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In general, Monetary Condition Index remained neutral amid increase in the money supply and slight 
strengthening of the multilateral nominal exchange rate of manat at the end of the year. 

   

 
 

        

 

Chart 38. Development path of M3 money supply, mln. manat 

Total development 2058,3 
mln.manat 

M0 (Cash money             Deposits before                Fixed time deposit       SDV deposits  
in turnover)              cash money requirement              in manat 

   ■  Share of deposits in total deposits in SDV           ■ Share of deposits in M3 money supply in SDV 
   ■  Share of loans in total loans in SDV 

Chart 39. Dollarization indicators, % 

Chart 40. Monetary Condition Index, % 

Source: CBA 
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Jump in money supply was accompanied with drop in interest rates. Thus, average interest rates on 
loans in manat decreased by 1.7 basis points, whereas average interest rates on deposits in manat decreased 
by 1.2. basis points within the year. 

 

      
       Source: CBA 

 
The policy of promotion of deposits interest rate decrease endured. Consequently, nominal interest 

rate on new deposits in manat7 decreased by 1.27 basis points, interest rate on loans decreased by 4 percent.  
 To the end of the year real interest rates9 contracted as well. 

 

     
        

Thus, sterilization and market operations of the CBA provided harmony between the money supply 
and economic growth, interest rates had a downward trend. 

 
2.4. Institutional base of monetary policy 

 
The Central Bank continued  purposeful activities to develop institutional base for  macroeconomic 

management and monetary policy in 2010.  The Monetary Policy and Financial Stability Committee 

                                                            

7 Newly attracted deposits and issued loans within the month, the portion of the portfolio added within the month. 
9 Real interest rates are calculated through subtracting 12 month inflation rate from nominal interest rates. 

Chart 41. Nominal average interest rates in manat, % 

On loans  On deposits   

Chart 42. Actual interest rates in manat, % 

On loans  On deposits   Source: CBA 

Monetary and exchange rate policies 



The Central Bank of the Republic of Azerbaijan 

 172 

(MPFSC) of the Central Bank kept functioning in 2010, external and internal economic factors were 
comprehensively analyzed through close track of the economic situation which generated adequate policy 
decisions.  

The Central Bank carried on improvements to adjust the monetary policy to the post-crisis 
challenges and upgrade to international standards. A new strategy for the monetary and  financial stability 
policies is being elaborated within the framework of designing the monetary policy in concert with the new 
global challenges. The new conception addresses the gaps surfaced by the global crisis,  the post-crisis 
monetary policy and countercyclical macro-prudential regulation. 

In order to improve the monetary policy regime the Central Bank has diagnosed the tactics of the 
monetary policy pursued in Azerbaijan in recent years and substantiated targeting the exchange rate within 
the corridor.  This mechanism being favorable from the communication standpoint, increases opportunities 
of the Central Bank to step to the floating rate in the long run.   

The studies, that ensure effectiveness of the Monetary and financial stability policies in the Central 
Bank were primarily carried out in 3 directions in 2010. Direction one generated a research base enabling to 
boost the potential to provide the monetary policy. The direction covered the factors affecting interest rates 
on loans and deposits, effect of the change of the exchange rate of manat on the real sector, methodology to 
estimate yield curve on state securities, and “bubble” forecasting model in the real estate market was created. 

Direction two prioritized identification, and management of risks to increase the capacity to assess 
and handle financial stability, furthermore, to elaborate an instrument base of macroprudential management, 
basis for countercyclical regulatory system was given the national legislation and relations between banking 
and non-financial sectors in Azerbaijan. Financial stability analysis (stress-testing technique) has been 
incorporated to the macroeconomic forecasting base. 

Direction three came up with the Dynamic Stochastic General Equilibrium (DSGE) model to analyze 
and forecast macroeconomic indicators in order to support creation of the effective macroeconomic 
management system. To discover an optimum economic growth model, Hausmann-Rodrik-Velasco approach 
(Growth Diagnostics) ,that identifies decisive restrictions for  “inclusive” growth, was applied.          

 In 2010 the Central Bank of Azerbaijan was obsessed over further improvement of statistic 
information database and its alignment with international best practices. The project to establish 
multifunctional and prompt unified Electronic Statistical Database and Analytical Reporting System (ESAS) 
has been initiated.  

The CBA proceeded with the real sector monitoring in 2010 as well. The number of institutions 
involved in the monitoring increased, and launched business activity indices improved in the reporting year. 
Currently, about 300 enterorises, functioning in trade, industry, service and construction sectors of the 
country economy are involved in the monitoring. In 2010 methodological improvements were made to 
deepen the monitoring and segment institutions. Measures are being taken to automate collection and 
handling of inquiries from entities within the ESAS project.  
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III. FINANCIAL MARKETS 
 

3.1 Institutional development of the financial market 
 

High economic activity in 2010 was retlected dynamics of domestic financial markets. The volume 
of operations in interbank segments of the foreign exchange market increased by 25 % within the year, and 
foreign exchange supply partially exceeded the demand. This being the case, the Central Bank operations in 
the foreign exchange market focused on sterilization of excess foreign exchange supply to preserve the 
stability of Manat within the “intervention corridor”.  
 

Table 13. Foreign exchange market, mln. USD 

   2008  2009  2010  

  1.Fiscal sector forex supply:  6356.3  6623.1  7114.6 

     1.1. Supply of the Ministry of Finance 1232.4  88.8  -28.5  

    1.2. Sales of the Oil Fund  5123.9  6534.3  7143  

  2.Net demand of the market 4112.8  7883.1  5729.2 

  3.Net intervention of CBA  2243.5  -1260  1385.3 
 
The Organized Interbank Credit Market established through direct participation of the Central Bank 

to revive the money market  continued its activity in 2010.  
Development of mortgage lending and the Central Bank support for liquidity of mortgage loans in 

the secondary market resulted in crase in turnover of mortgage-backed securities in the reporting period by 3 
times.  

 
3.2 Foreign exchange market and exchange rate 

 
In 2010 the volume of the foreign exchange market reached USD 32,3 billion having increased by 

USD 0,39 billion or 1,23 percent against the previous year.  
 

 
Source: CBA 

 
In 2010  the volume of interbank foreign exchange market increased by 25 percent and resulted in 

growth of  the share of the interbank market in total  market. Whereas interbank operations respectively took 
only 23 percent and 34 percent of the interbank foreign exchange market in 2008 and 2009, this indicator 

Chart 43. Volume of interbank Fx market, bln. USD  

2006 2007 2008 2009 2010

Financial markets  
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climbed to 42 percent in the reporting year.  

 
Source: CBA 

 
The transactions  in the USD in the domestic foreign exchange market had a  significant share  (81,5 

percent).  
 

 
 
Source: CBA 

 
The Central Bank operations in the foreign exchange market focused on sterilization of excess 

foreign exchange supply to preserve the stability of Manat within the “intervention corridor”.  
Net sales oriented intervention of the Central Bank to the foreign exchange market was USD 1 385 

mln.  
To compare with the previous year, drop in demand for foreign currency in the foreign exchange 

market exhibits itself in the volume of cash foreign currency brought to the country and sold to the 
population  by banks. Thus, the volume of net cash foreign currency brought to the country by banks 
decreased by 6.1 percent, and the volume of net cash exchange operations decreased by 3.2 percent 
compared to 2009.  

 

Chart 44. Distribution of the domestic FX market by segments, % 

Chart 45. Currency structure of domestic Fx market
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As a result of regulatory operations in the foreign exchange market, an official exchange rate of the 

Manat strengthened only by 0,65 percent against the USD within the year.  
 

3.3. Money market 
 

3.3.1. Securities market  
The scope of the securities market dropped by about 1.5 times against the previous year amounting 

to 2,2  billion Manat. 68,3 percent out of the securities market falls to the share of the government 
securities10  (70 percent pertaining to short-term notes), and 31.7 percent to the share of corporate securities 
market.  
 

 
 
Source: Baku Stock Exchange  

 
While the volume of operations with securities decreased, the scope of securities in circulation went 

up late in the year. The amount of the state securities rose by 130 mln. Manat or 74.75 percent and equaled to 
303.9 mln manat against the previous year (173,9 mln. Manat)  
 

                                                            

10 It includes short-term CBA notes and loans of the Ministry of Finance. 

Chart 46. Currency trade, USD mln 

■ Cash foreign currency brought to the country (USD)
■ Net currency sale in exchange entities (USD) 

Chart 47. Organized securities market mln. man 

■ Government securities  ■ Mortgage securities  ■ Corporate securities 

Source: CBA 
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Share of the notes in the government securities in circulation shifted up from 5,2 to 11,3 percent, and 

the share of SSLs shifted down  from 94,8 percent to 88,7 percent. The operations of the Central Bank in the 
securities market was neutral within the year in concert with the monetary policy logic, and only at the 
yearend were directed at sterilization of excess liquidity.  

 
3.3.1.1. Short-term notes of the Central Bank. The Central Bank issued notes amounting to 311 

mln. Manat in 2010 of which 261 mln. Manat (83,9 percent were auctioned).  Nominally, AZN 223,79 mln. 
worth of notes  or 85,74 percent of the total issue were sold during the period. Average yield on notes was 
2,08 percent at the last auction  (1 percent at the beginning of the year). To compare  with the beginning of 
the year, the scope of notes in circulation made AZN 34,2 mln. having increased by AZN 25,2 mln. 
(including repo operations) or 3,8 times.  

 
 

 
 

Transactions with framework instruments constituted AZN 812 mln. all of which were represented 
by repo operations. The yearend interest rate on framework instruments was 1 percent for overnight repos  
and 7 percent for overnight counter-repo transactions.  

3.3.1.2. T-bills. The scope of government bonds (GBs) in circulation reached 269,7 mln. having 
increased by 104,8 mln. or 61,14 percent. Average yield on one-year maturity GBs was 3,76 percent. In 2010 

Chart 48. Outstanding state securities mln. manat, % 

Chart 49. Outstanding notes mln. AZN, % 

      Jan       Feb      March    April      May      June       July       Aug       Sep       Oct        Nov      Dec 
Source: Baku Stock Exchange ■ 2009 

 

Source: CBA 

⁪ 2010
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the Ministry of Finance issued mid-term (2 and 3-year maturities) securities and  revocable government 
bonds along with with short-term bonds.  
 

 
 
 
3.3.1.3. Mortgage bonds. The Azerbaijan Mortgage Fund issued ten-year unsecured bonds 

amounting to 75.0 mln in 2010. 2 auctions were held on placement of bonds amounting to 6 mln.under the 
first tranche, and 19 auctions were realized for placement of bonds amounting to 75 mln under the second 
tranche which yielded full placement. The scope of bonds in circulation was 130 mln. Moreover, the new 
third tranche of the mortgage bonds was registered in the amount of AZN60 mln. towards the yearend.  

 

 
 

 
 

An amount of secondary market operations in mortgage loans was 158,9 mln. Manat (84 
agreements). A scope of market operations of the mortgage loans increased 133,5 mln. Manat.  
 

3.3.1.4. Organized Interbank Credit Market (OICM). Banks carried out 61 transactions amounting 
to 112,6 mln in OICM in 2010. Drop was observed both in the scope and the number of the transactions.  

This some operations were carried out in the Guaranteed Money Market (GMM) – segment of the 
Organized Interbank Credit Market established through direct participation of the Central Bank or 
development of money marret.  Thus, 3 deals were realized in the GMM in the amount of AZN 3 mln. 

 
 
 

Chart 50. Outstanding T-bills mln. AZN, % 

Outstanding T-bills Yield-6 months 

Chart 51. Mortgage bonds in circulation. mln. manat 
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3.3.1.5. Organized Interbank Repo Market (OIRM). As in OICM, a decrease was also observed 
in the Interbank Repo Market. Banks conducted AZN 27.6 mln worth 17 transactions at this market, 
the number and the scope of which dropped by more than twice. 

 

 
 
  

The key reason for the decrease was limitation in the scope of the notes, that are the subject matter of 
the transactions,  as opposed to the previous year  

Number of ICM’s transactions 

Chart 52. Organized Interbank Credit Market, mln. AZN 

 Amount of ICM’s transactions 

Chart 53. Interbank Repo Market, mln. AZN  
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Source: CBA 
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IV . FOREIGN EXCHANGE  RESERVES MANAGEMENT 
 

4.1. The foreign exchange reserves management strategy 
 

The foreign exchange reserves of the Central Bank were managed amid instability and low interest 
rates in the world markets in 2010. In general, the foreign exchange of the Central Bank are handled on the 
basis of annually adopted Operational Investment Strategy which is guided by security, liquidity and 
profitability principles. Given the current situation in the world economy, maintenance of the funds was a 
priority issue for the investment policy of the Central Bank in 2010. The Central Bank, furthermore 
continued application of a special project on upgrade of internal management capacity. The project implies 
improvement of the investment process, as well as qualitative and quantitative progress of internal resources.  

The reserves were handled through segregation into investment tranches, which is an operating and 
collection tool ensuring current activity. Diversification is the key component of the management strategy. 
The scope of the operational tranche was established based upon the support for monetary-exchange rate 
policies and exchange rate regime, as well as prevention of effects of currency crises. The currency structure 
of the tranche is maintained with regard to the monetary-exchange rate policies, foreign trade balance and the 
currencies that comprise major portion of obligations of the country. Thus, 85 percent out of the tranche was 
maintained in the USD which is a dominant currency for the monetary-exchange rate policies, foreign trade 
and foreign liabilities of the country, and 15 percent in EURO. The investment tranche is maintained in 
USD, EURO and GBP. Because the principal goal of the management is to provide diversification of forex 
reserves, and reduction of sensitivity to global shocks and maintenance of absolute value of the reserves,  the 
investment tranche was maintained in USD 0.632, Euro 0.41 and GBP 0.0903 that constitute the SDR basket 
(modified SDR) excluding the Japanese Yen.  

Importance of information technologies infrastructure and prompt data  supply in the management of 
foreign exchange reserves is unceasingly increasing. This being taken into account, a project was 
implemented on installation of a state-of-art portfolio management system, Wallstreet Systems that  meets  
top modern requirements with interfaces with the Reuters and Bloomberg systems. The project enables 
constant monitoring of international financial markets, analysis of financial instruments and transactions in 
international markets.    

The RAMP “Reserve and Advisory Management Program” established by the World Bank Treasury 
(WBT) for central banks continued to support the expansion of the Central Bank’s internal management 
system capacities through a technical assistance project during the reporting year as well. The Central Bank, 
moreover, kept partnering with international financial institutions specialized in asset management in 2010.  

 
4.2 Outcomes of foreign exchange reserves management  

 
In 2010, the scope of the foreign exchange reserves of the Central Bank made USD 6 407,6 mln. 

having jumped by USD 1 245,9 mln. or 24, 1 percent as a result of intervention to the domestic foreign 
exchange market.   

Interest income from management of currency assets was 0, 43 percent. 
 

Foreign exchange  reserves management  
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V. BANКING SYSTEM AND FINANCIAL STABILITY      
 

5.1. Development of the banking system 
 

5.1.1. Dynamics of the banking system 
The banking sector maintained its development in 2010 as well, and financial intermediary function 

further deepened.  

 
 

 
In 2010, bank assets made 72,1 percent, capital 10,3 percent, loans to the economy 48,6 percent and 

deposits of the population 16,4 percent with regard to the non-oil GDP. 
Concentration continued to drop in the banking system within the year. Large banks (top 5 banks in 

terms of assets) had their share of total bank assets reduced from 61 percent to 60,7 percent, and the share of 
loan investments in the economy from 65,8 percent  to 61 percent. 45 banks were operating in 2010, a new 
bank was authorized to go into action and licenses of 2 banks were revoked.    

The system became more attractive for foreign investors as a result of institutional and infrastructure 
measures taken to develop the banking system. The amount of foreign investments to the banking sector 
within the year totaled to 245 mln. having increased by 40,5 mln. (19,8 percent) within the year. The current 
number of banks with foreign capital is 22.  

The banks continued to expand their structural networks and other structural units to meet the 
demand of the economy for and improve access of the population to financial services  Within 2010, banks 
opened 32 new branches and the number of bank branches went up to 644. New 15 bank departments were 
opened, and constituted 120 in number. Newly opened 15 bank divisions shifted overall number of bank 
offices to 120.  

 

Chart 54. Growth rate of major bank indicators, % 

Aggregate capital   Assets  Loan to actual sector  Deposits of population   

Chart 55. Annual growth rate of loans, %  

Overall Republic   Pegions    

Source: CBA    

Source: CBA 
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16 out of the new bank branches opened in different regions of the country. 316 (49,1 percent) out of 
all bank branches operate in regions as of  01.01.2011 which allows to increase the scope of loans in regions 
growth of regional crediting prevails over the overall growth in the country.  

The number of other financial institutions that provide limited banking services – non-bank credit 
institutions, credit unions, and other financial institutions of the kind  increased in parallel to the banking 
sector and  rose to 101 (96 at the yearlaunch), the number of their branches being 69 (66 at the yearlaunch).   

Increase in the number of non-banking credit institutions (NBCI) triggered jump in the scope of their 
operations . Thus, total assets of such institutions increased by 7, 7 percent during the year, and the scope of 
the loans issued thereby rose by 8, 5 percent.  

Expansive geographical coverage of the banking infrastructure  enhanced access of  economic agents 
and especially the population to banking services. Currently, every 1000 m2 of the territory of the country is 
served by 11, 3 (10,9 at the beginning of the year) banks and non-banking credit institutions and their 
structural units and 16,1 (15,8 at the beginning of the year) banks and NBCIs serve every 100.000 mature 
population.  

 To broaden access of the rural population to financial services, the CBA licensed the national postal 
service - “AZERPOST” Limited Liability Company to provide limited bank operations in April 2010. 
 

5.1.2. Liabilities of the Banking System 
Total bank liabilities reached 11121,7 mln. having increased by 1461,5 mln. or 15,1 percent (12,7 

percent in 2009) in 2010. As usual, the share of funds (savings) attracted from non-financial institutions and 
individuals was higher in formation of the resource base of the banks in the reporting year as well. The 
confidence of economic subjects in the banking system manifested itself in high growth of deposits and 
savings in the reporting year. This growth primarily benefited from deposits of individuals.  

Total deposit base of banks (excluding financial institutions) pooled through internal sources was 
5448, 8 mln. having increased by 794,6 mln. (17, 1 percent). Average share of deposits and savings in total 
liabilities was 46,6 percent and 38,6 percent  in total resource base within the year.  

The share of total deposits in aggregate liabilities amounted to 49 percent (48, 2 percent - 01.01.10) 
as of 01.01.11.  

In 2010, the deposits of individuals reached AZN 3029, 8 mln. (the growth rate was 22,5 percent  in 
2009) having increased by 29,8 percent late in the year, and corporative deposits of (including public 
administrative institutions) reached AZN 2419 mln. having increased by 4,3 percent. The share of deposits of 
the population in bank liabilities was 27,2 percent as of 1 January 2011 (24,2 percent as of 1 January 2010).   

 
 
 
 
 

Chart 56. Key indicators of non-bank credit entities, mln.manat 

Authorized Capital (right  scale) 
Source: CBA 
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Positive qualitative changes in the deposit base paralleled with its absolute growth. The share of term 

deposits in the structure of the deposits of the population went up. Whereas deposits of the population in 
current accounts climbed by 10.4 percent, term deposits jumped by 35,3 percent.  

The currency structure of deposits witnessed positive trends along with improvement of their term 
structure. The stable exchange rate within the year led to drop in dollarization. Thus, the deposits of 
individuals in the national currency increased by 46 percent within the year, and their share in total deposits 
rosy to 46,5 percent. No serious changes occurred in depositor structure, and the share of deposits of resident 
individuals amounted to 91 percent, while those of non-residents was 9 percent.  

The resources taken from the Central Bank decreased from 15,2% to 13,9% as percentage of total 
bank liabilities in 2010.  

The scope of the funds drawn from financial institutions in 2010 (loans, deposits and other resources 
of other banks and financial institutions) made 3,6 billion as of 1 January of 2011 (32 percent of bank 
liabilities). Net growth in term funds drawn from non-residents (excluding deposits of natural persons) was 
111,4 mln. (6,4 percent). The scope of foreign term debts formed 1,85 billion and its share in total bank 
liabilities was 16,6 percent. 

 
 
 
 

Source: CBA    

Chart 57. Structure of banking sector liabilities, % 

Demand of CBA against banks  

Liabilities of banks and other 
financial institutions   

Deposits of physical persons 

Deposits of legal persons     

Other liabilities     

Chart 58. Structure of the deposits (for the end of the year), mln. man 
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4   

 
 
5.1.3. Assets structure of the banking system 
In 2010, assets of the banking sector reached 13290,8 mln. having increased by 1625,6 mln. or 13,9 

percent. Bank loans went up by 8971,8 mln. experiencing 741,3 mln. or 9 percent increase as of 1 January 
2011.  

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chart 59. Structure of population’s deposits (for the end of the year), % 

Source: CBA   

Fixed time  Current accounts  In manat  In foreign currency   

Chart 60. Foreign loan dynamics mln. man 
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Chart 61. Structure of the assets of bank sector, % 
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The loan portfolio growth mainly benefited from rise in deposits, interbank operations and resources 
attracted from other financial institutions.  

The growth rate of long-term loans (9,3 percent) nearly kept pace with the growth rate of total 
deposits  (9 percent). The amount of long-term loans was 6,55 billion as of 1 January 2011. The share  of 
long-term loans in the structure of credit portfolio was 73 percent in 2010.   

The growth rate of long-term loans (9,3 percent) nearly kept pace with the growth rate of total 
deposits  (9 percent). The amount of long-term loans was 6,55 billion as of 1 January 2011. The share  of 
long-term loans in the structure of credit portfolio was 73 percent in 2010.  

The currency structure of the loans to the economy underwent positive changes. Maintenance of the 
exchange rate stability paved the way for 19,9 percent increase in loans in the national currency in 2010 thus 
becoming a principal source for the growth of total credit portfolio which yielded  not only prevention of 
potential dollarization in the credit structure, but also shift in the share of loans in the national currency from 
58,5 percent to 64,3 percent.  

 

    
 

The share of loans to households, trade and services in the structure of credit portfolio is significant.  
The highest growth rate was observed in the loans to the non-oil industry and production (27,1%),  

trade and services (20%), agriculture and processing (11,9%), construction and property sectors (14,6%).  
The loans to households amounted to 2531,3 mln. which takes 28,2% (01.01.10- 26,4%) of the credit 

portfolio.  
 

Table 14. Sectoral structure of loans 
 

 

 01.01.2010 01.01.2011 Decrease, increase  
 mln.  

man. 
share,  
in % 

mln. 
man. 

share,  
in % 

mln.  
man. 

in % 

Trade and services 1833,5 22,3 2201,0 24,5 367,5 20,0 
Households  2171,6 26,4 2531,3 28,2 359,7 16,6 
Energy, chemistry and 
natural resources  

1522,0 18,5 984,0 11,0 -538,0 -35,3 

Agriculture and processing 389,3 4,7 435,4 4,9 46,2 11,9 
Construction and property 576,4 7,0 660,6 7,4 84,2 14,6 
Industry and production 536,7 6,5 682,3 7,6 145,6 27,1 
Transport and 
communication 

520,4 6,3 454,4 5,1 -66,0 -12,7 

 
 
 

Source: CBA  

Source: CBA 

Chart 62. Structure of loans, for the end of the year (%)

In foreign currency     In manat   Short-term Long-term 

By type of currency      For granting period      

2008  2009  2010  
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 Mortgage lending increased by 40.3 percent and jumped by 1277,1 mln.  as of 1 January 2010 (as of 
01.01.2010 the mortgage portfolio constituted 910 mln. or 11 percent of total loans). The share of such loans 
in the total credit portfolio  was 14,2 percent. 

Investments to securities amounted to 1 billion as of 1 January 2011. The share of securities took 7% 
of average assets which is 28,1% or 219,6 mln. more than that of the previous year. While the share of State 
Securities in total securities was 24,4% (191,8 mln.) in 2009, this indicator made 33,4% (334,4 mln.) in 
2010. Bank investments to corporate securities reached 666 mln. as of the yearend having grown by 17,3 %. 

 
5.1.4. Capital of the banking sector 
Total capital of the banks in 2010 made 1897,1 mln. having grown by 7,9% (or 138,2 mln.). The 

vital portion of the capital growth coincided with Quarter III (capital growth in Quarter III amounted to 4% 
or 77,2 mln.). Bank’s total capital increased due to the growth of Tier I Capital. Tier 1 capital amounted to 
1520,5 mln. having increased by 235 mln. (18,3%).  

 
Table 15. Structure and dynamics of total capital of the banking sector (mln.man.) 

Source: CBA  
 
The total capital adequacy ratio of the banking system remained high (16,9%), which considerably 

exceeds the minimum ratio (12%) set by the Central Bank and is two times as much as the internationally 
accepted minimum requirement (8 percent). Moreover, adequacy of the Tier 1 capital reached 13,5% having 
increased  (13%)  against the beginning of the year which twice exceeds the norm.  
  

5.1.5. Financial performance of the banking sector  
The profit earned by banks in 2010 was (before taxes) 140,1 mln. and net profit after taxes equaled 

to 120,3 mln. 
71% of banks operated in the black in 2010 the  profit being 165,8 million, and 29% of banks 

operated in the red with 45,6 mln. losses. The scope of banks operating in the red in total assets of the 
banking sector accounted for 10% Interest income increased by 2 percent against the previous year and 
totaled to 1055,3 million (including loans issued to customers totaled to 945,1 mln. having increased by 
1,8%). Total income of banks made 1326,9 mln. which exceeds the previous year indicator by 33,5 mln. or 
2,6 percent. The scope of total interest income in total income amounted to  79,5% in total incomes in 2010.  

 Interest expenses totaled to 551,6 mln. having increased by 18.4% against the previous year which 
primarily was due to the deposits of individuals and servicing of attracted loans. Despite absolute growth in 
interest expenses, their ratio to average assets reduced from 4,6% to 4,5% against the previous year. Total net  

 

 01.01.2010 01.01.2011 
Tier 1 capital 1 285,5 1520,5 
Change year-to-date, in % 17,7 18,3 
Paid-in capital 1144,6 1359,4 
Share premium 20,7 20,7 
Retained net earnings 138,8 169,2 
Tier 2 capital 530,9 440,1 
   
Profit from the current year 269,6 165,8 
General reserves 122,7 139,8 
Other  capital funds  138,6 134,4 
Deductions from total capital 57,0 63,4 
Total capital after deductions 1 758,9 1897,1 
Change year-to-date, in % 17,9 7,9 
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interest profit of the banks within the year totaled to 503,7 mln. which lags behind the previous year by 65,2 
mln. or 11,5%. 

Non-interest expenses of the banks totaled to 451,3 mln. having increased by 9,2% against the 
previous year. Expansion of bank branches affected the scope of active operations and the number of bank 
employees, which led to increase in overhead  
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ROA (net profit before taxes to average assets)  in 2010 totaled to 1,2%, and ROE (net profit before 
taxes to average capital) was 8,6%.  
 

5.1.6. Risks of the banking sector 
While the primary objective of the financial stability policy in 2009 was associated with exchange 

rate stability and liquidity support, the key focus in 2010 was mainly directed at improvement of  risk 
management, capitalization and supervisory-regulatory framework.  

The liquidity level of bank assets was sufficient to duly perform obligations before creditors and 
debtors. Enhancement of the liquidity was led by structural improvement of bank’s deposit base. Thus, the 
average share of demand deposits of customers decreased, and that of term deposits experienced increase. It 
allowed to improve management of assets and liabilities in the banks.  

 

 

Allocations to formation of reserves for possible loss on assets 

Chart 63. Structure of profits, mln. manat 

Net interest profit 
 Net interest profit 

Net profit till payment of taxes 

Source: CBA  

Chart 64. Loons to economy and non-performing loons 

Loans to economy,mln manat Non-performing loons 
Source: CBA  
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Loans having grown, the ratio of liquid assets to total assets  remained stable within the average 
range of 22% during the year. The measures taken by banks to optimize the term structure of assets and 
liabilities as well as to reduce the gaps between assets and liabilities allowed to subdue the banking system’s 
liquidity risk.  

Term analysis of liquidity on assets and liabilities (GAP analysis) reflects an acceptable level of 
liquidity as well (01.01.11- ratio to assets within -0,2%/ +7,6%). 

The share of overdue loans in credit portfolio amounted to 5,4% and that of substandard loans (loans 
with 30-100% non-repayment probability) 8% by the year end. Reserves established on loans constituted 
7,9% (6,7% as of  01.01.2010) of the portfolio as at January 1, 2011. 

 
 

5.2. Institutional development of the banking system 
 
In 2010, the sales network of financial services experienced continuous expansion. The number of 

banks, their branches, ATMs and POS-terminals increased substantially.  
The Central Bank in conjunction with the Ministry of Communications and Information 

Technologies of the Republic of Azerbaijan (MCIT) continued to successfully implement the “Azerpost” 
project under the World Bank’s Financial Services Development Project in order to improve access of the 
population to financial banking services in regions.  

Financial services became more innovative with enhanced interbank competition in the field. 
Through further improvement of electronic banking, the banks expanded the range of financial services for 
customers. The applied innovations enlarged importance of education of the population on banking services.  

The aforementioned widened the coveragee of electronic payments, and entities not only utility 
services, but also in other spheres have their interest  increased in the field. To render continuous and 
qualitative financial services for the population, banks continued launch of processing centers. 2 banks 
created new processing centers to that end making the current number of processing centers 5.  

International ratings of the banks were upgraded, and international auditing companies conducted 
external audits in 38 banks with 98.1 percent share in total bank assets. Internationally rated 10 banks 
maintained their ratings, and ratings of some banks were upgraded.  

Banks continued measures to form risk management culture and improve qualifications of risk 
managers. Within this framework risk managers got certified on an advanced level, risk management being 
vitalized . 
 

 
 

Chart 65. Provision of credits 
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Source: CBA 
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5.3. Banking supervision 

  
A conservative business strategy recommended to banks by the Central Bank from 2007 played a 

vital role in “smooth” passage of the global and in minimizing post-crisis results. The banking sector carried 
on the conservative business strategy in post-crisis period as well.  

As in the previous years, the Central Bank, together with banks, proceeded with “financial 
immunization” measures, including enhancement of indicators of financial sustainalbity in 2010. The credit 
risks accumulated within the past periods were neutralized through increase in provisioning and 
capitalization levels. 

Regulatory and oversight  measures within the banking supervision were targeted at maintenance of 
optimum balance between growth and sustainability,  minimizing systemic risks, providing stable 
performance of the sector, protection of confidence of the population and investors 

Banks were more heavily supervised, the a key objective of which was to adequately evaluation risks 
and to precisely diagnose capital adequacy and financial stability on this basis. Stress-tests play an important 
role in diagnostics.  

For the first time banks were supervised on the basis of the “matrix model” in concert with their risk 
profiles. An individual performance program and supervision regime were set per bank. Licenses of 2 week 
and non-vital bank’s  were revoked. Since the assets and deposit base of these banks were small, their 
liquidation exerted no impact on the banking system.  

Banking supervision was adapted to the global challenges on an ongoing basis, and regulatory 
framework was updated based on countercyclical regulatory principles and early warning capacity was 
heightened. Studied were the new sustainability norms based upon “Basel-III” concept on capital, liquidity 
and macro-prudential supervisory tools. These studies resulted in a new leverage ratio – the ratio for capital 
sufficiency with an eye to improve the quality of bank capital, sustain growth of bank assets. In addition to 
that, the new requirements have been established on internal policy, regulations and procedures of banks 
with regard to management of liquidity risk which is of great importance in assurance of stable and safe 
activity of the banking system.  The approved annexes not only strengthened stability of the banking system, 
but also increased confidence in the banking system. Risk management potential was improved in the banks. 

The Central Bank established a new system to evaluate the level, operability and adequacy  of risk 
management in banks, which was initiated in the banks of systemic importance.  

The new regulations on stress-testing of banks were developed. The regulations on stress-testing of 
banks establish internal stress-testing policy, procedures, reporting systems as well as minimum 
requirements to launch stress-testing. International level certification of risk managers was carried on a more 
top-standard level. Protection of consumer rights and their education on banking services play a vital role in 
increasing confidence of the society in the banks. Most of the applications submitted to the Central Bank 
during the year were associated with credit granting, including conflicts emerged with regard to 
implementation of obligations arising out of credit agreements and the problems on plastic cards and ATMs. 
The applications were reviewed and replied under the applicable legislation, and proper actions were taken to 
overcome the problems brought up. 
 

5.4. Banking legislation 
 
In 2010, due measures were taken to improve and promote legislative and normative base in the field 

of banking law.    
The grounds to develop the normative-legal base are to increase management level of bank risks, 

maintain liquidity of the banking system, strengthen the potential for expansion of financial services 
throughout the country, keep mortgage lending market safe from potential risks and other priority goals of 
the type.  

The Law of the Republic of Azerbaijan on Non-Banking Credit Institutions wich was piepoved with 
the participation of the Central Bank within the targets of supporting socioeconomic development of the 
country, increasing occupancy of the population and access of small and mid-scale economic subjects to 
financial resources took effect from 9 February 2010 and enabled credit institutions of this type to provide 
their activities on independent legal basis resource. 
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          The law identified the rules for establishment, activity, regulation and public control over non-banking 
credit institutions (NBCIs), and set forth norms addressed to ensure performance transparency and protection 
of consumers rights.   

Borrowers or groups of borrowers are enabled to use the “pledged deposit” on loans issued by 
NBCIs in addition to other types of collateral (especially in small lending schemes). To that end, the ratio of 
the pledged deposit to the granted loan, the regime to store money funds on account and the rule for its 
direction at the debt repayment as collateral were established.  

To provide execution of the law, “Guidelines on Rules of Application by Non-banking Credit 
Institutions to Obtain Special Permits (Licenses) and Permissions to Issue Loans” and “Regulations on 
Prudential Governing of Non-banking Credit Institutions” were adopted at the decision of the Central Bank  
Management Board dated 16.06.2010.  

In the reporting year, preparatory works commenced to improve the legislation which regulates the 
activity of Credit Unions a special type of NBCIs. Credit cooperatives sustained both in Europian and Asian 
countries dunny  the global crisis, and therefore 2012 was declared as the year of Credit Cooperatives by the 
UN at the initiative of the WOCCU (the World Council of Credit Unions). The Declaration adopted by the 
UN mentions a specific role of credit cooperatives in social development and appeals to all governments to 
improve related legal environment to enhance authority and activity efficiency thereof. To strengthen 
efficiency of the Credit Unions’ activity in our country as well, WOCCU’s model law and best practices in 
this field are being studied and analyzed within the technical assistance of the World Bank for the Credit 
Unions Association of Azerbaijan.  

In 2010, the  final version of the draft law, which identifies establishment, activity and state control 
principles of private credit bureaus in the country, was continued to be worked out.  At the same time, being 
guided by the laws of the Republic of Azerbaijan on “Non-bank Credit Institutions” and “Personal Data”, 
Management Board of the Republic of Azerbaijan took a decision on additions and amendments to 
“Regulation on the Centralized Credit Registry” (CCR) on 13.10.2010.  

The law of the Republic of Azerbaijan on “Non-bank Credit Institutions” entered into force and a 
legal basis enabling to include NBCIs to the CCR was created during the year. To that end, draft additions 
and amendments to the “Regulations on the CCR” implying the structure, acquisition and delibery of the data 
to be submitted to the CCR by NBCIs were developed along with  implemented relevant legal procedures.  

Within the reporting year, the law of the Republic of Azerbaijan on Personal Data took  effect which 
necessitated adjustment of the existing CCR to the requirements of the law. The relevant additions and 
amendments imply the requirement on the inquiries in the CCR to be made solely upon written consent of 
borrowers to that end.  

The measures taken by the Central Bank during the reporting year on improvement of the banking 
and institutional legislation, include projection works on provision of self-financed sustainable mortgage 
lending and strengthening of legal basis for mortgage-backed securities.  

The global subprime crisis necessitated revision of the 2008-year project.  Studied were the latest 
modifications of  the legal basis for mortgage bonds market and practice-based trends jointly with the 
mortgage project experts of the International Finance Corporation (IFC) on Azerbaijan and Central Asia. The 
project targets to develop the secondary mortgage market, to reliably protect interests of investors, to 
increase liquidity of mortgage assets and to regulate risks in the market.  

The Central Bank intently followed the new challenges of the post-crisis period, as well as joint 
resolutions adopted by the G-20 countries on the financial-banking system and new principles and 
recommendations of  the Basel Committee on efficient banking supervision, and related decisions were taken 
to improve the normative-legal base in accordance with the local conditions.  

The Central Bank’s Management Board adopted the Regulations on Risk Management in Banks 
through its decision dated 06.09.2010 and related amendments were made to the “Regulations on 
Application of Corporate Governance Standards in Banks. The aforesaid Regulations establish new 
requirements in accordance with the banking supervision methodology of the Basel Committee regarding 
internal policy, regulations and procedures of banks on management of bank risks.  

Furthermore, in order to enhance the equity position of the banks, the Leverage ratio was applied 
through making additions and amendments to the “Regulations on Calculation of Bank Capital and its 
Adequacy” at the decision dated 16.06.2010.  
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5.5. Centralized Credit Registry 
 
The Centralized Credit Registry (CCR) whic was established in 2005 under its mission, collected 

credit information of individuals and legal entities with outstanding liabilities in the banking sector of the 
country, and the banks were enabled to utilize real-time database in 2010.  

A business model to incorporate both the existing CCR and the credit bureaus to be created was 
established. Under the model called the cooperation model of public and private credit registries, the 
information keeps flowing from banks and NBCIs via CCR. The system users obtain the information not 
directly from the registry, but through credit bureaus licensed by the Central Bank. The credit bureaus perform 
their activities under the competitive environment on application of best practice innovations in the field 
through collecting information from other sources along with the data obtained from the CCR and proposing 
further business services. Moreover, information exchange from other sources is also reviewed without 
restricting the potential of credit bureaus to obtain information from banks and NBCIs.  

 
 

During the reporting year, the Registry reliably functioned under the requirements of the Regulations 
on CCR with no extraordinary situation in the air. The CCR kept improving within the year, the management 
tools of the system were perfected, and a new draft credit report of debtors was developed to technically 
improve the CCR. Furthermore, to enable the bank branches to directly benefit from the system, the technical 
platform experienced vital programming actions and improvements.  
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The number of borrowers covered by the CCR reached 962,546, and the number of credit files rose up 
to 1,883,260, and that of the guarantors totaled to 434,593. During the year 258,571 new debtors and 
560,736 new credit files were registered in the CCR. 42 banks made use of the Registry in 2010. During the 
period, 257,045 inquiries were carried out, and the number thereof by banks was 219, 269 on potential 
debtors. Compared to the previous year, the number of inquiries made to the CCR rose up (2009 – 74,393) 
3.45 times. 298 (2009 - 138) persons addressed to the CCR to obtain their credit histories as well.               
The income of the CCR service amounted to 438,865.8 in 2010 which 3.6 times exceeds the previous year 
(2009 – 120515.8)  
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VI . MORTGAGE LENDING 
 

The Azerbajan Mortgage Fund established under the Central Bank of the Republic of Azerbaijan in 
2005 according to the appropriate Decree by the President of the Republic of Azerbaijan celebrated its 5th 
anniversary in 2010 and successfully developed the mortgage lending in the country.  

Jast three years of this period coincided with the global financial crisis which gravely tested and 
challenged formation of the Fund. The challenges of the 2007 subprime crisis in the USA triggered the 
financial crisis and the activity of the mortgage institutions in some developed countries suffered default. In 
these conditions, the decisions taken by the Government of Azerbaijan and the Central Bank were primarily 
directed at establishment of self-financed sustainable mortgage lending system in the country. These 
decisions also serve for expansion of access of the population to mortgage lending and perfection of the 
mortgage lending mechanism. Consequently, mortgage lending turned into a component of the anti-crisis 
measures implemented by the Central Bank and the Government.  

Strict underwriting of the borrowers within previous years generated very sound credit portfolio of the 
Fund with no default being observed. No wonder that the “Fitch Ratings” International Rating Agency 
upgraded the credit rating of the Fund to the BBB- investment degree in 2010.   
 

6.1. Disbursement of mortgage loans 
 
The Azerbaijan Mortgage Fund issued a total of 250 mln worth 6300 mortgage loans. 153,8 mln. of 

this amount was granted from  2006 through 2009 and the remainder 96,2 mln. in 2010.  
Within 2010, 15.7 mln worth of mortgage loans were those with discounted interest rates (4% per 

annum) granted to special categories such as young families (members if Martyr and National Heroes’ 
families, IDPs, public servants, candidates of sciences or doctors of sciences, decorated/honorary 
accomplished masters of sports) and military servants with a record of at least three years of active military 
service within the social protection policy of the country.  

 

 
Source: CBA 
 

6.2. Sustainablity of mortage lending 
 
In order to provide sustainability of mortgage lending, in 2010 the Fund continued placement of 

secured and ordinary bills. The funds in the amount of AZN 81 mln. were attracted from the internal 
financial markets as of  the year-end. In 2009-2010 the amount of the funds involved from the free market by 
the Fund reached AZN 130 mln.. 

Chart 68. Dynamics of financial resources on mortgage loans, mln. manat 

Funds allocated to AMF from Mortgage loans disbursed by banks  
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In order to provide sustainability and continuity of mortgage lending in 2011 as well, on November 
19, 2010 the State Securities Committee registered issue of secured mortgage bonds of the Azerbaijan 
Mortgage Fund in the  amount of AZN 60 mln. with annual 3% interest rate and 7-year maturity.   

Besides involvement of free funds, in 2010 funds from the state budget were allocated for the 
Azerbaijan Mortgage Fund and  AZN 14 mln. was transferred to the Fund’s account. The amount of the 
funds allocated from the state budget to refinance the mortgage loans was AZN 96 mln. as of the end of 
2010. The experience of directing the funds allocated from the state budget to improve the housing 
conditions of the people under the grace category exclusively to finance the mortgage loans continued  in 
2010 as well.  

The measures connected with involvement of free funds and increase of loan portfolio yielded 74 
percent assets growth which totalled to AZN 241.0 mln in 2010.  
 

6.3. Award of international rating 
 
As result of transparent activity and the growing financial indicators, the “Fitch Ratings” International 

Rating Agency upgraded the international loan rating awarded to the Azerbaijan Mortgage Fund by 2 points 
within 2010.  Thus, the BB loan rating with stable forecast awarded to the Azerbaijan Mortgage Fund was 
upgraded by the Agency to BB+ level in May 2010 and BBB- investment level in November.  

The loan rating of the Fund was equaled to the country rating of the Republic of Azerbaijan which is 
an indicative of sustainable financial status, sound credit portfolio, high creditability of the Fund, and its 
crucial role in the social policy of the country related to improvement of living conditions of the population.  
The awarded loan rating paves the way for the Fund to access international financial  

 
6.4.Perfection of the processes of mortgage loan disbursement 

 
In order to provide sound loan portfolio of the Mortgage Fund and purposeful usage of mortgage 

lending, additions and amendments were made to the requirements on analysis of borrower’s creditability 
and determination of his/her income by the Orders of Management Board of the Central Bank in. June 29 
and October 27, 2010. At the same time, given the processes in the mortgage and real estate markets and the 
trends in the real estate price dynamics the loan-to-mortgage ratio on mortgage loans disbursed under general 
terms was reduced from 85% to 80%. Acceptance of the general-share property as mortgage subject was 
restricted. The purpose of these changes is to provide protection from the losses to occur amid sharp decline 
in the prices in the real estate market.  
 

6.5. Perfection of the governance systems 
 

In 2010 the works directed at perfection of the governance system of the Fund continued and, 
establishment of normative, methodological and institutional basis in this direction was completed jointly 
with foreign experts in order to launch assets and liabilities and risk management system of the Fund. The 
Fund adopted assets and liabilities and risk management Strategy paralleled with necessary works won 
launch of technical software.  

From September 22, 2010 the Fund started to create reserves to cover possible asset losses. 
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VII.  PAYMENT SYSTEMS, INFORMATION TECHNOLOGIES 
 
One of the perpose of the Central Bank is to provide stability and development of the payment 

systems. To this effect, in 2010 the primary focus was to provide uninterrupted and reliable maintenance of 
the payment systems, further expand the infrastructure opportunities of e-payment services and effectively 
benefit from these opportunities. The key directions as well included to involve economic subjects to 
actively use electronic payment systems and perfect the normative and legal basis in this sector.  

 
7.1. Stable and reliable performance of the electronic payment systems 

 
Recent continuous and consistent reforms of the Central Bank of the Republic of Azerbaijan (CBA) 

produced the state-of-the-art technologies and software based National Payment System. The key component 
of this architecture is the Large Value Payment System (RTGS) launched on 16 February 2001. Current 
players of the RTGS system number 49 (45 commercial banks, CBA, "Agri-loan" non-banking credit 
institution, “Azerpost” LLC and the State Treasury Agency).    

 

 

In 2010 the RTGS processed 78425 mln worth 363 thousand payment instructions.   Average daily 
number of instructions  in the system is 1500 and the amount per payment instruction is 216 thousand.   

 
 

 
 

         Chart 69. Number of payment documents on AZIPS and ACSSP systems (mln. pcs)  

         Chart 70. Amount of payment documents on AZIPS and ACSSP systems (mln. manat)  
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The Retail Payment System (BCSS) dated back to 2002 currently hosts 53 participants (47 
commercial banks, CBA, the Mortgage Fund, Nakhchivan Regional Office of CBA, the State Treasury 
Agency, "Agri-loan " NBCI and “Azerpost” LLC).     

 
Chart 71. The share of RTGS and BCSS in total number of payment  instructions in 2010 

 
 
 

 
In 2010, the BCSS processed 6409 mln worth 9785 payment instructions which exceeds the previous 

year indicator by 21,5% (1135 mln.) and 55,3% (3483 thousand pcs). On average, the daily instruction 
number in the system was 40 thousand, the amount per payment instruction being  655.  

 
Chart 72. The share of RTGS and BCSS in total amount of payment instructions in 2010 

 
7.2 Development of electronic payment systems 

 
The Centralized Information System on Mass Payments (CISMP) put into operation by the Central 

Bank in 2008 allows subscribers to obtain complete information on utility debts and make payments via 
various payment tools (in cash or via plastic cards or bank transfers).  

In 2010 the Central Bank was authorized to obtain information using the resourses of interoffice 
automated information-search system of “Input-Output and Registration” in order to perfect the registration 
process in CISMP. The process was aided by launch of full-format www.apus.az website,  to provide 
subscribers and participating institions with detailed information on functional opportunities of CISMP. 
Presently, Internet-user subscribers can independently register and make payments over Internet. Interface of 
“MilliCart” LLC, “AzeriCard” LLC and “Kapitalkart” functioning in the country to CISMP enabled the 
subscribers to pay utility fees through ATM network of the banks served in the aforesaid card-processing 
centers. Within the reporting period the subscriber base of the “Azerigaz” PU of SOCAR and “Azerenergy” 
OJSC covering all regions of the Republic were loaded to the system. Payments on “Azerenergy” OJSC in 
48 regions are made through CISMP, this number is 49 for the Baku city on “Azerigaz” PU of SOCAR.  

BCSS  

RTGS
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       Source:CBA 
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The Central Bank completed establishment of a functional module on acceptance of payments 
through CISMP from subscribers served by the “SMART”-type power supply meter in 2010. As of the end 
of 2010, payments are received approximately from 200 thousand subscribers served by the “SMART”-type 
power supply meter upon 13 regional divisions out of 54 integrated to Azerenerji OJSC.  

 
 

 
 

 
The number of the financial institutions integrated to the system through “Azerpost” LLC reached 37 

and as a result, the number of the payment points exceeded 700, Over 11 million payment transactions in 
total amount of AZN183 million were processed within the year. The average daily number of instructions 
processed in the system was about 45 thousand pcs. 

 
 

 

 
 
 

To expand geographic coverage of payment systems and direct them to regions as well as further 
increase the access of economic entities to financial services, the “Azerpocht” project was successfully 
completed in 2010 within the framework of the “Financial Services Development Project” of the World 
Bank.      

Under the requirements of the Law on Postal Services,  the Central Bank approved  the Regulations 
on Issue of Special permits (licenses) for the National Operator of the National Postal Communication and 
Prudential Governing of their Performance. As of the end of 2010 the Central Bank issued appropriate 
licenses for the Headquarters of the Azerpost LLC, its 59 postal branches and 593 postal offices in their 
composure to provide financial services. 

“Azerpost”  is interfaced to RTGS and BCSS systems and, being integrated to the card infrastructure 
issued the first local payment cards.  

Chart 73. Amount of payments through CISMP (manat) 

Chart 74. Number of payments through CISMP (pcs) 

Source:CBA 

Source:CBA 
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The number of the POS-terminals installed in the bank branches, retail trade and service entities 
throughout the country was 7872 as of the end of 2010, including 7069 in Baku and 803 in regions. Within 
the reporting year, total 331,4 mln worth 1006 thousand operations were implemented through POS-
terminals, including 74 mln. worth cashless payments. In 2010 the number of ATMs in the country increased 
by 11,7% (198 pcs) and equaled to 1892 pcs and the number of operations implemented by ATMs increased 
by 2,5% (1064 thousand) and reached 43706 thousand and, the amount of operations increased by 11% (529 
mln.) and reached 5354 mln. manat.  

 
 

 
 

Source:CBA 
 
Within the year, the number of card issuing banks reached 39, the cardholders - 4,1 mln. people and 

the card numbers reached 4,23 mln. pcs including 4,1 mln. debit cards and 0,13 mln. credit cards.  
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Chart 75. Number of installed ATMs and POS-terminals (pcs) 

Chart 76. Number of payment cards in turnover (pcs) 
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The Central Bank decided to transit to the unique accounting structure complying with the 
international standards (IBAN) in order to increase the automatic processing ratio of non-cash payments. The 
IBAN structure and the applicable account types as well as the transition plan has been established.   

 
7.3.  Development of informational technologies in the CBA 

 
The activity of the Central Bank on information technologies within the reporting period was 

directed at automation of the operations, accounting and management sectors disregarded by automation 
processes as well as management and safety of information technologies in compliance with the most 
advanced international standards. The information systems in operation functioned relaibly and on a non-
stop basis along with  realization of the strategic targets on information technologies.  

The “Temenos” project meant for perfection of the automated accounting and operations in the 
Central Bank was successfully completed. Since he “Corvus” General Ledger that has been in the operation 
in the Central Bank since 2001 is amortized both morally and physically, it was replaced by Temenos T-24 
GAS, one of the most advanced technologic products on an international level. The newly applied program 
complex enabled to more promptly and faster manage business processes, meanwhile minimizing human 
factor. Thus, there were obtained such broad technical capacities like exploitation of remote work stations for 
functioning of regional offices and other state structures of the Central Bank in the General Ledger. 

In order to regulate the financial risks to occur when managing currency assets, there was realized 
the Wallstreet Suite program platform on application of the Portfolio management system. Appropriate 
interface connections were established to provide the aforesaid unified integrated activity in the Central 
Bank.  

Automation of the human resources management processes also was of key directions of the Central 
Bank. The state-of-art technological solution - Oracle E-Business Suite program complex was established 
and is being tested in the aforesaid sector. This project, having been implemented, will promote automation 
of planning, evaluation, motivation and development of recruitment processes as well as human resources in 
the Central Bank.  

In order to observe growth dynamics of the banking sector, the works on establishment of the 
Management Information System (MIS) on banking supervision continued in the reporting year as well. 
There was continuing activity directed at formation of the Electronic Workflow System considered to be one 
of the essential components of “Electronic Government”. In order to join the information systems 
implemented in the Central Bank in a centralized platform and accumulate information flow per system in a 
unique base as well as develop precise indicators and forecasts based upon analytical and mathematic 
calculations the electronic statistic base and analytic reporting system (Oracle Business Intelligence) started 
to be established.  

Along with operation of the automated information systems (AIS) in the Central Bank, their safety 
as well as supply with electronic signature tools during information exchange was one of the top priority 

Chart 77.  Breakdown of the payment cards in turnover on types 
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issues. In this regard, there was commenced application of the firstly established Certification system on 
electronic signature in the corporate information systems of the Central Bank. 

In order to provide transition of the document turnover between the Central Bank and commercial 
banks from paper to electronic carriers aided by safety through strengthened electronic signature tools, the 
commercial banks were supplied with appropriate electronic keys. As a follow-up of the works implemented 
in this direction, there was established the Regulation on Certification System on Electronic Signature in 
compliance with the Law of the Republic of Azerbaijan on Electronic Signature and Electronic Document. 

Launch and permanent perfection of the best practices based information technologies in the Central 
Bank is of key targets of the Central Bank. COBİT 4.1 international standards were applied to that end. 4 
domains (Planning & Organization, Monitoring & Evaluation, Procurement & Support, Acquisition & 
Application) of the standards covering all sectors of information technologies were developed the 
performance being adjusted to the standards  

Payment systems, information technologies  
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VIII. CASH CIRCULATION 
 

8.1. Regulation of cash circulation 
 

In 2010 the Central Bank repanded to cash demand of the rapidly growing country economy in full and 
on time, as required, and set up relevant strategic cash reserves. 

As at January 1, 2011 the cash in circulation (cash funds out of the banking system and in the cash 
desks of the banks) increased by 28,4% (AZN 1280 mln.) against 2010 and reached AZN 5,8 billion, and by 
9,9% (28,2 thousand units) in units and reached 310,6 mln units.  
 

0

1000

2000

3000

4000

5000

6000

7000

1449,4

2911,1

4414,7
4512,2

5792,7

0
20
40
60
80
100
120
140
160

Nağd pul kütləsinin artım tempi, ilin əvvəlinə %-ləNağd pul kütləsi, mln, manat
2006 2007 2008 2009 2010

 
 
Cash in circulation broke down as follows: 99,5% - banknotes, 0,5% was metal coins in terms of 

amounts and 50,9% - banknotes and 49,1% -metal couns in terms of number of units. Bank notes in 
circulation increased in amount by 28,5% or AZN 1278 mln. and reached AZN 5757,4 mln. and, in units - by 
10,8% or 15,5 mln. and reached 158  mln. units. Metal coins increased in amount by 9,8% or AZN 2,2 mln. 
and reached AZN 24,7 mln.  and, increased in units by 9% or 12,6 mln. and reached 152,5 mln. units.  

The most used bank note in circulation in 2010 was the AZN 100 denomination                    
(64,1% or AZN 3693,3 mln.), while the AZN 1 denomination took the lead in terms of units                    
(25,7% or 40,6 mln. units) and among the most used coin denominations prevailed 20 and 50 copecks and, 
20 copecks in units.  
 
 

Table 16. Structure of the cash in circulation by bank notes 
 In amount, mln manat In units, mln units 

1 40,6 40,6 

5 88,8 17,8 

10 171,9 17,2 

20 344,3 17,2 

50 1418,5 28,4 

100 3693,4 36,9 

  Total: 5757,5 158,0 

 
 

Chart 78. Dynamics of cash money in turnover within 2006-2010 (by the year-end) 

Source: CBA   Cash money supply, mln. manat  Growth rate of cash money, in % by the year-start   

Source: CBA   
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At the year end, the average nominal weight of bank notes in circulation was 36,4 manat while for 
coins this indicator was 16 copecks which indicates that 20 and 50 denominations of bank notes and 10 and 
20 copeck of coins were the most used denominations in circulation. Within the reporting period the Central 
Bank withdrew 7 billion worth of 292,5 mln units of money while introducing 5,7 billion worth 264,3 mln. 
units of money into circulation. To compare, last year this indicator was 85,8 mln. (7,7 mln units).  

As in previous years, in 2010 the Manat’s security systems and technical qualities once again proved 
to be fully compliant with the up-to-date requirements. Within 2006-2010 the Central Bank discovered only 
1878 pcs (56396) counterfeit monetary units. In comparison with the relevant international experience, if 
onlny 1 counterfeit banks note is idetntified by central banks for every 10-20 thousand bank note in 
circulation, it means that there is only 1 counterfeit bank note for every 500 thousand bank notes circulating 
in Azerbaijan.  

The process of discharge of the old-sample monetary units and their replacement with the new-
generation monetary units continued also in 2010. At the end of 2010, 99% of the old-generation bank notes 
was withdrawn from circulation. These monetary units were destroyed through the automated systems 
maintaining the highest safety requirements by the Working Group of the State Committee on destruction of 
monetary units withdrawn from circulation. This Committee was established upon the appropriate Decree of 
the President of the Republic of Azerbaijan.  

Under the Regulations on Destruction of Bank notes Withdrawn from Circulation, Except for 
Counterfeit Currency approved by the Cabinet of Ministers of the Republic of Azerbaijan from 1 November 
2010 daily 700,0 thousand pieces of currency are being destroyed. As of the end of the reporting year, 37,0 
mln. old-generation currency was destroyed.  

The Central Bank also continued to follow its earlier adopted policy of issuing anniversary and 
memorial coins. In 2010 the Central Bank took a decision on issuance of a memorial coin dedicated  to the 
135th anniversary of the National Press. 
 

8.2. Cash management 
 
The Central Bank carried on with its activities directed at institut aliration effective cash management 

and further developing the underlying cash management systems. To that end, the Central Bank improved 
internal control systems to effectively manage cash, regulate risks in business processes. 

Optimized cash processing led to fully automated processing of currecny. The average daily quantity of 
notes in the automated sorting systems was 0,9 mln. units.  

In order to efficiently and safely govern the cash funds, the Central Bank continued measures directed 
at establishment of fully automated Cash Center in the country. In 2010 the works up to implementation 
stage of the project were completed. At the same time, the Central Bank continued the activity on 
establishment of the Cash Management System (CMS) capable to allow to completely automate the 
operations with cash funds and launch of appropriate accounting system as well as automated tracking and 
pre-regulation of risks. 

The activity of the existing Regional Offices of the Central Bank was optimized and further perfected 
and, currently cash funds in regions are being managed through 5 centers (Nakhchivan, Yevlakh, Bilasuvar, 
Gandja and Khachmaz regional centers).  

In 2010 the Central Bank continued implementing   the declared policy on Clean Money in Circulation 
to improve the quality of the national bank notes in circulation and prevent forgery as well as increase the 
culture of treating bank notes. The quality of the monetary units in circulation was maintained on a high 
level.  

Cash Help-Desk Offices, created to improve the quality of banknotes in circulation, meet the demand 
for metal coins within the framework of Clean Money in Circulation, continued functioning. Within 2010 
AZN 1,4 mln. (9,8 mln units) metal coins were were withdrawn through Cash Help-Desk Offices which 
equaled to 31% in amount and 32% in units in terms of  metal coins within the year.     

The Central Bank established Hotline in order to expand the project and fully meet the demand for 
metal coins. 

 Based upon the best practices, in order to replace bank notes held by the population with subsequent 
expert assessment coupled with increasing public awareness, a decision was taken to set up and put into 
operation relevant support offices in Bank as well as in regions and rural areas. To this end, the Cash Help-

Cash circulation  
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Desk Offices were established at the Head Office, Agent Banks and the Bilasuvar District Offices which are 
employed for bank note replacement purposes. At the same time, decisions were taken on expansion of 
service to population also in another region of the country. As part of public awareness campaign the Bank 
conducted the “Know the New Manat” initiative as well as organised and delivered training courses and 
workshops on safety features and expert assessment of bank notes for the bankning sector and large trade 
entities. 
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IX. INTERNATIONAL RELATIONS OF THE CENTRAL  
BANK OF THE REPUBLIC OF AZERBAIJAN 

 
In order to support implementation of its key mandate, the Central Bank of Azerbaijan continued its 

activity directed at intensification of foreign relations and international cooperation in 2010. The new 
projects were implemented and the bank management held high-level meetings and regional workshops. 
Strategic dialogue and cooperation relations with international financial institutions and foreign  central 
banks were strengthened through representation of the CBA in international  arrangements.  
 

9.1.  European integration 
 
The CBA continued supporting integration of our country to the European Union in the reporting 

year as well. The relations built between Azerbaijan and the European Union (EU) Azerbaijan, within the 
Partnership and Cooperation Agreement, discharged its functions.  The integration was followed-up by a 
new Associative Agreement between Azerbaijan and the EU. Azerbaijan was a key player in developing this 
document.  

The CBA was closely involved in development of the Activity  Plan on 2010 by the Economic 
Working Group of the State Commission for European Integration of the Republic of Azerbaijan and 
contributed to the Activity Plan in terms of the proposals and suggestions regarding the Azerbaijani financial 
sector.  
 

9.2 Cooperation with international financial institutions 
 
Within the reporting year, Financial Services Development Project of the World Bank (WB) was 

successfully completed. A unified stress-testing model was established in order to perfect and expand the 
stress-testing practice in the CBA through the technical assistance of the WB.  

At the year-end, the new Azerbaijan 2011-2014 Country Partnership Strategy of the WB was 
approved. Within the framework of the existing cooperation relations, various meetings and arrangements 
were held with the WB delegation.  

The experts of the International Monetary Fund (IMF) continued their regular visits to the CBA. 
During these visits discussions were held with the IMF experts on the matters connected with maintenance of  
macroeconomic and banking system stability, the work of the Azerbaijani economy to fight the global 
financial crisis and the future plans of the CBA upon the monetary and exchange rate policies, etc.    

Within the reporting year, the new 2011-2013 Country Partnership Strategy of the European Bank 
for Reconstruction & Development (EBRD) on Azerbaijan was approved. Within the frames of cooperation 
with the German Development Bank (KfW), an international expert visited the CBA in order to study the 
German experience directed at establishment of alternative mortgage models.  

 
9.3.  Cooperation with foreign central banks 

 
The existing cooperation links with central banks of foreign  countries continued in 2010 in order to 

adapt all directions of the activity of the CBA structural divisions  to the best practices. The CBA delegations 
visited the Swiss National Bank (SNB) for the purpose of exchange of experience on financial management, 
human resources management and organization of the newly established strategic management in central 
banks. Inclusively, the SNB representatives visited the CBA in order to discuss the future prospects  of 
cooperation with the CBA and demand for technical support. Within the reporting period, the CBA 
representatives visited the German Bundesbank for  exchange of experience on human resources 
management; the French Bank – on strategic management and management of information technologies; the 
Turkish Central Bank – on organization of management, communication and international relations in the 
treasury infrastructure;  the Polish and Czech National Banks – on strategic and financial management. In 
2010 relations with several new foreign central banks were established. Within the frames of this 
cooperation, the CBA representatives visited the Portugal Bank  on evaluation of borrower creditablity using 
the loan history; the Sweden Central Bank  on application of the “Barcode” system to track the cash funds 
movement in central banks, and the Governor of the Chinese Public Bank (CPB) visited the CBA.    

International relations of the central bank of azerbaijan  
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9.4.  Cooperation with international donor organizations 
 
Through the support by the US International Development Agency, technical assistances on banking 

supervision, financial management, risk management, cash management and anti-money laundering were 
connected. Within the framework of the Technical Support & Education Program with the Swiss State 
Secretary on Economic Issues an international expert visited the CBA in order to provide consultation 
directed at development of a new strategic planning conception for the CBA. Workshops on  Risk 
Management, Legal regulation on Anti-money laundering, Basel II and Communication building skills were 
delivered together with the Financial Technologies Transfer Agency.  

Through the support by the Turkish International Cooperation Agency, the CBA employees  
participated in the training courses in the Turkish Central Bank on human resources, monetary policy, 
researches and payment systems. Through the support by the Korea International Cooperation Agency, an 
international expert visited the CBA in order to provide consultations don development of a training program 
on perfection of the IT system in the Central Bank within the framework of the Information Technologies 
Management and Perfection of Safety System in the Central Bank project.  
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X. HUMAN RESOURCES AND INTERNAL AUDIT 
 

10.1. Human resources management 
 

In 2010 the primary target of the activity on human resources management (HRM) was perfection of 
the existing procedures in compliance with the international experience and application of new procedures.  

Within the framework of this target, the staffing in concert  with the strategic targets of the bank 
came up as one of the most actual tasks. In order to more effectively provide staff selection, the recruitment 
process was implemented in the form of structurized system consisting of screening, interview and testing 
stages.   About 1300 CVs were sent to the e-mail of the CBA within the year and 72 persons were hired to 
various positions. The recruitment process of this year differed from the previous one thorugh mostly 
staffing the nomenclature positions.    

Within the year, the existing test-bank was improved through possible sectoral additions and 
amendments due to development trends in  various directions of economy, legislation and other related 
activity sectors. Besides, 7 new subtopic groups were added to the test base. In order to expand the technical 
capacity of the exsiting electronic test program and perfect the reporting system of the testing process, a new 
electronic test program capable to meet the modern requirements was developed.  

Development of the existing potential of the human resources of the bank through strengthening the 
educational function and application of new educational forms was one of the priority tasks. To that end, in 
order to manage the educational process from a unified source, the educational budget was centralized and, 
in comparison with the previous years, more funds were allocated to organization of education. Interbank 
educational function was strengthened and, in comparison with the previous year, the share of interbank 
trainings increased by 40% and the coverage both of the internal and external out-of-bank trainings expanded 
by 20%. The CBA employees passed 10 trainings in various educational points on the out-of-bank training 
function.  

    The CBA, for the first time, together with the Bank of England, held this September a regional 
workshop on Monetary Policy and Operations and their Impact on Financial Stability  with the participation 
of representatives from Turkey, Russia, Latvia and Georgia and the CBA employees.    

In order to expand the educational spectrum and strengthen the relations with educational 
institutions, 4 trainings were conducted at the Azerbaijan State Economic University and the Azerbaijan 
Diplomatic Academy attended by representatives of the CBA and Financial Monitoring Service as well as 
employees of various commercial banks and students of these universities by experts from Holland, 
Luxemburg and Malta. Besides, the organizational works on application of distant education in the CBA is 
already finalized and the Web Intuition company was selected as a training company.  In 2010 the internship 
was applied in the CBA that serves for both the education and recruitment functions, 31 students and 
graduates from our country and abroad were involved in the internship and 7 of them were recruited.  

Within the reporting period the provided performance evaluation of employees resulted in a career 
path and financial motivations for the bank employees.  

 
Table 17. Statistic indicators of 2010 on HRM in Central Bank 

Source: CBA 
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Within the framework of the project of automation of the HRM processes, the work with “Deloitte & 
Touche" LLC continued.  

Besides, the newly established Human Resources portal delivers opportune and detailed notification 
to the Bank staff regarding the human resources and, organization of the adaptation procedure of the newly 
recruited staff. The HR portal is to be used upon integration to a general Portal to be launched with the CBA 
after integration of CBA to the newly established portal.  

Within the framework of the target of perfection of the methodological base on HRM, new 
Regulations on Recruitment at the Central Bank of the Republic of Azerbaijan, Regulations on Organisation 
of Education at the Central Bank of the Republic of Azerbaijan, Regulations on Performance Appraisal of 
Employees at the Central Bank of the Republic of Azerbaijan related to perfection of the recruitment, 
education and performance appraisal procedures as well as Regulations on the Process of Adaptation of 
Newly-hired Employees related to application of the adaptation process and Methodology of Internship at the 
Central Bank were developed in 2010.  

 
10.2.  Internal audit 

 
In 2010 internal audit activities were aimed at identification and evaluation of significant risks in the 

Central Bank, improvement of risk management and internal control. The risk management  systems applied 
in the advanced European central banks and generally, the conceptual treatments in this sector were closely 
studied.  

Given the expansion observed in all directions of the Central Bank activity and establishment of new 
types of activity, the content of the audit objects was reviewed and the risks were repeatedly evaluated. 
Based upon the activity plan on the internal audit service and the risks map in the Central Bank, audit 
inspections were provided on the key risk zones in the Headquarters and Regional Centers of the Central 
Bank and, tasks were put in connection with perfection of internal control system and safety measures.     

In 2010 the methodological base was reviewed and perfected considering the achieved experience 
and the international standards. The works on studying the methodologies for implementation of sectoral 
audits of the Internal Auditors’ Institute continued. During the audit inspections the standards of the Internal 
Auditors’ Institute and the experience of the central banks of advanced countries were widely used. Within 
the framework of the audit inspections implemented in the Central Bank, a new approach was employed in 
evaluation of the internal control system. Thus, unlike  the previous years, the internal control system was 
evaluated upon 5 principles of COSO standards. Application of a new approach was significant from the 
point of view of evaluation of effectiveness and efficiency of control in audit objects. In order to objectively 
evaluate the internal control l system the indicators system deemed the best practice in this sector was 
applied and crireria of the scorecard  principle were set.   

One of the primary directions of the audit activity was to control the risk management and safety 
issues in the information technologies sector. The implemented researches were governed by the State 
Information Security Standards of the Republic of Azerbaijan (AZS  324-2008 (ISO/ IEC 27002-2005)) as 
well as the COBIT 4.1 and ISO 27002 standards of the Internal Auditors Institute, Informational Systems 
Audit and Controlling Association (ISACA). During evaluation the adequacy of the standards, procedures, 
control mechanisms and monitoring tools applied for provision of the information security were analyzed. 
The technical program complexes exploited in the bank, operational infrastructure and system, the current 
state and safety parameters of the equipment, compliance of the configurations with procedures and the 
safety issues in informational exchange were evaluated. Risks on providing information safety were in 
complex evaluated which yielded recommendations to strengthen the information security and organize 
efficient control.  Hereby, the positive experience of financial institutions in the appropriate sector were 
collected and analyzed as well as the requirements of the international standards and the best practices were 
considered.  

Being guided by the orders by the Central Bank management and the state programs, management 
procedures on “Planning & Organization”, “Acquittance & Application”, “Monitoring & Evaluation”, 
“Procurement & Support” were developed in the COBIT standards were developed and approved by the 
Management . Application of the COBIT 4.1 standard in the Central Bank will perfect synchrone activity of 
banking information and technical program complexes and, corporate governance of the business processes. 
Presently the internal audit service benefits from relevant preventive recommendations on 210 control 
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measures of COBIT 4.1 standards and evaluation of risks and resources management on Planning, 
Application, Support and Evaluation phases in increase of internal control effectiveness and corporate 
governance of information technologies. Within the year, when evaluationg risks on the operation map, 
information technologies related audit objects were reviewed and, standards methodology and principles 
were used as a basis in evaluation of risks in the automated information systems and audit treatment.       

In 2010 the cooperation with professional DAI və ISACA associations on development of 
professional certification, education and guidelines continued and, related employees were membered with 
the association. Within the reporting year the news in audit sector and the changes to the standards of the 
institution were observed and online seminars were attended. As a result of which one employee of the CBA 
succesfully passed the “International certified auditor on ISO27001 safety standards” and “CISA” (Certified 
Information Systems Auditor) exams in the London city of England and was awarded with professional 
certificate.   
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XI. INDEPENDENT AUDITOR’S REPORT 

 
To the Management Board of the Central Bank of the Republic of Azerbaijan: 
 

1. We have audited the accompanying financial statements of the Central Bank of the Republic of 
Azerbaijan (the “Bank”) which comprise the statement of financial position as of 31 December 2010 and the 
statements of comprehensive income, changes in equity and cash flows for the year then ended and a 
summary of significant accounting policies and other explanatory notes. 
Management’s Responsibility for the Financial Statements 
 

2.  Management is responsible for the preparation and fair presentation of these financial statements 
in accordance with International Financial Reporting Standards, and for such internal control as management 
determines is necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error.  
Auditor’s Responsibility 

 
3.  Our responsibility is to express an opinion on these financial statements based on our audit. We 

conducted our audit in accordance with International Standards on Auditing. Those Standards require that we 
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the 
financial statements are free from material misstatement.  

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

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

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

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

 

12 May 2011 

Baku, Azerbaijan 
 
 
PricewaterhouseCoopers Audit Azerbaijan LLC,  
The Landmark Office Plaza III, 12th floor, 90 A Nizami Street,  
AZ 1010, Baku, Azerbaijan 
 T: +994( 12) 4972515,  F: +994 (12) 4977411, www.pwc.com 
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11.1. Financial statements 
 

STATEMENT OF FINANCIAL POSITION  
 

In thousands of Azerbaijani Manats Note 31/12/2010 31/12/2009 
  
ASSETS  
Cash and cash equivalents 0 3,763,455 2,987,444
Special Drawing Rights holdings with the International 

Monetary Fund 0 189,638 191,284
Trading securities 0 754,707 434,002
Loans to local banks 0 1,912,718 1,444,873
Investment securities  0 1,046,106 821,201
Promissory note from the Government 0 216,472 211,837
Premises and equipment 0 33,947 24,882
Intangible assets 0 8,628 6,416
Other financial assets 0 5,844 5,472
Other assets 0 45,370 42,839
   
TOTAL ASSETS  7,976,885 6,170,250
  
  
LIABILITIES  
Money issued in circulation 0 5,793,219 4,512,710
Amounts due to credit institutions  0 732,905 394,374
Amounts due to government organizations 0 1,254,212 976,362
Amounts due to other organisations 0 2,404 3,293
Debt securities in issue 19 34,193 7,996
Amounts due to international financial institutions 0 4,117 4,692
Liabilities on transactions with the International Monetary 
Fund 0 226,448 243,561

Other financial liabilities 0 5,417 522
Other liabilities  104 86
   
TOTAL LIABILITIES  8,053,019 6,143,596

  
  

EQUITY  
Charter capital 0 10,000 10,000
Capital reserves 0 209,517 209,517
Accumulated deficit  (295,651) (192,863)
  
  
TOTAL EQUITY  (76,134) 26,654

  
  

TOTAL LIABILITIES AND EQUITY  7,976,885 6,170,250
  

 
Approved for issue and signed on behalf of the Management Board of the Bank on 12 May 2011. 
______________________________ ______________________________ 
          Alim Guliyev           Sevda Amirova 

First Deputy Governor     Director of Financial Management  
        Department and Chief Accountant 
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STATEMENT OF COMPREHENSIVE INCOME 
 

In thousands of Azerbaijani Manats Note 2010 2009
   
Interest income 23 83,719 105,838 
Interest expense 23 (1,028) (1,727) 
    
    
Net interest income  82,691 104,111 
Impairment charge for interest-bearing assets 10 (12,903) (8,072) 

    
    

Net interest income after provision for loan impairment   69,788 96,039 
    
Fee and commission income 24 5,131 4,291 
Fee and commission expense 24 (2,009) (666) 
Losses less gains from trading securities  (14,744) (35,463) 
(Losses less gains)/gains less losses from financial 
derivatives 30 (3,542) 2,274 

Gains less losses/(losses less gains) from trading in foreign 
currencies  3,126 (5,043) 

Foreign exchange translation (losses less gains)/ gains less 
losses  (130,942) 41,938 

Other operating income 25 1,457 1,306 
Administrative and other operating expenses  25 (31,053) (42,140) 
    
    
(LOSS)/PROFIT FOR THE YEAR / TOTAL 
COMPREHENSIVE (LOSS)/INCOME FOR THE 
YEAR  (102,788) 62,536 

   
 

 
STATEMENT OF CHANGES IN EQUITY  

 

In thousands of Azerbaijani Manats Note Charter 
capital 

Capital 
reserves 

Accumulated 
losses 

Total 
equity 

Balance at 1 January 2009  10,000 - (255,399) (245,399) 

Total comprehensive income for the year    - - 62,536 62,536 

Capital reserves 22 - 209,517 - 209,517 

Balance at 31 December 2009  10,000 209,517 (192,863) 26,654 

Total comprehensive loss for the year  - - (102,788) (102,788)

Balance at 31 December 2010  10,000 209,517 (295,651) (76,134)
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STATEMENT OF CASH FLOWS 
 

In thousands of Azerbaijani Manats Note 2010 2009

Cash flows from operating activities    
Interest received   92,111 98,469 
Interest paid   (765) (1,886) 
Fees and commissions received 24 5,131 4,292 
Fees and commissions paid 24 (2,009) (667) 
Net losses from trading in trading securities  (14,744) (33,995) 
Net losses from financial derivatives  51 (6,213) 
Net gains/(losses) from trading in foreign currencies  3,126 (5,043) 
Other operating income received 25 1,457 1,306 
Staff costs paid 26 (12,021) (11,300) 
Administrative and other operating expenses paid  (14,552) (23,100) 

 

Cash flows from operating activities before changes in 
operating assets and liabilities  57,785 21,863 

    
Net (increase)/decrease in trading securities  (328,873) 198,440
Net increase in SDR holdings with the International 
Monetary Fund  (3,889) (189,162) 

Net decrease in amounts due from foreign credit 
institutions  - 162,048 

Net increase in loans to local banks  (482,164) (1,237,243) 
Net (increase)/decrease in other financial assets  (73) 673 
Net (increase)/decrease in other assets  (121) (19,620) 
Net increase in money issued in circulation  1,280,509 86,889 
Net increase/(decrease) in amounts due to credit 
institutions  339,027 (173,141) 

Net increase in amounts due to government organizations  277,893 371,890 
Net increase/(decrease) in amounts due to other 
organisations  (889) 2,013 

Net increase in other financial liabilities  92 1,101 
Net increase/(decrease) in other liabilities  4 (1,176) 

 

Net cash from/(used in) operating activities  1,139,301 (775,425) 
 

Cash flows from investing activities    
Acquisition of investment securities  (2,133,804) (1,638,031) 
Proceeds from sales/redemption of investment securities  1,868,239 1,026,096 
Acquisition of premises and equipment  (14,727) (644) 
Acquisition of intangible assets  (3,436) (812) 

 

Net cash used in investing activities  (283,728) (613,391) 
 

Cash flows from financing activities    
Proceeds from debt securities issued  249,968 292,439 
Repayment of debt securities issued  (223,791) (433,786) 
Repayment of finance lease obligations  - 117 
Repayment of borrowings from international financial 
institutions  (547) (2,928) 

Borrowings from International Monetary Fund  - 193,632 
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In thousands of Azerbaijani Manats Note 2010 2009

Repayment of borrowings from International Monetary 
Fund  (10,144) (15,477) 

    
    

Net cash from financing activities  15,486 33,997 
    
    

Effect of exchange rate changes on cash and cash 
equivalents  (95,048) (59,204) 

   
   

Net increase/(decrease) in cash and cash equivalents  776,011 (1,414,023) 
Cash and cash equivalents at the beginning of the year 7 2,987,444 4,401,467 

    
    

Cash and cash equivalents at the end of the year 7 3,763,455 2,987,444 
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11.2.  Notes to the Financial Statements 

1.  Introduction 

These financial statements have been prepared in accordance with International Financial Reporting 
Standards for the year ended 31 December 2010 for the Central Bank of the Republic of Azerbaijan (the 
“Bank”). 

Principal activity. The Central Bank of the Republic of Azerbaijan (the “Bank”) is the central bank of the 
Republic of Azerbaijan, and is wholly-owned by the Republic of Azerbaijan. It acts in accordance with the 
“Law on the Central Bank of the Republic of Azerbaijan” of the effective from 10 December 2004 (the 
“Law”). The Bank’s official name was “National Bank of Azerbaijan Republic” until 18 March 2009. In 
accordance with the Act of Referendum “On Additions and Amendments to Constitution of the Azerbaijan 
Republic” dated 18 March 2009 and Law of the Azerbaijan Republic “On National Bank of the Azerbaijan 
Republic” dated 19 June 2009, the “National Bank of the Azerbaijan Republic” was replaced with the 
“Central Bank of the Republic of Azerbaijan”. 

Article 4 of the Law sets out the goals of the Bank, which are as follows: 
• The primary goal of the Bank is to ensure, within its power, the stability of prices; 
• Ensure the development and strengthening of the banking and payment systems; and  
• Profit making is not a primary goal of the Bank. 

Article 5 of the Law sets out the functions of the Bank as follows: 
• Determine and implement monetary policy; 
• Organize cash circulation; in accordance with 2 paragraph of article 19 of the Constitution and the 

Law issue, put into circulation, and withdraw banknotes from circulation; 
• Determine and declare the official exchange rate of Azerbaijani Manat; 
• Implement foreign currency regulation and control; 
• Maintain and manage the gold and foreign currency reserves at its disposal; 
• Manage the drawing up of the reporting balance of payments and participate in the drawing-up of the 

projected balance of payments of the country; 
• In accordance with normative acts issued in accordance with the Laws of the Azerbaijan Republic 

“On Banks”, “On Post” and “On Central Bank of the Azerbaijan Republic”, licenses and regulates 
banking activities and supervises banking activities subject to procedures established by legislation. 

• Determine, coordinate and regulate activities of payment systems; 
• Implement other functions as stipulated by the legislation. 

In accordance with Article 14.1 of the Law, the Bank cannot be declared bankrupt. Any deficit in capital is to 
be covered by the Government of Azerbaijan Republic. Refer to Note 0. 

Pursuant to the legislation of the Republic of Azerbaijan and the international treaties acceded to by the 
Republic of Azerbaijan, the Bank represents the Republic of Azerbaijan in relations with the central banks of 
foreign states, as well as international financial and credit institutions in matters relating to the Bank’s 
responsibilities. 

The Bank may conclude agreements on cooperation with the central banks of foreign countries concerning 
various areas of its activities. It may also conclude clearing and settlement agreements and other agreements 
with foreign public and private clearing agencies, on its own behalf and on behalf of the Republic of 
Azerbaijan, if appropriately empowered. 

The Bank may participate in the capital and activity of international organizations for the purpose of 
cooperation in monetary, foreign currency and banking areas. 

At 31 December 2010, the Management Board (the “Board”) of the Bank was composed of the following 
members: 

Name                           Position 
Mr. Elman Rustamov   Governor  
Mr. Alim Quliyev   First Deputy Governor  
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Mr. Aftandil Babayev  Deputy Governor  
Mr. Vadim Khubanov  Deputy Governor  
Mr. Khagani Abdullayev  Deputy Governor  

Registered address and place of operations. The Bank’s main office is located on the following address: 32 
R. Behbudov Street, Baku, AZ1014, Azerbaijan. At 31 December 2010, the Bank had seven regional 
branches in the Republic of Azerbaijan (31 December 2009: ten). As of 31 December 2010, the Bank had 
636 employees (31 December 2009: 635)  

Presentation currency. These financial statements are presented in Azerbaijani Manats ("AZN"), the 
national currency of the Republic of Azerbaijan, unless otherwise stated. 

2.  Operating Environment of the Bank 

A well-developed business and regulatory infrastructure is being established in Azerbaijan as a country with 
newly emerged market economy. A number of developments are being implemented that positively affect 
the overall investment climate of the country. 
 
Over the last few years the Azerbaijani government implemented significant reforms necessary to create 
banking, judicial, taxation and regulatory systems. Those measures also included the adoption of a new body 
of legislation and amendments to the existing legislation. These steps will contribute to mitigation of the 
risks incurred by entities doing business in Azerbaijan. 
 
The reforms aimed at the overall improvement of the business environment are expected to persist. The 
future stability of the Azerbaijani economy is largely dependent upon these reforms and developments and 
the effectiveness of economic, financial and monetary measures undertaken by the government. However, 
the Azerbaijani economy is vulnerable to market downturns and economic slowdowns in the other partner 
countries. In spite of the fact the global economy is gradually recovering from the recession, persistence of 
significant risks in the global financial market in capital markets instability. Growth and development of the 
Azerbaijan economy continued, sustainable macroeconomic stability was maintained at a time of such 
situation in global economy. The liquidity needs of the economy were fulfilled and stability of the exchange 
rate of national currency was maintained thru anti-crisis measures of the Azerbaijani Government. 
 
In addition to these, monetary policy and banking operations carried out in Azerbaijan can be subject to risks 
not characteristic for developed markets. Currently, all the necessary measures are implemented to support 
the Bank’s role in maintaining macroeconomic and financial stability. However, unexpected deterioration in 
the areas described above, especially sharp changes of fiscal parameters, including excessive fiscal 
expansion could negatively affect the Bank’s results and financial position in a manner not currently 
determinable. 
 
3. Summary of Significant Accounting Policies 

Basis of preparation. These financial statements have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) under the historical cost convention, as modified by the initial 
recognition of financial instruments based on fair value, and by the revaluation of available-for-sale financial 
assets, and financial instruments categorised as at fair value through profit or loss. The principal accounting 
policies applied in the preparation of these financial statements are set out below. These policies have been 
consistently applied to all the periods presented, unless otherwise stated (refer to Note 0).  

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

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

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

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

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

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

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

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

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

Where the Bank has transferred its rights to receive cash flows from an asset and has neither transferred nor 
retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is 
recognised to the extent of the Bank’s continuing involvement in the asset. Continuing involvement that 
takes the form of a guarantee over the transferred asset is measured at the lower of the original carrying 
amount of the asset and the maximum amount of consideration that the Bank could be required to repay. 

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled 
option or similar provision) on the transferred asset, the extent of the Bank’s continuing involvement is the 
amount of the transferred asset that the Bank may repurchase, except that in the case of a written put option 
(including a cash-settled option or similar provision) on an asset measured at fair value, the extent of the 
Bank’s continuing involvement is limited to the lower of the fair value of the transferred asset and the option 
exercise price. 

Cash and cash equivalents. Cash and cash equivalents are short-term items which are readily convertible to 
known amounts of cash and which are subject to an insignificant risk of changes in value. Cash and cash 
equivalents consist of cash on hand in foreign currency, commemorative coins and unrestricted balances on 
correspondent accounts including overnight deposits and deposits with a maturity of three months from  
origination. Cash and cash equivalents are carried at amortised cost. 

Trading securities. Trading securities are financial assets which are either acquired for generating a profit 
from short-term fluctuations in price or trader’s margin, or are securities included in a portfolio in which a 
pattern of short-term trading exists. The Bank classifies securities into trading securities if it has an intention 
to sell them within a short period after purchase, i.e. within one month. The Bank may choose to reclassify a 
non-derivative trading financial asset out of the fair value through profit or loss category if the asset is no 
longer held for the purpose of selling it in the near term. Financial assets other than loans and receivables are 
permitted to be reclassified out of fair value through profit or loss category only in rare circumstances arising 
from a single event that is unusual and highly unlikely to reoccur in the near term. Financial assets that 
would meet the definition of loans and receivables may be reclassified if the Bank has the intention and 
ability to hold these financial assets for the foreseeable future or until maturity.  

Trading securities are carried at fair value. Interest earned on trading securities calculated using the effective 
interest method is presented in profit or loss for the year as interest income. All other elements of the 
changes in the fair value and gains or losses on derecognition are recorded in profit or loss for the year as 
gains less losses from trading securities in the period in which they arise. 

Loans and receivables. Loans and receivables including promissory note from the government are non-
derivative financial assets with fixed or determinable payments that are not quoted in an active market. They 
are not entered into with the intention of immediate or short-term resale and are not classified as trading 
securities or designated as investment securities available-for-sale. Such assets are carried at amortised cost 
using the effective interest method. Gains and losses are recognised in the current year profit when the loans 
and receivables are derecognised or impaired, as well as through the amortisation process. 

Impairment of financial assets carried at amortised cost. Impairment losses are recognised in profit or loss 
for the year when incurred as a result of one or more events (“loss events”) that occurred after the initial 
recognition of the financial asset and which have an impact on the amount or timing of the estimated future 
cash flows of the financial asset or group of financial assets that can be reliably estimated. If the Bank 
determines that no objective evidence exists that impairment was incurred for an individually assessed 
financial asset, whether significant or not, it includes the asset in a group of financial assets with similar 
credit risk characteristics and collectively assesses them for impairment. The primary factors that the Bank 
considers in determining whether a financial asset is impaired are its overdue status and realisability of 
related collateral, if any.  
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The following other principal criteria are also used to determine whether there is objective evidence that an 
impairment loss has occurred: 

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

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

- the borrower considers bankruptcy or a financial reorganisation; 

- the borrower’s credit rating is downgraded; 

- there is an infringement of the original terms of the contract; or 

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

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the 
Bank’s internal credit grading system that considers credit risk characteristics such as asset type, industry, 
geographical location, collateral type, past-due status and other relevant factors. 

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

The present value of the estimated future cash flows is discounted at the financial asset’s original effective 
interest rate. If a loan has a variable interest rate, the discount rate for measuring any impairment loss is the 
current effective interest rate. The calculation of the present value of the estimated future cash flows of a 
collateralised financial asset reflects the cash flows that may result from foreclosure less costs for obtaining 
and selling the collateral, whether or not foreclosure is probable. 

Where possible, the Bank seeks to restructure financial assets held at amortised cost rather than to take 
possession of collateral. This may involve extending the payment arrangements and the agreement of new 
terms. Once the terms have been renegotiated, the loan is no longer considered past due. Management 
continuously reviews renegotiated loans to ensure that all criteria are met and that future payments are likely 
to occur. If the terms of an impaired financial asset held at amortised cost are renegotiated or otherwise 
modified because of financial difficulties of the borrower or issuer, impairment is measured using the 
original effective interest rate before the modification of terms. 

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

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

Uncollectible assets are written off against the related impairment loss provision after all the necessary 
procedures to recover the asset have been completed and the amount of the loss has been determined. 
Subsequent recoveries of amounts previously written off are credited to impairment loss account in profit or 
loss for the year.  
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Investment securities available for sale. This classification includes investment securities which the Bank 
intends to hold for an indefinite period of time and which may be sold in response to needs for liquidity or 
changes in interest rates, exchange rates or equity prices. 

Investment securities available for sale are carried at fair value. Interest income on available-for-sale debt 
securities is calculated using the effective interest method and recognised in profit or loss for the year. All 
other elements of changes in the fair value are recognised in other comprehensive income until the 
investment is derecognised or impaired, at which time the cumulative gain or loss is reclassified from other 
comprehensive income to profit or loss for the year. 

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

Sale and repurchase and reverse repurchase agreements. Sale and repurchase agreements (“repo 
agreements”) which effectively provide a lender’s return to the counterparty are treated as secured financing 
transactions. Securities sold under such sale and repurchase agreements are not derecognised. The securities 
are not reclassified in the statement of financial position unless the transferee has the right by contract or 
custom to sell or repledge the securities, in which case they are reclassified as repurchase receivables. The 
corresponding liability is presented within amounts due to credit institutions or other organisations. 

Securities purchased under agreements to resell (“reverse repo agreements”) which effectively provide a 
lender’s return to the Bank are recorded as loans to local banks. The difference between the sale and 
repurchase price is treated as interest income and accrued over the life of reverse repo agreements using the 
effective interest method. 

Investment securities held to maturity. This classification includes quoted non-derivative financial assets 
with fixed or determinable payments and fixed maturities that the Bank has both the intention and ability to 
hold to maturity. Management determines the classification of investment securities held to maturity at their 
initial recognition and reassesses the appropriateness of that classification at the end of each reporting period. 
Investment securities held to maturity are carried at amortised cost. 

Premises and equipment. Premises and equipment are stated at cost less accumulated depreciation and 
provision for impairment, where required.  

Costs of minor repairs and maintenance are expensed when incurred. Costs of replacing major parts or 
components of premises and equipment items are capitalised when the recognition criteria is met and the 
replaced part is retired.  

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

Gains and losses on disposals determined by comparing proceeds with carrying amount are recognised in 
profit or loss for the year (within other operating income or expenses).  
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Depreciation. Depreciation of an asset begins when it is available for use. Land and construction in progress 
are not depreciated. Depreciation on other items of premises and equipment is calculated using the straight-
line method to allocate their cost to their residual values over their estimated useful lives using the following 
rates: 

 %
 
Buildings 3
Furniture and fixtures 20-25
Computers and office equipment 25
Motor vehicles 15
 

The residual value of an asset is the estimated amount that the Bank would currently obtain from disposal of 
the asset less the estimated costs of disposal, if the asset were already of the age and in the condition 
expected at the end of its useful life. The assets’ residual values and useful lives are reviewed, and adjusted if 
appropriate, at the end of each reporting period.  

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

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring 
them to use. Development costs that are directly associated with identifiable and unique software controlled 
by the Bank are recorded as intangible assets if an inflow of incremental economic benefits exceeding costs 
is probable. Capitalised costs include staff costs of the software development team and an appropriate 
portion of relevant overheads. All other costs associated with computer software, e.g. its maintenance, are 
expensed when incurred. Capitalised computer software is amortised on a straight line basis over expected 
useful lives of 10 years. 

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

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

Finance lease liabilities. Where the Bank is a lessee in a lease which transferred substantially all the risks 
and rewards incidental to ownership to the Bank, the assets leased are capitalised in premises and equipment 
at the commencement of the lease at the lower of the fair value of the leased asset and the present value of 
the minimum lease payments. In calculating the present value of the minimum lease payments the discount 
factor used is the interest rate implicit in the lease, when it is practicable to determine; otherwise, the Bank’s 
incremental borrowing rate is used. Each lease payment is allocated between the liability and finance charges 
so as to achieve a constant rate on the finance balance outstanding. The corresponding rental obligations, net 
of future finance charges, are included in other liabilities. The interest cost is charged to profit or loss for the 
year over the lease period using the effective interest method. 

The assets acquired under finance leases are depreciated over their useful life or the shorter lease term if the 
Bank is not reasonably certain that it will obtain ownership by the end of the lease term. 

Initial direct costs incurred are included as part of the asset. Lease payments are apportioned between the 
finance charge and the reduction of the outstanding liability. The finance charge is allocated to periods 
during the lease term so as to produce a constant periodic rate of interest on the remaining balance of the 
liability for each period.  

Borrowings. Issued financial instruments or their components are classified as liabilities, where the 
substance of the contractual arrangement results in the Bank having an obligation either to deliver cash or 
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another financial asset to the holder, or to satisfy the obligation other than by the exchange of a fixed amount 
of cash or another financial asset for a fixed number of own equity instruments. Such instruments include 
amounts due to Government, amounts due to credit institutions, amounts due to other organisations, debt 
securities issued, funds borrowed from international financial institutions and liabilities to International 
Monetary Fund. These are initially recognized at fair value less directly attributable transaction costs. After 
initial recognition, borrowings are subsequently measured at amortised cost using the effective interest 
method. Gains and losses are recognised in current year profit when the borrowings are derecognised as well 
as through the amortisation process. 

Derecognition of financial liabilities. A financial liability is derecognised when the obligation under the 
liability is discharged or cancelled or expires. 

Where an existing financial liability is replaced by another from the same lender on substantially different 
terms, or the terms of an existing liability are substantially modified, such an exchange or modification is 
treated as a de-recognition of the original liability and the recognition of a new liability, and the difference in 
the respective carrying amounts is recognised in the current year profit. 

Money issued in circulation. Money issued in circulation represents banknotes and coins issued by the Bank 
in accordance with the Law and its function as a central bank. Banknotes and coins in circulation are 
recorded in the statement of financial position at their nominal value net of cash in the Bank’s cash offices.  

The costs of the production of notes and coins are expensed as incurred. 

When notes and coins are returned to the Bank by the commercial banks they are removed from notes in 
circulation and depending on their condition or legal tender status, are either held under the reserve funds of 
the Bank and recorded in off-balance sheet accounts or destroyed. 

Amounts due to credit institutions. Amounts due to credit institutions are recorded when money or other 
assets are advanced to the Bank by counterparty banks. The non-derivative liability is carried at amortised 
cost. If the Bank purchases its own debt, the liability is removed from the consolidated statement of financial 
position and the difference between the carrying amount of the liability and the consideration paid is 
included in gains or losses arising from early retirement of debt. 

Amounts due to government organisations and other organisations. Amounts due to government 
organisations and other organisations are non-derivative liabilities and are carried at amortised cost.  

Debt securities in issue. Debt securities in issue include promissory notes issued by the Bank. Debt 
securities are stated at amortised cost. If the Bank purchases its own debt securities in issue, they are removed 
from the statement of financial position and the difference between the carrying amount of the liability and the 
consideration paid is included in gains arising from early retirement of debt. 

Derivative financial instruments. In the normal course of business, the Bank enters into derivative financial 
instruments such as forwards. Such financial instruments are held for trading and are recorded at fair value. 
The fair values are estimated based on quoted market prices or pricing models that take into account the 
current market and contractual prices of the underlying instruments and other factors. Derivatives are carried 
as assets when their fair value is positive and as liabilities when it is negative. Gains and losses resulting 
from these instruments are included in current year profit as gains less losses from trading securities or gains 
less losses from foreign currencies dealing, depending on the nature of the instrument. 

Provisions for liabilities and charges. Provisions for liabilities and charges are non-financial liabilities of 
uncertain timing or amount. They are accrued when the Bank has a present legal or constructive obligation as 
a result of past events, it is probable that an outflow of resources embodying economic benefits will be 
required to settle the obligation, and a reliable estimate of the amount of the obligation can be made. 
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Charter capital and capital reserves. The Bank’s capital is comprised of its authorized paid-in capital and 
capital reserves. Refer to Note 0. 

Income and expense recognition. Interest income and expense are recorded for all debt instruments on an 
accrual basis using the effective interest method. This method defers, as part of interest income or expense, 
all fees paid or received between the parties to the contract that are an integral part of the effective interest 
rate, transaction costs and all other premiums or discounts.  

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

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

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

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

Capitalisation of borrowing costs. Borrowing costs that are directly attributable to the acquisition, 
construction or production of an asset that necessarily takes a substantial period of time to get ready for its 
intended use or sale (a qualifying asset) form part of the cost of that asset, if the commencement date for 
capitalisation is on or after 1 January 2009. Other borrowing costs are recognised as an expense using the 
effective interest method. The Bank capitalises borrowing costs that would have been avoided if it had not 
made capital expenditure on qualifying assets. The commencement date for capitalisation is when (a) the 
Bank incurs expenditures for the qualifying asset; (b) it incurs borrowing costs; and (c) it undertakes 
activities that are necessary to prepare the asset for its intended use or sale. Capitalisation ceases when all the 
activities necessary to prepare the qualifying asset for its intended use or sale are complete.  

Interest or other investment income is not deducted in arriving at the amount of borrowing costs available for 
capitalisation, except where the Bank obtains specific borrowings for the purpose of acquiring a qualifying 
asset and has investment income on the temporary investment of funds obtained through such specific 
borrowings. 

Taxation. The Bank is exempt from all taxes, except for taxes on employees’ remuneration as a tax agent 
and social taxes, in accordance with the laws of the Republic of Azerbaijan. 

Retirement and other benefit obligations. The Bank does not have any pension arrangements separate from 
the state pension system of Azerbaijan. In addition, the Bank has no post-retirement benefits or other 
significant compensation benefits requiring accrual. In accordance with the requirements of the Azerbaijan 
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legislation, the Bank withholds amounts of pension contributions from employee salaries and pays them to 
the state pension fund. Upon retirement all retirement benefit payments are made by the state pension fund.   

Membership in the IMF and other international financial institutions. Based on the provision of Article 9 
of the Law of the Republic of Azerbaijan on the Central Bank of the Republic of Azerbaijan, the Bank acts 
as an intermediary of the Government of the Republic of Azerbaijan in transactions related to the 
membership of Azerbaijan in international financial organizations (i.e. IMF, World Bank), including 
payment of membership fees to such organizations. 

The International Monetary Fund (“IMF”) is an international organization established to promote 
international monetary cooperation, exchange stability, and orderly exchange arrangements; to foster 
economic growth and high levels of employment; and to provide temporary financial assistance to countries 
to help ease balance of payments adjustment. In accordance with the presidential decree issued in 1992, the 
Bank acts as a depository agent in relationships of Azerbaijan with the IMF and the role of fiscal agent is 
performed by the Ministry of Finance of the Republic of Azerbaijan. 

Quotas (capital subscriptions) are the primary source of IMF resources. The IMF receives its resources from 
its member countries. Each country's subscription, or quota, is determined broadly on the basis of the 
economic size of the country, and taking into account quotas of similar countries. A member's quota 
delineates basic aspects of its financial and organizational relationship with the IMF. 

Membership fees payable to IMF are denominated in Special Drawing Rights (SDR) and are revalued in 
AZN at the rate of exchange set by the IMF at year-end. Membership quota and securities issued by the 
Ministry of Finance of the Republic of Azerbaijan in respect of IMF quota are not presented in the statement 
of financial position as they do not represent the assets and liabilities of the Bank, but are disclosed in Note 0 
to the financial statements. 

General and special allocations received from the IMF to boost the liquidity of member countries are taken 
up by the Bank as an asset under SDR holdings with the IMF and on the other hand, as a liability to the 
Government of the Republic of Azerbaijan. 

Contingencies. Contingent liabilities are not recognised in the statement of financial position but are 
disclosed unless the possibility of any outflow in settlement is remote. A contingent asset is not recognised in 
the statement of financial position but is disclosed when an inflow of economic benefits is probable. 

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

The financial statements are presented in Azerbaijani Manats, which is the Bank’s functional and 
presentation currency. Transactions in foreign currencies are initially recorded in the functional currency, 
converted at the rate of exchange ruling at the date of the transaction. Monetary assets and liabilities 
denominated in foreign currencies are translated at the functional currency rate of exchange ruling at the end 
of the reporting period. Gains and losses resulting from the translation of foreign currency transactions are 
recognised in current year profit or loss as foreign exchange translation gains less losses. Non-monetary 
items that are measured in terms of historical cost in a foreign currency are translated using the exchange 
rates as at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign 
currency are translated using the official exchange rates at the date when the fair value was determined. 

Differences between the contractual exchange rate of a transaction in a foreign currency and the official rate 
on the date of the transaction are included in gains less losses from trading in foreign currencies. 

The Bank used the following official exchange rates at 31 December 2010 and 2009 in the preparation of 
these financial statements: 
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2010 2009

1 US Dollar AZN 0.7979 AZN 0.8031 
1 Euro AZN 1.0560 AZN 1.1292 
1 Pound sterling AZN 1.2377 AZN 1.2759 
1 Special Drawing Right AZN 1.2234 AZN 1.2603 

Fiduciary assets. Assets held by the Bank in its own name, but on the account of third parties, are not 
reported in the statement of financial position. Commissions received from fiduciary activities are shown in 
fee and commission income.  

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

Staff costs and related contributions. Wages, salaries, contributions to the Republic of Azerbaijan state 
pension and social insurance funds, paid annual leave and sick leave, bonuses, and non-monetary benefits are 
accrued in the year in which the associated services are rendered by the employees of the Bank. The Bank 
has no legal or constructive obligation to make pension or similar benefit payments beyond the payments to 
the State Social Security Fund under statutory defined contribution scheme.  

Changes in accounting estimates. During the year 2009, the Bank’s previous estimation of premises’ useful 
life was reassessed and annual depreciation rate was decreased from 5% to 3% effective 1 January 2010. Had 
the useful life estimation been unchanged, depreciation charge for the year ended 31 December 2010 would 
have been AZN 482 thousand higher. 

Amendments of the financial statements after issue. The Management Board of the Bank have the power to 
amend the financial statements after issue. 

4. Critical Accounting Estimates, and Judgements in Applying Accounting Policies 

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

Impairment losses on financial assets carried at amortised cost. The Bank regularly reviews its financial 
assets carried at amortised cost to assess impairment. In determining whether an impairment loss should be 
recorded in profit or loss for the year, the Bank makes judgements as to whether there is any observable data 
indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of assets 
before the decrease can be identified with an individual asset in that portfolio. This evidence may include 
observable data indicating that there has been an adverse change in the payment status of borrowers in a 
group, or national or local economic conditions that correlate with defaults on assets in the group. 
Management uses estimates based on historical loss experience for assets with credit risk characteristics and 
objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows. The 
methodology and assumptions used for estimating both the amount and timing of future cash flows are 
reviewed regularly to reduce any differences between loss estimates and actual loss experience. A 10% 
increase or decrease in actual loss experience compared to the loss estimates used would result in an increase 
or decrease in loan impairment losses of AZN 1,770 thousand (2009: AZN 807 thousand), respectively. 
Impairment losses for individually significant loans are based on estimates of discounted future cash flows of 
the individual loans, taking into account repayments and realisation of any assets held as collateral against 
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the loans. A 10% increase or decrease in the actual loss experience compared to the estimated future 
discounted cash flows from individually significant loans, which could arise from differences in amounts and 
timing of the cash flows, would result in an increase or decrease in loan impairment losses of AZN 4,097 
thousand (2009: AZN 2,753 thousand), respectively. 

Loans to local banks at refinancing rate. The Bank issues short and long-term loans to local banks at 
interest rates equal to the Bank’s refinancing rate prevailing at the time of issuance and which may be lower 
than rates at which the local banks could ordinarily source the funds from commercial banks. Management 
has considered whether losses should arise on initial recognition of such instruments. As the transactions are 
with unrelated parties, management’s judgement is that these lending are at the market rates and no initial 
recognition losses should arise. In making this judgement management also considered that these instruments 
are specific in nature due to their amount and terms attached and therefore, represent a separate market 
segment. The total carrying value of loans to local banks is disclosed in Note 0. 

Impairment of held-to-maturity investments. The Bank holds investments in debt securities. Future adverse 
changes in market conditions or poor operating results could result in losses that may not be reflected in an 
investment’s current carrying value, thereby requiring an impairment charge in the future. The Bank 
regularly reviews its investments to determine if there have been any indicators that the value may be 
impaired. These reviews require estimating the outcome of future events and determining whether factors 
exist that indicate impairment has occurred.   

Fair value of financial instruments. Where the fair values of financial assets and financial liabilities 
recorded in the statement of financial position cannot be derived from active markets, they are determined 
using a variety of valuation techniques that include the use of mathematical models. The input to these 
models is taken from observable markets where possible, but where this is not feasible, a degree of judgment 
is required in establishing fair values. Refer to Note 0. 

Entities not subject to consolidation. As of 31 December 2010, the Bank had two entities acting under the 
Bank: the Azerbaijan Mortgage Fund (“AMF”) and the Financial Monitoring Service (“FMS”). These 
entities are not consolidated in these financial statements. While the Bank acts as supervisor of these entities 
as mandated by law, it has no title over their assets and liabilities, has no share ownership and rights over 
their economic benefits arising from their activities. The management believes that, had these two entities 
been consolidated to the financial statements of the Bank, total assets of the Bank at 31 December 2010 
would not be different by more than 3% of current total assets. 

5. Adoption of New or Revised Standards and Interpretations 

(a) Standards effective for annual periods beginning on or after 1 January 2010 

The following new standards and interpretations became effective for the Bank from 1 January 2010:  

IFRIC 17, Distributions of Non-Cash Assets to Owners (effective for annual periods beginning on or after 1 
July 2009). The interpretation clarifies when and how distribution of non-cash assets as dividends to the 
owners should be recognised. An entity should measure a liability to distribute non-cash assets as a dividend 
to its owners at the fair value of the assets to be distributed. A gain or loss on disposal of the distributed non-
cash assets should be recognised in profit or loss when the entity settles the dividend payable. IFRIC 17 did 
not have an impact on these financial statements. 

IFRIC 18, Transfers of Assets from Customers (effective for annual periods beginning on or after 1 July 
2009). The interpretation clarifies the accounting for transfers of assets from customers, namely, the 
circumstances in which the definition of an asset is met; the recognition of the asset and the measurement of 
its cost on initial recognition; the identification of the separately identifiable services (one or more services 
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in exchange for the transferred asset); the recognition of revenue, and the accounting for transfers of cash 
from customers. IFRIC 18 did not have an impact on these financial statements. 

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

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the 
acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July 
2009). The revised IFRS 3 allows entities to choose to measure non-controlling interests using the previous 
IFRS 3 method (proportionate share of the acquiree’s identifiable net assets) or at fair value. The revised 
IFRS 3 is more detailed in providing guidance on the application of the purchase method to business 
combinations. The requirement to measure at fair value every asset and liability at each step in a step 
acquisition for the purposes of calculating a portion of goodwill has been removed. Instead, in a business 
combination achieved in stages, the acquirer has to remeasure its previously held equity interest in the 
acquiree at its acquisition-date fair value and recognise the resulting gain or loss, if any, in profit or loss for 
the year. Acquisition-related costs are accounted for separately from the business combination and therefore 
recognised as expenses rather than included in goodwill. An acquirer has to recognise a liability for any 
contingent purchase consideration at the acquisition date. Changes in the value of that liability after the 
acquisition date are recognised in accordance with other applicable IFRSs, as appropriate, rather than by 
adjusting goodwill. The revised IFRS 3 brings into its scope business combinations involving only mutual 
entities and business combinations achieved by contract alone. The revised IFRS 3 did not have any impact 
on these financial statements. 

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

Eligible Hedged Items—Amendment to IAS 39, Financial Instruments: Recognition and Measurement 
(effective with retrospective application for annual periods beginning on or after 1 July 2009). The 
amendment clarifies how the principles that determine whether a hedged risk or portion of cash flows is 
eligible for designation should be applied in particular situations. The amendment did not have a material 
impact on these financial statements. 

IFRS 1, First-time Adoption of International Financial Reporting Standards (following an amendment in 
December 2008, effective for the first IFRS financial statements for a period beginning on or after 1 July 
2009). The revised IFRS 1 retains the substance of its previous version but within a changed structure in 
order to make it easier for the reader to understand and to better accommodate future changes. The revised 
standard did not have a material impact on these financial statements. 

Additional Exemptions for First-time Adopters - Amendments to IFRS 1, First-time Adoption of IFRS 
(effective for annual periods beginning on or after 1 January 2010). The amendments exempt entities using 
the full cost method from retrospective application of IFRSs for oil and gas assets and also exempt entities 
with existing leasing contracts from reassessing the classification of those contracts in accordance with 
IFRIC 4, 'Determining Whether an Arrangement Contains a Lease' when the application of their national 
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accounting requirements produced the same result. The amendments did not have a material impact on these 
financial statements. 

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

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

Amendment to IAS 24, Related Party Disclosures (issued in November 2009 and effective for annual 
periods beginning on or after 1 January 2011). IAS 24 was revised in 2009 by: (a) simplifying the definition 
of a related party, clarifying its intended meaning and eliminating inconsistencies; and by (b) providing a 
partial exemption from the disclosure requirements for government-related entities. The Bank early adopted 
amendment to IAS 24. However, the Bank made a decision to disclose additional information in excess of 
minimum requirements of amended IAS 24. Refer to Note 0. 

6. New Accounting Pronouncements 

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

Classification of Rights Issues - Amendment to IAS 32 (issued on 8 October 2009; effective for annual 
periods beginning on or after 1 February 2010). The amendment exempts certain rights issues of shares with 
proceeds denominated in foreign currencies from classification as financial derivatives. The Bank does not 
expect the amendments to have any material effect on its financial statements. 

IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods 
beginning on or after 1 July 2010). This IFRIC clarifies the accounting when an entity renegotiates the terms 
of its debt with the result that the liability is extinguished through the debtor issuing its own equity 
instruments to the creditor. A gain or loss is recognised in profit or loss based on the fair value of the equity 
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instruments compared to the carrying amount of the debt. The Bank does not expect IFRIC 19 to have any 
material effect on its financial statements. 

Prepayments of a Minimum Funding Requirement – Amendment to IFRIC 14 (effective for annual 
periods beginning on or after 1 January 2011). This amendment will have a limited impact as it applies only 
to companies that are required to make minimum funding contributions to a defined benefit pension plan. It 
removes an unintended consequence of IFRIC 14 related to voluntary pension prepayments when there is a 
minimum funding requirement. The Bank does not expect the amendments to have any material effect on its 
financial statements. 

Limited exemption from comparative IFRS 7 disclosures for first-time adopters - Amendment to IFRS 1 
(effective for annual periods beginning on or after 1 July 2010). Existing IFRS preparers were granted relief 
from presenting comparative information for the new disclosures required by the March 2009 amendments to 
IFRS 7, Financial Instruments: Disclosures. This amendment to IFRS 1 provides first-time adopters with the 
same transition provisions as included in the amendment to IFRS 7. The Bank does not expect the 
amendments to have any effect on its financial statements. 

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

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

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

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

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

While adoption of IFRS 9 is mandatory from 1 January 2013, earlier adoption is permitted. The Bank is 
considering the implications of the standard, the impact on the Bank and the timing of its adoption by the 
Bank. 

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

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

Recovery of Underlying Assets – Amendments to IAS 12 (issued in December 2010 and effective for 
annual periods beginning on or after 1 January 2012). The amendment introduced a rebuttable 
presumption that an investment property carried at fair value is recovered entirely through sale. This 
presumption is rebutted if the investment property is held within a business model whose objective is to 
consume substantially all of the economic benefits embodied in the investment property over time, rather 
than through sale. SIC-21, Income Taxes – Recovery of Revalued Non-Depreciable Assets, which addresses 
similar issues involving non-depreciable assets measured using the revaluation model in IAS 16, Property, 
Plant and Equipment, was incorporated into IAS 12 after excluding from its scope investment properties 
measured at fair value. The Bank does not expect the amendments to have any material effect on its financial 
statements 

Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters – Amendments to IFRS 1 
(issued in December 2010 and effective for annual periods beginning on or after 1 July 2011). The 
amendment regarding severe hyperinflation creates an additional exemption when an entity that has been 
subject to severe hyperinflation resumes presenting or presents for the first time, financial statements in 
accordance with IFRS. The exemption allows an entity to elect to measure certain assets and liabilities at fair 
value; and to use that fair value as the deemed cost in the opening IFRS statement of financial position.  
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The IASB has also amended IFRS 1 to eliminate references to fixed dates for one exception and one 
exemption, both dealing with financial assets and liabilities. The first change requires first-time adopters to 
apply the derecognition requirements of IFRS prospectively from the date of transition, rather than from 1 
January 2004. The second amendment relates to financial assets or liabilities where the fair value is 
established through valuation techniques at initial recognition and allows the guidance to be applied 
prospectively from the date of transition to IFRS rather than from 25 October 2002 or 1 January 2004. This 
means that a first-time adopter may not need to determine the fair value of certain financial assets and 
liabilities at initial recognition for periods prior to the date of transition. IFRS 9 has also been amended to 
reflect these changes. The Bank does not expect the amendments to have any material effect on its financial 
statements. 

The above new standards and interpretations are not expected to significantly affect the Bank’s financial 
statements. 

7.  Cash and Cash Equivalents  

In thousands of Azerbaijani Manats 31/12/2010 31/12/2009
 

 
Cash on hand 105,849 105,207
Placements with non-resident credit institutions 3,657,606 2,882,237
  
  

Total cash and cash equivalents 3,763,455 2,987,444
  

At 31 December 2010 cash and cash equivalents included AZN 3,335,107 thousand placed with two 
internationally recognized Organization for Economic Co-operation and Development (“OECD”) banks (31 
December 2009: AZN 2,820,164 thousand placed with two internationally recognized OECD banks). 

The credit quality of cash and cash equivalents balances may be summarised, based on the lowest of the 
ratings assigned by Standard and Poor’s, Fitch Ratings and Moody’s, as follows at 31 December 2010: 

In thousands of Azerbaijani Manats 

Current 
accounts with 
non-resident 

credit 
institutions 

Total 

  
 

Neither past due nor impaired    
- AAA rated 3,205,276 3,205,276 
- AA- to AA+ rated 229,262 229,262 
- A- to A+ rated 223,068 223,068 
   
   
Total cash and cash equivalents, excluding cash on hand 3,657,606 3,657,606 
  

An analysis by credit quality of cash and cash equivalents balances may be summarised, based on the lowest 
of the ratings assigned by Standard and Poor’s, Fitch Ratings and Moody’s, as follows at 31 December 2009: 
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In thousands of Azerbaijani Manats 

Current 
accounts with 
non-resident 

credit 
institutions 

Total 

  
 

Neither past due nor impaired    
- AAA rated 2,874,195 2,874,195 
- AA- to AA+ rated 6,035 6,035 
- A- to A+ rated 66 66 
- Unrated 1,941 1,941 
   
   
Total cash and cash equivalents, excluding cash on hand 2,882,237 2,882,237 
  

Financing transaction that did not require the use of cash and cash equivalents and were excluded from the 
statement of cash flows are as follows: 

In thousands of Azerbaijani Manats                 
31/12/2010 

                
31/12/2009 

  
Non-cash financing activities   
Capital contributions from Ministry of Finance of Azerbaijan 
Republic other than share issues in the form of promissory notes - 209,517 

   
Non-cash financing activities - 209,517 
   

Non-cash transaction performed by the Bank during 2009 was represented by capital contribution made by 
the Ministry of Finance of the Republic of Azerbaijan in the form of non-interest bearing promissory note 
with the nominal amount of AZN 255,400 thousand. Refer to Note 0.  

Interest rate, currency and geographical analyses of cash and cash equivalents are disclosed in Note 0. 

8. Balances with the International Monetary Fund 

 
In thousands of Azerbaijani Manats 31/12/2010 31/12/2009 

   
Assets   
Special Drawing Rights (SDR) holdings 189,638 191,284 

   
Liabilities   
IMF current accounts 656 656 

   
Borrowings from the IMF:   
Poverty Reduction and Growth Facility (PRGF) 37,792 49,273 
   
SDR allocation:   
General allocation 146,038 150,404 
Special allocation 41,962 43,228 
Total SDR allocation 188,000 193,632 
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In thousands of Azerbaijani Manats 31/12/2010 31/12/2009 

Total liabilities on transactions with the International 
Monetary Fund  226,448 243,561 
   
Off-balance sheet balances:   
IMF Quota 194,538 192,917 
Securities held in custody in respect of the IMF quota (194,538) (192,917) 

   

SDR holdings. SDR holdings represent the current account with the IMF used for borrowings and 
settlements with the IMF. Interest accrued in respect of SDR holdings is calculated using the rate set by the 
IMF weekly on the basis of short-term market rates in major money markets. Average rate charged during 
2010 was 0.29% per annum (2009: 0.4%). 

IMF current accounts. The Bank maintains two separate accounts with IMF for special purposes: IMF No. 1 
and IMF No. 2. IMF No. 1 account is used for paying commissions for the transactions with IMF, whereas IMF 
account No. 2 is used for covering expenses of the IMF representatives during their visit to member countries. 

Borrowings. Borrowing from the IMF is a loan to the Government of the Republic of Azerbaijan with 
original maturity of ten years and bear interest 0.5% (2009: 0.5%) per annum. The borrowing is denominated 
in SDR and matures in 2015. The Government of the Republic of Azerbaijan has a legal obligation for the 
repayment of funds borrowed from the IMF that are maintained with the Bank in its depository role and the 
borrowing is treated by the Bank as a liability to the Government. 

SDR allocation. SDR allocation is an unconditional distribution of SDR amounts to members by decision of 
the IMF. A general SDR allocation became effective 28 August 2009. The allocation is designed to provide 
liquidity to the global economic system by supplementing the IMF member countries’ foreign exchange 
reserves. The general SDR allocation was made to IMF members in proportion to their existing IMF quotas. 
Separately, on 10 August 2009, the Fourth Amendment to the IMF Articles of Agreement providing for a 
special one-time allocation of SDRs entered into force to boost global liquidity. According to the 
amendment, the special allocation was made to IMF members, which includes Azerbaijan, on 9 September 
2009. Members and prescribed holders may use their SDR holdings to conduct transactions with the IMF. 
The Bank treats the allocation as foreign exchange liability to the Government of the Republic of Azerbaijan. 

IMF Quota and Securities held in custody in respect of IMF Quota. The IMF Quota, in the amount of 
Special Drawing Rights (“SDR”) 160.9 million which remained fixed since 25 January 1999, represents the 
membership subscription of the Republic of Azerbaijan with the IMF. Securities were issued by the 
Government of the Republic of Azerbaijan as a guarantee for this amount and are held by the Bank for the 
benefit of the IMF. 

9. Trading Securities 

In thousands of Azerbaijani Manats 31/12/2010 31/12/2009
  
Corporate bonds 264,783 34,578
US Treasury notes 165,674 255,846
Notes issued by international financial institutions  98,310 20,644
Agency notes 96,764 -
UK Treasury notes 66,662 29,672
Government bonds 58,376 86,821
Regional authority notes 4,015 -
Mortgage-backed securities  123 6,441
  
Total trading securities 754,707 434,002
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 31/12/2010 31/12/2009 
 % p.a. Maturity % p.a. Maturity 

     
Corporate bonds 0.36% - 5.25% 2011 - 2014 0.3% - 5.4% 2010 – 2014 
US Treasury notes 0.38% - 4.88% 2011 - 2014 0.8% - 4.9% 2010 – 2011 
 Notes issued by 
international financial 
institutions 

3 month 
LIBOR,  
2% - 5% 

2011 - 2014 3 month 
LIBOR+0.75%, 

0.2% - 6.5% 

2010 – 2012 

Agency notes 0.49% - 5.35% 2011 - 2013 - - 
UK Treasury notes 2.25% - 9% 2011 - 2013 9% 2010 
Government bonds 3 month - 

LIBOR 0.05%, 
0.73% - 6.5% 

2011 - 2015 0.03% - 6.5% 2010 – 2022 

Regional authority notes 0.73% 2012 - - 
Mortgage-backed securities 5.50% - 6.50% 2033 - 2035 0.3% - 6.5% 2010 – 2035 
     

Corporate bonds are represented by US Dollar, Euro and Pound Sterling denominated bonds of financial 
corporations, and were held and managed by the Bank’s external managers. 

US Treasury notes are US dollar denominated notes issued by the US Government and traded internationally, 
with semi-annual coupon payments, and were held and managed by the Bank and the  external managers.  

Notes issued by international financial institutions are represented by notes issued by International Bank for 
Reconstruction and Development and other international financial institutions and managed by the Bank and 
Bank’s external managers. 

Agency notes are represented by US Dollar and Euro denominated notes issued by international financial 
agencies of Europe and USA, and were held and managed by the Bank and the external managers. 
 
UK Treasury notes are UK pound denominated notes issued by the UK Government and traded 
internationally, with semi-annual coupon payments, and were held and managed by the Bank and the external 
managers. 

Government bonds are issued by foreign governments, and were held and managed by the Bank’s external 
managers. 

Regional authority notes are US Dollar denominated notes issued by Canadian regional authority and were 
held and managed by the Bank’s external managers. 
 
Mortgage-backed securities are represented by US Dollar and Euro denominated securities issued by 
financial institutions of Europe and USA, and were held and managed by the Bank’s external managers. 
 
The Bank uses reputable asset managers for the management of its certain trading securities per set 
investment guidelines which are all domiciled in OECD countries. 
 

Trading securities are carried at fair value which also reflects any credit risk related write-downs. As trading 
securities are carried at their fair values based on observable market data using bid prices primarily from 
Bloomberg, the Bank does not analyse or monitor impairment indicators. 

An analysis by credit quality of debt trading securities, based on the lowest of the ratings assigned by 
Standard and Poor’s, Fitch Ratings and Moody’s, is as follows at 31 December 2010: 
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Neither past 
due nor 
impaired (at 
fair value)   

  

  

  

 
- AAA 264,783 165,674 98,310 93,950 66,662 36,822 - 123 726,324 
- AA+ - - - - - 3,229 - - 3,229 
- AA - - - 2,814 - 3,486 4,015 - 10,315 
- A+ - - - - - 14,839 - - 14,839 
          
          
Total debt 
trading 
securities 264,783 165,674 98,310 

 
 

96,764 66,662 58,376 

 
 

4,015 123 754,707
  

An analysis by credit quality of debt trading securities, based on the lowest of the ratings assigned by 
Standard and Poor’s, Fitch Ratings and Moody’s, is as follows at 31 December 2009: 
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Neither past due nor 
impaired (at fair value)  

- AAA 32,487 255,846 19,037 29,672 63,082 6,441 406,565 
- AA+ 2,091 - - - 10,164 - 12,255 
- AA - - - - 4,727 - 4,727 
- AA- - - 1,607 - 7,401 - 9,008 
- A+ - - - - 1,447 - 1,447 
        
        
Total debt trading 
securities 34,578 255,846 20,644 29,672 86,821 6,441 434,002 

  

Interest rate, currency, geographical and maturity analyses of trading securities are disclosed in Note 0. 
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10. Loans to Local Banks 

In thousands of Azerbaijani Manats 
                 

31/12/2010 
                 

31/12/2009 
  
Loans under government guarantee 1,362,003 903,742
Refinancing loans 558,764 511,891
Lender of last resort loans 39,210 69,246
  
Less: Provision for impairment  (47,259) (40,006)
  
  
Total loans to local banks 1,912,718 1,444,873
  

Movements in the provision for impairment of loans to local banks are as follows: 

In thousands of Azerbaijani Manats 

Refinancing 
loans 

Lender of last 
resort loans 

Total

   
Provision for impairment at 1 January 2009 30,907 1,027 31,934 
(Recovery of)/provision for impairment during the 
year (5,142) 13,214 8,072 

    
    
Provision for impairment at 31 December 2009 25,765 14,241 40,006 
    
Provision for impairment during the year 6,744 6,159 12,903 
Amounts written off during the year as uncollectible (5,650) - (5,650) 
    
    
Provision for impairment at 31 December 2010 26,859 20,400 47,259 
   

Interest income accrued on loans, for which individual impairment allowances have been recognized, as at 31 
December 2010 comprised AZN 4,851 thousand (31 December 2009: AZN 5,521 thousand). In accordance 
with the Bank’s internal regulations, loans may only be written off with the approval of the Management 
Board. 

At 31 December 2010 the Bank had balances with seven counterparty banks (31 December 2009: three 
banks) with aggregated loan amounts above AZN 50,000 thousand. The total aggregate amount of these 
loans was AZN 1,735,342 thousand (31 December 2009: AZN 1,247,934 thousand) or 88% of the total 
amount of loans to local banks (31 December 2009: 83%). Included in these loans were AZN 1,362,003 
thousand (31 December 2009: AZN 903,742 thousand) issued to a state controlled and several commercial 
banks which were further on-lent to state entities for financing of large scale infrastructural projects 
implemented by the Government of Azerbaijan. These loans were effectively collateralized by the guarantee 
letters received from Ministry of Finance of the Republic of Azerbaijan. 

At 31 December 2010 the Bank had a concentration of loans represented by AZN 1,045,371 thousand due 
from one largest borrower (53% of gross loan portfolio) (31 December 2009: due from one largest borrower - 
AZN 1,067,302 thousand or 71% of gross loan portfolio). An allowance of AZN 1,619 thousand (31 
December 2009: AZN 784 thousand) was recorded against these loans. 
 
Information about collateral at 31 December 2010 is as follows: 
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In thousands of Azerbaijani 
Manats 

Loans under 
government 
guarantee 

Refinancing 
 loans 

Lender of 
last resort 

loans 
Total 

 
    

Unsecured loans  - 90,852 - 90,852 
Loans collateralised by:       
- residential real estate  - 40,370 556 40,926 
- other real estate  - 391,284 18,254 409,538 
- tradable securities  - 9,399 - 9,399 
- guarantee letters from 
government  1,362,003 

- 
- 1,362,003 

      
      
Total loans to local banks  1,362,003 531,905 18,810 1,912,718 
     

 

Information about collateral at 31 December 2009 is as follows: 

In thousands of Azerbaijani 
Manats 

Loans under 
government 
guarantee 

Refinancing 
loans 

Lender of 
last resort 

loans 
Total 

 
    

Unsecured loans  - 184,298 8,155 192,453 
Loans collateralised by:       
- residential real estate  - 15,794 850 16,644 
- other real estate  - 280,801 46,000 326,801 
- blocked accounts  - 1,331 - 1,331 
- tradable securities  - 1,723 - 1,723 
- guarantee letters from 
government  903,742 

- 
- 903,742 

- other assets  - 2,179 - 2,179 
      
      
Total loans to local banks  903,742 486,126 55,005 1,444,873 
     

The disclosure above represents the lower of the carrying value of the loan or collateral taken; the remaining 
part is disclosed within the unsecured exposures. The carrying value of loans was allocated based on 
liquidity of the assets taken as collateral. 

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty. 
Guidelines are implemented regarding the acceptability of types of collateral and valuation parameters. The 
main types of collateral obtained are residential and other types of which include land, plants, office 
buildings, the stores. Management monitors the market value of collateral, requests additional collateral in 
accordance with the underlying agreement, and monitors the market value of collateral obtained during its 
review of the adequacy of the allowance for loan impairment. 
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An analysis by credit quality of loans to local banks outstanding at 31 December 2010 is as follows: 

In thousands of Azerbaijani Manats 

Loans 
under 

government 
guarantee 

Refinancing 
loans 

Lender of 
last resort 

loans 
Total 

     
Neither past due nor impaired     
- Top 20 Azerbaijani banks 1,064,405 438,069 19,000 1,521,474 
- Other banks 297,598 26,217 - 323,815 
- Balances renegotiated in 2010 - 64,479 - 64,479 
     
     
Total neither past due nor impaired 1,362,003 528,765 19,000 1,909,768 
     
     
Balances individually determined to be impaired 
(gross) 

   
 

- less than 30 days overdue - 7,443 - 7,443 
- 30 to 90 days overdue - 800 20,210 21,010 
- 91 to 180 days overdue - 1,166 - 1,166 
- 181 to 360 days overdue - 9,923 - 9,923 
- over 360 days overdue - 10,667 - 10,667 
     
     
Total individually impaired (gross) - 29,999 20,210 50,209 
 
 
Less provision for impairment - (26,859) (20,400) (47,259) 
 
 
Total loans to local banks 531,905 18,810 
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An analysis by credit quality of loans to local banks outstanding at 31 December 2009 is as follows: 

In thousands of Azerbaijani Manats 
Loans under 
government 
guarantee 

Refinancing 
loans 

Lender of 
last resort 

loans 
Total 

     
Neither past due nor impaired     
- Top 20 Azerbaijani banks 903,742 323,749 46,000 1,273,491 
- Other banks - 41,592 - 41,592 
- Balances renegotiated in 2009 - 129,711 - 129,711 
     
     
Total neither past due nor impaired 903,742 495,052 46,000 1,444,794 
     
     
Balances individually determined to be impaired 
(gross) 

   
 

- less than 30 days overdue - 5,160 - 5,160 
- 30 to 90 days overdue - 1,009 23,246 24,255 
- 91 to 180 days overdue - 1,080 - 1,080 
- 181 to 360 days overdue - 1,305 - 1,305 
- over 360 days overdue - 8,285 - 8,285 
     
     
Total individually impaired (gross) - 16,839 23,246 40,085 
     
     
Less provision for impairment - (25,765) (14,241) (40,006)
     
     
Total loans to local banks 903,742 486,126 55,005 1,444,873 
     

The Bank applied the portfolio provisioning methodology prescribed by IAS 39, Financial Instruments: 
Recognition and Measurement, and created portfolio provisions for impairment losses that were incurred but 
have not been specifically identified with any individual loan by the end of the reporting period. The Bank’s 
policy is to classify each loan as ‘neither past due nor impaired’ until specific objective evidence of 
impairment of the loan is identified. The impairment provisions may exceed the total gross amount of 
individually impaired loans as a result of this policy and the portfolio impairment methodology. 

The primary factors that the Bank considers in determining whether a loan is impaired are its overdue status 
and realisability of related collateral, if any. As a result, the Bank presents above an ageing analysis of loans 
that are individually determined to be impaired. 
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The fair value of collateral in respect of loans individually determined to be impaired at 31 December 2010 
was as follows: 

In thousands of Azerbaijani Manats 

Loans 
under 

government 
guarantee 

Refinancing 
loans 

Lender of 
last resort 

loans 
Total 

     
Fair value of collateral - individually 
impaired loans     

- residential real estate - 16,850 850 17,700 
- other real estate - 27,700 - 27,700 
- tradable securities - 1,706 - 1,706 
     
     
Total  - 46,256 850 47,106 
     

The fair value of collateral in respect of loans individually determined to be impaired at 31 December 2009 
was as follows: 

In thousands of Azerbaijani Manats 
Loan under 
government 
guarantee 

Refinancing 
loans 

Lender of 
last resort 

loans 
Total 

     
Fair value of collateral - individually 
impaired loans 

 
   

- residential real estate  - 7,000 850 7,850 
- other real estate  - 6,000 - 6,000 
- tradable securities  - 1,706 - 1,706 
- other assets  - 1,600 - 1,600 
     
     
Total   - 16,306 850 17,156 
     

Neither past due nor impaired, but renegotiated loans represent the carrying amount of loans that would 
otherwise be past due or impaired whose terms have been renegotiated.  

Refer to Note 0 for the estimated fair value of each class of loans to local banks. Interest rate, currency, 
geographical and maturity analyses of loans to local banks are disclosed in Note 0. Information on related 
party balances is disclosed in Note 0. 
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11. Investment Securities 

In thousands of Azerbaijani Manats  31/12/2010 31/12/2009
  
Loans and advances:  

Bonds issued by the Ministry of Finance of the Republic of Azerbaijan 134,293 134,293
  
Held-to-maturity investments: 852,944 681,888

UK Treasury bills 238,260 161,269
France government Treasury bills 137,077 94,058
International Bank for Reconstruction and Development 119,778 -
US Treasury bills 119,699 426,561
Italy government Treasury bills 61,569 -
Germany government Treasury bills 52,727 -
BMT Nordic Investment Bank 41,041 -
Germany State Agency KWF 27,412 -
France State Agency SFE 24,153 -
Spain government Treasury bills 20,488 -
German Regional State 10,740 -

  
Investments available-for-sale:  

Bonds issued by the Ministry of Finance of the Republic of Azerbaijan 40,004 -
Azerbaijan Mortgage Fund  23,160 9,315

  
  
Less: Provision for impairment  (4,295) (4,295)
  
  
Total investment securities  1,046,106 821,201
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A comparison of nominal and carrying values of investment securities is as follows: 

 31/12/2010 31/12/2009 

In thousands of Azerbaijani Manats 
Carrying 

value
Nominal 

value
Carrying 

value 
Nominal 

Value
     
Loans and advances:  

Bonds issued by the Ministry of 
Finance of the Republic of 
Azerbaijan 134,293 129,840 134,293 129,840

  
Held-to-maturity investments: 852,944 886,984 681,888 672,342

UK Treasury bills 238,260 189,000 161,269 158,722
France government Treasury bills 137,077 130,000 94,058 91,992
International Bank for 
Reconstruction and Development 119,778 150,000

- -

US Treasury bills  119,699 150,000 426,561 421,628
Italy government Treasury bills 61,569 75,000 - -
Germany government Treasury 
bills 52,727 50,000

- -

BMT Nordic Investment Bank 41,041 50,000 - -
Germany State Agency KWF 27,412 25,000 - -
France State Agency SFE 24,153 30,000 - -
Spain government Treasury bills 20,488 25,000 - -
German Regional State 10,740 12,984 - -

  
Investments available for sale:  

Bonds issued by the Ministry of 
Finance of the Republic of 
Azerbaijan 40,004 40,004

 
- -

Azerbaijan Mortgage Fund 23,160 22,694 9,315 9,301
  
  
Investment securities (gross) 1,050,401 1,079,522 825,496 811,483
  
  
Less: Provision for impairment (4,295) - (4,295) -
  
  
Investment securities (net) 1,046,106 1,079,522 821,201 811,483
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Nominal interest rates and maturities of these securities are as follows: 
 
 31/12/2010 31/12/2009 

 % p.a. Maturity % p.a. Maturity
     
Loans and advances:   

Bonds issued by the Ministry of 
Finance of the Republic of 
Azerbaijan 0.15% - 0.3% 2021 - 2023 0.2% - 0.3% 2021 – 2023 

     
Investments held to maturity:     

UK Treasury bills 0% - 5.13% 2011 0.4% - 0.6% 2010 
France government Treasury bills 0.56% - 0.63% 2011 0.2% - 0.3% 2010 
International Bank for 
Reconstruction and Development 0.85% 2011 

- - 

US Treasury bills  0% - 0.88% 2011 0.1% - 6.5% 2010 
Italy government Treasury bills 6% 2011 - - 
Germany government Treasury 
bills 0.56% 2011 

- - 

BMT Nordic Investment Bank 3.88% 2011 - - 
Germany State Agency KWF 4% 2011 - - 
France State Agency SFE 2% 2011 - - 
Spain government Treasury bills 3.38% 2011 - - 
German Regional State 4.13% 2011 - - 

     
Investments available for sale:     

Bonds issued by the Ministry of 
Finance of the Republic of 
Azerbaijan 2.00% 2015 

 
- 

 
- 

Azerbaijan Mortgage Fund 3% - 3.25% 2019 3% 2019 
    
At 31 December 2010, investment securities were represented by the following fixed income and discount 
securities: 

Bonds issued by the Ministry of Finance of the Republic of Azerbaijan are AZN denominated: 

 
• Securities issued with annual effective interest rate of 0.3% (31 December 2009: 0.3%) maturing in 

2021 (31 December 2009: 2021). These securities were issued for repayment of debts on centralized 
loans of Rural Investment Joint Stock Company during 2001; and  

• Securities issued with annual effective interest rate of 0.15% (31 December 2009: 0.15%) maturing in 
2023 (31 December 2009: 2023). These securities were issued to finance loans previously provided to 
cover the budget deficits during 1992 - 1996. 
 

• Securities issued with annual effective interest rate of 2.00% maturing in 2015. These securities were 
purchased during the year ended 31 December 2010. These securities were issued by the Ministry of 
Finance to finance infrastructural projects. 

 
US Treasury bills are US dollar denominated bills issued by the US Government and traded internationally 
and held and managed by the Bank and by the external managers. 
 
UK Treasury bills are GBP denominated bills issued by the UK Government and traded internationally and 
held and managed by the Bank and the external managers. 
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France government Treasury bills are EUR denominated bills issued by the France Government and traded 
internationally and held and managed by the Bank. 
 
Italy Treasury bills are bills issued by the Italy Government denominated in different currencies and traded 
internationally and held and managed by the Bank and the external managers. 
 
Spain Treasury bills are US dollar denominated bills issued by the Spain Government denominated in 
different currencies and traded internationally and held and managed by the Bank and the external managers. 
 
Germany State Agency KFW and Germany government Treasury bills are bills denominated in different 
currencies, issued by the German Government and traded internationally and held and managed by the Bank 
and the external managers. 
 
IBRD, BMT Nordic Investment Bank, France State Agency SFE and German Regional State bills are USD 
denominated bills and traded internationally and held and managed by the Bank and the external managers. 
 
Azerbaijan Mortgage Fund (“AMF”) securities are AZN denominated securities and traded within the 
Republic of Azerbaijan and held and managed by the Bank. 
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12. Premises, Equipment and Intangible Assets 

In thousands of 
Azerbaijani Manats 

Note Land Buildings
Furniture 

and 
fixtures 

Computers
and office 
equipment 

Motor 
vehicles 

Assets under 
construction Total 

         
Carrying amount at 
1 January 2009 

 
- 12,947 10,036 2,083 718 5,107 30,891

   
Additions  - 4 352 393 116 - 865
Transfers  - 3,752 1,312 43 - (5,107) -
Disposals at cost  - (21) (230) (1,043) (130) - (1,424)
Accumulated 
depreciation of disposals 

 
- 9 188 904 102 - 1,203

Depreciation charge  26 - (4,412) (911) (175) - (6,653)
   
   
Carrying amount at 
31 December 2009 

 
- 15,536 7,246 1,469 631 - 24,882

   
   
Cost at 31 December 
2009 

 
- 24,045 29,852 5,058 1,744 - 60,699

Accumulated 
depreciation  

 
- (22,606) (3,589) (1,113) - (35,817)

   
   
Carrying amount at 
31 December 2009 

 
- 15,536 7,246 1,469 631 - 24,882

   
   
Additions  5,513 123 1,001 1,588 58 5,810 14,093
Disposals at cost  - - (47) (186) (12) - (245)
Accumulated 
depreciation of disposals 

 
- - 47 186 12 - 245

Depreciation charge  26 - (737) (3,124) (991) (176) - (5,028)
   
   
Carrying amount at 
31 December 2010 

 
5,513 14,922 5,123 2,066 513 5,810 33,947

   
   
Cost at 31 December 
2010 

 
5,513 24,168 30,806 6,460 1,790 5,810 74,547

Accumulated 
depreciation  

 
- (9,246) (25,683) (4,394) (1,277) - (40,600)

   
   
Carrying amount at 
31 December 2010 

 
5,513 14,922 5,123 2,066 513 5,810 33,947

         

Construction in progress consists of construction and refurbishment of premises and equipment for regional 
offices. Upon completion, assets are transferred to premises and equipment. 
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At 31 December 2009, included in office and computer equipment were assets held under finance leases with 
a carrying value of AZN 272 thousand. 
 
The movements in intangible assets which comprised acquired computer software and licenses were as 
follows: 

 Note 2010 2009 

    
Cost:    
1 January   11,541 10,729 
Additions  3,436 812 
31 December  14,977 11,541 
    
Accumulated amortization:    
1 January  (5,125) (4,038) 
Amortisation charge 26 (1,224) (1,087) 
31 December  (6,349) (5,125) 
    
Carrying amount:    
1 January  6,416 6,691 
31 December   8,628 6,416 
   

13. Other Financial Assets 

In thousands of Azerbaijani Manats Note 31/12/2010 31/12/2009 
   
Receivables for investments disposed  2,785 - 
Loans to employees  1,748 1,727 
Advances received for foreign currency dealing operations  228 - 
Foreign exchange forward contracts 300 117 2,514 
Other debtors  1,001 1,266 
    
Less: Provision for impairment  (35) (35) 
    
 

   
Total other financial assets  5,844 5,472 
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An analysis by credit quality of other financial assets outstanding at 31 December 2010 is as follows: 

In thousands of Azerbaijani 
Manats 

Receivables 
for 

investments 
disposed 

Loans to 
employees 

Advances 
received 

for foreign 
currency 
dealing 

operations 

Foreign 
exchange 
forward 
contracts 

Other 
debtors Total 

 
  

  
  

Neither past due nor impaired        
- Collected or settled after the end 
of the reporting period 2,785 - 228 117 1,001 4,131 

- Loans guaranteed by salaries - 1,748 - - - 1,748 
       
       
Total neither past due nor 
impaired 2,785 1,748 228 117 1,001 5,879

       
       
Less provision for impairment 

- (35) 
- - - 

(35) 
       
       
Total other financial assets 2,785 1,713 228 117 1,001 5,844
       

An analysis by credit quality of other financial assets outstanding at 31 December 2009 is as follows: 

In thousands of Azerbaijani Manats 

Foreign 
exchange 
forward 
contracts 

Loans to 
employees 

Other 
debtors Total 

 
    

Neither past due nor impaired      
- Collected or settled after the end of the reporting 
period 2,514 - 1,266 3,780 

- Loans guaranteed by salaries - 1,727 - 1,727 
     
     
Total neither past due nor impaired 2,514 1,727 1,266 5,507 
     
     
Less provision for impairment - (35) - (35) 
     
     
Total other financial assets 2,514 1,692 1,266 5,472 
     

Refer to Note 0 for the disclosure of the fair value of each class of other financial assets. Currency, 
geographical and maturity analyses of other financial assets are disclosed in Note 0. Information on related 
party balances is disclosed in Note 0. 
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14. Other Assets 

In thousands of Azerbaijani Manats  31/12/2010 31/12/2009 
    
Prepayments to suppliers  45,370 42,839 
    
 

   
Total other assets  45,370 42,839 
 

   
 

   
Current 

 39,917 6,687 
Non-current 

 5,453 36,152 
 

   
 
At 31 December 2010, the balance of prepayments to suppliers included total of AZN 30,005 thousand (31 
December 2009: AZN 16,101 thousand) paid for the construction of the Bank’s new office building, regional 
branches and buildings intended to be used for other purposes, also AZN 11,470 thousand (31 December 
2009: AZN 9,691 thousand) paid for the production of banknotes and coins.  
 
Information on related party balances is disclosed in Note 0. 

15. Money Issued in Circulation 

Money issued in circulation represents the amount of national currency of the Republic of Azerbaijan issued 
by the Bank. This comprises the Azerbaijani Manat issued into circulation from 1 January 2006, and old 
Azerbaijani Manat (“AZM”) issued into circulation since the introduction of the national currency in 1992. 
The Azerbaijani Manat was denominated on 1 January 2006 and, starting from that date, AZM 5,000 is equal 
to 1 AZN. 
 
During the year ended 31 December 2010 the Bank accepted new banknotes amounting to AZN 50,000 
thousand from the printing company (2009: AZN 7,916,800 thousand).  
 

2010 2009 
   
1 January 4,512,710 4,425,821 

Banknotes issued into circulation 
1,278,349 

85,793 
Old banknotes withdrawn from circulation (49) (99) 
Commemorative coins issued in circulation - 55 

New coins issued into circulation 2,209 1,140 

   
   

31 December 
5,793,219 

4,512,710 
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16. Amounts Due to Credit Institutions 

Amounts due to credit institutions comprise the following: 

In thousands of Azerbaijani Manats 31/12/2010 
                  

31/12/2009 
   
Current accounts 704,681 374,089
Obligatory reserves 20,860 17,955
Repurchase transactions 5,775 999 
Blocked accounts 1,589 1,331

   
   

Amounts due to credit institutions 732,905 394,374
   

Included in current accounts and obligatory reserves is a balance of AZN 407,008 thousand (31 December 
2009: AZN 165,033 thousand) with five largest local banks (31 December 2009: with five largest local 
banks). 
 
Obligatory reserves represent legal reserves required of credit institutions to be maintained with the Bank, 
and are calculated as 0.5% (31 December 2009: 0.5%) of the bank’s eligible liabilities to customers. Current 
accounts and obligatory reserves are non interest-bearing. 
 
At 31 December 2010, repurchase transactions represented agreements with commercial banks for short-term 
notes.  
 
Refer to Note 0 for the disclosure of the fair value of each class of amounts due to credit institutions. Interest 
rate, currency, geographical and maturity analysis of amounts due to credit institutions are disclosed in Note 
0. Information on related party balances is disclosed in Note 0.  

17. Amounts Due to Government Organizations 

Amounts due to government organizations consist of the following: 

In thousands of Azerbaijani Manats 31/12/2010 31/12/2009 
   
Amounts due to the Central Treasury of the Republic of 
Azerbaijan 1,140,700 902,275 

Amounts due to the State Oil Fund of the Republic of Azerbaijan 71,056 65,004 
Other demand deposits 42,456 9,083 

   
   
Amounts due to government organizations 1,254,212 976,362 
   

Amounts due to the State Oil Fund of the Republic of Azerbaijan were placed with the Federal Reserve Bank 
of New York with interest rate based on the Federal Reserve rate. 

Interest rate, currency, geographical and maturity analysis of amounts due to government organisations are 
disclosed in Note 0. 
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18. Amounts Due to Other Organisations 

In thousands of Azerbaijani Manats 31/12/2010 31/12/2009
   
Public organisations   1,347 1,981 
Other financial institutions 250 328 
Other 807 984 

  
  
Amounts due to other organisations 2,404 3,293 
   

Refer to Note 0 for the disclosure of the fair value of each class of amounts due to other organisations. 
Interest rate, currency, geographical and maturity analysis of amounts due to other organisations are 
disclosed in Note 0. Information on related party balances disclosed in Note 0. 

19. Debt Securities in Issue 

In thousands of Azerbaijani Manats 31/12/2010 31/12/2009
  
Short-term notes  34,193 7,996 

  
   
Total debt securities in issue 34,193 7,996 
   
 
Information about short-term notes is as follows: 
 

 Interest 
rate p.a. Maturity Nominal 

value 
Carrying 

value 
Market price, % 
of nominal value 

      
 31 December 2010 1.42% - 

2.16% 
January 5 - 
January  26, 

2011 

34,218 34,193 99.83 - 99.89 

      
 31 December 2009 1.0% January 13 - 

January  27, 
2010 

8,000 7,996 99.92 

      

Refer to Note 0 for the disclosure of the fair value of each class of debt securities in issue. Interest rate, 
currency, geographical and maturity analysis of debt securities in issue are disclosed in Note 0.  

20. Amounts Due to International Financial Institutions 

In thousands of Azerbaijani Manats 31/12/2010 31/12/2009
  
Borrowings from International Development Association (IDA) 4,019 4,424 
Amounts due to other international financial institutions 98 268 
   
   
Total amounts due to international financial institutions  4,117 4,692 
  



Independent auditor’s repotr 

 251

Borrowings from IDA are loans with original maturity of 19 years and bear interest of 1.0% (2009: 1.0%) per 
annum. The IDA loans are received from the Ministry of Finance of Azerbaijan through a secondary 
agreement. The repayment of the first loan commenced in 2005, the second loan in 2007 on a semi-annual 
basis for the amount of USD 85 thousand and USD 149 thousand per period, respectively. The repayment of 
the third loan has not started yet. The loans are denominated in US Dollars. First and second loans will be 
fully repaid by 2021. 

Refer to Note 0 for disclosure of the fair value of each class of amounts due to international financial 
institutions. Interest rate, currency, geographical and maturity analysis of amounts due to international 
financial institutions are disclosed in Note 0. 

21. Other Financial Liabilities 

In thousands of Azerbaijani Manats Note 31/12/2010 31/12/2009 
    
Amounts payable for investments securities purchased  3,619 - 
Foreign exchange forward contracts 30 1,437 240 
Advances received for the purchase of foreign currency  222 106 
Amounts in the course of settlement  139 176 
    
    
Total other financial liabilities  5,417 522 
    

Refer to Note 0 for disclosure of the fair value of each class of other financial liabilities.  

22. Equity 

The authorized and fully paid capital of the Bank is AZN 10,000 thousand. 

During the year ended 31 December 2009, the Ministry of Finance of the Republic of Azerbaijan contributed 
additional capital to the Bank by issuing non-interest bearing promissory notes with the nominal amount of 
AZN 255,400 thousand with maturity in 2019. The purpose of contribution was to cover the capital deficit of 
the Bank in the amount of AZN 255,399 thousand which occurred further to losses amounting to AZN 
402,155 thousand arising in 2008 from the revaluation of foreign currency position of the Bank due to the 
appreciation of Azerbaijani Manat against foreign currencies. The notes were initially recognised at the fair 
value of AZN 209,517 thousand with the corresponding increase in capital reserves. Refer to Note 0. 

23. Interest Income and Expense  

In thousands of Azerbaijani Manats 2010 2009
  
Interest income   
Loans to local banks 43,459 34,743 
Trading securities 21,566 44,906 
Placements with non-resident credit institutions 8,558 6,204 
Promissory note from the government 4,635 2,320 
Investment securities held-to-maturity 4,499 17,362 
Investments securities available for sale 331 13 
Other 671 290 
   
   
Total interest income 83,719 105,838 
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In thousands of Azerbaijani Manats 2010 2009 
Interest expense  
Liabilities on transactions with the International Monetary Fund 763 707 
Debt securities issued 212 970 
Amounts due to international financial institutions 41 45 
Amounts due to government organisations 12 5 
   
   
Total interest expense 1,028 1,727 
   
   
Net interest income 82,691 104,111 
   

Interest income includes AZN 598 thousand (2009: AZN 398 thousand) interest income recognised on 
impaired loans to local banks. 

24. Fee and Commission Income and Expense 

In thousands of Azerbaijani Manats 2010 2009 
   
Fee and commission income   
Fee and commission income not relating to financial instruments 
at fair value through profit or loss:    

- Settlements operations 3,012 2,871 
- Currency conversion operations 2,032 395 
- Cash operations 84 1,025 
- Cash collections and transportation 3 - 
   
   
Total fee and commission income 5,131 4,291 
   
   
Fee and commission expense   
Fee and commission expense not relating to financial instruments 
at fair value through profit or loss   

- Currency conversion operations 1,217 31 
- Securities operations 747 614 
- Settlements operations 43 21 
- Cash operations 2 - 
   
   
Total fee and commission expense 2,009 666 
   
   
Net fee and commission income 3,122 3,625 
  
 
Securities operations is primarily comprised of fees incurred in relation to external asset managers’ services 
in managing certain of the Bank’s investment portfolios under the Asset Management Agreements entered 
into by the Bank with three external asset managers. 

 



Independent auditor’s repotr 

 253

The Bank involved external asset managers to manage certain volume of the Bank’s foreign currency 
denominated assets and appointed them as its agents and delegated them to manage the investment and 
reinvestment of certain monies and assets which are deposited from time to time by the Bank. The Bank 
entered into a Custodian Agreement with a leading foreign bank specialized in this area to serve as the 
Custodian of the investment portfolios. The funds and assets are held at the third party Custodian, which 
monitors portfolios and is provided by the Bank the authority to release or deliver securities of the portfolio, 
register securities, and conduct transactions based on the asset manager’s requests on buy/sell decisions. The 
Custodian provides the Bank a monthly report of all monies received in respect of the portfolio or paid out of 
the portfolio. Investment emphasis is on high-quality instruments with a high degree of marketability and 
liquidity. A minimum credit quality of AA- by Standard & Poor’s (or Aa3 by Moody’s) is a benchmark for 
these investments. The assets placed with external managers can be recalled by the Bank upon 30 days’ 
written notice in advance. 

The external asset managers, acting as agents, have complete discretion but within the set of investment 
guidelines prescribed by the Bank, for the account of the Bank to buy, sell or otherwise deal in investment 
securities and other assets, make deposits, subscribe to issues and offers for sale, and accept placements, 
underwritings and sub-underwritings, of any investments, advise on or execute transactions in unregulated 
collective investment schemes, effect transactions in markets identified in investment guidelines, negotiate 
and execute counterparty and account opening documentation, take all day to day decisions and otherwise act 
as the external managers judge appropriate in relation to the management of the funds. 

25. Other Income 

In thousands of Azerbaijani Manats  2010 2009 
    
Income  from sales of commemorative coins  827 1,119 
Other  630 187 
    
    
Total other income  1,457 1,306 
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26. Administrative and Other Operating Expenses 

In thousands of Azerbaijani Manats Note 2010 2009 
    
Staff costs  12,021 11,300 
Bank notes and coins production and transportation 
expenses  5,115 

3,904 

Depreciation of premises and equipment 12 5,028 6,653 
Security   1,334 1,381 
Amortisation of software and other intangible assets 12 1,224 1,087 
Communications  550 534 
Software maintenance fees   482 488 
Office supplies  420 603 
Repairs and maintenance of property and equipment  365 387 
Insurance  236 129 
Heating and lighting  248 246 
Business travel and related  185 160 
Charity  93 89 
Printing   87 88 
Legal and consultancy  68 948 
Utilities  34 40 
Occupancy and rent  34 14 
Expenses related to the purchase of non-dwelling areas for 
Azerbaijan Mortgage Fund and the Financial Monitoring 
Service  - 13,250 

Other  3,529 839 
    
    
Total administrative and other operating expenses  31,053 42,140 
    

Included in staff costs are statutory pension contributions of AZN 2,059 thousand (2009: AZN 1,955 
thousand).  

In 2009 expenses related to the purchase of non-dwelling areas for Azerbaijan Mortgage Fund and Financial 
Monitoring Service amounted to AZN 8,833 thousand and AZN 4,417 thousand, respectively.  
 

27. Financial Risk Management 

The activities of the Bank are exposed to various risks. Risk management therefore is a critical component of 
its banking activities. Risk is inherent in the Bank’s activities but it is managed through a process of ongoing 
identification, measurement and daily monitoring, subject to risk limits and other controls. Each individual 
within the Bank is accountable for the risk exposures relating to his or her responsibilities. The Bank is 
exposed to credit risk, liquidity risk and market risk. It is also subject to operating risks. 

The independent risk control process does not include business risks such as changes in the environment, 
technology and industry. They are monitored through the Bank’s strategic planning process. 

The Management Board is ultimately responsible for identifying and controlling risks; however, there are 
separate business units responsible for managing and monitoring the various risks: 

Management Board. The Management Board is responsible for the overall risk management approach, risk 
tolerance levels and for approving the main principles of risk management. 
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Investment Committee. The Investment Committee is responsible for defining the acceptable limits for 
management of the Bank’s foreign currency assets in accordance with the “Regulations for Management of 
Foreign Currency Assets of the Central Bank of the Republic of Azerbaijan”. 

Risk Management Unit. The Risk Management Unit of the Market Operations Department permanently 
controls the limits set for management of foreign currency assets in accordance with the “Regulations for 
Management of Foreign Currency Assets of the Central Bank of the Republic of Azerbaijan”, “Main 
Directions for Management of Foreign Currency Assets of the Central Bank of the Republic of Azerbaijan”,  
and “Operational Investment Strategy for Management of Foreign Currency Assets of the Central Bank of 
the Republic of Azerbaijan”. 

Internal Audit. Risk management processes throughout the Bank are audited annually by the Internal Audit 
that examines both the adequacy of the procedures and the Bank’s compliance with the procedures. Internal 
Audit discusses the results of all assessments with management, and reports its findings and 
recommendations to the Chairman of the Bank. 

Risk measurement and reporting systems. Depending on the structure of operations, the risk management in 
the Bank is conducted by centralized and non-centralized method. Financial risk management is conducted 
centrally whereas operational risk management is not centralized. 

Operations are allocated among members of the Management Board based on control principle. Each Board 
member must control the operations under his sector of responsibility. 

Risk management is conducted directly by various departments. There are also special committees and 
commissions within the Bank for conducting operations and control such as the Investment Committee, 
Credit Committee, and Regular Commission on determination of official exchange rates of the Bank, and 
others. 

The risk related to the Bank’s foreign currency assets is a significant risk. Segregation of duties, procedures 
and reporting for risk management are regulated by the “Guidelines on Management of Foreign Currency 
Assets of the Central Bank of the Republic of Azerbaijan”. Acceptable limits on managed risks are stipulated 
in the “Guidelines on Management of Foreign Currency Assets of the Central Bank of the Republic of 
Azerbaijan”, “Main Directions of Management of Foreign Currency Assets of the Central Bank of the 
Republic of Azerbaijan”, “Operational Investment Strategy for Management of Foreign Currency Assets of 
the Central Bank of the Republic of Azerbaijan” and “Investment Rules for Management of Assets by 
Foreign Managers”. These limits are defined by the Investment Committee and approved by the Management 
Board.  Permanent control over risks is exercised by Risk Management Division of the Market Operations 
Department and Financial Market Operations Division of the Payment Systems and Settlements Department.  

Operational risks management is conducted by the Management Board and the Internal Audit Department. 
The Management Board approves operational procedures and guidelines for limitation of operational risk. 
The Internal Audit Department regularly monitors and reports to the Management Board on the 
implementation of operational procedures. 

Excessive risk concentration. Concentrations arise when a number of counterparties are engaged in similar 
business activities, or activities in the same geographic region, or have similar economic features that would 
cause their ability to meet contractual obligations to be similarly affected by changes in economic, political 
or other conditions. Concentrations indicate the relative sensitivity of the Bank’s performance to 
developments affecting a particular industry or geographical location. 

In order to avoid excessive concentrations of risks, the Bank’s policies and procedures include specific 
guidelines to focus on maintaining a diversified portfolio.  

Credit risk. The Bank is exposed to credit risk, which is the risk that one party will incur a loss because the 
other party failed to comply with its financial obligations. Exposure to credit risk arises as a result of the 
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Bank’s lending and other transactions with counterparties giving rise to financial assets. Credit risk is 
managed and controlled through proper selection of investment assets, credit quality of investment assets and 
setting limits on the amount of investment per investment asset. 

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in 
relation to one borrower, or groups of borrowers, and to geographical and industry segments. Limits on the 
level of credit risk by product and industry sector are approved regularly by management. Such risks are 
monitored on a revolving basis and subject to an annual or more frequent review. 

In accordance with the investment guidelines of the Bank, only investment instruments with short-term 
ratings of not less than A-1+ (Standard & Poor’s), F-1 (Fitch) or P-1 (Moody’s) and long-term ratings of not 
less than AA- (Standard & Poor’s, Fitch) or Aa3 (Moody’s) may be used for management of the Bank’s 
assets. At the same time, the maximum amount invested in one commercial bank is defined as the equivalent 
of US Dollar 100 million. Subject to the terms of the investment instrument, minimal credit rating is defined 
as A+ (Standard & Poor’s, Fitch) for investment instruments with a term of up to 1 month, AA- (Standard & 
Poor’s, Fitch) for deposits with a term from one to six months, and AA+ (Standard & Poor’s, Fitch) for 
deposits with a term over six months. When different credit ratings are designated by the various agencies, 
the rating meeting the minimum required level for this asset is used. 

The Bank classifies loans based on a credit rating system. This provides early identification of possible 
changes in the creditworthiness of counterparties. Credit rating allows the Bank to assess the potential loss as 
a result of the risks to which the Bank is exposed and take corrective action. 

Bank accounts 
The Bank may open correspondent accounts in central banks of countries with a country rating of not less 
than AA- (Standard&Poor’s, Fitch) or Aa3 (Moody’s), International Settlements Bank and commercial banks 
with rating of not less than AA- (Standard&Poor’s, Fitch) or Aa3 (Moody’s). 

Depository services 
Central banks with a country rating of not less than AA- (Standard&Poor’s, Fitch) or Aa3 (Moody’s), 
International Settlements Bank and commercial banks with a rating of not less than AA- (Standard&Poor’s, 
Fitch) or Aa3 (Moody’s) may act as foreign depository for securities of the Bank. 

Financial market counterparties 
Only financial institutions with credit rating of not less than A+ (Standard & Poor`s, Fitch) and A1 
(Moody`s) may be financial market counterparties of the Bank. 

Derivative financial instruments 
Credit risk arising from derivative financial instruments is, at any time, limited to those with positive fair 
values, as recorded in the statement of financial position.  

The Bank’s maximum exposure to credit risk is reflected in the carrying amounts of financial assets in the 
consolidated statement of financial position. The impact of possible netting of assets and liabilities to reduce 
potential credit exposure is not significant. The credit risk is mitigated by collateral and other credit 
enhancements as disclosed in Notes 0, 0, 0, 0 and 0. 

In order to monitor credit risk exposures, regular reports are produced by the officers of Market Operations 
Department based on a structured analysis focusing on the customer’s business and financial performance. 
Any significant exposures against customers with deteriorating creditworthiness are reported to and reviewed 
by the Management Board.  

The Bank’s Market Operations Department reviews ageing analysis of outstanding loans and follows up on 
past due balances. Management therefore considers it appropriate to provide ageing and other information 
about credit risk as disclosed in Notes 0, 0, 0 and 0.  
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Loans to local banks portfolio is classified as follows: 

- Refinancing loans 
- Lender of last resort loans 
- Loans under government guarantee  

 
The Bank classifies its investment held to maturity portfolio as follows: 

High grade - government securities having no changes in the terms and conditions, and no overdue in 
principal and interest. 
 
Sub-standard grade – government securities having changes in the terms and conditions of loan 
agreements and no overdue in principal and interest. 
 

It is the Bank’s policy to maintain accurate and consistent risk ratings across the credit portfolio. The 
attributed risk ratings are assessed and updated regularly.  
 
Impairment assessment. The main considerations for loan impairment assessment include whether any 
payments of principal or interest are overdue by more than 90 days or there are any known difficulties in the 
cash flows of the counterparties, bankruptcy or a financial reorganisation of the counterparty, credit rating 
downgrades, or infringement of the original terms of the contract. The Bank addresses impairment 
assessment in two areas: individually assessed allowances and collectively assessed allowances. 
 
Individually assessed allowances. The Bank determines the allowances appropriate for each individually 
significant loan on individual basis. Items considered when determining allowance amounts include the 
sustainability of the counterparty’s business plan, its ability to improve performance once a financial 
difficulty has arisen, projected receipts should bankruptcy ensue, the availability of other financial support 
and the realisable value of collateral, and the timing of the expected cash flows. The impairment losses are 
evaluated at each reporting date, unless unforeseen circumstances require more careful attention. 
 
Collectively assessed allowances. Allowances are assessed collectively for losses on loans to banks that are 
not individually significant and for individually significant loans where there is not yet objective evidence of 
individual impairment. Allowances are evaluated on each reporting date with each portfolio receiving a 
separate review. 
 
The collective assessment takes account of impairment that is likely to be present in the portfolio even 
though there is no yet objective evidence of the impairment in an individual assessment. Impairment losses 
are estimated by taking into consideration of the following information: historical losses on the portfolio, 
current economic conditions, the appropriate delay between the time a loss is likely to have been incurred 
and the time it will be identified as requiring an individually assessed impairment allowance, and expected 
receipts and recoveries once impaired. The management is responsible for deciding the length of this period 
which can extend for as long as one year.  

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

Currency risk. Currency risk is the risk that the value of a financial instrument will fluctuate due to changes 
in foreign exchange rates. Subject to the currency structure of assets, the value of assets of the Bank is 
exposed to risk of changes in exchange rates of main foreign currencies. 

The assets of the Bank are primarily maintained in US Dollars, Euro and Pound Sterling. Currency 
composition of assets was defined by the “Main Directions for Management of Currency Assets of the 
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Central Bank of the Republic of Azerbaijan” approved by the resolution of the Management Board dated 4 
March 2009. This document is taken as a basis by the Market Operations department of the Bank, who is the 
major body responsible for management of the currency risk. Also the department acts in accordance with its 
own charter approved by the Management Board. 

Currency risk is managed through diversification of foreign currency portfolio and determination of the 
below parameters: 

• foreign currencies subject to management; 

• maximum share of the managed currency in the total assets denominated in foreign currencies 
(minimum volume for the base currency). 

The table below summarises the Bank’s exposure to foreign currency exchange rate risk on its monetary 
assets and liabilities at 31 December 2010: 

 AZN USD EUR GBP SDR Other Total
        
Financial assets        
Cash and cash equivalents 101 2,567,416 1,146,646 49,184 - 108 3,763,455 
SDR holdings with the 
IMF - - - - 189,638 - 189,638 
Trading securities - 501,539 179,234 69,083 - 4,851 754,707 
Loans to local banks 1,912,718 - - - - - 1,912,718 
Investment securities  193,162 397,468 217,215 238,261 - - 1,046,106 
Promissory note from the 
Government 216,472 - - - - - 216,472 
Other financial  assets 2,934 2,785 8 - - - 5,727 
Total financial assets 2,325,387 3,469,208 1,543,103 356,528 189,638 4,959 7,888,823 
        
        
Financial liabilities:        
Money issued in 
circulation 5,793,219 - - - - - 5,793,219 
Amounts due to credit 
institutions  609,125 112,596 11,184 - - - 732,905 
Amounts due to 

government 
organizations 932,147 313,407 7,400 1,149 - 109 1,254,212 

Amounts due to other 
organisations 2,400 3 1 - - - 2,404 
Debt securities issued 34,193 - - - - - 34,193 
Amounts due to 

international financial 
institutions 73 4,044 - - - - 4,117 

Liabilities on transactions 
with the International 
Monetary Fund 656 - - - 225,792 - 226,448 

Other financial liabilities 139 3,619 222 - - - 3,980 
Total financial liabilities 7,371,952 433,669 18,807 1,149 225,792 109 8,051,478 
        
Derivatives - 69,090 (55,540) (10,515) - (4,355) (1,320) 
        
Net balance sheet 
position (5,046,565) 3,104,629 1,468,756 344,864 (36,154) 495 (163,975) 
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Derivatives presented above are monetary financial assets or monetary financial liabilities, but are presented 
separately in order to show the Bank’s gross exposure. 

The table below summarises the Bank’s exposure to foreign currency exchange rate risk on its monetary 
assets and liabilities at 31 December 2009: 

 AZN USD EUR GBP SDR Other Total
    
Financial assets    
Cash and cash 
equivalents 180 1,733,867 1,193,005 60,158 - 234 2,987,444
SDR holdings with the 
IMF - - - - 191,284 - 191,284
Trading securities - 326,015 62,132 41,727 - 4,128 434,002
Loans to local banks 1,444,873 - - - - - 1,444,873
Investment securities  139,313 426,561 94,058 161,269 - - 821,201
Promissory note from 
the Government 211,837 - - - - - 211,837
Other financial  assets 2,795 163 - - - - 2,958 
    
    
Total financial assets 1,798,998 2,486,606 1,349,195 263,154 191,284 4,362 6,093,599 
    
    
Financial liabilities:    
Money issued in 
circulation 4,512,710 - - - - - 4,512,710
Amounts due to credit 
institutions  347,609 42,879 3,886 - - - 394,374
Amounts due to 

government 
organizations 870,497 104,120 1,281 354 - 110 976,362

Amounts due to other 
organisations 3,286 3 4 - - - 3,293

Debt securities issued 7,996 - - - - - 7,996
Amounts due to 

international financial 
institutions 243 4,449 - - - - 4,692

Liabilities on transa-
ctions with the Interna-
tional Monetary Fund 656 - - - 242,905 - 243,561

Other financial liabilities 176 - 106 - - - 282
    
    
Total financial 
liabilities 

5,743,173 151,451 5,277 354 242,905 110 6,143,270 

    
    
Derivatives - 80,117 (62,006) (11,929) - (3,908) 2,274
    
    
Net balance sheet 
position (3,944,175) 2,415,272 1,281,912 250,871 (51,621) 344 (47,397)
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Amounts disclosed in respect of derivatives represent the fair value, at the end of the reporting period, of the 
respective currency that the Bank agreed to buy (positive amount) or sell (negative amount) before netting of 
positions and payments with the counterparty. The amounts by currency are presented gross as stated in Note 
0. The net total represents the fair value of the currency derivatives. The above analysis includes only 
monetary assets and liabilities.  

The following tables present sensitivities of profit or loss to reasonably possible changes in exchange rates 
applied at the end of the reporting period relative to the functional currency of the Bank, with all other 
variables held constant: 

 2010 
In thousands of Azerbaijani Manats USD EUR GBP SDR Other
  
Increase in currency rate of 1% 31,046 14,688 3,449 (362) 5 
Increase in currency rate of 5% 155,231 73,438 17,243 (1,808) 25 
Increase in currency rate of 10% 310,463 146,876 34,486 (3,615) 50 
Decrease in currency rate of 1% (31,046) (14,688) (3,449) 362 (5)
Decrease in currency rate of 5% (155,231) (73,438) (17,243) 1,808 (25)
Decrease in currency rate of 10% (310,463) (146,876) (34,486) 3,615 (50)
  

 

 2009 
In thousands of Azerbaijani Manats USD EUR GBP SDR Other
  
Increase in currency rate of 1%  24,153  12,819  2,509 (516)  3 
Increase in currency rate of 5%  120,764  64,096  12,544 (2,581)  17 
Increase in currency rate of 10%  241,527  128,191  25,087 (5,162)  34 
Decrease in currency rate of 1% (24,153) (12,819) (2,509) 516 (3)
Decrease in currency rate of 5% (120,764) (64,096) (12,544) 2,581 (17)
Decrease in currency rate of 10% (241,527) (128,191) (25,087) 5,162 (34)
  

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

Interest rate risk. The Bank takes on exposure to the effects of fluctuations in the prevailing levels of market 
interest rates on its financial position and cash flows. Interest margins may increase as a result of such 
changes but may reduce or create losses in the event that unexpected movements arise. The main objective 
when managing the interest rate risk is to maintain stable return on investments while not exceeding the risk 
levels that can be undertaken per investment policies. Management monitors on a daily basis and sets limits 
on the level of mismatch of interest rate repricing that may be undertaken. 

The table below summarises the Bank’s exposure to interest rate risks. The table presents the aggregated 
amounts of the Bank’s financial assets and liabilities at carrying amounts, categorised by the earlier of 
contractual interest repricing or maturity dates. 
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In thousands of Azerbaijani 
Manats 

Demand and 
less than 
1 month 

From 1 to 
6 months 

From 6 to 
12 months 

More than 
1 year Total 

31 December 2010
Total financial assets 3,573,826 2,023,053 215,651 2,076,410 7,888,940
Total financial liabilities 7,821,937 4,248 6,263 220,467 8,052,915

Net interest sensitivity gap 
at 31 December 2010 (4,248,111) 2,018,805 209,388 1,855,943 (163,975)

31 December 2009
Total financial assets 3,782,061 584,021 258,889 1,471,142 6,096,113
Total financial liabilities 5,894,428 - 13,930 235,152 6,143,510

Net interest sensitivity gap 
at 31 December 2009 (2,112,367) 584,021 244,959 1,235,990 (47,397)

All of the Bank’s debt instruments reprice within 5 years (2009: all reprice within 5 years). 

The Bank monitors interest rates for its financial instruments. The table below summarises interest rates at 
the respective reporting date based on reports reviewed by key management personnel. For securities, the 
interest rates represent yields to maturity based on market quotations at the reporting date: 

31/12/2010 
In % p.a. AZN USD EUR GBP SDR Other 
   
Assets   
Cash and cash equivalents - 0.21 0.19 - - -
SDR holdings with the IMF - - - - 0.29 -
Trading securities 0.52 1.29 1.15 - 2.9
Loans to local banks 2.5 - - - - -
Investment securities 0.95 0.79 0.6 0.58 - -
Promissory note from the Government 2.0 - - - - -
Other financial assets:     

- Loans to employees 11.0 - - - - -
    

   
Liabilities   
Debt securities issued 1.8 - - - - -
Amounts due to international financial 

institutions - 1.0 - - - -
Liabilities on transactions with the 

International Monetary Fund - - - - 1.0 -
   

The sign “-“ in the table above means that the Bank does not have the respective assets or liabilities in the 
corresponding currency. 
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31/12/2009 
In % p.a. AZN USD EUR GBP SDR Other 
   
Assets   
Cash and cash equivalents - 0.20 0.18 0.5 - -
SDR holdings with the IMF - - - - 0.4 -
Trading securities - 1.07 2.1 0.7 - 1.3
Loans to local banks 5.1 - - - - -
Investment securities 0.4 0.6 1.1 0.6 - -
Promissory note from the Government 2.0 - - - - -
Other financial assets:     

- Loans to employees 11.0 - - - - -
    

   
Liabilities   
Debt securities issued 1.0 - - - - -
Amounts due to international financial 

institutions - 1.0 - - - -
Liabilities on transactions with the 

International Monetary Fund - - - - 1.0 -
   
 
Geographical risk concentrations. The geographical concentration of the Bank’s financial assets and 
liabilities at 31 December 2010 is set out below: 

In thousands of Azerbaijani Manats Azerbaijan OECD Total
  
Financial assets    
Cash and cash equivalents 105,849 3,657,606 3,763,455 
SDR holdings with the IMF - 189,638 189,638 
Trading securities - 754,707 754,707 
Loans to local banks 1,912,718 - 1,912,718 
Investment securities  193,162 852,944 1,046,106 
Promissory note from the Government 216,472 - 216,472 
Other financial assets 2,942 2,902 5,844 
    
Total financial assets 2,431,143 5,457,797 7,888,940 
    
    
Financial liabilities    
Money issued in circulation 5,793,219 - 5,793,219 
Amounts due to credit institutions 732,905 - 732,905 
Amounts due to government organizations 1,254,212 - 1,254,212 
Amounts due to other organisations 2,404 - 2,404 
Debt securities issued 34,193 - 34,193 
Amounts due to international financial institutions - 4,117 4,117 
Liabilities on transactions with the International Monetary 

Fund - 226,448 226,448 
Other financial liabilities 361 5,056 5,417 
    
Total financial liabilities 7,817,294 235,621 8,052,915 
    
Net position in on-balance sheet financial instruments (5,386,151) 5,222,176 (163,975) 
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Assets and liabilities have been based on the country in which the counterparty is located. 

The geographical concentration of the Bank’s assets and liabilities at 31 December 2009 is set out below: 

In thousands of Azerbaijani Manats Azerbaijan OECD Total
  
Financial assets    
Cash and cash equivalents 105,207 2,882,237 2,987,444 
SDR holdings with the IMF - 191,284 191,284 
Trading securities - 434,002 434,002 
Loans to local banks 1,444,873 - 1,444,873 
Investment securities  139,313 681,888 821,201 
Promissory note from the Government 211,837 - 211,837 
Other financial assets 2,958 2,514 5,472 
    
    
Total financial assets 1,904,188 4,191,925 6,096,113 
    
    
Financial liabilities    
Money issued in circulation 4,512,710 - 4,512,710 
Amounts due to credit institutions 394,374 - 394,374 
Amounts due to government organizations 976,362 - 976,362 
Amounts due to other organisations 3,293 - 3,293 
Debt securities issued 7,996 - 7,996 
Amounts due to international financial institutions - 4,692 4,692 
Liabilities on transactions with the International 
Monetary Fund - 243,561 243,561 
Other financial liabilities 309 213 522 
    
    
Total financial liabilities 5,895,044 248,466 6,143,510 
    
    
Net position in on-balance sheet financial instruments (3,990,856) 3,943,459 (47,397) 
    

Liquidity risk. Liquidity risk is the risk that the Bank will be unable to meet its payment obligations when 
they fall due under normal and stress circumstances. Management of the liquidity risk by the Bank is based 
on keeping the liquidity at required level for meeting the requirements of the Bank in any condition. 

In order to achieve the Bank’s primary goals of maintaining currency stability and control over monetary 
policy, the Bank maintains operational foreign currency assets which are a group of liquid assets from its 
foreign currency assets to ensure timely intervention when deemed necessary. Such group of operational 
liquid foreign currency assets of the Bank is adequate for meeting the foreign currency demand for currency 
intervention, financing foreign trade equivalent of three-month import, and financing short-term foreign debt 
of the country. Liquidity risk management consists of identifying the liquid assets and determining the 
minimum liquidity limits of foreign currency assets over its investment period.  
 
The table below shows liabilities at 31 December 2010 by their remaining contractual maturity. The amounts 
disclosed in the maturity table are the contractual undiscounted cash flows. Such undiscounted cash flows 
differ from the amount included in the statement of financial position because the amount in the statement of 
financial position is based on discounted cash flows. Financial derivatives are included at the contractual 
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amounts to be paid or received, unless the Bank expects to close the derivative position before its maturity 
date in which case the derivatives are included based on the expected cash flows. 

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

In thousands of Azerbaijani Manats 

Demand 
and less 

than 
1 month 

From 1 to 
6 months 

From 6 to 
12 months

From 12 
months to 5 

years 

Over 5 
years Total 

     
Assets    
Cash and cash equivalents 2,572,949 1,190,506 - - - 3,763,455 
SDR holdings with the IMF 189,638 - - - - 189,638 
Trading securities 754,707 - - - - 754,707 
Loans to local banks 17,947 178,474 23,532 282,250 1,410,515 1,912,718 
Investment securities  34,448 654,062 192,047 40,004 125,545 1,046,106 
Promissory note from the 

Government - - - - 216,472 216,472 
Gross settled forwards:       

- inflows 22,996 - - - - 22,996 
- outflows (22,879) - - - - (22,879) 
Other financial assets 4,020 11 72 281 1,343 5,727 
    
    
Total  3,573,826 2,023,053 215,651 322,535 1,753,875 7,888,940 
    
    
Liabilities    
Money in circulation 5,793,219 - - - - 5,793,219 
Amounts due to credit institutions 731,316 - 1,589 - - 732,905 
Amounts due to government 

organizations 1,254,212 - - - - 1,254,212 
Amounts due to other 
organisations 2,404 - - - - 2,404 
Debt securities in issue 34,218 - - - - 34,218 
Amounts due to international 

financial institutions 309 - 207 1,542 2,204 4,262 
Liabilities on transactions with the 

International Monetary Fund 226,542 470 564 4,511 - 232,087 
Gross settled forwards:       

- inflows 71,010 20,491 - - - 91,501 
- outflows (72,344) (20,594) - - - (92,938) 
Other financial liabilities 3,980 - - - - 3,980 
    
    
Total potential future payments 
for financial obligations 8,044,866 367 2,360 6,053 2,204 8,055,850 

    
    
Liquidity gap arising from 
financial instruments (4,471,040) 2,022,686 213,291 316,482 1,751,671 (166,910)
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The table below shows maturity analysis of non-derivative financial assets at their carrying amounts and 
based on their contractual maturities except for assets that are readily saleable in case it would be necessary 
to meet cash outflows on financial liabilities. Such financial assets are included in the maturity analysis 
based on their expected date of disposal. Impaired loans are included at their carrying amounts net of 
impairment provisions and based on the expected timing of cash inflows. Derivatives are presented based on 
their contractual maturities. 

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

The maturity analysis of financial instruments at 31 December 2009 is as follows: 

In thousands of Azerbaijani Manats 

Demand 
and less 

than 
1 month 

From 1 to 
6 months 

From 6 to 
12 months 

From 12 
months to 5 

years 

Over 5 
years Total 

      
Assets      
Cash and cash equivalents 2,987,444 - - - - 2,987,444 
SDR holdings with the IMF 191,284 - - - - 191,284 
Trading securities 434,002 - - - - 434,002 
Loans to local banks 156,329 161,822 92,202 143,148 891,372 1,444,873 
Investment securities  9,315 422,106 166,612 53,027 170,141 821,201 
Promissory note from the 

Government - - - - 211,837 211,837 
Gross settled forwards:       

- inflows 54,620 - - - - 54,620 
- outflows (52,106) - - - - (52,106) 
Other financial assets 1,173 93 75 409 1,208 2,958 
      
Total  3,782,061 584,021 258,889 196,584 1,274,558 6,096,113 
      
Liabilities      
Money in circulation 4,512,710 - - - - 4,512,710 
Amounts due to credit institutions 393,044 - 1,330 - - 394,374 
Amounts due to government 

organizations 976,362 - - - - 976,362 
Amounts due to other 
organisations 3,293 - - - - 3,293 
Debt securities in issue 8,000 - - - - 8,000 
Amounts due to international 

financial institutions 501 - 210 2,045 2,333 5,089 
Liabilities on transactions with 

the International Monetary Fund 243,662 510 612 4,896 - 249,680 
Gross settled forwards:       

- inflows (30,534) - - - - (30,534) 
- outflows 30,774 - - - - 30,774 
Other financial liabilities 282 - - - - 282 
      
Total potential future payments 
for financial obligations 6,138,094 510 2,152 6,941 2,333 6,150,030

Liquidity gap arising from 
financial instruments (2,356,033) 583,511 256,737 189,643 1,272,225 (53,917)
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The Bank does not use the above maturity analysis based on undiscounted contractual maturities of liabilities 
to manage liquidity. Instead, the Bank monitors expected maturities and the resulting expected liquidity gap 
as follows: 

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

In thousands of Azerbaijani Manats 

Demand 
and less 

than 
1 month 

From 1 to 
6 months 

From 6 to 
12 months

From 12 
months to 

5 years 

Over 5 
years Total 

     
Assets    
Cash and cash equivalents 2,572,949 1,190,506 - - - 3,763,455 
SDR holdings with the IMF 189,638 - - - - 189,638 
Trading securities 754,707 - - - - 754,707 
Loans to local banks 17,947 178,474 23,532 282,250 1,410,515 1,912,718 
Investment securities  34,448 654,062 192,047 40,004 125,545 1,046,106 
Promissory note from the 

Government - - - - 216,472 216,472 
Gross settled forwards:       

- inflows 22,996 - - - - 22,996 
- outflows (22,879) - - - - (22,879) 
Other financial assets 4,020 11 72 281 1,343 5,727 
    
    
Total  3,573,826 2,023,053 215,651 322,535 1,753,875 7,888,940 
    
    
Liabilities    
Money in circulation 5,793,219 - - - - 5,793,219 
Amounts due to credit institutions 731,316 - 1,589 - - 732,905 
Amounts due to government 

organizations 1,254,212 - - - - 1,254,212 
Amounts due to other organisations 2,404 - - - - 2,404 
Debt securities in issue 34,193 - - - - 34,193 
Amounts due to international 

financial institutions 305 - 188 1,506 2,118 4,117 
Liabilities on transactions with the 

International Monetary Fund 974 4,145 4,486 27,976 188,867 226,448 
Gross settled forwards:       

- inflows (71,010) (20,491) - - - (91,501) 
- outflows 72,344 20,594 - - - 92,938 
Other financial liabilities 3,980 - - - - 3,980 
    
     
Total potential future payments for 
financial obligations 7,821,937 4,248 6,263 29,482 190,985 8,052,915 

    
    
Liquidity gap arising from 
financial instruments (4,248,111) 2,018,805 209,388 293,053 1,562,890 (163,975) 
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The maturity analysis of financial instruments at 31 December 2009 is as follows: 

In thousands of Azerbaijani Manats 

Demand 
and less 

than 
1 month 

From 1 to 
6 months 

From 6 to 
12 months 

From 12 
months to 

5 years 

Over 5 
years Total 

       
Assets   
Cash and cash equivalents 2,987,444 - - - - 2,987,444 
SDR holdings with the IMF 191,284 - - - - 191,284 
Trading securities 434,002 - - - - 434,002 
Loans to local banks 156,329 161,822 92,202 143,148 891,372 1,444,873 
Investment securities  9,315 422,106 166,612 53,027 170,141 821,201 
Promissory note from the 

Government - - - - 211,837 211,837 
Gross settled forwards:       

- inflows 54,620 - - - - 54,620 
- outflows (52,106) - - - - (52,106) 
Other financial assets 1,173 93 75 409 1,208 2,958 
       
       
Total  3,782,061 548,021 258,889 196,584 1,274,558 6,096,113 
       
       
Liabilities       
Money in circulation 4,512,710 - - - - 4,512,710 
Amounts due to credit institutions 393,044 - 1,330 - - 394,374 
Amounts due to government 

organizations 976,362 - - - - 976,362 
Amounts due to other organisations 3,293 - - - - 3,293 
Debt securities in issue 7,996 - - - - 7,996 
Amounts due to international 

financial institutions 501 - 210 1,648 2,333 4,692 
Liabilities on transactions with the 

International Monetary Fund - - 12,390 36,193 194,978 243,561 
Gross settled forwards:       

- inflows (30,534) - - - - (30,534) 
- outflows 30,774 - - - - 30,774 
Other financial liabilities 282 - - - - 282 
       
   
Total potential future payments for 
financial obligations 5,894,428 - 13,930 37,841 197,311 6,143,510

   
   
Liquidity gap arising from 
financial instruments (2,112,367) 584,021 244,959 158,743 1,077,247 (47,397)

       

The entire portfolio of trading securities is classified within demand and less than one month based on 
management’s assessment of the portfolio’s realisability. 
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The matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is 
fundamental to the management of the Bank. It is unusual for banks ever to be completely matched since 
operations carried are often of an uncertain term and of different types. An unmatched position potentially 
enhances profitability, but can also increase the risk of losses. The maturities of assets and liabilities and the 
ability to replace, at an acceptable cost, interest-bearing liabilities as they mature, are important factors in 
assessing the liquidity of the Bank and its exposure to changes in interest and exchange rates. 

28. Management of Capital 

The capital of the Bank comprises the residual value of the Bank’s assets after deduction of its all liabilities. 

The Bank’s objectives when managing capital are to maintain an appropriate level of capital to ensure 
economic independence of the Bank and ability to perform its functions. The Bank considers total capital 
under management to be equity shown in the statement of financial position. 

No external capital requirements exist for the Bank as the central bank, except for the size of the statutory 
capital and minimum amount capital reserves stipulated by the Law of the Republic of Azerbaijan “On the 
Central Bank of the Republic of Azerbaijan” (the “Law”). 

As disclosed in Note 0, at 31 December 2010 the authorized and fully paid capital of the Bank was AZN 
10,000 thousand (31 December 2009: AZN 10,000 thousand). 

According to Article 10.3 of the Law, capital reserves should make up 15% of the national currency in cash 
put into circulation by the Bank and are established by allocations from the profit for the year. The difference 
resulting from the revaluation of assets and liabilities that are held in gold and foreign currency because of 
changes in the rate of Azerbaijani Manat is accounted for in the profit and loss of the Bank, but shall not be 
taken into consideration in the calculation of the capital reserves. Upon establishment of capital reserves, the 
residual balance of realized profit of the Bank shall be transferred to the State Budget. 

Due to the fact that the capital reserves of the Bank at 31 December 2009 were not at the level required by 
the Law, there were no transfers made to the State Budget during the year 2010. At 31 December 2010, the 
Bank did not have the capital reserves required by the Law and therefore, no liability was recognised for the 
transfers to the State Budget. 

In accordance with Article 14 of the Law, the Bank cannot be declared bankrupt. Any deficit in capital is to 
be covered by the Government of Azerbaijan. As disclosed in Note 0, in 2009 the Ministry of Finance of the 
Republic of Azerbaijan representing the Government made a capital contribution by issuing promissory 
notes to cover the capital deficit of the Bank. At 31 December 2010, the Bank had also a capital deficit of 
AZN 80,930 thousand. It is expected that the capital deficit existing at 31 December 2010 will covered by 
the government in accordance with the law of the Republic of Azerbaijan “On the Central Bank of 
Azerbaijan Republic”. 

29. Contingencies and Commitments 

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

Operating lease commitments. As at 31 December 2010 and 2009, the Bank did not have material 
commitments under non-cancellable operating leases.  
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30.  Derivative Financial Instruments 

 31/12/2010 31/12/2009 

In thousands of Azerbaijani Manats 

 
Note

Contracts 
with positive 

fair value 

Contracts 
with 

negative fair 
value 

Contracts 
with 

positive 
fair value 

Contracts 
with 

negative 
fair value

      
Foreign exchange forwards: fair 
values, at the end of the reporting 
period, of 27     

- USD receivable on settlement (+)  503 91,234 54,619 28,026 
- USD payable on settlement (-)  (22,379) (268) - (2,528) 
- Euros receivable on settlement (+)  17,135 - - 83 
- Euros payable on settlement (-)  - (72,675) (40,609) (21,480) 
- Pound Sterling receivable on 
settlement (+)  2,778 267 - 2,425 

- Pound Sterling payable on 
settlement (-)  (500) (13,060) (11,496) (2,858) 

- Other currencies receivable on 
settlement (+)  2,580 - - (3,908) 

- Other currencies payable on 
settlement (-)  - (6,935) - - 

      
      
Net fair value of foreign exchange 
forwards 0, 0 117 (1,437) 2,514 (240) 

     

Foreign exchange derivative financial instruments entered into by the Bank are generally traded in an over-
the-counter market with professional market counterparties on standardised contractual terms and conditions. 
Derivatives have potentially favourable (assets) or unfavourable (liabilities) conditions as a result of 
fluctuations in market interest rates, foreign exchange rates or other variables relative to their terms. The 
aggregate fair values of derivative financial assets and liabilities can fluctuate significantly from time to 
time. 



The Central Bank of the Republic of Azerbaijan 

 270 

31. Fair Value of Financial Instruments 

(a) Fair values of financial instruments carried at amortised cost. 

Fair values of financial instruments carried at amortised cost are as follows:  

 31/12/2010 31/12/2009 

In thousands of Azerbaijani Manats 
Carrying 

amount
Fair 

value
Carrying 

amount 
Fair 

value
   
FINANCIAL ASSETS    
Cash and cash equivalents     
- Cash on hand 105,849 105,849 105,207 105,207 
- Placements with non-resident credit institutions 3,657,606 3,657,606 2,882,237 2,882,237 
SDR holdings with the IMF 189,638 189,638 191,284 191,284 
Loans to local banks     
- Loans under government guarantee 963,499 
- Refinancing loans 486,126 
- Lender of last resort loans 18,810 18,810 5
Investment securities      
- Bonds issued by the Ministry of Finance of the 
Republic of Azerbaijan 129,998 113,811 129,998 101,440 

- UK Treasury bills 238,260 238,260 161,269 161,269 
- France government Treasury bills 137,077 137,077 94,058 94,058 
- International Bank for Reconstruction and 
Development 119,778 119,778 - - 
- US Treasury bills 119,699 119,699 426,561 426,561 
- Italy government Treasury bills 61,569 61,569 - - 
- Germany government Treasury bills 52,727 52,727 - - 
- BMT Nordic Investment Bank 41,041 41,041 - - 
- Germany State Agency KWF 27,412 27,412 - - 
- France State Agency SFE 24,153 24,153 - - 
- Spain government Treasury bills 20,488 20,488 - - 
- German Regional State 10,740 10,740 - - 
Promissory note from the Government 216,472 216,472 211,837 211,837 
Other financial assets     
- Receivables for investments disposed 2,785 2,785 - - 
- Loans to employees 1,713 1,713 1,692 1,692 
- Advances received for foreign currency dealing 
operations 228 228 - - 

- Other debtors 1,001 1,001 1,266 1,266 
     
     
TOTAL FINANCIAL ASSETS CARRIED AT 
AMORTISED COST 7,070,952 7,054,765 5,650,282 5,681,481 
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 31/12/2010 31/12/2009 

In thousands of Azerbaijani Manats 
Carrying 
amount 

Fair 
value 

Carrying 
amount 

Fair 
Value 

FINANCIAL LIABILITIES    
Money issued in circulation 5,793,219 5,793,219 4,512,710 4,512,710 
Amounts due to credit institutions      
- Current accounts 704,681 704,659 374,089 
- Obligatory reserves 20,860 20,860 17,955 
- Repurchase transactions 5,775 5,797 999 
- Blocked accounts 1,589 1,589 
Amounts due to government organizations     
- Amounts due to the Central Treasury of the Republic 
of Azerbaijan 1,140,700 1,140,700 902,275 902,275 
- Amounts due to the State Oil Fund of the Republic of 
Azerbaijan 71,056 71,056 65,004 65,004 
- Other demand deposits 42,456 42,456 9,083 9,083 
Amounts due to other organisations     
- Public organisations  1,347 1,347 1,981 1,981 
- Other financial institutions 250 250 328 328 
- Other 807 807 984 984 
Debt securities issued      
- Short-term notes 34,193 34,193 7,996 7,996 
Amounts due to international financial institutions     
- Borrowings from International Development 
Association (IDA) 4,019 4,016 4,424 4,295 
- Amounts due to other international financial 
institutions 98 98 268 268 
Liabilities on transactions with the International 

Monetary Fund     
- IMF current accounts 656 656 656 656 
- Borrowings from the IMF 37,792 41,042 49,273 53,230 
- SDR allocation 188,000 188,000 193,632 193,632 
Other financial liabilities   282 282 
- Amounts payable for investments securities purchased 3,619 3,619 - - 
- Advances received for the purchase of foreign 
currency 222 222 106 106 

- Amounts in the course of settlement 139 139 176 176 
     
     
TOTAL FINANCIAL LIABILITIES CARRIED 
AT AMORTISED COST 8,051,478 8,054,725 6,143,270 6,147,098 
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(b) Analysis by fair value hierarchy of financial instruments carried at fair value. 

For financial instruments carried at fair value, the level in the fair value hierarchy into which the fair values 
are categorised are as follows:  

 31/12/2010 31/12/2009 

In thousands of Azerbaijani 
Manats 

Quoted price 
in an active 

market 
(Level 1) 

Valuation 
technique with 

inputs observable 
in markets       
(Level 2) 

Quoted price 
in an active 

market 
(Level 1) 

Valuation 
technique with 

inputs observable 
in markets (Level 2) 

     
FINANCIAL ASSETS      
Trading securities 754,707 - 434,002 - 
Investment securities available for 
sale 63,164 - 9,315 - 
Foreign exchange forward contracts - 117 - 2,514 
     
     
TOTAL FINANCIAL ASSETS 
CARRIED AT FAIR VALUE 817,871 117 443,317 2,514 

     

Management applies judgement in categorising financial instruments using the fair value hierarchy. If a fair 
value measurement uses observable inputs that require significant adjustment, that measurement is a Level 3 
measurement. Significance of a valuation input is assessed against the fair value measurement in its entirety. 

                   
31/12/2010 

                   
31/12/2009 

 
In thousands of Azerbaijani Manats 

Valuation 
technique with 

inputs observable in 
markets (Level 2) 

Valuation 
technique with 

inputs observable in 
markets (Level 2) 

   

FINANCIAL LIABILITIES    
- Foreign exchange forward contracts 1,437 240 
   
   
TOTAL FINANCIAL LIABILITIES CARRIED AT 
FAIR VALUE 1,437 240 

  

(c) The methods and assumptions applied in determining fair values. 

Fair value is the amount at which a financial instrument could be exchanged in a current transaction between 
willing parties, other than in a forced sale or liquidation, and is best evidenced by an active quoted market 
price. Where quoted market prices are not available, the Bank used valuation techniques. The fair value of 
floating rate instruments that are not quoted in an active market was estimated to be equal to their carrying 
amount. The fair value of unquoted fixed interest rate instruments was estimated based on estimated future 
cash flows expected to be received discounted at current interest rates for new instruments with similar credit 
risk and remaining maturity. When determining fair values of foreign exchange forward contracts using a 
valuation technique, the management assumed that foreign exchange rate patterns would change as expected 
and at the dates of settlement of the contracts they would not be significantly different from rates used as 
input to valuation technique. 
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Discount rates used depend on currency, maturity of the instrument and credit risk of the counterparty and 
were as follows: 

 31/12/2010 31/12/2009 
  
Cash and cash equivalents    
- Placements with non-resident credit institutions 0.11% - 0.35% p.a. 0.18 % - 0.5% p.a. 
Trading securities   
- Corporate bonds 0.36% - 5.25% p.a. 0.3% - 5.4% p.a. 
- US Treasury notes 0.38% - 4.88% p.a. 0.8% - 4.9% p.a. 
- Notes issued by international financial institutions  3 month LIBOR, 

2% - 5% p.a. 
3 month LIBOR+ 

0.75%, 02% - 6.5% p.a.
- Agency notes 0.49% - 5.35% p.a. - 
- UK Treasury notes 2.25% - 9% p.a. 9% p.a. 
- Government bonds 3 month – LIBOR – 

0.05%, 0.73% - 6.5% p.a. 
0.03% - 6.5% p.a. 

- Regional authority notes 0.73% p.a. - 
- Mortgage-backed securities  5.50% - 6.50% p.a. 0.3% - 6.5% p.a. 
Loans to local banks   
- Loans under government guarantee 3% - 4% p.a. 3% - 4% p.a. 
- Refinancing loans 2% - 4% p.a. 2% - 4% p.a. 
- Lender of last resort loans 2% p.a. 2% p.a. 
Special Drawing Rights holdings with the IMF 0.22%  - 0.4%p.a. 0.22 % - 0. 4% p.a. 
Investment securities    
- Bonds issued by the Ministry of Finance of the 
Republic of –Azerbaijan 

0.15% - 2% p.a. 0.2% - 0.3% p.a. 

- UK Treasury bills 0% -5.13% p.a. 0.4% - 0.6% p.a. 
- France government Treasury bills 0.56% - 0.63% p.a. 0.2% - 0.3% p.a. 
- International Bank for Reconstruction and 
Development 0.85% p.a. - 

- US Treasury bills 0% - 0.88% p.a. 0.1% - 6.5% p.a. 
- Italy government Treasury bills 6% p.a. - 
- Germany government Treasury bills 0.56% p.a. - 
- BMT Nordic Investment Bank 3.88% p.a. - 
- Germany State Agency KWF 4% p.a. - 
- France State Agency SFE 2% p.a. - 
- Spain government Treasury bills 3.38% p.a. - 
- German Regional State 4.13% p.a. - 
- Azerbaijan Mortgage Fund 3% - 3.25% p.a. 3% p.a. 
   
Promissory note from the Government 2% p.a. 2% p.a. 
Other financial assets   
- Loans to employees  11% p.a. 11% p.a. 
   
Debt securities in issue 1.42% - 2.16% p.a. 1.0% p.a. 
Amounts due to International financial institutions   
- Borrowings from International Development 
Association (IDA) 1% p.a. 1.0% p.a. 
- Amounts due to other international financial 
institutions 1% p.a. 1.0% p.a. 
Liabilities on transactions with the International 
Monetary Fund 0.5% p.a. 0.5% p.a. 
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32. Presentation of Financial Instruments by Measurement Category 

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

In thousands of Azerbaijani Manats  Loans and 
receivables 

Available-
for-sale 
assets 

Trading 
assets 

Held to 
maturity Total 

      
ASSETS      
Cash and cash equivalents 3,763,455 - - - 3,763,455
Special Drawing Rights with the IMF 189,638 - - - 189,638 
Trading securities - - 754,707 - 754,707 
Loans to local banks 1,912,718 - - - 1,912,718 
Investment securities  170,002 23,160 - 852,944 1,046,106
Promissory note from the Government 216,472 - - - 216,472 
Other financial assets 5,727 - 117 - 5,844 
      
      
TOTAL FINANCIAL ASSETS 6,258,012 23,160 754,824 852,944 7,888,940
      

The following table provides a reconciliation of financial assets with the measurement categories at 
31 December 2009: 

In thousands of Azerbaijani Manats  Loans and 
receivables 

Available-
for-sale 
assets 

Trading 
assets 

Held to 
maturity Total 

      
ASSETS      
Cash and cash equivalents  2,987,444 - - - 2,987,444
Special Drawing Rights with the IMF  191,284 - - - 191,284 
Trading securities  - - 434,002 - 434,002 
Loans to local banks  1,444,873 - - - 1,444,873 
Investment securities   129,998 9,315 - 681,888 821,201 
Promissory note from the Government  211,837 - - - 211,837 
Other financial assets  2,958 - 2,514 - 5,472 
      
      
TOTAL FINANCIAL ASSETS  4,968,394 9,315 436,516 681,888 6,096,113
      

As of 31 December 2010 and 31 December 2009 all of the Bank’s financial liabilities except for derivatives 
were carried at amortised cost. Derivatives belong to the fair value through profit or loss measurement 
category. 
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33. Related Party Transactions 

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

Related parties may enter into transactions which unrelated parties might not, and transactions between 
related parties may not be effected on the same terms, conditions and amounts as transactions between 
unrelated parties. 
 
As disclosed in the Note 0, the Bank early adopted amendment to IAS 24, Related Party Disclosures and 
used exemption for disclosure of immaterial balances and transactions with government-related entities. 

“Other related parties” represent the Azerbaijan Mortgage Fund (“AMF”) and the Financial Monitoring 
Service (“FMS”). The Bank acts as supervisor of these entities as mandated by law, but it has no title over 
their assets and liabilities, has no share ownership and rights over their economic benefits arising from their 
activities. Refer to Note 0. 

At 31 December 2010 and 31 December 2009, the outstanding balances with related parties were as follows: 

  31/12/2010 31/12/2009 

In thousands of Azerbaijani 
Manats 

Government 
of 

Azerbaijan 
and 

Government 
controlled 

entities 

Key 
management 

personnel 

Other 
related 
parties 

Government 
of Azerbaijan 

and 
Government 

controlled 
entities 

Key 
management 

personnel 

Other 
related 
parties 

       
Loans and advances 
(contractual interest rate: 3 - 
11% p.a.) 1,045,371 51 - 1,041,821 52 - 

       
Impairment provisions for 
loans and advances (1,619) (1) - - (1) - 

       
Investment securities 
(contractual interest rate:  
0.15 – 2.00% p.a.) 174,297 - 23,160 134,293 - 9,315 

       
Impairment provisions for 
investment securities (4,295) - - (4,295) - - 

       
Promissory note from the 
Government 216,472 - - 211,837 - - 

       
Other assets - - 892 - - - 
       
Amounts due to credit 
institutions (non-interest 
bearing) 103,887 - - 7,025 - - 

       
Amounts due to government 
organisations (non-interest 
bearing) 1,252,325 - 1,887 976,362 - - 
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  31/12/2010 31/12/2009 

In thousands of Azerbaijani 
Manats 

Government 
of 

Azerbaijan 
and 

Government 
controlled 

entities 

Key 
management 

personnel 

Other 
related 
parties 

Government 
of Azerbaijan 

and 
Government 

controlled 
entities 

Key 
management 

personnel 

Other 
related 
parties 

       
Amounts due to other 
organisations (non-interest 
bearing) - - - 2,380 - - 

       
Liabilities on transactions 
with the International 
Monetary Fund (contractual 
interest rate:  0. 5% p.a.) 225,792 - - 242,905 - - 

       
Amounts due to international 
financial institutions 
(contractual interest rate:  
1.0% p.a.) 4,019 - - 4,424 - - 

       
 

The income and expense items with related parties for 2010 and 2009 were as follows: 

 2010 2009 

In thousands of Azerbaijani 
Manats 

Government 
of Azerbaijan 

and 
Government 

controlled 
entities 

Key 
management 

personnel 

Other 
related 
parties 

Government 
of 

Azerbaijan 
and 

Government 
controlled 

entities 

Key 
management 

personnel 

Other 
related 
parties 

      
Interest income on loans 

and advances 31,472 3 - 10,059 5 -
    
Interest income on 

investment securities 864 - 331 286 - 13
    
Interest income on 

promissory note from the 
Government 4,635 - - 2,320 - -

    
Provision for loan 

impairment  1,619 - - - - -
    
Administrative and other 
operating expenses - - 1,658 - - 13,250
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Key management compensation is presented below: 

 2010 2009 

In thousands of Azerbaijani Manats Expense Accrued 
liability Expense Accrued 

liability 
    
Short-term benefits:    
- Salaries 627 - 577 - 
     
     
Total 627 - 577 - 
  
 

During the year ended 31 December 2010, the Bank made a settlement of liabilities in the amount of  AZN 
11,445 thousand on behalf of the Government of Azerbaijan Republic (2009: AZN 14,298 thousand). 
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