdir.

Hesabat dévriinde xaricilers turizmle bagh gdsterilon
xidmetlorin deyeri 65.9 min. $-a berabar olmusdur ki,
bunun da 17.1%-1 (11.3 min. $) geyri-rezidentlorin
Azerbaycana isgiizar seforleri ilo baghdir. Oz
novbasinde xarici Olkeler terefinden Azerbaycan
rezidentlerine turizmle bagli gdsterilon xidmatlerin
doyeri 128.7 min. $ mebloginde olmusdur.

Golirlor. Golirlor iizro daxilolmalarin ve 6denislerin
imumi dovriyyesi 806.4 mln. $ seviyyesinde
giymetlondirilmisdir. Bunun da 93.4%-ni (753.5 min. §)
Azerbaycandan Odenisler toskil edir. Bunun ise asas
hissesini (521.0 min. $) beynalxalq neft kontraktlar ilo
bagli Azerbaycan Beynolxalq ©Omesliyyat Sirketinin
xarici payct investorlarinin galirlerinin repatriasiyast
(xam neft soklinde) ve geyri-rezidentlora Odenilmis
omok haglar (98.0 min. $) toskil edir.

Golirlarle bagh dlkeys daxil olmus vesait 52.9 min.

$ baraber olmus ve bunun da 23.2 min. $ Dovlet Neft
Fondunun vesaitlerinin, 14.7 mln. $ Milli Bankin
sarancaminda olan xarici valyuta ehtiyatlarinin ve 2.7
min. § ise 2-ci pille banklarmin xarici aktivlerinin
idare edilmasinden alda edilen golirlordir.

Cari transfertlor. cari transfertlor iizro xarici
Olkelorden almman humanitar mallarinin, texniki ve
diger yardimlarin iimumi deyeri 63.3 min. §
saviyyasinda qiymatlendirilmisdir.

Yardimlarin {imumi dayerinin osas hissasini
humanitar idxal mallar1 tegkil edir. Belo ki, 2004-cii
il orzinde oOlkeye gotirilmis humanitar idxal
mallarinin iimumi hecmi 39.0 min. $ mebleginde
giymetloendirilmisdir. Biitdvliikkde cari transfertlor
iizro emoliyyatlar 188.5 mln. ABS dollarliq (UDM-
in 2.2%-1) miisbat saldo ile naticelanmisdir.

1.2.2. Kapital vo maliyya harakati

Kapitalin ve maliyyenin hareketi hesabi iizre
voziyyoat gosterir ki, 2004-cii ilde olke
iqtisadiyyatinda istifade olunmus xarici kapitalin
hacmi Gten ile nisboaten 1.4 defe artmisdir.

Il erzinde dlkede istifadesi nezerde tutulan xarici
kapital axin1 kegon ille miiqayisede 35%-den ¢ox artaraq
4575.5 min. $ meblaginde olmusdur. Belo artimin asas
amili Xezerin Azerbaycan sektorunda beynoalxalq neft-
qaz layihaleri iizre islerin intensivlesmesi ilo bagh
birbasa investisiyalarin 1.4 defo artmasi vo Baki-Tiflis-
ceyhan Boru Kemeari Sirketinin Azerbaycan erazisinde
Osas neft ixract kemarinin tikintisi ilo alagadar goriilacek
islorin maliyyelosdirilmesi {igiin 195.0 min. $
mablaginde ssudamn alinmasidir.

Birbasa investisiyalar. Miisbat haldir ki, iqtisadi
artimin stimullagdirilmast baximindan en effektiv
formada - birbasa investisiyalar formasinda
daxilolmalar kegen ile nisbaten 39%-o qoader
artaraq 4192.3 min. $§ beraber olmusdur. Eyni
zamanda qeyd etmoak lazimdir ki, birbaga
investisiyalarin strukturunda neft-qaz sektorunun
xtisusi ¢okisi 97.5% taskil etmisdir ki, bu da iri neft-
qaz layiheleri, Baki-Tiflis-ceyhan Boru Kemeri
Sirketinin (Osas neft ixract kemerinin) ve cenub
Qafqaz Kemeri Sirketinin (Baki-Tiflis-Orzurum
qaz kemearinin) tikintisi layihasi ve Azerbaycan
Beynoslxalq ©Omsliyyat Sirketinin Azeri-Ciraq-
Gilinesli yatagimin 1 sayli fazasinda islerin
intensivloesmosi ile olagedar sehmdar kapital
soklinde daxil olmus sermayelarle baglidir. Hesabat
dovrii erzinde bir ¢ox xarici sermayali miiassisalar,
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Balance of services. Reciprocal services played a
key role in economic relations between Azerbaijan
and foreign states in 2004, totaling to USD3222.4
mil, where services supplied by non-residents to
legal entities and individuals in Azerbaijan amount
up to USD2730.4 mil and services provided by
Azerbaijan to residents of foreign states total to
USD492.0 mil. Hence, the net balance of services
amounted to a negative figure of USD2238.4 mil,
equal to 26.3% of the GDP.

Operations of the country's oil and gas industry
under the international oil contracts evidently repre-
sent key factors behind such a drastically high gap in
the balance of services. Thus, out of a total of
USDA4.3 billion of foreign capital used for financing
a range of works in this sector during the reported
period, USD1.9 billion was disbursed to residents of
foreign countries to cover costs incurred in line with
construction and installation and other business
services. The aforementioned amount constitutes
85.3% of the gap.

Transport-related operations account for 15.4% of
the reciprocal services turnover covered in the bal-
ance of payments. 58.5% of the USD495.0 mil
worth of transport services relate to the uses of
transport systems of foreign states by Azerbaijani
residents. In turn, Azerbaijan provided USD205.7
mil worth of transport services to other countries. A
large portion of this amount was gained through
intensified transit cargo carriage between Central
Asian and European countries via Azerbaijan under
the TRACECA project.

USD65.9 mil worth of tourism-related services
were provided to expatriates during the reported
period, where business trips of non-residents to
Azerbaijan account for 17.1% (USDI11.3 mil). On
the other hand, foreign countries provided
Azerbaijani residents with USD128.7 mil worth of
tourism and travel-related services.

Revenues. The overall turnover of incoming and
outgoing revenue charges was estimated at
USD806.4 mil, where outgoing payments from
Azerbaijan constitute 93.4% (USD753.5 mil). This
amount is largely made up of revenue repatriation by
foreign investors (as crude oil) and remuneration to
non-residents (USD98.0 mil) employed by the
Azerbaijan International Operating Company under
the international oil contracts.

The country's revenue-related inflows totaled to
USD52.9 mil, where USD23.2 mil are the proceeds

from managing the State Oil Fund's assets, USD14.7
mil from administering the National Bank-held for-
eign exchange reserves and USD2.7 mil is the
income from managing the foreign asset holdings of
2nd tier banks.

Current transfers. The total value of humanitarian
aid products, technical and other assistance received
from foreign countries under current transfers was
estimated at USD63.3 mil.

Humanitarian aid imports account for the largest
share within the total value of the aid provided.
Hence, humanitarian goods imported during 2004
were put at USD39.0 mil. Overall, current transfer
transactions arrived at a positive net balance of
USD188.5 mil (2.2% of the GDP).

1.2.2. Capital and finance account

The status of the capital and finance account indi-
cates that the amount of foreign capital used in the
national economy in 2004 increased by 1.4 times as
opposed to the previous year.

The foreign capital flow designated for use during
the year increased by 35% as opposed to the last year
thus totaling to USD4575.5 mil. The principal fac-
tors behind such an increase are the 1.4 times upturn
in direct investments related to intensified works
under international oil and gas projects in
Azerbaijan's sector of the Caspian sea, and a
USD195.0 mil advance borrowed to finance works
associated with the construction of the Main Oil
Export Pipeline in Azerbaijan by the Baku-Thbilisi-
Ceyhan Pipeline Company.

Direct investments. 1t should be noted as a positive
accomplishment that revenues in the most efficient
form in terms of providing an incentive for econom-
ic growth, that is direct investments, totaled to
USD4192.3 mil having increased by 39% as com-
pared to the last year. It should also be noted that the
oil and gas sector accounted for 97.5% of the total
direct investments due to equity investments made in
connection with large oil and gas projects, Baku-
Tbilisi-Ceyhan Pipeline Company's (Main Oil
Export Pipeline) and South Caucasus Pipeline
Company's (Baku-Tbilisi-Erzerum gas pipeline)
construction projects and the Azerbaijan
International Operating Company's intensified Phase
1 works on the Azeri-Chirag-Guneshly field. A
number of foreign-investment enterprises, banks and
firms made large and multiple foreign investments
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Xarici kapital axininin strukturu

2003-cii il" - 2004-cii il“ - .22(‘)’3;‘_‘5;‘5;
Min.$-la Xus;:igl::km Min.$-la Xus:}:igl:;)km nlsbatlin, %-

Birbasa investisiyalar 3017.8 89.5 4192.3 91.6 138.9
- neft-qaz sektoru 2972.4 88.2 4088.1 89.3 137.5
- diger sektorlar 45.4 1.3 104.2 23 229.5
Kreditlor va digor investisiyalar 294.6 8.8 361.6 7.9 122.7
- dovlet tominatli kreditlor 214.5 6.4 74.9 1.6 34.9
- diger kreditler ve investisiyalar 80.1 2.4 286.7 6.3 357.9

- BTC layihesi = = 195.0 43 =

- digerleri 80.1 24 91.7 2.0 114.5
Neft bonusu 58.6 1.7 21.6 0.5 36.9
COMI 3371.0 100.0 4575.5 100.0 135.7

banklar ve firmalar iqtisadiyyatimizin miixtelif
sahoalorine xeyli xarici kapital yonoaltmislor. Kecon
illo miiqayisede belo sermayslorin timumi hacmi
2.3 defo artaraq 104.2 min. $ mebloginde olmusdur.
Digor  investisiyalar. Hesabat  ddvriinde
iqtisadiyyatimiza yonealdilmis xarici sermayalorin
iimumi hacminin 7.9%-ni diger investisiyalar: birbasa
dovlet vo dovlet tominath kreditlor, 6zol sektora colb
olunan kredit vo ssudalar, depozitlor ve s. kapital
axinlart toskil edir. il orzinde bu investisiyalarin
imumi mablagi 361.6 min. $ beraber olmusdur.
Olkanin beynalxalq investisiya mévgeyi. 2004-cii
il arzinde kapitalin ve maliy-yenin haroekati hesabi
iizro aparilmis emeliyyatlar Olkenin beynalxalgq
investisiyalar balansimin aktivler ve Ohdalikler
bdlmelerinin miivafiq olaraq 1.8 mlrd. ve 4.7 mlrd.$
moblaginde artmasimi sortlondirmisdir. Neticoeds
hesabat dovrii arzinde xalis beynalxalq investisiya
movqeyinin emsliyyatlar lizre deyismasi 2.9 mlrd. $
moblaginde menfi saldoya barabar olmusdur.
Belolikla, beynolxalq investisiya movqeyinin 2004-cii
ilin 01 yanvar tarixine 7.2 mird. $§ mebloeginde olan
galigmmn menfi saldosu mezenne forqi ve diger
deyismeler de nezere alinmagla 2.1 mlrd. $ mebloaginde
artaraq 01 yanvar 2005-ci il tarixine menfi 9.3 mlrd. $
beraber olmusdur. Eyni zamanda geyd etmok lazimdir
ki, investisiya movqeyinin belo yiiksok menfi saldo ilo

naticelenmesi pozitiv hal olaraq 6lka rahbarliyinin son
on ilde apardig1 ugurlu iqtisadi siyasatle alaqedar xarici
kapitalin 6lkeya stirotli axmi ile baghdir. Belo ki, bu illar
orzinde iqtisadi artimin stimullagdirilmasi baximindan
on effektli forma olan - birbasa investisiyalar seklinde
Azerbaycan iqtisadiyyatma celb olunmus vesaitlerle
bagl 6zal sektora daxil olan miisssiselerin birbasa xarici
investorlar garsisindaki 6hdeliklerin qaligr 11.5 mird. $
baraber olmusdur. Bu 6hdsliklerin ise 86.2%-1, yoni 9.9
mlrd. $ beynolxalq neft kontraktlar1 gorgivesindo hoyata
kecirilon layihelorle bagh "Neft-qaz sektoru"nun payma
diison ohdoliklordir.

Pozitiv hal olaraq onu da qeyd etmoak lazimdir ki,
Olkenin bank sektorunun xalis beynalxalq
investisiya movqeyinin 2004-cii il 01 yanvar
tarixino 434 mln. $ moebleginde olan qaliginin
miisbet saldosu il arzinde 306 min. $ artaraq 2005-
ciilin 01 yanvar tarixine miisbat 740 min. $ beraber
olmusdur. Bu ise 6z ndvbasinde 6lkenin beynoalxalq
investisiya mdvqeyi lizro yaranmis manfi saldonun
mileyyan qoder azalmasina tesir gostormisdir.

Olkenin xalis beynolxalq investisiya mdvqeyinin
monfi saldosunun 2.8 mird. $ diger investisiyalar
kateqoriyasina daxil olan depozitler, kreditler,
debitor borclar1 vo diger dhdsliklordir. Bunun da
56.2%-1, yoni 1.6 mlrd. $ birbasa dovlet vo dovlet
tominatina asasen Olkeys celb olunmus kreditlorle
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Foreign capital flow matrix

2003 2004 2004 vs.

USD mil Percentage USD mil Percentage ALIEL
Direct investments 3017.8 89.5 4192.3 91.6 138.9
- oil and gas sector 2972.4 88.2 4088.1 89.3 137.5
- other sectors 45.4 1.3 104.2 23 229.5
Loans and other investments 294.6 8.8 361.6 7.9 122.7
- sovereign-guaranteed loans 214.5 6.4 74.9 1.6 34.9
- other loans and investments 80.1 2.4 286.7 6.3 357.9

- BTC project = 195.0 43 =

- other 80.1 24 91.7 2.0 114.5
Oil bonus 58.6 1.7 21.6 0.5 36.9
TOTAL 3371.0 100.0 4575.5 100.0 135.7

across different sectors of economy during the
reported period. The total amount of such invest-
ments made USD104.2 mil having increased by 2.3
times as compared to the last year.

Other investments. Other investments accounted for
7.9% of the total foreign investments placed in the
national economy during the reported period such as
direct government and sovereign-guaranteed loans,
loans and advances, deposits and other capital flows
to the private sector. Such investments totaled to
USD361.6 mil during the year.

The country's international investment position.
Capital and finance account operations carried out in
2004 caused the asset and liability components of the
country's balance of international investments to
grow by USDI1.8 billion and USDA4.7 billion corre-
spondingly. As a result, the operation-caused change
in the net international investment position equaled
to a negative net balance of USD2.9 billion in the
reported period.

Thus, the negative net balance of the international
investment position of USD7.2 billion as of January
1, 2004 equaled to a negative USD9.3 billion by
January 1, 2005 having increased by USD2.1 billion,
given exchange rate fluctuations and other changes.
Yet, it should be noted that such a high negative net
balance of the investment position represents a pos-

itive accomplishment of the efforts of the country's
management taken throughout the last year along the
lines of an effective economic policy to secure a
rapid influx of foreign capital. Hence, the liabilities
of private sector entities to direct foreign investors
associated with funds drawn to Azerbaijan's econo-
my in the most effective form in terms of stimulating
economic growth, that is direct investments, totaled
to USDI11.5 billion. The "Oil and Gas Sector"
accounts for 86.2% or USD?9.9 billion of these liabil-
ities, in connection with the projects implemented
under the international oil contracts.

It should also be mentioned as a positive achieve-
ment that the positive net balance of the national
banking sector's international investment position of
USD434 mil as of January 1, 2004 equaled to
USD740 mil by January 1, 2005 having increased by
USD306 mil over the course of the year. This
accomplishment served the purpose of slightly
reducing the negative net balance of the country's
international investment position.

Deposits, loans, receivables and other liabilities
classified as other investments make up USD2.8 bil-
lion of the negative net balance of the country's net
international investment position. The sovereign
debt accrued as a result of direct government and
sovereign-guaranteed loans accounts for 56.2% or

o@o
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alagadar yaranmis dovlet borcunun payina diisiir. Bu
ohdeliklerin ise UDM-de xiisusi cokisi comi
18.6%-o bearaber olaraq Olkenin strateji valyuta
ehtiyatlarindan 460 min. $ azdir.

olan resmi valyuta ehtiyatlarindan ibaretdir ki, bu da
neft-qaz sektoru istisna olmaqla mallarin ve
xidmatlorin 3.8 ayliq idxalmi maliyyelosdirmayo
imkan verir. Bu da diinya tecriibasinde qoabul

Xarici borcun asas makroiqtisadi parametrlori

2003 2004
1 Umumi Daxili Mahsul (UDM) 7276 8522
2 Mallarn vo xidmatlorin ixracim (MXi) hocmi 3057 4235
3 Osas borec iizro 6damalar nazars alinmagqla istifads olunmus xarici bore 1575 1588
3.1 UDM-do xiisusi ¢okisi, %-lo 21.6 18.6
32 Beynolxalq normalara gore xarici borcun UDM-de maksimum xiisusi gekisi, %-lo 40 40
4 Xarici borcun MXi-na nisbati, %-lo 51.5 37.5
4.1 Beynolxalq normalara gére xarici borcun UDM-de maksimum nisbati, %-lo 200 200
5 Dovlat biidcasindan xarici borca xidmat xarclori 13.2 14.0
5.1 Xarici borca xidmet xerclorinin MXi-na nisbeti,%-lo 0.4 0.3
5.2 Beynolxalq normalara gére xarici borca xidmat xorclorinin MXi-de maksimum xiisusi
¢okisi,%-la 25 25
53 Xarici borca xidmet xarclorinin biidce xarclorinde xiisusi ¢okisi,%-la 1.1 0.9
6 Strateji Valyuta Ehtiyatlar1 (SVE) 1618 2048
7 SVE-nin xarici borca nisbati, %-19 102.7 129.0
8 Xarici borca xidmat xarclarinin SVE-9 nisbati, %-2 0.8 0.7

1.2.3. Olkanin ehtiyat aktivlorinin dayismasi

Azorbaycan iqtisadiyyatina yoneldilmis xarici
sormayolorin ve Olkenin ixrac potensialinin
durmadan artmasi1 ve aparilan ugurlu iqtisadi
siyasot 6lkenin xarici borcu iizro olan 6denislora
tolobat1 vo idxal olunmus emtes ve xidmsetlorin
doeyerini tam maliyyelesdirmoakle yanasi, 6lkenin
strateji xarici valyuta ehtiyatlarinin da artmasini
tomin etmisdir.

Dovlat Neft Fondunun aktivleri de nezere
alinmaqla hesabat dovrii orzinde Olkenin strateji
valyuta ehtiyatlar1 26.6% artmis ve 2005-ci il 01
yanvar tarixine 2047.8 mln. $ hecminds olmusdur.
Bunun da 876.9 min. § Milli Bankin serencaminda

olunmus beynslxalq kifayetlilik meyarindan da
yiksokdir.

Belslikle, Do6vlet Neft Fondunun aktivlerinin
artmasi1 vacib sterilizasiya faktoru olaraq
makroiqtisadi sabitliyin qorunmasinda miihiim rol
oynamisdir. Milli Bankin xarici aktivlerinin
artmasi iso iqtisadiyyatin pulla teminatinin
yaxsilagsmasina vo milli valyutanin mezennesinin
davamli sabitliyinin qorunmasina olverigli sorait
yaratmisdir.

Biitovlikde, 2004-cii ilde tediyye balansinin
parametrlori xarici sektorda dayanigh tarazligin
movcud olmasina ve bunun da 6lke daxilindeki
inkisaf proseslorinin destoeklonmesinde miihiim
makroiqtisadi faktor olmasina dolalet edir.

<><>
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USD1.6 billion of the above stated amount. These
liabilities make only 18.6% of the GDP and USD460
mil below the level of the country's strategic foreign
exchange reserves.

exchange reserves amount to USD876.9 mil of the
total reserves, which is sufficient to cover 3.8
months worth of goods and services imports
excluding the oil and gas sector. This exceeds the

Basic Macroeconomic Specifications of Foreign Debt

2003 2004

1 Gross Domestic Product (GDP) 7276 8522
2 Total goods and services exports (GSE) 3057 4235
3 Foreign debt disbursed including payments against principal amount 1575 1588
3.1 As percentage of the GDP 21.6 18.6
32 Maximum percentage of foreign debt within the GDP based on international standards 40 40
4 Foreign debt to GSE ratio, % 51.5 37.5
4.1 Maximum ratio of foreign debt to the GDP based on international standards, % 200 200
5 Foreign debt service expenses funded from the state budget 13.2 14.0
5.1 Ratio of foreign debt service expenses to GSE, % 0.4 0.3
5.2 Maximum percentage of foreign debt service expenses within GSE based on international

standards 25 25
53 Foreign debt service expenses as percentage of total budget expenditures 1.1 0.9
6 Strategic foreign exchange reserves (SFER) 1618 2048
7 Ratio of SFER to foreign debt, % 102.7 129.0
8 Ratio of foreign debt service to SFER, % 0.8 0.7
1.2.3. Modification of the country's asset reserves | generally accepted international sufficiency

Continuous growth of foreign investments made in
Azerbaijan's economy and of the country's export
potential coupled with the successful economic policy
managed both to fully cover the service payment needs
related to the country's foreign debt and the costs asso-
ciated with imported goods and services, and to
increase the country's strategic foreign exchange
reserves.

The country's strategic foreign exchange
reserves, including the State Oil Fund's assets,
went up by 26.6% during the reported period
hence totaling to USD2047.8 mil as of January 1,
2005. The National Bank-held official foreign

requirement.

Hence, the growth of the State Oil Fund's assets
played an important role in securing the macroeco-
nomic stability as a significant sterilization factor.
An increase in the National Bank's foreign assets
allowed for improving the supply of money in the
economy and retaining the sustainable stability of the
national currency's exchange rate.

In general, the characteristics of the balance of
payments in 2004 ensure a sustainable balance in
the foreign sector, which turns into a crucial
macroeconomic factor for providing a meaningful
support to the ongoing development processes in
the country.
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1.3 Diinya iqtisadiyyati

Aparict olkalarda makroigtisadi vaziyyat. 2004-cii
ilde diinya iqtisadiyyatinda inkisaf meyllori davam
etmisdir. Belo ki, Iqtisadi ®moekdasliq ve Inkisaf
Teskilatinin  (II®T) resmi saytinda agiglanan
molumata gore IIOT olkelerinde iqtisadi artim
tempi orta hesabla 3.6% toskil etmisdir.

Qlobal dirgelisin asas lokomotivi olan ABS-da
iqtisadi artim kifayet qeder davamli xarakter almisdir.
Umumilikde, ABS-in UDM-nin illik hesabla artimi
4.4% toskil etmisdir. Il erzinde ayri-ayri1 gostericiler
miixtelif istiqgamstlorde deyisse de iqtisadiyyatda
asason pozitiv meyllor miisahide olunmusdur. Dekabr
ayinda istehlak¢1 etimadi indeksi ilin evvelindekine
(96.4) nazeran yiiksak olmus ve 102.3 toskil etmisdir.
Issizlik seviyyesi 2003-cii ildeki 6%-den 2004-cii
ilde 5.5%-o enmisdir. istehlak giymetleri indeksi ise
2003-cii ildeki 2.2%-o qars1 hesabat ilinde 2.7%-o
yiikselmisdir.

FES-nin a¢iq bazar iizro Komitasi ugot deracesini
il erzinde 5 defe dayiserak 1%-den 2.25%-o
qaldirmigdir. Qeyd edok ki, bazar istirakgilar1 ucot
deracesinin  bundan sonra da artirilacagini
prognozlagdirirlar.

Hesabat dovriinde avrozonada da iqtisadi canlanma
proseslori miisahide edilmisdir. Iqtisadi artim tempi
avrozonada 2004-cii ilde 2% olmusdur. Burada iqtisadi
arttim osasen ixracin, korporativ investisiyalarm ve
dovlet xarclorinin artmasi hesabina bas verir. Istehlak
xorcleri ise hele de asag: olaraq qgalir. Iqtisadcilarm
fikrince istehlak xorclerinin zeif oldugu seraitde

igtisadi artim tempi yiiksek olmayacaqdir. Avropada
istehlak telobinin zeaif olmasinin baglica sebablorinden
biri avrozonada issizlik seviyyesinin yiiksek olmasidir.
Belo ki, 2004-cii ilde avrozonada issizlik saviyyesi
8.9% olmusdur ki, bu da 1IOT &lkeleri {izre orta
gostericiden (6.9%) yiiksokdir. Inflyasiya seviyyesi
burada 2.1% teskil etmisdir. Avropa Markezi Banki
(AMB) 2004-cii ilde ugot deracasini deyismaz olaraq
2% soviyyesinde saxlamigdir.

Ingiltarad> UDM 2004-cii ilde 3.2% artmus, inflyasiya
3%, issizlik ise 4.6% toskil etmisdir. Istehsalda isgiizar
aktivlik indeksinin son aylarda 50-den yiiksek olmasi
bu o6lkeds de iqtisadi yiikselisin davam etdiyinden
xeber verir. Ingiltere Banki &ziiniin ugot derecesini
iyun aymda 4.25%-den 4.5%-o, avqust aymda ise
4.75%-o yiikseltdi ki, bu da maliyye bazarlarinda faiz
deracelarinin yiikselmasine ciddi tesir gostordi. Belo
ki, 1 ayliq LIBOR derecesi ilin evvelinde 1.12%
olmusdursa, 1 yanvar 2005-ci il tarixine bu reqem artiq
2.42% soviyyesine yiikselmisdir.

Yaponiyada deflyasiya proseslorinin getmasine
baxmayaraq burada iqtisadi artim siiratlonmis ve 2004-
cii ilin yekunu iizre 4% toskil etmisdir. Issizlik soviyyesi
2000-ci ilden beri en asagl seviyyaye, 4.7%-o
diismiisdiir. Hesabat dovrii erzinde Yaponiyanin
Morkezi Banki 06ziiniin e@sas faiz deracesini
dayismamis ve 0.01% seviyyesinde saxlamigdir.

Valyuta mazonnalori. Hesabat dovrii erzinde ABS
dollarinin mazennasi diinyanin aparici valyutalarina
nazaran asagl diigmisdiir.

Belo ki, ABS dollarinin mazennasi avroya nazeran
7.8%, Isvegro frankina nezeren 8.8% ve Yapon yenine

Diinya bazarinda 1 barrel neftin qiymatinin dinamikas1 (ABS dollar1 ila)
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1.3 Worldwide economy

Macroeconomic conditions in leading countries.
The global economy continued to develop its growth
trends in 2004. Thus, the Organization for Economic
Cooperation and Development (OECD) stated in its
official web-page publications the OECD countries
to have an economic growth rate of 3.6% on average.

Economic growth in the USA, the primary driver of
the global revitalization processes, has been quite
sustainable. In general, the annualized US GDP
growth totaled to 4.4%. While individual indicators
and ratios would change over the year in different
respects, the economy has generally showed positive
trends. The December consumer confidence index
has improved against the year-start level (96.4) by
having reached 102.3. The year 2003 unemployment
rate of 6% went down to 5.5% in 2004. The con-
sumer price index in the reported year reached 2.7%
versus the 2.2% level of the year 2003.

The FRS Open Market Commission modified its
discount rate 5 times over the course of the year hav-
ing gradually increased it from 1% to 2.25%. It
should be noted that market stakeholders anticipate
the discount rate to continue increasing.

Economic revitalization processes affected the
Euro-zone in the reported year as well. The econom-
ic growth rate was 2% in 2004 in the Euro-zone. Key
factors which contributed to the economic growth in
this area are increased exports, corporate invest-
ments and public expenditures. Consumption expen-
ditures remain low. Economists share the opinion

that economic growth rate cannot be high if con-
sumption expenses remain low. High unemployment
rates represent the principal cause of the low con-
sumption demand in Europe. Thus, the unemploy-
ment rate was 8.9% in Euro-zone in 2004, which
exceeds the average OECD country rate (6.9%).
Inflation rate was 2.1% in the area. The European
Central Bank (ECB) retained its discount rate
unchanged at 2% in 2004.

In England GDP rose by 3.2%, with inflation rate
being 3% and unemployment 4.6% in 2004. The fact
that the business activity index has exceeded the rate
of 50 in recent months is an evidence of continued
economic growth in this country as well. The Bank
of England increased its discount rate from 4.25% to
4.5% in June and further to 4.75% in August where-
by providing a strong incentive for financial markets
to increase their interest rates. Hence, as 1 month
LIBOR rate was 1.12% at the year-start, it was as
high as 2.42% as January 1, 2005.

Although Japan is evidently experiencing deflation
processes it still managed to fuel some economic
growth up to a 4% total rate in 2004. Unemployment
rate was registered at its lowest level since 2000:
4.7%. The Central Bank of Japan maintained its
principal discount rate flat at 0.01% during the
reported period.

Currency exchange rates. The US Dollar
exchange rate devalued against the world's leading
currencies.

Thus, the US Dollar exchange rate dropped by
7.8% against Euro; 8.8% against Swiss Frank; 3%

1 Barrel of Oil Price Changes at the Global Market (USD)
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nezeren 3%, Ingilis funt sterlingine nezeren 7.2%,
Rus rubluna nazeran ise 4.7% asag1 diismiisdiir.

Sohm qgiymoatlorinin dinamikasi. Aparict Olkelerin
iqtisadiyyatinda bas veren prosesler onlarin fond
indekslorinde do 6z oksini tapmigdir. Hesabat dovrii
arzinde diinyada asas fond indekslarinin saviyyasinde
koskin dayisikliklor miisahide olunmamisdir. Belo ki,
Nyu York Fond Birjasinda harraca ¢ixarilan 30 on iri
senaye sirkatinin orta qiymstini ks etdiren Dou Cons
indeksi 4%, Tokio Fond Birjasinda herraca ¢ixarilan
225 on iri sirketin sehmlerinin giymsatloeri esasinda
hesablanmis Nikkey indeksi iso 6.1% ylikselmisdir.

Avropada da fond indekslerinin keskin teraddiidleri bas

vermomisdir. Belo ki, Avropanin 100 on iri sirketinin
sehmlerinin qiymstlori esasinda hesablanmig FTSE
eurotop 100 indeksi 5.4%, Almaniya Fond Birjasinda
herraca ¢ixarilan 100 on iri sirketin sehmlorinin orta
qiymati-DAX indeksi iso 5.7% yiikselmisdir.

Neftin giymatinin dinamikasi. 2004-cii ilde diinya
bazarinda Brent markali neftin orta giymeti 37.9 $
toskil etmigdir.

Bu da 2003-cii ilde oldugundan (28.5 $) 33% cox
olmusdur. Diinyanin iqtisadi cehatden inkisaf etmis
Olkelerinde iqtisadi aktivliyin yilikselmasi diinya
bazarinda neftin qiymsetinin yiikselmesini temin
etmisdir.
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against Japanese Yen; 7.2% against British Pound;
and 4.7% against Russian Ruble.

Stock price changes. Processes occurring the
economies of the world's leading countries have also
affected their stock rates. No dramatic changes of the
major stock indices were noted during the reported
period in the world. Thus, the Dow Jones index, a
rate designated to reflect the average price of 30
largest industrial enterprises auctioned through the
New York Stock Exchange went up by 4%, while the
Nikkey index, calculated based on the stock prices of
225 largest companies traded at the Tokyo Stock
Exchange rose by 6.1%.

Stock rates in Europe did not fluctuate drastically
either. Thus, the FTSE Eurotop 100 index calculated
based on the stock prices of the top 100 European
companies went up by 5.4%, and the DAX index,
which represents the average stock price for 100
largest companies traded at the German Stock
Exchange rose by 5.7%.

Oil price changes. The average price of Brent oil on
world markets was USD37.9 in 2004.

This exceeds the year 2003 level (USD28.5) by
33%. Increased economic activities in the world's
economically developed countries have affected the
world market oil price changes.



Pul siyasati

2. PUL SIYASOTI

2.1. Pul siyasatinin asas yekunlar

2004-cti ilde Milli Bank siiretli iqtisadi artimin
desteklonmesine, makroiqtisadi sabitliyin  asas
indikatorlarindan biri olan baza inflyasiyanin magbul
soviyyade saxlanilmasina, qeyri-neft sektorunun
yiiksok ragabet qabiliyystinin temin edilmesina,
iqtisadiyyatin remonetizasiyasinin siirotlonmasina,
pula real tolobatin 6denilmasine yonalmis pul siyasati
yeritmis vo qarsida qoyulan magsadlore nail olmusdur.

Olke igtisadiyyatmin inkisafi {izre olde olunmus
nailiyysetlorin 2004-cii il erzinde do davam etmasi
vo bargoerar olmus makroiqtisadi sabitliyin donmez
xarakter almasi vo daha da derinlegmasi heayata
kegirilon iqtisadi siyasetin ve onun miihiim terkib
hissesi olan pul ve mezenna siyasetinin yiiksak
makroiqtisadi semarasini gostorir.

2003-cii  ilin  sonlarindan  etibaren  Olke
igtisadiyyatinda yeni keyfiyyot meyllori miisahide
olunmaqdadir. ki reqemli artim siireti qalmagla
macmu xarclorin biitiin kanallar - istehlak, investisiya,
dovlet xerclori, xalis ixrac lizre yiiksek dinamika
formalagsmigdir. Bu dinamika hem istehlak, hom do
istehsalg1 giymetlorinin artmasina labiid makro-miihit
yaratmigdir. Noticeds iqtisadiyyatda isglizar fealligt
tam ifade eden biitiin qiymatlerin seviyyasi - deflyator
2004-cii ilde 6.4% ylikselmigdir.

Inflyasiya. 2004-cii ilin dekabrinda 2003-cii ilin
dekabrina nisboton 10,4% toskil etmisdir. Hesabat
ilinde 2003-cii ilo nisbaten istehlak giymsatlorinin
orta illik artimi ise 6,7% toskil etmisdir.

Aparilan tehliller gosterir ki, istehlak giymatlorinin
ylikselmasi bir sira hem daxili, hem de xarici
amillerle sortlonir.

2004-cii ilde inflyasiyanin macmu toklif amillori
iqtisadiyyatin (10,2%), o climladen geyri-neft sektorunun
(13,4%) yiiksek artim tempinde Oziinli gdstormisdir.
Macmu talab amilleri ise shalinin pul gelirlerinin 20.7%,
orta ayliq nominal emek haqqmn 26.2%, biidce
xorclorinin  21%-don ¢ox, xiisusilo onun sosial
komponentinin shemiyyetli artimi, neftin yiliksok diinya
giymeti, investisiya qoyuluslarmm, o ciimleden xarici
kapital axinimin daha da foallagsmast ilo elagedardir. Lakin,

macmu talebin komponentlori daha yiiksok temploe artaraq
macmu taklifin artim tempini {istelomis, neticads son iller
orzinde inflyasiyanin qeyri-ononavi yiiksolisi bas
vermigdir. Biitlin bunlar pula teleb amillerinin
foallasmasia sebeb olmus, naticade pul kiitlesinin artim
tempinin UDM-in artim tempini {istelomasi bas vermisdir.

Neft golirlorinin inkisaf magsadleri iigiin istifadesinin
genislonmasi, neft konsorsiumlarmin foaliyyeti ilo
igtisadiyyatinda qalan xarici valyutanin (mal vo
xidmetlers 6denis, vergiler, emak haqqi ve s.) artmasi,
xarici ticarot balansinda miisbet saldonun yaranmasi
iqtisadiyyatda likvidliyi xeyli artirmig, istehlak
bazarinda heraretin yiikselmesine sebab olmusdur.

Eyni zamanda bezi kend teserriifati mehsullari
lizro istehsalin azalmasi ve yetorli roqabet goraitinin
olmamasi, daxildoe istehsal olunan bir sira
mohsullarin ixracinin artmasi da daxili telebin
hacmine ve qiymatlers tesir gostormigdir.

Qeyri-neft sektorunda emak haqqinin emoak
mohsuldarligina nisbeton daha yiiksek artim
tempine malik olmasi ise "masrof inflyasiyasi"
faktoru kimi ¢ixis etmisdir. 2004-cii ilde enerji
dastyicilarinin qiymetinin liberallagdirilmast da
inflyasiya gozlomslerine tesir etmokla giymetlerin
qalxmasinda miiayyen rol oynamisdir.

Beloliklo, 2004-cii ildo mocmu tolobatin biitiin
kanallar1 iizre miisahide olunmus ekspansiya ile
olagedar makroiqtisadi  tarazliq ndqtelerinin
deyismasi prosesi shomiyyetli qiymat impulslarina
malik olmusdur. Makroiqtisadiyyat yeni tarazliq
noqtelerine yaxinlasdiqgca qiymetlorin  artim
tempinin de yavasiyacagini ehtimal etmak olar.

Il orzindo inflyasiyaya xarici amillorin do tosiri
ohomiyyetli olmusdir. Neftin diinya giymatlorinin
artmasi ilo olagedar partnyor Olkelorde istehsal
moasraflorinin yiikselmasi, avronun mezennasinin
mohkamlonmasi naticesinde idxal olunan mahsullarin
miioyyon bahalagmasi, idxal qiymetlori indeksinin
23% artmasi bu amiller sirasindadir.

Ekonometrik hesablamalara gore inflyasiyada
geyri-monetar, yoni igtisadi artim ve pul siyasetile
izah olunmayan amillerin pay1 65,5%, monetar
amillarin pay1 ise 34,5% olmusdur.

<><>



Monetary policy

2. MONETARY POLICY

2.1. Outcomes of the monetary policy

In 2004 the National Bank pursued a monetary pol-
icy designed to support the rapid economic growth,
retain the baseline inflation rate on an appropriate
level as a major factor of macroeconomic stability,
ensure competitiveness of the non-oil sector, accel-
erate re-monetization of economy and meet the real
cash needs, and thereby has managed to accomplish
the objectives set forth.

The economic growth accomplishments which
continued throughout year 2004 coupled with irre-
versibly and all the more increasingly sustainable
macroeconomic conditions indicate the macroeco-
nomic efficiency of the economic policy framework
and its major components such as the monetary and
exchange rate policy.

The country's economy has had new qualitative
trends since late 2003. All channels of total expen-
ditures such as consumption, investment, public
expenditures and net exports have paced rapidly
retaining a two-digit growth rate. This pace result-
ed in a favorable macro-environment for both con-
sumer and producer prices to rise. Consequently,
the deflator, a rate of all prices that fully reflect
business activity in the economy, increased by
6.4% in 2004.

Inflation. Made 10.4% in December 2004 as
opposed to December 2003. The reported year's
average annual growth of consumer prices versus the
year 2003 rate constituted 6.7%.

Investigations suggest that the consumer price
increase was caused by a number of both internal and
external factors.

The aggregate supply factors of inflation appeared in
the form of high economic growth rate (10.2%), includ-
ing the non-oil sector growth (13.4%) in 2004. At the
same time, aggregate demand factors are associated
with a 20.7% increase in household cash income;
26.2% increase in average monthly nominal salary;
over 21% increase in budget expenditures, bulk of
which pertains to social components, as well as high
world market oil prices and more active investment

transactions and foreign capital inflow. However, com-
ponents of aggregate demand outgrew the development
rate of aggregate supply, which resulted in a recent
inflation rate which was untraditionally high. All of the
above stated contributed to a more active behavior of
cash demand ratios whereby the growth rate of broad
money surpassed the GDP growth rate.

Broader uses of oil revenues for development pur-
poses, expanded volumes of foreign exchange
remaining in the country's economy in connection
with operations of oil consortiums (payments for
goods and services, taxes, staff remuneration, etc.)
and a positive net balance of foreign trade caused the
total liquidity of economy to improve dramatically
and the intensity of consumer markets to enhance.

Furthermore, production of individual agricultural
crops and products decreased in an environment of inad-
equate competition while a range of locally produced
goods won a broader market for exports, all of which
affected both the volume of domestic demand and prices.

Salary rises in the non-oil sector paced at a relative-
ly higher rate than that of labor productivity in the
sector therefore factoring in as "cost inflation".
Further price liberalization with respect to energy car-
riers made a certain contribution to the overall price
increase by affecting inflation projections in 2004.

Therefore, the overall expansion of all aggregate
demand channels which led to changes in macroeco-
nomic balance points has had significant price impli-
cations in 2004. The price growth rate should be
expected to slow down as macro-economy moves
closer towards new balance points.

External factors have also contributed to infla-
tion during the year such as increased production
costs of counterpart countries in line with world oil
price rise; price increases for individual imported
goods as a result of the Euro exchange rate getting
increasingly stronger; and a 23% increase of import
price index.

Econometric estimations suggest that non-monetary
factors, such as those not caused by economic growth
and monetary policy, accounted for 65.5% of inflation,
while monetary factors for the remaining 34.5%.
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2004-cii ilin dekabr ayinda iQI-nin illik doyisiminda alt qruplarin istiraki, %-ls
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Meonbo: DSK-nin malumatlar1 voe AMB-nin hesablamalari

Hesabat ilinde inflyasiya baza inflyasiyadan 3,6%
bandi yiiksek olmusdur. Bu farqin bir hissesi (1,6%)
noyabr ayinda yanacaq mohsullarinin inzibati
giymetlerin yiiksaldilmasinden, galan hissesi ise
(2%) giymeatleri asasen movsiimi amillarle sertlonan
meyve va teraveazin bahalasmasindan irsli gelmisdir.
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inflyasiya hazirda

igtisadiyyatda uzunmiiddatli dovr iiciin xarakterik olan
inflyasiya amillerinin tesiri naticesinde asasen arzaq
mohsullarinin bahalasmasindan ireli galmisdir.

IQI, baza IQI va onun komponentlorinin istiraki, 6ton aya va 6ton ilin avvelina nisbatan, %-lo
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Ovvalki aya nisbaten,
%-lo
iQi 2,0 0,1 1,0 0,7
Tezimlonan qiymatlor 0,0 0,0 0,0 0,0
Meyve ve terovoz 0,9 0,2 0,8 0,4
Baza iQi 1,1 -0,1 0,2 0,3

Otoen ilin dekabr aymna
nisboton, %-1o

iQi 2,0 2,1 3,1 3,8
Tazimlonan giymatlar 0,0 0,0 0,0 0,0
Meyva vo torovoz 0,9 1,1 2,0 2,6
Baza IQi 1,1 1,0 1,1 1,2

Mbonba: DSK-nin melumatlart vo AMB-nin hesablamalari
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Sub-groups of the CPI annual change pattern for December 2004, %
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Source: SSC's CPI data and NBA's estimates

The actual inflation rate exceeded the baseline inflation The baseline inflation in 2004 was primarily
rate by 3.6% points in the reported year. An administrative | caused by price increases for food products as a
price increase for individuals fuels in November is respon- | result of inflation factors inherent in the economy in
sible for a portion of this gap (1.6%) whereas price increas- | the long run.
es for fruit and vegetables caused by a pattern of seasonal
factors are responsible for the remainder thereof (2%).

CPI, baseline CPI and its components vs. previous month and previous year-start, %
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In relation to previous
month, %
CPI 2,0 0,1 1,0 0,7 0,1 -1,5 -1,2 -0,2 0,7 4,4 2,3 1,8
Regulated prices 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,1 1,6 0,0
Fruit and vegetables 0,9 0,2 0,8 0,4 -0,1 -1,2 -1,1 -0,3 0,3 1,6 0,5 0,9
Baseline CPI 1,1 -0,1 0,2 0,3 0,2 -0,3 -0,1 0,1 0,4 2,7 0,2 0,9
In relation to last year's
December, %
CPI 2,0 2,1 3,1 3,8 4,0 2.4 1,2 0,9 1,6 6,1 8,5 10,4
Regulated prices 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,00 -0,02 0,12 1,6 1,6
Fruit and vegetables 0,9 1,1 2,0 2,6 2,5 0,8 -0,4 -0,7 -0,5 1,2 0,9 2,0
Baseline CPI 1,1 1,0 1,1 1,2 1,5 1,6 1,6 1,6 2.1 48 6,0 6,8

Source: SSC's data and NBA's estimates
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2004~cii il iizre IQI-nin, eloce de baza inflyasiyanin
Oton aya vo ilin avveline nisbeten dayisiminden
goriindilyi  kimi baza inflyasiya daha sabit
dinamikaya malikdir ve bu dinamika iqtisadiyyatda
sabit vo davamli inkisaf meylinin qiymet impulslar1
effektini daha qabariq sekilde oks etdirir.

pay1 0.29%, Tiirkiyenin pay1 0.07%. Rusiyanin pay1
0.8%, Ukraynanin payt 0.08%, Giirciistanin pay1
0,31%, Qazaxistanin pay1 0.26% azaldict olmusdur.
Qeyri-neft sektoru iizre real effektiv mazenna ise
2004-cii ilde iimumi ticaret dovriyyesi lizre 2.9%,
idxal ¢okili 3.9%, ixrac ¢okili 2.7% azalmisdir.

Qeyri-neft sektoru iizro real effektiv mazonna indeksi (2003 dekabr=100)
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Moazanna. 2004-cii ildo neftin bir barrelinin diinya
giymetinin 50 $-a catmasi vo Neft Fondundan dévlet
bilidcesine transfertlorin artmasi soraitinde xarici
valyutann toklifi manatin teklifini xeyli tistolomisdir. Bu
soraitde Milli Bank son iller iqtisadiyyatin, xiisusi olaraq
geyri-neft sektorunun ehemiyyaetli ehtiyatla beynolxalq
ragabet qabiliyysetliliyinin temin olundugunu nazere
alaraq inflyasiya ile miibarizeni giiclondirmek moagsedilo
manatin mezennasinin mohkemlanmasine miigavimetin
yumsaldilmasi siyasetini hoyata kecirmisdir. 2004-cii
ildo manatin $-a qargt resmi moezennasi iizen-
tonzimlenan rejimde 20 manat, yoni 0,41% giiclenarak
dovriin sonuna 4903 manat toskil etmisdir.

Manatin nominal mazennasinin dinamikasi onun
xarici ticaratde terafdas olan dlkelarin valyutalarina
garst oalverisli paritetliyini temin etmisdir. 2004-cii
ildo manatin mezennasi real olaraq ABS ve Iran
istisna olmagqla tehlil olunan biitiin o6lkslerin
valyutalarina nazeren deyerden diismisdiir.

2004-cii ilde manatin esas ticaret partnyoru olan
Olkelerin valyutalarina nisbaten nominal effektiv
mozannasi imumi ticarat ¢gokili 6.5%, ixrac ¢okili
7.4%, idxal ¢okili ise 5% deyerden diismisdiir.
Manatin real effektiv mazannasi ise tohlil olunan
dovrde timumi ticarat dovriyyesi lizra 1.5%, idxal
¢okili 1.9%, ixrac ¢okili ise 1.2% azalmisdir.

Aparilmis tehliller gosterir ki, 2004-cii ilde neft
sektoru da daxil olmaqla timumi ticaret dovriyyesi
iizro real effektiv mezennanin doyismesinde ABS-
i payr 0.32% ve Iranin payr 0.01% artiric
olmusdur. Ingilterenin pay1 0.13 %, Avrozonanin

Tadiyye balansi iizre yaranmis saldo, eyni zamanda
neft golirlorinin fiskal magsadlar {igiin istifadesinin
geniglonmasi soraitinde valyuta bazarinda xarici
valyutanin  fiziki  teklifi telebi  defolerle
iistelemigdir. Milli Bank valyuta bazarinda tarazlig:
qorumaq magqsadile izafi wvalyuta teklifini
neytrallasdirmaq zerurati ile lizlesmisdir.

Noticodo, hesabat dovri orzinde Milli Bankin
valyuta bazarima miidaxilasi alisyonlii olmus ve
158.7 min. § toskil etmisdir. Milli Bankin valyuta
bazarinda alisyonlii istiraki iqtisadiyyatin pulla
tominatt seviyyosini yaxsilasdirmis ve milli
valyutanin mezennasinin koaskin revalvasiyasinin
garsisinin alinmasint  ve "holland sindromu"
tohliikesina yol verilmeamasini temin etmisdir.

Alisyonlii.  midaxilelor hem do  valyuta
ehtiyatlarinin artmasini sortlondirmisdir. Milli
Bankin serencaminda olan valyuta ehtiyatlariin
hacmi 2004-cii ilin sonuna ilin avvali ile miiqayisedo
(757,10 mIn.$) 15,82% artaraq 876,86 mIn.$ toskil
etmisdir. 2004-cii il arzinde BVF-nin kreditlori tizro
osas borcun qaytarilmasina ve faiz borclarinin
Odenilmesine bilavasite Milli Bankin ehtiyatlarindan
62,6 milyon $ sorf olunmusdur. Belolikla, nisbi artim
182 min. $-dan ¢ox olmusdur.

Pul taklifi. Iqtisadi artimin  siiretlonmasi,
genismiqyasli  sosial  proqramlarin  hayata

kecirilmoesi, neft golirlerinin inkisaf meqsadlari
iiclin istifadesi pula telebat1 artirmagdadir. Bununla
olagedar olaraq 2004-cii ilde de pul teklifinin
yiiksek artim meylleri davam etmisdir.
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As the changes in CPI and baseline inflation in
relation to the previous months and year-start indi-
cate, the baseline inflation changed at a steadier
pace, which can more accurately reflect the effect of
price impulses caused by the stable and sustainable
economic development tendency.

0.13%; Euro-zone's to 0.29%; Turkey's to 0.07%;
Russia's 0.8%; Ukraine's 0.08%; Georgia's 0.31%
and Kazakhstan's 0.26% in respect of decrease.

The real effective exchange rate for the non-oil sector
decreased by 2.9% in terms of total trade turnover; 3.9%
in terms of imports and 2.7% in terms of exports.

Real effective exchange rate index for the non-oil sector (December 2003=100)
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Exchange rate. As the world market oil price
reached USD50 per barrel and the Oil Fund's trans-
fers to the state budget increased in 2004, the supply
of foreign exchange forestalled the supply of Manat.
Given this, the National Bank sought to mitigate the
resistance to the strengthening of Manat exchange
rate in order to control inflation, considering that the
economy, and, in particular, the non-oil sector has
managed to enhance dramatically its international
competitiveness. The official Manat exchange rate
against USD increased by AZM20 in the floating
regulation fashion, i.e., 0.41%, thus totaling to
AZMA4903 by the year-end of 2004.

The changes in the nominal exchange rate of Manat
enabled it to be on relatively favorable par with the
currencies of the foreign trade counterpart countries.
The real exchange rate of Manat devalued against
currencies of all countries in question in 2004 except
USA and Iran.

The nominal effective exchange rate of Manat deval-
ued by 6.5% in terms of trade, by 7.4% in terms of exports
and 5% in terms of imports with respect to currencies of
the main trade counterpart countries in 2004. The real
effective exchange rate of Manat in the reported period
devalued by 1.5% in terms of total trade turnover, 1.9% in
terms of imports and 1.2% in terms of exports.

Evaluations suggest that the USA's rise-causing
contribution to the changes in the real effective
exchange rate of Manat in terms of total trade
turnover, including the oil sector, made 0.32% and
Iran's 0.01% in 2004. England's share totaled to

The net balance of payment and expanded uses of
oil revenues for fiscal purposes caused the physical
supply of foreign exchange to surpass the demand
multiply on the foreign exchange market. The
National Bank encountered the need to neutralize the
excessive currency supply in order to maintain the
stability and balance on the foreign exchange mar-
ket.

As a result, the National Bank's foreign exchange
market intervention was purchase-oriented and
totaled to USD158.7 mil. The National Bank's pur-
chase-oriented participation on the currency market
caused the money supply situation to improve and
prevented both drastic revaluation of the national
currency and the Dutch disease.

Purchase-oriented interventions also assisted in
increasing foreign exchange reserves. National
Bank-held foreign exchange reserves rose by
15.82% against the year 2004 starting level
(USD757.10 mil) hence totaling to USD876.86 mil.
National Bank disbursed USD62.6 mil of its foreign
exchange reserves to cover both interest and princi-
pal amount payments against the IMF loans in 2004.
Hence, the overall relative increase exceeded
USD182 mil.

Money supply. The increasingly rapid economic
growth, implementation of different comprehensive
social programs and usage of oil revenues for devel-
opment purposes continue to enhance the demand for
money. Therefore, upward trends of money supply
also continued in 2004.
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Belo ki, manatla pul bazast 38,2% artmis ve
01.01.05 tarixine 3200.2 mlrd. manat toskil etmisdir.
Pul bazasiin deyisimi pul programi parametrlorinin
hacmine riayet etmok ¢orgivesinde bas vermisdir.
[lin sonuna programin esas gostericilerinin yerine
yetirilmasi veziyysti asagidaki kimi olmusdur.

kiitlesinin yiiksek temple artmasma baxmayaraq 2004-cii
ilde inflyasiya esasen geyri-monetar amillerin tosiri ilo
deyismisdir. Bu iqtisadiyyatin izafi pul kiitlesini inflyasiya
tohlitkesi yaratmadan yiiksek deracede absorbasiya
(istifade) etmak potensialim niimayis etdirir. Makroiqtisadi
tsiklin mehz belo bir fazasinda mecmu telobat igtisadi

Pul programinin yerina yetirilmasi vaziyyati haqqinda malumat

Proqram
Xalis beynalxalq aktivler, mlrd. manat 3398.8
$ ekvivalentindo (mln) 693.4
Xalis daxili aktivler 89.3
O ctimladon:

Morkoazi hokumate xalis toloblor

(neft fondu istisna olmagqla) 225.2
Ehtiyat pullar (manatla) 3161.9

Genis menada manatla pul kiitlasi (M-2) 31.9%
artaraq 3418 mlrd. manat togkil etmisdir. Xatirladaq

Fakt Progqramdan kanarlasma
4244.2 845.4
866.4 173
-76 -165.3
104.3 -120.9
3200.2 38.3

artimm monetar stimulyatorlarma az giymet artim ilo
reaksiya vermoklo genislonmisdir.

M-2 pul aqreqatinin artim tempi (avvalki ilin miivafiq dovrii ilo miiqayisada %-19)
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01.04.2003

ki, 2003-cii ilde manatla pul kiitlesinin artim tempi
28% toskil etmisdi.

2004~cii ilde pul kiitlesinin artim tempi giymetlorin artim
tempini bir nego dofo listelomisdir. Pul kiitlesinin artim
tempinin giymetlerin artim tempini iistolomesi pul
kiitlesinin real artim tempinin deo yiiksek olmasini
sortlondirmisdir. Qiymetlorin dinamikasi nazere alinmagla
pul kiitlesinin real artim tempi 19.5% toskil etmisdir. Pul

01.12.2003

01.01.2004
01.02.2004
01.03.2004
01.04.2004
01.05.2004
01.06.2004
01.07.2004
01.08.2004
01.09.2004
01.10.2004
01.11.2004
01.12.2004
01.01.2005

2004~cii ilde pul kiitlesinin artim tempi UDM-in artim
tempinden yliksek olmusdur. Neticedo iqtisadi artima
adekvat olaraq monetizasiya soviyyoesi daha da
yiikselmisdir. Bels ki, 2004~cii ilde pul kiitlosinin UDM-
doki (qeyri-neft sektorunun UDM-i iizre) xiisusi gokisi
1.04% yiikselmisdir. Eyni zamanda pulun doévretmes
stirati 8.8% azalmigdir ki, bu da iqgtisadiyyatin pulla
tominatinin yaxsilasmasina delalet eden pozitiv amildir.
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Thus, the Manat money base increased by 38.2%
hence totaling to AZM3200.2 billion as of 01.01.05.
The money base was modified in compliance with
the monetary program's quantitative specifications.
The table below describes the year-end status of the

program's basic conditions.

money base, inflation in 2004 was mostly affected
by non-monetary factors. This indicates the great
potential that the economy has to absorb (utilize) the
excessive money base without posing a risk of infla-
tion. Set against such macroeconomic background,
aggregate demand responded to the monetary stimu-

Monetary program implementation status

Proqram
Net international assets, AZM bil 3398.8
In $ equivalent (mil) 693.4
Net domestic assets 89.3
including:

Net claims on central government

(excl. oil fund) 225.2
Reserve money (AZM) 3161.9

Broad Manat money base (M-2) increased by
31.9% to AZM3418 billion. It should be noted that

Actual Deviation from program
4244.2 845.4
866.4 173
-76 -165.3
104.3 -120.9
3200.2 38.3

lator of the economic growth with a low price
increase and therefore expanded.

M-2 Monetary Aggregate Growth Rate (as compared to the same period of the previous year)

140,0
135,0 1
130,0
125,0
120,0
115,0
110,0 |
105,0 |
100,0

01.01.2003
01.02.2003
01.03.2003
01.05.2003
01.06.2003
01.07.2003
01.08.2003
01.09.2003
01.10.2003
01.11.2003
01.12.2003

01.04.2003

the Manat
2003.

The money base outgrew the prices by a measure of
times in 2004. By exceeding the price growth rates,
the money base growth rate also caused the real
growth rate of money base to increase. Considering
price changes, the real growth rate of money base
made 19.5%. Despite the high growth rate of the

money base growth rate made 28% in
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The money aggregate growth rate exceeded the GDP
growth rate in 2004. As a result, the level of moneti-
zation also increased in adequate relation to the eco-
nomic growth. Thus, the money aggregate's share of
GDP in 2004 increased by 1.04% (non-oil sector
GDP). On the other hand, the circulation speed of cash
dropped by 8.8%, which is a positive factor contribut-
ing to improved supply of money to the economy.
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Monetar ekspansiya iqtisadiyyatda struktur deyisiklikler,
bank sisteminin vo maliyye innovasiyalarmn inkigafi
soraitinde bas verdiyinden onun keyfiyyet parametrlori do
ahamiyyatli yaxsilasmaya meruz qalmisdir. Belo ki, agoer

xarakterize edan gdstericilerin daha da yaxsilagsmasi
misahide edilmisdir. Belo ki, M-2 vo M-1 pul
aqgreqatlariin nagd pul kiitlesine olan nisbati uygun
olaraq 12.6% ve 12.3% artmisdir.

M2 va M1 pul aqreqatlarinin nagd pula olan nisbatinin dinamikasi
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1997-2002~cii illerde nagd pul kiitlesi manatla cemi pul Hesabat dovriinde  dollarlasma  seviyyesi

kiitlesinin bir gayda olaraq 80%-85%-i teskil edirdise,
2003-cii ilden baglayaraq bu tendensiya deyismeye
baglamis, naticade 2004-cii ilde nagd pulun xiisusi ¢akisi
70%-on do asag1 diismiisdiir. Qeyri-nagd pul kiitlesinin
genislonmesi pul siyasatinin iqtisadiyyata tesir
imkanlarini (transmissiya kanallart) xeyli artirmisdir.

Manatla pul kiitlesinin strukturunda miisbet
doyisikliklor davam etmisdir. Belo ki, pul kiitlesinin
strukturunda nagd pulun xiisusi ¢ekisi Oten ille
miiqayisade 8.8% azalmisdir. Bu onunla baghdir ki,
nagd pul kiitlesi 17,1% artdig1 halda, geyri-nagd pul
kiitlasi 86.6% deafe artmisdir.

Olkede bank infrastrukturunun siiratli inkisafl,
xlisusen do miiteraqqi 0denis sistemlarinin tatbiqi,
iri vo xirda oOdenigler iizro banklararasi elektron
hesablagmalar sisteminin yaradilmasi, plastik kart
dovriyyesinin siiretle genislonmasi qeyri-nagd pul
kiitlesinin artmasina alave stimul vermoakdadir.

Bu dévrde manatla teleb olunanadek emanst ve
depozitler 95.8%, miiddetli @manat ve depozitler ise
41.5% artmigdir. Miiddetli emanat ve depozitlarin
Oziiniin stukturunda daha uzun miiddatli emanat ve
depozitlorin xiisusi ¢okisi artmisdir. Belo ki, miiddeti
1 ilden 5 iledak olan emanat ve depozitlorin miiddetli
omanat vo depozitlorde xiisusi ¢okisi 2003-cii ilin
yekunu tizre 31.2% teskil edirdise, 2004-cii ilin
yekunu {izre bu reqem 60.55%-9 yiikselmisdir.

Bank sisteminin pul yaratmaq qabiliyyetini

azalmigdir. Belo ki, xarici valyuta ilo emanat ve
depozitlorin cemi emanatlerde xiisusi ¢akisi 2.3%
enmisdir. Bu manatin iqtisadi dovriyyade rolunun
daha da mohkemlenmaesina alverisli zomin yaradir.

Tohlil olunan doévrde uzunmiiddstli investisiya
goyuluslarinin miihiim menbayi olan "uzun pullarin"
comi pul kiitlesinde pay1 (uzunmiiddetli emanatlerin
M3-das xiisusi ¢okisi) 1,6% bendi artaraq 13.6%-o
catmisdir. Qeyd edok ki, bu prosesin siiratlonmasine
ham de ohalinin sosial veziyyetinin yaxsilagsmasi
sorait yaradir. 2004-cii ilde ohalinin nominal pul
golirlarinin 20.7%, orta ayliq emak haqqinin 26.2%
yiikselmasi yigim bazasinin genislonmasine tekan
veren amillardendir.

Pul talabi. 2004-cii il orzinde pul toklifi
tonzimlenarken Milli Bank terefindon pula telebin
amilleri nezere alinmigdir. Pul telobi modeli asasinda
aparilmis tedgiqatlar gdsterir ki, pula telobin UDM-o
nisbeton elastikliyi 0.8-dir. Yeni, UDM-in 1%-lik
artimi pula olan real telabi 0.8% artirir vo demsli,
2004~cii ildo UDM-in 10.2%-lik artim1 pul telebini
toxminon 8.16%  artirmigdir. Pul telebinin
giymetlorden asililiq emsali ise 2-dir. Demali, 2004~
cli ilde qiymsatlerin fimumi seviyyesinin 10.4%
yiikselmasi pul telabini 20.8% artirmigdir.

Bundan basqga xarici ticarat balansinin saldosunun,
dovlet biidcasinin ve miixtslif struktur amillerinin
pul telebina tosiri shemiyyaetli olmusdur.
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As monetary expansion occurred in an environment
of structural adjustments across economic sectors
and banking system and financial innovation devel-
opments, its qualitative characteristics also improved

ty to generate money further improved. Thus, the
ratios of M-2 and M-1 money aggregates to broad
cash money increased by 12.6 and 12.3% corre-
spondingly.

Changes in ratios of M2 and M1 money aggregates to cash money base
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substantially. Hence, while cash money aggregate
made only 80-85% of the total Manat money aggre-
gate in 1997-2002, this trend started changing from
2003 whereby the share of cash money went down
below 70% in 2004. The expansion of the non-cash
money aggregate provided the monetary policy with
tools to ensure a much stronger impact on the econ-
omy (transmission channels).

The Manat money base continued to develop posi-
tive changes in its structure. Hence, the share of cash
went down by 8.8% within the total money base as
opposed to the last year. This is due to the fact that
while cash base increased by 17.1%, the non-cash
money base went up by 86.6%.

The rapid development of the banking infrastruc-
ture in the country, especially implementation of
modern payment systems, introduction of a small
and large-value electronic interbank payment system
and rapid expansion of the plastic card turnover pro-
vided an additional incentive to the growth of the
non-cash money base.

Over this period, demand deposits went up by
95.8% and term deposits by 41.5%. The share of
longer-term deposits increased within the total term
deposits and savings. Hence, while term deposits of
1 to 5 years constituted 31.2% of total term deposits
and savings as of the end of 2003, they rose up to
60.55% by the end of 2004.

Ratios which provide the banking system's capaci-
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The level of dollarization decreased during the
reported period. Thus, the share of foreign exchange-
denominated deposits and savings within the total
deposits went down by 2.3%. This caused the role of
Manat in economic turnover to further enhance.

The share of "long money", a significant source of
long-term investments during the reported period
(long-term deposits as percentage of M3) rose by 1.6%
points, to a total of 13.6%. It should be noted that the
improved social welfare has also contributed to mak-
ing this process go faster. The 20.7% increase in nom-
inal household cash income and 26.2% increase in
monthly average salary levels in 2004 provided a
strong impetus to expansion of the collection base.

Money demand. When controlling the money sup-
ply in 2004 the National Bank also considered the
money demand factors. Assessments made based on
a money demand model indicate that money demand
has an elasticity level of 0.8 with respect to GDP. It
means that a 1% annual increase in GDP causes the
money demand to go up by 0.8% and therefore the
10.2% GDP annual growth rate in 2004 resulted in an
approximate 8.16% increase of the money demand.
The price dependency factor of the money demand is
2. Hence, the total price increase of 10.4% in 2004
caused the money demand to go up by 20.8%.

In addition, the net balance of foreign trade, state
budget and individual structural factors have also
affected the money demand significantly.
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2004-cii ilde Milli Bankin senyoraj golirlerinin
inflyasiya vergisini {iistelomesi pul kiitlesinin
artiminin qiymatlarin artimina deyil, daha ¢ox iqtisadi
artimin siiratlonmasine xidmat etdiyini gostarir.

2.2. Monetar idarasetmonin tokmillosdirilmosi

Pul siyasatinin tonzimlomo alatlori. Milli Bank
nazorda tutdugu pul programini ugurla yerina
yetirmak tigiin pul bazarini hesabat dovriinds do
kredit harraclarinda, qiymatli kagizlar va valyuta
bazarinda istirak etmok, habelo moacburi ehtiyat
normalart vasitasilo tonzimlomisdir.

2004-~cii ilde ag1q bazar amoaliyyatlarmin pul siyasetinin
baslica aletine ¢evrilmasi strategiyasinin reallasdirilmast
cargivesinds islor davam etdirilmisdir. DQI bazarinin
hacminin mehdud olmasi seraitinde bank sistemindo
yaranmis izafi likvidliyi neytrallasdirmaq ticiin Milli
Bank Oziiniin qusamiiddatli notlarini  buraxmaga
baglamisdir. 2004-cii ildo qisamiiddetli notlar vasitosilo
imumilikde 182.2 mird. manat hecmindo sterilizasiya
amoliyyatlar1 apariimisdir. ilin sonuna dovriyyede olan
notlarm hacmi 99.6 mird. manat olmusdur.

Hesabat dovrii erzinde macburi ehtiyat normalar
qisamiiddetli depozitler {izre 10%, uzunmiiddetli
depozitler iizra ise sifir saviyyesinds olmusdur. Milli Bank
AZIPS banklararasi 6denis sisteminin imkanlarmdan daha
genis sokilde yararlanaraq Olkede fealiyyet gosteran
banklarin manatla mecburi ehtiyat vesaitlerinin giindaxili
kliring megsadile istifade etmelorine icaze vermoak barado
gorar vermigdir. Yeni sistem se¢ilmis pilot banklara
morhoaloli sokilde totbiq edilir. Bu todbirin hoyata
kecirilmesi banklara resurs imkanlarm geniglondirmeklo
yanas1 onlarm miisterilerin teleblerine daha cevik reaksiya
vermolorini tomin ederok bankalararast pul bazarmmn
inkisafina, milli valyutamiz olan manata etimadin daha da
artmasina miisbet tesir gostormisdir.

Monetar idaraetmanin institusional inkisafi. Pul
siyasati garsisinda qoyulan vezifelare nail olmagq ii¢iin
hesabat dovriinde monetar idareetmanin institusional
inkisafi da diqget merkezindoe saxlanilmisdir.

Monetar idareetm® mexanizminin ¢ox Onemli
elementlorinden biri olan miikemmel igtisadi
tadgigat bazasimin derinlesdirilmesi istiqgamatinde
islor davam etdirilmis, regional igtisadi inkisaf,
xarici kapital aximinin makroiqtisadi somorasi,

Milli Bankin notlarinin hacmi vo galirliliyi
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Pul kiitlesinin esasen xarici faktorlarin tesiri
naticesinde shemiyyetli genislonmesi seraitinde Milli
Bank yenidonmaliyyalogdirma amoaliyyatlarini pul
programinda nezerde tutulandan az, yeni mehdud
hoacmdoe heyata kegirmisdir. Milli Bank effektiv vo
adekvat pul siyaseti yeritmek tiiclin yeni maliyye
aletloerinin tetbiqinin genislondirilmasini davam
etdirmisdir. Belo alotloro misal olaraq lombard vo
overnayt kreditlasmasi mexanizmlorini gostermak olar.

Hesabat dovriinde markazlasdirilmis kreditlor iizra
ticot daracasi dayismamis vo 7% toskil etmisdir.

maliyya bohranlart iizro erkon xabardarliq
sistemlari, pul doévriyyasinin yaxsilagsdiriimasi: va
dollarlasmanin azaldilmasi, pul va fiskal siyasatin
alagalandirilmasi mexanizmi va s. problemlar tizra
kompleks tadgiqat iglori hayata kegirilmigdir.
Monetar inkisaf modellorinin  qurulmasi  va
tokmillasdirilmasi do diqget merkezinde saxlanilmisdir.
Inflyasiya vo pul bazarmin tarazliq modellori, habelo
manatin miibadile mazennasinin ekonometrik modeli
monetar siyasotin praktiki tetbiqinde istifade
olunmaqgda davam etmisdir.
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The fact that the National Bank's senior revenues
exceeded the inflation tax in 2004 indicates that the
money base growth assists in accelerating economic
growth rather than price increases.

2.2. Improvement of monetary management

Monetary policy tools. Pursuing the overall objec-
tive of successful implementation of its monetary pro-
gram, the National Bank regulated the money market
through obligatory participation in credit auctions,
securities and currency market transactions and com-
plying with reserve requirements.

Efforts were continued in 2004 to implement the
strategy of turning open market transactions into
major tools of the monetary policy. With the limited
STGS market amounts, the National Bank sought to
neutralize the excessive liquidity of the banking sys-
tem by issuing its own short-term notes. Such short-
term notes were used to implement AZM182.2 bil
worth of sterilization transactions. The year-end bal-
ance of outstanding notes totaled to AZM99.6 bil-
lion.

The reserve requirement was 10% for short-term
deposits and 0% for long-term deposits during the
reported period. The National Bank decided to allow
the banks operating in the country to use their Manat-
denominated required reserve holdings for daily clear-
ing transactions by utilizing more broadly the capabil-
ities of the AZIPS interbank payment system. The new
system is applied at selected pilot banks on a phased-
in basis. This operation would enable banks to both
expand their resource capacities and be more flexible
in responding their customers' needs, and will eventu-
ally have a positive impact on the development of the
interbank money market and help increase confidence
in the national currency unit, the Manat.

Institutional development of monetary manage-
ment. Focus was also placed on institutional devel-
opment of monetary management with an aim to
accomplish the objectives of the monetary policy.

Efforts were continued to broaden the economic
research framework, an essential element of the
monetary management mechanism with a compre-
hensive and integrated approach to investigating
regional economic development; macroeconomic

Quantity and rate of return on the National Bank's notes
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As a result of the money base expanding signifi-
cantly affected by external factors, the National
Bank had to conduct re-financing operations at a
level below the one designed in its monetary pro-
gram. The National Bank continued to expand uses
of new financial instruments in order to ensure that
the monetary policy is effective and adequate.
Among such instruments are the Lombard and
overnight credit facilities.

The discount rate for centralized credit resources
remained unchanged at 7% during the reported period.

benefits of foreign capital inflow, researching early
warning systems to inform parties concerned of
imminent financial crises;, improvement of cash
turnover and reduction of dollarization; coordina-
tion of monetary and fiscal policies and other issues.

Special attention was also given to the design and
improvement of monetary development models. The
inflation and money market balance models, as well
as econometric model of the Manat exchange rate
were continued to be used as long as practical appli-
cation of the monetary policy was concerned.
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Eyni zamanda Azarbaycamin real sektorunun
ekonometrik modelinin qurulmasi tamamlanmusdir. UDM-
in neft vo geyri-neft sektorlari iizro istehsal funksiyalari
qurulmugdur. Model c¢orgivesinde tobii issizlik ve
istehsalin  potensial saviyyesi qiymsetlondirilmis,
shemiyyatli naticeler alde olunmusdur.

Bundan basqa Azarbaycanin bank sisteminda
risqlorin  giymoatlondirilmasinin ~ ekonometrik
modelinin qurulmasi basa catdirilmigdir. "Value at
risk" metodunun Azerbaycan seraitinde tetbiqi
imkanlar1 aragdirilmigdir ki, bu metod da diinya
tocriibasinde risqlerin Olgiilmesinin on semorali
vasitalarinden biri hesab olunur.

Semersali monetar idareetmonin temin olunmasi tigiin
dolgun informasiya bazasinin yaradilmasi istiqgamatinde
de miihiim isler goériilmiisdiir. Diinya iqtisadiyyati, o
ciimleden MDB mekaninda, 6lke iqtisadiyyatinda
geden proseslor, xiisusen de giymatlerin deyismaesi
barade statistik baza daha da zenginlasdirilmigdir. Eyni
zamanda kredit toskilatlarindan daxil olan statistik
hesabatlarin avtomatik rejimde emal olunmasi ve
icmallagdirilmasinin, habele tadiyye balansinin
tortibinin tekmillesdirilmesi tizre isler giiclondirilmisdir.

2.3. Valyuta ehtiyatlarinin idare olunmasi

Milli Bankin valyuta ehtiyatlarinin idare
edilmesinda baslica maqgsed valyuta ehtiyatlarinin
tohliikesizliyini ve likvidliyini temin etmakle
golirliyin maksimallagdirilmasi olmusdur.

2004-ci il erzinde valyuta ehtiyatlarinin hacmi
119,8 mln. dollar artaraq 876,9 mlin. dollara
catmisdir. Bu artim BVF qarsisinda 6hdelikler iizro
62,6 min. dollar 6denilmesi fonunda bas vermis vo
osason, daxili valyuta bazarindan alislar, habelo
valyuta aktivlerinin idare edilmasinden galirler
hesabina olmusdur.

Valyuta ehtiyatlarmin idare edilmesi bilavasite Milli
Bank terefinden ve xarici menecerlor vasitosilo
apartimigdir. Idareetmenin {imumi semereliliyi 2,2%
olmusdur. 2004-cii ilde ABN Amro, JP Morgan ve UBS
banklarmma verilmis xarici idareetme mandatlar1 davam
etdirilmisdir.

Mbalum oldugu kimi, valyuta ehtiyatlarinin idare
edilmesinin semarsliliyine beynsalxalq maliyye
bazarlarinda gedean proseslar helledici tosir gostorir.
2004-cii il bir terefden ABS-da Federal Ehtiyat
Sistemi terafinden faiz derecelerinin artirilmasina
baslanilmasi, diger terefden ise dollarin
zoiflomoakde davam etmasi ilo saciyyalonmisdir.

Birinci proses, valyuta ehtiyatlarinin somaraliliyine
ikili tesir gostermisdir. Bir terafden, yeni
investisiyalarin golirliyi artmisdir. Diger terefden ise
ovvoalki dovrlerde borc Ohdsliklerine edilmis
investisiyalarin deyeri diismiigdiir. Dollarda faiz
deracelerinin artmasi osasen qisa vo orta miiddatli
(1-3 il) borc 6hdsliklerinin giymsetlerinde 6z oksini
tapmusdir ki, bu da xarici idareetmonin semaraliyine
moahdudlagdirict tesir géstormisdir. Daxili idareetma
iizro bu tesir mehdud olmus ve baslica olaraq
idareetmonin semaraliliyinin bengmarka nisbaten
daha az artmasi ile saciyyelenmisdir. Qeyd
olunanlar1 nezere alaraq daxili idareetmads {istiinliik
qisamiiddatli depozitlere verilmisdir.

Beynolxalq valyuta bazarlarinda il erzinde deyisken
tendensiyalar miisahide olunmus, lakin ilin sonuna
dogru dollarin asas valyutalara qars1 zeiflomasi meyli
barpa olunmusdur. Milli Bank valyuta bazarlarinda
gedon proseslori yaxindan izlemekle 2003-cii ilde
secilmis valyuta kompozisiyasini (75%-dollar, 20%-
avro, 5%-funt sterling) saxlamisdir.

Artan valyuta ehtiyatlart onlarin idare edilmesinin
tokmillesdirilmesini, xiisusile yeni investisiya
aletlorinin totbiqini ve risqlerin daha optimal idare
olunmasini teleb edir. Bu istiqgametde il orzinde
tohliller aparilmig, Milli Bank {i¢lin yeni investisiya
imkanlart arasdirilmis, habelo texniki yardim layihalori
reallagdirtlmigdir. O ciimleden, Milli Bankin
omoakdaslar1 terefinden Tiirkiye Cilimhuriyyseti
Morkazi Bankina safor edilmis, Isvegro Milli Banki ilo
ehtiyatlarin ve risqlerin idare olunmasi iizre texniki
yardim programinin reallagdirilmasina baglanilmisdir.

2.4. Maliyyo bazarmin inkisafi

2004-cii ilde maliyye bazarlarinin daha da inkisaf
etdirilmasi magsadile yeni maliyye alatlorinin totbigine,
daxili maliyye bazarlarinin inkisafinin stimullasdiriimasi
vo deasteklonmasi istigamatinde genis tadbirlarin hayata
kegcirilmosine tstiinliik verilmisdir.

Daxili maliyye bazarlarmin inkisafinin stimullagdirilmast
istigametinde dord esas meqsed lizro todbirlor heyata
kecirilmisdir. Bunlar 1) ipoteka kreditlori sisteminin
yaradilmasi, 2) maliyye bazarlarmda Milli Bankin emsliyyatlar
strukturunun  genislendirilmasi, 3) Milli Bank terefinden
sterilizasiya alotlorinin istifadosine baglanilmasi, vo 4) bank
sistemin qisamiiddetli likvidliyinin prognozlagdiriimasi.

Ipoteka kreditlori sisteminin yaradilmasi istiqamati
iizro nezorde tutulan baslica megqsadler, Ipoteka
Investisiya Fondunun yaradilmasi {i¢iin texniki
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On the other hand, development of an econometric
model for the real sector in Azerbaijan was complet-
ed. GDP production functions were designed with
respect to the oil and non-oil sectors. The model
evaluated the natural unemployment and production
capacity levels and obtained significant results.

In addition, development of an econometric model
for risk assessment in Azerbaijan's banking system
was also completed. The feasibility and options of
applying the 'value at risk' method in Azerbaijan
were evaluated as this method is globally believed to
be among the most effective tools of risk measure-
ment.

Well-designed actions were taken to develop a com-
plete database to ensure a meaningful support for
effective monetary management. The statistics data-
base was further enhanced which compiles informa-
tion regarding the worldwide economy, including the
CIS countries, along with various processes occurring
in the national economy, in particular, price changes.
At the same time, works were continued to improve the
automated processing, consolidation and aggregation
of statistical reports received from credit institutions,
as well as the development of the balance of payments.

2.3. Management of foreign exchange reserves

In managing its foreign exchange reserves the
National Bank sought primarily to maximize rev-
enues along with ensuring security and liquidity of
the reserves.

The foreign exchange reserves increased by USD119.8
mil during 2004 thus reaching a total of USD876.9 mil.
This increase occurred against the background of paying
atotal of USD62.6 mil charges against debts owed to the
IMF and was mainly formed from proceeds from
domestic currency market purchases and income on for-
eign exchange reserve management.

Foreign exchange reserves were managed directly
by the National Bank and external managers. Overall
effectiveness of the management was 2.2%. External
management mandates awarded to ABN Amro, JP
Morgan and UBS were continued in 2004.

It is understood that processes occurring on inter-
national financial markets provide a substantial
impact on foreign exchange reserve management.
The year 2004 was characterized with gradual
increases of the US Federal Reserve System's inter-
est rates on the one hand, and the US Dollar's deval-
uation on the other hand.

The former process had a double impact on the
effectiveness of foreign exchange reserves. On the
one hand, the return on new investments increased.
On the other hand, investments made in debt obliga-
tions in previous periods devalued. The increase in
US Dollar-denominated interest rates affected main-
ly the prices of short-term and mid-term (1-3 years)
debt obligations, which caused the effectiveness of
external management to be reduced. This impact was
limited on internal management and was mainly
characterized with a lower increase of management
efficiency against the benchmark set. Hence, short-
term deposits evidently dominated in domestic/inter-
nal management.

International currency markets had volatile tenden-
cies during the year; however, the trend of the Dollar
devaluing against major currencies restored by year-
end. The National Bank monitored the currency
market developments closely and maintained the
currency composition set in 2003 (US Dollar - 75%;
Euro - 20%; British Pound - 5%).

Increased foreign exchange reserves require
improvements in management, especially applica-
tion of new investment tools and optimized manage-
ment of risks. Assessments were made in this respect
during the year to identify new investment opportu-
nities for the National Bank; technical assistance
projects were implemented in this area during the
year. In this view, the National Bank's staff members
visited the Central Bank of Turkey; the National
Bank also launched a reserve and risk management
technical assistance program sponsored by the
National Bank of Switzerland.

2.4. Financial market development

Objectives set during the year of 2004 were
designed to broaden application of new financial
instruments to support further development of finan-
cial markets; stimulate and support development of
domestic financial markets.

Four principal objectives were designed in order to
stimulate development of domestic financial mar-
kets. They include: 1) creation of a mortgage lending
system; 2) expansion of the National Bank's finan-
cial market operations; 3) commencement of use of
sterilization tools by the National Bank; and 4) pro-
jection of the banking system's short-term liquidity.

Creation of the mortgage lending system included
primary objectives such as acquiring technical assis-
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yardimin celb olunmasi, Institusional bazanin ve
ipoteka kreditlorinin verilmasi mexanizmloerinin
hazirlanmasi masslslari qarsiya qoyulmusdur.
Maliyye bazarlarinda Milli Bankin emsliyyatlar
strukturunun  genislondirilmesi  istiqgameti  iizro
amgliyyatlari hacminin ve shatsliyinin genislondirilmasi
nazorde tutulmus ve netico etibarilo 2004-cii il orzindo
Milli Bank teroefinden qisamiiddetli notlarin buraxilisina
baglanmis, lombard ve overnayt kreditlorinin verilmasi
davam etdirilmis, bir negco svop emeliyyatt aparilmisdir.
Milli Bank terefinden sterilizasiya alstlorinin
istifadesine baglanilmasi istiqgameti tizre gorilmiis isler
naticasinde Milli Bankin portfelinde olan dévriyye eden
dovlet qiymetli kagizlarinin sterilizasiya magsadleri tiglin
istifade olunmasi zerureti aragdirilmis ve dovriyyads olan
izafi pul kiitlosini sterilizasiya etmok tiglin Milli Bankin
qisamiiddatli notlarinin buraxilmasi gerara alinmisdir.
Digar bir istigamet ise bank sistemin qisamiiddatli
likvidliyinin prognozlasdirilmasinin temin olunmasidir.
Bu istiqamet iizro bank sisteminde qisamiiddatli

torofinden DQIi-n yerlosdirilmesi iizre comi 4
auksion kegirilmigdir (2003-cii ilin miivafiq dovrii
orzinde 14 auksion kegirilmisdir). Auksionlarin
sayinin azalmast ile yanasi 2004-cii ilde auksionlarda
yetlosdirmok {iciin toklif edilmis DQI-n hecmi de
2003-cii illo miiqayisede 415,0 mlrd. manat (vo ya
83,4%) azalaraq 80,0 mlrd. manat tegkil etmisdir.
2004-cii ilin evvelinde bazarin hecmi 105,0 mlrd.
manat toskil etdiyi halda 5 noyabr 2004-cii ilde
dévriyyede olan son DQI iizre biitiin Shdelikler Maliyyo
Nazirliyi terofinden tam ddenilerek dévriyyedeki DQI
hacmi sifir seviyyesine enmisdir. Bu dévlet biidcesi
kesirinin diger daxili ve xarici menbaler hesabina
oOrtiilmasi imkanlarimin son vaxtlar daha da artmasmimn
DQI emissiyasina telebat azaltmast ile izah olunmusdur.
Qonaoatboxs makroiqtisadi gostericilerin tasiri
altinda 2004-cii ilde daxili borcalmaya ehtiyacin
yaranmamast DQI iizre golirlilik seviyyesinin ilin
ovvolindeki 5,17%-den dovriin sonuna 3,92%-o
enmasine sebab olmusdur.

DQI bazarinin asas gostaricilori
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likvidliyin ~ prognozlagdirilmasini  temin etmak
moagsedile yaradilmis melumatlar bazasi daha da
tokmillesdirilmis ve likvidliyin prognozlasdirilmasi
sisteminin istifadesine baglanilmigdir.

Qiymoatli kagizlar bazari. Maliyye Nazirliyi
torofinden Dovlet qisamiiddetli istiqrazlarin
emissiyast ile qiymsetli kagizlar bazarinda
miitosokkil emsaliyyatlarin temali qoyulmusdur.
DQIi-n buraxilisinin osast 1996-c1 ilde Nazirlor
Kabineti terofinden DQI-nin buraxilisinin osas
sortlori tosdiq edilmasi ilo qoyuldu.

Oten dovr erzinde bu bazar inkisaf etmoeye baslasa
da 2004-cii ilde Maliyye Nazirliyi daxili borcalmani
minimum saviyyaye endirmisdir. Maliyye Nazirliyi

Milli Bank terefinden sterilizasiya alatlorinin
istifadesine baslanilmasi istiqgameti iizre goriilmiis isler
naticasinda dovriyyads olan izafi pul kiitlesini azaltmaq
tictin Milli Bankin qisamiiddetli notlarimin buraxilmasi
gorara alimmusdir. Bu magsadle 2004-cti ilde buraxilacaq
imumi hacmi 300 mlrd. manat olan Milli Bankin
qusamiiddetli notlarmim emissiya prospekti ilk defe dévlet
geydiyyatindan kecirilmisdir. Qisamiiddetli notlarin ilk
buraxihst 14 sentyabr 2004-cii il tarixinde kegirilmigdir.

2004-cii ilde Milli Bank terefinden qisamiiddetli
notlarin yerlosdirilmesi iizro 11 hearrac kegirilmisdir.
Qisamiiddetli notlarin miiddeti 1 ve 3 ayliq olmagla her
emissiyada 20-30 mlrd manat hacminde buraxilmigdir.
Buraxilmis notlar ilizre orta golirlik 4,47% toskil
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tance for establishment of a Mortgage Investment
Fund and development of the institutional capacity
and mortgage lending mechanisms.

The expansion of the National Bank's financial
market operations sought to increase the volume and
coverage of transactions whereby the National Bank
started issuing short-term notes, continued to issue
Lombard and overnight loans and conducted a num-
ber of swap transactions in 2004.

In line with the National Bank starting to apply
sterilization tools, the National Bank investigated the
need for using outstanding government securities in
the National Bank's portfolio for sterilization pur-
poses whereby the National Bank decided to start
issuing short-term notes to sterilize the excessive
cash in circulation.

Another area of work included projections of the
banking system's short-term liquidity. In this view,

of GSTS put up for sale through auctions in 2004
was also reduced by AZM415.0 billion (or 83.4%)
against the year 2003 level thus totaling to only
AZM380.0 billion.

While the 2004 year-start market totaled to
AZM105.0 billion, the Ministry of Finance re-paid
all obligations related to GSTS outstanding by
November 5, 2004 thereby bringing the total
amount of outstanding GSTS to a zero level. The
reduced need for GSTS issues is due to recently
increasing opportunities of covering the state
budget deficit from other domestic and foreign
sources.

Affected by satisfactory macroeconomic indicators,
the lack of need for domestic borrowing in 2004
caused the return on GSTS to go down from the
year-start rate of 5.17% to the year-end level of
3.92% in 2004.

GSTS market basic performance indicators
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the database was further improved which was estab-
lished to assist in short-term liquidity forecasting for
the banking system and the liquidity project system
was launched.

Securities market. The Finance Ministry's issue of
Government Short-term Securities established a
frame of organized securities market transactions.
The Cabinet of Minister's approval of the GSTS
issuance terms and conditions in 1996 provided the
basis for issuing GSTS.

Although this market has since been developing,
the Ministry of Finance minimized the domestic
borrowing in 2004. The Ministry of Finance held
only 4 auctions to sell GSTS (14 auctions were held
during the corresponding period in 2003). In addi-
tion to reducing the number of auctions, the value

The National Bank decided to issue short-term
notes in order to reduce the excessive cash in circu-
lation as a result of actions taken by the National
Bank to start using sterilization tools. To this end, the
National Bank, for the first time, registered the
issuance prospectus of the AZM300 billion worth of
short-term notes with the competent state authorities
in 2004. Short-term notes were first issued on
September 14, 2004.

The National Bank held 11 auctions to sell short-
term notes in 2004. Short-term notes have a maturity
that varies from 1 to 3 months; each issue of notes
totaled to AZM20-30 billion. Notes issued provided a
return of 4.47% on average. A one day REPO auction
was held for short-term notes at the end of the year
and the average return was set at 4.43% at this auction.
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etmisdir. Ilin sonuna qisamiiddatli notlar {izre bir giinlitk
REPO auksionu kecirilmis vo hemin harraclarda orta
golirlilik 4,43% hacminde miieyyenlogmisdir.

Banklar terefinden bu giymetli kagizlara maragm boyiik
olmasi sayesinde dovriyyade olan qisamiiddetli notlarm
hacmi artaraq ilin sonuna 99,6 mird. manata ¢atmisdir.

toskil etmigdir. Noticode, il erzinde Milli Bankin
valyuta bazarina xalis miidaxilesi aligyonlii olmus ve
158,7 min.$ togkil etmisdir. Valyuta bazarina Milli
Bankin aligyonlii miidaxilasi tendensiyasi 2001-ci
ilden baslayaraq davam edir. 2004-cii ilde iimumi
hacmi 7,1 mlrd. ABS dollar1 olan daxili valyuta

Dovriyyads olan Milli Bankin qisamiiddatli notlarinin hacmi
(mlrd. man.)
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Milli Bankin qisamiiddetli notlarina telebin artmasi
banklar terefinden toqdim olunan sifariglerin
hacminde do 6z oksini tapir. Belo ki, banklar
torofindon qisamiiddetli notlarin alinmas iizre teqdim
olunan toklifin hacmi 335 mlird. manatdan c¢ox
olmusdur. Bu ise Milli Bank terafinden herraca
cixarilmis notlarin (240 mlrd. manat) 140% toskil edir.

Qisamiiddatli notlar iizre genastbexs gslirlik
soviyyasinin ve dovriyyadeki izafi pul kiitlasinin
daha semersali tenzimlonmasi meqsadile banklar
torefinden toklif olunan sifariglerden yalmz 55%-i
(184 mlrd. manat) tomin edilmisdir.

2004-cii ilde toplanmis tacriibays ve slde olunmus
miisbot noticeloro osaslanaraq pul kiitlesinin
tonzimlenmsesi magsadile 2005-ci ilde do qisamiiddatli
notlardan istifadenin daha da genislondirilmasi
planlasdirilir.

Valyuta bazari. Son iller Azerbaycanda aparilan
ugurlu neft strategiyasi neft satisindan oalde olunan
golirlerin artmasina sebab olmus ve naticads Slkaye
daxil olan xarici valyuta hacmi eshemiyyetli deraceds
artmisdir. Hoyata kegirilon monetar siyasat sayesinde
valyuta bazarinin inkigafi ilo yanasi bu amilin miisbat
tosiri ile maliyye bazarlarinin diger seqmentlorinin do
dinamik inkisafina serait yaranmigdir.

2004-cii ilde Milli Bankin daxili valyuta bazarindaki
satiglar1 477,6 mIn.$, valyuta aliglari ise 636,3 min.$

bazarinda Milli Bankin miidaxilesinin hacmi bazarin
yalniz 2,3% toskil etmigdir.

Son illor Neft Fondunun satiglarinin artmasi
naticesinde bazarda valyuta hecminin yiikselmesi
manatin keaskin méhkemlenmaesine tekan vers biler.
Bu tesirin balanslasdirilmast ve istehsalcilar {igiin
alverisli miihitin yaradilmas1 maqsadile Milli Bankin
avvalki illerde oldugu kimi, 2004-cii ilde de valyuta
bazarinda aligyonlii miidaxilalerini davam etdirmisdir.

Hesabat dovrii erzinde ABS dollarinin manata qarst
moezennasi iizen tenzimlenan rejimde miivyyen
deyismeye meruz qalmusdir. ilin ilk aylarinda artan
meyilli olsa da, sonradan mezennads giiclonma
miisahide olunmusdur. Bu ilk névbade neft golirlorinin
artmasi naticesinde Olkeye daxil olan valyuta
daxilolmalarinin hacminin artmasi ile izah etmak olar.
Belo ki, 01 yanvar 2004-cii il tarixine 1 ABS dollart
4923 manati toskil edon rosmi mezenne il erzinde
0,41% (20 manat) azalaraq ilin sonuna 1 ABS dollari
4903 manat saviyyesinde miiayyenlesmisdir. Miiqayise
iiciin, 2003-cii ilo nezer saldigda resmi mezenndoki
0,61% hacminde artimim oldugunu gérmak olar.

Milli Bankin mezenne siyasati neft satisindan alds
olunan kiilli miqdarda xarici valyutanin respublikaya
daxil olmasi fonunda, 6lke iqtisadiyyatinin xiisusilede
istehsal saholorinin dinamik inkisafinin temin
edilmesi moagsedile manatin mezennasinin optimal
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As banks showed a great interest in such securities,
the short-term notes outstanding by the year-end
totaled to AZM99.6 billion.

ented and totaled to USD158.7 mil. This purchase-
oriented currency market intervention trend of the
National Bank has continued since 2001. Hence, the

National Bank's short-term notes outstanding
(AZM bil)
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The increased demand for the National Bank's
short-term notes is also reflected in the number of
orders placed by commercial banks. Thus, the total
offer made by commercial banks to purchase
short-term notes amounted to over AZM335 bil-
lion. This amount makes 140% of the total amount
of notes auctioned by the National Bank (AZM240
billion).

Only 55% (AZM184 billion) of the orders placed
by banks were met so as to ensure more effective
regulation of the satisfactory return on short-term
notes and excessive cash in circulation.

Broader use of short-term notes is planned for 2005
based on the positive experience and outputs gained
in 2004 in pursuit of the overall objective of regulat-
ing money base.

Currency market. The successful oil strategy
implemented in Azerbaijan lately has caused the
oil revenues to increase whereby the amounts of
foreign exchange entering the country have also
increased substantially. Coupled with the mone-
tary policy, the positive effect of this factor, in
addition to promoting development of the cur-
rency market, has also contributed to rapid
development of other segments of the financial
market.

The National Bank's domestic currency market
sales in 2004 totaled to USD477.6 mil, and purchas-
es to USD636.3 mil. As a result, the National Bank's
net currency market intervention was purchase-ori-

National Bank's currency market intervention made
only 2.3% of the total USD7.1 billion worth curren-
cy market in 2004.

Recently increased sales by the Oil Fund have
caused the currency market transactions to
expand, whereby the Manat became substantially
stronger. Pursuing the objective of balancing this
effect and enabling environment for producers, the
National Bank continued its purchase-oriented
currency market intervention in 2004, just like in
previous years.

The US Dollar's exchange rate against the Manat
changed during the reported period to some extent,
in the way of floating regulation. Although
upward directed in first months of the year, the
exchange rate became stronger later. This is pri-
marily due to increased foreign exchange inflows
as a result of oil revenue growth. Thus, the official
exchange rate of AZM4923 per USDI as of
January 1, 2004 decreased by 0.41% during the
year (AZM20) hence reaching the level of
AZM4903 per USDI1 by the year-end. For com-
parison purposes, the exchange rate fluctuation in
2003 was a 0.61% upturn.

The National Bank's exchange rate policy, set
against the background of huge foreign exchange
revenue inflows from oil sales, sought to optimizing
the Manat exchange rate in order to promote sustain-
able development of the national economy in gener-
al and production sectors in particular. The National
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soviyyade miiayyenlosmasine yonsldilib. Novbati
illorde Milli Bankin mezenns siyasetinin vazifesi
manatin mezennasinde keskin deyismealara yol
verilmemak olacaq.

2003-cii ilden maliyye bazarlarinda investisiya
aletlerinin  genislondirilmasi ve kommersiya
banklarmin 6z likvidliklerini semerali idare
etmoloarine olverigli miihitin yaradilmasi maqsadile

2004-cii ildo 1 ABS dollarinin Azarbaycan manatina garsi rosmi mazonnanin dinamikasi
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Kredit bazari. Son illorde olke iqtisadiyyatinda
miisahide olunan davamli igtisadi artim, yeni is yerlorinin
yaradilmasi, neft sektoru ilo yanast diger sahelerin do
inkisafi iqgtisadiyyatin pul vesaitlerine telobatini daha da
artrmigdir. Bundan olave 2004-cii ilde sahibkarligm
inkisafina d6vlet yardimi ve regionlarin inkisafi iizre dovlet
programmimn gobul edilmesi slave maliyye resurslarina
tolobi artirmugdir. Belos ki, 2004-cii ilin avvaline respublika
iizro iqtisadiyyata qoyulan kreditlor 3 356 mird. manat togkil
edirdise ilin sonuna bu regem 4 941 mird. manata qoeder
yiiksoelorok, kreditlorin hacmi 48% artmisdir. Sahibkarhgm
inkisafina dovlet biidcesi hesabma yoneldilon kreditlorin
hacmi do ehemiyyaetli derecade artmsdir.

Azorbaycan Respublikast Milli Banki bank
sisteminde qisamiiddatli likvidliye yaranan teleblori
0demeak mogsadile  yenidenmaliyyslesdirme

amoliyyatlarin1 2004-cii ilde do davam etmisdir.
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Azorbaycan Respublikasi Milli Banki Miitesekkil
Banklararas1 Kredit Bazarinda overnayt ve lombard
kreditlerinin tedbiqine baslamisdir. Qeyd etmoak
lazimdir ki, 2004-cii il ilizre verilmis overnayt vo
lombard kreditlorinin verilmasi respublikada foaliyyet
gostoran banklar iiciin, 6z qisamiiddetli likvidliklerini
daha semarali idare etmok imkani yaratmigdir.

Kredit resurslarina artan telebi 6demak ve mdvciid
resurslarin daha semarali istifadesinin temin olunmast
istigametinde Milli Bank terafinden bir sira todbirler
hoyata kegirilmisdir. Dovr eorzinde Miitesokkil
Banklararas1 Kredit Bazarinin inkisaf etdirilmesi, bu
sahade movciid bosluglarin aradan qaldirilmasi ve
2005-ci ilde banklararasi kredit bazarmin davaml
inkisafin1 tomin etmek moagqsadile Milli Bank
torofinden miivafiq tedbirler plan1 hazirlanmisdir.
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Bank's exchange rate for following years will aim at
preventing dramatic changes in the Manat exchange
rate.

The National Bank of Azerbaijan started using
overnight and Lombard credit facilities through the
Organized Interbank Credit Market since 2003 in
order to broaden the range of investment tools of

Official exchange rate fluctuations of USD1 against Azeri Manat in 2004
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Credit market. The sustainable economic growth in
recent years, creation of new jobs, development of other
sectors along with the oil sector have caused the cash
needs across economic sectors to further expand. In
addition, the government support to private business
development and adoption of the state program for
regional development in 2004 have also increased the
demand for additional financial resources. Hence, while
total loans across different economic sectors amounted
to AZM3 356 billion as of the year-start in 2004, this
amount went up to AZM4 941 billion by the year-end,
having therefore increased by 48%. State budget-fund-
ed loans designated to support private business devel-
opment have also increased substantially.

The National Bank of Azerbaijan continued its refi-
nancing activities in 2004 too, in order to meet the
short-term liquidity needs of the banking system.

July
August
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financial markets and enable commercial banks to
effectively manage their liquidity. It should be noted
that overnight and Lombard loans issued in 2004
have enabled banks operating in the country to man-
age their short-term liquidity more effectively.

The National Bank implemented a number of
actions aimed at meeting the increasing needs for
credit resources and ensuring more efficient uses of
the available resources. The National Bank designed
a plan of actions to support development of the
Organized Interbank Credit Market, remove the
existing deficiencies in this area and promote sus-
tainable development of the interbank credit market
in 2005.
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Bank islahatlar:

3. BANK ISLAHATLARI

3.1. Bank sisteminin
institusional inkisafi

Bank sisteminin inkisaf strategiyasi 2004-cii ilde
nazerde tutulan hedefler ilizre davam etdirilmisdir.
Noaticodo 2002-2003-cii illere bank sisteminin
vaziyyetini xarakterizo eden esas parametrlorin
dinamikast 2004-cii ilde daha da mohkemlenmis,
banklarin iqtisadiyyatdaki rolu artmig ve iqtisadi
inkisaf bank sistemi vasitesilo daha feal
destoklenmisdir. Bele ki, banklarin aktivleri ve
kapitali yiiksok templo artir, banklarin resurs bazasi
genislonir. Kreditorlar ve amanatgiler torefinden bank
sistemina inamin artmasi bank sisteminin foaliyyatinin
an miihiim xiisusiyyetlorinden olmusdur.

2002-2004~cii illere miiayyen edilmis strateji hodoflere
nail olunmasi iiglin bank foaliyyetinin ganunvericilik
bazasmin tokmillogdirilmasi vo beynolxalq standartlara
uygunlagdirilmasi, bank sisteminin etibarligmmn ve
saglamliginin artirilmasi, bank xidmetloerine ¢ixig
imkanlarinin ~ geniglondirilmoasi, bank sisteminde
soffafligin seviyyesinin artirilmasi vo bazar intizammin
mohkemlendirilmesi, semerali bank nezarstinin togkili
kimi konkret vezifolor qarstya qoyulmusdur.

2004-cii ilde bank sisteminin inkisaf vezifelerinin
hoalli bank foaliyyetinin ganunvericilik vo normativ
bazasinin tekmillegdirilmesi ile aktiv desteklonmisdir.
Bu tedbirler ilk névbede banklarn iqtisadiyyatdaki
rolunun giiclondirilmasine, hemginin bank sisteminin
maliyye davamliliginin méhkemlendirilmasinin toemin
edilmesine istigamatlonmisdir. Bank sisteminin
inkisafi moeqsadile qanunvericilik ve normativ
xarakterli kompleks toadbirlor hemg¢inin maliyye
vasitacisi kimi banklarin foaliyyetinin semaraliliyinin
artirllmasi baximmdan da miihiim shemiyyat kesb
etmisdir.

Banklarin kapital bazasinin artimi ve konsolidasiyast
bank foaliyyetinin genislonmesine sorait yaratmagla
banklarm maliyye davamlihigmi ve bank sisteminoe olan
inamin mohkemlenmasinde shemiyyatli rol oynamisdir.
Milli Bankin Idare Heyetinin 3 may 2004-cii il tarixli, 09
saylt protokol goerart ile fealiyyetde olan banklar {igiin
moacmu kapitalin minimum saviyyesine teleb 1 yanvar

2005-ci il tarixo 3.5 min. ABS dollarma ekvivalent
mablogde, 1 yanvar 2006-c1 il tarixe 5 min. ABS
dollarma ekvivalent meblogde miieyyen edilmisdir.
Moacmu kapitalin minimal seviyyesine tolebin tomin
edilmaesi naticesinde banklarin xiisusi kapitali 2004-cii
ilde 520 mlrd. manat artaraq 1198 mlrd. manat toskil
etmisdir. Xiisusi kapitaln artim tempi (77%) aktivlerin
artim tempini (64%) Ustelomisdir ki, bu da bank
risqlerinin kapitalla yetorli seviyyede oOrtiilmasini temin
etmisdir. Eyni zamanda, kapitallasmanin seviyyesinin
artmasi banklarin investisiya colbediciliyini do
arttrmugdir. Belo ki, il arzinde bank kapitalmin golirliliyi
14.8%-don 17.8%-o artmusdir.

Bank sisteminin  kapitallasmas1  todbirleri
prudensial toloeblora riayet etmoyon iki bankin
kreditorlarin vo emanatc¢ilorin maraqlarina xalal
gotirmadon sistemdon kenarlagdirilmasi vasitosile
do desteklonmisdir.

Banklarin kapitallasmasma telebin artirilmasi bank
sisteminde konsolidasiya proseslorini stimullagdirmigdir.
2004-cii ilin sonunda iki bank birlogsme bareds qorar
gebul etmisdir. Diger banklar arasinda da bu ciir
tosabbiisler miizakire olunur.

Bank xidmotlorino ¢oas imkanlarimin genislondirilmasi
tigiin daha alverisli soraitin toskili magsadila togebbiislor
davam etdirilmisdir. "Banklar haqqinda" Qanunun
qiivveye minmesi ilo fealiyyeti lisenziyalagdirilan
banklarin emanat colb edilmasine totbiq olunan iki illik
mohdudiyyet aradan qaldmlmus, Milli Bankin Idaro
Heyetinin 23 noyabr 2003-cii il tarixli miivafiq qorart ilo
1 yanvar 2004-cii ilden xarici kapitalin yerli bazarda
istirak limiti logv edilmisdir. Bu ise igtisadi subyektlarin
vo ohalinin bank xidmetlerine ¢ixig imkanlarinin
artirilmasinda shemiyyatli rol oynamigdir.

Bank xidmeatleri bazarinin liberallagdirilmasi
istiqgamatindo hoyata kegirilon todbirlerle yanast bank
infrastrukturunun inkisafi da keyfiyyetli vo genis ¢esidli
bank xidmetlorinin toklifi {igiin imkanlar artirmigdir.
2005-ci ilin yanvar ayinda istismara verilmis
Morkozlosdirilmis Kredit Reyestri ve Milli Kart
Prossesing Merkazi ahalinin, o cliimleden teqaiidgiilerin
ucuz ve keyfiyyetli bank xidmetleri alde etmasinin,
regionlarm bank xidmetlerine ¢ixis imkanlarmin daha da
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Banking reforms

3. BANKING REFORMS

3.1. Institutional development
of the banking system

The banking system development strategy followed its
course against the targets set for 2004. As a result, the
basic performance indicators which characterized the
status and progress of the banking system in 2002-2003
further improved in 2004, while the banks played an
increasingly broader role in the economy and the bank-
ing system provided more active support to the eco-
nomic growth and development. Hence, bank assets and
capital are increasing and banks' resources are expand-
ing at a rapid pace. Increased creditor and depositor con-
fidence in the banking system has been a crucial charac-
teristic of the banking system's operations.

Seeking to achieve the strategic targets set for the
2002-2004 period, specific objectives were identi-
fied such as improving the banking laws to comply
with international best practices and standards;
enhancing the safety and soundness of the banking
system; expanding access to banking services;
increasing transparency within the banking system
and improving the market discipline, and increasing
the effectiveness of banking supervision.

Activities designed to refine the banking legal and
regulatory framework largely supported the entire set
of development targets identified for the banking
system in 2004. These activities were largely and
primarily meant to enhance the role and involvement
of banks across economic sectors as well as to pro-
mote the financial sustainability of the banking sys-
tem. Such development-aimed comprehensive
activities in respect of the legal and regulatory
framework are also essential for improving the over-
all effectiveness of banking in the sense that banks
act as financial intermediaries.

The growth and consolidation of banks' capital base
provided a material contribution to securing financial
sustainability of banks and enhancing the confidence
in the banking system by enabling environment for
expanding the horizons of banking activities.
Resolution No.09 of May 3, 2004 issued by the
National Bank's Management Board set the mini-

mum total capital requirement with respect to oper-
ating banks at USD3.5 mil equivalent as of January
1, 2005 and USDS5 mil equivalent as of January 1,
2006. As a result of meeting the minimum total cap-
ital requirement banks increased the regulatory cap-
ital in 2004 by AZMS520 billion to a total of
AZM1198 billion. The growth rate of the regulatory
capital (77%) exceeded the asset growth rate (64%),
thereby enabling capital to adequately cover bank
risks. At the same time, increased capitalization also
improved the investment attractiveness of banks.
Thus, return on capital of banks rose from 14.8% to
17.8% during the year.

Banking system capitalization activities were also
supported with a compulsory exit of two banks from
the system, which failed to comply with prudential
requirements, without causing damage to the inter-
ests of their respective creditors and depositors.

The increase of the capitalization requirement with
respect to banks stimulated the consolidation
processes in the banking system. Two banks decided
to merge in late 2004. Other banks also discuss such
options.

Attempts were continued to further enable environ-
ment for improving access to banking services. The
effect of the new Law on Banks lifted the two-year
ban on receiving deposits by newly authorized
banks; Resolution of November 23, 2003 issued by
the National Bank's Management Board eliminated
the domestic market participation limit with respect
to foreign banks as of January 1, 2004. These actions
made an extremely important contribution to
enhancing the access opportunities of business enti-
ties and individuals in respect of banking services.

Development of the banking infrastructure, along
with actions aimed at liberalizing the banking serv-
ices market, has enabled banks to expand the range
of quality and diversified banking services. The
Centralized Credit Registry and the National Card
Processing Center put in operation in January 2005
are considered important tools for providing individ-
uals, including pensioners with access to low-cost
and quality banking services, as well as providing
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artirilmasinin mithiim vasitesi hesab olunur. Kend
yerlorinin maliyys xidmetlerine c¢ixis imkanlarinin
artirllmasinda 9 dekabr 2004-cii il tarixinde Olke
Prezidenti terefinden tesdiglenen "Azerbaycan
Respublikasinda Milli Odenis Sisteminin Inkisafi {izro
2005-2007-ci iller liglin Dovlet Proqrami™ ile nezerde
tutulmus tedbirlerin icrasi da miihiim rol oynayacaqdir.

Bank biznesinin infrastrukturunun inkisafinda istirak
sahasinde ipoteka kreditlogmesinin inkisafi vo
amanatlorin sigortalanmasi sisteminin tesokkiilii
mosolasine xiisusi diqget yetirilmisdir. Milli Bank
torafinden hazirlanmis "Ipoteka hagqinda" Azerbaycan
Respublikasini Qanun layihasi ve 24 dekabr 2004-cii
ilde Milli Maclisde birinci oxunusda goebul olunmusdur.
"Omansatlerin  sigortalanmast haqqinda" Qanun
layiheasinin hazirlanmasi istiqgametinde do intensiv islor
davam etdirilmigsdir. Tedbir ¢ercivesinde KFW
bankinin texniki yardimi celb olunmugdur. Regionlarin
da bank xidmetlorine  ¢ixis  imkanlarinin
genislondirilmasi ticiin kredit yarmarkalarinin teskili
togebbiisil ile ¢ixis edilmis, ideya Sahibkarliga Kémek
Milli Fondu ve Banklar Assosiasiyast ile
razilagdirilmigdir. Bu tesebbiis bank ictimaiyyeti
torofinden desteklenmis ve naticads il arzinde dlkenin
7 iqtisadi rayonunda kredit yarmarkalari kecirilmisdir.

Regionlarin bank xidmstlerine ¢ixis imkanlari
banklarin filial sebekslarinin genislonmasi veo
mikromaliyyenin inkisafi vasitosiloe do
hoaveslondirilmisdir.

Bank sisteminin inkisafinda kredit taskilatlarinin
faaliyyatinda  saoffafligin  artirilmasit va bazar
intizaminin  moéhkomlondirilmasi do  miihiim
sortlordon biri olmusdur. Bu magsedle banklarda
beynoelxalq standartlara cavab veren korporativ
idareetmo  standartlarinin  tetbiqi, banklarda
Beynalxalq Maliyye Hesabatlar1 Standartlarina
kecidin tamamlanmasi, dovrii olaragq nesr olunan
malumatlarin mezmununa ve hacmine tslabin
artirilmasi kimi kompleks todbirler icra olunmusdur.
Korporativ idareetms standartlarinin kommersiya
banklarinda tetbigine yardim megqsedile Milli
Bankin tegebbiisii ilo xarici texniki yardim celb
olunmugdur. Texniki yardim ¢or¢ivesinde
Almaniyanin KfW banki terefinden 4 pilot bankda
korporativ  idareetmenin  tetbiqinin  heyata
kegirilmesine baslanilmisdir.

Bank sisteminde soffafligin seviyyesinin artirilmasinda
Milli Bankin bank ictimaiyyati ilo qarsiligh fealiyyatinin
mohkemlondirilmesi do miihiim rol oynamusdir.
Miihiim normativ senadlerin Milli Bankin Web saytinda

yerlasdirmoakle ictimai miizakiresi praktikasimin tetbiqi
bu qarsihiqh fealiyysti daha da inkisaf etdirmisdir.

Ik defo olaraq 2004~cii ilde bank sisteminin inkisaf
voziyyeti barede hem miitexassisler, ham do genis
kiitle ticlin icmal hesabat formalar1 hazirlanmis ve Milli
Bankin web saytinda yerlosdirilmisdir. Bu ise banklarmn
maliyya veziyyetine nezaratin giiclondirilmasinde vo
bank sisteminde seffafligin seviyyasinin artirilmasinda
ehamiyyatli rol oynamisdir.

Milli Bank bank sisteminin tenzimlenmasi sahasinda
dovlet siyasetini hayata keciren bir orqan kimi samarali
bank nazaratinin toskili istiqgametinde de iglorini davam
etdirmisdir.  "Banklar haqqinda"  Azerbaycan
Respublikast Qanununun gebulu Azerbaycan bank
nazarati sisteminin miiteraqqi beynslxalq standartlara
uygunlagdirilmas1  {iglin tam hiiquqi  bazam
formalagdirmisdir. Eyni zamanda, emanstgilerin,
kreditorlarin, investorlarin maraglarini qorumaq ve ifrat
nazaratciliyo yol vermemok, banklarin emsliyyat
miistaqilliyini temin etmak magsadile balanslagdirilmig
yoxlama ve kenardan nazarat aletlerinin optimal
sinerjisinden istifade edilmisdir.

Il orzinde daxili nezaret gercivesinde 20 bankda
harterafli inspeksiyalar aparilmigdir. Bundan alavae, 21
bankda miixtelif movzularda 23 tematik yoxlama
apartlmisdir. Bu yoxlamalar asasen Sahibkarliga
Komoek Milli Fondundan calb edilmis vesaitlorin
toyinati lizra istifadesinin diizgiinlilyiiniin yoxlanmasi,
banklarin emeliyyat kassasindaki nagd pul
vasaitlarinin ve qiymeatlilerin bankin ugot melumatlar
ilo deqiglesdirilmasi meaqsedi ile aparilmisdir. Dovr
orzinde mehkemse qararn ilo 2 bankda da hertorofli
yoxlama aparilmis ve tamamlanmisdir.

2004-cii ilde movcud strategiya osasinda bank
olmayan kredit toskilatlarina da nezaret heayata
kecirilmisdir. 11 erzinde 20 bank olmayan kredit
toskilatina icbari tapsiriglar verilmis ve 4 bank olmayan
kredit togkilatlarinin lisenziyasi logv edilmisdir.

Bank islahatlarinin derinlegsmesi ve bank
sisteminin mohkemlondirilmasi istigamatindo
hoyata kegirilon todbirlor neticesinde bank
sisteminin Olkede iqtisadi vo sosial inkisafin tomin
edilmasinde, o climladan regional inkisaf ve yeni is
yerlarinin agilmasi strategiyasinin realizasiyasinda,
sahibkarlarin maliyye resurslarina ¢ixis imkanlarinin
genislondirilmasinde ehemiyyati ve fealligl
artmigdir. Belo ki, UDM il erzinde 10.2% artdig1
halda, bank aktivleri 64%, kredit qoyuluslar1 52%
artmigdir. Neticede bank aktivlerinin ve
kreditlorinin artim tempi UDM-in artim tempini 5-6



L

Banking reforms

o

access to a range of banking products at the regional
level. Activities identified in the 2005-2007 State
Program for development of the National Payment
System in the Republic of Azerbaijan approved by
the President on December 9, 2004 will also provide
a meaningful contribution to expanding access to
financial services in rural areas.

Special attention was given to promotion of mort-
gage lending and implementation of a deposit
insurance scheme in line with development of the
banking business infrastructure. The draft
Mortgage Law developed by the National Bank
was submitted to the Milli Mejlis for first reading
on December 24, 2004. Drafting of the Individual
Deposit Insurance Law is further intensified. KfW
provides technical assistance in this exercise.
Credit fairs have been proposed as a tool for
improving access to banking services at regional
levels; this concept has been agreed with the
National Foundation for Support to
Entrepreneurship and  Azerbaijan  Bank
Association. The banking community supported
this proposal and consequently credit fairs were
carried out in 7 economic regions of the country.

Expansion of banks' branch networks and develop-
ment of micro-finance facilities have also provided
an incentive to improvement of access to banking
services at regional levels.

Increased transparency in operations of credit
institutions and strengthened market discipline have
also been an important factor in the development of
the banking system. To this effect, a set of compre-
hensive measures have been implemented including
introduction of corporate governance standards at
banks that meet international standards; completion
of transition towards International Financial
Reporting Standards and increasing requirements
with regards to the contents and volume of periodi-
cal publications. The National Bank has requested
and acquired foreign technical assistance to support
implementation of corporate governance standards at
commercial banks. The German development bank
KfW has already started implementing corporate
governance standards at 4 pilot banks under the tech-
nical assistance project.

The National Bank's increasing collaboration with
the banking community has also been a major factor
of increasing the transparency within the banking
system. This collaboration is further promoted by
regular posting of significant regulatory and norma-

tive documents on the National Bank's web-site for
public discussion purposes.

Consolidated reporting formats for banking system
development progress to be used by both experts and
general public were prepared and posted on the
National Bank's web-site for the first time in 2004.
This measure had an important meaning for improv-
ing the oversight of banks' financial positions and
transparency in the banking system.

As the state authority responsible for implementa-
tion of the government policy in terms of regulating
the banking sector, the National Bank continued its
efforts to ensure effective banking supervision. By
passing the new Law on Banks the banking supervi-
sion system in Azerbaijan has formed a complete
legal framework and basis, which would enable it to
conform to the best international practices and stan-
dards. At the same time, balanced on-site and off-
site supervisory tools were used in order to protect
the interests of depositors, creditors and investors
and prevent undue influence, as well as to ensure
operating independence of banks.

Full-scale inspections were carried out at 20 banks
during the year under on-site inspection schedule. In
addition, 23 targeted inspections were conducted at
21 bank. The inspections were primarily designed to
identify whether funds obtained from the National
Foundation for Support to Entrepreneurship were
used appropriately and reconcile the banks' operating
cash and valuable items in hand against correspon-
ding records. Full-scale on-site inspections were
also conducted and completed at 2 more banks dur-
ing the period based on effective court decisions.

Operations of non-bank credit institutions were
also supervised in 2004 based on the existing strate-
gy. Mandatory instructions were issued to 20 non-
bank credit institutions and licenses of 4 non-bank
credit institutions were revoked during the year.

As a result of broader banking reforms and actions
taken to strengthen the banking system, the signifi-
cance and active involvement of the banking system
in promoting economic and social development in
the country, including implementation of regional
development and employment expansion strategy, as
well as enhancing access of business entities to
financial resources. Thus, as GDP grew by 10.2%
during the year, bank assets increased by 64% and
credit portfolio by 52%. Consequently, the growth
rate of bank assets and lending exceeded by the GDP
growth rate by a matter of 5-6 times. During the

o@o
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defo iistolomisdir. Il erzinde bank aktivlerinin
UDM-do xiisusi ¢okisi 14.2%-don 19.9%-a, kredit
goyuluslar1 8.3%-den 11%-o, eamanatler 3.5%-dan
4.8%-9, bank kapital1 1.7%-den 2.8%-o artmisdir.

3.2. Bank sisteminin inkisafinin
cari meyllari

2004-cii ilde Azerbaycan bank sistemi inkisafinin
pozitiv meyllerini saxlamis ve maliyye vasita¢iliyinde

bank filiallarindan 182-si Baki seherinin, 168-1 ise
regionlarin payina diisiir.

2004-cii ilde filial sebokasine malik olan banklarin
say1 da artaraq 36-dan 38-9 catmisdir. 2003-cii ilde
foaliyyet gosteron bank filiallarinin 59%-i 6zal
banklarin payina diislirdiise, hesabat ilinde bank
filiallarinin 64%-1 6zal banklarin payina diistir.

Ohalinin real pul golirlorinin artimi, bank sektorunun
davamliliginin moéhkemlenmesi, kreditorlarin ve
omanatgilorin  hiiquglarinin miidafiesinin hiiquqi

Bank sisteminin komiyyot xarakteristikasi
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O Banklarin say1

6z rolunu méhkemlendirmisdir. Oten ille miiqayisede
bank sektorunun esas gostericileri iizre daha ytliksek
templo artim miisahide olunmusdur.

2004-cii ilde banklarin sayinda ehemiyyatli deyisiklik
bas vermese de, sistemdaki institusional deyisiklikler
tokamiil halin1 almigdir. Faaliyyatde olan banklarm say1
46-dan 44-o enmisdir. Il erzinde 3 bankin lisenziyasi
geri cagirilmis, bir banka ise bank fealiyyetinin
aparilmast {iglin yeni lisenziya verilmisdir.

Il orzinde 49 yeni bank filiali acilmis ve onlarin
say1 305-den 350-ye artmisdir. Fealiyyet gostoran
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B Bank filiallarmin say1

osaslarmin tokmillesdirilmesi shalinin emanatlerinin
stirotli artimini sertlondiren amillerden olmusdur.

2004-cii ilde shalinin emanatlari 60% artaraq 2 trln.
manat toskil etmisdir. Ohalinin bank sistemine inami1
daha ¢ox uzunmiiddetli xarakter halin1 almaga
baslamigdir. Uzunmiiddetli emanstler (1 ilden yuxart)
daha yiiksek temple artmis, comi emanatlarde xiisusi
cokisi 50%-i kegarak 52% toskil etmisdir.

Omanatlerde 6zel banklarin pay1 41%-den 48%-o
ylikselmigdir.

O9manat qoyuluslarinin dinamikasi (mlrd. manat)
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year, banks assets as percentage of GDP increased
from 14.2% to 19.9%, loans from 8.3% to 11%, indi-
vidual deposits from 3.5% to 4.%, and bank capital
from 1.7% to 2.8%.

3.2. Current development trends
in the banking system

The banking system in Azerbaijan retained its pos-
itive development trends in 2004 and managed to

ness during the year hence the total number increas-
ing from 305 to 350. 182 bank branch offices oper-
ate in Baku and 168 in regions.

The number of banks that have branch offices also
increased from 36 to 38 in 2004. While private banks
accounted for 59% of branch offices in 2003, their
share of branch offices totaled to 64% in 2004.

Increased real cash income of households;
improved sustainability of the banking sector; and
refined legal framework securing protection of cred-

Quantitative characteristics of the banking system
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enhance its role in the financial intermediation sec-
tor. The banking sector showed higher growth rates
as compared to the last year in terms of basic per-
formance characteristics.

Although the number of banks did not change sig-
nificantly in 2004, the system was substantially
modified institutionally. The number of operating
banks decreased from 46 to 44. 3 banks had their
licenses cancelled during the year; one bank was
licensed to operate.

49 new bank branch offices were opened for busi-
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Bl Number of bank branch offices

itor and depositor rights have greatly contributed to
the rapid growth of individual deposits.

Individual deposits grew by 60% thus totaling to
AZM?2 trillion in 2004. The public confidence in the
banking system becomes increasingly long-term.
Long-term deposits (over 1 year) increase at a faster
pace thus passing the 50% share of total deposits and
reaching 52%.

The share of private banks in total individual
deposits increased from 41% to 48%.

Individual deposit growth (AZM bil)
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Ohali ile yanas1 iqtisadi subyektlorin do
banklardaki depozitleri yiiksek dinamika ile artir.
Belo ki, hiiquqi sexslerin depozitlari 63% artaraq 3.3
trln. manat toskil etmisdir.

Ohalinin ve iqtisadi subyektlorin bank sistemine
inaminin  artmast nagdsiz pul tedaviiliiniin

meyl istehlak kreditlorinin hecminin keskin artimi
olmugdur. Ohaliya verilon kreditlor 81.7% artaraq
1372 mlrd. manat olmusdur. Bu da cemi kredit
qoyuluslarinin 27.8%-ni teskil etmisdir. 2004-cii ilde
banklar ohaliye yeni bank mahsullar1 (ipoteka
kreditlori) teqdim etmoyo baglamisdir. Banklarin

Bank aktivlorinin vo kredit qoyuluslarinin dinamikasi ( mlrd. manat)
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yaxsilagmasini sortlondirmisdir. Neticede miisterilerin
Odenislarinin sayi il arzinde 30% artaraq 907 mine
catmigdir. Odenislerin meblegi ise 34% artaraq 54
trln. manatdan yuxar1 olmusdur.

Hesabat ili tekce banklarin aktivlerinin artimi ile
deyil, onun strukturunun deyisimi ile do xarakterize
olunmusdur. Bank aktivlerinin hacmi 3244 mlird.
manat (+64%) artaraq 8315 mlrd. manat olmusdur.

Azorbaycan  kommersiya  banklarinin  aktiv
amoliyyatlarinin strukturu getdikce diinya standartlarina
yaxinlagir. Bank aktivlerinin artiminda kredit

goyuluslarimin dinamik artimi xiisusi rol oynamigdir.

Banklar terefinden iqtisadiyyata kredit qoyuluslart 52%
artaraq 4.5 trln. manat teskil etmisdir. Il orzinde
iqtisadiyyata 8,5 trln. manat mebleginde yeni kreditlor
verilmisdir ki, bunun da 6.2 trln. manatim qisamiiddetli, 2.3
trln. manatim ise uzunmiiddetli kreditlor toskil etmisdir.
Yeni verilmis kreditlorin strukturunda uzunmiiddetli
kreditlorin xiisusi ¢okisi 2003-cii ildeki 19.5%-o qarst
27.4% olmusdur.

Kredit qoyuluslarinin srtukturunda 6zal sektorun
xtsusi ¢okisi 79.5%-1 ke¢misdir. Lakin kredit
goyuluslarinda dovlet banklarinin pay1 48.9%-den
50.1%-o artmisdir.

Banklar uzunmiiddetli kreditlosmoe tocriibasini
genislondirir. Uzunmiiddstli kreditlor 58% artmus,
onlarin xtisusi ¢okisi 30.7%-o yiikselmisdir.

Banklarin kredit emeliyyatinin inkisafinda miihiim

30.06.04

30.09.04 31.12.04

Banklarm miistorilore kreditlori

hesabatlarina esasen shaliye verilon ipoteka kreditlori
il arzinde 43.1 % artaraq 187.2 mlrd. manat olmusdur.
2004-cii ilde kreditlorin hacminin artimi ile yanasi,
onlarin keyfiyyet parametrlorinde de yaxsilagsma
meyli saxlanilmisdir. Bele ki, qeyri-standart
kreditlerin seviyyasi 22.7%-den 14.9%-o enmisdir.
Aktivlerin keyfiyystinin yaxsilagsmasi hamginin vaxti
ke¢mis kreditlorin xiisusi ¢okisininin azalmasi ilo do
bagl olmusdur. ©ger 31 dekabr 2003-cii ilde vaxti
kecmis kreditlerin xiisusi ¢akisi 11.3% toskil edirdiss,
31 dekabr 2004-cii ilde bu gosterici 6.1% olmusdur.
Faizlorin hesablanmasi dayandirilmis statusa aid
edilen kreditler ise 8.3%-den 5.8%-2 enmisdir.
Qiymetli kagizlarla emsliyyatlarin bank aktivlerds
xtisusi ¢okisi 4% toskil edir ki, bu da 6ten ilin miivafiq
dovril ile miiqayisade 17% ve ya 372 mlrd. manat
coxdur. Bununla bels, fond bazarmin mahdudlugu ile
olagedar qiymetli kagizlarla emsliyyatlarin bank
aktivlerinde xiisusi ¢okisi asag1 seviyyadadir.
Banklarm kapitallasma seviyyasinin shemiyyetli artimi
bank sisteminin davamliligini moéhkemlendirmisdir. Bu
iso bank sisteminin maliyye vasitecilik funksiyasmim
semaraliliyne shemiyyaetli tesir gostormisdir.
Banklarin xiisusi vesaitlari 520 mlrd. manat
(+77%) artaraq 1198 mlrd. manat teskil etmisdir.
Banklarin nizamname kapitali 307 mlrd. manat
(+41.2%) artaraq 1051 mlrd. manat olmusdur.
2004~cii ilde banklarm mecmu golirleri 43.6% artaraq 911
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Corporate deposits also increase rapidly, along with
household deposits. Thus, having increased by 63%
corporate deposits totaled to AZM3.3 trillion.

Increased confidence of individuals and business
entities in the banking system causes the non-cash
turnover to improve. The number of customer pay-

major trend causing an upturn in bank lending activ-
ities. Loans to individuals totaled to AZM1372 bil-
lion having increased by 81.7%. This figure consti-
tutes 27.8% of the total loan portfolio. Banks intro-
duced new banking products (mortgage loans) in
2004. Mortgage loans are reported by banks to total

Bank assets and loan portfolio growth (AZM billion)
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—— Bank assets

ments consequently increased by 30% to a total of
907 thousand payments while the amount of pay-
ments having gone up by 34% totaled to over
AZM54 trillion.

The reported year was characterized not only by
bank asset growth but also by structural adjustments.
Bank assets totaled to AZMS8315 billion having
increased by AZM3244 billion (+64%).

Asset transactions of Azerbaijani commercial
banks increasingly improve to compliance with
international standards. Increased lending activi-
ties have largely contributed to the bank asset
growth.

Bank lending across economic sectors totaled to
AZMA4.5 trillion having risen by 52%. AZM8.5 tril-
lion worth of new loans were issued during the year,
where AZM6.2 trillion are short-term and AZM2.3
trillion are long-term loans. Long-term loans rose to
27.4% versus the year 2003 19.5% rate as percentage
of new loans.

Private sector's share within the total loan portfolio
exceeded 79.5%. However, the share of state-owned
banks within the total loan portfolio increased from
48.9% to 50.1%.

Banks work to enhance the long-term lending prac-
tices. Long-term loans have grown by 58% thereby
amounting to 30.7% within the total loan portfolio.

A dramatic increase in consumer loans has been a

30.06.04

30.09.04 31.12.04

Bank loans to customers

to AZM187.2 billion having increased by 43.1%
during the year.

Lending activities showed an improvement trend in
their qualitative aspects in addition to quantities in
2004. Thus, sub-standard loans went down from
22.7% to 14.9%.

A decrease in past due loans has also contributed to
the overall improvement in the asset quality. While
past due loans totaled to 11.3% as of December 31,
2003, they dropped to 6.1% as of December 31, 2004.
Non-accrual loans went down from 8.3% to 5.8%.

Securities transactions amount to 4% within total
bank assets, which is 17% or AZM372 billion in
excess of the last year's corresponding period. Yet,
the share of securities transactions within total bank
assets is low due to the limited stock exchange
capacities.

The substantial growth of bank capitalization con-
tributes to the sustainability of the banking system,
which in turn provides a positive impact on the
effectiveness of the banking system's intermediary
function.

Bank equity totaled to AZM1198 billion having
increased by AZM520 billion (+77%). Paid-in capi-
tal of banks totaled to AZM1051 billion having
increased by AZM307 billion (+41.2%).

Total income of banks amounted to AZM911 bil-
lion in 2004 by having gone up by 43.6%. Total
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Kreditlorin keyfiyyoat gostaricisinin dinamikasi (mlrd. manat)
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mlrd. manat olmusdur. Banklarm mecmu xarcleri ise 39% Monfoatliyin artim1 osasen faizli emsliyyatlarin
artaraq 720 mird. manat togkil etmigdir. Naticode banklar | golirliyinin artmasi hesabina (132 mlrd. manat) bag
torefinden olde edilen illik menfost (vergi tutmalarindan | vermisdir. Qeyri-faiz xarclorinin hacmi ise (aktivler

avval) 64% artaraq 195 mlrd. manat olmusdur. iizre itkilerin Ortiilmesi iigiin xiisusi ehtiyatlarin
2003 2003 Artim , %-la
1 Faiz golirlori 305 507 66.2
2 Faiz xorclori 129 199 543
3 Xalis faiz moanfoati 176 308 75
4 Qeyri-faiz golirlori 329 404 22.8
5 Qeyri-faiz xarclori 279 353 26.5
6 Xalis emaliyyat menfoati 226 359 58.8
7 Aktivler iizre miimkiin zerarlorin denilmasi ligiin xiisusi 111 168 514
ehtiyatlarin yaradilmasina ayirmalar
8 Vergi 6denilonadek xalis menfoot 119 195 63.9
Banklarm galirliyini xarakteriza edan gostoaricilor, (%) 2003 2004
1 Xalis menfoat / aktivlorin orta mablogi (ROA) 2.03 239
2 Xalis monfoot / kapitalin orta meblegi (ROE) 14.75 17.83
3 Faiz golirleri / aktivloerin orta mablagi 6.8 8.3
4 Miisterilore kreditlor tizre faiz golirleri / aktivlerin orta mablogi 6 7.5
5 Faiz xorclori / aktivlerin orta meblagi 29 32
6 Aktivler lizre miimkiin zerarlorin 6denilmesi liglin xiisusi ehtiyatin 25 27

yaradlilmasina ayirmalar / aktivlerin orta meblagi
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Qualitative characteristics of loans (AZM billion)
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expenses of banks amounted to AZM720 billion by This yield growth was primarily caused by an
having increased by 39%. As a result, the total annu- | increase in the return on interest transactions
al profit of banks (before taxes) amounted to | (AZM132 billion). Non-interest expenses

AZM195 billion having increased by 64%. (excluding provisions to general reserves for pos-
2003 2003 Increase, %

1 Interest income 305 507 66.2

2 Interest expenses 129 199 543

3 Net interest profit 176 308 75

4 Non-interest income 329 404 22.8

5 Non-interest expenses 279 353 26.5

6 Net operating income 226 359 58.8

7 Provisions to general reserves for possible asset losses 111 168 514

8 Net profit before taxes 119 195 63.9
Characteristics of bank profitability, (%) 2003 2004

1 Net profit / average assets (ROA) 2.03 2.39

2 Net profit / average equity (ROE) 14.75 17.83

3 Interest income / average assets 6.8 8.3

4 Interest income on loans to customers / average assets 6 7.5

5 Interest expenses / average assets 2.9 3.2

6 Asset loss provisions / average assets 2.5 2.7
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yaradilmasina ayrilmalar nazers alinmaqla) 58 mlrd.
manat artmisdir.

Faiz golirlori (66,2%) faiz xarcleri (54.3%) ile
miiqayisaede daha yiiksek temple artmisdir.

Banklarin golirlik emsallar1 artmigdir. Xalis menfostin
(vergi tutmalarmdan sonra) aktivlerin orta mablogine
nisbati (ROA) 2,39% (2003-cti ilde 2.03%), xalis
monfostin xiisusi kapitalin orta meblegine nisbati
(ROE) 17,83% (2003-cii ilde 14,75%) teskil etmisdir.

Bankin golirliliyini xarakterize eden diger
gostariciler lizre de miisbat meyller miisahide
olunmusdur. Xiisusi fondlarin yaradilmasina
yoneldilan xarclarin artimina galdikds ise burada da
miisbat meyller miisahide olunur. Bels ki, ehtiyatlar
asasen standart aktivler tizre yaradilmisdir.

3.3. Bank nazarati beynolxalq
standartlara yaxinlasir

Bu giin banklar aktivlerinin ve kapitalinin
hacmina, regional ohatesine gdre diger maliyye
vasitocilorini defoalerle iistelomoklo, biitovliikde
iqtisadiyyatla miiqayisede daha yiiksek temple
inkisaf edir ve beynalxalq standartlara, o climladen
bank neazareti lizro Bazel Komitesinin standartlarina
daha uygundur.

2004-cii ilde bank nezarstinin idare edilmesi
sahasindo osas prioritet moaqsed bank nezarstinin
normativ hiiquqi bazasinin beynalxalq
standartlagdirilmasi, kredit toskilatlarnin foaliyyetine
beynalxalq standartlara uygun nazarstin temin edilmasi,
valyuta nazareti rejiminin tokmillesdirilmasi olmusdur.
Bu moegsedle 2004-cii ilde Milli Bank "Bank
Noazaratinin 2001-2004-cii iller {iglin Strateji Planmna"
uygun olaraq harterefli tedbirler hayata kecirmisdir.

1. Bank gqanunvericiliyinin beynalxalq standartlara
uygunlasdirilmas: prosesi tamamlanmisdir. "Banklar
hagqinda" ve "Azerbaycan Respublikasinin Milli Banki
hagqinda"” Azerbaycan Respublikasi Qanunlari gebul
edilmigdir. "Banklar hagqinda" Azarbaycan Respublikasi
Qanununun gebulu bank tenzimlonmesi ve nezaretinin
hiiquqi osaslarimin beynolxalq standartlara
uygunlasdirilmasim temin etmis, beynslxalq tocriibbade
movcud olan yeni nezaret aletlerinin tetbiqine imkan
yaratmigdir. Bununla bank ganunvericiliyinin Avropa
Birliyinin "Bank foaliyyetine dair Direktivlerine" ve
bank nazarati lizre Bazel Komitesinin standartlarina tam
uygunlasdirilmast tamamlandi.

2. Bank nazareti iizre normativ hiiquqi aktlar "Bankilar
haqqinda" Azorbaycan Respublikasi Qanununun

tolablerine uygunlasdirilmigdir. "Banklar haqqinda"
Azorbaycan Respublikast Qanununun qiivveyoe
minmosi ilo olagedar mévcud normativ aktlarn bu
Qanunun talablerine uygunlasdirilmasi magsadile 3
(i) Qaydalara ("Bank kapitalinin ve onun
adekvathiginin hesablanmasi”" Qaydalar1","Bir borcalan
vo ya bir-biri ile slagedar borcalanlar qrupu {iizre
risqlerin tenzimlonmesi haqqinda Qaydalar" ve
"Banklara aidiyyati olan sexslerle emesliyyatlarin
aparilmasi Qaydlar1") elave ve dayisiklikler edilmisdir.

° "Bank kapitalimn va onun adekvatliginin
hesablanmast" Qaydalari. Bu Qaydalara edilen
diizelislor neticesinde bank kapitalinin minimal
miqdarina telab banklarin nizamnams kapitali ile deyil,
igtisadi kateqoriya sayilan mecmu kapital esasinda
giymatlondirilmaye baglanildi. Bu ise beynalxalq
tocriibbeye uygun olaraq bank fealiyyetinde risqlarin
giymeatlendirilmesinde sehmdar kapitali ile yanasi,
banklarin golirlerini do nazere alir. Diger terafden
moacmu kapitalin artirilmasi istiqgametinde banklarin
manevr etmak imkanlarini da geniglendirir.

° "Bir borcalan va ya bir-biri ilo alagadar
borcalanlar qrupu iizra risqlorin tonzimlonmasi
haqqinda Qaydalar” va "Banklara aidiyyati olan
saxslorlo amoaliyyatlarin apardmast Qaydalart”. Bu
Qaydalarda limitlasdirilen kredit risqlerine daxil edilen
aktivlerin novleri geniglondirilmisdir. Banklarin tizerine
gotiirdiiklori kredit risqleri istenilon formada verilen
biitiin kredit teleblari iizre miioyyen edilmaya baslad.
Banka aidiyyati sexslerin kreditlogdirilmasi ilo bagh
meydana ¢ixan risqlero olave nezaretin hoyata
kegirilmasi ti¢lin bu cilir emaliyyatlarin yalniz Miisahide
Surasimn qerar1 vo bu gerarm bankin Idare Heyeti
torafinden yekdilliklo tosdiq olundugu halda heyata
kegirilo bilmasi telobi normativ akta daxil edilmisdir.

3. "Banklar haqqinda" Azerbaycan Respublikasi
Qanununun gabulu ile bagli yeni nazarst alatlorinin
totbiqi maqsedile & (sakkiz) Qayda hazirlanmisdr.

° Yerli  banklarin  sébalorinin  vao  yerli
niimayandoaliklorinin agimast tigiin icazo alinmast va
icazanin lagv edilmasi Qaydalari. Bu Qaydalar yerli
banklar torafinden sObelarin Vo yerli
niimayendaliklerin agilmasi ve bu icazenin legv
edilmasi prosedurlarini tenzimlayir. Qaydalara miivafiq
icazenin alinmasi li¢iin lazim olan senadlorin formasi, o
ciimlaeden biznes-planin mahiyyeti daxil edilmisdir.

° Bank inzibatclarimin vazifadon azad edilmasi
barada sanksiyanin tatbigina dair materiallara baxilmasi
va onun naticalorinin rasmilagdirilmasi Qaydalari. Bu
Qaydalar banklarda idareetmenin seviyyesinin
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sible losses on assets) increased by AZMS58 bil-
lion.

Interest income (66.2%) surpassed interest expens-
es (54.3%) in terms of growth.

The rate of return of banks has increased. The ratio
of net profit (after taxes) to average assets (ROA)
made 2.39% (2.03% in 2003), while net profit to
average equity (ROE) made 17.83% (14.75% in
2003).

Other characteristics of banks' profitability have
also showed positive trends. Furthermore, loss pro-
visioning expenses have also showed such tenden-
cies. Thus, standard assets are mostly provisioned
for.

3.3. Banking supervision improving
to international standards

Today banks are ahead of other financial interme-
diaries and economy in general in terms of develop-
ment due to higher asset and capital growth rates and
regional coverage and are closer to meeting interna-
tional standards, including the Basle Committee's
banking supervision principles.

The priority objective of the banking supervision
management in 2004 was to ensure compliance of
regulatory framework of banking supervision with
international standards; ensure that credit institutions
are supervised in accordance with international stan-
dards; and to improve the currency control regime.
To this effect, the National Bank implemented a set
of well-designed measures in 2004 under the
"Strategic Plan for Banking Supervision for 2001-
2004".

1. The process of improving the banking laws to
international standards was completed. Law on
Banks and Law on the National Bank of Azerbaijan
were passed. The Law on Banks ensured that the
legal grounds for banking regulation and supervision
conform to the best international practices and
allowed for using new supervisory tools applied in
world practices. Hence, the banking legal framework
now fully complies with the European Union's
Banking Directives and Basle Committee's banking
supervision principles.

2. Banking regulations are revised to comply with
the Law on Banks of the Azerbaijan Republic. 3
(three) regulations (Regulation for bank capital and
its adequacy calculation; Regulation for risk man-
agement with respect to a single borrower or a group

of connected borrowers; and Regulation for transac-
tions with a bank's related persons) were revised and
amended to comply with the new Law on Banks.

° Regulation for bank capital and its adequa-
cy calculation. As a result of revisions made to this
Regulation, the minimum requirement to bank capi-
tal is now assessed based on the total regulatory cap-
ital, which represents an economic category, and not
the paid-in capital of banks. Such evaluation consid-
ers both stock capital and earnings of banks when
assessing banking risks, as required by international
standards. On the other hand, banks are hence
enabled to achieve more flexibility in respect of
increasing total regulatory capital.

° Regulation for risk management with
respect to a single borrower or a group of connect-
ed borrowers and Regulation for transactions with a
bank's related persons. These Regulations expand
the range of assets included in limited credit risk cat-
egories. Credit risks assumed by banks are now
identified for all credit claims in any form. The
insider regulation now includes a provision which
requires to ensure additional control of risks inherent
in lending to a bank's related persons by authorizing
such transactions only if a relevant decision by the
bank's Supervisory Board and unanimous approval
from the Management Board are available.

3. 8 (eight) Regulations were developed to intro-
duce new supervisory tools in line with the adoption
of the Law on Banks of the Azerbaijan Republic.

° Regulation for acquisition and cancellation
of permits for opening local bank divisions and rep-
resentative offices. This Regulation outlines the pro-
cedures for acquiring and canceling permits for
opening divisions and local representative offices by
domestic banks. The Regulation contains the formats
of documents required to obtain such a permit,
including a summarized description of a business-
plan.

° Regulation for review of materials related to
application of enforcement measures designated to
release bank administrators from their positions and
documentation of their results. This Regulation
identifies the procedures for application of enforce-
ment measures against banks which are in breach of
laws and regulations in order to enhance the level of
bank administration. The Regulation also describes
the make-up and powers of the National Bank's
Enforcement  Measures Commission, the
Commission's review of materials related to pro-
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artirilmast magsadile qanunvericiliyi ve normativ aktlart
pozan banklara garsi xiisusi sanksiyalarin tetbiqi
prosedurlarim nezerde tutur. Qaydalarla Milli Bankin
Sanksiyalar {izre  Komissiyasinin  terkibi = ve
solahiyysetlori, komissiya terefinden banka qarsi
sanksiyanin tetbiqi barede materiallara baxilmasimnin ve
gerarin Milli Bankin Idare Heyetinin tesdigine teqdim
edilmasi prosedurlari miieyyen edilmisdir.

° Banklarda hesablarin agimasi, aparilmast vo
baglanmast Qaydalari. Bu Qaydalar banklarda hesablarm
acilmasimnin  hiiquqi teminatimin  tokmillegdirilmasi
moaqsadile hazirlanmigdir. Banklarda hesablarin agilmasi
ile bagh teleb olunan senadler paketi ilo yanasi, cinayat
yolu ilo alde edilmis golirlerin leqalasdirilmasma garst
foaliyyot g¢orgivesinde hesablarin resimlogdirilmasi ilo
bagl banklara daxili qaydalarla slave sert telebler
miieyyen etmak imkan vermisdir.

° Bank yoxlamalarimin kegirilmasinin prosedur
Qaydalari. Bu Qaydalar Milli Bankin banklarda hayata
kegcirdiyi yoxlamalarin teskmillasdirilmasi magsadile
hazirlanmigdir. Qaydalarda yoxlamalarin hayata
kecirilmasinin magqgsadleri, dovriliyi ve miiddeti
gostorilmigdir. Bununla yanasi, senadde yoxlama
grupunun ve bankin hiiquq ve vezifeleri ve
yoxlamalarin naticelerinin resmlasdirilmesi qaydasi da
daqiq miieyyen edilmisdir.

° Bank inzibatcilarimin Milli Bankda attestasiyadan
ke¢masi Qaydalar:. Bu Qaydalarin asas moagsadi pesokar
biliyo malik olmayan sexsler terofinden bankin idaro
edilmesine yol vermomoklo kredit toskilatlarinin
foaliyyetine nezaretin tekmillegdirilmesidir. Qaydalarla
Milli Bankin Attestasiya komissiyasi terafinden bankin
inzibat¢ilarinin attestasiyasinin heayata kegcirilmasinin
prosedurlart miiayyen olunur.

° Morkazlasdirilmis kredit reyestri haqqinda
Qaydalar. Bu Qaydalar banklarda kredit risqinin
azaldilmast ve bank sisteminin etibarhliginin temin
edilmesi megsedile hazirlanmigdir. Qaydalar kredit
reyestrinin ig rejimini, xarakterini, reyestra malumatlarin
verilmasi vo alinmasmin gayda ve sertlerini miioyyen
edir. Qaydalarda reyestra toqdim olunan melumatlarin
konkret siyahisi ve formasi ks olunmusdur.

° Xarici bankin yerli niimayandoaliyinin
hesabatinin formasi, maozmunu vo Milli Banka
togdim edilmasi Qaydalar:. Bu Qaydalar xarici
banklarin niimayendsliyinin Milli Banka teqdim
etmali oldugu hesabatlarin mahiyyetini ve konkret
formalarin1 oks etdirir.

° Banklarda korporativ idaraetma standartlarinin
tatbigi Qaydalari. Qaydalar bank nezareti iizre Bazel

prinsiplerine uygun hazirlanmmsdir. Qaydalar banklarda
korporativ idareetmenin strateji planlasmanin teskili,
idareetmo orqaninin teskilati strukturu ve reglamenti,
daxili komitelerin selahiyyetlerini ve hesabatliq kimi
miihiim masalalerini tenzimlayir.

Korporativ idareetmo msosoalsalerinin yerli tocriibe
ticlin yeni ve miirekkab bir instrumentariya olmasin
nazere alaraq Milli Bank beynelxalq texniki
yardimdan istifade etmoekle 6 (alt1)) korporativ
idareetma standartlarini, o ciimladen "Strateji planin
hazirlanmas1" {izre metodoloji rehberlik hazirlamis ve
igde rehbar tutulmast iiciin banklara géndermisdir:

° "Strateji planlagdirma ve teskilati idareetma
standart1";

° "Maliyye idareetmasi ve hesabatlari
standart1";

° "Risqlerin idare edilmesi standart1";

° "Informasiya texnologiyalar1 standart1",

° "Daxili audit standart1";

° "Insan resurslar1 ve riayet olunma standart:".

Yuxarida geyd olunanlarla yanasi, "Banklar hagqinda"
Qanunun qilivveye minmasi ile slaqedar o6lke
Prezidentinin formanina uygun olaraq Azerbaycan bank
kapitalinda istiraki qadagan olunan offsor zonalarm
miivyyen edilmesi meyarlar1 6lke Prezidenti ilo
razilagdirilmis ve bu zonalarmn siyahis1 Milli Bankin
Idare Heyeti terofinden tosdiq edilmisdir.

Yeni nazarat alatlorinin tetbiqi istiqgamatinde heayata
kegirilon todbirlorden biri konsolidasiya olunmus bank
nazaratinin metodoloji bazasinin yaradilmasina
baslanilmasi olmugdur. Bunun tiglin Amerika Birlosmis
Statlarinin Inkisaf Agentliyi (USAID) terefinden
xtisusi qisamiiddetli ekspert ayrilmigdir. Hemin
ekspertin istiraki ile Qaydalarin ilkin layihasi
hazirlanmigdir. 2005-ci ilde ekspertin Azarbaycana
novbati sefer etmesi vo bu zaman Qaydalarin
tamamlanmasi ve totbiqi istiqametinde isloere
baslanmasi nezerdes tutulur.

Bank nezarstinin bank sisteminin inkisafina
adekvathiginin temin edilmesi iiciin USAID-nin
desteyi ile bank nazaratinin taskilati strukturu
tokmillasdirilmigdir. Bank sisteminin kemiyyat ve
keyfiyyot doyisikliklorine uygun semaerali bank
nazaratinin hayata kecirilmasinin tomin eds bilacek
optimal struktur formalagdirilmigdir.

ovvalki illerde oldugu kimi 2004-cii ilde de hem
xarici, hom do daxili nezaret iizro islor davam
etdirilmigdir. Lisenziyalagsdirma ile bagli yeni
qaydalar qiivveye minmisdir. Yeni qaydalarin
toleblerine uygun olaraq bank lisenziyasi alinmasi
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posed enforcement measures against a bank and sub-
mittal of the relevant decision for approval by the
National Bank's Management Board.

° Regulation for opening, maintaining and
closing bank accounts. This Regulation was devel-
oped in order to improve the legal provisioning of
bank accounting opening procedures. In addition to
identifying the set of documents required for open-
ing a bank account the Regulation enables banks to
set additional strict requirements in their internal
written policies on account documentation to ensure
that legalization of income of criminal origin is
effectively prevented.

° Regulation for on-site inspection proce-
dures. This Regulation was designed to improve the
on-site inspections of banks carried out by the
National Bank. The Regulation determines the
objectives, frequency and duration of inspections. In
addition, this legal document also identifies the
rights and responsibilities of the inspection team and
the bank concerned and procedures for documenting
inspection findings.

° Regulation for bank administrator certifica-
tion by the National Bank. The primary purpose of
this Regulation is to improve supervision of credit
institutions by preventing individuals who do not
possess required professional expertise and knowl-
edge from becoming bank administrators. The
Regulation therefore outlines the certification pro-
ceedings carried out by the National Bank's
Certification Committee with respect to bank admin-
istrators.

° Regulation for centralized credit registry.
This Regulation was developed in order to reduce
credit risks and ensure safety and soundness of the
banking system. The regulation identifies the operat-
ing regime, character, data submission and acquisi-
tion procedures and requirements. The regulation
contains a list and format of information submitted to
the registry.

° Regulation on reporting format, contents
and submission to the National Bank by local repre-
sentative offices of foreign banks. This regulation
outlines the contents and specific formats of reports
to be submitted by representative offices of foreign
banks to the National Bank.

° Regulation for implementation of corporate
governance standards in banks. This regulation was
developed in accordance with the Basle core princi-
ples of banking supervision. The regulation governs

a range of important issues such as corporate gover-
nance strategic planning, organization and operating
procedures of the management organ, powers of
internal committees and reporting.

Considering that corporate governance issues rep-
resent a new and sophisticated concept for local
expertise, the National Bank developed and distrib-
uted to banks for guidance methodology guidelines
for 6 (six) corporate governance standards, including
Strategic Planning, using international technical
assistance:

° Strategic planning and organizational struc-
ture standard,;

° Financial management and reporting stan-
dard;

° Risk management standard;

° Information technology standard,

° Internal audit standard;

° Human resources and compliance standard.

In addition to the above stated, in line with the
adoption of the Law on Banks and in accordance
with a relevant Presidential Decree, a list of criteria
was identified and agreed with the President of
Azerbaijan for determination of off-shore areas pro-
hibited to participate in bank capital in Azerbaijan
and the list of such areas was approved by the
National Bank's Management Board.

Measures aimed at introducing new supervisory
tools included commencement of development of a
methodology framework for consolidated banking
supervision. To this effect, the United States Agency
for International Development (USAID) designated
a special short-term consultant. This expert assisted
in developing a preliminary draft of the Regulation.
The expert is expected to have his next scheduled
visit to Azerbaijan, complete the drafting and assist
in starting the implementation of the Regulation in
2005.

The organizational structure of banking supervi-
sion was improved with USAID's assistance to
ensure that banking supervision is adequate in rela-
tion to the banking system's overall development. An
optimal structure was formed which is anticipated to
ensure that banking supervision corresponds to the
quantitative and qualitative modifications in the
banking system.

Works were continued in the area of both off-site
and on-site supervision in 2004, as in the previous
years. A new licensing regulation was passed. 3 local
banks and 1 foreign bank applied to the National
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iiclin 3 yerli bank vo 1 xarici bank Milli Banka
miiraciot etmisdir. Bunlardan 1 banka (Agiq
Sehmdar Cemiyyeati "Xalgbanki") lisenziya
verilmis, diger miiraciatlera baxilmasi proseduru
ganuna uygun olaraq davam edir.

Il orzinde normativ ve gayda pozuntularma yol
vermis 18 banka garst ganunvericiliklo nezerde
tutulan tesir todbirleri tetbiq edilmis, o ciimloden 1
bankin filialinin faaliyyetinds yol verilmis ndgsanlara
gore icazesi geri alimmig, 1 bankin maliyye durumu
ilo olagedar lisenziyasinin akser maddsleri lagv
edilmis, 3 banka qars1 cerime sanksiyasi tetbiq
edilmis, 2 banka dividendlerin 6denilmesi qadagan
edilmis, 3 bankin lisenziyast mehdudlagdirilmisdir.

Prudensial telablarin pozulmasi ile bagl 2 bankin
lisenziyasi logv edilmisdir.

4. Valyuta nezareti rejiminin tokmillesdirilmesi. Il
arzinde Olkenin vayuta rejimi serbastlosdirilmisdir.
Belo ki, Milli Bankin valyuta rejimine dair qaydalarina
edilen olave ve doayisikliklor neticesinde avans
Odeniglorine icaze rejimi aradan qaldirtlmig, sosial
koctirmeler iizre indikativ limitler logv olunmus, cari
amoliyyatlar {izre Odenislerin mdhlet miiddeati
Beynslxalq Valyuta Fondunun (BVF) standartlarina
uygun olaraq 180 giinden 365-giine catdirilmigdir.

Olkenin vayuta rejiminin serbastlesdirilmesi faktt BVF
torofinden do tosdiqlenmisdir. Belo ki, 14 dekabr 2004~
cli ilde BVF-nin Direktorlar Surasinda Azerbaycanin
valyuta rejiminin BVF-nin Sazislorinin 8-ci maddesine
tam uygunlugu resmi tesdiglenmisdir. Paralel olaraq
pullarmn yuyulmasi va terrorizmin maliyyalesdirilmesine
qarst fealiyyet cercivesinde isler de hayata kegirilmisdir.

Azarbaycan Respublikasi Milli Banki hékumsatin
pullarin yuyulmasi Vo terrorizmin
maliyyalesdirilmesine qarsi tedbirlerinde aparici
movqge tutur. Azerbaycan Respublikasi Nazirlar
Kabineti yaninda fealiyyet gosteran Pullarin
Yuyulmas1 ve Terrorizmin Maliyysloesdirilmasine
qarsi1 todbirler lizre Ekspertlor Qrupuna Milli Bank
torafinden rehberlik edilir.

Pullarin yuyulmasina Vo terrorgulugun
maliyyalosdirilmasine qarst fealiyyet cercivesinda
"Qeyri-qanuni yolla alde eidlmis pul vesaitlorinin vo
ya diger amlakin leqallagdirilmasina ve terrorculugun
maliyyelasdirilmasine qarsi miibarize haqqinda"
Qanun layihesi hazirlanmis, Ekspertlor Qrupunda isci
qaydasinda miizakire olunaraq gebul edilmisdir.
Qanun layihesinin iglonmeasinde ABS Hokumsatinin
texniki yardimindan istifade olunmusdur.

Avropa Surasinin Pullarin  yuyulmasma qarsi
tadbirlorin  qiymstlendirilmasi iizre  Ekspertlor
Komitesinin (MONEYVAL) Azerbaycan Respublikasi
iizro Toeraqqi Meruzesi islenilmis, Ekspertlor Qrupunda
miizakireye ¢ixarilmis, miivafiq elave ve dayisiklikler
edildikden sonra gebul olunmus voe MONEYVAL
Komitesine toqdim olunmusdur.

Bununla yanasi Pullarin yuyulmasina qarst
fealiyyet corcivesinde "Valyuta tenzimi haqqinda"
Qanuna oasasen 50 000 ABS dollarindan artiq
moeblagde valyuta servetlerinin Azarbaycan
Respublikasina  gotirilmasi ve  Azearbaycan
Respublikasindan ¢ixarilmasi hagqinda Milli Banka
toqdim olunmus melumatlar elektron bazada
sistemlasdirilmis ve miivafiq qaydada tehlil edilir.
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Bank for a license in accordance with the new regu-
lation. License was issued to 1 bank (Joint-Stock
Company "Halgbank"); other applications are still
being reviewed in accordance with the applicable
laws.

Statutory enforcement measures were applied to 18
banks failing to comply with normative and regula-
tory requirements; the permit of 1 bank branch office
was cancelled due to operating deficiencies; most
articles of the license of 1 bank were nullified due to
the bank's financial standing; fines were applied to 3
banks; a dividend payout ban was imposed on 2
banks; limitations were imposed on the scope of
licensed activities of 3 banks.

Licenses of 2 banks were cancelled for failure to
comply with prudential requirements.

4. Improvement of currency regulation. The cur-
rency regime in the country was liberalized during
the year. Thus, revisions and amendments made to
the National Bank's currency regulations resulted in
the cancellation of permission requirement with
respect to advance payments; liquidation of indica-
tive limits on social transfers; the payment deferral
period with respect to current operations was
extended from 180 to 365 days in accordance with
the International Monetary Fund's (IMF) standards.

IMF also confirmed the fact of liberalization in the
country's currency regulation. Thus, the meeting of
the IMF Board of Directors held on December 14,
2004 confirmed that the currency regulation frame-
work in Azerbaijan fully conforms to Article 8§ of the
IMF Accords. Efforts were taken in parallel to con-

trol and prevent money-laundering and terrorism-
financing activities.

The National Bank of Azerbaijan takes the lead in
the government's efforts against money-laundering
and financing of terrorism as the National Bank
directs the Panel of Experts for prevention of
Money-Laundering and Terrorism Financing func-
tioning under the Cabinet of Ministers of the
Azerbaijan Republic.

Draft Law on combating legalization of money or
other assets of illegal origin and prevention of terror-
ism financing was developed and discussed and
adopted by the Panel of Experts in a working order
in line with the money-laundering and terrorism-
financing prevention activities. Technical assistance
provided by the US Government was used in devel-
oping the draft Law.

An Interim Report for the Azerbaijan Republic was
prepared by the European Union's Expert Committee
for evaluation of Money-Laundering Prevention
Actions (MONEYVAL), discussed by the Panel of
Experts, adopted after appropriate revisions and
modifications and submitted to the MONEYVAL
Committee.

Furthermore, information concerning amounts of
currency coming to or leaving Azerbaijan, in excess
of USDS50 000, is submitted to the National Bank in
accordance with the Law on Currency Regulation in
line with money-laundering prevention activities,
where such information is entered into an electronic
database, systemized and appropriately processed
and analyzed.
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4. ODONIS SISTEMININ INKISAFI VO NAGD PUL
DOVRIYYOSININ TOSKILI

4.1. Elektron 6donis sisteminin
tatbiqi genislanir

2001-2004-cti illor {izro strateji moqgsedlorin
realizasiyast gorcivesinde 2004-cii ilde Milli Odenis
Sisteminin yaradilmasi istigametinde hoyata kegirilon
islahatlar naticesinde yaradilmig 6denis sistemlorininin
sabit foaliyyet gdstermesinin vo inkisaf etdirilmasinin
tomin edilmesi, onlarin normativ-metodoloji bazasinin
tokmillogdirilmoasi, ~ Milli ~ Odenis  Sisteminin
arxitekturasinin iiglincii elementi olan Kart 6denisleri tizre
Prossesing Morkozinin vo onun normativ-metodoloji
bazasinin yaradilmasi, Azerbaycan Respublikasinda Milli
Odenis Sisteminin Inkisafi iizre 2005-2007~ci iller {igiin
Dévlet Programinin hazirlanmasi ve gebul edilmesi, Bag
Miihasibat Sisteminin modullarmimn ve normativ-
metodoloji  bazasinin  ehtiyaclara uygun olaraq
tokmillegdirilmesi, lokal kompiiter sobokesinin effektli
istismarmim vo inkisaf etdirilmesinin hayata kecirilmasi
asas prioritet magsadler kimi qoyulmusdur.

Odenis sistemlori dlkede &denis sisteminde aparilan
islahatlarin neticesi kimi 16 fevral 2001-ci ilde Milli Odenis
Sistemi arxitekturasinin birinci miihiim elementi olan
SWIFT - Beynolxalq Maliyye Telekommunikasiya
Sisteminin bazasinda Real Vaxt Rejiminda Banklararast
Milli Hesablasmalar Sistemi (AZIPS) yaradilaraq istifadeyo
verilmisdir. Bunun naticesinde banklar arasinda evvellor
glinlorlo vo bazen heftelorlo ¢goken hesablagmalarm
saniyoler erzinde basa gatdiriimasma, pul dovriyyesinin
sliretinin nozerecarpacaq derecede artmasma, banklar
torefinden likvidliyin daha gevik idare olunmasina, boyiik
moablagli ve tacili 6denislerin real vaxt rejiminde (on-line)
heyata kegirilmesine imkan yaranmigdr.

Sistemin etibarli ve davamli fealiyyatini
tenzimleyen normativ-metodoloji baza fovgelade
vo qeyri-adi hallarda tehliikesiz ve fasilesiz isini
tomin etmok moagsadilo Ehtiyat Markezdoe ehtiyat
surati yaradilmisdir.

SWIFT cemiyyetinin 2002-ci ilden baglayaraq
Informasiya-telekommunikasiya texnologiyalari
sahesinde geden inkisaf prosesine uygunlagmagq iiciin
gostorilon xidmetlore daha yiiksek informasiya
tohliikesizliyini temin etmoak magsadilo menavi

cohatdon kohnelmis X.25 protokolundan imtina
edilerak, daha miiasir IP protokolu tizerinde qurulmus
sobake - SWIFTNet texnologiyasi ilo islomak tolabi
goyulmusdu. Bu sahads islere 2003-cii ilde baglanmig
vo SWIFT-in iizvii olan biitiin kredit teskilatlarmin
SWIFT cemiyyatinin toyin etdiyi toqvim plani
osasinda 2004-cii ilde SWIFTNet texnologiyasina
kegmasi tam basa gatdirilmigdir.

Respublika arazisinde fealiyyet gostoren 43 bankdan 40
bank "AZIPS" sistemine qosulmusdur ve alave olaraq
Bas Dovlet Xozinodarligt ve bank olmayan
"AgrarKredit" birliyi de sistemin tizviidiirlor. Sistemdo
hesabat dovriinde 51 trln. manat mebloginde 370 min
0denis senadi, 2003-cii ilin miivafiq dovriinde ise 39 trln.
manat mebleginde 368 min ddenis senadi islenilmisdir.

2002-ci ilin sonlarindan etibaren ise Milli
Telekommunikasiya Sebekesinin bazasinda Milli
Odenis Sisteminin arxitekturasini ikinci elementi olan
Xirda Odonislor iizra Hesablasma Kliring Sistemi
(XOHKS) yaradilaraq istifadeye verilmisdir. Beloliklo,
kigik hacmli, lakin daim tekrarlanan xirda 6denislarin
(emak haqqi, sosial miidafie 6denisleri, telefon, qaz,
su, elektrik enerjisi lizro kommunal 6denisler ve s.)
elektron dastyicilar asasinda hayata kegcirilmasina, eyni
zamanda xirda Odeniglerin esas istirakgilari olan
kommunal xidmeti miiessise ve toskilatlarnin, boyiik
sayda 0denis emsaliyyatlar1 (maselen, markezi ve yerli
vergi, gomrilk vo sosial miidafie Gdenigleri) aparan
hokumat ve geyri-hdkumset qurumlarinm Milli Odenis
Sisteminin infrastrukturuna inteqrasiyasi iigiin alverisli
zomin yaradilmisdir.

XOHKS yaradilmas1 prosesinde Milli Bankin,
Azorbaycan Banklar Assosiasiyasinin vo kommunal
xidmetlor gosteren togkilatlarin niimayendslerinden
ibarat Isci Qrupu yaradilmis ve bu sahade inkisaf
etmis Olkelorin (Danimarka ve Isveg) tocriibosi
otrafli Oyrenilmis ve sistemin yaradilmasinda ve
foaliyyetinde nozers alinmigdir.

XOHKS-in imkanlarindan istifade etmoklo
kommunal xidmati gosteren teskilatlarin 6deniglerinin
bu sistem vasitesilo aparilmasi istigametinde
miieyyen isler goriilmiisdiir. Bu magsedle kommunal
xidmetlori gosteran teskilatlarin daxili informasiya
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4. DEVELOPMENT OF THE PAYMENT SYSTEM AND
CASH CIRCULATION

4.1. Scope of application of the electronic payment
system increasingly expands

Basic priority objectives under the 2001-2004
strategic task accomplishment program were to pro-
mote stable operation and development of the pay-
ment system established as a result of reforms aimed
at creation of a National Payment System in 2004; to
improve their regulatory and methodology frame-
work; to establish a Card Payment Processing
Center, which represents a third element of the
National Payment System's architecture, and its reg-
ulatory and methodology framework; to develop and
adopt a State Program for development of a National
Payment System in the Republic of Azerbaijan for
2005-2007; to modify the General Ledger System's
modules and regulatory and methodology frame-
work to meet the existing needs; and to ensure effec-
tive operation and development of the local comput-
er network.

As a result of the payment system reforms imple-
mented in the country a National Interbank Real-
Time Gross Settlement/Payment System (AZIPS) was
designed and put in operation on February 16, 2001
based on SWIFT the System for International
Financial Telecommunication, the first significant
element of the National Payment System's architec-
ture. It enabled banks to handle payments in a matter
of seconds which used to take up days and some-
times even weeks; to increase considerably the speed
of cash turnover; to be more flexible in managing
liquidity; and to administer large-value and urgent
payments in a real-time (on-line) fashion.

A back-up copy of the regulatory and methodology
framework which controls the sound and safe opera-
tion of the system was created in the Alternate
Center in order to ensure secure and uninterrupted
operation in case of emergencies and failures.

The SWIFT Organization rejected the outdated
X.25 protocol and set forth the requirement to use the
SWIFTNet technology based on the more modern [P
protocol starting from 2002 in order to ensure better
information security of services provided thus meet-

ing the developments in the information technology
sector. Works in this area began in 2003 and all
SWIFT member credit institutions completed the
transfer to the SWIFTNet technology in 2004 based
on the calendar plan designed by SWIFT
Organization.

40 banks out of the 43 banks operating in the
country are connected to AZIPS; furthermore, the
Head State Treasury Office and non-bank institu-
tion AgrarKredit are also members of the system.
The system processed AZMS51 trillion worth of 370
thousand payment documents during the reported
period and AZM39 trillion worth of 368 thousand
payment documents during the corresponding
period in 2003.

A second element of the National Payment
System's overall architecture, the Bulk Payment
Clearing System (BPCS) was developed based on
the National Telecommunications Network, and
has been in operation since late 2002. Therefore,
favorable conditions were established for admin-
istering small-value but regularly repeated pay-
ments (salary, social protection charges, tele-
phone, gas, water, electricity bills, etc.) electroni-
cally, as well as for integrating communal service
providers as major stakeholders in low-value pay-
ments sector and government and non-govern-
ment entities engaged in numerous payment trans-
actions (e.g., central and local tax, customs and
social protection charges) in the National Payment
System's infrastructure.

Working Group was established to design the
BPCS which consisted of the National Bank's,
Azerbaijan Banking Association's and utility service
providers' representatives; the Working Group
worked to identify, learn and consider positive rele-
vant experiences of developed countries (Denmark
and Sweden) in designing and operating the system.

Actions were taken to ensure that payments of util-
ity service providers are administered via the BPCS
by using its broad capacities. To this end, in-house
information systems of service providers were
inspected whereupon recommendations were pro-
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sistemlori tohlil olunmus, onlarm XOHKS-in
toleblarine uygun olaraq tekmillasdirilmasi ve inkisaf
etdirilmasi {izro meslohatlor verilmisdir.

Xirda Odenisler iizre Hesablasma Kliring Sisteminde
(XOHKS) sened dovriyyesinin optimallasdiriimasi ve
sistemin foaaliyyetinin tekmillasdirilmasi maqsadile
sistemda goabul edilen bir ddenis tapsirigr meblaginin
maksimal haddi 200 milyon manat hacminde teyin
edilmis ve klirinq sessiyalarinin kegirilmasi reqlamenti
doyisdirilerak senadlerle miibadile dovrii artirtlmigdir.
Sistemin servis ve istifadacilik funksiyalarinda,
sistemde istifade olunan melumat formatlarinda
miivafiq tokmillosme isleri aparilmisdir. Xiisusen,
paket Odenislorinde sehv olan 6denis tapsiriglarinin
legv edilmasi iiglin miivafiq deyisiklikler edilmisdir.
ovvellor paket Odenisinde he¢ olmasa bir 6denis
tapsirigl sehv olardisa, onda hemin paket biitiinliikle
gebul edilmirdi. Lakin deyisiklikden sonra sehv 6denis
tapsiriglarinin paketden g¢ixarilmasi, qalan 6denislerin
iso emala gobul edilmesi tomin edilmisdir.

Qarsiligh senad miibadilasinin heayata kegirilmasi
ticiin Kart Prosessing Morkozi ilo XOHKS arasinda
interfeys alagesi yaradilmisdir.

XOHKS-in Milli Bankin diger sistemlori ilo
inteqrasiyada etibarli ve davamli fealiyystini tenzimloyen
normativ-metodoloji baza, fovgelade ve qeyri-adi
hallarda tehliikesiz ve fasilesiz isini tomin etmok
maqsadile Ehtiyat Markezds ehtiyat surati yaradilmsdir.

Respublika erazisinde foaaliyyet gosteren biitlin
banklar sistemin tizviidiirlar.

Sistemde hesabat ilinde 3.4 trln. manat mableginde
539 min 6denis senadi, 2003-cii ilin miivafiq dovriindo
iso 1,3 trln. manat mableginde 338 min 6denis senadi
islenilmisdir. Bu sistemlorin foaliyyete baglamasi ilo
6lkads maliyye bazarlarmin inkisafi iigiin elverisli sorait
yaranmis, bu ise 6z ndvbesinde bazar igtisadiyyatina
osaslanan daha semersli pul-kredit siyasetinin
aparilmasina, biitovliikde igtisadi inkisafin ve maliyye
sabitliyinin tomin olunmasina miisbat tosir gostermisdir.

Milli Bankda beynalxalq standartlar esasinda yaradilmig
movcud Odenis sistemlorinin  Maliyya Sektorunun
Qiymoatlondirilmasi Programi (FSAP) c¢or¢iveasindo
Beynolxalq Valyuta Fondunun (BVF) miitoxessislori
torefinden bu sistemlorin sistem shemiyyetli 6denis
sistemlori iiclin miioyyon edilmis Osas Prinsiploro
uygunlugu yoxlanilmis ve tam tesdiqini tapmisdir.

Olkamizds 6donis sistemindo aparilan islahatlarla tanis
olmag va tacriiba miibadilasi kegmak {iciin Qirgizistan
vo Giirciistan respublikalarinin merkezi banklarinin, 6
Morkoazi Afrika 6lkesini (Cad, Kamerun, Konqo,

Morkozi Afrika Respublikasi, Qabon ve Ekvatorial
Qvineya) temsil eden Moerkezi Bankin ve Oman
Morkazi Bankinin niimayandsleri Milli Bankda olmus,
AZIPS vo XOHKS-in is prinsipi ile tanis olmuslar.

Kart 6deniglerinin daha da inkisaf etdirilmesi ve
Olkenin biitiin regionlarin1 shate etmoklo ohaliys
daha ucuz ve keyfiyyotli bank xidmsatlarinin
gostorilmoesi {igiin beynolxalq standartlara cavab
veran beynealxalq maliyye qurumlarinin texniki vo
maliyye kdmekliyinden istifade ederek Milli Odenis
Sisteminin arxitekturasmnin ficilincii elementi olan
Milli Kart Prosessing Markazi (MKPM) yaradilmasi
sahasinde hesabat dovriinde zeruri isler goriilmiis, o
climladen iki mearhalali beynalxalq tender kecirilmis
ve tenderin qaibi olan Tieto Enator ve RiSK birge
miiessisesi ile miivafiq miiqavile baglanmisdir.
Morkezin yaradilmasi iizre isler miiqavile {iizre
2004-cii ilin sonunada basa catdirilmis ve 2005-ci
ilin avvellerinde istismara verilmisdir.

MKPM-in fealiyyeti ile bagh ilkin kart
infrastrukturunun  (bankomat ve POS terminallar
sobokesinin) yaradilmasi ilizre bir merhalsli Beynoalxalq
tender kegirilmis vo tenderin galibi olan "Lanit" sirketi ilo
bankomat ve POS terminallarin almmast ticiin 11 noyabr
2004-cii il tarixinde miigavile imzalanmisdir. 21 dekabr
2004-cii ilde KPM-nin ictimaiyyate toqdim edilmesi
magsadile prezentasiyasi kegirilmisdir. Sistemin etibarlt
ve davamli fealiyyatini tenzimlayan normativ-metodoloji
bazas1 yaradilmis, fovgelade ve qeyri-adi hallarda
tohliikesiz ve fasiloesiz isini temin etmok mogsadilo
Ehtiyat Markezde ehtiyat sureti yaradilmigdir. MKPM-in
yaradilmas1 Olkede kart Odenisleri bazarinda baraber
hiiquglu ve adaletli prinsipler esasinda regabet miihitinin
formalasdirilmasina zemin yaradacaq, bununlada
Respublikada foaliyyet gosteren Milli Odenis Sistemi
infrastrukturunun tamamlanmasi temin olunacaqdir.

Milli Odenis Sistemi infrastrukturunun yaradilmasina
baxmayaraq, genis ahali tebagasinin maliyys xidmatlerine
¢ixis imkanlarmn artirilmasi, geyri-bank qurumlarimn
Odenis sistemlorine texnoloji inteqrasiyasinin temin
olunmasi, 6denis sistemleri strategiyasimin shato dairesinin
daha da genislendirilmasi ve bu megsadlere ¢atmaq istin
xiisusi dovlet programimin hazirlanmasi  zerureti
yaranmigdir. Bu magsadle "Azearbaycan Respublikasinda
Milli Odenis Sisteminin inkisafi {izre 2005 - 2007~ci illor
tizro Dovlet Programi" hazirlanmis ve aidiyyeti dovlet
qurumlar ilo razilagdirilaraq Nazirlor Kabinetino (NK)
toqdim edilmis, 09 dekabr 2004-ci ilde ise Respublika
Prezidentinin Formani ilo tosdiq edilmisdir. Dovlet
Programinin asas magsedi her bir toserriifat subyektinin,
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vided to improve and develop such systems to meet
the BPCS requirements.

A ceiling of AZM200 million was set per payment
order received by the system, clearing session proce-
dures were modified and document exchange period
was extended in order to optimize the document cir-
culation within the Bulk Payment Clearing System
(BPCS) and improve the system's operation.
Appropriate improvements were made to the sys-
tem's service and utilization functions and data for-
mats used within the system. In particular, relevant
modifications were made to ensure that incorrect
payment orders are removed from bulk payments.
Earlier on a whole bulk payments package would be
removed if found to contain at least a single incorrect
payment order whereas now erroneous payment
orders are simply removed from the bulk set while
the remaining payments are admitted for further pro-
cessing.

An interface has been set up between the Card
Processing Center and BPCS for document
exchange.

A back-up copy of the BPCS was established in an
Alternate/Reserve Site to ensure safe and continuous
operation in case of emergencies and failures, a reg-
ulatory and methodology framework which regulates
the BPCS' safe and sustainable operation in an inte-
grated manner with the National Bank's other sys-
tems.

All banks operating in the country are members of
the system.

The system processed AZM3.4 trillion worth of
539 thousand payment documents during the report-
ed year, and AZM1.3 trillion worth of 338 thousand
payment documents during the corresponding period
in 2003. Operation of such systems affected favor-
ably the country's financial markets, which, in turn,
allowed for implementing a more effective market
economy-based monetary policy and promoting
economic growth and financial stability in general.

International Monetary Fund's (IMF) experts
assessed these payment systems established by the
National Bank in accordance with the international
standards for, and confirmed their compliance with
Core Principles for essential payment systems, under
the Financial Sector Assessment Program (FSAP).

Representatives of Kirgizstan and Georgian central
banks, the Central Bank representing 6 Central
African countries (Chad, Cameroon, Congo, Central
African Republic, Gabon and Equatorial Guinea)

and Central Bank of Oman visited the National Bank
and studied the operating principles of AZIPS and
BPCS in order to review the payment system reforms
implemented in our country and share experiences.

Necessary measures were taken during the reported
period to establish the third element of the interna-
tional standard-compliant National Payment
System's architecture, the National Card Processing
Center (NCPC) using technical and financial assis-
tance from international financial institutions in
order to promote the development of card payments
and ensure access of the general public to lower-cost
and higher quality banking services across all
regions in the country; these measures included an
international bidding process whereupon a contract
was awarded to the winning bidders Tieto Enator and
RISK which acted as a joint-venture. Contractual
works to establish the center were completed in 2004
and the center was put in operation in early 2005.

A single-stage international tender was adminis-
tered for creation of a preliminary card infrastructure
(ATM and POS terminal network) in line with the
NCPC's operation and a contract was concluded with
the winning bidder company Lanit to purchase ATM
and POS terminals on November 11, 2004. A pres-
entation was held on December 21, 2004 to present
the CPC to the general public. A regulatory and
methodology framework was developed to ensure
the system's safe and sound operation and a back-up
copy of the system was made on the
Alternate/Reserve Site to ensure secure and continu-
ous operation in case of emergencies and failures.
Creation of the CPC will enable formation of a com-
petitive environment in the country's card payment
market based on equitable and fair treatment princi-
ples hence ensuring that the National Payment
System's infrastructure is complete.

Although the infrastructure was set up for the
National Payment System, there still existed a
need to design a special state program to improve
access of the larges group of population to finan-
cial services; to ensure technological integration
of non-bank institutions in payment systems; and
to expand the coverage of payment system strate-
gy. To this end, the State Program for
Development of the National Payment System in
Azerbaijan for 2005-2007 was prepared and sub-
mitted to the Cabinet of Ministers (CoM) after
being agreed with relevant government agencies
and approved by the Presidential Decree of
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genis ahali tebagesinin - har bir ev teserriifatinin elektron
Odenis sistemlorinin imkanlarimdan daha aktiv istifadeyo
colb edilmesi, onlar {iciin erazi mensubiyyatinden asilt
olmayaraq biitiin 6lkeni ehate etmoklo vahid elektron
Odenis mekanmin yaradilmasi, eyni zamanda hiiquqi ve
fiziki soxslorin maliyye xidmatlerine, bank sistemi vo
maliyye bazarlarinin ise oksine, toserriifat subyektlorine
vo ev tosarriifatlarina garsiligh ¢xis imkanlarinin daha da
artirilmast, iqtisadi dévriyyede olan pul kiitlesinin nagdsiz
dovriyye ilo ovez olunmasi ve bank sistemindo
akkumulyasiya edilerek hemin vesaitlerin 6lke
igtisadiyyatinin inkisafina investisiya edilmesi ticiin
olverigli zomin yaratmaqdan ibaretdir.

Bu megsede catmaq ii¢liin Dovlet Programinda
asagidaki en miihiim tedbirlerin yerine yetirilmasi
nazarde tutulur:

- Ik novbede kart &denislerinin daha da inkisaf
etdirilmesi vo Milli Odenis Sistemi arxitekturasimn
tamamlanmasi ii¢lin yeni infrastrukturun - Milli Kart
Prosessing Morkozinin yaradilmasi ve istismara
verilmasi.

- Kommersiya banklarinin daxili informasiya vo
hesablagma sistemlorinin daha da inkisaf etdirilmasi
vo beynalxalq standartlara uygunlasdirilmasi.

- Boyiik sayda xirda ddenisler (elektrik enerjisi, gaz,
su, telefon vo s. 6denisler) aparan kommunal xidmati
toskilatlarinin, habels, vergi, gémriik, pensiya ve diger
sosial miidafie Odeniglerini aparan hokiimet
qurumlarinin  6denis sistemleri infrastrukturuna
texnoloji inteqrasiyasinin tamamlanmast.

- Odenis sistemlorinin cografi ohate dairesinin
genislondirilmasi ve regionlara istigamatlendirilmasi,
toserriifat subyektlorinin vo ev tosarriifatlarimin maliyye
xidmetlorine ¢ix1s imkanlarinin daha da artirilmasi.

- Odonis sistemlorinde risklerin idare edilmasi
somoraliyinin  artirtlmast  ve  tehliikesizlik
standartlarinin miiayyen edilorok tonzimlonmasi.

Informasiya texnologiyalari. Bu strategiyada Milli
Bankin ugot ve emesliyyatlarinin idarsedilmesinin
avtomatlagdirilmasi {izre Bas Miihasibat Sisteminin
(BMYS) asas niivesinin ve Bas kitab, Miisteri ve hesablar,
Mbolumatlarin ~ catdirilmasi,  "Hesablasma-Kassa
xidmeti", "Beynolxalq 6deniglor", "Valyuta bazarinda
amoliyyatlar", "Depozit vo kredit", "Omak haqq1",
"Osas vesaitlor" modullarinin totbigi basa ¢atdirilmis vo
sistemin Milli Bankin ehtiyaclarina uygun olaraq
tokmillesdirilmesi heyata kecirilmisdir. Bag Miihasibat
Sisteminin totbiqi naticesinde emeliyyatlarin yerine
yetirilmasi siirotlonmis ve emsliyyatlara nezarat
giiclonmigdir. Beynoalxalq Miihasibat Standartlarinin

toleblerine cavab veran illik maliyye hesabatlarmi tortib
etmok ve Bankin gostericilerini daha diizgiin tehlil
etmok imkani olde edilmisdir. Bu sistem, miihasibat vo
maliyye ugotu sahasinde bank nazaretinin ayrilmaz
torkib hissesi olmagla, maliyye sahasinde idareetmaya,
miihasibat ucotu sahesinde ise osas istiqamatlorin
milayyenlesdirilmasine, inkisaf etdirilmasine veo
goriilon tadbirlerin semersliliyinin artirllmasina serait
yaratmigdir. BMS-nin modullar1 Milli Bankda fealiyyet
gostoron Odenis sistemleri ilo inteqrasiyada effektli
istismar olunur vo daim aktuallasdirilir.

Milli Bankan Orazi Idaralori ilo Bas ofisi arasinda
informasiya miibadilesi Internet sobekesi vasitosile togkil
olunmusdur. Giindslik olaraq Orazi Idarelerinden gobul
edilon mealumatlarm BMS-na daxil edilmesi vo Milli
Bank {izro icmal balansa ¢gixilmasi temin edilmisdir.

Avtomatlasdirilmis  Bank  Statistika  Hesabati
Sisteminin (ABSHS) yaradilib istismara verilmasi
noaticesinde kredit togkilatlarindan elektron {isulla
sistemo daxil olan mselumatlarin Bank nezareti,
Tadiyye balansi, Bank statistikas1 ve Monetar modullart
ilizre emal edilerak istehlak¢ilarin istifadesine verilmosi
tomin edilmisdir. Fovgelade hallar zamani sistemin
fasilesiz fealiyyetini tomin etmek maqsedile Ehtiyat
Morkazinde ehtiyat sureti yaradilmigdir.

Milli Bankin inzibati binasinda miiasir texnologiya
vo telekommunikasiya avadanliglarinin bazasinda
daxili lokal kompiiter sabakasi vo bunun tlizerindo
yaradilmis daxili elektron yazigsmalar sistemi
yaradilmigdir. 2001-ci ilde Milli Bankin beynalxalq
Internet sobokesinde WEB-sayt1 vo 2002-ci ilde
iso daxili Intranet sistemi yaradilmisdr.

Milli Bankin "2002-2005-ci iller iizre bank sisteminin
inkigaf strategiyas1" corgivasinde yeni
Mborkoazlosdirilmis Kredit Reyestri Sisteminin
(MKRS) yaradilmasi iizre islor 2004-cii ildo basa
catdirilmusdir. Biitiin banklara sistemdoe islome imkanlart
yaradilmis ve onlarin real rejimde islemasi toskil
edilmisdir. Sistemin etibarh fealiyyetinin temin edilmasi
liclin normativ-metodoloji baza yaradilmigdir. Ehtiyat
Morkazi ilo miivafiq ATS arasinda telekommunikasiya
seboakesindo tokmillosma islorinin aparilmasit meqgsedile
fiber optik kabel ¢okilmis, bu magsedle alinmis seboke
avadanligi qurasdirilmisdir. Hal-hazirda XOHKS-in
arxiv igleri yeni ¢okilmis xett vasitesile hayata kegirilir.

AMB-do lokal sabaks infrastrukturunun inkisaf
etdirilmasi ile bagli miiasir teleblera cavab veran
yiiksek parametrli sobake serveri alinmig ve hamin
serverde miivafiq emsliyyat sistemi instalyasiya
olunmusdur. Eyni zamanda "Deloitte"beynalxalq
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December 9, 2004. The principal objective of the
State Program is to ensure broader usage of elec-
tronic payment systems by all business entities
and larger groups of population, each and every
household; to create a single electronic payment
area for them covering the entire country, regard-
less of actual administrative boundaries; to
improve access of legal entities and individuals to
financial services and, vice versa, to improve
access of the banking system and financial mar-
kets to business entities and households; to replace
cash in circulation with non-cash turnover and, by
accumulating such resources within the banking
system, to enable environment for invest these
resources for the purposes of economic develop-
ment in the country.

To this end, the State Program envisages the below
described major activities:

- First of all to establish and put in operation the
National Card Processing Center, a new infrastruc-
ture needed to further develop card payments and
complete the architecture of the National Payment
System.

- To promote development of, and improve internal
information and reporting systems of commercial
banks to international standards.

- To complete technology integration of utility
service providers conducting numerous bulk low-
value payments (electricity, gas, water, telephone
and other bills), as well as government agencies pay-
ing tax, customs, pension and other social protection
charges into the infrastructure of payment systems.

- To expand the geographic and regional coverage
of payment systems and to improve access of busi-
ness entities and households to financial services.

- To improve the effectiveness of risk management
in payment systems to be thereafter controlled based
on security and safety standards that need to be
designed in the first place.

Information technologies. This strategy of
automation of the National Bank's accounting treat-
ment and operations management completed the core
of the General Ledger System (GLS) and various
modules such as the General Ledger, Customer and
accounts; Data Delivery; Cash settlement services;
International payments; Currency market transac-
tions; Deposits and loans; Salary; Fixed assets and
the system was improved to meet the National
Bank's needs. The General Ledger System improved
the transaction speed and oversight. The system also

enabled to prepare IAS-compliant annual financial
reports and analyze bank performance ratios more
accurately. This system, being a major and integral
component of the accounting and financial record-
keeping aspect of banking supervision, has allowed
for improving the management in terms of finance
and identifying basic objectives, developing and
improving effectiveness of activities in terms of
accounting. GLS modules are effectively operated
and continually updated in integration with the
National Bank's payment systems.

The National Bank's Regional Offices exchange
information with the Head Olffice via the Internet.
Daily reports from Regional Offices are entered into
the GLS which then produces a consolidated balance
sheet for the National Bank as a whole.

As a result of creation and commissioning of the
Automated Bank Statistical Reporting System
(ABSRS) reports received electronically from credit
institutions are processed in Banking supervision,
Balance of payments, Banking statistics and
Monetary modules and thereafter submitted to rele-
vant users. A back-up copy of the system is available
on the Alternate/Reserve Site to ensure undisrupted
operation in case of emergencies.

An in-house local computer network has been set
up based on modern technology and telecommunica-
tions hardware in the National Bank's office build-
ing; furthermore, an internal electronic correspon-
dence system has also been created based on the
aforementioned computer network. The National
Bank's official web-site was created in 2001 and
Intranet system in 2002.

In 2004, the National Bank completed the process
of creating the Centralized Credit Registry System
(CCRS) under the Banking System Development
Strategy for 2002-2005. All banks are enabled to use
the system on-line. A regulatory and methodology
framework has been developed to ensure reliable
operation of the system. Fiber optical cables have
been laid between the Alternate Site and ATS in
order to improve the telecommunications network;
hardware acquired to this effect has been installed.
Currently the BPCS carries out its filing activities
through the newly laid line.

A modern, high capacity server has been acquired
to support development of the local network infra-
structure and a relevant operating system has been
installed on this server. In addition, the National
Bank also purchased and installed on the server the
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audit srketinin tovsiyyesine uygun olaraq IBM Lotes
Domino/Notes pogt sistemi alinib ve hemin serverde
quragdirilmisdir. Yeni server vo pogt sistemi real
vaxt rejiminde foealiyyet gdstarir.

4.2. Pul tosarriifati yeni islahat arofosindo

2004-cii il erzinde nagd pul dovriyyesinin toskili, nagd
pulun saxlanmasi, daginmasi ve tohliikesizliyi sahasindo
movcud normativ - metodoloji bazanin beynalxalq
praktikaya uygun tokmillesdirilmesi, texniki bazamn
mohkemlendirilmesi vo hoyata kecirilmoesi noazerde
tutulan denominasiyaya hazirliq isleri istigametindo
moagsadyonlii tedbirler heyata kegirilmisdir.

Hesabat dovrii tictin dovriyyade nagd pula olan telabat
miieyyonlosdirilmis, il erzinde dovriyyeden cixarilmis
yararsiz pul mabloegi nazere alinmagla catismamazligin
Ortlilmasi vo cari ilin telobatinmn ddenilmesi ti¢iin 1 trin.
manat mobleginde pul cap olunmus ve Olkeye
gotirilmisdir.

Olke rehberliyi terafinden shalinin sosial rifahinin
yiiksoeldilmesine yoOnelmis genis sosial yoniimli
tadbirler iqtisadiyyatda nagd pula olan tslabati
artirmisdir. 11 orzinde "Temiz pul" siyasetinin
aparilmasi1 ¢or¢ivesinde dovriyyede olan yararsiz
pullarin se¢ilmasi, yenilari ilo evez olunmasi prosesi
davam etdirilmis vo 106 mlrd. manat yararsiz pul
todaviilden ¢ixarilmisdir.

Azarbaycan Respublikasinin Milli Banki1 hagqinda
Qanuna miivafiq olaraq milli valyutanin - manatin
dizayninin inkisafi {izre konsepsiya islonmisdir.
Konsepsiya islenib hazirlanarken bu saheade
toplanmis nezeri-praktiki tecriibe, miivafiq
beynolxalq teskilatlarin ve xarici dovletlerin
moarkozi banklarinin is tocriibeler nezere alinmisdir.

Hoyata kegirilmoasi nezerde tutulan pul nisanlarinin
nominal deyerinin ve qiymsetlor miqyasinin
doyisdirilmasi (denominasiya) tedbirlerine hazirliq il
orzinde Departamentin isinde prioritet istiqgamaot
olmusdur. Bununla slagedar beynelxalq standartlara
cavab veron yeni nosil oskinaslarin ve sikkelorin
dizayninin hazirlanmasi ile bagli aparict xarici
sirketlorle miivafiq damisiglar aparilmigdir. ©n gabaqcil
Olkolorin tocriibasine osasen Milli Bankin dizayn
konsepsiyasi ve miihafizo folsefesi miiayyen

edilmisdir. Yeni nesil oskinaslarin (sikkelorin)
dizayninin hazirlanmasi iiciin Boyiik Britaniyanin "De
La Rue", Almaniyanin "Giesicke & Devrient",
Avstriyanin  "OEBS", Hollandiyanin "Enchede
Banknotes", Isvecronin "Orell Fiissli" sirkotlori
arasinda miisabige kecirilmisdir. Bu sahade en yeni
beynalxalq tecriibenin daha derinden Gyrenilmesi
magsadi ile Tiirkiye Ciimhuriyysti Markeazi Bankina
isgiizar sofor edilmis ve daimi olaraq texniki ve
informasiya desteyi barasinds raziliq alde edilmisdir.
Il erzinde nagd pul sferasinin idare olunmasi ve
isin togkili sahasinde miivafiq normativ bazanin
yaradilmas1 ve qiivveds olan normativ senadlerin
tokmillosdirilmasi istiqgameatinde miioyyen isler
gorlilmiisdiir. Belo ki, "Azerbaycan Respublikasinin
Milli Banki ve onun struktur bdlmelarinde nagd
pulun va qiymstlilerin dasinmasinin tehliikesizliyini
tomin etmok moaqgsadile xidmeti silahlarin ve
sursatlarin  alinmasi, qeydiyyati, saxlanmasi,
dasinmasi ve istifade edilmesi haqqinda" Telimat
hazirlanaraq Daxili Isler Nazirliyi ile razilasdirilmis
ve Idare Heyeti torafinden tesdiq olunmusdur.
"Azerbaycan Respublikasinda xatire sikkelerinin
todaviilo buraxilmasi" Qaydalar1 Idare Heyoti
torofindon tesdiq edilmis ve Milli Bankin
qurumlarina ve banklara gonderilmisdir.
"Azerbaycan Respublikasi eorazisinde pullarin
ekspertizasinin toeskili ve aparilmasit Qaydasi"nin
layihasi hazirlanmig, "Azerbaycan Respublikasinin
kredit togkilatlarinda kassa emseliyyatlarinin aparilmasi
Qaydalar1"nin tekmillasdirilmasi iizre Qaydalara
deyisiklikler edilmisdir. Iqtisadiyyatin nagd pula olan
tolebatinin miisyyenlasdirilmasinin metodologiyasi
tokmillesdirilmis ve rehberliye toqdim edilmisdir.
Azarbaycan Respublikasi Prezidentinin 10 mart
2004-cii il tarixli "Azerbaycan xalqmin timummilli
lideri Heydoer Olirza oglu Oliyevin xatiresinin
obadilegdirilmasi hagqinda" Fermanmin icrasi ile
olagedar mohterom Heydoer Oliyevin serofine platin,
quzil ve glimiis xatire sikkelarinin buraxilmasi {igiin
Milli Bankla Ingilterenin "Royal Mint" Kral
Sikkexanas1 arasinda kontrakt imzalanmigdir. Homin
sikkalerin hazirlanaraq respublikaya getirilmasi vo
todaviilo buraxilmasi temin edilmisdir.
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IBM Lotes Domino/Notes mailing system as recom-
mended by Deloitte&Touche, the international audi-
tor. The new server and mailing system are on-line
operated.

4.2 Cash circulation on the verge of new reforms

Appropriate actions were taken during 2004 to
improve the existing regulatory and methodology
framework related to cash circulation, cash storage,
transportation and security to international standards,
strengthen the current technical framework and pre-
pare for the planned denomination.

The requirement for cash in circulation was
identified for the reported period and AZM1 tril-
lion of notes were printed and delivered to the
country to cover the unfit notes withdrawn from
circulation during the year and meet the current
year's needs.

The comprehensive social measures taken by the
government to improve the social welfare of the
population caused the cash needs of the economy to
increase. The 'Clean money' policy implemented
during the year led to continuation of the process of
selecting and replacing unfit notes with new ones; a
total of AZM106 billion worth of unfit notes were
withdrawn from circulation.

A concept for development of the nationally cur-
rency unit's design, the Manat, has been developed in
accordance with the Law of the Azerbaijan Republic
on the National Bank. The concept considered the
so-far accumulated own experience along with the
expertise of relevant international institutions and
central banks of foreign states.

The Department's priority tasks for the year
included preparations for the planned alteration of
the par values and denominations of bank notes
(denomination). Design preparations for the new
generation notes and coins were negotiated with
the leading foreign companies in consideration of
international standards. The National Bank set its
design concept and protection philosophy based
on the expertise of the most advanced countries.
Bids were invited from the British company De La
Rue; German Giesicke & Devrient; Austrian

OEBS; Dutch Enchede Banknotes; and Swiss
Orell Fussli for designing the new generation
notes (coins). A study tour was held to the Central
Bank of Turkey to learn the advanced internation-
al expertise in this area, where an agreement was
reached to maintain a regular exchange of techni-
cal and informational support.

Actions were taken during the year to develop a
regulatory framework for cash management and
arrangements and to improve the existing normative
documents. Thus, the Regulation for acquisition,
registration, storage, carriage and usage of service
weapons and munitions to secure transportation of
cash and valuable items within the National Bank
and its departments" was developed, agreed with the
Ministry of Interior and approved by the
Management Board.

The Management Board approved and distributed
the Commemorative Coinage Regulation to the
National Bank's departments and commercial banks.

Draft Regulation on Expert Examination of Bank
Notes in the Republic of Azerbaijan was prepared;
the Regulation on Cash Transactions in Credit
Institutions has been revised. The methodology for
determining the cash need of the economy has been
modified and submitted to the management.

The National Bank entered into a contract with the
Royal Mint of England to issue platinum, golden and
silver memorial coins of honorable Heydar Aliyev in
execution of the Presidential Decree of March 10,
2004 on Perpetuation of the Memory of Azerbaijan's
National Leader Heydar Aliyev Alirza oglu. These
coins were minted and delivered to the country to be
issued in circulation.
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5. BANK QANUNVERICILIYININ INKISAFI YENI
MORHOLODO

2004-cii ilde hiiquq sahesinde qarsida duran osas
taktiki magsadler "Azerbaycan Respublikasmin Milli
Banki haqqinda" ve "Banklar haqqinda" gqanunlarin
gebul edilmasi, homin qanunlarn icra mexanizmlorinin
yaradilmast  ve infrastruktur  qanunvericiliyin
tokmillegdirilmesinden ibaret olmusdur. Sonuncu
magsad c¢ercivesinde ipoteka sisteminin normativ-
hiiquqi bazasmm hazirlanmasi xiisusi yer tutmusdur.
Eyni zamanda "Omanatloerin sigortalanmasi haqqinda"
vo "Mikromaliyyslosdirme togskilatlart hagqinda”
Azerbaycan Respublikasinin Qanun layihalerinin
hazirlanmasi da prioritet magsedlorden olmugsdur.

Bank sistemi asasen iki seviyyaden - dovletin merkezi
bankindan ve kommersiya banklarindan ibaretdir ve har
ikisinin foaliyyeti xiisusi qanunlarla tonzimlenir. 1992-
ci ilo tosadiif eden ilk iki qanun dovlet suverenliyini
barpa etmis Azorbaycanm iqgtisadi miistoqilliyi yolunda
ganunvericilik sahesinde atilan addimlardan biri idi.
Bank qanunlarmm 1996-c1 il tarixli redaksiyalar
Azorbaycan Respublikasmm yeni Konstitusiyasinin
gebulu ile baglanmis dovlet quruculugunun mahiyyatce
yeni dovriiniin teleblerinden dogurdu. Nohayaet, hesabat
ilinde gabul edilmis {iglincii nesil bank ganunlart Avropa
ailesine lizv oldugu, iqtisadi cehetden mohkemlenen ve
getdikco diinya igtisadiyyatinin bir ¢ox sahelerine
inteqrasiya eden Azerbaycanin iqtisadi nailiyyetlerine
uygunlasdirilmigdir.

Ukiincii nosil bank ganunlar1 Milli Bankin 2001-2004-
cii iller tiglin Strateji planinin realizasiyasi gorgivasindo
gobul edilmigdir. Mahz bu dévrde bank sisteminin
beynoalxalq standartlara daha da yaxilagdirilmasi
magsadilo radikal islahatlarm aparilmasi iiglin biitiin
saholor lizre ambisioz planlar miioyyen edilmis ve
hiiquq isinin konsepsiyasinda miivafiq ganunvericilik
todbirleri nezerde tutulmusdur.

Bunun neticesi olaraq 2004-cii ilde "Azerbaycan
Respublikasinin Milli Banki haqqinda" ve "Banklar
haqqinda" Qanunlar biitiin ictimai miizakire
prosedurlarindan kegerak "hoyata vesiqe almis" ve
strateji dovriin magqsadlerinin diizgiin
mileyyenloesdirilmasini bir daha tesdiq etmisdir.

Azoarbaycan Respublikasi Prezidentinin 2002-ci il 26
dekabr tarixli Fermani osasinda hazirlanan

"Azarbaycan Respublikasinin Milli Banki haqqinda"
Qanun 6lke parlamenti torafindon hesabat ilinds qobul
edilerak qiivveye minmisdir. Qanun Milli Bankin
hiiquqi veziyyetini, onun meqsad ve funksiyalarini,
dovlet qurumlar arasinda yerini vo rolunu daha deqiq
mileyyen etmis, Milli Bankin mesuliyystinin ve
foaliyyetinin soffafliginin artirilmasi ii¢iin miivafiq
mexanizmlor nezorde tutmusdur.

tomin edilmoasi Milli Bankin esas maqgsadi kimi
miloyyon edilmis, eyni zamanda funksiyalarina
uygun olaraq bank ve 6denis sistemlerinin sabitliyi
vo inkisafi da onun meaqsedlarine aid edilmisdir.

Dovlet orgam1 kimi miieyyen edilon Milli Bankin
diger dovlet orqanlart ile garsiligh miinasibetlori tesbit
edilerak onun dovlatin banki ve maliyye agenti rolunda
hiiquq ve vezifeleri miiayyen edilmis, dovletin igtisadi
siyasatinin baslica istiqgamatlarinin, o ciimloden biidce-
vergi, qiymet-tarif, daxili ve xarici borcun hacmi vo
idaro edilmasi massalelorinin miizakiresinde onun
istiraki nazerde tutulmusdur. Bu norma dovletin iqtisadi
siyasatini hayata keciron orqanlar arasinda foaliyysatin
olagelondirilmesine vo mdvcud imkanlardan daha
somarali istifade olunmasina xidmat edir.

Yeni qanunda dovlet rehberliyi ve ictimaiyyet
qarsisinda hesabatliq sistemi vasitasile Milli Bankin
mosuliyyatinin ve fealiyyetinin soffafliginin
artinlmas1 U¢iin effektiv mexanizmlor miiayyoan
edilmisdir. Belo ki, Milli Bankin institusional,
funksional, maliyye ve soxsi miisteqillik
elementlarinin tosbiti ilo yanas1 onun 6lke Prezidenti
qarsisinda hesabatin dovriliyi ve formalar1 imkan
verir ki, morkozi banklarin klassik "dovletdo dovlot"
statusu ilo yanas1 cari fealiyystinde Milli Bank ¢ox
ciddi ictimai nazarat altinda olsun.

Her garsidaki il {iglin pul siyasetinin moagsed ve
vozifolerinin, Milli Bankdan asili olan ve asili olmayan
amilleri do oks etdirmoekle onlarin hayata kegirilmasi
yollarmin boayan edilmeasi, maliyye hesabatinin
Beynolxalq Audit Standartlar asasinda kenar auditor
torofinden yoxlanilmasi, Maliyye Hesabatlarinin
Beynolxalq Standarlarina uygun olaraq tertib edilmis
illik maliyye hesabatinin vo omsliyyat biidcesinin
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S. DEVELOPMENT OF BANKING LAWS MOVING
FORWARD TO THE NEXT STAGE

The primary tactical objectives in year 2004 in
terms of legal issues were to pass the Laws on the
National Bank of the Azerbaijan Republic, and on
Banks, develop implementation mechanisms for
there laws and improve the infrastructure legislation.
Development of a legal and regulatory framework to
govern the mortgage system was assigned a special
priority in accomplishing the last task. Furthermore,
priority legal tasks also included drafting the Laws of
the Azerbaijan Republic on Individual Deposit
Insurance, and on Micro-Financing Institutions.

The banking system basically consists of two tiers:
the central bank and commercial banks, where a spe-
cial designated law governs the activities of the for-
mer and the latter. The first two laws passed in 1992
were among the first steps that newly independent
Azerbaijan took towards legal framework develop-
ment. The 1996 revisions of the banking laws were
necessitated by the requirements set forth by the very
new era of sovereignty structure commenced with
the adoption of the new Constitution of the
Azerbaijan Republic. Finally, the third generation
banking laws are consistent with the economic
achievements of Azerbaijan which now has become
a member of the European community, economical-
ly stronger and increasingly integrated into the world
economy.

The third generation banking laws were passed in
accordance with the National Bank's Strategic Plan
for years 2001-2004. This is the period when ambi-
tious reform plans were drawn up for all sectors and
relevant legislative activities were designed within a
concept package for legal work with an overall aim
of improving the banking system to international
standards.

Subsequently, the Laws on the National Bank of the
Azerbaijan Republic, and on Banks were passed
after having gone through all public discussion pro-
cedures in 2004 and thus provided another evidence
of proper and correct identification of the targets set
for the strategic period.

The Law on the National Bank of the Azerbaijan
Republic prepared based on Presidential Decree of

December 26, 2002 was adopted by the national par-
liament and thereafter took effect. The Law more
clearly identifies the National Bank's legal status,
objectives and functions, position and role within the
government and provides appropriate mechanisms to
improve the National Bank's accountability and
operating transparency.

Furthermore, price sustainability was determined as
yet another principal task of the National Bank along
with ensuring the stability and development of the
banking and payment systems in consistency with its
functional responsibilities.

The Law also identifies the rights and responsibili-
ties of the National Bank, as a government authority,
in the capacity of the government's bank and finan-
cial agent, and provides for its participation in dis-
cussions regarding the principal objectives of the
national economic policy, including fiscal, price and
tariff, domestic and foreign debt amount and man-
agement issues. This provision serves the purpose of
coordinating activities of government agencies
responsible for implementing the national economic
policy and ensuring more effective use of the avail-
able resources.

The new law defines effective mechanisms to
ensure better accountability and operating trans-
parency of the National Bank through a reporting
system before the government and general public.
Hence, the frequency and format of the National
Bank's reporting to the President in addition to its
confirmed institutional, functional, financial and per-
sonal independence elements ensure that the National
Bank's current operations are closely monitored by
the public while having the classical status of "state
within a state" characteristic of central banks.

Requirements with respect to statement of mone-
tary policy objectives and goals for each year and
implementation solutions with both factors within
and beyond the National Bank's control; audit of the
financial statements by an external auditor in accor-
dance with the International Standards of Auditing
and disclosure of IFRS-compliant annual financial
statements and operating budget outturns as well
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naticelerinin, eloce do digar malumatlarin ictimaiyyoto
aciqlanmast telebleri Milli Bankin fealiyyetinin
maksimal deracede soffaf olmasini zeruri edir.

Yeni Qanunda Milli Bankin foaaliyystinin
soffafligin1 temin eden osaslardan biri de Bankin
idareetmo  sisteminde  korporativ  idareetmo
standartlarinin tetbiqidir. Bele ki, Milli Bankin
togkilati strukturunun, idareetme organlari arasinda
selahiyyat bdlgiisiiniin, daxili nezaratin forma ve asas
prinsiplerinin bilavasite qanunda tosbit edilmasi,
Bankin idareetmoasinde maraqglar miinaqisesini aradan
galdiran meselelerin  ganunla tenzimlenmaesi
foaliyysetinin tam seffaf olmasina serait yaradir.

ovvelki ganunlardan forqli olaraq yeni Qanunda kredit
toskilatlar1 ilo miinasibotlori ohate edon xiisusi fosil
¢or¢ive xarakteri dasiyir. Bu sahaye aid normalar bank
foaliyyetinin lisenziyalagdirilmasi, tenzimlenmasi ve
nazareti sahasinde yalmz hiiquqi esaslart ve Milli
Bankin asas salahiyysatlerini miieyyen edir, prudensial
tonzimlomoe vo nezarot qaydalar1 ise bilavasito
"Banklar haqqmda" Qanunla nizamlanur.

Umumilikde ise yeni ganun Milli Bankm biitiin
funksional fealiyyeti sahslerine niifuz etmek, tenzimladiyi
sferalara beynalxalq tocriibaye uygun semerali nazareti
hayata kegirmok imkanlarini nezerde tutur.

Hesabat ilinde "Banklar haqqinda" Azerbaycan
Respublikasi Qanunu da qlivveye minmisdir.
Beynelxalq standartlar, o ciimleden Avropa Birliyinin
bank direktivleri, bank nezareti iizre Bazel prinsiplori
asasinda hazirlanmig bu Qanun 6lkenin bank sisteminin
sabitliyinin ve etibarliginin artirilmasi istigamstinde
aparilan islahatlarin daha da derinlegsmesine tekan
vermis, omanatcilorin vo kreditorlarin maraglarinin
somarali qorunmasina zemin yaratmisdir. Bank
ganunvericiliyinde ilk defe olaraq miihiim istirak pay1
sahiblerinin ve inzibat¢ilarin menavi keyfiyyetlori ilo
bagh telebler &ne ¢okilmisdir. Iri sehmdarlarin ve
inzibat¢ilarin "megbul ve lazimi keyfiyyetlora malik
soxs" vo '"vetendas qiisursuzlugu" gdstericilerine
uygunlugunun teleb edilmasi kommersiya banklarmin
daha layiqli sexslerle temsil olunmasini sertlendirir.

Qanunda kommersiya banklarinin bank sistemine
"buraxilis qaydalar1" miithiim deyisikliklera meruz
galmisdir. Belos ki, sisteme {izv olmaq isteyen har bir
iddia¢1 iki moerhslali icaze prosedurlarindan
kegmeoli, risqlerin idare edilmasi baximindan iqtisadi
vo togkilati hazirliga malik olmalidir.

Yeni Qanun banklarin teskilati-hiiquqi formasinda da
dayisiklikler etmisdir. Belo ki, Qanuna uygun olaraq
bank en azi ii¢ hiiquqi ve/ve ya fiziki soxs torofinden

aclq sehmdar cemiyyeti formasinda yaradilir. Bu
miiddeanin bank sisteminin institusionallasmasinda
ohamiyyeti boylikdiir. Belo ki, bank kapitalinin
etibarliginin artirilmasi, banklarda korporativ idaraetma
standartlarinin  totbiqi, o cilimleden fealiyyetin
soffafliginin ~ temin  edilmesi,  mesuliyyatin
boliisdiiriilmesi, daxili nezarstin giiclondirilmesi ve bir
sira diger miihiim amiller baximindan agiq sehmdar
comiyyeti diger teskilati-hiiquqi formali teserriifat
comiyyatlarine nisbaten daha ¢ox iistiinliiklore malikdir.

Birinci defe olaraq bank kapitalinin "¢irkli pullar"dan
gorunmasi maqsadile miivafiq siyahi iizre miieyyen
edilmis offsor zonalarda qeyde alinmg hiiquqi ve fiziki
soxslorin  banklarda istirakina mehdudiyyatin
goyulmasi Qanunda nazerds tutulmusdur.

Artiq bir nege ildir ki, biitiin sivil baseriyyatin "¢irkli
pullar"la ve terrorizmin maliyyasdirilmasine qarst
apardig1 miibarizede Azarbaycanin aktiv istiraki bank
sisteminde de bu "belalar"la miibarize tedbirlarinin
hayata kecirilmesi {iclin Qanunda bir nece xiisusi
norma nazorde tutulmusdur. Bels ki, banklarda anonim
hesablarin acilmasi gati qadagan edilmis, miisterilerin
vo onlarin benefisiarlarinin eynilesdirilmasi telabi
tosbit edilmisdir. Bu vaxta geder Milli Bankin normativ
sonadleri ile tenzimlenen miiddealarin ganun
soviyyesinde tosbit olunmasi hemin sahado aparilan
islori daha da méhkemlondirir.

Qanunun shamiyyatli yenileklori kimi banklar
ilizerinde neazaret tadbirlerinin forma ve mezmununu
geyd etmak lazimdir. Belo ki, problemli banklara qgarst
xoberdarliq tedbirlerinin hayata kecirilmesi vo 6ziinii
"tam etibardan" salmig banklara qarsi sanksiyalarin
totbiqi esaslart ve qaydalar1 bank nezaretinin
somaraliliyinin artirllmasina, bank emansatcileri ve
kreditorlarmin  maraqlarmin  effektiv = sokilde
gorunmasina sorait yaratmigdir. Problemli banklarda
miiveqgeti inzibatgiliq institutunun tetbiq edilmasi vo
banklarin vaxtinda iflas prosedurlarina baslanmasi
imkanlar1 yeni Qanunun prinsipial istiinliiklerine aiddir.

Her iki yeni nasil qanunlarin icra mexanizmlerinin
yaradilmasi iiclin hesabat ilinde Milli Bankin
normativ  bazast xeyli tekmillegdirilmis ve
geniglondirilmis, sistemlogdirma isloeri aparilaraq
moveud normativ xarakterli aktlar yeni qanunvericilik
aktlarinin teleblerine uygunlasdirilmis, hiiquqi
ohamiyystini itirmis normativ senadler qiivveden
diismiis hesab edilmisdir. Belo ki, "Banklar haqqinda"
Qanunun icrasinin temin edilmasi {i¢lin yeni normativ
xarakterli aktlar gobul edilmisdir.

Eyni zamanda banklarda korporativ idareetmenin
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other information to the general public necessitate
highest achievable transparency in the National
Bank's activities.

Yet another factor contributing to the transparency
in the National Bank's operations is the implementa-
tion of corporate governance standards within the
Bank's management system. Therefore, by contain-
ing provisions concerning the organizational struc-
ture, authority division between corporate organs,
format and basic principles of internal controls of the
National Bank, as well as by addressing potential
conflict of interest in relation to the administration of
the Bank, the Law ensures complete transparency of
the Bank's operations.

Unlike the earlier laws the chapter of the new Law,
which addresses relations with credit institutions, has
a framework nature. Regulatory norms related to this
area only determine the legal grounds of bank licens-
ing, regulation and supervision and basic powers of
the National Bank, while the Law on Banks covers
the prudential regulation and supervision procedures.

In general, the new Law enables the National Bank
to influence all of its functional areas and effective-
ly supervise the regulated sectors based on best
international practices.

The Law on Banks of the Azerbaijan Republic also
took effect in the reported year. This Law developed
in compliance with international standards, including
European Union's banking directives and the Basle
core principles of banking supervision has enabled
the reforms aimed at improving the safety and
soundness of the banking system to further expand
and ensures effective protection of depositor and
creditor interests. Focus was placed on requirements
respecting moral qualities of qualifying shareholders
and administrators for the first time in the banking
laws. Only "fit and proper individuals" and individ-
uals with proven "civil integrity" qualify to be major
shareholders and administrators whereby only
worthwhile individuals can now represent commer-
cial banks.

The Law substantially modifies the "entry rules" for
commercial banks to enter the banking system. Thus,
any applicant for a banking license would have to
pass a two-level authorization procedure and be eco-
nomically and institutionally ready from risk man-
agement standpoint.

In addition, the new Law introduced some changes
to the institutional and legal form of banks. Thus, a
bank can be formed as an open joint-stock company

by at least three legal entities and/or individuals.
This provision has great significance for institution-
alization of the banking system. An open joint-stock
company (whose stock is available for public trad-
ing) is better than companies of other institutional
and legal form in terms of enhanced bank capital
reliability; implementation of corporate governance
standards in banks; ensuring transparent operations;
division of responsibilities; improvement of internal
controls; and a range of other important performance
criteria.

For the first time a Law prohibits legal entities and
individuals registered in blacklisted off-shore areas
from investing in bank equity so as to protect bank
capital from 'dirty money'.

Whereas Azerbaijan has been quite actively
involved lately in the fight against 'dirty money' and
terrorism financing going on in all of the civilized
world, the new Law therefore includes special provi-
sions designated to enable the banking system to get
involved in addressing such 'troubles' too. Thus,
banks are strictly prohibited from opening anony-
mous accounts and are required to identify customers
and their beneficiaries. Since a law now re-enforces
the provisions which have thus far been addressed by
the National Bank's normative documents only, it
helps to improve the activities in this particular area.

Significant innovations introduced in the new Law
include the format and contents of supervisory activ-
ities with respect to banks. Thus, reasons and proce-
dures for application of corrective measures with
respect to problem banks and enforcement measures
against 'unreliable' banks allow for improving the
effectiveness of banking supervision and protection
of interests of bank depositors and creditors. The
major benefits of the new Law are the ability to
apply receivership and commence bankruptcy pro-
ceedings with respect to problem banks in a timely
manner.

The National Bank made substantive improvements
and expansions within its regulatory and normative
framework during the reported year to ensure that
appropriate implementation mechanisms are put in
place for both of the new generation laws; ensured
that the existing regulations are consistent with the
provisions of the new laws and nullified regulations
which no longer have any legal effect. Hence, new
regulations were passed to support implementation
of the new Law on Banks.

Furthermore, 7 methodology papers were devel-

o@o
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davamli ve semerali totbiqi ii¢lin 7 metodoloji senad
islonib hazirlanmis ve banklarin istifadesine toeqdim
edilmisdir. Bu standartlar korporativ idareetmenin
miixtelif modellorinin totbiginde banklara serbastlik
vermakla yanasi onlara diizgiin secimin edilmesinde
metodoloji komakliyin gosterilmasi magsedini dastyir.
Biitovlilkkde hesabat ilinde Milli Bankin 10 normativ
xarakterli akt1 vo 7 daxili normativ senadi gobul edilib
qiivveye minmisdir. Hesabat ili hamginin strateji dovriin
natice ili oldugundan 2001-2004-cii illerde goebul
edilmis normativ xarakterli aktlarm timumi say1 51, daxili
normativ senadlerin say1 ise 100-o yaxin olmusdur.
Hesabat ilinde bank ganunvericiliyi ilo yanasi Milli
Bankin strateji magsedlerine uygun olaraq infrastruktur
ganunvericiliyinin tekmilloegdirilmeasi ve inkisafi lizro
de xeyli isler goriilmiisdiir. Bu istiqametde xiisusi
olaraq "Ipoteka haqqinda" Qanun layihesi iizre davam
eden isleri misal kimi gdstermak olar. 2004-cii ilin
neticelerine gore "Ipoteka haqqinda" ganun layihesi
Azorbaycan Respublikasinin Milli Maclisi terefinden
birinci oxunusda gebul edilmis vo onun ikinci oxunusa
¢ixarilmasina start verilmisdir. Bu ganun hem ipoteka

sahasinde banklarin hazirda qarsilagdigi bir ¢ox
problemlerin hall edilmasi, hamg¢inin yaxin golacekds
Azerbaycanda ipoteka krediti sisteminin qurulmasida
ehamiyyatli hiiquqi senad kimi ¢ixis edacekdir.

Yasadigimiz 2004-cii ili eyni zamanda novbeti,
2005-2007-ci illeri ohate eden strateji dovriin
moqsadlorine nail olmaq iiglin hazirliq ili kimi
saciyyslendirmak olar. Milli Bankin diger faaliyyat
sferalarinda oldugu kimi, qanunvericilik sahasinde
de bir sira layihslerin hazirlanmasi ve
tokmilloesdirilmasi prosesi siirotloe inkisaf etmisdir.

Belo ki, xarici Olkelerin miisbat ve menfi
tocrilbbasinin derinden tohlili, nezeri materiallarin
Oyrenilmasi ve beynslxalq ekspertlorin tdvsiyasi
osasinda "Omanstlorin sigortalanmas1 haqqinda",
"Mikromaliyye togkilatlar1 haqqinda" ve "Yasayis-
tikinti emanat banklar1 haqqinda" ganun layihsleri
iizorindo islor aparilmigdir.

Belalikla, 2004-cii il bank sisteminin yaddasinda
"ganunvericilik ili" kimi qalacaqdir, ¢linki meahz bu
ilde bank qanunvericiliyinin beynalxalq standartlara
uygunlagdirilmasi missiyasi tam yerina yetirilmisdir.
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oped and distributed to banks to ensure sustainable
and effective implementation of corporate gover-
nance in banks. These guidelines provide banks with
freedom in selecting appropriate corporate gover-
nance models as they see fit and guidance in making
the right choice.

Overall, the National Bank passed 10 regulations
and 7 internal normative documents during the
reported year. Whereas the reported year is also the
ending year of the strategic period, the total number
of regulations passed during 2001-2004 amounted to
51 and internal normative documents to about 100.

In addition to the banking laws, the National Bank
also progressed further in terms of improving and
developing infrastructure legislation in 2004 in con-
sistency with its strategic goals. A perfect example
of these efforts would be the continued work on the
draft Law on Mortgage. The draft Mortgage Law
was adopted by the Milli Mejlis in 2004 in the first
reading and proceedings have commenced to get the
draft law to the second reading stage. This law will
serve the purpose of both addressing a number of

mortgage-related problems already facing banks and
acting as a crucial legal document in support of cre-
ation of a mortgage lending system in Azerbaijan in
the near-term future.

The year of 2004 should also be viewed as the year
of preparation for achieving the goals of the next
2005-2007 strategic period. As in other areas, the
National Bank progressed rapidly in respect of devel-
oping and modifying a range of draft legal documents
along the lines of its legislation-related work.

Thus, the National Bank worked to develop draft
laws on Individual Deposit Insurance; on Micro-
financing Institutions; and on Residential and
Construction Deposit Banks based on a thorough
analysis of both positive and negative experiences of
foreign countries, theoretical studies and recommen-
dations provided by international experts.

Hence, the year of 2004 will be remembered by the
banking system as a 'legislative year' as it is the year
when the mission of improving the banking laws to
international standards was successfully and fully
completed.
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6. INSAN RESURSLARININ INKISAFI

Milli Bankda insan resurslarinin beynalxalq
standartlara uygun idare edilmesinin teskili ve
inkisafinin temin edilmosi istigamatinde 2004-cii il
arzinde Milli Bank 6z qarsisina "Iso qoebul" ve
"[s¢ilorin xidmeti fealiyyetinin qiymetlendirilmesi"
gaydalarinin  tetbiqi, Iscilerin  karyerasinin
planlasdirilmas1 metodologiyasinin yaradilmasi,
Motivasiya mexanizmlorinin tetbiqi, Kadrlarin
tohsili sisteminin inkisafi ve tekmillesdirilmasi kimi
asas magseadler qoyulmusdur.

Qarsida duran vezifelerin icrasini temin etmok
l¢iin insan resurslarinin idaro edilmesine dair
siyasat yeniden nezerden kegirilorok harterafli
tohlil olunmus, mévcud kadr potensialinin inkigafina
vo aparatin komplektlosdirilmasine yonaldilmis
kompleks todbirler sistemi islonib hazirlanmigdir.

2004-cii ilde 6lke ganunvericiliyine ve beynalxalq
standartlara uygun olaraq insan resurslarinin idare
olunmas istigametinde islenib hazirlanmis bir sira
normativ-metodoloji sonadlerin totbigine
baslanilmigdir. Belo ki, is¢i ehtiyatinin colb
edilmasindan onlarin ilkin (xarici dil ve kompiiter
bacariglarinin giymetlendirilmesi de daxil olmagla
miisahibenin aparilmasi) ve son se¢imedek olan
morhalolori ohate eden "Iso gebul Qaydalari"na
miivafiq olaraq 2004-cii il erzinde 101 neafoer
miisahibaden kegirilmis vo qiymatlondirilmisdir. Bu
sahado goriilen isler aparatin komplektlogdirilmosi
lizre gostoricilora miisbat tasir etmis, son naticads il
orzinde, lUmumiyysatlo 46 nafer, o ciimladen
Morkezi aparat lizre 39 nefor ise qobul edilmisdir.

Milli Bank omokdaslarmin xidmeti foaliyyetinin
beynalxalq teleblore uygun suretde qgiymetlondirilmesi
magsadile islonib hazirlanmig "Azerbaycan Respublikast
Milli Banki iscilerinin  xidmeti  fealiyyetinin
giymetlendirilmesi" qaydalarma miivafiq olaraq ilkin
variantda 2004-cii ilde pilot formasinda emekdaglarm
2003-cii ildeki xidmeti fealiyyeti giymetlondirilmis ve
onun naticeleri limumilesdirilerak yekun hesabat
formasinda rehbarliyo meruze edilmis, hemginin Idare
Heyotinde  genis  prezentasiyasi  kecirilmisdir.
Qiymetlendirme naticasinde bir ox emekdaslara xidmati
foaliyyeti soviyyesine miivafiq olaraq onlarin tedrisi,

karyera yiikselisi ve maddi maraglandiriimasi
istigametlerinde miixtolif tedbirler miieyyenlesdirilmisdir.
Qiymotlondirme mexanizminin tekmillegdirilmasi
istigamatinde emokdaslarin professional biliklorinin test
vasitosile giymatlondirilmasi magsadile Test Komissiyast
haqqinda Osasname iglenib hazirlanmig, buna miivafiq
olarag "Milli Bank iscilerinin xidmeti foaliyyetinin
giymatlondirilmasi"  Qaydalart  tekmillesdirilmis,
professional bilikler {izre test suallart deqiqlesdirilmis ve
prosedur lizre hazirhq isleri apariimigdir.
Qiymoatlondirme  Qaydalarinin  tetbiqi  kadr
potensialinin seviyyosi baximindan Milli Banka 6z
inkigsaf perspektivlerini mieyyenlogdirmok imkani
yaradir. Belo ki, 2004-cii ilde 38 nofer emakdas
gostordiyi yliksek is neticelerine gore vezife
yiiksolisine layiq goriilmiisdiir. Iscilerin karyera
yiiksolisi  prosedurunu  beynsalxalq tocriibaye
uygunlagdirmaq moagsedile "Milli Bank iscilerinin
karyera yiiksalisi" Qaydalar1 iglonib hazirlanmigdir ki,
bu da emokdaslarin is naticelerinin, onlarin karyera
yiiksalisi imkanlarinin ve motivasiya mesalolorinin
olagoli sokilds idare edilmasi magsedini dagtyir.
2004-cii ilde emoayin Odenilmasi istiqgamatindo
iscilorin emok haqqunin artirilmasi {izro todbirler
hayata kecirmisdir. Bundan alave, miixtalif teyinatl
miikafatlar (isin neticelarine gore, bank sistemindo
uzun miiddet xidmote gore, xiisusi tarsiriglarin
yerine yetirilmosine gore ve bayram miikafatlari)
verilmis ve maddi yardim gosterilmisdir. 96 nafere
miixtalif toyinath istehlak kreditlori verilmisdir.
Insan resurslarmin idare edilmesinin avtomatlagdiriimasi
istigamatindo proseslorin bir hissesinin amoek haqqt
modulu tizre avtomatlagdiriimasi temin edilmisdir. Bir sira
beynoalxalq toskilatlarin ekspertlori ilo miixtelif
soviyyalorde meslohatlosmeler aparilmis ve masslenin
halli liciin hazir programm alinmasi megbul hesab
edilmigdir. Bu magsadile 2005-ci ilde xarici texniki
yardimin calb olunmasi planlagdirtimigdir.

2004-cii iladek olan dovr arzinde Milli Bankin tegkilati
strukturu tekmillosdirilmis ve hazirda o, 18 bdlmenin
daxil oldugu Morkezi aparatdan, Naxc¢ivan Muxtar
Respublikasi idaresinden ve 10 erazi idaresinden
ibarotdir. Milli Bankin qarsisinda duran vezifo vo

<><>



Development of human resources

6. DEVELOPMENT OF HUMAN RESOURCES

In 2004, the National Bank set a range of targets to
ensure that human resources management is organ-
ized and developed in compliance with internation-
ally accepted standards such as ensuring that the
written policies on Recruitment and Staff
Performance Appraisal are developed and imple-
mented; a methodology is developed for career plan-
ning; an incentive scheme is designed and put in
place; a system is developed and improved for staff
training.

The human resources management policy was thor-
oughly reviewed, analyzed and substantively revised
and a set of actions was designed to develop the
existing personnel capacities and effectively manage
the complete office staffing in order to accomplish
the above mentioned targets.

Enactment of a range of normative and methodol-
ogy documents commenced in 2004 which had
been developed to ensure that human resources
management is consistent with the applicable laws
of the national and international standards and
practices. Thus, 101 individuals were interviewed
and evaluated during 2004 based on the
Recruitment Policy, which covers the entire process
of staff hiring, from the preliminary through the
final selection stage (including interviews designat-
ed to identify foreign language and computer
skills). Actions taken in this regard had a positive
impact on the office staffing; eventually, a total of
46 new staff members were hired, of which 39 indi-
viduals were hired for the Head Office, during the
reported year.

A test-run assessment of staff performance was
conducted in 2004 to appraise the personnel's per-
formance for 2003 based on the Staff Performance
Appraisal policy of the National Bank, which was
designed to ensure that the National Bank's per-
sonnel are evaluated in compliance with interna-
tional standards; findings of this exercise were
summarized and reported thereafter to the senior
management; in addition, a comprehensive pres-
entation was delivered to the Board of Directors.
The appraisal exercise led to identification of spe-

cific measures with respect to personnel involving
training, career promotion and financial incen-
tives.

Internal Regulations were developed for a Test
Committee to be responsible for test-based evalua-
tion of personnel's professional knowledge; the
Staff Appraisal Policy was modified to ensure con-
sistency with these Regulations, test questions for
professional knowledge assessment were finalized
and preparations were made for the procedure
under the overall initiative of improving the
appraisal tools.

The Staff Appraisal Policy enables the National
Bank to define its own development prospects in
respect of human resource potentials. Thus, 38
staff members were promoted for their high per-
formance output in 2004. The National Bank has
developed a Career Promotion Policy to ensure
that the career promotion procedure is consistent
with international practices by integrated manage-
ment of performance output, career opportunity
and incentive issues.

Actions were taken during 2004 to increase staff
salaries. Furthermore, various benefits (output-
based, long-term banking experience, performance
of special errands and holiday allowances) and
financial aids were rendered. Consumer loans were
extended to 96 persons.

The salary module has been automated under
the overall framework of HR management
automation. Based on consultations with a num-
ber of international experts at different levels it
was decided to acquire off-the-shelf software as
the most appropriate solution. Acquisition of for-
eign technical assistance is planned for 2005 in
this view.

The National Bank's organizational structure has
been improving up to and through 2004 and it now
consists of a Head Office comprising 18 depart-
ments, the Nakhchivan Autonomous Republic's
Office and 10 regional offices. This organization has
been set up based on experience of central banks of
industrially developed countries and enables the
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Insan resurslarimin inkisafi

o

funksiyalarin kompleks sokilde icra edilmeasine imkan
veran bu struktur inkisaf etmis xarici 6lkelorin moarkezi
banklarinin tocriibasi 9sasinda formalasdirtlmisdir.

ilin yekununa goére Milli Bankin merkezi
aparatiin ve onun tabeliyindaki teskilatlarin biitiin
kateqoriyalardan olan is¢ilarinin siyahi tizra say1 537
nofer (stata gora 602 vahid), o ciimleden Markezi
aparatda 387 nofor toskil etmisdir. 460 nofoer osas
foaliyyot yoniimli isciler (kicik xidmet isgileri
nozore alinmadan), 424 noafer ise miitoxessislordir.
Miitexossislorin 324 nofori ali tohsilli, 100 naferi ise
orta ixtisas tohsillidir. Ali ve orta ixtisas tehsilli
miitoxassislorin islomali olduqlar1 382 vezifods 376
miitoxassis ¢alisir ki, bu da 98,4 faiz teskil edir.

Milli Bankda aparilan islahatlarin esas teleblerinden
biri de bank emsekdaslarinin tehsil seviyyssinin
yiikseldilmasi ve onun togkilinin tekmillesdirilmasidir.
"Azorbaycan Respublikasi Milli Bankinda tedrisin
toskili vo ixtisasartirma" Qaydalarina miivafiq olaraq
tohsilin prioritet saholori miioyyonlosdirilmis veo
miixtolif istigametlorde omokdaslarin tohsili tegkil
edilmisdir. Bu meagsedle 2004-cii il arzinde Milli Bank
miitoxassisleri liclin beynalxalq ve yerli bank tedris
morkozlarinde xiisusi kurslar toskil edilmisdir ki, bu da
asagidaki cadvelde 6z aksini tapmigdir:

Tadrisin istiqgamatlori
Xarici 6lkalorde tohsil
Ingilis dili kurslar:
Bank Toadris Markazi

Dévlet Iqtisad Universitetinds 2-ci tohsil

Il arzinde Milli Bankin emekdaslar1 iigiin iimumi-
iqtisadi problemlora ve oOlkade hayata kecirilon
iqtisadi islahatlara hasr olunmus 14 movzu {izro
nozori-praktiki seminarlar kegirilmisdir. Milli
Bankin Bas idaresinde aparilan islahatlarla tanisliq
vd onun is tacriibasinin dyrenilmesi maqsadile
biitiin Orazi Idarelerinin rehbarleri iiciin treyninglor
toskil edilmisdir.

2004-cii ilde AMB-nin 88 emoakdasi beynalxalq
maliyye institutlarinin tegkil etdiyi seminarlarda, 78
omokdas1 ise miixtelif xarici banklarla tocriibs
miibadilesinde istirak etmisdir. Osasen Birlosmis
Vyana Institutunun, Fransa, Almaniya, Niderland,
Ingiltere, Isvecro, Rusiya merkezi banklarinin
kecirdiklari bu seminarlar makroiqtisadi proseslorin
derinden dyrenilmasine genis imkanlar agir.

Umumiyyaetle 2004-cii il erzinde Milli Bank sistemi
iizre miitexessislorinin 41,9% -i (125 nafor) miixtalif
istigamatlor {izro tohsile colb olunmusdurlar.

Milli Bankda insan resurslarinin idare edilmesi iizra
fealiyyetin miixtelif istiqgamstlarini tenzimleyan
normativ-hiiquqi senadloer hazirlanarken xarici
Olkolorin inkisaf etmis morkezi banklarinin
tacriibasinden genis istifade olunmusdur.

Istirakeilarin sayr (naforlo)
88
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National Bank to manage its tasks and functions in
an integrated manner.

Staff members in all categories employed by the
National Bank's offices and controlled entities
count 537 persons (602 positions on the staff-list),
including 387 employed by the Head Office. 460
persons are core business employees (excluding
low-level support personnel) and 424 are special-
ized experts. 324 experts have university degrees
and 100 experts have secondary professional edu-
cation degrees. 376 with both university and sec-
ondary professional education degrees are
employed where 382 experts are supposed to work,
which makes 98.4%.

Priority measures within the National Bank's
reforms include upgrading of bank staff educa-
tion and improving training arrangements.
Priority training needs were identified and vari-
ous training programs were delivered to staff
members in compliance with the National Bank's
Training and Skill Development Policy. The
table below describes the training courses
arranged by international and domestic bank
training centers for the National Bank's experts
during 2004:

Training courses
Training in foreign countries
English language training
Bank Training Center

State University of Economics, 2nd education

During the year 14 workshops were held for the
National Bank's experts on general economic issues
and economic reforms underway in the country.
Training courses were organized and delivered to
managers of all regional offices to review and learn
lessons from the reform experience of the National
Bank's Head Office.

88 National Bank staff members attended seminars
organized by international financial institutions and
78 individuals participated in experience exchange
activities with different foreign central banks during
2004. Such seminars and workshops organized
mainly by the Joint Vienna Institute, and central
banks of France, Germany, the Netherlands,
England, Switzerland and Russia allow for an in-
depth review of macroeconomic processes.

In general, 41.9% (125 persons) of the National
Bank's experts were involved in different training
activities during 2004.

Relevant experiences of central banks of developed
foreign countries were broadly used in developing
the regulatory and legal documents governing vari-
ous aspects of human resource administration at the
National Bank.

Number of trainees (persons)
88
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Milli Bankin beynalxalq alagalori

7. MILLI BANKIN BEYNOLXALQ
OLAQOLORI

2004~-cii ilda Milli Bankin beynalxalg alagalari dlkonin
maliyya-texniki ehtiyaclart baximindan beynalxalg
maliyya-kredit institutlari, xarici markazi banklar, donor
taskilatlarla zoruri amakdashgmn inkisaf etdirilmasi, Milli
Bankin beynalxalg alagalorinin genislondirilmasi va
beynalxalq maliyya ¢evralorinda olkamizin va eloca do
Milli Bankin miisbat imicinin mohkomlondirilmoasi, Milli
Bankda hayata kegirilon islahatlara xarici texniki
yardimin tomin olunmasina yonaldilmisdir.

Beynoalxalq  maliyya-kredit institutlart  ilo
amakdashgq. 2004-cii il arzinde Milli Bank beynalxalq
maliyye-kredit institutlari ile &lkenin inkigafina
maliyye-kredit resurslarmin calb olunmasi, 6lkenin
maliyye sisteminin diagnostikasimin tamamlanmas,
Milli Bankin ve biitovliikkde bank sisteminin inkisafi
istiqgamatinde intensiv emakdasliq etmisdir.

Beynolxalq Valyuta Fondunun (BVF) ekspertlori
Milli Banka kart prosessing moarkozinin yaradilmasi,
milli O0denis sisteminin inkisafi iizre Dovlet
Programinin hazirlanmasi, elece de teadiyye
balansinin ve beynolxalq investisiya mdvqeyinin
tokmillogdirilmesi iizre yeni statistik formalarin
totbiqi sahasinde texniki yardim gostermislor. BVF
vo Diinya Bankinin birge "Maliyys Sektorunun
Qiymstlondirilmesi Proqrami" {iizro todbirlor il
arzinde davam etdirilmisdir. Miivafiq is aparilaraq
Azearbaycanin BVF Sazisinin 8-ci maddesinin 2, 3,
4-cii bondlerine qosulmasi temin edilmisdir.

"Banklar haqqinda" ve "Milli Bank haqqinda"
ganun layiholorinin beynoelxalq standartlara tam
uygun olaraq hazirlanmasi sahesinde BVF ile
omokdasliq edilmisdir.

Yoxsullugun Azaldilmas: ve Iqtisadi Inkisafin
Temin Edilmesine Ydnoaldilmis Kredit Mexanizmi
(PRGF) proqgrami cercivesinde amekdasliq davam
etdirilmis ve 2004-cii ilin dekabr ayinda Beynolxalq
Valyuta Fondunun Icragi Surasi Azerbaycan
Hokumstinin hoyata kecdirdiyi tedbirleri nazere
alaraq dordiincii icmalin basa catdirilmasimi tesdiq
etmisdir. Program c¢ergivesinde Azerbaycana 12.87
milyon SDR (19.7 milyon $) meblaginde 5-ci transg
ayrilmigdir. Bununla indiye geder Azerbaycan
Respublikasinin PRGF c¢ergivesinde BVF-den

aldig1 kreditlorin imumi mablagi 54.71 milyon SDR
(83.9 milyon dollar) olmusdur.

2004-cii il erzinde Diinya Bankinin Azerbaycanda
foaliyyaetinin alagelendirilmasi ilo bagh foal emakdasliq
hoyata kegcirilmigdir. Bankin Azerbaycana yardim
strategiyasi corgivesinde il arzinde Pensiya ve Sosial
Tominat Layihesi vo Kend yerlorinde Investisiya
layihesi lizre Kredit Sazislori imzalanmisdir. Maliyye
xidmetlerinin inkisafi layihesi {izre danisiglar il arzinde
yekunlagdirilmis ve miivafiq protokol imzalanmisdir.
Enerji Gtiirma sistemi layihasinin qiymatlondirilmesi
lizro damisiglar davam etdirilmigdir. Ticaret ve
naqliyyatin desteklonmsasi layihesinin ilkin konturlarmmn
miieyyanlagdirilmesi lizre danisiglar aparilmigdir.

Azarbaycanin maliyye sektorunda heyata kegirilon
islahatlara yardim gosterilmesinde Diinya Bankinin
Maliyye sektoruna texniki yardim layihasi miihiim
yer tutur. Bu layihe ¢orcivesinde respublikada
miitereqqi texnologiya asasinda 6denis sistemlerinin
inkisaf etdirilmesi, o ciimleden Xirda Odonisler
iizro Hesablagma Kliring Sistemi, Kart Prosessing
Morkazi, Merkeazlosdirilmis Kredit Reyestri vo s.
miihiim layihalor hoyata kecirilmisdir.

Kart 6denislori lizre Prosessing Morkazinin (KPM)
yaradilmasi moagsedile Latviyanin "TietoEnator" sirketi
ilo Milli Bank arasinda 30 aprel 2004-cii il tarixinde
miigavile imzalanmis ve miigavile ¢ergivesinde nezerde
tutulan isler il erzinde basa gatdirilmigdir. Kart Prosessing
morkoezinin effektiv islomaesi tiglin kart 6denisleri tizro
xarici maslohatci Keys Smit calb olunmusdur.

Milli Bankda yaradilacaq Kart Prosessing Merkezinin
(KPM) ilkin infrastrukturunun formalasdiriimasi megsadile
ATM ve POS terminallarinin alinmast ile bagh Rusiyanin
"LANIT Incorporated" sirketi ilo Milli Bank arasinda 11
Noyabr 2004-cii il tarixinde miigavile imzalanmisdir.
Miiqavile ¢argivesinde nazerds tutulan iglerin 2005- ci ilin
I riibiindo basa ¢atdirilmasi nezerde tutulmusdur.

Morkozlosdirilmis Kredit Reyestrinin (MKR)
yaradilmast ile bagli yerli RISK sirkati ilo imzalannmus
miiqavile ¢er¢ivesinde nazerde tutulmus isler esasen
basa catdirilmis ve pilot banklarin istiraki ile sistemin
testden kegirilmesi hayata kecirilmisdir.

Deloitte&Touche sirketi terefinden Maliyye
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International relations of the National Bank

7. INTERNATIONAL RELATIONS
OF THE NATIONAL BANK

The National Bank's international relations in 2004
had the objective to develop collaboration with
international financial institutions, foreign central
banks and donor institutions necessary from the
standpoint of the country's financial and technical
needs, to support the expansion of the National
Bank's international relations as well as enhance the
positive perception of both our country and the
National Bank by the international financial com-
munity, and to secure foreign technical assistance to
support the reform process in the National Bank.

Cooperation with international financial institu-
tions. In 2004 the National Bank kept work in inten-
sively together with international financial institu-
tions to attract financial and credit resources to sup-
port the country's development needs, complete the
diagnostic assessment of the country's financial sys-
tem and to promote development of the National
Bank and the banking system as a whole.

Experts from the International Monetary Fund
(IMF) provided the National Bank with technical
assistance to develop a State Program on the nation-
al payment system for establishment of the card pro-
cessing center and development and implementation
of new statistic formats to improve the balance of
payments and international investment position. The
IMF and WB joint efforts under the co-executed
Financial Sector Assessment Program continued
during the whole year. Appropriate actions were
taken to ensure Azerbaijan's accession to paragraphs
2, 3 and 4 of Article 8 of the IMF Accords.

The National Bank worked closely with the IMF to
develop the draft Laws on Banks, and on the
National Bank in full consistency with international
standards.

Cooperation continued under the Poverty
Reduction and Growth Facility (PRGF) and the
Executive Board of the IMF has completed the
fourth review considering the measures taken so far
by the Government of Azerbaijan. SDR 12.87 mil-
lion (USD19.7 million) worth of 5th tranche was
disbursed under the Program to Azerbaijan, thereby
the total amount of loans received by Azerbaijan

from the IMF under the PRGF arrangement made
SDR 54.71 (USD83.9 million).

Azerbaijan worked actively with the World Bank
to coordinate the latter's activities in the country
during 2004. Loan Agreements were signed during
the year with the Bank to support the Pension and
Social Security Project and Rural Investment
Project in frame of Country Assistance Strategy.
Negotiations were completed regarding the
Financial Services Development project and a rele-
vant protocol was signed. Negotiations were con-
tinued on appraising the Power Transmission
System Project. Discussions commenced to identi-
fy preliminary outlines of trade and transport sup-
port projects.

The World Bank's Financial Sector Technical
Assistance Project plays an important role in sup-
porting the financial sector reforms in Azerbaijan.
Modern technology-based payment systems were
designed and put in operation under this program
such as Bulk Clearing and Settlement System,
Card Processing Center, Centralized Credit
Registry, etc.

The National Bank signed a contract on April 30,
2004 with a Latvian company, TietoEnator to estab-
lish a Card Processing Center (CPM) and contractu-
al activities were completed during the year. Mr.
Keith Smith, a foreign advisor on card payments,
was engaged to ensure effective operation of the
Card Processing Center.

The National Bank signed a contract on November
11, 2004 with Russian company LANIT
Incorporated to purchase ATM and POS terminals
for setting-up of the primary infrastructure of the
Card Processing Center (CPM) to be established at
the National Bank. Completion of the contractual
works is scheduled for the 1st quarter of 2005.

The works specified in the contract signed with the
local company RISK to establish a Centralized
Credit Registry (CCR) are mostly completed and the
system has already been test-run on the selected pilot
banks.

Deloitte&Touche audited the financial statements
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Sektoruna Texniki Yardim Layihasi lizre maliyye
hesabatlarinin auditi aparilmig ve hesabat Diinya
Banki terefinden gobul edilmisdir.

Avropa Yenidenqurma ve Inkisaf Banki (AYIB)
Azoarbaycanda maliyye sektorunun giiclonmasi
istigametinda aktiv fealiyyetini davam etdirmisdir.
AYIB-in maliyye sektorunda foealiyyeti banklara
maliyye vesaitlerinin temin edilmesi iizre kredit
xatlorinin temin edilmesi, Mikromaliyyslasdirme
Bankinin kapitalinda ve 6zal banklarin kapitalinda,
eloco do ABB-nin 06zellasdirilmeasinde istirak
istigametinda hayata kegirilmisdir.

Asiya Inkisaf Bankinin (AIB) Azerbaycanda 2004-cii
ilde niimayendiliyinin agilmasi bu qurumla
amokdasligin daha aktiv aparilmasina imkan vermisdir.
2004-cii ilin oktyabr ayinda AIB-in ekspertlori ilo
Yasay1ls menzillorinin maliyyalesdirilmasi layihasinin
hazirlanmasi lizre miizakirelor aparilmigdir.

Xarici Morkazi banklarla amoaokdaslq. Bank
sektorunda diinyada mdvcud olan gabaqeil praktika
ve texnologiyalar ila tanis olmaq, bu standartlarin ve
texnologiyalarin Azerbaycanin bank sisteminde
totbiqine nail olmaq, eloce de xarici Olkelerin
Morkozi Banklar1 arasinda Azerbaycan Milli
Bankinin 6ziiniin niifuzlu yerini miieyyenlasdirmak
moagqsadile il orzinde inkisaf etmis Olkslorin
Morkozi Banklari ilo mévcud emoakdasliq elageleri
inkisaf etdirilmis ve yeni alagsaler yaradilmisdir.

2004-cii il erzinde Almaniya Bundesbanki ile faal
omokdasliq edilmisdir. Belo ki, Milli Bankin texniki
yardim ehtiyaclarina uygun olaraq Bundesbank
torafinden Frankfurt seharinde maliyye menecmenti,
xorclorin strukturu, teskili ve xorc smetasinin
hazirlanmasi gaydalari; merkezi banklarda miihasibat
ucotu vo hesabati; tehliikesizlik maselsleri; nagd pul
dovriyyesinin idare olunmasi mdévzularinda fordi
seminarlar togkil olunmusdur.

Bundan slave Bundesbankin ekspertlori Milli Banka
sofor edorok valyuta ehtiyatlarmm idare olunmasi vo
riskin  giymstlondirilmesi;  monetar  sektorun
prognozlagdiriimasi ve tehlili; real sektorun monitoringji;
insan resurslarinin idare olunmasi mdvzularinda
seminarlar ke¢irmis ve maslehat xidmati gostermisler.

Eyni zamanda Bundesbank terafinden Almaniya
Monzil-Tikinti Banklar1 Assosiasiyasinin ekspertinin
Milli Banka sefer ederek yasayis-tikinti emanat
banklarma dair normativ-hiiquqi bazanin yaradilmasi
iizro maslehat xidmati gostermasi temin edilmisdir.

Polsa Milli Bankinin oxsar tocriibesinden istifade
olunmasmnin shamiyyetini nazere alarag, bu Bankla

qarsiligh  faydali emokdasliq elageleri inkisaf
etdirilmisdir. 2004-cii il orzinde Milli Bankin Bazar
emoliyyatlari, Hiiquq departamentlorinin ve idare Heyeti
sodrinin ofisinin amekdaslarinin Polsa Milli Bankina
soforlori toskil edilmis ve yasayis-tikinti emanatleri
sisteminin hiiqugi ve iqtisadi esaslarmmn hazirlanmast;
Polsa Milli Bankinin prezidentinin ofisinin idareetme
prinsipleri, informasiya siyasetinin hoyata kegirilmasi
mexanizmlari izra is tocriibasi dyrenilmisdir.

Isvecro Milli Banki ile 2001-ci ilden yaradilmis
omokdagliq olagelori 2004-cii ilde feal davam
etdirilmisdir. Azerbaycan Milli Bankina pul dizayni, pul
dovriyyesi, informasiya texnologiyalari tehliikesizliyi,
Odonis sistemlori, risklorin idare olunmasi sahasindo
moslohet xidmetleri gdsterilmesi iizre Isvecro Milli
Banki ilo emekdasliq edilmisdir.

Tiirkiye Merkezi Banki ile yaradilmis faydali
omokdasliq olagoeleri sayesinde AMB-in emekdaslari
miixtolif saheler iizro tocriibe miibadilesi moagsedilo
Tiirkiye Markezi Bankina seferler etmislor. Bu saferler
corcivosinde real sektorun monitoringi, valyuta
ehtiyatlarinin idare olunmasi iizre Tirkiyo Moerkezi
Bankinin is tecriibasi Oyrenilmisdir. Bundan olave
Azerbaycanda  heyata  kegirilocek =~ manatin
denominasiyasina hazirliq ¢ergivesinde Milli Bankin
Idare Heyetinin sadrinin Tiirkiye Merkezi Bankima sefori
togkil olunmusdur. Sefer zamam Tiirkiye Markezi
Bankinin rehbarliyi ile tiirk liresinin denominasiyast tizre
is tocriibasi sahasinde meslehatlosmalor aparilmisdir.

Azerbaycan Respublikast Milli Banki ile
Qazaxistan Milli Banki arasinda maliyye-bank
sahasinde informasiya ve tedqiqatlarin miibadilasi
sahosinde amekdasliq haqqinda imzalanmis Sazise
uygun olaraq emekdasliq davam etdirilmisdir.

Fransa Markezi Banki ile elage yaradilaraq real
sektorun monitoringi lizre bu bankin ig tocriibasi ilo
tanis olmagq ii¢iin Milli Bankin emekdaslarimin seferi
toskil olunmusdur.

Digoar xarici tagkilatlarla amakdaghg. Milli Bankin
diger xarici teskilatlarla beynalxalq olagsleri,
osason, bankda heyata kecirilon islahatlara texniki
yardim dastayinin temin edilmasine yonaldilmisdir.
Bu mogqsadle Isvecrenin Iqtisadi Masaloeler iizro
Dévlet Katibliyi (SECO), Almaniya Inkisaf Bank1
(KfW), ABS-in Beynoelxalq Inkisaf Agentliyi
(USAID) ilo six emokdasliq edilmisdir.

Isvecronin Iqtisadi Masalaler iizre Dovlet Katibliyi
(SECO) ile razilagdirilmis istigamatlere uygun
olaraq emokdasliq edilmisdir. Bu omoakdasliq
¢orgivesinde maliyye proqramlasdirmas: iizro
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for the Financial Sector Technical Assistance
Project and the World Bank has accepted the audit
report.

The European Bank for Reconstruction and
Development (EBRD) continued its active involve-
ment in strengthening of Azerbaijan's financial sec-
tor. EBRD's activities in financial sector include
providing banks with financial resources through
credit lines; equity investments in the Micro-
Financing Bank and private banks, as well as
involvement in the IBA's privatization.

By opening its representative office in Azerbaijan
in 2004 the Asian Development Bank (ADB) set
ground for more active cooperation. Residential
Housing Financing Project were negotiated in
October 2004 with ADB experts.

Cooperation with foreign central banks. Relations
were further developed and new contacts were
established during the year with the central banks
of developed countries in order to get access to
the world's most advanced banking practices and
technologies and introduce such standards and
technologies in Azerbaijan's banking system, as
well as to secure the National Bank's worthy
position among the central banks of foreign coun-
tries.

Active cooperation was continued with the German
Bundesbank during 2004. Hence, considering the
National Bank's needs, Bundesbank organized indi-
vidual training seminars in Frankfurt on financial
management; expenditures structures, organization
and cost budgeting procedures; central bank
accounting and reporting; security issues; cash
turnover management.

Furthermore, Bundesbank experts visited the
National Bank and delivered seminars on foreign
exchange reserve management and risk assessment
techniques; monetary sector projection and analysis;
real sector monitoring; and human resource manage-
ment.

In addition, Bundesbank also arranged a visit by
an expert from the German Association of
Residential and Construction Banks to the
National Bank where he provided consultancy
services on development of a regulatory and legal
framework to govern residential and construction
savings banks.

Benefiting the similar expertise of the National
Bank of Poland appears to be quite important, coop-
eration with this Bank was further developed. Staff

of the NBA's Market Operations and Legal
Departments and the Chairman's Office visited the
National Bank of Poland in 2004 and reviewed the
Polish National Bank's experience in developing the
legal and economic framework for the residential
and construction savings system; management prin-
ciples of the President's Office; and tools of the
information implementation policy.

Partner relations with the National Bank of
Switzerland established back in 2001 and continued
actively in 2004. National Bank of Switzerland pro-
vided advisory assistance to the National Bank of
Azerbaijan on bank note design; cash turnover;
information technology security; payment systems;
and risk management.

As a result of fruitful partner relations with the
Central Bank of Turkey, NBA staff members visited
the Central Bank of Turkey to benefit Turkish Bank's
experience in different areas such as real sector mon-
itoring and foreign exchange reserve management.
In addition, the Chairman of the Board of the
National Bank of Azerbaijan also visited the Central
Bank of Turkey in view of the anticipated re-
denomination of Manat in Azerbaijan. The experi-
ence of the Turkish Central Bank in re-denominating
the Turkish Lira was discussed in the course of this
visit.

Cooperation was continued with the National Bank
of Kazakhstan under the Memorandum of
Partnership for sharing information and research
expertise in financial and banking sector that signed
with the National Bank of Azerbaijan.

Contacts were established with the Central Bank of
France whereby the National Bank's officers visited
this Bank to review its experience in real sector
monitoring.

Cooperation with other foreign institutions.
National Bank's international relations with other
foreign institutions primarily aimed at securing
technical assistance support to the reforms in the
Bank. National Bank worked closely to this end
with the Swiss State Secretariat for Economic
Affairs (SECO), German Development Bank
(KfW) and US Agency for International
Development (USAID).

Cooperation with the Swiss State Secretariat for
Economic Affairs (SECO) followed along the pre-
determined directions. Thus, Ms. Anna Lenbland,
a Finance Programming Expert from SECO visit-
ed the National Bank in January and September
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SECO-nun eksperti x-m Anna Lenbland 2004-cii
ilin yanvar ve sentyabr aylarinda, makroekonomik
modellasdirma iizre ekspert professor Hans Genberg
ise iyun ayinda Milli Bankda sefarde olaraq miivafiq
praktiki ve maslahat xidmatlerini gostormislar.
ABS-in Beynelxalq Inkisaf Agentliyi (USAID) ilo
alde olunmus raziliga asasen 2004-cii il arzindoe rezident
ekspertlor bank noazareti iginin tekmilloegdirilmesi iizro
Milli Bankda maeslehet xidmsetini davam etdirmislor.

Almaniya Inkisaf Banki (KfW) ilo semerali
omokdasliq alageleri davam etdirilmisdir. Bu qurumla
bank sektorunda  emokdasliq ~ Azerbaycan
Mikromaliyyslesdirma bankinin faaliyyeti; Kreditlarin
zomanoati Fondunun yaradilmasi; Omanstlorin
Sigortalanmasi sisteminin yaradilmasi; Banklara kredit
xottinin temin olunmasi (Azerbaycan-Almaniya
Fondu) istiqgametlerinde hoyata kegirilmisdir.
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2004, and Professor Hans Genberg, a
Macroeconomic Modeling Expert from SECO,
visited in June to deliver relevant practical and
advisory assistance.

Resident experts continued to provide advisory
assistance to the National Bank on improvement of
banking supervision during 2004 as per the agree-
ment reached with the US Agency for International
Development (USAID).

Effective cooperation was also continued with the
German Development Bank (KfW) in different areas
such as operations of the Azerbaijani Micro-
Financing Bank; establishment of a Loan Guarantee
Fund; creation of Deposit Insurance System; and
securing of credit lines for banks (the Azerbaijani-
German Fund).
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8. MiLLI BANKDA DAXILI AUDIT

2004-cii ilde Milli Bankda daxili audit xidmetinin
hayata kegirilmasi sahasindo risklorin qiymetlondirilmasi,
metodoloji  rehberliyin  tekmillesdirilmesi, xarici
auditorlarla is slagelerinin qurulmasi, daxili audit iginin
avtomatlagdirilmas1 istiqgametinde hazirlq islerinin
goriilmasi ve Milli Bankin struktur bolmelerinde audit
yoxlamalarinin heyata kecirilmoesi qarsiya meqgsed
goyulmusdur.

Risklerin giymatlendirilmaesi {izre 2004-cii il tigiin Milli
Banka xas risklerin Avropa Morkezi Bankinn Daxili
Auditorlar Komitesinin  risklori  qiymetlondirma
metodologiyasina esasen yeniden giymetlondirilmasi
aparilmig vo bunun asasinda is plan tertib olunmusdur.
Metodoloji rehberliyin tekmillegdirilmasi sahesinde daxili
audit iginin togkili ve hayata kegirilmasi tizre olde olunmus
tocriibbe ve formalasmig verdisler esasmda metodoloji
rohberliyin tekmillegdirilmasi imkanlarinin arasdiriimasi
istigametinde iglor davam etdirilmisdir. Bu magsedle
Beynolxalq Daxili Auditorlar institutunun miieyyen etdiyi
standartlar vo onlara slaveler yaxindan dyrenilmisdir. Eyni
zamanda xarici auditorlarla is alageleri sahesinde daxili ve
xarici audit isinin elagelendirilmasi ve isin tekrarlanmasini
azaltmaq moqsadile "Deloitte Touche Tohmatsu"
beynolxalq auditor sirketinin emekdaglari ilo qgarsiligl is
olageleri yaradilmis, qarsihiglt maraq doguran mesoloeler
barede miizakirelor apartlmigdir. Daxili audit iginin
avtomatlagdirilmast moaqsedile daxili audit iginin
programlasdirilmasi istigametinde mdvcud tohlillor
apartlmig ve PriceWaterHouseCoopers beynelxalq auditor
sirketinin "Teammate" kompiiter proqrami segilmisdir.

Milli Bankin merkezi ofisinde audit yoxlamalar1 davam
etdirilmisdir. Belo ki, insan resurslarinin idare olunmast,
maliyye biidcesi, informasiya texnologiyalarmm
tohliikesizliyi, informasiya texnologiyalarinm istismari,
kredit toskilatlarmm  lisenziyalagdirlmasi, valyuta
tonzimlenmesi, nagd pulun saxlamlmasi ve dovriyyesi,
valyuta ehtiyatlariin idare olunmasi, 6denis sistemlerinin
istismari, satmalmalar ve diger inzibati iglor movzularinda
audit yoxlamalart heyata kegirilmisdir. Nagd vesaitloerin vo
digor qiymetlilorin salamathigmmn tomin olunmasi
magsadile Milli Bankmn Orazi idarelerinde do tematik vo
kompleks audit yoxlamalari hayata kecirilmisdir. Aparilmig
audit yoxlamalarmin naticeleri miivafiq struktur bolme
rohberlorinin istiraki ilo miizakire edilmis, tovsiyeler
verilmis vo onlarin icrasi nezarete gotiirilmiigdiir. Milli
Bankin merkezi ofisinde aparilmig audit yoxlamalarinmn
naticeleri olaraq verilmis tovsiyolor osasmnda hemin
sahalorde movcud olan risklerin minimuma endirilmasi
istiqametindo tadbirler goriilmiisdiir. Belo ki, Satmalmalar
Komissiyas1 yaradilmig, Milli Bankda informasiya
sistemlori vo tohlilkesizliyinin daha da tokmillogdirilmesi
ltizro Todbirlor Plam tesdiq olunmus ve onun icrasina
baslanilmis, nagd pul sferasinda prosedur gaydalar yeniden
islonilmis ve diger tedbirler hoyata kegirilmigdir.

Daxili audit sahesinde beynslxalq tocriibanin
Oyronilmasi davam etdirilmisdir. Belo ki, daxili audit
departamentinin isinin togkilinin {imumi prinsiplari,
istigamatlori ve metodoloji bazalari yaxindan
Oyroenilmis ve audit yoxlamalarinin kegirilmasine dair
tocriibali miitoxassislorle miizakiralor aparilmigdir.

<><>
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8. NATIONAL BANK'S INTERNAL AUDIT

The internal audit objectives set forth by the
National Bank for 2004 were to assess risks; improve
methodology guidance; establish business relations
with external auditors; prepare for automation of
internal audit function and audit the National Bank's
departments and units.

Risks inherent in the National Bank were re-
assessed based on the risk assessment methodology
of the Internal Audit Committee of the European
Central Bank and a work plan was prepared on this
basis. Works were carried on to identify improve-
ment possibilities in respect of methodology guide-
lines based on experience and customs developed in
internal audit activities. In this view, the standards
developed by the International Institute of Internal
Auditors and appendixes to these standards were
thoroughly reviewed. Furthermore, in respect of
dealing with external auditors, partnership relations
were established and issues of common interest
were discussed with Deloitte&Touche staff to
ensure better coordination of internal and external
audits and to avoid duplication of efforts. Analyses
were made in area of internal audit programming
and Teammate software product developed by inter-
national audit firm PriceWaterhouseCoopers was
selected for purposes of automating the internal
audit function.

Audits of the National Bank's Head Office con-
tinued. Thus, human resource management, finan-
cial budgeting, information technology security,

credit institutions licensing, currency regulation,
cash storage and circulation, foreign exchange
reserve management, operation of payment sys-
tems, procurements and other administrative
departments and activities were audited. Targeted
and full-scale audits were also carried out at the
National Bank's Regional Offices to ensure
integrity and safe-keeping of cash and other valu-
ables. Audit findings were discussed with relevant
department directors, whereupon recommenda-
tions were provided and followed-up on.
Recommendations provided based on audit find-
ings relating to the National Bank's Head Office
resulted in actions designed to minimize risks in
the concerned areas. Thus, a Procurement
Committee has been set-up; an Action Plan was
approved, implementation of which has already
commenced, to ensure further improvement of the
National Bank's information systems and security;
cash management procedures were revised and
other measures were taken.

The process of learning international expertise in
internal auditing was continued. Thus, general prin-
ciples, objectives and methodology guidelines of
internal audit function were thoroughly analyzed and
auditing procedures were discussed with experi-
enced specialists.

<><>
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9. MUSTOQIL BEYNOLXALQ AUDIT SIRKOTININ
2004-CU ILIN YEKUNU UZRO
MILLI BANKIN ILLIK BALANSI BARODO ROYI

Azarbaycan Respublikasi Milli Bankinin Idars Heyatinin iizvlorina:

Biz Azerbaycan Respublikasi Milli Bankinin
(bundan sonra "Bank") 31 dekabr 2004-cii il tarixino
hazirlanmis ve olave edilon balans, homin tarixe biton
il izre Manfost ve zerer haqqinda, Pul vesaitlerinin
haraketi haqqinda ve Kapitalda deyisikliklar hagqinda
hesabatlarinin auditini apardiq. Hemin maliyye
hesabatlarina goére Bankin rehberliyi masuliyyet
dastyir. Bizim masuliyystimiz, apardigimiz auditin
natijosine osaslanaraq Bankin maliyye hesabatlarina
dair rey bildirmekden ibaratdir.

Biz auditimizi Beynsalxalq Audit Standartlarina
uygun olaraq hayata kegirtdik. Homin Standartlar telob
edir ki, biz yoxlamanin aparilmasin elo planlagdiraq ve
hayata kecirak ki, maliyye hesabatlarinda aks etdirilon
molumatlarda shemiyyatli sehvlerin olmamasina
kifayet qoder amin olaq. Audit maliyye hesabatlarinda
oks etdirilon mablaglori ve aciglamalar1 tesdiq eden
stibutlarin test tsulu ile yoxlanilmasindan ibaretdir.
Audit yoxlamasimma hemg¢inin Bankin rahbaerliyi
torefinden totbiq edilmis miihasibat prinsiplerinin ve

yerine yetirilmis toqribi hesablamalarin teyin edilmasi
ve eyni zamanda timumi maliyye hesabatlarinin
togdimatinin qgiymetlendirilmasi daxildir. Biz hesab
edirik ki, apardigimiz audit naticesinde rey vermek
iiciin kifayet qoder asas toplamisiq.

Bizim royimize gore, Bankin maliyye hesabatlart
onun 31 dekabr 2004-cii il tarixine maliyye veziyysetini,
bu tarixde biten il iizre foaliyyet naticelerini ve nagd
pul vesaitlerinin hareketini biitiin shamiyyaetli hallarda
diizgiin ve Maliyye Hesabatlarinin Beynslxalq
Standartlara uygun oks etdirir.

Pdmﬂ? Q\LﬂdJ\t .

12 may 2005-ci il
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9. INDEPENDENT INTERNATIONAL AUDITOR'S
OPINION ON THE NATIONAL BANK'S YEAR 2004
ANNUAL BALANCE SHEET STATEMENT

To the Members of the Board of the National Bank of the Republic of Azerbaijan:

We have audited the accompanying balance sheet
of the National Bank of the Republic of Azerbaijan
(hereinafter - the "Bank") as of 31 December 2004
and the related profit and loss account and statements
of cash flows and changes in capital for the year then
ended. These financial statements are the responsi-
bility of the Bank's management. Our responsibility
is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with
International Standards on Auditing. Those
Standards require that we plan and perform the audit
to obtain reasonable assurance about whether the
financial statements are free of material misstate-
ment. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in
the financial statements. An audit also includes
assessing the accounting principles used and signifi-
cant estimates made by management, as well as
evaluating the overall financial statement presenta-

tion. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the accompanying financial state-
ments present fairly, in all material respects, the
financial position of the Bank as of 31 December
2004, and the results of its operations and its cash
flows for the year then ended, in accordance with
International Financial Reporting Standards.

pdmﬂ? Q\Lﬂde .

12 May 2005
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31 DEKABR 2004-CU iL TARIXINO BITON iL UZRO MONFOOT VO ZOROR HAQQINDA HESABAT
(milyon Azarbaycan manati ila)

Qeydlor 2004 2003
Faiz golirlori 4,27 76,011 68,865
Faiz xercleri 4 (14,638) (16,953)
KREDITLOR UZRS EHTIMAL OLUNAN ZORSR UCUN
EHTIYATLARIN BORPA EDTLMBSiNDSN / ) )
(YARADILMASINDAN) ©VVOL XALIS FAIZ GOLIRLORI 61,373 51,912
Kreditlor iizre ehtimal olunan zerer iigiin ehtiyatlarin
barpa edilmasi / (yaradilmasi) 5 2,295 (1,206)
XALIS FAIZ GOLIRLORI 63,668 50,706
Xarici valyuta movqeyinin yeniden qiymetlendirilmasi iizre
golirler, xalis 15,7 2P0
Xarici valyuta ile dilinq emsliyyatlarindan yaranan golir, xalis 1,735 1,223
Haqq ve komissiya golirlori 6 16,952 15,768
Haqq ve komissiya xarcleri 6 (2,482) (431)
Aktivleri idare edeon xarici menecerlar torafinden yerlosdirilon 14.226 2.041
aktivler iizre golirler, xalis ’ ’
Digor golirler 844 688
OMOLIYYAT GOLIRLORI 110,653 97,104
OMOLIYYAT XORCLORI (40,374) (49,029)
XALIS MONFOOT 7 70,279 48,075

<><>
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2004
(in Azerbaijani Manats and in millions)

Notes 2004 2003
Interest income 4,27 76,011 68,865
Interest expense 4 (14,638) (16,953)
NET INTEREST INCOME BEFORE RECOVERY
OF PROVISION/(PROVISION) FOR LOAN LOSSES 61373 51912
Recovery of provision/(provision) for loan losses 5 2,295 (1,206)
NET INTEREST INCOME 63,668 50,706
Foreign currency translation gain, net 15,710 27,109
Foreign currency dealing gain, net 1,735 1,223
Fees and commission income 6 16,952 15,768
Fees and commission expense 6 (2,482) (431)
Gain on assets placed with external asset managers, net 14,226 2,041
Other income 844 688
OPERATING INCOME 110,653 97,104
OPERATING EXPENSES (40,374) (49,029)
NET PROFIT 7 70,279 48,075

<><>



Milli Bankin illik balansi barada rayi

{ Miistaqil beynalxalq audit sirkatinin 2004-cii ilin yekunu tizra

31 DEKABR 2004-CU iL TARIXiNO BALANS

(milyon Azarbaycan manat ila)

AKTIVLOR:
Nagd pul ve qisamiiddatli vesaitlor
Rezident banklara verilmis kreditler, xalis
Hokumatdan alinacaq vesaitler, xalis
Beynolxalq Valyuta Fondundaki galiglar
Qiymatli investisiya kagizlari:
- satis liglin nezerde tutulan qiymsetli kagizlar
- 0denis tarixinedak saxlanilan qiymatli kagizlar
Hesablanmus faiz gelirlori
Osas vosaitlor, xalis
Qeyri-maddi aktivler, xalis
Sair aktivler

COMI AKTIVLOR:

OHDOLIKLOR VO KAPITAL:
Dovriyyads olan nagd pul
Kredit togkilatlarinin hesablari
Hokumet hesablari

Buraxilmig borc qiymetli kagizlar

Yeniden alinmasi bareds razilagmalar asasinda
satilmis qiymatli kagizlar

Sair depozit hesablari
Hesablanmus faiz xarclori
Beynolxalq maliyyse institutlarindan alinmis kreditlor
Beynolxalq Valyuta Fondu qgarsisinda 6hdslikler
Sair 6hdelikler
Cami 6hdoliklor:
KAPITAL:
Nizamnama kapitalt
Kapital ehtiyati
Comi kapital:

COMi OHDOLIKLOR VO KAPITAL

Qeydlar

12,27

12,27
13

15

17
18, 27
19
20

21,27
22

23

24

25

25

<><>

2004

5,179,095
298,288

1,212,851

345,200
346,300
40,842
80,383
19,731
3,175

7,525,865

2,631,036
1,537,048
581,200
99,032
2,575
2,145
25,923
2,164,749
3,329

7,047,037

50,000
428,828
478,828

7,525,865

2003

3,841,516
217,961
46

1,181,777

284,000
356,800
36,198
76,304
16,589
3,906

6,015,097

2,168,520
361,988
570,874
41,100
56,102

1,811
19,541
2,368,943
813

5,589,692

27,992
397,413
425,405

6,015,097
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BALANCE SHEET AS OF 31 DECEMBER 2004

(in Azerbaijani Manats and in millions)

Notes
ASSETS:
Cash and short-term funds 8
Loans to resident banks, net 9
Due from Government, net 10, 27
Balances with the International Monetary Fund 11
Investment securities:
- securities available-for-sale 12,27
- securities held-to-maturity 12, 27
Accrued interest income
Fixed assets, net 13
Intangible assets, net 14
Other assets 15
TOTAL ASSETS:
LIABILITIES AND CAPITAL LIABILITIES:
Money issued in circulation 16
Accounts of credit organizations 17
Government accounts 18, 27
Debt securities issued 19
Securities sold under agreements to repurchase 20
Other deposit accounts 21,27
Accrued interest expense
Funds borrowed from international financial institutions 22
Liabilities to the International Monetary Fund 23
Other liabilities 24
Total liabilities:
CAPITAL:
Charter fund 25
Revenue reserve 25

Total capital:

TOTAL LIABILITIES AND CAPITAL

<><>

2004

5,179,095

298,288

1,212,851

345,200
346,300
40,842
80,383
19,731
3,175

7,525,865

2,631,036
1,537,048
581,200
99,032
2,575
2,145
25,923
2,164,749
3,329

7,047,037

50,000
428,828
478,828

7,525,865

2003

3,841,516
217,961
46

1,181,777

284,000
356,800
36,198
76,304
16,589
3,906

6,015,097

2,168,520
361,988

570,874

41,100
56,102
1,811
19,541
2,368,943
813

5,589,692

27,992
397,413
425,405

6,015,097
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31 DEKABR 2004-CU IL TARIXINO BIiTON iL UZRO KAPITALDA

DOYISIKLIKLOR HAQQINDA HESABAT

(milyon Azorbaycan manati ila)

31 dekabr 2002-ci il
Dovlet biidcesine kdgiirmalar (25 sayli qeyd)

11 iizre xalis monfoat

31 dekabr 2003-cii il

Nizamnama kapitalinin kapital ehtiyatlari
hesabina artirilmasi

Dovlet biidcesine kogiirmalar (25 sayli geyd)

1l {izroe xalis monfoot

31 dekabr 2004-cii il

Nizamnamo
kapitall

27,992

27,992

22,008

50,000

<><>

Kapital

ehtiyatlar

272,922
(42,656)

121,347

351,613
(22,008)
(16,856)

96,802

409,551

BVF qarsisinda
ohdaliklarin
yenidon
qiymatlondirilma
si iizro ehtiyat

119,072

(73,272)

45,800

(26,523)

19,2777

Cami
kapital

419,986

(42,656)

48,075

425,405

(16,856)

70,279

478,828
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STATEMENT OF CHANGES IN CHARTER FUND AND RESERVES
FOR THE YEAR ENDED 31 DECEMBER 2004

(in Azerbaijani Manats and in millions)

Revenue LOEILEL L Total
Charter fund reserve reserve for liabil- capital
ities to IMF

31 December 2002 27,992 272,922 119,072 419,986
Transfer to Government budget (Note 25) - (42,656) - (42,656)
Net profit for the year - 121,347 (73,272) 48,075
31 December 2003 27,992 351,613 45,800 425,405
Capitalization of revenue reserve 22,008 (22,008) = =
Transfer to Government budget (Note 25) = (16,856) - (16,856)
Net profit for the year = 96,802 (26,523) 70,279
31 December 2004 50,000 409,551 19,277 478,828

<><>
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31 DEKABR 2004-CU iL TARIXINO BITON IL UZRO PUL VOSAITLORININ
HOROKOTI hagqinda HESABAT
(milyon Azarbaycan manati ila)

Qeydlar 2004 2003
OMOLIYYAT FOALIYYOTINDON YARANAN NAGD PUL VOSAITLORININ
HOROKOTI:
Qeyri-rezident banklardaki yerlosdirmalorden alinmis faizler 56,650 37,927
Rezident banklara verilmis kreditlor {izro alinmis faizlor 13,189 8,538
Qiymetli investisiya kagizlar1 tizre alinmis faizler 1,429 5,536
Diger alinmis faizler 99 77
Beynoelxalq maliyyse institutlarindan alinmis kreditler tizre 6denilmis faizler (13,529) (19,610)
Miistori hesablari iizre 6denilmis faizler (248) (284)
Buraxilmis qiymetli kagizlar iizre 6denilmis faizler (520) =
Odenilmis diger faizler @) =
Xarici valyuta ile dilinqg emsliyyatlarindan yaranan golir, xalis 1,735 1,223
Alinmis haqq ve komissiyalar 16,952 15,768
Odenilmis haqq ve komissiyalar (2,482) (431)
Alinmis sair ameliyyat golirlori 844 688
Odonilmis emaliyyat xerclori (31,365) (27,204)
Omoliyyat aktiv ve dhdeliklerinde doyisikliklorden avvel emsliyyat fealiyystinden
yaranan nagd pul vesaitlorinin hareketi 42,747 22,228
Omoliyyat aktivlerinde ve ohdsliklerinde deyisikliklor
Omeoliyyat aktivlerinde xalis (artma) / azalma:
Qeyri-rezident banklardan alinacaq vesaitler (1,910,493) (244,948)
Rezident banklara verilmis kreditlor (78,044) (149,031)
Sair aktivler 724 (1,861)
Omoliyyat 6hdeliklerinde xalis artma / (azalma):
Kredit togkilatlarinin hesablari 1,175,060 74,663
Hokumsatin hesablari 10,391 (22,764)
Sair depozit hesablari (53,527) 37,813
Sair 6hdelikler 2,516 (2,039)
Omoliyyat fealiyyetinde (istifade edilen) / yaranan nagd pul vesaitleri, xalis (810,626)  (285,939)
INVESTISIYA FOALIYYOTINDON YARANAN NAGD PUL VOSAITLORININ
HOROKOTI:
Satis tigiin nezerde tutulan investisiya qiymatli kagizlarinin alinmasi / (6denilmasi) (50,700) 68,700
Yeniden alinmasi barade razilasmalar esasinda satilmis qiymetli kagizlarin
alinmasi / (6denilmasi) (41,100) 41,100
Buraxilmis borc qiymetli kagizlar iizre golir 99,032 =
Osas vesaitlerin alinmasi (10,880) (1,985)
Qeyri-maddi aktivlerin alinmasi (5,350) (411)
Investisiya foaliyyotinde istifade olunan xalis nagd pul vesaitleri (8,998) 107,404

<><>
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STATEMENT OF CASH FLOWS FOR THE YEAR ENDED
31 DECEMBER 2004
(in Azerbaijani Manats and in millions)

Notes 2004 2003
CASH FLOWS FROM OPERATING ACTIVITIES:

Interest received on placements with non-resident banks 56,650 37,927
Interest received on loans to resident banks 13,189 8,538
Interest received on investment securities 1,429 5,536
Other interest received 99 77
Interest paid on borrowings from international financial institutions (13,529) (19,610)
Interest paid on customer accounts (248) (284)
Interest paid on securities issued (520) -
Other interest paid @) =
Foreign currency dealing gain, net 1,735 1,223
Fees and commissions received 16,952 15,768
Fees and commissions paid (2,482) (431)
Other operating income received 844 688
Operating expenses paid (31,365) (27,204)
Cash flows from operating activities before changes
in operating assets and liabilities 42,747 22,228
Changes in operating assets and liabilities
Net (increase) / decrease in operating assets:

Due from non-resident banks (1,910,493) (244,948)

Loans to resident banks (78,044) (149,031)

Other assets 724 (1,861)
Net increase / (decrease) in operating liabilities:

Accounts of credit organizations 1,175,060 74,663

Government accounts 10,391 (22,764)

Other deposit accounts (53,527) 37,813

Other liabilities 2,516 (2,039)
Net cash used in operating activities (810,626)  (285,939)

CASH FLOWS FROM INVESTING ACTIVITIES:

(Repurchase of) / proceeds from investment securities available for sale (50,700) 68,700
(Repurchase of) / proceeds from securities sold
under agreements to repurchase (41,100) 41,100
Proceeds from debt securities issued 99,032 =
Acquisition of fixed assets (10,880) (1,985)
Acquisition of intangible assets (5,350) (411)
Net cash (used in) / provided by investing activities (8,998) 107,404

<><>
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31 DEKABR 2004-CU IL TARIXINO BITON iL UZRO PUL VOSAITLORININ HOROKOTI
haqqinda HESABAT (DAVAMI)
(milyon Azarbaycan manati ila)

Qeydlar 2004 2003
MALIYYOLOSDIRMO FOALIYYOTINDON YARANAN NAGD PUL
VOSAITLORININ HOROKOTI:
Dovriyyeys buraxilan nagd pul 462,516 408,988
Beynolxalq maliyyse institutlarindan alinmis vesaitlerds xalis artma 6,382 1,421
Beynolxalq Valyuta Fondu qarsisinda 6hdslikler iizre azalma, xalis (235,268)  (163,263)
Dovlet biidcesine kogiirmalor (16,856) (42,656)
Maliyye foaliyyetinden yaranan xalis nagd pul vesaitleri 216,774 204,490
Xarici valyuta mezennelerindaki dayisikliklerin balans maddelerine tesiri 15,710 27,109
NAGD PUL VOSAITLORINDS VO PUL VOSAITLORININ EKVIVALENTLORINDS
XALIS (AZALMA) / ARTMA (587,140) 53,064
ILIN 8VVOLINDS NAGD PUL VOSAITLORI VO NAGD PUL VOSAITLORININ
EKVIVALENTLORI 8 3,496,906 3,443,842
ILIN SONUNDA NAGD PUL VOSAITLORI VO NAGD PUL VOSAITLORININ
EKVIVALENTLORI 8 2,909,766 3,496,906

1. BANK HAQQINDA UMUMIi MOLUMAT

Azarbaycan Respublikasinin Milli Banki ("Bank") "Azearbaycan Respublikasinin Milli Banki haqqinda" 22
dekabr 2004-cii il tarixli Qanuna ("Qanun") asasen foaliyyet gdsterir. Yuxarida gosterilen tarixe qadar Bank
"Azerbaycan Respublikasinin Milli Banki haqqinda" 10 iyun 1996-ci1 il tarixli Qanuna asasen fealiyyet
gostarirdi. Bankin hiiquqi tinvani asagidakidir: R. Behbudov kii¢.32, AZ1014, Baki, Azerbaycan.

Bankin Azerbaycan Respublikasinda 11 erazi idaresi vardir.

Qanunun 4-cii maddesine asasen:

o Milli Bankin faaliyyetinin meaqgsadi, hemginin, bank ve ddenis sistemlerinin sabitliyini ve inkisafim temin etmakdir.
e Moanfoaat gotiirmak Milli Bankin asas magsedi deyildir.

Qanunun 5-ci maddesina uygun olaraq Milli Bankin asas funksiyalar1 asagidakilardir:

Oz magsodlerine nail olmagq ii¢iin Milli Bank:

e dovlatin pul ve valyuta siyasatini miieyyen edir ve hayata kegirir;

e nagd pul dovriyyesini toskil edir, Azerbaycan Respublikasi Konstitusiyasinin 19-cu maddesinin II
hissasine ve bu Qanuna miivafiq olaraq pul nisanlarinin tedaviile buraxilmasini ve tedaviilden ¢ixarilmasini
heyata kegirir;

e manatin xarici valyutalara nisbatde resmi mazannasini miitemadi miisyyen edir ve elan edir;

e qanunvericiliye uygun olaraq valyuta tenzimini ve nazaratini heyata kegirir;

e sorancaminda olan beynelxalq qizil-valyuta ehtiyatlarini saxlayir ve idare edir;

e ganunvericiliye uygun olaraq hesabat tediye balansini tertib edir ve dlkenin proqnoz tediye balansinin
hazirlanmasinda istirak edir;

e "Banklar haqqinda" Azerbaycan Respublikasi Qanununa, bu Qanuna ve onlara miivafiq gebul etdiyi
normativ xarakterli aktlara uygun olaraq bank fealiyystini lisenziyalasdirir ve tenzimlayir, ganunla miiayyen
edilmis qaydada bank fealiyystine nezarati heyata kegirir;

e Odenis sistemloarinin fealiyyatini teskil edir, alagelendirir, tenzimlayir ve onlarin iizerinde nezareti
ganuna uygun olaraq hayata kegirir;

e bu Qanunla ve diger ganunlarla nazerde tutulmus bagqa funksiyalar1 hayata kegirir.
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STATEMENT OF CASH FLOWS (CONTINUED) FOR THE YEAR ENDED
31 DECEMBER 2004
(in Azerbaijani Manats and in millions)

Notes 2004 2003
CASH FLOWS FROM FINANCING ACTIVITIES:
Issue of money into circulation 462,516 408,988
Net increase in borrowings from international financial institutions 6,382 1,421
Net decrease in liabilities to the International Monetary Fund (235,268)  (163,263)
Transfers to the Government budget (16,856) (42,656)
Net cash provided by financing activities 216,774 204,490
Effect of exchange rate changes on balance sheet items 15,710 27,109
NET (DECREASE)/INCREASE IN CASH AND CASH
EQUIVALENTS (587,140) 53,064
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF
THE PERIOD 8 3,496,906 3,443,842
CASH AND CASH EQUIVALENTS AT THE END OF
THE PERIOD 8 2,909,766 3,496,906

1. ORGANISATION

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", dated 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 include the following:

e taking measures to provide the stability of the valuables under its power (primary objective);
e also, provision of the stability and development in the banking and payment systems;

e profit earning is not the major objective of the Bank.

Article 5 of the Law sets out the functions of the Bank as follows:

In order to achieve its objectives the Bank:

e determines and fulfills state policy in the field of monetary and currency policy;

e organizes cash money circulation and implements cash money emission in and withdrawal from circula-
tion in accordance with II section of Article 19 of the Constitution of the Republic of Azerbaijan and this law;

e permanently determines and declares the official exchange rate of Manat in relation to the foreign cur-
rencies;

e performs currency regulation and supervision in accordance with the legislation;

e maintains and manages gold and foreign currency reserves in its disposal;

e prepares balance of payments based on legislation and takes part in the preparation of the forecasted bal-
ance of payments of the country;

e provides license, regulates and supervises the banking activities as stipulated by the "Law on Banks of
Republic of Azerbaijan", this Law and other relative normative acts;

e organizes, coordinates and regulates payment system activities and supervises them under the legis-
lation;

o fulfills other functions, as stipulated by this and other relative regulations.
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Qanunun 9-cu maddasine asasen Milli Bank qanunvericiliye, habelo Azerbaycan Respublikasinin torofdas
cixdig1 beynoslxalq miigavilalere miivafiq olaraq onun selahiyysatlerine aid ediloen messalsaler {izre xarici
dovletlerin merkezi banklari ile qarsiligli miinasibetloerde, habelo beynoalxalq maliyye-kredit toskilatlarinda
Azarbaycan Respublikasini temsil edir. Milli Bank fealiyyatinin miixtelif sahaleri iizre xarici dovletlarin
morkazi banklar1 ilo emekdasliq haqqinda miigavilaler baglaya biler, hemg¢inin xaricde yerloeson dovlat ve
0zal merkezi kliring (prosessing) idarsleri ile 6z adindan ve ona miivafiq selahiyysetler verildiyi halda
Azarbaycan dovlati adindan klirinq ve hesablagmalar haqqinda sazisler ve basqa miigavilelar baglaya bilar.
Milli Bank pul, valyuta ve bank nezarati sahalarinde emeakdasliq maqgsadi dasiyan beynsalxalq ve regional
togkilatlarin kapitallarinda ve faaliyyetlaerinde qanunvericilikle miiayyen edilmis qaydada istirak eds biler.

31 dekabr 2004-cii il vo 31 dekabr 2003-cii il tarixlorine Bankin is¢ilorinin say1 miivafiq olaraq 537 ve 535
noafor olmusdur.

12 may 2005-ci il tarixde Bankin Idare Heyeti terefinden bu maliyye hesabatlarinin derc olunmasina icaze
verilmisdir.

2. TOQDIMAT OSASI

Miihasibat ucotunun asaslari - Bankin bu maliyye hesabatlar1 Maliyye Hesabatlarinin Beynolxalq
Standartlarina (MHBS) uygun hazirlanmisdir. Bu maliyye hesabatlarindaki mablaglar, bazi hallar istisna
olmaqla, milyon Azerbaycan manati ("manat") ile ifade edilmisdir. Bu maliyye hesabatlari bezi maliyys
alatlerinin yeniden giymatlendirilmasi istisna olmagqla, tarixi deyer asasinda hazirlanmigsdir.

Bank miihasibat ucotunu asasen MHBS talablarine cavab veran, Azerbaycan ganunvericiliyine uygun
qaydada aparir. Bu maliyye hesabatlar1 miihasibat ucotu haqqinda Azarbaycan gqanunvericiliyi asasinda
hazirlanmis voe MHBS-na uygunlasdirilmisdir.

Bankin rahberliyinden maliyye hesabatlarinin MHBS-na uygun hazirlanmasinda aktiv ve 6hdeliklerin geyd
olunmus mableaglarine, sorti aktiv ve Ohdseliklerin maliyye hesabatlarinin tertib olundugu tarixde
aciglanmasina ve hesabat dovriinde gelir ve xarclerin qeyde alinmig meblagloerine tesir eden texmini
hesablamalardan ve ehtimallardan istifade etmak taleb olunur. Faktiki naticelar hemin texmini ehtimallardan
forqlens biler. Dayisikliye xiisusile hessas olan texmini ehtimallara, kreditler iizre ehtimal olunan zerar ii¢iin
ehtiyatlar ve maliyye alotlorinin adalstli deyeri aiddir.

Imoaliyyat Valyutasi - Toaqdim olunan maliyye hesabatlarinda emsliyyat valyutasi Azarbaycan
Respublikast manatidir (bundan sonra "manat").

3. MUHASIBAT UCOTUNUN MUHUM PRINSIiPLORI

Maliyya alatlorinin ucota alinmasi va élgiilmasi - Bank maliyye aktivleri ve 6hdsliklerini yalniz o vaxt
balansda ugota alir ki, o, maliyye alati barade miiqavilenin terafi olur. Maliyye aktivlerinin ve 6hdeliklarinin
alqi-satqis1 Bankin alqi-satqi amsliyyatlarini apardigi tarixde geyd olunur.

Maliyye aktiv ve ohdslikleri, ¢ekilmis emsliyyat xercleri do daxil olmaqla ve ya c¢ixilmagla, miivafiq
olaraqg, avvalce ddenilmis ve ya alinmig mablaglarin adalsatli doyari olan maya dayarinde ucota alinir. Bu
maddelerin sonradan yeniden qiymetlendirilmasine dair miihasibat ucotu qaydalar1 asagida geyd olunan
miihasibat ugotu qaydalarinda agiqlanir.

Nagd pul vasaitlari va nagd pul vasaitlorinin ekvivalentlari - Nagd pul vesaitlari ve nagd pul vesaitlerinin
ekvivalentlorine kassada olan nagd pul, miixbir hesablar, o ciimladen miiqavile iizre 6deme miiddati 90
giinden az olan geyri-rezident banklarda yerlagdirilmis overnayt depozitler, qisamiiddetli depozitler vo
giymetli investisiya kagizlar aiddir (Qeyd 8).

Yenidon alinma barada razilasmalar - Bank 6z fealiyyetinde qiymetli kagizlarin satis1 ve onlarm tekrar alist
("repo") tizre miigavileler baglayir. Qiymatli kagizlarin satig1 ve onlarin tekrar alisi ile elagedar emsliyyatlar
Bank terafinden valyuta siyasetinin idare olunmasi ve alqi-satqi emeliyyatlarinin elementi kimi istifade edilir.

Repo nagd pul ve ya basqa kompensasiya avezine maliyye aktivinin bir terafden o birisinin adina kogiiriilmesi
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In accordance with legislation and the other international agreements that Republic of Azerbaijan becomes
a party, the Bank represents the Government of the Republic of Azerbaijan in the mutual relations with the
Central Banks of the foreign countries as well as in the international finance-credit organizations. The Bank
may conclude cooperation agreements in the various fields of its activity with the Central Banks of the for-
eign countries, including clearing and settlements and other contracts with the foreign state and private
Clearing (Processing) Organizations signed on the behalf of the Bank and the Government of the Republic of
Azerbaijan if entitled. With the purpose of cooperation in fields of monetary, currency and banking supervi-
sion the Bank may participate in the investing activities of the international and regional institutions in accor-
dance with the legislation.

The number of employees of the Bank as of 31 December 2004 and 2003 was 537 and 535, respectively.

These financial statements were authorized for issue by the Board on 12 May 2005.

2. BASIS OF PRESENTATION

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
Azerbaijani Manats ("AZM") unless otherwise indicated. These financial statements have been prepared on
the historical cost basis, except for the revaluation of certain financial instruments.

The Bank maintains its accounting records in accordance with Azerbaijani law, which in majority complies
with IFRS. These financial statements have been prepared from the Azerbaijani statutory accounting records
and have been adjusted to conform to [FRS.

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 suscep-
tible to change relate to the provisions for losses on loans and impairment and the fair value of financial
instruments.

Functional currency - The functional currency of these financial statements is the Azerbaijani Manat.

3. SIGNIFICANT ACCOUNTING POLICIES

Recognition and measurement of financial instruments - The Bank recognizes financial assets and liabil-
ities on its balance sheet when it becomes a party to the contractual 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 cost, which is the fair value of the consideration
given or received, respectively, net of any transaction costs incurred. 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 and investment securities with an
original maturity within 90 days (Note 8).

Repurchase agreements - The Bank enters into sale and purchase back agreements ("repos") in the normal
course of its business. Repurchase agreements are utilized by the Bank as an element of treasury management
and trading business.

A repo is an agreement to transfer a financial asset to another party in exchange for cash or other consider-
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vo bu maliyye aktivlerinin galacekde miiayyen tarixde alinmis nagd pul ve ya basqa kompensasiya iistogel faiz
mabloegine barabar vesaitin yeniden alinmasi barede gqarsiligli Shdeliyi nezerde tutan miiqaviledir. Bu
miiqavileler maliyye emsliyyatlarina samil edilir. Repo miiqavileleri @sasinda satilan maliyye aktivleri maliyys
hesabatlarinda oks etdirilir vo bu miigavilelere asasen alinmig vesaitler tominat depozit kimi bloklagdirilir.

Verilmis kreditlor vo avanslar - Moarkezi bank xidmatlerine uygun olaraq Bank adi is prosesi gedisinde
hékumate, kommersiya banklarma ve 6z is¢ilerine kredit ve avanslar verir. Bankin verdiyi sabit ddems vaxti olan
kredit ve avanslar, kreditlor {izre ehtimal olunan zerer {i¢iin ehtiyat ¢ixilmagla, cari faiz metodu totbiq edilmoklo
amortizasiya edilon deyerls qeyd olunur. Sabit 6demse vaxti olmayanlar ise maya deyari ile ugota alinir.

Verilmis kreditlor ve avanslar kreditlor iizro ehtimal olunan zerer {i¢iin ehtiyatlar ¢ixilmagla ugota alinir.
Bankin verdiyi kreditler borcalana bilavasite olaraq ve ya onun borcunda istirak etmekls, (derhal ve ya qisa
miiddet arzinde satilmaq maqsadile verilmis kreditlorden ferqli olaraq), Bank terafinden yaradilmis maliyye
aktivleridir.

Kreditlorin silinmasi - Kreditloer vo avanslar iimidsiz borclara ¢evrildikde miimkiin kreditler lizre ehtimal
olunan zerer ii¢iin ehtiyatlara qars1 silinir. Kreditlor idare Heyatinin tesdiqi ile ve xiisusi hallarda miivafiq
mohkemse gorari ilo silinir.

Faiz hesablanmayan kreditlor - Biitiin 6denilmali mablaglarin nagd pul ve ya satila bilen qiymetli kagizlar
vo barpa olunan meblaglarle tam sokilde temin olundugu hallar istisna olmagla, faiz ve ya asas mablagin
Odenilmesi 60 giinden ¢ox gecikdirilarse, kreditler faiz hesablanmayan kreditler siyahisina daxil edilir.
Borcun qaytarilmasi siibhe dogurarsa, faizler iizre gelir nezerde tutulmur. Borcalanlarin sonraki 6denislari,
her borcalan ile razilagmadan asili olaraq, verilmis kreditin asas mablagine ve ya faizine tetbiq edilir. Biitov
asas mablag ve faizlarin 6denilmasi miivafiq miiddetde ve miinasib sekilde kredit miigavilesinin sertlerine
uygun olaraq temin edildikds, faiz hesablanmayan kreditlore faiz hesablanmasi barpa olunur.

Kreditlor iizra ehtimal olunan zorar iiciin ehtiyatlar - Bank borc ve faizlerini maya deyeri ve ya
amortizasiya ediloen deyerde hesablanan maliyye aktivlerinin razilasdirilmis gaydalarina uygun yiga
bilmeayaceyini yaqinlasdirdikde, kreditler iizre ehtimal olunan zarer {igiin ehtiyatlar yaradir. Kreditlor iizro
ehtimal olunan zerer ii¢ilin ehtiyatlar, maliyye vesaitini ilkin cari faiz ile diskontlagdirmagla zemanat ve girov
hesabina barpa oluna bilen mablagi deo daxil olmaqla, satis qiymsati ile gelacek nagd vesaitlarin herakatinin
cari deyaeri arasindaki forq kimi hesablanir. Sabit 6dema dovrii olmayan maliyye aktivleri {igiin galacak nagd
vosaitlorin heroketi diskontlagdirma tetbiq edilmoekle hesablanir (6deme dovrii dedikde Bank kreditin
gozlenilan geri 6denilmasi miiddetini nezerde tutur).

Kreditlar lizre ehtimal olunan zerar ii¢iin ehtiyatlarin miieyyan edilmasi kredit portfelinin tohliline asaslanir
ve rehberliyin ehtimalina asasen kredit portfeline maxsus zerarleri temin edan teminat mablagini aks etdirir.
Ehtiyatlar riskli aktivlerin otrafli qiymetlandirilmasi naticesinde yaradilir.

Kreditlor lizre ehtimal olunan zerer iigiin ehtiyatlarin iimumi artimi menfeat ve zerer hagqinda hesabatda
oks etdirilir ve kreditler {izre ehtimal olunan zarer ii¢iin ehtiyatlarin yigilmis meblagi verilon kredit vo
avanslar hesabindan ¢ixilir. Ehtiyatlarin miiayyenlesdirilmasi Bankin avvalki tacriibasina, kredit portfelinin
molum ve maxsus risklarine, borcalanin 6dema bacarigina tesir eden amillers, teminatin taqribi deyerina vo
cari iqtisadi veziyyote asaslanaraq yerina yetirilir.

Kreditlor tizre ehtimal olunan zererin miieyyenlasdirilmesinde rahberliyin ehtimallar1 neazers alinir.
Miieyyen dovrlerde Bankin zerarleri kreditlor iizre ehtimal olunan zerer {igiin yaradilmis ehtiyatlara
nisbaten shamiyyetli ola biler. Bununla bela ehtimal edilir ki, kreditler iizre ehtimal olunan zarer {igiin
yaradilan ehtiyat kredit portfeline moxsus olan zerarlori tam oks etdirir.

Odonis tarixinadak saxlanilan qiymatli kagizlar - Odenis tarixinedek saxlamilan qiymetli kagizlar miieyyen ve ya
sabit ddenisleri 6ziinde birlesdiren borc qiymetli kagizlardir. Bank hemin qiymetli kagizlar1 6denis tarixinedek
saxlamaq niyyetine ve imkanma malikdir. Belo qiymetli kagizlar zererler {izre mévcud ehtiyatlar ¢ixilmaqgla ve
hesablanmis kupon galiri alave edilmakle amortizasiya olunmus deyerle ks etdirilir. Amortizasiya olunmus giizestler
6dema miiddeti tamamlananadek cari faiz metodundan istifade edilmekle faiz galiri mablaginde ucota alinir.

Satis iiciin nazarda tutulan qiymoatli kagizlar - Satis liclin nezerde tutulan qiymetli kagizlar geyri-miisyyen
miiddet erzinde saxlanmasi nazerde tutulan borc investisiyalardir. Homin qiymetli kagizlar 6denilmis mablagin
adalatli deyerine texminen baraber olan ilkin deyerle ucota alinir. Sonradan giymatli kagizlar adalstli deyerinda,
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ation and a concurrent obligation to reacquire the financial assets at a future date for an amount equal to the
cash or other consideration exchanged plus interest. These agreements are accounted for as financing trans-
actions. Financial assets sold under repos are retained in the financial statements and the consideration
received under these agreements are recorded as collaterized deposits received.

Originated loans and advances - In the normal course of business, the Bank lends advances or credits to
the Government, commercial banks and its employees in compliance with its central banking functions.
Loans and advances with a fixed maturity term are subsequently measured at amortized cost using the effec-
tive interest method. Those that do not have fixed maturities are carried at cost.

Loans and advances are carried net of any allowance for losses. 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 loan facil-
ity, other that those that are originated with the intent to be sold immediately or in the short term, which are
classified as trading investments.

Write off of loans - Loans are written off against the allowance for loan losses in case of uncollectibility of
loans and advances. 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 - Loans are placed on a non-accrual status when interest or principal is delinquent for
a period in excess of 60 days, except when all amounts due are fully secured by cash or marketable securi-
ties and collection proceedings are in process. Interest income is not recognized if recovery is doubtful.
Subsequent payments by borrowers are applied to either principal or delinquent interest based on individual
arrangements with the borrower. A non-accrual loan is restored to accrual status when all principal and inter-
est amounts contractually due are reasonably assured of repayment within a reasonable period.

Allowance for losses - The Bank establishes an allowance for losses of financial assets when it is probable
that the Bank will not be able to collect the principal and interest according to the contractual terms of finan-
cial assets, which are carried at cost or amortized cost. The allowance for losses is defined as the difference
between carrying amounts and the present value of expected future cash flows, including amounts recover-
able from guarantees and collateral, discounted at the original effective interest rate of the financial asset. For
financial assets that do not have fixed maturities, expected future cash flows are discounted using periods dur-
ing which the Bank expects to realize the loan.

The determination of the allowance for loan losses is based on an analysis of the loan portfolio and reflects
the amount which, in the judgment of management, is adequate to provide for losses inherent in the loan port-
folio. Provisions are made as a result of a detailed appraisal of risk assets.

The change in the allowance for loan losses is charged to the profit and loss account and the total of the
allowance for loan losses is deducted in arriving at loans and advances. Evaluation of the allowance is based
on the Bank's past loss experience, known and inherent risks in the portfolio, adverse situations that may
affect the borrower's ability to repay, the estimated value of any underlying collateral and current economic
conditions.

It should be understood that estimates of loan 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 loan
losses, it is considered that the allowance for loan losses is adequate to absorb losses inherent in the loan port-
folio.

Securities held-to-maturity - Securities held-to-maturity are debt securities with determinable or fixed
payments. The Bank has the positive intent and ability to hold them to maturity. Such securities are carried
at amortized cost, less any allowance for impairment plus accrued coupon income. Amortized discounts are
recognized in interest income using the effective interest method over the period to maturity.

Securities available-for-sale - Securities available-for-sale represent debt investments that are intended to

be held for an indefinite period of time. Such securities are initially recorded at cost which approximates the
fair value of the consideration given. Subsequently the securities are measured at fair value, with such re-
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monfest ve zerer haqqinda hesabata daxil edilmekle ve ona hesablanmis kupon goliri elave edilmekle
giymetlendirilir. Bank satis ii¢iin nezerde tutulan giymsatli kagizlarin adalatli deyerle miieyyenlesdirmak iigiin
bazar qiymatlerinden istifade edir. Bu giymatler mévcud olmadigda rehberliyin ehtimallarindan istifade olunur.
Qiymsotli kagizlarin adalstli deyerini toyin etmak miimkiin olmadiqda, miieyyen 6deme miiddeti olan qiymatli
kagizlar cari faiz metodundan istifade edilmekle amortizasiya edilon mablagle taninir.

Isas vasaitlar va qeyri-maddi aktivlor - Osas vesaitler ve geyri-maddi aktivler yigilmis kohnalmae ve zarerler tizre
har hansi1 y1gilmis barpa dayeri ehtiyati ¢cixilmagla, ilkin deyerle geyde alinir. Basa catdirilmamus tikintiler ("BCT")
ve istifadeye verilmemis aktivler {izre kohnalme aktivlerin nazerde tutulmus istifadesine hazir olduglari tarixden
baslanir. Osas vesaitlarin ve geyri-maddi aktivlerin k6hnalmasi onlarin iqtisadi faydali xidmet dovriinde deyerinin
silinmasini nazerde tutur ve diizxatli metod asasinda asagida gosterilmis illik faiz deraceleri ile hesablanir:

Binalar ve tikintiler 5%
Mebel vo avadanliq 20%-25%
Kompiiter vo rabite avadanligi 25%
Noqliyyat vasitelori 15%
Qeyri-maddi aktivler 10%

Barpa dayari zarari - Aktivin barpa deyeri onun balans deyerinden az olarsa, aktivin balans deyari onun
berpa deyerina gader azaldilir. Dayerin azalmasi ile slagadar zerar yarandiqgda, bu mebleg menfast ve zerer
haqgqinda hesabatda xerc kimi qeyde alinir.

Dovriyyada olan nagd pul - Dovriyyade olan nagd pul "Azerbaycan Respublikasinin Milli Banki haqqinda"
Azarbaycan Respublikast Qanununa ve onun mearkeazi bank kimi funksiyasina uygun olaraq Bank terafinden
buraxilmis banknotlar1 ve sikksleri eks etdirir. Dovriyyade olan banknotlar ve sikkeler, Bankin kassalarinda
olan banknotlar va sikkelar ¢ixilmaqla, balans hesabatinda nominal dayarle ks etdirilir.

Vergilar - Fiziki soxslorin golir vergisi vo sosial vergiler istisna olmaqla, Bank Azerbaycan Respublikasinin
ganunvericiliyine asasen biitlin vergilorden azaddir.

Ehtiyatlar - Ehtiyatlar asagidaki hallarda ucota alinir: Bank ke¢mis hadiselerin neticesinda cari hiiquqi ve
asaslanmis 6hdeliye malik olduqda, 6hdsliyin yerine yetirilmasi {igiin iqtisadi semare yaradan ehtiyatlarin
azalma ehtimal1 oldugda ve 6hdslik mablagi etibarli qiymatlendirildikdse.

Beynoalxalq maliyya taskilatlarindan alinmus kreditlor va BVF qarsisinda 6hdaliklar - Beynalxalq maliyye
toskilatlarindan alinmis kreditlor vo BVF qarsisinda 6hdelikler, ¢okilmis emsliyyat xerclorini ¢ixmagqla,
avvalce alinmis mablagin adalatli deyeri olan maya dayeri ila, sonra ise amortizasiya olunmus maya deyeri
ile ucota alinir. Xalis alinan ve geri qaytarilan mablaglar arasindaki ferq effektiv galir metoduna asasen borc
miiddeti erzinde manfost vo zerar hagqinda hesabatda oks etdirilir.

Ehtiyatlar vo BVF qarsisinda o6hdaliklorin yenidon qiymatlondirilmasi iizra ehtiyat - Bankin illik
manfaatinin bir hissesi Qanuna miivafiq olaraq Kapital ehtiyatlarinin normativlers uygun formalasdiriimasina
yoneldilir. Kapital ehtiyatlar1 formalasdirildigdan sonra menfestin sarbast qaligi Dovlet biidcasine kogiiriiliir.
Xiisusi Borcalma Hiiquqlar1 ("XBH") ils ifade edilmis kredit qaliglarindan yaranan mezenna forqleri manfost
vo zorar haqqinda hesabatda xarici valyutanin yeniden giymatlendirilmaesi iizre golir ve xarcler kimi aks
etdirilir ve kapitalda deyisiklikler haqqinda hesabatda BVF qarsisinda 6hdsliklerin yeniden qiymstlendirilmasi
iizro ehtiyat kimi ayrica gosterilir. Bankin cari il iizre menfestinden Dovlet biidcesine ayrilan hisse yuxarida
gostarilon mablaglari nazers almagla maliyye hesabatlarinda aks olunur.

Pensiya va digar miiavinat 6hdaliklari - Bank Azerbaycan Respublikasinin dovlet pensiya sistemindan ayr1
is¢ilorin emoak faaliyyeti dovriinde qazanilan emek haqlarinin miieyyen faiz nisbatinde ddemslarini telab
eden heg bir pensiya razilasmasina malik deyil: bu xerc miivafiq galirlerin qazanildigi dévrde ugota alinir.
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measurement included in the profit and loss account, plus accrued coupon income. The Bank uses quoted
market prices to determine the fair value for the Bank's securities available-for-sale. If such quotes do not
exist, management's estimation is used. If the fair value is not determinable, securities that have fixed matu-
rities are stated at amortized cost using the effective interest rate method.

Fixed and intangible assets - Fixed and intangible assets are carried at historical cost less accumulated
depreciation and any accumulated impairment loss. Depreciation on assets under construction ("CIP") and
those not placed in service commences from the date the assets are ready for their intended use. Depreciation
of fixed and intangible assets is designed to write off assets over their useful economic lives and is calculat-
ed on a straight line basis at the following annual rates:

Buildings and constructions 5%
Furniture & equipment 20%-25%
Computer and communication equipment 25%
Motor vehicles 15%
Intangible assets 10%

Impairment loss - If the recoverable amount of an asset is less that its carrying amount, the carrying amount
of the asset is reduced to its recoverable value. The difference being an impairment loss is recognized as an
expense in the profit and loss account for the year in which it arises.

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 in the balance
sheet at their nominal value net of cash in the Bank's cash offices.

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.

Funds borrowed from international financial institutions and liabilities to the IMF - Funds borrowed
from international financial institutions and liabilities to the IMF are recognized initially at cost, being their
issue proceeds (fair value of consideration received) net of transaction costs incurred. Subsequently, they are
stated at amortized cost and any difference between net proceeds and the redemption value is recognized in
the profit and loss account over the period of the borrowings using the effective yield method.

Reserves and revaluation reserve for liabilities to the IMF - The Bank allocates amounts from its rev-
enue reserve based on regulations in accordance with the Law. After these allocations the remaining
amount is transferred to the Government budget. Unrealized revaluation differences arising from the
translation of Special Drawing Rights ("SDR") balances with the IMF into AZM are included in the prof-
it and loss account and are shown separately in the statement of changes in capital as a revaluation reserve
for liabilities to IMF. 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 - The Bank does not have any pension arrangements separate
from the State pension system of the Republic of Azerbaijan, which requires current contributions by the
employer calculated as a percentage of current gross salary payments; such expense is charged in the period
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Bundan basga, Bankin hesablama metodundan istifadeni teleb eden pensiyadan sonraki miiavinatleri ve ya
diger kompensasiya olunan shemiyyetli miiavinetleri yoxdur.

Gozlonilmaz hadisalor - Resurslarin axini zamani 6hdaliyin temin edilmesi teloeb olunduqda ve deqiq
hesablama aparilacagi yaqinlasdirildikds, bu kimi 6hdslikler maliyye hesabatlarinda qeyd olunur. Serti aktiv
maliyye hesabatlarinda taninmir, lakin iqtisadi manfest alde edildiyi yaqinlesdirildikde, bu serti aktivler
maliyye hesabatlarinda aciqlanir.

Goalirlarin va xarclarin ucotu - Faiz golirleri ve xarclari real galir metodundan istifade etmakls hesablama
metoduna asasen ugota alinir. Kreditlorin ddenilmasi 60 giinden cox gecikdirilerse, faiz golirlerinin ugotu
dayandirilir. Faiz gelirlorine hamginin giymetli investisiya kagizlar1 iizre faiz golirleri de daxildir. Haqq ve
komissiya gslirlari/xarclori hesablama metoduna osasen ucgota alinir. Miivafiq emsliyyatlar basa
catdirildiqda, diger galirler maliyye hesabatlarinda golir kimi taninir.

Xarici valyuta amaliyyatlar: - Xarici valyuta ile ifade edilen maliyye aktiv ve 6hdslikleri balans tarixine
olan xarici valyutanin resmi mazennasi ilo Azerbaycan manati ile ifade olunur. Xarici valyuta emeliyyatlari
heyata kecirildiyi giine olan resmi mazannae ile hesablanmisdir. Bu emsliyyatlardan yaranan galir ve xarclar
monfoat vo zerar hagqinda hesabata daxil edilir.

Xarici valyuta mazannalari - Bank ilin sonunda maliyye hesabatlarinin tortib edilmasi ii¢lin asagidaki xarici
valyuta mazennalerindon istifade etmisdir:

31 dekabr 2004-cii il 31 dekabr 2003-cii il
AZM/ABS dollar1 4,903 4,923
AZM/AVRO 6,682 6,195
AZM/XBH 7,595 7,289
AZM/Ingilis funt sterlingi 9,397 8,771

Maliyya aktivlarinin va ohdaliklorinin avazlasdirilmasi - Balans hesabatinda maliyye aktivlerinin ve
6hdsliklerinin avazlasdirilmasi ve alinan xalis meblagin hesabatda aks olunmasina yalniz o zaman icaze
verilir ki, ucota alinmis meblaglarin avazlasdirilmasi iiclin hiiquqi @sas ve eyni zamanda aktiv ve 6hdaliyi
xalis meblagda alde etmak ve ya yerina yetirmak niyyati olsun.

Yenidon tasniflagdirma - 31 dekabr 2004-cii il tarixine maliyye hesabatlarina uygunlasdirilmasi iiclin 31
dekabr 2003-cii il tarixli maliyye hesabatlarinda miisyyen yeniden tesniflogsdirmaler edilmisdir.

4. XALIS FAIZ GOLIRLORI

Xalis faiz golirleri asagidakilardan ibaratdir:

2004 2003
Faiz golirlori
Qeyri-rezident banklarda yerlosdirilmis vesaitler lizre faiz golirlori 57,642 47,016
Rezident banklara verilmis kreditlor ve avanslar iizre faiz goalirleri 13,275 13,206
Qiymetli investisiya kagizlar1 lizre faiz golirlori 4,928 8,538
Iscilore verilmis kreditlor iizre faiz golirlori 166 105
Comi faiz golirleri 76,011 68,865
Faiz xarclari
BVF-doen alinmis kreditlor tizro faiz xorclori 13,479 16,502
Buraxilmis borc qiymetli kagizlar iizre faiz xerclori 904 =
Miistori hesablart {izre faiz xarclori 248 382
Sair faiz xerclori 7 69
Comi faiz xerclori 14,638 16,953
Kreditlar iizra ehtimal olunan zarar ii¢iin ehtiyatlarin (yaradilmasindan) / 61,373 51,912

barpa olunmasindan avvalki xalis faiz galirlori
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the related salaries are earned. In addition, the Bank has no post-retirement benefits or significant other com-
pensated 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. A con-
tingent asset is 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 on an accrual basis cal-
culated using the effective yield method. The recognition of interest income is suspended when loans become
overdue by more then 60 days. Interest income includes also interest income earned on investment securities.
Commission income/expenses are recognized on an accrual basis. Other income is credited to profit and loss
account when the related transactions are completed.

Foreign currency translation - Monetary assets and liabilities denominated in foreign currencies are trans-
lated into AZM at the appropriate official rates of exchange ruling at the balance sheet date. Foreign curren-
cy transactions are accounted for at the official exchange rates prevailing at the date of the transaction. Profits
and losses arising from these translations are included in the profit and loss account.

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

31 December 2004 31 December 2003
AZM/USD 4,903 4,923
AZM/EUR 6,682 6,195
AZM/SDR 7,595 7,289
AZM/GBP 9,397 8,771

Offset of financial assets and liabilities - Financial assets and liabilities 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 realize the asset and settle the liability simultaneously.

Reclassifications - Certain reclassifications have been made to the financial statements as of 31 December
2003 and for the year then ended to conform to the presentation as of 31 December 2004 and for the year then
ended.

4. NET INTEREST INCOME

Net interest income comprises:

2004 2003
Interest income
Interest income on placements with non-resident banks 57,642 47,016
Interest income on loans and advances to resident banks 13,275 13,206
Interest income on investment securities 4,928 8,538
Interest income on loans to employees 166 105
Total interest income 76,011 68,865
Interest expense
Interest expense on loans from IMF 13,479 16,502
Interest expense on debt securities issued 904 =
Interest expense on customer accounts 248 382
Other interest expense 7 69
Total interest expense 14,638 16,953
Net interest income before (provision)/recovery of provision for loan 61,373 51,912

losses
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5. ZORORLOR UZRO EHTIiYATLAR

Faiz hesablanan vesaitlar iizre zarerlers qarsi ehtiyat mablaginin deyismesi asagidaki kimi olmusdur:

Hokumatdan
alinacaq
vasaitlor

31 dekabr 2002-ci il -

Ehtiyat 19
31 dekabr 2003-cii il 19
(Ehtiyatlarin berpast) / ehtiyat (19)

31 dekabr 2004-cii il -

Aktivlar iizre zararlar li¢lin ehtiyatin mablagi miivafiq aktivlerin meblaginden ¢ixilir.

Rezident banklara
verilmis
kreditlor

17,478
1,143

18,621

(2,283)

16,338

6. HAQQ VO KOMISSiYA GOLIRLORI / (XORCLORI)

Haqq, komissiya goalirleri ve komissiya xarcleri asagidakilardan ibaratdir:

Haqq vo komissiya galirlori:
Kassa omoliyyatlar1
Miistori xidmetlori

Cami haqq vo komissiya galirlori

Haqq vo komissiya xarclari:

Aktivlerin idareedilmasi iizre xarici menecerlor
Qiymaotli kagizlarin saxlanilmasi xidmatleri iizre haqlar
Hesabin saxlanilmasi tizre haqlar

Sair xidmat haglari

Cami haqq va komissiya xarclori

Isciloro
verilmis
kreditlor

44

44

51

2004

11,159

5,793

16,952

2004

1,665

709

107

2,482

Comi

17,478
1,206

18,684

(2,295)

16,389

2003

11,115
4,653

15,768

2003

201
135
83
12

431
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5. ALLOWANCE FOR LOSSES

The movements in allowance for losses on interest earning assets were as follows:

31 December 2002

Provision

31 December 2003

(Recovery of provision) / provision

31 December 2004

Government

Loans to resident
Loans to employees

banks

17,478 -
1,143 44

18,621 44

(2,283) 7

16,338 51

Allowances for losses on assets are deducted from the related assets.

6. FEES AND COMMISSION INCOME AND EXPENSE

Fees and commission income and expense comprise:

Fees and commission income:
Cash collection fees
Customer services fees

Total fees and commission income

Fees and commission expense:
Fees to external asset managers
Custodial services fees
Account maintenance fees
Other fees

Total fees and commission expense

2004

11,159

5,793

16,952

2004

1,665

709

107

2,482

Total

17,478
1,206

18,684

(2,295)

16,389

2003

11,115
4,653

15,768

2003

201
135
83
12

431
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7. OMOLIYYAT XORCLORI

Omoliyyat xarcleri asagidakilardan ibaratdir:

Iscilere sorf olunan xoarclor

Koéhnalme xarclori

Banknotlarin ve sikksloarin hazirlanmasi ve naqli xercleri
Rabite ve informasiya xidmatleri ile bagl xarcler
Amortizasiya xarclori

Ezamiyye xarclori

Xeyriye magsadleri li¢iin ayirmalar

Miihafize xarclori

Temir ve saxlanma xarclori

Ofis lovazimati

ODV xarclori

Istilik ve isiglandirma

Pesokar xidmat haqglar1

Nagqliyyat xarclori

Cap xarclori

Sigorta masroflori

Sair xarclor

Comi amaliyyat xarclari

8. NAGD PUL VO QISAMUDDOTLI VOSAITLOR

Nagd pul vesaitleri ve qisamiiddetli vesaitler asagidakilardan ibaratdir:

Nagd pul

Qeyri-rezident banklardan alinacaq vesaitler:

- Miiddatli depozitler

- Overnayt depozitler

- Aktivleri idare edon xarici menecerlor torafindon yerlosdirilon aktivler
- Nostro hesablar1

Comi: Nagd pul va qisamiiddatli vasaitlor

Cixilsi: 6dems miiddati 3 aydan ¢ox olan miiddetli depozitler

Comi: Nagd pul vasaitlori va nagd pul vasaitlorinin ekvivalentlari

<><>

2004
12,897
6,722
6,440
3,087
2,208
1,127
1,007
957
949
688
682
618
409
341
220
200
1,822

40,374

2004

101,194

3,407,855
864,399
749,173
56,474
5,179,095
(2,269,329)

2,909,766

2003
11,383
19,643

854

2,618

2,182
970
2,887
655
1,015
694
819
685
2,950
319
240
173
942

49,029

2003

6,940

2,608,125
409,404
740,355

76,692

3,841,516

(344,610)

3,496,906
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7. OPERATING EXPENSES

Operating expenses comprise:

Staft costs

Depreciation expense

Expenses related to production and transportation of banknotes and coins
Expenses related to communication and information services
Amortisation expense

Business trip expenses

Charity

Security services

Repair and maintenance expense

Office supplies

VAT expense

Heating and lighting

Professional fees

Vehicle running costs

Printing

Insurance

Other expenses

Total operating expenses

8. CASH AND SHORT-TERM FUNDS

Cash and short-term funds comprise:

Cash on hand

Due from non-resident banks:

- Time-deposits

- Overnight deposits

- Assets placed with external asset managers

- Nostro accounts

Total cash and short-term funds

Less: time deposits with maturities longer than 3 months

Total cash and cash equivalents

2004
12,897
6,722
6,440
3,087
2,208
1,127
1,007
957
949
688
682
618
409
341
220
200
1,822

40,374

2004

101,194

3,407,855
864,399
749,173
56,474
5,179,095
(2,269,329)

2,909,766

2003
11,383
19,643

854

2,618

2,182
970
2,887
655
1,015
694
819
685
2,950
319
240
173
942

49,029

2003

6,940

2,608,125
409,404
740,355

76,692

3,841,516

(344,610)

3,496,906
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Biitiin geyri-rezident banklar Moody's, Standard ve Poor's reyting agentliklarinin miieyyan etdiyi AA- reytinginden
va Fitch Ratings agentliyinin miiayyen etdiyi Aa3 reytinginden asag1 olmayan reytinglers malikdirlor.

9. REZIDENT BANKLARA VERILMIiS KREDITLOR, XALIS

Rezident banklara verilmis kreditlor asagidakilardan ibaretdir:

2004 2003

Cari kreditler 245,290 213,409
Odeme miiddeti uzadilmis kreditlor 59,085 9,000
Vaxti1 kegmis kreditlor 10,251 14,173

314,626 236,582
Cixilsin: Rezident banklara verilmis kreditler izro ehtimal olunan
zorarler liclin ehtiyat (16,338) (18,621)
Comi: Rezident banklara verilmis kreditlor 298,288 217,961

31 dekabr 2004-cii il vo 31 dekabr 2003-cii il tarixlerine Bankin bir rezident banka ayrilmis krediti olmusdur
ki, bu da miivafiq olaraq 88,040 milyon manat ve 97,500 milyon manat teskil ederak Bankin kapitalinin 10%-
den artiq olmusdur ve banklara verilmis kreditler iizre miivafiq olaraq 28% ve 37 % cemlesmani aks etdirirdi.

31 dekabr 2004-cii il vo 31 dekabr 2003 -cii il tarixlorine rezident banklara verilmis kreditlor miivafiq olaraq
10,251 milyon manat ve 14,173 milyon manat meblaglarinde faiz hesablanmayan kreditlorden ibarat idi.

10. HOKUMOTDON ALINACAQ VOSAITLOR, XALIS

Hokumatden alinacaq vesaitlar asagidakilardan ibarstdir:

2004 2003

Nazirliklors verilmis kreditlor - 65
- 65

Cixilsm: Kreditlor iizre ehtimal olunan zerar iigiin ehtiyatlar = (19)
Comi: Hokumatdan alinacaq vasaitlor - 46
11. BEYNOLXALQ VALYUTA FONDUNDAKI QALIQLAR
Beynslxalq Valyuta Fondundaki qaliglar asagidakilardan ibaratdir:

2004 2003
Kvota (Qeyd 23) 1,141,774 1,093,316
XBH-do vesaitler 71,077 88,461
Cami: Beynalxalq Valyuta Fondundaki qahglar 1,212,851 1,181,777
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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.
9. LOANS TO RESIDENT BANKS, NET

Loans to resident banks comprise:

2004
Current loans 245,290
Rescheduled loans 59,085
Overdue loans 10,251
314,626
Less: allowance for losses on loans
to resident banks (16,338)
Total loans to resident banks, net 298,288

2003
213,409
9,000
14,173

236,582

(18,621)

217,961

As of 31 December 2004 and 2003 the Bank had a loan to one resident bank of AZM 88,040 million and
AZM 97,500 million, respectively, which exceeded 10% of the Bank's equity and represents a significant

concentration forming 28% and 37% of the loans to resident banks, respectively.

As of 31 December 2004 and 2003 included in loans to resident banks are non-accrual loans amounted to
AZM 10,251 million and AZM 14,173 million, respectively, on which interest was not accrued.

10. DUE FROM GOVERNMENT, NET

Due from Government comprises:

2004
Loans to Ministries =
Less: allowance for loan losses =
Total due from Government, net -
11. BALANCES WITH THE INTERNATIONAL MONETARY FUND
Balances with the International Monetary Fund comprise:

2004
Quota (Note 23) 1,141,774
SDR holdings 71,077
Total balances with the International Monetary Fund 1,212,851

2003
65
65
(19)
46

2003
1,093,316
88,461

1,181,777
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Beynslxalq Valyuta Fondunun 160.9 milyon meblaginde XBH olan kvotasi Azerbaycan Respublikasinin
tizvlik haqqni ifade edir vo bu mablag iizro faiz hesablanmir. Hemin meblagin 6denilmesi iigiin
Azorbaycan Respublikasinin hokumeti terofinden buraxilmis ve Bank terafinden BVF-nin xeyrine

saxlanilan qiymatli kagizlar 6hdsliklerde gdsterilir (Qeyd 23).
12. QiYMOTLI INVESTISiYA KAGIZLARI

Qiymeatli investisiya kagizlar1 asagidakilardan ibaratdir:

2004
Satig liglin nezerds tutulan giymetli kagizlar 345,200
Odenis tarixinedek saxlanilan giymatli kagizlar 346,300
Comi: Qiymatli investisiya kagizlar 691,500
Satis ticiin nazerds tutulan qiymetli kagizlar asagidakilardan ibaratdir:
Nominal 2004 Nominal

dayorina faiz dayorina faiz

Satis ticiin nazoards tutulan
borc giymatli kagizlar
Azoarbaycan Respublikast Maliyyo

Nazirliyinin buraxdig1 dovlet istiqrazlari 0.15% 345,200 =

2003
284,000
356,800

640,800

2003

284,000

Azarbaycan dovlet istigrazlar1 2004-cii ilden etibaren 6denilecek Bank terafinden illik 0.15% faiz deracesi
ile buraxilmig manatla ifade edilon dovlet qiymetli kagizlaridir. Bu istiqrazlar uzunmiiddetli 6demo miiddati
iloe Azarbaycan Respublikasinin Maliyye Nazirliyi terefinden temin edilir. Biitiin bu qiymetli kagizlarin
mileyyen edilmis 6dema coadvali var ve onlar 2013 - 2023 iller arzinde 10 baraber hisse ilo tam sokilde

O0denilecekdir. Bu istiqrazlar iizre faiz her il 6denilmslidir.

31 dekabr 2004-cii ve 2003-cii il tarixlerinde satis iiciin nazerds tutulan qiymeatli kagizlar {izre hesablanmis faiz
miivafiq olaraq 328 milyon manat ve 327 milyon manat togkil etmakle hesablanmus faiz golirlerine daxil edilmisdir.

Odenis tarixinedek saxlanilan qiymetli kagizlar asagidakilardan ibaretdir:

Nominal 2004 Nominal
dayorina faiz dayorina faiz

Odonis tarixinadok saxlamlan qiymatli

kagizlar

Maliyye Nazirliyi terefinden buraxilmis

dovlet istiqrazlari 7.00% 42,300 7.00%
Maliyye Nazirliyi toerefinden buraxilmig

dovlet istiqrazlart 0.30% 304,000 0.30%
Odonis tarixinadok saxlamilan qiymatli

kagizlarin comi 346,300

<><>

2003

52,800

304,000

356,300
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The IMF Quota, in the amount of SDR 160.9 million, represents 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 benefit of the IMF are shown as liabil-

ities (Note 23).
12. INVESTMENT SECURITIES

Investment securities comprise:

Securities available-for-sale
Securities held-to-maturity

Total investment securities

Available-for-sale securities comprise:

Interest
to nominal
Debt securities
available-for-sale
Government bonds issued by
the Ministry of Finance 0.15%

2004 2003
345,200 284,000
346,300 356,800
691,500 640,800
Interest
e to nominal 2003
345,200 - 284,000

The Azerbaijan Government bonds are AZM denominated government securities issued to the Bank with an
interest payable at a rate of 0.15% per annum from 2004. These bonds are guaranteed by the Ministry of
Finance of the Republic of Azerbaijan with long-term maturity. All these securities have fixed repayment
schedules and will be repaid fully in 10 equal parts between 2013 - 2023. The interest on these bonds is

payable annually from 2004.

As of 31 December 2004 and 2003 interest accrued on securities available-for-sale included in accrued
interest income amounted to AZM 328 million and AZM 327 million, respectively.

Held-to-maturity securities comprise:

Nominal

dayarina faiz

Securities held-to-maturity

State bonds issued by the Ministry of

Finance 7.00%
State bonds issued by the Ministry of

Finance 0.30%

Total securities held-to-maturity

Nominal
AU dayarina faiz 2003

42,300 7.00% 52,800
304,000 0.30% 304,000
346,300 356,800

<><>
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31 dekabr 2004-cii il ve 31 dekabr 2003-cii il tarixlerine ddenis tarixinedek saxlanilan qiymatli kagizlar
iizre hesablanmis faiz golirleri miivafiq olaraq 15,045 milyon ve 11,549 milyon manat toskil etmisdir.

31 dekabr 2004-cii il ve 31 dekabr 2003-cii il tarixlerine dovlet istigrazlar1 manatla ifade edilir. Onlar
Azarbaycan Respublikasinin Maliyye Nazirliyi terafinden buraxilmis asagidaki qiymatli investisiya kagizlaridir:

- 2000-2002-ci illorde BUSB-nin (hazirda "Kapital Bank") idare ve filiallarinda giindelik 6denis ve
hesablagmalarin aparilmasini tomin etmoak ve likvidliye olan telebatin tomin olunmast magsadile buraxilmis

qiymetli kagizlar (illik 7% faiz deracesi ils);

- 2001-ci ilde Agrar-Kredit Sehmdar Cemiyyetinin merkezlosdirilmis kreditlor lizre osas borcun
6danilmesi maqsadile buraxilmis qiymetli kagizlar (illik 0.3% faiz deracesi ile);

- 1992-1996-c1 illerde dovlet biidcesi kesirinin baglanmasi megsadile verilmis kreditlerin avezinds
buraxilmis qiymatli kagizlar (illik 0.15% faiz deracesi ilo).

13. OSAS VOSAITLOR, XALIS

Kompiiter Ofis mebeli,

Binalar va rabito avadanhq Na(?liyya.t Comi
avadanh@ Vo sair vasitalort

ilkin dayar 16,325 59,026 6,380 166,672
31 dekabr 2003-cii il 84,941 7,499 2,003 327 10,880
Olaveler 1,051 (2,505) (1,222) (1,475) (5,202)
Silinmaler -
31 dekabr 2004-cii il 85,992 21,319 59,807 5,232 172,350
Yigilmis kohnalma
31 dekabr 2003-cii il 14,348 12,219 58,992 4,809 90,368
11 tizre xorclor 4,258 1,960 110 394 6,722
Silinmaler = (2,448) (1,222) (1,453) (5,123)
31 dekabr 2004-cii il 18,606 11,731 57,880 3,750 91,967
Xalis qaliq dayar
31 dekabr 2004-cii il 67,386 9,588 1,927 1,482 80,383
Xalis qaliq dayar
31 dekabr 2003-cii il 70,593 4,106 34 1,571 76,304

<><>
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As of 31 December 2004 and 2003 interest accrued on securities held-to-maturity included in accrued inter-

est income amounted to AZM 15,045 million and AZM 11,549 million, respectively.

Azerbaijan Government bonds at 31 December 2004 and 2003 are denominated in AZM. They represent the
following investment securities issued to the Bank by the Ministry of Finance of the Republic of Azerbaijan:

- issued with the purpose of assistance to the United Universal Joint-Stock Bank (subsequently renamed to
Kapital Bank) in conducting daily payments and settlements of its offices and branches and maintaining suf-

ficient liquidity levels during 2000-2002 (7% annual interest rate);

- issued for repayment of debts on centralized loans of Rural Investment Joint Stock Company during 2001

(0.3% annual interest rate); and

- issued to finance the loan previously provided to cover the budget deficits during 1992-1996 (0.15% annu-

al interest rate).

13. FIXED ASSETS, NET

At cost

31 December 2003
Additions
Disposals

31 December 2004
Accumulated depreciation
31 December 2003
Charge for the year
Disposals

31 December 2004
Net book value

31 December 2004
Net book value

31 December 2003

Buildings

84,941

1,051

85,992

14,348

4,258

18,606

67,386

70,593

Computers and
communication
equipment

16,325
7,499

(2,505)

21,319

12,219

1,960

(2,448)

11,731

9,588

4,106

o@o

Furniture,

equipment

and others
59,026
2,003

(1,222)

59,807

58,992

110

(1,222)

57,880

1,927

34

Motor vehicles

6,380
327

(1,475)

5,232

4,809

394

(1,453)

3,750

1,482

1,571

Total

166,672
10,880

(5,202)

172,350

90,368

6,722

(5,123)

91,967

80,383

76,304
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14. QEYRI-MADDI AKTiVLOR, XALIS

ilkin dayer

31 dekabr 2003-cii il
Olaveler

31 dekabr 2004-cii il
Yigilmis kohnalma
31 dekabr 2003-cii il
11 {izre xorclor

31 dekabr 2004-cii il
Xalis qahq doayar
31 dekabr 2004-cii il
Xalis qahq dayar

31 dekabr 2003-cij il

15. SAIR AKTIVLOR

Sair aktivler asagidakilardan ibaroatdir:

2004
Iscilore verilmis kreditlor 2,548
Avans 6denisleri 599
Sair aktivler 79

3,226
Cixilsm: Kreditlor tizre ehtimal olunan zerar iigiin ehtiyatlar (51)
Comi: Sair aktivler 3,175

16. DOVRIYYODO OLAN NAGD PUL

Proqram tominat1

22,006
5,350

27,356

5,417
2,208

7,625

19,731

16,589

2003
2,214
1,707
29
3,950
(44)

3,906

Dovriyyads olan nagd pul 1992-ci ilde milli valyutanin tetbiqi tarixinden baslayaraq dovriyyaye buraxilmis
Azarbaycan Respublikasinin milli valyutasi olan manat meblagini toskil edir.

o@o
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14. INTANGIBLE ASSETS, NET

Operational software

At cost

31 December 2003 22,006
Additions 5,350
31 December 2004 27,356

Accumulated depreciation

31 December 2003 5,417
Charge for the year 2,208
31 December 2004 7,625

Net book value
31 December 2004 19,731
Net book value

31 December 2003 16,589

15. OTHER ASSETS

Other assets comprise:

2004 2003
Loans to employees 2,548 2,214
Prepayments 599 1,707
Other assets 79 29

3,226 3,950
Less: allowance for loan losses (51) (44)
Total other assets, net 3,175 3,906

16. MONEY ISSUED IN CIRCULATION

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.
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50,000 manat
10,000 manat
1,000 manat
500 manat
250 manat
100 manat
50 manat

10 manat

5 manat

1 manat

Sikkolor

Cami: Dovriyyaya buraxilmis pul

17. KREDIT TOSKILATLARININ HESABLARI

Kredit togkilatlarinin hesablar1 asagidakilardan ibaretdir:

Miixbir hesablar

Macburi ehtiyatlar

Comi: Kredit togkilatlarinin hesablari

2004
1,706,080
799,800
109,259
8,767
2,584
2,954
1,245
260
63
19
5

2,631,036

2004
1,089,132
447,916

1,537,048

2003
1,217,918
826,507
106,379
10,528
2,643
2,951
1,247
260
63
19
5

2,168,520

2003
119,437
242,551

361,988

Mocburi ehtiyatlar kredit togkilatlarinin Azerbaycan Respublikasi Milli Bankindaki loro hesablar {izro
bloklagdirilmis meblagloarini oks etdirir. Homin mablegler banklarin depozit saxlayan miistorilerine qarst

miieyyan ohdsliklerinin 10%-1 kimi hesablanir. Bu meblegler {izre faiz hesablanmur.

18. HOKUMOT HESABLARI

Hokumet hesablari asagidakilardan ibaratdir:

Biidce hesablari

Sair teleb edilonadek depozitler

Comi: Hokumot hesablar1

Biidco hesablar1 Moarkoazi Xoazinadarliga 6denilmeli vesaitleri oks etdirir.

<><>

2004
574,449
6,751

581,200

2003
522,207
48,667

570,874
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50,000 manats
10,000 manats
1,000 manats
500 manats
250 manats
100 manats
50 manats

10 manats

5 manats

1 manat

Coins

Total money issued in circulation

17. ACCOUNTS OF CREDIT ORGANIZATIONS

Accounts of credit organizations comprise:

Correspondent accounts

Obligatory reserves

Total accounts of credit organizations

2004
1,706,080
799,800
109,259
8,767
2,584
2,954
1,245
260
63
19
5

2,631,036

2004
1,089,132
447,916

1,537,048

2003
1,217,918
826,507
106,379
10,528
2,643
2,951
1,247
260
63
19
5

2,168,520

2003
119,437
242,551

361,988

Obligatory reserves represent amounts blocked on loro accounts of credit organizations with the National
Bank of Azerbaijan and are calculated as 10% of their eligible liabilities to deposit holders. These amounts
are non interest-bearing.

18. GOVERNMENT ACCOUNTS

Government accounts comprise:

Budget accounts

Other demand deposits

Total Government accounts

2004
574,449
6,751

581,200

2003
522,207
48,667

570,874

Budget accounts represent amounts due to the Central Treasury of the Republic of Azerbaijan.
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19. BURAXILMIS BORC QiYMOTLI KAGIZLARI

Buraxilmig borc qiymstli kagizlar1 asagidakilardan ibaratdir:

Illik kupon

Odonis tarixi faiz dorocosi 2004 2003

Qisamiiddatli notlar 04-02-2005 4.49% 21,791 =
Qisamiiddatli notlar 15-02-2005 4.74% 29,644 =
Qisamiiddatli notlar 03-01-2005 4.47% 6,005 =
Qisamiiddatli notlar 14-03-2005 4.76% 19,769 =
Qisamiiddatli notlar 21-01-2005 4.64% 19,924 =
Qisamiiddatli notlar 04-02-2005 4.45% 1,499 =
Qisamiiddatli notlar 03-01-2005 4.38% 400 =
Coami:

Buraxilmis borc qiymatli kagizlar: 99,032 =

31 dekabr 2004-cii il tarixine buraxilmis borc qiymsetli kagizlar lizre hesablanmis kupon faizi 430 milyon
manat togkil eden hesablanmis faiz xerclorine daxil edilmisdir.

20. YENIDON ALINMASINA DAIR MUQAVILOLOR UZRO SATILMIS QiYMOTLI KAGIZLAR

31 dekabr 2003-cii il tarixine yeniden alinmasina dair miiqavilsler iizre satilmis qiymetli kagizlar Bankin
41,100 milyon manat mabloginde uzunmiiddetli hokumet istiqrazlarini yeniden almaq 6hdsliyidir. Bu
miiqavilaler tizre satilmis qiymetli kagizlar satis iiclin nezerde tutulan qiymsatli investisiya kagizlarina daxil
edilmisdir. Bu miigavileler {izre 6demo miiddati 7-10 giin arasindadir. Bu qiymetli kagizlar iizre nominal
dayaerin 4.5%-5%-1 hacminds kupon faizi 6denilmisdir.

21. SAIR DEPOZIT HESABLARI

Sair depozit hesablar1 asagidakilardan ibarstdir:

2004 2003
Beynolxalq maliyye institutlarinin hesablar1 2,123 2,603
Diger maliyys institutlarinin hesablari 376 53,432
Ictimai teskilatlarin hesablar 76 67
Cami: Sair depozit hesablar1 2,575 56,102

22. BEYNOLXALQ MALiYY® INSTITUTLARINDAN ALINMIS KREDITLOR
Beynoelxalq maliyye institutlarindan alinms kreditlor "Institusional quruculuga texniki yardim" proqrami

¢oar¢ivasinde Diinya Bankindan alinmis vesaitlorden ibaretdir. Homin vesaitler {izre illik faiz derecasi 1%
togkil edir ve onlarin 6deme miiddeati 1 iyul 2021-ci il tarixine qoderdir.

<><>
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19. DEBT SECURITIES ISSUED

Debt securities issued comprise:

Short-term note
Short-term note
Short-term note
Short-term note
Short-term note
Short-term note

Short-term note

Total debt securities issued

As of 31 December 2004 the coupon accrued on debt securities issued was included in accrued interest

Maturity date

04-02-2005

15-02-2005

03-01-2005

14-03-2005

21-01-2005

04-02-2005

03-01-2005

expense and amounted to AZM 430 million.

Annual coupon rate

4.49%

4.74%

4.47%

4.76%

4.64%

4.45%

4.38%

2004
21,791
29,644

6,005
19,769
19,924

1,499

400

99,032

20. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

As of 31 December 2003 securities sold under repurchase agreements were commitments of the Bank
to repurchase long-term government bonds for the amount of AZM 41,100 million. The securities sold
under these agreements are included in available-for-sale investment securities. The maturities of the
agreements were within 7-10 days. Coupons of 4.5% and 5% of the nominal value were paid on these

securities.

21. OTHER DEPOSIT ACCOUNTS

Other deposit accounts comprise:

Accounts of international financial institutions

Accounts of other financial institutions
Accounts of public organizations

Total other deposit accounts

22. 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. These bear an annual interest rate of 1% and

mature on 1 July 2021.

o@o

2004
2,123
376
76

2,575

2003

2003
2,603
53,432
67

56,102
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23. BEYNOLXALQ VALYUTA FONDU QARSISINDA OHDOLIKLOR

Beynoslxalq Valyuta Fondu qarsisinda dhdaliklar asagidakilardan ibaratdir:

2004 2003
Almmis kreditlor 1,019,039 1,271,694
Kvota ile alagodar buraxilmis qiymetli kagizlar (qeyd 11) 1,141,774 1,093,316
Beynolxalq Valyuta Fondunun hesablari 3,936 3,933
Coami: Beynolxalq Valyuta Fondu qarsisinda 6hdsliklor 2,164,749 2,368,943

BVF-den alinmis kreditlerin ilkin 6deme miiddati 10 ildir ve illik faiz deracesi 0.5% -3.02% (2003: 0.5%-
2.23%) toskil edir. Kreditlerin 6denilmasi 1999-cu ilde baglanmigdir. 2011-ci iledek kreditlerin 6denisi tam
basa catdirilacaqdir. Beynoalxalq Valyuta Fondundan alinmis biitiin kreditlor XBH ile ifade edilmisdir.
Kreditlor miixtelif miiqavilelor, o ciimleden Ehtiyat Destoklome Mexanizmi, Geniglondirilmis Fond
Mexanizmi, Ovezetmo veo Fovgelade Maliyye Mexanizmi, Struktur Deyisiklikleri Mexanizmi vo
Yoxsullugun Azaldilmasi ve Inkisaf Mexanizmi miiqavileleri esasinda verilmisdir.

24. SAIR OHDOLIKLOR

Sair 6hdslikler asagidakilardan ibarstdir:

2004 2003
Odenilmakde olan meblagler 3,128 609
Sair 201 204
Coami sair ohdaliklor 3,329 813

25. NIZAMNAMO KAPITALI VO EHTIiYATLAR

"Azorbaycan Respublikasinin Milli Banki haqqinda" Azerbaycan Respublikast Qanununa asasen Milli
Bankin nizamnamse kapitali 50,000 milyon manat, kapital ehtiyatlar1 ise tedaviile buraxilmis nagd milli
valyutanin 15 faizi miqdarinda miieyyen edilir. 2004-cii ilde Milli Bankin nizamname kapitali kapital
ehtiyatlar1 hesabina 50,000 milyon manata godar artirilmigdir. Hesabat ilinin reallagdirilmis monfoasti kapital
ehtiyatlarinin nazerde tutulmus normativlere uygun formalasdirilmasina yoneldilmis, menfestinin qalan
sarbast qaligr ise Dovlet biidcasine kogiiriilmiisdiir. 31 dekabr 2004-cii il ve 31 dekabr 2003-cii il arzinde
Dovlet biidcesine kogiiriilon mablogin comi miivafiq olaraq 16,856 milyon manat ve 42,656 milyon manat
toskil etmigdir.

26. MALIYYO OHDOLIKLORI VO GOZLONILMOZ HADISOLOR

Bank balansdankenar riske malik maliyye aletlerini aks etdiron miiqavileler lizre qarsiligh teraf kimi ¢ix1s
edir. Miixtolif deracali kredit riskloerini 6ziinde birlesdiren bu alatler iizre qaliglar balansda 6z aksini tapmur.

Kreditin genislandirilmesi ii¢iin sorti 6hdsliklerla, qars: terafin 6hdsliklerini yerine yetirmadiyi, qoyulmus
girov ve ya qiymatli kagizlarin deyerinin asag1 diismesi askar olunduqda, Bankin maksimum kredit itkisine
moruz qalmasi bu alstlerin miiqavilalerde eks olunmus deyaeri ile gosterilir.

Bank balansdankenar 6hdaliklerin idare edilmasine balans {izre amsliyyatlar {i¢iin istifade etdiyi kredit
nazaratini vo idareetma siyasatini totbiq edir.

Risk iizre 6l¢iilmiis meblag Bank Nozarati lizre Bazel Komitesinin irali siirdiiyii prinsipler asasinda kredit
konversiya amillorini ve garsi terafin risk 6l¢iilorini totbiq etmoaklo oaldo edilir.

<><>
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23. LIABILITIES TO THE INTERNATIONAL MONETARY FUND

Liabilities to the International Monetary Fund comprise:

2004 2003
Loans received 1,019,039 1,271,694
Securities issued in respect of Quota (Note 11) 1,141,774 1,093,316
Accounts of the International Monetary Fund 3,936 3,933
Total liabilities to the International Monetary Fund 2,164,749 2,368,943

Loans received from the IMF are loans with an original maturity of 10 years and bear interest from 0.5% to
3.02% (2003: 0.5% to 2.23%) per annum. The repayment of the loans commenced in 1999. The loans will be
fully repaid by 2011. All loans received from the IMF are denominated in SDR. The loans have been extend-
ed under a number of arrangements, including Stand-by, Extended Fund Facility, Compensatory and
Contingency Financing Facility, Structure Transformation Facility and Poverty Reduction and Growth
Facility.

24. OTHER LIABILITIES

Other liabilities comprise:

2004 2003
Amounts in the course of settlement 3,128 609
Other 201 204
Total other liabilities 3,329 813

25. 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 and the amount of the revenue reserve
should be calculated as 15% of money issued in circulation. Therefore, 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 years ended 31
December 2004 and 2003, transfers made to the Government budget amounted to AZM 16,856 million and
AZM 42,656 million, respectively.

26. FINANCIAL COMMITMENTS AND CONTINGENCIES

The Bank is a party to financial instruments with off-balance sheet risk. These instruments, involving vary-
ing 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 cred-
it, 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 commit-
ments as it does for on-balance operations.

The risk-weighted amount is obtained by applying credit conversion factors and counterparty risk weight-
ings according to the principles employed by the Basle Committee on Banking Supervision.

<><>
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Kapital ohdaliklori - 31 dekabr 2004-cii il tarixine Bankin he¢ bir shamiyystli kapital Shdsliyi
olmamuigdir.

Imaliyyat lizingi ilo bagl ohdaliklar - 31 dekabr 2004-cii il tarixine Bankin emaliyyat lizinqi ile bagli heg
bir miithiim 6hdsliyi olmamisdir.

Hiiqugqi prosedurlar - Vaxtasirt ve biznesin normal gedisinde miisteriler terafinden Banka qars1 iddialar
qaldirilir. Bankin rehberliyi hesab edir ki, he¢ bir ciddi zerer olmayacaqdir ve miivafiq olaraq hazirki maliyye
hesabatlarinda bununla elagedar heg bir ehtiyat yaradilmamaisdir.

2004-cii il arzinde Azerbaycan Respublikasi Beynalxalq SKB Milli Bankin hesabindan 5,000 milyon manat
vesaitin ve ona hesablanmis 760 milyon manat vesaitin onun xeyrine tutulmas: barede 1 sayli Yerli Igtisad
Mbohkemasine miiraciet etmisdir. Mehkemsa 4 oktyabr 2004-cii il tarixli gotnamsesi ile iddia telebini gismen
tomin etmisdir. Belo ki, mahkema 5,000 milyon manat mablaginin Azarbaycan Respublikasi Beynalxalq
SKB-na 6denilmesini gebul etmis, iddianin qalan hissesini ise rodd etmisdir. Bank Mahkema gotnamesinin
logv edilmesi barede apelyasiya sikayeti vermisdir. Azerbaycan Respublikasi Iqtisad Mehkemasi 8 fevral
2005-ci il tarixli getnamesi ilo Bankin apelyasiya sikayetini tomin etmemis, 1 sayli Yerli Iqtisad
Mohkemasinin qotnamesini deyisdirmaden saxlamisdir. Bank Azerbaycan Respublikasi Iqtisad
Mohkemasinin gatnamesinin logv edilmasi barade Azerbaycan Respublikasi Ali Mehkemasinin kassasiya
sikayati hazirlamigdir. Bankin rehberliyi hesab edir ki, bu mahkemsa isi Bankin xeyrine hsll olunacaqdir.

Pensiya va pensiya planlart - lIscilor Azerbaycan Respublikasmin qanunvericiliyine miivafiq olaraq
Azoarbaycan Respublikasindan pensiya miiavinatlori alirlar. 31 dekabr 2004-cii vo 2003-cii il tarixlerine
Bank 6ziiniin hazirki, yaxud sabiq iscilari ligiin he¢ bir alave miiavinatlere, pensiyaya ¢ixdiqdan sonraki tibbi
xidmate, sigorta ve ya kompensasiyalara gére masuliyyet dasimamisdir.

Bankin faaliyyat miihiti - Bank esas foealiyyetini Azarbaycan Respublikasinda heyata kegirir. Azarbaycan
Respublikasinda fealiyyet miihitine tesir gostoran qanun ve diger normativ senadlare tez-tez dayisiklikler
edilir ve buna gore de Bankin aktiv ve 6hdslikleri siyasi ve isgiizar mithitde manfi dayisikliklere gore riske
moruz gala biler.

27. HOKUMOT IDAROLORI iLO OMOLIYYATLAR

Azarbaycan Respublikasi Milli Banki Maliyye Nazirliyini, Azerbaycan hokumstini ve diger biidce
togkilatlarini1 maliyye ve sair bank xidmatlari ile temin edir. Markazi bank funksiyalar1 ¢ercivesinde Bank
hemin teskilatlarla elagesiz teraflere taklif eden sortlorden forqli olan amsliyyatlar1 bu teskilatlarla hayata
kegire biler.

31 dekabr 2004-cii il vo 31 dekabr 2003-cii il tarixlerine Azerbaycan hokumeti ve sair ictimai toskilatlar
ile olan qaliglar asagidaki kimidir:

2004 2003
Kreditlor va qiymatli investisiya kagizlar
Qiymatli investisiya kagizlar1 691,500 640,800
Hoékumetdoen alinacaq vesaitler = 46
Hokumat va dévlat idaralorinin hesablar:
Hokumat hesablari (581,200) (570,874)
Ictimai teskilatlarin hesablar1 (76) (67)
Mbonfaatin Dovlat biidcasino kogiiriilmosi
Azorbaycan Respublikasinin Dovlet biidcesine kogiirmalor 16,856 42,656

Hokumat idarsleri ile aparilan emsliyyatlar naticesinde yaranan asagidaki meblagler 31 dekabr 2004-cii il
vo 31 dekabr 2003-cii il tarixlerinde biten iller iizre menfost vo zerar haqqinda hesabata daxil edilmisdir:
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Capital commitments - The Bank had no material commitments for capital expenditures outstanding as of
31 December 2004.

Operating lease commitments - As of 31 December 2004 the Bank had no significant non-cancellable
operating lease commitments.

Legal proceedings - From time to time and in the normal course of business, claims against the Bank are
received from counterparties. Management is of the opinion that no material unaccrued losses will be incurred
and accordingly no provision has been made in these financial statements.

During 2004 the International Bank of Azerbaijan Republic JSCB appealed to the #1 Local Economic Court
of the Republic of Azerbaijan with a claim for payment of AZM 5,000 million and accrued interest of AZM
760 million against the Bank. The appeal was partially accepted by the Court with the decision made on 4
October 2004. The amount of AZM 5,000 million was decided by the Court to be paid to the International
Bank of Azerbaijan Republic JSCB and the remainder of the appeal was refused. The Bank appealed about
the cancellation of the Court resolution to the Economic Court of the Republic of Azerbaijan. On 8 February
2005 the Economic Court refused the appeal of the Bank and kept the decision unchanged. The Bank pre-
pared cassation to the Supreme Court of the Republic of Azerbaijan on the cancellation of the court resolu-
tion issued by the Economic Court of the Republic of Azerbaijan. Management is of the opinion that this court
case will be settled in the Bank's favor.

Pensions and retirement plans - Employees receive pension benefits from the Republic of Azerbaijan in
accordance with the laws and regulations of the Republic of Azerbaijan. As of 31 December 2004 and 2003,
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 busi-
ness environment.

27. TRANSACTIONS WITH GOVERNMENT INSTITUTIONS

The National Bank of the Republic of Azerbaijan provides financing and other banking services to the
Ministry of Finance, the Government of Azerbaijan, and budget organizations. In fulfilling its role as a cen-
tral bank, the Bank may enter into transactions with these organizations, which are on terms different from
those offered to other non-related parties.

The outstanding balances with the Government of Azerbaijan and other public organizations at 31 December
2004 and 2003 are as follows:

2004 2003
Loans and investment securities
Investment securities 691,500 640,800
Due from Government = 46
Accounts of Government and Government Institutions
Government accounts (581,200) (570,874)
Accounts of public organizations (76) (67)
Profit appropriation to the Government budget
Transfers to the Government budget of the Republic of Azerbaijan 16,856 42,656

Included in the profit and loss account for the years ended 31 December 2004 and 2003 are the following
amounts, which arose due to transactions with Government institutions:
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2004 2003
Hokumat Maliyyo Hokumat Maliyyo

q a8 hesabatlar1 q a A hesabatlar1
idaralori ilo - e q idaralori ilo - e o
ampliyyatlar HZro tmuiil amoliyyatlar HZro tmui

kateqoriya kateqoriya

Qiymeatli investisiya kagizlar1 lizro faiz golirlori
- Hokumet idarslori 4,928 4,928 13,206 13,206

Osas idareedici heyoto verilon miikafatlarin meblagleri 31 dekabr 2004-cii il ve 31 dekabr 2003-cii il
tarixlorinde biten iller iizre menfoat ve zerer haqqinda hesabata daxil edilmisdir:

2004 2003
Osas Maliyyo OIsas Maliyyo
idaraedici hesabatlari idaraedici hesabatlari
heyat ilo iizra iimumi heyat ilo iizra iimumi

ampliyyatlar kateqoriya ampliyyatlar kateqoriya

Omok haglar1 ve miikafatlar 348 12,897 323 11,383

28. MALIYYO ALOTLORININ ODALOTLI DOYORI

Maliyye alatlorinin bazar deyerlerinin agiqlanmasi 32 sayli "Maliyye alatlori: Malumatin Agiglanmasi vo
Toaqdim Edilmesi" ve 39 sayli "Maliyye alstleri: Taninma ve Qiymsatlondirilme" Maliyye Hesabatlarinin
Beynolxalq Standartlarina uygun olaraq hayata kegirilir. Bankin maliyye alatlorinin ekser hissasinin satisi
iiciin foal bazar olmadigina gora, alatlorin adalstli deyerinin miieyyenlasdirilmasi {igiin cari iqtisadi hallar
vo alatlors tosir edon risklori nazere almagqla subyektiv bir fikrin ifade edilmesi zorurati vardir. Bundan belo
natice ¢ixarmagq olar ki, toqdim edilmis gostoricilor Bank terafinden saxlanilan xiisusi bir maliyye aletinin
aciq bazarda satisindan haqigaten alde edilocok qiymatlorini oks etdirmaye do bilir.

31 dekabr 2004-cii il vo 31 dekabr 2003-cii il tarixlorine Bank maliyye alatinin her sinfi iizre odalatli
doyeri qiymsetlondirmek iigiin asagidaki metod ve forziyyoalorden istifade etmisdir:

Nagd pul va Azarbaycan Respublikast Milli Bankinda qaliq vasaitlor - Bu qisamiiddetli aletlorin balans
doyeri adalstli deyeri aks etdirir.

Qeyri-rezident banklardan alinacaq vasaitlar - Siirlisken faizli depozitloerin adalstli deyeri onlarin balans
doyeridir. 31 dekabr 2004-cii il vo 31 dekabr 2003-cii il tarixlerine sabit faizli depozitlerin toxmini adalatli
doyerleri analoji kredit riskli maliyye vasiteleri li¢iin qlivvede olan bazar faizi deracelerinden istifade
etmoklo diskont edilmis nagd pul vesaitlerinin herekatine ve onlarin yerde qalan 6deme miiddetine asaslanir
ve miivafiq olaraq 3,407,854 milyon manat ve 3,094,221 milyon manat taskil edir.

Rezident banklara verilmis kreditlor - Rezident banklara verilmis kreditlor ve avanslar zererler iiglin
ehtiyatlar ¢ixilmagla gosterilir. Kredit ve avanslarin texmin edilen adalatli deyari prognozlasdirilan galacek
nagd pul vesaitlerinin diskont edilmis meblagini aks etdirir. Odalstli deyeri mileyyen etmak ii¢lin gbzlenilon
nagd pul vesaitlerinin herokati cari bazar deracelorinde diskontlagdirilir.

Sans iiciin nazards tutulan qiymoatli kagizlar - Satig ii¢lin nozerde tutulan qgiymetli kagizlarm odaletli deyeri
rohberliyin ehtimallarina istinad etmeklo miioyyenlosdirilir. Sabit 6deme miiddeti olan ve satisi aparilmayan bu
qiymetli kagizlar barpa deyeri zererleri iizre ehtiyat ¢ixilmaqla, amortizasiya edilon deyarle geyd olunur. Bu giymeatli
kagizlarin bazar qiymeti méveud olmadigindan ve onlarm adalstli deyarinin toyin edilmasi miimkiin olmadigindan,
onlarm adaletli deyeri bu maliyye hesabatlarinda gosterilmemisdir. 31 dekabr 2004-cii il ve 31 dekabr 2003-cii il
tarixlorine satig ticlin nezerde tutulan qiymetli kagizlar hagqinda slave mealumat tigiin 12 sayli qeyde bax.

Odbnis tarixinadok saxlanmilan qiymatli investisiya kagizlar: - Odenis tarixinedek saxlanilan qiymetli investisiya
kagizlan zerer {izro ehtiyatlar ¢ixilmaqla amortizasiya edilon deyerle ugota alinir. Bu qiymetli kagizlarin bazar
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2004 2003
Transactions Total category Transactions Total category
with as per finan- with as per finan-
Government cial statements Government cial statements
institutions caption institutions caption
Interest income on investment securities
- Government institutions 4,928 4,928 13,206 13,206

Included in the profit and loss account for the years ended 31 December 2004 and 2003 are the following
amounts of key management personnel remuneration:

2004 2003

Transactions Total category Transactions Total category
with key man- as per finan- with key man- as per finan-
agement per- cial statements agement per- cial statements
sonnel caption sonnel caption

Salaries and bonuses 348 12,897 323 11,383

28. FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instruments are 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 cur-
rent transaction between knowledgeable willing parties in an arms length transaction, other than in forced or
liquidation sale. As no readily available market exists for a large part of the Bank's financial instruments,
judgment is necessary in arriving at fair value, based on current economic conditions and specific risks attrib-
utable 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 holdings of a particular instrument.

As of 31 December 2004 and 2003 the following methods and assumptions were used by the Bank to esti-
mate the fair value of each class of financial instrument for which it is practicable to estimate such value:

Cash and cash equivalents - For these short-term instruments the carrying amount is a reasonable estimate
of fair value.

Due from non-resident banks - The fair value of floating rate placements is their carrying amount. As
of 31 December 2004 and 2003 the estimated fair values of fixed interest-bearing placements were AZM
3,407,854 million and AZM 3,094,221 million, respectively, and are based on discounted cash flows
using prevailing money market interest rates for instruments with similar credit risk and remaining
maturity.

Loans to resident banks - Loans and advances to resident banks are net of provisions for losses. The
estimated fair value of loans and advances represents the discounted amount of estimated future cash
flows expected to be received. Expected cash flows are discounted at current market rates to determine
fair value.

Securities available-for-sale - For these unquoted securities fair value was determined by reference to
management's estimations. These non-marketable securities with fixed maturities are stated at amortized cost,
less allowance for impairment, if any. Since these securities do not have a quoted market price in the market
and their fair values cannot be reliably measured, the disclosure of their fair values is omitted in these finan-
cial statements. See Note 12 for additional information about investment securities available-for-sale as of
31 December 2004 and 2003.

Investment securities held-to-maturity - Securities held-to-maturity are stated at amortized cost less any
allowance for impairment, if any. Since these securities do not have a quoted market price in the market and
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giymeati movcud olmadigindan ve onlarin adalstli deyarinin teyin edilmasi miimkiin olmadigindan, onlarin adaletli
deyeri bu maliyye hesabatlarinda gosterilmemisdir. 31 dekabr 2004-cii il ve 31 dekabr 2003-cii il tarixlarine 6denis
tarixinadek saxlanilan qiymetli investisiya kagizlar1 haqqinda slave melumat iiciin 12 sayli geyde bax.

Hokumatdan alinacaq vasaitlor - Bankin rehberliyi hesab edir ki, 46 milyon manat bu vesaitlerin adalatli
doyerini oks etdirir.

Beynoalxalq maliyya taskilatlarindan alinmig kreditlor - Sabit faiz hesablanan depozitlerin texmini adalatli
deyeri ve agiq bazarda qiymeti miiayyen edilmayan sair borclar eyni 6dema miiddetine malik yeni borclar {igiin
totbiq olunan faiz deracelerinden istifade etmakle diskont edilmis nagd pul vesaitlerinin hareketine asaslanir.

Rohbearlik hesab edir ki, 31 dekabr 2004-cii il ve 31 dekabr 2003-cii il tarixlerine bu maliyys alstlarinin
balans deayeri texminen onlarin adalstli deyerini aks etdirir.

BVF qarsisinda 6hdaliklar - Odeme miiddeti toyin edilmemis Shdeliklerin texmini adaletli deyeri, onlarin
tolab olunarken 6denilmali meblagidir. Siiriisken faiz deracasi ile 6hdsliklarin adalsatli deyeri onlarin balans
moblagidir. 31 dekabr 2004-cii il ve 31 dekabr 2003-cii il tarixlarine bu siiriisken faiz deracesi ile vesaitlarin
toxmini adaletli deyeri miivafiq olaraq 290,320 milyon manat ve 1,271,694 milyon manat teskil etmisdir.

29. RISKLORIN iDARD EDILMOSI SiYASOTI

Risklerin idare edilmasi bank biznesinin asasini togkil etmoklo bank emaliyyatlarinin da miithiim elementi
hesab olunur. ©msliyyatlarin xiisusiyyeatlerinden asili olaraq Bank kredit riski, likvidlik riski ve faiz
deracasinin deyismesi ile bagli risk, xarici valyuta riski kimi risklorle tizlasir.

Bazarlarin idare olunmasi, faiz deracelerinin miisyyen edilmasi, aktiv ve 6hdeliklerin ucota alinmasi ve kreditler
tizro ehtimal olunan zerer ticiin ehtiyatlarin miieyyen edilmasi ile bagli Bank rehbarliyinin emsaliyyat gerarlari
bazarlarin inkisaf merhalasini, miieyyan maliyye vasiteleri tigiin aktiv v likvid bazarin ve uzunmiiddatli galir
gotiron Azerbaycan Respublikasi dovlet istiqrazlari {izre beynslxalq miqyasda reytingin mévcud olmamasini
nazore alaraq mévcud malumatlarla mehdudlasir. Bu mehdudiyyatlere baxmayaraq, Bankin rehbaerliyi hesab edir
ki, o cari hadiseler, tadbirler ve mévcud mealumatlar haqqinda en yaxs1 biliklarine asasen gerarlar qabul etmisdir.
Maliyye vasitalarinin adalatli deyeri haqqinda malumat 28 sayli qeydde gosterilir.

Bankin aktiv ve 6hdeliklarinin strukturu kommersiya tisullari ile deyil, ilk 6nce Bankin yerli funksiyalarinin
xiisusiyyetlori ilo miieyyen edilir. Bank iizlesdiyi riskleri davamli sekilde bir sira riskleri idarsetme
vasitalerinin komayi ile nizamlayir. Bank terafinden risklerin idare edilmesi daxili qaydalarla tenzimlenir
ve Bankin Idare Heyaeti, eloce do toyin edilmis is¢i qruplar terafinden ciddi nezaret olunur. Bankin Idare
Heyoti vo miivafiq is¢i qruplart Bankin pul, xarici valyuta ve investisiya siyaseti ile bagli maselsleri
nezarden kegirir vo emsliyyatin hacmi iizre mehdudiyystleri, o climladen Bankin teref miigabillarinin
giymetlendirilmasi ii¢iin telablari miieyyen edir.

Bankin rehberliyi AMB-nin Daxili Audit idaresi ile birlikde riskin idare edilmesi fealiyyetlerini hoyata
kegirir. Bankin Daxili Audit Idaresi Avropanm iri banklarmin biznes fealiyyetine seciyyevi olan Riskin
Qiymsatlendirilmasi Metodologiyasini hazirlamigdir. Metodologiya risklari asagidaki kimi farqlendirir:

- mahiyyaet etibarile emsliyyatlarin idare edilmasi ile elagesi olmayan biznesla bagl risk (maliyyae risklari,
etibarla bagli risk ve ictimai risk) ve

- biznesla bagl fealiyyatlerin hayata kegirilmesi ligiin miihiim sahalords daxili nazaratleri tetbiq etmakle
idare edilan risk.

Asagida Bankin riskleri idaraetms siyasatinin tosviri verilmisdir.

Likvidlik riski. Likvidlik riski depozitlerin geri gotiiriilmasi ve 6deme miiddeti ¢atan maliyye aletleri ile
alaqadar diger maliyye 6hdsliklerini 6demsak ii¢iin vesaitlarin kifayst edib-etmemasi demakdir.

Bank bu riskin idare edilmesinde aktiv/6hdsliklerin idare olunmasi prosesinin bir hissesi olan miistori ve bank
amoliyyatlar1 lizre goalacekde gozlenilon nagd pul vesaitlerinin haraketinin giindslik monitoringini hayata
kegirir. Idare Heyeti depozitler iizre teleblerin yerine yetirilmasi ii¢iin mévcud olan 6deme miiddeti basa catan
vasaitlerin ve gozlenilmayen saviyyslarde depozitlerden vesaitlarin ¢ixarilmasi teleblarinin yerina yetirilmasi
ticiin moveud olmali banklararasi ve digar borc 6hdsliklerin minimal hadlerini miieyyan edir.

<><>



f Independent international auditor's opinion on the National Bank's m
Ol year 2004 annual balance sheet statement f<>

their fair values cannot be reliably measured, the disclosure of their fair values is omitted in these financial
statements. See Note 12 for additional information about investment securities held-to-maturity as of 31
December 2004 and 2003.

Due from Government - The management considers that as of 31 December 2003 AZM 46 million is a rea-
sonable estimate of fair value.

Funds borrowed from international financial institutions - The estimated fair value of fixed interest bear-
ing placements and other borrowings without a quoted market price is based on discounted cash flows, using
interest rates for new debts with similar remaining maturity.

The Management believes that the carrying amount of these financial instruments as of 31 December 2004
and 2003 approximates their fair value.

Liabilities to the IMF - The estimated fair value of liabilities with no stated maturity is the amount
repayable on demand. The fair value of floating rate liabilities is their carrying amount. As of 31 December
2004 and 2003 the estimated fair values of these floating interest-bearing placements were AZM 290,320
million and AZM 1,271,694 million, respectively.

29. RISK MANAGEMENT POLICIES

Management of risk is fundamental to the banking business and is an essential element of the Bank's oper-
ations. The main risks inherent to the Bank's operations are those related to credit exposures, liquidity and
market movements in interest rates and foreign exchange rates.

In taking operating decisions, including managing the financial markets, setting interest rates, and record-
ing 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 finan-
cial instruments, and no internationally-rated Sovereign Azeri Government bonds with a benchmark long-
term yields. Notwithstanding these restrictions, the management of the Bank considers that they have taken
decisions based on their best knowledge of current events, actions, and available data. The fair value of finan-
cial instruments is described in Note 28 above.

The structure of the Bank's assets and liabilities is primarily determined by the nature of the Bank's statuto-
ry 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, 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 counterparties of the Bank.

The Bank's management conducts its risk management activities in collaboration with the internal audit depart-
ment of the Bank. The internal audit department of the Bank has prepared a Risk Assessment Methodology, which
is based on the business activity 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.

A description of the Bank's risk management policies follows.

Liquidity risk. Liquidity risk refers to the availability of sufficient funds to meet deposit withdrawals and
other financial commitments 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 interbank and other borrowing facilities that should be in place to cover withdrawals at unexpected
levels of demand.
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Bank aktivlerin likvidliyinin idare edilmasini iki tisulla aparir:

1. Kommersiya banklarinin AMB-deki macburi hesablarinda bas veren siirotli azalma naticesindo
qisamiiddetli nagd pul telebatlarin1 6demsk ii¢iin mileyyan meablagde likvid aktivler yaratmaqla;

2. Investisiya Komitosi terefinden hazirlanmis ve Idare heyeti torefinden tesdiq olunmus Omeliyyat-
Investisiya Strategiyasina dair Siyaset giindelik likvidlik deracesinin minimum hacmini cemi idare olunan
valyuta aktivlerinin en az1 6%-i ile miieyyen edir. illik maksimum likvidlik derecesi cemi idare olunan
valyuta aktivlerinin 50%-o qader deracelarinde miiayyenlasdirilmisdir.

Faiz daracasi riski. Faiz deracesi riski faiz deracelerindeki deyisikliklorin maliyye aletlorinin deyearine
tasirinin miimkiinliiylinden irsli golir.

Bankin faiz derecesi riskinin idare edilmesi Bankin idare Heyeti torofinden tesdiq olunmus Metodoloji
Toelimatlara asaslanir. Bu Metodoloji Telimatlar asagidaki amillere ve gostericilore asaslanmagla faiz
deracesi riskini miieyyonlosdirir:

1. Iqtisadi inkisafin dinamikas1 ve iqtisadi prognozlar

2. Ehtimal edilen ve cari inflyasiya deracelori

3. Igtisadi prognozlar ve ohalinin kreditlerden istifadesinin dinamikasi

4. Banklararasi kredit bazarinda depozitlerin ve kreditlerin faiz dereceleri ve iimumi mikro ve makro
gostariciler

5. Valyuta miibadilasi mazennalerinin dinamikas1 ve dovlat qiymatli kagizlarinin rentabelliyi

6. Xarici faktorlar (partnyor 6lkelards ve diinya bazarinda gedan proseslar)

Valyuta Siyaseti Idaresi yuxaridaki faktorlar1 nezere almaqla faiz derecesi riskleri iizro hesablamalari
hazirlayir ve Pul-Kredit Olageleri Komitasine toklif verir. Komite ilkin royin layihasi barede gorar vermasi
{iciin onu Idare heystine toqdim edir.

Asagidaki cadvel faiz deracesi riskinin tahlilini ve bununla da Bankin manfest, yaxud zererinin miimkiin
hacmini oks etdirir. Cari faiz dereceleri maliyye aktivlerinin ve oOhdsaliklerinin kateqoriyalar1 ile
gostarilmisdir ki, Bank terefinden istifade olunan faiz deracesi siyasatinin effektivliyini ve faiz deracasinin
riskini miilayyen etmok miimkiin olsun. Bankin faiz deracesi siyaseati Bankin daxili qaydalari ile tenzimlenir,
onun Idare Heyati ve isci qruplari terefinden tosdiglonir.

2004

ABS dollart AVRO XBH Ingilis funt Azarbaycan

sterlinqi manati

AKTIVLOR
Qisamiiddatli vesaitler 0%-2.45%  0%-2.16% = 0%-4.45% =
Rezident banklara verilmis kreditlor = = = = 2%-7%
Qiymeatli investisiya kagizlari:

- satis {iglin nozerde tutulan = = = = 0.15%

- 0denis tarixinedak saxlanilan = = = = 0.3%-7%
Sair aktivler = = = = 7%
OHDOLIKLOR
Hokumat hesablari 0%-1.61% = = = =
Buraxilmis borc qiymatli kagizlari = = = = 4.38%-4.76%
Sair depozit hesablar1 = 0%-1.56% = = =
Beynolxalq maliyye institutlarindan alinmis kreditlor 1% = = = =
BVF qarsisinda 6hdslikler = = 0.5%-3.02% = =

<><>
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The Bank conducts assets liquidity management as follows:

1. 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 commercial banks' obligatory reserves in the Bank.

2. The Operational Investment Strategy Policy prepared by the Investment Committee and approved by the
Board of Governors determines the minimum volume of daily liquid assets at a rate of at least 6% of total
manageable monetary assets. The maximum monthly liquidity rate is set at 50% of total manageable mone-
tary assets.

Interest rate risk. Interest rate risk arises from the possibility that changes in interest rates will affect the
value of the financial instruments.

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:

1. Based on the dynamics of economic growth and economic forecasts;

2. Probable and current inflation rates;

3. Economic forecasts and dynamics of the populations' use of consumption loans;

4. Interest rates for deposits and loans in the inter-bank loan market and overall micro and macro econom-
ic indicators;

5. The dynamics of currency exchange rates and profitability of state securities;

6. 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 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. The Bank's interest
rate policy is regulated by the Bank's internal instructions and approved by the Board of Governors and
workgroups.

2004
USD EUR SDR GBP AZM
ASSETS
Short-term funds 0%-2.45%  0%-2.16% = 0%-4.45% =
Loans to resident banks = = = = 2%-7%
Investment securities:
- available-for-sale = = = = 0.15%
- held-to-maturity = = = = 0.3%-7%
Other assets = = = = 7%
LIABILITIES
Government accounts 0%-1.61% = = = =

4.38%-4.76%

Debt securities issued = - -

Other deposit accounts = 0%-1.56%
Funds borrowed from international financial institutions 1% - - - -

Liabilities to the IMF - - 0.5%-3.02% - -
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2003

ABS dollart AVRO XBH Ingilis funt Azarbaycan

sterlinqi manati
AKTIVLOR
Qisamiiddatli vesaitler 0%-1.47%  0%-2.82% = 3.79%-3.8% =
Rezident banklara verilmis kreditlor = = = = 2%-7%
Qiymeatli investisiya kagizlari:

- Odenis tarixinedok saxlanilan = = = = 0.3%-7%
Sair aktivler = = = = 7%
OHDOLIKLOR
Hokumat hesablari = = = = 0.5%-1%
Yeniden alinmasina dair miiqavileler tizre satilmis
qiymetli kagizlar = = = = 4.5%
Sair depozit hesablar1 = = = = 0.5%-1%
Beynolxalq maliyye institutlarindan alinmis kreditlor 1% = = = =
BVF qarsisinda 6hdslikler = = 0.5%-2.23% = =

Bankin kredit miiqavilelerinin ve faiz hesablanan sair maliyye aktiv ve 6hdsliklorinin ekseriyyati sabit faiz
deracesi haqqinda miiddealara malikdir. Bundan olave, asagidaki 6dems miiddatinin tohlilinde
gostorilonlere asasen Bankin aktiv ve 6hdaliklerinin bir hissesinin 6demsa tarixleri qisamiiddetlidir. Bank 6z
faiz deracelerinin seviyyesine nazarat edir ve buna gore de hesab edir ki, o, faiz deracesi riskine, yaxud da
bunun naticesinde nagd pul vesaitlerinin haraketi riskine meruz qalmur.

Asagidaki cedvel faiz deracesi ve likvidlik riskinin tehlilini balans hesabatinda oks etdirir:

2004

Talab
edilona- 1-3 ay 3-6 ay 6-12 ay
dok voa 1 arzindos arzindos arzindos

Gecikdiril- Comi
1 ildan ¢ox mis/ milyon
Miiddoatsiz  manat

aydan az
AKTIVLOR
Sabit faiz doracesi ilo
Qisamiiddatli vesaitlor 1,756,681 1,163,266 487,907 - - - 3,407,854

Rezident banklara verilmis kreditlor, xalis 10,285 92,600 88,450 25,000 88,040 (6,087) 298,288
Qiymeatli investisiya kagizlar1 = = = 12,000 679,500 = 691,500
Comi sabit faiz hesablanan aktivlor 1,766,966 1,255,866 576,357 37,000 767,540 (6,087) 4,397,642

Siiriiskon faiz daracasi ilo

Qisamiiddatli vesaitlor 865,104 - - - - - 865,104
BVF-daki qaliglar 71,077 = = = = = 71,077
Comi faiz hesablanan aktivler 2,703,147 1,255,866 576,357 37,000 767,540 (6,087) 5,333,823

<><>
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2003
USD EUR SDR GBP AZM
ASSETS
Short-term funds 0%-1.47%  0%-2.82% = 3.79%-3.8% =
Loans to resident banks = = = = 2%-7%
Investment securities:

- held-to-maturity = = = = 0.3%-7%
Other assets = = = = 7%
LIABILITIES
Government accounts = = = = 0.5%-1%
Securities sold under agreements
to repurchase = = = = 4.5%
Other deposit accounts = = = = 0.5%-1%
Funds borrowed from international financial institutions 1% = = = =
Liabilities to the IMF = = 0.5%-2.23% = =

The majority of the Bank's loan contracts and other financial assets and liabilities have fixed interest
rates. However, as disclosed in the maturity analysis below, the maturity dates applicable to the majority
of the Bank's interest bearing assets are relatively short-term. The Bank monitors its interest rate margin
and consequently does not consider itself exposed to significant interest rate risk or consequential cash
flow risk.

The following table presents an analysis of interest rate risk and liquidity risk on balance sheet.

2004
Demand From From From More than Overdue/ AZM
and up to 1to3 3to6 6 to 12 1 year No stated  million

1 month  months months months maturity Total
ASSETS

Fixed interest rate bearing

Short-term funds 1,756,681 1,163,266 487,907 - - - 3,407,854
Loans to resident banks, net 10,285 92,600 88,450 25,000 88,040 (6,087) 298,288
Investment securities - - - 12,000 679,500 - 691,500
Total fixed interest rate bearing assets 1,766,966 1,255,866 576,357 37,000 767,540 (6,087) 4,397,642

Floating interest rate bearing

Short-term funds 865,104 - - - - - 865,104
Balances with the IMF 71,077 = = = = = 71,077
Total interest bearing assets 2,703,147 1,255,866 576,357 37,000 767,540 (6,087) 5,333,823

<><>
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2004
Talab L .
edilono-  1-3ay  3-6ay  6-12ay . Esloirn) - o
A - 5 1 ildon ¢ox mis/ milyon
dokvo 1 orzinda arzinda arzinda = A
Miiddatsiz  manat
aydan az
Nagd pul 101,194 - - - - - 101,194
Qisamiiddatli vesaitler 804,943 - - - - - 804,943
BVF-daki qaliglar - - - - - 1,141,774 1,141,774
Osas vesaitlor, xalis - - - - 80,383 - 80,383
Qeyri-maddi aktivler, xalis - - - - 19,731 - 19,731
Sair aktivler 78 2 607 33 2,506 (51) 3,175
Faiz hesablanan aktivlor tizro 15496 7,798 2888 7884 6690 86 40,842
hesablanmis faiz
Comi faiz hesablanmayan aktivler 921,711 7,800 3,495 7,917 109,310 1,141,809 2,192,042
COMI AKTIVLOR 3,624,858 1,263,666 579,852 44,917 876,850 1,135,722 17,525,865
OHDOLIKLOR
Sabit faiz doracosi ilo
Buraxilmis borc qiymatli kagizlart 26,328 72,704 = = = = 99,032
Beynolxalq maliyye institutlarindan _ _ _ _ 25,923 _ 25.923
alinmis kreditlor
BVF qarsisinda 6hdslikler = = = = 728,719 = 728,719
Cemi faiz hesablanan 6hdolikler izre 26,328 72,704 _ _ 754,642 _ 853.674
hesablanmig sabit faiz
Siiriiskon faiz daracasi ilo
Hokumsat hesablari 3,108 - - - - - 3,108
Sair depozit hesablari 27 = = = = = 27
BVF qarsisinda 6hdslikler - - 55,536 - 234,784 - 290,320
Comi faiz hesablanan dhdelikler 29,463 72,704 55,536 - 989,426 - 1,147,129
Dovriyyads olan nagd pul = = = = = 2,631,036 2,631,036
Kredit toskilatlarinin hesablari 1,089,132 - - - - 447916 1,537,048
Hokumsat hesablari 578,092 - - - - - 578,092
Sair depozit hesablari 2,548 - - - - - 2,548
BVF qarsisinda 6hdslikler 1,145,710 - - - - - 1,145,710
Sair 6hdaslikler 3,321 8 = = = = 3,329
Faiz hesablanan 6hdeliklor {izro 1,763 382 _ _ _ _ 2,145

hesablanmis faiz
Comi faiz hesablanmayan ¢hdelikler izre 5 g5 566 390
hesablanmis faiz e

COMi OHDOLIKLOR 2,850,029 73,094 55,536 = 989,426 3,078,952 7,047,037

= = = 3,078,952 5,899,908
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Cash

Short-term funds

Balances with the IMF

Fixed assets, net

Intangible assets, net

Other assets

Accrued interest on interest bearing assets
Total non-interest bearing assets
TOTAL ASSETS
LIABILITIES

Fixed interest rate bearing

Debt securities issued

Funds borrowed from international finan-
cial institutions

Liabilities to the IMF

Total fixed interest rate bearing liabilities
Floating interest rate bearing
Government accounts

Other deposit accounts
Liabilities to the IMF

Total interest bearing liabilities
Money issued in circulation
Accounts of credit organizations
Government accounts

Other deposit accounts
Liabilities to the IMF

Other liabilities

Accrued interest on interest bearing
liabilities

Total non-interest bearing liabilities

TOTAL LIABILITIES

Demand
and up to
1 month

101,194

804,943

78
15,496
921,711

3,624,858

26,328

26,328

3,108

27

29,463

1,089,132
578,092
2,548
1,145,710
3,321
1,763
2,820,566

2,850,029

From
1to3
months

2
7,798
7,800

1,263,666

72,704

72,704

72,704

8
382
390

73,094

2004

From From More than Overdue/ AZM
3to6 6to 12 No stated  million

months months yean maturity Total
- - - - 101,194
= = = = 804,943
= = = 1,141,774 1,141,774
= = 80,383 = 80,383
- - 19,731 - 19,731
607 33 2,506 (51) 3,175
2,888 7,884 6,690 86 40,842
3,495 7,917 109,310 1,141,809 2,192,042

579,852 44,917 876,850 1,135,722 7,525,865

= = = = 99,032
= = 25,923 = 25,923
= = 728,719 = 728,719

= = 754,642 = 853,674

- - - - 3,108
- - - - 27

55,536

234,784 = 290,320
55,536 - 989,426 - 1,147,129
_ . - 2,631,036 2,631,036
i i, - 447916 1,537,048
_ , - - 578,092
i ; . - 2,548
) ; . - 1,145,710
i i, - - 3,329
_ , - - 2,145
i i, - 3,078,952 5,899,908

55,536 - 989,426 3,078,952 7,047,037
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Likvidlik boslugu

Faiz deracesinin hassasliq boslugu

Macmu faiz deracesinin hessasliq boslugu

Comi aktivlerin faiz nisbeti kimi mecmu
faiz deracesinin hassasliq boslugu

AKTIVLOR
Sabit faiz dorocosi ilo

Qisamiiddatli vesaitlor

Rezident banklara verilmis kreditler, xalis
Hokumetden alinacaq vesaitler, xalis
Qiymetli investisiya kagizlar1

Comi sabit faiz hesablanan aktivler

Siiriiskon faiz daracasi ilo

Qisamiiddatli vesaitlor

BVF-daki qaliglar

Comi faiz hesablanan aktivler

Nagd pul
BVF-daki qaliglar

Osas vesaitlor, xalis

Qeyri-maddi aktivler, xalis

Sair aktivler

Faiz hesablanan aktivlor tizro

hesablanmis faiz

Coami faiz hesablanmayan aktivler

COMI AKTIVLBR

Talab
edilona-
dok vo 1
aydan az

2,138,102

8,100

2,146,202

740,355
88,461
2,975,018

6,940

36,198
43,138

3,018,156

1-3 ay
arzinds

611,509

21,550

633,059

633,059

633,059

Talab
edilona-
dok vo 1
aydan az

774,829
2,673,684
2,673,684

36%

3-6 ay
arzindos

295,380

38,950

334,330

334,330

334,330

<><>

1-3 ay 3-6 ay
orzindos orzindos
1,190,572 524,316
1,183,162 520,821

6-12 ay
orzindos

44,917

37,000

1 ildan ¢ox

(112,576)

(221,886)

3,856,846 4,377,667 4,414,667 4,192,781

51% 58%
6-12 ay q
orzindo 1 ildan ¢ox
49,230 =
56,309 97,500

= 65
10,500 630,300
116,039 727,865
116,039 727,865

= 76,304

= 16,589

1,729 2,177

1,729 95,070

117,768 822,935

59%

Gecikdiril-

mis/

Miiddoatsiz

(4,448)

(19)

(4,467)

(4,467)

1,093,316

1,093,316

1,088,849

56%

2003

Comi
milyon
manat

3,094,221
217,961
46
640,800

3,953,028

740,355
88,461
4,781,844
6,940
1,093,316
76,304
16,589
3,906
36,198
1,233,253

6,015,097
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Demand From From From

andupto 1t03  3t06  6tol2 M‘l’ryeeg;a“
1 month  months months months
Liquidity gap 774,829 1,190,572 524,316 44917  (112,576)
Interest sensitivity gap 2,673,684 1,183,162 520,821 37,000 (221,886)
Cumulative interest sensitivity gap 2,673,684 3,856,846 4,377,667 4,414,667 4,192,781
Cumulative interest sensitivity gap as a percentage of total assets 36% 51% 58% 59% 56%
2003
Demand From From From More than Overdue/ AZM
and up to 1to3 3to6 6to 12 1 year No stated  million

1 month  months months months maturity Total
ASSETS

Fixed interest rate bearing

Short-term funds 2,138,102 611,509 295,380 49,230 = = 3,094,221
Loans to resident banks, net 8,100 21,550 38,950 56,309 97,500 (4,448) 217,961
Due from Government, net - - - - 65 (19) 46
Investment securities - - - 10,500 630,300 - 640,800

Total fixed interest rate bearing assets 2,146,202 633,059 334,330 116,039 727,865 (4,467) 3,953,028

Floating interest rate bearing

Short-term funds 740,355 - - - - - 740,355
Balances with the IMF 88,461 - - - - - 88,461
Total interest bearing assets 2,975,018 633,059 334,330 116,039 727,865 (4,467) 4,781,844
Cash 6,940 = = = = = 6,940
Balances with the IMF - - - - - 1,093,316 1,093,316
Fixed assets, net - - - - 76,304 - 76,304
Intangible assets, net - - - - 16,589 - 16,589
Other assets - - - 1,729 2,177 - 3,906
Accrued interest on interest bearing assets 36,198 - - - - - 36,198
Total non-interest bearing assets 43,138 - - 1,729 95,070 1,093,316 1,233,253
TOTAL ASSETS 3,018,156 633,059 334,330 117,768 822,935 1,088,849 6,015,097

<><>
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Talab
edilonoa-
dak va 1
aydan az
OHDOLIKLOR
Sabit faiz daracasi ilo
Hokumat hesablart 570,874
Yeniden alinmasina dair miiqavilaler {izro 41.100
satilmis qiymetli kagizlar 2
Sair depozit hesablari 55,326
Beynolxalq maliyyse institutlarindan _
almmus kreditlor
Comi sabit faiz hesablanan 6hdelikler 667,300
Siiriiskon faiz daracasi ila
BVF qarsisinda 6hdelikler 96,093
Comi faiz hesablanan 6hdslikler 763,393
Dévriyyade olan nagd pul =
Kredit togkilatlarmin hesablari 361,988
Sair depozit hesablar1 776
BVF qarsisinda dhdalikler 3,933
Sair 6hdalikler 813
Faiz hesablanan 6hdslikler {izra
. 1,811
hesablanmig faiz
Comi faiz hesablanmayan 6hdeliklar 369,321
CoMI OHDOLIKLOR 1,132,714

Likvidlik boslugu
Faiz deracesinin hassasliq boslugu

Macmu faiz deracasinin hassasliq boslugu

Coami aktivlerin faiz nisbati kimi macmu
faiz deracesinin hassasliq boslugu

1-3 ay
orzindos

11,728

11,728

11,728

3-6 ay
orzindo

207,676

207,676

207,676

Talab
edilona-
dok vo 1
aydan az

1,885,442
2,211,625
2,211,625

37%

2003
6-12 ay " Gecik.diril— Cpmi
orzindo ildon ¢ox "mls/ . milyon
Miiddatsiz  manat
= = = 570,874
- - = 41,100
- = = 55,326
= 19,541 = 19,541
= 19,541 = 686,841
122,237 833,960 = 1,271,694
122,237 853,501 = 1,958,535
= = 2,168,520 2,168,520
= = = 361,988
= = = 776
= = 1,093,316 1,097,249
- - = 813
= = = 1,811
- = 3,261,836 3,631,157
122,237 853,501 3,261,836 5,589,692
alr-z:znzzlya a?:*-z6in2:1ya gl-’;lzngg LD GRS
621,331 126,654 (4,469) (30,566)
621,331 126,654 (6,198)  (125,636)

2,832,956 2,959,610 2,953,412 2,827,776

47% 49% 49% 47%

Valyuta mazannasi riski. Valyuta mezennesi riski xarici valyuta mazennasindaki deyisiklikler naticesinde
maliyye alotinin deyerinin deyise bilmesi riski kimi miieyyen olunur. Xarici valyuta mezennasindaki
doyisikliklor Bankin maliyye durumuna ve nagd pul vesaitlorinin hereketine tesir edir. idare Heyoti
valyutalar (esasen ABS dollar1 vo XBH) iizre risk soviyyosine hadler toyin edir. Bu hadler hoamginin valyuta
risklorinin nizamlanmasi iizre Bankin {imumi strategiyalarma cavab vermolidir ve Investisiya Komitesinin
tizvleri har giin bu hadlerse riayat olunmasina nazarat edirlor. Bankin xarici valyuta riskine meruz qalmasi

asagidaki cedvelde gostorilir:

<><>
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2003

Demand From From From More than Overdue/ AZM
and up to 1to3 3to6 6 to 12 No stated  million

1 month  months months months Lyear maturity Total

LIABILITIES
Fixed interest rate bearing
Government accounts 570,874 = = = = = 570,874
?Oegg;ﬁizi :;)eld under agreements 41,100 B _ B B _ 41,100
Other deposit accounts 55,326 = = = = = 55,326
Funds oroued fom inmaionl T T
Total fixed interest rate bearing liabilities 667,300 = = = 19,541 = 686,841
Floating interest rate bearing
Liabilities to the IMF 96,093 11,728 207,676 122,237 833,960 = 1,271,694
Total interest bearing liabilities 763,393 11,728 207,676 122,237 853,501 - 1,958,535
Money issued in circulation = = = = = 2,168,520 2,168,520
Accounts of credit organizations 361,988 - - - - - 361,988
Other deposit accounts 776 = = = = = 776
Liabilities to the IMF 3,933 = = = = 1,093,316 1,097,249
Other liabilities 813 = = = = = 813
Accrued interest on interest bearing 1811 _ _ _ _ _ 1811
liabilities
Total non-interest bearing liabilities 369,321 = = = = 3,261,836 3,631,157
TOTAL LIABILITIES 1,132,714 11,728 207,676 122,237 853,501 3,261,836 5,589,692

Demand From From From More than

fimontil Weostiall Wsontil Weroncial BT
Liquidity gap 1,885,442 621,331 126,654 (4,469) (30,566)
Interest sensitivity gap 2,211,625 621,331 126,654 (6,198)  (125,636)
Cumulative interest sensitivity gap 2,211,625 2,832,956 2,959,610 2,953,412 2,827,776
Cumulative interest sensitivity gap as a percentage of total assets 37% 47% 49% 49% 47%

Currency risk. Currency risk is defined as the risk that the value of a financial instrument will fluctuate due
to changes in foreign exchange rates. The Bank is exposed to effects of fluctuation in the prevailing foreign
currency exchange rates on its financial position and cash flows. The Board of Governors sets limits on the
level of exposure by currencies (primarily US Dollars 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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AKTIVLOR

Nagd pul ve qisamiiddstli vesaitler
Rezident banklara verilmis kreditler, xalis
BVF-daki qaliglar

Qiymetli investisiya kagizlar1

Osas vosaitlor, xalis

Qeyri-maddi aktivler, xalis

Sair aktivler

Hesablanmus faiz goliri

COMI AKTIVLOR
OHDOLIKLOR

Dovriyyads olan nagd pul

Kredit toskilatlarinin hesablari
Hokumat hesablari

Buraxilmis borc qiymatli kagizlar

Sair depozit hesablar1

Beynolxalq maliyye institutlarindan
alinmig kreditler

BVF qarsisinda 6hdslikler
Sair 6hdelikler
Hesablanmuis faiz xarclori
COMi OHDOLIKLOR

ACIQ MOVQE

Azarbaycan

manati

298,288

691,500
80,383
19,731
3,175
15,464

1,108,541

2,631,036
569,086
469,034

99,032
2,131
1,145,710
198
430
4,916,657

(3,808,116)

ABS dollan

XBH AVRO

1 AB i
dollar1S= 1 XBH = 1 AVRO = valssglar
7,595 manat 6,682 manat Yy
4,903 manat
4,121,926 - 843,509 213,660
- 1,212,851 - -
16,249 94 1,340 7,695
4,138,175 1,212,945 844,849 221,355
965,824 - 2,136 2
111,917 - 125 124
410 - 34 -
25,923 - - -
- 1,019,039 - -
3,131 - - -
115 1,600 - -
1,107,320 1,020,639 2,295 126
3,030,855 192,306 842,554 221,229

<><>

2004

Comi
milyon
manat

5,179,095
298,288
1,212,851
691,500
80,383
19,731
3,175
40,842

7,525,865

2,631,036
1,537,048
581,200
99,032
2,575
25,923
2,164,749
3,329
2,145
7,047,037

478,828
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ASSETS

Cash and short-term funds
Loans to resident banks, net
Balances with the IMF
Investment securities

Fixed assets, net

Intangible assets, net

Other assets

Accrued interest income
TOTAL ASSETS
LIABILITIES

Money issued in circulation
Accounts of credit organizations
Government accounts

Debt securities issued

Other deposit accounts

Funds borrowed from international finan-
cial institutions

Liabilities to the IMF
Other liabilities

Accrued interest expense
TOTAL LIABILITIES

OPEN POSITION

AZM

298,288

691,500
80,383
19,731
3,175
15,464

1,108,541

2,631,036
569,086
469,034

99,032
2,131
1,145,710
198
430
4,916,657

(3,808,116)

<><>

USD
1 USD=
AZM 4,903

4,121,926

16,249

4,138,175

965,824
111,917
410

25,923

3,131
115
1,107,320

3,030,855

SDR
1 SDR=
AZM 7,595

1,212,851

94

1,212,945

1,019,039
1,600
1,020,639

192,306

EUR
1 EUR=
AZM 6,682

843,509

1,340

844,849

2,136

125

34

2,295

842,554

Other cur-
rencies

213,660

7,695

221,355

126

221,229

2004

AZM
million
Total

5,179,095
298,288
1,212,851
691,500
80,383
19,731
3,175
40,842

7,525,865

2,631,036
1,537,048
581,200
99,032
2,575
25,923
2,164,749
3,329
2,145
7,047,037

478,828
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2003
ABS dollar1 q
XBH AVRO 3 Comi
Azdrbaycan 1 ABS_ 1 XBH = 1 AVRO = Sair milyon
manati dollari= valyutalar
7,289 manat 6,195 manat manat
4,923 manat
AKTIVLOR
Nagd pul ve qisamiiddatli vesaitler - 2,903,374 - 748,767 189,375 3,841,516
Rezident banklara verilmis kreditlor, xalis 217,961 = = = = 217,961
Hokumetden alinacaq vesaitler, xalis 46 = = = = 46
BVF-doki qaliglar = = 1,181,777 = = 1,181,777
Qiymatli investisiya kagizlari 640,800 = = = = 640,800
Osas vosaitler, xalis 76,304 - - - - 76,304
Qeyri-maddi aktivler, xalis 16,589 - - - - 16,589
Sair aktivler 3,906 - - - = 3,906
Hesablanmis faiz galiri 11,880 2,683 27 15,446 6,162 36,198
COMI AKTIVLOR 967,486 2,906,057 1,181,804 764,213 195,537 6,015,097
OHDOLIKLOR
Dévriyyade olan nagd pul 2,168,520 - - - - 2,168,520
Kredit togkilatlarinin hesablari 147,471 214,479 - 36 2 361,988
Hokumat hesablari 419,287 151,583 - - 4 570,874
Yenidon a}hnmasmavdair miiqavileler tizre 41,100 _ B _ _ 41,100
satilmis qiymetli kagizlar
Sair depozit hesablari 55,326 751 - 25 - 56,102
Beynolxalq maliyys institutlarindan _ 19.541 B _ _ 19.541
almmug kreditler > >
BVF qarsisinda 6hdslikler 1,097,249 - 1,271,694 - - 2,368,943
Sair 6hdslikler 679 134 - - - 813
Hesablanmis faiz xarclori 47 98 1,666 = = 1,811
COMI OHDOLIKLOR 3,929,679 386,586 1,273,360 61 6 5,589,692
ACIQ MOVQE (2,962,193) 2,519,471 (91,556) 764,152 195,531 425,405

Bazar riski. Bazar riski bazar qiymatlerinin deyismasi naticesinde bu dayisiklikloerin konkret qiymatli kagizlara vo
ya onlar1 buraxana mexsus amillorden ve ya bazarda alinib-satilan biitlin qiymetli kagizlara tosir gostoron amillorden
asil olmayaraq, maliyye alatinin deyerinin deyismasi ilo alagadar riskdir. Bank {imumi va ya har hansi konkret bazar
giymetlerinin doyismesi ilo alagedar 6z mehsulunun bazar risklerine meruz qalir. Bank bazarm teleblerinde menfi
deyisikliklorden ireli gelen potensial zererleri vaxtasirt qiymetlondirmekle ve miinasib zererin dayandirilmasi
hadleri, forq ve girov teleblarini miieyyenlosdirmekle v onlara riayet etmoakle bazar riskini idare edir.

Kredit riski. Bank o zaman kredit riskine meruz qalir ki, maliyya aletine sahib olan bir toraf 6hdsliyi yerino
yetirmir vo naticads bu, diger terofin maliyye itkisine sebab olur.

Bankin Bazar Omoliyyatlari Idaresi Idare heysti torofinden kredit emeliyyatlari, kreditlorin tosnifatt vo
kreditlor lizre zerorlor {iglin ehtiyatlarin yaradilmasi, zomanstlorin qiymsetlondirilmesi lizre daxili qaydalar
kimi miioyyonlosdirilon kredit riskini miivafiq idareetma prosedurlarinin totbigine cavabdehdir.
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ASSETS

Cash and short-term funds
Loans to resident banks, net
Due from Government, net
Balances with the IMF
Investment securities

Fixed assets, net

Intangible assets, net

Other assets

Accrued interest income
TOTAL ASSETS
LIABILITIES

Money issued in circulation
Accounts of credit organizations

Government accounts

Securities sold under agreements to repur-
chase

Other deposit accounts

Funds borrowed from international finan-
cial institutions

Liabilities to the IMF
Other liabilities

Accrued interest expense
TOTAL LIABILITIES

OPEN POSITION

Market Risk. Market risk is the risk that the value of a financial instrument will fluctuate as a result of

AZM

217,961
46
640,800
76,304
16,589
3,906
11,880

967,486

2,168,520
147,471
419,287
41,100
55,326
1,097,249
679
47

3,929,679

(2,962,193)

USD
1 USD=
AZM 4,923

2,903,374

2,683

2,906,057

214,479
151,583
751

19,541

134
98
386,586

2,519,471

SDR
1 SDR=

1,181,777

27

1,181,804

1,271,694
1,666
1,273,360

(91,556)

EUR

1 EUR=
AZM 7,289 AZM 6,195

748,767

15,446

764,213

36

61

764,152

Other cur-

rencies

189,375

6,162

195,537

6

195,531

2003

AZM
million
Total

3,841,516
217,961
46
1,181,777
640,800
76,304
16,589
3,906
36,198

6,015,097

2,168,520
361,988
570,874
41,100
56,102
19,541
2,368,943
813
1,811
5,589,692

425,405

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 market risks of its prod-
ucts, which are subject to general and specific market fluctuations. The Bank manages market risk through
periodic estimation of potential losses that could arise from adverse changes in market conditions and estab-
lishing and maintaining appropriate stop-loss limits and margin and collateral requirements.

Credit risk. The Bank is exposed to credit risk, which is the risk that one party to a financial instrument will
fail to discharge an obligation and cause the other party to incur a financial loss.

The Bank's market operations department is responsible for implementing the relevant credit risk manage-
ment procedures imposed by the Board of Governors in the form of internal rules on loan transactions, clas-
sification of loans and creation of provision against loan losses and assessment of collateral.
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Bank kommersiya banklarinda yerlasdirilmis depozitlorin meblegine mehdudiyyetlar qoymagqla xarici
banklara qoyulmus depozitler iizro kredit risklorini idare edir. Bu limit Investisiya Komitesi terafinden
miieyyen edilorek Idare Heyati terofinden tesdiq olunur. Bankin qoyulmus limitler ¢ercivesinde iizlesdiyi
faktiki riske giindslik hesabatlar vasitasi ile nazarat edilir.

Cografi tohlil. Bankin aktiv ve 6hdsliklerinin cografi tehlili asagida qeyd olunmusdur:

2004
L. Comi
Azarbaycan IOIT olkalori milyon
manat
AKTIVLOR
Nagd pul ve qisamiiddetli vesaitler 101,194 5,077,901 5,179,095
Rezident banklara verilmis kreditloer, xalis 298,288 - 298,288
BVF-doki qaliglar = 1,212,851 1,212,851
Qiymatli investisiya kagizlar 691,500 = 691,500
Osas vosaitler, xalis 80,383 - 80,383
Qeyri-maddi vesaitler, xalis 19,731 - 19,731
Sair aktivler 3,175 - 3,175
Hesablanmis faiz galirleri 15,464 25,378 40,842
COMI AKTIVLOR 1,209,735 6,316,130 7,525,865
OHDOLIKLOR
Dévriyyede olan nagd pul 2,631,036 = 2,631,036
Kredit togkilatlarinin hesablari 1,537,048 - 1,537,048
Hokumat hesablari 581,200 - 581,200
Buraxilmis borc qiymetli kagizlari 99,032 = 99,032
Sair depozit hesablari 2,548 27 2,575
Beynolxalq maliyye institutlarindan alinmis kreditlor = 25,923 25,923
BVF qarsisinda 6hdslikler - 2,164,749 2,164,749
Sair 6hdelikler 200 3,129 3,329
Hesablanmis faiz xarclori 430 1,715 2,145
CoMi OHDSLIKLOR 4,851,494 2,195,543 7,047,037
XALIS MOVQE (3,641,759) 4,120,587 478,828

<><>
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The Bank manages its exposure to credit risks on deposits to foreign banks by setting limits to amount
of deposits placed with commercial banks. 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.

Geographical concentration. The geographical concentration of assets and liabilities is set out below:

ASSETS

Cash and short-term funds
Loans to resident banks, net
Balances with the IMF
Investment securities

Fixed assets, net

Intangible assets, net

Other assets

Accrued interest income
TOTAL ASSETS
LIABILITIES

Money issued in circulation
Accounts of credit organizations
Government accounts

Debt securities issued
Other deposit accounts
Funds borrowed from international financial institutions
Liabilities to the IMF

Other liabilities

Accrued interest expense
TOTAL LIABILITIES

NET POSITION

Azerbaijan

101,194
298,288
691,500
80,383
19,731
3,175
15,464

1,209,735

2,631,036
1,537,048
581,200
99,032

2,548

200
430
4,851,494

(3,641,759)

OECD countries

5,077,901

1,212,851

25,378

6,316,130

27
25,923
2,164,749
3,129
1,715
2,195,543

4,120,587

2004

AZM
million
Total

5,179,095
298,288
1,212,851
691,500
80,383
19,731
3,175
40,842

7,525,865

2,631,036
1,537,048
581,200
99,032
2,575
25,923
2,164,749
3,329
2,145
7,047,037

478,828
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AKTIVLOR

Nagd pul ve qisamiiddatli vesaitler
Rezident banklara verilmis kreditler, xalis
Hokumetden alinacaq vesaitler, xalis
BVF-daki qaliglar

Qiymatli investisiya kagizlar1

Osas vesaitlor, xalis

Qeyri-maddi vesaitler, xalis

Sair aktivler

Hesablanmis faiz galirleri

COMI AKTIVLOR
OHDOLIKLOR

Dévriyyade olan nagd pul

Kredit togkilatlarinin hesablari

Hokumat hesablari

Yeniden alinmasina dair miiqavilaler {izro
satilmis qiymetli kagizlar

Sair depozit hesablari

Beynolxalq maliyys institutlarindan alinmis kreditlor
BVF qarsisinda 6hdslikler

Sair 6hdalikler

Hesablanmis faiz xarclori

COMi OHDOLIKLOR

XALIS MOVQE

Azarbaycan

6,940
217,961
46
640,800
76,304
16,589
3,906
11,880

974,426

2,168,520
361,988
570,874

41,100

53,499

813
145
3,196,939

(2,222,513)

I9IT élkolori

3,785,310

1,181,777

24,318

4,991,405

2,603
19,541
2,368,943
1,666
2,392,753

2,598,652

Qeyri-IOIT
olkolori

49,266

49,266

49,266

2003

Comi
milyon
manat

3,841,516
217,961
46
1,181,777
640,800
76,304
16,589
3,906
36,198

6,015,097

2,168,520
361,988
570,874
41,100
56,102
19,541
2,368,943
813
1,811
5,589,692

425,405
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ASSETS

Cash and short-term funds
Loans to resident banks, net
Due from Government, net
Balances with the IMF
Investment securities

Fixed assets, net

Intangible assets, net

Other assets

Accrued interest income
TOTAL ASSETS
LIABILITIES

Money issued in circulation
Accounts of credit organizations
Government accounts

Securities sold under agreements to repurchase

Other deposit accounts

Funds borrowed from international
financial institutions

Liabilities to the IMF
Other liabilities

Accrued interest expense
TOTAL LIABILITIES

NET POSITION

Azerbaijan

6,940
217,961

46

640,800
76,304
16,589
3,906
11,880

974,426

2,168,520
361,988
570,874

41,100

53,499

813
145
3,196,939

(2,222,513)

OECD countries

3,785,310

1,181,777

24,318

4,991,405

2,603
19,541
2,368,943
1,666
2,392,753

2,598,652

Non-OECD
countries

49,266

49,266

49,266

2003

AZM
million
Total

3,841,516
217,961
46
1,181,777
640,800
76,304
16,589
3,906
36,198

6,015,097

2,168,520
361,988
570,874
41,100
56,102
19,541
2,368,943
813
1,811
5,589,692

425,405
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AZORBAYCAN RESPUBLIKASI MIiLLI BANKININ
2005-CI IL UCUN PUL SIiYASOTININ OSAS
ISTIQAMOTLORI BARODO

Conab Ilham Oliyevin Azorbaycan Respublikasinin
Prezidenti se¢ilmasi ilo 6lka igtisadiyyatinin inkisafinda
yeni bir tarixi marhalo baslanmisdir. Bu marhala son on
ilda 6lkada goriilmiis nohang quruculuq islorina, tomali
timumimilli liderimiz Heydor Oliyev torafindon
qoyulmus  inkisaf kursuna  asaslanaraq  olko
iqtisadiyyatimin ~ siiratli inkisafi vo strukturunun
diversifikasiya si, yoxsullugun azaldilmasi va ahalinin
sosial rifalimn davaml olaraq yiiksaldilmasi, bazar
igtisadiyyatina kegidin daha da dorinlasdirilmosi,
bazar mexanizmina asaslanan effektiv igtisadiyyatin vo
idaraetma sisteminin formalasmast kimi yeni strateji
vazifalari irali stiriir.

Olke iqtisadiyyatinin son 10 il erzindo,
makroiqtisadi sabitlik, ugurlu neft strategiyasi,
itirilmis iqtisadi potensialin berpasi, radikal iqtisadi
islahatlar ve institusional yenidenqurma ile
sociyyevi olan inkisaf marhsalesi basa ¢atmis vo yeni
inkisaf dovrii baslanmisdir.

Birinci merhalede toplanmig sicrayislt inkisaf
potensialinin artiq reallagdirilmasi yeni inkisaf
morhalesinin asas vozifoleridir. Bu yeni merhoalo 2
rogemli igtisadi artim tempi, adambagina diisen timumi
daxili mohsulun ve ohalinin golirlerinin siiratle
artmas, iqtisadi fealligin artiq regionlara yonalmasi ilo
sociyyavidir. Yeni marhalonin birinci ili olan 2004-cii
ilin neticelari biitiin bunlari ayani siibut edir.

Igtisadi inkisafin yeni merholosinin baslamasi Milli
Bank qarsisinda da yeni vezifelor ireli stirmiigdiir.
Bunlar yiiksek iqtisadi artim dinamikasiin
doestoklonmasi, makroiqtisadi sabitliyin qorunmast,
6lkenin beynolxalq roqabat gabiliyysetinin saxlanmast,
yaranan ohamiyyotli maliyye resurslarin1 g¢evik
soforbar edo bilen ve iqtisadi artima yonalden bank
siyasatinin heyata kecirilmoasinden ibaratdir.

I. 2004 -cii ilin asas yekunlar

Yeni inkisaf merhsalesinin birinci ilinde o6lkede
iqtisadi artim tempi 10,2% toskil etmis, geyri-neft
sektorunda bu gostarici daha yiiksek templo (13.4%)
artmisdir. Adambasima diison UDM-in hocmi 1041
ABS dollarma c¢atmigdir. UDM-in fiziki hacmi

1990-c1 ilin seviyyesine yaxinlasmis ve 2005-ci
ilde bu hacmin tam barpa olunacagi gozlenilir.
Ohalinin sosial voziyyatinin yaxsilagsmasi davam
etmig, Oton ilin sonundan bu giinedek O&lkade
minimum amok haqqi 4,5 defe artinlmigdir. Orta
ayliq amak haqqmmin artimi1 26,2% toskil etmisdir.
Il orzinde xarici investisiyalarin iimumi hocmi 4.6
mlird. ABS dollarina ¢atmigdir ki, bu da oten ile
nisboaton 32% coxdur.

2004-ci ilde olkede 167.3 minden ¢ox yeni is
yerlori agilmisdir ki, bunun da xeyli hissosi
regionlarin payma diisiir.

Iqtisadi canlanmanin gdstericisi olan perakende
omtoo dovriyyesi ve ohaliye gostorilon pullu
xidmetlorin hecmi 13,5% artmisdir.

Makroiqtisadi sabitlik va inflyasiya. 2004-cii ilde
bir sira fundamental daxili ve xarici amillerin tosiri
altinda inflyasiya proseslori bir goder foallagmigdir.

Dovr orzinde '"tolob inflyasiyasi1” amillorinin
xiisusilo foallasmasi miisahide olunmusdur. Hoyata
kecirilon genis miqyash sosial proqramlar ve ohalinin
golirlorinin siiratli artimi, iqtisadiyyatin har iki - neft vo
geyri-neft - sektorunda yiiksek investisiya foalligi
naticesinde macmu daxili telobatin ehamiyystli artimi
soraitindo onun daxili elementi kimi mal ve xidmetloro
do tolobat yiikselmisdir ki, bu da istehlak qiymatlorinin
bir goder yiikselmasine tosir etmisdir. Belo ki, 2004-cii
il arzinde ehalinin pul galirleri 20,7%, pul xercleri iso
24.4%  artmigdir. Biitin menbelor hesabina
iqtisadiyyata investisiya qoyuluslarmin artim tempi
35.7% toskil etmisdir. Neft sektorunda xarici investisiya
layihalerin reallagmasi da daxili bazarda bir ¢ox mal vo
xidmotlore tolobati artiran amil olmusdur.

""Masraf inflyasiyas1' amillori do dovr orzinds kifayet
qoder foal olmusdur. Oten il erzinde senaye mehsullari
istehsalgilarmin  qiymet indeksi 21.9% artmigdir.
Omoayin deyerinin durmadan artmasi hem do istehsal
masroflorinin ylikselmasinde 6z oksini tapmigdir.

Maosrof inflyasiyasinin miithiim amili kimi yanacaq
mahsullarinin qiymatlarinin liberallasdirilmasi
da istehsal moasraflorine miioyyan tosir gostormisdir.

Inflyasiyanin xarici amillori osasen neftin diinya
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MONETARY POLICY
OF THE NATIONAL BANK OF AZERBAIJAN
FOR 2005

A new historical period commenced in the coun-
try's economic development with the Mr. Ilham
Aliyev's Presidency. This new stage sets forth a
range of new strategic tasks such as rapid econom-
ic development and structural diversification,
poverty reduction and sustainable improvement of
social welfare, expansion of market economy tran-
sition, and creation of market-based effective
economy and management system based on the
tremendous works implemented over the past
decade and the economic policy set by the national
leader Heydar Aliyev.

The development stage of the national economy
characterized during the past 10 years with macro-
economic stability, successful oil strategy, rehabili-
tation of the previously lost economic potential and
radical economic reforms and institutional capacity
building has completed and a new development peri-
od has commenced.

The new development phase has the objective to
effectively use the economic potential gained in the
previous stage. This new stage would promote 2-
digit economic growth rate; rapid increase in gross
domestic product per capita and household income
and expansion of economic activities in regions. The
results of year 2004, the first year of the new stage,
provide a convincing evidence of that.

The new economic development phase sets new
objectives for the National Bank such as providing
support to the high economic growth; preserving
macroeconomic stability; maintaining the country's
international competitiveness; and implementing a
banking policy that would allow for efficient mobi-
lization of financial resources and support the eco-
nomic growth.

I. Principal outcomes of year 2004

The country's economic growth rate made 10.2%
during the first year of the new development phase,
while the non-oil sector's growth rate was even
higher (13.4%). GDP per capita was USD1041. The
physical amount of GDP improved to a level close to

that of year 1990 and is expected to fully restore in
2005.

The social welfare of the population continued to
improve; minimum salary increased by 4.5 times
from the last year's end to the date. Increase in the
average monthly salary totaled to 26.2%.

Total foreign investments amounted to USD4.6 bil-
lion during the year, which exceeds the previous year
rate by 32%.

Over 167.3 thousand new work places were creat-
ed during 2004 and regions account for a larger por-
tion of this number.

Retail commodity turnover and payable services,
which indicate economic revitalization, increased by
13.5%.

Macroeconomic stability and inflation. Inflation
processes somewhat revitalized during the year due to
a range of fundamental domestic and foreign factors.

"Demand inflation" factors have been particu-
larly active during the period. Total domestic
demand and its two components - goods and serv-
ices needs - have increased as a result of compre-
hensive social programs implemented and rapid
increase in household incomes and high investment
levels in both oil and non-oil sectors of economy,
thereby causing a certain increase in consumer
prices. Thus, cash income of households increased
by 20.7% and cash expenses by 24.4% during 2004.
Investments across economic sectors funded from
all sources grew by 35.7%. Implementation of for-
eign investment projects in the oil sector has also
contributed to increasing the demand for a number
of goods and services.

"Cost inflation" factors have also been rather
active during the period. Industrial producer price
index increased by 21.9% during the past year.
Continuous increases in labor costs have also caused
production expenses to go up.

Liberalization of fuel product prices, as a signif-
icant factor of cost inflation, has also impacted pro-
duction costs.

Foreign factors affecting inflation included
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giymetinin artmast ile alagedar olaraq xarici ticaratde
partnyor olan dlkelorde istehsal meosrofloerinin
artmasindan ve avronun mohkemlenmaesi naticesinde
avrozonadan idxal olunan mallarin miieyyen
bahalagmasindan ibaret olmusdur. Qeyd etmoak lazimdir
ki, neftin diinya qiymetlerinin bahalasmas1 iqtisadi
artimin siiratlonmasinde ve sosial durumun daha da
yaxsilagmasinda miihiim rol oynamaqla barabaer, kritik
idxalin bahalagsmasinin amillerinden birine ¢evrilir.

Dovlat Statistika Komitesinin melumatina asasen
2004-cii ilde inflyasiya tempi 10,4% toskil etmisdir.
Istehlak giymetlori sebatinin tehlili gosterir ki, baza
inflyasiya (giymoatlori doviat tarafindon birbasa va
dolayr yolla tonzimlonon mal va xidmat qruplarin,
movsiimi qgiymat toraddiidlorina moruz galan mallar
istisna edan qiymat indeksi) 6,8% olmusdur ki, bu da
iimumi inflyasiya tempinden 3,6% bendi asagidir.

Sosial voziyyat baximindan vacib magam ondan
ibaratdir ki, 6tan dévrdo ahalinin orta ayhq
amdk haqqr 26.2% artdig1 halda, inflyasiya
10.4% olmus, orta ayhq amak haqqnin real
artim iso 18,3% toskil etmisdir.

Pul talab-taklifi vo monetar proseslor. Yeni
morholode iqtisadi artim amillerinin daha da
foallagmasi, genismiqyaslt sosial proqramlarin
hayata kecirilmoasi, neft goslirlorinin inkisaf
maqsadlori ii¢lin istifadesi pula tolebati artirmisdir.
Noticodo 2004-cii ilde manatla pul kiitlasi (M-2)
31.9% artaraq 3.4 trln. manat toskil etmisdir.

Igtisadiyyatin pulla teminatim1 xarakterize eden
monetizasiya eamsali (geyri-neft sektoru iizre) 1.04%
artmigdir. Bu o demakdir ki, emtes ddvriyyasinin
pul kiitlesi ile ohate olunma omsali daha da
yaxsilasmisdir. Pul kiitlesinin artim tempi UDM-in
artim tempini 21.5% {stelemisdir ki, bu da
iqtisadiyyatin pul kiitlesini yiiksek dearacede
absorbasiya (istifade) etmek potensialini niimayis
etdirir.

Il orzinde pul kiitlesinin artim kanallarini
tonzimloyen pul proqramina cevik deayisiklikler
edilmisdir ki, bu da pul siyasetinin fiskal sektorda
bas veron proseslor ilo ¢evik sinxronlagdirilmasi
strategiyasindan ve neft ve valyuta bazarlarinda
gedon proseslarden irali golmisdir.

Hesabat ilinde pul kiitlasinin strukturunda da
keyfiyyot deyisikliyi bas vermis, qgeyri-nagd pul
kiitlasi 67.5% artmis, naticeds nagd pul kiitlesinin
xlisusi sokisi 8.8% asag1 diismiisdiir. Shalinin
amanatlari 60% artaraq 2 trln.manata, bank sistemi

torafinden iqtisadiyyata kredit qoyuluslar: 47.5%
artaraq 4.9 trln.manat togkil etmisdir.

Valyuta siyasati va tadiyya balansi. Yeni inkisaf
morholosine mexsus olan yiiksok makroigtisadi
dinamikanin viiset almasi seraitinde 6lkenin beynslxalq
reqabat istiinliiklerinin qorunmasi mazenna siyasetinin
osasini togkil etmisdir. 2004-cii ilde diinya bazarlarinda
neftin giymetinin ve xarici valyuta medaxilinin keskin
artmast seraitinde oOlkenin valyuta bazarinda valyuta
toklifi ona olan telebi shemiyyatli iistelomisdir. Milli
Bankin "tenzimlenan-iizen mezenna rejiminde"
yeridilon siyaseti manatin meazennasinin keskin
doyismasinin garsisim almigdir. Neticode mezenno comi
20 manat vo ya 0.4% mohkemlenmisdir.

Diger terafden manatin méhkemlenmesi istehlak
bazarinda miieyyen sabitlegdirici funksiyani yerina
yetirorak idxal giymsatlerinin artimini bir qeder
neytrallagdirmigdir.

Notico olaraq o6lkonin xarici ticarot soraitinin
olverisliliyi qorunub saxlanmigdir. Tahlillor gosterir
ki, dovr orzinde Azerbaycanin osas ticaret
partnyorlari olan Tiirkiye, Rusiya, Ukrayna ve Iranda
inflyasiya tempi 8-14% arasinda olmus, manatin
partnyor Olkalerin valyutalarina qarst ortacekili
moazennasi ise (qeyri-neft ticarat dovriyyasi iizra)
4.9% ucuzlasmisdir. Moahz buna gére manatin real
effektiv mezennasi 1,5% yaxsilasmigdir ve milli
mohsullarin beynalxalq raqabet gabiliyyati daha da
yiikselmisdir. Biitovlikde, 2002-2004-cii illarde
manatin real effektiv mezennasinin 20%-den g¢ox
ucuzlagmasi potensiali toplanmisdir.

Yeni merholode iqtisadi artimin siiretlonmesi xarici
igtisadi elagelerin de xeyli foallasmasma gotirib
¢ixarmusdir. 2004~-cii ilde 6lkenin ticarat balansinda 161.2
min.$-liq miisbet saldo emelo goalmisdir. Eyni zamanda
neft-qaz sektoru iizre irimiqyash investisiya layihalerin
hayata kecirilmosi ilo olagedar olaraq xidmatlerin
idxalinin genislenmasi miisahide olunmusdur ki, bu da
todiya balansmnin cari emsliyyatlar hesabmin kesirlo
naticelonmesinde asas amil olmusdur.

Olkeye irimiqyaslhi kapital, xiisusile birbasa
investisiya axini naticesinde kapitalin ve maliyysnin
horokati hesabinda yaranan miisbat saldo neinki cari
hesabin kasirini 6rtmiis, eyni zamanda xarici valyuta
ehtiyatlarinin artmasini sartlondirmisdir.

Miihiim pozitiv meyllerden biri ondan ibaratdir ki,
2004-cii ilde geyri-neft sektoru {lizre ixracin imumi
ixracda xiisusi ¢okisi 2002-ci ilo nisbaton 6.1 %
bondi artmisdir. Bu, geyri-neft sektorunun

<><>



L

Monetary policy of the National Bank
of Azerbaijan for 2005

o

primarily increased production costs in foreign
trade counterpart countries as a result of world oil
price increases and increased prices of individual
goods imported from the Euro-zone as a result of
Euro getting stronger. It should be noted that
world oil price increase has contributed to both
economic growth and improvement of social wel-
fare in addition to becoming a factor affecting
critical imports.

According to the State Statistics Committee, infla-
tion rate was 10.4% in 2004. Analysis of consumer
price basket indicates that baseline inflation (a price
index which excludes categories of goods and serv-
ices where prices are directly and indirectly regulat-
ed by the state and goods with seasonal price fluctu-
ations) made 6.8% which is 3.6% below the overall
inflation rate.

It is important in respect of social welfare to note
that while average monthly salary increased by
26.2% during the reported period, the inflation
rate made 10.4% whereas the real growth rate of
average monthly salary was 18.3%.

Cash demand and supply and monetary processes.
With economic growth factors becoming more active
at the new development phase, comprehensive social
programs being implemented and oil revenues used
more broadly for development purposes, the demand
for money has increased. As a result, the Manat
money aggregate (M-2) totaled to AZM3 .4 trillion
having increased by 31.9%.

The monetization factor (for the non-oil sector)
which characterizes the cash supply of economy,
increased by 1.04%. It means that cash coverage
of commodity turnover has further improved. The
money aggregate growth rate surpassed the GDP
growth rate by 21.5%, which displays the ability
of the economy to absorb (utilize) the money
aggregate.

The monetary program was modified during the
year, which regulates growth channels of money
aggregate as a result of the strategy aimed at syn-
chronizing the monetary policy with fiscal sector
processes, and oil and currency market processes.

The structure of the money aggregate also changed
drastically during the reported year, with the non-
cash money aggregate increasing by 67.5% and the
share of cash money aggregate consequently
decreasing by 8.8%. Household deposits increased
by 60% to a total of AZM?2 trillion, bank loans

across economic sectors went up by 47.5% to a total
of AZM4.9 trillion.

Foreign exchange policy and balance of payments.
In an environment of high macroeconomic stability
inherent in the new development phase, the exchange
policy is grounded in the objective to maintain the
country's international competitiveness. With world
market oil prices and foreign exchange revenues
increasing dramatically in 2004, the foreign exchange
supply significantly exceeded the foreign exchange
demand. The National Bank's "floating regulation of
exchange rate" policy prevented radical changes in
the Manat exchange rate. As a result, the exchange
rate strengthened by only AZM20 or 0.4%.

On the other hand, the strengthening of the Manat
managed to somewhat neutralize import price
growth by performing a stabilizing function on the
consumer market.

As a result, the country managed to retain its
foreign trade benefits. Analysis suggests that
inflation rates in Azerbaijan's main trade counter-
part countries Turkey, Russia and Iran ranged
between 8 to 14%, while Manat devalued against
the currencies of counterpart countries (for the
non-oil sector's trade turnover) by 4.9% on aver-
age. This resulted in a 1.5% improvement of the
real effective exchange rate of Manat and enhance-
ment of international competitiveness of domestic
products. In general, a probability existed for the
real effective exchange rate of Manat to devalue by
over 20% in 2002-2004.

More rapid economic growth in the new devel-
opment phase contributed to foreign economic
relations becoming more active too. The country's
net trade balance was positive USD161.2 million
in 2004. Furthermore, imports of services expand-
ed as a result of large investment projects in the oil
and gas sector therefore causing the current
account of the balance of payments to end up
with a deficit.

The net balance of the capital and finance account
caused by huge inflows of capital and direct foreign
investments both covered the current account deficit
and promoted the growth of foreign exchange
reserves.

It is a positive factor that the non-oil sector
exports went up by 6.1% as a share of total
exports in 2004 as opposed to year 2002. This
represents a real result of supporting the non-oil
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inkisafinin iqtisadi, o ciimleden monetar metodlarla
desteklenmasinin real neticasidir.

Biitovlikde toediye balansmin miisbat saldosu pul
kiitlosinin osas artim menboayi kimi ¢ixis etmisdir.
Tasadiifi deyildir ki, 2004-cii ilde genis menada pul
kiitlasinin artiminin 85%-den ¢oxu 6lkeye xarici valyuta
axminin manata konvertasiyasini 6ziinde oks etdirir.

Il erzinde Milli Bankin valyuta bazarina
miidaxilasi netto-alis mévqgeyinde olmus ve 158.7
min.§ toskil etmigdir. Milli Bankin serencaminda
olan valyuta ehtiyatlarinin hocmi 876.9 min.$
olmusdur ki, bu da neft sektoru ¢ixilmaqla mal ve
xidmetler iizre 4 ayliq idxalin maliyyslesmasine
kifayetdir. BVF-nin kreditleri iizre 6denisler de
nazere alinmagla, ilin avveli ile miiqayisede
ehtiyatlardaki nisbi artim 182.4 min.$ olmusdur.

Olkenin xarici borcu ile miigayisede strateji
ehtiyatlarin hacmi texminan 30% coxdur ve demsali,
O0lke xarici alem ile maliyye miinasibatlerinde
netto-kreditor kimi ¢ixis edir.

Pul siyasati alatlori vo monetar idaraetma. Milli
Bank yeni inkigsaf morhalasinda nazorda tutdugu
hadoflara, xiisusilo pul programinin kamiyyat
parametrlarina nail olmagq ticiin pul bazarina miivafiq
tanzimlamoa alatlori vasitasila tasir gostormisdir.

Ucot doracesi doyismemis ve iqtisadi artimi
moahdudlagdirmayan 7% saviyyasinda qalmisdir.

Dovlat Qiymatli Kagizlar bazarinin mehdud olmasi
soraitinde bank sisteminde yaranmis izafi likvidliyin
inflyasiya tezyiqini neytrallasdirmaq tictin Milli
Bank sterilizasiya siyasoti ¢orgivesinde 100 mlrd
manat mablaginde Oziinlin qisamiiddatli notlarini
dovriyyaye buraxmisdir.

Hesabat ilinds klassik diinya tacriibasine asaslanaraq
Milli Bank pul siyaseatinin seffafliginin daha da
artirilmasi istiqgamatinds bir sira iglari hayata kecirmis,
makroiqtisadi veziyyatin, monetar proseslarin ve bank
sisteminde inkisaf tendensiyalarinin genis izahatini
Oziinde oks etdiren analitik icmallart miitemadi olaraq
ictimaiyyatin diqgstine catdirmisdir.

Belolikla, 2004-cii ildo Milli Bank siiratli iqtisadi
artimin doastaklonmosi, makroiqtisadi sabitliyin
asas indikatoru olan baza inflyasiyanin maqbul
saviyyada saxlamilmasi ils shalinin real goalirlorinin
ikirogomli artimina soraitin yaradilmasi va qeyri-
neft sektorunun raqabat gabiliyyatini tomin edan
mazannd siyasatinin hayata kecirilmasina yonalmis
tadbirlari reallasdirmsdar.

I1. 2005-cii il iiciin pul siyasatinin vo bank
quruculugunun asas hadaflori

Azarbaycan Respublikasinin Milli Banki yeni
inkisaf marhalasinin novbati ili olan 2005-ci ildo
suratli igtisadi artimi dastoklayan, makroigtisadi
saraita uygun maqbul inflyasiya saviyyasini va
olkonin beynalxalq ragabat qabiliyyatini tomin edon
pul siyasati yeridacakdir.

Milli Bankin hayata kegiracayi pul siyasati "holland
sindromuna” yol vermomoaklo qeyri-neft sektorunun
stiratli inkisafina, ahalinin real galirlorinin shamiyyatli
artim tempinin saxlanmasina sarait yaradacaqdir.

2005-ci ildo iqtisadi artim parametrlori va
inflyasiya. Y eni inkisaf moarhoalosinde iqtisadi siyasetin
osas vezifosi movcud artim temploarinin qorunmasi vo
daha da siiretlendirilmesinden ibaretdir. 2005-ci il ii¢iin
prognozlasdirilan  inkisaf parametrlori iqtisadi
dinamikanin yeni keyfiyyet faktorlarmin feallasacagini
gostorir. 2005-ci ilde UDM-in 14.1%, o ciimleden
geyri-neft sektorunda 11% artacagi progqnozlasdirilir.
Ohalinin golirleri, istehlak xerclorinin shemiyyatli
artim1 prognozlari, daxili menbeler hesabina investisiya
goyuluslarinin yiiksek artim tempi progqnozu (32%) onu
demayoe osas verir ki, 2005-ci ilde iqtisadi artimda
daxili talob amilloeri daha da feallasacaqdir ki, bu da
miiayyen inflyasiya tezyiqini yaradacagq.

Belo makroiqtisadi  seraitde Milli  Bankin
qarsisinda duran on vacib prioritet 2005-ci ilde
birregemli baza inflyasiyanin temin olunmasidir ki,
bu da golirlerin artiminin qiymat artimini an azi 2
defo iistelomasine imkan veracokdir.

2005-ci il ii¢lin 5-7% illik baza inflyasiya maqbul
hadaf kimi miieyyen edilmisdir.

Milli Bank miitemadi olaraq "baza inflyasiya"nin
monitoringini aparacaq ve bu, pul-kredit siyasatinin
makroiqtisadi somarasinin asas indikatoru kimi ¢ixi1s
edacokdir.

Iqtisadiyyatin pulla taminati va monetar prognozlar.
Iqtisadi artimin yeni merhelesine xas olan xarici
investisiyalarin artmasi, elece de neftin diinya
giymetinin vo valyuta galirlerinin miixtelif proqnoz
ssenarilorine osaslanaraq Milli Bank terefinden pul
kiitlesinin artim bir nego ssenarilori islonmisdir. Bu
ssenariloere osason, biitovlilkde, 2005-ci ilde pul
kiitlasinin (M2 pul aqreqati) 30-40% haddinda, son 3
ilde ise 2 defe artmasi proqnozlasdirilir.

Macmu tolabatin genislonmasina adekvat olan doviat
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sector development with both economic and mon-
etary methods.

In general, the positive net balance of payments
acted as the main contributor to the growth of money
aggregate. It is by no means accidental that over 85%
of the growth of the broad money in 2004 represents
conversion of foreign exchange inflows into Manat.

The National Bank's foreign exchange market
intervention was purchase-oriented and totaled to
USD158.7 million. The National Bank's foreign
exchange reserves totaled to USD876.9 million,
which is sufficient to cover 4 months of imports of
goods and services excluding the oil sector. Relative
growth in the reserves as opposed to the previous
year totaled to USD182.4 million, considering pay-
ments against IMF loans.

Strategic reserves exceed the country's foreign debt
by approximately 30% and therefore the country acts
as a net creditor in financial relations with the glob-
al community.

Monetary policy tools and monetary management.
National Bank applied regulatory tools to the money
market in order to accomplish the targets set for the
new development phase, especially the quantitative
goals of the monetary program.

The discount rate was not modified and remained
at a 7% rate which did not restrain economic growth.

As the State Securities Market is limited, the
National Bank had to issue AZM100 billion worth of
short-term notes in line with its sterilization poli-
cy in order to neutralize the inflation impact of the
excessive liquidity in the banking system.

National Bank took a number of actions in order to
further enhance the transparency of monetary policy
based on classical world experience during the
reported year, and regularly disclosed analytical
summaries which provided comprehensive explana-
tions with respect to macroeconomic conditions,
monetary processes and banking system's develop-
ment trends.

Thus, in 2004 the National implemented a num-
ber of measures under its exchange rate policy
designed to support rapid economic growth,
maintain the baseline inflation on an appropriate
level as the primary indicator of macroeconomic
stability thus enabling the real income of house-
holds to increase and ensure the competitiveness
of the non-oil sector.

I1. Principal objectives of monetary policy and
banking system for 2005

In the next year of the new development phase, the year
of 2005 the National Bank of Azerbaijan will implement
a monetary policy designed to support rapid economic
growth, maintain an appropriate inflation level in con-
sistency with the macroeconomic conditions and ensure
the country's international competitiveness.

National Bank's monetary policy will also support
rapid development of the non-oil sector, while pre-
venting the Dutch disease, and help maintain a sub-
stantive growth rate of real income of households.

Economic growth characteristics and inflation in
2005. The basic objective of the economic policy in
the new development phase is to maintain and fur-
ther accelerate the current economic growth rates.
Development parameters forecast for 2005 suggest
that new qualitative factors of the economic devel-
opment will be more active. The GDP growth rate is
forecast at 14.1%, including non-oil sector growth at
11% for 2005. Projected high increases in household
income and consumer expenditures, as well as sig-
nificant growth rates of domestically-funded invest-
ments (32%) lead to believe that domestic demand
factors will get stronger within economic growth in
2005, thereby causing a certain inflation impact.

In such a macroeconomic environment the National
Bank's highest priority for 2005 is to ensure that the
baseline inflation rate is maintained at a one-digit
level hence enabling the income growth to exceed
price increases by at least 2 times.

5-7% annual baseline inflation rate is defined as
an appropriate target for year 2005.

National Bank will regularly monitor the 'baseline
inflation' and it will serve as the primary indicator of
the macroeconomic effectiveness of the monetary
policy.

Money supply and monetary projections. National
Bank designed several scenarios for money aggre-
gate growth based on foreign investment growth
characteristic of the new development phase, as well
as various projections of world oil prices and foreign
exchange revenues. According to these scenarios,
money aggregate (M-2) is expected to grow in a
range of 30-40% in 2004 and double in the last 3
years.

The 25% increase in state budget expenditures
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biidcasi xorclorinin 2005-ci ild> 25% artmasi pul
kiitlasinin artimina ahaimiyyatli tasir gostaracakdir.
Belo bir soraitde zeruri hallarda pul kiitlesinin
inflyasiya tehliikesini yaradan hissesinin sterilizasiyasi
hocmlorinin  miimkiin  diapazonlar1 miiayyen
olunmusdur ki, bu da ilk ndvbede inflyasiyanin
monetar kanallarina maksimal nazareti temin etmayo
imkan verir. Pul kiitlesinin genislonmasi seraitinde
2005-ci ilde real faiz daracalarinin asagi diismesi
meyllorinin davam etmosi prognozlasdirilir ve bu
igtisadi artimin siiretlenmasinde kredit qoyuluslarinin
rolunu daha da artiracaqdir.

Yiiksok monetizasiya eyni zamanda bank sisteminin
maliyye  vasitegiliyi  funksiyasini  daha da
giiclandiracek, onun depozit celb etmak ve bu esasda
kredit vermek imkanlarini ehemiyyetli deraceds
genislondiracakdir. Bu amiller nezers alinmagqla 2005-
ci ildo depozitlorin 30-35%, o ciimladon ahalinin
amanatlorinin 50-60%, kredit qoyuluglarimin isa 30-
35% haddinds artacagr prognozlasdwrilir ki, bu da
geyri-neft sektorunun inkisafi iizre miiayyen olunmus
prioritetlorin miqyasina adekvatdir (alave 1).

Moazanna siyasati va Xxarici ticarat goraiti.
Prognozlar gdsterir ki, 2005-ci ilde de manatin
mozonnasine onun mohkemlonmasi istigameatindo
tozyiq yliksek olacaqdir. Qeyd olunmalidir ki, ¢ox
ucuz manat-inflyasiya menbayidir, cox bahali manat
ise - Olke iqtisadiyyatinin reqabst qabiliyyetine
monfi tesir gostera biler.

Manatin moezennasinin keskin deyismesinin
garsisint almaq, qeyri-neft sektorunun regabot
qabiliyystinin asag1 diismesine ve xarici ticarot
soraitinin pislegsmasine, inflyasiya tehliikesini
artiran manat emissiyasina yol vermamek magqsadile
Milli Bank valyuta bazarina miidaxilelerini
"tonzimlenen-iizen mazenna rejiminda" zaruri
hallarda ve haddlerde davam etdirecekdir.

Xarici kapital axininin artmasi ve neft golirlerinin inkisaf
mogqsedleri Tiglin istifadesinin foallasmasi geraitindo
manatin mazannasi asas etibarilo valyuta bazarmdaki
tolob ve taklif ilo miieyyen olunacaqdir. Milli Bankin
valyuta miidaxilesi ise yalniz mezennenin keskin

deyismesinin  qarsisinin  alinmasit  {licin  heayata
kegirilocokdir.
2005-ci ilde prognozlasdirilan makroiqtisadi

soraitde manatin mezennasinin bir qoder
mohkemlenmasi gozlenilir. Eyni zamanda 6lkenin
beynalxaq raqabet gabiliyyeti baximindan bu proses
ciddi monitoring ve idareetms ilo ahate olunacaqdir.

2005-ci ilde valyuta ehtiyatlarinin 1 mlrd.$-1
Otoceyi ve Milli Bankin valyuta bazarina
mildaxilesinin netto-alis mdvqgeyinde olacagi
gozlenilir. Ancaq, makroiqtisadi sabitlyin qorunmasi
baximindan valyuta ehtiyatlarinin maksimal
derocodo artirilmasi Milli Bank ii¢iin osas hodef
deyildir. Valyuta ehtiyatlar1 yalniz magbul monetar
inflyasiya ilo miisahide olunan aligyonlii valyuta
miidaxilesi ¢or¢ivesinde artirilacaqdir.

Pul siyasati - sterilizasiya alatlori va maliyya
bazarlarinin inkigafi. 2005-ci ilde pul siyaseti
aletloari yeni inkisaf merhsalesine uygun hazirlanmig
pul programinin meyarlarinin yerina yetirilmasinin
tomin edilmesi ve bank sisteminin likvidliyinin ¢evik
tonzimlonmsesi istigametinde totbiq olunacaqdir.

Pul siyaseti alotlerinin totbiqi miqyast ve
kombinasiyasi pul kiitlesinin artim ssenarilerine uygun
stirotde temin edilacak, yiiksek artim ssenarilori
reallasdiqda ise xiisusi tenzimleme tedbirleri hoyata
kecirilocokdir. Bels ki, sterilizasiya zerurati yarandigda
Milli Bank terefinden notlarm buraxilmasi, banklardan
milli valyutada depozitlarin gabulu ve hékumatin
buraxdigr qiymotli kagizlarla omsliyyatlarin
aparilmasi nazerds tutulur. Eyni zamanda stabillogsma
funksiyasmi yerine yetiron hokumstin neftin qiymet
forginden amale golen hesabinda ve xezine hesabina
maodaxilin artmasi prognozlari da miihiim sterilizasiya
effektine malik olacaqdir.

Milli Bank ham nezaret-tenzimleyici orqanlardan biri
kimi, hem da bazar istirak¢isi kimi maliyya bazarlarinm
inkisafina yardim edocek, bu bazarin normativ ve
infrastruktur bazasinin tekmillesdirilmesinde foal istirak
edoacakdir. Milli Bank Maliyye Nazirliyi ilo birlikde
dovlot  qiymatli  kagizlar  bazarmm  inkisafinin
stimullagdirilmasina xiisusi diqqet yetiracekdir. Bununla
olagadar 2005-ci ilde Maliyye Nazirliyi terefinden
buraxilmis uzunmiiddetli dovlet giymetli kagizlarinin
parametrlorinin bazar sertlorine uygunlasdirilmasi
istigamatinde miivafiq tedbirler hayata kecirilocokdir.

Bazarin hacminin genislondirilmesinin miithiim
sorti kimi burada operatorlarin saymin artirilmas,
onlarin bazarda istirakinin liberallagdirilmasi digqet
morkezinde olacaqdir.

Dovlet qiymetli kagizlar bazarinm inkisaf seviyyesi
"inflyasiyanin hadeflonmasi" rejimini gebul etmis aparic
Olkalorde oldugu kimi, Milli Bankin da pul siyasatinin
transmissiya mexanizminde faiz derocesinin iqtisadi
foalliga ve inflyasiya proseslorina, eloce do pulun deyerine
tosirinin daha da artirilmasinda ¢ox 6nemli amil olacaqdir.
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adequate in relation to the expanded total aggregate
in 2005 will have a significant impact on the money
aggregate in terms of growth. Possible ranges were
identified for those amounts of the money aggregate
that need to be sterilized, as necessary, as they may
pose a danger of inflation, which, first of all, allows
for strict control over the monetary channels of infla-
tion. Real interest rates are anticipated to show
downward trends in an environment of money
aggregate expansion in 2005, which would enhance
the role of lending activities in promotion of eco-
nomic growth.

Broad monetization will also promote the banking
system's intermediary function and greatly enhance
its ability to take deposits and grant loans on this
basis. Considering this, deposits are expected to
grow by 30-35% in 2005, including household
deposits by 50-60% and loans by 30-35%, which
is adequate in relation to the scope of priorities
determined for the non-oil sector's development
(Annex 1).

Exchange rate policy and foreign trade environ-
ment. Projections suggest that the exchange rate of
Manat will remain subject to high pressure in terms
of strengthening in 2005. It should be noted that a
very cheap Manat causes inflation, while a very
expensive Manat may adversely affect the competi-
tiveness of the national economy.

National Bank will continue its currency market
interventions on a 'floating regulated exchange rate
basis', as necessary and within required extents, to
prevent drastic changes in the exchange rate of
Manat; weakening of the oil sector's competitiveness
and deterioration of foreign trade environment; and
issuance of Manat that may cause the inflation risk to
Srow.

In an environment of increased inflows of foreign
capital and enhanced uses of oil revenues for devel-
opment purposes, the exchange rate of Manat will
be primarily determined by the currency market
demand and supply levels. National Bank will only
intervene to prevent the exchange rate from chang-
ing in radical ranges.

The exchange rate of Manat is expected to some-
what strengthen against the background of the pro-
jected macroeconomic stability in 2005. On the other
hand, this process will be closely monitored and
managed in view of the country's international com-
petitiveness.

Foreign exchange reserves are expected to exceed
USDI1 billion in 2005 and the National Bank's cur-
rency market intervention is anticipated to have a net
purchase position. However, maximizing foreign
exchange reserves is not the priority target for the
National Bank in terms of preserving macroeconom-
ic stability. Foreign exchange reserves will be
increased only along the lines of purchase-oriented
currency market intervention accompanied with an
acceptable rate of monetary inflation.

Monetary policy - sterilization tools and develop-
ment of financial markets. Monetary policy tools
will be applied in 2005 in consistency with the
implementation targets set for the monetary program
based on the requirements of the new development
phase, and the need to manage bank liquidity as
effectively as possible.

Monetary policy tools will be applied in a scope
and combination consistent with the money aggre-
gate growth scenarios and special control measures
will be taken if high-end growth scenarios material-
ize. Thus, when sterilization efforts are needed, the
National Bank will issue notes, receive national
currency-denominated deposits from banks and
conduct transactions involving government-
issued securities. In addition, the forecast increase
in revenues in the government's account of income
on oil price spreads and treasury account, which
serve a stabilizing function, will also have a signifi-
cant sterilization effect.

National Bank will also support the development of
financial markets both as a regulator and a market par-
ticipant and will be actively involved in improving the
regulatory and infrastructure framework of this market.
National Bank will work together with the Ministry of
Finance to stimulate development of the government
securities market. In this view, actions will be taken dur-
ing 2005 to ensure that specifications of government
securities issued by the Ministry of Finance.

A focus will be placed on increasing the number of
operators and liberalizing their market operation
terms as this is a prime consideration for expanding
the market.

As in developed countries which apply 'inflation target-
ing', the level of development of the government securi-
ties market will be an important factor affecting the eco-
nomic activity of transmission mechanisms of the
National Bank's monetary policy and inflation processes,
as well as increased impact on the value of money.
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2005-ci ilde bank infrastrukturunun, xiisusile 6denis
sisteminin dinamik inkisafi seraitinde banklararasi
kredit bazarmin daha da canlanacagl gozlonilir.
Maliyye bazarmin on ¢ox inkisaf etmis seqmenti olan
valyuta bazarmda yeni maliyye aletlorinin tetbiqi
togviq edilocek, Milli Bank terefinden miiddatli
valyuta emeliyyatlar1 aparilacaqdir.

Milli Bank ugot daracasini, eloco do 6z amsaliyyatlar
iizro faiz dorocalorini  miieyyoenlosdirorken
iqtisadiyyatdaki real likvidlik veziyyetini ve bu
deracalerin iqtisadi proseslore dtiiriilmasi gabiliyyetini
nazoroe alacaqdir.

Pul siyasetinin hadeflarine nail olunmasinin zeruri
institusional sertlorinden biri sabit vo davamh
maliyyo sisteminin foaliyyet gdstermesidir. Milli
Bankin 2005-ci il {i¢iin bank quruculugu iizre asas
hadoafleri alave olunur (alave 2).

Belaliklo, yeni inkisaf moarhoalasinin novbati ili
olan 2005-ci ilde Milli Bank o6lkada sosial-
iqtisadi toraqqinin siiratlondirilmasine yonalmis
kompleks foaaliyyat proqramlarimin hoayata
kecirilmosini dostokloyan adekvat pul siyasoti
yeridacoakdir.

2004-2007-ci illar iizro monetar prognozlar (ilin sonuna)

Baza inflyasiya, %

Valyuta ehtiyatlari, mln. $-la
Genis pul Kkiitlasi, (M-3 pul aqreqati), mlrd. manatla
artim tempi, %-lo

Manatla pul kiitlasi, (M-2 pul aqreqati), mlrd. manatla
artim tempi, %-1lo

Bank sistemindo comi depozitlor, milrd. manatla
artim tempi, %-lo

Ohalinin amanatlori, mird. manatla
artim tempi, %-lo

Kredit qoyuluslari, mlrd.manatla
artim tempi, %-1o

* Faktiki

Bank quruculugunun asas prioritetlori

Milli Bank olkonin maliyya sisteminin aparict halqasi
sayilan bank sisteminin saglam va somorali faaliyyatini
tomin etmak tigiin bank sisteminin inkigaf strategiyasina
uygun olaraq kompleks tadbirlorini 2005-cii ildo do
davam etdiracokdir. Bu tadbirlor bank sisteminin iqtisadi
ohomiyyatinin artirdmasini, onun maliyya vasitagilik
funksiyasimin genislondirilmasini tomin etmakls, kicik vao
orta sahibkarligin va reqionlarin maliyya xidmatlori ilo
ahata olunmasim geniglondirmaklo pul-kredit siyasatinin
alatlorinin effektiv tatbigino imkan verir.

Banklarin etibarli ve saglam foaliyyetinin tomin
edilmesi tiglin onun yetorli kapitallasmas: miihiim
ohomiyyet kosb edir. Bu konteksdo moacmu kapital
tolobinin 2004-cii ilin sonuna 3.5 min. ABS dollan

Olave 1
2004* 2005 2006 2007
6.8 5-7 5-7 5-7
876.9 1000 1100 1200
7515.2 9600 12500 16200
47.5 27.7 30 30
3418 4500 5800 7300
31.9 31.6 29 26
5126.3 6600 8800 12000
67.9 28.7 33 36
2015.6 3200 5400 9000
60 58.8 69 67
4947.3 6100 8200 11000
47.6 23.3 34 34
Olavoe 2

ekvivalentine, 1 yanvar 2006-ci ilo iso 5 min. ABS
dollart ekvivalentine gatdirilmasi barede goerar gebul
edilmigdir. Novbeti il erzinde Milli Bank kapital
telebina riayet olunmasi moagsadile "Banklar haqqinda"
Azerbaycan Respublikasi Qanununun imkanlarindan
istifade etmokloe miivafiq isleri hayata kecirocokdir.

Etibarli bank sisteminin formalagmasi yiiksek ve
pesokar idaragilik sisteminin toskilini telab etdiyinden
banklarda beynoalxalq standartlara cavab veran
korporativ idaraetma prinsiplorinin totbigine xiisusi
digget yetirilocokdir.

Regionlar {izro sarbast pul vesaitlorinin bank sistemino
colb edilmesi iqtisadiyyatin pulla tominatinin
yaxsilagdirilmasinda mithiim amil oldugundan bank
sisteminin regional shatosinin genislondirilmasi diqqot
morkezinde saxlanacaqdir. Bu magsedle banklarin
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The interbank credit market is also expected to
revitalize in 2005 with the banking infrastructure,
and especially the payment systems developing rap-
idly. The currency market, the most developed seg-
ment of the financial market, will apply new finan-
cial instruments and the National Bank will conduct
term currency transactions.

When setting the discount rate, as well as interest
rates on own operations, the National Bank will
consider the real liquidity stature of the economy
and the ability of these rates to influence economic
processes.

Continued operation of a sound and safe financial
system is an important institutional requirement to
achieve the targets set for the monetary policy.
Major targets relating to the banking system's organ-
ization for 2005 are attached hereto (Annex 2).

Hence, the National Bank will implement an
adequate monetary policy designed to support
implementation of integrated action programs
aimed at promoting the social and economic
growth in the country, during the first year of the
new development phase, the year of 2005.

Monetary projections for 2004-2007 (year-end)

Baseline inflation rate, %

Foreign exchange reserves, USD mil
Broad money (M-3 money aggregate), AZM billion
growth rate, %

Manat money aggregate (M-2 money aggregate), AZM billion
growth rate, %

Total bank deposits, AZM billion
growth rate, %

Individual deposits, AZM billion
growth rate, %

Total loans, AZM billion
growth rate, %

* Actual

Basic priorities of banking system's organization

National Bank will continue its comprehensive
measures in 2005 in consistency with the banking
system development strategy designed to ensure
sound and safe operation of the banking system,
which is considered to be the most developed com-
ponent of the domestic financial system. These
actions will allow for effective application of mone-
tary policy tools by enhancing access of small and
medium enterprise and regions to financial services
and improving the economic significance of the
banking system and expanding its financial interme-
diation function.

Adequate capitalization is essential for banks to
operate safely and soundly. In this view, it was

Annex 1
2004* 2005 2006 2007
6.8 5-7 5-7 5-7
876.9 1000 1100 1200
7515.2 9600 12500 16200
47.5 27.7 30 30
3418 4500 5800 7300
31.9 31.6 29 26
5126.3 6600 8800 12000
67.9 28.7 33 36
2015.6 3200 5400 9000
60 58.8 69 67
4947.3 6100 8200 11000
47.6 23.3 34 34
Annex 2

decided to raise the minimum capital requirement
with respect to total regulatory capital to an equiva-
lent of USD3.5 mil by late 2004 and by an equiva-
lent of USDS mil by January 1, 2006. Next year the
National Bank will take appropriate measures to
ensure that the capital requirements are complied
with by enforcing the new Law on Banks.

Since formation of a sound and safe banking system
requires a high quality and professional management
system, banks will give special attention to imple-
menting corporate governance principles in accor-
dance with international practices.

As attracting free financial resources available in
the regions to the banking system represents an
important factor for improving the money supply to
the economy, focus will be placed on expanding the
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regional filial gebakalerinin genislondirilmesinin tagviqi
davam etdirilocok, miivafiq xarici texniki yardimin
reallagdirilmasi {iglin hokumset organlari ile birlikde
todbirler intensivlegdirilocokdir.

Omanatlorin sigortalanmasi sisteminin togkili bank
sisteminin maliyya vesaitlerinin effektiv moblizasiyasmm
on ohemiyyetli vasitolorindendir. Bu osasda miivafiq
sigorta mexanizminin institusional quruculugunun, o
climloedoen ganunvericilik bazasinin formalasdirilmasi
istigametinde igler davam etdirilocokdir.

Maliyye-bank xidmetlerine baraber ¢ixis imkanlarmin
tomin edilmesi Ti¢iin ipoteka Kkreditlosdirilmosi
mexanizminin yaradilmast son dereceds vacib
ahamiyyet kesb edir. Ucuz menzil tikintisinin tesviq
edilmesi iiglin ipoteka subsidiyalagdirilmast ve ipoteka
kreditlerinin tominati mexanizmlorinin formalasdiriimasi
iizro iglor davam etdirilocokdir.

Beynelxalq standartlara cavab veren ganunvericilik
bazasmin moévcud olmasi seraitinde semerali pul-kredit
siyasetinin hayata kecirilmasi ve c¢esidli maliyye
tenzimlems alatlerinin tetbiqi ti¢iin daha genis imkanlar
yaranir. Bu esasen "Banklar hagqinda" ve "Azerbaycan
Respublikas1 Milli Banki haqqinda" Azerbaycan
Respublikasinin Qanunlarinin yeni redaksiyada goebul
edilmesi ilo tomin edilmisdir. Novbati ilde "Omanstlerin
sigortalanmas1  haqqmnda" ve "Ipoteka haqqinda”
ganunlarin goebul olunmasi nezerdes tutulmusdur.

Azarbaycan Respublikasi Prezidentinin 9 dekabr 2004~
cii il tarixli fermam il tesdiq olunmus "Azerbaycan
Respublikasinda Milli Odenis Sisteminin inkisafi {izro
2005-2007-ci iller tigiin Dovlet Programi'nda nazerde
tutulmus todbirlorin icrasmna baslanacaqdir. Bu
konteksdo Odenis sistemlerinin ohate dairesinin
genislondirilerek regionlara istiqgametlenmasi, vahid
elektron 6denis mekaninin yaradilmasi, plastik kartlarla
Odenislerin daha da inkisaf etdirilmesi, 6denis sisteminin
istirakeilar1 olan kommersiya banklarinda daxili
informasiya ve hesablasma sistemlorinin beynalxalq
standartlara uygunlasdirilmasi temin edilocekdir.

Eyni zamanda kommunal xidmeti miiassiselarinin,
vergi-gomriik, pensiya veo diger sosial miidafie
Odenislerini hayata keciron hokumet qurumlarinin
O0denis  sistemleri  infrastrukturuna  texnoloji
inteqrasiyasinin tamamlanmasi, Milli Pogt Operatorunun
poct sebokesi platformasinda pogt emanstlori veo
hesablagmalar1 sisteminin yaradilmasi, habele poct
seboakosinin elektron ddenis infrastrukturuna qosulmasi
ticiin miivafiq igloere baslanilacaqdir.

Bank sisteminda miihasibat ucotunun Beynoalxalq
Maliyye Hesabatlar1 Standartlarina kecidi iizra
todbirlerin tamamlanmast ve bu istigametde
beynsalxalq alemde bas veren deyisiklikler nezare
alinmagqla tekmilloegsma islori davam etdirilocokdir.
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regional coverage of the banking system. To this
end, expansion of the regional branch office net-
works of banks will be continued and actions will be
intensified to work together with the government to
secure foreign technical assistance.

Individual deposit insurance scheme is a critical
instrument of ensuring effective mobilization of the
banking system's financial resources. In this view,
work will be continued to institutionalize the insur-
ance mechanism and develop a relevant legal frame-
work.

A mortgage lending mechanism is extremely
important for ensuring equitable access to financial
and banking services. Efforts will carry on to secure
financing and to design collateral solutions for mort-
gage lending in order to provide an impetus to the
development of affordable housing.

Existence of a legal framework that meets interna-
tional standards has improved the opportunities for
implementing an effective monetary policy and
applying a magnitude of financial controls. The
newly revised Law on Banks and Law on the
National Bank of Azerbaijan are the vehicles that
allowed creating such settings. The passing of the
Laws on Individual Deposit Insurance and on
Mortgage is planned for the next year.

Implementation of the State Program for
Development of the National Payment System in the
Republic of Azerbaijan for 2005-2007, authorized
into force by the Presidential Decree of December 9,
2004, will start next year. In this context, the cover-
age of the payment systems will be enhanced by
spreading out regionally; setting up an integrated
electronic payment environment; promoting plastic
card payments; and improving the internal informa-
tion management and reporting systems of commer-
cial banks as participants of payment systems to
meet international standards.

Furthermore, activities will be launched to ensure that
technological integration of utility service providers,
and government agencies paying tax and customs,
pension and other social protection charges in the pay-
ment systems infrastructure is successfully completed;
to create a postal savings and payments system based
on the National Postal Operator's post office network
and to support integration of the post office network
into the electronic payment infrastructure.

Transition of the bank accounting system to the
International Financial Reporting Standards will
be completed and further improved considering the
changes and modifications made internationally.
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Osas makroiqtisadi gostoricilor

1995 2000 2001 2002 2003 2004

Umumi daxili mahsul, mlrd. manat 10669 23591 26578 30312 35733 41873
Fiziki hacm indeksi, %-19
- avvalki ilo nisboaton 88,2 111,4 109,9 110,6 111,2 110,2
- 1990-c1 ile nisbaten 41,9 59,0 64,8 71,7 79,7 87,8
indeks deflyator, avvalki ilo nisbatan 645,8 106,1 1027 100,7 104,0 106,4
Adambasina diison UDM, ABS dollar1 321,6 664,5 715,3 774,5 896,7 1041
Sonaye istehsalimin hacm indeksi,
avvalki ilo nisbaton, %-19 78,6 106,9 105,1 103,6 106,1 105,7
Kond tosarriifati istehsalinin hacm indeksi,
avvalki ilo nisbaten, %-lo 93 112,1 111,1 106,4 105,6 104,6
Xarici ticarat balansi, min. $ -373,1 3194 613,8 481,6 -98.2 161,2
- ixrac 612,3 1858,3 2078.,9 2304,9 2624,5 3742,9
- idxal 985,4 1538,9 1465,1 1823,3 2722,7 3581,7
istehlak giymotlori indeksi,
- avvalki ilo nisbaton 511,8 101,8 101,5 102,8 102,2 106,7
- ovvolki ilin dekabrina nisboton 184,5 102,2 101,3 103,3 103,6 110.4
Sanayenin topdancatis qiymat indeksi,
ovvalki ilo nisboton 1834 124.6 101.8 97,7 116.1 1129
Orta ayhq nominal amak haqqi, 62467 221606 259953 315200 383100 483400
avvalki dovre nisbaton, %-19 407,6 120,2 117,3 121,3 121.4 126,2
Orta ayhq real amak haqq:
avvalki dovra nisbaton, %-la 2209 117,6 115.8 117.,4 118.8 118.,3
Kredit qoyulusu, mlrd. manat 1091,2 2332.4 2431,3 2600,8 3351,5 4947,3
Yenidon maliyyalasdirma daracalari,
(dovriin sonuna, %-13) 200,0 10,0 10,0 7,0 7,0 7,0
Genis pul Kiitlasi (dovriin sonuna), mlrd. manat 957,6 1629,1 1755,6 2025,8 25922 25922
Dévlot Qisamiiddotli Istiqraz Varagolori:
- yerlasdirmoenin hacmi, mlrd. manat - 295,1 467.,4 505,14 455,34 -
- orta dl¢iilmiis golirlilik, %-1o = 16,67 15,92 14,57 7,68 =
Milli Bankin notlar:

- yerloesdirmanin hacmi, mlrd. manat = = = = = 182,64

- orta dl¢iilmis golirlilik, %-lo = = = = = 4,52
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Principal Macroeconomic Indicators

1995 2000 2001 2002 2003 2004

Gross domestic product, AZM billion 10669 23591 26578 30312 35733 41873
Physical amount index, %
- relative to the previous year 88,2 111,4 109,9 110,6 111,2 110,2
- relative to 1990 41,9 59,0 64,8 71,7 79,7 87,8
Index deflator, relative to the previous year 645,8 106,1 1027 100,7 104,0 106,4
GDP per capital, USD 321,6 664,5 715,3 774,5 896,7 1041
Industrial production physical index,
relative to the previous year, % 78,6 106,9 105,1 103,6 106,1 105,7
Agricultural production amount index,
relative to the previous year, % 93 112,1 111,1 106,4 105.6 104,6
Foreign trade balance, USD million -373,1 319.4 613,8 481,6 -98.2 161,2
- exports 612,3 1858,3 2078.,9 2304,9 2624,5 3742,9
- imports 985,4 1538,9 1465,1 1823,3 2722,7 3581,7
Consumer price index,
- relative to the previous year 511,8 101,8 101,5 102,8 102,2 106,7
- relative to the previous year's December 184,5 102,2 101,3 103,3 103,6 110,4
Industrial wholesale price index,
relative to the previous year, % 1834 124,6 101,8 97,7 116,1 112,9
Average nominal monthly salary, 62467 221606 259953 315200 383100 483400
relative to the previous year, % 407,6 120,2 117,3 121,3 121.4 126,2
Average monthly real salary,
relative to the previous year, % 2209 117,6 115.8 117.,4 118.8 118.,3
Loan portfolio, AZM billion 1091,2 23324 2431,3 2600,8 3351,5 4947,3
Refinancing,
(period-end, %) 200,0 10,0 10,0 7,0 7,0 7,0
Broad monetary base (period-end), AZM billion 957,6 1629,1 1755,6 2025,8 25922 25922
Government short-term securities:
- sold, AZM billion = 295,1 467.,4 505,14 455,34 =
- average weighted rate of return, % = 16,67 15,92 14,57 7,68 =
NBA'’s Notes

- volume of placement, AZM billion = = = = = 182,64

- average weighted yield, % = = = = = 4,52
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1995-ci il

1996-c1 il

1997-ci il

1998-ci il

1999-cii il

2000-ci il

2001-ci il

2002-ci il

2003-cii il

2004-cii il

1995-ci il

1996-c1 il

1997-ci il

1998-ci il

1999-cii il

2000-ci il

2001-ci il

2002-ci il

2003-cii il

2004-cii il

COMI

1091,2
1333,7
1554,0
1702,9
1780,2
2332,4
2431,3
2600,8
3351,5

4947,3

Istehlak qiymotlorinin indeksinin dayismasi,
avvalki ilin dekabrina nisboaton, %-lo

Comi mallar
vo xidmotlor mohsullari,

O9rzaq

Qeyri-arzaq
mallari,

Qeyri-arzaq

orzaq va
geyri-arzaq Xidmotlor

iizra ickilar, tiitiin  xidmatlor el mallari
84,6 90,3 68,5 68,6 86,9 68,4
6.8 0,3 32,0 9,5 2,3 104,5
0,4 -0,7 4,4 0,0 -0,6 14,6
-7,6 -9,0 -2,1 -3,0 -8,2 -0,6
-0,5 -2,0 2,5 0,0 -1,6 6,1
2,2 4,0 -0,9 1,7 34 -4.4
1,3 1,8 0,5 1,3 1,7 -0,6
3.3 4,8 1,0 1,7 4 -0,1
3,6 5.4 0,5 1,0 4,2 -0,3
10,4 13,7 4,9 4,3 11,3 5,7
Kredit qoyulusu, mlrd. manat
Kreditlor - comi qisamiiddatli uzunmiiddatli
o ciimlodan o ciimlodan o ciimlodan
vaxti kecmis COMi vaxti kecmis COMI vaxti kecmis
comi %-la comi %-la comi %-la
224.8 20,6 907,0 189,4 20,9 184,2 35,4 19,2
273,7 20,5 1227,8 263,7 21,5 105,9 10,0 9,4
315,0 20,3 1445,6 299,1 20,7 108,4 15,9 14,7
336,6 19,8 1666,9 327,7 19,7 36,0 8,9 24,7
364,2 20,5 1735,3 355.5 20,5 44,9 8,7 19,4
500,8 21,5 1680,3 441.,4 26,3 652,3 59,4 9,1
672,2 27,6 1769,9 586,9 33,2 661,4 85,3 12,9
558,1 21,5 1871,1 483,2 25,8 729,7 64,9 8,9
337,1 10,1 2435,4 264,5 10,9 916,1 72,8 7,9
2753 5,6 3503,9 208,7 6,0 1443,4 66,3 4,6
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1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

TOTAL

1091,2
1333,7
1554,0
1702,9
1780,2
2332,4
2431,3
2600,8
3351,5

4947,3

Changes in Consumer Price Index,
in relation to December of the previous year, %

and sesaiecs duct drinks, - products, - OIS

84,6 90,3 68,5 68,6

6.8 0,3 32,0 9,5

0,4 -0,7 4,4 0,0

-7,6 -9,0 -2,1 -3,0

-0,5 -2,0 2,5 0,0

2,2 4,0 -0,9 1,7

1,3 1,8 0,5 1,3

3.3 4,8 1,0 1,7

3,6 5.4 0,5 1,0

10,4 13,7 4,9 4,3

Loan Portfolio, AZM billion
Total Loans Short-term loans
including including
past due TOTAL past due TOTAL

total % total %
224.8 20,6 907,0 189,4 20,9 184,2
273,7 20,5 1227,8 263,7 21,5 105,9
315,0 20,3 1445,6 299,1 20,7 108,4
336,6 19,8 1666,9 327,7 19,7 36,0
364,2 20,5 1735,3 355.5 20,5 44,9
500,8 21,5 1680,3 441.,4 26,3 652,3
672,2 27,6 1769,9 586,9 33,2 661,4
558,1 21,5 1871,1 483,2 25,8 729,7
337,1 10,1 2435,4 264,5 10,9 916,1
2753 5,6 3503,9 208,7 6,0 1443,4

Food pro-  Non-food

Food and
non-food
products

86,9
2,3
-0,6

-8,2

Services

68,4
104,5
14,6
-0,6

6,1

Long-term loans

including
past due
total %
35,4 19,2
10,0 9,4
15,9 14,7
8,9 24,7
8,7 19,4
59,4 9,1
85,3 12,9
64,9 8,9
72,8 7,9
66,3 4,6
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Xalis xarici aktivlor
AMB-nin xalis
beynalxalq aktivlari
(SDV)
Kom.Banklarinin xalis
xarici aktivlori (SDV)
Digor

Qapal1 doénar valyutada
xalis xarici aktivlor
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Daxili kredit

Mborkazi hokumata
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Genis pul kiitlasi

Genis pul kiitlosi (manat)
Banklardan kenardaki
manat

Manat depozitlari
Xarici valyuta ilo

depozitlor

Pul icmali, mlrd. manat

01.01.1997 01.01.1998 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003 01.01.2004 01.01.2005
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Monetary Survey, AZM billion

01.01.1997 01.01.1998 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003 01.01.2004 01.01.2005

Net foreign assets 593,9 1233,3 694,8 1584,0 2893,3 3329,4 2675,6 3246,1 4800,2
NBA's net

international assets

(hard currency) 187,1 779,1 488.5 1175,4 1569,7 2052,5 2652,3 2676,3 4247,8
Net foreign assets of comer-

cial banks (hard currency)  396,1 450,0 2149 408,6 1320,8 468,4 493.4 569,3 569,4
Other -0,1 0,0 0,0 0,0 0,0

Net foreign assets

in soft currencies 0,7 4,2 -8,6 0 2,8 0,2 -4.4 0,5 -17,0
Net domestic assets 951,2 830,3 1018,0 508,5 1013,5 104,7 1250,1 1847,7 2715,1
Net loans 1780,1 1977,6 2202,5 1987,4 2192,9 1406,8 2586,2 3284,0 4581,3

Loans to central

government, net

(included agreed-upon -108,0 -53,5 12,1 -295.9 72,1 -418.3 449,8 3353 369,1
funds)

Due from corporate and

individual customers 1888,0 2031,1 2190.4 2283,3 2120,9 956,4 2136,5 2948,7 47237
Other accounts (net) -828,8 -1147,3 -1184,5 -1478,9 -1179,5 -1302,1 -1336,1 -1436,4 -1866,2
Broad monetary base 1545,1 2063,7 1712,9 2092,5 3906,8 3434,1 3925,8 5093,8 7515,2
Broad monetary base (AZM) 1204,2 1556,3 1218,5 1404,3 1629,1 1755,6 2025,8 2592,2 3418,0

Manat outside banking
system 865.,4 1170,5 926,0 1135,8 1349,8 1469,0 1668,7 2040,9 2389,0
Manat deposits 338.,7 385.8 292,5 268,5 279,3 286,7 357,1 551,3 1029,1

Foreign exchange

deposits 340,9 507.,4 494.,4 688.2 2277,7 1678,5 1899,9 2501,6 40972
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Azarbaycan Respublikasinin todiyyo balansi
min. ABS dollari

2000-ci il 2001-ci il 2002-ci il 2003-¢H 20011“_& 200{4l:cii zooﬁf‘Cﬁ Zooﬁ_fﬁ 2007-ct
I riib Irib IDrib IV rib
Cari hesab -167,7 -51,7 -768,4 -2020,6 -738,4 -543,2 -678,4 -629,2 -2589,2
Xarici ticarat balansi 319.4 6139 481.6 -98.2 20,1 105.9 -93.4 128.6 161.2
Ixrac 1858,3 2078,9 2304,9 2624,5 732,2 946,3 9104 1154,0 37429
Idxal -1538,9 -1465,0 -1823,3 -2722,7 -712,1 -840,4 -1003,8 -1025.,4 -3581,7
Xidmatlar balansi -224,6 -375,1 -935,6 -1614,5 -651,2 -531,8 -481,0 -574,4 -22384
Ixrac 259,8  289,8  362,1 431,9 106,3 121,2 135.4 129,0  491,9
Idxal -484,4 -664,9 -1297,7 -2046,4 -757,5 -653,0 -6164 -703,4 -2730,3
Galirlor -335,4 -367,2 -384,7 -442,0 -1443 -176,9 -1604 -219,0 -700,6
Kredit (daxilolmalar) 55,9 41,5 37,1 52,7 13,6 5,5 29,6 16,6 52,9
Debet (6domsaler) -391,3 -408,7 -421,8 -494,7 -157,9 -182,4 -190,0 -235,6 753,5
Cari transfertlor 73,0 76,6 70,4 134.,2 37,0 59,6 56,4 35,5 188.,5
Kapitalin vo maliyyonin
hoarakati hesab1 441,9 317,4 1051,5 2338,1 772,5 637.8 694,8 922,3 30233
Birbasa investisiyalar 29,1 220,1 1066,8 2293,2 880,1 524,5 329,0 596,1 2329.7
Neft bonusu 100,0 6,4 0,0 58,6 1,6 = = 20,0 21,6
Digar investisiyalar 312,8 90,9 -15,3 -13,7 -109,2 1133 365,8 306,22 672,0
Sair vosaitlor = = -86,6 -112,1 -27,5 -6,7 883 -108,3 -50,1

Ehtiyat aktivlorin doyismesi, -274,2 -265,6 -196,5 -205.4 -6,6 -87,9 -104,7 -184,8 -384,0
(- artim; + azalma)

Balans 0 0 0 0 0 0 0 0 0
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Current account
Foreign trade balance

Exports

Imports
Balance of services

Exports

Imports
Revenues

Credit (income)

Debit (payments)
Current transfers
Capital and finance
account

Direct investments

Oil bonus

Other investments
Other funds
Changes in reserve assets,
(- growth; + reduction)

Balance

Balance of Payment of the Republic of Azerbaijan
USD Million

2004 2004
2000 2001 2002 2003 1st 2nd
quarter quarter

-167,7 -51,7 -768,4 -2020,6 -738,4 -5432
3194 6139 481,6 -98,2 20,1 1059
1858,3 2078,9 23049 2624,5 7322 9463
-1538,9 -1465,0 -1823,3 -2722,7 -712,1 -840,4
-224,6 -375,1 -935,6 -1614,5 -651,2 -531,8
259,8 2898 362,1 431,9 1063 121,22
-484.4 -664,9 -1297,7 -2046,4 -757.5 -653,0
-3354 -367,2 -384,7 -442,0 -144,3 -176,9
559 415 371 52,7 13,6 5.5
-391,3 -408,7 -421,8 -494,7 -157.9 -182,4

73,0 76,6 70,4 134,2 37,0 59,6

441,9 317,4 1051,5 2338,1 772,5 637,8
29,1 220,1 1066,8 2293,2  880,1 524.5
100,0 6.4 0,0 58,6 1,6 =
312,8 90,9 -15,3 -13,7 -109,2 1133
= = -86,6 -112,1 -27,5 -6,7

-274,2 -265,6 -196,5 -205.4 -6,6 -87,9

2004
3rd
quarter

-678,4
-93.4
910,4

-1003,8

-481,0
135,4
-616,4
-160,4
29,6
-190,0

56,4

694.,8

329,0

365,8
88,3

-104,7

2004
4th
quarter

-629,2
128,6
1154,0
-1025,4
-574,4
129,0
-703,4
-219,0
16,6
-235.6

35,5

922,3
596,1
20,0
306,2
-108,3

-184,8

2004

-2589,2
161,2
3742,9
-3581,7
-2238,4
491,9
-2730,3
-700,6
52,9
753,5

188,5
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orta hesabla 1 banka diisen nizamnama kapitali
- mlrd. manat
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Banking System

[-2] (=) (=3 v [a\} [ae) = w

g 2 2 g g 2 2 g

s s s s s s s s
Number of banks 99 79 70 59 53 46 46 44
including banks with foreign capital 13 12 13 16 16 15 17 15
of which banks with 100% foreign ownership 5 5 5 5 5 5 5 4
Minimum paid-in capital requirement,
USD thousand
for the existing banks 1000 1500 2000 2000 2000 2000 2500 2500
for new banks 5000 5000 5000 5000 5000 5000 5000 5000
actual paid-in capital of banks, AZM billion 413,9 598,5 714,0 5822 531,9 628,8 743,8 1051,0
state-owned banks 38,6 139,7 156,6 57,7 33,4 56,1 81,0 140,0
private banks 375,3 458,8 557.4 524,5 498,5 572,7 662,8 911,0
- including banks with foreign capital
paid-in capital of banks 53,5 68,4 113,1 161,7 164,0 204,0 2949 352.,8
of which banks with 100% foreign ownership 25,7 30,5 35,5 58,9 69,2 89,8 107,0 113,5
- percentage of paid-in capital of banks
with foreign capital 12,9 11,4 15,8 27,8 30,8 32,4 39,6 33,6
of which paid-in capital of banks with
100% foreign ownership (%) 6,2 5,1 5,0 10,1 13,0 14,3 14,4 10,8
average paid-in capital per 1 bank
- AZM billion 4,2 7,6 10,2 9,9 10,0 13,7 16,2 239
Total loans, AZM billion 1554,0 1702,7 1780,3 2332,6 1976,8 2254,0 2980,0 4523,2
state-owned banks 1097,3 1037,1 1028,6 1527,4 1116,3 1240,7 1456,0 2265,2
percentage of the total loan portfolio 70,6 60,9 57,8 65,5 56,5 55,0 48,9 50,1
private banks 456,7 665,6 751,7 805,2 860,5 1013,3 1524,0 2258.,0
percentage of the total loan portfolio 29,4 39,1 42,2 34,5 435 45,0 51,1 49,9
including
banks with foreign capital 90,5 143,1 171,9 317,1 354,0 316,6 488,6 7629
percentage of the total loan portfolio 5,8 8,4 9,7 13,6 17,9 14,0 16,4 16,9
where banks with 100% foreign ownership 65,6 105,5 82,9 120,5 132,5 1162 105,0 104,3
percentage of the total loan portfolio 4.2 6,2 4,7 5,2 6,7 5,2 3,5 2.3
Deposits from individuals, AZM billion 158,0 187,7 259.4 396,4 585,1 767,3 1259,7 2015,6
(including FX deposits)
state-owned banks 89,3 106,0 124,5 177,5 261,5 448,6 737,0 1056,4
as percentage of total deposits 56,5 56,5 48,0 44,8 44,7 58,5 58,5 52,4
private banks 68,7 81,7 134,9 218,9 323,6 318,7 522,7 9592
as percentage of total deposits 43,5 43,5 52,0 55,2 55,3 41,5 41,5 47,6
including
banks with foreign capital 52,6 54,8 99,9 162,1 236,5 90,6 200,6 401,6
as percentage of total deposits 33,3 29,2 38,5 40,9 40,4 11,8 15,9 19,9
where banks with 100% foreign ownership 45,9 48.4 58,0 98,4 140,1 34,9 52,7 61,2
as percentage of total deposits 29,1 25,8 22,4 24,8 23,9 4,5 4,2 3,0
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Pul agreqatlari, mlrd. manat
(manatla vo SDV depozitlori ilo)

MO M1
dovriyyada MO0-+talab oluna-
olan nagd pul nadak depozitlar
276,1 401,3
602,4 925,0
865,4 1173,7
1170,5 1537,8
926,0 1202,5
1135,8 1390,0
1349,8 1577,5
1469,0 1687,5
1668,7 1967,4
2040,9 2499,1
2389,0 3286,3

Money Aggregates, AZM billion

M2

M1+ miiddatli
depozitlor

431,0

957,6

1204,2
1556,3
1218,5
1404,3
1629,1
1755,6
2025,8
25922

3418.,0

(AZM and hard currency-denominated deposits)

MO M1
cash MO0+demand
in circulation deposits

276,1 401,3
602.,4 925,0
865.4 1173,7
1170,5 1537,8
926,0 1202,5
1135,8 1390.0
1349,8 1577,5
1469,0 1687,5
1668,7 1967.,4
2040,9 2499,1
2389,0 3286,3
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M2

M1+ term
deposits

431,0

957,6

1204,2
1556,3
1218.5
1404,3
1629,1
1755,6
2025,8
25922

3418.,0

M3

M2+SDV
depozitlori

1048,1
1299,6
1545,1
2063,7
1712,9
1989,9
2548,7
3434,1
3925,8
5093,8

7515.2

M3

M2-+hard crncy
deposits

1048,1
1299,6
1545,1
2063,7
1712.,9
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75152



